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COW TTEE SUBSTI TUTE FOR SENATE BI LL NO. 138(FIN) AM

"An Act relating to the purposes, powers, and duties of the
Al aska Gasline Devel opnent Corporation; relating to an in-state
natural gas pipeline, an Al aska |iquefied natural gas project
and associated funds; requiring state agencies and other
entities to expedite reviews and actions related to natural gas
pi pelines and projects; relating to the authorities and duties
of the comm ssioner of natural resources relating to a North
Sl ope natural gas project, oil and gas and gas only |eases, and
royalty gas and other gas received by the state including gas
received as paynment for the production tax on gas; relating to
the tax on oil and gas production, on oil production, and on gas
production; relating to the duties of the conm ssioner of
revenue relating to a North Slope natural gas project and gas
received as paynent for t ax; relating to confidential
information and public record status of information provided to
or in the custody of the Departnent of Natural Resources and the
Department of Revenue; relating to apportionnent factors of the
Al aska Net Inconme Tax Act; anending the definition of gross
value at the 'point of production' for gas for purposes of the
oil and gas production tax; clarifying that the exploration
incentive credit, the oil or gas producer education credit, and
the film production tax credit may not be taken against the gas
production tax paid in gas; relating to the oil or gas producer
education <credit; requesting the governor to establish an
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interim advisory board to advise the governor on runicipal
involvenent in a North Slope natural gas project; relating to
the developnent of a plan by the Alaska Energy Authority for
devel oping infrastructure to deliver affordable energy to areas
of the state that will not have direct access to a North Slope
natural gas pipeline and a recomendation of a funding source
for energy infrastructure developnent; establishing the Al aska
affordabl e energy fund; requiring the conmm ssioner of revenue to
develop a plan and suggest legislation for nunicipalities,
regional corporations, and residents of the state to acquire
ownership interests in a North Slope natural gas pipeline
project; making conformng anendnents; and providing for an
effective date.”
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Managenent Consulting Division

Bl ack & Veatch Corporation;

Consul tant, Departnent of Natural Resources (DNR)
Houst on, Texas
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PCOSI TI ON STATEMENT:  In relation to CSSB 138(FIN) am provided a
Power Point presentation entitled, "Observations on Heads of
Agr eenent . "

PETER ABT, Managenent Director

Managenment Consulting Division

Bl ack & Veatch Corporation;

Consul tant, Departnent of Natural Resources (DNR)

Houst on, Texas

PCOSI TI ON STATEMENT: In relation to CSSB 138(FIN) am assisted
in providing a PowerPoint presentation entitled, "Cbservations
on Heads of Agreenent.”

JASON DE STI GTER, Seni or Consul t ant

Managenent Consulting Division

Bl ack & Veatch Corporation;

Consul tant, Departnent of Natural Resources

Kansas City, M ssouri

POSI TI ON STATEMENT: In relation to CSSB 138(FIN) am answered a
guestion related to the PowerPoint presentation entitled,
"Observations on Heads of Agreenent.”

ACTI ON NARRATI VE

4:38:22 PM

COCHAIR ERIC FEIGE called the House Resources Standing
Commttee neeting to order at 4:38 p.m Representatives d son,
Seaton, P. WIson, Kawasaki, Hawker, Saddler, and Feige were

present at the call to order.

SB 138-GAS PI PELINE;, AGDC, O L & GAS PROD. TAX

4:38:47 PM

CO CHAI R FEI GE announced that the only order of business would
be CS FOR SENATE BILL NO 138(FIN) am "An Act relating to the
pur poses, powers, and duties of the Al aska Gasline Devel opnent
Corporation; relating to an in-state natural gas pipeline, an
Al aska Iliquefied natural gas project, and associated funds;
requiring state agencies and other entities to expedite reviews
and actions related to natural gas pipelines and projects;
relating to the authorities and duties of the conmm ssioner of
natural resources relating to a North Slope natural gas project,
oil and gas and gas only |eases, and royalty gas and other gas
received by the state including gas received as paynent for the
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production tax on gas; relating to the tax on oil and gas
production, on oil production, and on gas production; relating
to the duties of the conm ssioner of revenue relating to a North
Sl ope natural gas project and gas received as paynment for tax;
relating to confidential information and public record status of
information provided to or in the custody of the Departnent of
Nat ural Resources and the Departnment of Revenue; relating to
apportionment factors of the Al aska Net |Incone Tax Act; anending
the definition of gross value at the 'point of production' for
gas for purposes of the oil and gas production tax; clarifying
that the exploration incentive credit, the oil or gas producer
education credit, and the film production tax credit may not be
taken against the gas production tax paid in gas; relating to
the oil or gas producer education credit; requesting the
governor to establish an interim advisory board to advise the
governor on nunicipal involvement in a North Slope natural gas
project; relating to the developnent of a plan by the Al aska
Energy Authority for developing infrastructure to deliver
affordable energy to areas of the state that wll not have
direct access to a North Slope natural gas pipeline and a
recommendation of a funding source for energy infrastructure
devel opnment; establishing the Al aska affordable energy fund;
requiring the comm ssioner of revenue to develop a plan and
suggest legislation for municipalities, regional corporations,
and residents of the state to acquire ownership interests in a
North Slope natural gas pipeline project; making conformng
anmendnents; and providing for an effective date."”

4:39: 07 PM

DEEPA PODUVAL, Principal, Mnagenent Consulting D vision, Black
& Veatch Corporation; Consul t ant, Depart ment of Nat ur al

Resources (DNR): W are consultants to the Departnent of
Nat ural Resources, helping with economc analysis as well as
commercial support. | work the state, with DNR specifically,
for the past seven or eight years starting ... toward the end of

[State Gasline Devel opnment Act] SGDA, through [Alaska Gasline
| nducenent Act] AG A and for the last couple of years on the
Al aska [Liquefied Natural Gas] LNG Project.

4:40:12 PM
PETER ABT, Managenent Director, Managenent Consulting Division
Black & Veatch Corporation; Consultant, Departnent of Natural

Resources (DNR): |'ve been working with the State of Al aska
since the royalty study was conm ssioned this past sumer and ny
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primary area of expertise wth it J[is] LNG markets and
conmer ci al structure.

M5. PODUVAL: And on the phone we have Jason De Stigter he is
manager with Black & Veatch and he has |ead nuch of the analysis
that we've used to support the state. And he's available for
guestions, M. Chair.

4:40: 58 PM

V5. PODUVAL: So, what we have are two different sessions that
we're hoping to walk this conmttee through. W' ve broken out
our discussion of the transaction that is in front of you and
the enabling legislation into two different pieces. The first
is our observations on the Heads of Agreenent, one of the two
maj or agreenents that the state has entered into. And the
second, we'l | be focusing on TransCanada's participation
specifically. Today what we're hoping to walk through is our
observations on the Heads of Agreenent. And tonorrow, when
we're back here, we wll be focusing on TransCanada and its

participation in the project.

CHAI R FEI GE kay and we've been joined by Representative
| saacson in the gallery. If you d |like Rep. Johnson is not
here. So, if you want to sit at the table, go ahead.

V5. PODUVAL: Before we start wal king through the specifics of
t he Heads of Agreenent (HOA), | wanted to show this chart [slide
3] and just sort of put into perspective what is at stake here
with the AK LNG Project. And what we're essentially show ng
here is projected revenues for the state in tw different
worl ds: one without the Al aska LNG Project, an oil only world;
and the other with the Al aska LNG Project where there is oil as
well as gas production fromthe North Slope. And what we start
seeing here is that ... in the oil only world, the forecast - at
least as it is today - would be for declining revenues for the
state, and fairly aggressive at that. The Al aska LNG Project is
essentially forecast to potentially bring up to $4-%4.5 billion
per year of additional revenues to the state.

REPRESENTATI VE FEI GE: And those revenues are gross or net?

M5. PODUVAL: Those are net revenues to the state. One ot her
fact that I want to highlight while we're on this slide [slide
3] is that all of our analysis nodels these two worlds each tine
we | ook at the project. And so, we nodel an oil only world and
use that as our base line and we |ayer on top of that a world

HOUSE RES COW TTEE -7- March 25, 2014



that has gas production from the North Slope and revenues
associated wth that; and recognizing that there are sone
i nt erdependenci es between those two here in Al aska. \Wenever we
speak of revenues from the AK LNG Project what we're referring
to are incremental revenues that would be attributed to the
Al aska LNG Project and so it would be net of any inpacts that
woul d occur to the state's revenues on the oil side, whether
positive or negative. If we go on to slide 4; just putting the
HOA within the context of the AK LNG Project's devel opnent
tinmeline. Were we are today in 2014 is ahead of the first of
these devel opnent st ages, which is Pre-FEED and FEED
essentially stands for Front-End Engineering and Design, and
it's the first step to starting to understand the project's cost
and scope Dbetter. As it's anticipated today, this wll
hopefully kick off md-2014 and go through the next 18 nonths
and woul d be expected to be conpleted at the end of 2015. The
next stage in the project's devel opnent would be the front-end
engi neering and design. And this is where the detail ed scoping

of the project wll occur. And so, from a technical
perspective, the scope will be well described and defined, the
cost estimates associated with this project wll becone nuch
narrower than the $45-3$65 billion or the $39-$54 billion that we
hear today. But there are also sonme other very inportant
proj ect developnment steps that get achieved during the FEED
process. In addition to the technical specifications being
wor ked out, the second aspect that will get finalized during the
FEED process are the comrercial arrangenments associated with the
proj ect . And that wll include ... both the project's
commercial structure itself and how the different pieces

will be shared between all of the different stakehol ders, but

al so very inportantly, this is a stage where discussions wth
the market start to occur and the sales and purchase agreenents
associated wth the LNG will be negotiated and finalized during
this stage as well. The third aspect that we'll ... work
through FEED are the financing arrangenents that wll acconpany
this project. And so, for each of the different stakeholders in
the project - the producers as well as notionally the state with
an equity share, and potentially TransCanada - this is the stage
during which discussions and negotiations are entered into in
the financial nmarket as well and the debt that wll be secured
to finance the project will all be worked out. And so, all of
that information -- having good information on the project's
scope and cost, having information on the price as well as the
volume ... that wll be associated with the LNG that's com ng
out of this project, and having the financing agreenents in
pl ace, essentially gives the different project participants
sufficient information to trigger a key point in the project's
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devel opnent, which is denoted here as FID or final investnent
decision. And that's really when the majority of the project's
construction activity and the project's costs related to that
will start being incurred. And so, if you |ook at the boxes at
the bottom they associate costs with each of these project
devel opnent stages. The first state though Pre-FEED woul d have,

for the state, somewhere between $40 and a $100 million being
i nvest ed. Then you get to the FEED stage and the state's
i nvest ment goes to between $180 and about $450 million, or about
2 to 3 percent of the total investnent. Then, it is after FID

when nore information about the project is available that the $7
to $13 billion, or up to 95 to 97 percent of the project's

costs, will start being spent. |If you get to FID and all of the
information in front of you does not point toward an
econonmically viable project -- in other words the market is not

there or the market is not willing to give the prices that would
be needed to support the cost structure of this project, or the
financing arrangenents are sinply not attractive enough to where
the different stakehol ders can nake noney, at that point each of
the producers as well as the state, TransCanada, they would al
be taking that decision not to go ahead with the project and not
to put billions of dollars into a project that doesn't have all
of the pieces lined up. The flip side of that, or the
success path associated with that, is if you go through the FEED
process and have all of those elenents lined up, at that point
there is sufficient confort in the deals that have been struck

that this project will be economic to where you can actually
take the step where the state as well as all of the different
parties now start investing billions of dollars. So, what the

HOA really takes wus through is Pre-FEED, its decisions
associated with for the state investing the $40 to $100 nillion
and to enter into commercial agreenents wth the other
stakehol ders here that hone in on ... all of the details that
w Il support entering into FEED after Pre-FEED, if that is the
decision that the project developers take in essentially noving
t he process forward.

4:50: 15 PM
CO CHAIR FEI GE: Question, Representative Hawker, then Kawasaki

REPRESENTATI VE HAVKER: Thank you M. Chair. Good to see you

back agai n. I'"d like to just - |'ve got your presentation here
- and 1'd just Ilike +to establish a real f oundat i ona
understanding for nyself. I think last fall, the last time you

were in front of House Resources here tal king about the royalty
study, which of course plays into a |lot of these econom cs that
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we are going to be looking at here. There was a fairly |engthy
di scussion about how that royalty study at the tinme was
necessarily based really on the estimted project costs of the
original AK LNG Project which was TransCanada's open season and
then their original plan to go to Valdez. There's certainly
been announcenents of changes subsequent to that tinme. |'m just
wondering ... is this docunment still based on that original
TransCanada concept or have you been able to have access to and
are working wth nunbers that - recognizing that FEED is all
about tying things down a whole lot tighter - but is this really
about the current project and have you had the chance to
i ncorporate an update of the project fromwhat it was last tine
we were talking to you into the docunents in front of us.

4:51: 37 PM

MS. PODUVAL: Representative Hawker, through the Chair, thank
you. |It's very nice to see you again too. The short answer is
yes. The cost estimates here incorporate the assessnent that we
made . ... Sorry, let nme back up. The pipeline cost estimates
and the [gross domestic product] GDP cost estimates, | believe

are what you're referring to when you say we started with the
royalty study from AG A cost estimates. And so, what we did as
part of the royalty study is to evaluate those cost estimates in
light of the changes in the market and update those cost
estimtes to what would they, would be today, and we worked with
both Black & Veatch technical experts as well as the state's

technical experts in order to update that. And so, the cost
estimates that you're seeing here are essentially today's view
of what the project's cost would be. And again, they have a
wide range ... as you refer to. W fully expect that as the
project goes through the FEED stage that that range wll get
narrowed down a lot nore, but this is reflecting ... the best

avai l abl e informati on today on what the project's cost estimates
are.

4:53: 07 PM

REPRESENTATI VE HAWKER:  Fol | ow up ...

CO CHAIR FEI GE:  Fol | ow up, Representative Hawker.

REPRESENTATI VE HAWKER: These are Black & Veatch's estimates,

t hough, they really have not been triangulated with the project
sponsors.
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M5. PODUVAL: Representative Hawker, through the Chair,

believe they are lined up with the range within which the
project sponsors have provided their cost estimte. And so,
their cost estimate goes from $45 billion to $65 billion and
our's falls somewhere in the mddle of that range. And so,
we're at about $54 billion as our base case and we've done
sensitivities ... across both ends of that. And so to that

extent it has been triangulated against what the project
sponsors have provided as cost estimates as well.

4:53:51 PM

REPRESENTATI VE HAVKER: | guess then, nmy take away is -- M.
Chair. VWhat you're telling nme is no, you don't have access to
project cost information from the people that are actually the
proj ect sponsors. But you see yourself Jlanding with your

estimates, derived from the original TransCanada plan,
within the ranges provided by those project sponsors, which
gi ves you a sense they're being reasonabl e here.

M5. PODUVAL: Representative Hawker, through the Chair. Yes, to
the extent that the project has ... detailed cost estimtes,
whatever that Ilevel of detail is at that point. That's not
sonet hing we have incorporated here, but the fact that our cost
estimates fall within that range give us confort that we're in
the right ballpark

4:54:31 PM
REPRESENTATI VE HAWKER:  Thank you.

CO CHAIR FEI GE: Representative Kawasaki, did you have a
guestion?

4:54:35 PM

REPRESENTATI VE KAWASAKI : Yea, thank you, M. Chairnan. Thanks
for being here Deepa. And just to tag along to that |ast
question, ... several of wus took a nmnega project sem nar
di scussing sort of the biggest issue when it cones to failure of
projects being the schedule-driven process that doom nega
projects nore than any other single factor. Have you guys taken
that into account in the proposal that's before you? ... Do you
have a risk analysis? O, ... you just picked a straight |ine
in the mddle of the road, this is what we've heard from the
i ndustry versus this is the low fromthe industry.
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4:55:18 PM

M5. PCDUVAL: Representative Kawasaki, through the Chair. W
have | ooked at the risk to the project fromthere being a del ay

in the project schedule. And we will certainly list that as one
of the risks that this project carries, given the conplexity of
this project as well as the scale of this project. So, ... iIn
conbination with market prices, capital costs, schedule; those
would all be significant risk factors for this project. A | ot
of the analysis that we show here ... picks sort of a base-case
view just to allow us to discuss the different aspects that we
are. But we have |ooked at risk analysis, ... testing the

bounds of that.
4:56: 07 PM
CO CHAIR FEI GE:  Fol | ow up, Representative Kawasaki ?

REPRESENTATI VE KAWASAKI : Simlarly to Enalytica yesterday, do
you have stress case ... scenario that we can see before we go
too nuch further here.

M5. PODUVAL: Representative Kawasaki, through the Chair. Ve
may have taken a slightly different approach, | don't know that
we have a stress scenario. W stressed it for different
variables and try to understand ... what sone of the biggest
drivers are that can nove the needl e and which ones don't bubble
up to that Ievel. But that's certainly sonething that we can
do; create one stress scenario and provide that to you.

4:56: 47 PM
CO- CHAIR FEIGE: Foll ow up, Representative Kawasaki ?

REPRESENTATI VE KAWASAKI : Thank you, M. Chairman, to follow up
then. ... The stress <case scenarios that were presented
yesterday, but from the [Legislative Budget & Audit Committee]
LB&A consultants, were cost overruns at 25 percent, market
changi ng between $7 and $15 or sonething like that ... and un-
utilization. Can we figure what your stress case would be using
those simlar nunbers? And maybe, if you're using a different
anal ysis, that's conpletely fine too. I just would like to see
that. | have a different question, though, on the tineline.

CO CHAIR FEI GE: (Okay, go ahead.
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REPRESENTATI VE KAWASAKI : Thank you, M. Chairnan. On the
timeline, we had the Administration cone in earlier and talk
about the estimated tinmeline and ... | think the concern from
committee nmenbers is that once we set this thing in notion, it's
really hard to stop or really hard to cone back to us. Between
the Pre-FEED and the FEED stage, ... how nuch of a dedicated
time do we have? It seens like there's potentially a nonth or
two before we have to make a quick decision with available data
and then saying simlarly placed in 2018. And then another
followup question would be if the legislature can't cone to
some sort of resolution at that point, how inpactful it is to
the tineline.

M5. PODUVAL: Representati ve Kawasaki, through the Chair. I
woul d probably defer those questions to the Admnistration
because they are closer to the negotiations wth the producers

and ... wll have nmuch nore information to you on how the
intersection of those different project devel opnent stages and
what sort of tineline ... would be available as a buffer between
t hose.

4:58: 39 PM

CO CHAIR FEI GE: Representative Hawker

REPRESENTATI VE HAVKER: Thank you, M. Chair. Two foundati ona
guestions again here. As you are presenting cost information
here ... are these only the direct costs of the state in pursing
the project, that is the things that we are going to have to
cash up to pay for? O do these costs include what 'l call
the indirect costs of the foregone revenue, the pre-operations
revenue that is foregone as a result of allow ng sone of these
devel opment costs to be deducted in determination of oil
revenues, which ... really shows up nicely on your previous
chart? So, first question is: When you show nunbers here as
what it is going to cost us, are they just the direct nunbers or
do they include the indirect?

4:59: 29 PM

M5. PODUVAL: Representati ve Hawker through the Chair, the
nunbers that are shown here are just the direct costs of the
project. The analysis that we show you in terns of the state's
revenues, NPVs, all of that incorporates direct as well as
indirect, as you are referring to it, of ... any production

credits that would inpact oil taxes and all of that.
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4:59:54 PM

REPRESENTATI VE HAVKER And ny last question is you' re show ng

on this chart ... your range of estinates recognizing everything
we've said so far in this nmeeting on the state's obligation, the
direct obligation. ... Wat is your estimate right now for the

nodel i ng work here you're doing of total project cost?

5:00: 22 PM
M5. PODUVAL: Qur estimate for the project's cost is $45
billion.

REPRESENTATI VE HAWKER:  Forty-five?
M5. PODUVAL: Yes, in today's dollars, so that's 2014 doll ars.
5: 00: 37 PM

REPRESENTATI VE HAVWKER: So ... that begs one nore question. I
just want to make sure. \When you are saying in 2014 dollars you
are discounting the future expenditures in those future years
back to 2014 doll ars?

V5. PODUVAL: Correct. W actually work in the reverse. e
start with the cost estimte today and we escalate it for what
they will be in the dollars of the day. And so we start wth

the $45 billion and escalate it forward and that gets us closer
to $54 or so billion in nom nal terns.

REPRESENTATI VE HAWKER: Nom nal and could you repeat that
number ?

M5. PODUVAL: $54 billion in nom nal terns, 54 or 55, yep.
REPRESENTATI VE HAWKER:  Forty-five for

M5. PODUVAL: Dollars of the day, 2014 dollars, and 54, yes.
REPRESENTATI VE HAWKER:  On nom nal. Thank you.

MS. PODUVAL: Fifty-four or fifty-five, 1'll have to check, but
in that range, if that helps.

REPRESENTATI VE HAVWKER: For this conversation that is certainly
nor e than adequat e.
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REPRESENTATI VE HAWKER:  Thank you, M. Chair.
COCHAIR FEIGE: You're welcone. Ckay.
5:01:45 PM

M5. PODUVAL: Slide 5 here. Again, just ... condensing into one
slide what we walked through in a couple of hearings on the
royalty study and trying to connect where we are to what the
study's findings and recomrendations were. W just wanted to
take a few mnutes here to touch again upon what the study's key
findings were, how they drove our reconmendations, and how that
pointed towards a state equity participation in the project as a

viable alternative for the state to consider. The study | ooked
at four different aspects. The first was looking at the LNG
markets to understand ... is that an attractive market for us to

pursue. The second aspect of it was |ooking at the supply chain
and trying to cost the project and trying to understand what the
commercial structure associated with the project would be. The

third aspect was | ooking at a fiscal per spective and
under st andi ng where the project would stack up conpared to other
projects globally. And then the fourth one was trying to
understand the risks associated with project and conmmerci al
strategies and options for +the state. The key findings,
basically, said that the global LNG market is grow ng. It's

forecast to double between now and 2030, the demand for LNG but
that it is also conpetitive, the supply is growing as well.
That this is an attractive growng market is being recognized
not just here in Al aska but a nunber of other projects worldw de
and that are all going to conpete for this market. The
government take as well as the cost structure for the Alaska LNG
Project are high. And so, put together, what those factors
pointed us to is that there is room here to inprove the
commercial attractiveness of the project for Alaska to be able
to conpete effectively for this growng LNG demand with the

other projects that are all trying to neet it as well. And the
concept of 1is it possible to create or inprove comercial
attractiveness of the Al aska LNG Project while still preserving
value to the state -- sort of the search for the elusive wn-
win. The Alaska LNG Project is expected to be a large, conplex,
and a high-cost project. ... each conponent of the project by
itself would be considered a world class conplex project - just
the [gas treatnent plant] GIP, just the pipeline, just the LNG
pl ant . Put them all together and ... it's a challenging

under t aki ng. G ven that, one of the findings of the study was
that the project structure for AK LNG is likely to be sone form
of an integrated project. And why that is the case is driven by
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the conplexity as well as the scale of the project. An
integrated structure where the producers own the infrastructure

associated wth the AK LNG Project as well <creates the
opportunity for nore project control and that becones critica
for success with a project like this. What you don't want to
have happen is the GIP is ready but the LNG plant is not or the
pipeline is ready and the other conponents are not. Havi ng an
integrated project control essentially allows all of those
different developnment tinelines to be lined up so the entire
project is ready at the earliest date it can be. If you put

those two together, what it points to is that we mght have a
project that looks a lot Ilike [Trans-Al aska Pipeline System
TAPS, that's conpletely producer owned and integrated. And
along with that cones certain risks to the state and to the
extent that in creating value of and inproving the comerci al
attractiveness of the AK LNG Project the state stays cognizant
of those risks and is able to mtigate them then that would be
valuable to the state. So, this concept of creating alignment
between the producers and the state starts becomi ng inportant.
And it was really the conbination of those factors - how can we
i nprove the comrercial attractiveness of the LNG project to the
producers and to where it can conpete effectively for that
demand, how can we preserve value to the state in doing so and
how can we |ine ourselves up with the producers anticipating
this integrated project - that all led to the concept of the
state's equity participation in the project.

5:06: 43 PM

M5. PODUVAL: One way of inproving comercial attractiveness for
the state, and a sonewhat ... nore passive way, would be sinply
to transfer value by reducing royalty or production tax. So,
stay in the structure that exists today and say we are nodifying
our production tax structure so that we inprove the
attractiveness of this project for the producers. And t hat
would entail... a transfer of value across the table from the

state to the producers. So, fromthat perspective you check the
i mproved comrercial attractiveness, but not necessarily the
retaining value to the state and aligning with the producers for
transparency and all of these other objectives that the state
has. By being an equity participant in the project, it helps
the state to use those billions of dollars that it mght have

given the producers as reduction in taxes or a change in the
fiscal ternms and use that as an investnent to procure an

ownership share in the project. And along with that ownership
share, especially if it is set up where each of the different
parties has an equivalent part of the gas as well as an
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equi val ent share of the ownership of the project, helps to
create that path for the gas all the way to market and create
al i gnnent where you are not having to negotiate with each other
on what the tariffs have to be for your gas to nove on their
part of the project or vice versa. Now, ... that is sort of in
a quick few mnutes nutshell the thought process getting to the
equity share. But we also recognized that there are significant

risks associated ... with participation in this project. | mean
if this project goes ahead, with or w thout participation, there
are risks that the state should recognize and manage. And we
hi ghli ghted a nunber of themin the royalty study and 1'Il touch

again in our discussion here on sone of those.
CO CHAIR FEI GE:  Question?

REPRESENTATI VE HAWKER:  End of the slide.

CO CHAIR FEIGE: kay.

5:09: 06 PM

REPRESENTATI VE HAWKER:  Thank you, M. Chair.
CO-CHAI R FEI GE:  Sure.

REPRESENTATI VE HAVWKER: The whol e process that you' ve outlined

here nakes a | ot of sense of course. If follows right on the
di al ogue you've led the legislature through with the royalty
study, issues, recomendations, and concl usion. | think we've
all conme to see the desired attributes of alignment and

integration, as you called it here. And then, as you ve got it
| abel ed, state equity participation seens to be the thing that
brings all that together - the alignnment and the integration. |
guess ny question is: s it state equity participation if the
state transfers its ownership and control to the outside
commercial interest, which would be TransCanada of course? |Is
that going to be viewed in your view ... that whether it 1is
actually state ownership and control for another third party
that we have assigned our actual ownership and sovereign
interest in these assets to and in fact we do not have the

ownership and control, ... that option where state has no
ownership, state has no control versus the state maintaining
ownership or control to sonme degree. Does that nmake a

difference in your perspective on the viability of state equity
participation to neet those objectives of alignnent and
i ntegration?
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5:10: 55 PM

MS. PCODUVAL: Representative Hawker, through the Chair. In ny
mnd |'ve separated these two into two different decisions. The
first being ... does it nmake sense for the state to have an

equity participation in the project as opposed to any other
structure or staying in the current fiscal structure? And then
the second decision associated with that is if we' ve reached the
conclusion that state equity participation is beneficial to the
state, and there are nerits associated with that, then how do we
optim ze that equity participation? And bringing on a partner

or otherwise ... | think falls in that second decision on ... Is
this the best way to optimze the state's equity participation?
Having said that, | think your question on are we Yyielding
control or transparency by bringing on a third party such as
TransCanada into the mx, a lot of that wll depend on the
actual terns that get negotiated in these agreenents wth
Tr ansCanada. And we don't view that as creating any sort of

m sal i gnment between the state and the producers and in sone
ways that's alnost the nore inportant area to find alignnent.

Like | said, the state bringing in TransCanada as a way to
optimze its equity participation is a discussion between the
state and TransCanada and those negotiations wll hopefully -
and the agreements that wll follow - wll hopefully create

access to information for the state and help the state achieve
some of the sane objectives as it would from an ownership
perspective as it would w thout TransCanada.

CO CHAIR FEI GE:  Fol | ow up, Representative Hawker?
5:12:50 PM

REPRESENTATI VE HAVKER: Your words here, you said you, Black &
Veatch, don't see whether it 1is TransCanada or the state
ownership or control, whatever our matrix is, you don't see it
creating a msalignment wwth the producer entities. Do you have
any idea how they see it? And | know they're sitting in the
room here, but ... | don't know either, haven't asked them
haven't talked to them But |I'm just curious do you know that
it doesn't or do you just think it doesn't?

5:13: 18 PM
M5. PODUVAL: Representative Hawker, through the Chair, |
woul dn't presune to answer for them | do not know. | woul d

point to the fact that they're actively in these negotiations
with TransCanada as well as in the room to indicate that it
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works for them but that's really all | would have to base it
on.

REPRESENTATI VE HAWKER:  Thank you.

CO CHAIR FEI GE:  Any ot her questions? Do you have one?

5:13:46 PM

REPRESENTATI VE | SAACSON: I'"'m not sure how to phrase it, M.
Chair, but thank you. Following up with Representative Hawker's
guestion, Deepa, was the idea that ... the alignnent depends on
the terns that we cone to and we have to determ ne that. Now,
maybe that is what the rest of your presentation is about, |
take it, but what confused nme a little bit - naybe you could ne
even phrase the ternms of nmy confusion - is if we assign our
ownership participation to a third party, any third party, and
depending on the terns ... what are the terms that we should
ook for to make sure that ... we still have an active voice?

And is that common with sovereigns assigning a third party their
participation rights |like we're doing?

5:14:42 PM
MR. ABT: Through the Chair, |I'm sorry | haven't net you yet,
|"'m Peter Abt with Black & Veatch. It's inportant as you get

into these discussions with TransCanada, or whonever that third
party is, that you walk into those discussions know ng clearly
what you want out of them So, what's inportant to the state is

to maintain transparency, like to have a real appreciation for
the costs that wll be incurred in the developnent of the
proj ect . And that is a critical conponent to include in the

negoti ations and the discussions with TransCanada. The el enent
of control is going to be very interesting discussion to have
| think the state's participation and the |evel of control that
the state will have in the GIP and the pipeline will be driven
by whether or not they choose to exercise the buyback option.
But it is always a lever that they have in the process up to the

point that those decisions are nmade. And in terns of the
sovereign assigning its rights in other projects, there are
i nstances where that does happen indeed. There's a couple of
exanples that may cone to mnd and it was in the early stages of
devel opnent of sone of these projects. The Tri ni dadi an

governnent assigned a lot of the rights to the devel opnent of
the project to the producers in that instance, primarily Anobco
and BP, so it's a situation that has occurred in the past, yes.
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CO CHAIR FEI GE: Representative Kawasaki
5:17: 02 PM

REPRESENTATI VE KAWASAKI : Thank you, M. Chairnman. We're
talking a little bit about transparency and the ability for us
as a partner with a private entity to understand what things are
going on. The two reports that we have from LB&A' s contractors
seem to talk about the ownership issue and privacy and
confidentiality and 1'Il just paraphrase. It just says it's
possible that a partnership with these private parties who
generally operate wth greater confidentiality than public
entities could limt that transparency. Can you kind of address
that and then in terns of state standing versus reducing the
ri sk agai nst our other partners that are avail abl e?

5:17:39 PM

M5. PODUVAL: Representative Kawasaki through the Chair, | think
we Wil probably touch on some of that Jlater in the
present ati on. But | will say that I'm not quite sure | follow

the view on transparency when we tal k about how private entities
in some ways would have less transparency than public entities.
| think if we look at that fromthe state's perspective and the
options are to have an equity participation in the project or
not ... so, | may be misstating your premise, but if ... we're
t hi nki ng that having an equity participation would make us akin
to private entities being in business together, then that wll
definitely be a framework where the state would have access to
nore information than it would being on the outside as just a
soverei gn. So, for exanple, ... the state would not have
information on where the producers are in their devel opnment
process; what the costs are that are being estimated for the
project; or any of that, being outside on the sovereign you'd be
waiting for press releases essentially to tell you that. Bei ng
an equity participation and having a seat at the table, you're
at least part of the discussion and you know what they're up to
with relation to this project.

CO CHAIR FEI GE: Pl ease conti nue.

5:19: 24 PM

V5. PODUVAL: [slide 6] So, turning back to sone of what the
royalty study pointed out and what led to this recommendati on of

state equity participation, we want to use those criteria as
t he benchmark against which we |ook at the Heads of Agreenent
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that the state has entered into. And so, the first being
create alignment through equity participation. The second was
i nprove commercial attractiveness of the Alaska LNG Project.
Preserve value to the state. And manage the risks that would
come ... wWith this structure as the state goes ahead with this
project. And so, what | want to do here is wal k through each of
those four elenments within the context of the HOA and say

have we gotten there, have we not gotten there, which areas are
the work in progress.

5:20: 27 PM

M5. PODUVAL: [slide 7] So, looking at the first aspect which is
creating alignnent through equity participation. Just touching
on the highlights of the Heads of Agreenent and the concept that
it tries to capture, the central one here is that royalty taken
as gas and tax taken as gas together create a state gas share.
And then that state gas share is equivalent to the state's
equity share in the project. And the state's equity share in
turn inpacts the investnent that the state will make in the
project as well as the revenues that the state will earn in the
future. The structure as it's envisioned now would have the
state holding equity along the entire supply chain. And again,
this is breaking out the second decision which is once we have

this equity what are we going to with it, is there a partner
i nvol ved or not. The Heads of Agreenent gets us to the point
where the state has an equity share through the entire supply
chain and has a path to nmarket. And then the concept that

commitments are made in a stage-gated nmanner. And sitting today
before Pre-FEED has been done, the state is not commtting
itself to spending billions of dollars and seeing this project
through all the way through construction and what's really being
contenpl ated here is decisions that enable Pre-FEED and nove the
ball forward. So, these key elenments help to create that
alignnment that we were tal king about and maybe the pieces that
are inportant in facilitating that alignnent is this concept of
having a state gas share and having an equity in the project
that matches that state gas share and for each of the producers
to al so have a share in the project that's proportional to their
gas. That structure and having the path through the entire
project helps create ... this concept of a project within a
project where each party has their own gas and their way of
getting that gas to market, and it in sone ways reduces the
nunber of things you have to agree on. So, | think from the
perspective of alignnent, the structure that's been laid out is
probably well thought out from that perspective. [slide 8]
Then | ooking at the attractiveness of the ... AK LNG Project and
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whet her what's being envisioned here inproves the conmercial
attractiveness of the project. W |ooked at what the producers’
returns from the project wuld be and the state's equity
investment in the project essentially inproves the producers'
returns by between 3 and 4 percent in the project and that's

meani ngful, given the scale of this project. And it is largely
achieved by the state contributing between 20 and 25 percent of
the upfront capital costs associated with this project. The
upfront capital costs are so significant that ... the state
taking on ... a neaningful portion of that essentially increases
t he producers' returns on the project. And ... risk is being
shared with the state too, ... from the producers' perspective
the state has skin in the gane. The other aspect ... that would
be seen as being attractive from the producers' perspective is
this concept of the state taking its share as gas. It allows

them to reduce the potential for valuation disputes out in the
future and to know at |east from the experience wth TAPS we've
seen that those can be expensive, long drawn out, and
resource intensive on both sides.

CO CHAIR FEI GE: Representative Hawker, question?

REPRESENTATI VE HAWKER: Again, | wanted to get to the end of the
sl i de.

CO CHAIR FEI GE: (kay, keep going.

M5. PODUVAL: Go ahead.

5:24:31 PM

REPRESENTATI VE HAVWKER: M. Chair. Could you explain the
footnote on nodified status quo.

5:24:43 PM

M5. PODUVAL: Representative Hawker through the Chair, thank you
for that question and | should have pointed that out when |
di scussed this. We've culled out specifically here status quo

as nodified status quo and the reason we've done that is we've
assunmed that the production credits that are applicable on the
oil side with SB 21 would be extended to gas as sort of the
| east that the state would have to do to have potentially an AK
LNG Project in a world where it did nothing else. And so, we're
trying to create a baseline for the world without state equity
participation saying what would the state have to do at the very
least ... to have an AK LNG project proceed. And we picked here
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that this $5 per barrel production credit that's been offered on
the oil side would potentially be expended on the gas side as a
$5 per barrel of oil equivalent for gas recognizing that when SB
21 was structured that gas was not really addressed ... because
the focus was really on oil at that point. And so, that's the
benchmark we use here, and you will see it in a few other places
as well, to neasure against the world where the state has an
equity participation to understand is it better, it is worse.

CO CHAIR FEI GE:  Fol | ow up, Rep. Hawker?

5:26:14 PM
REPRESENTATI VE HAWKER: Thank you, M. Chair. | did see that
you've in several places here ... this is the first chart we've

got the footnote on.
M5. PODUVAL: Yes, and thank you for the question.
REPRESENTATI VE HAVKER: Rai ses the question: ... why here and

is this appropriate and relevant to the dialogue we should be
undertaking to make this nodified status quo at this point in

time because when we ... passed [SB] 21 last year, the whole
idea ... was, frankly, to end these barrel of oil equivalency
conversions as it relates to gas. It was very, clearly, we knew
that we were dealing with the oil tax at a flat rate ... it was
a net tax basically, but a flat rate. Now, today as we are
|l ooking forward at the enabling legislation, it conpletely

abandons net tax on gas, nobves us into a gross tax, and again
we're now talking - not even only a gross dollar value tax - but
a tax that is paid in this project in nolecules, not in dollars.
So, I'mjust really truly asking how and why can a ... barrel of
oil equivalent $5 being factored into these calculations really
be relevant to us here.

M5. PODUVAL: Representative Hawker, through the Chair. | think
one of the things we recognized when we |ooked at ... just
status quo, SB 21 as it is, and the economcs for the Alaska LNG
Project is that that's not a project that will Iikely go ahead,

not with that cost structure, not with that fiscal structure
And so, with the recognition that that sonething would have to

be given on the fiscal side, ... whether or not this production
credit as we've assuned it here wll get there, ... | would
again say likely not, if | had to guess. But it was for the

pur pose of establishing a benchmark, it was nothing nore than an
assunption to say that sonmething would have to be done and maybe
this one is sort of the Ilowest hanging fruit from that
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perspective as opposed to maybe changing the tax rate itself or
any ot her conbination that we could have picked.

CO CHAIR FEI GE: Representative Hawker.
5:28: 54 PM

REPRESENTATI VE HAVKER: Again, from ny decision making. Fi rst
off, we, the legislature, have not extended this $5 a barrel of
oil equivalent adjustnment to gas; ... we nmy, we nmay not.
However, what we do have in front of us -- and that's based on a
net tax -- so sonewhere in here ... you have to be pricing gas
sales in this. And the whole point is we're getting away from
having to ... base that on an oil price. Sonmewhere there has to
be an oil price in that calculation, which conplicates this.
The whole idea of going to gross nolecules was to get away from
these vagaries to sonething that we have not given. If we
really were going to use a nodified status quo, would it not be
much nore neaningful to us to look at the decisions we are
maki ng. And that is either starting with exactly what the
status quo is. O, if we want to nodify the status quo, should
we not be nmodifying it and looking at the $13 MCF gross tax
adjustnment that is, in fact, the question that is before us in

the legislation. Like | said, this $5is ... other than being a
footnote to this page, | don't think it's ever going to enter
into any calculation we ever see. And | understand nodeling, |
understand the rationale you gave us, but | don't know that this
just doesn't create an artificial data point, an artificial
nodi fied status quo that has very little reason. Again, | think
we should be wusing, if anything, that 13 percent gross tax

reduction or the 13 percent gross tax in nolecules, rather than
this calculated nunber that's never going to see the |ight of
day.

5:30: 56 PM

V5. PODUVAL: Representati ve Hawker, through the Chair. So, we

do use the 13 percent ... gross tax when we're |ooking at the
equity participation; so just for clarification that's the

after picture. ... and | would agree with what you just stated
that ... this is not real in that production credits have not
been extended to gas and we don't know what that would be on the
gas side, like | said .... W made a low hanging fruit

assunption on sonething would have to give on the gas side and
that's what we picked.
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5:31: 35 PM

REPRESENTATI VE = HAVWKER: Always a danger to assune the
| egi sl ature does anything, but thank you. | nmean | wunderstand
your rational e.

M5. PODUVAL: Thank you.

CO CHAIR FEI GE: Representative Seaton, then [Representative]
| saacson.
5:31:44 PM

REPRESENTATI VE SEATON: Thank you. For the producer [interna
rate of return] IRR, do we have to assune the base case or are

you ... calculating the 18 to 23 percent internal rate of return
-the green box - is that a calculation or are you having to
calculate this base price based on what sonething mght be and
then inflating that by 3 to 4 percent. | nean, if we don't need
the base case that's ... all these assunptions and what woul d be
if there was a net tax on gas. And if you can just calculate

the IRR and let us know whether that IRR is sufficient in the
project to make it attractive or not, or is it really the
di scrim nati on between these two taxing nmechani smns.

5:32: 38 PM

V5. PODUVAL: Representative Seaton, through the Chair. One
does not influence the other. They're just tw different
cal cul ations of what the producers' returns from the project
would be and so the stand alone calculation of what the
producers' returns from the project would be with state equity
participation is that 18 to ... 22 percent that you're seeing
her e.

REPRESENTATI VE SEATON:  Ckay.

5:33: 00 PM

CO CHAIR FEI GE: Representative |saacson

REPRESENTATI VE | SAACSON: Thank you, M. Chair. So, if |
understand right from a couple slides back - the study findings
- you were saying we needed to reduce high governnent take and
you suggested that we would do this by nodified production tax

or the royalty share. So, in this assunption the nodified
status quo is that we nodified the production tax. If we don't
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nodi fy the production tax using this nodified status quo, what
does that do to the 3 to 4 percent which you said was
meani ngful ? Does it drop into a different category of neani ng?

5:33:41 PM

V5. PODUVAL: W can get you the nunbers. | don't have the
nunbers off the top of ny head what the conparison to the
unnodi fied status quo would Dbe. But ... notionally the
producers' returns would be even lower in a status quo world
because with a nodified status quo we're assumng ... they get a

fiscal break with the production credit extended to gas.
5:34: 07 PM

REPRESENTATI VE | SAACSON: So, follow up?

CO CHAIR FEI GE:  Fol | ow up.

REPRESENTATI VE | SAACSON: So, is that going to nodify the rest
of the nodel that you present to us if we assunme other than the

nodi fi ed. How will we read the rest of this if the base
assunption is that we have a nodified status quo.

V5. PODUVAL: ... The baseline for the producers would be even
| oner revenues than what the nodified status quo would show and
so ... fromthe perspective of the producers' returns with state

equity participation, we would inprove that by nore than 3 to 4
per cent .

CO- CHAIR FEIGE:  Fol | ow up?

REPRESENTATI VE | SAACSON:  So if | understand what you're saying,
if we go to the status quo the green box will drop down a little
bit, but ... this is before we talk about our equity, it'll
bounce back up even with the status quo [slide 8].

M5. PODUVAL: The blue box would drop down. The green box would
stay where it is.

REPRESENTATI VE | SAACSON: k. Alright. Thank you. And if you
woul d point that out throughout here - the presentation - that
woul d be hel pful. Thank you.

CO CHAIR FEIGE: (kay.

5:35:37 PM
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M5. PODUVAL: Again, | would highlight that ... the nunbers are
t he nunbers. W're standing here at a point in time | ooking
forward on a project that's going to be large on which we have

fairly limted information. And so, really all the nunbers
point to here are trends and directions that ... the project
nmoves with the state having an equity participation in the
proj ect . Is the revenue going to be $4 billion from this
project? | mnmean, |I'm not sure | would bet anything on that.
There's lots of uncertainties that are yet to be resolved about
this project and whether it's capital costs or price, or ... any
of the key assunptions that we're making here. Al we can do -
all we're doing here - is ... make assunptions based on the best
information that you have today and ... try and study
sensitivities around those assunptions to understand how nuch it
noves your answer but really what we're focused on is ... is the
answer still valid? Does this conceptually nmake sense to do and
does it namke sense to go through the next stage of this process
and go through Pre-FEED;, get nore information. At that point we
have to stop and think does it nake sense to go through FEED and
get nore information? Does it nmake sense to exercise a fina

i nvestment decision and go forward. And so, as nore and nore
informati on becones available, the nunbers wll start being
better, will start making nore sense. There will be nore people
that will ... be able to defend those nunbers and ... those
nunbers wll have greater validity. We just have to recognize
that this is so early in the process that ... whether it's the

[ Legi sl ative Budget & Audit Conmttee] LB&A consultants or us or
anybody else that's trying to run these nunbers, we're naking
use of the best information we have to make deci si ons.

5:37:46 PM
REPRESENTATI VE | SAACSON:  Under stood. Thank you.

CO CHAI R FEI GE: Representative Kawasaki, question? And then
[ Represent ative] Seaton

REPRESENTATI VE KAWASAKI : I think part of that was answered.
Deepa, this is ... nore of a directional analysis to show ng an
i mprovenent from a nodified status quo to some sort of equity
part nershi p. I ... just have ... a couple questions; ... the
first one dealing wwth what an estimated internal rate of return
| ooks attractive in the first place. These nunbers seem to be
fairly high for a major |arge-scale project.

5:38:17 PM
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M5.  PODUVAL: | think ... sone of that information is
proprietary and hard to get .... And | would nake the
di stinction between an upstream expected return [on] investnent
versus a mdstream return on investnent. Generally, for the
upstream ... from the producers' perspective, and they're
conparing this project to other opportunities they have for
exploration and devel opnment of resources worldw de, they will be
looking at it from the perspective of an upstream return on
i nvestnment and those tend to be high .... The nunbers that |
see here are not too high within that context at all.

5:39: 04 PM
REPRESENTATI VE KAWASAKI : Different question.

M5. PODUVAL: And again, sonething that you could follow up with
t he producers when they're here, too.

CO- CHAIR FEIGE:  Fol | ow up?

REPRESENTATI VE = KAWASAKI : No, it's actually a different
guesti on. It's dealing with the third bullet point on the
reduci ng valuation disputes [slide 8]. Can you ... elaborate a
little bit on that. | think you started to speak about TAPS and
just sone sort of an alignnent there.

5:39: 25 PM

M5. PODUVAL: Sure. Representative Kawasaki, through the Chair.
Having ... an equity participation in the project and the state
owning its half through the mdstream and the downstream and
taking its gas as kind ... both tax as well as royalty on the
Slope - essentially takes away the entire discussion on what

shall the wellhead price be; what is an allowabl e deduction for
passage through the GIP, the pipeline, and the LNG plant. Al l

of that ... from a valuation perspective goes away. One of the

sticking points when ... you're in a royalty-in-value world
is there's always constant ... m sal i gnment  between the
producers and the state from that regard. VWere from their
perspective the wellhead value needs to be the lowest it can
possi bly be because it influences ... the royalty and taxes that
t hey pay. And from the state's perspective, that needs to be
exactly the opposite. What happens here with equity

participation is: we don't have to argue with them about what
the wellhead price needs to be or what the tariff has to be
going through the GIP, LNG and the pipeline because they can
set tariff on their side of the project however they want to
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nove their part of the gas. W wll be nmoving - the state wll
be noving - its share of the gas through the portion of the
project that the state owns. ... Like I said before, you don't
have to agree on nore things than you have to agree on, from
t hat perspective.

REPRESENTATI VE KAWASAKI :  Fol | ow up?

CO CHAIR FEI GE:  Fol |l ow up, Representative Kawasaki ?

5:40: 58 PM

REPRESENTATI VE KAWASAKI : So, ... the state mght elect to take
all of its gas in-kind but we sonetines take it in-value. I
guess, doesn't that set the State of Alaska arguing for the
| onest value for the entire project. And then how does that
inpact ... the rest of the chain.

M5. PODUVAL: The structure that's being contenplated here would
have the state receiving its royalty in-kind, essentially, as

gas on the North Slope at the well head. And so, there's not
notionally a scenario where you would be in-value in this world
and want to have ... a low transportation cost through the
proj ect .

REPRESENTATI VE KAWASAKI :  Ckay.

V5. PODUVAL: Because you've already in sonme ways prepaid for
that transportation cost through the project by naking that
i nvest ment upfront.

5:42: 11 PM
CO CHAIR FEIGE: Okay. On to the next slide.

MR, PODUVAL: In nmoving to the concept of ... if we've created
nore commercial attractiveness for this project from the
producers' perspective and comng to the state's perspective in
trying to understand have we also preserved value to the state,
or as nmuch value as we can for the state, by making ... an
investnment in the Al aska LNG Project? And that's ... the next
sort of criteria or sort of principle from the royalty study
that ... we're exam ning here. And again, ... we're trying to
understand that relative to an [royalty-in-value] RV world
where the state does not nmake an equity investnent in the
proj ect . So, what the next two slides show are projected cash
flows to the state. And this one is standing in an RV world
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and you'll see that the mx of the state's revenues - it's about
$4 billion a year - the mx of the state's revenues are weighted
towards royalty and production tax and then property taxes is
the next big item wth sonme state corporate incone tax [slide
10]. And that ... is the pocket of revenue that accrues to the
state in an RIV world. The other thing you'll notice here, too,
is that the upfront investnment - so to speak - fromthe state's
perspective - or the negative cash flows that we show here are

fairly small in the context of this project. And again
that's just reflecting the production tax credits that wll
accrue as a result of the investnent that's in dispute at Point

Thonmson. ... and in the total cash flows ... adding all of this
up through 2041 is about $70 billion - let's say $68 billion.
Moving to ....

5:44: 08 PM

CO CHAIR FEI GE: Question? Representative Saddl er.

CO CHAI R SADDLER: Qui ck questi on. Deepa, there's two little
dips here after the first ... two-three years, and then also
2039. Are those ... assum ng expansi ons?

M5. PODUVAL: Representative Saddler, through the Chair. That's
additional investnent that gets made in the project both at
Poi nt Thonson as well as if there's yet to find gas that has to
come in to keep the project full. There's upstream invest nent
associated wth that and that causes the dip

CO- CHAI R SADDLER: So you're assuming additional investnent at

Poi nt Thonson at about 2026, ... specifically?

V5. PODUVAL: ... the 2026 is a good question. I'lIl have to go
back and look at that but | was referring nore to the 2036-2038
time period there. That's the dip where there's additional
i nvestnment in Point Thonson - just additional drilling, boost of

conpression, etcetera to keep the production up.
CO CHAI R SADDLER  Ckay.

5:45: 07 PM

CO CHAIR FEI GE: Representative WI son.

REPRESENTATI VE P. W LSON: Everybody in here probably knows
this, but what's the gray it's SCIT.
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M5, PODUVAL: State Corporate | ncone Tax.
REPRESENTATI VE P. WLSON: Thank you
5:45:17 PM

M5. PODUVAL: Then the next slide, on slide 11, |ooks at the
revenues to the state in a world with equity participation. And

so, a couple of things to focus on here is that -- again, the
total dollars ... it's alittle over $4 billion in this scenario
with 25 percent equity that we're looking at -- the mx starts
looking a little different. There's still royalty, but
production tax is a conponent that's a little |ower. Property
tax still stays significant, but we're also capturing sone
revenues from project ownership. And that's ... sinply a return

on the state's equity on the project. And so, the buckets under
which the state's capturing this revenue gets lightly nodified.
And then the other pertinent fact is the total cash flow, again,
through this 2041 timeframe and it's about $70 billion, again -

alittle over. And ... then there's the third fact here is that
... the state is investing nore as can be seen by the negative
dip upfront in the project. And that's ... essentially the
state's 25 percent investnent in the AK LNG Project. So, the
takeaway from ... this is that with state equity participation
there is a higher wupfront investnent in the project. The

revenues that accrue from the project keep the state whole
relative to what the state would have received in an royalty-in-
val ue worl d. And so, if you put that together with the fact
that the structure inproves the commercial attractiveness of the
project from the producers' perspective and then say ... from
state's perspective it looks like the state has preserved its
value as well, then those two facts conme together. And ... l|ike
| said before, it's a search for that elusive win-win; but you
can see how the conponents of that could line up

5:47: 28 PM

CO CHAIR FEI GE: Representative Kawasaki

REPRESENTATI VE KAWASAKI : Thank you, M. Chairnman. "' m | ooki ng
just between slide 10 and 11 and | know that the state ... we're
always trying to look for a w n-wn. ... | think that's good.
But ... in this case, we're saying that if the producers were
just to go it alone and build their own pipeline at sone point
in time, | nmean the sane ... tinme ... we'd have projected cash
flow of $68 billion versus $72 [billion] if we sonehow have sone

equity partnership in this game. The problemthat 1've got is -
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| ooki ng between graphs, page 11 and page 10 - is that there's

this huge negative where we're starting to pay a lot .... And
there's a value to that risk and I'm wondering if the value's
worth the risk ... and if you can elaborate on what your

t houghts are.

V5. PODUVAL.: Representati ve Kawasaki, through the Chair. Yes,
that's definitely what's on the table here. Wth state equity
participation cones an investnent wupfront in the project -
that's sort of the ... cornerstone of that option. And what
this is showing is that the state gets paid back that investnent
upfront in the project once the revenue streamstarts to cone.

5:48: 52 PM

CO- CHAIR FEIGE:  Fol | ow up?

REPRESENTATI VE KAWASAKI : | nean, that's ... making a lot of
assunptions, but ... the difference between us doi ng nothing and
them going it al one. | don't know if they would or not, but if

they've got a commercial gasline they would; versus us being
sone sort of partner taking an enornous amount of risk for a
project that Jlasts 20 years is $4 billion. That's the
difference; ... am| seeing that right, then?

V5. PODUVAL.: Represent ati ve Kawasaki, through the Chair. That
assunes that your baseline is not zero; that the producers would
do a project wthout the state's participation in it;
frankly, that mght be a fairly big assunption.

CO CHAIR FEI GE: Representative Hawker, then [Representative]
Seat on.

5:49:44 PM

REPRESENTATI VE HAVWKER: Thank you M. Chair; ... would you go to
page 11 please? Thank you ... both of these graphs ... there's a
ot of information enbedded in these .... My first question is
when |I'm | ooking over here at the vertical bar showng ... 12
percent of our value back to the state conmes from what you're
calling "project ownership,” is that 12 percent calculated from
sinply when project goes into operation or is it net of project
costs?

M5. PODUVAL: Representati ve Hawker, through the Chair. Good

guesti on. | want to say it is net of the investnent upfront
but let ne confirmthat wth Jason, who's on the Iine. Jason
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can you confirmthat for us? The percentages that we're show ng
on the bar on the right ... they're net of the investnment up
front, is that right?

5:50: 57 PM

JASON DE STIGIER, Senior Consultant, Managenent Consulting
Division, Black & Veatch Corporation; Consultant, Departnent of
Nat ural Resources: Deepa, that is correct. Al those bars,
including slide[s] 10 and 11 show net cash fl ow percent ages.

M5. PODUVAL: Thank you, Jason.

5:51:16 PM

REPRESENTATI VE HAWKER: May | continue briefly here, sir?
COCHAIR FEIGE:  You may ....

REPRESENTATI VE HAWKER:  Thank you, 'cause that nakes sense to ne
now. |If | conpare the chart on page 10 to the chart on page 11

Again ... and here you're saying, "Yes, there is a $4 billion
difference in total return to the state between ... obviously, a
ownership or total cash flow - $68 and $72 [billion] at the
bottom of this page that $4 billion. Are those nunbers al so net
of project costs? |Is that a positive cash flow from day one to
the end of 2041 of those nunbers?

5:52: 00 PM

M5. PCDUVAL: Representative Hawker, through the Chair. Yes

t hose are net nunbers. But | would caution away from taking -
from a takeaway from these slides - that there's $4 billion
i ncrenment al value to the state because of state equity
partici pation. And the reason | would say that is because

we' re making so many assunptions related to these that that can
nove around quite easily. And actually, when we get to the next

slide you'll see really ... how sone of those variables that we
assunme nove that. The takeaway for nme ... was that the state
hasn't lost value in inproving the attractiveness of the project
for the producers. And ... that really was what was neani ngfu

in |looking at this.
5:52: 46 PM

REPRESENTATI VE HAWKER: And M. Chair, | think that's the point
| was about to try to make next with these two slides because it
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appears ... it's showing - for the uninformed eye | ooking at

this - is, "Ww, |ook how much nore we're getting?" But if
that's only if you look to the right hand of the graph and you
can see ... we look at the annual return is up there nost of the
time ... between $4 and $5 nominal billions; but that doesn't

include that great big amobunt of noney we've gotta spend going
into that. And | guess ny point being is, if we adjusted those

nom nal billions coming in over those future years for the -
just call it a ratable share of that big deficit up front - we
get a line that |looks an awful lot like the line on the top of
the other graph w thout any state investnent in this. So, it
just seened that really these two graphs are showing that - to
me, at least - that looking only at this netric of total cash
flow over the life of the project - and as you said yourself -
that $4 billion's a pretty vague nunber in there. There's
really not a lot - and this is a point that came ... to ny

attention last night |ooking at our own consultants. There does
not seemto be an awful lot of value difference to the State of
Al aska between having TransCanada involved - ah strike that -
that's not the word |I'm |ooking for. I"m thinking of equity
ownership through them But there doesn't seem to be a |ot of
value differential between a pure status quo, especially if |
don't factor in that $5 barrel of oil equivalency (BCE) into
your production taxes that we are not offering.

MS. PODUVAL: Right.

REPRESENTATI VE HAWKER: There doesn't seemto be a great deal of
value differential to the state between these two scenarios.
: And | guess then ny question is, am | really wong there?
And what | would imagine the real value is that we bring to the
table with this venture partner concept is that intangible --
that you' ve already beaten ne to the punch on -- is the fact
that we could actually get a pipeline that's attractive to the
producers and we actually get a pipeline. But whet her we got
TransCanada - | keep saying that - it's 'cause | keep thinking
of them as the equity hol der here. Whet her we take an equity
position or not, our economcs really don't change a |ot, but we
m ght actually get a project out of it is | think is where | see
t hese graphs goi ng.

5:55:09 PM
M5. PODUVAL: Representative Hawker, through the Chair. | think
you basically summari zed what the story is. |It's that having an

equity participation in the project makes it nore attractive for
the producers. ... we're not |losing value, which is valuable in
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itself. The state preserves its value fromparticipating in the
project and there m ght actually be a project.

5:55: 37 PM

REPRESENTATI VE HAVWKER: And |'m - specul ative question - it may
be wong question, wong tine .... Wen we do nake an
investnment in the project, we undertake a great deal of risk, as
wel |, that increases our state risk. Is that risk worth taking

in these scenari os?

5:55: 58 PM

M5. PODUVAL: Representative Hawker, through the Chair. In sone
ways, directly or indirectly, | think the state bears this
project's risks and part of the way to think about it - at |east
the way |'ve thought about it - is that the biggest risk to the
state is not having a project .... W started this presentation

just looking at a world with oil only, w thout an LNG project.
That in ny mind is the biggest risk that the state has and so if
this is an option that brings all of the different stakehol ders
to the table, preserves the value to the state, nakes it
attractive enough for the producers to be putting the other 75
percent of the investnment that's needed in the project, then ...
it seens like a viable path where you want to see how far this

can go and whether ... we can participate and nmake a project
happen.

5:56: 52 PM

REPRESENTATI VE HAWKER: This ... rings well on ny own ears. I
see the world the same way as you do that -- in the gives and
the gets -- you distill it all down, we mght actually just get

a project out of this.
M5. PODUVAL: Right. That's exactly right.
5:57: 05 PM

REPRESENTATI VE HAWKER: Thank you. Appreciate the ... latitude,
M. Chair.

CO CHAIR FEI GE: Representative Seaton
REPRESENTATI VE SEATON: Thank you, M. Chairnman. Looki ng at

t hese graphs, of course the biggest risk to the state is the
upfront construction portion. If we're, by having the equity
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position, allowing a mdstream 18 to 22 percent IRR and we said
that's not really high conpared to upstream investnments, but a
good portion of our risk in the first five years of construction

here is upstream credits we're giving ... against oil taxes.
So, if the upstreaminvestnment - Point Thonson; there isn't that
much in Prudhoe Bay 'cause it's already there - ... if those

have nmuch higher IRRs, do we really need to be offsetting those
i nvestnment s by taking state credits and having state
participation in the upstreanf? As we were talking the other
night, ... our investnent in facilities that are totally owned
by the oil conpanies there ... if we've got an 18 to 22 percent
m dstream | RR and assum ng that what you were tal king about is a
much higher IRRin the upstream....

5:58: 42 PM
V5. PODUVAL: Representative Seaton, through the Chair. So,

when we | ook at the producers' return from the project, we | ook
at it as a conbined project fromtheir perspective. And so, the

returns that we ... pointed to, the 18 to 22 percent, are their
m dstream and upstream conbined so it's ... a little different
perspective from the state in that when we ... l|ook at the
producers' cash flows from this project - both the investnent
that they nmake wupfront as well as their revenues once the
project is operational - their investnment upfront includes not
just their mdstream investnment - the other 75 to 80 percent of
this project that they wuld be funding - but also the
investnment that they have to nmake in the upstream ... nore

specifically at Point Thonson because that's really where the
upstream dol l ars have to be spent for this project. And then we
ook at their revenues associated with that and so the ...
return nunbers that we show is a conbined return on their entire
investnment in the project. And so, their upstreamreturn is not
hi gher than what we're show ng here. It's part of it.

5:59:48 PM
CO CHAIR FEI GE: (Ckay. Fol |l ow up?

REPRESENTATI VE SEATON: As we go forward and do sonme anal ysis

l'd like to see sonme idea of tweaking what that tax credit of
gas infrastructure in the upstream against oil taxes is and what
that does to the economics or perceived economcs of the
project. Could you ....

M5. PODUVAL: Yes, | think we can provide that. And just as an
interesting statistic, we |ooked at this -- it's not here but --
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if you look at just the upstreamside of it in Point Thomson
and the investnent that the state is nmking notionally wth
production credits for the Point Thonson investnent and then the
revenues the state would collect just from Point Thonson from

this project; the state gets a return of ... nore than 25
percent on the state's ... investnment through production credits
in Point Thonson. So, that ... was just interesting to |ook at,

but yes; we can provide you with nore information that |ooks at
t he producers' economcs with and without the production credit.

REPRESENTATI VE SEATON: And thank vyou. And it doesn't have to
be all one or all the other. | nean, a couple of ranges;
because M. Chairman, | think that what |I'm |ooking at is our
big risk is those wupfront years of having to have that
i nvestment without incone fromit, especially if we are reducing

further our budgetary scope there. So, | think that that
m ght be sonmething that would be very interesting to | ook at and
see whether it does really affect the project econom cs.

CO CHAIR FEI GE: Representative Hawker.
6: 01: 39 PM

REPRESENTATI VE HAVKER: And thank you again, M. Chair,
still ... focusing on the project ownership issue; could you
explain the footnote? And | guess it really gets into what we
really are talking about in project ownership in the way this
graph is prepared .... \What are the netrics? Wat do you nean
- can you explain the footnote - and particularly in the context
when you talk about it being the return on equity that the state
invests. This is all about a State of Al aska 25 percent equity
alternative .... Wuld that return on equity have to be shared
with TransCanada if we don't hold the 25 percent in its entirety
ourself? And how exactly does that work when we're basically
shi ppi ng our own gas on a pipe we built for ourself?

6: 02: 32 PM

M5. PCDUVAL: Representative Hawker, through the Chair. What
we're showing here is the different splits of the state's
revenues it's alnpbst an after the fact calculation because
property tax is what it is, state corporate incone tax is what
it is, and ... we know how that worKks. But the other three
buckets together - royalty, production tax, and project
ownership -- what that all boils down to is that we have 25
percent of the LNG that's going to cone out of this project to
sel | . W sell that; we get a certain bucket of dollars. And
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then we have that bucket of dollars and we need to split it out
bet ween royalty, production tax, and project ownership. And the
way we've done that is we've assuned ... 13 percent of it is
royalty. And we've assunmed that .... [|I'msorry, the first step
to that is creating a tariff for the state to pay itself, okay.
And that's what we're capturing and we're assumng a 12 percent
return on equity t hat [the Depar t ment of Nat ur al
Resour ces/ Departnment of Revenue] DNR/'DOR would pay to the
[ Alaska Gasline Devel opnent Cor por ati on] AGDC subsidiary
potentially, okay. And again, it's not creating noney, it's
taking the noney that we have and trying to put it into buckets.

REPRESENTATI VE HAWKER:  Yes.

M5. PODUVAL: And so, the fourth bucket we split it into is this
project ownership and that's paying the 12 percent return and
it's basically going fromone pocket to the other.

REPRESENTATI VE HAWKER:  Yes. Thank you.

M5. PODUVAL: And then the rest of it ... you're splitting it in
that ratio of 13 percent as royalty and the rest is production
t ax.

REPRESENTATI VE HAWKER: Perfect. Thank you.

CO CHAIR FEI GE: Representative Saddl er

6: 04: 03 PM

CO CHAI R SADDLER: I"'m afraid that Deepa | did not hear the
answer whet her the state would have to split that gray bar wth
TransCanada or not. It may have been buried inside your answer,
but I didn't hear it so is this Alaska's in the pocket share or

is this something we nmust split with TransCanada.

6: 04: 31 PM

MS. PODUVAL: Representative Saddl er through the Chair. I f you
will bear with nme and wait wuntil we talk about TransCanada
tomorrow, | wll give you nore on that. | think the short

answer is to the extent that TransCanada cones into the picture
and has ownership of conponents of the project, then the project
ownership as we're showing here wwuld be shared wth
TransCanada. And 1'll share with you tonorrow... what value is
transferred to TransCanada.
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CO CHAIR FEI GE: Ckay.
6: 04: 49 PM

M5. PODUVAL: Mving on to slide 12, this is a really
interesting, and an inportant one, and we should probably take a
couple of mnutes just to wap our heads around what it's trying
to show. You've heard, and you' ve seen the enabling |egislation

that the state is contenplating a 20 to 25 percent share of
the project, and if you assune 13 percent is royalty, then that
| eaves the remaining to be a, the gross tax nunber, that we're

| ooki ng at. And, what we're trying to explain here ... is the
set of assunptions and the franmework that got to those nagic
nunbers. How did we know it was 20 to 25 percent that would

keep the state whole, relative to an RV only world, and not 30
percent or not 10 percent, okay? So, the analysis we wal ked

through is that first of all, the first challenge is know ng
what your benchmark is, that you're trying to neet, right?
Because if you knew for certain what the nunber is, in a

royalty-in-value world, without state equity participation, then
you know what you're trying to beat, or match. But that is the
noving target that's going to be driven by the prices in the

market, as well as the capital cost for this project. Those are
the two big uncertainties that make that a noving target. And
so, we l|ooked across ... a nunber of scenarios and we're

highlighting nine scenarios here that are conbinations of
different price environnents as well as different capital cost
envi ronnent s. And we're taking the conbination of those three,
and | ooking over these nine scenarios and trying to solve for
how nuch the gross tax rate, or how nmuch the state's equity
participation percentage would have to be to be equal to what
the state would have received in a royalty only world, in a
royalty-in-value world, wthout equity participation. Ckay?
And so, what you see here is that in a |low price environnment

which is the line to the very left, the bar is |ow, because the
state would be receiving less royalty and |ess net production
tax in a world where prices are |ow And so, the level of
equity participation that the state would need, or the anount of
gas - share of gas - that the state would need fromthe project,
to neet that benchmark is also correspondingly |ow So,
depending on what your <capital <cost for the project is,
somewhere between, you know, 5 to 15 percent, 4 to 13 percent
as it's shown here, is the level of state equity participation
that would preserve value to the state. Then, we noved to the

high price environment and ... our bar is going to be high
because the state's royalty and production tax in a high price
environment, in a royalty-in-value only world, would be high.
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And so, if need to match that level of revenues with an equity
participation, then the state would need a nmuch higher share of

the gas to be able to match that. And that range is sonewhere
between 30, 35 percent, as we're show ng here. And then we
said, "Ckay let's |look at the mddle." You know, what's between

these two cases, and across the base price for different capital
cost assunptions, again, we solve for how nuch equity does the
state need in the project? Wat is the share of gas that the
state needs, to preserve the value that it could have received
in an RIV only world? And that brought us to between 20 and 30
percent, and that was the recomendation that canme out of the
royalty study: that the state should consider an equity
partici pation between 20 and 30 percent.

6: 08:49 PM

REPRESENTATI VE HAWKER: Thank you. This really is a neat graph,
|"ve got to tell you, where the lines intersect at 24, 25,
that's the answer. But can you tell ne what you used, dollar-
wse, and ... is it market destination, or ... what is |ow
price, base price, and high price to you in this nodel?

6: 09: 07 PM

M5. PODUVAL: Representative Hawker, through the Chair. They
are all with your LNG market prices, and so the netback el enent
woul d be shi ppi ng and then, whatever the project cost is.

REPRESENTATI VE HAVKER: How about doll ars?

M5. PODUVAL: \What the actual dollar nunbers are associated with
this? W do it a little differently, ... we're thinking about
it nmore from nomnal ternms, but the base price assunption
essentially in today's terns would be: we start with the price

for oil, and so it's a $90 per barrel price of oil, and a 13.5
percent multiplier on the oil price, plus a dollar. And so,
what that gets you to is about a $13 price for LNG in today's
dollars, and that's the base price environnent. W go to the

high price environnent, and that assunes $120 oil price, a 15
percent nultiplier, and we have that dollar added to it as well,
give ne a second here, |I'll do the math. So, that's about a $19
price; that'd be high. And at the low price world, we're
assumng this is pegged off of Henry Hub, and so it would be
about $10, assuming a Henry Hub price of about $4 and then a $6
adder to account for the |liquefaction ...

REPRESENTATI VE HAWKER ~ Thank you very ki ndly.
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6:10:41 PM

CO CHAI R FEI GE: kay, Representati ve Saddl er, t hen
[ Representative] O son

CO CHAIR SADDLER:  So, I'Il give feedback to you, so again, this
chart shows what |evel of state equity is required at different
price bands to make the sane anobunt of noney to the state as
woul d be earned under the nodified status quo, right, okay. And
low price, $10, ... | kind of missed those, can you list those
prices again for what you described as | ow price, base price.

6:11:11 PM
M5. PODUVAL: Sure, 10, 13, 19.

CO CHAIR SADDLER:  And the low price of 10 was Henry Hub |i nked,
but the others were?

MS. PODUVAL: G| |inked.
CO CHAIR SADDLER: QG| linked, okay.
MS. PODUVAL: And so, we assuned a $90 oil world in the ... base

price scenario, and a $120 oil world in the high price scenario.
CO CHAI R SADDLER: Ri ght, thank you

6:11: 23 PM

CO CHAIR FEI GE: Representative O son

REPRESENTATI VE CLSON: Oh, thank you. I like this chart too,
but can you tell ne which gas you were assum ng cones on first

for this chart?

V5. PODUVAL: Representative O son, through the Chair.
where the production cones fronf?

REPRESENTATI VE OLSON: Yeah, that would have an inpact on the
chart, | believe.

M5. PODUVAL: We're assum ng through the project that both Point
Thonmson as well as Prudhoe Bay gas would be available 10 years
from now when the project would be operational. So, it would be
gas from Prudhoe as well as Point Thomnson.
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REPRESENTATI VE OLSON: No, I'm sorry. \Wiich one did you assune
was comng on first?

V5. PODUVAL: They're both comng on at the same tinme in our
assunption, by 2024.

REPRESENTATI VE OLSON: Equal amounts, or

M5. PODUVAL: More Prudhoe than Point Thonson, and | can get you
t he actual nunbers.

REPRESENTATI VE CLSON:  Thank you.

CO CHAIR FEI GE: kay, please continue.

6:12: 15 PM

M5. PODUVAL: So on slide 13, what we really wanted to highlight
here is that the gross tax percentage is inportant. It sets
what the state's total share of the gas will be, what the tota
state participation will be, investnent as well as revenues.

And so, if you assune that royalty is about 13 percent, then
when we're tal king about a 20 percent state equity participation
that corresponds to your 8 percent gross tax |evel. And when
you assune a 25 percent state equity participation that
corresponds to the 14 percent gross tax |level, recognizing that
production tax is net of royalty. And so, you know, the state
maxi m zes its value the greater the share of the gas is that the
state has allocated to it and the greater the state's equity
participation; and just sonething for this legislature to be
m ndful of as those decisions are in front of you.

CO CHAIR FEI GE: Representative [P.] WIson.
6: 13: 33 PM

REPRESENTATIVE P. WLSON:. Wuld you just state that again, the
greater the equity?

V5. PODUVAL: The greater the state's equity participation is,
the greater the share of the gas that is assigned to the state.
And that creates a lot of value for the state; the value really
is in the gas. And so, the higher that percentage is the better
the state will be. So, noving to the next

6:13: 56 PM
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CO CHAIR FEI GE: Representative ...

CO CHAI R SADDLER: In the Chair's absence, so just, in the |ast
colum there - State Investnent - that's over, over what
tinmeline, time horizon?

M5. PODUVAL: That's through construction, essentially.

CO CHAI R SADDLER:  Through, up to construction. Ckay.

M5. PODUVAL: Through the end of construction.

CO CHAIR FEI GE: Representative Seaton.

6:14:13 PM

REPRESENTATI VE SEATON:. M. Chair.

CO CHAIR FEI GE: Representative Seaton.

REPRESENTATI VE SEATON:  Thank you. You know the statenent that
the value is in the gas; we had a chart earlier that showed that
a lot of the value in the project was in the mdstream \Was ...
| msinterpreting that chart that we had from |I'm trying to
remenber who presented that one, where the l|argest portion of
the value canme in the m dstream

M5. PODUVAL: Representative Seaton through the Chair. | think

the largest costs for this project are in the mdstream You
can think about that as being value, if you are |ooking at the

return that you receive on that m dstream From the state's
perspective, the point here is that even though the state's
investment will increase with ... the greater the state's equity
participation will be, the state's revenues associated wth
t hose greater volunes that come with higher equity participation
are nore than sufficient to offset the investnent upfront. And

so, if you' re choosing between a 20 percent participation and a
25 percent participation, recognizing that there are different
investment |levels associated with each of those, choosing the
one that has a higher state equity participation yields nore
than sufficient value to offset that difference in cost and
that's really the point | was trying to make.

6: 15: 57 PM
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V5. PODUVAL: [slide 14] So, noving on to the next aspect which

is .... This study pointed out a nunber of risks to the State
of Al aska and cautioned that the state should be nanagi ng these
risks as effectively as it can. ... | like ... what this

analysis shows, but it's essentially looking at the price
exposure that the state has and conparing how the state is
exposed to that in a royalty-in-value world wthout equity
participation, with the exposure that the state would have wth
an equity participation. Ckay. If you look at the mddle set
of bars, the blue bars all show ... a status quo world wthout
equity participation. The green bars are a world with state
equity participation. If you look at the mddle set of bars
that conpare those two, again, we're |ooking at that conbination
of ... prices can be high or low capital costs can be high or
low, and so there's nine different scenarios being nodel ed here.
But the take-away from the mddle set is that across the base
price scenario, regardless of the capital costs, the state's
value from the project is nore or less equal, wth equity
participation, as it wuld have been wthout the equity
participation. Okay? And it should be that way, by design,
because, again, we're trying to ... we tried to solve for what's
the level of state equity participation that would keep that
roughly equal. Now when you nove to the |low price scenari0s,
what you will see is that the revenues that the state receives
with equity participation are, across all three of those
scenarios, higher than what the state would have received
wi thout the equity participation. kay? And so, what that
shows is from a low price environment perspective, having an
equity ownership in the project hedges the state's price risk in
that world. And then you nove to the high price world and what
you see is that equity participation yields |ower revenues than
the state would have received without the equity participation
and staying in an RV only world. Now, this is a happy world
this is a happy world where we're naking a | ot of noney anyway,
we're just not nmaking as nmuch noney as we would have made in an
RIV only world. And so, what you see happening, is that having
equity participation in the project sort of flattens the state's
revenue profile and it flattens the state's exposure to price
risk. It increases the state's revenues in a |low price world,
it decreases the state's revenues in a high price world relative
to RIV only and ... to that extent ... the state is giving up
sone upside - if you want to look at it that way - for that
price protection in a low price environnment, ... which would be
the scenario you want to protect against.

CO CHAIR FEI GE: (Okay, ... Representative Hawker.
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6:19:29 PM

REPRESENTATI VE HAWKER:  And thank you again, M. Chair. So, in

the green bar - 25 percent equity alternative - which is state
takes equity, it's the RIK scenario; is the presunptive rate in
this ... the production tax rate in this R K scenario, the 13

percent of gross?

M5. PODUVAL: That's correct.

6:19: 58 PM

REPRESENTATI VE HAVKER: If I mght follow up? | guess, how did

you establish market price, basically, at the end of the day,
what cones back to the state 'cause there's been sonme argunents

about, or argunments - discussions about the state being ....
The whole point of this pipeline and the whole concept behind
RIK is the state is -- it's exactly what you' re showi ng here.

W're able to ultimately get a higher return on an RIK sale, a
sale of our gas, than we would by taking it in-value back here
in the state. There's sone argunent that we're disadvant aged
because we're the small player in the world. Have you
di scounted the narket prices, or taken into consideration our
potential disadvantage in selling gas, or is it sinply presum ng
that there's sone kind of worldw de market price that we're al
able to get equally?

M5. PODUVAL: Representati ve Hawker, through the Chair. You're
alittle ahead of ne, 'cause |I'mcomng to the marketing.

REPRESENTATI VE HAWKER: |'d be happy to w thdraw the question.

V5. PODUVAL: I'"'m coming to the marketing arrangenent that's
included in the HOA, which | believe will address that concern

But as far as the assunptions go here, we're not assum ng that
the state receives a discount relative to what ... the producers
receive.

REPRESENTATI VE HAWKER:  Thank you.

6:21: 25 PM

CO CHAIR FEI GE: Representative |saacson

REPRESENTATI VE | SAACSON: Thank you, M. Chair. So, if I'm

reading this right, from your earlier description: we could
actually be singing "Ch happy day" even at the high price; if
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this is the nodified and we actually return back to the status
gquo, the blue line goes down to sonme degree and that levels it
off even at the ... higher scenarios.

M5. PODUVAL: Through the Chair, yes, that is correct.
REPRESENTATI VE | SAACSON:  Is there a, sorry.

CO- CHAIR FEI GE: Go ahead.

REPRESENTATI VE | SAACSON: Is there a significance, if, to that

at the higher price, or just a verification that we're on the
right track? If they're both | evel, bal ancing.

6:22: 06 PM

M5. PODUVAL: Through the Chair, it would drop all of these blue
bars down, not just the high price world. And so ... | don't
think that actually changes what we're trying to do here or
where we're going. | think the wvalidity of the -equity

participation providing us sort of a hedge in our price exposure
would still hold true.

REPRESENTATI VE | SAACSON:  Yeah. Thank you.
6: 22: 28 PM
CO CHAIR FEI GE: Representative Saddl er.

CO- CHAIR SADDLER:  Thank you M. Chair. You nade the statenent
that having the equity position, or ownership, flattens the
state's risk, but that seens to be only in the base price band

admttedly the low, nedium and high ranges of the base
price. But it seens to nme that the other, left-hand tranche,
the low price, we are definitely advantaged and at the high
price we're disadvantaged, so can you help ne understand your
statement a little bit nore?

6:22: 58 PM

M5. PODUVAL: Representative Saddler, through the Chair. And
that's exactly why | said it levels the state's exposure to
prices .... What we essentially see, what you would expect to
see, is ... in a low price wrld you receive the |owest
revenues, in a nediumprice world you receive ... a nediumleve
of revenues, a high price world - you receive ... high revenues.
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CO CHAI R SADDLER: Under equity?

M5. PODUVAL: Wthout the equity participation, right, in
general, that's how it would work. And you see that here, in
how the blue bars are structured. What | nean when | say that

equity participation sort of flattens the state's exposure is
that the green bars in the low price scenario are not as |ow as
the blue bars are. And so, the state earns nore in the |ow
price world with equity participation, and conversely, as you
pointed out, in the high price, you don't earn as much with the
green bars as you would have with the blue bars. And so ... it
doesn't give you as much high side, it doesn't give you as mnuch
low side, and it sort of flattens your price.

CO CHAIR SADDLER: This is the ...

6: 24: 03 PM
MR ABT: If I may, through the Chair, Representative Saddler
VWhat ... it helps to do is reduce the volatility that the state

woul d receive in ternms of revenues into the state.
CO CHAI R SADDLER: Ckay.

COCHAIR FEIGE: W've got a little over seven mnutes left, so
pl ease conti nue.

6:24.: 26 PM

V5. PODUVAL: The second aspect of risk for the state ... we
said was capital cost. And touching upon it briefly here -
recogni zing we're going to cone back and tal k about TransCanada
in nore detail - ... essentially the capital cost risk exposure
to the state is highest before the project starts because there
aren't project revenues yet to support the cash calls ... that

woul d be demanded from the state. And to the extent that the
state thinks in TransCanada as a partner in this, to share in
t hose upfront capital costs, that is one nmechanism for the state
to reduce its exposure to those cash calls early in the
project's devel opment before you have revenues to offset any
cash calls wth. In terms of the nunbers, having TransCanada
participate allows the state to retain between 20 and 25 percent
of the gas share, while only being responsible for between 13
and 18 percent of the upfront capital costs. And that's because
they will be paying the remaining portion of the capital costs
associated with the [GIP and the pipeline. And this becones
especially inportant if there are cost overruns associated wth
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this project. And that ... as we discussed before, ... is a

very real risk for this project ..., given how large it is and
how conmplex it is. ... we should all expect that costs will go
up with a much higher probability than they will go down for
this project. And so, ... having a partner to share ... that

i nvestnment requirenment upfront - to the extent that that noves -
beconmes even nore val uable because there is some uncertainty in
what the cost for the project wll be. And that's what we're
hi ghlighting here, putting sonme nunbers to it on slide 16. The
| eft panel essentially shows the state's investnment with and
wi t hout TransCanada in the mx. And what it shows is under the

base |evel of capital costs for this project - the $45 billion
level - having TransCanada as a partner reduces the state's
upfront cash calls by about $3 billion or so.

CO CHAIR FEI GE: Representative Saddl er
6:27: 09 PM

CO CHAI R SADDLER: And could you ... expand a little bit when
you say with TransCanada, with the specific conditions, is that
wi th buyback, wthout, parts of those nunbers a little bit nore
finely than what you're presenting here?

M5. PODUVAL: Representative Saddler, through the Chair, thank
you for that question. We're assuming here that this is wth
the buyback, and so wthout the buyback, it wll reduce the
state's capital investnent even further. And ..

6:27: 29 PM

CO CHAI R FEI GE: Representative [P.] WIson, then Seaton
REPRESENTATI VE P. W LSON: kay. Thank you M. Chairnman.
TransCanada really has to, ... they want to maintain their
ability to have a profit in this. And so, if | renenber right,
TransCanada says that they want to get the greater of either 60
percent of the 25 percent, or 14 percent ... of the pipeline,
correct?

M5. PODUVAL: Representative WIson, through the Chair, yes.
REPRESENTATI VE P. WLSON: kay.

M5. PODUVAL: That's correct.
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REPRESENTATI VE P. W LSON: So, and then this, this is with
t he buyback?

M5. PODUVAL: Yes, what we're showing here is with the buyback.
REPRESENTATI VE P. WLSON. Ckay, thank you.
6:28: 16 PM

M5. PODUVAL: And the panel on the right essentially shows here
that if there are cost overruns associated with this project

and this is now a $54 billion project instead of a $45 billion
project, then again, having TransCanada as a partner can reduce
the ... investnent that would be required from the state by
about $4 billion. And like | said, you know, ... we'll talk
about TransCanada in nuch nore detail tonmorrow, but just from
the prospective of ... is the state, managing its different

risks associated with wequity participation, and |ooking at
capi tal cost exposure, having TransCanada is one way of reducing
that upfront capital cost exposure that the state would have
before there are project revenues.

6: 29: 06 PM
CO CHAIR FEI GE: Representative Seaton

REPRESENTATI VE SEATON: Thanks. On this, back one, on this
slide [slide 16] are we looking at the total proj ect ?
TransCanada isn't participating in the Iliquefaction, ... LNG
pl ant, and where does, what part is this?

V5. PODUVAL: Representative Seaton, through the Chair. We're
only assuming, as it's Jlaid out in the [nenorandum of
understanding] MJU, that TransCanada would be participating in
the GIP and the pipeline conponent of the project, and that the
state would be participating in the LNG plant as well as the
portion of the GIP and the pipeline through the buyback.

6: 29: 44 PM

REPRESENTATI VE SEATON: kay. And the, but the LNG plant is
i ncorporated in.

M5. PODUVAL:  Yes.

REPRESENTATI VE SEATON:  Ckay.
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6:29: 56 PM

M5. PODUVAL: [slide 17] Then looking at a third major aspect of
risk for the state, which is the potential |oss of value through
RIK - and Representative Hawker, this is what you were asking
about earlier. To the extent that the state elects to take its
gas in-kind - associated with this project - ... there's a few
different alternatives in front of the state on how it chooses
to market this, this LNG The first option is that the state
can market its own share, this one we would think of at |east
with current capabilities, as possibly being the |east
attractive one. ... there's a nunber of reasons why, that we
laid out in the royalty study, but one, the state would be
conpeting with the producers who have done this and are very
good at it. And that's not ... that's not an exciting place for
the state to be. The state does not have ... a marketing
organi zation set up ... or the experience to be able ... to
market ... this LNG successfully, from that perspective. The
second alternative would be for a third party to market the
state's share. So, the state could potentially negotiate with

some LNG players, out in the market, that would purchase the
state's LNG at the termnal of the LNG plant and then remnarket

it. This ... could be an alternative for the state to consider,
but it has sone constraints that the state would have to be very
m ndf ul of. One is that ... whoever this is that is going to

purchase, be this third party, purchase the state's LNG at the
end of the LNG plant and then remarket it, they're going to have
margin built in, and profit for thenselves built into it, and so
by definition, the state may get ... a discount on, on its LNG
that it sold. There could be sonme potential for upside if the
state's able to negotiate ... sone sharing of the upside wth
this third party, but ... that's generally not how these things
get structured. And there's exanples of ... different
soverei gns that have gone down this path and ... not |iked how
the world's turned out in terns of what they ended up selling it
to this marketer, and what they were able to then achieve in the
market, and there being a disconnect between those two. The
third option is that the producers market the state's share.
And this would be an option where the state could benefit from
the producers' narketing expertise. And so, they would
essentially clunp the state's share of the LNG along with their
own when they're approaching the market and procure simlar
terms to what they're getting for their own gas, for the state.

And this ... could recreate essentially a key advantage that the
state has in an RIV world, which is rather than conpeting wth
the producers, ... we're achieving the sane benefit that they do

HOUSE RES COW TTEE - 50- March 25, 2014



because of their experience and expertise, and because they've
done this ... for a long tine.

6: 33: 28 PM
UNKNOWN SPEAKER:  Qui ck question?

COCHAIR FHEI GE: You had a question first, [ t hi nk,
Represent ati ve Seaton, then Kawasaki .

REPRESENTATI VE SEATON:  Thanks. W' ve tal ked a nunber of tines
about potential partners and |ooking at whether it's Mtsubish

[ Gas Chemi cal Conpany] or Korea Gas [Corporation] or whoever,
the, we've been told that when they buy a long-term portion of a
project they want, all the way up. So, is there anything in
your presentations, or have you |ooked at that kind of scenario,
as far as economcs go and what we could get out of the revenue
stream versus the lowered risk by having either a partial or a
full buy-out. And is there anything ... that you see in these
contracts that would prevent us from exercising that option?

MR ABT: Through the Chair, Representative Seaton, this is a

mar keting alternative that we have discussed ... and eval uated
And ... yes, there are plenty of buyers in the marketplace that
are interested in such a structure. There's nothing

contenplated within the current structure, that we're talKking
about here, that prohibits the state from pursuing that option
if it is an alternative that it deens to be attractive.

REPRESENTATI VE SEATON. Okay. Thank you, M. Chair.

6: 34: 56 PM

COCHAIR FEIGE: And, let's see, Representative Kawasaki
REPRESENTATI VE KAWASAKI : | think he was actually, he was next.
COCHAIR FEIGE: O Representative |saacson

REPRESENTATI VE | SAACSON:  All right, thank you, thank you. So
| appreciate that this is a snapshot in tine. But, we have 10
years to devel op, perhaps if we wanted, expand AGC s authority,
let's say, like Norway did with Statoil, to learn how to market
our gas. And | guess that would have to be a provision in the

HOA, if we ever wanted to contenplate. What would be vyour
experience ... and insight into ... how mght that benefit
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Al aska, even if it took us a little bit to ranp up, even after a
decade?

6: 35: 55 PM

M5.  PODUVAL: Representative |saacson, through the Chair.
That's ... that's certainly an option for the state to consi der.
| don't, there's nothing ... in the HOA or any of the agreenents
being contenplated right now that would preclude the state from
going that direction; and so, ... in the world of optionality
that is an option that is still open to the state to pursue.
Just something to think about is, we nay have ... sone of the
best marketing organi zati ons al ready available to us through the
producers, and whether that wll be a |ower cost way of getting
there; ... again, that should be part of the state's eval uation.
6: 36: 42 PM

MR,  ABT: If I may, through the Chair, Representative |saacson

One other thing to consider is we probably don't have 10 years,
right? These decisions and the [sales and purchase agreenents]

SPAs that would support ... this project are necessary for
project financing. So, you probably need to have them
negotiated pretty much by 2017, so you mght have three years
and executed by 2018. So, that really accelerates the

devel opnment of that expertise that would be necessary for the
state to acquire.

REPRESENTATI VE | SAACSON: Thank you, good point.
6: 37: 15 PM
CO CHAIR FEI GE: Representative Kawasaki

REPRESENTATI VE KAWASAKI :  Thank you. And | ooking at this graph,

| think that is a concern anongst nenbers ... that Al aska won't
be able to figure out its market, and then we'll have this gas
that is essentially not worth anything. ... is there a benefit
to ... putting that sonewhere in the current enabl i ng

legislation to protect the state from that risk, that sales be
done ... as a unit.

6: 37: 44 PM
M5. PODUVAL: Representative Kawasaki, through the Chair, if

you'll bear with me '"til we get to the next slide, 'l point
you to where there is language in the Heads of Agreenent
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that starts taking the state toward that direction. So, ... on
slide 18 here ... what we wanted to point it out, is that the
Heads of Agreenment includes the producers' intent to negotiate
with the state to market the state's share of the gas. So, each
of them would ©proportionately rmarket - what they're
contributing to the state's share of the gas. And the state is
only obligated to take royalty-in-kind if the producers nmake
satisfactory arrangenents for the disposition of the state's

share of LNG And so, the agreenents are noving in the right
direction to where the state can benefit from the producers’
mar keti ng experti se. It's too early for those details to be
wor ked out, but directionally, ... that's where this could be
headi ng.

6: 38: 51 PM

CO CHAIR FEIGE: (Okay. Right, on to the next slide.

M5. PODUVAL: And again, trying to help us understand how t hat

alternative .... can work, essentially each of the different
producers woul d market what it's contributing to the state's gas
share. This is a very sinple world that we're assuming here

where the state takes a 25 percent equity participation, each of
t he producers are producing a hundred units. But, to the extent
that they are each contributing 25 units, and that nakes up the
state's gas share, then they would each be including those 25
units in the LNG that they're offering to the market and trying
to sell. And that's how the entire state gas share ... would be
mar ket ed. You know, another thing is as part of these
negoti ati ons, one of these producers may be willing to market a
greater share of the state's gas, and the state, potentially,

if that is the case, with three different producers and
three different negotiations, the state could have sone upside
in being able to pick ... which the best deal m ght be to market
the state's gas share, as well. And then, noving to the risks
associated wth t he structure itself of t he state's
participation [slide 19]. Wanted to highlight sone of the
el enents that are incorporated within the Heads of Agreenent and
how they mght inpact sonme of the things that are inportant to

the state. One key concept here is the concept of a project
within a project. To the extent that we've equalized the
upstream gas ... to the equity share ... through the AK LNG
project, that allows each of the stakeholders, the producers as
well as the state, to exercise ... alnost conplete

coommercially the terns that it wants through its own part of the
proj ect . The state does not need to ... agree with how the

pr oducers woul d structure their part of t he pr oj ect
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cormercially, or what tariffs they mght use or not use. And
simlarly, the producers won't have a say in the way that the
state comercially sets wup its part of the project. An
i nportant aspect that that has ram fications for is the access
and pro-expansion principles that are included in the Heads of
Agr eenment . And what that points to is that each party has the
ability to initiate an expansion and that is really inportant,

because if you think about being ... a mnority interest holder
in the project and if that's a decision that all of the parties
get to vote on and will only proceed with a majority decision or

a unani nous decision, then the state could get out-voted each
time it wants to initiate an expansion and have another producer

that finds gas on the Slope into the project. But to the extent
that the agreenent wll allow the state to initiate its own
expansion in the project and the producers will not be able to
veto that, ... with the caveat that it doesn't negatively inpact
their current operations which is a fairly standard caveat
that's used with a lot of pipeline projects, ... that's valuable

to the state because it creates access within the project for
ot her producers that want to explore and produce in the North

Sl ope. It allows the state to create that expansion, offer
attractive terns, for those producers to be able to nonetize
their gas. The stage-gated commitnments aspect is another
i nportant one, and we touched upon this a little earlier in our
di scussi on today. But at this point, the state's not
committing, you know, $13 billion as its share in this project.
What it's committing is to get through Pre-FEED and contribute
its proportionate share of that. At every stage-gate in this
project's devel opnent, the state, just like the producers, wll

have a decision to nmake on whether to nove to the next stage or
not and to bear the cost associated with that. And so, as nore
and nore information becones available to the state, just like
it wuld to the different producers, the state will be able to
make nore infornmed decisions about spending nore noney toward
this project. The fourth aspect we're highlighting here is
access to information. To the extent that the state has a seat
at the table, that creates access to information; ... like we
said before, you're not waiting on a press release to find out
what the producers are doing late into this project. You're
understanding, ... the engineering, what the cost estimates that
are being devel oped for the project, what is being done and what
is not being done related to this project. And that can be a
positive thing as well. Al of these things, within the dotted
line here, [slide 20] ... are principles as they're laid out
right now. And they all need to be qualified in comercial
agreenents ... that are being negotiated and ... are yet to be
finalized and signed. And this is definitely an area ... that
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we shoul d characterize as being a work in progress. Sonme of the
principles that are laid out are pointing in the right
direction, but there's a Ilot nore detail and a lot nore
certainty around these elenments that have to be obtained ... in
the negotiations that are yet to come and to comrercial
agreenents that are yet to be signed.

6: 44: 54 PM
CO CHAIR FEI GE: Representative Seaton

REPRESENTATI VE = SEATON: Thank you. Yesterday ... our
consultants raised the point about whether it was reasonable for
parties that were not investing in an expansion, they don't have
to pay anything, but if the unit cost was |ower, they shared in
the benefit; and the question was, "lIs that really reasonabl e?"
O ... if they're guaranteed it won't cost them anything, then
the benefit should flow to the people that are doing the
expansion, if that occurs. So, do you have a take on that?

V5. PODUVAL: Representative Seaton, through the Chair. What
t he expansion principles say, essentially, are that if there's
an expansion on the project and ... the expansion ends up
reduci ng the per unit cost of the project, then everyone gets to
share in that. If there's an expansion in the project, and it
results in the per unit cost going up, then the party that's
expandi ng bears that cost. The rationale for that, essentially,
is that if an expansion lowers the per unit cost, the origina
project owners, essentially, built the infrastructure with the
chief expandability that the new party is benefitting from And
so, one way to think about this is if we were not the party

that's expanding ... and it's Exxon that finds new gas and wants
to expand the project, and ... in order to expand the project
they're using the chief conpression capacity that our pipeline
has.... Their next unit is not going to be as expensive because
they don't have to put steel in the ground like we did to build
the project. They only have to add relatively cheap conpressors
to be able to nove nore gas through the project. kay, that's

one way to think about it.

REPRESENTATI VE SEATON: M. Chair? | guess the question is if
all parties have the opportunity to proportionately invest in
the expansion ... and if they choose not to invest in the
expansion, then ... ny question is, and what our ... consultants

rai sed was the question, "Does that make sense, if they're not
investing in the expansion, if they choose not to invest in the
expansi on?" So, can sonething be negotiated in so that if

HOUSE RES COW TTEE - 55- March 25, 2014



there's an expansion, everybody has the right to expand; but if
people want to participate in the expansion, then they would
share in the benefit?

M5. PODUVAL: Representative Seaton, through the Chair. The
short answer to that is yes, ... that's one way of doing it
where every party has the option to participate in the
expansi on. And when we say participate in the expansion | guess

they would be putting the noney to facilitate the expansion,
they may not have nore gas to put in the project and everyone

can share in the benefit, but ... the structure that's being
contenplated here is not irrational either. And ... it's not
necessarily unconmon either ... where if there's a |lowering of
the per unit cost in a project ... with an expansion, that the
original shippers benefit fromthat, whether or not they' re part
of that expansion. You'll see this rolled-in rate philosophy
applied ... in the Lower 48 pipelines, for exanple, where all of

the initial shippers would benefit if an expansion lowers the
cost of the project, even though they're not investing nore.

6:49: 00 PM
REPRESENTATI VE SEATON:  Well, and M. Chairman, and we had that
in AGA project as well, but there was ... a limt on the
cost at 115 percent, so there was sone participation in the
expense as well, so they could go up to 115. Here we're saying
it's zero, you have ... no liability for any additional cost for
a rolled-in rate and yet you share in the benefits wthout any
further investnent. So, | guess it's sonething that maybe we

can ask you guys to think about and see if there's ways of
structuring that so that we can answer our consultant s

guestions as well, maybe froma different standpoint.

M5. PODUVAL: Representative Seaton, ... certainly, there's
different ways to look at it. One way to look at it is naybe
this is the trade-off for having the unilateral right to expand
the project. And ... the trade-off here is that the origina
shippers all get to share in the costs as they go down, but they
don't share in the cost if they go up. And that's what they
want in return for allowing you to expand the project at wll.
But yes, we wll think about ... if there are other ways that

this can be cut.

REPRESENTATI VE SEATON: Thanks, M. Chairnman. | just want to
make sure that as we go forward with |legislation, where the
| egislature is considering this part, ... if we can incorporate
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something in there that addresses the issue that was brought to
us by our consultants. So, thanks.

CO CHAI R FEI GE: Ckay. And, let's see, we're alnost to the
slide we've all been waiting for, Representative |saacson.

6:50: 42 PM
REPRESENTATI VE | SAACSON. Thank you, I'Il make it really quick.
Just to clarify the access to information. From what you' ve

been saying then, it's your understanding that this HOA would
have the access to information survive post-construction, or is
it just through construction and the initial comer ci al
agreenent s?

M5. PODUVAL: So the HOA ... is essentially just agreeing on
principles, at this point. It's the comrercial agreenents that
will be signed through Pre-FEED, FEED ... getting to FID that
will codify and lock in these principles and |egal agreenents
bet ween these parties. And ... the HOA lays out the right
principles that nove the state and the producers in the
direction towards ... all of these different objectives that the
state has. But, this is a work in progress, and the actual
agreenents will reflect whether or not the state has ... access

to information, transparency, and all of these different things
that we want to see there.

REPRESENTATI VE | SAACSON: So, if I may, a short follow up. Do
we need to specify intent |anguage then to satisfy what vyou

showed here in an earlier slide, nunber 8 | believe it is, in
order to keep disputes down; ... we need to have access to
information, that's been one of the sticky points for a |ong
tinme. ... Is that already intentional in the |anguage of this

HOA or do we need to specify that nore particularly?
V5. PODUVAL: | believe the intent is included.
REPRESENTATI VE | SAACSON:  Ckay.

M5. PODUVAL: Like | said, the actual agreenments ... wll need
to convert those into legally binding terns.

REPRESENTATI VE | SAACSON: Thank you. Ckay.

6:52: 30 PM
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CO CHAI R FEI GE: kay, on to the slide we've all been waiting
for.

V5. PODUVAL: The rest of them were not scintillating? Well

slide 21 is where ... we're sort of |ooking at that scorecard
all together and saying ... we set out trying to see whether the
Heads of Agreement laid out principles ... and a structure that
created alignment through equity, inproved the comercia
attractiveness, preserved value to the state, and helped us
manage the risks that we know we'll start getting exposed to.

From creating an alignnment through equity participation through
equity, we said that the equity participation along the entire
supply chain as it's being contenplated now, creating the share
of state gas which is royalty and tax equivalent to what the
state's investnent would be in the project, those are al
elenents ... that help to create that alignnment between the
producers and the state. The state's upfront capital investnent
in the project through equity participation inproves the
producers' return on the project, and ... it helps the state to
share the producers' risk ... and inprove the comercia
attractiveness of the project from that perspective, for the
producers. We | ooked at the state's cash flows in a nunber of
different worlds - in the world without an equity participation
in a world with equity participation - and saw where ... that
magi cal 20 to 25 percent nunber was at and what the rationale
behind that is. And within that range, the state essentially is
not losing value ... by incentivizing this project and that's
a valuable conbination we think; it |ooks better for the
producers, but the state is not bleeding value in order to do
t hat . From the perspective of managing risk, again, just the
structure of the equity participation reduces the volatility of
the state's revenues to prices and hedges in a low price
envi ronment while taking away some of the upside and it helps to
manage the state's price exposure, it's one of the ways that
that's addressed. Having TransCanada participate in the project
is ... an alternative for the state to reduce its upfront
capital cost exposure before there are revenues available to
offset it. Wth respect to marketing the state's gas itself, as
well as the structure of the participation, those are elenents
that are in flux. Again, the Heads of Agreenment includes
principles and intent to solve those problens for the state and
to create a structure that would help the state neet its
objectives of ... access, expansion, transparency, access to
information, all of those, but that's definitely the area where
this is very nmuch a work in progress and there wll be nore
agreenents and nore details in the years ahead, where the state
has work to do ... in creating legally binding |anguage that
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facilitates the state to achieve all of those. M. Chair,
that's what we had in ternms of a presentation, and |I'm happy to
take any ot her questions we have.

6: 55: 55 PM

CO CHAIR FEI GE: Representative Saddl er

CO CHAIR SADDLER:  So, just for easy of interpretation. So, the
far right bar, here, should we interpret dark green as A, |ight

green as B, and yellow as C, or is there a different ...?

M5. PODUVAL: Representative Saddler, through the Chair. Yes, |
think ... that's a fair representation.

CO CHAI R FEI GE: No further questions from commttee? That
concl udes part one of your presentation, | think we | ook forward
to part two tonorrow. W will nmeet again at 1:00 p.m, right
here in Room 124. W' re adj ourned.

[ CSSB 138( FI NN am was hel d over. ]

6:56:17 PM

ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 6:56 p.m
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