ALASKA STATE LEG SLATURE
JO NT MEETI NG
SENATE RESOURCES STANDI NG COW TTEE
HOUSE RESOURCES STANDI NG COW TTEE
Anchorage LIO
August 25, 2016
1: 00 p. m

VEMBERS PRESENT
SENATE RESOURCES

Senator Cathy G essel, Chair
Senator Peter Mcciche - via tel econference
Senator Bill Welechowski - via tel econference

HOUSE RESOURCES

Represent ati ve Benjam n Nageak, Co-Chair

Representati ve David Tal erico, Co-Chair

Representati ve M ke Hawker, Vice Chair - via tel econference
Representati ve Bob Herron

Representati ve Andy Josephson

Representati ve Paul Seaton

Representati ve Geran Tarr

VEVMBERS ABSENT

SENATE RESOURCES
Senator Ma Costello, Vice Chair
Senat or John Coghi |
Senat or Bert Stedman
Senator Bill Stoltze

HOUSE RESOURCES
Representative Crai g Johnson
Representative Kurt O son
Representative M ke Chenaul t

OTHER LEQ SLATORS PRESENT

Senat or M ke Dunl eavy
Senat or Anna MacKi nnon

JT. S/H RES COW TTEES -1- August 25, 2016



Represent ati ve Dan Saddl er
Representative Liz Vasquez

COWM TTEE CALENDAR

NEW CONCEPT PLAN FOR STATE- LED ALASKA LNG PI PELI NE
Legal Discussion of State Tax- Exenpt Status
Producer Partner Comments on Transition
Comments from enal ytica, Legislative Consultant

- HEARD
PREVI QUS COWMM TTEE ACTI ON
See Resource Committee m nutes from August 24, 2016.
W TNESS REG STER

CHARLES SCHUETZE, Attorney
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Washi ngton, D.C.
POSI TION STATEMENT: Urged a careful analysis of nultiple
structures of AKLNG ownership, including the state-Ied option.

ACTI ON NARRATI VE

1: 00: 10 PM

CHAI R CATHY G ESSEL called the joint neeting of the Senate and
House Resources Standing Commttees to order at 1:00 p.m
Commttee nenbers present at the call to order were Senators
W el echowski, Mcciche, and Chair G essel and Representatives
Seaton, Herron, Hawker, Tarr, Josephson, Saddler, Co-Chair
Tal erico, and Co-Chair Nageak. Senators Dunleavy and MacKi nnon
were al so in attendance.

AKLNG Proj ect Update: New Concept Plan for State-Led Al aska LNG
Pi pel i ne

1: 03: 22 PM

CHAIR G ESSEL said this is a continuation of yesterday’'s neeting
about the AKLNG [Al aska Liquefied Natural Gas] project and the
AGDC [ Al aska Gasline Devel opnent Corporation] new concept plan.
She noted that there were 170 phone and internet connections
during yesterday's neeting.

CHAIR G ESSEL said that the commttee was briefed by M. Steve
Butt, project nmanager for AKLNG about the ongoing Pre-FEED work
by the producing partners and the state. He enphasized that now
is the time to ask questions, because there is a spend rate to
consider. M. Butt pointed out that early on $30 nmillion a year

was spent on the project. It is now in Pre-FEED, and it is
costing $30 mllion a nonth, which is divided four ways, she
expl ained. The project is at the decision point on whether to
nove into the next stage, which will cost $30 mllion a week.
The state is proposing going it alone. The actual construction
will be $30 million a day, so this is not a small undertaking,

thus the reason for these frequent neetings. The consultants
from Wod Mackenzie (WM said the project has one of the highest
costs in the world and suggested that AGDC could | ower costs by
getting a third party to take on the debt and the risk, as well
as accepting a lower rate of return. The consultant suggested
that state ownership could possibly allow for a federal tax-
exenption, and it could renove all state taxes from the project.
She quoted from the WM presentati on yesterday: "Even the renoval
of all taxes on pipeline and plants is insufficient to reduce
the cost of supply below the current |evel of LNG prices."”
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CHAIR G ESSEL said that the conmittee then heard from AGC, and
they have ideas about seeking funding from foreign utilities,
pensi on funds, and other investors who would be willing to take
on the risk and take a lower rate of return. The AGDC i s opening
an office in Houston, Texas, to market the project. She noted
that conmttee nenbers had nultiple questions, and there was not

enough tine to answer them all. She noted a docunent on the
website dated August 23 containing the answers to eight
questions to AGC. She wll forward nore questions to AGDC as

t hey cone in.

1: 06: 36 PM

CHAIR G ESSEL noted that AGDC said they plan to solicit a
proj ect managenent contractor (PMC) to have on board by the end
of 2016. The AGDC also said, "W will develop cost estimates for
the PMC in future phases of the projects.” She referred to the
Lunmus Report, which was contracted by the admnistration but
not yet seen by the commttee. Former DNR [ Departnent of Natural
Resources] Deputy Conmm ssioner Marty Rutherford previously
referred to the Lummus Consultants International, which was
contracted to opine on the feasibility and econom cs of the gas
pi peline project. The report was supposed to be conpleted eight
nmont hs ago. Last Friday, Chair G essel renewed the request for
access to that report, and yesterday DNR Conm ssioner designee
Andy Mack responded by sending a letter to Lunmus asking themto
conplete the revisions to its report as requested by the
adm nistration. "I appreciate M. Muck's attention to this and
| ook forward to seeing that final work product,” she said.

1: 08: 26 PM

CHAIR G ESSEL said this neeting will begin with two law firns
that were asked about the state's use of a federal tax exenption
that could potentially reduce the cost of supply for a gas
pi peline project. She noted that she went through the
Legi sl ative Budget and Audit Committee chaired by Representative
Hawker to secure the services of the two firns.

1: 09: 07 PM

REPRESENTATI VE HAWKER said the admnistration introduced a new
direction a nonth ago, which differs from SB 138. He said he got
the inpression that the adm nistration "had a sure thing—a very
distinct process forward." It was determned there was not an
i ssue of seeing the concept docunent, and once |egislators saw
the docunent, it raised past concerns regarding "the tax status
of both AGDC and whether or not we could see a tax-exenpt
proj ect under that proposed concept docunent.” To get prepared
for this neeting, he approached these two law firnms, and both
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have extensive history with tax status in Alaska and are very
famliar with these issues. He heard yesterday that the board of
directors is considering different options, so, although the
gentl emen before the committee have done an outstanding job of
anal yzing the taxability of projects like this, he expects to
see things evolve as the admnistration provides additional
specificity.

Legal discussion of State Tax Exenpt Status

1:12:22 PM

CHARLES SCHUETZE, Attorney, Manley & Brautigam Anchorage, said
he has been asked about the federal income tax issues raised by
t he concept docunent and the Heads of Agreement for a potentia
conpany formed by the AGC to own, develop, and operate the
AKLNG project. There are three primary ways to get a tax
exenption for an entity that the state would own. One would be
if the entity were to qualify as a political subdivision of the
state. Under <case law that has existed for "quite a few
decades,” the entity 1is required to have been conferred
sovereign powers. (This is called the Shanberg Rule). That case
dealt with the Port of New York Authority, and the Second
Circuit held that [the Authority] had two sovereign powers: the
power of em nent domain and certain police powers. He said AGC
has been granted those powers, so it would appear to qualify as
a political subdivision

MR, SCHUETZE said that the [Internal Revenue Service (IRS)] is
starting to be concerned about political subdivisions for the
pur pose of tax-exenpt bonds under Sec. 103. In February 2016

the IRS issued proposed regulations defining what a politica

subdivision would be for that purpose. He noted that the
regul ations are not final, but they give an idea of how the
government mght look at a private letter ruling request. The
proposed regulations would add a new subsection to say that a
political subdivision for purposes of Sec. 103 requires the
entity to not only have one or nobre sovereign powers, it would
al so have to have a governnental purpose and be governnentally
controlled, and it involves showing that there is no private
benefit, he added. That could pertain to sone options being
proposed for owning an interest in an LNG project. The other way
an entity can be treated as tax exenpt is if it is an integra

part of the state, and that generally nmeans that the entity is
wholly owned by the state under [26 CFR] 301.7701-1(a)(3). He
said that regulation can be relied on as authority.

1:16: 41 PM
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MR. SCHUETZE said that private letter rulings tend to go a
little further to see if there is sufficient state control and
whet her the state has made a financial commtnent to fund the
entity. Both have been established for AGC, but "it is another
guestion as to other planning options.” Finally, an entity could
qualify for tax exenptions under Section 115(1) of the IRS code
if the incone is derived from any essential governnental
function and accrues to the state or any of its political
subdi visions. For ruling purposes, he said, the IRS also asks
for confirmation that private interests wll not mterially
benefit.

MR. SCHUETZE said the AGDC concept document raises certain tax
issues of its own. It states that AGC would organize the
conpany that would own, conmmercialize, finance, design, build,
and operate the project. It does not state what kind of conpany
AGDC woul d organize to own and operate that project. Currently,
AS 31.25.120 enmpowers it to form subsidiary corporations for an
LNG project. If an entity is going to own and operate the
project, it is probably not going to be a corporation. Typically
oil and gas devel opnent ventures in the US are organized as tax
partnerships or nmaybe co-tenancies in order to provide flow
through tax treatnent to the owners of all the tax attributes of
the venture. They don't have to be organized that way, he said,
but they tend to because the investors usually want the benefit
of the tax deductions that are thrown off by the venture.

1:18: 58 PM
MR. SCHUETZE said it is likely that AGDC woul d be thinking about
if it ows an interest in the LNG project, it would own it

through a subsidiary corporation. If it is wholly owned, then it
woul d likely be tax exenpt to the state, but the actual interest
in the operating entity itself would be sonething other than a
cor porati on.

1: 20: 28 PM

MR. SCHUETZE said applying the test of whether the operating
entity would be a political subdivision and if there is interest
in getting a private letter ruling, which nost investors wl
want, then it will be inportant to look at the IRS position on
issuing private letter rulings. The proposed regulation by the
Treasury says that a tax exenpt political subdivision wuld need
sovereign powers as well as a governnental purpose, and it would
need to be governnmentally controlled. The organization that
woul d own, devel op, and operate the project may be able to show
that it has public purposes—the statute tries to address that,
he said. It would hopefully be able to show that it exercises
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its powers for the benefit of Al askans: for their well-being and
prosperity and for the inprovenent of their social and econom c
conditions. However, it wll be harder to show that the project
does not provide nore than an incidental private benefit,
considering AGDC may have one or nore third parties as owners.
The docunent tal ks about producer parties, he said. The proposed
regul ation also requires that a state or |ocal governnental unit
exercise control over the organization. Control is defined as an
ongoing right or power to direct significant actions of the
entity, including the right or power to elect a majority of the
governing body of the entity in periodic elections. The concept

docunment states that one or nore of the producer parties will be
invited to beconme nenbers of the organization that operates the
project. Control w1l beconme nuch harder to establish at that

poi nt, he said. For exanple, the docunent states that the annual
work program budget has to be wunaninously approved by the
parties each year, which gives all a veto over work program and
budget. It is not sonething that the State of Alaska wll be
controlling indirectly or directly.

REPRESENTATI VE VASQUEZ joined the commttee.

1:24: 04 PM

MR. SCHUETZE said the concept docunent does not assure that AGDC
woul d control the organization, as it provides for a managenent
conmmittee, and if each nenber pays its fair share of the fees

each would be able to participate on the commttee. Section 5.4
requires that the organization that owns, devel ops, and operates
the project shall conduct all operations. It does not say the
state <controls the project through AGDC. Conceivably, the
operating entity mght try to be treated as an integral part of
the state. Favorable private letter rulings from the past ask
for sufficient state control over the entity and that the state
has made a financial commtnent to fund the entity. The state
may be able to show it has nade a financial conmtnent, but
under the concept docunment, state control over the entity is
uncertain. M. Schuetze turned to the option of the entity
becom ng tax exenpt under Section 115 of the IRS code, and that
requires that private interests do not materially participate in
t he organi zati on and do not benefit nore than incidentally. This
comes from Revenue Ruling 90-74, which the IRS frequently cites
when it issues rulings under Section 115. Additionally, the
entity must be exercising an essential governnental function.

1: 26: 37 PM

MR. SCHUETZE concluded that unless AGC or a wholly owned
subsidiary owns the entire project for the project's lifetineg,
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the operating entity will likely be subject to federal incone
tax. If AGDC or its wholly owned subsidiary qualify for a tax
exenption either as a political subdivision, as an integral part
of the state, or under Section 115, the interest itself of the
state indirectly through AGDC may be exenpt from federal incone
taxation. He said there is an issue as to whether the governnent
would be willing to issue a ruling under Section 115 on that. If
the ruling request were only under 115(2), it may be possible,
but it depends how the IRS is going to assert its non-ruling

position, because this year, in Revenue Procedure 2016-3, the
governnent indicated that it would decline to issue a tax
exenption ruling in a situation where less than all of the

income from an entity is being earned by a subdivision of the
gover nnent .

1:28:21 PM

MR. SCHUETZE added that if AGDC or its wholly owned subsidiary
own a discreet portion of the project for the lifetime of the
project, it appears that that discrete portion could qualify, as
long as the standards are nmet. That would likely |eave the other
parts of the project subject to federal incone taxation.

CHAIR G ESSEL asked himto explain a private letter ruling, its
i nportance, how long it mght take, and any associ ated costs.

VR. SCHUETZE answered that private letter rulings are
adm nistrative grace from the [US Departnent of] Treasury. The
rulings are issued on specific transactions where the taxpayer
asks to be treated as having specific tax characteristics. These
cannot be hypothetical, there has to be a specific transaction
that has been negotiated and is presented to the government.
There is a $28,300 fee for a ruling like this. If a ruling is
substantially identical to another, the cost is $2,700 for the
added one. He gave the exanple of AGDC, the state, and a wholly
owned subsidiary all asking for the sanme ruling.

1:31: 04 PM

MR. SCHUETZE added that attorneys will charge for preparing the
ruling request. The IRS can revoke a private letter ruling if
facts were msrepresented or if the government made a m stake,
but that is not common. GCenerally, it is the only way to get
certainty, and it 1is often required as part of Dbusiness
transacti ons when a major conmtnent is being made, he said.

1: 32: 04 PM
REPRESENTATI VE JOSEPHSON asked if the three contingencies are
di sjunctive tests or if AGC nust pass through every hurdle.
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MR. SCHUETZE said they are disjunctive.

REPRESENTATI VE JOSEPHSON suggested that M. Schuetze would not
advise that AGDC police powers be weakened. "If anything, they
need to be robust and strong." Is that true?

MR. SCHUETZE agr eed.

1:33:29 PM

REPRESENTATI VE JOSEPHSON said it seens as if M. Schuetze cones
close to recommending that Title 31 be anmended to make it clear
that there was | ess separation between AGDC and the state.

MR. SCHUETZE noted that the state has a |lot of issues, and many
are not tax related, including whether the state would be liable
for the operations of AGDC. The Shanmberg test is satisfied if
there is substantial sovereign powers, he said. The next thing
to look at is the ruling position of the IRS as well as the
proposed regul ations where the IRS would consider whether AGDC
has governnmental control and a governnental purpose. That would
be the primary focus, he said. To show a political subdivision
and get a ruling, Alaska would have to |look very carefully at
t he proposed regul ati on.

1:35:50 PM
REPRESENTATI VE JOSEPHSON referred to other partners, |ike
ConocoPhillips and BP, and asked if those conplications are

di spensed with if the sovereign immunity provision is overcone.
"We don't need to worry about the second and third parts of your
menmor andun®?" |If the tests are disjunctive, and if the state
could get a ruling relative to the question of inplied statutory
immunity, then would the tax exenption be enjoyed?

MR. SCHUETZE said the question is if AGC would get a ruling
under inplied statutory immunity. For instance, when the Al aska
Gasline Port Authority applied for a ruling in 1999 based on
being a political subdivision, the IRS issued a ruling saying
that they would be tax exenpt based on the representations in
the request, but it was not under being a political subdivision.
The IRS said it was for purposes of Section 103. He added, "So
the very fact that you ask for a ruling ... does not, by any
nmeans, guarantee you'll get that ruling from the governnent.
They may grant you a ruling that says that the entity is exenpt
fromfederal taxation, but it may be for another reason.™

1: 38: 19 PM
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REPRESENTATI VE SADDLER said M. Schuetze gave several reasons
how the state could get a tax exenption for this project, and
they are very conplicated. One thing that piqued his interest is
that the AKLNG project nust remain wholly state owned in order
to be tax exenpt. One of the precepts for these types of nega-
projects is that financing is aided by carving out and selling
el enents of it, which is a way to help pay sone costs and share
the risk. If the status of the LNG project changed such that it
did not enjoy a federal tax exenption, would there be a
retroactive penalty fromthe begi nning?

MR. SCHUETZE asked if Representative Saddler is talking about
getting a ruling first.

REPRESENTATI VE SADDLER said he does not know the regulatory
process but assunmes it would be getting a private letter ruling
first. To retain the status, M. Schuetze nmade the point that
the project had to renmain wholly owned.

MR. SCHUETZE reworded Representative Saddler's scenario: The
state starts out owning, directly or indirectly, the entire LNG
project, and at sone point in the future, as laid out in the
plan, the state will sell off parts of the venture. M. Schuetze
said he suspects that the governnent would view that as a
negative factor in considering its ruling. Revenue Procedure
2016-3 states that the governnent would not rule under Section
115 as to whether sone but not all of the inconme from an entity
is from exercising an essential governnental function. "They may
think that that applies to this exanple that you gave." There is
a vaguer statement in that procedure, he said, about not issuing
rulings where the project is designed primarily to avoid the
tax. He noted that all business transactions try to limt taxes,
so this is in the eye of the beholder, but it indicates possible
skepticism in granting a favorable ruling under t hat
circunstance. He stated that there is no way of knowi ng unti
the facts are presented to the government.

REPRESENTATI VE SADDLER asked M. Schuetze to characterize how
difficult it is to obtain a private ruling. Also, is an entity
| ocked into the terms presented in the ruling request?

1:42:27 PM

MR. SCHUETZE expl ained that every private letter ruling is based
upon the representations of the requestor. If things materially
change, a second ruling could be requested.
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REPRESENTATI VE SADDLER asked how durable and reliable the ruling
woul d be for the |ife of the project.

REPRESENTATI VE SEATON asked about the definition of private
benefit and if it only applies to owership and not to investors
or things like shipping commtnents.

MR. SCHUETZE said it refers to "no nore than an incidenta

private benefit. It's really quite wde open." They are just
| ooki ng at whether distinct, private parties, as opposed to the
popul ation as a whole, mght have sone particular benefit from
the project, he expl ained.

REPRESENTATI VE SEATON said if the North Sl ope producers are able
to nonetize their gas, will that be a private benefit?

MR. SCHUETZE stated that if it is a matter of Alaska, through
AGDC, investing in a project to make noney for the state, it may
be satisfactory. Everyone who lives in Al aska would benefit from
the state generating nore revenue. But, if it is an entity where
the state owns an interest and there are private parties owning
interest, "then it beconmes a very real concern that there is
nore than an incidental benefit—f you're tal king about the tax
status of that entity, itself, that's operating the venture."

1:45: 45 PM

REPRESENTATI VE SEATON surmi sed that it is the ownership of the
pi peline and the noney generated from it and the |iquefaction,
and not that Al aska has 25 percent of the gas and three or four
other parties have the rest of the gas. He questioned if private
entities shipping their gas down through the pipeline would not
i nfluence the tax exenpt status for the state if it owned all of
the pipeline, and if producers nonetizing their gas would not be
considered a private benefit. Getting the answer in witing
would be fine, but iif nonetizing the producers’ gas is
considered a private benefit on this project, that is key.

1:46: 33 PM

CHAIR G ESSEL said the witness is not the IRS and cannot provide
a ruling. As professionals, the attorneys are not going to
m sl ead the commttee. She introduced the next wtness.

1:47: 37 PM

ERIC WOHLFORTH, Attorney, Jermaine, Dunnagan & Owens, P.C
Anchor age, said he has practiced public finance law for "so |ong
you wouldn't believe it—+t's actually 60 years this year." He
said he was asked about tax-exenpt financing where the interest
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is exenpt from federal incone taxes. As currently configured
t ax- exenpt financing of the gas pipeline is not possible under
general tax law. Wth the wuse of the |ine by the three
producers, the interest on Alaska or AGDC bonds to finance the
project could not be exenpt, he explained. Bonds issued by the
Al aska Railroad Corporation (ARRC) under special permssion in
the Federal Railroad Transfer Act may possibly be tax exenpt.
oligations issued by the state would be "private activity
bonds,"” and under Section 103 of the tax code, the tax-exenpt
interest exclusion does apply. Section 141(b) sets up private
busi ness tests to define "private activity bond" and is defined
under "private business tests,” which are twofold: One is the
“private business use test,”" and the other is the "private
security or paynent test." He explained that both tests nust be
passed for the exenption.

1:50: 27 PM

MR. WOHLFORTH said the private business use test is passed if
nore than 10 percent of the proceeds of the issue is to be used
for private business. An issue neets the private security or
paynent test if the payment of principal or interest is directly
or indirectly secured by or payable from property or paynents
used for a private business use. For this project, an issue of
Al aska or AGDC bonds mght finance the entire pipeline to be
used by the state for its share of royalty gas and by the
producers for their share. Producers using over 10 percent of
the pipeline capacity neets the private use test, which denies a
tax exenption. Likew se, paynents for such use by the producers
woul d neet the security or paynent test.

1:51: 32 PM

MR WOHLFORTH said one might ask why $1.4 billion of bonds were
financed on a tax-exenpt basis for the TAPS marine termnal in
the 1970s. At the tinme, he explained, they were qualified bonds,
and they are called exenpt facility bonds. In 1977, those were
facilities for providing l|ocal energy or gas. Additionally, the
docks and wharves were a permtted purpose for tax-exenpt
financing even though privately owned. That exenption went away
with the Tax Reform Act of 1986.

1:52: 52 PM

MR, WOHLFORTH said the federal transfer |egislation endowed the
railroad with unique tax provisions unencunbered by the above
restrictions. Recognizing this, the state gave ARRC state
financing authority of gas pipelines in 2003. However, tax-
exenpt financing for this purpose would likely require a ruling
by the IRS, and it would be very difficult, if not inpossible
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to obtain such a ruling. The IRS has been dedicated to limting
tax-exenpt financing. According to the Congressional Joint
Comm ttee on Taxation, the tax-exenpt bond subsidy is generally
considered to be inefficient, because the forgone tax revenues
often exceed the value of the subsidy to the governnental
i ssuers, "even though, in our estimation, it may be essential to
the vitality and continuance of state and |ocal governnents." He
said, "In our view, both the intent and the letter of the
authorizing state law and that project nust be congruent wth
federal tax law, regulations, and rulings for a positive ruling
result.” Rulings are typically given only when there is a
neasure of certainty on financing arrangenents. Every ruling
request must contain a full description of all facts relevant to
the transaction. The IRS is not bound by a ruling if there are
undi scl osed facts, and any substantial change in the financing
arrangenment jeopardizes the exenption. He explained that a
ruling request for such a large and conplex project would take
time to prepare, and the I RS response may take a year or nore.
He opined that there is "only a possibility" that the IRS
response woul d be positive.

1:55:44 PM
MR. WOHLFORTH said attorneys have been working on the ARRC tax-
exenpt financing issue since the transfer legislation in 1982.

It is possible that congressional intent was to give broad
authority to the ARRC. The transfer legislation states that it
is "intended to <confer wupon the state-owned railroad al

busi ness opportunities available to conparable railroads,
including contract rate agreenents..” Historically, railroad

hol di ng conpani es have financed and operated both railroads and
pipelines. He said the problem is that when the railroad
received tax-exenpt financing permssion, it was sinply a
railroad. OQher railroad holding conpanies operated pipelines,
but the ARRC was neither a holding conpany nor did it operate a
pipeline at that tinme, and the IRS could cite this fact in
ascertaining the intent of Congress. "In our opinion, the IRS is
ultimately unlikely to find authority for a very large pipeline
financing to have been within the anbit of this |anguage.”

1:59:14 PM
CHAIR G ESSEL said [the commttee] hears a |ot about using ARRC
bondi ng aut hority.

1:59: 39 PM

REPRESENTATI VE JOSEPHSON put forth that there is no doubt that
the state and the industry would benefit from a tax exenption.
(M. Whlforth agreed.) Regarding the use of ARRC bonding, "what
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do you think about the other nenorandum from M. Schuetze that
di scusses the inplied statutory imunity?" Is that a separate
argunent that could stand on its own and could be effective?

2:00:40 PM

MR, WOHLFORTH said the law to issue tax-exenpt bonds and the |aw
regarding other tax exenptions have sonme conmmonality, but,
essentially, the project either qualifies under Section 103 or
there is specific permssion under the railroad |egislation. He
said he is not referring to the tax exenption of the incone as
M. Schuetze presented; "I'mtalking solely about whether or not
interest on bonds could be tax exenpt." Sone coments apply to
both, he said, particularly if a tax-exenpt deal suddenly
changes character. Bonds nay have to be called at that point and
can be a huge financial event.

REPRESENTATI VE HAWKER asked M. Schuetze if he would reach the
same conclusions if project owers with the State of Al aska are
institutional investors and are not the producer parti es.

MR. SCHUETZE said his nmeno would pertain to other private
backers as wel | .

REPRESENTATI VE SADDLER asked if it would be futile to apply [for
a ruling] based on the ARRC bond authority.

MR. WOHLFORTH said there is always a possibility, but he is
providing his best judgenent. O her bond attorneys m ght have a
nore positive outl ook, he said.

REPRESENTATI VE SADDLER asked how nuch it would cost to make the
application to the IRS.

MR, WOHLFORTH said the real noney goes to the attorneys. "W're
talking in the nature of $100,000 plus, and nmaybe even
$200, 000. "

2:04:51 PM

SENATOR MACKI NNON t hanked M. Wbhlforth for participating as co-
chair on a fiscal policy subcomrttee "sone years ago." She
said, "It seens like our worst fears during that conmttee

process as we served together have cone true for Alaska." She
noted that M. Schuetze said AGPA [Alaska Gasline Port
Aut hority] had received a private letter.

MR SCHUETZE said the nunber is "2000 20001708."
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MR. WOHLFORTH said it is not to be relied on as precedent, but
everybody does anyway.

SENATOR MACKI NNON said she asked because the governor believes
that there is hope in the AGPA proposal, and the letter may

still be relevant. She said she has heard the soundbite: "It's
our oil. It's our gas."” She said she was smling during this
conversation, because the state will be penalized for not taking
its oil through the pipeline, because "the premse of getting
our fair share that has been argued, at least, in the previous
election cycle, was that it's our oil." This Ilegal opinion

t oday, however, is that state cannot get a tax exenption on the
state's oil or gas, because a private entity m ght benefit nore
than 10 percent or get nore than an incidental benefit "when we
can't nonetize our gas and our oil for the people of Al aska,
because soneone else has purchased a |ease space to try to
renove our gas or our oil."

MR. WOHLFORTH said he does not exclude the possibility—and only
a possibility—that there could be a tax exenption of a portion
of the line that equals the state’s 25 percent share.

SENATOR MACKI NNON asked if the state could take a segment of the
project to make it nore cost effective. The state was originally
partnered with TransCanada, "and we stepped up and said we were
going to take a greater share of the pipeline." She said she
supported that because the pipeline is the backbone with a solid
8 percent rate of return, so it seened fairly secure that once
there was a gas conmtnent and shippers, the people of Al aska
woul d benefit from an 8 percent rate of return through tolling.
"I's there a conponent of the pipeline that would be nore
advant ageous or easier to get a tax-exenpt portion on?"

MR, WOHLFORTH said he has not considered that question, "but
t hat woul d be something to | ook at."

CHAIR G ESSEL announced that the Legislative and Budget and
Audit Commttee has a copy of the AGPA application for the
private letter ruling, and she will put it online.

2:10: 55 PM

REPRESENTATI VE TARR noted that yesterday M. Myer put forward
the idea of having one entity own the pipeline, one own the GIP
[gas treatnment plant], and one own the l|iquefaction facility,

but it sounds Ilike M. Schuetze is saying there 1is no
possibility for tax exenption unless each is a wholly owned
state entity. "If the state is one of the owners, and each of
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those individual units has other private investnent, it sounds
i ke what you're saying is none of them then, would be eligible
for the tax-exenpt status."

MR. SCHUETZE said yes. "Those individual operating entities for
each part, | would expect that those would be taxable if private
parties were nenbers of them"” There is still the issue of if
the inconme that flows through the state is exenpt from incone
t ax.

Producer Partner Comments on Transition |ssues

2:12:53 PM
Bl LL MCMAHON, Commercial Advisor, ExxonMbil, Anchorage, said he
has 34 years with ExxonMbil, and during his last testinony in

June, he discussed the msalignment that was devel opi ng between
the state and the producer parties on entering FEED [front-end
engi neering and design] in 2017. The admi nistrati on was pressing
for certain agreenents to be in place by the end of the regular
session without including a fiscal agreement, which is necessary
for entering FEED. Two concepts to progress the project were
then presented, he said. The first was transitioning to a state
LNG project, so that AGDC could enter FEED in 2017. The other
was to pace the four-party Alaska LNG project to match the
current market conditions, while continuing to advance the
regul atory approvals, reduce project costs, and work on the
fiscal and comrercial agreenents to provide the necessary
information for all four parties to nake a FEED deci si on.

2:15:48 PM

MR. MCMAHON said he wants to set the record straight. At no tine
has ExxonMbil|l said the AKLNG project should stop or be put on
the shelf. Now that the Walker admnistration has decided to
pursue a state LNG project, ExxonMbil is actively engaged in
the plan to bridge from the four-party joint venture agreenent
(JVA) to a state project. Key components include conpleting the
pre- FEED deliverables and filing the remamining draft resource
reports, which are on track for conpletion in a few weeks. Next,
a target date needs to be selected for the handover of all of
the JVA lead party responsibilities to the state, and AGDC s
target appears to be sonmetinme in the fourth quarter of 2016.
Lead party handover sessions need to be schedul ed, and the FERC
and NEPA progressions need to be handl ed. ExxonMbil needs to

support pre-FEED data access to the state project. "And, then
finally," he said, "we need to sell the Alaska LNG project LLC
to AGDC," and that will allow Alaska to have access to the |and

for the LNG plant. The state will also have to buy fromthemthe
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DCE [Departnent of Energy] export authorization, the AKLNG
website, and the | ogo.

MR MCMAHON said AGDC will then be able to establish its
standing with FERC and DOE and denonstrate to potentia
investors and custoners that the state LNG project is open for
busi ness. Once the project is up and running, and the JVA pre-
FEED winds up and the project managenent team is disbanded,

ExxonMobil will still have a major role in the devel opnent of
North Slope gas by naking it available for sale to the project.
The producers have invested billions of dollars at Prudhoe Bay

and Pt. Thonson. Pt. Thonson requires additional investnent, and
much of the current equipnment installed can be used for gas
sales, including the Pt. Thonson export pipeline. At Prudhoe
Bay, the gas has been used for oil recovery, and by using gas
for oil recovery the working interest owners have provided over
three billion nore barrels of oil than originally expected.

2:19:40 PM

MR, MCMAHON said investnment is necessary to allow gas to be
produced for a state LNG project, and "we expect AGDC to
approach Prudhoe Bay about potentially handling the by-products
from its gas treatnent plant." Before commtting to these
i nvestments, ExxonMobil w |l need robust gas sales and purchase
agreenents wth assurances that purchasers wll pay for
ExxonMbbil's gas. The corporation has always been wlling to
make its gas available for any project for reasonable terns.
"You' ve been provided copies of various letters that we' ve sent
to the State and to ACGDC, " he said.

2:20:12 PM

MR. MCMAHON noted that in July, ExxonMbil sent a letter to
Keith Meyer that included an offer to reengage on well-head gas
sal es negotiations. In Decenber 2015, ExxonMbil sent a letter
to Governor Walker saying its gas was available for well-head
purchase by the state. In Cctober 2015, the corporation sent a
letter to Marcia Davis and to Rigdon Boykin with an offer to
negotiate a gas sales and purchase agreenent. Finally, "you can
go back to 2008 after receiving inquiries from Senate and House
Denocrats, ExxonMobil provided letters on our wllingness to
sell or ship gas on commercially reasonable terns" for the AG A
pi pel i ne.

MR MCMAHON stated that last year Governor Walker sought
assurances from each producer that they would nmake gas avail abl e
if they are no longer part of the LNG project. Exxonhbbi l
i mredi atel y est abl i shed a negoti ati ng t eam execut ed
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confidentiality agreements with the state, and had several
prelimnary neetings. Wth the advent of a state LNG project

ExxonMobil remains ready to negotiate gas sales and purchase
agreenent s—dnder conmmercially reasonable terns. "And, of course,

ExxonMbbi | has had confidential, bi | at eral gas rmarketing
conversations wth the state as contenplated under Senate Bil

138," he said. The conversations have been on hold, but the
conpany stands ready to restart them ExxonMbil remains
commtted to commercializing the natural gas resources on the
North Slope and is willing to work with any interested parties

to explore all options.

2:22:36 PM

DAVI D VAN TUYL, Regional Manager, BP Al aska, Anchorage, said BP
has always seen a trenmendous opportunity for getting Al aska' s
gas to market, and it still does. The opportunity for gas is of
such a scale that it is unique on the planet. Alaska gas is the
single, biggest undevel oped resource in BP's portfolio. If it
can get the gas to market, BP can sell over 1 billion barrels of
oil equivalent. "That is huge to BP," he said. This can becone
Al aska's reality. In 1977, oil producers all thought Prudhoe Bay
gas would be sold into Lower 48 markets within five years. Wen
the market was deregul ated, gas price collapsed, and the project
was put on hold. The timng was not right, and it is absolutely
better that Prudhoe Bay gas was preserved in this way. "W were
all blessed with a silver lining." Conmm ssioner Cathy Foerster
of the Alaska Ol and Gas Conservation Conm ssion (AOGCC) said
if BP sold gas in the early 1980s, Prudhoe Bay would have
produced only 8 billion barrels of oil, and other fields likely
woul d not have been devel oped. The gas was used to increase oOi
recovery, he said. "W have produced, to date, over 12 billion
barrels of oil." There are still about 2 billion barrels nore to
produce, and there are over 4 billion barrels of oil equivalent
in gas. This Prudhoe Bay gas conbined with gas from Pt. Thonson
can underpin an Al aska LNG project, and BP has invested billions
of dollars at those fields and continues to invest to hel p nmake
gas avail abl e.

2:26:39 PM

MR. VAN TUYL said there have been other attenpts to nonetize
North Slope gas. This current effort began in 2011 when gas in
Asia was over $15 per mllion BTUs. Governor Parnell asked BP
and others to work with the state to deternine the feasibility
of a new project—alled AKLNG+hat could get gas to Asia in md-
2020. In January 2014, the parties signed a heads-of - agreenent
and asked the legislature to pass SB 138. The confidential
bi | ateral gas marketing conversations between BP and Al aska were
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inmportant. He said BP is willing to make its gas available to a
project under comrercially reasonable ternms. It has spent over
$600 million, and AKLNG continues to nmake good progress.

2:28:36 PM

MR. VAN TUYL said that the shale gas revolution in the Lower 48
has changed the gas supply picture. The cost of supplying Al aska
gas to Asian markets is estimted to be too high to conpete.
That's the reality, and in its current form the project does
not conpete, but there are gane changing opportunities for
Al aska LNG that are worth pursuing. He said LNG is a commodity.
"W want to be able to make a conpetitive offer." He said BP
understands the state wanting to nove ahead. It al so understands
Al aska's fiscal needs, and Al aska should know that BP wants to
nove the project forward. The FEED phase will cost a lot and
deserves a careful evaluation before BP conmmts. "W don't want
to rush into the largest energy project in North Anrerica only to
end up losing lots of noney," he said, and now is not the right
time for BP to nmake a comm tnment. He suggested reducing the cost
of supply with a state-led project, "and we support the state's
efforts.” He said BP is determined to find a way to |ower the
cost of supply.

2:30:56 PM

MR. VAN TUYL suggested a nore commercially-efficient structure,
and it is not unusual for a large project to restructure as it
matures. A state project could be the best structure. Wy?
"Well, we heard from Wod Mackenzie yesterday that if the AKLNG
project were restructured with the utility-like toll, it would
represent a mmjor step-change in cost of supply,” he stated.
State ownership could provide that structure. That step al one—
converting the upfront capital into a toll over time——eould allow
the project to conpete globally. He said it was clear that the
many details will matter. State ownership could |ower federa
taxes. As a tax-exenpt entity, the state may be able to deliver
this inportant cost reduction, he said, but, obviously, a tax
exenption is very nuch fact dependent. The state-led approach
allows the state to shape its policies to inprove the
conpetitiveness of the LNG project, he added. Since BP thinks
the state-owned structure can inprove costs, it has been working
with the other parties to achieve a nunber of things, |ike
transitioning, finding other concepts that have been successfu
in global LNG projects, transferring information, and providing
access to assets so AGDC can file a successful FERC application.

2:33:14 PM
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MR. VAN TUYL noted two things inportant to BP: project financing
and efficient advancenment and delivery at or below its estinmated
cost. The conpany is considering what form of support it wll
provide. "W want the project to seanlessly continue and
mai ntain nonentum” If the project is successful, BP can sel
its gas. The project's success is good for BP, the state, and
many Al askans, but the core facts are the same. Prudhoe Bay is
one of the world' s nost prolific basins. The Pt. Thonmson gas
condensate field is producing now and has even nore gas to play
for. "W are aligned on our need to continue to look for
opportunities, to reduce the cost of supply for Alaska LNG to
provide a solid future for BP Al aska and the state."

2:35:48 PM

DARREN MEZNARI CH, Project Integration Manager, ConocoPhilli ps,
Anchorage, said he is leading the conpany's efforts to nonetize
North Sl ope gas. ConocoPhillips supports the conpletion of pre-
FEED work, which is expected to be done in the next few weeks.
He noted the significant contribution of the project team
however, ConocoPhillips is unlikely to directly participate in
FEED for the project in 2017 due to the significant economc
headw nds and other challenges. If one or nore of the parties

i ncluding AGDC, wants to proceed, ConocoPhillips is willing to
cooperate in a transition, including the sale or other transfer
of ConocoPhillips assets related to the project.

MR. MEZNARI CH said the state and AGDC have indicated an interest
in continuing under AGDC s |eadership, and ConocoPhillips is
working with all parties to facilitate that transition. The new
concept of a state-owned project and tax-exenpt entity is a
paradigm shift, and they recognize the creativity of the state
and AGDC for offering these concepts, which nmay inprove the
project's conpetitiveness; however, there are mnmany questions.
Also, AGXC has identified a series of questions they are
pursuing to prove out the concept. These types of nanagenent
guestions seem reasonable if the legislature and admnistration
nmake decisions as the project noves forward.

MR. MEZNARI CH said ConocoPhillips is willing to nake its gas
avai lable on commercially reasonable ternms, and it expects to
support AKLNG through its ongoing North Slope investnents. He
recogni zes that the l|egislature has questions as it considers
this plan going forward, and ConocoPhillips' actions are
intended to help the legislature and the adm nistration get the
necessary i nformation.

2:38: 19 PM
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REPRESENTATI VE SADDLER said he heard M. Van Tuyl say that state
ownership was the best course of action and asked if there are
any factors other than the state's desire to progress in the
face of the economic conditions that nmake the switch to a state-
owned project the best course of action and why that wasn't the
first concept.

MR. VAN TUYL said he will answer why BP didn't look at this
different structure first if it now appears to be the best.
Typically, he explained, in any nmjor energy project, BP | ooks
at an equity nodel and enphasizes alignment in interests anong
the parties. That is the pathway set out in the HOA and that is
what was envi sioned under SB 138. He said BP spent $600 million
and then found out that the project does not conpete, which was
conpel l'i ngly shown by Wod Mackenzi e consul tants yesterday.

MR. VAN TUYL said he also nmade it clear in testinony that that
al one doesn't say it is time to stop. This incredible resource
is available, and BP wants to get it to market. If that nethod
doesn't work, is there another way to be conpetitive in the
gl obal marketplace? "It |ooks like we've identified, at |east,
an option that was outlined by Whod Mackenzie in a tolling nodel
that seens to, at least to us, to be worth pursuing." That is
why BP will continue to cooperate and see where this potential
m ght |ead. Regardless of the commercial structure, BP needs to
make sure the project is financeable and technically executable,
which is really inmportant for nega-projects. This pathway is
worth pursuing, he said, because the stakes are worth it.

2:41:18 PM

REPRESENTATI VE SADDLER noted that the two tax attorneys told the
commttee that getting tax exenptions for this project could
take a year or nore. He asked what BP could do in that year if
the process was held in abeyance while the tax exenption
guestions are answered.

MR. VAN TUYL answered that much work needs to be done in framng
out the specifics of this structure. Wiile a tax exenption would
be a great benefit, it is not the only biggest benefit. Wod
Mackenzie's work showed that 80 percent of the benefit was
derived from the tolling structure, and the balance was from
federal and state taxes. Is it an avenue worth pursuing? Sure,
but there are technical challenges and details that have to be
wor ked out in specificity to be able to nake a cogent request to
the IRS to enable such a ruling. "You have to do quite a bit of
homework to earn the right to ask to begin with."
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2:42:59 PM

MR. MEZNARI CH added that ConocoPhillips still sees the producers
as participating in the project. Wod Mickenzie estimted $10
billion 1in upstream investnents, so there wuld be that
investnment as well as making the gas available. "It's not like a
st oppage of the upstream participation,” he clarified.

MR. MCMAHON said he thought the State of Alaska could do three
things during that tinme, including pursuing the NGA Section 3
application. He explained that the AKLNG participants understood
that the regulatory process was a critical path for this
project. Another thing that could be pursued during this tinme is
to secure gas supply for the project through either purchases or
tolling agreenents. And then, finally, for custonmers to be able
to use the project, either by selling gas or tolling, they wll
need to understand the fiscal terns so that they have confidence
that when they receive a check for gas or when they receive an
invoice for tolling that they know what they are paying for and
that it is not eroded by changes in taxes.

2:44: 32 PM
SENATOR DUNLEAVY asked for clarity for the average person on the
street. Is the project envisioned under SB 138 now dead because

of econom cs? From the producer's perspectives, is the project
not noving forward as a result of the work done in the pre-FEED?

MR. VAN TUYL answered that BP's perspective is that the project
struggles to conpete in the gl obal marketpl ace.

SENATOR DUNLEAVY said that some can interpret "struggling” to
mean it is dying; it's dead. He said he would get calls fromthe
average person on the street asking, "Wat did they say?" So

the project is dead, and now "we" are tal king about |ooking at a
different way of doing it?

MR. MCMAHON responded that the nice thing about the gated
process is the checking points after each nmjor expenditure. "W
spent $500 million on pre-FEED," and now ExxonMobil is | ooking
at what the commercial structure will be for governing FEED, the
fiscal terms, and how cost of supply conpetes against other
projects around the world. At this juncture, ExxonMbil needs to
stay in pre-FEED before making an affirmative decision to nove
into FEED. This was discussed in February, and one thing the
conpany offered at that time was to continue to stay in pre-
FEED, keep the four parties' interests together, and work
through wuntil all parties say yes to nmove into FEED. An
alternative was di scussed where the state could nove into FEED
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MR. MCMAHON stated his understanding that AGDC intends to build
on all the work that has been done in pre-FEED. It is the sane
LNG plant, the sane gas treatnment plant, and the same pipeline
t hat connects Prudhoe Bay and Pt. Thomson. What wi || be changing
are the participants, project funders, and how the gas is going
to be accessed. Under the four-party arrangenents all parties
have gas, all four invest, and all four have capacity, and now
AGDC is looking at a structure "where they will have to access
gas to go through a 100 percent state-owned project.”

2:48:18 PM
MR. MEZNARI CH said he does not see this as dead. "W are not
going to give up on this resource. The resource is too big for

all our conpanies; it's too big for the state, so |I'm never
going to say it's dead." The technical work is done and now
ConocoPhillips has to look at the econom c headw nds and the

agreenents, which are not ready. It is not economc right now,
so the conpany is trying to find a way to nove forward.

2:49: 09 PM

SENATOR DUNLEAVY said no one is giving up on the resource,
because it's there, but the envisioned project is not going to
nmove forward. "I don’t see you folks investing the noney into it
at this point as it was envisioned.” It is inportant to say that
Al aska is probably the only sovereign that chases you guys to
make you do sonething. Al over the world there are resources
that the producers see that they want to develop, "and it just
seens that there are times in Alaska, and this is, | think, what
we're seeing unfold here in the last two days, is a situation
where it is not economcal from your perspective, which is
under st andable. The question is going to be, if it's not
economi cal from your perspective, how is it economcal fromthe
state's perspective?"

2:49:56 PM

REPRESENTATI VE HERRON noted that M. McMahon referred to
m scharacterizations and that he wanted to set the record
straight, but he testified that he very nmnuch supports this
proj ect noving ahead although it is state led. "Is that true?"

MR. MCMAHON replied, yes, that is true.

REPRESENTATI VE HERRON asked if he is talking to contractors or
ot her people to help in this transition.
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MR. MACMAHON answered that the conversations he is involved with
on this transition froma four-party to a state LNG project have
been primarily with AGDC to nake it a snooth handoff. He knows
that Steve Butt and the project team are having simlar
di scussions to nmake sure that the technical work can be handed
off seam essly and efficiently, as well as the regulatory work.
O course, the AKLNG participants do have contractors involved
in that work, and sonme of those contractors are involved in
t hose conversations. "W do have the full team both comrercia
and project, working to build a successful bridging to a state
LNG project,"” he expl ai ned.

REPRESENTATI VE HERRON asked if there are other entities outside
of those two groups of people.

2:52: 08 PM
MR, MACMAHON sai d no.

REPRESENTATI VE HAWKER noted that M. Myer at AGDC discussed the
actual marketing of Alaska's gas, and it sounded like he said
that AGDC is actively marketing gas, not only the state’'s gas,
but he referenced marketing "a conpany's gas,"” which he didn't
nanme, and that other conpanies mght want AGDC to narket their
gas. He asked the witnesses if they agreed with the state for
joi nt marketing.

MR. VAN TUYL answered that the short answer for BP is that
marketing of gas is a sensitive issue subject to U S anti-trust
| aws and other |aw, and BP takes it very seriously. If there was
inplication that there was sone sort of a "joint marketing
arrangenment,” it is nothing that BP would be involved with. He
heard the testinmony and didn't know if M. Meyer was referring
to marketing of gas or, nore generally, marketing of the project
and of an awareness of the project.

MR. MCMAHON responded that he has just explained how ExxonMbbi
continues to nake its gas available to the State of Al aska and
AGDC. Perhaps, M. Myer was relying on those offers from
ExxonMbbi | .

MR. MEZNARI CH agreed that nmarketing is sensitive to talk about.
ConocoPhillips feels that JV [joint venture] marketing would
have been the best nethod for the project to have a single face
in the market and jointly work together. But there is no
agreenent now to pursue joint venture marketing.
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CHAIR G ESSEL thanked the witnesses and said their testinony
will be available to the public online.

Legi sl ative Consultant Comments: enal ytica

2:55: 20 PM
CHAI R G ESSEL wel coned the next wi tness.

Nl KOS TSAFCS, Legislative Consultant, enalytica, Wshington,
D.C., noted that enalytica is a consultant to the |egislature

contracted through the Legislative Budget and Audit Committee

He said this is a big project, and if it gets built, it will be
around for a really long tinme, "and stuff's going to change."
People will cone and go, as will investors. The gas m ght be on
line in 10 years and run for 20 years, "so we're talking about
getting our noney back by 2046." He said that 2046 forward is
kind of the sanme thing as 1986 backward, and in 1986, there was
a Northwest Shelf project in Australia that had just made a
final investnent decision where investors were |ooking at
getting their noney back in 20-25 years. The Cold War was going
on; Chernobyl had not happened. China was just opening up, and
t he European Union was about 10 menbers. There was no Google or
cell phones, and this Northwest Shelf project would have to
survive through all that. He said that Kenai goes back to 1969
and shipped its first gas during the Vietnam War. H s point is,
he said, is that "stuff is going to happen; you' re going to have
to pace yourself.” It is difficult to nmanage this process if
every tinme the comodity goes up or down, everyone throws their
arms in the air and wants to start over. It takes patience and
poweri ng through.

2:58: 50 PM

MR. TSAFCS referred to a state-led project and said there is
merit in an expanded state role, and he has no phil osophical
objection. He has worked with national oil conpanies and state
institutions around the world, and sone are great and sone are
terrible. "There's nothing beforehand that tells you how it's
going to end up." There are things the state can bring to the
table that are really valuable and worth exploring. Listening so
far, he said, he has way too nmany questions about how this wll
work, who is taking on what risk, and how things will play out;
therefore, it is inportant to renenber the core principles.

3:00: 43 PM

MR. TSAFCS referred to Slide 3 of his presentation. He said
Option 1 is where AKLNG beconmes a state-owned tolling project.
He clarified that he is speaking to his interpretation of "what
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is going on," and it is not necessarily exactly what is on the
table. Alaska LNG has a treatnment plant, an 800-mle pipeline,
and a LNG facility, wth 75 percent owned by the producers and

25 percent owned by the state. "Throw that [plan] out,"” and now
it is 100 percent owned by Alaska. As the owner of the
infrastructure, the state will find people to use it and get
|l ong-term commtnents. They wll pay "your tax." If the state

decides to take its gas as gas, the royalty-in-kind, and the tax
as gas, then the state may sign up with itself. The departnents
of natural resources and revenue could sign up with AGDC to use
the facility, and they could pay a tax. These contracts—whether
they are with the producers, departnents, or other fol ks—ean be
taken to banks or investors when asking for noney.

MR. TSAFOS stated that Option 1 relieves the producers from
spendi ng between $45 and $65 billion, because the state wll

Li ke deci ding between buying and renting, it depends on what the
nunbers are. He said renting a house could have nmuch |ess
stress, so conpanies who ask their board for 30 percent of $45
billion will get different responses than asking for 30 percent
of $10 billion, which is what Wod Mackenzie said is the
upstream costs. Additionally, Option 1 takes away sone of the

project conplexity. The state will not sue itself over property
taxes, for exanple, so paynment in lieu of tax is unnecessary,
but there will still be proportion questions for the state and

| ocal conmunities. The state has to do that anyway, "you just
can get rid of the producers ...so that sinplifies things." The

need for fiscal stabilization nmay change. "If you spend $45
billion, you want fiscal stabilization," but spending $10
billion over 15 years, may |ower the demand for stringent

stabilization. He said he is just speculating, however. None of
this does anything about the cost of supply, except maybe a
federal inconme tax exenption. "I don't know what your take-away
was from the previous presentation [on tax exenptions]. W
t hi nki ng was: | have no idea."

MR. TSAFOS noted the above benefits, but if this is an
uneconom c project, all the state has done is take over an
uneconom c project. Option 1 shifts sone responsibility fromthe
producers to the state, and how nuch it shifts really depends on
the structure. There are ways to protect the state, he stated.
In Indonesia, the state owns the liquefaction facility, but it
is operated by a consortium of the suppliers. The suppliers'
goal was to meke sure the facility worked well, so they wanted
"to be in the room" and it works for them Option 1 has sone
benefits, but it does not go very far, he sunmari zed.
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3:06: 30 PM

MR. TSAFCS turned to Option 2, which is simlar, but the state
is "starting to treat the fornula to really do sonething to the
cost of supply.” He said the conmittee was essentially provided
that information from Wod Mckenzie in trying to nmake the
project nore economc, but there are risks. The state could
lower its return to 7 percent—er keep lowering it until it
wor ks, and that is not a good position to be in. At this point,
there is a delta between the price and the cost, and the state
is the one that will absorb the delta. He asked what kind of
return is acceptable. It is easy to build a $50 billion project,
“if you're willing to lose $50 billion." Knowing the desired
return is a really good conversation to have.

MR. TSAFCS said that the price of LNGwill go up again, and when
it does, because the state has lowered the tariff to match the
current price, all of the noney will go to BP, ExxonMbil, and
ConocoPhillips. The state will be very upset and will try to
rai se taxes to get that noney back. In this structure, the state
has no production tax, and "you're not really making any of the
upside.” After taking all of the risk and accepting a low rate

of return, the noney will all go to the producers, and that wll
not be sustainable. It is inportant to talk about risk and
return and how to balance it. "How do we talk about that?" He

urged the state to really bring the producers on board and say,
"Ckay, what are you guys doing to make this nore conpetitive?"
It should not just be the state accepting a low rate of return
the producers need to conmt to doing sonething, because if the
state nmekes the project economic by lowering its return, the
producers do not have to put any effort into reducing costs.

3:10: 06 PM

MR. TSAFCS turned to Option 3 on slide 5: "the scary scenario.”
It is unnecessary and super scary, he said. It is called the
merchant plan in the LNG business, where the state would stil

own everything, but rather than charging a toll, the state would
just buy the gas. There are endless ways to do this, but the
state could buy the gas at the well head and sell it in N kiski

In one scenario, the transactions are |linked. For exanple, the
state buys the gas at the Henry Hub price and sells it for Henry

Hub plus x. In that case, the state is perform ng an unnecessary

function, because if that nakes sense, the producers will do it

t hensel ves. The only question is whether x is a good enough

nunber, and that can be tweaked by lowering the rate of return—
so, really, it is conpletely useless to do this.
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MR. TSAFCS said, alternatively, the state could buy at Henry Hub

and sell the gas at an oil-linked price. This is probably the
scariest of all options. It is a cross-commodity risk that no
oil conpany would take on. "I'm not saying that you're going to

do this, partly because nobody would | end you noney to do this,"
but he gave an exanple: The project is running and the state
buys 75 percent of the gas at Henry Hub. It is financed on debt,
because outside of the permanent fund, Al aska does not have any
equity. The state pays a little property tax and runs the
facility. If the state then sells this gas to Japan at the
market rate of $7, Alaska would be about $1 billion or $1.5
billion in the red for the year. He said, "Cash, not profit."
The state would need that nuch noney just to pay the bills. He
purported that no one would do this, but there m ght be a chance
that this is being contenplated.

MR, TSAFCS noted that he has said this before: If the producers
are willing to sell you the gas, don't buy it. If they are
willing to sell the gas to the state, it neans that they think
they can get a better deal than if they had built the project
and sold it on the market. The only way the corporations wll
sell the gas to Alaska is if it is unprofitable. "Don't buy it."

3:13: 28 PM

MR. TSAFOS said his final topic is the duty to produce. "It's
sneaki ng up on us." When he thinks about the duty to produce, he
assunmes a court has ordered soneone to produce and sell the gas.
He cautioned that he is not a |lawer, but he assunmes also that
there is sonmeone that has to buy the gas. A court would be
telling Alaska to buy it. He provided the follow ng scenario: In
round nunbers, there are 30 TCF [trillion cubic feet] of gas on
the North Sl ope, and Al aska has 25 percent. So, Al aska would buy
the other 75 percent, or 22.5 TCF. If Henry Hub was $3.00,
Al aska woul d pay $66 billion and would have to build another $50

billion worth of infrastructure, "so on Day 1, you're mnus $116
billion." He said he is not saying this will be the structure
but when starting down this path, this is where it wll |[ead,

and he cautioned the state to be careful what it gets into.

3:15:20 PM

MR. TSAFOS turned to "Core Principles" on Slide 6. He said if
the LNG project is led by the state, it really needs a
credibility boost. He noted that he hangs out with people in
this industry, and people often ask himif "that Al aska project”
is ever going to work. Wien he says that ExxonMbil is the |ead
party, that there are 80 people on the project managenent team
and the parties are spending $700 million on FEED, people
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conclude that if anyone can nmke the project work, it's
ExxonMobi | . The question nowis if the state can pull it off. He
stated that there is a slight deterioration in confidence, so
Al aska needs a plan to address that.

MR. TSAFOCS turned to the topic of outsourcing risk. Qutsourcing
construction risk depends on the costs, and there is the
question of what happens if things go wong. A lawsuit in
Australia has been nentioned here, and there are other projects
where contracts go wong in spite of an agreenent. "At |east the
| awyers are going to nmake noney," he said. If the state has to
pay 25 percent or so to fix the price, then what is the benefit?

The idea that sonmeone else will take the risk and that it wll
be cheap, "I think really has to be denonstrated."” Wat about
other folks willing to participate for a low rate of return? He

said this has been a cornerstone [of the new plan] that there
are all these infrastructure funds, pension funds, and others
“that are really going to look at this and think it's great." He
said he has about six responses to that notion.

MR. TSAFOS said, first, he |ooked at who owns LNG around the
world, and he may have m ssed sonething, but he found three
instances of an infrastructure-type fund that have really
invested in LNG facilities. One is the Yenen Pension Fund
investing in Yenen LNG and it is not applicable, he said. China
| nvestnent Corporation is a Chinese sovereign wealth fund that
manages the foreign reserves that are accunulating through the
trade deficit. It bought a 10 percent share in Atlantic LNG in
Trinidad in 2011, 12 years after the project cane on line. It
was part of a corporate deal with GDF Suez (now called Engie).
The third exanple is the Yamal LNG in Russia, where China's Silk
Road Fund, another sovereign wealth fund, has taken a 9.9
percent share of Yamal LNG as part of a broader financing packet
of Chinese banks to Yamal and as part of Chinese NOCs [nationa
oi | conpani es] buying Yanal gas and equity. He said that is the
only exanple that looks a little bit like "what would happen
here." There are not nany exanples, so Alaska needs to really
tal k about exactly who these players are.

MR. TSAFCS noted that TransCanada wanted a 12 percent return
wi thout taking any risk. The |egislature had asked enalytica if
12 percent was legitimte, and after |ooking at FERC regul ated
pi pelines, enalytica concluded it was. The range was from about
9 to 18 percent return on equity, and weighted average cost of
capital, when debt was added, was around 10 percent. Canada
regul ates return on equity, and it is about 8 or 9 percent.
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3:21: 07 PM

MR. TSAFCS said his third point, "when | |ook at the Wod- Mack
nunber, it comes down to about $4, if you eyeball it, if you do
the 8 percent rate of return plus a 70/ 30—+enenber that dark
blue thing."” WMathematically, that is totally legitimte
however, the Corpus Christi LNG facility devel oped by Cheniere,
which is conpletely greenfield, is charging $3.50 for

I iquefaction. There is no pipe or GIP [gas treatnent plant], he
added. "This is essentially what you hope a third party would
be.” In earlier deals, Cheniere was nore desperate so it charged
as low as $2.25 and $2.49 for brownfield, and by the tinme it got
to greenfield, it was $3.50. He said he would like to see nore
data before understanding the likelihood of soneone offering a
$4.00 tariff for this entire facility, because "that's not
really the nunber that | see out there."

3:22:54 PM

MR. TSAFCS turned to construction risk. He said he asked a noted
LNG conpany why it was building a project on its bal ance sheet.
"Why can't you just bring in an infrastructure fund and have
t hem buy sonme of the equity and take it off your bal ance sheet?"

The answer he was given is that the conpany wll not take
construction risk, but when the project is up and running,
proven, and operational, it wll sell off 10-20 percent, and
"we're going to keep operatorship, there will be contracts, and
at that time we may be able to nonetize and sell down." M.

Tsaf os pointed out the Queensland Curtis project in Australia.
It is a BGled project (now owned by Shell), and it built a
massi ve pipeline gathering system It built the pipe and sold it

to a pipeline conpany after it was operational. It was fully
contracted with tariffs and was sold for about $6.4 billion.
Turning to "this question of 8 percent,” he said the permanent

fund makes about 5 to 6 percent, and about 20 percent of it is
US treasuries, which do not really earn anything. To get to an
average of 6 percent, "there's lots of stuff that are way
higher,"” so it is difficult to justify an 8 percent return with
a commtnent to a project of this conplexity. He said he is not
saying it is inpossible, but nost of the data points that he has
gat hered makes him question whether there is a strong appetite
for this type of investnent.

MR. TSAFCS turned to the topic of veto rights. He has noted a
huge enphasis in Al aska about "not Iletting anyone hold you
back." However, no one is going to just cone along for the ride

wi t hout having a say. No one will buy into a $45 billion project
and surrender their right to say no. He said the question is not
having veto rights, "it is how nuch you have a veto over."
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Building the project is the only thing that no investor would
ever surrender. "It’s hard for me to see a restaurant deal where
you would surrender to your two partners that have 60 percent
the right to build the restaurant, and you have no right to say
whet her you want to do this or not." There is no way an investor
would do that, so either you do it alone or you do it wth
others, and they have veto [rights]. It is difficult to see any
m ddl e ground, he st at ed.

3:26:42 PM

MR. TSAFOS turned to financial engineering. The return is
supposed to be driven by the project risk, not by who is
i nvesting. Wen permanent fund investors |ook at an investnent,
they do not ask how it can nmake a 6 percent rate of return, they
ask, "What is this investnment?" If it is a US Treasury, there is
a lower threshold than a bridge in the jungle. Rate of return is
a project level concept. Additionally, when soneone borrows,
expected equity has to increase. "If | go into a project, and |
put in 20 percent equity and borrow 80 percent ...it neans that |
am not going to see any noney until the bank gets paid, and if
it's 80 percent |everaged, there is a good chance it mght be
years | don't get any noney, which nmeans that the risk of that
20 percent is much higher than if we'd done it 50/50." He
referred to his corporate finance textbook, which basically
says, "Don't think that you can just |ower the cost of capital
by addi ng debt." By addi ng debt, you have to increase the return
on equity, he explained.

MR. TSAFCS said that it all comes back to risk and return. |If
Al aska will accept an 8, 10, or 12 [percent rate of return],
what is the upside? Wihat will it get out of this? Wiy have state
owner shi p? There is a spectrumfromthe current structure to the
state taking over the project, and he can think of about six
permut ati ons between those two options. "W've gone from one to
the other, and I have no idea why we're not doing any of the
things in between." At the beginning, it seened to be a way to
avoid delay, he said, and Alaska is now |looking at a md-2018
FEED decision, which seens |ike sonme of the conpanies "could
have gone there on their own." It is not clear why Alaska has
gone to this extrene. "I'mnot really a big fan of w ndows; as
you saw from Whod Mac, it is not really a window, it's a wedge

and it always keeps growing." He described it as an opening that
can just get wider. "If | try to sell you gas for 2040, it's a
really big w ndow, because no one's there." There is no one on
the other side to buy it, because no one cares about 2040.
Trying to make a window is an invitation to nmake bad deci sions.
Ten or twelve years ago, soneone mght have clainmed there was a
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wi ndow to build a pipe to the Lower 48, and Al aska would have
| ost considerable noney if it had.

3:31: 03 PM

MR. TSAFCS referred to a letter from ExxonMobil to AGC where it
seens |like there is a 2017 work program and budget. Before that
is all tossed out, it would be interesting to know what is in
that. "How far did it get us? Wuat kind of progress did you
make? Can you build on that?" He said he would |love to know nore
about that and if there is sonething between where the project
is right now and where the state takes everything over. There
are options between those two, and he wants to know why Al aska
is not pursuing them

MR. TSAFOS spoke to organization. Frankly, he said, for the
three years he has been [on this project], the sane one or two
peopl e have been representing each of the producers, but on the
state side, there have been nunmerous people representing its
interests. But in all that tinme, Steve Butt of ExxonMbil has
been representing the project. He said he understands politica
changes, but there have been nmany others. He suggested
under standi ng the organizational plan. M. Butt said that there
are about 150 people working on the project, and when it gets to
FEED, there will be up to 600 people. "Were are they? Wo's
going to pay for all these folks?" That is sonething to talk
about. He said it is difficult to go to the market with 10
permut ati ons of the plan.

3:34: 53 PM
MR. TSAFCS turned to questions about financing plans and tax
exenptions. It has been tw years since the Joint Venture

Agreenent and alnost two and half years since SB 138, and "I
don’t think we have any better idea about the answer to these
two questions than we did on SB 138." He spoke of all the
di scussions and studies that occurred wthout gaining nore
information. The testinony an hour ago on tax exenptions was the
first new information on taxes. "It's been two years, right? At
the sanme tine the project has gotten a DCE export application
started, FERC has bought up half the Kenai. There's kind of |ike
steps to that process, and you have to go there." Regarding tax
exenptions, he asked about the conpatibility of telling the IRS
not to tax AGDC because it is basically the state, and then when
dealing with the debt, claimng that AGDC is on its own. Another
guestion he has is if the tolling structure gives all the upside
to the producers, would it be a private benefit? If Alaska is
buying and selling gas, unlike infrastructure, is it really a
core state function?
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3:36: 37 PM

MR. TSAFCS asked who the target investors are. There seens to be
a lot of enphasis on the ability to attract investors, and he
would like to see nore case studies where this has worked. He
said he wants to revisit the risk sharing strategy, which is
key. "How far are you willing to go to get this [project]?" Wo
will share the risk, and how are they doing their part? But he
cautioned not to forget the upside—+t is easy to be pessimstic,
because the price of gas is low and the state is in trouble, but
this is a 30-year endeavor and prices will go up. Al of the
committee discussions are about nmking the project conpetitive
at the low end and allowi ng the producers to capture all of the
upsi de. That doesn't sound right, he concl uded.

3:38: 08 PM

REPRESENTATI VE TARR noted that the state now shares the risk
equally with each of the producers with all parties wanting the
project to cone in under budget. What is really troubling is
putting the state at risk. She asked M. Tsafos if a state-owned
project would put all of the risk on Al aska.

MR. TSAFCS said Al aska would likely not have 100 percent of the
risk. The market could tank, for instance, so the producers wll
have sone risk. O the state could raise taxes if the producers
make too much noney, but, really, the overwhel m ng anount of
risk will shift to the state. To pass risk to parties other than
the producers, the state will have to pay for it in the form of
hi gher costs, higher debt, or giving up equity, for exanple.

SENATOR MACKI NNON asked if the length of gas contracts has
changed. When these discussions started, M. Tsafos said that
contracts that were comng due for renewal in the 2020s were
typically 20- to 25-year contracts. Does that hold true today
with the flood of gas on the market?

MR. TSAFOS explained that the average duration of contracts are
goi ng down. People want shorter contracts and flexibility, but
new projects are still generally anchored wth long-term
contracts. He stated that sone folks sign up for long-term
contracts and then regret it. It happened in the Gulf Coast with
sone conpanies. At tinmes a project will get a 20-year contract,
but a mddleperson will sign the contract and control and
distribute the gas. He does not know of any project since a few
years ago that took FID [final investnent decision] wthout any
contracts. Most are still anchored by 20-year contracts.
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SENATOR MACKI NNON stated, "If contracts for already—in-existence
projects or gas that's being produced el sewhere in the world is
going to shorter contracts, then we go to a mddl eman—Ay guess
is. People continue to refer to these flexible ternms, and we
have had sonme indication on what those mght be. It mght be a
destination where you drop and deliver the product. It mght be
the quality of the project if you mx the nolecules
differently."” She asked about the flexible terns that have been
referred to in the | ast two days.

MR. TSAFCS said there are a nunber of things that buyers nean by
"flexibility." The biggest source of flexibility is destination.
Cenerally, if a buyer no longer wants a contract and wants the
gas shipped elsewhere, the buyer has to break the contract.
Destination flexibility renoves that clause, which is illegal in
Europe, because it is anticonpetitive. "Asia hasn't gone there
yet, but they're waking up to it." Basically, it allows a buyer
to sell unwanted gas to soneone else without consulting with the
seller, he said. Volune can also be flexible. In a typica
contract there is "downward" flexibility, and a buyer wusually
has to make that up later. The flexibility would be in the
ability to take less if the buyer does not want it. In the Gl f
Coast, for exanple, if someone buys LNG at a certain price plus
a liquefaction fee, the seller may say that the liquefaction fee
is howit pays its debt, so that part nust be paid; however, the
buyer is not forced to take and pay for all of the gas. In other
words, "You still have to pay the tariff, but I'"m not going to
force you to take on a cargo that you don't want." That is a
formof flexibility that buyers really |ike, he stated.

3:46: 03 PM

SENATOR MACKI NNON said the price could dive or spike incredibly.
Sonetinmes there are relationships and risk and reward on both
sides of that contract, "so is price ..?"

MR. TSAFOS said the price is negotiated, and it conmes down to
how the price is set and the price boundaries. If Alaska were to
ask for a mnimum price, the buyer nay agree but then hold down
an increase if gas prices go up. That is a form of risk sharing
where the seller wants a price to be protected from the
downsi de, and the buyer gets protection at higher prices.

SENATOR MACKI NNON said her wunderstanding is that the gl obal
supply of gas is starting to stabilize—demand is beginning to
meet supply. WIIl Al aska see a discounted rate for the project
to get a 20-year contract when using a third party financer?
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MR. TSAFCS said he does not know. In the Gulf Coast, there is no
price difference for a buyer who is buying the gas for soneone
el se. The price depends on the market, and generally there are
four-year or five-year cycles of high and low pricing. It is
really down now, but that is what determnes the price. There
are tinmes when conpani es choose to nmake di sadvantageous deals to
be the first to capture a market or such

SENATOR MACKI NNON said the producers have said they need a 20-
year contract from the state. They are asking for financial
conditions that constrain the state through a vote of the people
of Alaska to a fixed price. Please comrent.

3:50:42 PM

MR. TSAFOS said he suspects that their requirenment for fisca
certainty will change if their capital commtnent goes down to
$10 billion over 10 years relative to $50 billion over 5 years.

He said he is only speculating, but a bigger commtnent would
call for nore certainty. |If the producers are shipping through
Al aska's facility and the price goes up, all the profits go to
them so there will be a great tenptation to increase taxes.
Wth buying the gas, there is no upside or downside—there is
just a transaction that mght not have the sane exposure to
potential tax changes. The tolling nodel shifts revenue to the
resource, so if the price goes up, the resource makes all the
noney, and that woul d be good for everyone—except Al aska.

REPRESENTATI VE JOSEPHSON referred to the change in the gas team
| ead for the Al aska admi nistration. Even though this new pat hway
could affect the ultimate tineline, do you agree that there is
nothing the adm nistration has done that is prohibiting FEED
from occurring as originally scheduled next spring? The
commttee hears repeatedly that Al aska's partners are not ready
to enter FEED, and the adm nistration has not done anything to
cause that.

3:53: 02 PM
MR. TSAFCS said he is absolutely correct. The question is how
the state responds to the producers' decision to not go to FEED

REPRESENTATI VE JOSEPHSON said his coll eague made conments about
the new director of AGDC that troubled him "W voted for the
power to hire himby a vote of 52 to 3, and | think the record
should reflect that." He said that M. Tsafos has nmade sone good
argunents for the state to be cautious. He noted that AS 31.025
enpowers AGDC to do what it is doing, and the legislative role
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is the power of the purse. He asked if M. Tsafos believes that
not hing that AGDC i s suggesting in this pivot is prohibitive.

MR. TSAFCS said that the legal interpretation of SB 138 is above
hi s pay grade.

REPRESENTATI VE JOSEPHSON noted that M. Van Tuyl said, pretty
effusively, that the state-led project could be the best
structure going forward, "and | think he was the npbst effusive
of the three.” What do you nake of his testinony relative to
your very conpelling precautionary statenments?

MR. TSAFOCS said he has no qualms with what Wod Mackenzie

presented yesterday. "I started off by saying |I think there's a
good nerit for the state to consider a bigger role. | have no
objection to that. | think that nakes a lot of sense." H's
nessage today is that, "If | was taking over a $50 billion
project | would be a lot nore worried than | feel folks are

worried." There is so nuch that cones with it, and nost of the
things that have been offered as reassurance have yet to
reassure him He said he does not necessarily disagree with M.
Van Tuyl, but he is not sure if a state-led project is the best
way. There are possibly other ways Al aska could approach this.
It is a whole other world that Alaska is getting into, and until
nore questions are answered, be skeptical.

REPRESENTATI VE SADDLER noted that M. Tsafos is an inforned
observer of the oil and gas industry. This process has stage
gates that assunme that every step is going to have a decision to
continue the project. It called for the four parties to spend
about a half mllion dollars to get reliable answers about
whether to continue or to stop. The producers seem to be saying
"no" or "not yet," but the admnistration is insisting on saying
"yes, now," and proposing to change the structure. He said there
are a |lot of questions that need to be answered before agreeing
to support that change. He asked, "Do you see any justification
for changing the structure other than the slow down and the
charge toward FEED?" Are there any technical, political, or
gl obal mar ket changes that m ght nmake this a w se nove?

3:57:42 PM
MR, TSAFOS said he buys the cost of supply issue. At the sane
time, the Wod Mackenzie work shows that nothing breaks even, so

$45 oil equivalent does not work, because it is not a
sustai nable price. H's understanding from reading public
statenents is that al | three producers have different
per spectives about going into FEED. "I don't think anyone really
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wants to go into FEED, but | think they have different views as

to how nuch they would l|like to keep working on this.”" He
referred to a letter from ExxonMbil that says there is a 2017
wor k program budget, and "I don't want to put words in their
mout h, but if I'm ExxonMobil and | prepare a budget, | assune |

li ke the budget, otherwi se why would you prepare it and put it
forward?" He also has read from AGDC that the JVA says if two
parties want to go forward, they can go forward, but if only one
party wants to go forward, the JVA gets dissolved. He said he is
trying to explore that space between where the project is and
where it is headed, and there is a lot in the mddle For
exanple, the nmain benefit of a state-led project is a tax
exenption. Oherwi se, the producers would be better than the
state at finding third party investors; they can do better at
selling the product to the market; and they can find contractors
better than the state. So, he said, he is thinking that rather
than take over the project on the premse of an unsure tax
exenption, "why don't we figure out what we can keep spendi ng?
Can we nmake sure that they don't ship Steve Butt off to
sonewhere el se?" He suggested having M. Butt see what else he
can cone up with, as he has already gotten the project to the
lower end of the $45 to $65 billion cost. "Send him back to do
some nore honmework, and you do your honework." There is plenty
the legislature could be doing, including the question of tax
exenptions. He understands that the state is |ooking at a FEED
decision in the mddle of 2018 with the state-led scenario,
"which you could probably get to anyway, at l|least with sonme of
the parties if you were to keep working this approach.” He said
there is a huge space in between, "and | don't really know what
happened to that space.”

REPRESENTATI VE SADDLER said Representative Hawker encouraged
everyone to read the industrial megatrends book. The book taught
him that "you can be driven by tinme, in which you trade noney
for time, or you can be driven by noney, which you would play
for time. So, trying to adhere to a firmtinmetable irrespective
of the gl obal considerations exposes you to trenendous financi al
risks."

REPRESENTATI VE HERRON noted that the attorneys said that the IRS
tends to regard anything that nmakes or saves noney for a
political subdivision as an essential governnent function.
Interestingly, M. Tsafos' Option 2 showed that a 12 percent
return is inportant for the viability of the project. Shaving
that down would be problematic, he opined. Option 3 dealt wth
Al aska buying and selling gas, and based on what the attorneys
said, he wondered if that is an essential governnment function

JT. S/H RES COW TTEES - 37- August 25, 2016



that makes or saves noney. "Are those a couple of holes that we
must consi der ?"

MR. TSAFOS said absolutely. Those are two of the many questions
t hat Al aska should figure out.

4:02:19 PM
SENATOR DUNLEAVY noted that M. Tsafos was around during the
construction of this bill. He asked, "Are we getting to the end

of what was enbedded within this |aw?" He asked if SB 138 still
allows different options to be explored and to keep spending
noney, or does SB 138 need to be revisited?

MR. TSAFOS said the discussions of SB 138 did not include this
option. That does not nmean SB 138 negates it, but it was not

"what we were sitting around tal king about."” Is SB 138 dead? It
seens to be in its l|last gasps, he said, but there are things
that can be done to save good parts of the process, |ike the

alignment with producers. "You had three of the best conpanies
in the world having your back, and now they're on the other side
of the table."” Judging fromtestinony, SB 138 seens to have cone
to an end, "but | don't really understand why."

SENATOR DUNLEAVY said the checks and bal ances in SB 138 got him
to reluctantly vote yes, because of the history in Al aska of
projects that just don't pan out or are not thought out. "W've
reached that gate where it appears that at various levels the
private partners have basically said they're not confortable
investing nore in this concept that was envisioned under 138."
If the wvision and concept 1is changing, we can have that
di scussion. He has concerns that the bill is open-ended and
al l ows al nost anything to be contenpl at ed.

4:06: 49 PM

MR. TSAFOCS said specific checks and balances were in the
| egi slation. For exanple, contracts |longer than two years had to
come back to the legislature, but the nenbers were not
contenplating this concept devi ati on. The bl ueprint is
different, and it would be nice to know what the new one is.

4:07:29 PM

CHAIR G ESSEL said she posted a letter for yesterday's neeting
from the Departnent of Law that opines on whether SB 138 all ows
this level of flexibility. The letter says that it does, but it
points out that the |egislature has controls put in place.

4:07:59 PM
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SENATOR MACKI NNON sai d she does not believe that the |egislature
ever voted on President Meyer. W vote on board nenbers who
actually hire [the president]. It has already been stated why
the producers nay feel like the state has not fulfilled the
obligation to go into FEED. The enal ytica contractor has stated
that there is not fiscal certainty and there are sone other
things that the state hasn't done "in the formof PILT and ot her
things that we haven't cone forward with," but there are also
things that the producers have not done, |ike the gas bal ancing
agreenent and sone other things. There are equal fingers to
poi nt at each other for conpletion prior to going into FEED, she
said. There is a JVA with a small group of people who advocates
for the parties that remain—+the three producers and the state.
The managenent teamis nuch | arger.

MR. TSAFOS said there are about 130 people on the nanagenent
teamthat report to Steve Butt.

SENATOR MACKI NNON sai d today the commttee heard that ExxonMobil
has 80 people on that team who need to transition to the state.
She asked how many people on the teamare fromthe state.

MR. TSAFOS said he does not know, but he saw one conpany
breakdown during the TransCanada negotiations. At that tine,
AGDC had zero people on the team

SENATOR MACKI NNON said her point is that she wants a pipeline,
but she wants it to be conpetitive, and she wants Alaska to
responsibly take on any transition that the admnistration is
proposing. It is a huge ask of the l|legislature given its current
i nvol venent in that managenent team

4:11: 26 PM

CHAIR G ESSEL said this concludes the two-day neeting on the
transition to a new Al aska LNG plan, which will take place next
nmonth. She thanked participants. She said she wll submt

addi ti onal questions fromcomrttee nenbers to ACGDC.

4:12:50 PM
There being no further business to cone before the commttee,
Chair G essel adjourned the neeting at 4:12 p.m
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