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3:29:51 PM

CHAIR CATHY GESSEL called the Senate Resources Standing
Commttee neeting to order at 3:29 p.m Present at the call to
order were Senators Costello and Chair G essel.

3:30:12 PM
SENATOR W ELECHOWSEKI j oi ned the conmitt ee.

Update on the Status of AKLNG Project by Legislative Consultants
Enal ytica

3:30: 23 PM

CHAIR d ESSEL announced the continuation of the AKLNG Project
update by enalytica starting with confidentiality.

3:30: 57 PM
SENATOR M CCI CHE joined the commttee.

CHAIR G ESSEL said yesterday she learned of a wunion entity
called the Confidential Enployees' Association; it is conprised
of folks that manage payroll information and their average
salaries are around $55,000 a year. It is one of the wunion
entities that the state negotiates with. She then wel coned Janak
Mayer and N kos Tsaf os.

3:31:21 PM

JANAK MAYER, Par t ner, Enal yti ca, consul tants for t he
Legi sl ature, introduced hinsel f."

Nl KOS  TSAFGCS, Part ner, Enal yti ca, consul tants for t he
Legi sl ature, recapped that a major distinction between

confidentiality during a negotiation and confidentiality of the
agreenents at the end of a negotiation and he wanted to talk
about both issues. But, he said the first and nost crucial
guestion for the legislature to answer is how nuch information
it needs to pull the trigger.

He said LNG projects generate tons of information: a sales and
purchase agreement can be anywhere from 50-100 pages and the
state may have three or four of those, an engineering
procurenent and construction contract could be about 1300-1500
pages, and |oan agreenents could be 10s or 100s of pages. Most

conpanies will be happy to nake a lot of information avail able
publically but sone wll be kept private especially around
pri ci ng.
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For an anal ogy, they | ooked at the Norwegi an Snohvit LNG Project
to see what kind of information the Parlianent needed to give
approval to it. He couldn't find any nention of the precise
pricing that Snohvit LNG was selling the gas for, but there was
an estimate of how nuch noney it was going to nmake, the
sensitivity of how nuch noney it was going to nake under
different scenarios, and the expected rate of return to the
state. Two state-owned conpanies were involved and Norway used
di fferent ways of regulating and nonitoring them

3:34:31 PM
SENATOR COGHI LL joi ned the conmitt ee.

MR. TSAFCS said the sooner |legislators know what information
they need and get it, the easier it wll be to give the green
light to authorize the $6-15 billion that might be required to
fund its part of the project, and the admnistration needs to
know t hat these agreenments will becone public at sone point.

MS. TSAFCS said the second broad question he woul d ask speaks to
process and the end result: are you willing to give up sone
flexibility for having nore transparency? For exanple, Cheniere
Energy that is developing an LNG project in the Lower 48, is the
only conpany that has taken final investnment decision (FID) on
an LNG project where a nenber of the public can access every
single LNG contract that they signed. There are sone specific
reasons for that, which is that they were selling in the Lower
48 and it was a new pricing system and they wanted people to
buy into the pricing system so they had to be a little bit nore
t ransparent .

3:37: 20 PM

On process, the idea in SB 138 is that the admnistration
negoti ates, but the legislature has the ability to provide input
to nake sure the adm nistration doesn't negotiate sonething that
has no hope of passing the legislature, and that this happens
both in public nmeetings as well as executive sessions. But
really at the end of the day, SB 138 said any agreenent that is
in effect for nore than two years it has to be reviewed by the
| egi sl ature.

That process seens to have a lot of nerit, but it forces the
adm nistration to negotiate on the front page of the newspaper

which also makes it very difficult, because there is no ability
to sort of trade and achieve the State's objectives over a range
of issues. It's worth nmaking sure that those agreenents when
they cone back to the legislature are going to be 100 percent
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available to the public or not. He explained that a contract
could be fully available except for the price and sone sensitive
cl auses, which can be gotten in other ways.

3:40: 01 PM

SENATOR COSTELLO said that several conmmssioners wll be
involved in negotiating a contract and asked if they choose not
to sign a confidentiality agreenment (CA) would that put them at
a di sadvant age.

MR. MAYER answered that depends on a lot of different variables;
one should distinguish between their role and any CA they sign
and the CAs individual legislators have with the admnistration
to enable them to share things with legislators that may not
necessarily be about conpany proprietary information but about
the State's negotiating position. The admnistration needs to
work out the details of wunderstanding how nmuch of the final
information they need to nmake a decision can be obtai ned without
that. There is no single answer. He personally would want to
have the best information available to himto make a deci sion.

3:42: 30 PM
SENATOR d ESSEL recogni zed Representative Kreiss-Tonkins in the
audi ence.

MR. MAYER remarked on the tight tinmeframe that was set out |ast
year and that there is a lot of work particularly for the
adm nistration to do over the next 12 nonths.

He said the AKLNG Project goes through three big stage-gated
phases that lead up to eventual construction in the mddle of
the next decade: pre-front end engineering and design (pre-

FEED) , front end engi neeri ng and desi gn ( FEED), and
construction. Pre-FEED is where all of the detailed conceptual
work of what the project wll Jlook like is done from an
engi neering, technical, financial, and comercial perspective

(defining the exact route of the pipeline, defining all of the
different technol ogies that would be involved in everything from
the gas treatnent plant (GIP) and processing to conpression
stations on the pipeline to the liquefaction project itself, and

details about where things will be sourced fron), starting to
much nore narrowWy define what the project |ooks |ike, and going
from the initial estimate of $45-65 billion to a nuch nore

tightly bound estimate based on everything specified.

When that process is conpleted, one eventually reaches a stage
gate where all the partners need to sit down, look at all the
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work that has been done and decide on whether or not to nove on
to the next stage of spending noney and refining the project (a
nore detailed specification of every last flange and valve and
equi pnent conponent of the entire project that ends up wth
pages of precise docunentation, blueprints, and all the rest) to
be the basis for what is put out to bid for engineering,
procurenent, and construction. Eventually, all of that work is
conpleted and it's tine for a Final Investnent Decision (FID to
be made on the project. Then there is another four or five years
of construction before the project cones on l|line. During the
entire process, countless other activities need to be going on
hand- i n- hand.

MR. MAYER explained that during the pre-FEED stage, for
instance, all of the parties including quite likely the State of
Al aska (SOA) will be looking at marketing their share of the gas
from the project. That starts out wth high level initial
neetings - getting participants in the nmarket aware of the
project and interested - and eventually signing high-Ievel non-
bi ndi ng agreenents, Menoranda of Understand (M), and Heads of
Agreenent (HOA) to spell out what a potential future binding gas
pur chase agreenent m ght | ook |iKke.

3:47:52 PM
SENATOR STEDMVAN j oi ned the conmmttee.

MR. MAYER said the FEED process is about steadily signing nore
binding HOAs and eventually signing sale and purchase
agreenents. By and large, by the time the FID is nade, a good 70
percent to fully all of the gas for the project fromall of the

partners is likely to be contracted through firm sale and
pur chase agreenents, because part of reaching FID is lining up
the financing that is enabled by those binding, |ong-term
contracts to sell the gas. That said, there nay be a small

tranche of unsold LNG and possible during the construction phase
t here woul d be additional negotiations for additional buyers.

On the financing front a lot is to be determ ned about how
financing for all the different partners works, each of them
i ndividually or together through sone form of joint venture. The
state needs to grapple with some specific questions on the
financing front over the next 12 nonths.

Once FID has been taken and during the construction phase,
further financing will be brought on, because the risk profile
of the project falls and financing becones cheaper. He expl ai ned
that some tranches of financing are ordinarily signed during the
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construction phase because it would be cheaper to do so than at
FID and it's not required for FID. Once the project is itself on
line, there may be refinancing of earlier tranches of debt or
other parts of the capital structure that could be nade cheaper
ei ther because of changes in market conditions or because the
project is nowon |line and therefore substantially de-risked.

He said the project's ownership and structure will likely change
nunmerous tines during the next decade. Any nunber of conparable
projects in the world are very different at various points
before it actually cones on line.

3:52: 00 PM

Roughly a half billion dollars needs to be spent during the pre-
FEED stage and $1.5-2 nmillion nore for FEED;, eventually at FID
is when the real noney is conmtted. The state's share, wth
TransCanada involved is about $50 million for its share of 25
percent of a liquefaction project for the overall project to
reach pre-FEED, then around $200 million nore for FEED, and
dependi ng on TransCanada's involvenent, the state mght want its
own share of 25 percent in the gas treatnment and pipeline and
then will be on the hook for substantially nore.

3:54: 39 PM

The agenda for the next 12-18 nonths is anbitious and daunting
to get to FID decision on tine and invol ves:

-Technical: Driving down costs, route, |ocation, etc.

- Conmrer ci al : Donestic  gas, off-take and bal anci ng, LNG
di sposition, financing

-Organi zational : Joint-venture agreenents, |ease nodifications
-Fiscal: Formof fiscal stabilization, property tax

- Regul at ory: Progress towards export approval and FERC
permtting process

3:56: 56 PM

On the commercial front the state will need to negotiate a | ot
of agreenents on donestic gas, off-take and balancing, LNG
di sposition, and financing - all of which have inplications for
the legislature that my need to think about sone of those
sooner rather than |later.

For instance, it wll have to think about how |arge projects
like this inpact the narket for donmestic gas, about market
structure and regulation for a donestic gas market when this
mega project is part of it, and about how the project
participates in the donestic gas market. The questions are:
whose obligation it is to provide gas to the donestic market
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how much, and will it cone out of the state's share of the gas
or be nore broadly borne by all of the partners in the project.

MR. MAYER said if the state can reach a point where it's
confortable with a range of things that need to conme together
for it to take its royalty and tax entitlenent as gas, the
structure would be one where the state had roughly 25 percent of
the equity in the entire project and took 25 percent of the gas.
The basic idea here is that each partner has a neasure of the
gas and is contributing their share of the costs and each being
able to operate for many purposes alnost independently of each
ot her.

3:58:46 PM
SENATOR STEDMAN asked if there had been sone change in the
rel ationship with TransCanada since |ast April.

MR. MAYER answered no; the state signed a nenorandum of
understanding (MAU) wth TransCanada to hold the state's 25
percent share in the pipeline and gas treatnent plant while the
state retains its full 25 percent of the I|iquefaction project.
At the nonent this nmeans when it conmes to cash calls for the
actual work being done, the relevant part of the $125 mllion in
total for the state's full 25 percent in everything is being
funded by TransCanada and they are contributing all of their
technical capability into that process.

SENATOR STEDVMAN said he was under the inpression that it would
be very difficult to totally buy out TransCanada, but he wanted
to know if the State has the option to conpletely take them out
of the picture if it wants.

MR. MAYER answered that the state had not yet signed a firm
transportation services agreenent (FTSA) with TransCanada; at
sonme point that agreenment will be negotiated and finalized and
either approved or not. If the state wants to go ahead wth
this, the firm transportation services agreenent is signed and
at that point a conpletely binding commtnent will have been
made w th TransCanada under which they wll operate through
FEED, construction, and eventual operation the state's share in
the GIP and the pipeline, and receive a tariff from the state
for its share of gas in return. Until that firm transportation
services agreenent is signed there isn't t hat bi ndi ng
commi t ment .

If the firm TSA is signed, the state has a right to exercise an
option to buy back in at 40 percent of TransCanada's overall
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share. So, the state would continue to have sone of both capita
calls to contribute to that share of the project and the share
of revenues that conme fromit. So, two separate decisions have
to occur at the same tine: one being, does the state wish to
continue with that structure by signing the firm transportation
services agreenent and the other being if it does, does it want
TransCanada to bear the full 25 percent or does it want to buy
back in and reinburse TransCanada for costs associated with 40
percent of that 25 percent share of the two conponents.

4:03: 37 PM

For the state to reach the point of deciding whether to take its
royalty and its tax entitlenment as gas a lot of things have to
cone together: whether the risks can be adequately mnmanaged
through a range of proposed contracts. One of the agreenents
that is going to be crucial to understanding whether the risks
are managed or not wll be the off-take and bal anci ng agreenent.
The reason is that under this proposed structure, everyone has
an equal share of the gas and the pipe, but the one thing that
isn't the sane anong all players is the up-stream conponent. The
state would not have a share of the up-stream it would sinply
have a share of the gas through its royalty and tax entitl enent.
It would not be an operator of either field.

MR. MAYER recapped that there are four different high-Ievel
partners: two are operators, a third partner is an equity owner
in both projects, and then the state that has an entitlenent to
the gas but does not have either a working interest ownership or
operatorship. To the extent that inplicit in taking royalty and
tax in kind is incurring a bunch of obligations to other counter
parties, in particular, counter parties that the state has
signed a firm binding purchasing agreenent with binds them to
purchasing given quantities of LNG but also binds the state to
nmeeting certain requirenents in terns of the amount of LNG it
can deliver and the schedule for doing so. The state needs to
make sure it can neet those obligations given a w de range of
circunstances that could occur on the up-stream if there are
outages, what it nmeans in terns of a financial perspective and
its obligations with other parties, if there is a failure of one
field or one part of a field to deliver.

Part of what needs to be understood by the tine that decision is
made is how disposition of the state's gas is going to work. A
wi de range of things could be done: SB 138 tal ks about as part
of a royalty in kind decision being made the producers needing
to show that they are willing to sell the state's gas on terns
as advant ageous as they receive.
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4:06: 53 PM

Anot her option is seeking expressions of interest by putting out
a tender to mmjor producers and to other mmjor players who wll
buy the state's share of gas in total, or in fact starting up
and mounting its own LNG marketing operation and contracting
directly with buyers in Asia. Decisions about how those things
could work need to be made and how those possible conmtnents
work in wth off-take and balancing agreenents need to be
under st ood before deciding to take royalty in kind.

MR. MAYER stated that a range of decisions about financing and
how the state nmeets its equity share need to be nmade. One of the
crucial things to understand is going to be what the state's
financial capacity is to do all this. There is a w de range of
ways the state could neet that commtnent both in terns of
equity (recurrent revenues, Permanent Fund (PF) distributions,
| everagi ng the assets of the PF and other assets of the state)
and debt.

He said these things will beconme very inportant for both the
adm nistration and the legislature to consider sooner than one
m ght think, because at the nonment under the agreenents signed
| ast year, the state has to cone back with a firmtransportation
services agreenent with TransCanada and the question of whether
it exercises its option in the pipeline and GIP portion of the
project by COctober 2015. Signhing the agreenent with TransCanada
inplies the state is saying it has nolecules to transport

through a pipeline, which requires knowing if it wll take
royalty in value or in kind. The state should know how it wll
raise its equity and how nuch it will cost and how that wll

conpare to TransCanada's involvenent and the cost of financing
involved in paying a tariff instead of to TransCanada.

4:10: 44 PM

TransCanada brings a lot of benefits to the table: their
technical expertise and the possibility of them being the
operator of the GIP and the pipeline as an expansion-m nded
party whose interests may in nmany cases align better with the
state than the other producers. They also conme to the table with
a certain cost interns of the tariff they would charge.

SENATOR STEDVAN asked himto explain the deadline in the fall.
MR. MAYER answered that that tineline is prefaced on target

dates for going from pre-FEED to FEED, and the fact that
TransCanada as a partner is also contributing enornous resources
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of its own, the financial aspect of which would be reinbursed if
the state didn't proceed, but a lot of nmanagenent tinme and
effort and other things that for the noment it's wlling to
commt to this project on the good faith that the state is
interested in them being involved in the full project further
down the |ine.

But at sone point, the state has to make the firm comm tnment so
that TransCanada can continue wth that security or not. The
stage gate between pre-FEED and FEED is quite reasonably the
point at which that is set. He didn't know if that date could be
extended, but then the whole tinmeline for the rest of the
project would be pushed out, as well as requiring further good
faith from TransCanada that they can keep contributing to this
project without the FTSA that they really need at some point.

4:13:41 PM
SENATOR W ELECHOWSKI asked if |egislators needed to consider any
fundanment al changes since SB 138 was passed.

MR. TSAFOS answered "not yet." But this project wll be very

difficult to do in today's commodity environnent. If it really
takes $50-60 billion to bring on the North Sl ope to the market,
it's not clear that changing the structure will make the project

nore economc. So, the ultimte question is whether or not the
commodity environnment persists and if so, that would pose a rea
chal l enge to the project.

SENATOR W ELECHOABKI asked if people woul d know by Cct ober.

MR. MAYER noted the changes in the commodity price environnment
in just the last five years and told them to bear in mnd that
this project won't cone on line wuntil 2024 in the best
ci rcunst ances.

4:16: 30 PM

MR. MAYER said on the organizational front, there nust be sone
joint-venture governance agreenents (a Heads of Agreenent (HQOA))
through the FEED stage and point of Final Investnent Decision
(FID), how FID is reached, and what can be decided through a
majority of the shareholders and what requires agreenent from
everyone. As part of reaching a royalty in kind determ nation
about there will need to be a series of decisions for the DNR
conmmi ssioner to make about |ease nodifications (specific terns
and net profit share leases that need to be converted to a
single gross anbunt to work with the idea of royalty in kind).
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Finally, a substanti al agr eenent on t he guestion of
stabilization will need to be |ooked at and what is needed to
take an eventual FID on this project in terns of guaranteeing
stability of fiscal ternms over whatever period of time is
required to have sufficient certainty to make the FID

MR. MAYER said there will be certain barriers that come wth
being a partner, because the State of Al aska has particular
constitutional requirenents to not be bound by future

| egi slatures, etc. A nunber of possible strategies could be
exam ned that could both provide the certainty the project needs
and neet those requirenents, sone may ultimately need to be
tested through the judicial process.

The state also needs to agree on how property tax for the
project wll be treated. He and N kos had attended neetings of
the Municipal Advisory Goup Board in Anchorage to |ook at the
guestion of what alternate structures for property tax m ght be
considered given that the way it is structured now puts quite a
strong economc burden on the project by having a Ilot of
potential liabilities up front that then taper further down. A
possibility is paynent in lieu of taxation; it has to be
something that woul d generate enough revenues for t he
municipalities and the state and that is transparent and
predi ctable for everyone involved. Sone progress has been nade
on that, but nuch nore work needs to be done.

4:20: 27 PM

At the same time that all of those things are going on, the
permtting process is under way in terns of export approval
t hrough the Departnment of Energy and the broader Federal Energy
Regul atory Commi ssion (FERC) permtting process that will help
identify and quantify inpacts to comunities.

4:21:12 PM
MR. TSAFOS said he would talk about two things in particular
that are presented in nore detail in tw papers he nmade

available to the commttee: one is on LNG marketing and the
second is on donestic gas. Starting with LNG marketing, he said
one of the major novelties of the project is that SB 138 raises
the possibility of the state taking possession of the gas and
selling it. Slide 4 showed sanples of seven or eight projects
and expl ai ned several broad issues:

-How nuch conpanies pre-sell before taking FID -

usually 70 percent or nore (for the 16 mllion tons in
the AKLNG Project, that would nean about 12 or 13
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mllion tons), but often it goes up to 100 percent
that are usually exclusively long-term contracts of 20

years;
-Counter-parties - how nany buyers each project has
(an average of 2.9 buyers ranging from1l to 6); price
exposure - sone of the US. projects are linked to
Henry Hub).

4.23:20 PM

SENATOR W ELECHOWSKI said the project has four parties who wll
all be | ooking for buyers and asked if that will be a problem

MR. TSAFOS answered no, because he looks at it as volunme not
nunber of players. If the AKLNG Project has contracts scattered
over a two or three-year period, the 16-18 mllion tons of that
project overall can be absorbed by the market. And the fact that
each conpany is going to be conpeting for the sane buyers wll
create some tension, but nothing the conpanies have not
experienced in the past.

-Contract size - there are contracts of 1 mllion tons
and contracts of 4-plus mllion tons. Alaska has a
gquarter of the project so it will be selling 4.5 tons.

It may find one buyer or three or four.

SENATOR W ELECHOMSKI asked how many million cubic feet day
(mcf/d) 1 ton equal s.

MR. TSAFCS answered that 1 ton per annum equals 132 ntf/d.

4:26: 35 PM

MR. TSAFOS explained that the other conplication is that the
anount of gas going in is different than the anmount of gas that
comes out, because of |osses. So, sonetinmes these nunbers are
not exact. Utimately, a quarter of the project nmeans selling
t he equi val ent of 500 ntf/d.

-Transfer point: this a way of asking who does the
shi pping. There is no real trend, so the state could
find counter parties to do that or the buyer could
arrange the shi pping.

-About a third of the buyers had equity in the
project. This either neans that a project devel oper
sold gas thenselves or a buyer for the gas wanted a
pi ece of the project.
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H's take-away is with the exception that a lot of the gas wll
probably be pre-sold, everything else is up for grabs; the state
could sign one big contract or lots of little ones. The strategy
could be tailored to the state's interest.

4:29: 01 PM
Four core principles for tailoring contracts to Al aska:

1. Focus on performance over tine: This nmeans in signing a 20-
year deal, one nust take the |long-term approach as opposed to
any given day.

2. Focus on risk not the highest price: Wy? Because the highest
price today is not the highest price tonorrow. It fluctuates.
And a lot of tinmes one won't know what the highest price is
because you won't be able to find it.

3. Don't outsource your risk profile: think about the partners
wanting to take risk the state doesn't want to take with its
money. ExxonMobil has exposure the state doesn't have. It they
sell the state's gas, the state is adopting ExxonMbil's risk
tolerance. The first question for the state to ask should be
what do | want? And then judge whether what the conpanies offer
suit it.

4. Build in-house expertise. The LNG narket is highly fragnented
and marketing expertise in gas nakes a difference. The best way
to understand the state's risk profile and be able to manage it
is to have people that know how to do it. An autopilot approach
will not serve the state's interest over the long term For
exanple, the state m ght want stability of revenue and there are
many ways to do that. It needs sophisticated people to do that.

4:35:21 PM

In closing the market conversation, M. Tsafos said the state
has so many levers to get what it wants. On the question of
volatility, Alaska should think about getting a certain anount
of nmoney to cover debt the sanme way one designs an investnent
portfolio with a confortable risk profile.

4:37:19 PM

MR, TSAFOS continued to the issue of donestic gas saying that
Al aska's numnber-one priority is getting energy to Al askans, but
how does getting this project affect the |local market he asked

Does allowi ng LNG exports raise prices? People in the Lower 48
have struggled with that and people in Queensland, Australia
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have seen a lot of LNG developnent and rising prices because
| ess gas is avail abl e.

He said there are two ways to look at this and instead of using
a nmurky nodel, he |ooked for a real case where sonmeone went
t hrough the same thing and figured out what happened to them He
pi cked Western Australia, a developed country that is easy to
relate to, which started exporting gas in 1989. It has five LNG
trains at the Northwest Shelf with a capacity about the sanme as
the AKLNG Project. They also have a new project of about 4
mllion tons. It exports a little over 20 mllion tons, not
dissimlar to the AKLNG Project's vol une.

4:39:49 PM
What Western Australia | earned over 20 years:

1. He was surprised to find (economc text books teach
otherwise) that, in fact, there is really no set |ink between
export and donestic prices. Partly because of signing different
contracts and part of it has to do with the Australian dollar
that really changes prices for exports.

2. Just because LNG exports are possible doesn't nmean that every
conpany wants to export.

3. Western Australia's reservation policy is to secure 15
percent of the gas for the local market. But in an effort to
secure enough gas for the local market, they crashed the price,
and because Northwest Shell signed such a big conmmtnent to nmake
sure everyone in Wstern Australia had gas no one wanted to
expl ore, because there was no market.

4. Clearly having a reservation policy makes a difference to the
donmestic market. It makes people pay attention, but market
forces are still at work.

5. Policy and advance planning is no substitute for close
oversight and diligent regul ation.

4:44: 32 PM

SENATOR M CCI CHE asked him to explain how putting gas on the
gl obal market can potentially increase the cost of donestic gas
and eventually restrict supply.

MR, TSAFCS went to slide 8 and used Cook Inlet as a good exanple

of the fact that donestic prices and export prices don't
automatically correlate. There was a tine when the price was
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linked to oil and a tine it was not, so what really matters is
t hi nking about the market forces in this environment. If you
consune 70 ncf/d and al so export, there nust be a demand for 90
ncf/d, and in theory, the nore demand the higher cost of gas to
nmeet it, the theory being the cheaper gas is already being
devel oped and the nore gas you need the nore expensive it is to
get .

Departnent of Energy studies in the Lower 48 conclude that
adding demand is the first nove, but then it pushes up the
price. The question is what to do then. If there is a well-
functioning market with conpetition, one thinks regulation and
supply should respond to that. The ultinmate goal is not to think
about donestic and export markets, but to think about making
sure there is enough that market forces will work in the |oca
mar ket given the fact that you can export.

MR. TSAFCS said there are a nunber of policy options to do that
and Cook Inlet is a good exanple that shows one can still have
af fordabl e gas even though Japan is paying a |lot nore. It shows
that what really matters is local market forces; it also shows
that just because exports are available doesn't nean that
conpanies like Hilcorp are going to step in to supply gas to the
| ocal markets.

They liked the Wstern Australia exanple, because it spoke to a
| ot of the experiences and chall enges that Al aska faces. This is
a 25-year endeavor and it wll require a lot of nonitoring and
thinking through and a lot of tweaking. Wat works in the
beginning of a project my not work 10 or 15 years down the
line. There wll be the tenptation to step back and figure
everything out for the long term and if that is done, he would
like to help them think through sone of the unintended
consequences. One of the biggest things to cone up is what
happens to Cook Inlet suppliers if a ton of gas is brought down
fromthe north possibly at a cheaper price.

4:50: 59 PM

MR. TSAFCS concluded that he didn't want to say nuch nore on
domestic gas, but both the marketing the donmestic gas have
papers associated with them and the intention was to start a
conversation on these issues at the |legislative |evel.

4:51:45 PM

MR. MAYER next discussed various financing options open to the
state for its share of the GIP and pipeline. If the state were
to go it alone wthout TransCanada, what its cost of capita
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under a range of different circunstances mght be and how that
conpares to the tariff inplied in such an agreenment and how
those different costs stack up against the other benefits that
come with having TransCanada in the mx. Getting to an educated
decision on that requires a lot of analysis on understanding
what the state's capacity for financing the capital requirenment
iS.

Key questions for Alaska to answer are what mx of debt and
equity it will use for the project and will the debt be specific
to the AKLNG project itself wi thout recourse to the cash flows
or assets of the parent conpany, because that is the only
recourse the debt holders have. Two things becone very
inportant: one, that is a big driver for the fact that so much
of LNG that is sold in the world is sold on a 20-odd year
contract, because it's those contracts and the bankability and
credit ratings of the counter parties to those contracts that
ultimately determne a big part of the price of the debt
i nvolved. And because of those things, frequently that debt is
nore expensive than debt a triple-A rated sovereign mght incur
with debt financing that wultimately has recourse to them
Nonet hel ess, it is a way of providing financing that has nuch
less if any inpact directly on the bal ance sheet, credit rating,
etc. of either a parent conpany or the State of Al aska.

4:56: 54 PM

SENATOR MCCICHE said that confidentiality and executive
sessions are covered in AS 44.62.310 that covers financial
information, things that could prejudice the reputation or
character of any person, and nedical issues. He related that
when he was a small town mayor they would go into executive
sessions for certain things but it was never abused and was only
used where it was applicable under Alaska |law. For his exanple
he wused the tinme when Fred Myer was going to expand its
pharmacy in Soldotna and didn't want to tip off other
conpetitors that could conme into town. Confidentiality has its
pl ace, he said, and it should never be abused; this project's
financing is much nore inpactful than a Fred Meyer in Sol dot na.

CHAI R G ESSEL t hanked t he presenters.
4:59: 38 PM

CHAI R G ESSEL adjourned the Senate Resources Committee neeting
at 4:59 p.m
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