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Roger Marks - Background

Since 2008: Private consulting practice in Anchorage specializing in petroleum economics and taxation

- Clients include: State of Alaska Legislature, federal government, local municipalities, University of
Alaska, independent oil and gas explorer/producers, pipeline companies, investment firms

1983-2008: Senior petroleum economist with State of Alaska Department of Revenue Tax Division
- Fiscal development
e Statutory and regulatory design

e Petroleum economic and commercial valuation of exploration, development, production,
transportation, refining, marketing, taxation

e Analysis of international competitiveness

e Oil and gas valuation
- North Slope gas commercialization

e Economic valuation

e International competitiveness

e Pipeline financing

e Taxation

e Tariff design

1977-1983: Petroleum economist with United States Geological Survey

- Resource evaluation of unleased acreage on Alaska federal Outer Continental Shelf
- Design of bidding systems

Publications on Alaska petroleum taxation:zJournal of Petroleum Technology, OPEC Review, Journal of
Energy Finance and Development, Oil & Gas Financial Journal, Journal of Economic Issues, Journal of Legal
Issues and Cases in Business
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1. Introduction: Market Challenges

Competition

- Twice the amount of supply as there isdemand in Asia
in 2030

Pricing
Prices appear to be falling

- Compete based on cost

Size Burden

- Need to capture large incremental share of market in
short amount of time

- Higher breakeven price than much of the competition



Projects are E xXpensive
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Timing Landscape

Momentum In temporal context

- Emphasis on present value diminishes the value of
future events

- Issue is not present value but value to future
generations

Options: A modified deal starting a little later
could create more long-term benefits to state

- Higher revenues
- Lower priced gas to Alaskans
- Less risk



Today / Pre-FEED

FEED

FID / Construction Starts

Gas Starts Flowing

Year

2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048

HOW PRESENTVALUE IS CALCULATED

Discount Factor @ 7%

1.00
0.93
0.87
0.82
0.76
0.71
0.67
0.62
0.58
0.54
0.51
0.48
0.44
0.41
0.39
0.36
0.34
0.32
0.30
0.28
0.26
0.24
0.23
0.21
0.20
0.18
0.17
0.16
0.15
0.14
0.13
0.12
0.11
0.11
0.10

Nominal Amount

1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000

PRESENT VALUE

Discounted Amount

1,000,000
934,579
873,439
816,298
762,895
712,986
666,342
622,750
582,009
543,934
508,349
475,093
444,012
414,964
387,817
362,446
338,735
316,574
295,864
276,508
258,419
241,513
225,713
210,947
197,147
184,249
172,195
160,930
150,402
140,563
131,367
122,773
114,741
107,235
100,219

13,854,009



2. High Level Decisions under Proposal

e State takes its production taxes and royalties
as in-kind gas

e Tariffs and expansions will not be regulated

e TransCanada (and perhaps SOA as partner)
will own share of GTP and pipeline, and SOA

will own share of LNG facilities,

commensurate with state's share of gas (about
25%)

e Designed to amicably transition out of AGIA



A. In-Kind Gas

Taking taxes and royalties as in-kind gas helps out
the economics of the project considerably

The state does not need to own the pipeline to
take the gas in-kind

Marketing the gas

- By taking gas in-value the state benefits from some of
the best marketers in the world

—May want to consider linking in-kind provision with
agreement by producers to market state's gas with
their gas at the same price they get



The Long-Term Liability of Firm Transportation
Agreements

If the state takes its royalties and taxes in value:

Producers pay to state an amount of money equal to that
percentage of the gas

The producers pay for that capacity
Slowly get it back over time through tariff deduction

Once 1t 1s constructed it cannot be cancelled

If the pipeline is hopelessly costly, or unsuitable, or the market
crashes, or reserves run out, that is not the state's problem

When the state takes its taxes and royalties as in-kind gas,
the state will take on the long-term firm transportation
liability

Ship or pay commitment

A long-term liability for capacity

An asset to the owner

10



B. Regulation

Proposal under HOA is for FERC to regulate under Section 3 of the Natural

Gas Act

M ainly designed for licensing the siting, construction, expansion, and
operation of LNG import or export terminals

— Terminals include facilities used to transport or process gas

— Rarely used to include a large pipeline with local consum ption

No regulation of tariffs or expansions

Toget reasonable tariffs and expansions, state ownership necessary

Unclear what happens as in-state needs expand:

Precedent for RCA to regulate in-state and export pipeline and gas
treatment under AS 42.08

— Regulation is the trade-off for privilege of natural monopoly

M ay enhance market efficiencies to have a transparent pipeline

cost

11



Example

Initial Gas Disposition (billion cubic feet per day)

Total Gas 2.4 bcf/d
State Share 25%

State Gas 0.6 bcf/d
To Fairbanks (0.05 bcf/d)

State Gas to Asia 0.55 bcf/d

12



Ownership and Partnership

e Need for ownership due to no regulation on
tariffs and expansion, and for lower tariffs

e State may or may not need partner for expertise
assistance

Producer expertise

AGDC expertise

TransCanada's expertise in gas treatment unclear

To the extent the need for expertise is discounted, and
the state needs a cash partner, it does not necessarily
need a pipeline company partner, but a general
Investment partner

13



State May or May Not Need Partner for Cash or
Lower Tariffs: 2011 Citigroup AGDC Financing Plan

= Possibility of 100% debt financing

Combination of revenue bonds and state backing
Appears to be less risky than ASAP plan
Possibility of deferring most cash outflows until gas starts flowing

M ay have short-term impacton credit rating that would reverse once
gas revenues start coming in

= Possibility of tax-exempt bonds through Alaska Railroad

Directed at industrial development projects

Requires IRS private letter ruling

Reduces cost of debt about 25% relative to taxable debt

< Would require potentially no or little equity (cash) before gas
starts flowing

14



Debt Capacity, Firm Transportation
Commitments, and In-Kind Gas

When the state takes its taxes and royalties as in-kind gas, the
state will take on a long-term firm transportation liability to
TransCanada

It has been suggested that there are limits on how much the
state can finance to own the whole 25% because of limits on
its debt capacity.

If the state is taking its taxes and royalties in kind, any part of
the project the state does not own it will have to make a firm
transportation commitment on. This commitment is a long-
term liability; i.e., debt.

That debt should have no different impact on the state's debt
capacity than debt used to finance ownership.

If [imit on state debt capacity is an issue, this would preclude
the state from taking the taxes and royalties in kind.

15



Ownership: Risk of Failure to Sanction

Sponsors could spend over $2 billion to get to FID and have a
project not materialize, of which SOA would be responsible for 25%,
regardless of whether it exercised ownership option with
TransCanada

Are producers better equipped to handle that risk?

Diversification - some of their other prospects will get sanctioned
Finite capital com peting not only for gas, but for oil

W here other countries do share this risk, the takes are higher

Will this money make a material difference to the viability of the
project? Balance:

How near tipping point Probability of Project

Size of the prize How material is $600 mm

Could pursue arrangement with producers to buy in to project once
It is sanctioned (or at least after pre-FEED) and re-pay feasibility
costs with interest

16



3. Role of AGIA In Proposal

Public comments by administration:
Aggressive time frame to get gas to market

Desire to avoid potential lengthy and costly legal fight over
ending AGIA license

Proposal designed to end AGIA license amicably

License project assurances (treble damages) clause In
AGIA

Appears plan was crafted (at least in part) around
giving TransCanada a material role to avoid potential
AGIA liabilities

Could there be better terms if state was not so
constrained by AGIA?

17



Areas Where State Could Possibly Have Better
Terms If It Had No Partner or a Different Partner

« |f No Partner

Possibility of full ownership of 25% share of GTP/Pipe with 100% debt
financing and possible tax-exempt debt

Lower cost of capital: higher gas revenues/lower cost gas to
consumers

There is a misalignment of interests between shippers and non -

shipper partners

= |f Had Different Partner (or could renegotiate MOU)

1)
2)
3)
4)

5)

6)

Sharing failure to sanction risk

Share in benefit of lower interest rates
Better cost of capital term s in tariff

Higher ownership share than 40% (of 25% )

Extended time frame to make decision on exercising 40% (of 25% )

ownership option

Remove option of TransCanada to term inate after pre-FEED

18



Role of Financing Terms in Tariffs

e Financing costs a significant part of tariff

e Cost of capital:

(Pet debt X Cost of Debt) + (Pet equity X Cost of Equity)

e Will determine gas revenues and price of gas
to Alaskan consumers



Are Better Cost of Capital Terms
Possible

e Terms on existing pipelines may not be relevant

May not need pipeline company for investment

partner

- 75% of the pipeline is being built by well financed,
well capitalized and experienced major international

oil corporations
e Bidder could come in needing lower returns

e May be trade-off between risk sharing and
returns



How Bound is State by AGIA

« License Project (Treble Damages) Clause

(AS 43.90.440):

"If... the state extends to another person preferential royalty or tax
treatment or grant of state money for the purpose of facilitating
the construction of a competing natural gas pipeline project in this
state ... the licensee is entitled to payment from the state of an

amount equal to three times the total amount of the expenditures
incurred and paid by the licensee ... "

e Ambiguities
- "Total amount”
- "Preferential”
- "Grant of state money"

21



Options

Assess legal exposure
Engage TransCanada
Renegotiate
Settlement

Litigation



4. Taxation: Production Tax

e Taking taxes in-kind enhances the project
economics to the sponsors

- It makes sense to assess an in-kind tax on gross

e Appropriate rate: fair share i1s what you can
get in a competitive environment
(Jurisdictions with similar risk/reward
structure)



Government Take - LNG Projects
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Property Tax

e Property tax based on value Is regressive: the
higher the cost the higher the tax

—Adds to economic risk
e Plethora of litigation on valuation

e There are certainly social impacts from
development that need to be addressed and paid
for

- Itis not clear that impacts are directly related to value

e HOA: look at cents/mcf tax plus impact payments



Fiscal Stability

Producers have continually expressed
necessity

Some fiscal stability may be necessary
SB 138 not stable

Scope out producers intentions as to what
constitutes adequate stability



Evaluation of SB 138 (HB 277) and Associated Proposed
North Slope Natural Gas Commercial Arrangements

Roger Marks
Prepared for the Senate Finance Committee
February 18, 2014

. Introduction

This report is an evaluation of SB 138 (also HB 277) and associated proposed commercial
instruments related to the commercialization of North Slope gas. These other instruments include
the Heads of Agreement (HOA) between the state, TransCanada, ConocoPhillips, BP, and
ExxonMobil, and the Memorandum of Understanding (MOU) between the state and
TransCanada. In addition, the role of the Alaska Gasline Inducement Act (AGIA) in these
proposals will be discussed. ""State™ includes DNR, DOR, and the Alaska Gasline Development
Corporation (AGDC).

The plan put forward by the administration is thoughtful and could be useful in moving a large
scale North Slope natural gas commercialization project forward. This report contains
observations about the plan, and offers some alternative options the legislature may want to
consider.

This analysis is based on examination of public documents.

Two high level observations may be useful in deciding how to proceed on these issues: first
regarding the outlook for the project’s viability, and second, the timing.

The economics of a large scale natural gas export project are challenging, and it is far from
certain that the project will happen.

Expected LNG demand growth is encouraging, but the competition is considerable. Currently 19
nations actively export LNG and many are eyeing the Asian market. An additional one has a
plant under construction, and four more are in various stages of feasibility studies. There will be
nearly twice as much supply chasing the Asian market as there will be demand in 2030. (See
Figure 1)

At the same time LNG prices in Asia may be falling. Prices have been linked to oil, but the link
appears to be either softening or decoupling. Asian buyers realize that due to skyrocketing oil
prices, suppliers were making a windfall. With the intense competition, buyers will be able to
leverage lower prices based on actual costs, and sellers will have to compete based on cost.

While average prices in Asia currently may be high (approximately $14-$ 18 per million BTUs
[mmbtu]), they reflect the high volumes of gas subject to older, higher-priced contracts linked to
oil prices. Newer contracts in China average around $1 I-$12/mmbtu. Russia will be selling some



FIGURE 1

Not All Proposals Move Forward
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gas for as low as $6/mmbtu, and Yemen at $8/mmbtu.” Cheniere Energy, Inc. will be selling
Gulfof Mexico LNG to Asia based on Henry Hub prices.2

None of this bodes particularly well for Alaska. In 2012 the North Slope producers estimated the
cost of the project at $45-$65 billion, including gas treatment, pipeline and liquefaction. It is
unclear the extent to which this also includes the upstream costs for large-scale development at
Pt. Thomson, which will be considerable.31t is likely inflation has occurred since these numbers
were released.

Because of the considerable length of the pipeline, a burden no other project has, Alaska is one
of the largest and most expensive of all projects. At a $45 billion cost, the tariff for gas
treatment, pipeline, liquefaction, and marine transportation would be near $12/mmbtu. Alaska's

1Enalytica, *Natural Gas Market Outlook &Fundanrentals of LING Business,”* Presentation for the Alaska State
Legislature, January 28, 2014, p. 21

2The formula is Henry Hub + 15%+$3 liquefaction +shipping. Last year this was in the $10-$ll/mmbtu range.
3Development costs for the large scale natural gas and condensate production at Pt. Thormson could approach $10
billion.



estimated breakeven price is in the $1 I-$15/mmbtu range4, while many of the proposed projects
are $8-$12/mmbtu. (See Figure 2)5

FIGURE 2

New LNG Projects are Expensive
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In addition, the project is especially challenged in that because of its size, to sell all the gas it will
be necessary to capture large shares of the incremental market demand in a short amount of time.
These marking limitations have caused project sponsors to nearly halve the proposed volume of
gas relative to the previous plan to move gas into North America. This smaller volume sacrifices
the benefits of economies of scale.

Each of the three major North Slope producers would need to independently sanction the project
within their corporate confines for it to go forward (though some companies could sell gas to
other companies on the North Slope).

4 Assuming the state takes its taxes and royalties as in-kind gas. The breakeven price would be $1-$2/mmbtu
higher if it does not. See Section IILA

5The estimated tariff is a nominal levelized amount. The estimated breakeven prices are in 2013 dollars. Due to
inflation they will be nominally higher, and may exceed the levelized tariff.

3



It will be very important for project sponsors to bring down the costs to the low part of the
estimated range; otherwise the project will be uncompetitive. This analysis assumes a $45 billion
cost for treatment, pipeline, and liquefaction, and $4 billion for the gas share of Pt. Thomson
development.

Accordingly, there is risk associated with funds spent or committed now for a project that may
not materialize, or may not materialize for a long time.

The second high level observation is that these projects take a long time to put together. It is
plausible that if this project does happen, it is not going to happen soon. Achieving
commencement of commercial operations by 2024 is an ambitious goal.

The primary factors that will determine when the project is sanctioned are the producers being
comfortable that prices will be sufficiently high, they can penetrate the markets, and they can
make the Alaska costs competitive. At this point it is uncertain whether those will be achievable,
and the state cannot affect those very much. (This is not to undermine the importance of state
institutional arrangements.)

There are amyriad of commercial, institutional, and governmental arrangements that need to be
established. Given the dramatic increase in the number of LNG projects under development,
there are backlogs of orders for equipment and tankers, and labor is scarce. These issues are also
creating cost inflation.

However, on the positive side, there is also no short-term "‘window of opportunity.” Asian
demand will continue to grow, and prices may rise. Notwithstanding the timely importance of the
project to the state, an aggressive timeline to get Alaska gas to market may not be ultimately be
in the state's long-term best interests.

Given this will be a 50-year project (or more) worth several billion dollars to the state, it is
important to structure it carefully. The state has the time to figure out what is in its best interests
without being hurried. At this point in time, if there were to be a better project that begins in, say,
2026, it may be preferable to a sub-optimal one that starts in 2024.

Il. Proposed Commercial Arrangements and Legislation

The Heads of Agreement (HOA) between the state, TransCanada, ConocoPhillips, BP, and
ExxonMobil provides guiding principles and objectives that would lead to commercial and
operating arrangements between parties to develop the project. Particularly, it addresses state
participation in the project through ownership of facilities (gas treatment plant, pipeline [in
addition to the main line includes the Prudhoe Bay and Pt. Thomson feeder lines], and
liquefaction plant and terminal) commensurate with the state's proportion of the total gas
(estimated at 20%0-25%b), along with proposals for the state to take its royalties and production
taxes as in-kind gas, pro-expansion principles, and provisions for in-state gas offtake.

The Memorandum of Understanding (MOU) between the state and TransCanada (TC) sets out
the ownership arrangements for the state's share of the pipeline (in addition to the main lines

4



includes the Prudhoe Bay and Pt. Thomson feeder lines) and gas treatment plant (GTP) described
above. The MOU takes the state’s equity share of the facilities and shifts the ownership to TC in
exchange for shipping terms the state finds favorable. The LNG plant is not part of the MOU; TC
would not own any of it. The major provisions of the MOU include:

- TC would hold an ownership interest in the GTP and pipeline commensurate with the
state’s share of the gas (20%-25%). This analysis uses 22%0.6

- The state would have an option to buy back an equity share in that ownership (22% of
the entire GTP and pipeline). The state could buy back up to 40% of that 22% interest,
but TC would get at least 14% of the total GTP and pipeline. For instance, if the state's
in-kind royalties and taxes were 22% of the total gas, and the state exercised its option to
buy 40% of TC's share, TC would get 14% and the state would get 8%. (The state would
carry a maximum of 36% [8% of the 22%] of its gas on its own capacity.)

- The state would have only one opportunity to exercise the option: at the earlier of
December 31, 2015, or the date of execution of commercial agreements to commence
the FEED stage.

- TC's financial structure for the tariffwould be 70% debt / 30% equity, with a 12%
cost of equity, and a cost of debt of 5%, both subject to plus or minus changes to 30-year
U.S. treasuries between the effective date of the MOU and the time of project

sanction.

- The state would be prohibited from selling its share (should it exercise the purchase
option) to another pipeline company, and TC would have the right of first refusal to buy
any interest the state might want to sell. TC has no such limitations.

- Ifthe state or TC terminates the agreement, the state owes TC the net expenses it has
occurred since January 1, 2014.

SB 138/HB 277 is the enabling legislation that allows the state to participate in these two
transactions, statutorily creating an AGDC subsidiary to manage the state's equity interest, and
authorizing the Department of Natural Resources to negotiate terms for project services,
development and implementation. It also contains the associated modifications to the
lease/royalty and production tax terms.

I11. High Level Decisions for the State to Make

The administration has presented its recommended options forward, which calls on the state to
have an equity stake in all infrastructure, handing over its gas treatment and pipeline piece to TC,
and taking its taxes and royalties as in-kind gas in order to improve the project economics. Does
the state want to participate? If so, what are the risk thresholds? What are the options?

The enabling legislation and associated agreements are designed around a scenario for the
project that assumes the following:

- The state takes its royalties and production taxes as in-kind gas.

62.8 bcf/d into treatment: 2.3 bcf/d from Prudhoe Bay (125% royalty) and 0.5 bef/d from Pt Thorrson (14.5%
royalty). 105%0f gross production tax. 2.4 bef/d marketed.

5



- The tariffs and expansion provisions will not be regulated by the Federal Energy
Regulatory Commission (FERC), or the Regulatory Commission of Alaska (RCA).

- To ensure reasonable operating conditions (tariff, expansion, in-state gas), the state
needs to either own the facilities, or partner with a pipeline company that owns the
facilities. Accordingly, the state owns a portion of the GTP and pipeline in partnership
with TC, and the liguefaction facility commensurate with its in-kind gas.

The issues of whether to take the gas in-kind, whether to own the facilities, and how the facilities
will be regulated are major decisions the state needs to come to terms with before engaging in
these arrangements. They are discussed below. (In addition, these agreements appear to be
structured to amicably transition out of the AGIA arrangement with TC. This issue is discussed
in subsequent sections.)

A. In-Kind Gas

Under current practice taxes and royalties are paid in-value. The producers sell the gas and remit
to the state its share of the revenues.

Under an in-kind system the state takes its share of the taxes and royalties as the gas itself, and
then the state sells it. For many years DNR has taken some of its royalty oil in-kind to sell to in-
state refiners.

There is a very compelling reason to take the royalties and production taxes as in-kind gas; doing
so benefits the project economics from the producers point of view. When they are taken in-
value, the producers have to make the firm transportation commitment for the capacity to treat,
pipe, and liquefy the gas. But it is essentially not their gas. Thus they are paying for capacity for
someone else's gas. But financially, the liability for the commitment, a ship or pay obligation, is
no different than that of ownership. So again, in essence the producers are paying for a large
piece of the facilities they do not use.

If the state takes the gas in-kind instead, it would take on the firm transportation commitment
and the associated financial liability to ship gas on the capacity it needs.

Given the tight economics of the project, if the producers did not have to incur this commitment
it could make a material improvement in the feasibility of the project. It is like a 20%-25%
reduction in the capital cost. This could improve the rate of return by 1-2 percentage points, and
reduce the breakeven price by $I-$2/mmbtu, depending on price, cost, and hurdle rate. For a
project of this size this is a significant impact.

Other benefits of taking the gas in-kind include avoiding conflicts with transportation charges
and LNG charges as can occur in the in-value scenario.

The state does not need to own the facilities to take the gas in-kind. It could simply make a firm
transportation commitment to a carrier to ship its gas on the capacity procured.

If the state takes its gas in-kind it incurs the burden of marketing the gas. Currently under the in-
value arrangement the state has the benefit of having some of the best gas marketers in the world,

6



the producers, selling the gas. With an in-kind arrangement the state will be competing against
these marketers.

The state would need to create a mechanism to market gas. They could pay a professional entity
to do this, at a cost of several cents per mmbtu. Or the state could develop its own marketing
arm. That would also entail costs. There were several million dollars for this in DNR's fiscal
note.

At the time of project sanction the state would have to have a buyer under contract in hand (as
well as be comfortable the market supports the project). Otherwise, the state itself would be
holding up the project.

It may be possible to structure a side deal with the producers, that in exchange for taking the gas
in-kind along with the large commitment, the state could deliver the gas to the producers at some
point and have them market it with the rest of their gas.

When taking taxes and royalties in-value, there is a floor of zero for taxes and royalties; the state
cannot lose money. The firm transportation commitment with taking the gas in-kind is a ship or
pay agreement. The state is compelled to pay to ship the gas whether it actually ships it or not. If
the market price is less than the cost to get the gas to market, the state will lose money.

B. Ownership

1. General

Under the proposal the state will partner with TC for ownership of the GTP and pipeline
commensurate with its share of the gas, and own the liquefaction facilities itself (including the
terminal) commensurate with its share of the gas.

For the GTP and pipeline the state’s share would initially be given to TC and the state would
have the option of owning up to a 40% portion of that share, with TC getting a minimum of 14%
of the entire facilities. So if the state's share of the total gas was 22%, TC would get 14% and the
state 8%o. (The state would treat and carry a maximum of 36%b of its gas on its own capacity.)
The state would own its 22% of the total liquefaction facility and LNG terminal itself.

The arguments for state ownership have been previously described in reports by others. These
include transparency, alignment of interests with the producers, income (the return on equity),
risk sharing, and the proverbial seat at the table.

It is possible that any partnership with the private parties, who generally operate with greater
confidentiality than public entities, could limit transparency.

Also, as a shipper, the state would have a greater alignment of interests with the producers, rather
than TC, to keep costs down, especially cost containment for expansions.

The other benefit that could accrue from ownership would stem from the possibility of AGDC
owning the facilities at attractive financing terms, which could add value to the state's gas. The



capital structure and cost of capital terms (debt/equity ratio and costs of debt and equity) can
swing the tariffwidely, and better terms can save the state hundreds of millions of dollars a year.

AGDC financing could bring sizeable benefits. Previously AGDC represented they could finance
the stand-alone pipeline with 100% debt, through both revenue bonds and backing by the state.7
The state's credit is rated AAA, and AGDC may be able to procure tax-exempt debt, which
generally costs about 25% less than conventional taxable debt. (The latter would provide some
insulation from general increases in interest rates.) Both of these result in lower cost debt than is
available from conventional pipeline company financing.

Each percentage point reduction in the weighted average cost of capital (WACC) (percentage
debt X cost of debt + percentage equity X cost of equity), relative to conventional private terms,
is worth about 80 cents/mmbtu in the tariff. By owning 100% of the facilities for the state's share
of the gas (22% of the total 2.6 million mmbtu/day8[2.4 bcf/d]), each percentage point reduction
in the WACC would be worth $165 million per year, or $4.1 billion over 25 years. This is what
the state could save for each percentage point reduction if it were able to get it.9For example, if
AGDC ownership were to be two percentage points less than conventional pipeline costs of
capital, such as TC's, it would save the state $8.2 billion over 25 years.)

One of the benefits of the project would be in-state gas for Alaskans. Some of these savings from
a lower cost of capital would directly translate into annual savings of hundreds of dollars to
households from lower gas bills (which include charges for treatment and the pipe, as well as the
gas itself).

AGDC has been appropriated more than $400 million over time to develop the prowess to
finance, build, and operate a pipeline. With the producers involved it could be less complex and
less risky than the stand-alone pipeline.

About $8 billion in financing was expected for the stand-alone pipeline. For the large export
project, at 22% of $45 billion that would be about $10 billion, not significantly different in
amount. (The stand-alone pipeline did not incorporate the liquefaction facilities and terminal;
this proposal does.) At 100% debt this should not present a cash flow problem to the state. It may
have some short-term effect on the state’s credit rating, but it would be offset by the potential of
the new royalty and tax gas revenues via LNG sales.

It also appears that the state ownership mechanism here has been crafted around the proposition
that the tariff and expansion provisions would not be regulated. Some regulation would occur
under Section 3 of the Natural Gas Act; but essentially each shipper would place its gas in its
own capacity, and the facilities would operate much like industrial transfer lines. This is
discussed below.

7AAC 'Aladka Stand Alone Ges Pipeline: Project Plan,'* duly 1, 2011, p 4-8.

8Assuming 1.07 mmbtw/mf.

9The issue is similar to a mortgage on a house. The difference between 3¥oand 8%binterest on a $250,000 house is
$150/month. Over 30 years this would be $54,000 in interest.
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Accordingly, under the proposal, in order for the state to get reasonable tariffs and expansion
provisions, it is necessary for the state to own the facilities, either alone or with TC,
commensurate with its share of the gas, rather than shipping on the producers’ capacity. In
addition, the state (and TC) entity could be the expansion source of last resort for new shippers,
managing expansion terms at reasonable rates.

2. Ownership under the Failure Outcome

In addition to the obvious cash flow issue, the main concern the state should have about getting
involved with ownership now is the very non-trivial risk of spending a lot of money and a project
not materializing.

The pre-FEED is expected to cost over $400 million, and FEED nearly $2 billion; pre-sanction
costs could exceed $2 billion. Certainly it is likely that if problems emerge during pre-FEED the
process would not evolve into FEED. And if significant issues appeared during FEED the
process could be stopped.

Nevertheless, much of this could be spent before the viability of the project is ascertained, and
result in no project. Much of the cost is targeted toward narrowing cost uncertainties. Detailed
gas marketing terms cannot be developed until the costs are known in order to assure provisions
account for adequate cost recovery. Certainly many other competing projects will simultaneously
be in the FEED stages. And ifjust one of the producers is not comfortable with proceeding at
FID, there is no project,

For example, at $2.4 billion, with a 22% share the state's contribution prior to FID (Final
Investment Decision) would be $530 million. Under the TC MOU, as discussed in Section 1V,
regardless of whether the state exercises the ownership option, the state would have to pay TC's
development costs for the GTP and pipeline if the project is not sanctioned (about $260 million).

While state participation is commercially valuable to the producers by partnering in the failure
risk, the producers can arguably handle this risk better than the state through their own
diversification. They are each analyzing many projects around the world, some of which will go
forward. So they can handle the risk of Alaska not going forward, because something else will.

The state has no such diversification options, and thus is less capable of handling the risk of
laying out a half-billion dollars for naught. The three producers' total capitalized value of $750
billion dwarfs the state’s worth.

In addition, under the terms of the MOU the state needs to exercise its ownership option at the
earlier of December 31, 2015, or the date of execution of commercial agreements to commence
the FEED stage. It is possible the pre-FEED may not be complete by then and the state would be
forced to make a very serious commitment with incomplete information.

It might be worth pursuing with the producers the possibility of buying into the project once it
has been sanctioned, including reimbursement with interest for the pre-development costs, in
exchange for taking the gas in-kind with the associated large commitment.



C. Tariffand Other Regulation

The proposal under the HOA is for a regulatory framework under Section 3 of the Natural Gas
Act. FERC has jurisdiction to license facilities that import or export LNG, and the authority to
approve applications for siting, construction, expansion, and operation of LNG terminals.
Terminals are defined to include *‘all natural gas facilities located onshore or in state waters that
are used to receive, unload, load, store, transport, gasify, liquefy or process (emphases added)
natural gas that is imported to the United States from a foreign country, exported to a foreign
country from the United States, or transported in interstate commerce by waterborne vessel."

As discussed above, under this arrangement the facilities would not function as either contract
carriers or common carriers. Rather, each producer/shipper would place gas in its own equity

treatment, pipe, and liquefaction capacity and take the gas out for its own use at the other end.
There are no regulated tariffs. It appears there are currently no major gas pipelines in the U.S.

treated similarly.

Also as discussed above, ownership by the state/TC has been proposed as a way to assure
reasonable shipping rates on its in-kind gas in the absence of tariff regulation. For non-owner
producers the state/TC would be the expansion capacity of last resort. The state would develop
expansion and tariff terms for them, in short, finding itself in the gas pipeline business.

As an alternative to ownership, it appears the facilities could be regulated by the RCA,
particularly the tariff and expansion provisions. (FERC would probably not regulate tariffs since
there is no interstate gas involved.) RCA could be granted the legal authority to regulate the
export gas (as well as the in-state gas), and ensure reasonable rates. There is precedent in law for
the RCA to regulate export gas.

AS 42.08, enacted with HB 4 last year, authorizing the activity of the AGDC , incorporated such
regulation on any export gas that was transported through the stand-alone pipeline. Specifically,
in AS 42.08.900(7) “in-state natural gas pipeline’ is defined as ""anatural gas pipeline that
transports or will transport natural gas by way of contract carriage.” And "natural gas pipeline™ is
defined in AS 31.25.390 to be *... atotal system of pipe and connected facilities for the
transportation, treatment or conditioning, delivery, storage, or further transportation of natural
gas, including all pipe, compressor stations, station equipment, and all other facilities used or
necessary for an integral line of pipe to carry out transportation of the natural gas." It is not
limited to intrastate gas.

Other sections of AS 42.08 lay out how the RCA would regulate gas that goes through such
pipelines. Inthe case of the stand-alone project, it is possible volumes of gas would be
transported and liquefied for export, in addition to the volumes used in state.

AS 42.08 does not explicitly address liquefaction facilities, and is not entirely applicable for a
large scale LNG export project. But the main point is that it appears the RCA would be able to
assert regulatory authority for export gas in new legislation should the legislature want to pursue
that option.
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Though RCA regulation might be burdensome to the producers, it is generally considered the
trade-off in exchange for the natural monopoly bestowed by the right-of-way permit. Inthe
absence of ownership it would be necessary for ensuring reasonable charges, access, and
expansion availability on all the facilities.

IV. The Constraints of AGIA

Based on the structure of the proposals, and public comments made by administration officials, it
appears that the plan, at least in part, has been crafted out of a desire to avoid a potential lengthy
and costly legal fight over ending the AGIA license. Given TC's material role, the proposed deal
appears as if is being structured around the administration’s perception that it is constrained by
AGIA, there is an aggressive time frame to market the gas, and must give TC this role to end the
license amicably. These constraints are discussed in the next section.

To be clear, these observations are based on conclusions drawn from examining public
information and statements, and the author has no knowledge of the extent to which the
administration may have legally analyzed its AGIA options, and no knowledge of what
transpired in the negotiating process between the administration and TC in crafting the MOU.

Nothing here is meant to undermine TransCanada's integrity or commercial ability. This is
written from the perspective of the state's responsibility to look after its own interests.

For a very long-term endeavor worth several billion dollars to the state, the state should be very
careful about structuring the deal based on perceived collateral damage from AGIA. (In many
ways it would be the proverbial tail wagging the dog.)

If the enabling legislation is enacted, the state will essentially be giving TC a sole-source
contract worth tens of billions of dollars to transport the state's gas.

TC's capital structure and cost of capital terms are laid out in the MOU (see above). Their
capitalization terms are certainly not unattractive by conventional private pipeline standards.
(There are some FERC regulated natural gas pipelines that have lower costs of debt and equity,
and many with higher costs, as well).1

In this circumstance only part of the project would be financed for the state's capacity, with the
other parts being built and financed by well-capitalized and experienced major international oil
companies. The risk is arguably reduced. Also, as discussed below, TC faces no risk of the
project not being sanctioned. Looking at the terms on existing pipelines may not be comparable
or relevant. Perhaps that is part of the reason why TC came in with the terms it did.

Potential alternative parties could come in needing lower returns. Going out to bid, or
negotiation, could generate better terms, especially given the unique situation here. There are

DForexample, see FERG Docket BH_12-77-000, Bxhibit No. PSCo-24, or Natural Gas Supply Association, *'Pipeline
Cost Recovery Report," 2005-2000.
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many other qualified major natural gas pipeline companies. A lower cost of capital would
translate into lower prices to Alaskans for in-state gas. This is discussed below.

Mostly what the state gets out of the proposal is an arrangement for TransCanada to carry the
state's gas at reasonable rates, and some expertise in pipeline construction and operation. As
discussed prior, a similar, or possibly preferable, result would occur under RCA regulation or
100% AGDC ownership, with the expertise to build and operate the facilities coming largely
with the producers' involvement. The extent of TC experience and expertise in gas treatment is
unclear.

Absent the constraints of being connected to TC because of AGIA, the state would have
additional options for proceeding. First, contrary to the MOU, it could solicit bids for the best
terms, which in addition to a potential lower cost of capital, could include a higher ownership
share for the state, the ability to divest to whoever it chooses, and more time to decide on
ownership. Again, under the MOU the state may have to exercise the ownership option prior to
the conclusion of the pre-FEED stage.

Under this proposal it also appears that the state may face very serious risks if the project is not
sanctioned (not a trivial possibility), even if it has not exercised the ownership option. Ifthe
project is not sanctioned, TC (the Transporter) can terminate the agreement for a number of
reason, including failure of the state to execute a firm transportation services agreement (which
would likely be the case if the project is not sanctioned), or failure of TC's board at FID to
approve the project.l

If TC terminates for these reasons, under the MOU the state (the shipper) would owe TC
everything it has spent since January 1, 2014. Based on 22% ownership of the GTP and pipe, and
estimated pre-FEED and FEED costs of $1.2 billion, this would be about $260 million, plus
interest.

The MOU transfers all of the risk of a failed project to the state.2 By going out to bid a potential
alternative partner may be willing to share or absorb some of this risk.

Moreover, if the state should terminate and pay off TC, per the terms of the MOU, if the state
participates in a similar project within 5 years, the state must offer TC similar participation terms
to this MOU.13

11See Midstream Services Term Sheet, Section 9:
Termination Bvent: Transporter Rights to Terminate (Transporter Tenmination Bvent):
- Shipper fails to execute FTSAby December 31, 2015
- At HD if dl Transporter corporate/Board approvals have not been obtained
122 See Midstream Services Term Sheet, Section 8:
Development Cost Reimburserrent:
If Shipper or Transporter exercises its right to terminate pursuant to any of the Termination
BEvents set forth below (Section 9), the Shipper shall pay Transporter for dl development costs
incurred by Transporter after Decermber 31, 2013 ...
13See Midstream ServicesTerm Sheet, Section 9: Conveyance of Transporter Alaska LNG Project to Shipper
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The absence of AGIA constraints could also open up the possibility through AGDC for the state
of owning 100% of the capacity to ship (including treatment, pipe, and liquefaction) its in-kind
gas in its own capacity. AGDC financing could bring significant benefits relative to TC.

As discussed above, AGDC has represented they could finance with 100% debt, through both
backing by the state and revenue bonds. It is unclear what the portion of each would be. For the
portion backed by the state, the state has a lower cost of debt than TC; the state is rated AAA by
Standard & Poor's, TC is A-. That alone is worth about one percentage point in the cost of debt
in today's credit markets.

AGDC also represented they could use tax-exempt debt. Generally this costs about 25% less than
taxable debt. AGDC's credit has never been rated.

The above discussion in Section 111.B.I described how if the state itself owned 22% of all the
facilities, each percentage point it could save in the cost of capital from AGDC financing would
be worth $165 million per year, or $4.1 billion over 25 years.

If the state only owns 8% of the GTP and pipeline due to TC's other ownership share, and the
state owns the full 22% of the liquefaction facilities and terminal, that would be a blended 69%o
share of all the facilities commensurate with its gas.4 TC would own the other 31%.

By foregoing this 31%6, each percentage point reduction relative to TC that it could have realized
from AGDC ownership would cost the state $51 million per year, or $1.3 billion over 25 years.

For example, if AGDC could save 2 percentage points over TC, TC's ownership would cost the
state $2.6 billion over 25 years.

One of the benefits of the project is in-state gas for Alaskans. Some of this cost would be paid for
by Alaskan consumers as these higher costs would translate directly to their gas bill (which will
charge for treatment and pipe in addition to the gas itself). The loss of a two percentage point
reduction, for example, in the cost of capital on the portion of the GTP and pipe that TC is to
own, could cost each household several hundred dollars annually.

TransCanada may have exercised bargaining leverage over the state to let the state extricate itself
of AGIA. It may be useful for the state to do a deliberative analysis as to exactly what the state’s
exposure is, and whether there are better alternatives. A high level analysis is contained in the
next section.

WYhe state's share of the facilities commensurate with its in-kind gas is 22% The total cost is $45 billion. The GIP
and pipe are $22 hillion (49%6of the total). The liquefaction facility is $23 hillion (51%60f the total). The state would
have 36 Ywf the 22%oshare of the GIPand pipe (8%42294, and 100%60f the liquefaction facility. Thiswould be 3%
of the 4%0(18%9 and 100%0f the 51%6(5199 for atotal of 6%%
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V. Getting Free from the Constraints of AGI A

Insofar as the proposal is a) designed around the administration's perception that it is bound by
AGIA, and b) because of the perceived time urgency of the project is not able to pursue
potential legal remedies, and c) is thus conveying this role to TC, these constraints are limiting
the state's options. It may be useful to explore legally the extent to which the state may not be so
bound. There may be some legal arguments that the state is not so confined, and the state could
proceed how it wants without incurring an AGIA liability. This could very well slow some of the
process down.

To be clear, while the author is not an attorney, he is well-versed in AGIA and has consulted
with attorneys in relation to this section. But as such, the forthcoming analysis should not be
considered a professional legal analysis. The legislature may want to consider securing legal
counsel to further explore its options under AGIA.

Certainly the state does not have a moral obligation to TC. TC willingly took on risks when it
became the AGIA licensee, as did the state. To date the state has incurred more costs than TC.

A. Abandonment of Project

The easiest way out of the AGIA license is to abandon the project as uneconomic under AS

43.90.240. Under that clause, if the predicted costs and prices are such that the project is not
economically feasible, the license can be terminated. Ifthe parties disagree the issue goes to
arbitration.

The original license was for a project to North America, which everyone agrees is now
uneconomic pursuant to the large volumes of shale gas that have pushed prices down. These
issues are cited in both the HOA and MOU.

Under AS 43.90.210 it is possible to modify or amend the project plan. In 2012 the
administration and TC agreed to modify the plan to be an LNG export project, rather than a
pipeline to North America. However, it is possible the modification was not made in compliance
with the statute. The rationale for that follows. If this were the case, the default plan could still be
for the North America project, which would be uneconomic, and the license could be legally
terminated.

There are three possible reasons the project plan modification was not made within the
provisions of the statute. The first two of these were spelled out in a memo by from Donald
Bullock, Legislative Legal Services counsel, to Rep. Hawker on February 15, 2013.15

First, counsel opined that changing from the North America to the LNG export project is such a
drastic transformation that it is more than just an amendment or modification, and nothing like
the detail or scrutiny that accompanied the original application was applied:

5 Memo from Donald M Bullock, J. to Rep. Mike Hawker, **Assurances to a project licensed under the Alaska
Gasline Inducerment Act (Work Order No. 28-L.S0457),"" February 15, 2013,
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The commissioners specifically rejected an LNG option in their recommendation to the
legislature. Therefore, under the terms of AGIA, the project licensed under AGIA is the
project from the North Slope through Canada. If the route through Canada is the licensed
project, changing the project to an LNG project is not a modification to the licensed
project, but is a rejection of the AGIA project.

Thus while TransCanada was open to soliciting interest in shipping gas to Valdez and
expressed that possibility in its application to FERC, the project pitched under AGIA to
the commissioners and the legislature was the highway project, that is, the project to the
Canadian border.

Moreover, in recitals 11 and 12 in the MOU state that:

Because it is not economically feasible that tWO (emphasis added) large-scale pipeline
projects will be developed concurrently to transport Alaska North Slope natural gas to
market, the Commissioners have committed to consider commercial agreements executed
by and between the State, TADI and the ANS producer s for development of the Alaska
LNG project as material evidence that the Licensee's AGIA licensed project is
uneconomic as provide in AS 43.90.240(a).... The Licensee has committed that upon the
occurrence of the Trigger Event and the execution of the Transition Agreements, the
Licensee will agree that the project licensed under the AGIA license is uneconomic
within the meaning of AS 43.90.240(a).

The implication of the recitals are that since the LNG project is being pursued, it is not
uneconomic, so the North American project must be uneconomic. And since the abandonment
clause is being invoked, the North American project must be the AGIA project subject to the
abandonment clause.

Second, per AS 43.90.210, any modification must be consistent with the requirements of AS
43.90.130, the original application requirements. This includes 20 requirements. These were not
part of the modification process. For instance, AS 43.90.130(2)(D)(ii) requires a thorough
description of the project, including:

the marine transportation services to be provided and a description of proposed rate-
making methodologies; an estimate of rates and charges for all services by third parties; a
detailed description of all proposed access and tariff terms for liquefaction services or, if
third parties would perform liquefaction services, identification of the third parties and
the terms applicable to the liquefaction services; a complete description of the marine
segment of the project, including the proposed ownership, control, and cost of liquefied
natural gas tankers, the management of shipping services, liquefied natural gas export,
destination, regasification facilities, and pipeline facilities needed for transport to market
destinations, and the entity or entities that would be required to obtain necessary export
permits and licenses or a certificate of public convenience and necessity from the Federal
Energy Regulatory Commission for the transportation of liquefied natural gas in
interstate commerce if United States markets are proposed; and all rights-of-way or
authorizations required from a foreign country;
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To the author’s knowledge all of these have never been submitted for the modification. This
information was publicly submitted in the original license application.

Third, another section of AS 43.90.130, section 7, calls for the licensee to propose and support
rolled-in rates for expansion costs. Subsequent to the 2012 plan modification, TransCanada has
been working jointly with the three producers, who are prime players in the plan modification.

As the latest AGIA Fund Disbursement Report says:

Thus for the first time in this project's history, the APP and the major Alaska North Slope
(ANS) Producers (ExxonMobil, BP, and ConocoPhillips) have aligned under the AGIA
framework to explore and develop a concept for an LNG project and associated pipeline
through the state to tidewater in South-central Alaska.16

It is not unreasonable to assume that state AGIA reimbursements are flowing through TC
directly to the producers for their share of the work. In any event, for all intents and purposes the
three producers are functioning as de facto co-licensees, being the beneficiary of the AGIA
inducements intended for the licensee. However, the producers have never supported rolled-in
rates, but have actively opposed them.

For these reasons it is possible the plan modification may have been out of compliance, making
the North American project the active plan. Insofar as it is clearly uneconomic, this would
provide a vehicle for abandoning the license. If this were the case there may be legal remedies
available, such as rescinding the plan modification. This would open up other financially
preferable options to the state.

B. License Project Assurances

If the project is not abandoned as uneconomic, and the state were to proceed as it wants without
TC, there is a risk it could create legal and financial exposure through the license project
assurances clause in AGIA, AS 43.90.440. The clause says:

AS 43.90.440(a) Except as otherwise provided in this chapter, the state grants a licensee
assurances that the licensee has exclusive enjoyment of the inducements provided under
this chapter before the commencement of commercial operations. If, before the
commencement of commercial operations, the state extends to another person preferential
royalty or tax treatment or grant of state money for the purpose of facilitating the
construction of a competing natural gas pipeline project in this state, and if the licensee is
in compliance with the requirements of the license and with the requirements of state and
federal statutes and regulations relevant to the project, the licensee is entitled to payment
from the state of an amount equal to three times the total amount of the expenditures
incurred and paid by the licensee that are qualified expenditures for the purposes of AS
43.90.110 that the licensee incurred in developing the licensee's project before the date
that the state first extended preferential treatment to another person.

B State of Alaska Department of Revenue and Netural Resources, "AJA RN Disbursenent Report,'* Jan. 25,
2013, pp. 34
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So the question is whether the state would incur a liability under this section were it to proceed to
own the facilities and modify taxes and lease terms. (If the license were abandoned as
uneconomic the license project assurances disappear.)

Much in the clause is ambiguous, particularly:

- The meaning of ""preferential™* (line 4)
- The meaning of "'grant of state money** (line 5)
- Whether the payment (line 12) is based on the licensee’s gross or net expenditures

Regarding the meaning of “"preferential,” in hearings on the AGIA bill in 2007, administration
officials testified that the intent of AGIA was never to restrict the legislature’s ability to look at
taxes and royalties:

The word *‘preferential™ is key because there is no intent to restrict the legislature’s ability
to look at taxes. Ifa future legislature decides to modify production taxes, nothing in the
bill prohibits the legislature from changing tax rates.

... changing the tax rate to influence a pipeline project... isn't a preferential tax change;
everybody's affected by it...

By statute DNR is authorized to look at leases and agree tomodify the royalty rates for
leases that have been unitized. ... Another area in statute allows DNR to negotiate a more
favorable royalty rate when a lessee can show by clear and convincing evidence that
development in a particular field is challenged.... These are existing statutes that apply
under specific conditions; their focus isn't to support a specific competing gas pipeline.I7

These sentiments were echoed by legislative legal counsel Donald Bullock both in committee
testimony,18and in his aforementioned 2013 memo.

Any law of general applicability isn't preferential treatment; everybody is affected by it. It could
apply just as well to a bullet line, a gas-to-liquids project, ice-breaking LNG tankers out of
Prudhoe Bay, a pipeline to North America, or a different LNG export project.

As far as "'grants of state money"" are concerned, administration officials testified that "‘grant"
means an "‘outright unfettered financial grant."'19 (Perhaps it could be considered donations.)
Arguably, buying equity in the facilities may not a grant; the state is making an appropriation
and paying for an asset it is getting in return.

I7 Testimony of Deputy Commissioner Marcia Davis (Dept, of Revenue) on SB 104 before Senate Judiciary on Apxil
13, 2007.

BTestimony of Donald Bullock on HB 177 before House Resources on April 10, 2007.

B Testimony of Deputy Commissioner Marcia Davis (Dept, of Revenue) on B 104 before Senate Judiciary on Apxil
13, 2007.
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On the other hand, an appropriation could perhaps be considered a grant. Legislative legal
counsel opined that **financial support for a competing pipeline could result in liability under the
assurances''20 (but not for certain).

Ifappropriations for ownership do create a problem, perhaps the state could take its gas in-kind
without ownership, foregoing any appropriation, modify taxes and royalties in laws of general
applicability as it sees fit, and be free of AGIA. The license assurances expire after the
commencement of commercial operations, and perhaps the state could pursue ownership then.

Under AGIA, before the first open season in 2010 the state was reimbursing TC 50% of their
expenditures, and afterwards 90%, up until $500 million. So if treble damages are invoked it is
an important difference whether it is based on gross or net expenditures.

Per the latest AGIA Fund Disbursement Report, as of January 2013 TC was expected to have
spent cumulatively approximately $550 million through the end of 2013, and the state reimburse
them approximately $350 million.2L Based on those figures, on net they have spent $200 million.
Treble damages based on gross would be $1.65 billion. Based on net they would be $600
million, a billion dollar difference. Evidently TC spent less in 2013 than expected, so those
figures would be slightly reduced.

On whether the payment is based on the licensee's gross or net expenditures, the administration
in committee testimony suggested it would be based on net:

Ifthe state's share is larger the net to the licensee would be lower so exposure post open
season would probably be a lot lower.22

The limit would be the amount expended by the licensee, based on the expectation of
what the licensee might be spending and depends upon the amount matched by the
state.23

In the aforementioned 2013 memo legislative legal counsel Donald Bullock also opined that net
may be a better interpretation:

In my opinion the better interpretation is that the payment is on net amount paid by the
licensee after reimbursement by the state. The reimbursement of expenditures, the benefit
of an Alaska Gasline Inducement Act coordinator under AS 43.90.110(a)(2), and the
assurances all reduce the risk of the licensee. Reimbursement by the state already
removes a percentage of the risk, and the financial investment of the licensee that remains

2 Mermo from Donald M Bullodk, . to Rep. Mike Hawker, **Assurances to a project licensed under the Alaska
Gaslire Inducerment Act (Work Order No. 28-L.50457),"" February 15, 2013.

2 State of Alaska Department of Revenue and Natural Resources, *AJAFUNd Disbursement Report,'* Jan 25,
2013, p 10.

2Testimony of Deputy Commissioner Mardia Davis (Dept, of Revenue) on B 104 before Senate Judiciary on April
13, 2007.

BTestimony of Commissioner Patrick Galvin (Dept, of Revenue) on HB277 before House Resources, 2007.
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is the percentage not paid and the expenses incurred and not subsidized after the
$500,000,000 has been exhausted.

The language in the act may suggest otherwise. The amount (from above) says:

... three times the total amount of the expenditures incurred and paid by the licensee
that are qualified expenditures ...

There are two other sections in AGIA that involve payments from the state to the licensee. AS
43.90.200 addresses what happens if the licensee does not sanction the project as required. In
that case the licensee transfers the FERC certificate to the state, and the licensee gives the state
its data if the state wants it. In return the state pays the licensee:

... three times the net amount of the expenditures incurred and paid by the licensee
that are qualified expenditures ..."

When the language means net, it says net.

AS 43.90.240 addresses what happens if the project is abandoned for being uneconomic. Again,
the licensee gives the state its data if the state wants it. In return the state pays the licensee:

... three times the net amount of the expenditures incurred and paid by the licensee
that are qualified expenditures ... **

Again, when the language means net, it says net.

In conclusion, the proposal arguably results from two possible perspectives from the
administration. First, the administration may believe there is an aggressive time line to move the
project, and it would not be fruitful to consider a time consuming legal strategy to try to break
from the AGIA process (which could open up several additional preferential options). As
discussed above, for a project this important it may be useful for the state not to act in a hurried
manner.

Second, as explained above, some of the terms of the MOU create significant fiscal risk for the
state. The AGIA constraints may have put the state in a weak bargaining position with TC, which
put TC in an advantageous situation.

The state could consider proceeding along the following lines regarding both the abandonment of
the project and the license project assurances. Perhaps the administration has done some of this
non-publicly:

- Engage TC as to whether they would litigate if the state went in a different direction.

- Ifthey would, assess the state's legal exposure and options.

- Ifthe state believes the risk is reasonable, it could decide to go to court. Obviously that
slows things down, and the outcome would not be certain. Some other development
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activities could still proceed concurrently. If the state loses in court it could pay the treble
damages and the long-run benefits could still exceed the cost.

- Ifthe state believes it does have reasonable exposure, it could consider paying off the
treble damages immediately and the long-run benefits could exceed the cost.

Finally, insofar as TC wants this project, the state does have some bargaining strength, and could
push back for better terms with TC.

VI1. Gas Production Tax

The proposal is for a gross tax rate of 10.5%o that can be paid as in-kind gas. As discussed above,
taking the gas in-kind improves the project economics, and should be seriously considered. If
taxes are taken in-kind, it makes sense to have the tax based on gross to provide stability of
volumes.

As far as what is the appropriate rate, as was emphasized last year in the discussion of oil taxes,
fair share is what you can get in a competitive environment. Accordingly, it depends on
government take among jurisdictions with a similar risk/reward balance as Alaska.

Figure 3 shows government take on LNG projects as derived by Daniel Johnston. These were
published in the Black & Veatch report prepared for DNR.

Note there is a wide variation in take. Alaska is a high cost, lower valued, higher risk project. It
does have some advantages: it has low gas production costs (the gas is already being produced
and shares the costs with the oil), and its reserves are proved up. In addition, with the in-kind
mechanism it is taking on more risk and reflects a system more like a production sharing system
(PSC), which have higher takes. Accordingly, it would not be unreasonable to look at the middle
of the spectrum of government take for a target, perhaps about 70%.

At a $45 billion cost, and a $15/mmbtu price (real 2013 dollars) in Asia, at the proposed 10.5%
production tax rate, the estimated government take is 70%.24 It would vary from 71%-70% at
prices from $10-$20/mmbtu, a fairly neutral system. This would appear to be reasonably close to
the target range.

As discussed below, while the tax rate is based on gross, the bill appears to allow the deduction
of upstream gas costs against oil production. This will mostly happen with Pt. Thomson. The
take numbers above reflect this.

With the state taking its taxes and royalties in-kind, and paying its expenses accordingly, any
increase or increase in the tax rate is associated with increases and decreases in the producers'

24 The state could take its taxes and royalties inkind associated with either no ownership, partial ownership, or full
owrership of the portion of the facilities associated with the capacity it would ship. Insofar as taking the gas in-
kind involves afirmtransportation commitrment financially equivalent to ownership, this analysis of taxation is
calculated s if the state takes full ownership of the facilities commensurate with its share of the ges.
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and state expenses. Accordingly, as the cash flows simply scale up or down, much of the
financial metrics do not change very much. However, undiscounted cash flow, which is very
important, certainly moves quite a bit with changes in the tax rate.

FIGURE 3

Government Take - LNG Projects
100%

Source: Daniel Johnston & Co. from Black& Veatch, "Alaska North Slope Royalty Study,” prepared for the State of Alaska, November 2013

Some observations on the property tax: Currently the property tax is based on value and as such
is very regressive. The higher the cost of the facilities, the more the property tax. It exacerbates
the cost problem, especially on something that will cost in excess of $50 billion. In addition, over
time there has been a plethora of litigation over the assessed value of the oil pipeline due to the
theoretical difficulty of assessing value on such unique assets. Currently every assessment since
2005 is in some stage of adjudication.

Accordingly, as spelled out in Article 9 of the HOA, other project enabling terms, it would be
well worth the effort to carefully examine converting the property tax to a cents per mmbtu basis.
While clearly the local jurisdictions, who are the main recipients of the tax, need the funds for
dealing with local social impacts associated with developments, there is probably not a strong
relationship between the cost of the assets and the costs of dealing with the impacts.

Finally, there are two comments on the drafting of the bill. First, in Section 29, where the
irrevocable decision to pay the production tax as in-kind gas is made, it may not be clear how the
amount of gas is determined. Is it 100% of the gas? A set volume? Can a taxpayer make the
decision on a portion of its gas?
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Second, as discussed above, in Section 42, AS 43.55.160(h) is amended to say that the annual
production tax value for oil is the gross value less expenditures to produce oil or gas. Does it
make sense to deduct the costs for producing gas in determining the net value for 0il? The
proposed tax on gas is a gross tax, and so its rate is lower relative to a tax on net (since net is
lower). As written, with the deductibility of the gas expenses, there is essentially a gross tax rate
based on net value. The current AS 43.55.165(h) contains provisions for allocating costs between
oil and gas. In addition, should there be a company with only gas, it would be unable to deduct
its upstream costs and would be at a significant disadvantage.

VI1l. Conclusion

The administration's proposal may provide a suitable blueprint towards North Slope gas
commercialization. It appears that it has been crafted around giving TransCanada an ownership
role due to perceived AGIA constraints. Because of these constraints, the state may be making
financial sacrifices and foregoing some options.

The main risk of state ownership stems from the possibility of going through an expensive
feasibility process with the project not being sanctioned. Should this occur, the state is
responsible for TC's costs even if the state does not exercise the ownership option.

The main benefit of state ownership would be the possibility of low cost state financing through
AGDC. This could save the state several billion dollars. TC's involvement reduces that benefit
by about 30%. Some of this would be paid for by Alaskan consumers in the form of higher gas
bills.

If the state feels it needs a partner, TC's involvement eliminates the possibility of going out to
bid for the best terms on cost of capital, risk sharing, and ownership percentage.

This proposal reflects an urgency to move forward on the project rapidly, and there may be
wisdom to that. For a project of this size, this duration, and this value, an option for the
legislature may be to reflect on how the state would proceed if it were not so encumbered. Ifthe
alternative is much preferable, it might be worthwhile to pursue.
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HOUSE RESOURCES COMMITTEE - TRANSCANADA PARTICIPATION

BLACK & VEATCH PRESENTERS

Peter Abt is a Managing Director in Black & Veatch's Management Consulting Division. He
leads the firm's Oil & Gas Strategy practice and holds primary responsibility for delivering
advisory services to meet client needs. Mr. Abt has over 32 years of experience in the
energy industry focused primarily on natural gas and LNG commercial development. IMr.
Abt holds an M.B.A., from the University of Houston and a B.S., Petroleum Engineering
from the University of Oklahoma

Deepa Poduval is a Principal in Black & Veatch's Management Consulting Division and is
responsible for business strategy and project management. Ms. Poduval focuses on
strategic analytical services supporting energy asset valuation and optimization, marketing
and business strategy development. She has been involved in providing analysis and
commercial support related to Alaska North Slope gas monetization for eight years. Ms.
Poduval holds an M.E.M. from Dartmouth College and a M.Sc. Economics and B.E.,
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MEMORANDUM OF UNDERSTANDING -
HIGHLIGHTS OF THE DEAL ON THE TABLE

TC Holds the State®s Equity Share in GTP+Pipe

SOA Option to Buy Back 40% of TC"s Share at ~FEED

State Commits to 25 Year Transportation Agreement with TC

Various Milestones & Off Ramps for SOA and TC



OPTIONS IDENTIFIED BY STATE FOR EQUITY
PARTICIPATION

SOA Alone

SOA + TC

No Buyback

SOA + TC

with Buyback

GTP

SAB/L

L0

LB
JAD

*Assumes 25% State

equ

Pipeline

SAB0

L2506

LBHo
Ao

ity participation

LNG Plant

SAB0
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HOUSE RESOURCES COMMITTEE - TRANSCANADA PARTICIPATION

IMPLICATIONS OF OPTIONS AND POTENTIAL OFF

RAMPS

TIMELINE: 2014 2015 2016 2017
PROJECT STAGE: PRE-FEED FEED
STATE INVESTMENT

SOA GO IT ALONE: $108M $450M

TC NO BUYBACK: $43M

Pay TC Dev. Costs of ~$70M
(Incl. AFUDC of $5M)

TC WITH 40%
BUYBACK: $43M

Pay TC Dev. Costs of ~$70M
(Incl. AFUDC of $5M)

* Assumes 25% State equity participation

2018

2019 2020 2021 2022
HD

CONSTRUCTION

$13.2B

$6.7B

Pay TC Dev. Costs of ~$390M
(Incl. AFUDC 0f$50M)

$9.3B

Pay TC Dev. Costs of ~$230M
(Incl. AFUDC of $30M)

2023



HOUSE RESOURCES COMMITTEE - TRANSCANADA PARTICIPATION

KEY QUESTIONS IN LOOKING AT VALUE OF
TRANSCANADA'S PARTICIPATION



- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

WHAT IS THE ECONOMIC IMPACT TO STATE  =or meser
FROM TRANSCANADA'S PARTICIPATION?

PROJECT DEVELOPMENT
& CONSTRUCTION

TCPAYSAY /610200
SIAIESUPHONT
CHIA_LCH KRGP
ANDRFHINE

ONERROECTISCHRATIONAL, SIAIERAYS TCANECOTATED TARH-FIRAD
1020-GIPANDRFEINEGRAATY IHD TOMOESIAIEGS

thnt in tttnitit mil

Economic analysis exam ines the netimpact
ofreduced up frontpayments and tariff

expenses over 25 year period ofoperation



- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

TRANSCANADA'S PARTICIPATION IMPACTS

SOA UP FRONT CASH CALLS AND REVENUES
FROM PROJECT

ong

om og

$6

$4

$2

$0

;$2)

2014

25% Equity Alternative SOA Cash Flow Forecast

*Go it Alone
TC No Buyback
*TC 40% Buyback

TransCanecH's partidipation

reclices SatE's yofront caeh

sy $1.4-22Bassuning
70/30 debt/equity

2019 2024

2029

TransCanecH's partiapetion
recLices SaE's revenues by
F200-$360VM per year

2034

SOA IMPACT

2039



- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

WHAT IS THE ECONOMIC IMPACT TO STATE ~ coxme
FROM TRANSCANADA'S PARTICIPATION?

TrarnsCarech particpation Minimel inpadt onthe Sateanan
redLoss the SAE'stotal caeh NPV beaswith TransCarechy
flonswith buy led< aption partidpation
Golt Aore 1C 1C Go It Alone TC TC
No Bpoadk  40%60 Buyback No Buyback 40% Buyback
STATE OF ALASKA CASH FLOWS STATE OF ALASKA NPV,

TransCanada's NPV is expected to be $150-$200MM over the initial 25 year period

*Assumes 25% State equity participation



- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

CAN THE STATE GO IT ALONE?

« What are the capital cost and investment
im plications of going it alone

« Whatare the debt implications ofgoing it alone?

SOA ALONE?



SOA UPFRONT CAPITAL COST EXPOSURE IS SOAALONE?

REDUCED THROUGH TC PARTICIPATION

e Highest risk exposure is prior to project start when cash calls

are notsupported by project revenues

e TransCanada ("TC") participation allows State to retain 20% -

25% ofgas share while being responsible for only 13%-18% of

the upfront costs

e This is especially important ifcostoverruns occur on project



- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

SOA UPFRONT CAPITAL COST EXPOSURE IS SOAALONE?

REDUCED THROUGH TC PARTICIPATION

TC Participation Reduces Total Upfront Investment by SOA by ~40%

$14
-SOA Alone
-With TC
$12
e
0 $11.3
CcO
V" $10
"ro
gc? $8
<C
Wi g
20% Equity 25% Equity 20% Equity 25% Equity
$45 Billion $54 Billion

* Assumes State exercises 30%-40% equity buy back with TransCanada



- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

SOA INVESTMENT FOR A 25% OWNERSHIP
WITH TC IS EXPECTED TO BE $1.3-$4B LOWER
THAN FOR A 20% OWNERSHIP GOING ALONE

State of Alaska Investment Requirement (Unlevered)

om &8 ©

SOA ALONE?



- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

SOA REVENUES FOR A 25% OWNERSHIP WITH SOAALONE?
TC ARE EXPECTED TO BE $0.4-$0.5B PER YEAR

HIGHER THAN FOR A 20% OWNERSHIP GOING

ALONE

State of Alaska Gasline Impact Cash Calls & Revenues Forecast
$5

$4

$3

AKLNG Equity Participation Scenario Avg. Annual Cash Flow
$2 20% - State Go ItAlone $3.6 Billion

25% - TC No Buy Back $4.0 Billion

ol—\ a-=8II

$1 25% - TC with Buy Back $4.1 Billion

$0

Equity Alternative 20% - Go it Alone
($D Equity Alternative 25% - TC No Buyback
Equity Alternative 25% - TC Buyback

($2)
2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040



HOUSE RESOURCES COMMITTEE - TRANSCANADA PARTICIPATION

25% OWNERSHIP WITH TC INCREASES STATE SOAALONE?
OF ALASKA NPV10BY $2B COMPARED TO A
20% OWNERSHIP GOING ALONE

State of Alaska NPV10Forecast

$13
$12
" 811
$10
Equity Alternative 20% Equity Alternative 25% Equity Alternative 25%
Gu il Alone TC No Buyback TC Buyback

* NPV calculated over initial 25-year anticipated term of service agreement with TransCanada



HOUSE RESOURCES COMMITTEE - TRANSCANADA PARTICIPATION

CAN THE STATE GO IT ALONE?
- STATE'S DEBT CAPACITY

Financing the State's share of the AKLNG Project on the State's

balance sheet - key issues:

e At what cost of debt?

« Debt servicing as what % of general fund unrestricted
revenue?

. 1
Scenario 1 « SOA Debt at 4.6%

(lower interest) ~ ___=Debt Service imited to 3% of GFUR _;
Scenario 2 * SOA Debt at 4.9%
L A " Debt Service limited to 5% of GFUR
Scenario 3 = SOA Debt at 5.6%
_(higher interest) . © Debt Service limited to 6% of GFUR
J

* High-level, indicative assumptions based on input from Department of Revenue

SOA ALONE?



HOUSE RESOURCES COMMITTEE - TRANSCANADA PARTICIPATION

THE AMOUNT OF CHEAP DEBT AVAILABLE SOAALONE?
TO THE STATE COULD BE LIMITED

Indicative Levels of Debt for State to Finance 20% Equity Stake in AKLNG Project

$12
m Debt m Equity
X% Percentage of Debt
ro
E $8
E
0
2
(6]
C
0
a %4
w
$0

4.6% Int 4.9% Int 5.6% Int 4.6% Int 4.9% Int 5.6% Int 4.6% Int 4.9% Int 5.6% Int
Go It Alone TC 30% Buy Back TC No Buy Back
* Analysis based on high-level, indicative assumptions based on input from

Department of Revenue. Financing arrangements for the AKLNG project will
become clearer further into the development process.



- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

IS TRANSCANADA A GOOD PARTNER FOR
THE STATE OF ALASKA IN THE AKLNG W

PROJECT?

Extensive experience in
building, owning and
operating northern

pipelines

Retains momentum in the
project

Long history of interest in
Alaska Pipeline

Facilitates expansion



- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

RETAINING MOMENTUM ON PROJECT
COULD BE MORE VALUABLE THAN
SECURING BETTER COMMERCIAL TERMS TC AS PARTNER

State of Alaska NPV,

$14
$13.0 $13.0 $12.9
1 $12.8 ' 12.8 12.8
$13 $12.6 ’ ®
o Each 5% decrease in Each 1% decrease in
s $12 _equity ratio Is ROE is equivalent to
equal(_er_lt to $200MM $100MM in additional
co in additional NPV to NPV to State
<N State - 1.2
N Each year's delay in
Q $11 project operation is
equivalent to loss of
$800MM in NPV to
State
$10 }C*EII
op . >» >
m *ﬁ rs coc cc coc 61> D _c% >S
%I; & ¥ ¥ ida 8 ™ Q
i3 Ve
Debt/Equity % ROE Project Delay



- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

DOES TRANSCANADA BEAR ANY FINANCIAL

RISK?

TransCanada has committed to the
following terms for providing treating and
transportation services to the State

«D/E split of 75%/25%
<Return on equity of 12%; Cost of debt of 5%

Given the scale of this project and the
uncertainties associated with it, financing
remains a significant risk

TC RISKS

Locking in this capital
structure before actual
financing arrangements have
been made for the project
places a risk on TransCanada
of under-earning its
expected return on equity
and eroding its expected
NPV from the project



- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

DOES TRANSCANADA BEAR ANY
FINANCIAL RISK?

TC RISKS

TRANSCANADA EFFECTIVE ROE UNDER DIFFERENT FINANCING ARRANGEMENTS

13%
5% Cost of Debt
12% 12% O
6% Cost of Debt
7% Cost of Debt
11%
'10%
0 10% -
9
1 9% A
£ "8.5%
8% A
TransCanada carries the risk of achieving a lower
7% ROE if it is unable to finance the project at the
contractual rate of 5%
6%
75% Debt, 70% Debt, 65% Debt,
25% Equity 30% Equity 35% Equity

* Assumes 25% State equity participation without State exercising buy back option



DOES TC BEAR ANY FINANCIAL RISK?

TC RISKS

NPV1IOTO TRANSCANADA FROM AKLNG PROIJECT

2014% Millions

75% Debt, 70% Debt, 65% Debt,
25% Equity 30% Equity 35% Equity

* Assumes 25% State equity participation without State exercising buy back option



SUMMARY ON 4 KEY QUESTIONS
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- TRANSCANADA PARTICIPATION

HOUSE RESOURCES COMMITTEE

BLACK & VEATCH STATEMENT

This presentation was prepared for the State of Alaska ("'Client™) by Black & Veatch Corporation ("Black & Veatch") and is
based in part on information not within the control of Black & Veatch.

In conducting our analysis, Black & Veatch has made certain assumptions with respect to conditions, events, and
circumstances that may occur in the future. The methodologies we utilize in performing the analysis and making these
projections follow generally accepted industry practices. While we believe that such assumptions and methodologies as
summarized in this report are reasonable and appropriate for the purpose for which they are used; depending upon
conditions, events, and circumstances that actually occur but are unknown at this time, actual results may materially
differ from those projected.

Readers of this presentation are advised that any projected or forecast price levels and price impacts reflect the
reasonable judgment of Black & Veatch at the time of the preparation of such information and are based on a number of
factors and circumstances beyond our control. Accordingly, Black & Veatch makes no assurances that the projections or
forecasts will be consistent with actual results or performance. To better reflect more current trends and reduce the
chance of forecast error, we recommend that periodic updates of the forecasts contained in this presentation be
conducted so recent historical trends can be recognized and taken into account.

Neither this presentation, nor any information contained herein or otherwise supplied by Black & Veatch in connection
with the services, shall be released or used in connection with any proxy, proxy statement, and proxy soliciting material,
prospectus, Securities Registration Statement, or similar document without the written consent of Black & Veatch.

Use of this presentation, or any information contained therein, shall constitute the user's waiver and release of Black &
Veatch from and against all claims and liability, including, but not limited to, any liability for special, incidental, indirect
or consequential damages, in connection with such use. In addition, use of this presentation or any information
contained therein shall constitute an agreement by the user to defend and indemnify Black & Veatch from and against
any claims and liability, including, but not limited to, liability for special, incidental, indirect or consequential damages, in
connection with such use. To the fullest extent permitted by law, such waiver and release, and indemnification shall
apply notwithstanding the negligence, strict liability, fault, or breach of warranty or contract of Black & Veatch. The
benefit of such releases, waivers or limitations of liability shall extend to Black & Veatch's related companies, and
subcontractors, and the directors, officers, partners, employees, and agents of all released or indemnified parties. USE OF
THIS PRESENTATION SHALL CONSTITUTE AGREEMENT BY THE USER THAT ITS RIGHTS, IF ANY, IN RELATION TO THIS
PRESENTATION SHALL NOT EXCEED, OR BE IN ADDITION TO, THE RIGHTS OF THE CLIENT.
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- OBSERVATIONS N HOA

HOUSE RESOURCES COMMITTEE

BLACK & VEATCH PRESENTERS

Peter Abt is a Managing Director in Black & Veatch's Management Consulting Division. He
leads the firm's Oil & Gas Strategy practice and holds primary responsibility for delivering
advisory services to meet client needs. Mr. Abt has over 32 years of experience in the
energy industry focused primarily on natural gas and LNG commercial development. Mr.
Abt holds an M.B.A., from the University of Houston and a B.S., Petroleum Engineering
from the University of Oklahoma

Deepa Poduval is a Principal in Black & Veatch's Management Consulting Division and is
responsible for business strategy and project management. Ms. Poduval focuses on
strategic analytical services supporting energy asset valuation and optimization, marketing
and business strategy development. She has been involved in providing analysis and
commercial support related to Alaska North Slope gas monetization for eight years. Ms.
Poduval holds an M.E.M. from Dartmouth College and a M.Sc. Economics and B.E.,
Mechanical Engineering from BITS, Pilani, India.

Jason De Stigter is a Senior Consultant with Black & Veatch's Management Consulting
Division and is responsible for business analysis and project management. Mr. De Stigter's
client engagements center on economic, financial, market, and risk analysis of large capital
projects. He has extensive experience in developing complex and innovative economic and
risk analysis models. Mr. De Stigter holds a B.E., Mechanical Engineering and a B.A.
Business Administration from Dordt College and is a Professional Engineer.



- OBSERVATIONS N HOA

HOUSE RESOURCES COMMITTEE

LONG-TERM NORTH SLOPE OIL & GAS REVENUES
ARE DRIVEN BY AKLNG PROJECT SUCCESS

State of Alaska - North Slope Oil & Gas Annual Revenue Forecast

2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040



- OBSERVATIONS N HOA

HOUSE RESOURCES COMMITTEE

PUTTING THE HOA WITHIN THE CONTEXT OF
AKLNG TIMELINE

STATE INVESTMENT

$43 - $108 $180 - $450 million or $7 - $13 billion or
million or~1% ~2%-3% of Total ~95%-97% of Total Investment
of Total Investment
Investment
>

HOA lays out principles
to advance the project to
pre-FEED and enter into
commercial agreements



OBSERVATIONS N HOA

HOUSE RESOURCES COMMITTEE

ROYALTY STUDY HIGHLIGHTS &

RECOMMENDATIONS

STUDY FINDINGS

GLOBAL LNG MARKET IS
GROWING & COMPETITIVE

GOVERNMENT TAKE & COST
STRUCTURE FOR AKLNG
PROJECT ARE HIGH

AKLNG IS EXPECTED TO BE A
LARGE, COMPLEX, HIGH
COST PROJECT

PROJECT STRUCTURE IS
LIKELY TO BE PRODUCER-
OWNED INTEGRATED

VARIOUS RISKS INHERENT
IN PROJECT & STATE
PARTICIPATION

RECOMMENDATIONS

IMPROVE COMMERCIAL
ATTRACTIVENESS OF
PROJECT

RETAIN VALUE TO STATE

CREATE ALIGNMENT
BETWEEN STATE AND
PRODUCERS

RECOGNIZE & MANAGE
RISKS ACTIVELY

STATE EQUITY
PARTICIPATION



CRITERIA APPLIED FOR EVALUATION OF HOA TIE
IN TO ROYALTY STUDY RECOMMENDATIONS

CREATE
ALIGNMENT
THROUGH
EQUITY

MANAGE
ASSOCIATED
RISKS

IMPROVE
COMMERCIAL
ATTRACTIVENESS

PRESERVE
VALUE TO
STATE



- OBSERVATIONS N HOA

HOUSE RESOURCES COMMITTEE

HOA-ALIGNMENT THROUGH EQUITY
PARTICIPATION

State Gas Share = State Equity Share

State Equity Share Impacts State Investment and State
Revenues

State Holds Equity Along The Entire Supply Chain

Commitments Made In A Stage-Gated Manner

> Current decisions focused on enabling pre-FEED

ALIGNMENT



HOUSE RESROUCES COMMITTEE - OBSERVATIONS (N HOA

ATTRACTIVENESS

IMPROVE COMMERCIAL ATTRACTIVENESS
OF AKLNG PROJECT

Producer IRR

24%
- Reduces upfront
o iInvestment by
Producers
Z 20%
3
5 e Risk is shared with the
2 State
© 16% TN
E INCrease In
Producer IRR .
X Potentially reduces
valuation disputes if
State elects RIK
12%
Modified Status Quo Equitv Participation

* This analysis assumes a modified status quo wherein the production credits in SB21 are extended to reflect a $5/BOE credit
for gas, similar to the credit extended to new oil production

* Assumes 25% State equity participation



PRESERVE VALUE TO STATE FROM
ROYALTY & TAXES

e Obtain value in return for the State's incentives to
the project

* Preserve the State's expected revenues from the
AKLNG Projectrelative to an RIVworld without
State equity participation



HOUSE RESOURCES COMMITTEE - OBSERVATIONS N HOA

Nrno:@ os

PRESERVE VALUE TO STATE FROM
ROYALTY & TAXES

VALUE TO SOA

State of Alaska Modified Status Quo Annual Cash Flow

Royalty ® Production Tax m SCIT « Total Property Tax
$6 - 26%

$5 -

$4 -

$3

2 - 37%
$1
$0 -
($D -

(82) -
2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040

« SCIT = State Corporate Income Tax

Total Cash Flow (Through 2041) =%$68 Billion



HOUSE RESOURCES COMMITTEE - OBSERVATIONS N HOA

PRESERVE VALUE TO STATE FROM
ROYALTY & TAXES

omk &!'oos

State of Alaska 25% Equity Alternative Annual Cash Flow

m Royalty  m Production Tax = SCIT Total Property Tax Project Ownership
$6 -

55 -
54 -
$3 -

$2 -

$0 -
($1) -

($2) -
2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040

« SCIT = State Corporate Income Tax

< Project Ownership = Return on the equity that the State invests in the AKLNG project

Total Cash Flow (Through 2041) =$72 Billion

VALUE TO SOA

12%

20