SENATE FI NANCE COW TTEE
THI RD SPECI AL SESSI ON
Cct ober 31, 2015
10: 08 a. m

10: 08: 11 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 10:08 a.m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co-Chair

Senator Pete Kelly, Co-Chair

Senator Peter M cciche, Vice-Chair (via tel econference)
Senator Cick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny O son

VEMBERS ABSENT

None

ALSO PRESENT

Janak Mayer, Chairman, enalytica; N kos Tsafos, President,
enal ytica; Laura Pierre, Staff, Senator Anna MacKinnon;
Senator Kevin Meyer; Senator Cathy G essel; Senator Ma
Costello; Senator John Coghill; Senator Gary Stevens;
Representative Liz Vasquez; Representative Lora Reinbold;
Representative M ke Chenaul t.

SUMVARY
SB 3001 APPROP: LNG PRQIECT and FUND/ AGDC/ SUPP.

SB 3001 was HEARD and HELD in commttee for
further consideration.

#sb3001
SENATE BILL NO. 3001

"An Act nmaking supplenental appropriations; making
appropriations to capitalize funds; maki ng



appropriations to the general fund from the budget
reserve fund (art. 11X, sec. 17, Constitution of the
State of Alaska) in accordance with sec. 12(c), ch. 1,
SSSLA 2015; and providing for an effective date.™

10: 08: 11 AM

Co- Chair MacKi nnon di scussed the bill before the commttee.
She relayed that SB 3001 was an appropriation bill for the
AKLNG project. The bill included a work plan increase and
woul d buy out Al aska's partner TransCanada. Additionally,
the bill included a $13 mllion supplenental request to
support the Departnent of Law (DCOL), the Departnent of
Nat ural Resources (DNR), and the Departnment of Revenue
(DOR) in advancing a gasline project. She introduced the
| egislators present in the room She relayed that
| egislative consultants enalytica wuld address the
cormittee and would speak specifically to the Al aska
participation in gas and sal es agreenents.

10:10: 55 AM

JANAK MAYER, CHAI RVAN, ENALYTICA, introduced hinself. He
stated that enalytica had been contracted as a consultant
to the legislature through the Legislative Budget and Audit
Comm ttee. The conmpany had been advising the Alaska State
Legislature on oil and gas issues for the past four or nore
years.

NIl KOS TSAFQCS, PRESI DENT, ENALYTICA, introduced hinself. He
relayed that his background was as a natural gas
consultant; he had worked wth organizations, conpanies,
and governments around the world on buying and selling gas.
He i nt roduced a Power Poi nt presentation titled
"TransCanada's Participation in AKLNG Key |ssues" dated
Cctober 31, 2015 (copy on file). He explained that the
presentation woul d addr ess t he conmponent s of t he
TransCanada buyout proposal. At the end of the presentation
he planned to address what it would take to sign a sales of
pur chase agreenent and risks to the state.

M. Mayer looked at slide 2, "View from 2014: Wy
TransCanada.” He relayed intent to frane TransCanada's
participation in the AKLNG project by |ooking |egislative
debate on the Heads of Agreenent (HOA) and the Menorandum
of Understanding (MOU) discussed during |egislative session
2014, which had ultinmately led to the passage of SB 138
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[legislation passed in 2014 related to a gas pipeline,
AGDC, and oil and gas production tax]. He noted that in
2014 t he Par nel | Adm ni stration had ar gued for
TransCanada' s involvenent in the project based on various
strong points. He believed it would be wuseful to think
through the prior argunents, the associated strengths and
weaknesses, and what had fundanentally changed. He detail ed
it had been argued that TransCanada's participation would
provi de substantial strategic and non-financial benefits to
the state. For exanple, he cited TransCanada's experience
as a large, highly capable and experienced pipeline
conpany, particularly on northern pipelines and Al askan
natural gas pipeline projects (especially through the
Al aska Gasl i ne | nducenent Act (AG A process).
Additionally, there had been a significant enphasis on
guestions of continuity and nonentum He elaborated that
TransCanada had conducted work during the AG A process and
it had a significant anount of intellectual property data
as a result. During the transition period, TransCanada had
been working well with the other AKLNG sponsors, but there
had been a desire to ensure the transition of the work
product over to the new AKLNG teamin a seanl ess way.

10: 14: 28 AM

M. Mayer continued to address slide 2. He spoke to the
state's obligations under AG A and the question of what
damages may be payable if the state was to termnate AQ A
in a wunilateral way (including discussions over treble
damages clauses in the contracts). Gven the issues, it had
been determned that a desirable trajectory would be
creating a snmooth commrercial transition that was agreeable
to all parties. He believed the issue had been influential
for many when thinking through the MU and everything
proposed in the SB 138 debate. Additionally, there had been
a strong argunent made that involving an independent,
hi ghly experienced pipeline conpany in the project would
provi de significant benefits from a governance and
expansi on perspective. He noted that the three producing
partners had an interest in achieving the nost efficient,
| onest cost neans of nonetizing the existing resource base
at Prudhoe Bay and Point Thonson. He elaborated that the
state had the sanme interest, but it also had a broader
interest in opening up the basin and ensuring that new
di scoveries would have access to the pipeline, which would
take significant experience and capability. He expounded
that it would take experience and understanding in the
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negotiation of the governance agreenents to ensure
expansion rights for the state. The Parnell Adm nistration
had believed the negotiation on the state's expansion
principles in the HOA was possible due to TransCanada's
participation. The Parnell Admnistration had felt that
TransCanada would be beneficial in negotiating the next
round of agreenents and doing nuch of the technical work
product (i.e. the sizing of individual conmponents in a gas
treatnment plant (GIP), future devel opnent capacity of the
facility, and other).

M. Myer discussed that the Parnell Administration had
pointed to the inportance of partnering with a conpany with
the technical, comercial, and financial capability. He
conti nued to addr ess t he i mportance t he Par nel

Adm ni stration had placed on involving a conpany that the
state could be in touch wth once the project was
operational and new discoveries were nade. He discussed
that if the work to determne potential commercial terns
and what may be commercialized was not done by an
i ndependent pi peline conpany, the work would have to be
conducted by the state. He reasoned that nmany of the itens
listed on slide 2 remained valid. He noted the inportance
of ensuring the state did have sonme of the capabilities if
it seened likely that the roles would be taken on by the
state (i.e. Alaska Gasline Devel opnent Corporation (AGC)).

M. Myer relayed that the Parnell Adm nistration had nade
an argunent of finance, specifically about the cost of
capital and the state's bonding capability. He renmarked
that enalytica had many questions about the argunent when
it had been made. He noted that it had been discussed that

the overall cost of capital through the deal wth
TransCanada could be higher to the state than the state's
own cost of capital. It had been argued that TransCanada

may relieve the state from a portion of the cash calls
during the project devel opnent phase, which could benefit
the state given concerns about its bonding capability. He
added that it had also been discussed that the veracity of
the claim was uncertain because there were nmany reasons to
think that the inpact on the state's credit rating and
bal ance sheet woul d be the sane either way.

M. Myer stated that given the fornmer admnistration's
argunents, enalytica believed sone of the substantial
scrutiny and skepticism was nerited. He referred to
significant discussion about whether the TransCanada tariff
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cost was conpetitive to market nornms. He relayed that
enal ytica had provided sone analysis to show that conpared
to tariff costs in the Lower 48, the TransCanada cost was
well within the lower end of the norms. Enalytica had al so
considered whether the nore relevant conparison was the
state's own cost of debt, given the limted risk borne by
TransCanada. He recalled there had been substantia
di scussion about the risk/reward balance for the state
under the deal with TransCanada. He detailed that
TransCanada had taken on very limted risk under the deal
He elaborated that at numerous tinmes during the project
construction stage up to 90 days after FID [fina
i nvest ment decision], TransCanada had been given the right
to depart the project and be paid of 7.1 percent interest.
He explained that the risk of an increase in capital cost
was borne by the state through a higher tariff. Mst of the
core risks that a true equity partner wuld bare were
retained by the state. He relayed that TransCanada only
bore one fundanental risk, which pertained to risk that
cane from the credit outlook of the state. He el aborated
that TransCanada had agreed to provide financing at a
particular cost of debt and equity, which involved sone
judgenents on the state's financial health and the ability
to take full faith in credit of the state to market. He
reasoned that even that risk had been limted because
TransCanada had the right to leave the project if it
deci ded the project no | onger made comerci al sense.

M. Mayer continued to speak to the points on slide 2. He
relayed that there was concern related to the risk/reward
distribution of the deal with TransCanada and a feeling
that it reflected the negotiating |everage of each of the
parties at the tinme, given the presence of AG A obligations
as a result. TransCanada had taken on very limted risk and
appeared nmuch nore like a debtor to the project than a true
equity holder; however, it possessed nuch of the control
that an equity hol der would have. The organi zation had been
given the right to exercise the state's vote on the 25
percent of the GIP and pipeline. Wiile there were certain
areas where the state held veto rights, TransCanada coul d
treat the project as its own investnent and exercise its
vote as it saw fit. He noted that there had been testinony
in the past week about occurrences where the state had to
view TransCanada as another commercial participant it had
to negotiate with
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10: 22: 34 AM

M. Myer highlighted the concept of back-in-rights (the
final bullet on slide 2). He discussed that the MU and
original deal contained nunerous off-ranps. He noted that
many | egislators had observed that sone of the off-ranps
appeared to |l ead straight back to an on-ranp. He el aborated
that the state could termnate [the agreement wth
TransCanada] for nunerous reasons at various tines, but the
MU included a clause specifying that if the state
proceeded wth the project or a substantially simlar
project within 5 years of termnation, the state had to
offer TransCanada the right to participate. Due to the
areas of concern, the state wanted to ensure there was at
| east one solid off-ranp. He explained that TransCanada had
clarified that the back-in-right would be put into an
eventual Firm Transportation Services Agreenent (FTSA), but
not into the Precedent Agreenent that would govern the
relationship with TransCanada until the end of 2015. He
furthered that the end of 2015 was the key point in the
contractual relationship with TransCanada where there was
one clean off-ranp; it was the one tinme the state coul d opt
to sever the relationship wthout incurring an ongoing
conmmi t ment .

M. Tsafos relayed that the consultants planned to wal k the
commttee through their process in approaching the question
[related to the partnership wth TransCanada]. The
consultants had worked to develop a report on their
assessnent of Governor Wil ker's proposal and saw their role
as conducting due diligence on behalf of the |egislature.
He relayed that they had worked wth Black and Veatch
[financial consultant to the state] to understand its nodel
and assunpti ons. He relayed that enalytica was very
confortable with the Black and Veatch nunbers. He noted
that enalytica did not try to replicate the nunbers given
time constraints. He relayed that enalytica had a nunber of
conversations and an in person neeting with the Black and
Veatch team to discuss its nunbers. Additionally, enalytica
had a good conversation with DNR to understand its concerns
and how the departnent viewed the proposal. He noted that
he and M. Myer had been present for all of the
| egi sl ative hearings on the topic.

10: 26: 09 AM
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M. Tsafos communicated that enalytica largely agreed with
substantive case that had been made by the adm nistration.
He relayed the intent to run through all of the different
areas that made sense to enalytica. He noted that the state
did not seem to have nmany conpelling alternatives to
approving the admnistration's proposal because of the
i npact on the Decenber 4 [2015] vote and what it neant for
t he budget. The presentation would focus on two things: 1)
offering context and clarification on sone of the
statenents made by the adm nistration, particularly around
the financial nerits of the TransCanada buyout; and 2) to
share some of enalytica's views on who would take on
responsibilities that had been performed by TransCanada.

10: 27: 37 AM

M. Tsafos highlighted slide 3, "Wwere W Agree wth
Adm ni stration and Wiere Not":

Where we agree with adm nistration statenents

The State of Alaska (SOCA) w il pay TransCanada
(TO no matter what

Under failure case, termnating TC relationship
now much cheaper than term nating |ater

M. Tsafos elaborated that under a project failure scenario
it would be very painful to wite a check for hundreds of
mllions of dollars (possibly $1 billion) for a failed
project and the state would be paying interest throughout
that time. He continued to address slide 3:

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

SOA credit rating wll be hit regardless of
whether TCis in the project or not

SOA has several financing options—A0 need to
pani ¢ about havi ng hi gher cash calls

M. Tsafos added that it was typical at the current early
stage to not have a detailed financial plan. He noted that
financing typically occurred at the FEED [Front End
Engi neering and Design] stage. Sonetinmes financing was
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cl osed even after FID, provided there had been discussions
with the bank and there was confort wth the financing.
There was not hi ng about the absence of a detailed financial
plan that was concerning to enalytica at the current tinmne.
He continued to address slide 3:

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

M. Tsafos expounded that the state would no |onger have
the opportunity to step away from TransCanada in a clean
way if it signed an FTSA (due to the back-in-rights
provision). He continued to speak to slide 3:

Not having Al aska Gasline Inducenent Act (AQA)
makes a big difference in SOA cal cul ations

M. Tsafos recalled that for many legislators, it had been
inportant to avoid the possibility of treble damges,
litigation, and argunents. In addition to ensuring that the
state could |l everage the work that had been done under AGQG A
(for which it had paid a substantial portion). He addressed
the last point on which enalytica agreed wth the
adm ni stration:

Non-alignnment in voting and non-visibility of
information undermne original case for TC in
AKLNG

M. Tsafos qualified that enalytica was not part of the
project negotiations and <could not say how quickly
TransCanada would respond; however , there had been
testinmony by the admnistration that had addressed sone of
the issues. He discussed that in theory TransCanada was
supposed to be the state's agent in the project; however,
the original case was undermined if the conpany was | ess of
an agent and nore like a party the state had to negotiate
wth. He addressed two areas where enalytica differed from
the adm nistration (slide 3):

VWere we di ffer from or wish to supplenent
adm ni stration statenents

The strictly fi nanci al case for severing

relationship with TC is not as conpelling as has
been argued
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Deci sion should focus on strategic, not financial
consi derations: expansion plans and AK LNG vi si on

M. Tsafos elaborated that enalytica believed the state
should not limt its considerations to the idea that the
state had two sources of financing (i.e. TransCanada or the
mar ket) and which was cheaper, but it should consider other
tangi bles and intangibles that TransCanada brought to the
rel ati onship and how the state may replace the conpany once
it was gone.

10: 31: 36 AM

Senat or Dunl eavy remarked on M. Tsafos' testinony that the
financial inplications for the state would not be that
significant. He explained that the commttee had heard for
the past week that the state would realize a savings up to
$400 mllion. He asked M. Tsafos if he concurred with the
figure.

M. Tsafos replied that M. Myer wuld address the
guestion in several slides.

M. Mayer addressed slide 4 titled "Is the Financial Upside
Truly Conpelling?" The slide addressed the first of two
clainms in the argunent put forward by the adm nistration:

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

M. Mayer pointed to the inmage of a chart presented by the
admnistration on the left of slide 4. The chart included
two red bars representing the TransCanada interest rate
financing cost and gray bars representing the borrow ng
rate the state may achi eve under a series of credit ratings
from AAA to A- (based on dat a from consultant
First Southwest). He planned to address each of the clains
in detail.

10: 34: 37 AM

Senator Bishop queried the price of gas that had been used
to deternmine the $400 million in potential savings to the
state. He asked if a benchmark of $100 per barrel or other
had been used.
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M. Myer replied that there would be a slide that
addressed the specific question. He stated that the core
variables |ooked at the <cost of debt in different
scenarios, rather than the cost of gas. He explained that
the discussion was primarily related to financing for the
state's infrastructure rather than anything to do wth
revenues the project would generate, which were the sanme in
bot h cases.

M. Tsafos added that Black and Veatch nunbers showed a
scenario with and w thout TransCanada. He noted that all of
the market assunptions were the sane for both cases.
Whatever oil and gas price the analysis assuned in the
TransCanada scenario had also been wused in the non-
TransCanada scenario. He believed Bl ack and Veatch had used
a long-termoil price assunption of $80 per barrel.

10: 36: 08 AM

M. Mayer considered the state's cost of debt wth or
wi thout TransCanada (slide 5). A table on the slide
presented nunbers from a FirstSouthwest analysis. He
pointed out that the figures in the interest rate on
t axabl e bonds colum were the sane as the gray bars on the
previous slide for each of the credit ratings shown. He
noted that there were sone additional details enalytica
believed were pertinent in thinking through the state's
likely cost of debt, particularly if the state opted to
raise nost of the capital through debt rather than savings
and equity and if it was primarily done through debt on the
state's balance sheet versus project financing or other
options. The FirstSouthwest analysis assuned that the
primary driver of <credit rating was the proportion of
unrestricted general fund (UG) that would be devoted to
debt service. The analysis had found that the state could
maintain its AAA credit rating up until the point that 5
percent of the state's UG revenue was spent in debt
service; beyond that threshold the state could begin to see
credit downgrades. He elaborated that at a debt service
[imt of up to 8 percent the state could retain a credit
rating of AA+; with a debt service limt of up to 10
percent the state could retain a AA rating; with a 12
percent debt service limt the state could retain a AA-
rating; and with a debt service limt of 20 percent it
could retain an A credit rating. He discussed how the
nunbers related to the anount of new debt the state could
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issue. He provided a hypothetical scenario where in 2017
the state conducted one enornous bond i ssuance.

10: 39: 20 AM

M. Mayer remarked that the FirstSouthwest analysis assuned
the DOR forecast on state revenues through the 2020s, which
included a return to oil prices of $110 per barrel by 2020
and revenues returning to around $4.2 billion [per year];
the forecast projected the figures would remain flat for
the 20 years follow ng 2020. He shared that enalytica had
reengi neered the nodel and had come up wth the sane
figures. Additionally, it had |ooked at scenarios wth
declining revenue out into the future. He explained that in
a scenario with declining revenue the maximm debt the
state could borrow at an A credit rating would decrease
fromthe $15 billion to between $10 billion to $13 billion.
He stated that broadly speaking, the presentations fromthe
adm ni stration showed the expected capital commtnent for
the project at around $14 billion to $15 billion for the
state. He remarked that the cost was effectually true wth
or without TransCanada's involvenent. He reiterated that if
the state paid for the project with one |arge general
obligation bond it could have an A credit rating with an
interest rate of 5.34 percent (based on data on slide 5).

M. WMayer referred back to the gray bar chart on the left
of slide 4. He stated that the conparison was accurate, but
the lower bars shown on the chart would be nuch nore
relevant if the state opted to pay for the project entirely
on its balance sheet. He noted that cost represented by the
| ower bars was less than the cost of capital through
TransCanada, but not substantially |ower. For that reason

enal ytica agreed that there was financial upside, but it
may be less conpelling than the full range of possibilities
t hat had been presented.

Co- Chair MacKi nnon communi cated to the public that the full
report and the neeting docunents were online.

M. Myer addressed the second of two claims in the
argunent put forward by the admnistration (the chart on
the right of slide 4):

“The State could potentially achieve up to $400

mllion increnental annual cash flows, based on the
State’'s expected | ower cost of capital.”
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M. Mayer turned to slide 6 to elaborate on the claim He
stated that it was inportant to understand that w thout
rounding up the cost of annual savings presented by the
adm ni stration were actually $360 mllion instead of $400
mllion.

10: 42: 31 AM
AT EASE

10: 42: 48 AM
RECONVENED

M. Mayer continued to look at slide 6, which included two
cash flow charts from a Black and Veatch presentation. He
pointed out that the right hand side of the cash flows
showed an increased benefit of up to $400 million per year.
He explained that the blue 1line on the Ileft chart
represented the project wthout TransCanada and was
substantially |ower because it assuned the state would
finance the project with 70 percent debt/30 percent equity.
He detailed under the 70/30 scenario the state would be
responsible for 30 percent of the $7 billion that
TransCanada woul d have paid; 30 percent of $7 billion was
approximately $2 billion. Wthout TransCanada the state
woul d be responsible for an additional $2 billion in equity
outlays and a substantial portion of the $360 mllion in
annual returns would sinply be a function of the $2 billion
the state invested up front. He stated that the net present
value (NPV) of the future cash flows depended largely on
the discount rate wused. Enal ytica strongly suggested
applying a commercial discount rate when the state | ooked
at any commercial investnment. He noted that for the current
di scussion there were easier ways of doing the analysis
wi t hout getting into discount rates.

Co-Chair Kelly asked M. Myer to clarify his statenents
without any qualifiers. M. Myer replied that the $360
mllion in annual benefits was a result of investing an
extra $2 billion up front. He stated that when thinking
about the overall value, it was not possible to focus on
one leg wthout thinking about the other leg. One way to
ook at the situation was to try to determne an NPV for
the tine value of noney; it would only be slightly higher
than zero at a commercial rate of return. He believed there
was a better way, which was to think instead about the rest
of the nunmbers shown on the Black and Veatch graph (slide
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6). The baseline was the $360 mllion, while the other
nunbers wused a scenario where the entire cost of
TransCanada's participation was replaced with 100 percent
debt. He explained that with 100 percent debt there would
be no additional equity to put in upfront. The chart showed
the assunption on the cost of capital for the state in
rai sing funds that would lead to each of the nunbers. Under
Bl ack and Veatch's nunbers if the state could raise all of
the required capital at a 4 percent interest rate it would
save $260 mllion per year (as opposed to the $360
mllion); whereas, savings would reduce to $130 mllion per
year at a 5.5 percent interest rate. He concluded that from
a purely financial standpoint the state would be better off
w t hout TransCanada. However, he recommended bei ng cauti ous
when thinking about how large the financial benefit would
be. Additionally, he recomended thinking nore about the
nunbers on the right hand bars (on the chart shown on the
right) than the left hand bars. He noted that it was
particularly the case when digging further into sone of the
assunpti ons.

10: 47: 22 AM

M. Myer referred back to the left chart on slide 4 titled
"TC Cost of Capital vs. State Debt Interest Rate." He
stated that the red bars represented the TransCanada cost
of capital at 6.1 percent up until a year after
construction, and 5.8 percent from that point forward. He
noted that the shift was a function of the change in the
capital structure from 70/30 debt to equity to 75/25 debt
to equity. The nunbers were Ilower than the previously
presented "headline" nunbers of 7.1 percent and 6.75
percent. He explained that the difference was driven by the
variance in the 30-year Treasury rate, which could change
until pinned down at FID. He explained that in the past
year the 30-year Treasury note had dropped by about 95
basis points (alnbst 1 percent). For exanple, if the
relative cost of capital to the state w thout TransCanada
was 5.3 to 5.5 percent conpared to a rate of 5.8 percent,
there would only be a half a percentage point spread
regardl ess of the 30-year Treasury rate.

Co-Chair MacKinnon surmsed that the administration had
provided a "best case" scenario, which enalytica believed
may be slightly optimstic; however, it was still fair to
say that there was upside from a financial perspective. She
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asked if her statenents were fair. M. Mayer believed her
statenents were very fair.

Co- Chai r Kelly asked for wverification that if the
transaction was viewed purely as financial, the difference
bet ween using TransCanada as equity and the rates the state
could obtain on its own by financing the entire portion of
TransCanada' s participation would be fairly snmall

M. Mayer agreed, but noted that it depended how the term
"fairly small" was defi ned.

Co- Chair MacKinnon stressed that $30 mllion or $130
mllion was a substantial anount of noney, which could fund
t he Departnment of Education and Early Devel opnent for nany
years.

Co-Chair Kelly made a remark about hundreds of billions of
dollars of sales over years and an anount being sonewhat
dimnished in conparison [note: beginning of statenent
i ndeci pher abl e] .

10: 51: 22 AM

Vice-Chair Mcciche surmsed that if the decision was based
purely econom cally, buying out TransCanada and shifting to
state control over the 25 percent was likely positive. He
assunmed that factoring in the benefit of elimnating the
conflict between the state and TransCanada added to the net
positive although in a less financially concrete way.

M. Myer broadly agreed with the statenents. He discussed
that the prior admnistration's argunent that had been nade
two years earlier was that TransCanada and the state would
be highly aligned, that the state would have an expansion
oriented partner, and there was a strong strategic interest
regardl ess of the financials. However, if one believed that
in the past two years the state had occasionally been faced
with negotiating against TransCanada as a commerci al
partner rather than being truly aligned, it would
substantially change the strategic calculus as to whether
there was significant value to the state in making sure it
had control of its full voting share.

M. Mayer returned to slide 6. He referred to the scenario

where the state would pay for the project entirely through
general obligation debt as a nore cautionary benchmark. The
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TransCanada cost of <capital would be 6.75 percent as
indicated in the MOU without taking into account the rate
tracker. He continued that the conversation would not be
about $130 mllion at a 5.5 rate; it may be necessary to go
up a full percentage point to take into account that the
rate tracker had not been taken into account in ternms of
conparing like with like; at that point the savings would
be closer to $90 mllion. Additionally, it was inmportant to
t hi nk about that under the previous TransCanada agreenents,
the state had the equity option to buy back in 40 percent
of what had been handed over to TransCanada; if that right
was exercised, the nunbers could be close to halved. He
stated that if the state and TransCanada really wanted to
make the relationship wrk and the state was concerned
about financing costs there were also ways to bring the
nunbers down further by executing the equity option
agreenent. He noted it was a strategic consideration, but
it appeared there were many reasons why things were not
wor ki ng out fromthe strategic standpoint.

10: 55:10 AM

M. Tsafos remarked that the financial aspects would not be
included in the remainder of the presentation. He
highlighted slide 7 titled "TC Inflection Points Opens up
Broader Questions." He remarked that some of the questions
were directly related to TransCanada and others were nore
tangentially related. He explained that the Ilist included
guestions to ask as the process noved forward.

M. Tsafos stated that the entire process of SB 138 built
around the idea that the project would not work unless the
producers and the state were aligned and there was one area
where the producers and the state would not be aligned. He
expl ained that the producers wanted to conmercialize their
resource; whereas the state had sone broader interests in
maki ng sure the infrastructure could be utilized to open up
the basin for new conpanies to find oil and gas. He
furthered that the area involved a fundanental tension
between the producers and the state, which had been the
area where TransCanada would have the state's back. The
plan had been that TransCanada would sit in the project
neetings and would be thinking how to get nore gas flow ng
t hrough the pipe. Throughout the negotiations TransCanada
would be on the |ookout to ensure the project was not
designed in ways that would |imt the ability of expansion
and increased gas flow. He noted that because enal ytica had
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not been in the negotiations, they did not know how
accurate the theory was. Absent TransCanada, the state
would be on its own and would have to take over the
responsibility; it would have to protect its own interests
in areas where it was inherently msaligned from the
producers.

10: 58: 37 AM

Senator Bi shop asked for verification that AGDC woul d take
on the responsibility. M. Tsafos replied that based on
testinmony, enalytica's understanding was that the share
bel onging to TransCanada would go to AGDC, however, it was
not fully clear to enalytica who the counter parties were
in all of the agreenents. He imagined that the state would
nore broadly be |ooking out for the interests, but in terns
of the party, nmuch of the responsibility would fall to
AGDC

M. Tsafos continued to discuss slide 7. He discussed that
protecting the state's interests would require nmultiple
people all the way from "the general to the foot soldier.”
He explained that it would be necessary for the state to
review every decision to ensure the protection of the
state's interests. One of the things that had concerned
enal ytica was that thus far AGDC did not have a presence on
the 135-person project managenent team which was naking
daily decisions. He stated that the issue was concerning
because the state needed to nake sure to match the big-
picture strategic vision with the day-to-day decisions nmade
at the lower levels that would have an inpact on how
expandable the pipe would be and how nuch nore gas the
infrastructure could wthstand. He conmmunicated that the
state would best protect its interests if there was a clear
cohesion between the highest | evel and everything
under neat h

M. Tsafos stated that enalytica believed the issue was
crucial specifically related to the expansion capability
and ensuring that the pipe would be full; there were two
ways enalytica thought about the state protecting its
interest in that regard. The first focus was on the present
day; it was necessary for the state to get the engineering
and governance structures correct to ensure that the
pi peline was as expandable as possible. He discussed that
the HOA allowed any party to expand the infrastructure on
its own as long as the action did not adversely inpact the
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ot her parties. He observed that while the provision sounded
good, the devil was in the details - specifically, he
guestioned what it neant to not adversely inpact the other
parties. He questioned how expansions would be governed if
one of the producers made another discovery on the North
Sl ope, whether the state would have the unilateral right to
take up all of the expansion capacity or not, and how the
addi ti onal conpression cost and fuel use would be
all ocated. There were currently a significant nunber of
design and governance questions that would determ ne
whet her in 2026 an explorer could put gas in the pipe.

M. Tsafos discussed that the second focus was on the
future. He relayed that when gas was flowing in 2026 the
state would need soneone to talk to every single conpany
finding oil and gas in the state to determ ne whether the
gas could be put through the pipe. The individuals would
need to determine regulatory, conmercial, financing, and
tariff conmponents in order to get gas through the pipe. In
theory TransCanada would have held the responsibility
during the operational phase. He was not suggesting the
state needed to hire the individuals in the present day,
but the concept was one of the inplications to consider
wi t hout TransCanada.

11: 03: 13 AM

Senator Dunl eavy reasoned that there would always be sone
m sal i gnnent , because the sovereign party wanted a
continual flow of gas sold at a high price. This required
the addition of nore gas over time, which may be at odds
with sone of the current |ease holders. He wondered if the
state was on track, or if there were sonme "red flags" that
shoul d be considered. He queried a conparison with simlar
projects throughout the world. He asked if the project was
headed in the right direction.

M. Tsafos replied that conparing the project to other
parts of the world was difficult, because Alaska was
uni quely situated. He addressed naxim zing gas through the
pipe. He noted that nany locations wth long-term LNG
projects had national oil conpanies serving the role; they
owned the asset and resources and were sonetines
contractually or constitutionally entitled to the gas
regardl ess of who produced it. He remarked that sone of the
guestions would be answered throughout the normal business
process. He pointed to Ml aysia, Bernai, or Indonesia where
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the original gas source had been depleted and there was a
process through which new suppliers had access. He
furthered that Al aska could not necessarily count on the
regul atory structure for protection because the project was
export oriented and it was not clear the state would have
the Federal Energy Regulatory Comm ssion inplenenting
supporting structures, which would differ than other places
where countries faced the sanme chall enges. He stressed that
the broad structure that Al aska was pursuing nmade sense in
terms of the governance and the serious exploration about
the cost and benefits of a 48-inch pipe. However, he
enphasi zed that the devil was in the details. He explained
that the state needed to understand how every deci sion,
contract, and piece of equipnent would inpact its ability
to expand the infrastructure in the future (10 to 20 years
out). He remarked that TransCanada had been responsible for
the work on the state's behalf [which would change with the
conpany's departure fromthe project]. He noted it would be
useful to wunderstand how the state would backfill the
capacity [previously filled by TransCanada]. He reiterated
that he was not concerned about the big picture, but the
devil was in the details.

Senator Dunleavy referred to discussions about TransCanada
secondees continuing to provide work on the project. He
surmsed it would be the expertise the state should have as
it continued through the process.

M. Myer replied that it was inportant to keep in mnd
that current TransCanada secondees would remain on the
project until May 2016. The additional provi sion of
secondees was a continuity solution for the next 6 nonths,
but it was not a long-term solution to the problem There
was a serious need for the state to determne how it would
fill the gap in the future.

Senat or Dunl eavy surmsed that the question would be how
the state obtained the expertise, whether on an individua

basis or by bringing another outfit to fill the role. M.

Tsafos replied that the state could either hire internal

capacity directly or through contracting or the state could
find a different partner.

Co-Chair MacKinnon noted that there was a supplenental
request, which would allow DOL to seek sone of the early
negoti ations through |egal contracting. She believed the
work fell under the $10 million request. She noted she was
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not certain the funds were for the specific work referred
to by Senator Dunleavy in regards to expansion, but the
admnistration did see the need to bring on additional
experts at present.

Senator Dunleavy referenced testinony provided to another
| egislative cormittee by enalytica that every now and then
the conpany saw or heard things that left them scratching
their heads. He asked for further detail on the comrent.

M. Mayer recalled that the question had been about the
overall progress of the project and whether the original
vision of AKLNG had been maintained. He had responded that
enal ytica had devel oped an increasingly cooperative working
relationship wth sone of the new admnistration's
departnments (DNR and DOR in particular). He el aborated that
enal ytica had steadily beconme closer and nore confortable
with how the state was progressing, the capacity it was
bui l ding up, and the approach it was taking into
negotiations. He relayed that enalytica had |ess contact
comuni cation with AGDC in terns of how it was building up
its capability. He elaborated that enalytica was working to
build the relationship to understand AGDC s plans and how
it planned to fill some of the gaps. He continued that all
of the interaction wth the =state gas team at the
departmental |evel had given enalytica significant faith in
its approach. He stated that every now and then statenents
had been made at a higher political |evel that enalytica
was unsure how they related to the progress being made in
novi ng forward under the HOA.

Co- Chair MacKinnon asked if a specific exanple was when
At t or ney Gener al Craig Ri chards had di scussed
confidentiality and had asserted to the Senate Finance
Conmittee that he was able to receive confidential
information and that he had not signed a confidential
agreenent, but could not share the information with the
commttee. She remarked that she had been scratching her
head [over the statenents].

M. Tsafos believed the best way to explain was to refer to
slide 7 [Alice in Wnderland imge and quote included on
the slide]. He referenced testifying before another
| egislative conmttee in April. He addressed that the state
had been going down one path and then sone statenents had
been nade that nade it seem like a different path had been
taken. He believed it was particularly relevant in the
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context of TransCanada being out of the project. He
el aborated that a project in which gas was possibly bought
from producers at the wellhead was a very different
project. He relayed that the last two slides of the
presentation would address the issue. He explained that it
was a mmjor adjustnment to the structure of the project.
Even though there were parts of the structure that seened
to be going ahead in a <clear direction there were
occasional statenents that seened to suggest a different
endpoint or a slight variation to the endpoint. He
explained that it was not necessarily good or bad if the
project reached a point where two parties wthdrew and
suddenly the state was buying gas at the well head and had a
much bigger share of the infrastructure, but it would no
| onger be the sane project. He believed it was inportant to
t hi nk about the end points and how they affect decisions at
present. He noted that the coment referred to by Senator
Dunl eavy and Co-Chair MacKinnon was not specifically
attributed to confidentiality.

11:13:44 AM

Co- Chair MacKi nnon wondered how the structure worked within
confidentiality for transparency and an effective business
envi ronment .

Vice-Chair Mcciche stated that considering the royalty in
kind (RIK) principles associated with the project, there
was no value in production taxes and royalty. He observed
that as a 25 percent owner, the value was likely in
specified AKLNG volunmes. He saw a potential financial
conflict for the state. He wondered how careful the state
had to be to ensure the expansion comercial case did not
directly conpete with the value of foundational RIK export
vol unes.

Co-Chair Kelly asked Vice-Chair Mcciche to rephrase the
guesti on.

M. Mayer restated the question and responded. He addressed
that the state had two sets of interests: 1) meking a
commercial assessnent of the project that was simlar to
the assessnent made by the producers in terns of wanting
the greatest possible rate of return on the investnent; 2)
expandi ng and opening the basin. The question was related
to how to conpare the two objectives to ensure that the
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state was not sacrificing one objective by pursuing the
ot her.

Vice-Chair Mcciche agreed with M. Mayer's rephrasing of
t he questi on.

Co-Chair Kelly asked for further clarification on the
guesti on.

M. Myer explained that the question was about how to make
sure the state did not sacrifice comerciality of the
project as a result of its concerns about expansion
capability in the future.

Co- Chair MacKi nnon remarked that the question was about a
tradeoff of benefits.

11:16: 50 AM

Vice-Chair Mcciche rephrased his question. He stated that
in the rush to increase production, he wanted to know the
nost careful points for the state to consider to ensure
that expansion did not directly conpete against maximm
value to the state in the AKLNG proj ect.

M. Mayer replied that the decision around a 42-inch pipe
versus a 48-inch pipe was a useful way of thinking about
the project. He detailed that there were many solid reasons
why the state's project partners had made an initial
assessnent that the 42-inch pipe was the way to go based on
where the steel could conme from and how many | oads of steel
were required. He noted that the itens had led to the
decision, especially in the context of the realization that
there was an additional Point Thonson of spare capacity
after 16 years of production that would need to be brought
online at some point. Additionally, there was sone fairly
substantial Point Thonson expansion capacity within the 42-
inch pipe. He elaborated that the adm nistration's idea to
| ook further at the 48-inch option acknow edged that there
was a tradeoff between capital expenditures upfront versus
future operating expenditures related to achieving an
expansion. He continued that if the ultimate goal was to
secure an extra billion cubic feet per day of expansion, it
coul d be done under both pipe options; however, the 48-inch
pi pe would use much less fuel because it required fewer
conpressor stations. There was a clear cost-benefit
tradeoff to be made about the value placed on the expansion
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option. He furthered that it needed to be a deeply
commercial and economically rational decision, but it my
be one in which the payoffs were different for the state
and the producers. How the itens were weighted depended
enornously on one's assessnment of the future resource base
on the North Slope (not only | ooking at resources, but what
was potentially comercial, and what probabilities were
assigned to the itens).

M. Myer stated that ultimately all of the itens needed to
be taken into account in deciding what value the state
woul d place on the expansion capacity and to look at the
breakeven point in the value of fuel. He elaborated that if
nmore fuel was used to drive nore conpressors it would be
necessary to determne the price of gas that would nake
everything equal. He noted that the state would be in a
much better position to nake the decision when the full
work the project was proposing to do on the 48-inch option
canme back. He believed it was very reasonable for the state
to have different objectives from the producers on the
issue. He remarked that if the state had different
obj ectives, the objectives could be net potentially through
a larger pipe or through the state's negotiation on
expansion terns. In either of the cases the decision needed
to be driven by economics and the value of the different
cases.

11: 21: 04 AM

Vice-Chair Mcciche voiced his concern about ensuring that
the project had the skillset to make sure that expansion
principles did not put the state in a position of working
agai nst itself.

Co-Chair MacKinnon remarked that the Senate Finance
Comm ttee greatly appreciated that Governor Bill Wl ker had
removed the issue of a reserves tax from the special
session agenda. She believed it appeared that the
adm nistration was noving forward to enter into gas sales
agreenents at present. She remarked that unfortunately no
one from the admnistration was available during the
current neeting. She wondered what analysis should be done
from a financial perspective and on what time |ine. She
referred to enalytica's response to Vice-Chair Mcciche's
question that nore information was better so that the
analysis was economcally driven. She wondered what
anal ysi s should have been done in order for the state to be
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asking for gas sales agreenents fromits partners. She used
a marathon analogy related to paci ng oneself throughout the
race and sprinting at the end to cross the finish line.

M. Tsafos replied that he would address slides 8 and 9 and
could then follow up on any remining questions. He
addressed the following question on slide 8 "Wat's in a
Sal es and Purchase Agreenent (SPA)?" He relayed that nost
LNG SPAs were about 100 pages wth. Enalytica had printed
of f an SPA as an exanple, which had been fully executed for
about 2 mllion tons of LNG He noted that if a buyer was
purchasing gas at the North Slope they would not have to
worry about the tanker sizes.

11: 25: 15 AM

Co- Chair MacKinnon asked if it was an accurate that the
state should not care about the issue addressed by M.
Tsaf os. She wondered if not knowi ng the tanker cost would
i npact the decision unless soneone else was picking up 100
percent of the cost. She surmsed that if soneone else
pi cked up the tanker cost, they could build luxury liners
to haul LNG that the state would have no influence over and
would have to pay a tariff for. She thought the state
shoul d care about the entire process and cost of the entire
transport of its product to a potential buyer.

M. Tsafos agreed that the state should care about the
entire process. He noted that the agreenents were
conplicated. The state would outline specifics related to
approaching ports to receive the gas, who paid for tugs,
and other. He stated that when a transaction happened at
the port, significant information would be outlined rel ated
to the specifics of the transaction point. He stressed that
the state absolutely had to think about the econom cs and
rel ated aspects, but there would be sone technical things
it could skip.

M. Myer furthered that it was inportant to distinguish
bet ween what needed to be specified in the contract versus
the commercial case and everything that needed to be taken
into consideration when entering into the negotiation and
agreeing to the terns.

Co-Chair MacKinnon asked if it was fair to say that

enal ytica's presentation i ncl uded contracts Wi t hin
contracts or separate rounds of negotiation with different
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|l evel s of detail for the final agreenment. She asked for
verification that the state may not need all of the details
to make an econom c decision for Alaska on gas sales and
mar ket i ng.

M. Mayer replied in the affirmative. He noted that there
were two key challenges associated wth issue under
di scussion. The first related to the volune of the
agreenent and all of the things that needed specification

which was a set of challenges of itself. He expounded that
the issue related to the quality of the |legal team and how
long it took to nail all of the itenms down. The second
related to understanding comrercial ternms and determ ning
the state's best interest. He furthered that one of the
| arge challenges associated with executing the agreenent
was understanding the value of the gas, the <cost of
bringing the gas to market, and what price nmade sense. He
noted that M. Tsafos would elaborate on the topic
nonentarily.

Co-Chair MacKinnon referred to slide 7 and asked the
presenters to go through TransCanada's inflection point.
She asked for a further explanation of the itens enalytica
had proposed for the commttee' s consideration.

11:29: 00 AM
AT EASE

11: 39: 36 AM
RECONVENED

Co-Chair MacKinnon |ooked at slide 7, and asked for an
expl anation of each bullet. M. Myer addressed the bullets
on slide 7. He addressed that enalytica's first concern in
terms of how the state could best protect its interests in
the project was ensuring the state was participating at
every stage of the project (related to both big picture and
daily decisions). He referred to the 135-person project
managenent team that currently had no secondees from AGDC

When it cane to nmatters of expansion, sone of the concern
related to the governance level, which translated to m nute
details such as the sizing of particular infrastructure
conponents. He stressed the inportance of ensuring the
state was well represented on the project managenent team
by people wth a conbination of cl ear lines of
comuni cation and accountability and who possess technica

and commercial insight and understanding. He addressed that
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AKLNG could back-fill TransCanada's exit, but enalytica
wanted to ensure that the state had its own capacity to
backfill some of the positions.

M. Mayer addressed the question of how the state would
ensure expansions. The slide included a bullet stating that
the AGDC plan to pursue expansions was unclear. He detailed
that the question had been asked during testinony and the
answer given at the tine was that the situation would be
simlar to Trans-Alaska Pipeline System (TAPS) wth a
project conpany |ike the Alyeska Services Conpany. He
rem nded the committee of the original ideas behind the
HOA. He stated it was a project wthin a project. He
furthered that wunder the HOA any of the parties could
initiate and pursue an expansion provided it did not
negatively inpact the other parties. The parties were not
in a position where everyone needed to approve an
expansion; the state had the right to pursue an expansion
as long as it did not negatively inpact the other partners.
He noted that in addition to the right, the state also
needed to have the capability for expansion including the
technical and commercial agreenents and understanding that
woul d nake it possible.

M. Myer addressed the cost of TransCanada's invol venent
conpared to fully replacing the conpany with 100 percent
debt. Enalytica did not yet believe there had been
sufficient focus on the overall capital structure the state
would use to finance its share. He spoke to the idea of
financial |everage. He explained that financial |everage
woul d reduce the anmount of noney needed upfront, but it
would increase the risk and volatility of the state's
investnment. He furthered that the concept could be conpared
to either buying a nortgage entirely wth cash of a bank
account, wusing 20 percent equity, or using 100 percent
financing. He relayed that a small portion of equity took
very small novenents in the price of real estate to provide
either a very high return or a very low return. He stated
that the sane principles applied in world of using |everage
to finance the AKLNG investment. He discussed that the
adm nistration had spoken about its concerns that in
pursuing the RIK structure, the state was potentially
exposed to negative net-back. He elaborated on the idea
that under very low LNG price scenarios the state could
potentially not have enough revenue from selling LNG to
cover all of its fixed costs of transportation. He agreed
that it was true in an environment wth substantia
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| everage involved in financing the share; however, it was
no |l onger a concern if the state had the equity on hand and
the desire to finance its participation with the equity. At
that point the concern would be about the rate of return
the investnment would achieve. He stated that in the very
wor st case scenario the state would not be under water. The
same was true with LNG if the state had built the entire
facility with its own equity, prices could drop and it may
not make the noney it had hoped; however, there would never
be a point where the state would have to pay over noney to
sell the LNG

11:46: 36 AM

M. Myer continued to detail slide 7. He stated that as
long as the entire structure was built heavily on debt, the
risk became greater that there would be tinmes when the
state nade an abundance of noney and times when it went
into the negative. Enalytica believed it was tine that
peopl e began thinking about the dynamcs in terns of the
state's required capital commi t ment and about t he
appropriate anmount of equity versus debt in trying to
reduce the volatility of cash flows and risk to the state.

Co-Chair MacKinnon conmunicated that she and Senator
Dunl eavy had recently attended a neeting in Palmer where
Ri gdon Boykin [South Carolina-based attorney serving as the
state’s lead negotiator on the AKLNG project] had proposed
that the project and its partners could all conme together
to finance the project. She wondered if that was typical
She believed that sonme of the partners were surprised by
t he assertion.

M. Tsafos replied that there were two ways to think about
the financing of LNG projects. One was to think about the
financi ng happening at the project |evel where everyone was
in it together. Alternatively, the financing could happen
differently for each of the partners. He provided a recent
project in Israel as an exanple. He detailed that project
was very sinple; developers wanted to develop gas to sell
to the Israeli market. One of the partners had financed the
project entirely through equity; whereas the other partner
raised project specific debt. He explained that the
partners under the exanmple had different fi nanci ng
approaches for the sanme project. He noted that the sane
dynami c existed for LNG projects in general. He detailed
that there would be tinmes with the project took on project-
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| evel debt, and other cases when the project partners
borrowed against their original claim to the project. He
addressed the concept of the project within the project
(the idea of each participant holding a share of the gas
and the infrastructure) seened to be l|eading towards a
structure where each partner would have its own financing.
He elaborated that the partners could all finance their
portion with their own equity, which would not be dependent
on another party. To get to a level where the project
itself took debt, some changes to the project structure
woul d be required. Currently, AKLNG essentially housed four
projects that were all sharing the same infrastructure, but
for everyone to financing the project together there would
need to be sone changes to the structure.

11:51: 28 AM

M. Mayer conpleted detailing slide 7. The last points on
the slide pertained to the state's vision for AKLNG He
read a quote from the Lews Carroll novel "Alice's
Adventures in Wnderl and":

"Whuld you tell ne, please, which way | ought to go
from here?" "That depends a good deal on where you
want to get to," said the Cat.

M. Myer believed that a clearly articulated strategic
endpoint was currently mssing from meking the |I|arge
decisions. He elaborated that if the strategic endpoint was
firmy rooted in the HOA that had been established in 2014,
it mde it clear to think about what was in the state's
interest. He furthered that the scenario was all about
equal shares of all of the partners and getting as close as
possible to perfect alignnent between the partners. He
stated that under the scenario TransCanada had | ooked I|ike
an anomaly in many ways. On the other hand, the strategic
picture began to change under a scenario that included
wi t hdrawal agreenments, the idea that the state my be
buying gas at the wellhead through a tolling or gas sale
and purchase agreenents that did not originally cone from a
partner with an infrastructure ownership. He continued that
under the second scenario there may be many cases in which
it would be desirable for an additional investor (e.g. an
i ndependent mdstream conpany) wanted to undertake the
financial commtnent and risk to nove gas through the
pipeline (if the state did not want to be on the hook to
nove the gas through the infrastructure). He concl uded that
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having a clear, strategic perspective on where the project
was going made it nuch easier to make some of the
deci si ons.

11:53: 48 AM

Senator Bishop stressed that there was a substantial anount
of information for individual |awmkers to conprehend
associated with the project. He listed various areas of the
project that |awrakers needed to wunderstand i ncluding

finance, legal instrunments, gas sal es agreenents, marketing
agreenents, and project managenment agreenents. He pointed
to the project managenent team that was made up of best
players in addition to AGDC s team that he hoped was al so
made up of the best players. He renmarked that there was an
overwhel m ng anmount of information to absorb to make the
best decision for the state. He asked if the presenters
agr eed.

\V/ g Tsafos replied that the project was i mrensely
conplicated. He referred to a project managenent team
(headed by Steve Butts) chart listing the regulatory bodies
(50 to 60) that were required to sign off on decisions. He
stated that AKLNG was one of the nobst conplicated projects
in history. He stressed that one of the pros and cons was
that there were extrenely capable partners. He explained
that the state would always have to look out for its
interests and defending those interests would require
substantial noney, capabilities, and expertise. He stressed
the inportance of continuing to exam ne whether the state
was |ooking at all of the itenms at the highest and best
possible level. Additionally, the state needed to consider
whet her there was coordination and alignnment between each
of the pieces so the state could field the best team during
negotiations with some of the world' s nost experienced
conpani es.

11:56:46 AM

Senat or Bishop remarked that M. Butts had one team with
the best player on gas. He stressed that the team only
dealt with the world of gas. Meanwhile, he was working to
get his head wapped around every aspect of the project at
a high level in order to nmake the best decision for the
state. He communicated that it was chal |l engi ng.
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Co- Chair MacKi nnon directed attention back to slide 7. She
pointed to the final point on the slide: "How nuch do
wi t hdrawal agreenents raise risks for SOA. "

M. Mayer replied that they woul d address slides 8 and 9.

M. Tsafos turned to slide 8 He noted that slides 8 and 9
had been included in response to a request by Co-Chair
MacKi nnon. Slide 8 included a "textbook"” sales and purchase
agreenent, which listed all of the itens that should go
into a fully executed sales and purchase agreenent. He
remarked that the itens were not all necessarily needed at
the present nonent. He discussed how long it would take to
tal k through the itens based on standard industry practice.
He shared that he had personally worked with a nunber of
conpani es that had done due diligence on buying or selling
gas through a pipeline or LNG For exanple, a conpany may
seek advice about buying gas in the Lower 48. He relayed
that it would probably take enalytica a couple of nonths to
work through the nunbers and scenarios to provide a good
i mmge on what the investnent may | ook |ike. After providing
the data there would be a nunber of other layers of due
diligence. He explained that due diligence usually happened
before commerci al negotiations occurred. In his experience,
it often took 1.5 to 2 years to conduct the due diligence
on a project. He explained that internedi ate agreenents may
be signed - in the sanme way that AKLNG signed the HOA or
MOU. He noted that the legislature had signed an MOU in
Decenber 2013, a Precedent Agreenent in June 2013, and it
had been preparing to sign an FTSA at the current time. He
stressed that it had taken two years from the execution of
the first agreenent.

12: 00: 57 PM

M. Tsafos discussed slide 9 titled "Wthdrawal-Sales
Carries Major Risks for SOA." He prefaced the slide as
their "Hall oween special” as there were sone itens on the
slide that could be quite significant and inpactful. He
shared a quote by M. Mayer "There's two kind of agreenents
that you may be able to sign before Decenber 4th: one is a
very high |evel agreenent that probably isn't very binding;
and the second is an agreenment that probably isn't in the
best interest of the state.” He explained that in order for
the state to close all of the possible commercial gaps in
one nmonth, it my need to nake sonme very serious
concessi ons.
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M. Tsafos addressed a question posed by Co-Chair Kelly
from the prior day related to how much the project would
cost. He pointed slide 9 titled "Wthdrawal /Sales Carries
Maj or Ri sks for SOA" and addressed the first line

Econom cs: Buying 75 percent of AK LNG gas could cost
$1.4-$7.4 bn/yr (1995-2014 Henry Hub prices)

M. Tsafos elaborated that under the scenario the state
woul d buy the producers' (ExxonMbil, ConocoPhillips, and
BP) gas at the wellhead. He furthered that under the
scenario the producers were no longer interested in the
project and opted to sell the gas to the state.
Additionally, the scenario depicted the state purchasing
the gas from 1995 to 2014 at the price of Henry Hub (a hub
in Louisiana that set the price for North American gas). He
expounded that the gas would have cost the state anywhere
from$1l.4 billion to $7.4 billion per year (with an average
of about $3 billion per year, the total for 20 years would
be $60 billion). He explained that if the state bought gas
for the next 20 years at the historical prices and it
i nvested another $60 billion to build the infrastructure on
its own, it would be -$120 billion by the tinme the project
becane operational in 2025 or 2026. He qualified that the
scenario was a sinplistic exanple that did not include
di scount rates and a nultitude of other itens; however, it

did illustrate that the project was a nmmajor conmtnent. He
reasoned that when the state thought about entering into
the commtnent, it would want to ensure it understood

exactly what it was getting into.

M. Tsafos continued to address slide 9 that included a
list of items the state would need to sort out before
executing sonmething resenbling a binding agreenent. He
addressed the second line, which was related to liability:

Liability: Right to purchase could nmean obligation to
buy; major contingent liability; options costly

M. Tsafos elaborated that if the state agreed to purchase
the gas it would be a major contingent liability. He stated
that if the state did not have the liability and a Sales
and Purchase Agreenment, it would have an option. He
expl ai ned an option was the right, but not the obligation,
whi ch woul d cost nore than the right and the obligation. He
addressed pricing on the third Iine:
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Pricing: Does SOA have a thorough and detailed
under stand of pricing/volume risk?

M. Tsafos expounded that even from his perspective as a
natural gas analyst it was not possible to predict what a
good price for the state would be. He enphasized that how
much the project would cost, the tineline, and the market
appetite for the project were all unknown. He stressed that
at the current point it was very difficult to come up with
a price that the state could have sone certainty around. He
addressed the concept of asymretry on the fourth Iine:

Asymmetry: If producers are willing to commt to a set
price, does SOA really want to buy?

M. Tsafos furthered that the only reason the producers
woul d exercise the option was if they thought it would be
better than building AKLNG The only way the state would
have title to the gas was if the producers thought the
project would not nake them noney. He reasoned that it was
not a very good position for the state to be in. He noved
to the fifth |ine:

Title: If gas has an “option” attached to it, |egal
title becone | ess clear

M. Tsafos provided a hypothetical exanple related to
trying to sell the gas in Japan. The gas could be entitled
by a party in Prudhoe Bay, but the state may have an option
to the gas. He questioned under what conditions the option
woul d be triggered. He addressed activation and questioned
if a deadline would be inposed. For exanple, the gas could
be lost by Decenber 31, 2018 if sonmething had not been
done. He continued that i f he was in comercial
negotiations and was trying to get the other side to
commt, the other side understood there was a big risk
because they may commit, but if other things did not happen
by the date, the gas would be lost. He reasoned that it
becanme very murky conmercially.

12: 07: 22 PM

M. Tsafos addressed gas transfer on the sixth line (slide
9):
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Transfer: Were is gas transferred? In what condition
(e.g. what happens to CO2)?

M. Tsafos queried what would happen to the CO2. He noted
that M. Butts had stated there was 12 percent CO2. He
guesti oned whether the state would buy the CO2. He wondered
if the state would have to agree with the Prudhoe Bay
operator to sell the CO2 back. He asked how the CO2 of the
gas would be priced. Additionally, he asked if the state
buy the gas clean from CQ2, in which case it would not be a
wel | head sale. He stressed that there were many things to
t hink about. He pointed to "fiscals" on the eighth Iine:

Fiscals: Wiat kind of fiscal certainty would producers
want to of fer binding agreenent?

M. Tsafos elaborated that the state's 25 percent [share]
was part of royalty and part of tax as gas. He asked if the
other side would agree to sell to the state based on
current or sone other fiscal arrangenents (the state would
want to know how nmuch tax it would pay). The last two
statenments on slide 9 took a step back. He pointed to the
ninth |ine:

Focus: Overly focused on failure; |ower conmtnent;
opt out rather than work issues

M. Tsafos elaborated on the topic of focus. He stated that
there were only 24 hours in a day and the question was
about how the hours were spent. He reasoned that if the
entire day was spent trying to determne what to do if the
project failed, time was not being spent trying to
determine how to make the project succeed. He provided a
puzzl e anal ogy. The scenario included four people who were
tasked with figuring out a puzzle and the winner was told
they would receive a free cruise. In the scenario one party
realized it <could just take another party's place by
offering its spot on the cruise. He explained that one
party could chose to sell the gas and have soneone else
figure the "puzzle" out. He stated that at that point the
issues were not really being solved when half a person's
t houghts went to figuring out how to get on the cruise
wi t hout solving the puzzle. He explained that it created
m sal i gnment when all of the parties were not working
together to resolve the issues.
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M. Tsafos agreed that Governor Walker had a point. The
maj or risk for the project was getting to a gate that sone
people wanted to go through and others did not. Enalytica
argued that it was not clear that dealing with the issue at
present instead of in the future would nake the risk easier
to handle. He continued that there were two options if a
project reached a stage gate where one party did not want
to proceed: either to work the issues to determne a
solution or to determne what it would take to buy the
party out. He stated that the scenario occurred in LNG
projects. He stressed that later on in the project a party
woul d have much nore information on which to wisely base a
decision on. For instance, if the issue arose at the pre-
FEED to FEED stage, the state would probably know if the
cost would be closer to $45 billion or $65 billion. For
exanple, there may have been discussions with the market
and the Lazard report on financing would be conpleted. He
enphasized that there wuld be nmch nore information
avai l able on which to nake a decision; whereas, trying to
sort the issue out at present would raise a host of risk
the state would have to think through and conprehend before
it could nmake a decision that it would not really regret
| ater on.

12: 11: 39 PM

Co-Chair Kelly comrunicated his concern related to the gas
sales and w thdrawal agreenents. He asked if the gas sales
agreenents had to be conplete by the Decenber 4, 2015
deadline. He asked if M. Tsafos believed the agreenents
could be done | ater on.

M. Tsafos replied that what was required and what the
admnistration wanted were tw different things. He noted
that in order to safeguard the state's interest the
agreenents could also be done later. He clarified that he
was not making a statenment on how the administration viewed
the need to have the agreenment prior to Decenber 4. He
noted that only the admnistration could answer how it
viewed the issue. He reiterated that the state could stil
safeguard the interest even if it did not have a deal by
Decenber 4.

Co-Chair Kelly surmsed that the admnistration was
insisting on the conpletion of the sales agreenment by
Decenber 4, 2015. M. Tsafos believed the admnistration
would like to see the agreenents conpleted prior to
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Decenber 4, but he did not know how inportant it was to
t hem He added that the agreenents could still be
negoti ated towards the end of pre-FEED

Co-Chair Kelly referred to the presenters' testinony that
it could take two years to develop a sales agreenent for a
project |ike AKLNG He asked for verification that a sales
agreenent had to be negotiated with each of the partners
i nvol ved in the project.

M. Tsafos agreed, but qualified that he was not certain
what the |evel of understanding was at present and how far
apart the two sides were. He referred to due diligence
conpanies did in negotiating agreenents. He noted that he
did not believe ExxonMbil needed to do a political risk
anal ysis of Al aska.

12:14: 16 PM

Co-Chair Kelly interjected his understanding that many of
t he assunptions would be done at the sane tine. M. Tsafos
agreed. Co-Chair Kelly asked for verification that three
sales agreements would need to be conpleted. M. Tsafos
replied "that's our understanding."”

Co-Chair Kelly assuned each agreenent would not take a ful
two years, but he surm sed that they would take significant
time. He had heard that the admnistration had not begun
the agreenents. He asked for the accuracy of the statenent.

M. Tsafos replied that he could not speak exactly to the
status of the agreenents. However, he believed recent
letters from each of the producers appeared to be sonething
that would be seen at the start of a negotiation. He
rel ayed that he did not know how nmuch back and forth there
had been between the producers and the adm nistration.

Co- Chai r Kelly had heard "they're nowhere in the
nei ghbor hood.” He commented on the conplexity of sales
agreenents and believed the administration seemed to be
insisting on establishing the agreenents by Decenber 4. He
asked if there was a risk that the admnistration would
vote against nmoving forward if the sales agreenments were
not conplete by that tinme. M. Tsafos deferred the question
to the admnistration
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Co-Chair Kelly wondered if the situation was a possibility.
M. Myer replied that they had all heard the sane
testinmony from the adm nistration. He believed it was safe
to say that a definitive answer had not been provided. He
stated that it was clear that a vote on the work plan and
budget was set to occur on Decenber 4 and thus far there
had been no testinmony on whether a yes vote would occur
regardl ess of the negotiation.

Co-Chair Kelly questioned whether the state should be
"freaked out."” He noted he did not need a response.

Co- Chair MacKi nnon remarked that AGDC had asserted that M.
Joe Dubler [vice president and chief financial officer,
AGDC] woul d cast the vote on its behalf on Decenber 4. She
wondered if it was a fair assunption. M. Tsafos replied
that the state's seat on the AKLNG Managenent Comm ttee was
held by AGDC, its enployee M. Dubler sat on the conmttee
and was responsible for voting. He recalled M. Dubler's
testinmony that his vote was directed by the board of AGDC.

12:17: 56 PM

Co- Chair MacKi nnon shared that the |egislature was awaiting
a blueprint on how the adm nistration viewed the structure
of the project noving forward. She asked if it was fair to
say that if ExxonMobil, BP, or ConocoPhillips were wlling
to sell the state's gas that the legislature should be
highly interested in why the producers believed selling the
gas would be a good thing to do at the current point in the
project. M. Tsafos agreed.

Senator Bishop believed M. Tsafos had stated that if the
producers were wlling to sell that the state probably
shoul d not buy at this tine. M. Tsafos agreed.

Senat or Bi shop asked for verification that M. Tsafos had
sold gas before. M. Tsafos answered that he had hel ped
conpani es conduct due diligence to sell gas. He had not
personal | y bought or sold gas.

Senator Bishop remarked that the presenters had provided
clarity on how long it took to conduct due diligence on a

purchase sales agreenent. He queried the nunber of
individuals needed to execute and conduct thorough due
diligence. M. Tsafos replied that the question was

difficult to answer precisely. He stated that the work

Senat e Fi nance Comm ttee 35 10/ 31/15 10:08 A M



would not all be full-tine; there could be four or five
people doing the economics and comrerci al aspects.
Additionally, |lawers were needed. He relayed that it was
not a "one man" job, but it was not a 20 or 30 people job
either. There were itens that would probably not be done
under the current situation such as conducting political
ri sk anal yses because the itens were known. He believed it
could take 5 to 10 people.

Senator Bishop wondered if that response was based on per
participant. M. Mayer replied that the nunbers put forward
by M. Tsafos assuned a high |evel of  preexisting
understanding of all of the commercial parameters of the
transaction. Particularly, about what the cost to bring the
gas to market actually was. He noted that the information
was not currently known.

12: 21: 53 PM

Co- Chair MacKi nnon thanked the presenters. She referred to
a question she had asked at a press conference the day
before related to the governor's assertion that SB 138 had
some fundanental flaws. She addressed a response she had
received from M. Darwin Peterson dated Cctober 31, 2015
(copy on file):

Dear Senator MacKi nnon,

In response to the question you posed to nme in Senate
Fi nance during the hearing on Cctober 30th, | offer
the foll owi ng response:

When the Governor stated that SB 138 was fundanentally
flawed, he was speaking primarily about the issue of
project certainty. He has spoken many tines about the
need for adequate provisions to ensure a partner who
withdraws from the project will still commit the gas
they control...

Co-Chair MacKinnon noted that the letter continued on to
say that the governor's admnistrative team was conplying
with the constraints that SB 138 had provided in statute.
She appreciated the quick response. She noted that the
Senate Finance Conmttee was still in search of further
information on the state's end goal and what it was trying
to acconplish outside of the transaction to purchase
TransCanada and approve the work plan.
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Co-Chair MacKinnon made a correction for the record. She
expl ai ned that she had received comments the previous day
that she thought were from M. Butt regarding "bunps in the
road" at a Palmer hearing. She relayed that the coments
had actually been nade by Dave Van Tuyl with BP

12:24: 06 PM
AT EASE

12:25:46 PM
RECONVENED

Co-Chair Kelly MOVED to ADOPT the commttee substitute for
SB 3001 Work Draft 29-GS3812\P (Martin, 10/31/15).

Co- Chair MacKi nnon OBJECTED for di scussi on.

LAURA Pl ERRE, STAFF, SENATOR ANNA MACKI NNON, expl ai ned the
sectional analysis (copy on file):

Sec. 1
Legi sl ative |Intent

(a) that the supplenental appropriations for the
Departnents  of Law, Nat ur al Resour ces, and
Revenue be accounted for separately

(b) that the admnistration carry out the
TransCanada interest acquisition in an expedited
manner

Ms. Pierre elaborated that the goal was to have the
transfer made prior to Decenber 4, 2015. She continued to
read the sectional analysis:

Sec. 2

Suppl enental appropriation request for the Departnent
of Law for $10,100,000 for outside |egal counsel
contracts and internal agency costs

Sec. 3

Suppl enental appropriation request for the Departnent

of Natural Resources for $2,126,000 for nmarketing,
contractual services, and personal services
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Sec. 4

Suppl enent al appropriation request for the Departnent
of Revenue for $1,381,000 for personal services and
travel and contractual services

Ms. Pierre detailed that the anpbunts were the sane as the
anount presented by Pat Pitney, Director, Ofice of
Managenent and Budget, O fice of the Governor. She read the
remai nder of the sectional analysis:

Sec. 5
Fund Capitalization

(a) $68,455,000 is appropriated from the Cenera
Fund to the Alaska Liquefied Natural Gas (AK LNG
Project Fund to acquire the interest currently
hel d by TransCanada Al aska Devel opnent |nc.

(b) $75,600,000 is appropriated from the Cenera
Fund to the Alaska Liquefied Natural Gas Project
Fund for the state’'s share of Prelimnary Front-
End Engineering and Design (Pre-FEED) work for
t he AK LNG Proj ect

(c) Statutory desi gnat ed program receipts
received for reinbursenent for costs of field
work from the AK LNG Project Fund are
appropriated to the AK LNG Project Fund

(d) Statutory desi gnat ed program receipts
received for reinbursement for costs of field
work from the In-State Natural Gas Pipeline Fund
are appropriated to the In-State Natural Gas
Pi pel i ne Fund

Sec. 6

Lapse of Appropriations

The appropriations nade in Section 5 do not |apse

Sec. 7

Retroactivity
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|f sections 2-5 take effect after Novenber 15, 2015,
sections 2-5 are retroactive to Novenber 15, 2015

Sec. 8 Contingency

The appropriation made in section 5 (b) for Pre-FEED
work, 1is contingent on adoption of a work plan and
budget for the AK LNG Project by Decenmber 31, 2015

Sec. 9 Immedi ate effective date

Co- Chair MacKi nnon W THDREW her OBJECTI ON. There being NO
further OBJECTION, Work Draft 29- GS3812\ P was ADOPTED.

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

#
ADJ OQURNIVENT
12: 30: 39 PM

The neeting was adjourned at 12:30 p. m
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