1: 36: 51 PM

CALL TO ORDER

Co-Chair

HOUSE FI NANCE COW TTEE
THI RD SPECI AL SESSI ON
Cct ober 29, 2015
1:36 p.m

Neuman called the House Finance Committee neeting

to order at 1:36 p.m

VEMBERS PRESENT

Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve
Representati ve
Representative
Representati ve

VEMBERS ABSENT

None

ALSO PRESENT

Mar k Neuman, Co-Chair

St eve Thonpson, Co-Chair
Dan Saddl er, Vice-Chair
Bryce Edgnon

Les Gara

Lynn Gattis

David Guttenberg
Scott Kawasaki
Cat hy Munoz
Lance Pruitt
Tamm e W1 son

Janak Mayer, Chairman and Chief Technol ogist, enalytica;
Ni kos Tsafos, President and Chief Analyst, enalytica;
Representative Paul Seaton; Representative Lora Reinbold;
Representative Liz Vazquez; Representative Andy Josephson;
Representative Benjam n Nageak; Representative Shelley
Hughes; Representative Geran Tarr; Representative Matt
Cl aman.

SUMVARY

HB 3001 APPROP: LNG PRQIECT & FUND/ AGDC/ SUPP.

HB 3001 was HEARD and HELD in conmmttee for
further consideration.
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ENALYTI CA PRESENTATI ON: I NI TI AL ANALYSI S OF THE TRANSCANADA
BUYOUT PROPCSAL

Co- Chair Neuman reviewed the agenda for the day.

#hb3001
HOUSE BI LL NO. 3001

An Act meking supplenmental appropriations; rmaking

appropriations to capitalize funds; maki ng
appropriations to the general fund from the budget
reserve fund (art. 11X sec. 17, Constitution of the

State of Alaska) in accordance with sec. 12(c), ch. 1,
SSSLA 2015; and providing for an effective date.

1: 38: 02 PM

NENALYTI CA PRESENTATI ON: I NI'TI AL ANALYSI S CF THE
TRANSCANADA BUYOUT PROPOSAL

1: 38: 05 PM

JANAK MAYER, CHAIRVAN AND CHI EF TECHNOLOG ST, ENALYTI CA,
introduced hinself and relayed that it was his fourth year
advising the legislature on o0il and gas econonics and
fiscal issues. Additionally, he had advised on questions
related to natural gas commercialization and the project to
commercialize North Sl ope reserves.

Nl KOS TSAFGCS, PRESI DENT AND CHI EF ANALYST, ENALYTI CA,
introduced hinself. H's background was in natural gas
commercialization strategy and project developnent; it was
his third year advising the legislature on topics related
to North Sl ope natural gas.

M. Mayer i ntroduced t he Power Poi nt Presentation

"TransCanada’s Participation in AK LNG Key Issues” dated
Cctober 29 [2015] (copy on file). He reported that he and
M. Tsafos had been present for all House and Senate
commttee neetings during the current special session. He
relayed that at the beginning of the special session they
had circulated an extensive report providing enalytica's
take on the key issues. He expressed intent to summarize
their view of things in their role of providing due
di | i gence.
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1: 40: 07 PM

M. Myer slide 2: "Back To 2014: View From 2014: Wy
TransCanada?" He noted that in 2014, session had largely
been devoted to debate on SB 138 [legislation passed in
2014 related to a gas pipeline, AGC, and oil and gas
production tax], including the Heads of Agreenent (HOA) and
the Menorandum of Understanding (MOUJ). He addressed that
TransCanada' s participation in the project was perhaps the
nost contentious aspect of the proposal throughout that
time. He discussed that there had been an inpassioned and
at tinmes conpelling argunent by the former admnistration
[ Par nel | Adm ni stration] in support of TransCanada' s
participation. Additionally, there had been a degree of
scrutiny and skepticism from the |egislature about the
idea. He intended to think about the situation and
skepticism from the past to franme the current status and
argurments put to the conmttee.

M. Mayer noted that in 2014 the Parnell Adm nistration had
argued for TransCanada's involvenent in the project based
on various strong points. he cited TransCanada's experience
as a large, highly capable and experienced pipeline
conpany, particularly on northern pipelines and Al askan
natural gas pipeline projects (especially through the
Al aska Gasl i ne | nducenent Act (Ad A process).
Additionally, there had been a significant enphasis on
questions of continuity and nonmentum He elaborated that
TransCanada had conducted work during the AQ A process and
it had a significant anount of intellectual property data
as a result. During the transition period, TransCanada and
the other parties worked well together and there was a
desire to ensure the transition of the work product over to
the new AKLNG team in a seanmless way and to dissolve the
Ad A partnership cooperatively.

M. Mayer addressed governance on slide 2. He relayed that
the Parnell Administration had put forward a strong
argunment that it had appreciated the participation of a
conpany that made noney by noving gas rather than
commercializing particular reserves. The thought had been
that TransCanada would help the state negotiate terms to
make the pipeline infrastructure as expandable as possible
and that the state's interest was not necessarily just
moneti zing the existing resources at Prudhoe Bay and Poi nt
Thonson. The forner administration had also believed that
TransCanada would be a comercially mnded partner when
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there was potential new gas to bring into the project in a

post construction and operation. Additionally, it had
argued that TransCanada's experience would potentially make
a successful project nore likely. Finally, the fornmer

adm nistration had argued that TransCanada would relieve
the state from cash calls during the devel opnent phase,
which was the assertion enalytica had been the nost

skepti cal of. The idea had been that TransCanada's
invol venent would help wth the state's overall debt
capacity. He bel i eved t here had been signi ficant

recognition that conpared to potential cost of capital to
the state through debt that the agreement wi th TransCanada
coul d be expensive.

M. Mayer believed the legislature rightly had skepticism
about particular points raised by the former admnistration
in 2014. There had been a question about whether
TransCanada tariff costs would be conpetitive to narket
norns and how it would conpare to the state's cost of debt.
In response to the concern the |egislature had included a
provision in SB 138 that an extensive report would be
conducted on the various financing options for the state.
He believed in ternms of risk and reward there had been
concern that the arrangenent wth TransCanada nay be
slightly one-sided. In particular that TransCanada had
earned an equity rate of return on its participation in the
project, but alnpost all of the equity risk remained with
the state. For exanple, if there had been an increase in
the capital requirenment of the project it would pass on to
the state through the TransCanada tariff. Additionally, if
TransCanada was not able to arrange financing for the
project, it could walk away at any point and be reinbursed
with interest. TransCanada's risk profile |ooked nore I|ike
the risk profile of debt rather than the risk profile of
equity. He furthered that by fronting the capital to the
state, TransCanada also received the voting rights wthin
the project partnership. There would be certain crucial
itens over which the state would have the right of veto
including things |ike approval of the work plan and budget.
Utimately TransCanada would be free to nmake its own vote
inits own interests which may align with the state and may
not .

M. Mayer addressed the final point on slide 2 related to
back-in rights. He discussed that the MOU and origi nal deal
cont ai ned numer ous of f - ranps. He not ed t hat many
| egislators had observed that sone of the off-ranps
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appeared to |l ead straight back to an on-ranp. He el aborated
that the state <could termnate [the agreenent wth
TransCanada] for nunerous reasons at various tines, but the
MOU included a clause specifying that if the state
proceeded wth the project or a substantially simlar
project within 5 years of termnation, the state had to
offer TransCanada the right to participate. Due to the
areas of concern, the state wanted to ensure there was at
| east one solid off-ranp. He explained that TransCanada had
clarified that the back-in-right would be put into an
eventual Firm Transportation Services Agreenment (FTSA), but
not into the Precedent Agreenent (PA) that would govern the
relationship with TransCanada until the end of 2015. He
furthered that the end of 2015 was the key point in the
contractual relationship with TransCanada where there was
one clean off-ranp; it was the one tinme the state coul d opt
to sever the relationship wthout incurring an ongoing
conmi t nent .

1: 50: 31 PM

M. Tsafos turned to slide 3. He relayed that the
consultants planned to walk the commttee through their
process in approaching the question [related to the
partnership with TransCanada]. The consultants had worked
to develop a report on their assessnent of Governor
Wal ker's proposal and saw their role as conducting due
diligence on behalf of the legislature. He relayed that
they had worked with Black and Veatch [financial consultant
to the state] to understand its nodel and assunptions. He
relayed that enalytica was very confortable with the Black
and Veatch nunbers. He noted that enalytica did not try to
replicate the nunbers given tinme constraints. He relayed
that enalytica had a nunber of conversations and an in
person neeting with the Black and Veatch team to discuss
its nunbers.

M. Tsafos relayed that enalytica had the opportunity to
have some good discussions wth the state's financial
advisors Geengate LLC and FirstSouthwest to understand
their perspective on the financial options available to the
state including wunderstanding sone of the assunptions
ar ound t he state's cost of debt goi ng f orwar d.
Additionally, enalytica had spoken with the Departnent of
Nat ural Resources (DNR) to understand its perspective. He
noted that he and M. Mayer had been present for all of the
| egislative hearings on the topic. He relayed that they
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felt confortable with the majority of the case put forward
by the admi nistration including the nunbers and many of the
statenents that had been nmade. Slide 3 included a list of
statenents from various nenbers of the adm nistration and
its consultants that enalytica largely agreed with; it also
i ncluded a couple of statenents that enalytica differed on

M. Tsafos read slide 3: "Sunmmary: Wiere W Agree wth
Adm ni stration and Where Not:"

Were we agree with adm nistration statenents

e The State of Alaska (SOA) will pay TransCanada (TC)
no matter what

e SOA retains risk, but TC retains nost decision
making (TCs only risk is deterioration of SOA
credit)

e SOA credit rating will be hit regardl ess of whether
TCis in the project or not

» SOA has several financing options—o need to panic
about havi ng hi gher cash calls

M. Tsafos elaborated that while TransCanada would retain
much of the decision making, there were sone exceptions in
terms of voting on the work plan and budget. He stated that
the termnation of the agreenent with TransCanada woul d not
nean the state would have to cone up with $15 billion any
time soon.

Co- Chair Neuman asked for detail on options.

M. Tsafos replied that there were a nunber of things the
state could do, which he divided into three or four
buckets. First, the state would take back its 25 percent
share of the project if the deal wth TransCanada was
termnated. One way partners around the world financed
their projects was to possibly sell some of that share down
the road to raise imediate funds. He detailed that
conpanies paid hundreds of mllions to billions of dollars
to get into a project once it was underway in the
devel opnent phase. Second, the state could obtain financing
fromthe official sector (i.e. state financial institutions
and export/inport banks), which had a |ong established role
to play in developing LNG projects and were usually able to
provi de substantial suns of noney at or bel ow market rates.
A third option was project finance, the idea that the state
woul d raise debt at the level of the project and the debt
woul d be guaranteed by the revenues of the project. He
detailed that under the option the interest the state would
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pay would be determned by the risk of the project rather
than the sovereign. For exanple, there were places in Papua
New Gui nea where a |lender may be nore confortable |ending
to Papua New Guinea LNG than lending to Papua New CQGui nea

therefore, a structure could be created to insulate the
project from some of the sovereign |level risk, which would
enable the receipt of nore attractive financing. Fourth,
there were all of the options available to a sovereign in
general (i.e. general obligation bonds, other bonds, and
equity options). For exanple, the state had an enornobus
asset base that could be deployed in a nunber of ways in
support of the project. He remarked that even though the
state would go from $7 billion to $15 billion, it was a
very early devel opnent phase and the state had numerous
options. Lastly, he relayed that it was pretty unusual at
the devel opnent phase to have a very detailed financial

bl ueprint. He expounded that projects typically took care
of financing during the FEED stage and may sign at FID
[final investnent decision] or sonetimes slightly after
provi ded the financing had been agreed upon. He reiterated
that the absence of a detailed financial blueprint did not
concern them at the tinme because it was generally premature
at the current stage of devel opnent.

1: 59: 26 PM

M. Tsafos continued to address the points on slide 3:

e This is the only clean off-ranp that SOA has; failure
to pass this bill nmeans harder to sever ties with TC

M. Tsafos elaborated that if the state entered into an
FTSA wth TransCanada it would provide TransCanada wth
back-in rights in the event of a substantially simlar
project in the event of a termnation. The current off-ranp
was the only tinme the state could sever the relationship
cleanly. He continued with slide 3:

* Not having Al aska Gasline Inducenent Act (AG A) nakes
a big difference in SQA cal cul ations

* Non-alignnment in voti ng and non-visibility of
i nformati on underm ne original case for TC in AK LNG

M. Tsafos expounded that the decision nmaking the previous
year had been in sone ways done under the "cloud of AdA"
and the leverage of the two parties had been different
because of AGQ A He discussed the final point above;
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enalytica believed that if they were true it would
seriously undermne the original case for including
TransCanada in the AKLNG project.

M. Tsafos remarked that it was not clear the state had a
large set of conpelling options and alternatives. He
referred to testinony the previous day by Vincent Lee
[director of mmjor projects devel opnment, TransCanada] that
TransCanada would likely vote no at the Decenber 4 neeting
if the legislation was not passed. He relayed that the
presentation would focus on the financial case that had
been made by the adm nistration. He stated that he and M.
Mayer |largely agreed with the nunbers, but they wanted to
provide further detail on the assunptions behind the data.
Secondly, enalytica believed the decision should focus on
strategic, not financial considerations. He relayed that
they would discuss why it was not obvious at present that
the absence of TransCanada would nake a huge difference
financially. He and M. Mayer intended to address the
inplications of termnating the agreenent w th TransCanada.
For exanple, if TransCanada was not around to advance the
state's interests in certain ways a new plan to advance the
state's interests was needed.

2: 03: 45 PM

M. Mayer turned to slide 4 titled "Admn Case: Is the
Financial Upside Truly Conpelling?" The slide focused on
two key statenments frequently nmade by the admnistration,
which enalytica did not dispute, but wanted to put into
context. He referred to the statenents:

“The State could potentially achieve up to $400
mllion increnental annual cash flows, based on the
State’s expected | ower cost of capital.”

“Under all scenarios of State credit rating downgrade
down to A-A3, the State cost of debt remains below the
TC cost of capital.”

M. Mayer not ed t hat enal ytica agreed W th t he
admnistration that it was necessary to | ook at the cost of
financing in a success and failure case. In a project

failure scenario, he believed it was fairly unanbiguous
that the cost of financing to the state was significantly
| ess without TransCanada. He remarked that in a scenario
where TransCanada financed the state's share, the interest
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rate the state would pay on all costs TransCanada was
currently incurring would be 7.1 percent; it would be fixed
at 7.1 percent until FID. He stated that the expenses could
currently be met by the state from its assets and bondi ng
capacity; the state was currently AAA rated sovereign that
could raise debt very cheaply if desired. He did not
believe there was any question that financing the project
on its own was a cheaper option for the state.

M. Myer addressed a project success case. Enalytica
agreed with the admnnistration that it was very hard to see
a case in which the state could be better off strictly
financially through the TransCanada deal. He believed that
at best it was a wash. Enalytica also believed it was
important not to oversell the strictly financial case and
that sonme of the statenents the admnistration had nade
about up to $400 mllion in additional cash flows needed to
be contextualized. He relayed intent to come back to the
slide later in the presentation.

2:07:40 PM

M. Mayer noved on to slide 5 and addressed the
adm nistration's nodelling that showed the state could
receive up to $360 million in additional annual cash flows
wi t hout TransCanada. He relayed that the nodelling did not
necessarily conpare apples to apples; an additional $2
billion in upfront investnent would be required by the
state. The basic idea underlying the nodel was that the
i nvestnment that was otherw se taken by TransCanada woul d be
financed 70 percent debt/30 percent equity by the state; 30
percent of $7 billion equaled $2 billion. He continued that
if the state assunmed a 5 percent cost of debt it would
receive around $360 mllion in annual cash flow dependi ng
on the assunptions. He furthered that on a net present
value basis it was worth slightly over zero to greater
anounts depending on the discount rate. He stressed that it
was inmportant to use a conmercial discount rate in weighing
the tinme value of noney. He intended to discuss how the
| ower annual cash flows shown on slide 5 had been
det er m ned.

Representative Gara remarked that Black and Veatch had al so
testified that $2 billion should be subtracted from the
anount [ of addi ti onal revenue br ought in wi t hout
TransCanada parti ci pation].
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M. Mayer clarified that they were not trying to contradict
Bl ack and Veatch. The intent was to reenphasi ze the point.

2:10: 36 PM

M. Myer scrolled to slide 6 titled "Cost of Debt: SOA
Cost of Debt Likely H gher than Today." He addressed what
it would cost the state if it were to replace TransCanada's
loan entirely wth debt and what rates the state could
achi eve through general obligation bonding. He rel ayed that
enal ytica had not done any of its own analysis; they had
| ooked at the nunbers provided by FirstSouthwest, which
were used on the chart on slide 6. He questioned what ratio
| evel could be reached at a particular credit rating when
considering debt service as a portion of unrestricted
general funds at any given credit rating. The idea that
underlay the chart's assunptions, was that the state could
maintain a AAA credit rating if its debt service ratio was
5 percent or lower. At a debt service limt between 5 and 8
percent the state could maintain a AA+ rating; a 10 percent

limt would nean a AA rating, and a 20 percent limt would
mean an A rating. He stated that the nodel was not based on
pessim stic assunptions; it was based on financial

projection of the Revenue Sources Book from the prior
spring, which assuned a return to a per barrel oil price of
$110 by 2020 and slightly increasing oil prices after that
time until 2024 where there would be a flat continuation of
revenues. The projection was for the state to be back to $4
billion annual revenues by the latter part of the current
decade and continuing indefinitely. He considered how nuch
the state could raise if it had one single tranche of bond
i ssuance. He elaborated that the state had many financing
strategies, but it would not pay for the project through a
single tranche of bond issuance. However, if it did finance
the project in that way and had to raise $15 billion, it
would nean a credit rating reduction to A, which based on
the chart would nmean an interest rate of 5.34 percent.

2:14:15 PM

M. Mayer relayed that the interest rates shown on slide 6
al so underlay the gray bars in the chart shown on the right
of slide 5. He agreed that at a AAA credit rating it was
good to see that the state had a nuch |ower cost of debt
than with TransCanada. However, once debt was raised wth
either a single issuance or general obligation bond, it was
inportant to realize that interest rates in a success case
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wi th TransCanada could be 5.8 percent (based on current 30-
year Treasuries) conpared to interest rates for general
obligation bonds of 5.34 to 5.5 percent. He agreed that it
was still less. He also relayed that enalytica could not
see a case in which it was worse than the TransCanada
option for the sole reason that the financing the state
received through TransCanada was effectively obtained by
providing the state's full faith in credit to the market
He continued that if it did not raise capital at the
required rate, TransCanada woul d al ways have the ability to
| eave the project anyway. He relayed that enalytica did not
see a financial scenario where the state was better off
wi th TransCanada; however, there were nmany scenari os where
the spread in the nunbers was nuch narrower than could
appear at first sight.

M. Mayer returned to the question of conparing like with
like and what the additional annual revenues in the non-
TransCanada case may | ook |ike. He pointed to the chart on
the right of slide 5 and relayed that other than the $360
mllion all of the other nunbers were derived conparing
like with Iike (assum ng 100 percent debt). He considered
how the benefit would appear with no additional investnent
of equity capital and how a nunber of different debt
interest rates would |ook. For exanple, at a debt interest

rate of 5.5 percent, the state would receive $130 mllion
in additional annual revenue [w thout TransCanada] rather
than $400 mllion. He stated that it was still a

substantial anount of noney and inportant to consider.
Additionally, the analysis assuned that the TransCanada
financing option would include 7.1 percent interest during
construction and 6.75 percent during operation. He referred
to a bar graph on the right of slide 4 and noted that the
conpari son was between 5.8 percent and 5.34 percent. He
explained that in an environnent wth higher Treasury
rates, the spread would remain the sane but everything
woul d nmove up or down. He relayed that enalytica believed
the upper linmt of the benefit would be $100 million to
$130 million if the state financed the project entirely
t hrough general obligation bonds. He added that there were
scenarios where they could inmagine the benefit would be
less. He remarked that there had not been significant
di scussi on over the past week that there had been an equity
option agreenent as part of the deal wth TransCanada.
Looking at the situation based only on financial terns, the
exposure could be reduced by taking back 40 percent to cut
t he additional expensing by close to half.
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2:18:48 PM

M. Mayer stressed that he and M. Tsafos did not disagree
with the nunbers that had been presented by the
adm nistration, but they believed it was inportant to put
them in context. Enalytica believed the financial case was
important, but that the decision was also strategic and
strategic costs and benefits needed to be weighed against
t he financial case.

M. Tsafos discussed slide 7 titled "What's The Plan: TC
I nfl ection point opens up broader questions":

e How can SOA best protect its interests in AK LNG?
* No AGDC secondee in 135-strong project managenent

t eam
e Unclear decision-making / division of [|abor
wi t hin SOA

* AK LNG can back-fill TC exit; can AGDC step up?

e How will SOA ensure expansions / a full pipeline?
* AGDC plan to pursue expansions is unclear

* Need not just technical but chiefly comercial
expertise

* Wiat is the optinmal capitalization structure for SOA?
e Should SOA rely so heavily on debt (e.g. 100%
debt) ?
« What are the nerits of equity and what form m ght
it take?

 Wiat is SOA' s vision for AK LNG?
 Wiat if partners wthdraw (strengthens case for
TC)
e How nmuch do withdrawal agreenents raise risks for
SQA?

M. Tsafos noted that the decision before the Iegislature
was narrower than the list of questions posed on slide 7.
The list was neant as "food for thought" going forward
into the process. He noted that the project was still at
a very early stage of devel opnment. He remarked that the
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nore questions that could be considered up front, the
better the project outconme would be. He focused on four
areas based primarily on testinony. He renmarked that
enalytica would like to confer with AGDC, but had not yet
had an opportunity to do so. He spoke to the project
staffing (the project managenent team had 135 staff) and
addressed how the different pieces were com ng together
(1.e. the sponsors group, nmanagenent commttee, steering
commttee, project mnmanagenent team and the different
organi zations in charge of different things. He asked how
to ensure that at the highest |evel the sponsors group
set the broad direction for the interest of the state and
that people down the chain were naking decisions that
reinforced the strategic vision. He believed it was an
evol ving process. He reiterated that the nore everyone
could get confortable about where the state was headed,
the better the outcone for the state would be.

M. Tsafos stated that one particular question was franmed
by TransCanada. He referred to past discussions on SB 138
and noted that one of the big attractions of having
TransCanada at the table was the state's belief that
TransCanada would "have its back” when it came to
expansion. The state and producers were not aligned on
the question of expansions; the producers had a resource
base they would like to optimally develop and the state
wanted to open up the basin. Therefore, the state
determned that it would be helpful to have soneone at
the table who understood expansions and the comerci al
terns of putting a pipeline together.

M. Tsafos discussed that there had been a significant
nunber of discussions the previous year related to the
HOA and the cl auses that allowed each party on its own to
trigger an expansion as long as it did not adversely
affect the other parties. Enalytica believed the forner
adm nistration saw TransCanada as helpful related to
t hese clauses and provisions. Relative to the future, he

guestioned how the state would backfill the positions and
expertise TransCanada had provided. He qualified that
enalytica had not been "in the roomi for the past 18

nmonths and did not know to what extent it had been the
case fromthe begi nning of 2014 to present. He understood
that it was a bit premature to talk about how to expand
the pipe that had not been built, but he asserted that
how the foundation was set up nade a difference. He
stated that a pipe for one purpose would be built in one
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way, wWwhereas, a pipe for a different purpose would be
constructed in a different way. The question was how the
state would be able to do the things that TransCanada was
supposed to do. He restated that he could not say whet her
TransCanada had or had not done those things.

M. Tsafos spoke to the future when the project would be
in operation in 2026. The idea had been that TransCanada
would be the one talking to the explorers to determ ne
who had gas, how much they had, how far they were from
the pipe, what it would cost to bring the gas to the
pipe, and the tariff the owners would charge. The case
was that "they'd |ike to have nore nol ecul es” so let them
find the explorers to determne whether it would make
sense. He stated that w thout TransCanada's involvenent,
soneone else would have to take on the role for the
state.

2:25: 26 PM

M. Tsafos clarified that it did not mean the state
needed to hire soneone inmedi ately; however, the need to
begi n thinking about the questions was an inplication of
going with the decision from a governance and project
structure perspective and aligning the different parts of
the state behind the goals. He noted that it may be
necessary for the state to budget for nore people in
2026.

M. Tsafos addressed that it was currently a good
opportunity to begin talking nore about the state's
financing structure. He considered whether the state
should rely on 100 percent debt. He stated that debt and
| everage would expose the state to nore volatility. For
exanple, if a person put zero percent down on a hone,
nost of their rent would go to the bank. He explained
that in no way did the question change the decision on
TransCanada, but it was part of the conversation that
enal ytica believed would be helpful to have about the
optimal capitalization structure for the state. For
exanpl e, he questioned whether the state want to go heavy
on debt or think about equity options. He detailed that
if the state did want to think about equity options, it

may be hard in seven years to wite a $10 billion equity
check; however, if the state knew it had to wite the
check in the future, it my do things at present to
pr epare.
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M. Tsafos addressed the final points on slide 7 and
remar ked that how the state nmade the decisions ultimtely
depended on where it wanted to end up. He discussed that
it appeared that the state was heading down the path of
termnating the agreenment with TransCanada, but at the
sanme tinme there was discussion about wi t hdr awal
agreenents where if one or tw parties decided to
wi thdraw from the project, it wuld be nice to have
TransCanada around because it was the kind of conpany
that would like to invest in infrastructure. He spoke to
the inmportance of aligning the individual detailed
decisions with the broad strategic question. Enalytica
believed it was inportant for the state to have as many
conversations as possible about how to align decision
making at present in order to influence where it ended

up.
2:29: 16 PM

M. Myer stated that when thinking about the state's
options, he was rem nded of Representative Kawasaki's
guestion in a previous neeting about whether the current
situation with TransCanada was a nessy divorce or an
am cabl e dissolution. He stated that based on testinony
it was an am cable dissolution on all sides. He remarked
that "we'd like to keep it that way." He reasoned that in
current times when two people want an am cabl e
di ssolution, by in large they were typically not forced
to stay together. He believed the current situation was
simlar. He reasoned that perhaps sonme  of t he
conversation was acadenmic. He referred to the questions
on slide 7 and relayed that enalytica wanted people to
start thinking about the degree of capability the state
required to truly defend its interests in the project
goi ng forward.

M. Mayer detailed that ExxonMbil and the project
| eadership had comrunicated that the project schedule
would not slip if TransCanada was no |onger involved. He
stated that it would also be nice if the state had enough
of its own enployees involved in the project that it
coul d independently reach the conclusion for itself. In
particular, enalytica did not have any great concern
about the project's ability to proceed in terns of
optim zation and developnment of the existing resource
base (the state had three strong partners that could nove
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the project forward), but they wanted to ensure that the
state had the <capability to express differences of
strategic interest. He referred to recent discussion
related to a 42-inch versus a 48-inch pipeline and the
merits of each. He stated that it played itself out on a
detailed level in every possible discussion that occurred
around the project. He addressed the mnute sizing of
different conponents of the liquefaction trains of the
gas treatnent pl ant and the future capacity for
debottl enecking of trains. He continued that it was not
al ways a foregone conclusion that the state's interest
would align perfectly with the producers' interests on
sone of the questions. Therefore, it would be crucial
that the state had people at every Ilevel of the
organi zati on deeply integrated and working on the issues
to understand the technical and commrercial backgrounds
and how the state's strategic interests play out in terns
of agreenments that govern expansion terns down to the
mnute details of the sizing of individual conponents. He
urged the legislature and others involved to think about
the organi zation and what it |ooked Iike.

2:32:59 PM

Co-Chair Neuman conmmented that the information and
conversation around slide 7 had been beneficial. He
remarked that in the past M. Tsafos had stated that if
or when a project went to FEED that it would be a very
good sign because npbst projects that made it to the FEED
stage ultimately noved forward. He wondered about M.
Tsafos' opinion on what it neant that sonme of the work
pl an and budget for the AKLNG project would nove nobney
from FEED into pre-FEED. He stated that there had been an
expansion of the tinme and request for funds. He wondered
if the situation was typical of a project |ike AKLNG

M. Tsafos answered that when he |ooked at the project
with a cost range publicly quoted of $45 billion to $65
billion, he believed where the project ended up in the
price range was the nost inportant question that would
determne the viability of the project. He stated that if

the project was closer to $65 billion it would be tough,
but if it was closer to $45 billion something could get
done. He relayed that it would not be possible to get a
better nunber until the pre-feasibility study was

finished. He enphasized that it was a very serious effort
by the project sponsors. He referred to the $694 mllion
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pre-feasibility budget and relayed that 10 years earlier
there were LNG projects that had been built for $1
billion. He believed that it spoke to how inportant it
was for the project sponsors (including the state) to
feel confortable that the project could be economcally
viable. In that context, he thought of the specific
guestion of shifting sone of the FEED work to the pre-
FEED stage. He stated that the project may get to FEED,
which was a $1.5 billion to $2 billion decision. He
el aborated that one did not ganble on an anount of that
significance. He stressed that it was a very serious
decision that required being confortable about the
t echni cal , regul atory, and commerci al aspects. He
believed it was an effort by the project to bring forward
some work streanms and reduce the level of uncertainty and
risk in order to get to the end of FEED at a much better
decision point. In sonme ways he believed that the
shifting of costs reflected the challenges facing a
project, but it also provided confort that when pre-FEED
was concluded it would be nuch clearer where the project
stood. At that point, he would take it as a very positive
step if the state and its partners elected to take the
project to its next stage; it would nmean that everyone
i nvol ved had done substantial work and the willingness to
continue on to the next stage would be a significant
m | estone for the project.

2: 36: 58 PM

Co-Chair Neuman asked if the costs included in HB 3001
were in line with simlar projects. He had heard conmments
that the costs were not |ow or high enough.

M. Tsafos replied that broadly speaking, the costs were
in line. He furthered that people in the oil and gas
business were paid well and if the state wanted the "A
team"™ it meant the state would need to pay for the
expertise. He relayed that it was not wuncomon for
individuals working in the industry in cities |like
Houst on, Singapore, or London to hop jobs for substantial
salary increases. He elaborated that experts in the oi

and gas industry were paid serious anmounts of noney. He
stated that salaries in excess of $200,000 were not
uncommon. He furthered that an LNG marketing position was
a very specific type of expertise where the state would
want people to have gai ned expertise in serious nmarketing
organi zations. He saw the AKLNG costs as "par for the
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course."” He hoped that Alaska was willing to pay to have
the Dbest people represent its interests in the
negotiations. He stated that nobst sovereigns got to
negotiate with one of the partners and found it tough;
whereas, the state had to negotiate with three of them
He relayed the negotiation would be very conplex and the
state should expect to spend noney to have the ability to
defend its interests upfront.

2:39:34 PM

Co-Chair Neuman discussed that M. Tsafos had also
mentioned the value to the state as it noved into FEED;
that generally if a project noved to FEED it would nove
forward. He reasoned that it had value to the state
because it there may be entities that wanted to partner
with the state. He referenced slide 4 related to various
scenarios of state debt and credit ratings. He spoke to
the value of the high likelihood that the gasline would
nmove forward, which would add substantial anmounts of
noney back into the state's budget at a tinme when it was
| ooking to expand its revenue base. He asked if the val ue
had been taken into consideration in the data on slide 4.

M. Tsafos replied that the figures on slide 4 did not
incorporate a dilution of +the state's interest. He
di scussed that value was generated as a project was
devel oped. He explained that in a successful project, if
an entity wanted to join the project in 2017, 2018, or

2019, it would have to pay hundreds of mllions or
billions of dollars depending on the share they took.
Usually when entities came in at that |evel of

devel opnment they were paying the expenses incurred by the
project and a discounted future cash flow of expected
project earnings. He explained that under the scenario
the state would be cashing out a little of the value. He
detailed that instead of maintaining its 25 percent
share, the state could reduce its risk slightly by
bringing in another partner and potentially nmake a few
billion dollars at the point it needed. He furthered that
it was not something the state would necessarily capture;
t he val ue would be unrealized unless the state sold down.
He continued that it would enlarge the options the state
had to finance its share of the project, but it was not
sonething that could be captured as part of the financi al
baseline. However, if in five years the state elected to
decrease its ownership from 25 to 20 percent, the value
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could be determ ned. He elaborated that the state would
have a large cash inflow at that time and woul d have | ess
expenditure and | ess revenue going forward because of the
reduced ownershi p percentage.

Co- Chair Neuman asked if it would be advantageous to the
state in ternms of the state's credit rating. M. Tsafos
believed Wall Street and all financial institutions would
|l ook at the forecasted revenue and how far along the
project was, when evaluating the state's credit rating
and credit health. He expounded that if the entities
believed the project would be successful, in a good cost
environment with good revenues, they would take it into
consi derati on.

2:43: 02 PM

Co-Chair Neunman stated that nmenbers of the |legislature
had concerns about future projects in Alaska and the
state's ability to bond. Knowing that the option to
reduce the state's ownership and bring in another partner
was a val ue he understood. He asked if the producers had
value in partnering with the state. He remarked that the
state also happened to be the entity responsible for
permtting and regul ati ons.

M. Mayer responded that there was value to everyone
involved having the state's involvenent. He elaborated
that it was particularly the case when |ooking at the
entire history of the North Slope and Trans-Al aska
Pi peline System (TAPS) and the long history of dispute
and litigation over the asset. A big part of the reason
for the current structure was to avoid building things
according to one set of interests and instead to have
al i gnnent between partners from the outset and to create
value for everyone involved in the same way. He believe
it was particularly inportant because ultimtely no one
could do anything in sovereign jurisdiction wthout the
full support of the sovereign; in the case of the
project, the sovereign had full support and was actively
involved and generating value from the project in the
sane way the conpani es were

Co-Chair Neuman believed that HB 4 [l egislation passed in
2013 rel ated to the Alaska (Gasline Devel opnment
Corporation and the Regulatory Conm ssion of Al aska]
instructed state agencies (DNR and Departnent of
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Envi ronnental Conservation) to expedite pernmts received
from the project. He believed it would be a value and
probably consi dered on AKLNG

Co- Chair Thonpson thanked the presenters for their work
and perspective. He was excited that three of the |argest
oil conpanies wanted nmke nobney on the project. He
reasoned that if the other conpanies nmade noney it neant
the state would nmake noney in its 25 percent ownership as
well. He believed that by FID the state would know i f the
project was going to mneke sone noney. He was not
concerned about the financing because he believed it
would cone along easily if the project reached that
point. H's concern was the alignment with the three
producers and the state, as well as the alignment within
the state itself. For exanple, he was concerned about not
knowi ng who woul d take over for TransCanada. He did not
know whether it would be DNR or AGDC and which entity had
the nost expertise. Additionally, there was the issue of
determining the state's decision nmaking. He asked the
presenters how they saw the state noving forward. He
wondered if the project would be jeopardized by
i ndeci sion fromthe adm ni stration.

2:46: 41 PM

M. Myer reiterated that to truly pursue the state's
interests as best as possible would be a nonunental
effort that would require an enornmous anmount  of
capability and alignnment wthin the state between
entities such as DOR and AGDC. He detailed that there
needed to be a very clear comercially driven strategic
picture of what the state's interests are and where they
differed from the producers and how to secure the right
hi gh | evel agreenent s (particularly rel ated to
expansion). He continued that there would need to be an
ability to take the high Ilevel considerations and
commercial interests and inbed them in the governance
agreenents and at every level of the inplenentation of
the project. For exanple, there could be key decisions
made on sizing of di fferent conmponents  of t he
I iquefaction trains or the GIP trains and there would be
a particular cost-benefit analysis if a party was trying
to nonetize the existing resource base, but there may be
a different analysis if the concern was ensuring
debott | enecki ng expansion capability. Alignnment of the
itens was also inportant to drive down project cost and
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risk; at the same tine nmamintaining a clear conmercial
strategic interest for the state. He believed parties
were justified in enphasizing the inportance of the
concepts in particular the coordination across all state
entities involved in the project.

2:49: 25 PM

M. Tsafos expounded on the conversation. He expressed
his appreciation for a slide presented by AGC that
outlined the decision making of the project. The chart
included the project nanagenent team headed by Steve
Butt, which reported to the project steering conmttee

which reported to the nmanagenent commttee, whi ch
reported to the sponsors commttee. Additionally, the
chart had included bullet points outlining who was
responsible for what. He believed the clarity shown in
the chart was needed in order to develop a project of the
magni tude of AKLNG He stressed that the project was a
massi ve  undert aki ng. He remarked on comunication
chal l enges he had experienced in teans of 10 in one
| ocation. He asked the commttee to think about the
project that involved nultiple cities, organizations, and
hundreds of mllions of dollars. He stressed that it was
a nonunental task organizationally for anyone. He stated
that the project was a work in progress, "but the closer
you can aspire to that, | think the better off you're
going to be."

Co-Chair Neuman stated that the commttee had seen an
organi zational <chart of the State of Al aska and the
project managenent team He asked if the state's
assurances that the project would stay on track and on
budget was fortified by the existence of the professional
managenent team that included the three nmjor producers
maki ng decisions on what had to be done and what got
spent.

M. Tsafos replied that he generally took confort by the
nunber of people and the conpetency of the people that
t he project managenent team consists of. For exanple, it
was obvious that soneone |ike Steve Butt was comng from
very clear goals and objectives. He enphasized the |arge
size of the project; 800 mles of pipe and a Iiquefaction
facility. He stated that it would be tough for everyone
due to the difficulty of the project. He believed the
state should take confort that the people trying to
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"crack the code" were sone of the best in the industry.
Additionally, he believed each of the project players
took confort that the other players were involved because
they could feed off of each other and benefit from each
other's expertise. He believed it was a mmjor asset for
the project. He remarked that M. Butt liked to say that
there was no single person with all of the required
expertise for the GIP, pipe, and LNG because a simlar
proj ect had not been done before.

2:53: 04 PM

Co-Chair Thonpson noted that SB 138 gave AGDC the
authority to take over the project work that TransCanada
was currently doing. He remarked that AGDC did not have
enpl oyees on the 135-person project managenent team He
wondered if that showed a |ack of expertise. He wondered
if AGC would have enployees with the know edge to get
i nvol ved.

M. Tsafos replied that he had heard the explanation from
AGC in front of the House Finance Conmttee and in the
Senate. He stated that there was no reason to doubt the
explanation that at the time of the openings AGC had
been focused on the ASAP [Al aska Stand Al one Pipeline]
gasline and had not been able to bid for the positions.
He stated that he did not have know edge of the resunes
from those at AGDC and could not speak to the nunber of
positions the agency could fill and who could fill the
positions. Enalytica had heard a nunber of nanes of
people with inpressive resunes, but had no firsthand
knowl edge of their expertise. He relayed that he would
take confort if there were a few AGC enployees on the
proj ect managenent team after a few nonths. He continued
that it was inportant to ensure that at the m cro-project
| evel there were people who could keep the information
flowwng at all levels to ensure the state's interest.

M. Myer elaborated that the role AGC needed to take
was greater than what it had been initially assigned; it
had a new level of challenge to rise to in order to
effectively advance the state's interests in the project.
He reasoned that if AGC was not capable of that, there
were three very strong producers that would produce a
great project. However, the question would remain on how
effectively the state would be represented. He remarked
that a person would not expect AGDC to conpletely fil
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the role, given that the role had not been handed to AGDC
as of yet. He was hoping to sit dowmn with AGC to
understand its thought processes nore thoroughly. He
explained that seeing a clear assessnent of AGDC s
current capabilities, the required capabilities for the
new role, and how it would acquire the capabilities,
woul d provi de reassurance.

2:56: 57 PM

Vice-Chair Saddler clarified for the benefit of the
public that the decision facing the |egislature was not
to authorize construction of an LNG line, which would
occur at FID. The project was still in the process of
devel oping the information necessary to nake a decision
to proceed to the next stage. He had told people that in
order to win the lottery it was necessary to buy a
ticket. He explained that the current project was an
expensive lottery and there was still no surety, but he
hoped the state would win. He stated that the governor
had expressed an interest to disaggregate the state's
current partnership wth the producers and TransCanada
and to possibly substitute new equity partners if he did
not get the commtnents to conmt gas under the
wi t hdrawal agreenments he was currently negotiating. He
asked how TransCanada's involvenent going forward nay
continue to be valuable in a scenario in which the state
and three producers were no longer the only equity
partners or involved at all. He asked about the risks to
proj ect success w thout TransCanada.

M. Tsafos offered that he hoped the odds were better
than the lottery. He first addressed the risks of
success. He stated that TransCanada had clearly brought a
significant nunmber of assets, people, and expertise to
the table. He had no independent way to verify the
argunment that the producers and the state could backfil

the expertise; however, he believed it was quite
possible. He believed it was possible that state could
end up with the exact same costs or perhaps TransCanada
could have mmde sone contributions down the line that
woul d have led to a lower cost or a less risky project.
He stated that it was unknowable at the present tine. He
remarked on the assunption that if the state had very
smart people working wth it that a better outcone may
devel op; however, it was not possible to know what the
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state would be giving up wthout TransCanada's continua
engagenent in the project.

M. Tsafos continued to address Vice-Chair Saddler's
guesti ons. He addressed the issue of wi t hdr awal
agreenents. In the possibility that the state reached a
point of agreenment wth the producers that iif the
producers did not want to proceed wth the project, the
governor wanted the state to have two different options.
First, for the producers to sell their gas at the
wel l head to presunably the state. Second, for the
producers to toll their gas through the infrastructure
t hat sonmeone el se would construct. In the event that one
of the producers did not want to participate and the
state wanted to build infrastructure that the producers
tolled through, the state would probably be |ooking for
conpani es l'ike TransCanada that i ked to build
infrastructure and charge tariffs to get paid back for
the infrastructure. He continued that if the producers
were no longer interested in owing or participating in
the infrastructure, the state would be searching for

other parties to fill the role; |arge pipeline conpanies
would be one of the obvious candidates. Under the
scenario, it wuld neke sense to either bring back

TransCanada; he thought it may be too late to keep them
in the project at present. He stated that it was a
project structure where a third-party infrastructure
owner would nmake sense to facilitate +the project
devel opnent .

M. Tsafos addressed the question of buyers comng into
the project. The buyers tended to like to focus on the
upstream or the liquefaction. He comunicated that he
could not speak about the market's appetite for taking a
large portion of a GIP and pipe, but it was fairly
unusual. He added that at the current stage it was
difficult to say what that would |ook like and what the
inplications would be wth or wthout TransCanada's
i nvol venent. Lastly, there was a possible risk to the
state related to the agreenents. He elaborated that at
the end of the day the only circunstance under which
ExxonMobi |, BP, and ConocoPhillips would sell gas at the
wel l head was if they determned that participating fully
in the project was not economc. At that point, the state
would only end up with the gas if it did not have quite
as nuch value or it was harder to nonetize. He reiterated
that there were sone risks to the state depending on how
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t he agreenents were devel oped and what kind of rights and
obligations the different parties had. He relayed that if
the state had a significant anount of gas and possibly a
slightly larger piece of the pie, it would likely be
| ooking to shed sonme of the risk, especially because the
only circunstance under which it nmay happen would be in a
hi gher risk project where it was slightly nore difficult
for the economics to work out. He clarified that the only
tinme the state would be in the position was if it was a
difficult position; the producers would not sell the gas
to the state if they thought there was tons of npney to
be made and would not let the state nmke the noney
itself.

3:03: 56 PM

Vi ce-Chair Saddler wondered if there was any indication
of whether "that mght be the way this is being tracked,
is to disaggregate the current partnership agreenent." He
remar ked that enal ytica would know the signs, whereas the
| egi sl ature woul d not.

M. Tsafos responded that it was not uncommon to try to
come up with a different structure if a project got
stuck. For exanple, if the state realized that one or
nore of the parties was not interested in the current
structure, it would try to determ ne another structure
that would work for everyone. He continued that if a
partner decided that they did not want to invest $15
billion into the project, the state could wait, help them
reduce their share, or offer for them to remain in the
upstream only with the risk being taken on by the state.
He reiterated that it was not uncommon to tweak the
project structure in order for every party to have the
ri sk/reward relati onship it desi red. Specifically
regardi ng AKLNG he could not say definitively whether or
not the project was noving towards a different path. He
remarked that the state had a set of interests and there
were different ways to neet those interests. He continued
that the state was currently part of the group and was
maki ng cash calls, which did not indicate to himthat the
state was not participating in the project as currently
envisioned. He reasoned that there were also occasions
where there were statenents made that |ooked like a
slightly different project. He could not conclude that
there was a very different project structure definitively

House Fi nance Conmmittee 25 10/ 29/15 1:36 P. M



bei ng pursued. He believed there was just "thinking and
wavering."

3:06:42 PM

M. Mayer agreed with M. Tsafos' assessnent in its
entirety. He relayed that they had worked very closely
with the admnistration to understand its nunbers. He
particul arly appreciated sone of the access enal ytica had
been given to the state gas team under DNR He el aborated
that in speaking with the team they had the inpression
there were many very smart and capable people who were
maki ng good progress down the HOA track (that franed
everything in SB 138) despite difficult negotiations on
contentious issues. He stated that every now and then
there were coments nmade on a higher political |evel that
were confusing and <caused him to wonder how the
statenents squared [with the current path]. He el aborated
that "we see these two things, we don't know how they
cone together, we'll see how this all plays out." He
added that they had a huge anmount of respect for the
technical capability and commtnent of the teans working
to advance the project under the structure set out by the
| egi sl ature.

Vi ce- Chair Saddl er comented that part of the progress of
the current hearings was to determne if there were hang-
ups in the process that mlitate towards changing the
structure. He had not seen evidence that TransCanada or
the producers were holding things up. He was uncertain
where the hang-ups were and why they exi st ed.

3:08:43 PM

Representati ve Edgnon renarked that it seenmed apparent to
him that in the process it was possible to have
organi zational clarity and confusion with the |eadership
hierarchy at the sanme tinme. As a policy nmaker, he wanted
to do everything he could to make sure that Al aska
received the best value for the 1long-term business
relationship required to mke the project happen;
however, he worried that if the |egislature and executive
branch were at odds with each other that it could have a
detrinmental inpact (during a period of low commodity
prices and thin margins) to a project that was just
getting off the ground. He remarked that it was a concern
that seenmed to build nore and nore every day. He hoped
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that when the special session concluded that from a
policy standpoint, the legislature would positively
i nfluence the situation in order for Al aska to be unified
when it exercised its 25 percent voting rights in the
future. He believed it was a critical conponent to the
overall project going forward in lieu of all of the
econonm c analysis and the financial nunbers the state
woul d be party to. He referred to Alaska G| and Gas
Conservation Conmm ssion's (AOGCC) recent ruling about gas
of ftakes and the fact that there had not been uniformty
anongst producers in terns of the 3.7 billion cubic feet
(bcf) figure that AOGCC had ultinmately arrived at. He
asked the presenters to talk about the decision in
relation to a commercially viable project and a 42-inch
versus a 48-inch pipeline.

M. Tsafos replied with detail on enalytica s evolution
on the topic. He addressed the 42-inch versus 48-inch
pi peline. He began by discussing a graph showed by M.
Butt to a Joint Resources Commttee hearing in Palner
related to the production profile for Prudhoe Bay and
Poi nt Thonmson. He detailed that the graph had depicted
that there was gas in the tw fields to mintain a
pl ateau level for about 16 to 17 years and after that
point the fields would begin to decline. He continued
that if the desire was to keep the AKLNG project going
for another 10 years (in absence of an expansion
scenari o), another source of gas approximtely the size
of Point Thomson woul d be needed. Before getting into the
details, enalytica' s understanding had been that the
current design of the 42-inch pipe would have about 1 bcf
per day of additional capacity if conpression was added.
He noted that 1 bcf per day was roughly the size of Point
Thomson. Enalytica had determned that at the current
design, if there were two Point Thonpsons, the pipe
should be able to neet the state's needs. He el aborated
that one field would be needed for expansion and the
second would be needed to backfill the decline in
production from Prudhoe Bay and Point Thonson after year
16. He relayed that the viewpoint related to the nacro-
pi cture.

3:14: 42 PM

M. Tsafos explained that he and M. Mayer had begun to
appreciate that to have the 1 bcf per day of expansion
it would be necessary to add a significant anount of
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conpressi on, which would be costly and use a |ot of fuel;
and there would need to be very good expansion ternms in
the contract. Essentially, the pipe would have a little
extra capacity. He provided a scenario were BP nmade a
[new field] discovery. He questioned whether under the
scenario the state could offer the 1 bcf per day on its
own to a third-party or if BP could decide they wanted to
expand because it was their discovery. He questioned what
the rights would be to use the extra 1 bcf per day
related to governance and economics (i.e. how much the
state would contribute and the economc inplications of
t he fuel use).

M. Myer believed it was inportant to think about how
the costs of expansion were borne when thinking about
governance over expansion. He stated that if there was

subst anti al cost to the addition of subst anti al
conpression (in terns of capital costs and operating
costs - specifically related to fuel), the governance

terms would determne if the costs were entirely borne by
an expanding party or whether others would contribute.
Some of the tradeoff would be largely determ native for
the state in terns of the risk versus reward of a 42-inch
or 48-inch pipeline.

3:16: 36 PM

M. Tsafos believed there was a question about how nuch
expansion was anticipated and how easy it would be. He
relayed that the HOA had specified that any party could
basically do whatever it wanted as long as it did not
adversely inpact the other parties. However, when | ooking
at the "nitty gritty" details, he questioned whether the
state would have exactly those rights, how the rights
would be <codified and protected, and the costs. He
rel ayed that in that cont ext, enalytica had no
i ndependent view of the cost/benefit analysis of a 42-
inch versus 48-inch line. He stated that it was apparent
from the governor's AKLNG project review that sone work
had happened with nunbers including the payback period,
and it was not just an arbitrary reason for specifying
the admnistration's preference for a 48-inch line. He
believed it was very positive that the project had
decided to put on the extra cost. He remarked that the
previ ous adm nistration [Parnell Adm nistration] had al so
felt strongly about the concept in terns of exam ning the
case for a 48-inch pipe. He opined that everyone would
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have to wait to see what the comrercial pros and cons
would be. He did not have an answer on that topic and
noted that the project would save $30 million in pre-FEED
costs if the answer was known at present.

\V/ g Tsafos continued responding to Representative
Edgnon's questions, specifically related to the Prudhoe
Bay decision and the different parties. He addressed the
supply for the gas and relayed that one party
(ExxonMobil) had a nuch larger chunk of Point Thonson;
whereas ConocoPhillips had a nuch smaller exposure
relative to its ownership in Prudhoe Bay. He furthered
that it was a significant question related to how to
bal ance the itenms, how nuch flexibility the state wanted
to offer to Prudhoe Bay, and whether the state wanted the
field to have the ability to "go to 4.1 or 3.6." He
believed there was an effort to make two streans of gas
bal anced over time in a way that everyone was happy wth.
He viewed the topic as part of the negotiations to nake
sure the project cane up with a stream of gas that both
parties felt confortable about the two fields comng
together. He continued that different parties saw the
contribution of the two fields and the flexibility that
should cone from each field differently due to their
differing ownership positions in the assets. He did not
know that it presented a significant risk for the
project; it was just sonething that would cone naturally
as part of the negotiation process. He recalled that the
AOGCC ruling determ ned that there would not be a huge
difference in terns of the ultimte resource recovery in
either of the two production scenarios. He did not see
the ruling as having a huge inpact on the anmount of gas
produced; the issue was nore about the timng and the
costs.

3:20: 21 PM

Representative WIson renmarked on being asked to fill a
position for $800,000 and wondered if the state should be
| ooking at the qualifications of everyone who woul d be on
the project in AGC, DOR, DNR, and DO.L. She wondered why
t he focus should be only on the one position.

M. Tsafos answered that it nmade a |lot of sense to |ook
at all of the individuals the state team was putting
forward from AGDC, the departnents, and everyone invol ved
in the process in order to nake sure the state had the
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best people possible. He stated that based on salaries
made by fornmer clients he did not think the $800, 000
salary was an outrageous ceiling. He believed it was
probably a fair salary. He referenced testinony by the
DNR comm ssioner that the position would not receive
stock options or bonuses; it was necessary to use a
hi gher base salary in order to attract individuals [with
expertise] to the positions in Alaska. He did not know
whet her the individual that would ultimately be hired for
the position was worth the particular anount of noney,
but "to play at this level" it was the type of salary the
state may be expected to offer. He did not believe the
focus should be solely on that position. He thought it
was inportant to | ook across the board at the teamand to
ensure that the state had the best people for the job. He
believed the principle provided by the project nmanagenent
teamthat "the best people play" was a good principle for
the state as well.

Representative WIlson referred to testinony by the
presenters and wanted to ensure that the state was not
telling private industry that it should expect nore
i ssues when they were seeking pernmits than if they becane
partners with the state. She did not think the presenters
meant that permtting would be easier because the state
was a partner conpared to a private entity wanting to go
t hrough t he process.

M. Myer clarified that he and M. Tsafos had not nade
any statenents about permtting. He discussed that the
state had certain interests and there were certain things
that having a sovereign involved could nake happen nore
easily. One of the challenges of the project was the
inportance of differentiating between the sovereign's
role as dispassionate regulator and its role as resource
owner wth a comercial interest. He furthered that
things had been put into place in the organizational
structure to try to make the division clear, which was
part of the division between AGDC and DNR and even nore
so with regulatory agencies |like AOGCC. He detailed that
it was inportant in any arrangenent |ike the one at hand
for the regulatory functions of the state to be kept
separate fromthe commercial interests of the state.

3:24: 25 PM
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Representative WIlson cormented that she did not want to
send the wong nessage and hoped the state's permtting
was "right on and quick”™ no matter who the applicant is.
She asked how advantageous it would have been for the
admnistration to bring the current issue before the
| egi sl ature versus back in May when "we've heard kind of
everything started going south.” She renmarked that the
| egi sl ature had been in special session in May and June.
She wondered about the advantages to addressing the
issues currently versus in Mwy. She renmarked that the
state was currently up against a tineline, but would not
have been in May. She asked if the presenters would have
el ected to address the issue earlier if they were in the
si tuation.

M. Myer responded that it took tine to do the analysis.
He detailed that a new admnistration had cone in at the
end of 2014 and had faced a legislative session and
working to understand the enornous conplexities of the
AKLNG project. Under the scenario soneone new to the
issues nmmy cone in questioning sonme aspects and not

others and may try to get nore detail. Additionally, in
any new adnmnistration there were early struggles of
determining who was doing what, the appropriate

structure, and the interests that are represented. He
explained that it took tinme to figure those things out.
He continued that from an analytical and dispassionate
perspective it took tinme to staff up, to hire consultants
and internal resources, and to think about available
options. He stated that the current time was always the
critical point under the agreenments when a decision would
be required on signing the Firm Transportation Services
Agreenent (FTSA) or not; in that sense, the current
timng was logical. He stated that it would be nice if
numer ous agreenents could be addressed presently, but it
was conpl etely understandable that they took tine and had
intractabl e i ssues invol ved.

Representative WIson believed the question should be
directed to M. Pitney. She stated that it was her
under standi ng that a decision had been made and there had
been a state of transition ever since. She opined that it
woul d have been nicer to address the issues before the
budget had been closed out; the noney would have been
all ocated at that point versus at present.

House Fi nance Conmmittee 31 10/ 29/15 1:36 P. M



3:27:09 PM

Represent ati ve Kawasaki thanked the presenters for their
wor k over the past several years. He discussed that there
were many unanswered questions that had arisen over SB
138, many of which were included in the presenter's
docunents. He appreciated the consistency in their
informati on and believed the questions should be answered
by the appropriate agencies. He believed dealing with the
"new noney" would be sonmething of an issue for the
commttees to discuss. He addressed changes in the
[ project] work plan that cost nore noney so that some of
FEED would go into pre-FEED. He renmarked on the
presenters' earlier testinony that generally the concept
was | ooked favorably on as a risk reducer.

M. Tsafos responded that his interpretation was that the
state saw risks and wanted to bring the work forward to
make sure it grappled with the risks. He did not see it
as favorable that the state needed to do nore work
because it meant there were nore issues to deal wth;
however, it would give confort that if the project noved
to the FEED stage it would be easier to make a better
deci si on because the issues had been brought forward and
the state would be nore confortable with its ability to
manage the risks it had foreseen.

Representati ve Kawasaki referred to the question related
to expansions on slide 7. The conmttee had discussed a
| ot about expansions and having a third-party pipeline
conpany versus a producer-owned pipeline conpany and the
fact that if a third party wanted to expand it would be a
great benefit for the state, which he agreed with. He
wondered under what conditions the state/ AGDC did not
want to pursue expansions. He could not think of a tine
where that woul d be the case.

M. Mayer responded that there was not a specific
scenario he and M. Tsafos had in m nd. The bullet point
had been included in response to questions from both
| egislative finance conmttees about what future
expansi ons would |ook |ike, how they would be managed

and if AGDC woul d have the capacity. He relayed that they
had not had an opportunity to discuss the issue wth
AGDC, but would like to do so. At the tine, they had been
concerned to hear a response that the project would | ook
a lot like TAPS (i.e. there would be a project conpany
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and all of “"that" would be the function and
responsibility of the project conpany). He relayed that
enal ytica had been very clear in the discussion the
previous year that the intention around negotiating the
HOA was the idea of a project within a project and pipe
within a pipe and that any party could do things in its
interests independent of the others. He continued that
the issue had been particularly clear in the expansion
principles under the HOA, which stated that any party
wanting to expand could do so provided that it did not
negatively inpact the other parties. However, taking the
approach neant that an entity could not rely on everyone
agreeing on the concept together or guarantee unanimty
at the voting commttee. He discussed a scenario where
there was an entity that wanted to pursue expansion
aggressively and had all of the technical and comercia

capability required to nake the case to determ ne the new
resource base, tariff, and the level of resources
required to make expansion economc. He continued that
the entity would be responsible for determning how to
build the comrercial case bearing in mnd that the other
partners would not necessarily want to do the expansion

He wanted to ensure that the tension was clear and that
nmovi ng forward everyone involved on the state's |evel was
thinking in those terns.

3:31: 50 PM

Representative Kawasaki asked if it would be nore
effective for the state to pursue expansion w thout
TransCanada. He surmsed that with a third-party in that
particular case, there nay be disagreenents between
TransCanada and the state. He believed the HOA spelled
out the ways in which an expansion would happen if the
state wanted it but TransCanada did not.

M. Mayer stated that in many ways he agreed wth
Representati ve Kawasaki. He elaborated that they | ooked
over the past two years and saw them as a chance to test
some of the assunptions: whether the state had a partner
that it was perfectly aligned with on all of the issues
by bringing in an independent conpany or if the entities
woul d sonetinmes disagree and have to negotiate against
each other and whether it was positive or not. He stated
that many of the details surrounding the issue were
confidential and would never be known. However, | ooking
forward it was obvious the state did need to have the
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capability. He remarked that they would never know
whether the capability existed under the previous
arrangenment, but it took a lot to have the capability. He
stated that it was inportant to think about the
capability currently. He reasoned that the fact that
everyone could agree the state wanted the capability did
not make it so; it was necessary to plan at present in
order to ensure that it was secured.

Representative Gara believed that in the past one of the
problems with TransCanada owni ng 25 percent of things the
state did not own (i.e. the pipeline or GIP), there would
be areas where the state had no access to information,
whi ch presented sone problem He requested an exanpl e of
an area where it would be a problemfor the state.

M. Tsafos responded that he and M. Mayer could not
speak on specifics because they were not on the project
team He could see that with layers of confidentiality
that as the project sponsor it the state would like to
know that "nitty gritty" decisions were being made wth
expansion in mnd and to gain access to sone of the
technical information. He could see how that flow back to
AGDC or the departnents nay not be seanl ess. He rel ayed
that he had worked in enough organizations where non-
confidential information was hard to conme by; it was not
hard for himto imgine that once three or four |ayers of
confidentiality were added it would get harder and harder
to access the information and in a tinely way prior to
deci si on points or votes.

M. Mayer added t hat Marty Rut her f ord (deputy
conmi ssioner, Departnent of Natural Resources) and Deepa
Poduval (principal consultant, Black and Veatch) had
provided an exanple when they had presented to the
conmmittee recently. The exanple had been related to
existing arrangenents wth TransCanada related to

byproduct disposal. He <continued that a significant
portion of the function of the GIP was the renoval of
carbon dioxide and its eventual disposal. How the

economcs of the renoval and disposal worked was a
conplex issue that allowed all sorts of costs to be
allocated in all sorts of places. He stated that it was
easy to see fromthe state's perspective that there were
particular interests in seeing the issue handled in
particular ways and that if there was not visibility into
how the issue was being handled it has neither
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transparency and visibility nor direct control over
voting, which would create sone issues.

3:35:57 PM

Representative Gara believed everyone agreed that it
woul d cost the state nore if TransCanada remained in the
project (as opposed to the state buying TransCanada's
portion) and the project eventually did not nove forward.
He asked for wverification that the lower the state's
financing costs conpared to TransCanada, the greater the
state's revenue would be over the long-term if
TransCanada' s portion was bought out.

M. Mayer concurred.

Representative Gara referred to financial consultant
First Southwest's statenent on page 36 of the Black and
Veatch report that state financing would result in a
materially lower interest cost to the state than under
the TransCanada agreenent. He asked if the presenters
di sagreed with the statenent.

M. Mayer responded that they did not disagree with the
statenment "as it stands,” but they wanted to put sone of
the nunbers in context. They believed that from a
precautionary perspective it was inportant to think about
that the nunbers on the higher end of the spectrum were
somre of the things that were presented rather than the
| ower .

M. Tsafos added that it depended on what was neant by
the word "material." He elaborated that if "materially"
was interpreted as 2 or 3 percentage point delta he
t hought that was hard to see. He believed the spread he
and M. Mayer had tal ked about was nmuch nore reasonable
at the higher end or lower end of the credit rating.

3:37: 38 PM

Representative Gara referred to slide 5. He stated that
Ms. Poduval had testified that the 5.5 percent financing
rate could increase the state's revenue by an additiona
$130 million per year. He stated that 5.5 percent was
about where the state would be if it was at the state's
historically worst credit rating. He asked if the
presenters recall ed the testinony.
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M. Tsafos answered in the affirmati ve.

Representative Gara reasoned that no one knew which of
the bars on slide 5 represented the right nunber. He
continued that with current market conditions and the
worst financing level the state had ever been, M.
Poduval had testified that the state would bring in $130
mllion extra per year. He asked for verification that
t he annual additional revenue could be higher or |ower if
the state got its fiscal house in order hopefully before
2017, that any of the scenarios [on slide 5] were
reasonabl e assunptions, and nore would be known as tine
passed.

M. Tsafos comrented that he realized the irony of having

a Geek tell the commttee about state finances. He
remarked that Geece's credit rating had never been as
bad until it was. He stated that "these are unknown

things.” He referenced the 5.5 percent figure and pointed
to a chart from FirstSouthwest on slide 6. He detailed
that if the state were to issue everything overnight
(which it would not) and if it had "this kind of
downgrade” the interest rate would be <close to 5.5
percent. He referred back to slide 5 and stated that the
$130 mllion in additional revenue brought in with an
interest rate of 5.5 percent was conpared to the baseline
tariff from TransCanada and was not adjusted for the
equity tracker. He explained that it conpared 5.5
percent, which represented current conditions, against
6.8 percent, which were the conditions of Decenber 2013.
He furthered that wunder current conditions the tariff
from TransCanada was nore like 5.8 percent in the
oper ati onal phase. The conparison was really between 5.5
percent and 5.8 or 6 percent; therefore, the delta was
much smaller. He explained that it was a little nessy
because of the need to conpare tine and interest rates.
He furthered that the delta was really between 5.3 and
5.8 (a 50 basis point delta) and detailed that at a 50
basis point delta the revenue was closer to $60 mllion
[slide 5]. He was not trying to characterize the issue as
good or bad, but to contextualize it.

M. Myer clarified that over the past several days there
had been a presentation by the state finance team
(Lazard, Fi r st Sout hwest , and Greengate) related to
historical credit ratings with A- as the worst the state
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had experienced. Addi tionally, there had been a
presentation by Black and Veatch, which had presented the
analysis on slide 5. He believed Black and Veatch had
been clear to defer any questions the commttee had about
specific interest rates to the state finance team He
noted that Black and Veatch was solely presenting the
nunbers as a range of outcones.

3:41: 55 PM

Representative Gara asked if it was fair to say that the
chart on slide 5 represented a range of reasonable
potential outconmes and what would actually occur was not
yet known. M. Myer believed it was a reasonable
statenent. Particularly given that the beginning premse
was that there was no circunstance under which the state
is worse off wthout TransCanada from a financial
perspective; the additional revenue was a random vari abl e
that would go fromzero to sone positive nunber

Representative Gara comented that there had been sone
focus on the $130 mllion range [slide 5], which was the
reason he wanted to meke enalytica's view on the issue
cl ear.

Representative Gattis returned to the well-paid $840, 000
per year position. She asked if there was a need to hire
the (gas marketer) position currently. Alternatively, she
wondered if the state could hire the position at the
start of session [January 2016] or after Decenber 4
[ 2015] when the state would know whether it had gas to
mar ket .

M. Tsafos answered that he struggled with the question
because he did not know the material difference between
approving the funds for the position at present or in a
few nmonths. He relayed that the state did need a gas
mar keter at present in the sense that the decision to
take royalty in kind (RIK) was premsed on the state
being confortable that it would know what to do with the
gas once the state had it. He believed that to gain that
confort, the state would need people who had expertise to
assess the risks to the state of taking possession of the
gas. The preceding year there had been a big enphasis on
the state possibly negotiating joint venture agreenents
with individual partners in the project to market the gas
jointly and having the partners nake offers to the state

House Fi nance Conmmittee 37 10/ 29/15 1:36 P. M



to market their gas. Al of the things were eventualities
that are factoring in the decision to take the gas in
kind; therefore, he did believe it was inportant to have
a gas marketer at present. He reiterated he did not know
exactly where the negotiations were and therefore could
not speak to the difference of appropriating the noney at
present versus in a few nonths. However, based on
experience, it took tinme between the appropriation of the
nmoney and when the person started working. For exanple,
i f the noney was appropriated wunder the nornal
| egi sl ative budget in April [2016], the search to fill
the position would begin in My, and then it would be
sutmmer  when perhaps no one wuld want to conme for
interviews. The itens were the types of things he
recommended thinking about (i.e. would the state
i nadvertently delay the date the person would actually
join the gas teamand help with negotiations).

3:45:36 PM

Vice-Chair Saddler referenced the financials on slide 5
and clarified that it was not accurate to say that there
was up to $360 mllion in additional revenue for the
state without TransCanada's involvenent. He noted that
the top of the slide indicated that it was a wash. He
continued that given the consideration of the net present
value (NPV), the state would buy the $360 nillion in
additional cash flow later by the upfront investnent of
$2 billion.

M. Mayer responded that in NPV terns, the nunber was not
large. At a 10 percent discount rate Black and Veatch
showed the NPV at zero, but in its report he believed the
figure was about $30 million (the difference was due to
roundi ng). He reasoned that it was possible to have many
argunents related to the appropriate discount rate to
use. He believed the it was useful in showing that there
was not some overwhel m ng piece of value the state would
mss out on if it continued in partnership wth
TransCanada. He opined that it was useful to conpare
appl es to apples and he appreciated that Bl ack and Veatch
hand included the chart to enable the conparison. For
exanple, if the state fully funded the replacenent of
TransCanada t hrough debt, the state would not receive the
$360 mllion, but was sonewhere on the continuum [slide
5]. At 5.5 percent financing the state would receive $130
mllion [per year], bearing in mnd that it reflected a
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| arger spread than the current reality. He continued that
where the state would fall on the spectrum [of additional
revenue] was not known. There was sone val ue between zero
and a positive anmpunt in the $100 mllion range. He
relayed that he and M. Tsafos were happiest with the
right side of the chart [|lower additional revenue to the
state] in terns of what the benefit nay be, bearing in
mnd that there could be other financing strategies the
state was considering that would nove the additional
revenues further to the left [on the chart]. There was
likely sone positive benefit in annual cash flows that
would cone from the state financing its portion of the
project on its own. He relayed that in enalytica's
viewpoint the benefit by itself (absent strategic
consi derations) was not dispositive.

3:48: 31 PM

Vice-Chair Saddler appreciated the clarification. He
turned to slide 3 that included a reference to the non-
visibility of information. Additionally, slide 7 referred
to unclear decision making and division of labor in the
state. He wondered if it was usual or unusual to have
uncl ear decision nmaking and a lack of visibility. He
wondered if the confusion had any consequences to the
i kelihood of success for the project.

M. Tsafos responded that in general, confusion did not
help the advancenent of a project. For exanple, how
people interacted when it was unclear who was in charge.
He could not speak to the extent of that in the current
proj ect because they were not in the organization. He
addressed whether it was typical for this kind of
megaproject and reasoned that it was wunlikely to be
typi cal of successful negaprojects. He explained that it

was hard "to stunble your way into a $55 billion
project”; an entity needed to have its act together to
"play at this level." He clarified that he was not

speaki ng about the specific circunstances of the state.
In general, when an organi zati on had deci si on maki ng and
informational barriers it always got in the way of
getting things done; it was true for any endeavor and was
particularly true when trying to do one of the hardest
and nost conplicated infrastructure projects in the
hi story of the world.
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Vice-Chair Saddler wanted to better wunderstand the
"intangi bl es” of the project. He asked if it was possible
to quantify TransCanada's benefit to the project absent
the financials. He believed enalytica had referred to the
concept as continuity in its original slides. M. Tsafos
answered that it was possible, but he cautioned against
attaching a great deal of certainty to the nunbers. He
believed there were ways to weigh the benefits; for
exanple, it was possible to attach probabilities of a
nore expensive project or slower devel opnent. There was
math that could be done, but he believed it would be
purely conjecture.

3:52: 03 PM

M. Myer referred to the list on slide 3 and relayed
that there were sone key itens the state had successfully
received the benefit from in ternms of continuity,
momentum  AQd A di ssol ution, and having TransCanada at the
table during long-term negotiations. He continued that it
was possible to | ook back at the past 1.5 years and see
it as a very good decision at the time and that a
different point in the relationship had been reached at
present .

Vice-Chair Saddler remarked that there was a subjective
conponent to the information and it was nice to know if
sone precision could be brought to the netrics of the
deci si on.

Co-Chair Thonpson remarked that if the state did not
term nate the agreenent with TransCanada that the conpany
intended to vote "no" on Decenber 4, which would end the
project conpletely. He believed it could be quantified
that the outcone would not be to the best advantage of
the state, especially with a project that may end up
bei ng successful.

M. Tsafos suggested thinking about what the state was
receiving from the partnership with TransCanada (i.e.
AG A continuity, and other) conpared to what it paid. He
noted that the state had paid about $3 mllion in
interest to TransCanada. He relayed that the state had
received sone expertise out of the partnership. He did
not know what the nunbers would have | ooked |ike absent
TransCanada.
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Representative Quttenberg remarked on Co-Chair Thonpson's
statenent that if TransCanada was still involved, the
conpany woul d vote "no" during the neeting on Decenber 4.
He did not believe he would ask any additional questions
beyond that statenent.

3:54:32 PM

Representative Minoz asked about forcing gas to the
proj ect, whether or not the partner was involved in the
ownership of the project and setting a Decenber deadline
for the commtnents. She wondered if it was a feasible
expectation on the part of the state and if it was in the
state's best interest to demand those kind of agreenents
at the current stage.

M. Tsafos addressed Representative Minoz's question
related to feasibility. He explained that he had no idea
because he did not know how far the two sides were in
terms of what the state was requesting and what the
producers were willing to offer. He detailed that all he
had was the three letters from the producers, which the
| egislators also had, stating that subject to certain
itens they were willing to talk to the state and sign an
agreenment. He did not know how close the two sides were
or what the terns were. He addressed Representative
Munoz's question related to desirability. He could see a
circunstance where if one or nore of the parties decided
to exit the project, one of the solutions the state could
explore was to buy their gas at the well head. He rel ayed
that in other LNG projects it was fairly common for
conpanies to adjust their exposure to the project as they
| earn nore about the project and as they did a thorough
assessnent to determne the portion of the project they
wanted. He believed it made it nmade sense to explore a
different structure to solve the non-commtnment of a
party; the process had occurred in many projects. He and
M. Mayer were concerned about the state nmaking too nuch
of a commtnent up front because it did not have a | ot of
the information. Their overall approach had been that if
ExxonMobi | [or another producer] was willing to sell the
state gas at the well head, it was probably at a price the
state should not pay. He continued that if a producer was
willing to sell the state gas at Henry Hub pricing, it
meant that the producer did not think it could nmake nore
by participating in the project; therefore, it nmeant that

House Fi nance Committee 41 10/ 29/15 1:36 P. M



the state woul d probably not nake nore than that by doing
t he project.

M. Tsafos continued to address Representative Minoz's
guestions. He relayed that he would like to understand
how specific the discussions were and how exactly the
terms were playing out. He reasoned that if the state
|ocked itself in a deal, it <could end up wth
liabilities, which could be a problem He relayed that it
was slightly worrisome to give the conpanies a way out.
He el aborated that the project was very conplicated and
he would not want half of those involved thinking that
they would just exit the project. He explained that in
that sense the state would not be spending tine solving
anything and would be designing its exit strategy. He
referred to testinony from Vincent Lee with TransCanada
that once people thought TransCanada was out of the
project it was harder to get people to spend tine on
TransCanada's issues. He explained that once people
started thinking they may have a way out, a nuddling of
t he negotiations and the progress would begin. He was not
sold on the necessity of entering the agreenents at
present versus over tine. He added that it was his gut
feeling, wthout having significant visibility into the
speci fics.

3:59: 36 PM

Representative Minoz asked if the requirenent or denand
coul d jeopardize the project and its nonentum

M. Myer strongly agreed with M. Tsafos' answer. He
addressed discussions related to the idea of a successful
project scenario versus a failed project scenario and
what the costs |ooked Iike in both cases. He rel ayed that
when they spoke about w thdrawal agreenents they were
referring to sone iteration of the failure scenario. Not
necessarily the failure case of any project, but the
failure of the project as it was currently designed. He
furthered that there were aspects of the failure scenario
the state needed to think about and plan for. However

everyone involved in the project had limted tine and
resources. He remarked that due to the size of the
conpanies it was easy to think that they had unlimted
staff to put on the project and that they could respond
to anything the state asked from them The reality was
that everyone involved in the process had limted tine
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and resources. He continued that whenever one set of
problens were focused on, there were another set of
problenms that did not receive focus. To the extent that
the goal was to advance further towards project success
as envisioned wunder the HOA, work that went into
w t hdrawal agreenments was work that took away from that
goal .

4:02: 05 PM

Representative Minoz asked the presenters to provide
their coments on the SB 138 tenplate and how it worked
as a positive nodel for the State of Al aska.

M. Tsafos suspected she was asking about the nerits for
the state of becomng a 25 percent equity partner and
taki ng ownership of the gas. He did not want to "get into
t he weeds of SB 138" because he did not recall all of the
speci fics. Broadly speaki ng, there was one nmmjor
challenge in developing the gas in a different way. He
el aborated that if the state taxed the gas at the
wel | head and generated its revenue as a state (the sane
as oil) it would face two fundanental chall enges. First,
the state nmade its noney conpletely differently than the
producers. Second, there was not a significant anount of
value at the wellhead to tax. For exanple, at current
prices or under a scenario where prices were $10 to $11
in Japan, if it cost the state $9 or $10 to transport the
gas to Japan, the state could tax that remaining $1 as
much as it I|iked, but the earnings would not be
significant. The additional challenge in the pre-SB 138
structure was that not only was there very little val ue
to tax, but there was no way to decide if the nunber to
subtract from the $11 price in Japan should be anywhere
from $5 to $11 because TAPS (over which the state had
experienced significant conflict with producers) was a
federally regulated pipeline. He detailed that TAPS had
very clear jurisdiction and tariff setting, but there had
been significant challenges. He asked nenbers to think
about a gas pipeline where the tariff was $60 per barrel
instead of $4 or $5 and where there was no regulatory
structure because Federal Energy Regulatory Conm ssion
(FERC) generally did not regulate the tariff of export
projects. He continued that there were substantia
chal | enges to overcone to be able to nake any nobney. One
of the reasons he and M. Mayer liked SB 138 in what it
tried to acconplish was to say "that's too much...let's
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not go down this path." He stated that it was |Iike
reentering a |lengthy marriage and thinking about how much
arguing there had been along the way. He stressed that
the state and producers did not want to do that.

M. Tsafos explained that the nmerit of the state taking
equity was that there would be no val uati on questions and
the state would take 25 percent of the gas, its royalty,
and would turn its tax into gas. Therefore, the state and
producers would each have their ownership of the gas,
pi pe, and LNG He and M. Muyer had been surprised the
nost to learn that because of the way the valuation
process worked, the state was actually better protected
on the downside by taking ownership in the project. For
exanple, with a price in Japan of $11 and a cost to the
state of $10, if the state taxed the amount it would only
receive the tax tinmes $1. However, if the price in Japan
dropped to $10, the state's earnings would be zero. Under
the scenario, the state was subjected to a nuch bigger
swing. He noted that there were nmany additional issues
that coul d be di scussed on the topic.

M. Myer turned to slide 7. He addressed M. Tsafos'
point related to revenue volatility, price, and comodity
risk. He relayed that M. Tsafos' statenents were
particularly true in a scenario where the state was able
to fully fund its capital commtnent with equity. He
detailed that the state could say that it built and paid
for the infrastructure up front and going forward it
woul d sinply receive revenue for its LNG Additionally,
there would be no inpact of |everage; there would be no
fixed cost the state would need to neet for every mmbtu
of LNG that it sold to Japan. Wether the price was $18
or $6, the state wuld receive that anount. The
fundamental question under the scenario was whether the
state achieved the desired rate of return over the 20-
year project tinme horizon. He referred to significant
di scussion about financing the project through high
levels of debt, which was <concerning to them He
explained that it was |like purchasing a house with a down
paynent of less than 5 percent; it massively increased
the purchaser's exposure to volatility when prices
i ncreased or decreased. He relayed that the sane was true
for the value at the wellhead nodel; if the state paid
for its portion with significant |everage, it would be
exposed to high commodity risks. The question had been
included on slide 7 to stress the point about beginning
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to think nore broadly about the capitalization structure
for the project and all of the things the state could do
to mnimze its exposure to price volatility. For
exanple, through capital structure, LNG contracts, and
considering a different risk tolerance than the
producers. He stressed that the thinking about the itens
woul d become very critical noving forward.

4:10: 43 PM

Co- Chair Thonpson thanked the presenters. He reviewed the
agenda for the foll ow ng day.

HB 3001 was HEARD and HELD in commttee for further
consi derati on.

#
ADJ OURNVENT

4:11: 27 PM

The neeting was adjourned at 4:11 p.m
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