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1: 00: 46 PM

CO- CHAIR BENJAM N NAGEAK called the House Resources Standing
Commttee neeting to order at 1:00 p.m Representatives Hawker,
Johnson, O son, Seaton, Josephson, Tarr, Talerico, and Nageak
were present at the call to order. Representative Herron
arrived as the neeting was in progress.

OVERVI EW( S) :

Departnent of Natural Resources

1: 01: 54 PM

CO- CHAI R NAGEAK announced that the first order of business is an
overview of the Departnment of Natural Resources.

1: 02: 29 PM

MARK  MYERS, Comm ssi oner  Desi gnee, Department  of Nat ur al
Resources (DNR), began by noting he has been on the job as
Comm ssi oner Designee for 16 days, but is no stranger to DNR
Over the last 25 years he has worked in DNR in various
functions, from petrol eum geologist to director of the Division
of Ol & Gas, state geologist, and working on the gasline

proj ects. During his 32 years in Alaska he has also worked 10
years in the oil industry and then was the director of the U S
Ceol ogical Survey (USGS) in Wshington, DC, under the Bush
Adm ni stration. He said his wide variety of experience wth

natural resource issues also includes a doctorate in geology
from the University of Alaska Fairbanks (UAF) and spendi ng four
years as Vice Chancellor for Research at UAF.
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COWM SSI ONER MYERS outlined the organi zational structure of DNR
[slide 2], pointing out that the departnent is divided into two
parts, each with a deputy conm ssioner, one being Ed Fogels and
the other Marty Rutherford. The departnent has seven divisions
and four major offices. The division directors are very
experienced and present at today's hearing. He praised the
directors for their advanced degrees and |life experience in
their areas of expertise, garnered in both public and private
sectors. These experts run their divisions well and are great
resources for |egislative nmenbers.

1: 05: 01 PM

COW SSI ONER MYERS said DNR has a fundanental series of m ssions
[slide 3]. First, DNR is the economic engine for Alaska wth
nost of the developnment in Alaska occurring on state |ands.
Most of the state's revenue - petroleum revenue - cones off
state lands that are managed by the Division of Ol & Gas.
There are many nore mning clains and active mnes on state
| ands and on Mental Health Trust |ands than there are on federal
| ands. A tinber industry is active on state |lands and public
safety is provided through the forestry [division]. Agriculture
| ands are domnantly state |ands. \While managenent of fisheries
is by the Al aska Departnment of Fish & Gane, managenent of the
land and waters is by DNR  The Departnment of Natural Resources
is the equivalent of the Departnent of Interior for Al aska, but
even nore so since there is so little private |and and therefore
state land drives the econony. He addressed DNR s mi ssion of
public safety, saying one of the state's largest risks 1is
natural disaster, such as earthquakes, tsunams, vol canoes,
fl oods, coastal erosion, and fire. The departnment has a
| eadership role in mnaging fire and for the other natural
di sasters DNR provides the scientific data and nuch of the
war ni ng capacity. Another mission is access, with DNR providing

land sales so Alaskans can own a part of Al aska. Publ i c
recreation is also provided through nanagenment of state parks
and public |ands. A science agency, DNR is fundanentally data
driven - it maps, understands, researches, and nmakes good

managemnment deci sions based on sound science and good data. The
department nanages significant information technology resources
in order to have scientific data bases that are useable at all
scal es. It hel ps adjudicate issues with the federal governnent
through strong science and the Departnment of Law Econom ¢
growh is the responsibility of DNR

1: 07:45 PM
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COWM SSI ONER MYERS di spl ayed slide 4, saying he depicted a nap
of Al aska over the Lower 48 to show the scale and scope of the
land that is managed by DNR, which is shown in blue. The sites
managed by DNR are hundreds of mles apart and in sone places

t housands of mles apart. An incredibly diverse ecosystem base
is managed by DNR - from high nountains to arid North Slope
lands to tenperate rainforests. The 100 mllion acres of

surface lands and 60 mllion acres of subnerged | ands managed by
DNR are an amazing portfolio of natural resources. Because nany
of those resources are poorly understood, DNR s assessnent of
them is really inportant. The state does not control federa
| ands, so an wunderstanding of the state's future econony is
driven by the state's ability to do what it can on state | ands.

1: 09: 03 PM

COWM SSI ONER MYERS turned to slide 5 to review the divisions and
maj or prograns wthin DNR Regarding the Al aska Liquefied
Natural Gas (LNG Project, he explained that Senate Bill 138
authorized DNR to nanage the state's royalty share of gas and to
market that gas. Under this bill the state wll take its taxes
as gas, so up to 25 percent of the project will be managed by
the state. The upstream the marketing part, and ensuring the

state is fiscally wise in its decisions is under the [Al aska
Gasline Devel opnment Corporation] and is integrated between DNR
and the Departnment of Revenue (DOR). The cost of the front-end
engi neering and design (FEED) phase is potentially $1 billion or

nore, so to do that the state nust figure out how it will market
its gas, how to deal with property tax by working with DOR plus
a series of other negotiations that nust occur. In addition to

this commercial function, DNR is the lead in coordinating
permtting for the gasline and |liquefaction plant. Thus, DNR is
playing a key role in the Al aska LNG Project.

1: 10: 48 PM

COWM SSI ONER MYERS di scussed the Division of Agriculture [slide
6], noting that farmng is a relatively underutilized resource

and is critical to Al askans. Food security relies on the
state's ability to grow nore food |locally. Val ue- added is
happening in Alaska, with peonies and other products. Al t hough
agriculture is not a big revenue generator, it is jobs for
Al askans. The Division of Agriculture provides |and, assures
that agricultural inspections are safe, deals wth invasive
species, and works to provide opportunities for farmng for cash
crops. Smal | -scale agriculture is becomng nore inportant in
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Al aska. The Plant Materials Center provides the key seeds for
commerci al devel opnent and is the official test site for seeds.
The division's 2014 highlights [slide 7] include the addition of
84 new farns to the Alaska G own Program the quarantine of five
i nvasi ve aquatic species, and the Farm to School Program which
provides locally grown food to Al askan school s.

1:12:11 PM

COWMM SSI ONER MYERS reviewed the Division of Forestry [slide 8],
saying its nunber one mssion is keeping Al aska safe and forest
fire. O the division's budget of $46 million, $39 million goes
to fight fires. Al aska has lots of fires, with fire frequency
growing as the climate is changing and lightning strikes occur

Many of Alaska's |lands are drying and tundra fires on the North
Sl ope are being seen. Year to year it varies, but overall the
boreal forest is burning at record rates. In partnership with
federal firefighting, the division prepares by strategically
pre-positioning equipnent and doing work upfront, allow ng the
work to be done cheaper. Firefighting is significant to rura

econom es, providing about [$6] mllion [in wages]. The
firefighters trained by Alaska's Division of Forestry work
t hroughout the US, with many of those firefighters com ng from
rural Al aska. The division manages 27.5 mllion acres of
forested state land, which includes [three] state forests. Mbst
forestry work in Alaska is now on state |lands and state forests.

COMM SSI ONER MYERS noved to slides 9-10, pointing out that |ocal
jobs are generated by the D vision of Forestry, including wood
pellets for biofuel and birch trees for the Geat Al aska Bow
Conpany. Commercial lunber and tinber provide the opportunity
for increased val ue-added production. Roads and infrastructure
built into state lands and state forests provide hunting and
recreational use in addition to the primary use of forestry.
Private contracting, including firefighting, is a huge economc
engine for many people in Alaska; additionally firefighting
protects structures. A highlight of 2014 was that 99.9 percent
of fires were suppressed and nost were kept snall.

1:15: 31 PM

COM SSI ONER MYERS expl ained that the D vision of GCeological &
Ceophysi cal Surveys [slide 11] collects, interprets, and nanages
geologic data for oil, gas, and mneral devel opnent. It is
i ncreasingly working on issues of public safety wth respect to
groundwater, slope stability, earthquake, permafrost, volcano,
fl oodi ng, and other natural disasters. It provides information
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for the public - publishing [an average] of 75 new technical
reports and geologic maps, with nore than 300,000 publications

di stri but ed. Thanks to the legislature, the division will be
opening its new Geologic Materials Center [this] April 15. | t
costs billions of dollars to collect these materials, so the
center is invaluable to new mneral explorers and new oil and
gas explorers. War ehousi ng and meking this data available to

| ook at provides a real incentive for additional exploration;
for exanple, he used the core facility heavily when he was an
expl orati on geol ogi st.

COWM SSI ONER MYERS, regarding economc inpacts of the Division
of GCeol ogi cal & Geophysical Surveys [slide 12], stated that good
information all ows resource devel opnent to happen in a safe way.

The discovery of only one oil field will pay for this survey
many, many tinmes. A 100 million barrel oil field on state |ands
will return to the state over $3.5 billion over the life of that
field. Mneral assessments, unaffordable to the smaller mners,
help identify new mneral prospects. The division is mapping
Cook Inlet, |ooking at source rocks for potential new oil. This

is usually done in cooperation with federal agencies, such as
the USGS. The division is also conducting geochem cal analysis
for mnerals and oil and gas, as well as geothernal assessnents.

1:17: 53 PM

COWM SSI ONER MYERS said DNR s wor khorse division is the Division
of Mning, Land and Water [slide 13]. Whether for a snall
permt or for managing the overall surface estate of the 160
mllion acres, it is this division. It is responsible for the
stewardship of state waters, making |and conveyances to
i ndi viduals and nmunicipals, holding individual honmestead |and
sales, handling rights-of-way issues, the permtting of mning
projects, and [regulatory oversight] of dam safety and coal
exploration. A big challenge in Al aska has been the backlog in
permts. Due to additional funding from the |egislature that
backl og was reduced by 61 percent, which is over 1,600 permts.
The division made its records electronic by scanning over a

mllion docunents into a content nmanagenent system The
division also works with water reservations and has been pro-
active with protecting state interests. For exanple, the state

is beginning to assert its rights on the Arctic National
Wldlife Refuge (ANWR) border. There is an opportunity for the
state to gain additional acreage because the boundary of the
refuge was defined on the Canning River, but [the division]
thinks it was actually done on the Staines River. The division
is surveying and searching the records to nmake a case to the
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federal governnent. The division is ensuring that the federa
government is honoring the federal legislation with respect to
| and managenent and wat er nmanagenent i ssues.

1:19: 36 PM
COWM SSI ONER MYERS stated that the Division of Gl & Gas [slide

15] is "the economc engine in the econom c engine" because 90
percent of the general unrestricted funds cones fromoil and gas

generated off of state |[|ands. Managenment by this division
occurs in a sequence of events: assessing of oil and gas
prospects, providing leasing terns, doing a best interest
findi ng, permtting of expl oration wel | s, unitization

determning that the resources are being properly devel oped so
oil is not left in the ground, and overseeing the dismantl enent,

renoval, and restoration when the oil field is done.

COM SSI ONER MYERS said the economc inpacts of this division
are huge [slide 16] - $2.5 billion for fiscal year (FY) 2014
It is also the reason why Alaska has a permanent fund - 25
percent of the royalty goes into the permanent fund and for
| eases prior to 1979 it is 50 percent. Lease sales have
provided over $200 mllion to the state since 1999, wth $65
mllion provided in 2014. Qpportunities for |ocal energy
include work in Nenana Basin and coal bed nethane |eases near
Healy. The division provides a process for |ow cost access for
new expl orati on. Hi ghlights in 2014 include the third biggest
north Alaska |lease sale in history, the issuing of 166 oil and
gas leases, and collecting $20 mllion in royalty and net profit
share | ease (NPSL) audits.

1: 21: 50 PM

COWM SSI ONER MYERS outlined the work of the Division of Parks &
Qut door Recreation [slide 17], noting that the division provides
Al askans w th outdoor opportunities on state lands at very
reasonabl e cost. Alaska has the |argest park systemin Anerica.
Run on a relatively nodest budget, the division is being very
creative in finding funding sources external to the general
fund, such as nmerchandising and potential publ i c-private
part ner shi ps. Vol unteers are used extensively - the nunber of
volunteers dwarfs the nunber of enployees by 8 to 1. The
| ogi stics of managing renote sites that are far apart across the
state and off the road systemis quite challenging. Devel opnent
of new parks like "Denali South"™ are new tourism opportunities
for Al aska. Al aska's state parks draw a |ot of people, but
about 80 percent of the users are Al askans. The division's

HOUSE RES COWM TTEE -7- January 28, 2015



[ awar d] -wi nni ng boating safety program keeps Al askans safe. The
Ofice of Hi story and Archaeol ogy manages historic trails and is
critical to the permtting of any projects that go across |and
that nmay have archaeol ogi cal significance. Di vision highlights
in 2014 include wupgrading roads, parking lots, and scenic
trails. Rates were raised last year for the first tine as a way
to require less in general funds.

1: 23: 44 PM

COW SSI ONER MYERS stated that the Ofice of Project Mnagenent
& Permtting (OPMP) is a success story [slide 19]. A maj or
project takes hundreds of permts, he explained, and involves
mul tiple agencies with differing opinions on what the criteria
are. Oten each agency mght request a different version of one
pi ece of data. So, OPMP coordinates the schedul e, coordinates
t he agencies, makes it easy for the applicant to get its permts
without lowering the standards, and adjudicates issues and
conflict between agencies. This office has been very successful
on mning projects and is crucial in the future to the |arge
gasline projects. Less than $1 nmillion from the general fund
goes into this office because it is nostly funded by program
receipts from the people choosing to wuse these services.
Positive feedback indicates that OPMP is helping to accelerate
and build confidence that people can conme to Al aska and deal
with the risk of all the state and federal pernmts that are
required. Most large oil and gas devel opnents will wuse this
office [slide 20]. For FY 2015, there are signed nenoranduns of
understanding for eight new [oil and gas] projects. A statew de
wet | ands conpensatory mtigation programis a way to deal wth

issues |ike those potentially at Apine in the Nationa

Pet rol eum Reserve- Al aska (NPR-A). Such a program will allow
flexibility in developnent in wetlands but not sacrifice
environmental quality because there can be a tradeoff of
wet | ands. The office was a cooperating agency wth federal

agencies on the [Geater] Moses Tooth and Chukchi Sea, which
protects the state's interests. In a recent neeting, he

rel ated, a senior ExxonMbil person praised OPMP for its help in
getting permts for devel opnent of the Point Thonmson field.

1: 26: 10 PM

COWMWM SSI ONER MYERS di scussed the State Pipeline Coordinator's
Ofice [slide 21], explaining that it provides the rights-of-way
for pipelines on state |ands. This is for pre-construction,
construction, operation and term nation of contract, and common
carrier pipelines, not in-field |ines. For cost cutting in the
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governor's budget this office will be rolled into the Division
of Gl & Gas. The people doing the work will not be elimnated,
only the managenent structure. Hi ghlights of 2014 include the
issuing of 51 field permts, 3 new pipeline rights-of-way,
continuing the pre-application permtting efforts for the
state's big gasline projects, and finalizing nultiple amendnents
to the Trans- Al aska Pi peline System (TAPS) ri ght-of -way.

COWM SSI ONER MYERS reviewed the D vision of Support Services
[slide 23], saying that duplication is reduced by having a
centralized admnistrative services office. This division
provi des human resource services and, increasingly, information
t echnol ogy support as there has been centralizing of information
technol ogy, records keeping, and digitalization of records. The
| nfformati on Resource Managenent (IRM system run by this
division, is critical because it has a huge amobunt of data for
the state. The division devel oped full electronic recording so
people can file and can see records wi thout having to go into
the office, a very inportant service for the state economcally.
Over the past six nonths, the division's mapping and |[|and
reporting service was visited 70,000 tines.

COW SSI ONER MYERS noted that the Mental Health Trust Land
Ofice [slide 25] is in DNR but reports to a separate board. It

manages over one mllion acres of land for tinber sales, real
estate, and energy exploration and devel opnent, with the npney
going into operating expenses and trust prograns. Moving to

slide 26, he reported that the trust generated $11.2 mllion
from trust lands in FY 2014, and over the l|last 20 years has
generated $168 mllion.

1: 29: 09 PM

COWM SSI ONER MYERS directed attention to the backgrounds of the
slides in his presentation, explaining that he put in these
topographic, resource, and water maps as a way to show the
anount of data and the types of data needed to manage the

state's resources. He pointed out that this data is avail able
to the public. While DNR manages the resource it is also
establishing the resource base. It is providing the technical
services the state needs to effectively nanage its | and. The

departnent also has the technical data that is needed when the
state has issues with the federal governnent so that it can
effectively make strong argunents based on nerit and not just
based on legal points. That 1is huge because the better
technical data will often win a dispute. Comm ssi oner Mers
advised that systematic developnent of these information sets
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over tine will make the econom c opportunities in Al aska better,
communities nore resilient, and public safety much greater. An
exanple of the lack of data is that less than 8 percent of the
[federally owned] continental shelf along Al aska is mapped. The
state worked in cooperation with the federal governnent to
acquire high resolution satellite data that is now served on
state servers at the university in cooperation with DNR and the
Al aska Geospatial Council. Additionally, DNR is applying
digital elevation data. This may not sound significant, but a
few centineters of difference on a coastline mtters,
under st andi ng fl oodpl ai ns accurately matters, and it matters for
aviation flights through nountain passes. Thus, DNR is taking
the lead to coordinate state efforts to work with the federal
government to acquire data where it is known to be inadequate.

COW SSI ONER MYERS further advised that as things change, such
as from forest fires or coastlines erosion, data coverage needs
to be repeated. The department is working with sone very
effective technology to provide services so it can get repeat
coverage of these areas. This is very expensive, involving very
sophi sticated use of different satellites, airborne platforns,
and ground-based pl atforns. Through these processes DNR is and
will be identifying new mneral opportunities, new oil and gas
opportunities, better areas to construct roads, better forest
managenent, and ultimately better data for decision meking by
comunities. This data will be public and will not have to be
pur chased comercially. He said he knows from his experience
with the federal governnment that when this is done correctly the
private sector will create val ue-added products that far exceed
the cost of acquiring and managi ng that data. He urged nenbers
to think of DNR not just in ternms of its |and managenent but
also in terms of its fundanmental know edge about the state and
devel opi ng those data sets for the state.

1: 32: 32 PM

REPRESENTATI VE SEATQN, regarding neking data available to the
public, noted that the Departnment of Environnmental Conservation
(DEC) has so far been unable to make contingency oil spill plans
(C-Plans) available online so they could be |ooked at by ship
pilots or others when there is a problem He asked whether the
quantity of data being made avail able by DNR through web-based
systens is simlar to the C-Plans. He further asked whether
there could be an inter-departnental sharing for how to nake
that kind of data available online.

HOUSE RES COW TTEE - 10- January 28, 2015



COWM SSI ONER MYERS responded that the state, through the Al aska
Ceospatial Council in cooperation with the USGS, funded airborne
surveys along the coastlines where good data was absent.
Coastlines are changing dramatically in many places and wll
| ook much different in five years. Much of that coastline was
recently covered with light detection and ranging (LIDAR) and
interferonetric synthetic aperture radar (IfSAR). Those raw and
i mgery datasets are critical. The system being tal ked about by
Representative Seaton is actually best in oil spill software
devel oped by the National Oceanic and Atnospheric Admnistration
(NQAA) . The spill prevention people at DEC work with NOAA to
popul ate NOAA' s system which has satellite inagery, assessnent
of the shoreline areas, and susceptibility and classification of
that shoreline for vulnerability, but it is still not at the
desired high resol ution. In collaboration with the university,
a state survey is using a specialist who maps the coastline and
| ooks at coastal erosion and vulnerability. He said he thinks
that that dataset exists, but is nmanaged through NOAA' s program
not DEC.

1: 35: 01 PM

REPRESENTATI VE SEATON clarified he is talking about getting the
submtted C-Plans put online so they can be reviewed by the
publi c. He inquired whether there is any consistency between
the data availability and web posting such that DNR could help
DEC accel erate the process of getting the plans posted online.

COWMM SSI ONER MYERS replied that currently the university serves
the data with funding from DNR, the Alaska Geospatial Council,
and the USGS. The data is processed and service is through the
CGeographic Information Network of Alaska (G NA). He said he
does not know whether that geospatial data is used by DEC in
di scussion within a CGPlan. For federal leasing the CPlans are
done by the Bureau of Safety and Environnmental Enforcenent
(BSEE), which are available online, he believed, because oil
spill risk assessment of the coastline is done within the NOAA
framework. There is no easy place to get all data for state and
federal plans together, he said, because it is in different
pl aces. He offered to work with DEC to do that.

1: 36: 33 PM

REPRESENTATI VE HERRON i nquired as to what has been a surprise to
Comm ssioner Myers since his return to Al aska state governnent.
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COWM SSI ONER MYERS answered that when he was at the university
there was good coordination with DNR, so there has not been a
whol e |ot of surprises. Wiile he was at the university there
was a trenendous anount of involvenent with the Arctic Counci

and with the U S State Departnent; however, that is sonething
at which the state has been unsuccessful and he is surprised at
t hat . So, the state, through the Arctic Policy Council, did a
really good thing. There is opportunity as the U S takes the
chair for the state to have involvenent, which is Craig
Fl eener's new job, but the legislature has an opportunity. He
commended Representative Herron for the Alaska Arctic Policy
Commi ssion and the great report that it put out which is a
potential beginning of the state presenting its face to the
Arctic Council. It is inportant there be both a state and
national effort because the state is the Arctic part of it.
Wile the federal agencies represent a portion of that, the

state clearly has di fferent interests and di fferent
opportunities to present. As the Arctic Council has its
nmeetings in Alaska, he said, he wuld like to see those

opportunities continue. So, the surprise is that the state has
not been nore successful with engaging the federal governnent on
the state's role on the U S. chai rmanshi p.

REPRESENTATI VE HERRON asked what else in DNR has surprised the
Conmi ssioner in his return to [state] governnent.

COM SSI ONER MYERS replied he is very pleased with the quality
of DNR s directors and the work done in the agency. The agency
has had a challenge in maintaining highly qualified people
because state pay is not what the industry pays in nmany cases.
The |leadership is high quality, he continued, but he 1is
concerned with the significant brain drain at the technical
wor kf orce | evel . A strongly skilled workforce in this highly
t echni cal organi zation s necessary to nmaximze economc
devel opnment and public safety and provide services in the nost
econonmi cal way possible. Therefore, he is concerned about
mai ntaining quality of workforce, particularly with the budget
cuts that are having to be nade.

1:39: 47 PM

REPRESENTATI VE OLSON i nqui red whet her Conmm ssioner Myers will be
poachi ng and bringing back to Al aska any of the incredible crew
t hat he had back in Washi ngton, DC

COWMM SSI ONER MYERS responded he has no nmoney with which to bring
t hem back, although he did poach DNR s new | egislative |iaison
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Courtney Sanborn, from the wuniversity. Realistically, DNR is
downsi zi ng, not upsizing. However, on the natural gas side he
will have to poach the best he can find because it is a world
cl ass opportunity and world class challenge to get it right.

1:41: 05 PM

REPRESENTATI VE TARR asked what will happen to the Farm to Schoo
Program conpletion of the Denali visitors' center, and other
prograns with the budget cuts.

COM SSIONER MYERS answered that a 5 percent cut neans a
definite cut to services; an 8 percent cut is even nore severe.
In the |ast decade DNR only grew 2.7 percent, the |owest of any
of the state agencies, so the cuts are really significant to

DNR. The departnent prioritizes on economc developnment and
public safety issues, so it can be inagined where the nore
likely cuts are. He said DNR is streamining and downsi zing

adm nistration as nmuch as it can, but a 5 percent cut cannot be
done w thout taking out sone progranmatic areas. He offered to
di scuss those areas once the budget is received.

The committee took an at-ease from1:42 p.m to 1:50 p. m

Al aska LNG Proj ect

1: 50: 41 PM

CO- CHAI R NAGEAK announced that the next order of business is an
overview of the Al aska Liquefied Natural Gas (LNG Project
provided by the firm enal ytica.

1:51: 07 PM

Nl KOS TSAFCS, Partner, enalytica, explained that his firm is
contracted by the Legislative Budget and Audit Committee to be

the | egislature' s consultant. He said he spent 10 years in the
oil and gas industry nostly as a consultant, wth natural gas
commercialization being his specific area of expertise. He

added that he has worked with conmpanies as well as sovereigns in
figuring out what to do with the gas they have or how to get gas
t hat they need.

JANAK MAYER, Partner, enalytica, noted that this is his fourth
year as consultant to the legislature regarding oil and gas
taxation issues, and Senate Bill 138 and the Al aska LNG Project.
He said his background 1is in project economcs, finance
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eval uation, and the inpact on those issues from things such as
fiscal terns. He explained that enalytica was requested to
provide nmenbers with a remnder, overview, and update about
Senate Bill 138 and the Al aska LNG Project and what needs to be
done to nmake this project actually happen. He pointed out that
enalytica is an independent, outside advisor on this project; it
is not part of the negotiating team which has the form dable
task of developing and negotiating the various agreenents and
understanding the information before the state can reach the
poi nt where the project can progress to its next m |l estone.

1:53: 58 PM

MR. MAYER reviewed the Al aska LNG Project's tineline [slide 2],
explaining that any nmmjor LNG project needs to nove through a
tinmeline of these sane activities. The Al aska project nust nove
through three big stage-gated phases between now and the mddle
of the next decade when, all going well, an LNG project m ght
conme on line. Currently, the project is in the pre-front end
engi neering and design (Pre-FEED) stage, where the fundanental

detail ed, conceptual engineering design work is being done to

determ ne pipeline routing, the exact technologies that wll be
used, and how everything from gas treatnment on the North Sl ope
to the pipeline, and to liquefaction will work. Al the precise

conceptual details are being laid out to start to wunderstand
what this project is, how it is going to work, and to narrow
dowmn the range of cost estimates and whether it is an
economcally viable project for all the different partners in a
wi de range of circunstances. |f the work in Pre-FEED determ nes
that it is worth spending the noney to nove forward, the next
stage-gate wll be FEED. In FEED every |last mniscule detail of
engi neering design is devel oped, such as specification of every
| ast flange valve. These precise details are then sent out to
engi neering, procurenent, and construction (EPC) contractors for

bids to actually construct the project. A final investnent
decision (FID) will be made by all the partners to commt the
dollars to make this happen. The project is then constructed

over the next several years and eventually cones on line.
1:56: 55 PM

MR. MAYER pointed out that in addition to the engineering, a
vast range of other processes nust happen at the sanme tine to

nove from stage-gate to stage-gate. For exanple, during Pre-
FEED the process of initial marketing discussions wll occur
with potential LNG buyers. These discussions will be carried

out by the partner conpanies and, under the structure of Senate
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Bill 138, by the state. These discussions ideally will |ead
toward eventual signings of high-level nonbinding agreenents,
such as nenoranda of understanding (MOU) and Heads of Agreenent
(HOA) to set out initial pathways of how the conpanies and the
state m ght dispose of their share of LNG Once in FEED, those
wll becone nore concrete agreenents, maybe even sone firm
binding sales and purchase agreenents, particularly to the
extent that that is required to achieve sufficient financing to
enable a final investnent decision to occur. After construction
there may be sone additional sale and purchase agreenents for
any LNG that was not firmy contracted by buyers prior.
| deal ly, however, a lot of the sale and purchase agreenents
woul d conme before final investnment decision is taken.

1:58: 31 PM

MR. MAYER discussed the financing process, stating there would
be initial talks to understand the range of possible financing
structures, whether that be one financial structure for all the
partners or di fferent fi nanci al structures for di fferent
partners, and how all of that can work. Once in FEED, nore
specific financing terns wuld be defined and |oans and
securities would be signed. Most of the financing for the
project will be achieved, in place, and signed, by the tine the
final investnment decision cones. At sone point at the very end
there will be a room full of vast stacks of paper that include
LNG sal es and purchase agreenents, financing, and so forth, and
all the parties wll be walking around those tables signing
t hose docunents. That said, additional financing may still be
needed by sone parties during the construction phase. As each
of these stages progresses, the overall level of risk in the
project steadily cones down, and the further the project has
progressed the cheaper financing tends to be. Once the project
is on line there may, for the same reason, be refinancing of
sone of the debt that was taken on earlier.

2:00:18 PM

MR. MAYER reviewed the project structure and ownership process,
noting that the initial structure is being defined under the
current Pre-FEED stage. However, he noted, project structure
and who are the equity participants can change dramatically over
the course of the Pre-FEED, FEED, and construction stages.
Partners may cone and go. Sone nmay decide they do not have the
appetite for the project and sone of the LNG purchasers nmay
deci de to purchase sone share of the equity.

HOUSE RES COW TTEE - 15- January 28, 2015



MR. MAYER outlined the investnent process, reporting that the
publically-stated estimate for the project's [construction] 1is
$45-$65 billion. Between now and when construction begins,
$400-$500 mllion will be spent through Pre-FEED and $1.5-%2
billion will be spent to get through FEED. The state's share
through Pre-FEED is about $50 mllion wth TransCanada's
participation, and closer to $125 million w thout TransCanada's
partici pation. Through FEED, the state's share is about $200
mllion if TransCanada remmins, and about $500 mllion if the
state decides to carry its full share through all portions of
the infrastructure, including the gas treatnent, processing, and
the pipeline as laid out under the agreenents of |ast year.
During the construction phase, the state will need to cover its
share of cash contribution, the amount of which will depend upon
whether the state's share is 25 percent of everything or 25
percent of only the liquefaction. Depending upon the structural
considerations, such as the involvenent of TransCanada, the
state's share will be between $6 and $15 billion.

2:02: 57 PM

MR. MAYER turned to slide 3, stating that the agenda to go from
Pre-FEED to FEED is form dable. Many things nust cone together
before, in enalytica's view, the state can achieve the needed
| evel of confort for meking the decisions that eventually |ead
to signing of agreenments and binding conmtnents that nove the
project to FEED. The things needing to happen [over the next
12-18 nonths] fall into five categories: technical, comercial,
organi zational, fiscal, and regulatory. He said he and M.
Tsafos wll discuss what wll Ilikely be the big issues and
difficulties in each of the categories and wll address the
guestions of how the state wll handle domestic gas and the
mar keting of its LNG He drew attention to two papers prepared
by enal ytica, one entitled, "MARKETI NG ALASKA'S GAS FROM AK LNG
KEY | SSUES' and one entitled, "HOW LNG AFFECTS LOCAL MARKETS?
LESSONS FOR ALASKA FROM WESTERN AUSTRALI A".

MR. MAYER said that much of the technical category is the domain

of the project team nmanaged by M. Steve Butt. The team is
working on a vast range of technical issues that include
purchasing land, precise details of pipeline routing, and
specific engineering decisions. This work is being done wth

the focus of driving down costs overall and driving down the
uncertainty around those costs so that the range of $45-%$65
billion can be substantially nar r oned to provi de an
understanding of what this project |ooks |like and how feasible
it really is.
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2:06: 06 PM

MR. MAYER addressed the conmercial category, stating that much
hard work will be required fromthe state - the admnistration's
team - on negotiating a range of agreenments with the conpanies.
Those include donestic gas, such as how supply for the market is
going to occur and whose responsibility that wll be; for
exanple, whether it will be a requirenent only for the state and
its share of gas or, nore realistically he suggested, a
requirenment that is shared between all of the partners and how
is that responsibility met and shared and how is domestic gas

priced. Al of these will need to be negotiated in sonme degree
of detail. It may be sonething that interacts with, and is
included in, the fiscal agreenents that need to be reached and
that will ultimately provide sone degree of stability and

certainty for the conpanies as to what the long-term fiscal
structure is going to look like and how the state proposes to
guarantee that structure not changi ng over tine.

2:07:31 PM

MR. MAYER continued discussing the commercial category, noting
that the question of off-take and balancing is particularly
crucial. A benefit of this structure is that it is one project
overall, but in many ways four projects within a project. Each
of the four partners has its own share of the gas wth a
corresponding 25 percent share, assumng the state decides to
take its royalty and taxation entitlenent as gas rather than
cash, thereby becomng an aligned equal partner with a roughly
25 percent equity stake in the infrastructure investnent and 25
percent of the gas passing through that. Crucial to think about
is that the other three partners also have a working interest in
the upstream and two of them have operatorship of at |east one
of the fields involved. The state has no working interest in
the upstream fields and, in particular, the state and one of the
conpani es do not have operatorship of either of the principle

upstream fields that wll supply the project. If the state
takes its royalty and tax entitlenments as gas it wll at sone
point be incurring firm binding commtments to deliver LNG to
counter-parties downstream such as utilities. So, it wll be

crucial to the state managing its own risk to ensure that it
knows exactly what it is getting at the wellhead or at the gas
treatment plant in ternms of gas being delivered and how that
relationship with the working-interest owners and the field
operators is going to work. For exanple, if there s
underproduction in one nonth, what does that nean for the

HOUSE RES COW TTEE -17- January 28, 2015



state's share of LNG how is it ensured that the state is nmade
whole, and, in particular, how is it ensured that the state can
meet its binding coomtnents? These negotiations and anal ysis
by the adm nistration will be difficult to do and to understand
whether the state's potential liabilities to others can be net
and that the risk of taking royalty and tax as gas can be
adequat el y managed.

2:10: 46 PM

MR. MAYER further noted that the state has already been going to
destination narkets, such as Japan and China, to neet wth
conpanies that would be interested in purchasing the state's
share of LNG If the state is confortable taking its tax and
royalty in-kind, decisions will need to be nade about how the
state proposes to market its LNG For exanple, whether to do
that primarily through the established producers or through the

state building its own capacity. In ternms of financing, the
state nmust determine how to cone up with the capital for its $6-
$15 billion comm tnent. This was difficult to contenplate |ast

year and now even nore so in the current fiscal environnment
There are many ways the state can go about this serious issue.
For exanple, whether the state continues having TransCanada take
its share in the gas treatnent plant (GIP) and pipeline and
signs a firm transportation services agreenent w th TransCanada
to do that, or the state instead finances that additional share
and arranges the financing options.

2:12:37 PM

MR. MAYER turned to the organi zation category, pointing out that
this includes the joint-venture agreenents and all of the
governance agreenents that organize how this structure works -
who has right of veto over what decisions, what is an obligation
for whom Those will need to be in place further down the |ine
but there is going to be an entire process, in particular
probably a Heads of Agreenment, that specifies all of these in
detail as to where it is thought that the project is heading in
terms of structure and how things wll work. If the state is
confortable that it can nanage the risks involved in taking
royalty and tax entitlenent in-kind as gas, nodifications to the
| eases of the fields involved wll be needed to enable the off-
take and bal anci ng. For particular |eases, things |ike net
profit share would need to be taken out to actually enable that
royalty-in-kind structure to function in practice.

2:13: 59 PM
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MR. MAYER, regarding the fiscal category, reiterated that it
will be a daunting task to really understand what is needed to
get this project of f the ground in terms  of fiscal
stabilization. A degree of confort that terns are not going to
change is needed to conmmit the $45-$65 billion of capital at the
end to make this happen. Also needed is how to inplenent that,
given restrictions in the Al aska constitution on making binding
commtnments on future |egislatures. Much thought has already
been given to the wide range of ways in which that particular
hurdl e can be overcone, but much further thought on structures
t hrough which that can occur is still needed. There will be
difficult negotiations between the state and the conpanies on
what the state thinks is reasonable and what the conpanies think
they require, and how those two things can neet in the mddle.

2:15: 01 PM

MR. MAYER advised that the regulatory category will be at play
all the while that the other categories are ongoing. There are
t he questions of the Departnment of Energy and export permtting,
and the Federal Energy Regulatory Comm ssion (FERC) and its
environnental and other permitting processes, all of which wll

interact wth such things as route, |location, and |ocal
communities. The FERC process w |l develop an understandi ng of
what the specific project inpacts wll be on the different
communities, and a negotiation process wll occur around how

proj ect inpact paynents should be structured and nade.

MR. MAYER, returned to discussion of +the fiscal category,
stating that community property taxes can inpact the project.
Property tax as currently structured is quite harnful to the
project economcs upfront and provides uncertainty due to past
property tax battles. The nunicipal advisory group has been
| ooking at how property taxes for this project mght be
struct ured. Further refinenment work needs to be done, such as
whether it be a paynent in lieu of taxes or some other structure
that wll provide adequate revenue for both the state and
muni ci palities, certainty for both parties, and a workable
structure that enables the project econom cs to work.

MR. MAYER pointed out that all of the aforenentioned nmust happen
over the next 12 nonths just to get to Pre-FEED. He wurged
commttee nenbers to think about the inpact of all of these
issues on things that fundanentally matter to the |egislature.
He further urged nenbers to think about all of these things as
representing agreenents that will be comng back to commttees
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and the legislature as a whole for approval. Legi sl ators need
to be involved and understand what the administration is doing
in the negotiating so that legislators have a |evel of confort
when those agreenents do conme back and the issues involved and
the tradeoffs involved are well understood.

2:17:42 PM

REPRESENTATI VE HAWKER agreed the task ahead is daunting. He
requested advice as to which things on the aforenentioned |ist
shoul d be priorities for legislator's to consider this session.

MR. TSAFCS replied that he wll first state what he thinks
| egislators do not need to worry about - not because they are
uni nportant but because there are established processes or
sonmeone else is doing the work. Legislators do not need to
worry about the technical side because it is driven by the
conpanies with the support of the adm nistration. There are
some broad strategic questions that have a technical
inplication; for exanple, the answer to the strategic question
of which communities get gas has a technical inplication because
it tells where to put the pipe and the conpression. Legislators
al so do not need to worry about the regulatory category because
it has established processes - the Departnent of Energy for
export approvals and FERC for the permtting process.

2:20: 06 PM

MR. TSAFOS continued, saying he sees legislators playing a
significant role in the [commercial, organizational, and fiscal
cat egories]. Regarding fiscal stabilization or property tax,
the legislature would clearly play a role as to what it is
willing to live with, thinks is fair, thinks appropriate, and

represents the state's interest. Regardi ng the organizational
category, he said a real question for the state is how this
governance is going to work. In particular, the legislature's
role should be to deternmine what things are veto areas, what are
the things the legislature wants to ensure will go ahead unl ess
a, b, or c¢ has been approved. Those things are going to be
codified in governance agreenents, so the nore legislators can
think about it and say "I want to nmake sure that this governance
agreenent gives us this right to have a veto or to have a say,
those are things that will help ... the admnistration
negoti ating. " Regarding the commercial category, M. Tsafos
said he thinks of these things as preparing the groundwork for
future deci sions. For off-take of gas, selling gas to Japan,
and financing, the legislature wll not have too nuch on its
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pl ate over the next 6-12 nonths. However, these are areas where
| egislators can have a very constructive conversation to
understand the boundaries, the trade-offs, and where the

| egislature would like to go, and then give input to the
adm nistration to make sure it negotiates things that could pass
the Ilegislature. That is partly why enalytica wote the

af orenenti oned papers on donestic gas and LNG marketi ng. Those
are areas where legislators ultimately have to think about very
broad questions, such as how much risk to take as a state, what

kind of volatility the legislature is willing to live with, and,
on the financing side, how much the legislature is willing to
put the state's credit at risk for this project. Those are big
strategic questions, but the legislature will not have very
concrete things to decide over the next 12-18 nont hs.
Legislators will have to think about some very broad directiona
guestions and enalytica is hoping to work with legislators on
t hose. However, for fiscal and property, legislators nmay have

some nore concrete things to get at.
2:22:46 PM
MR. MAYER added that, overall, the financing considerations are

broad; they are not about specific |oans, tranches, or financial
i nstruments. However, one crucial decision that the |egislature

needs to make over the next 12 nonths wll profoundly inpact
financing and structure of the project, and that is the role of
TransCanada noving forward. At the nonment TransCanada is the

partner taking the state's 25 percent shareholding in the gas
treatment plant and the pipeline. As such, TransCanada is the
entity fronting all of the capital that the state would
ot herwi se have to front to enable the Pre-FEED work to conti nue.
In Cctober 2015 the state will have to decide whether it is
ready to sign a firm transportation services agreenent wth

TransCanada; once signed, that is set in place. There are
strengths and weaknesses to having TransCanada in that
arrangenent . Benefits include having a very experienced

pi peline player, having an independent pipeline operator in the
mx that is expansion oriented and has a different set of
incentives to the other conpanies involved in the project, and
that is potentially aligned with the state's interest on certain

ar eas. In particular, those are benefits if TransCanada can
eventually be the operator of the gas treatnment plant and the
pi pel i ne. Whet her TransCanada would or would not be the

operator is part of the ongoing negotiations that need to occur.

MR. MAYER, regarding cost, noted there is also the question of
how nuch debt and other fornms of capital the state can raise for
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its total share of this project. Wat would be the state's cost
wi t hout TransCanada? There is a w de range of pernutations for
t hat : how much the state tries to finance through recurrent
revenue; how nuch the state tries to use the assets of revenue
streans associated with the permanent fund; when the state
i ssues debt, how much is its own direct obligations; and how
much the state can rely on limted or non-recourse financing.
Each of those different sorts of finance has a cost. Much wor k
needs to be done to understand all of those variables and what
the difference in cost would be with and w thout TransCanada's
i nvol venent in those financing options.

2:26:59 PM

REPRESENTATI VE HAWKER said it caught his ear when it was stated
that the legislature really does not have any decisions to nmake
for 12-18 nonths. He said he therefore appreciated M. Mayer
clarifying that in accordance wth Senate Bill 138, the
legislature is anticipating a special legislative session |ater
in 2015 to approach sonme of these questions that are raised.

MR. MAYER replied that this is a very, very anbitious tineline,
but ideally there will be legislative session later in 2015 in
which that and all of these agreenents, or a |arge nunber of
them would be com ng back to the legislature for approval.

REPRESENTATI VE HAWKER noted there was quite a |ist of agreenments
| ast year that the legislature anticipates seeing at the end of
2015.

2:28: 12 PM

REPRESENTATI VE =~ SEATCN, regarding TransCanada's invol venent,
posed a scenario in which the state does not buy part of that
back. He inquired whether any consideration is being given to a
prohi bition of TransCanada selling its part to the producers so
that the state does not get into the sane alignnent problem it
has with the Trans- Al aska Pi peline System (TAPS).

MR. MAYER, regarding the decision point ahead, clarified that

there are two questions. The initial question is whether the
state signs a firm transportation services agreenent so that
from FEED onward TransCanada is or is not in the mx. | f

TransCanada is in the mx, the second question is whether
TransCanada carries the full 25 percent or the state backs into
40 percent of that share. If the state does not sign a firm
transportation services agreenent, it sinply carries its share
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onwar d. If the state does sign a firm transportation services
agreenent, but does not back into that 40 percent of the 25
percent share, it seens to him that what restrictions do or do
not exist on TransCanada for whether other parties could be
involved in TransCanada's share of that infrastructure wll
depend in large part on the details of that agreenent. The
preci se binding contractual relationship between the state and
TransCanada could be specified either in that agreement or in
the series of agreenents that will go with it.

2:30: 42 PM

REPRESENTATI VE TARR i nquired whether "governance agreenents” are
the suite of agreenents that being tal ked about for this fall.

MR. MAYER replied that the agreenments of this fall wll cover a
w de range. Many of the things seen under commercial, fiscal
and organi zational are on the tineline to be negotiated by |ater
this year - some in prelimnary formand sone in final form.

REPRESENTATI VE TARR asked whether enalytica 1is generically
referring to those as governance agreenents.

MR. TSAFOS responded that governance agreenments are anything
that relates to the relationship between the different parties -
agreenents that codify the relationship, rights, and obligations
that one party has to the other, such as joint-venture
agreenents or firmtransportati ons services agreenents.

2:32: 03 PM

REPRESENTATI VE JOSEPHSON understood that if the state does not
sign a firmtransportation services agreenent [w th TransCanada]
then the state will have its full equity share, unless there is
sonme ot her new contracted party.

MR. MAYER answered correct.
2:32: 46 PM

MR. TSAFOS drew attention to slide 4, stating that enalytica is
trying to "plant sonme seeds"” in nenbers' heads in ternms of how
to think about sonme of the questions before the |egislature. He
clarified that enalytica is presenting the issues that wll have
to be grappled with and how to start thinking about them not
comng before the comttee wth answers or suggestions.
Addressing the issue of marketing LNG he rem nded nenbers that
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under Senate Bill 138 the state can take possession of the gas
and be responsible for disposal of this gas. He expl ai ned that
the next three slides, along with enalytica's acconpanyi ng paper
[ "MARKETI NG ALASKA'S GAS FROM AK LNG KEY | SSUES"], lay out
some ideas in how to start thinking about marketing and how to
t hi nk about the best way to protect the state's interest.

2:34: 01 PM

MR. TSAFCS stated that slide 4 summarizes six paranmeters for the
sal e of LNG using seven or eight recent projects from around the
world, the details of which are outlined in enalytica's
acconpanyi ng paper. Regardi ng the paranmeter of how much gas to
sel | before taking final investnment decision - going to
construction - he said all the projects included in the sunmary
sold at least 70 percent of their gas before going to
construction, many of them selling 100 percent. St andard
practice is that a project does not go to construction wthout
pre-selling a large share of the gas. Regardi ng the paraneter
of counter-parties, the average was 2.9 buyers per project, but
the range was from 1 to 6 buyers. Sonme smaller projects had
just one buyer and others of simlar size to the Al aska LNG
Project had six buyers. Because each partner in the Al aska LNG
Project is going to be selling its gas separately, that
automatically creates nore buyers. Regarding the paraneter of
price exposure, he noted that many of the Lower 48 projects are
linked to Henry Hub, the gas price in the US., while projects

outside the U S. are nostly still linked to oil. Regardi ng the
paranmeter of contract size, M. Tsafos related that this varied
from 1l mllion tons [per annunm to over 4 mllion. Wth the
Al aska LNG Project at 16-18 mllion tons and the state having 25
percent of that, the state is looking at selling 4-5 mllion

tons. The state could probably contract to sell that amount to
just one conpany as that is a size of contract seen el sewhere
but the state could also easily sell to three or four conpanies.
Regarding the paraneter of transfer point, the question is
whether to sell this gas at N kiski or to get into the shipping.
Broadly speaking, there is no clear trend between who does the
shipping - the buyer or the seller. The point is that if the
state wants to get into the shipping it probably can, but, if

not, no one wll hold the state responsible or penalize it.
Regarding the paraneter of equity partnership, about one-third
of the buyers had ownership in the project - either because the

project developers sold gas to thenselves or because a buyer
comng to the project to buy gas also wanted a piece of the
ownership. Thus, there are sonme basic trends but also a |ot of
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wi ggl e room Legi slators do not have to think about a "cookie-
cutter approach”, they can develop a path that works for Al aska.

2:37:55 PM

REPRESENTATI VE JOHNSON recalled Larry Persily's statenent before
the commttee [on 1/23/15] about shorter contracts, such as five
years. He surmsed this wll make it harder for financing and
inquired howit will play into the Al aska LNG Project.

MR. TSAFCS replied he thinks shorter contracts are a clear trend
for projects that are under operation and for conpanies that
have a big portfolio, conpanies |like BP or Exxon that have gas
from five or six different places. For new projects there is
still a preference for long-term contracts. So, the trend is
there but it is not for new devel opnents.

2:39: 04 PM

MR. TSAFQOS, responding to Representative Seaton, clarified that
slide 4 is a sanple of seven or eight LNG projects in the world
and is for the entire project. For exanple, it includes the
entire Sabine Pass Liquefaction Project in the Lower 48, which
had four counter-parties that it sold gas to. So, in some ways
the summary applies to the entire Al aska LNG Project, not to
just the Al aska share of the project.

REPRESENTATI VE SEATON, regarding pre-sale of between 70 and 100
percent of the gas, asked when the anobunt of gas available wll
be known from the Alaska G| and Gas Conservation Conmm ssion
(ACGCCO) . He asked whether enalytica's assunption is that the
pipeline will be full at the start of the Al aska LNG Project.

MR, TSAFOS answered that he cannot conment specifically on the
AOGCC question, but the overarching presunption is that the
project wll get approval to get to full capacity pretty
qui ckly. He said he does not think anyone has the intention of
building a $45-%$65 billion piece of equipnent and not wutilize
it, so one of the assunptions is that this can be done wth
permssion that it is not going to hurt oil recovery. Wth the
project having three trains, there may be 6-18 nonths between
trains and therefore a staging in ternms of construction. Once
things cone on line the interest is generally to get to 100
percent as quickly as possible.

REPRESENTATI VE SEATON inquired how nuch additional gas nust be
found on the North Slope to support that production over tine.
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He noted that some North Slope fields are currently having to
i mport natural gas from other fields and inquired whether there
are other North Slope conpeting uses that could affect the gas
that is available and therefore the wellhead price that the
project is being built on.

MR. TSAFCS replied that the overarching assunption is that there
is sufficient gas between Prudhoe Bay and Point Thonson to
underwite 20-sonme years of production, and then there is either
expansion or the discovery of new resources to backfill as these
two projects run out of gas.

2:42:40 PM

MR. TSAFCS noved to slide 5, stating that after distilling the
experience of other countries enalytica has cone up with four
principles to guide the state's marketing efforts. The first
principle is to think about performance over tinme. Wen getting
into a 25-30 year deal, the wi sdom of decisions cannot be judged
on a day-to-basis. It is a volatile market with prices going up
and down - the best price today may not be the best price later.
Legislators need to think about what is going to serve the
interests of the state over a long-term period. The second
principle is to focus on risk, not necessarily the highest
price. For exanple, it is easy to feel short-changed if Al aska
is selling its gas for $11 while sonmeone sonmewhere else is
selling gas for $12. The LNG nmarket is so fragnented that it is
al ways hard to know what the highest price is and prices can
reflect different conditions, different times, and different
termns. The idea is not necessarily trying to maximze price

but rather trying to limt volatility, trying to manage ri sk

2:44: 30 PM

MR. TSAFOS addressed the third principle by noting there was
di scussi on during consideration of Senate Bill 138 about whether
to have the producers sell the state's gas. He said enalytica
thinks that is a legitinate option for the state and sonething
| egi slators should think about. He cautioned, however, that if
the state sells its gas through the producers, the state is
basically adopting the producers' risk profile. Wiile the
producers are experienced, they may do things that the state
woul d not because they are willing to take on risk that the
state is not willing to take. So, it inportant to think about
what the state's risk appetite is, and ask the producers whet her
they are willing to neet that risk profile rather than just
outsourcing and adopting the producers' risk profile. The
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producers have operations around the world and different
exposure around the world; therefore they may be willing to take
risk that the state may not be willing to take.

2:46: 10 PM

MR. TSAFOS enphasized the inportance of the fourth principle
buil ding in-house expertise, and said it is conbined wth the

third principle. In |ooking at sovereigns around the world,
enal ytica found that those that outsourced the know edge to oil
conpanies cane to regret it. Deep know edge and under st andi ng
of the market is crucial, especially when faced wth

renegotiations or events |like Japan's Fukushinma Daiichi nuclear
crisis, because these events inpact the bottom |line. This can
only be done by staffing up. The ability to understand the
state's risk profile, as well as to sell gas in a way that neets
the state's risk appetite, is going to be dependent on having
peopl e that know how to do that.

2:47: 09 PM

REPRESENTATI VE JOSEPHSON observed the statenment on slide 5, "the
hi ghest price could nean being priced out of a nmarket and having
LNG unsol d". He surm sed that would only be true in the case of
a spot sale because if 100 percent of the gas is commtted then
sormeone i s buying the gas and so there would be no unsol d gas.

MR. TSAFCS said the answer is "yes and no". It is yes in the
broad sense that the state will have pre-sold its LNG but
usual ly LNG contracts have wiggle room For exanple, a contract
mght be for 1 mllion tons, but there may be a take-or-pay
liability so that the buyer only needs to buy 800,000 tons on a
firm basis. If the state has very expensive gas, people are
going to try to bring the state as |low as they have to and may
not go all the way up to their contractual obligation. This was
seen with "Kenai", which was selling gas into Japan for a |ong
time. Then, towards the later part of the project, 2009, there
was a renegotiation and Kenai went from sone of the nost
conpetitive gas in Japan to sone of the npbst expensive gas in
Japan. But, when it came for renewal, the Japanese were not so
keen. So, there are sone tradeoffs.

2:48: 47 PM
REPRESENTATI VE HERRON offered his appreciation for the four

principles, saying he conpletely understands enalytica s advice
on the fourth. Regarding the third principle, he asked whether
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risk tolerance could be negotiated between the state and the
producers so that it is to the state's tol erance.

MR. TSAFOS confirned this could be negotiated, but said it gets
tricky. For exanple, the state selling its gas through Exxon at
the risk profile the state wants is sort of different than Exxon

selling this gas on the state's behalf. Down the road the state
mght feel that Exxon is taking this gas and nmaking a huge
markup on it, creating sone displeasure. So, while it is
possible, it would not necessarily be that the producer is
selling the gas on the state's behalf, the state is just
deciding to sell it to the producer. However, quite a few tines

enal ytica has seen sone risks to that arrangenent down the I|ine.
There are nultiple transactions between the tinme the gas |eaves
the field and ends up at the consuner, and there are sone tines
when there are huge markups, and that usually leads to a |ot of
tension and leads to calls for renegotiation arbitration. So
there are sonme cautions that he would put to his statenent. | t
is absolutely right that just the sane way that the state can go
to a Japanese buyer and say this is the risk tolerance that it
has, ExxonMobil and Conoco could give the state the same terns
possi bl y.

2:50:41 PM

REPRESENTATI VE TARR said she wants to ensure that this
di scussion is specific to the final version of Senate Bill 138
on this point. She recalled that [the commttee] approached it

from the angle that if [the state] entered into that kind of
commercial agreenment for [producers] to sell the state's gas,
that the [producers] would have to sell the state's gas at a
price as |least as good as [the producers] were selling their own
gas. Wiile later anended by the House Finance Committee, the
intent of that I|anguage was still in the bill. However, she
pointed out, the commttee did not look at it from the risk
profile perspective. She asked how this third principle can be
addressed given the | anguage used in Senate Bill 138.

MR. TSAFCS replied that Representative Tarr is correct and said
the idea of a different risk profile is sonething that enalytica
tried to highlight last session as well. He said he thinks that
that |anguage speaks specifically to selling the gas on the
state's behalf rather than selling the gas to the producers. It
wil | be interesting to see if there is any neaningfu

distinction between those two things because the state can
really just say it is selling the gas to the producers and the
producers can do whatever they want with it, which is slightly
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different than saying "here is an anount of gas that you have to
sell on the sanme terns". He said he thinks the aforenmentioned
| anguage was wused in the legislative intent and it nust be
respected and used for guidance in this process. Enal ytica is
trying to push nenbers to the next stages of that. At sone
point there will be terns and the question is how do | egislators
judge them and those are the kind of principles that could help
| egi sl ators judge the terns.

2:52:40 PM

MR. TSAFCS turned to slide 6 entitled, "WHAT LEVERS DCES THE
STATE HAVE?" He pointed out that in regard to what he said
about risk profile, these are the tools at the state's disposal.
He urged nenbers to read enal ytica' s acconpanyi ng paper.

MR. TSAFCS noted that in regard to financing [slides 9-10],
there is not yet nuch new information and therefore a | ot of the
financing part is the sane conversation as |ast session.

MR. TSAFOS addressed slides 7-8, stating that when there is LNG
export, the question is what happens to a local market. This is
a legitimate question that is being asked by Al askans, the Lower
48, and other jurisdictions as well. Rat her than doing
nodel i ng, enalytica decided to study a simlar project to see
what happened. Western Australia had so nany simlarities with
what Al aska is going to experience that enalytica wote a paper
on it ["HOW LNG AFFECTS LOCAL MARKETS? LESSONS FOR ALASKA FROM
VESTERN AUSTRALIA"]. Drawing attention to slide 7, he said five
things are striking about Wstern Australia. Sone are
counterintuitive and changed his own understanding of the link
bet ween exports and donestic narkets.

2:54: 27 PM

MR. TSAFCS continued, stating the first finding is that there is
no set |ink between exports and domestic prices, as illustrated
by the top right graph. Second, just because there are exports
does not nean people are going to abandon the donestic narket.
As seen in Alaska's own Cook Inlet, an export facility has not
meant that conpanies are uninterested in exploring and producing
gas for the local market; this same thing is seen in Australia.
Third, Western Australia has a reservation policy that basically
forces LNG projects to conmt a certain anmpbunt of gas to the
| ocal market. That effort to commt gas to |ocal market crashed
the market, as depicted in the bottom right graph. The
Nort hwest Shelf LNG project canme on line in 1989, but had a
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donmestic stage that cane on line in 1984. Wien it started
produci ng, Northwest Shelf had al nbst 100 percent of the market
for about a decade because the state conmtted themto supply so
much gas to local market that there was no room for anyone el se
to conme in and it took a while for that overhang to work through
the system This is a lesson that applies to Al aska. Fourt h,
the reservation policy definitely nakes LNG projects pay
attention to the local market. In the natural schene of things
an LNG exporter is not inclined to supply the local market; an
exporter does that because of its obligation to the state, the
citizenry, and having a license to operate, so there is
definitely a role for policy to cone in and think about how to
address the |ocal nmarket. Fifth, Western Australia found that
having a donestic reservation policy is not enough to create a
wel | -functioning market. Work rnust still be done on regul ation
to create transparency and conpetition. The question is not
"How do | keep this gas at honme?" Rather, it is "How do |
regulate this nmarket that now includes a really big supplier
t hat does LNG?"

2:57:11 PM

REPRESENTATI VE JOHNSON pointed out that Alaska's constitution
says to maximze the resources for all «citizens. That 1is
interpreted such that if gas is sold for $10 offshore it is sold
for $10 onshore in terns of sone of the state's royalties with
refiners and so forth. There may be the ability to back out
transportation, but other than that the basic nunber has to be
the same. He inquired whether Australia has anything simlar to
this or could give away the gas locally if it wanted to.

MR. TSAFOS responded that Australia does not. Australia all ows
buyers and sellers to agree to whatever they can neet in the
mar ket pl ace and agree to. This is why there has been a range of
prices, with prices going up again in recent years as nmarkets
have becone tighter. So, there is no overarching guideline that
drives the direction of gas pricing.

2:58: 23 PM

MR. TSAFOS noved to slide 8, addressing the question of how to
apply Western Australia' s experience to Alaska. He said many of
these things also ring true to Al aska. Al aska's experience
shows that donestic prices have sonetines correlated wth
exports and other tinmes not, in large part driven by whether the
Regul atory Conm ssion of Alaska (RCA) says that the donestic
price should be linked to oil or Henry Hub. Pricing in the Cook
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Inlet is driven by local market forces, not what is happening in
Japan. Western Australia experienced this as well; it is driven
by supply/demand in Western Australia, not by supply/demand in
Japan. However, the fact that LNG can be exported does have an
i npact because it is a source of demand, but it does not
automatically nean that that is really what drives the price.
Lastly, as seen with Hilcorp, just because Al aska has exports
does not nean that conpanies will be uninterested in comng [to
Al aska] to explore and produce gas for the |ocal market.

2:59:49 PM

MR. TSAFOS advised there are two takeaways from that for the
path forward. First, it is very tenpting to make sure that
every single bit of local demand is met by the Al aska LNG
Proj ect. However, the unintended consequences of that nust be
| ooked at, one of which is that no one will have an interest, or
the ability, to develop snaller deposits of gas because all of
the market will have been taken, as shown in Western Australi a.

Second, as seen in Wstern Australia, rather than how wll
Al aska LNG neet demand, the question is how to bring affordable
energy to all Alaskans given that there is Alaska LNG \Wat are
the regulatory and policy toolkits that should be enpl oyed given
there is Alaska LNG? Part of last year's discussion was about
putting sone of the royalty into a fund for all Al askans. Those
are the kind of things that can drive that conversation. Rather
than asking how to regulate Al aska LNG instead ask how to nake
this system work given that Alaska LNG is there. Those are the
br oad, strategic, high |evel di recti onal guestions that
enalytica is submtting to nenbers, with the understandi ng that
the conversation is just getting started. Wi |l e everyone knows
where the overall objective is, the nuances of how to get there
are what enal ytica has presented today.

3:01: 53 PM
ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:02 p. m
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