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CHAIR CATHY G ESSEL called the joint neeting of the Senate and
House Resources Standing Commttees to order at 1:05 p.m
Present at the call to order were Senators Coghill, M cciche,
von Inmhof, and Chair Gessel, and Representatives Parish,
Tal eri co, Westl ake, and Co-Chair Tarr.

CO- CHAI R GERAN TARR i ntroduced t he House nenbers.

ALASKA LNG PROQIECT UPDATE

1: 08: 30 PM

CHAI R G ESSEL announced the neeting as the required update on
the Alaska Liquified Natural Gas (AKLNG Project. The AKLNG
project was constituted three years ago with two objectives:
nonetize natural gas resources on the North Slope and bring
natural gas to Alaska citizens. Many nenbers present today were
part of a lengthy process of passing Senate Bill 138 by a vote
of 52 to 8. It had trenmendous support. Since the State of Al aska
was investing significant public funds into the AKLNG project
and was one of several partners in a $45 to $65 billion venture,
the legislature felt the public should know how its noney was
being managed. A provision requires a quarterly legislative
public update. Since the passage of SB 138, there have been five
joint interimupdates.

1:09: 49 PM

CHAIR G ESSEL |isted the dates and |ocations of those updates,
including an infanpbus neeting in Palnmer that |asted six hours
The resource conmittees have also held updates during the
| egi sl ative sessions. At each hearing, she said, she would be
rem nded of changes that occurred in personnel, direction, and
scope and framework of the project. She said there have been
substantial changes fromthe original vision of the |egislature.
The AKLNG project has frequently changed to sonmething quite
different. The nmany reasons include the global drop in prices,
phi | osophi cal differences, and personality differences. Al askans
have tal ked about a gasline project for generations, she added,
and public noney is continuing to be spent toward that goal. She
bel i eves that about $700 million has been spent so far, and she
has heard people say that the gas pipeline is too big to fail
so Al aska nust conplete the project.

1:11: 47 PM

CHAIR G ESSEL said the purpose of this hearing is to |earn how
close the project is to the stated goal of nonetizing the gas to
the benefit of the treasury and getting affordable gas to
citizens. She asked if Representative Tarr had openi ng comments.
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1:12: 31 PM

CO- CHAIR TARR recogni zed nenbers who are on line. The House
Resources Conmittee received a brief update on AKLNG at the end
of the last session, and she is looking forward to information
on two announcenents from last summer: the IRS private letter
ruling and a solicitation of interest.

[ Audio mssing: 1:13:25 to 1:14: 30]

1:14: 37 PM

CHAIR G ESSEL explained that the nmenbers on line will not be
able to speak due to technical difficulties, and she told them
they could text questions. She noted that all docunents are
avai l able online through the legislative website. She said the
speakers include Dave Cruz, Frank Richards, and Lieza WI cox.

PRESENTATI ON_ ON_AKLNG

1:17:44 PM

DAVE CRUZ, Board Chair, Al aska Gasline Devel opnent Corporation
(AGDC), Anchorage, said the board is conposed of five Al askan
CEGs and two conmi ssioners of Governor Wl ker's admnistration
Four of the CEGCs are actively engaged in major business portions
of Alaska. One is retired, and tw are affiliated with the
pi peline i ndustry, one with fi nance, one wth heavy
construction, and one is affiliated with labor. "This is the
best board since |'ve been on," he stated. The board is nanaged
responsi bly and actively engaged. Menbers participate in the
board neetings as well as in varying comrittees. The comm ttees
cover technical, gover nance, communi cat i on, and commercia
i ssues, he added. It is a very, very active board.

1:19: 28 PM

MR. CRUZ said AGDC stepped up and took |eadership of the AKLNG
project in January of this year and began marketing the project
in Asian nmarkets. "W have conme a long way in a short tine." The
president, Keith Meyer, is now in Asia marketing our gas, and he
has been | eading the charge and doing as the board has directed
to work tirelessly to get a customer and financing. The board
t hought it was crucial for himto remain in Asia to work on that
m ssion. He said he appreciates the |egislative support to the
AGDC this year. He has committed that the board will advance the

AKLNG project, and it has. "I would Iike to highlight the issues
of negative comments and headlines that are inpacting our
marketing efforts.” He said the world is watching, and every

| ocal news story places a great challenge when the team has to

JT. S/H RES COW TTEES -4- Oct ober 16, 2017



first defend the project against the negative coments. "I
respectfully ask for your consideration when talking to the
media,"” he requested. Today, the commttee wll hear the
successes of regulatory, financial, and comrercial efforts. The
board is very engaged with President Meyer and the team at ACDC
and he expects the commttee to find the progress satisfactory.

1:22:15 PM

CHAIR G ESSEL said she and Senator von |nmhof have a question
about the financials. Looking over the presentation, she doesn’t
see a lot of nunbers, yet the update in February 2016 had a very
detailed report. In that same neeting, AKLNG created breakout
codes with the Legislative Finance Division as it nmade transfers
of noney from appropriated noney. "We're no |onger getting those
kinds of reports,” she said. Senator Von |nhof asked for the
nunbers.

SENATOR NATASHA VON | MHOF said she net with certain AGC staff
on Friday regarding AGDC s financial position for its mssion

over the next 12 to 24 nonths. "There was a little bit of
dancing around that,"” she stated. Over the weekend, she saw the
GeFONSI account activity with about $16.8 million in one account
and $53.7 mllion in the second account. This is public

information. The other report she |ooked at was the conponent
detail report, and, being on the finance commttee, she |ooks at
it on a regular basis for many departnments. The report for AGDC
in Decenber 2016 shows a breakdown of travel, conpensation, and
ot her expenses, and for every departnent there is simlar
detail. "I think our concern ...does AGDC have the nobney to carry
out its mssion in the next 18 to 24 nonths, and what is the
burn rate, and where's the noney actually going?" She said AGDC
received tax-exenpt status as a public entity, and that 1is
wonderful, but it neans that AGDC nust publicly report its
expenses.

1:26: 00 PM

MR. CRUZ said, "That is provided nonthly to the board, and we
openly have that at our board neetings.” There are normally 11
board neetings a year, and that is "where we neasure that and
keep track of it." He did not nean to belittle the legislature
in not providing that. It is readily available at the board
meetings. He said Frank [Richards] will go into detail.

SENATOR VON | MHOF said, outside of the visual presentation, she
is assumng there will be an addendum

MR. CRUZ said Frank will go into it now
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1:27:52 PM

CO CHAIR TARR ask about M. Cruz saying the board is the best,
and since he has been involved from the start, she asked why
this group of people are best positioned to nove things forward.

MR. CRUZ said he whole-heartedly agrees with what Chair G essel
said earlier. He has been involved since its inception and has
never been involved in a project with as many "tw sts, turns,
ups, downs, spin cycle, neetings, and what have you. W stood a
corporation up for the state from nothing." The AGC was
organi zed under one pipeline project, the Alaska Stand Al one
Pipeline Project (ASAP), and was handed the responsibility of
AKLNG, and it continued to nove both projects forward. Not
favoring one over the other, it has tried to nonetize Al aska's
gas resources, he said. It has been a challenge. The positives
i nclude the |eadership today. "From |looking at this project and
how many iterations of a pipeline for the state of Al aska, |
would say, if we ever had a possibility, the sun and the noon
and the stars have aligned to try and get closure on this, and
so we are actively, actively working on it."

MR. CRUZ said that sonetinmes he talks to his wife using certain
acronynms about the project, and with others, he has different
acronynms. But when the president of China canme to Al aska, he
didn't come to look at beluga whales, he cane to neet wth
Al aska, direct from nmeeting the President of the United States
in Florida where he discussed trade inbal ances. This project has
the potential to help balance that. "This is big tine," he said.
It is starting to change. The gasline summt in @G rdwood
i ncluded neeting with the end-users, and that's the first. Never
has anyone brought up an actual customer to take the gas, he
noted. President Xi left his secretary of state to neet wth
AGDC, which is very inportant for Al aska. There would not be an
oil pipeline today if it wasn't for Vice President Spiro Agnew s
one vote in the US. Senate. "W're in direct marketing," he
said. "We're no longer relying on trying to take a conpany in

Al aska or an international conmpany and tell them 'Well, we'll
help you with your permts. W're really behind you. W hope you
can put sonmething together.'" This is the first tine Al askans

are engaging directly with the end user, he explained. He said
it is phenonenal, and he has had the personal opportunity to
neet potential custonmers. He went to the North Slope with them
and they went up on a phase-2, which neans "you can only see 30
feet instead of a little bit further than that." Wat it showed
the custoners, he said, is a machine that runs every day, and
that is inmportant for reliability. For him he said, those are
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very nmuch successes, and AGDC has done all this since January
2017. He said he totally agrees with Senator G essel, "and if
it's 750, it's 750." The only way to get that back, he said, is
to follow through and build something. The board of directors
first met at the Dena'ina Center in 2013, and each nenber was
asked their vision, and they all said they were there to build a
project, not study it. "W are here to build a project ... and
that is our mantra."

1:33: 30 PM

SENATOR DONALD OLSON said people like himwho are in the private
sector get very concerned about the conment that the project has
come too far to pull the plug. He would like to hear that that
mental ity does not prevail, which could get the state in a worse
situation that it is now

MR. CRUZ said he didn't nmake that comment. "I just want to nake
sure I'mnot in trouble.”

1:34:19 PM

SENATOR PETER MCCICHE said M. Cruz spoke about negative
cooments from the legislature. He said the legislature has a
constitutional job description to be the appropriators, so it
has the responsibility to nake sure that the state is headed in
the right direction. He knows that M. Cruz did not say "too big
to fail," but the legislature's job is to make sure that's not
the case. For those willing to invest in this project, the check
and balance is a selling point. He said that's inportant to
remenber. He asked if AGC is going to request additional
appropriations for fiscal year 2019.

1:35:41 PM

MR. CRUZ said that determ nation hasn't been made yet. He thinks
"it's going to result in are we able to deliver a gas custoner
for AGDC." He said he did not single the legislature out in his
earlier comment. He hears negative coments on the public nedia.
About three years ago, the head of Exxon made a statenent, "and
| want everybody to think about what |I'm saying."” Wen the head
of Exxon was asked about the gasline project, he said Al askans
are their own worst enenmy. M. Cruz said he bristled at that.
How can anyone from Texas say that? However, being the chair, he
shares a lot of that sentinent. Alaska can't stand success, he
said, but |look at what has been done in the last ten nonths. He
t hanked the committee for its support, "but this is not the tine
when we tal k about declining revenue and incone taxes when we're
sitting on the largest known reserves in North Anmerica of
natural gas, and all it needs is a pipeline to get it down

JT. S/H RES COW TTEES -7- Oct ober 16, 2017



here." He stated that he asks a |ot of people what Al aska does
better than anyone else. He said his whole career has dealt wth
energy exploration and production in Al aska, and the one thing
the state does better than anyone else is energy export. This is
just the next phase of energy export. It will have a road up one
side of it. It wll never be built |ike TAPS [Trans Al askan
Pi peline Services] was, he said, it has a |lot of positives, and
that's what keeps him positive.

CO- CHAIR TARR noted that Representative Justin Parrish asked if
the discussions of a state fiscal plan, or that |lack of a fiscal
pl an, has any inpact on the project.

1:39:28 PM

MR. CRUZ said the project will either succeed or fail based on
its nerits. There is a global gas price that it nust neet.
Certain returns are expected fromthis project.

1:39: 59 PM

SENATOR ANNA NMACKINNON said Cruz |Industries has put a |lot
Al askans to work. She thanked M. Cruz for his efforts. The
appreci ation may not seem as nuch as she wants it to be. "I just
hope you will accept the entire legislative body's well w shes
and thanks for your service." She explained that she had to ask
hard questions because of phone calls from constituents. They
are asking to support the project and to ask hard questions. She
hears from people who are concerned about "the burn rate of the
cash that Alaska's going through.” She asked what price wll
Al askans receive for the resource? She acknow edged that the
cost of the project nmust be known first? The only value that is
being negotiated is the bottom line. If Al aska is successful
with the IRS ruling, which she has questions on, there is going
to be an amount that Alaska is wlling to accept for the
resource, and "l've never heard what that is." She keeps hearing
that after 20 years, the state will have mllions of dollars or
nore, but what is our bottom line? She asked for the actual
nunbers from M. Cruz, which can be addressed inside an
executive session.

MR CRUZ replied it's a labor of passion. Another thing, he
said, this is the crossroads. There is a declining gas resource
in Cook Inlet. Depending on what custonmers sign up under the
Letters of Intent (LOs) and the volume, Al aska could see a 90-
year supply of known reserves to the State of Al aska. Wat ot her
state has a 90-year known reserve? He said Alaska has been on
di esel for about 100 years. That is another benefit to the
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state. "We'Il get into the nunbers. Ms. WIcox has a very good
presentation.”

CO CHAIR TARR said Representative Dean Westl| ake asked what the
costs of not doing anything now She said he may be referring to
the costs of not noving forward.

MR. CRUZ said, speaking explicitly of the market w ndow, there
has to be an LNG custonmer to make it work for Al askans by 2025.
If it cannot be done now, "we probably better put this on the

waiting list, and the legislature of 2037 can look at this
again." It is cyclic, and it has long-term contracts. He said
every Alaskan is part of this corporation. "W do not waste

people's tinme. W use our noney in the nost expeditious manner
that we possibly can.” The board has given president Myer one
task: get us a gas custoner. There are two good projects that
are not technically challenged. He said it is a conpetitive
project, but to do nothing, the project should be considered in
2037.

CO CHAI R TARR said she understood that there was not going to be
a request fromthe FY19 budget, and M. Cruz was not clear.

MR. CRUZ said that is correct.

At ease
1:47: 39 to 1:48: 44

FRANK RI CHARDS, Senior Vice Chair, Al aska Gasline Devel opnent
Cor porati on, Anchorage, said he spoke wth Senator von Inmhof and
she requested sone financial information, but the presentation
was done, and he could not insert it. He said he brought the
information with him and it is presented nonthly to the board.
He can share the financials with everyone.

SENATOR VON | VMHOF said she would like a nonthly or quarterly
report of expenses, a sinple pro forma, including the FERC
[ Federal Energy Regul atory Comm ssion] costs, which is a pretty
significant hurdle.

CHAI R G ESSEL asked about the personnel and travel expenses.
MR. RICHARDS said the nost recent report has information both on
an operating budget |evel by personnel, travel, capital, as well

as contractual, simlar to what the legislature receives from
the state in the 100 through 400 accounts. It also provides
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information on the spend rate on the capital side, which is the
noney spent for FERC regulatory issues and commercial expenses.
In the August neeting, the report showed they had spent around
$22 mllion for both the operating and capital expenditures for
AGDC, he added.

CHAI R G ESSEL asked the tinme of that expenditure.

MR RICHARDS told the commttee that the expenditures are
identified by calendar year, because the board authorized "for
our 18-nonth future |ook out, and that was where they provided
us with authorization for expenditure to cover not only our
operating expenses but also the mmjor capital expenses."” So,
that was the 18 nonths "we were reporting to." The $22 nmillion
was for calendar year 2017, so that would have been January
through August, wth a projection of August expenditures.
Senator von |Inmhof asked about a burn rate. For the past few
nonths, it has averaged about $3 mnmllion per nonth, and
sonetines nore. The board gave authorization to spend $6 to $6.5
mllion per nonth, but AGDC has taken the board' s direction to
work smartly, judiciously, and tirelessly and has "not gone out,
as we had identified,” to bring in a |large engineering,
procurenent, and construction contractor (EPC) to help assist us
in advancing the technical and regulatory. "W've kept that in-
house, " he said.

1:54:12 PM

SENATOR VON | MHOF asked about Novenber 1 and forward. Regarding
FERC, will there be nore pressure on the finances? How is the
FERC process? She said she believes that AGC is |ooking to hire
a finance person and asked how that w Il inpact managenent of
“the run rate going forward."

MR RICHARDS said he hopes FERC is ready to start its

envi ronnmental inpact statenent; AGDC has spent the last five
nmont hs answering hundreds of questions for the environnental
review, and he hopes that is now done. The burn rate now will be

from continued interactions with FERC on the regulatory issues,
but nmaybe not as nmuch on the engineering. He hopes those
expenses wll decline. He said M. WIcox wll discuss the
i nvest ment banker and the projections for that.

SENATOR VON | MHOF asked if the January conponent detail report

will be wupdated, because the last one she has was released
Decenber 2016.

JT. S/H RES COW TTEES - 10- Oct ober 16, 2017



MR. RICHARDS said the report from the Ofice of Mnagenent and
Budget will have that, but AGDC also provides it on a nonthly
basis to its board.

1:56:41 PM
SENATOR G ESSEL asked M. Richards to repeat the expenses.

MR. RICHARDS said the $6.5 mllion per nonth is the burn rate
the board had authorized ADGC to spend, and it is actually
spendi ng about $3 mllion per nonth.

CHAIR G ESSEL said that when Al aska was one of four partners,
she heard that in pre-FEED [front end engi neering design], usual
expenditures were $10 million per year. In the FEED stage, it is
$10 mllion per nmonth, and when the project is being built, it
will be $10 million per day. What phase is this project in?

MR. RICHARDS said AGDC is in regulatory permtting advancenent.
The pre-FEED work concluded at the end of 2016.

CHAIR G ESSEL said that sounds |like a new stage-gated approach

She said she is looking at how the project was configured when
the state had corporate partners. It was using a very prescribed
stage-gated approach and was executed very carefully. As she
| ooks at what she was given in February 2016, she is concerned
that $98 mllion was spent in 2015 during pre-FEED. She appl auds
AGDC for being frugal, yet, "I hope we're doing a really carefu

job and we've considered all the contingencies and we have the
right people in place and we're not budgeting for a project that
could really sink the state financially."

1:59: 26 PM

MR. RICHARDS explained that when the chairman took over, ACDC
was followng the stage-gate process for the ASAP, and AGDC
adhered to that, "and we followed that through with the AKLNG
project as well."” In 2017, AGDC needed to sonewhat de-risk the
project, so it advanced the environnmental permtting stage. He
said ADGC has been focusing on that for the |ast nine nonths, so
it could apply to FERC for the Section 3 license and address the
issues raised by FERC. They knew that advancing to FEED was
going to be an extrenely expensive endeavor. The cost 1is
estimated at $1 to $1.5 billion, based on the work by its
partners. "W did not have the noney to do that," so the best
way to advance it was to de-risk it by addressing the regulatory
issues in Alaska. "As we all know, everyone |oves Al aska and we
want to meke sure its protected.” At the sane tine, AGDC is
pushing through with the commercial and financial discussions
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with potential partners and investors. By attracting custoners
and investors, the project can go to the next stage gate.

CHAIR G ESSEL said that the legislature took a course on nega-
projects in 2012, and the course outlined appropriate steps for
such projects. It is raising concerns if AGXC is not follow ng
best practices. She asked to see a tineline like what Steve
Butt, the previous project manager on the AKLNG project used to
provide for the previous project. For the next neeting, she
wants to see where the project is, what is being wrked on, as
wel |l as the expected burn rate.

2:02: 30 PM
COCHAIR TARR asked on behalf of Representative Talerico's
office whether the detailed financial information is publicly

avai | abl e on the AGDC website.
MR. RICHARDS said the information is at ww. agdc. us.
CHAIR G ESSEL said she will also link it to this neeting.

SENATOR MACKI NNON noted that M. [Larry] Persily sends updates
about what is happening around the world on LNG and other
hydrocarbon projects. She said that Japan just went into a
uni que agreenent for purchasing that allows them to go to the
spot nmarket, and they don't actually have to land all their
shi prments. It has already been said today that Al aska is |ooking
for a buyer, and it needs long-term contracts. She added that
| egi sl ators have been through a nega-project course multiple
times to tell them what they should be Ilooking for. Their
financial consultants have told them the risks and rewards of
owni ng the project, but "we are shifting right now in the gl oba
market with such supply on the water that the contracts are
changing." She said she is not sure if there are 25 and 30-year
contracts, and she asked M. Richards if he is following the
changes in the contracts.

MR. RICHARDS said he also receives the emails from M. Persily,
but what she is likely referring to is that these contracts
allow [the buyers] to sell the resource to another buyer. Those
are new activities that buyers are entering into, and Ms. W] cox
w Il talk about contracting strategies.

SENATOR MACKI NNON said she greatly appreciates M. Richards'
service. Both he and M. Persily are former federal coordinators
of gas transportation projects. "W do have an excellent
resource avail able.”
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2:05: 55 PM

SENATOR M CCI CHE said he respects M. Richards expertise, but he
would like to talk about the deadline to pull the plug, which
has passed. He asked him to explain why the |egislature should
remai n behind the schedule. He said a lot of fol ks expect things
to happen in a certain tineline for pre-Feed plus, FEED light,
or whatever current stage-gate. He said to explain why Al askans
shoul d remai n behind the project despite the date change.

MR. RICHARDS answered that the deadline Senator Mcciche is
referring to mght be from what the governor said about a year
ago for needing an activity by Septenber 2017. At the AGDC
| evel, the project has advanced to marketing in Asia in the nine
months that is has taken on the project. He said, "CQur
activities and the responses we are getting have been positive."
Positive is relative, he noted, but fromwthin his organization
and from the board's direction, they have been told to proceed.
The board finds enough significant activity and positive
response, and they support AGDC going forward with the project.

2:08:45 PM

MR. RICHARDS noted that Rosetta Alcantra, another AGDC vice
presi dent who focuses on external affairs, is here. Referring to
slide 3 of his presentation, he said he wll speak to the
activity and achi evenments of the last nine nonths, which is when
the state took sole responsibility for the project. There have
been several significant federal actions and a positive response
fromthe adm nistration in Washington DC. In review, the Section
3 application is required by FERC to construct an LNG project.
FAST-41 stands for Fixing Anerica's Surface Act of 2015, Title
41, which is a mechanism for major projects to be recogni zed at
the federal Ievel, he explained, and special permts are
required through PHVSA, the Pipeline Hazardous Materials Safety
Adm nistration. He said he will give an overview of sone of the
gui delines com ng out through the Council on Environment Quality
and the new organization <called the Federal Permtting
| mprovenent Steering Committee. He said he will also cover a
designation in the Yukon River Basin by the Environnental
Protection Agency called ARN, Aquatic Resource of National
| mportance, and how that woul d i npact the project.

2:12: 02 PM

MR. RICHARDS turned to slide 4, which shows three six-and-a-
hal f-foot stacks of binders with 60,000 pages of information
provided to FERC. It was submitted in April and was accepted as
a conplete application. He said FERCs two roles are to advance
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the environnmental review process and to assure the safety and
security of the project. Wth the application, AGXC had to ask
for an initiation of the environnmental process and to start the
safety and security part. Section 3 is normally for just an LNG
pl ant and not necessarily a plant, an 800-mle pipeline, a gas
treatment plant, and a pipeline to Pt. Thonson. The pipeline has
been thoroughly studied on nunerous occasions, and he hopes that
FERC will push it forward. The issue was getting the application
conplete and accepted by FERC. The partners had pre-filed
various editions of the resource report, and AGC had to
assenble it for the application. At the sane tinme, FERC and
ot her agencies were asking for continued information, so in
January it had to work rapidly. Detailed questions are still
comng from FERC, and ADGC is still addressing the issues. Many
of the questions have been answered before.

CHAIR G ESSEL asked if the project will fall to the end of the
line if deadlines are m ssed.

MR. RICHARDS said he will discuss that along with actions that
the federal adm nistration has put in place.

MR. RICHARDS referred to slide 5, which shows a map of the
pipeline route from Pt. Thonson to Prudhoe Bay wth a gas
treatnment plant, and then the 800-mle pipeline to N kiski with
a liquefaction plant. The pipeline parallels the oil pipeline
for the first 400 mles. There were previous projects, including
the Alaska Natural Gas Transportation System in 1976, with an
EIS [environnental inpact statenment] conducted by the US
Departnment of Interior. It would have gone through Canada to the
Lower 48. After that, there was the Trans Al askan Gas System
[ TAGS] that proposed to termnate in Valdez. That EIS was
conpleted by the Arnmy Corps of Engineers and the Bureau of Land
Managenment in 1988. "Another thoroughly studied environnental
process by the federal agencies."”

2:17:54 PM

MR RICHARDS said, nost recently, at the behest of the
| egislature, "we at AGDC have nearly conpleted the ASAP project,
whi ch runs from Prudhoe Bay down to Pt. MKenzie across the Cook
Inlet, which again parallels the sane route as the Al aska LNG
project." He said AGDC will have a conplete environnental i npact
statenent by Decenber of this year. Again, it's the same route
as the Alaska LNG project. The route has been studied, the sane
environnental review has been undertaken by nunerous federal
agencies that are also working with AKLNG and FERC, so the EIS
may be accel erat ed.
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CHAIR G ESSEL noted that it is crossing a lot of waterways.
There is a ballot initiative related to sal non, and she asked if
it would have an inpact on the project.

MR. RICHARDS said the project crosses about 430 waterways, soO
AGDC will go through the process that it is required to with the
State of Alaska and in Title 17, and it will nake sure to conply
wth state laws. He said he assunmes that the existing process
woul d suffice for this project. He turned to slide 6 and said
there are many federal authorizations needed. He enunerated the
maj or federal permts and authorizations, including safety
standards, Section 404 of the Clean Water Act permts to protect
wet | ands, right-of-way |eases for crossing federal |ands that
are nostly north of the Yukon River, and incidental harassnment
authorizations for protected species from National Mar i ne
Fisheries. The activity is all going on concurrently wth what
nmust be provided to FERC, he explained. The nornmal tineline for
FERC is 18 nonths, so the goal is to accelerate that schedule
due to the work done on previous projects.

MR. RICHARDS said slide 7 depicts nost federal, state, and | ocal
authorities to deal with during construction.

2:22:57 PM

MR RICHARDS said slide 8 refers to Fixing Anerica' s Surface
Transportation (FAST) Act of 2015, which is the reauthorization
of the federal highway bill. It authorizes state transportation
departments to receive federal dollars. There was a provision
called Title 41 allowing for mmjor projects—ever $200 mllion—+to
be elevated to an expedited arena of review. Oiginally, AGC
did not apply but decided to in August and was accepted within
two weeks. He said that the AKLNG project is now ensured good
communi cation and coordination, which wll provide nore
accountability with the federal agencies. It also neans that the
agencies nust commt to a schedule, and any slippage of that
schedul e nust be reported to Congress. He said he is hoping that
AGDC will have all the federal authorization schedul es by next
week. "That's a great thing," he stated. He said he net with the
[ FAST-41  Federal Permitting | nprovenent St eeri ng] Counci |
executive director and identified the previous efforts that have
been done for Alaska projects. He asked to help |everage the
work of FERC to reduce duplication and inprove efficiency and
tinmeliness. He was assured of that. He said, to be accepted
under the FAST Act, the council and FERC had to determ ne
whet her AGDC was technically capable of conpleting the project,
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and they determined that in very short order, and he took that
as positive.

2:26: 28 PM
COCHAIR TARR noted that Representative MIllet asked which
termnal is being marketed, Valdez or N kiski.

MR. RICHARDS said it is proceeding with Nikiski

COCHAIR TARR said that Representative Parish asked for the
nunber of fish-bearing waterways that will be crossed.

MR. RICHARDS said about 433 waterways will be crossed, but he
will later provide a list of fish-bearing waters. He turned to
slide 9, an overview of PHMSA special permts. The AGX is
asking for consideration of the |large expanses that are
uni nhabited in Al aska by obtaining waivers for certain pipeline
regul ations. Regulations are set to keep people safe from
pi peline breaks and explosions, and they involve block valves
and crack arrestors. Wiivers are requested to reduce costs, so
the pipeline can have fewer block valves. Engineering analyses
show that the spacing can be increased w thout reducing safety.
The regulations are all based on the nunber of inhabitants and
habi table dwellings. He said he is also asking PHVSA to consi der
strain-based design, the ability to design pipe that wll
wi thstand ground novenents for frost heaves and ground
settlenment, particularly in areas of discontinuous permafrost.
This is new for a |and-based pipeline, but PHVSBA allows for
strai n-based design on offshore pipes all the tine. It would
allow the pipe to withstand novenent greater than 5 percent
strain. [He later corrected hinself and said it was 0.5 percent
strain.] Another issue is sufficient containnent in case of a
| eak on the pipe leading to the loading berths on the trestle.
New technol ogy called pipe-in-pipe has been used, "and we feel
we can use it as a mmjor cost savings."

2:30: 27 PM
CHAI R G ESSEL asked the di aneter of the pipe.

MR. RICHARDS said it will be a 42-inch pipe.

CHAIR GESSEL asked if AGC is testing only one dianeter
regardl ess of how nany trains are construct ed.

MR. RICHARDS said the design is 42 inches, but a 48-inch pipe

was tested. The ASAP project considered a 36-inch pipe. "W have
a very good repository of pipeline data," he stated.
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SENATOR M CCICHE said he won't torture him on the technical
aspects, but what are the cost savings on the block valves,
coating, and pipe-in-pipe? They will reduce costs significantly,
he stated. He asked about the probability of success. He is
unaware of a US pipe-in-pipe approval, and, unfortunately, being
in renote and different geography |ike Alaska isn't accounted
for by federal regulators..

MR. RICHARDS said, "W feel very good after our discussions with
PHVSA" on the probability of waivers on mainline block valve and
crack arrester spacing after explaining the project's safety
procedures. The external coatings, fusion-based epoxy coating
versus three |ayers of polyethylene, wll be a heavier lift,
because PHMSA has not had that experience in the US, but
pi pelines around the world use pol yethyl ene, including pipelines
constructed el sewhere by Al aska producers. It's all about trying
to prevent cathodic corrosion, and he doesn’'t know the
probability. The pipe-on-pipe is a technology that he feels is
warranted and has been used, but not in the US. He said AGDC
will contend that it will meet the safety requirenents; it's al
about spill contai nment, he expl ai ned.

SENATOR M CCI CHE asked for the estimted cost savings.

MR. RICHARDS said it is in the tens of mllions if not a hundred
mllion dollars or nore.

2: 35:46 PM

MR. RICHARDS said slide 10 reviews "establishing discipline and
accountability in the environnental review and permtting
process for infrastructure.” The goals are to identify where
there is repetition and inefficiencies in the permtting
process. It is an attenpt to condense environnental reviews and
authorizations to two years, have accountability, and "elimnate
redundancy and prevent duplication.” He said ADGC has identified
duplications, and he would |like AKLNG to be the poster child to
nmeet the guidelines. He said he has had good conversations wth
the Council on Environnment Quality and hopes the council wll
enact the guidelines quickly.

MR. RICHARDS stated that the Departnents of Interior and
Agriculture can designate energy corridors across federal | ands,
whi ch may expedite the project. In August, Region 10 of the EPA
sent a letter to the Arny Corps of Engineers designating the
waters of the Yukon River Basin as an area of national
significance. This is simlar to a designation of the Tanana
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Ri ver around a significant bridge crossing, the N qgliqg chnannel,
and the CD-5 developnent on the North Slope. It elevates any
activities that would inpact waters, including wetlands. The EPA

protects wetlands, but wetlands will be filled for the work pad
along the pipeline. The Arnmy Corps of Engineers is authorizing
this fill, which concerns the EPA. He said AGC asked the

governor to <chine in, and he sent a letter to the EPA
adm nistrator. M. R chards is hoping that Region 10 wll be
directed on howit would |ike to see the process noving forward.
He said an Alaskan may be running Region 10 soon and nay
"alleviate this issue."

CHAIR G ESSEL referenced slide 10 and asked if the pipeline
crosses Native corporation | and where there m ght be objections.

MR. RICHARDS said the corridor crosses state, federal, Native
and other private |and. The Departnent of Natural Resources
(DNR) granted AGDC a right-of-way on state lands. Currently,
AGC is applying for the federal corridor, and it wll begin
negotiating with private | andowners.

2:42: 41 PM

MR. RICHARDS turned to slide 12 and said AGDC staff have been in
Washi ngton DC discussing federal issues and keeping Al aska's
Congressi onal delegation informed. There is a provision in the
Senate energy bill asking for relief from Title 11 of ANLCA
(Alaska National Interest Lands Conservation Act) for running

the pipeline through Denali National Park. The specific section
of the act has an onerous burden of requiring a presidential
override to agency objections, which is a very high bar, he
said. He is looking at the 2004 Al aska Natural Gas Pipeline Act

(ANGPA), because it contained |oan guarantees of $18 billion,
and AGDC is working on AKLNG to qualify for that assistance. He
said the admnistration is supporting this project, including

fromthe Departnents of Commerce and the Interior.

MR. RICHARDS turned to slide 13 and said he is proud of the team
he | eads. There is an active board and tried-and-true Al askans
who nanage the project and its team of consultants. The
timelines are being net, he said, and AGC is using the people
who hel ped develop the AKLNG project for the ExxonMobil-Ied
team He noted other entities ADGC is working with. He turned to
slide 14, listing the next steps. He noted the FAST-41 schedul e,
nonduplication of federal efforts, working with comercial folks
to align the project conmponents, and developing a contracting
strategy that offers the best rate to custoners to keep it
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econonically achievable. That is the conclusion of the technical
and regul atory update, he said.

2:48: 59 PM
CO- CHAIR TARR said Representative Saddler asked the turnover
rate of AGDC personnel over the |last three years.

MR. RICHARDS said the former president, the late Dan Fauske
left at the end of 2015. Three vice presidents left in 2016
Some administrative staff noved on. On the contracting side,
where nost work is done, people nove on when contracts are
conpl et e.

CO CHAIR TARR said Representative Parish asked what would cause
the board to recomend the term nation of the project.

MR, CRUZ said the deciding factor would be lack of a custoner.
Referring to the previous question, he said the core technica
teamis the sane as day-one. He said he has enjoyed working with
them and it is a very small circle.

SENATOR MACKI NNON said the |egislature was told that October was
the deadline for getting a custoner, and after that, "we would
cease and desist."

MR CRUZ said the board has always used Decenber 31. The
adm nistration had a different date. A firm take-or-pay contract
will not happen in 2017. The board is seeking a solid LO
(letter of intent) by that tine. The gas marketing fol ks have
said that if an Asian entity firns up a deal wth a Menorandum
of Understanding (MOU) and wth a Iletter of intent—those
entities do not break letters of intent—and that is what the
board is looking for. It wll take time beyond that to get the
contract.

SENATOR MACKINNON said there have been nultiple letters of
intent without follow through. Maybe there are different Kkinds
that are nore contractual. She noted that when the pipeline
headed towards the Lower 48, it had expressions of interest, and
she asked if an LO is nore of a contract.

MR CRUZ said yes. From the end user, the utilities, it is a
solid process and they very nuch are serious when they issue
those type of letters, he stated. One of the Asian utilities
AGDC is talking to is in China and is state-owned. They have a
mllion enployees and 300 million customers. "Qur project is a
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drop in the bucket for themto contract with us for a long-term
gas supply.” He said that is unbelievable volune for a market.

2:56: 43 PM
SENATOR VON | MHOF asked if the LO would have a price nunber
i ke eight or nine dollars.

MR CRUZ said yes, "W are expecting capacity.” That wll
dictate how nuch they are wlling to take and the price they
will take. Alaska must be conpetitive; it is an international
commodity. "Qur gas is no better than soneone else's, other than
we're a lot closer, and that's one of the big, big plusses.” The
other thing is the I RS exenpti on.

2:58: 28 PM

SENATOR VON | VHOF said, "What we saw in the end of 2017, let's
hope that it holds true in 2025." She referred to flexibility
and if the buyer can back out. Is there flexibility with the
eight dollars in terns of contractual rigidness? Slide 18 shows
a projected demand, she noted. How can Al aska respond to the
mar ket changes? "WII there be, in this LO, or are you actively
| ooking to negoti ate sone type of out by the buyer in 2025?"

2:59: 31 PM

MR CRUZ said not that he is aware of. "W are not wanting
sonmebody who wants to go to the dance and then when it's tine to
go to the dance, she doesn't want to go with us."

2:59: 59 PM

SENATOR M CCICHE said he thinks he will wait for M. WIcox's
di scussion, because there sounds like there mght be a m dpoint
between a firm gas sales agreenent and a LO. He is unaware of
bi nding LO s.

3:00: 18 PM
CHAI R G ESSEL said slide 15 begins the comercial update.

3:00: 31 PM

LI EZA WLCOX, Vice President, Comrercial and Econom cs, Al aska
Gasl i ne Devel opnent Corporation, Anchorage, addressed slide 16
that provided an overview of her presentation.

3:02:35 PM

M5. WLCOX said slide 17 speaks to balancing three conpeting
objectives. One is clearing the LNG market in the Asia-Pacific.
Clearing the market on one day does not nmean that is where it
will stay, she clarified, so what she really nmeans is clearing
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the long-term market starting in the md-2020s. "That's where
every LNG project, at the nonent, that is in developnment, is
trying to conpete." Another objective is acceptable pricing for
debt and equity nmarkets, which nmeans getting the debt at a |evel
where the project can conpete and getting the equity at the
projected levels. In other words, she said, "Can we get equity
investors interested with the level of commtnent this project
has to receive the rate of return that we've projected?" The
third objective is for an acceptable netback. Sonme of the
revenue to the state will be the upstream netback, royalties in-
value or royalties in-kind. It also neans acceptable netback to
the North Sl ope producers.

3:04:40 PM

SENATOR MACKI NNON asked for nore information on what constitutes
an acceptable netback. Miltiple times, the governor has said
havi ng noney 30 years after paying back debt is unacceptable. If
that is the only return, it is unacceptable to her. It is a huge
investnment, she said, but she wll hold off if it wll be
covered | ater.

3:05:49 PM
M5. WLCOX said she wll address the netback, but it is not
AGDC s decision to determne if it is acceptable. It wll

provide the information for the state to make that deci sion.

3:06: 06 PM

SENATOR MACKI NNON said this has been an evading answer by the
adm nistration. The legislature has been trying to determ ne
what the governor believes is acceptable, and she and the people
of Alaska are worried if the governor can make a conmtnent
wi thout asking the legislature. She said, "W did that, so we
woul d have a project that was viable and could produce |ong-term
revenue for our state as well as affordable energy." She added
that the concern is increasing, because a penny is not
acceptable, and she is not included in that discussion. "That is
why you hear Chairman Cruz sort of probing and poking all the
time, because you're in the boardroom and we are outside of the
boardroom for the nobst part when you go into executive session
to tal k about some of this." It is a huge issue.

3:07:27 PM

M5. WLCOX noted that the netback wll be addressed shortly.
Addressing slide 18, she said it has been shown to various
| egislative commttees, so it is a review, but she has an update
for 2017. The slide shows Ilong-term contracts for LNG from
several nmonths ago, and AGDC has not spent much effort updating
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it, because not nany new contracts have been made. But in the
short term Asia has a bit of an over-sold market, and that is
why flexibility clauses are inportant to Asian buyers. It is
from a record upswing in the LNG nmarkets when the prices were
hi gh. Every analyst she has heard from expects the market to
rebal ance in the md-2020s. There are not many projects that
have taken the plunge to commt to that rebal ance, she said,
meani ng not many projects have achieve FID [final investnent
deci sion] since 2015. At the sanme tine, 2017 saw record growth
in the trade of LNG Bloonberg expects the global trade to
exceed 280 mllion tons per annum It was about 245 tpa in 2016,
and that is the highest increase since 2011. She said about 5.7
mllion tons per year of long-term LNG comitnents were made in
the first half of the year, which is the |owest since 2010. "So,
you see the market increase in use of LNG with new projects
comng in and with prices being low, but not a lot of new
projects being sanctioned. Part of the urgency is due to the
| ong-term devel opnent for this project, and Al aska should be on
the front end of that next wave to get the contracts. That is
why, she stated, they are working so hard on the letters of
i ntent.

3:10: 43 PM

SENATOR JOHN COGHI LL said this is predicated on the market "that
we're looking for." He has read that the market using |long-term
contracts are going nore into short-term contracts in 2025. He
asked if Al aska has to be nore ninble.

3:11:19 PM

M5. WLCOX said the flexibility of new projects will be limted
by financing. It is a question of how flexible the banks wll
be, and so far, they have not shown a great degree of that
flexibility, which nmeans that any project that is constructed
will need a portion of it to be debt, and debt needs to cone
with long-term commtnents. The spot market is between 15 and 20
percent of the total LNG trade, and it is expected to rise to 25
or 30 percent. Sone estimate it to be higher in the early to
m d- 2020s. There is no question that spot sales and short-term
sales will be a larger part of the market, she said, but it
won't be the entire market.

3:12: 23 PM

SENATOR COGHI LL stated the "two biggies" are Australia and the
@Qulf Coast. The @ilf Coast has a lower debt, and by the tine
this w ndow shows up, Australia will probably be paid off. Does
that inpact the financing and the nmarket? "Since we're taking a
shot at a window, | want to know what our chances are."
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3:12:59 PM

M5. WLCOX said the Gulf Coast started producing LNG a coupl e of
years ago, and many are still in developnment, so they wll
likely still have debt by 2025. About half of the Glf Coast
pricing is dependent on Henry Hub, and she believes a smaller
percent of the pricing for Alaska LNG can be dependent on a
commodity, and that is one of Al aska's conpetitive advantages.

3:13:56 PM

SENATOR MACKI NNON said sonme projects have utilities as part of
ownership, and she asked if there is a limt on end-user percent
of ownership as far as debt.

3:14:20 PM
M5. WLCOX asked if Senator MacKi nnon neant equity.

SENATOR MACKI NNON said she nmeans equity, "but then |'m | ooking
at our debt per se after that to actually finance the project."”
There could be an upstream ownership, a pipeline ownership, an
LNG ownership, or a transportation ownership in the same project
but with different rates of return and risks. Are we |ooking at
capping a percentage of ownership? Is it wde open where an
outside organi zation could have significant ownership interest
in the project?

3:15: 21 PM

M5. WLCOX said there is a balance between mniml ownership
with no control of the project and nmaxi mum ownership with a | ot
of financial risk or perceived risk. The goal is to present the
options and tradeoffs. Utimately, the state makes that risk
choice. By owning the project, the state could receive |long-term
stable returns. From the cashflow projections, that can be a
foundation of the inconme to the state, she explained. The inconme
fromthe upstream may be nore volatile, but smaller, because the
state only has the royalty plus tax conpared to the entire
project. The state will have to make that choice.

3:17: 03 PM

SENATOR MACKINNON said a legislative analyst showed projects
with a 5 percent utility kind of ownership, or naybe a few
percentages beyond that. She expressed concern about selling
|arger shares to wutility owners. Uilities want in the
di scussi on, because they want to know the finances associated
with these projects. So, they buy small shares to "cone inside
the tent and hear the information.” If they buy |arger shares,
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they are nore likely to start dictating terns to benefit
t hensel ves and not the state.

3:18: 07 PM

SENATOR VON | MHOF said slide 18 is the crux of the whole deal,
and it should be her first slide. It is the periodic gut-check.
It is wildly talked about that Al aska gas is very expensive and
not conpetitive. She said she was |ooking at the International

Gas Union, and there are 15 projects just in Canada that wll be
comng out in 2020. Two, Gassy Point LNG and Discovery LNG
will conme out between 2021 and 2014. Both |ook exactly Iike

AKLNG in ternms of capacity and target narket, she said. She
asked how Al aska gas conpares and what their costs are and their
debt. "If you're going to build sonething you want to know
exactly who your conpetitors are and how you fare," she stated.
Is Alaska still conmpetitive?

3:20: 22 PM

M5. WLCOX said that is a good transition to the next slide. She
will talk about Al aska LNG conpetitiveness with at |east one set
of projects that are the nobst active at conferences and in the
mar kets, "and that is the projects in the US Gulf." She said
those projects have had the sane uplifting atnosphere as AKLNG
with the US trade policy wanting to export nore LNG They are
trying to take advantage of that, but they are structured
differently, and their conpetitive drivers are different. The
Qul f Coast cost structure for selling LNG to Asia breaks into
thirds: a third is infrastructure cost, a third is shipping, and
a third is the price of Henry Hub, because those projects
generally don't produce their own gas—they buy gas in the Lower
48. The shale gas revolution has allowed them to enjoy |ow
pricing. Cheniere is the conpany that started exporting LNG
first, and there are many projects that are in devel opnent, and
they all rely on the relatively low cost of Henry Hub natural
gas and the relatively |Iow cost of putting a project together in
the Gulf states.

M5. WLCOX said the chart shows the Henry Hub costs in yellow,
expressed in 2018 dollars, based on the Energy Information
Adm nistration (EIA) forecast for 2025. The Iow and nedium
forecasts are generally what AGDC |ooks at. The range is $8 to
$10, which is the range of what a Henry Hub-based LNG project
m ght present to the nmarket for a long-term contract, because
they don't know what they wll buy the gas for in 2025. Gas
purchases don't go out that far, because it is a |iquid market,
she explained, so they have to depend on the nmarket to stay
where it's at now to really be conpetitive in Asia. Spot price
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for LNG hovered at $5 or $6, and now it is $8.50 because of the
increase in the use of LNG

3:24: 03 PM

M5. WLCOX said Alaska's structure is different. The cost of
infrastructure is higher. The range on the chart represents
different financing ternms. Al aska's advantages include shipping
and gas supply. The Henry Hub price is at liquefaction, she

explained. "You have to pay for the cost of the pipeline,
tariffs to get there—+o0 get to the Iliquefaction point from
wherever it is produced—and you have to pay for the upstream
cost of the gas, which requires .. drilling and fracking,

nowadays, in order to actually make the supply happen.”™ So, the
cost of Henry Hub does not represent the true upstream netback
Al aska's netback is at the entrance to the pipeline and the
treatment system that takes it to the market. She added that 75

percent of Alaska's gas is already developed. It 1is being
produced in Prudhoe Bay and re-injected, so it does not require
an extensive drilling program That one to two dollars "is a

reasonabl e anobunt to conpensate the upstream" She said it would
be good to get nore, of course, but part of the balance is the
other terns and the tinme it takes to make the contract happen.
The graphic is attenpting to show that Al aska can conpete.

3:26:41 PM
M5. WLCOX said she has |ooked at the Canadian projects, and
Al aska's project is also on the list that Senator von | nhof

referred to. The list indicates the stage of the projects, and
many of the Canadian projects that were really going strong a
few years ago have run into permtting, economc, oOr sponsoring
i ssues. Many are on the board but are not noving forward at the
nmonment, partly due to the downturn in the market.

3:27:32 PM

CO- CHAIR ANDY JOSEPHSON said the issue of conpetitiveness is
what it's all about. Looking at the 2037 market would generate
the same discussion. Conpetitiveness is an inportant question,
but there is no getting away fromthat, is there?

M5. WLCOX agreed. The cost structure of the upstream nmay change
by 2037. The AOGCC [Alaska QG| and Gas Conservati on Comr ssi on]
ruling said the m d-2020s was a good tinme to start production of
gas in Prudhoe Bay, but it would nmaxinm ze the recovery of oil

In 2037, the state wll still be 800 mles long, and it wll
still be difficult to export LNG fromthe North Sl ope.
3:29: 02 PM
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COCHAIR TARR clarified that the cost estimates on the graph
show t he | ower and upper esti nates.

M5. WLCOX said that is correct.

3:29:26 PM

SENATOR MCCICHE said he would like nore details on her
assunptions for the cost of supply. M. WIcox seens to be
saying that gas to the liquefaction plant will be $3 to $6. "
struggle with that."

3:30:19 PM

M5. WLCOX said the assunptions will be covered next.

3:30: 28 PM

SENATOR M CCl CHE asked for an update of the demand data on slide
18. If the source is G obal NatGas Advisors, "I would like to

see an EIA. That is a very rosy outlook for projected demand."
He said he has tal ked about this several tines. The public needs
to know that when |ooking eight years out, there will be a
dropout, but he agrees that there is a contract rollover
opportunity. He suggested that her diagram paints a different
pi cture than what really exists.

3:31: 33 PM

M5. WLCOX said she would update the demand data and provide
exanpl es of several curves that exist, but "I don't believe this
is the nobst aggressive projection.” There is a large swng
factor out there and sone very large economes wth nany
consunmers who still have gas as a very small percentage of their

energy portfolio. Even a small variation in the growh rate—
those econonmies are projected to growean affect the forecast.

She will happily provide sone exanples. She said she has seen
nore aggressive projections, and they are usually from conpanies
who want to sell gas so should be taken with a grain of salt.

3:32: 37 PM

CHAIR G ESSEL addressed slide 19 regarding shipping costs,
noting that China and India will be demanding the gas. She asked
what shipping to them will cost. She said she is assum ng that

the shipping estimate is to Japan.

3:33: 07 PM

M5. WLCOX answered that the shipping estimte ranges from 60 to
75 cents and covers China. It may be a bit low for India, but
that is not the core narket Alaska is aimng for.
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3:33:36 PM

SENATOR VON | VHOF asked about gas supply on slide 19. She asked
if Alaska has a contract with the big three suppliers and the
smal | er producers.

M5. WLCOX replied that the producers are interested in selling
their gas, but agreenents have not been concluded. "Wat we plan
to offer is a price that we view wll balance those three
obj ectives of the market."

SENATOR VON | MHOF expressed her hope that the letter of intent
and the supply conpl enent one another in the next three nonths.

3:35: 03 PM

CHAIR G ESSEL said, for slide 19, the @l f Coast would include
Okl ahoma, Texas, and Louisiana, and she asked why the cost of
their gas woul d be higher than the cost of Al aska's gas.

M5. WLCOX explained that the GQulf Cost gas price is market
based—a bal ance of the cost of production versus demand. It is
an index connected by pipelines. Henry Hub has been very
volatile, ranging from $11 to $1.60 just in the last ten years.
It has been $2.50 to $3 for a few years. |If the projects in the
@ul f Coast are successful, "it mght be driven by the pull of
those projects versus the ability of the producers to satisfy
those contracts at a certain price." The producers are |ocated

through the US, they have to drill and frack, they have to ship
the gas to the facilities that buy it, "and they have that
purchase as a conmponent in their contract.” The ultimte buyer

of the gas has to pay whatever price Henry Hub delivers. It is
not the responsibility of the project itself—+t's indexed,
generally at 115 percent or so, for the gas portion. Wiy is it
hi gher? Because the cost of the continual investnment in gas
production and the cost of the pipeline network is part of that
nunber. The gas is not all associated with oil, and people
actually drill for the gas and build the facilities to export
it. The netback to the upstream producers, which is part of this
pi pel i ne-connected market, is likely | ower than Henry Hub.

3:37:57 PM

M5. WLCOX said slide 20, Financial Mddel Basic Assunptions,
shows what is used to estimate the higher-end cost of the
infrastructure, which is close to $6. It is 75 percent debt and
25 percent equity, the general construction period is six years,
and production starts in 2025. The toll is for the full build-
out of the three trains, and AGC al so anal yzed a phased buil d-
out of two trains. She thinks there may be levers to nmake the
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project work even with the two trains. The financial inputs are
5 percent interest on the debt and 5 percent financing fees
charged upfront, so that does have a big inpact on the project.
Anything with such a long construction schedule that is charged
upfront is a concern. It may be msplaced in the assunptions,
but the IRR is 8 percent for the equity investor based on the
20-year contract term The assunption for PILT [paynent in lieu
of tax] is $450 nmillion during the operational life, slightly
escalated as discussed in the previous reincarnation of the
project, "and just wunder a billion dollars O&M that has
inflation assunption in it." The PILT is the substitute for
property tax for the project, and "O&M is operation and
mai nt enance expense, she expl ai ned.

3:41: 25 PM

M5. WLCOX said the tolls were structured to have a slight
escalation of 1.15 percent, and that neans the owner of the
project starts out charging a lower toll that goes up slightly
over its life, but it is still under inflation. That allows the
owner or shipper to have a lower cost upfront when starting
production. It basically provides for the O&M portion of the
project to rise with inflation, because the O&M will rise too,
but, for the fixed portion of the project that has already been
expended, it keeps relatively flat. The 25 percent equity
investment is about $10.8 billion in today's dollars and is
structured to give Al aska the opportunity to invest. A portion
of it could be with municipal bonds as the project enters the
next stage.

3:42: 00 PM
CO CHAIR TARR asked about bond limts. Referring to the |ast
general obligation transportation bond, it seens |ike those

don't get nuch nore above a few mllion dollars. Are there
[imtations on what can be acconplished w th bondi ng?

M5. WLCOX deferred to an bondi ng expert.

3:42:53 PM
CHAIR G ESSEL asked about the $450 million PILT estinmate,
because she recalls that it was much nore | ast year.

M5. WLCOX said the estimate was $550 million, the mdpoint
between the $45 and $65 billion estimte. The pre-FEED was not
then conpleted, and at the bottom of it all, it was tied to a
$55 billion project. Since pre-FEED, the estinate has decreased,
and it is reasonable to put out a smaller nunber.
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3:44: 08 PM

M5. WLCOX addressed slide 21, "Debt Data Points,” which is an
exanple from an industry publication. There have been nany
guestions on if the project debt assunptions are reasonable.
"Five percent has been there for some tine," and know edgeabl e

and experienced people say, "You wll know the debt once you
have the contracts and those contracts provide the underlying
security for the project, and then you will know for sure what

the nortgage rate is." The graph provides sone good data points
that really put Alaska's project toward the top of other LNG
projects that have been financed, and she recognizes that it is
a large project. It may have a bit of a premium but this gives
AGDC confidence that "we're in the range on our assunptions.”

3:45:25 PM
CHAIR G ESSEL asked if investors ever bring up the Al aska risk
factor.

M5. WLCOX said that is the first factor that cones up in any
conversation, and that is what AGDC is constantly trying to work
with. Alaska's risk factor is a bit of a lore that is not always
justified. She said she has seen that Alaska is viewed as a
nmystery. The projects that are financed in the state tend to do
very well, but it always takes a bit of convincing, including
clarifying that Al aska is part of the US. "It is cold, but we
can still construct things." However, it is a risk, and part of
what our teanms are doing is de-risking the Al aska factor. The
permtting determnes a lot of the costs, and it drives, for
i nstance, how the block valves are spaced and how nuch gravel
needs to be put down. "That is what we're doing to, if not
elimnate, at |east substantially reduce the Al aska factor."

3:47: 22 PM
CHAIR G ESSEL stated that she sees the "Alaska risk factor" as
the political environnment, including changing tax policy and

having tax certificates "that we don't seemable to pay."

M5. WLCOX said those factors have not been part of the
di scussion so far.

3:48: 02 PM

SENATOR M CCI CHE asked the project view on royalty versus "RO™"
of the state. If the state invests, "what is your vision on that
proportion?"

3:48: 31 PM
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M5. WLCOX noted that she will address what the cash flow could
ook like if the state was the owner, and that would provide 100
percent of equity investnment. She said she is not making a
judgnment on what equity the state will take, but those nunbers
can be scaled fairly easily.

SENATOR M CClI CHE said he is wondering about the baseline and the
ri ght proportion.

3:49: 38 PM

M5. WLCOX said if the project is successful in its current
state, just by virtue of having invested in it, the state wll
be a part owner because of the noney that has been spent, if it
is any good at getting sonme value for that in the equity nodel
As far as how nuch the state should invest, that is the state's
deci si on.

3:50: 21 PM

MR CRUZ stated that the first customer will dictate "so nmuch to
us." The state wll have to ook at the rate of return and if it
is worth the investnment, or if it uses outside funds. Either
way, Alaska will have an equity position. "W're not giving it
away, | can tell you that."

M5. WLCOX added that the state's capacity to invest has a |arge
inmpact. Slide 22 is a review of capacity solicitation from the
sutmer. The solicitation causes a l|lot of questions, but the
reason that the capacity solicitation occurred over the summer
is that AGDC and the state wanted clarity of how nmuch LNG they
are representing in the market and how nmuch LNG would Iikely be
sold by the upstream owners. It was a broad solicitation, not
just for the upstream producers. The marketing effort had
started earlier in the year, and normally buyers wait to see
what the project owners, sponsors, and resource owners wll do.
The responses received were from one North Slope producer and
one that was not conformng to the solicitation. The LO that
went out is part of the conmittee materials. Then AGDC responded
to its own solicitation as the owner to nmake sure that it got
foundation capacity right on the project, "so the we'd be ready
to buy the LNG ship the LNG to the system and sell the LNG"
Based on the result, AGX received sonme clarity that the
majority of LNG would have to be sold by AGDC representing the
state, and it would have to be through a purchase of gas and a
sale of the end product. She said that is not an wunusual
scenario for an LNG project. Mny are financed that way. In
fact, ultimately the offtake contracts for many LNG contracts
are financed on the basis of the offtake commtnents. That is
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anot her reason why many buyers have a keen interest in having a
position in the project itself, because they know it's their
credit and the value of their contracts that are taken to the
bank.

3:54:20 PM

CO CHAIR TARR asked about the diagram on slide 21 and if the
size of the circle is relative to the value of the debt taken
on, and the Y axis is the interest rate for borrowing. Al of
the dark blue <circles represent US projects, but  which
represents AKLNG?

M5. WLCOX said the AKLNG project has not been financed, so
those represent Gulf Coast projects and one East Coast project.

3:55:11 PM
CO CHAI R TARR asked on behal f of Representative Parrish if AGDC
is considering a debt nore than three times higher than any on
t he di agram

M5. WLCOX said it is a large infrastructure project, but it has
not been a secret, so that is correct. Mst of the projects are
financed and built in phases. It is the smallest size that can
conpete in the nmarket, so they start with two or three trains,
and that is the size of financing, and then they build up from
there. Because of the pipeline that is necessary, Al aska cannot
start as snmall; however, sonme of the circles may be different
phases of the sane project. Sabine Pass has already had one
expansion, and if they put out two different finance packages

there may be two separate circles, but in totality that project
is close to 45 billion [dollars].

3:56:31 PM

SENATOR MACKI NNON asked if AGDC has to be the marketer. \Wen the
project was approved, there was a conversation about joint
marketing with sone of the producers. As she recalls, BP and
ConocoPhi |l lips had offered to joint sell. Is that off the table?

M5. WLCOX said AGC had an MU wth ConocoPhillips on
mar keti ng. The concept would be purchasing the gas upstream and
marketing. At this time, AGC has not reached an agreenent to
execute the marketing. In the neantinme, AGDC has been going out
to the nmarket representing, potentially, the state's gas, but
that would be DNR s decision and potentially gas that Al aska
could buy, but, ultimtely, under the constructs of the MO, the
gas would still be purchased upstream
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3:57:56 PM
SENATOR MACKI NNON asked if the price of sonething goes up or
down if there are nore people selling it.

M5. WLCOX explained that the price would go down.

SENATOR MACKINNON said that is her concern, and she has
expressed that to the admnistration. If a producer is selling
in a market that Al aska hasn't been in before, and the producer
al ready has contracts and buyers, for Alaska to create another
option and not go in jointly would be negotiating against the
state for a lower sale price. She asked why that is a good thing
to do.

3:58:40 PM

M5. WLCOX explained that the state has stated a preference for
a joint marketing agreenent, but it would be joint wth all
producers, and no agreenment has ever been reached. There are
mar keting organizations. She said she is not aware of them
actively marketing Al aska gas. There woul d be econom es of scale
and |everage just having one marketer of Alaska LNG "but,
obviously, we can't prevent other projects conpeting with us,
whet her they be owned by Al aska producers or others."

3:59: 34 PM

SENATOR MACKI NNON said, "I can only express the concern that
|"ve heard in the l|egislature about us entering into a narket
that is very different from a Henry Hub that's in the US and

going in—+ believe it's called a Japanese cocktail, if I'm
recalling correctly.” That means that an entity has to go to
each individual buyer that m ght be regional and not

centralized. Constituents are telling legislators that Al aska
does not have that expertise, and the producers already have
t hose potential buyers out there.

4:00: 27 PM

REPRESENTATI VE JOHNSON referred to the supply chart and shi pping
"and so on." She has heard that the negotiations with Japan had
stalled due to plants being built in Oegon, nmaking the shipping
costs go down. "Are those still in the works or are those being
stalled as wel | ?"

4:01: 14 PM

M5. WLCOX said the Jordan Cove project in Oegon has just
resubmtted its FERC Section 7 application for a pipeline. The
previous pipeline route was rejected by FERC on the basis of
em nent domain, and FERC needs to be satisfied that enough
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demand exists for the project. The situation is different. She
said she read the revised application advocacy from the head of
the project, and she said there have been maybe 56 reroutes
trying to get the pipeline around sone of the problem areas. The
project is still dealing with over 400 private |and owners, and
about 30 or 40 percent have signed sone letters to agree. That
is a different public process situation. She said she believes
that Jordan Cove had an LO wth JERA, a nmmjor Japanese buyer,
and one project does not necessarily change the situation for
them in 2015. A nunber of conpanies are working with AGC in
Japan, so the Oregon LNG project won't expressly affect things.

4:04: 03 PM

MR. CRUZ said ConocoPhillips has clearly stated it wanted to be
a wellhead seller. One of the neasures that senior managenment
has wanted to see is a tax-exenpt status. Wen AGDC received the
status, M. Cruz got an emmil of congratulations from senior
managenment in the main headquarters of ConocoPhillips. He said
he took that as a very good thing for the state. The expertise
that AGDC is using for gas marketing is the same that sold the
Gorgon project in Australia to Tokyo Gas and Electric. Are we
getting in over our head? No, we are using players that are real
in this gane.

4:05: 23 PM

M5. WLCOX addressed slide 24, "Gas Supply," and said that the
results of the capacity solicitation do not preclude the
existence of tollers other than AGC, all it does is grants
t hose foundation customer rights at the start of the process,
but we know that nost of the LNG sold would be represented by
the State of Al aska. The AGDC buys the gas, and the state could
potentially sell its own gas. The diagram shows how AGDC
envisions calculating the netback to present to DNR and the
upstream sellers. The calculation takes the price received in
the market through the sale and purchase agreenents for LNG the
price would be free on board in N kiski and account for the
shi pping advantage that AKLNG has, "but we would start
calculating from Ni kiski, and we would subtract the toll and
transfer the netback to the upstream owner, DNR or a producer."”
That is how AGDC is starting to talk about the LNG sales. Part
of what nekes the project conpetitive is the infrastructure cost
that can be financed—and if we take advantage of that and
include that in the price, we can potentially have a very stable
price, but a risk nodification factor for an owner of the
project, the state or soneone else, is that you need a price
that potentially has a floor that can cover the toll.” It is a
slightly different structure, but it is a hybrid for what has
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been done in the LNG industry, where the LNG was sold oil-
i ndexed and it would just vary with oil. It would sonetinmes have
sone callers on it, so it wuld have sone limtations on the top
and the bottom In the Gulf, they have used a tolling structure
where the toll is essentially guaranteed to the project owner,
and then the upstream varies wth the index. "W're trying to
bring the structure into Alaska; we realize that our toll has to
be higher, but we do have the advantage on the shipping and, we
think, on the upstream to still neet a conpetitive price."
O her projects are trying to be as creative as possible, so
there have been sonme announcenents about nmaking fixed-price
deals for a short period of time, because those projects can't
guarantee the Henry Hub to stay where it is.

4:08:57 PM

SENATOR MACKI NNON asked if she is correct that the reason that
M. Cruz has stated that it depends on the buyer is because the
first buyer will pay the debt service for the long term

M5. WLCOX explained that the first serious buyer gives the
confidence for the project to really start raising capital. She
said that is how she understands it. Once a project starts to
have sonme nonentum and there is a reputable party that is
interested, that should provide confidence that selling the
entire project is achievable.

SENATOR MACKI NNON asked for clarification that the first buyer
provi des a foundation for debt service or other itens.

4:10: 20 PM

M5. WLCOX answered absolutely. Once that package is put
together, the bank will want to make sure that all the capacity
is subscribed, or nearly all. As far as charging each individual

buyer, it is done on a nondi scrimnatory basis.

4:10: 42 PM

SENATOR VON | MHOF asked how the second bullet on slide 24—
net back price where a portion of the LNG price is indexed to
comodity and passed on to upstream-affects the yellow portion
or gas supply, of the diagramon slide 19.

M5. WLCOX explained that the long-term fixed price wth
escalation can be equated to starting at one dollar and
escalating to two dollars over the time of the project. On the
net back price, there could be nore upside at times and nore
downside, but that is generally the range that it would expect
to vary in order to conpete
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SENATOR VON |IMHOF said they had talked earlier about the
flexibility in the range. Wien taking the individual slides and
bringing out various concepts, it is inportant to finally draw
them all together in one diagram and show the flexibility points
and ranges of where we have to fall to be conpetitive. "You are
showng this gas supply. W are putting pressure on our
conpetitiveness at the supply wellhead, which is fine, but how
does that affect the overall project?"

4:12:17 PM

M5. WLCOX said AGDC will work on a one-slide presentation. The
range for the US Gulf Coast, at the nonent, appears to be around
$8 for conmpeting long term Sone projects are higher, and sone
are lower, but that is viewed as the long-term price, which
could change in the future. Wat AGC is saying is Alaska has
enough advantages to be able to conpete with that.

4:13:12 PM
SENATOR VON | MHOF asked about Gul f Coast pricing.

M5. WLCOX said sonme contracts are not as transparent as they
could be, but their structure is a toll, which in the earlier
contracts are in the range of $3 to $3.50. It is 115 percent of
Henry Hub, so that adds up to around $6.50 plus about $2 in
shi pping. Sonme are different, and she has seen sonme that arrived
in Asia that were as high as $12.50 several nonths ago, but she
is not sure how they were structured.

4:14:28 PM

SENATOR VON | MHOF said, "If you think that this panel right here
is a tough custoner,”™ nunicipalities and Native corporations
will be very formdable forces, and they will want much clearer
answers than what Ms. WIlcox is providing. They wll want an

annual pro forma to know exactly where the noney is comng from
and where it is going. The conmittee is not asking that now,
because it is a long presentation. She told her that the
transparency that M. WIlcox is not providing today wll be
demanded by Al askans from around the state, as they wll be
contributing 25 percent.

4:15: 54 PM
M5. WLCOX said one question was the significance of non-binding
agreenents, such as nenoranda of understanding (MOU) and letters

of intent (LO). There are "outs," but they are taken very
seriously by the LNG industry. A final agreenent will |ikely not
be signed until the pre-final investnent decision. Both sides
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will want to know that regulatory approvals are well in sight
and that nore engi neering has been done in order to solidify the
estimte. However, those significant LOs are from the parties
that AGDC has been talking to in Asia and they want the supply
in the timefrane of the project and they could go for this
| ocation. They think they can indicate a term a volune, and
potentially a price. If the price is not in the letter of intent

itself, it has frequently been part of the discussions. "So,
that price has been broken down for the buyer, and the buyer has
reviewed the data enough to have sone level of belief init."” It

is also inportant to the large utility buyers that the project
rises to the level that allows them to devote resources to it.
The relationship with the mrketing organization has been
established and tested on a trial agreenent, such as an LO or
confidentiality agreenment. Evidence suggests that it takes one
to two years to get to an LO.

4:18: 54 PM

CO- CHAIR TARR said that Representative Saddler asked if an LO
is a commtnent that AGC can take to the bank. He is getting
frustrated that AKLNG success keeps getting redefined downward
Expressions of interest, LOs, and MMs are agreenents in
principle, but none justify continued investnment or activity. He
asked for evidence that he is wong.

4:19:39 PM

M5. WLCOX replied that the best evidence is that wunder the
project structure that AGC is proposing with a relatively |ow
return on equity for the investnent of a utility rate of 8
percent, this project can be conpetitive. She said AGDC has been
spending the last several nonths trying to get the confirmation
from the market itself, and sone progress has been nade. There
is no final confirmation.

4:20: 26 PM

CO- CHAIR TARR noted that the state had signed a MU or LO wth
Korea Gas (Kogas), and that seened |ike an inportant
announcenent, but [Kogas] had signed a few others on the sane
day. WIIl Korea have a denmand requiring several contracts, or
does it nean that they are just wanting to talk to several
projects, but not select then? She asked how Al aska ranks if it
is not the only project that Korea is talking to.

4:21:43 PM

M5. WLCOX said Kogas is a state-owned conpany. At the tine of
the MOU with AKLNG as well as three other projects on the Gulf
Coast, South Korean President Moon was on the way to Washi ngton
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DC and had a very large delegation with him Part of the drive
to sign all the MOUs was a first step toward a change in the
trade direction. Korea wants to switch nore to natural gas for
envi ronnental reasons, and it wanted to show interest in getting
it from the US. The fact that AKLNG was the only Wst Coast
project is a very good point for the state. The Al aska project
has differences with the @l f Coast, so it is not necessarily
conpeting. Kogas is looking at whether AKLNG has value or
doesn’t. The Kogas portfolio has a large drop off in contracts
in that tinmeframe. They have a stable demand and not a |ot of
growm h, but, clearly, they are shopping around. It would be a
step in the right direction to be able to prove the value of
AKLNG to them

4:24:03 PM
CO CHAIR TARR said she shares sone concerns with Representative
Saddler. It sounds like it is a case-by-case situation.

4:24:56 PM

M5. WLCOX said it is specific to the buyers. Texas and
Loui si ana have several projects each, so the states, thenselves,
pronote the industry in general, and each project gets very
excited and nmkes all the announcenents they can, because it
adds to the nmonmentum The State of Alaska with one LNG project
can do that, and that is part of the challenge. It is good to be
fair and reasonable, but AGDCis trying to grab that nomentum

4:26:15 PM

M5. WLCOX said slide 26 shows the count of rmarketing
activities. Intensive marketing has started recently. Pre-FEED
has been conpleted, and the FERC application has been nmade, so
the project has something to market wth. Marketing has been
i ntense over the |last few nonths.

4:27:01 PM

M5. WLCOX said slide 27 lists the marketing focus areas, which
are |large buyers where Al aska has a shippi ng advantage. Slide 28
shows the nunber of confidentiality agreenents and the buyers
interested in investing who want to access the data-room which
is a large commtnment of time. It shows the nunber of LOs that
AGDC is negotiating, with actual drafts going back and forth.
There are three executed docunents, she expl ai ned.

4:28: 09 PM

M5. WLCOX said slide 29 addresses the IRS private letter
ruling, which the IRS published today. The letter asked for
confirmation that AGC is a governnent entity whose revenue is
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not taxable. The request described the potential structure of
the project, with private parties reserving capacity and selling
the gas to it. The project was described hypothetically, but the
specific question was if AGDC is tax exenpt. The |IRS was not
asked if the entire project would be tax exenpt, because we
don't know who the owners of the project are yet, but if the
project is set up as a tax pass-through entity to the extent
that the state or AGCDC owns a part of the project, then part of
the income fromthe project could be passed through to the state
wi t hout federal tax.

4:29:42 PM
CHAIR G ESSEL added that the application for the private ruling
is included in the neeting docunents.

4:29:53 PM

CO CHAIR TARR said Representative Saddler would |ike a response
to his concern that he has "heard nothing today that justifies
continuing with this project.”

M5. WLCOX replied that the signed LOs are confidential, based
on the ~counterparty's request. There is a way to share
confidential docunents wth legislators, in fact, that 1is
specified in the LOs. As far as showing proof that further
investnments are justified, it could be in those docunents.

4:31: 07 PM
CO CHAIR JOSEPHSON surm sed that the confidentiality agreenents
cannot be shared publicly, but AGC sees signs of progress.

M5. WLCOX said there are conversations and neeting notes that
give AGDC confidence, and the tenpo of the signing of the LOs
and the tenpo of engagenent on this project has been faster than
al nrost anything that the AGDC narketers have seen in previous
experience, and they have decades of experience. There is the
issue of Alaska's credibility as an LNG exporter—ocation really
does matter. Sone buyers have experienced Pananma Canal issues
with Gulf Coast LNG "I'mnot saying it's going to shut down the
LNG industry by any stretch," but the general attitude of the
neetings is hard to convey, and ultimately it all results in a
contract.

4:32:58 PM

CO CHAIR JOSEPHSON noted that it is the duty of legislators to
be circunmspect and rai se tough questions. He recalled the August
16 neeting about a positive revenue ruling, and it was net wth
great skepticism He said he set through that neeting, and there
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were a nunber of legal briefs presented in detail. Sone were
nore sanguine than others, but as a body, the |egislature was
broadl y unconvinced, and yet AGDC achieved that. He comrended
Ms. WIlcox and | ooks forward to hearing nore about it.

4:33: 54 PM

SENATOR M CCICHE said there is not enough tinme in this neeting.
He noted that M. Cruz walked into this neeting with "a |ot of
people hanging in there with you." He said he is from the
district where the proposed liquefaction facility ends up, and
he has had peripheral experience in the industry for a |ong
time. He is excited about the project with the cost of supply
that is conpetitive with the Gulf Coast and the Mddle East. He
added that LOs and MoUs do not fund projects. "How do we hang
in there with you?" He said he understands where AGC is, and
everyone has done an incredible job. "Wen is a fair tinmeframe
for us to encourage this project to the point of where we say,
"Now is not the right time?""

4:35:31 PM

MR CRUZ said he likes those questions. He wants Alaskans to
understand this because they are the stockholders. He said he
has been involved since Day 1, and when AKLNG was an Exxon
project, "not once did they ever talk about a custoner, bring a
custoner to Alaska, even though we knew who know who custoners
were; it was all about those three partners getting along and
prosecuting the work."™ He added that AGDC has brought the
custoners and searched them out, which has never been done in
the history of this project. There have been LOs agreed to.
TransCanada said it was going to build a pipeline and sell it
down south. He said he has renewed faith based on all the things
that are com ng together. He understands that an LO doesn't get
Al aska a pipeline, "but an LO gets us a heck of a |lot nore than
we have right now for a confidence level." The fact that there
are five LOs gives him"huge confidence."

MR. CRUZ said, regarding how | ong AGDC should hang in there, the
board has to have sonething by the end of this year. It has to
have sonething that he can take to Al askans and say, "W've got
an LO; we've never had that before. These conpani es have cone
forward and said we're interested in purchasing X anount per
day. We have checked the dots that we actually have peopl e that
want to sell their gas, because they do." At that point, he
said, the board has to determine what is best for the state.
Legislators are all welcone to sign a confidentiality agreenent
and | ook at "what we have here,"” and that's when the board has
to make that decision. It is a tough tine, he said, and he hopes
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he is answering the question. |If AGDC does not have substantia
LOs at the end of this year or by January 15, then "we have to
look at this and say that this is not going to be a feasible
project.” He said he doesn't want to sit another two years
thinking that sonmebody is going to knock on the door. What
really drives this project is construction, he added, and we
have seven years to build this thing.

4:38: 35 PM

SENATOR M CClI CHE thanked M. Cruz for his answer. There are a
| ot of people asking that question and he thinks it is a fair
answer, and it's the nobst direct he has heard. He said he
understands M. Cruz's position. There are things noving this
way. That's a fair answer.

4:38: 57 PM

SENATOR COGHI LL said he has been as skeptical as anyone, but he
is glad to see what is being focused on. He asked at what point
does the project becone a taxable entity because of the nake-up.

4:39: 32 PM
M5. WLCOX explained that AGDC s inconme, to the extent that it
is an owner of the project, will always be tax exenpt. That is

the IRS ruling. The extent that that benefit is passed on to the
entire project in the formof tolls, that is flexible. Some of
it could be passed on and sonme of it couldn't, but AGDC would
get a higher return than other owners, but that generally does
not |land extrenely well in the market. The degree of state
ownership will determne the benefit of the tax-exenpt status;
however, the total potential inpact is not that material.
Consul tants, "Wod-Mac," presented about a $0.45 difference for
a ringed-fenced stand-alone project. For owners of other
projects in the US that could take advantage of wite-offs while
the project is having losses, the difference is as little as
$0.20 for the entire tax exenption. That is because of the |ow
return on equity that was projected.

4:41:18 PM

SENATOR COCGHI LL said that at one point [the exenption] was shown
as a key el enent.

4:41: 31 PM
CHAIR G ESSEL asked Ms. Wl cox to nove ahead to the netback for
Al aska. Citizens are asking what is in this for them

4:41:43 PM
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M5. WLCOX addressed slide 35, "State of Al aska |nvestnent

Qpportunity,” which represents the total potential cash flow It
is nodeled as the state being 100 percent owner. If the state
made no investnment in the project, and all it received is the
net back, then one to two dollars would give it $250 to $500
mllion per year. That is outside of the $40 billion investnent

deci sion—+f the project just happened. The nodel assunmes that
production tax is paid as gas and there is a royalty percentage.
Those are the two "thinnest" bars on the chart. The yellow
portion of the diagramis the investnment decision, and that is a
different cash flow, it is if the state actually takes equity
going forward on the project and earns an 8 percent return over
20 years. The inconme is $1.1 billion per year for the 20 years
that the debt is being paid off, and then the inconme could
potentially go up if the tolls can be kept at the sane |evel.

M5. WLCOX said that is the $11 billion investnent decision, if
you will. In addition, the operating paynents in |lieu of taxes
woul d be considered part of the state return, even though sone
of it goes to the municipalities. It is represented by the |ight
blue bar on the diagram |If the state were to own the project
and help it happen, it would start at about $2 billion per year
and rise from there. The investnent part is scalable, so by
investing less, there is less return. It is not a pro forna
"we're using the data that we have that is all rolled up that

has quite a bit nore detail to it, but it is still an end-of-
preFEED projection of capital expenditure over tine and revenues
over tinme." This is not the tinme that the $11 billion is being
requested, she clarified, this is the tine $3 mllion per nonth

is being spent to de-risk the project and to get the custoners
in the door. Then, AGDC will shift to naking detail ed, nonth-by-
nmont h projections, because it will determ ne the pace and size
of the project.

4:45: 37 PM

CHAIR G ESSEL asked if the diagram assumes no cost overruns,
construction delays, or fish initiatives that wuld create
| awsui ts.

M5. WLCOX answered correct. The cost estimate of the project is
about $43 billion, and that has a 16 percent contingency.

4:46: 16 PM

CO-CHAIR TARR asked to clarify that if the state nakes no
additional investnent, through the royalty and the tax-as-gas,
it would be around $250 million per year.

JT. S/'H RES COMW TTEES -41- Oct ober 16, 2017



M5. WLCOX said yes, and that is with the one-dollar estimted
net back for three trains.

COCHAIR TARR said if Alaska beconmes an equity investor, the
yell ow part of the diagramis all negative cash flow until 2025,
when the project cones on line, but then that brings the return
closer to $2 billion per year. She assuned that the gol denrod-
colored portion would be what the state would have to pay back
so in the early years, Alaska would still be |ooking at the
royalty and tax-as-gas until phasing out of the 20 to 25 years
of financing.

4:47:30 PM
M5. WLCOX replied that financing is netted out, so the diagram
shows the net incone.

SENATOR MACKI NNON asked if PILT is included.
M5. WLCOX said PILT is the |ight blue portion.

SENATOR MACKI NNON asked if PILT is included in the $250 mllion
to $500 mlli on.

M5. WLCOX said PILT is outside of that.

4: 48: 13 PM
CHAIR G ESSEL said Ms. WIlcox alluded to three trains. She asked
about two trains.

M5. WLCOX said she has not included that nodel in detail.
Cenerally, LNG projects try to start as small as they possibly
can, which was the genesis of the ASAP project that she started
working on in 2011. The size depends on the market. For the two-

train nodel, there can be a case where the cost of the
infrastructure is largely simlar to this one wth sone
nodi fi cati ons. The nodifications could be extending the

contracts that financing is based on from 20 to 25 years,
stretching out the depreciation. Since they are snaller
i nvestnents, potentially the paynment in lieu of tax portion of
the toll could be reduced until the third train is constructed.
The property tax is based on the level of investnent. Wth that,
you could get <close to the sane tolls. One of +the key
considerations in financing is whether you have the gas behind
it, and with two trains, because the capacity is less, you could
have that gas stretch for 25 years.

4: 49: 44 PM
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SENATOR MACKINNON said she is a fornmer assenbly nenber for
Anchorage and renmenbers when the Trans Al askan Pipeline was
built. There are huge safety concerns during construction, "and
huge waves of people are coming in." It looks like PILT is only
being offered after the project is conplete, and the negative
inpacts are during construction. She asked if M. WIcox is
taking that into consideration at all.

M5. WLCOX said there is a construction PILT estimate in these
nunbers. In the current nodel, it is estimted at an additiona
$200 mllion, and that is to directly pay the communities for
the inpacts. She said Resource Report 5 indicated a net positive
income for the comunities over the period of construction,

because many communities have taxes. This project will not have
as large an inpact on the state as the oil pipeline did because
the state is bigger, and the project is smaller, "but we

recogni ze those issues."”

4:51:30 PM
SENATOR MACKI NNON asked where to find those nunbers.

M5. WLCOX replied that they are in the yellow part of the
di agram because it is considered part of the capital estinate.

CO- CHAIR TARR said that in the previous iteration, the dollars
before the project came on line were considered "inpact aid."
That was different from the PILT, but it sounds |ike those are
all considered the sane pot of noney.

4:52:20 PM

M5. WLCOX said they are being considered within the capita
estimate, so the inpact aid, the construction paynments in lieu
of taxes, are to conpensate for inpact. It is not there as a
profit-making tool. That is why it is not presented as part of
the return to the state, because it's just trying to offset the
negative rather than be a positive. It is part of the cost.

SENATOR MACKI NNON asked if Alaska is going to capitalize that
debt. WIIl there be an expense and carry out across the state's
debt load to be able to do inpact aid or PILT to advance the
proj ect ?

4:53:10 PM

M5. WLCOX replied that the owners of the project would pay for
that. To the extent that the state is an owner and there is a
| ocal conmunity inpact, she expects the community would ask the
project to conpensate.
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4:53: 46 PM

M5. WLCOX addressed slide 36, "Netback," and said it is another
way of representing what the range of the netback would be.
There is nore detail behind the blue-shaded area, which included
the entire pre-FEED cost estimate and shipping costs. The bl ue
area is the infrastructure and shipping costs, and the grey bars
represent pricing projections. The projections are based on
Henry Hub-based LNG so the only variability in them is the
forecast for Henry Hub in 2025. The slide shows that in order to
be conpetitive, the Alaska project needs to at l|east match a
conpetitive market. |If the netback is indexed to sonething, then
it would vary throughout the project life, and if it is not,
then it is determned upfront in the contract.

4:55:25 PM
M5. WLCOX turned to slide 37 and said that the "investnent
banker”™ wll assist AGC in defining key financing objectives

such as what type of investor to look for, what return is
expected, and where those investnents could cone from They wll
work with AGDC legal advisors to evaluate and execute the
corporate structure, so it is financeable on both the debt and
equity side. That neans the corporate and conpany set-up and all
the contracts. The bankers will evaluate and mnimze key risks
that are in the contract that AGC is working to negotiate and
will interface with financial agencies and |enders and help
raise the capital for the project. They will have the pen, in
the end, for the stack of docunents that show up at the fina
investment decision. She said AGDC has taken sone tine
eval uating the investnent banker. Part of the issue was brought
up by the Departnent of Revenue who advised that, as a
muni ci pality, AGDC requires an independent advisor. There is an
issue related to Dodd-Frank [Wall Street Reform and Consuner
Protection Act, 2010], where AGDC cannot bring in a financial

advisor who wll be part of the pool of candidates for the
i nvestment banker. To attract a large entity that would want to
participate and be with the project upfront, it will take somne

work to create a conpliant structure. She said there are two
very reputable entities in the running, and a letter of

engagenment is likely iminent. The cost of the advisor wll
likely be fairly low, tens of thousands of dollars per nonth,
but once they actually start the capital raise, it will be a
|arge sum In the nodel, it is 5 percent of the debt.

4:58: 37 PM

SENATOR MACKI NNON asked about a report on financing.
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M5. WLCOX said the DOR is shepherding that report.

4:59: 00 PM

CO- CHAIR TARR noted that M. R chards was going to provide a
list of fish-bearing streanms and the nonthly financials were
going to be nade available with the neeting docunents.

4:59: 23 PM
CHAIR G ESSEL listed the docunents linked to this neeting. Ed
King supplied a letter related to royalty-in-kind and in-val ue.

5: 00: 23 PM

There being no further business to cone before the committee,
Chair G essel adjourned the Joint Resources Conmttee at 5:00
p. m
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