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W h a t is a H e a d s  

o f A g r e e m e n t ?

Definition:

“A non-binding document outlining 
the main issues relevant to a 
tentative partnership agreement. 
Heads of agreement represents the 
first step on the path to a full legally 
binding agreement or contract, and 
serves as a guideline for the roles 
and responsibilities of the parties 
involved in a potential partnership 
before any binding documents are 
drawn up.”

www.investopedia.com

O O

January 14, 2014

H E A D S  O F  A G R E E M E N T

B y  a n d  A m o n g

T H E  A D M I N I S T R A T I O N  O F  
T H E  S T A T E  O F  A L A S K A

A L A S K A  G A S L I N E  
D E V E L O P M E N T  C O R P O R A T I O N

T R A N  S C  A N  A D  A  A L A S K A  D E V E L O P M E N T  IN C .

E X X O N M O B I L  A L A S K A  P R O D U C T I O N  IN C .

C O N O C O P H I L L I P S  A L A S K A ,  IN C .

B P  E X P L O R A T I O N  ( A L A S K A )  IN C .

F O R  T H E  A L A S K A  L N G  P R O J E C T
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The Heads of Agreement is for the Alaska LNG Project

Attachment 2

Alaska Southcentral LNG -  Project Concept Description

7 ~rr~. —•" —--—y  • ..u" *>"■' 'i"i ijn^riirrrviyu J5S
Estimated Total Cost: $45 -  $65+ Billion Peak Construction Workforce: 9,000 -1 5 ,0 0 0  jobs

Operations Workforce: -1000 jobs in Alaska
D e s c r ip tio n s  a n d  c o s ts  a re  p re lim in a ry  in  n a tu re  a n d  s u b je c t  to  c h a n g e . C o s t ra n g e  e x c lu d e s  in f la t io n .

Source: Letter dated October 1, 2012 to Governor Parnell (Exhibit l-B of HOA)

Gas Treating
• Located at North Slope or Southcentral LNG site
• Remove CO- and other gases and dispose I use
• F ootprmt. 150 - 250 acres
• Peak Workforce: 500 - 2,000 people 
•Required Steel: 250,000 - 300,000 tons 
•Among largest in world

Pipeline
•Large diameter:
•Capacity:
•Length
• Peak Workforce 
•Required Steel 
•State off-take

42'- 48" operating at >2,000 psi 
3 - 3 5  billion cubic feet per day 
-800 miles (similar to TAPS) 
3.500 - 5,000 people 
600,000 - 1,200,000 tons 
-5  points, 300-350 million cubic 
feet per day, based on demand

Liquefaction Plant
• Capacity 15 -  18 million tonnes per annum (MTA)

3 trains (5-6 MTA I train)
• Potential areas: 22 sites assessed in Cook Inlet. Pnnce

William Sound and other Southcentral sues
• Footprint: 400 - 500 acres
• Peak Workforce: 3,500 - 5,000 people
• Required Steel 100,000-150,000 tons

Producing Fields
•-35 TC F discovered North Slope resource 
•Additional exploration potential 
•Anchored by Prudhoe Bay and Pt Thomson with 

-20 years supply available
• Use of existing and new North Slope facilities
• Confirmed range of gas blends from PBU/PTU can 

generate marketable LNG product
• Peak Workforce 500 -  1,500 people

Storage I Loading
• LNG Storage Tanks, Terminal
• Dock; 1 - 2 Jetties
• Design based on 15- 20 tankers
• Peak Workforce: 1 000-1,500 people
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O r g a n i z a t i o n  o f  

t h e  H e a d s  o f  

A g r e e m e n t :

The Heads of Agreement (HOA) is 
broken into 16 sections that 
include:

Recitals of recent events and 
understandings between the 
parties.
13 Articles covering guidelines 
for the development of the 
project and the roles and 
responsibilities of the Parties to 
the agreement.

• An appendix articulating access 
and expansion principles for the 
project.

• An exhibit that provides copies 
of the 3 letters to Governor 
Parnell from the Producer 
Parties and TransCanada.

Heads o f  Agreem ent January 14. 2014
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G u id e  to w h o  is b e in g  referred to
i n  t h e

H e a d s  o f  A g re e m e n t

“The Administration”
> Includes:

>  D e p a r t m e n t  o f  N a t u r a l  

R e s o u r c e s  ( D N R )

>  D e p a r t m e n t  o f  R e v e n u e  

( D O R )

>  R e f e r e n c e s  m a y  a l s o  b e  m a d e  t o  

“C o m m i s s i o n e r s ” o r  t h e  “S t a t e ” i n  t h e  

H O A .

“The Parties” or “Party”
>  I n c l u d e s :

>  T h e  A d m i n i s t r a t i o n

>  T h e  A l a s k a  G a s l i n e  D e v e l o p m e n t  

C o r p o r a t i o n  ( “A G D C ” ) o r  a n  

A G D C  S u b s i d i a r y

>  T r a n s C a n a d a  A l a s k a  

D e v e l o p m e n t  I n c .  ( “T A D I ” )

>  E x x o n M o b i l  A l a s k a  P r o d u c t i o n  

I n c .  ( “ E M A P ” )

>  C o n o c o P h i l l i p s  A l a s k a ,  I n c .  

( “C o n o c o P h i l l i p s ” )

>  B P  E x p l o r a t i o n  ( A l a s k a )  I n c .

( “ B P ” )

Source: Page 2 of the Heads of Agreement
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G u id e  to w h o  is b e in g  referred to
i n  t h e

H e a d s  o f A g re e m e n t

“Alaska LNG Parties”
> Includes:

>  T h e  A l a s k a  G a s l i n e  

D e v e l o p m e n t  C o r p o r a t i o n  

( “A G D C ” ) o r  a n  A G D C  

S u b s i d i a r y

>  T r a n s C a n a d a  A l a s k a  

D e v e l o p m e n t  I n c .  ( “T A D I ” )

>  E x x o n M o b i l  A l a s k a  P r o d u c t i o n  

I n c .  ( “ E M A P ” )

>  C o n o c o P h i l l i p s  A l a s k a ,  I n c .  

( “C o n o c o P h i l l i p s ” )

>  B P  E x p l o r a t i o n  ( A l a s k a )  I n c .  

( “ B P ” )

“Producer Parties”
> Includes:

>  E x x o n M o b i l  A l a s k a  P r o d u c t i o n  

I n c .  ( “ E M A P ” )

>  C o n o c o P h i l l i p s  A l a s k a ,  I n c .  

( “C o n o c o P h i l l i p s ” )

>  B P  E x p l o r a t i o n  ( A l a s k a )  I n c .

( “ B P ” )

Source: Page 2 of the Heads of Agreement
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R e c it a ls :

The purpose of the Recitals 
section, found on pages 2  through 
4 of the Heads of Agreement, is to 
provide context for the agreement, 
describe recent events and 
articulate certain roles, goals and 
direction for the Alaska LNG Project 
and Alaska Stand Alone Pipeline 
(“ASAP”) project currently being 
advanced by the Alaska Gasline 
Development Corporation 
(“AGDC”).

2 .

4 .

O O

K e y  R e cita ls
R e c o g n i z e s  c h a n g e d  c i r c u m s t a n c e s  i n  t h e  

L o w e r  4 8  n a t u r a l  g a s  m a r k e t s  l e d  G o v e r n o r  

P a r n e l l  t o  c a l l  f o r  a  c h a n g e  i n  d i r e c t i o n ,  u n d e r  

A G I A ,  i n  t h e  d e v e l o p m e n t  o f  N o r t h  S l o p e  

G a s  t o  a n  L N G  p r o j e c t .

R e c o g n i z e s  f u n d i n g  b y  t h e  S t a t e  u n d e r  A G I A  

h a s  s u p p o r t e d  k e y  a c t i v i t i e s  f o r  t h e  L N G  

p r o j e c t  b u t  t h a t  b o t h  t h e  A d m i n i s t r a t i o n  a n d  

T r a n s C a n a d a  b e l i e v e  i t  i s  a p p r o p r i a t e  t o  

t r a n s i t i o n  f r o m  t h e  A G I A  l i c e n s e  t o  f o c u s  o n  

t h e  A l a s k a  L N G  p r o j e c t .

R e c o g n i z e s  t h a t  A G D C  i s  p u r s u i n g  t h e  

A l a s k a  S t a n d  A l o n e  P i p e l i n e  ( “A S A P ” ) 

p r o j e c t  a n d  t h a t  t h e  A l a s k a  L N G  p r o j e c t  a n d  

A S A P  i n t e n d  t o  c o o p e r a t e  w i t h  o n e  a n o t h e r .

T h e  A l a s k a  L N G  P a r t i e s  w i s h  t o  r a m p  u p  t h e  

P r e - F E E D  p h a s e  o f  t h e  A l a s k a  L N G  p r o j e c t ,  

w h i c h  i s  e s t i m a t e d  t o  c o s t  o v e r  $ 4 0 0  m i l l i o n .
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D e f in it io n s :

Article 1 of the Heads of Agreement 
begins on page 4 and goes through 2.
page 7 of the agreement. In Article 
1 a reader can find definitions for 
key terms used throughout the 
agreement.

3 .

It is important to note that when a 
term is capitalized in the agreement 
it is referring to a specific term that 
is defined in Article 1. 4

5 .

O O

K e y  D efin itions

“ E n a b l i n g  L e g i s l a t i o n "  d e s c r i b e s  t h e  k e y  

c o m p o n e n t s  o f  l e g i s l a t i o n  ( d e s c r i b e d  in  m o r e  d e t a i l  

in  A r t i c l e  7 )  n e c e s s a r y  t o  a d v a n c e  t h e  p r o j e c t .

“M O I T  r e f e r s  t o  t h e  a g r e e m e n t ,  r e f e r e n c e d  in  

A r t i c l e  5 . 4 ,  b e t w e e n  T r a n s C a n a d a  a n d  t h e  

A d m i n i s t r a t i o n  t o  t r a n s i t i o n  f r o m  t h e  A G I A  l i c e n s e  

t o  a  c o m m e r c i a l  r e l a t i o n s h i p .

“P r e - F E E D ” m e a n s  t h e  p r e - f r o n t - e n d  e n g i n e e r i n g  

a n d  d e s i g n  w o r k  a n d  a c t i v i t i e s  f o r  t h e  A l a s k a  L N G  

p r o j e c t  t h a t  a r e  s u f f i c i e n t  t o  s u p p o r t  f i l i n g s  f o r  t h e  

F e d e r a l  E n e r g y  R e g u l a t o r y  C o m m i s s i o n  ( F E R C ) .

“ R I K ’ m e a n s  R o y a l t y  i n  K i n d  a s  d e s c r i b e d  in  

A r t i c l e  8 . 1 . 1 ,  w h e r e  in  l i e u  o f  r e c e i v i n g  p a y m e n t s  

f o r  t h e  v a l u e  o f  t h e  S t a t e ’s  r o y a l t y ,  t h e  S t a t e  t a k e s  

a  s h a r e  o f  t h e  g a s  p r o d u c e d .

" T A G ”  m e a n s  ‘T a x  a s  G a s ”  a s  d e s c r i b e d  in  A r t i c l e  

8 . 1 . 1 ,  w h e r e  in  l i e u  o f  r e c e i v i n g  p a y m e n t s  f o r  

p r o d u c t i o n  t a x  t h e  S t a t e  w o u l d  r e c e i v e  a  s h a r e  o f  

t h e  g a s  p r o d u c e d .

8
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P r in c ip le s  a n d  

B e n e f it s

Articles 2 and 3 of the Heads of 
Agreement are found on page 8 of 
the agreement.

Article 2 describes how the Heads 
of Agreement sets out the guiding 
principles upon which the Parties 
wish to progress work on the 
Alaska LNG Project and a roadmap 
for project.

Article 3 describes broadly some of 
the key benefits of developing the 
Alaska LNG Project to 
stakeholders.

K e y  P ro v is io n s
A r t i c l e  2 :  P r i n c i p l e s

1 .  R e c o g n i z e s  t h a t  if  E n a b l i n g  L e g i s l a t i o n  i s  

p a s s e d  t h a t  t h e  P a r t i e s  w o u l d  n e g o t i a t e  

c o n t r a c t s  t h a t  w o u l d  i n c o r p o r a t e  t h e  

p r i n c i p l e s  i n  t h e  a g r e e m e n t .

A r t i c l e  3 :  B e n e f i t s  o f  t h e  A l a s k a  L N G  P r o j e c t

1 .  T h e  o p p o r t u n i t y  f o r  c o m p e t i t i v e l y  p r i c e d ,  

r e l i a b l e  i n - s t a t e  g a s  s u p p l y ;

2 .  C r e a t i n g  j o b s  f o r  A l a s k a n s  i n  t h e  e x p l o r a t i o n ,  

d e v e l o p m e n t ,  p r o d u c t i o n  a n d  t r a n s p o r t a t i o n  

o f  n a t u r a l  g a s .

3 .  A d d i t i o n a l  r e v e n u e s  t o  t h e  S t a t e  a n d  A l a s k a  

L N G  P a r t i e s .

4 .  I n f r a s t r u c t u r e  t o  e n h a n c e  o p p o r t u n i t i e s  f o r  

t h e  P r o d u c e r  P a r t i e s  a n d  o t h e r  e x p l o r e r s  a n d  

p r o d u c e r s .

9
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A la s k a  L N G  

P r o je c t  W o r k  1

Article 4, found on pages 8 and 9 of 2 . 
the Heads of Agreement, describes 
what work will be conducted during 
the Pre-FEED stage of the project.

The Pre-FEED stage is expected to 3  

take between 18 and 24 months.

The Pre-FEED stage would be 
followed by a review by each Party, 4 .  
its management and the decision to 
proceed to the next stage (“FEED”) 
would be up to each individual 
Party.

O O

K e y  A ctiv itie s
T h e  d e v e l o p m e n t  o f  s u f f i c i e n t  i n f o r m a t i o n  f o r  

e v a l u a t i n g  t h e  t e c h n i c a l ,  c o s t ,  a n d  s c h e d u l e  

a s p e c t s  o f  t h e  A l a s k a  L N G  P r o j e c t .

T h e  d e v e l o p m e n t  o f  k e y  p r o j e c t  s e r v i c e s  

a g r e e m e n t s  f o r  t h e  S t a t e ’s  g a s  w i t h  

T r a n s C a n a d a  a n d  A G D C  ( o r  a n  A G D C  

s u b s i d i a r y ) .

T h e  P a r t i e s  w o u l d  w o r k  t o  d e v e l o p  m u t u a l l y  

a g r e e a b l e  g a s  o f f t a k e  a n d  b a l a n c i n g  

a g r e e m e n t s .

T h e  S t a t e  a n d  e a c h  o f  t h e  P r o d u c e r  P a r t i e s  

w o u l d  i n i t i a t e  p r e l i m i n a r y ,  i n d i v i d u a l  L N G  o r  

g a s  s a l e s  o r  s h i p p i n g  e f f o r t s .

1. This may also include the State (directly or through 
AGDC or an AGDC subsidiary) working with each 
Producer individually to develop agreements for the 
disposition of a portion of the State’s LNG (Article 
8.3.3).

10
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P u tt in g  P r e - F E E D  in  C o n te x t

Attachment 3

Southcentral Alaska LNG -  Work Plans / Key Decision Points

Requirements to Take Next Step:
J  Visbte Technical Option) s) IdaMffied □  Viable technical option
Cl Government Support Cl Government Support
J  P e w its  I  Land Use Achievable □  Permits S Land Uso Underway
Cl Potential Commensal Viability Cl Potential Commercial Viability

□  Secure Permits I  Land Use ’ Financing I  

Key Commercial Agreements
□  Confirm Commercial ViabSty
□  Execute EPC contracts

PTU 
Settlem ent, 
Jo in t Work 

Agreem ents

Concept 
Selection

(Today)

Cost ($): Tens of Millions

Est. Engineering / Technical Duration*:

Pre-
F EED

<^Decwion^^>
E P C

(Engineering. 
Piocuremenl & 
Construction)

H undreds o f  M illions 

12 -18 Months

Bilions 

2 - 2 Vears

CMl
T ens o f  B illions

5-6 Veers

U>«

U<

Evaluate
• Range o f technically viable 

options for major projoct 
components

• Business Structure
• in state gas / export LNG demand

Progress,

• Preliminary engineering to 
refine concept

• Business structure
• Financing plan

Com plete
• Front-end engineering &  design
* Major contract preparation
• Business structure
* Financing arrangements

Execute:
* Final engineering
* Financing
* Procurement
* Fabricate *’ Logistics i  Construct
* Prepare for Qp&fatkms

S o lic it in te rest o f Others S o lic it In te res t o f O thers
E stab lish  G overnm ent Support and Advance Regula tory Issues:

• Competitive oil tax environment, predictable; durable LNG project fiscal 
terms; AGIA issues

• Assure ability to secure regulatory approvals /  permits 3 land use
• Environmental activities I  Technical data collection
• Stakeholder engagement
• File DOE Export License

Advance G ov't f Reg. Issues:
* Key perm it; im d  use approvals
* Stakeholder engagement
* Secure DOE Export license

Com plete G ov’t  I  Reg. issues:
* Secure remaining construction 

I  operating permits
• Stakeholder engagement.

S tart ind iv idua l g a s !  LNG 
sales y sh ipp ing  e ffo rts

Execute in d iv idua l gas 1 LNG 
sales I  sh ipp in g  agreem ents

Im plem ent business 
s truc tu re  &  agreem ents

Screen com m erc ia l v ia b ility A ssess com m ercia l v ia b ility C onfirm  com m erc ia l v ia b ility C om m iss ion  1 sta rt-up

• NOTE: D uration o f various phases m ay be extended by pro tracted reso lu tion  o f fisca l te rm s, p e rm itting  and regu la to ry delays, legal challenges, 
changes in com m o d ity  m arket outlook, tim e to  secure long-term  LNG contracts , labor shortages, m atenal & equ ipm ent availab ility , weather, etc.

Source: Exhibit l-B: Page 32 of the Heads of Agreement
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S t a t e  

P a r t ic ip a t io n  in  

t h e  P r o je c t

Article 5 begins on page 9 of the 
Heads of Agreement and concludes 
on page 11 of the agreement. The 
Article describes broadly the 
reasons for State participation in 
the Alaska LNG Project, the Parties 
support for State participation and 
how the State would participate in 
the project.

Additionally, Article 5 also 
describes how the Administration 2  

would participate during the Pre- 
FEED stage and provides principles 
for access to information during the 
life of the project.

3 .

i d

o o

K e y  P ro v is io n s
S t a t e  p a r t i c i p a t i o n  i n  t h e  A l a s k a  L N G  

P r o j e c t  c o u l d  y i e l d  s i g n i f i c a n t  b e n e f i t s  t o  

t h e  S t a t e  i n c l u d i n g :

A. Protecting the State’s mineral interests and maximizing the 
value of its resources.

B. Improving alignment of interest between the State and the 
Producer Parties.

C. Transparency for the Administration in regards to the Alaska 
LNG Project.

D. Access and pro-expansion principles for the Alaska LNG 
Project.

E. Creating the opportunity for delivering gas to Alaskans.
F. An opportunity for additional State revenues.
G. Reducing valuation and other potential disputes between the 

Producer Parties and the State.

S t a t e  w i l l  p a r t i c i p a t e  i n  t h e  i n f r a s t r u c t u r e  b y  

e n t e r i n g  i n t o  a g r e e m e n t s  w i t h  

T r a n s C a n a d a  a n d  a  S u b s i d i a r y  o f  A G D C  t o  

c a r r y  t h e  S t a t e ’s  i n t e r e s t  i n  t h e  

i n f r a s t r u c t u r e .

T h e  S t a t e ’s  i n t e r e s t  s h o u l d  b e  c o n s i s t e n t  

w i t h  t h e  S t a t e ’s  s h a r e  o f  t h e  g a s  ( 2 0 % - 2 5 % ) .

12
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R e g u la t o r y  

F r a m e w o r k , 1

A c c e s s  &

E x p a n s io n  2 .

Article 6  begins on page 11 and 
continues through page 1 2  of the 
Heads of Agreement. Article 6 

describes the Parties commitment, 
during Pre-FEED to advance the 
Alaska LNG Project under Section 
3 of the Natural Gas Act. ^

The Article is designed to recognize 
the availability of a tailored 
regulatory framework under Section 4  

3 and that the access and 
expansion terms developed for the 
project would be consistent with 
Appendix A of the Heads of 
Agreement.

O o

K e y  P ro v is io n s
T h e r e  w i l l  b e  a t  l e a s t  f i v e  o f f t a k e  p o i n t s  f o r  

t h e  p r o j e c t  t h a t  w i l l  p r o v i d e  a c c e s s  p o i n t s  f o r  

g a s  t o  A l a s k a n s .

T h e  l o c a t i o n s  o f  t h o s e  o f f t a k e  p o i n t s  w i l l  b e  

d e v e l o p e d  i n  c o n s u l t a t i o n  w i t h  A G D C ,  w h o  i s  

c u r r e n t l y  p u r s u i n g  t h e  A l a s k a  S t a n d  A l o n e  

P i p e l i n e  ( “A S A P ” ) p r o j e c t .  A G D C ’s  w o r k  o n  

A S A P  w i l l  g r e a t l y  b e n e f i t  t h e  S t a t e  a n d  

A l a s k a  L N G  P r o j e c t  i n  d e v e l o p i n g  t h e s e  

l o c a t i o n s .

E a c h  P a r t y ’s  s h a r e s  i n  c a p a c i t y  w o u l d  b e  

m a n a g e d  o n  a  p r o p r i e t a r y  b a s i s ;  e s s e n t i a l l y  

c r e a t i n g  “ p r o j e c t s  w i t h i n  a  p r o j e c t

A G D C  a n d  T r a n s C a n a d a ’s  s h a r e s  o f  

c a p a c i t y  i n  t h e  p r o j e c t  a r e  c o m m i t t e d  t o  

p r o v i d e  a c c e s s  t o  t h i r d  p a r t i e s  o n  t e r m s  

d e v e l o p e d  w i t h  t h e  S t a t e .
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A p p e n d ix  A :  

P r o - E x p a n s io n  

P r in c ip le s

A key foundation for Article 6 : 
R e g u la t o r y  F r a m e w o r k ,  A c c e s s  a n d  

E x p a n s i o n  is found in Appendix A 
(pages 21-23) of the Heads of 
Agreement.

These principles provide high level 
principles governing the expansion 
of any component of the Alaska 
LNG Project.

The Appendix commits the Parties 
to the principle that components of 
the Project (treatment plant, 
pipeline etc.) can be expanded 
and a new LNG train can be 
installed.

O

I loads o f  A g re e m e n t J a n u a ry  14,2014

A p p e n d i x  A  

P ro-E xpansion  Principles

'H ie fo llo w in g  princip les are lo r  the A laska LN G  Project regulated under N G A  Section 3. These 
princip les app ly  to  any com ponent o f  the A laska L N G  Project.

A . I A laska  L N G  P r o jc d  ICvpansiou. The potentia l expansion o f  any com ponent o f  the 
A laska L N G  Project (e xc lu d in g  the m od ifica tion  o f  an insta lled A laska LN G  Project 
liquefaction tra in, o r  insta lla tion  o f  a new lique fac tion  tra in ) w o u ld  lie  addressed in the 
agreements to  he dev eloped du rin g  Pre-FEED, re flec ting  the fo llo w in g  princip les.

A. II. I Follow  in g  start -up o f  the Alaska I NCi Project, any A laska LN G  Party m ay in itia te  
the process fo r an expansion o f  any com ponent o f  the Alaska L N G  Project in w h ich  
that A laska LN G  Party has an interest, unless that expansion w ou ld :

a. M ateria l L\ and adversely a ffec t o r a lte r the A laska  L N G  Project fac ilit ie s  o r 
operations, inc lud ing  technical aspects, o r  scheduling o r q u a lity  o f  de liveries 
from  the Alaska LN G  Project fac ilities;

h. D im in ish  service to  the ex is ting  shippers o r users o f  the A laska J .NCi Project;

c. Cause the A laska L N G  Project to  he in v io la tion  o f  any applicable 
environm ental o r safety laws o r  regulation; o r

d. Cause a v io la tion  o f  the A laska LN G  Project r ig h t-o f-w a y  agreements o r any 
other contractual ob liga tions w ith  respect to the A laska LN G  Project facilities.

Subject to  Section A .2  regarding m od ifica tion  o f  an ex is ting  LN G  Plant 
fitjue faction  tra in  and Section A .3 regard ing insta lla tion  o f  new LN G  Plant 
liquefaction  trains., i f  an A laska I ,NC» Project expansion is proposed, a ll A laska 
L N G  Parties w ith  an in terest in  the A laska L N G  Project com ponent be ing expanded 
w i l l  have the r igh t, but not any ob liga tion , to  participate in  the proposed expansion 
( “ Expansion Party"). A n y  F.xpanskm Party m ay request add itiona l volumes thereby 
increasing the capacity  o f  the proposed expansion. If. how ever, as a result o f  the 
review: o f  the design and cost o f  the proposed expansion, a ll the Expansion Parties 
determ ine that they w ish to  reduce the size o f  the proposed expansion, then they 
m ay do  so. A n  A laska L N G  Party’s  ow nersh ip  interest in  the post-expansion 
A laska L N G  Project com ponent w o u ld  be equivalent to  the p ix iportion  o f  its 
capacity to  the aggregate capacity on the post-expansion A laska LN G  Project 
com ponent.

Expansions can proceed i f  they meet the c rite ria  in  Section A . 1.1 above.

A , 1.2 Hie Expansion Parties w i lt  pay a lt costs related to the expansion and w i l l  have 
access to  and share the increm ental capacity developed b y  the expansion, provided 
terms related to  im pacts on  fuel use fo r  an expansion w ou ld  be addressed during  
Pre-FKKD by  the Parties. Those A laska EN G  Parties that do  not elect to  participate

Page 21
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E n a b lin g  

L e g is la t io n

Article 7 begins on page 12 and 
continues through page 13 of the 
Heads of Agreement. The article 
describes in broad terms the 
necessary component of “Enabling 
Legislation” that the Parties believe 
is necessary to advance through 
Pre-FEED for the AK LNG Project.

The Article describes a two stage 
process where:
1. General take terms and 

mechanisms for State 
participation are enacted during 
the 2014 Legislative session.

2. Project enabling contracts are 
returned to the Legislature for 
review in a 2015 legislative 
session.

1. The timeline above assumes a success case.

o o

T h e  T im e l in e 1

A p r i l  2 0 1 4 :  L e g i s l a t u r e  p a s s e s  e n a b l i n g

l e g i s l a t i o n .

2 0 1 4  — 2 0 1 5 :  A d m i n i s t r a t i o n  a n d  A l a s k a

L N G  P r o j e c t  P a r t i e s  d e v e l o p  

p r o j e c t  e n a b l i n g  c o n t r a c t s ,  

i n c l u d i n g ,  b u t  n o t  l i m i t e d  to ,  

a g r e e m e n t s  w i t h  T r a n s C a n a d a  

a n d  A G D C  f o r  p r o j e c t  s e r v i c e s  f o r  

t h e  S t a t e  G a s  S h a r e ,  g a s  o f f t a k e  

a n d  b a l a n c i n g  a g r e e m e n t s  w i t h  

t h e  P r o d u c e r  P a r t i e s ,  a n d  

p r e l i m i n a r y  L N G  o r  g a s  s a l e s  

c o n t r a c t s .

2 0 1 5 :  L e g i s l a t u r e  c o n s i d e r s  p r o j e c t

e n a b l i n g  c o n t r a c t s .

2 0 1 5 - 2 0 1 6 :  P a r t i e s  d e c i d e  t o  a d v a n c e  t o

F E E D .
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R o y a lt ie s  a n d  

P r o d u c t io n  ^

T a x e s

Article 8 which begins on page 13 
and continues through page 15 of 
the Heads of Agreement describes 
changes to the State’s royalty and 2 .
tax system that will facilitate 
progress on the Alaska LNG 
Project by creating a predictable 
State Gas Share.

The State Gas Share is the 3 .
combination of royalty in kind (RIK) 
gas and tax as gas (TAG) received 
by the State for its Production Tax.

The Article also provides guidance 
for the range of Production Tax 
(~7%-13%) that the Parties believe 
will enable the Alaska LNG Project 
to advance.

O

K e y  P ro v is io n s
A l a s k a  S t a t u t e  A S  3 8 . 0 5 . 1 8 2 ( a )  p r o v i d e s  t h a t  

“ r o y a l t i e s  o n  o i l  a n d  g a s  s h a l l  b e  t a k e n  in  

k i n d  u n l e s s  t h e  c o m m i s s i o n e r  ( D N R )  

d e t e r m i n e s  t h a t  t h e  t a k i n g  i n  m o n e y  w o u l d  

b e  i n  t h e  b e s t  i n t e r e s t  o f  t h e  s t a t e . ”

T h e  N o v e m b e r  2 0 1 3  “A l a s k a  N o r t h  S l o p e  

R o y a l t y  S t u d y ” p e r f o r m e d  b y  B l a c k  &  V e a t c h  

i d e n t i f i e d  p o t e n t i a l  i s s u e s  r e l a t e d  t o  t h e  S t a t e  

t a k i n g  i n - k i n d ;  p r i m a r i l y  t h o s e  a s s o c i a t e d  w i t h  

m a r k e t i n g  r i s k .

I n  A r t i c l e  8 . 3 . 3  t h e  P r o d u c e r  P a r t i e s  c o m m i t ,  

if  a s k e d  b y  t h e  S t a t e  t o  “ n e g o t i a t e  s e p a r a t e l y  

w i t h  t h e  s t a t e  i n  g o o d  f a i t h  t o  e n t e r  i n t o  a n  

a g r e e m e n t  w i t h  t h e  S t a t e  r e g a r d i n g  t h e  

p u r c h a s e  o r  o t h e r  d i s p o s i t i o n  o f  a  p o r t i o n  o f  

t h e  L N G  t h a t  i s  m a d e  f r o m  t h e  S t a t e ’s  

d e l i v e r i e s  ( R I K  +  T A G )  o f  n a t u r a l  g a s  t o  t h e  

A l a s k a  L N G  p r o j e c t . ”
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O t h e r  P r o je c t  

E n a b lin g  T e r m s  1 

&  A d d it io n a l 

S t a t e  S u p p o r t  

f o r  t h e  A la s k a  2  

L N G  P r o je c t

Articles 9 and 10, found on page 15 
of the Heads of Agreement detail 
other terms necessary to advance 
the Alaska LNG Project through 
Pre-FEED and into FEED.

Those terms include a broad range 
of continued State and stakeholder 3 .
support at the local, state and 
federal level for the project.

4 .

O

K e y  P ro v is io n s
T h e  A d m i n i s t r a t i o n ,  i n  c o n s u l t a t i o n  w i t h  l o c a l  

g o v e r n m e n t s ,  w i l l  d e v e l o p  p a y m e n t s  i n  l i e u  

o f  p r o p e r t y  t a x  a n d  i m p a c t  p a y m e n t s  d u r i n g  

c o n s t r u c t i o n  f o r  t h e  p r o j e c t .

P r o j e c t  e n a b l i n g  c o n t r a c t s  n e g o t i a t e d  

b e t w e e n  t h e  P a r t i e s  w i l l  n e e d  t o  b e  o f  

s u f f i c i e n t  d u r a t i o n  t o  s u p p o r t  i n v e s t m e n t  

d e c i s i o n s ,  p e r m i t  r e a l i z a t i o n  o f  a  c o m p e t i t i v e  

e c o n o m i c  r e t u r n ,  t o  e n a b l e  n e c e s s a r y  

f i n a n c i n g ,  a n d  t o  s u p p o r t  g a s  a n d  L N G  s a l e s  

a g r e e m e n t s ;  a l l  o f  w h i c h  a r e  n e e d e d  b y  t h e  

S t a t e  a s  w e l l  a s  t h e  A l a s k a  L N G  P r o j e c t  

P a r t i e s  t o  a d v a n c e  t h e  p r o j e c t .

G e n e r a l  s u p p o r t  f o r  t h e  d e v e l o p m e n t  o f  

n e c e s s a r y  i n f r a s t r u c t u r e  a n d  o t h e r  l o c a l ,  

S t a t e  a n d  f e d e r a l  p e r m i t t i n g  r e q u i r e m e n t s .

A  h e a l t h y ,  l o n g - t e r m  o i l  b u s i n e s s .
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A la s k a  H ir e  a n d  

C o n t e n t

Article 11 is found on page 16 of 
the Heads of Agreement and 
provides key direction for the 
Alaska LNG Parties in developing 
the project.

These include guidance to:
• Hire Alaska residents,
• Contract with Alaska 

businesses,
Participate with the State 
Department of Labor and 
Workforce Development to 
update training plans and 
provide training, and
Commit to negotiate in good 
faith project labor agreements 
for the Alaska LNG Project.

K e y  E s t im a te s 1

E s t i m a t e d  T o t a l  C o s t :  $ 4 5  -  $ 6 5  b i l l i o n

P r o d u c i n g  F i e l d s :  

G a s  T r e a t m e n t  P l a n t :  

P i p e l i n e :

L i q u e f a c t i o n  P l a n t :  

S t o r a g e / L o a d i n g :

5 0 0 - 1 , 5 0 0  

5 0 0  -  2 , 0 0 0

3 . 5 0 0  -  5 , 0 0 0

3 . 5 0 0  -  5 , 0 0 0  

1 , 0 0 0 - 1 , 5 0 0

P e a k  C o n s t r u c t i o n :  9 , 0 0 0  -  1 5 , 0 0 0

O p e r a t i o n s :  ~ 1 , 0 0 0  j o b s  i n  A l a s k a

1. Source: Letter dated October 1, 2012 to Governor Parnell (Exhibit l-B of HOA) and may vary with estimates by Black & Veatch.
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“ W h i l e  N o r t h  S l o p e  g a s  c o m m e r c i a l i z a t i o n  i s  c h a l l e n g i n g ,  w o r k i n g  

t o g e t h e r ,  w e  c a n  m a i n t a i n  t h e  m o m e n t u m  t o w a r d  o u r  s h a r e d  v i s i o n  

f o r  A l a s k a . ”

Source: Letter dated October 1, 2012 to Governor Parnell (Exhibit l-B of HOA)
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Testimony for Senate Finance Committee -  Feb. 19, 2014

By Larry Persily, Federal Coordinator
Office o f the Federal Coordinator fo r  Alaska Natural Gas Transportation Projects

For the record, I am Larry Persily, head of the federal Alaska gas line project office.

Thank you for the opportunity to testify today. I hope my comments are useful for your 
deliberations and answer some of your questions.

I'd like to explain why this time may turn out differently than all the other attempts at a North 
Slope gas line.

But first, I have two examples of Washington taking notice of what's happening in Alaska.

I know normally Alaskans don't like to hear that the federal government is watching our 
resource development — but trust me, this time it's OK.

I presented an update on the Alaska LNG project last week at the Department of Interior, 
speaking to the Alaska Interagency Working Group which created by presidential executive 
order almost three years ago to track and help coordinate the work of federal agencies for 
onshore and offshore energy projects in Alaska.

As I started talking about the Alaska gas line, people actually paid attention and asked good 
questions. They've heard about Alaska gas many times before. And their agencies have spent a 
lot of time on the many false starts in years past.

But they had heard and read that this time might be different — and they were eager to know 
what was happening.

They had heard that all of the players are working together on the same project and spending 
serious money to determine if Alaska's time finally has come.

Between budget cuts, retirements and other staffing reductions, however, federal resource 
management and regulatory agencies don't have any spare time for another false start — like 
they went through a few years ago with a proposed pipeline from Alaska to serve North 
American markets.

Though sponsors of that project tried in good faith to make it work, shale gas put an end to it — 
but not before federal agencies had spent a lot of time on permitting issues, rights of way, 
scoping meetings and reviewing draft resource reports for an environmental impact statement.
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The Federal Energy Regulatory Commission, Department of Energy, Bureau of Land 
Management, Army Corps of Engineers and others have more than enough files on their desks 
without the Alaska gas line.

FERC alone has several Lower 48 LNG export terminals on its work list for environmental 
review.

The Department of Energy has two dozen LNG export applications waiting for review, including 
applications from the existing ConocoPhillips plant at Nikiski.

Federal agencies are the same as Alaskans — they don't want another false start.

But every one of those agencies is ready to work on the Alaska LNG project just as soon as an 
application hits their desk. They would just like to know that this time it has a real shot at 
making it.

I told them last week what I am going to tell you -- and this is coming from someone who is 
generally very cynical and skeptical.

This time very well may be different. If the markets perform as expected, if the companies and 
the state can keep the costs down, if the financial terms look good to all parties, you could see 
gas flowing in the 2020s.

The latest non-skeptic in Washington is Adam Sieminski, head of the Energy Information 
Administration at the Department of Energy.

"We think the economics ultimately will favor construction of an LNG facility in Alaska," 
Sieminksi said in an energy newsletter interview this week.

So why this time?

Global LNG demand is the strongest growth industry for energy. Between nuclear plant 
shutdowns in Japan and Korea; choking coal pollution in China; population and economic 
growth in India, China and elsewhere in Southeast Asia; high oil prices that can make LNG look 
affordable by comparison — they all add up to strong demand build for LNG in the Asian 
market.

The International Energy Agency predicts global demand for natural gas to grow more than 
twice as fast as oil over the next 20 years. Others predict even stronger growth rates for gas.

Most of the world's gas trade is by pipeline, but LNG is building. And building at an even faster 
pace than pipeline deliveries.
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Many analysts talk of a 5% to 6% annual growth rate for LNG demand through 2020, then 
slowing down to the 2% to 3% range through 2035.

That would mean the equivalent of a new, good-sized LNG export terminal will need to start up 
almost every year to meet that demand growth.

And in addition to market growth, older LNG supply contracts are expiring — and some of those 
older export plants are running low on reserves.

Just this week Egypt, an LNG exporter since 2005, announced it will need to import LNG for the 
next several years as gas production has fallen short of domestic demand.

All of which means export project developers are chasing not only new demand but 
replacement contracts for declining reserves.

Someone is going to win that new business. It will be the lowest-cost, stable, predictable 
suppliers.

The potential competitors to Alaska LNG have their own strengths and weaknesses, as does 
Alaska.

Australia?

Seven LNG export projects are under construction and set to open over the next three years.
But a majority of that gas is already sold on long-term contracts. Those projects are not Alaska's 
competition for deliveries to start in the 2020s.

New terminals or expansions in Australia face tough hurdles. Cost overruns on the current 
projects have got companies worried about repeating history.

Domestic consumers are seeing price increases for natural gas, which is being drawn from the 
local market to higher-priced export markets.

Dow Chemical claims it cannot get the new gas supply contracts it needs for investments in 
Australia.

Some local jurisdictions have imposed drilling restrictions on coal-bed gas reserves, which feed 
three of the export terminals under construction.

Russia?

The country has just one operating export plant, but there's talk of expanding it. Russia has 
another plant under construction, and thoughts of two more.
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The expansion talk at Sakhalin-2, led by Gazprom with partner Shell, is dependent on sufficient 
gas reserves to justify the work.

Gazprom is also talking about building an LNG terminal at Vladivostok.

Yes, a good location for marketing -  it's a short tanker trip from there to Japan, Korea, China or 
Taiwan -  four of the biggest LNG buyers.

But it will take a 2,500-mile pipeline to move the gas from Russia's interior to the coast. The 
field development costs and pipeline are estimated at $40 billion — not counting the LNG 
terminal.

To really make the economics work, Russia will need to extend the pipeline and sell gas to 
China.

The two countries have agreed on everything but the price for the gas. You could say that about 
a lot of hopeful projects.

Separately, Rosneft and ExxonMobil are doing their due diligence for an LNG plant called 
Sakhalin-1. They have issued a contract for initial FEED work.

In Russia's distant Arctic, a terminal under construction is called Yamal LNG. It's about halfway 
between Iceland and Nome.

Estimated at $27 billion, the sponsors talk of making their first deliveries in three or four years.

The tricky part for Yamal is that the Northern Sea Route to Asia will be passable for LNG tankers 
only a few months each year, and even then only with government-funded nuclear-powered 
icebreakers as escorts.

The rest of the year, the plan is to ship the LNG aboard ice-class tankers to European ports, 
where the LNG would be transferred to less expensive standard tankers for the long voyage 
down the European coast, across the Mediterranean Sea, through the Suez Canal, across the 
Indian Ocean and into Asia.

Look at the map and you see the economic challenges Yamal faces. Plus its main sponsor, 
Novatek, has never built or operated an LNG terminal.

Canada?

There are multiple proposals; none have all their government authorizations or a final 
investment decision.
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None have cleared the consultation process with every First Nation in the area and along the 
pipeline route.

The developers that are talking about price are emphatic that they need oil-linked LNG pricing 
or something comparable to cover their sizable development costs.

There is no Prudhoe Bay production facility in British Columbia's Horn River and Montney shale 
gas plays that would feed the LNG terminals at Kitimat and Prince Rupert. They have to build it. 
Gas has to pay for it.

The pipelines that would move that gas to the coast are as long as 525 miles and must go 
through two mountain ranges.

One possible route into Prince Rupert takes the pipeline offshore for up to 75 miles and across 
either an old mine tailings disposal site or mollusk bed important to First Nations people.

Meanwhile, the British Columbia government is negotiating a new LNG export tax with project 
sponsors. The legislation been delayed until fall, with companies saying no project decisions 
until they know the tax.

Tanzania and Mozambique?

An awful lot of gas but minimal infrastructure; still developing their oil and gas laws and fiscal 
regimes; and local poverty could become an issue for developers and political leaders.

Closer to home, the U.S. Lower 48 states?

It's a tough political battle, pitting oversupply and low prices at home vs. the free market and
exports to trade partners.

The Department of Energy has approved six export licenses, totaling 8.5 bcf a day. That's equal 
to almost 12% of current U.S. gas production.

The unknown is if and when and under what conditions the department might start to close
down or further delay its export approvals.

And regardless of what government does, the only terminals to be built will be the ones that 
have buyers and can get financing. Just one is under construction so far, in Louisiana.

Other issues for Lower 48 exports include cost overruns at the Panama Canal expansion, which 
is essential for getting tankers out of the Gulf Coast and into the Pacific.
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One of the Gulf Coast project sponsors said this week that Asian buyers are putting off new 
long-term contracts for U.S. gas because of the delay in knowing just how much it will cost to 
use the expanded Panama Canal.

Local opposition over environmental and safety concerns is not very noticeable for Gulf Coast 
terminals but is extremely visible for terminals proposed for the Oregon and Maryland coasts.

My point is: Like Alaska, every proposed project, has its own problems, its own disadvantages, 
its own issues to solve.

The winners, the terminals that get built will be the ones that solve the problems, hold down 
costs, and convince buyers that they will start up on time with competitive prices.

The pre-FEED and FEED work — front-end engineering and design — is a key part of that effort. 
The more you do up front, the better the odds of avoiding surprises during construction.

And in a brief advertisement for our office's work, we issued a report today on just what are 
pre-FEED and FEED and why they are so important. It's available on our website arcticgas.gov.

ALASKA LNG ADVANTAGES

These are substantial and meaningful.

Shorter tanker run from Nikiski to Japan; one week vs. three weeks from the Gulf Coast
• Tanker charter rates are running $75,000 to $100,000 a day. Time is money. Big money 

at those rates.
• Or less capital tied up in fewer ships if owner-operated tankers.

Proven gas reserves already being produced. It's important to buyers to know that the gas 
they're committing to buy for 15 or 20 or 25 years actually exists.

Low production costs compared to greenfield projects in B.C., Australia, East Africa.

Oil will carry the infrastructure costs.

Almost 40 years experience producing on the North Slope.

Liquefaction compressors run much more efficiently at cold temperatures.
• Up to 15% more efficient (less gas consumed) than in warm-climate LNG sites

ALASKA LNG DISADVANTAGES

These also are substantial and meaningful.
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Seasonal construction limitations (pipeline trenching during the winter only).

Summer-only sealifts of material to the North Slope.

Environmental considerations (wetlands, air quality standards, mitigation expenses).

The cost of an 800-mile pipeline to tidewater that competing LNG projects don't have.

And the need for fiscal certainty is a hard sell in the world of Alaska oil and gas politics.

The federal government is ready for the permitting work, but making the finances work is up to 
the project sponsors and the state.

The rewards to the state of a successful project include public revenues, the lowest cost to 
move gas to Alaskans, and an industry commitment to keep North Slope gas and oil flowing for 
decades.

The risks of state investment are cost overruns that require more cash during years of budget 
deficits, and the possibility that the project will not make as much money as projected or as 
people want.

I can't help you there, other than to say the LNG world is a competitive market. But it's not an 
impossible market.

High c o n s t r u c t i o n  c o s t s  in Alaska.
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B L A C K  &  V E A T C H  P R E S E N T E R S

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.
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L O N G -TE R M  N O R TH  SLOPE OIL &  GAS REVENUES 
ARE DRIVEN BY AKLN G  PROJECT SUCCESS

S t a t e  o f  A l a s k a  -  N o r t h  S l o p e  O i l  &  G a s  A n n u a l  R e v e n u e  F o r e c a s t

2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040
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P U TTIN G  TH E  H O A  W IT H IN  TH E  C O N TE X T  OF 
AKLN G  TIM E LIN E

STATE INVESTMENT

$ 4 3  -  $ 1 0 8 $ 1 8 0  -  $ 4 5 0  m i l l i o n  o r

m i l l i o n  o r  ~ 1 % ~ 2 % - 3 %  o f  T o t a l

o f  T o t a l I n v e s t m e n t

I n v e s t m e n t

$ 7  -  $ 1 3  b i l l i o n  o r  

' 9 5 % - 9 7 %  o f  T o t a l  I n v e s t m e n t

s ■

HOA lays out principles 
to advance the project to 
pre-FEED and enter into 
commercial agreements
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ROYALTY STUDY HIGHLIGHTS & 
RECOMMENDATIONS

STUDY FINDINGS RECOMMENDATIONS

IMPROVE COMMERCIAL 
ATTRACTIVENESS OF 

PROJECT

RETAIN VALUE TO STATE

CREATE ALIGNMENT 
BETWEEN STATE AND 

PRODUCERS

RECOGNIZE & MANAGE 
RISKS ACTIVELY

STATE EQUITY 
PARTICIPATION

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

CREATE 
ALIGNMENT 

THROUGH 
EQUITY

IMPROVE 

COMMERCIAL 

ATTRACTIVENESS

ii
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HOA -  ALIGNMENT THROUGH EQUITY 
PARTICIPATION

ALIGNMENT

Royalty Gas and Tax as Gas = State Gas Share

State Gas Share = State Equity Share

S tate Equity Share Im pacts S tate  Investm ent and State
Revenues

State Holds Equity A long The Entire Supply Chain

C o m m itm en ts  M a d e  In A S tage-G ated  M a n n e r  

>  Current decisions focused on enabling pre-FEED
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IMPROVE COMMERCIAL ATTRACTIVENESS 
OF AKLNG PROJECT

ATTRACTIVENESS

P ro d u cer IRR

2 4 %

\ °cN

n r
DC

QJ
U
=5

~o
O

~o
a j

+->
ro

E
4->
in

2 0 %

1 6 %

1 2 %

~3-4% 
increase in 

Producer IRR

M o d ifie d  Status Q uo Equity P artic ipation

R e d u c e s  u p f r o n t  

i n v e s t m e n t  b y  

P r o d u c e r s

•  R i s k  i s  s h a r e d  w i t h  t h e  

S t a t e

P o t e n t i a l l y  r e d u c e s  

v a l u a t i o n  d i s p u t e s  i f  

S t a t e  e l e c t s  R I K

* A s s u m e s  2 5 %  S t a t e  e q u i t y  p a r t i c i p a t i o n



o o o
PRESERVE VALUE TO STATE FROM 
ROYALTY & TAXES

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

• Preserve the State's expected revenues from the 
AKLNG Project relative to an RIV world without 
State equity participation
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PRESERVE VALUE TO STATE FROM 
ROYALTY & TAXES * VALUE TO SO A

State of Alaska Modified Status Quo Annual Cash Flow

Royalty ■ Production Tax BSCIT ■ Total Property Tax
$6

$5 -

$4
c

$3CO
rec $2
EOz $1

$0

($D -

($2) ±

26%

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

T o t a l  C a s h  F l o w  ( T h r o u g h  2 0 4 1 )  =  $ 6 8  B i l l i o n
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PRESERVE VALUE TO STATE FROM 
ROYALTY & TAXES

VALUE TO SOA

State of Alaska 25% Equity Alternative Annual Cash Flow

Royalty ■ Production Tax 1 SCIT ii Total Property Tax ■ Project Ownership
$6

$5

$4
V)c
Au

$3
QQ
"rac $2
I
AOz $1

$0

($D

($2)

1 2 %

2 0 %

24%

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

38%

T o t a l  C a s h  F l o w  ( T h r o u g h  2 0 4 1 )  =  $ 7 2  B i l l i o n
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PRESERVE VALUE TO STATE FROM 
ROYALTY & TAXES

VALUE TO SOA

State Equity investment for 

Modified Status Quo = Equity Alternative (SOA NPV0)



SE
NA

TE
 

FI
N

A
N

C
E 

C
O

M
M

IT
TE

E
 

- 
O

B
S

E
R

V
A

TI
O

N
S

 
ON

 
H

O
A

o  o
GROSS TAX RATE SETS THE TOTAL STATE 
GAS SHARE & EQUITY PARTICIPATION

VALUE TO SOA

r- ^
Royalty Gas 

13% H
r

Tax Gas
8% B

r
Total State 
Gas Share

20%

State Equity 
Participation

20%

State
Investment

$9B

H i 1 I
Royalty Gas 

13%
Tax Gas
10.5% 1

Total State 
Gas Share

22%

State Equity 
Participation

22%

State
Investment

$10B

i H H i 1
1

Royalty Gas 
13%

<■.................. ...j

Tax Gas
14% 1

Total State 
Gas Share

25%

State Equity 
Participation

25% ̂ jB
State

Investment
$11.3BIL J
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MANAGE RISKS -  EQUITY INVESTMENT 
HELPS TO HEDGE PRICE EXPOSURE

MANAGE RISKS

o

W

10
Co

CO

o
>
CL.

$250

$ 2 0 0

$150

$ 1 0 0

State of Alaska Total NPV0

$ 5 0

$ 0

Investm ent

Prices:

M o d ified  Status Quo  

25%  Equity A lternative

Higher revenues with 
equity investment at 

low prices

Lower revenues with 
equity investment at 

high prices

Low Base High Low Base High Low Base High

Low Price Base Price High Price
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MANAGE RISKS -  CAPITAL COST EXPOSURE 
REDUCED THROUGH TC PARTICIPATION r

M W

H i g h e s t  r i s k  e x p o s u r e  i s  p r i o r  t o  p r o j e c t  s t a r t  w h e n  c a s h  c a l l s  

a r e  n o t  s u p p o r t e d  b y  p r o j e c t  r e v e n u e s

T r a n s C a n a d a  ( " T C " )  p a r t i c i p a t i o n  a l l o w s  S t a t e  t o  r e t a i n  2 0 % -  

2 5 %  o f  g a s  s h a r e  w h i l e  b e i n g  r e s p o n s i b l e  f o r  o n l y  1 3 % - 1 8 %  o f  

t h e  u p f r o n t  c o s t s

T h i s  i s  e s p e c i a l l y  i m p o r t a n t  i f  c o s t  o v e r r u n s  o c c u r  o n  p r o j e c t

E
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MANAGE RISKS -  CAPITAL COST EXPOSURE 
REDUCED THROUGH TC PARTICIPATION

MANAGE RISKS

TC Participation Reduces Upfront Cash Calls on SOA by ~40%

$ 1 4

u , $ 1 2  
C
o

CO

^  $ 1 0  
rH
oCNl

ro
O

u->
ro

<C
O
u i

$ 8

$ 6

$ 4

S O A  A lo n e  

-W ith  T C

$ 1 1 .3

$ 1 3 .5

2 0 %  E q u it y 2 5 %  E q u it y 2 0 %  E q u ity 2 5 %  E q u ity

$ 4 5  B illio n $ 5 4  B illio n

* A s s u m e s  S t a t e  e x e r c i s e s  3 0 % - 4 0 %  e q u i t y  b u y  b a c k  w i t h  T r a n s C a n a d a
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MANAGE RISKS -  REDUCE POTENTIAL 
LOSS OF VALUE THROUGH RIK

H O A  i n c l u d e s  i n t e n t  o f  P r o d u c e r s  t o  o f f e r  t o  n e g o t i a t e  

s e p a r a t e l y  t o  m a r k e t  S t a t e ' s  s h a r e  o f  g a s  -  p r o p o r t i o n a l  t o  

e a c h  P r o d u c e r ' s  s h a r e  o f  p r o d u c e r  c a p a c i t y

S O A  t o  o n l y  o b l i g a t e d  t o  e l e c t  R I K  i f  t h e  P r o d u c e r s  m a k e  

" s a t i s f a c t o r y  a r r a n g e m e n t s  f o r  d i s p o s i t i o n  o f  t h e  S t a t e ' s  s h a r e

S O A  w o u l d  b e n e f i t  f r o m  P r o d u c e r s  m a r k e t i n g  e x p e r t i s e  r a t h e r  

t h a n  c o m p e t i n g  w i t h  t h e m

• Could recreate marketing benefit of RIV

o f  L N G "
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MANAGE RISKS -  STRUCTURE OF 
PARTICIPATION MANAGE RISKS W

HOA ELEMENTS

P R O J E C T  

W I T H I N  A  

P R O J E C T

S T A G E - G A T E D

C O M M I T M E N T S

A C C E S S  &  P R O ­

E X P A N S I O N  

P R I N C I P L E S

A C C E S S  T O  

I N F O R M A T I O N

C O M M E R C I A L

A G R E E M E N T S
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HOA SCORE CARD RELATIVE TO CRITERIA

Royalty Study  

R ecom m endations
H o w  HOA Addresses R ecom m endation

A lig n m en t Through  

Equity
Equity Participation Along Supply Chain; Royalty and tax as 

share o f gas

Im p ro ve  C om m ercia l 
A ttractiveness

Increases Producer IRR 

Shares/Reduces Producer Risk

Preserve V a lue to  th e  

State
State could be Cash Flow N eutral relative to  status quo  

depending on final equ ity  share

M an ag e  Risks

Price Exposure Equity Participation in m idstream  dam pens exposure to  prices

Capital Costs TC partic ipation lowers State's cash calls prior to  com m ercial 
operation

RIK M arketing HOA reflects in ten t o f Producers to  negotiate  to  m arket State's 

share o f gas

Structure o f 
Participation

Project w ith in  a project, Stage gated com m itm ents, Access &  

pro-expansion principles, Access to  in form ation
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B L A C K  &  V E A T C H  S T A T E M E N T

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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Early planning, design, engineering key to LNG project success

m
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Bill White
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Release Date:
February 19, 2014

Well before big money gets committed to construct a liquefied natural gas export project, 
sponsors typically spend years studying such questions as: Should this project get built? Does it 
make business sense? And, as the analysis progresses: Does this project continue to make sense? 
The proposed $45 billion to $65 billion Alaska LNG export project is going through that process 
now.

It's the up-front planning that is critical to megaproject success.
When done well, this pre-construction work can be the reason a project gets built on time and on 
budget, and creates the kind o f cash flow the board o f directors was told to expect.
The work goes by different names in different industries. For Alaska LNG, the current work is 
called pre-FEED —  or pre-front-end engineering and design —  which will be followed by a 
more intense FEED phase if  the project continues.

During these stages, the project team selects the technology to be used in the production units. It 
chooses sites for facilities and does initial layouts. Utilities are plotted. Labor needs, particularly 
skilled-labor needs, get problem solved. Pipeline routing and the related issues —  soils, 
vegetation, river and wetlands crossings —  get documented and the best solutions determined. 
Needed licenses, authorizations and environmental permits are identified and many might even 
be secured. Markets are assessed and reassessed. A  financing plan is defined.



So u rce: A la ska  L N G  P ro je ct
Part of the Alaska LNG Project gas-pipeline route. The line would feed an LNG plant and 
export terminal at Nikiski. (Click to enlarge.)
For Alaska, the remote location creates logistical challenges that need detailed planning: Winter- 
only burial o f the 800-mile pipeline because that's when the tundra is frozen; summer-only 
delivery o f  massive gas treatment plant modules to the North Slope because that's when Arctic 
sea ice is absent.

"The definition o f  a project, from the formation o f the core team until full-funds authorization is 
achieved, is what we call the FEL [front-end loading] process," wrote development guru Edward 
Merrow in his 2011 book "Industrial Megaprojects: Concepts, Strategies, and Practices for 
Success."

"FEL is the single most important predictive indicator o f  project success. There are very few  
project professionals in the process industries who do not agree with the basic principle that 
definition and planning drive success, and those who don't should probably be in some other line 
o f work."



Merrow is founder and president o f  Independent Project Analysis Inc., a major consultancy 
whose client list includes some o f the biggest companies in the world. IPA conducted a 
megaprojects seminar for Alaska lawmakers in 2011.

"Megaprojects are the most important projects in any industrial company's portfolio," Merrow 
said in his book.

"When they succeed, the company is strengthened for the long term. When they fail, massive 
amounts o f  shareholder wealth can be made to evaporate in a single project."

Even though good up-front planning means better project results, half o f  all megaprojects in his 
company's vast database fail to meet that standard, and their failure rate is high. LNG projects do 
a little better than this average "but not systematically so," he said.

For Alaska LNG, Steve Butt is the man charged with making sure the up-front planning is 
excellent. He's a career ExxonMobil manager and the senior project manager for this project, 
having worked stints with ExxonMobil on its big LNG projects in Africa and most recently in 
Qatar.

"Megaprojects are often defined as projects over $1 billion," Butt told an Alaska Senate 
Resources Committee on Feb. 3. "In today's world they're sometimes defined as projects over 
$10 billion. By any metric this is one o f the largest megaprojects ever, and in some ways it's 
really five megaprojects, each one working with each other....

"No one has ever permitted a project this large. No one has ever permitted an 800-mile pipeline 
in the NEPA (environmental impact statement) era in the U.S. No one has ever done an LNG 
plant this big or a gas treatment plant this big. We'll have to do all three."

HUNDRED-M ILLION-DOLLAR QUESTIONS
"Ignorance  is the mother o f  re se a rch ."
- Laurence J. Peter, founder o f  the Peter Principle

ExxonMobil owns the largest proportion o f  North Slope gas that would be produced for the 
Alaska LNG project, and it is leading the technical team among the four companies scoping the 
project —  North Slope producers BP and ConocoPhillips as well as pipeline company 
TransCanada are the other three.

ExxonMobil has a reputation for tightly controlling its LNG projects, such as the massive Qatar 
plants built during the first decade o f  the 2000s. Its Papua New Guinea proiect is over budget 
due to unfavorable currency exchange rates, landowner protests, labor work stoppages and bad 
weather, but it's still on schedule to start production this year.

"Before we make the first cut with a saw, we re-measure five times instead o f one," an 
ExxonMobil executive said in The Wall Street Journal last month o f the company's megaproject 
planning.



Butt talked with the Alaska Senate Resources Committee about the challenges o f  the project he 
is overseeing, including planning a megaproject that needs labor, resources and equipment that 
can handle Alaska's extreme environment.

"It's so big it creates its own weather, and if  we're not careful it competes with itself, because we 
don't want to have challenges with welders on Part A working at odds or at issues with Part B.
So we have to plan this very carefully so we level-load this work, we make sure we get the 
resources we need for the right craft skills and we don't compete with ourselves. That's very 
important."

The p ro je c t is "so b ig  it creates its own weather, and  i f  we're not carefu l it competes with itse lf. .

so we have to p la n  this very c a re fu lly ."
- Steve Butt, senior project manager, Alaska LNG

The team he oversees is looking at every detail, to narrow the estimated $45 billion to $65 billion 
price range and pin it as low in that range as possible.

"We go from really big questions —  multibillion-dollar questions —  and we just keep grinding it 
down: Hundred-million-dollar questions, ten-million-dollar questions, million-dollar questions, 
until we get to such a high level o f certainty you move to a place where the investors are ready to 
make a decision," he said. "They want to know that you've resolved all those uncertainties."
He cited some examples.

The steel for the 800-mile, 42-inch-diameter pipeline would be what's known as X80 —  extra­
strength steel that, if  you extracted a plug from it and strained the plug, could withstand 80,000 
pounds o f pressure per square inch. Ultra high-end stuff.

"We're looking real hard at the materials," Butt said. "The type o f material is really important 
because it defines the amount o f  steel in the line and the type o f  steel in the line, and that tells 
you who can make it, how many mills can you get it from and what it's going to cost. So one of 
things we have to study in pre-FEED is the material on that pipeline design. ... Can you go to 
X70? There's little questions that drive huge value, because this system is so big, any little 
change you make is hundreds o f millions o f dollars."

The natural gas produced at Prudhoe Bay —  the main field that will feed Alaska LNG —  is 
tainted with about 12 percent carbon dioxide. The project is planning a multibillion-dollar gas 
treatment plant to extract the CO2 because it would corrode steel pipe, doesn't bum and LNG 
buyers don't want it in their gas. Recently Butt's team reconceived the gas treatment plant, 
streamlining it from an earlier design and syncing it with design o f the liquefaction plant to be 
built 800 miles to the south.

"That's a lot o f money we saved," Butt told the committee. "But more importantly, it means the 
system in the north —  with three trains for treating —  is now balanced with the system in the 
south —  with three trains for liquefaction. For operations and maintenance over the next 35 years



it a much better balanced system. So this is a pretty big achievement for us that we've been 
working on over the last several months. It's a huge cost savings and risk reduction."

PRE-FEED, FEED PUSH PROJECT AHEAD

Southcentral Alaska LNG -  Work Plans I Key Decision Points
Requirements to Take Next Step:

□  Viable Technical Option(s) Identified □  Viable technical option
□  Government Support □  Government Support
□  Permits / Land Use Achievable □  Permits /  Land Use Underway
□  Potential Commercial Viability □  Potential Commercial Viability

□  Secure Permits I  Land Use / Financing / 
Key Commercial Agreements

□  Confirm Commercial Viability
□  Execute EPC contracts

PTU 
S e ttlem en t, 
J o in t  W ork  

A g re e m e n ts

© C o n c e p t
S e le c t io n

(Today)

Peak S ta ffing : -200

C ost ($): Tens o f Millions

Est. E ng ineering  I  T echn ica l D ura tion*:

Hundreds o f Millions 

1 2  - 1 8  M o n t h s

9 .0 0 0 -1 5 .0 0 0

Tens o f Billions 

5 - 6  Y e a r s

c/)0

O
<

Evaluate:
• Range of technically viable 

options for major project 
components

• Business Structure
• In-state gas / export LNG demand

Progress:
• Preliminary engineering to 

refine concept
• Business structure
• Financing plan

Complete.
• Front-end engineering & design
• Major contract preparation
• Business structure
• Financing arrangements

Execute:
• Final engineering
• Financing
• Procurement
• Fabricate /  Logistics /  Construct
• Prepare for Operations

Solicit Interest of Others Solicit Interest o f Others
Establish Government Support and Advance Regulatory Issues:

• Competitive oil tax environment; predictable / durable LNG project fiscal 
terms; AGIA Issues

• Assure ability to secure regulatory approvals / permits / land use
• Environmental activities / Technical data collection
• Stakeholder engagement
• File DOE Export License

Advance Gov't / Reg. Issues:
• Key permit / land use approvals
• Stakeholder engagement
• Secure DOE Export License

Complete Gov’t / Reg. Issues:
• Secure remaining construction 

/ operating permits
• Stakeholder engagement

Start individual gas / LNG 
sales / shipping efforts

Execute individual gas / LNG 
safes 1 shipping agreements

Implement business 
structure & agreements

Screen commercial viability Assess commercial viability Confirm commercial viability Commission / start-up

* NOTE: Duration of various phases may be extended by protracted resolution o f fiscal terms, permitting and regulatory delays, legal challenges, 
changes in commodity market outlook, time to secure long-term LNG contracts, labor shortages, material & equipment availability, weather, etc.

So u rce: A la ska  L N G  P ro je ct

Graphic from October 2012 outlining the stages and decision points anticipated for the 
Alaska LNG export project. The project is in the pre-FEED stage currently. (Click to 
enlarge.)

Officially, people involved with Alaska LNG, including state o f  Alaska officials, dub the phase 
the project is currently in as pre-FEED, or pre-front-end engineering and design.

This phase is a precursor to a more formal —  and expensive —  stage called FEED, which in turn 
leads up to a final investment decision, or FID, on whether or not to construct the project.
One thing to know about FEED in particular is that this is a term commonly used in the LNG 
industry but isn't all that universal within the engineering world. Other words cover the same 
scope o f project work —  Merrow in a passage quoted above spoke o f front-end loading, or FEL, 
a more common term.

Pre-FEED is starting to get used more widely to describe the LNG project-related activities that 
occur before FEED —  there can be many such activities, so a term for them can be handy.
In the case o f the Alaska LNG project, FEED would include:



• Enough engineering o f the project so that contracts can be let for final engineering, 
procurement and construction (called EPC). EPC contracts are where the BIG money gets 
spent and the project is built.

• Crafting a plan for supplying, commissioning and starting up the Alaska LNG 
infrastructure —  the gas treatment plant, gas pipeline, LNG plant and all related facilities.

• An estimate o f the capital costs itemized in sufficient detail that corporate directors 
charged with making the yes-no final investment decisions are comfortable with their 
choice.

• A final assessment o f environmental, social and health impacts.
• Action on procuring anything for the project that requires long lead times.

These are standard activities during FEED.

Pre-FEED would involve engineering, design, technical and other work needed to prepare for 
FEED. This includes conducting enough environmental field work and designing the project in 
enough detail to support applications to the Federal Energy Regulatory Commission for authority 
to build and operate the project. At a minimum, FERC would oversee the LNG plant 
construction and possibly the pipeline and gas treatment plant. The commission would produce 
an environment impact statement as part o f its review.

At the end o f the pre-FEED stage, each company sponsoring the project would decide if  it wants 
to continue to FEED based on the information gathered so far.

"The purpose o f Pre-FEED is to progress technical work that would provide each o f the Alaska 
LNG Parties with sufficient information for evaluating the technical, cost and schedule aspects o f 
the Alaska LNG Project," says the January 2014 Heads o f Agreement signed by the state, the 
three major North Slope producers and TransCanada.

The pre-FEED, combined with other commercial, legal, economic, financial and marketing 
information, will help all o f  the parties decide whether to spend billions o f  dollars on FEED, the 
HOA says.

Joe Balash, Alaska commissioner o f  Natural Resources, and Michael Pawlowski, Alaska deputy 
commissioner o f Revenue, told the Senate Resources Committee on Feb. 7 the pre-FEED phase 
should last up to 18 months and involve about $435 million in spending. Pending Alaska 
Legislature action before it adjourns in April, the parties committed in the HOA to ramping up 
pre-FEED in 2014.

The agreement says the FEED decision would occur within three years after pre-FEED ramp-up 
begins —  that could put it at late 2016 or early 2017. Balash and Pawlowski told the Senate 
committee the more intense FEED stage would span two to three years and roughly estimated it 
would involve about $1.8 billion in spending. The HOA says FEED would cost "billions o f  
dollars."

IS THAT BIG M ONEY?
Now, $2.4 billion in pre-FEED and FEED expenditures that the state o f Alaska estimates might 
sound like BIG money, and it is.



But for a $45 billion to $65 billion project, it's only about 5 percent o f  the total. It'd be like 
saying a 10-story building is tall —  perhaps in some cities, but not in Manhattan.
Five percent CapEx spending through FEED is about normal for megaprojects, according to 
Merrow and others.
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So u rce: P F C  E n e rg y

Pre-construction spending for a typical large LNG project might involve just 6 percent of 
the overall capital expenditures, with the other 94 percent of spending coming after the 
final investment decision, or FID, to build the project. (Click to enlarge.)

For LNG projects, figure 6 percent, said Nikos Tsafos o f Enalytica Inc., a consultant to the 
Alaska Legislature on the LNG project, in November 2013. The other 94 percent gets spent after 
the final investment decision to build. This encompasses all the final engineering, purchase o f  
materials and construction spending. In January, Tsafos loosened his estimate to "less than 10 
percent" before FID.

"Before you get to final investment decision, you haven't spent any real money," Tsafos told the 
Legislative Budget and Audit Committee Jan. 28. "It's not 'real money' in the context o f  $65 
billion.

"The reason this matters (the pre-FEED and FEED spending) is because by the time you get to 
FID, you haven't resolved but you have found an answer to most o f the things you are worried 
about.



"So it's not the type o f  project where you put in $65 billion and as you're putting the money 
down you're thinking, 'Well, how should we do this? Who should we market it to? How should 
we finance it?' It doesn't work that way.

"By the time the large bulk o f  that investment takes place, all these things will have been sorted 
out. Maybe not to a 100 percent. You may not have signed every single deal with everyone. But 
you'll have a pretty precise idea about what each one o f these things (upstream, midstream, 
liquefaction, shipping, marketing, finance, permitting) are going to look like," Tsafos said.

"So, yes it's a big project, it's a massive project. But the call o f capital really comes only after 
you've had an enormous amount o f  time to spend to study all the permutations o f  the options in 
coming up with a schedule and a project structure that is comfortable to all the project partners."

W HAT CAN GO W RONG?
"It ain't what yo u  don't know that gets yo u  into trouble. It's what yo u  know f o r  sure that ju s t  ain't 
s o ."

- Mark Twain (some say)

One needn't look hard to find megaprojects that became big messes. Way over budget. Way 
behind schedule. That didn't work as planned.

Take Denver International Airport, a favorite case study in the annals o f project management 
disasters.

It opened in 1995, 16 months behind schedule and 80 percent —  $2 billion —  over budget. Its 
much-touted automated baggage-handling system "became famous for its ability to mangle or 
misplace a good portion o f everything that wandered into its path," as the New York Times put 
it. The airport scrapped it in 2005, replacing it with humans. A triumph o f man over machine. 
The textbooks call Denver's failure a classic case o f  inadequate pre-FID work, o f  reliance on 
untested technologies, o f "optimism bias." And, a flaw that sometimes infects big-ticket public 
works projects that politicians really want. It’s called "strategic misrepresentation" —  the 
cloaking o f  true costs from the public for fear they would rebel.

Other favorite examples: Boston's Big Dig tunnel —  original budget $2.8 billion, ultimate cost 
$22 billion —  and the Chunnel connecting England and France —  20 percent late; 80 percent 
more expensive than forecast.

Among LNG projects, the Chevron-led Gorgon project under way off Australia's west coast is 
more than 40 percent over budget as the sponsors endure a trickier environment, and costlier 
labor and materials than expected, as well as an unfavorable exchange rate and some acutely 
nasty cyclones. These are all issues that developers try to foresee and address during pre-FEED 
and FEED.

Angola LNG was supposed to start up in 2012. It finally shipped its first load in July 2013, more 
than a year behind schedule. Chevron is a partner here, too, and the CEO said Jan. 31, 2014,



"we have had some technical issues on the front end o f  that plant." Likely the plant will operate 
at just half capacity in 2014 and ideally will hit full capacity sometime in 2015, he said.

MONEY W ELL SPENT

So u rce : A la sk a  L N G  P ro je ct
An Alaska LNG field crew working in northern Alaska along the proposed gas pipeline 
route during the 2013 summer.

In his book, Merrow said a project with severe and continuing production problems in its initial 
years is a failure by definition.

After spending billions or tens o f billions upfront on megaprojects, the corporate board wants its 
payoff, and that starts the moment the plant gets switched on. A late start or a slow start mean a 
lot less cash inflow than the directors were told to expect.

"The early years' production are the most valuable the project will ever have," Merrow said. 
When lost, they're lost for good.

Although there are no ironclad laws about these things, there are some general rules o f thumbs 
circulating in the industry's literature about what constitutes a problem project besides start-up 
production problems: big cost overruns or big schedule slips —  say 25 percent beyond what they 
should be.

"Megaproject results are frequently seriously short o f the expectations o f the sponsor-investors," 
Merrow wrote. "Their cost overruns are often so significant that the whole project becomes NPV 
negative."

Negative NPV —  or net present value —  does not mean unprofitable, it should be noted, but 
rather that the return on investment is below the investor's requirements.

"The real question is whether the investment you made up-front is optimal or not, or whether 
having put that money elsewhere would have generated a better return. So it's not really usually 
about losing money. It's about the optimal use o f money," Tsafos explained to the Alaska 
Legislative Budget and Audit Committee in January 2014.



Megaprojects whose pre-FEED and FEED are well done —  Merrow calls these stages FEL-1 
through FEL-3 —  have good track records for producing plants that operate as expected, 
according to his company's database.

Megaprojects are headed for trouble if  the partners' interests are out o f sync, if  they skimp on 
pre-FEED and FEED staffing, if  they're under such schedule pressure that corners get cut, if  they 
short-change upfront planning because it can be expensive.

"We hear things like, 'Why should it cost so much money? I once front-end loaded a big project 
on a napkin over a beer.' If you are the project director, now would be a good time to post your 
resume," Merrow said in his book.

"Doing a thorough job defining and planning an industrial megaproject takes 3 to 5 percent o f  
eventual total capital cost. Let's be clear; on a megaproject that is a lot o f money. The cost, 
however, o f  not spending the money is much, much more."

-By Bill White, Researcher/Writer for the OFC. bwhite@,arcticgas.gov

http://www.arcticgas.gov/early-planning-design-engineering-kev-lng-proiect-success

http://www.arcticgas.gov/early-planning-design-engineering-kev-lng-proiect-success
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A l a s k a  N o r t h  S l o p e  G a s  
C o m m e r c i a l i z a t i o n

Commercializing Alaska 
North Slope Gas:

• W h e r e  w e  h a v e  b e e n

• W h e r e  w e  a r e

• W h e r e  w e  h o p e  t o  b e

Key principles for any project

• G a s  t o  a d d r e s s  A l a s k a ’s  i n - s t a t e  n e e d s  

f o r  a b u n d a n t  s u p p l i e s  o f  l o w - c o s t  

e n e r g y  a n d  e c o n o m i c  g r o w t h

• G a s  t h a t  w i l l  m a x i m i z e  t h e  v a l u e  o f  

t h e  s t a t e ’s  m a s s i v e  r e s o u r c e  b a s e  

t h r o u g h  h i g h - v o l u m e  a n d  e x p o r t  

m a r k e t s

• A  p r o j e c t  t h a t  i n c e n t i v i z e s  

e x p l o r a t i o n  a n d  i n v e s t m e n t  i n  

c o n t i n u e d  o i l  a n d  g a s  d e v e l o p m e n t
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N o r t h  S l o p e  G a s  C o m m e r c i a l i z a t i o n
- Benefits  to the State -

• I n - S t a t e  G a s :  o p p o r t u n i t y  f o r  

c o m p e t i t i v e l y  p r i c e d ,  r e l i a b l e  i n - s t a t e  

g a s  s u p p l y

• C o m m e r c i a l i z a t i o n  o f  A l a s k a  N o r t h  

S l o p e  g a s  r e s o u r c e s  t h r o u g h  s a l e  o f  

l a r g e  q u a n t i t i e s  o f  n a t u r a l  g a s  b e y o n d  

i n - s t a t e  n e e d s

A d d i t i o n a l  r e v e n u e s  t o  t h e  S t a t e

C r e a t e s  j o b s  f o r  A l a s k a n s  i n  t h e  

e x p l o r a t i o n ,  d e v e l o p m e n t ,  

p r o d u c t i o n ,  a n d  t r a n s p o r t a t i o n  o f  

n a t u r a l  g a s

I n c r e a s e d  o p p o r t u n i t i e s  f o r  A l a s k a n  

b a s e d  c o n t r a c t o r s  a n d  b u s i n e s s e s

I n f r a s t r u c t u r e  f o r  d e v e l o p m e n t  o f  

a d d i t i o n a l  g a s  r e s o u r c e s  t o  e n h a n c e  

f u r t h e r  o i l  a n d  g a s  

e x p l o r a t i o n / p r o d u c t i o n  

o p p o r t u n i t i e s

Photo: Getty Images courtesy o f  WSJ



N o r t h  S l o p e  G a s  C o m m e r c i a l i z a t i o n
- State Interests  -

A l a s k a  h a s  w o r l d - c l a s s  

u n c o n v e n t i o n a l  r e s o u r c e s ,  

i n c l u d i n g  t e n s  o f  b i l l i o n s  o f  

b a r r e l s  o f  h e a v y  o i l ,  s h a l e  o i l ,  a n d  

v i s c o u s  o i l ,  a n d  h u n d r e d s  o f  

t r i l l i o n s  o f  c u b i c  f e e t  o f  s h a l e  g a s ,  

t i g h t  g a s ,  a n d  g a s  h y d r a t e s .

North Slope Resource Estimates
U.S. Geological Survey (USGS) estimates that Alaska’s North Slope 
and Arctic Outer Continental Shelf have over 200 trillion cubic feet 
(TCF) of conventional natural gas.

• Prudhoe Bay: ~ 24.8 TCF

• Point Thomson & other undeveloped fields: ~ 8 TCF

R e g io n  and  A s s e s s m e n t S e g m e n t

N o rth  S lo p e  O n sh o re  & S ta te  W a te rs 2
Oil & Associated gas 
NGL & Non-associated gas

Central North Slope

Nat'I Petrol Reserve Alaska

ANWR coastal plain2

Oil & Associated gas 
NGL & Non-associated gas 
Oil & Associated gas 
NGL & Non-associated gas

total - North Slope Onshore

A rc t ic  A la s k a  O u te r C o n tin e n ta l S h e lf  (O C S )
Chukchi Shelf oil & ail gas
Beaufort Shelf oil a all gas
Hope Basin____________________oil a ail gas_________
total - Arctic OCS (offshore)

TO TA L - A rctic A laska

G a s, B C F
(billion cubic feet)

Probabilty D istribution  
F95 Mean F05

2,681
23,939

4,198
33,318

52,839
4,764
3,841

6,092
44,873

10,852
98,960 --

10,320 76,770 209,530
650 27,640 72,180

0_______ 3,770 14,980
108,180

2 07,14 0

Table compiled fro m  multiple USGS and BOEM assessments; pld, Division o f Oil & Gas

State interested in lowest reasonable tariffs, favorable expansion 
policy

The mean estimated onshore gas 
hydrate resource is 590 TCF of 
gas-in-place, with a mean of 
85.4 TCF potentially recoverable 
with current technology (USGS, 
2008).

Photo Courtesy of DOE



N o r t h  S l o p e  G a s  C o m m e r c i a l i z a t i o n
- AGIA Backg ro und , Pu r p o s e , and  T erms -

• A l a s k a  G a s l i n e  I n d u c e m e n t  A c t  ( A G I A )  

r e s u l t e d  f r o m  t h e  a f t e r m a t h  o f  t h e  f a i l e d  

S t r a n d e d  G a s  D e v e l o p m e n t  A c t  ( S G D A )

• R e l i e d  o n  p r i v a t e  s e c t o r  p r o j e c t  s p o n s o r

o  U t i l i z e d  r e i m b u r s e m e n t  t o  d e - r i s k  

d e v e l o p m e n t  c o s t s

o  A l s o  s e c u r e d  a n  o p t i o n  t o  p u r c h a s e  

i n f o r m a t i o n / a s s e t s  i f  p r o j e c t  d i d  

n o t  a d v a n c e

• E s t a b l i s h e d  t e r m s  d e s i g n e d  t o  m a x i m i z e  

s t a t e  b e n e f i t s

o  L o w  t a r i f f s  —  t h r o u g h  h i g h  

d e b t / e q u i t y  c a p i t a l  s t r u c t u r e

o  F a v o r a b l e  e x p a n s i o n  p o l i c y

• E x p e c t a t i o n  w a s  l o n g  l e a d  t i m e  o n  

d e v e l o p m e n t  c o u l d  p r o c e e d  i n  p a r a l l e l  

w i t h  c o m m e r c i a l / f i s c a l  n e g o t i a t i o n s
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N o r t h  S l o p e  G a s  C o m m e r c i a l i z a t i o n
- H istory & T imelines  -
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L e g i s l a t u r e

F e b r u a r y :  I n - S t a t e  P r o j e c t  M a n a g e r  i s  

n a m e d

o  B u i l t  o n  w o r k  s t a r t e d  b y  E n s t a r  a n d  

A n a d a r k o

J u n e :  E x x o n M o b i l  a l i g n s  w i t h  T C  t o  f o r m  

t h e  A l a s k a  P i p e l i n e  P r o j e c t  ( A P P )



N o r t h  S l o p e  G a s  C o m m e r c i a l i z a t i o n
- H istory & T imelines  -

2 0 1 0 :

A p r i l :  L e g i s l a t u r e  p a s s e s  H B  3 6 9

J u l y :  O p e n  S e a s o n  h e l d  f o r  A P P  —  c o n d i t i o n e d  b i d s  

r e c e i v e d

O c t o b e r :  O p e n  S e a s o n  h e l d  f o r  D e n a l i  —  c o n d i t i o n e d  

b i d s  r e c e i v e d

Shift to LNG in 2 0 1 1 :

• M a y :  B P  a n d  C o n o c o  a b a n d o n  D e n a l i

• J u l y :  A G D C / A S A P  p r o j e c t  p l a n  r e l e a s e d

• O c t o b e r :  G o v e r n o r  P a r n e l l  c a l l s  o n  p a r t i e s  t o  m o v e  

f o r w a r d  o n  l a r g e - d i a m e t e r  p i p e l i n e  t o  t i d e w a t e r  i n  

A l a s k a  i n  a n  A G I A  f r a m e w o r k



N o r t h  S l o p e  G a s  C o m m e r c i a l i z a t i o n
- 2 0 1 2  S t a t e  o f  t h e  S t a t e  an d  B en ch m a rk s  -

J a n u a r y  2 0 1 2 :  T h r e e  C E O s  m e e t  w i t h  

t h e  G o v e r n o r

"C u r r e n t l y \  A l a s k a  i s  p u r s u i n g  p a r a l l e l  

t r a c k s  t o  g e t  a  g a s l i n e .  T h e  S t a t e  

f i n a n c i a l l y  s u p p o r t s  t w o  d i f f e r e n t  

p r o j e c t s — o n e  u n d e r  t h e  A l a s k a  G a s l i n e  

I n d u c e m e n t  A c t ,  a n d  t h e  o t h e r  u n d e r  

t h e  A l a s k a  G a s l i n e  D e v e l o p m e n t  

C o r p o r a t i o n .  W h i l e  b o t h  a r e  m a k i n g  

p r o g r e s s ,  n e i t h e r  c a n  f i n i s h  t h e  j o b  

a l o n e . "

-  G o v .  S e a n  P a r n e l l ,  2 0 1 2  S t a t e  o f  t h e  S t a t e

Governor’s Roadmap to Gasline

1. Resolve Point Thomson

2. Align during the first quarter of 2012 under an 
AGIA framework on a large diameter gasline to 
tidewater

3. Two projects— under AGIA and AGDC—  
complete discussions by third quarter o f 2012 
determining what potential exists to consolidate 
projects

4. Harden numbers on an Alaska LNG project by 
the third quarter of 2012, and identify a pipeline 
project and associated work schedule

5. If milestones are met, the 2013 Legislature can 
take up gas tax legislation designed to move the 
project forward



N o r t h  S l o p e  G a s  C o m m e r c i a l i z a t i o n
- P oint T homson  S ettlement -

March 30, 2012: Point Thomson Settlement Agreement filed with the Alaska Supreme Court

• Premised on requirement to perform work, start production

• Working Interest Owners must earn the acreage

• Sanction of Major Gas Sale pipeline project (in 2016 or 2019) secures entire unit



N o r t h  S l o p e  G a s  C o m m e r c i a l i z a t i o n
- 2 0 1 3  M i l e s t o n e s :  G o v e r n o r ’s S t a t e  o f  t h e  S t a t e  -

Strengthen AGDC APP 2 0 1 3  Milestones

"We need to boost AGDC's ability to build 1.
an All-Alaska gasline, or to participate  
with others in building one.
Representative Hawker and the Speaker 
have filed  legislation to add horsepower to 
AGDC's engine.

W ithout sacrificing accountability, we can 
unite around th at legislation, and  
accelerate AGDC's work. We can 
accelerate a m erger between the State's 
two parallel paths, and help avoid  
redundant costs between the projects.

Together, in the com m ittee process, we 2
will ensure th a t AGDC can com mercialize 
Alaska's g as fo r  the maximum benefit o f  
all Alaskans."

3.

By February 15, private parties involved in APP 
must select a concept on an all-Alaska project; 
they must describe and detail the project and 
pipeline specifications. To include:

• the size of the pipe and the daily volume of gas

• the location of the gas treatment plant and detailing the 
number of compressor stations to move the gas along

• the size and scope of the liquefaction plant and LNG 
storage tanks

• the number of off-take points to ensure that Alaskans can 
utilize our gas for our needs

Spring 2013: Companies finalize an agreement to 
advance to Pre-FEED (front-end engineering design)

• Pre-Feed — hundreds of millions of private-sector dollars

Producers ensure a full summer field season
(Summer 2013)



A

N o r t h  S l o p e  G a s  C o m m e r c i a l i z a t i o n
- 2 0 1 3  M i l e s t o n e s  -

April:

• H B  4  a n d  M o r e  A l a s k a  P r o d u c t i o n  A c t  

( M A P A / S B 2 1 )  p a s s e d  b y  L e g i s l a t u r e

June:

• L a s t  m i l e s t o n e  o f  2 0 1 3  n o t  m e t  —  n o  s p e c i a l  

s e s s i o n  o n  g a s  t a x  l e g i s l a t i o n

October:

• N i k i s k i  n a m e d  a s  p r e f e r r e d  l o c a t i o n  f o r  

p i p e l i n e  t e r m i n u s

S tate of A laska 
O F F I C E  O F  T H E  G O V E R N O R

FOR IMMEDIATE RELEASE No. 13-160

Governor Welcomes Continued! Progress on Gasline

October 7, 2013, Anchorage, Alaska -  Governor Sean Parnell today welcomed the news that 
TransCanada, BP, ConocoPhillips, and ExxonMobil have announced their selection of Nikiski 
as the lead site for a terminus of an all-Alaska natural gas pipeline. The companies have 
agreed to pursue the acquisition of property in the Nikiski area to site the liquefaction 
facilities associated with the Alaska LNG project

"This is real progress toward our administration's goal of getting a natural gas pipeline to 
provide lower cost energy for Alaskans," Governor Parnell said. "This project is taking shape 
and the companies' commitment will help bring Alaska's gas to Alaskans and markets 
beyond. This presents a new opportunity for synergy and alignment among the producers 
and the project being pursued by the Alaska Gasline Development Corporation."

Governor Pamell will continue to aggressively pursue an all-Alaska gasline to fuel Alaskans' 
homes and businesses.

###



N o r t h  S l o p e  G a s  C o m m e r c i a l i z a t i o n
- F iscal D iscussions  -

Early Breakthrough on Take vs. Stability

• Set take terms now, provide stability later

• Commensurate commitments by parties as 
project moves forward

Fundamental differences between SOA and 
Producers -  stemming from our 
misalignment of interests

• State interests driven by lowest 
transportation charges/highest netback

• Lack of regulation at LNG
plant/terminal (ownership of pipeline 
only does not solve the problem)

• Integrated companies are not driven by 
the capital structure/netback

Key to Resolution: equity participation by 
SOA (project in a project)

• Allows each party to structure their financing 
as they see fit

• Enables any party to initiate an expansion on 
a sole-risk/keep-whole basis



K V  V A  i l k  Ai

N o r t h  S l o p e  G a s  C o m m e r c i a l i z a t i o n
- W hat’s D ifferent  this T im e? -

P t .  T h o m s o n  r e s o l v e d

A l l  t h e  n e c e s s a r y  p a r t i e s  h a v e  a l i g n e d  

t o  m a k e  a n  A l a s k a  g a s l i n e  p r o j e c t  g o  

—  t h r e e  p r o d u c e r s ,  a  p r e - e m i n e n t  

p i p e l i n e  b u i l d e r ,  a n d  A G D C

C o m m e r c i a l  i s s u e s  b e i n g  r e s o l v e d  b y  

p a r t i e s

G a s - o i l  r a t i o  ( G O R )  r e a c h i n g  a  

t i p p i n g  p o i n t  i n  2 0 2 0 s

C l e a r  a r t i c u l a t i o n  o f  a l l  p a r t i e s ’ 

c o m m i t m e n t s

A g e n c i e s  a s k i n g  t h e  L e g i s l a t u r e  t o  p r o v i d e  

t e r m  s h e e t - l e v e l  a p p r o a c h

P a p e r i n g  o f  D e f i n i t i v e  A g r e e m e n t s  o n l y  

o c c u r s  a f t e r  L e g i s l a t u r e  g r a n t s  a u t h o r i t y

D e f i n i t i v e  A g r e e m e n t s  n o t  b i n d i n g  

u n l e s s / u n t i l  L e g i s l a t u r e  r a t i f i e s  —  a t  n e x t  

s t a g e  o f  c o m m i t m e n t  b y  P r o d u c e r s
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LONG-TERM NORTH SLOPE OIL & GAS REVENUES 
ARE DRIVEN BY AKLNG PROJECT SUCCESS

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

2 0 1 2  2 0 1 4  2 0 1 6  2 0 1 8  2 0 2 0  2 0 2 2  2 0 2 4  2 0 2 6  2 0 2 8  2 0 3 0  2 0 3 2  2 0 3 4  2 0 3 6  2 0 3 8  2 0 4 0



P r o d u c e r  ( U p s t r e a m  +  M i d s t r e a m )  S t a t u s  Q u o  A n n u a l  C a s h  F l o w s

 Oil Only  Oil + Gas





M e e t  A l a s k a  C o n f e r e n c e

Governor Sean Parnell
January 10, 2014
(as p rep a red)

Thanks again to the Alliance for helping us build a healthy oil industry for our state. Your work 
on SB-21 -  phenomenal. Your work to keep the gains we have -  priceless.

Over the holidays, our family had the opportunity to watch again the blockbuster movie, 
“Lincoln.” How many o f  you have seen it? The movie recounts the story o f the 13th Amendment 
to the Constitution.

During the film, Secretary o f State Seward scolds President Lincoln about letting two seemingly 
incompatible paths march forward. Lincoln responds: “Time is a great thickener o f things.”

Time is a great thickener o f things.

The Fort Knox Gold Mine was originally staked in 1913, but no mining took place for many 
decades. The land remained undeveloped until it was re-staked in 1980. Again, nothing happened 
until new owners purchased the property. Finally, first gold was poured in 1996.

The geology stayed the same over those 80 years, but time thickened the technology, 
transportation, and investment climate —  it all changed! To this day, Alaskans benefit from Fort 
Knox.

In 1957, oil and gas exploration in Alaska, particularly on the Kenai, was promising, but 
challenged. Development on the Kenai Peninsula was estimated to cost two to four times that of 
wells developed in California.

In 1959, the president o f Standard Oil said, “The risks likely to be encountered in Alaska oil 
development are not for the faint-hearted or the speculator with a shallow purse ... What we see 
is a picture clouded by present problems and past failures, but illuminated by cautious hopes.”

Only two years later, those “cautious hopes” for Cook Inlet oil turned into a major refinery 
investment, thousands o f jobs in oil and gas across decades, and cheaper energy for Southcentral 
Alaska.

For Cook Inlet oil and gas development, time has, indeed, been a great thickener o f things.

And so it is with North Slope gas, a dream o f Alaskans since 1968, when the announcement o f  
Prudhoe Bay oil included an estimated 26 trillion cubic feet o f natural gas.



As Alaskans, we own our gas and lease rights to our gas. Consequently, every Alaska gasline 
effort has dealt not only with the economics o f gas, but also with the challenge o f merging 
private and public resource ownership interests.

In the 1990s, Governor Knowles’ administration privately negotiated a North Star royalty 
reduction with BP. The administration presented the royalty contract for legislative approval in 
what was seen as a “take it or leave it” deal.

The Legislature reacted strongly and negatively.

Lawmakers o f the late 90s were concerned —  after North Star —  that an administration might 
negotiate all o f the commercial terms o f a gasline deal, without legislative input or public 
scrutiny.

Legislators agreed with the Knowles administration assertion that it was not in the State’s 
interest to have companies negotiate with 60 individual legislators. Legislators, however, also 
wanted a real shot at protecting Alaskans’ interests. The Legislature codified these interests in 
the original Stranded Gas Development Act, and Governor Knowles signed it into law.

The Stranded Gas Act gave the administration authority to negotiate fiscal terms for a gasline, 
but legislators put sideboards on the administration’s authority, including requiring legislative 
approval o f any contract negotiated.

Under the terms o f the Stranded Gas Act, Governor Murkowski’s administration negotiated 
fiscal terms with producers between 2003 and 2005. But when Governor Murkowski sought 
legislative approval, lawmakers rejected the contract. Neither legislators nor the public trusted 
the lengthy, private negotiation process, nor the contract terms produced.

As the Stranded Gas Act was a predictable progression from the tussle over North Star, so in 
2007, passage o f  Governor Palin’s AGIA legislation was a logical progression from the Stranded 
Gas Act experience.

Back then, Alaskans’ trust in state government had vaporized. Gasline negotiations had gone 
badly, and public trust was very low.

On the gasline, Alaskans, legislators, the administration, all in 2007, were locked in a way of 
doing things that assumed in order to get a gasline we had to negotiate all the terms for a gasline 
at once.

Governor Palin and legislators sought to restore public trust and protect the public interest by 
enshrining a set o f “must haves” in statute for Alaskans in exchange for State participation in a 
gasline project.

And, time, once again, became a thickener.



When AGIA passed, no parties were moving cooperatively forward toward a gasline. AGIA 
changed that.

TransCanada was selected by the State as the AGIA licensee.

Exxon joined TransCanada and the two began working cooperatively with the State.

BP and ConocoPhillips joined together in a competing project known as Denali.

AGIA’s original focus was to induce construction o f a gasline through Alaska and Canada to the 
Lower 48.

The producers, the AGIA licensee, Alaska’s state government -  virtually everyone was focused 
on a pipe to the Lower 48. That’s because most thought the U.S. was facing a sharp decline in 
domestic gas production.

But the same year AGIA was passed, something unique was shifting the market. Gas volumes in 
the Lower 48 were increasing dramatically. Shale gas transformed the US natural gas market, 
and made its impact felt globally.

Some claim today that they always knew an overland pipe to the Lower 48 would never work, 
but I’d say to them that not even major companies, like BP or ConocoPhillips, were willing to 
publicly admit that until 2011, when they shuttered the Denali project.

Indeed, as late as September 2011, Sen. Mark Begich sent a letter to my office urging that I 
create a state loan guarantee to back a pipeline through Canada to the Lower 48.

By then, however, it was clear that Alaska gas was unlikely to flow overland to the Lower 48 in 
the near term, because o f the growing volume o f shale gas.

At the same time, the Pacific Rim market demand was strengthening.

I set Alaska on a different course. I challenged North Slope producers and TransCanada to get 
behind one project, an all-Alaska LNG project to supply gas to Alaskans, and be marketed as 
LNG to world markets.

I set a steady, logical plan to get us there using lessons learned firsthand with the history I 
described today.

First, we needed gas.

We need gas from both Prudhoe and Pt. Thomson to anchor any large-diameter gasline.

Pt. Thomson, with trillions o f cubic feet o f gas and lots o f liquids, was in litigation when I 
became governor. No development had occurred there in more than 40 years. The State’s lands 
had been under lease, yet little work had been completed east o f Prudhoe.



We fought for Alaskans’ interests all the way through the Alaska Supreme Court. Thanks to the 
hard work o f many people, including then-Natural Resources Commissioner Dan Sullivan, 
ExxonMobil’s Rich Krueger, BP Alaska’s former head, John Minge, and ConocoPhillips- 
Alaska’s Trond-Erik Johansen, we resolved the litigation and put lots o f Alaskans to work.

Today, more than a thousand people have jobs because o f Pt. Thomson. And you heard earlier 
from Gina Dickerson from Exxon - $1.8 billion o f spending, so far, and total projected 
investment at $4 billion.

In resolving Pt. Thomson, we negotiated an agreement that grows opportunity with performance 
and results.

At Pt. Thomson we built trust and reward through incremental, verifiable performance.

We brought a related principle into gasline discussions with the producers and TransCanada: The 
principle o f  commensurate, proportionate commitments.

In other words, you take a step, we take a step, you make a commitment, we make a 
commitment. Along the way, we each verify our commitments and progress.

When it comes to the gasline, the State will verify progress and make new commitments through 
the legislative process at multiple points, and the companies via their board room decisions at 
multiple points.

With Pt. Thomson gas now in the gasline equation, we next needed a project concept selected.

It is in the State’s interest to negotiate commercial terms with a single project, not individual 
partners. If the State gets caught up trying to satisfy individual partners, rather than negotiating 
with one entity, the State loses far more value.

The State has but one geographic resource base from which to maximize value for Alaskans. The 
companies across the table have global resources from which to work around issues arising 
between them. Accordingly, we want to deal with a project’s unified position, which they can 
arrive at using their many resources. The State does not want to get tangled up in individual 
company concerns.

To get a project, in 2012 I called on the producers and TransCanada to harden their numbers, and 
identify a pipeline project and work schedule. They met that benchmark! And, this last fall, the 
companies picked Nikiski as the termination point for the project.

Then, yesterday, AGDC’s Board o f Directors voted to create a subsidiary with the intent to 
participate in the Alaska LNG project with the producers, TransCanada, and Alaska’s 
Departments o f  Natural Resources and Revenue.

For the first time in Alaska’s history, all the necessary parties have aligned to make an Alaska 
gasline project go -  three producers, a pre-eminent pipeline builder, AGDC -  an entity that can



carry whatever State interest is required o f  it, and State agencies responsible for the people’s 
royalties and taxes.

With gas, a project, and alignment o f  parties, the next question is what role should the State 
play? How can we best own our destiny and maximize gas resources for our people?

Because an LNG project is much more complex and expensive than a traditional natural gas 
overland pipe, we hired some o f the world’s most qualified experts to examine Alaska’s cost, 
tax, and royalty structures. We asked them to look for ways we could be competitive in world 
markets. And, w e’ve analyzed ways to do this without necessarily reducing State royalties or 
taxes.

Alaska can best control her own destiny if  we become a partner in the Alaska LNG project. 
Here’s why:

Ownership or participation allows the State to receive a share in the profits over the entirety o f  
the project. When companies build LNG projects, they often take profits at all points in the value 
chain. Gas processors take profit, pipelines take profit, the liquefaction facility takes profit, and 
ship owners take profit.

Without ownership or participation, the State would, in essence, pay for others profits that reduce 
the State’s revenue from taxes and royalties.

With Alaska as a partner, Alaskans stand to gain more.

Ownership ensures we either pay ourselves for project services or, at the very least, understand, 
negotiate and ensure the lowest possible costs.

This structure is also attractive to the North Slope producers. From their perspective, their capital 
costs are reduced by an amount proportional to the percentage o f  State take from royalty and 
taxes.

Think o f it like a hunting trip, where the costs are borne between the participants. Three guys go 
out hunting and the costs are prorated between them. But if  a fourth joins the hunting party, the 
costs per person go down.

State participation can make Alaska gas more competitively priced in world markets in the next 
decade, while retaining our State tax and royalty revenues.

So let’s take stock o f where we are:

• We have the gas, both from Prudhoe and Pt. Thomson.
• We have an all-Alaska LNG project selected from the North Slope to Nikiski.
• We have all the right parties aligned and working together.



To pursue this path, however, requires a transition from AGIA to a new structure. It’s another 
natural progression where time has been not only a thickener o f  things, but a great teacher.

AGIA was designed for a sole developer o f  a singular pipeline project moving natural gas. The 
complexity and scope o f the Alaska LNG project is different —  with a gas treatment plant, 
pipeline, liquefaction —  a broad consortium of owners that must work together.

While AGIA may not have induced actual construction o f a gasline, that statutory framework 
played a substantial role in inducing alignment for an LNG project.

Our way forward will be on Alaska’s terms and in Alaskans’ interests.

AGIA contained timeless principles and benefits for Alaska, and we will retain them: Gas for 
Alaskans on reasonable tariff terms, exploration o f Alaska’s gas acreage, gasline expansion 
potential, and local hire, to name a few. The way we get there is by working with a party or 
parties who will meet Alaska’s terms.

We have agreed to amicably terminate our involvement with TransCanada under AGIA, but sign 
up with TransCanada in a more traditional, commercial arrangement along with the producers 
and AGDC. The reasons for signing up under a traditional commercial agreement with 
TransCanada start with TransCanada’s willingness to meet Alaska on Alaskans’ terms.

First, TransCanada agreed to a debt equity structure that guarantees Alaska’s interests are 
protected. Second, TransCanada is the pre-eminent pipeline builder/operator in North America. 
Third, they know this project well, having worked on it for years. Fourth, AGDC and the 
producers are willing to move forward as a group with TransCanada to commercialize Alaska’s 
gas. And fifth, TransCanada’s participation reduces the State’s cash commitment and increases 
state return.

We plan to seek legislative approval for the State entities to align with TransCanada and the 
producers in a more traditional commercial arrangement.

Very soon, I expect a commercial agreement with a transparent set o f terms and road map for 
Alaskans to consider. That commercial agreement is known as a Heads o f  Agreement for the 
Alaska LNG project.

I expect that document to be signed shortly by Exxon, BP, ConocoPhillips, TransCanada, the 
AGDC, and by our commissioners o f the Departments o f Revenue and Natural Resources.

The Heads o f  Agreement will be subject to public review by the Legislature this session.

Additionally, I will ask legislators to take up legislation addressing how the State will manage its 
gas resource. Our proposed legislation would authorize DNR to modify certain leases, and allow 
the State to enter into shipping agreements to move and sell Alaska’s gas.



The legislation will also ask lawmakers to switch from a variable net tax to a flat gross tax, for 
North Slope gas. It would allow certain leases to pay production taxes with gas, and enable the 
Departments o f Revenue and Natural Resources to work together to manage the State’s gas 
revenues.

The bottom line: W e’ll have an investment-quality project when this is complete.

Finally, this session I will ask the Legislature to review changes made to AGDC in House Bill 4 
and support revisions needed to carry the State’s interests in a project— for example, AGDC 
could be authorized to carry an interest in liquefaction.

To summarize what I expect in the next four months: Public review o f project guidance 
documents, including a signed Heads o f Agreement for the Alaska LNG project, and passage of 
authorizing legislation.

With a Heads o f Agreement and legislation passed, the parties will formally cross into Pre-FEED 
— the Pre-Front End Engineering and Design phase.

Pre-FEED is a half-billion dollar step in gasline development. Costs will be shared among the 
parties. Pre-FEED further refines the cost and engineering challenges the project faces -  
challenges that must be addressed before the parties commit the billions o f dollars necessary to 
complete the project.

Over the course o f about 18 months o f  pre-FEED, the parties will finish fieldwork, begin 
detailed design, regulatory filings, and testing o f  world markets.

Unlike previous efforts to commercialize North Slope gas, the public and Legislature will have 
the basic ingredients o f a deal in front o f them as they consider legislation moving the project 
forward.

The guidance documents we will submit to legislators form the basic agreements that will keep 
the project moving forward and provide guidance to the deeply technical and complicated 
negotiations to follow.

The guidance documents set out general agreement on essential issues dealing with factors such 
as State ownership, project costs, project expansion policy, workforce development, in-state hire, 
and the marketing o f gas.

They define the State’s and other parties’ interests in broad terms and commit the parties to 
negotiate the details in good faith -  details that will ultimately be addressed in contracts that 
come back to the Legislature for approval.

Over the decades, w e’ve seen efforts to develop a large gas project falter for various reasons. 
That’s why w e’ll maintain our backup plan to get Alaskans’ gas to Alaskans. The Legislature 
wisely addressed this in creating AGDC.



AGDC is uniquely positioned to be our ace in the hole. We can still get gas to Alaskans first via 
AGDC’s smaller volume ASAP project, if  work falters on the Alaska LNG project. AGDC will 
remain on track for an open season for early 2015.

The good news today:

• We have a gasline project in sight;
• We have parties aligned who can move a project forward;
• We have protected Alaskans’ interests through commensurate proportionate steps that 

can be publicly scrutinized.
• And, we have a back-up plan to build a gasline that’s proceeding to open season.

Alaska’s foundation is strong and our future is bright. W e’re moving forward on the promise of 
Alaska’s natural gas. Thank you.
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B L A C K  &  V E A T C H  P R E S E N T E R S

o

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.
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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 Agreem ent w ith  TC

Agreem ent Commits TC to a WACC of 6.75%

Various Milestones &  Off Ramps for SOA and TC
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OPTIONS IDENTIFIED BY STATE FOR EQUITY 
PARTICIPATION

G T P P i p e l i n e L N G  P l a n t

SOA Alone S O A : 2 5 % SOA: 2 5 % SOA: 25 %

TC: 2 5 %  TC: 2 5 %  SOA: 2 5 %

TC: 15%  TC: 15%
--------------------------------------------------------------------------------- SOA: 25 %
SOA: 10 %  SOA: 10%

SOA + TC 

No Buyback

SOA + TC 

with Buyback

*  A s s u m e s  2 5 %  S t a t e  e q u i t y  p a r t i c i p a t i o n
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IMPLICATIONS OF OPTIONS AND POTENTIAL OFF 
RAMPS

TIMELINE:

PROJECT STAGE: 

STATE INVESTMENT

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

PRE-FEED FEED
FID

CONSTRUCTION

SOA GO IT ALONE: $108M $450M $13.2B

TC NO BUYBACK:

TC W ITH 40%  
BUYBACK:

$43 M

$43 M

*  A s s u m e s  2 5 %  S t a t e  e q u i t y  p a r t i c i p a t i o n

$6.7B

Pay TC Dev. Costs o f ~$70M Pay TC Dev. Costs o f  ~$390M

(Incl. AFUDC o f$ 5 M ) (Incl. AFUDC o f $50M )

$9.3B

Pay TC Dev. Costs o f  ~$70M Pay TC Dev. Costs o f  ~$230M

(Incl. AFUDC o f $5M ) (Incl. AFUDC o f$ 3 0 M )
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KEY QUESTIONS IN LOOKING AT VALUE OF 
TRANSCANADA'S PARTICIPATION
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WHAT IS THE ECONOMIC IMPACT TO STATE 
FROM TRANSCANADA'S PARTICIPATION?

SOA IMPACT

ONCE PROJECT IS OPERATIONAL, STATE PAYS TC A NEGOTIATED TARIFF FOR 60- 
100% OF GTP AND PIPELINE CAPACITY USED TO MOVE STATE GAS

PROJECT DEVELOPMENT 
&  CONSTRUCTION

TC PAYS 60%-100%  OF 
STATE'S UP FRONT 

CAPITAL COST FOR GTP 
AND PIPELINE

f t t f f t t  t i t i f i t i i t i i i t n i t  
 ■ ■ ■ ■ >

PROJECT OPERATION

Economic analysis examines the net impact 
of reduced up front payments and tariff 

expenses over 25 year period of operation
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TRANSCANADA'S PARTICIPATION IMPACTS 
SOA UP FRONT CASH CALLS AND REVENUES 
FROM PROJECT

SOA IMPACT

to

E
w

ro
c

£
o

$ 6

$4

1 5  $ 2

$ 0

($ 2 )

25%  E q u ity  A lte rn a tiv e  SOA Cash F lo w  Forecast

•Go it Alone 
TC No Buyback 

•TC 40% Buyback

TransCanada's participation 
reduces State's revenues by 

$200-$360MM annually

2014 2019 2024 2029 2034 2039
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WHAT IS THE ECONOMIC IMPACT TO STATE 
FROM TRANSCANADA'S PARTICIPATION?

SOA IMPACT

T ra n sC a n a d a  p a rt ic ip a t io n  
re d u ce s th e  S ta te 's  to ta l cash  

f lo w s  w ith  b u y  b a ck  o p tio n

to
Co

CO

To
c
E
o

Go It A lone TC TC
No Buyback 40% Buyback

STATE OF ALASKA CASH FLOWS

M in im a l im p a ct on  th e  S ta te  on  an 
N P V  b a s is  w ith  T ra n sC a n a d a  

p a rt ic ip a t io n .

Vi
Co

co
■to-
tHo
(N

STATE OF ALASKA NPV10

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

* Assumes 25% State equity participation

G o It A lo n e  T C  T C
No B u yb ack  4 0 %  B u yb ack
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CAN TH E STATE G O  IT A L O N E ? SOA ALONE?

•  W h a t  a r e  t h e  c a p i t a l  c o s t  a n d  i n v e s t m e n t  

i m p l i c a t i o n s  o f  g o i n g  i t  a l o n e

•  W h a t  a r e  t h e  d e b t  i m p l i c a t i o n s  o f  g o i n g  i t  a l o n e ?
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SO A  UP FR O N T CA P ITA L CO ST EXPO SU RE IS
R ED U CED  T H R O U G H  TC  P A R TIC IP A TIO N

J
SOA ALONE?

•  H i g h e s t  r i s k  e x p o s u r e  i s  p r i o r  t o  p r o j e c t  s t a r t  w h e n  c a s h  c a l l s  

a r e  n o t  s u p p o r t e d  b y  p r o j e c t  r e v e n u e s

•  T r a n s C a n a d a  ( " T C " )  p a r t i c i p a t i o n  a l l o w s  S t a t e  t o  r e t a i n  2 0 % -  

2 5 %  o f  g a s  s h a r e  w h i l e  b e i n g  r e s p o n s i b l e  f o r  o n l y  1 3 % - 1 8 %  o f  

t h e  u p f r o n t  c o s t s

•  T h i s  i s  e s p e c i a l l y  i m p o r t a n t  i f  c o s t  o v e r r u n s  o c c u r  o n  p r o j e c t
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SO A  U P FR O N T C A P ITA L CO ST EXPO SU RE IS
R ED U C ED  T H R O U G H  TC P A R TIC IP A TIO N

SOA ALONE?

TC P a r t ic ip a t io n  R e d u c e s  T o ta l U p f r o n t  In v e s tm e n t  b y  S O A  b y  ~ 4 0 %

$ 1 4

$ 1 2tsi d  
O

g5
^  $ 1 0  v—I 
O  
rsi

ro
O
u~>
C O

O
< t
O
CO

$ 8

$ 6

-SO A  A lo n e  

-W ith  TC

$ 1 1 .3

$ 8 .0

$ 1 3 .5

$ 9 .5

$ 4
2 0 %  E q u ity 2 5 %  E q u i ty 2 0 %  E q u i ty 2 5 %  E q u ity

$ 4 5  B illion $ 5 4  B illion

*  A s s u m e s  S t a t e  e x e r c i s e s  3 0 % - 4 0 %  e q u i t y  b u y  b a c k  w i t h  T r a n s C a n a d a
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SO A  U P FR O N T C A P ITA L CO ST EXPO SU RE IS
R ED U C ED  T H R O U G H  TC P A R TIC IP A TIO N

J
SOA ALONE?

STATE OF ALASKA ANNUAL INVESTMENT

CO
C
o

nj
c

$3.5

$3.0

$2.5

co $2.0 
w

E $1.5 
o

$1.0

$0.5

$0.0

T ra n sC a n a d a  p a rt ic ip a t io n  can 
re d u ce  th e  S ta te 's  in v e stm e n t 
d u r in g  p e a k  co n s tru c tio n  b y 

$ 1 .6 B -$ 2 B / Y R

Go It Alone 

TC - No Buyback 

TC - 40% Buyback

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

*  A s s u m e s  2 5 %  S t a t e  e q u i t y  p a r t i c i p a t i o n
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CAN THE STATE GO IT ALONE? 
- STATE'S DEBT CAPACITY

SOA ALONE?

F i n a n c i n g  t h e  S t a t e ' s  s h a r e  o f  t h e  A K L N G  P r o j e c t  o n  t h e  S t a t e ' s  

b a l a n c e  s h e e t  -  k e y  i s s u e s :

• At w hat cost o f debt?
• Debt servicing as w hat % o f general fund unrestricted 

revenue?

r  ^
Scenario 1 

(lower interest)
• SOA Debt at 4.6%

• Debt Service lim ited to 3% of GFUR

r

Scenario 2
l. j

• SOA Debt at 4.9%

• Debt Service lim ited to 5%  of GFUR

Scenario 3 

(higher interest)
L J

• SOA Debt at 5.6%

• Debt Service lim ited to 6% of GFUR

* High-level, indicative assum ptions based on input from Departm ent o f Revenue
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THE AMOUNT OF CHEAP DEBT AVAILABLE 
TO THE STATE COULD BE LIMITED

SOA ALONE?

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

$ 1 2

■ D e b t ■  E quity  

X %  P e rce n ta g e  o f D eb t

$ 803
C
1
o
z:
(/>
c
o

0 2  $ 4  •w

$ 0

>2%

30%

I
67%

42%

I
75%

88% 91%

57%

4 . 6 %  I n t  

C

4 . 9 %  I n t  

S o  I t  A l o n f

5 . 6 %  I n t

a

4 . 6 %  I n t  

T C  ;

4 . 9 %  I n t  

5 0 %  B u y  E

5 . 6 %  I n t  

l a c k

4 . 6 %  I n t  

T C

4 . 9 %  I n t  

N o  B u y  B

5 . 6 %  I n t  

a c k

* Analysis based on high-level, indicative assum ptions based on input from  
Departm ent of Revenue. Financing arrangem ents for the AKLNG project w ill 
becom e clearer further into the developm ent process.
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IS TRANSCANADA A GOOD PARTNER FOR 
THE STATE OF ALASKA IN THE AKLNG 
PROJECT?

Extensive experience in 
building, owning and 
operating northern 

pipelines

Long history o f interest in 
Alaska Pipeline

Retains m omentum  in the 
project Facilitates expansion
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RETAINING MOMENTUM ON PROJECT 
COULD BE MORE VALUABLE THAN 
SECURING BETTER COMMERCIAL TERMS T C  A S  P A R T N E R

State o f Alaska NPV 1 0

l/l
C.
O

00
■try

r—I
o
r s i

$14

$13

$ 1 2

$ 1 1

$ 1 0

$ 1 2 .6
$ 1 2 .8

$ 1 3 . 0

Each 5% decrease in 
equity ratio is 

equivalent to $200M M  
in additional NPV to 

State

O
no

cN
Or--

VPO'LD
CM

O'
LD
r -

\po '
O
CM

noo'*
O
OO

D e b t / E q u i t y  %

$ 1 3 . 0
$ 1 2 . 9 $ 1 2 .8

Each 1% decrease in 
ROE is equivalent to 

$100M M  in additional 
NPV to State

U J
O
cc
o '
O

occ

RO E

O
cc
O'-
CM

$ 1 2 .8

ro
CD

Q
O

2!

co c r  CL) _£5 
>- cu
i—i Q

> -
roro 

O)
> -  CU 
CM Q

P r o j e c t  D e la y

$ 1 2 .0

Each year's delay in 
project operation is 
equivalent to loss of 
$800M M  in NPV to 

State

1 1 .2
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DO ES T R A N S C A N A D A  BEAR A N Y  FIN A N C IA L
R ISK ?

O

T C  R ISK S

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 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
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DO ES T R A N S C A N A D A  BEAR A N Y
FIN A N C IA L R ISK ?

T C  R ISK S

T R A N S C A N A D A  EFFECTIVE ROE U N D E R  D IFFER EN T F IN A N C IN G  A R R A N G E M E N T S

1 3 %  

12% 

11% 

O 10%
cc
Q)

| 9% 

£

8%

7 %

6%

12%

'1 0 %

'8 .5 %

TransCanada carries the risk of achieving a lower 
ROE if it is unable to finance the project at the 

contractual rate of 5%

75%  Debt, 
25%  Equity

70%  Debt, 
30%  Equity

5 %  C o s t  o f  D e b t  

C o s t  o f  D e b t  

C o s t  o f  D e b t

65%  Debt, 
35%  Equity

* A s s u m e s  2 5 %  S t a t e  e q u i t y  p a r t i c i p a t i o n  w i t h o u t  S t a t e  e x e r c i s i n g  b u y  b a c k  o p t i o n
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DO ES TC BEAR A N Y  FIN A N C IA L R ISK ?

O

T C  R ISK S

N P V 10 TO  T R A N S C A N A D A  F R O M  A K L N G  PROJECT

75 %  D ebt, 70%  D ebt, 65 %  Debt,
25%  E q u ity  30 %  E q u ity  35 %  Equity

* A s s u m e s  2 5 %  S t a t e  e q u i t y  p a r t i c i p a t i o n  w i t h o u t  S t a t e  e x e r c i s i n g  b u y  b a c k  o p t i o n



SUMMARY ON 4 KEY QUESTIONS
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BLACK & VEATCH STATEMENT
T h is  p re se n ta t io n  w a s  p re p a re d  fo r  th e  S ta te  o f A la s k a  (" C lie n t" )  b y  B la ck  &  V e a tch  C o rp o ra t io n  (" B la c k  &  V e a tc h ") an d  is 
b a se d  in p a rt on  in fo rm a tio n  n o t w ith in  th e  co n tro l o f B la ck  &  V e a tch .

In co n d u c t in g  o u r a n a ly s is , B la ck  &  V e a tc h  h as m a d e  ce rta in  a ss u m p tio n s  w ith  re sp e c t to  c o n d it io n s , e ve n ts , an d  
c irc u m sta n c e s  th a t  m a y  o c cu r in th e  fu tu re . T h e  m e th o d o lo g ie s  w e  u tilize  in p e rfo rm in g  th e  a n a ly s is  an d  m a k in g  th e se  
p ro je c tio n s  fo llo w  g e n e ra lly  a cc e p te d  in d u stry  p ra ctice s. W h ile  w e  b e lie v e  th a t su ch  a ss u m p tio n s  an d  m e th o d o lo g ie s  as 
su m m a rize d  in th is  re p o rt  are  re a so n a b le  an d  a p p ro p ria te  fo r  th e  p u rp o se  fo r  w h ic h  th e y  are  u se d ; d e p e n d in g  u p o n  
c o n d it io n s , e ve n ts , an d  c irc u m sta n c e s  th a t  a c tu a lly  o c cu r b u t are  u n k n o w n  at th is  t im e , a ctu a l re su lts  m a y  m a te ria lly  
d iffe r  fro m  th o se  p ro je c te d .

R e a d e rs  o f  th is  p re se n ta tio n  are  a d v is e d  th a t  a n y  p ro je c te d  o r fo re ca st  p rice  le v e ls  an d  p rice  im p a c ts  re fle ct th e  
re a so n a b le  ju d g m e n t o f B la ck  &  V e a tch  a t th e  t im e  o f  th e  p re p a ra tio n  o f su ch  in fo rm a tio n  an d  are  b ase d  on a n u m b e r o f 
fa c to rs  a n d  c irc u m sta n c e s  b e y o n d  o u r co n tro l. A c c o rd in g ly , B la ck  &  V e a tch  m a k e s n o  a ssu ra n c e s  th a t th e  p ro je c tio n s  o r 
fo re ca sts  w ill be  co n s is te n t  w ith  a ctu a l re su lts  o r p e rfo rm a n ce . T o  b e tte r  re fle ct m o re  cu rre n t tre n d s  an d  re d u ce  th e  
ch a n ce  o f  fo re ca st  e rro r, w e  re co m m e n d  th a t  p e r io d ic  u p d a te s  o f  th e  fo re c a sts  c o n ta in e d  in  th is  p re se n ta tio n  be 
c o n d u cte d  so  re ce n t h is to ric a l tre n d s  can  be re co g n ize d  an d  ta k e n  in to  a cc o u n t.

N e ith e r th is  p re se n ta tio n , n o r a n y  in fo rm a tio n  c o n ta in e d  h e re in  o r o th e rw ise  su p p lie d  by B la ck  &  V e a tch  in co n n e ctio n  
w ith  th e  se rv ice s , sh a ll be  re le a se d  o r u sed  in co n n e ctio n  w ith  a n y  p ro x y , p ro x y  sta te m e n t, an d  p ro x y  so lic it in g  m a te ria l, 
p ro sp e ctu s , S e c u r it ie s  R e g istra t io n  S ta te m e n t, o r s im ila r  d o cu m e n t w ith o u t  th e  w ritte n  c o n se n t o f  B la ck  &  V e a tch .

U se  o f th is  p re se n ta tio n , o r a n y  in fo rm a tio n  c o n ta in e d  th e re in , sh a ll c o n stitu te  th e  u se r's  w a iv e r  an d  re le a se  o f B la c k  &  
V e a tch  fro m  an d  a g a in st  a ll c la im s an d  lia b ility , in c lu d in g , b u t n o t lim ite d  to , a n y  lia b ility  fo r  sp e c ia l, in c id e n ta l, in d ire ct  
o r co n s e q u e n tia l d a m a g e s, in  c o n n e ctio n  w ith  su ch  use . In a d d it io n , u se  o f  th is  p re se n ta tio n  o r a n y  in fo rm a tio n  
co n ta in e d  th e re in  sh a ll co n s titu te  an  a g re e m e n t b y  th e  u se r to  d e fe n d  an d  in d e m n ify  B la ck  &  V e a tc h  fro m  an d  a g a in st  
a n y  c la im s an d  lia b ility , in c lu d in g , b u t n o t lim ite d  to , lia b ility  fo r sp e c ia l, in c id e n ta l, in d ire c t  o r c o n s e q u e n tia l d a m a g e s, in 
co n n e ctio n  w ith  su ch  use . T o  th e  fu lle s t  e xte n t p e rm itte d  b y  la w , su ch  w a iv e r  an d  re le a se , an d  in d e m n if ic a t io n  sh a ll 
a p p ly  n o tw ith s ta n d in g  th e  n e g lig e n ce , s tr ic t  lia b ility , fa u lt , o r  b re a ch  o f  w a rra n ty  o r co n tra c t  o f  B la ck  &  V e a tc h . T h e  
b e n e fit  o f su ch  re le a se s, w a iv e rs  o r l im ita t io n s  o f lia b ility  sh a ll e xte n d  to  B la ck  &  V e a tc h 's  re la te d  co m p a n ie s , and 
su b c o n tra c to rs , an d  th e  d ire c to rs , o ffice rs , p a rtn e rs , e m p lo y e e s , an d  a g e n ts  o f a ll re le a se d  o r in d e m n ifie d  p a rt ie s . U SE O F 
T H IS  P R E S E N T A T IO N  S H A L L  C O N S T IT U T E  A G R E E M E N T  B Y  T H E  U SE R  T H A T  ITS  R IG H T S , IF A N Y , IN R E LA T IO N  T O  T H IS  
P R E S E N T A T IO N  S H A L L  N O T  E X C EE D , O R  BE IN A D D IT IO N  T O , T H E  R IG H T S  O F T H E  C L IE N T .
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PR ESEN TER S

Janak Mayer > Nikos Tsafos
2

JAN A K  M AYER
PARTNER

enalytica
JANAK.MAVER@ENALYTICA.INFO

Before co-founding enalytica, Janak led the Upstream Analytics team at PFC  

Energy, focusing on fiscal terms analysis and project economic and financial 

evaluation, data management and data visualization.

Janak has modeled upstream fiscal terms in all of the world’s major hydrocarbon 

regions, and has built economic and financial models to value prospective 

acquisition targets and develop strategic portfolio options for a wide range of 

international and national oil company clients. He has advised Alaska State 

Legislature for multiple years on reform of oil and gas taxation, providing many 

hours of expert testimony to Alaska’s Senate and House Finance and Resources 

Committees.

Prior to his work as an energy consultant, Janak advised major minerals industry 

clients on a range of controversial environmental and social risk issues, from 

uranium mining through to human rights and climate change. He has advised 

bankers at Citigroup and policy-makers at the US Treasury Department on the 

management and mitigation of environmental and social impacts in major 

projects around the world, and has undertaken macroeconomic research with 

senior development economists at the World Bank and the Peterson Institute for 

International Economics.

Janak holds an MA with distinction in international relations and economics from 

from the Johns Hopkins School of Advanced International Studies (SAIS), and a 

BA with first-class honors from the University of Adelaide, Australia.

e n a l y t i c a Data. Analytics. Solutions, in Energy
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NIKOS TSAFO S
PARTNER

enalytica
NIKOS.TSAFOS@ENALYTICA.INFO

w '

Nikos Tsafos has a diverse background in the private, public and non-profit 

sectors. He is currently a founding partner at enalytica. In his 7 Vz years with 

PFC Energy, Nikos advised the world’s largest oil and gas companies on some 

of their most complex and challenging projects; he also played a pivotal role in 

turning the firm into one of the top natural gas consultancies in the world, with 

responsibilities that included product design, business development, consulting 

oversight and research direction.

Prior to PFC Energy, Nikos was at the Center for Strategic and International 

Studies (CSIS) in Washington, DC where he covered political, economic, and 

military issues in the Gulf, focused on oil wealth, regime stability and foreign 

affairs. Before CSIS, he was in the Greek Air Force, and prior to his military 

service, Nikos worked on channeling investment from Greek ship-owners to 

Chinese shipyards.

Nikos has also written extensively on the domestic and international dimensions 

of the Greek debt crisis. His blog (Greek Default Watch) was listed as one of 

“Europe’s Top Economic Blogs” by the Social Europe Journal, and his book 

“Beyond Debt: The Greek Crisis in Context” was published in March 2013.

Nikos holds a BA with distinction in international relations and economics from 

Boston University and an MA with distinction in international relations from the 

Johns Hopkins School of Advanced International Studies (SAIS).

e n a l y t i c a Data. Analytics. Solutions, in Energy



C O M P E T IT IV E N E S S ) PRO JECT PA TH W A Y ) ALIGNBreNT

prospective suppliers > but not all prospective supply wurks out
4

AK LNG IS COMPETING IN A WORLD WITH MANY CHOICES

< 1 ^ * +
OVER 34 TCF IN NORTH SLOPE

BUT UNCERTAIN FISCAL TERMS/
PROJECT ECONOMICS

LARGE SCALE RESOURCES 
BUT TECHNICAL RISKS

AMPLE POSSIBLE SHALE GAS BUT NEED FOR 
INFRASTRUCTURE AND COMMERCIAL VIABILITY

SIZABLE STRANDED GAS 
BUT HIGH COSTS

CHEAP GAS, BUT SLOW PERMITTING 
PROCESS AND POSSIBLE PRICE 

VOLATILITY MUCH ASSOCIATED GAS BUT LOCAL

QATAR/IRAN HUGE 
RESOURCE; LOCAL MARKETS 

PRIORITY, ECONOMICS, 
POLITICS

e n a l y t i c a Data. Analytics. Solutions, in Energy



C l lP E T I T I V E N E S S ) PRO JECT PATHWAY > A U G N A E N T

prospective supplier but not all prospective supply works out

BUT WE’VE BEEN HERE BEFORE IN THE MID/LATE 2000S
«>GS -

NORWAY WEIGHING 
EXPANSION TO SN0HVIT W k

SHTOKMAN PARTNERSHIP 
FINALIZED

liiTnfll F‘V v l lY/tl j tv J y i i i lB
E | n

QATAR MORATORIUM (2006) 5 
BUT IRAN HAD SEVERAL 

PROJECTS PROPOSED

THREE TRAINS PROPOSED 
IN VENEZUELA; TRINIDAD 

HAD 5TH TRAIN PROPOSED
SEVERAL PROPOSALS IN NIGERIA AND 

EQUATORIAL GUINEA

MYANMAR WEIGHED LNG VS 
PIPELINE DEVELOPMENT

e n a l y t i c a Data. Analytics. Solutions, in Energy



cU pETITIVENESS > PROJECT PATHWAY > ALIGNlffjT
LNG projects evolve: case study > where are we now? > SOA options

LNG PROJECTS EVOLVE: QC LNG (AUSTRALIA) CASE STUDY

Size
FID (O CTO BER 2 0 1 0 )  

Two trains 8.5 mmtpa
JAN UARY 2 0 1 4  

Two trains 8.5 mmtpa

FEED (JULY 2 0 0 8 )

One train: 3-4 mmtpa 
Expandable to 12 mmtpa

Upstream BG owned 9.9% of QGC and 20% of All BG except CNOOC 5% and Tokyo Gas from AP LNG; Same as FID plus 
QGC’s coal-bed methane in Surat Gas 1.25% in parts of Surat Basin CNOOC 25% in Surat and Bowen

Basin
T1: BG 90%, CNOOC 10%

T2:BG 97.5%, Tokyo Gas 2.5%
Liquefaction T1: BG 70%, QGC 30%

Off-take' BG Group: 100% CNOOC: 3.0 mmtpa* 
Tokyo Gas: 1.2 mmtpa* 

BG Group: balance
External

Financing
O ff- ta k e  i s  s u p p le m e n t e d  b y  B O ’s  g l o b a l  p o r t f o l io - n o t  a l l  LN G  w ill c o m e  fr o m  A u s t r a l ia

Basin
T1: BG 50%, CNOOC 50% 

T2: BG 97.5%, Tokyo Gas 2.5% 
T3: CNOOC option for 25%

CNOOC: 0.6 mmtpa* 
Tokyo Gas: 1.2 mmtpa* 

Chubu Electric: ~0.6 mmtpa*
JBIC: 175 mn to Tokyo Gas 

US EX-IM: $1.0 billion

SOURCE; BG GROUP DATABOOK 2008— 2013 EDITIONS, INDUSTRY PRESS

e n a l y t i c a Data. Analytics. Solutions, in Energy



cU pETITIVENESS ) PROJECT PATHWAY > ALIGNlfftT
LNG projects evolve: case study > where are we now? > SOA options

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Project Stage Pre-FEED

Project Milestones Move to FEED

Marketing M0U/H0A 
SOA Plan

Financing Initial talks

Project Structure 
& Ownership
Investment

(Project)
Investment

(SOA)

Define initial 
structure

$400—$500 
mm

$50-$125
mm

FEED

FID

HOA/SPAs 
SOA Plan

K f  ■ i #
O

singing loans
New partners/ 

redefine ownership
$1,500-$2,000 mm 

(Equity)
$200-$500 mm 

(Equity)

Construction Online

Debottleneck/
expansion

SPAs for any unsold LNG

Possible additional financing Refinance

New partners / redefine ownership New partners possible

$45-65 billion 
(Debt and equity)
$6—$15 billion 

(Debt and equity)

0&M
Met from cash flow 

0&M
Met from cash flow

e n a l y t i c a Data. Analytics. Solutions, in Energy
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A eTITIVENESS ) PROJECT PATHWAY) ALIGNlffijT
LNG projects evolve: case study > where are we now? > SOA options

8

System SOA ownership percent SOA share ofCAPEX&OPEX SOA cash commitments

Value/
Kind Upstream GTP & Pipe LNG Upstream GTP & Pipe LNG Debt Tariffs

Status
Quo in value 0% 0% 0% Indirect

(taxes) 0% 0% No debt Tariff matters for 
valuation

HOA in kind 0% 25% 25% Indirect
(taxes) 25% 25% Principal and 

interest
Tariff only 
notional

MOU 
Option 1 in kind 0%

10%
(40% x 
25%)

25% Indirect
(taxes)

10% 
(40% x 
25%)

25% Principal and 
interest

Tariff payable 
toT/C

MOU
Option 2 in kind 0% 0% 25% Indirect

(taxes) 0% 25% Principal and 
interest

Tariff payable 
toT/C

e n a l y t i c a Data. Analytics. Solutions, in Energy



cM pETITIVENESS ) PROJECT PATHWAY) ALIG|At •
oil netback > oil vs. gas prices > oil vs. gas midstream > LNG netback > LNG with lower oil price > LNG with higher costs > conclusion

FY 2015 PRODUCTION TAX ESTIMATE USING INCOME STATEMENT FORMAT

Price J arrels . Value
OIL VALUE CHAIN

Avg ANS Oil Price ($/bbl) & Daily Production $105.06 498 $52.4

Annual Production 

Total

Royalty, Federal & other barrels

181,912

(23,301)

$19,111.7

($2,448.0)

Taxable bbls from companies w/ tax liability 158,611 $16,663.7

Downstream (Transportation) Costs ($/bbl) 

ANS Marine Transporation 

TAPS Tariff 

Other

($3.46)

($6.18)

($0.40)

Total Transportation Costs ($10.03) 158,611 ($1,591.0)

Deductable Lease Expenditures 

Deductible Operating Expenditures 

Deductible Capital Expenditures

($17.91)

($28.08)
($2,840.3)

($4,453.4)
Total Lease Expenditures ($45.99) 158,611 ($7,293.7)

Production Tax 

Gross Value Reduction 

Production Tax Value (PTV) 

Base Tax (35%*PTV)

$48.64
($63.8)

$7,715.2

$2,700.3
Total Tax before credits $2,700.3

M idstream  co sts ~ $ 1 0 /b l) l

*
Lease expenditures $ 4 6 /b b l

*
Production tax on ~ $ 4 9 / b b l  netback

SOURCE: DEPARTMENT OF REVENUE. REVENUE SOURCES BOOK. FALL 2013, P. 106

e n a l y t i c a Data. Analytics. Solutions, in Energy



COMPETITIVENESS) PROJECT PATHWAY A U G N l f f l T •
oil netback > oil vs. gas prices > oil vs. gas midstream > LNG netback > LNG with lower oil price > LNG with higher costs > conclusion

FY 2015 PRODUCTION TAX ESTIMATE USING INCOME STATEMENT FORMAT

Price ._Barrels .

SOURCE: DEPARTMENT OF REVENUE. REVENUE SOURCES BOOK, FALL 2013, P. 106

e n a l y t i c a

Value
P R IC E  FOR ALASKAN  GAS W ILL  BE:

Avg ANS Oil Price ($/bbl) & Daily Production $105.06 498 $52.4

Annual Production 

Total

Royalty, Federal & other barrels

181,912

(23,301)

$19,111.7

($2,448.0)

Taxable bbls from companies w/  tax liability 158,611 $16,663.7

Downstream (Transportation) Costs ($/bbl) 

ANS Marine Transporation 
TAPS Tariff 

Other

($3.46)

($6.18)

($0.40)

Total Transportation Costs ($10.03) 158,611 ($1,591.0)

Deductable Lease Expenditures 

Deductible Operating Expenditures 

Deductible Capital Expenditures

($17.91)

($28.08)
($2,840.3)

($4,453.4)

Total Lease Expenditures ($45.99) 158,611 ($7,293.7)

Production Tax 

Gross Value Reduction 

Production Tax Value (PTV) 
Base Tax (35%*PTV)

$48.64
($63.8)

$7,715.2

$2,700.3

Total Tax before credits $2,700.3

Less co n sisten t by destination

co n tract-b y -co n tract d iffe re n c e s can  b e  la rg e

Likely link to Japan Crude Oil Cocktail, ICC

in  2004-2013[ JCC tra d e d  a t  $ 0 .2 2 /b b l d isco u n t to  ANS

Lower value vs. oil (th erm al eq u ivalen cy)

($7,293.7) $ tm n= $n-$so /iue(m “slo p e”)

Data. Analytics. Solutions, in Energy



oil netback > oil vs. gas prices > oil vs. gas midstream > LNG netback > LNG with lower oil price > LNG with higher costs > conclusion

FY 2015 PRODUCTION TAX ESTIMATE USING INCOME STATEMENT FORMAT

Price Barrels .
Value

M ID STR EA M  CO STS W ILL BE:

AvgANS Oil Price ($/bbl) & Daily Production $105.06 498 $52.4

Annual Production 

Total

Royalty, Federal & other barrels

181,912

(23,301)
$19,111.7

($2,448.0)

Taxable bbls from companies w/ tax liability 158,611 $16,663.7

Downstream (Transportation) Costs ($/bbl) 

ANS Marine Transporation 

TAPS Tariff 

Other

($3.46)

($6.18)
($0.40)

Total Transportation Costs ($10.03) 158,611 ($1,591.0)

Deductable Lease Expenditures 
Deductible Operating Expenditures 

Deductible Capital Expenditures

($17.91)

($28.08)
($2,840.3)
($4,453.4)

Total Lease Expenditures ($45.99) 158,611 ($7,293.7)

Production Tax 

Gross Value Reduction 

Production Tax Value (PTV) 

Base Tax (35%*PTV)
$48.64

($63.8)

$7,715.2

$2,700.3

Total Tax before credits $2,700.3

K
Order of m agnitude higher

G as i s  sig n ific an tly  m ore exp en sive  to  tran sp o rt

T ariff not regulated by FERC

FERC w ill re g u la te  perm ittin g, n o t ra te -se ttin g

T ariff highly se n sitiv e  to cap ital stru ctu re

retu rn  on eq u ity  a n d /o r  a ssu m e d  d e b t/e q u ity  ra tio

SOURCE: DEPARTMENT OF REVENUE, REVENUE SOURCES BOOK, FALL 2013, P. 106

e n a l y t i c a Data. Analytics. Solutions, in Energy



dPETITIVENESS) PROJECT PATHWAY > AUGNlffiflT •
oil netback > oil vs. gas prices > oil vs. gas midstream > LNG netback > LNG with lower oil price > LNG with higher costs > conclusion

INDICATIVE TAX BEFORE CREDITS FOR ALASKA LNG PROJECT @ ANS

Price J arrels
Value

IN D ICATIV E LNG CHAIN: $ 1 0 0 / B B L

Avg LNG Price ($/boe) & Daily Production $81.00 384 $31.1

Annual Production 

Total
Royalty, Federal & other barrels

140,306

(19,643)

$11,364.8

($1,591.1)

Taxable bbls from companies w/ tax liability 120,664 $9,773.8

Downstream (Transportation) Costs ($/boe) 

Marine Transporation 

Pipeline &GTP Tariff 
Liquefaction Tariff

($6.00)

($24.18)

($36.00)

($724.0)

($2,917.6)

($4,343.9)

Total Transportation Costs ($66.18) 120,664 ($7,985.5)

Deductable Lease Expenditures 

Deductible Operating Expenditures 

Deductible Capital Expenditures
($3.00)

($3.00)
($362.0)
($362.0)

Total Lease Expenditures ($6.00) 120,664 ($724.0)

Production Tax 

Gross Value Reduction 

Production Tax Value (PTV) 

Base Tax (35%*PTV)
$8.82

$0.0

$1,064.3

$372.5

Total Tax before credits $372.5

M idstream  ~ $ 6 6 /b o e  

Upstream  ~ $ 6 / b o e  

Limited netback to tax ( le s s  than $ 9 /b o e )

*

SOURCE: ENALYTICA ANAL OF REVENUE. REVENUE SOURCES BOOK, FALL 2013, P. 106

e n a l y t i c a Data. Analytics. Solutions, in Energy



cU pETITIVENESS ) PROJECT PATHWAY ALIGNliilT •
oil netback > oil vs. gas prices > oil vs. gas midstream > LNG netback > LNG with lower oil price > LNG with higher costs > conclusion

INDICATIVE TAX BEFORE CREDITS FOR ALASKA LNG PROJECT @ ANS

Price
Barrels Value

IN D ICATIV E LNG CHAIN: S 8 9 / B B L  ANS

Avg LNG Price ($/boe) & Daily Production $72.18 384 $27.7

Annual Production 

Total

Royalty, Federal & other barrels

140,306

(19,643)

$10,127.3

($1,417.8)

Taxable bbls from companies w/ tax liability 120,664 $8,709.5

Downstream (Transportation) Costs ($/boe) 

Marine Transporation 

Pipeline & GTP Tariff 

Liquefaction Tariff

($6.00)

($24.18)
($36.00)

($724.0)

($2,917.6)
($4,343.9)

Total Transportation Costs ($66.18) 120,664 ($7,985.5)

Deductable Lease Expenditures 

Deductible Operating Expenditures 

Deductible Capital Expenditures

($3.00)

($3.00)

($362.0)

($362.0)

Total Lease Expenditures ($6.00) 120,664 ($724.0)

Production Tax 

Gross Value Reduction 

Production Tax Value (PTV) 
Base Tax (35%*PTV)

$0.00
$0.0

$0.0

$0.0
Total Tax before credits $0.0

... w ipes out any production tax value

*

e n a l y t i c a Data. Analytics. Solutions, in Energy



C o m p e t i t i v e n e s s  > p r o j e c t  p a t h w a y  > a l i g n m e n t  w

oil netback > oil vs. gas prices > oil vs. gas midstream > LNG netback > LNG with lewer oil price > LNG with higher costs > conclusion

INDICATIVE TAX BEFORE CREDITS FOR ALASKA LNG PROJECT @ ANS

Price J arrels Value
IN D ICATIV E LNG CH A IN : HIGH ER COSTS

Avg LNG Price ($/boe) & Daily Production $81.00 384 $31.1

Annual Production 

Total

Royalty, Federal & other barrels

140,306

(19,643)

$11,364.8

($1,591.1)

Taxable bbls from companies w/ tax liability 120,664 $9,773.8

Downstream (Transportation) Costs ($/boe) 

Marine Transporation 

Pipeline &GTP Tariff 

Liquefaction Tariff

($6.73)

($27.13)

($40.40)

($812.4)

($3,274.2)

($4,874.7)

Total Transportation Costs ($74.27) 120,664 ($8,961.3)

Deductable Lease Expenditures 
Deductible Operating Expenditures 

Deductible Capital Expenditures

($3.37)

($3.37)
($406.2)

($406.2)

Total Lease Expenditures ($6.73) 120,664 ($812.4)

Production Tax 

Gross Value Reduction 

Production Tax Value (PTV) 

Base Tax (35%*PTV)
$0.00

$0.0

$0.0

$0.0

Total Tax before credits $0.0

K
A 12.2%  hike in c o sts  /  ta riffs  

... w ipes out any production tax value

e n a l y t i c a Data. Analytics. Solutions, in Energy



COMPETITIVENESS) PROJECT PATHWAY > ALIGNMENT w

oil netback > oil vs. gas prices > oil vs. gas midstream > LNG netback > LNG with lower oil price > LNG with higher costs > conclusion

INDICATIVE TAX BEFORE CREDITS FOR ALASKA LNG PROJECT @ ANS
Barrels 

(Thousands)
Price

Avg LNG Price ($/boe) & Daily Production

Annual Production 

Total

Royalty," ' "  barrels________

Taxable bbls from companies w/ tax liability

Downstream (Transportation) Costs ($/boe) 

Marine Transporation 

Pipeline &GTP Tariff 
Liquefaction Tariff

Total Transportation Costs

Deductable Lease Expenditures 

Deductible Operating Expenditures 

Deductible Capital Expenditures

Total Lease Expenditures

Production Tax 

Gross Value Reduction 

Production Tax Value (PTV) 
Base Tax (35%*PTV)

Total Tax before credits

($6.00)

($24.18)

($66.18)

($3.00)

($6.00)

$8.82

384

140,306

(19,643)

120,664

120,664

120,664

Value

($ million) 
$31.1

$11,364.8

($1,591.1)

$9,773.8

($724.0)

($2,917.6)

($4,343.9)

($7,985.5)

($362.0)

($362.0)

IM PLICATIO N S FOR STATE OF A LA SK A

K
Fair m arket p rice  c rit ic a l fo r top line  

M idstream , m idstream , m idstream

Upstream  secon dary to m idstream

*
($724.0)

$0.0

$1,064.3

$372.5

W ellhead in su ffic ie n t to drive state take

*
$372.5

e n a l y t i c a Data. Analytics. Solutions, in Energy
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T h e  H e a d s  o f  A g r e e m e n t  a n d  M e m o r a n d u m  o f  

U n d e r s t a n d i n g :  R i s k s  a n  B e n e f i t s

A .  P r e s e n t a t i o n  t o  t h e  S e n a t e  F i n a n c e  C o m m i t t e e

F e b r u a r y  2 4 ,  2 0 1 4
Department o f N atural Resources

Joe Balash 
Com m issioner

Department o f Revenue

Angela Rodell 
Com m issioner

M ichael Pawlowski 
Deputy Com missioner



G u i d a n c e  D o c u m e n t s  &  S B  1 3 8

H e a d s  o f  A g r e e m e n t  

( H O A )

D escribes roadm ap to 
advance  p ro jec t th rough 
phased process.

D escribes understand ing  
and consensus on key 
term s.

M e m o r a n d u m  o f  

U n d e r s t a n d i n g  

( M O U )

D escribes ag reem en t to 
trans ition  from  A G IA  L icense 
to  a m ore trad itiona l 
com m erc ia l re la tionsh ip .

D escribes key com m erc ia l 
te rm s fo r tha t re la tionsh ip .

HOA and MOU 
Describe how SB 138 

would be used.

Senate B ill 138 

P a r t i c i p a t i o n  in  t h e

A K L N G  P r o j e c t

P e r c e n t a g e  o f  s t a t e

G a s  S h a r e  a n d  P a r t i c i p a t i o n  

in  t h e  A K L N G  P r o j e c t .

P r o c e s s  f o r

d e v e l o p m e n t  o f  P r o j e c t  

E n a b l i n g  C o n t r a c t s  a n d  

L e g i s l a t i v e  o v e r s i g h t  a n d  

a p p r o v a l  o f  f u t u r e  c o n t r a c t s .

Legislature 
decides whether 

to advance or 
not.



I n t r o d u c t i o n

>  S h o u l d  t h e  S t a t e  p a r t i c i p a t e  in  t h e  A K  L N G  

p r o j e c t ?

>  W h a t  a r e  s o m e  o f  t h e  b e n e f i t s ?

>  W h a t  a r e  s o m e  o f  t h e  r i s k s ?

>  C a n  t h e  r i s k s  b e  m i t i g a t e d ?

>  S h o u l d  t h e  S t a t e  p a r t n e r  w i t h  T r a n s C a n a d a ?

>  D o e s  p a r t n e r i n g  w i t h  T r a n s C a n a d a  a d v a n c e  S t a t e  

i n t e r e s t s ?

>  W h a t  a r e  t h e  r i s k s  a n d  b e n e f i t s  o f  p a r t n e r i n g  w i t h  

T r a n s C a n a d a ?
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Lo n g -t e r m  n o r t h  s l o  
ARE DRIVEN BY AKLNG PROJECT SUCCESS

PE OIL & GAS REVENUES

S t a t e  o f  A l a s k a  -  N o r t h  S l o p e  O i l  &  G a s  A n n u a l  R e v e n u e  F o r e c a s t

2 0 1 2  2 0 1 4  2 0 1 6  2 0 1 8  2 0 2 0  2 0 2 2  2 0 2 4  2 0 2 6  2 0 2 8  2 0 3 0  2 0 3 2  2 0 3 4  2 0 3 6  2 0 3 8  2 0 4 0



R<OYALTY STUDY HIGHLIGHTS & 
RECOMMENDATIONS

STUDY FINDINGS RECOMMENDATIONS

G LO B A L  LNG M A R K E T  IS 
G R O W IN G  & C O M P ET IT IV E IM P R O V E  C O M M E R C IA L  

A T T R A C T IV E N E S S  O F 
P R O JEC T

R E T A IN  V A LU E  TO  STA TE

C R E A T E  A L IG N M E N T  
B ETW EEN  ST A TE  A N D  

P R O D U C E R S

ST A TE  E Q U IT Y  
P A R T IC IP A T IO N

m
R E C O G N IZE  & M A N A G E 

R ISK S A C T IV E LYr i 1 *  ■ 1 » V  1 1 V  L . L . 1

r n

G O V E R N M E N T  T A K E  & CO ST 
S T R U C T U R E  FO R A K LN G  

P R O JEC T  A R E  HIGH

A K LN G  IS EXP EC TED  TO  BE A  
LA R G E, C O M P LEX , H IG H  

C O ST  P R O JEC T

P R O JEC T  S T R U C T U R E  IS 
L IK E LY  TO  BE P R O D U C E R - 

O W N ED  IN TE G R A TE D

V A R IO U S  R ISK S  IN H E R E N T  
IN P R O JEC T  & STA TE  

P A R T IC IP A T IO N



T h e  H O A :
A  S t e p  T o w a r d  

M i t i g a t i n g  R i s k s

The Heads of Agreement 
begins the process of 
mitigating risks identified in the 
royalty study by committing the 
Parties to a phased approach 
to the project.

Key State concerns are 
recognized and Parties commit 
to developing agreements 
during Pre-FEED and FEED.

• Marketing Risk
• Expansion Principles
• Regulatory Framework and 

3rd Parties

O
January 14,2014

HEADS OF AGREEM ENT

By and Among

THE ADM INISTRATION OF 
THE STATE OF ALASKA

ALASKA GASLINE  
DEVELOPM ENT CORPORATION

TRANSCANADA ALASKA DEVELOPM ENT INC.

EXXONM OBIL ALASKA PRODUCTION INC.

CONOCOPHILLIPS ALASKA, INC.

BP EXPLORATION (ALASKA) INC.

FOR THE ALASKA LNG PROJECT

6



WjTTING THE HOA WITHIN THE CONTEXT OF 
AKLNG TIMELINE

STATE INVESTM ENT

$ 4 3  -  $ 1 0 8 $ 1 8 0  -  $ 4 5 0  m i l l i o n  o r

m i l l i o n  o r  ~ 1 % ~ 2 % - 3 %  o f  T o t a l

o f  T o t a l I n v e s t m e n t

I n v e s t m e n t

$7 - $13 billion or 
~95%-97% of Total Investment

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



H O A :  A K L N G  I n f r a s t r u c t u r e  C o m p o n e n t s

In order to understand the context of the proposal, we need to return to the Heads of 
Agreem ent (HOA) and State participation in the project as outlined in Articles 5  and 6  
of the HOA.

The HOA describes how the Parties intend to cooperate in the joint pursuit of the 
Alaska LNG project -  which is com prised of the PBU and PTU transm ission lines, gas 
treatm ent plant (GTP), Pipeline, and LNG Plant.

GTP
& Transmission Lines

PIPELINE LNG Plant



G R O S S  TAX RATE SETS THE TOTAL STATE
GAS SHARE & EQUITY PARTICIPATION

* V A L U E  T O  S O A

r  ^

R o y a l t y  G a s  

1 3 %

1

+ !

i

r

T a x  G a s

8 %

L

8

I

I

r  ■ ■>

T o t a l  S t a t e  

G a s  S h a r e

2 0 %

-

r  ■ 1 .....

S t a t e  E q u i t y  

P a r t i c i p a t i o n

2 0 %

*

S t a t e

I n v e s t m e n t

$ 9 B

s

1

1

s

s

1

R o y a l t y  G a s  

1 3 %

\

+ 1

1

1

T a x  G a s

1 0 . 5 %

1

s

1

T o t a l  S t a t e  

G a s  S h a r e

2 2 %
i

-

J?

S t a t e  E q u i t y  

P a r t i c i p a t i o n

2 2 %
J

m

S t a t e

I n v e s t m e n t

$ 1 0 B

1

1

1

1

i

R o y a l t y  G a s  

1 3 %

1

+ »
1

I

T a x  G a s

1 4 %

I

T o t a l  S t a t e  

G a s  S h a r e

2 5 %

=

S t a t e  E q u i t y  

P a r t i c i p a t i o n

2 5 %

0

S t a t e

I n v e s t m e n t

$ 1 1 . 3 B

The Heads of Agreement describes this conceDt



H O A :  E q u i t y  I n t e r e s t  i n  I n f r a s t r u c t u r e

The overall structure of the HOA contemplates an alignment of the 
State's tax and royalty interests in the gas with an equity interest in 
each component of the infrastructure.
Each of the Parties will be responsible for their own financing and set 
the terms for access to their share of the project.

EM

BP

COP

SOA

GTP
& Transmission Lines

PIPELINE LNG Plant

10



SCORE CARD RELATIVE TO CRITERIA

Royalty Study 
Recom m endations

How HOA Addresses Recom m endation

A lig n m e n t T h ro u g h  
E q u ity

E q u ity  P a rtic ip a tio n  A lo n g  S u pp ly  C hain ; R oya lty  and  ta x  as 
sha re  o f  gas

Im p ro v e  C o m m e rc ia l 
A ttra c t iv e n e s s

Increases P ro d u ce r IRR
Reduces g o v e rn m e n t ta ke  th ro u g h  re d u c in g  Feds share

P re se rve  V a lu e  to  th e  
S ta te

S ta te  is NPV and  Cash F low  N e u tra l re la tiv e  to  S ta tus q u o

M a n a g e  R isks

Price Exposure E q u ity  P a rtic ip a tio n  in m id s tre a m  d a m p e n s  exp osu re  to  p rices

C ap ita l Costs TC p a r t ic ip a t io n  lo w e rs  S ta te 's  cash calls p r io r  to  co m m e rc ia l 
o p e ra tio n

RIK M a rk e tin g HOA re fle c ts  in te n t  o f  P roduce rs  to  n e g o tia te  to  m a rk e t S ta te 's  
sha re  o f  gas

S tru c tu re  o f  
P a rtic ip a tio n

P ro je c t w ith in  a p ro je c t, Stage g a te d  c o m m itm e n ts , Access &  
p ro -e xp a n s io n  p rin c ip le s , Access to  in fo rm a tio n



K e y  T a k e a w a y s ;  H e a d s  o f  A g r e e m e n t

>  L N G  i s  a  s i g n i f i c a n t  o p p o r t u n i t y  f o r  A l a s k a  

a n d  A l a s k a n s .

>  P h a s e d  p r o c e s s  w i t h  c o m m e n s u r a t e  s t e p s .

>  O f f - r a m p s  f o r  a l l  P a r t i e s .

>  M a i n t a i n s  A G D C  m o m e n t u m  o n  A l a s k a  

S t a n d - A l o n e  P i p e l i n e  ( A S A P ) .

>  C r e a t e s  o p p o r t u n i t i e s  t o  m i t i g a t e  S t a t e  r i s k s  

i d e n t i f i e d  in  r o y a l t y  s t u d y .

>  M a j o r  r i s k  i s  c o s t  o f  S t a t e  p a r t i c i p a t i o n .

12



Q
T h e  
M e m o r a n d u m  o f 
U  n d e r s t a n d i n g

The M O U w ith  T ransC anada  
prov ides a roadm ap fo r a trans ition  
from  the  A G IA  license to  a m ore 
trad itiona l com m erc ia l re la tionsh ip  
w ith  T ransC anada.

The M O U describes  how  the  S ta te  
w ill:

1. A ban don  the  A G IA  license.

2. P a rtne r w ith  T ransC anada  in 
the  m idstream  (T ransm iss ion  
lines, G TP and P ipe line) o f the 
A K LN G  pro ject.

3. P rov ide  fo r active  in te res t in 
expans ions.

£  >------------------------------------------£  X
Key Term s of MOU:

1. Favorab le  D ebt to  E qu ity  Ratio

75/25 ratio  fo r ra te -m aking  purposes 
reduces the  S ta te ’s tariff.

Low er ta riffs  im prove the S ta te ’s overa ll 
cash flow s.

2. C ash C on tribu tions  by T ransC anada

T ransC anada  as p ro jec t de ve lop e r reduces 
the  S ta te ’s exposu re  to  cash ca lls  and 
ob liga tions  until the  p ipe line  is in service.

3. Im proved V a lu e  to  the  T reasu ry

W hen you con s ide r the  opportun ity  cos t o f 
u tiliz ing the  S ta te ’s cap ita l (w h ich earns 6%  
in the  treasury), o u r N PV  is im proved 
overall.

4. E xpansions

T ransC anada  com m itted  to  70 /30  cap ita l 
s truc tu re  fo r expansions.

5. G as to  A laskans
A t least 5 o fftake  po in ts

D is tance  sens itive  ra tes w ith  th ree  zones fo r 
de live ry

13



a o

M O U :  T r a n s p o r t i n g  A l a s k a ’ s  G a s :

The MOU details TransCanada's terms of service for transporting 
Alaska's State Gas Share via the GTP and Pipeline. It is further 
contemplated that a subsidiary corporation of AGDC will be 
established to carry the State's interest in the LNG plant.

GTP
& Transmission Lines

PIPELINE LNG Plant

EM
r  em ~ f \

EM

BP BP

COP L  COP T ...... 1 COP

TC V  TC V  1[ 3  AGDCS

V

At least 5 offtake points for 
local markets

TransCanada will create an affiliate, TransCanada Alaska Development Inc. ("TADI"), 
for the AKLNG project__________ ______________ _____

14



_ Q  i  > c , 
E x h i b i t  B  o f  t h e  M O U :

Contains a term sheet for the State to exercise an equity option up to 
40%* of the partnership established by TransCanada for the relevant 
portion of the midstream.

GTP
& Transmission Lines

PIPELINE LNG Plant

GAS AGDCS
U p to  4 0 %

TC
- 6 0 %

n

r ~

AGDCS

AGDCS
U p to  4 0 %

TC
- 6 0 %

LNG
i = >

‘ Exhibit B specifies TransCanada’s interest in the midstream components will not be less than 14% of the total (Exhibit B, Page 1).

15



M O U :  D e s c r i b e s  h o w  t h e  S t a t e  w i l l  s h a r e  t h e  

r e s p o n s i b i l i t y  f o r  i t s  s h a r e  o f  t h e  p r o j e c t  w i t h  

T r a n s C a n a d a

G T P  P i p e l i n e

S O A  A l o n e

S O A  +  T C  

N o  B u y b a c k

S O A  +  T C  

w i t h  B u y b a c k

* A s s u m e s  2 5 %  S t a t e  e q u i t y  p a r t i c i p a t i o n

TC : 1 5 % TC : 1 5 %

S O A : 1 0 % S O A : 1 0 %

TC : 2 5 % TC : 2 5 %

S O A  : 2 5 % S O A : 2 5 %

L N G  P l a n t

S O A : 2 5 %

S O A : 2 5 %

S O A : 2 5 %

Source: Graphics provided by Black & Veatch 16



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

to
C
O

CD

t-H
o
rsi

S ta te  o f  A laska NPV 1 0

$14

$13
$ 1 2 .6

$ 1 2 .8
$ 1 3 .0  $ 1 3 .0  £ 1 2  g

$ 1 2 .8

$ 1 2
Each 5%  d ecrease  in 

e q u ity  ratio  is 
e q u iv a le n t to  $ 2 00M M  

in a d d it io n a l N P V  to  
State

$ 1 1

$ 1 0
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C o m p a r i n g  t h e  C o m m e r c i a l  T e r m s

F E R C  C e r t i f i c a t e  O r d e r s
Examples of Approved Capital Structure and Return on Equity (“ROE”) for Major New/Expansion

Projects (Initial Rates)

P ip e lin e P r o je c t  D e sc r ip t io n 1
C a p ita l

S tr u c tu r e
(D e b t/E q u ity )

R O E

Bison Pipeline LLC, 131 FERC f  
61,013(2010)

Proposal to construct a new 302-mile, 30-inch diameter system 
from near Gillette, WY to interconnect with Northern Border 50/50 14.00%

ETC Tiger Pipeline, LLC, 131 
FERC f  61,010(2010)

Proposal to construct a new 175-mile, 42-inch diameter system 
from near Carthage, TX to near Delhi, LA

50/50 14.00%

F ayetteville E xpress P ipeline  
LLC, 129 FERC f  61,235  
(2009)

Proposal to construct a new 64.3 miles o f 42-inch diameter pipeline 
from Conway County, AR to Panola County, MS 50/50 14.00%

Florida Gas Transmission 
Company, LLC, 129 FERC f  
61,150 (2009)

Proposal to construct 483.2 miles o f pipeline expansion facilities 
and the addition of 213,600 additional compressor HP 60/40 13.00%

Ruby Pipeline L.L.C, 128 FERC f  
61,224 (2009)

Proposal to construct new pipeline from the Opal Hub in Lincoln 
County, Wyoming to an interconnection with PG&E’s system at 
the Oregon/California border (Malin, Oregon)

60/40 14.00%

Mid-Atlantic Express, L.L.C., 126 
FERC f  61,019(2009)

Proposal to construct new pipeline from the proposed Sparrows 
Point LNG terminal (Baltimore, MD) to an interconnection with 
three existing interstate pipelines in Eagle, PA

70/30 14.00%

i All o f the information contained in this chart was derived from the orders cited in the “Pipeline” column.
18



IM PLIC A TIO N S O F O P T IO N S  A N D  POTENTIAL OFF
R A M P S

TIM E LIN E :

PROJECT STAGE: 

STATE IN VESTM EN T 

SOA GO IT ALONE:

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

PRE-FEED

$ 1 0 8 M

FEED

$ 4 5 0 M

FID

CONSTRUCTION

$ 1 3 . 2 B

TC NO  BUYBACK:

TC W IT H  40%  
BUYBACK:

$ 4 3  M

$ 4 3 M

$ 6 . 7 B

Pay TC  Dev. Costs o f ~$70M Pay T C  Dev. Costs o f ~$390M

(Incl. A FU D C  o f$ 5 M ) (Incl. A FU D C o f$ 5 0 M )

$ 9 . 3 B

Pay TC  Dev. Costs o f ~$70M Pay TC  Dev. Costs o f ~$230M

(Incl. A FU D C  o f$ 5 M ) (Incl. A FU D C o f $30M )

^  A r n n m n i r  O C O A  C f o f  a  n n n i F t r v f i  p m o f i  nvs



Q Q O
T h e  “ M O U ”  M e m o r a n d u m  o f  U n d e r s t a n d i n g  

w i t h  T r a n s C a n a d a ;  P a r t n e r i n g  t o  S h a r e  R i s k

< S I

CD
V>
CO
c
£
o

2

$ 3 . 5  -j

$ 3 . 0

$ 2 . 5

$ 2 .0  J

$ 1 . 5

$ 1 .0  -j

$ 0 . 5

$ 0 .0  4-

T r a n s C a n a d a  p a r t i c i p a t i o n  c a n  

r e d u c e  t h e  S t a t e ' s  i n v e s t m e n t  

d u r i n g  p e a k  c o n s t r u c t i o n  b y  

$ 1 . 6 B - $ 2 B / Y R

G o  i t  A l o n e  

T C  -  N o  B u y b a c k  

T C  -  4 0 %  B u y b a c k

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

T h e  M OU e n a b le s  th e  S ta te  to  p a r tn e r  w ith T C  to  a d v a n c e  k ey  S ta te  in te re s ts  like e x p a n s io n  policy  a n d  th ird  p a rty  
a c c e s s  d u rin g  P re -F E E D  a n d  F E E D  w hile  s h a r in g  risk s  in th e  c o n s tru c tio n  p h a s e  o f th e  p ro jec t.

Source: Graphics provided by Black & Veatch 2 0



CAN THE STATE GO IT A Lt& E?  
- STATE'S DEBT CAPACITY

F i n a n c i n g  t h e  S t a t e ' s  s h a r e  o f  t h e  A K L N G  P r o j e c t  o n  t h e  S t a t e ' s  

b a l a n c e  s h e e t  -  k e y  i s s u e s :

A t w h a t cost o f debt? 

Debt servicing as w h a t % o f genera l fund  un res tric ted  
revenue?

Scenario 1 

( low e r in terest)

r
SOA Debt at 4.6%

• Debt Service limited to 3% of GFUR
) ■ ■ ■ ' '  ■' - ■■■ ■■■' ■ ■ - .......

• SOA Debt at 4.9%
• Debt Service limited to 5% of GFUR

Scenario 3 

(h igher in te rest)

SOA Debt at 5.6%
Debt Service limited to 6% of GFUR

High-level, indicative assumptions based on input from Department of Revenue m
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f t E AMOUNT OF CHEAP DEBT AVAILABLE 
TO THE STATE COULD BE LIMITED

SUA ALONE?

In d ic a t iv e  Levels o f  D e b t fo r  S ta te  to  F inance  20%  E q u ity  S take  in  AKLNG  P ro je c t

$ 1 2  T

■ D e b t  ■  E q u ity  

X% P ercen tage  o f D ebt

$ 8

$ 4

$ 0

8 8

■

t  4 .9 %  In t 5 .6 %  In t
‘ ' ........~ .......

4 .6 %  In t 4 .9 %  In t
"

5 .6 %  In t

ffiWSI - aSISSl __
i n4 .6 %  In t 4 .9 %  In t 5 .6 %  In t

G o  It A lo n e TC 3 0 %  B uy  B ack TC N o  B uy B ack

*  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. r n



K e y  T a k e a w a y s :  M O U

>  D e l a y s  in  m o m e n t u m  w i l l  g e n e r a l l y  o u t w e i g h  

g a i n s  in  c o m m e r c i a l  t e r m s .

>  P a r t n e r i n g  w i t h  T r a n s C a n a d a :

>  A d v a n c e s  k e y  S t a t e  i n t e r e s t s  ( e x p a n s i o n  &  

a c c e s s )  d u r i n g  P r e - F E E D  a n d  F E E D .

>  S u p p o r t s  l a r g e r  S t a t e  G a s  S h a r e  b y  s h a r i n g  r i s k  i n  

c o n s t r u c t i o n .

>  P r o v i d e s  t r a n s i t i o n  o u t  o f  A G I A  w i t h  p a s s a g e  

o f  e n a b l i n g  l e g i s l a t i o n .

>  O f f - r a m p s  e x i s t  w i t h  T r a n s C a n a d a  in  M O U .

23



S u m m a r y

>  S t a t e  p a r t i c i p a t i o n  in  t h e  A K  L N G  p r o j e c t :

>  M a x i m i z e s  t h e  v a l u e  o f  t h e  S t a t e ’ s  r e s o u r c e s .

>  I m p r o v e s  c o m p e t i t i v e n e s s  o f  A K  L N G  p r o j e c t .

>  P u t s  S t a t e  i n  a  p o s i t i o n  t o  m i t i g a t e  r i s k s .

>  P a r t n e r i n g  w i t h  T r a n s C a n a d a :

>  A d v a n c e s  k e y  S t a t e  i n t e r e s t s  ( e x p a n s i o n  &  a c c e s s )  

d u r i n g  P r e - F E E D  a n d  F E E D .

>  S u p p o r t s  l a r g e r  S t a t e  G a s  S h a r e  b y  s h a r i n g  r i s k  i n  

c o n s t r u c t i o n .

>  P h a s e d  p r o c e s s  a l l o w s  a l l  P a r t i e s  t o  m i t i g a t e  

r i s k s .
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“While North Slope gas commercialization is challenging, working
m om entum  toward our shared vision

S o u r c e :  Le tte r  d ate d  O c to b e r  1, 2012 to  G o v e r n o r  P a rn e ll (E x h ib it  l-B  o f H O A )
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D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s

Department o f Revenue
Angela M. Rodell, Com m issioner

Joe Balash, Com m issioner

M arch 10, 2014

T he H onorable Pete Kelly, Co-Chair 
T he H onorable Kevin M eyer, C o-Chair 
Senate Finance Com m ittee 
Alaska State Capitol, Room 532 
Juneau, A K 99801

D ear Senators Kelly and Meyer:

P lease find the follow ing responses to questions, which were asked by com m ittee m em bers during the 
February 27th hearing on SB 138. P lease see questions in italics and our responses im m ediately below 
the questions.

Q u estio n  from  S en a to r M eyer: What federal taxes would apply to the producers from  the gas 
project and at what rates? What would the total federal take be?

Federal corporate income tax o f  35%  would apply to the producers from the AKLNG project. The 
total federal take is expected to be around 25%  under baseline assum ptions.

Q uestion  from  S en a to r F a irc lo u g h : Sen Fairclough had specific questions on Section 13 o f  the bill 
relating to A S 38.05.180(i). Can we confirm that no one had taken advantage o f  these credits 
recently? What is the maximum amount o f  credits obtainable under this particular provision?

AS 38 .05 .180(i) established the authority for the DNR com m issioner to provide for an exploration 
incentive credit (EIC) based on footage drilled or geophysical work in certain regions that was in 
effect from the early 1980s until 1994. The AS 38 .0 5 .180(i) statute and the relevant regulations 
linked the EIC program to specific lease sales, and when the next EIC program  under AS 41.09.010 
was im plem ented, the older AS 38 .05 .180(i) provisions were no longer offered as term s o f  the lease 
sales. Som e 22 wells qualified for the AS 38.05.180(i) EIC, all between 1983 and 1994. The 
m axim um  eligible costs were 50% o f  the drilling or geophysical costs. The statute is still available, 
but the Com m issioner o f  Natural Resources would have to reinstitute it as a program tied to specific 
lease sales. Attached is a list o f  approved credits.
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Q uestion  from  S en a to r F a irc lo u g h : What is the maximum amount o f  credits that can he taken 
against oil and gas revenues?

Each o f  the different tax credits available against the production tax has its own limitations and 
provisions, w hich include various limits on the value o f  the credits. There is no single limit that 
applies to all credits, and som e credits can exceed a com pany’s tax liability and issued as a tax credit 
certificate which may be eligible for a refund from the oil and gas tax credit fund, AS 43.55 
028. Please find below an explanation o f  tax credits available to  producers o f  oil and gas in 2024 
with the passage o f  SB 138. Also attached is a sum m ary o f  the available production tax credits and 
their specific provisions.

P rod u ction  T ax  cred its th at m ay be a v a ilab le  to p ro d u ce r o f  o il an d  g a s  in 2 0 2 4  with the p a ssa g e  
o f  S B  138.

W ith the passage o f  SB 138 the following production tax credits may be available to a producer or 
explorer o f  oil and gas, north o f  68 degrees North latitude.

A S  4 3 .5 5 .0 1 9  O il an d  g a s  p ro d u ce r ed u cation  cred it

A producer o f  oil and gas is allowed a credit against a production tax liability resulting from cash 
contributions for educational, research, intercollegiate sporting events and certain cultural activities. 
The am ount o f  the credit is 1) 50%  o f  cash contributions up to $100,000, 2)100%  o f the next 
$200,000 o f  contributions; and 3) 50% o f  the am ount o f  contributions that exceed $300,000. The 
credit may not reduce a person’s tax liability below zero for any tax year. A credit or portion o f  a 
credit not used under this section m ay no t be sold, traded, transferred, or applied in a subsequent 
year.

A S  4 3 .5 5 .0 2 3 (b ) C arrie d  fo rw a rd  a n n u a l lo ss  cred it

A producer or explorer m ay take a tax credit in the am ount o f  35%  o f  a carried forward annual loss.
A carried forward annual loss occurs when the producer’s or explorer’s annual adjusted lease 
expenditures exceed the gross revenue at the point o f  production o f  oil or gas produced or if  the lease 
expenditures were incurred without any revenue. The earliest that a production tax credit resulting 
from a carried forward annual loss can be applied against a production tax liability or converted to a 
transferable tax credit certificate and sold to the state for cash, if  the producer or explorer qualifies 
under AS 43.55.028, is the year following the tax year that the loss was incurred. The credit does 
not expire and unused portions o f  the credit am ounts can be used to reduce production tax liabilities 
in subsequent tax years.
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A S  43.55.024(c) -  Sm a ll Producer Credit

If the producer did not have commercial production from a lease or property before April 1, 2006, 
and first has commercial production in 2015 or 2016 (before May 1), the producer may take a tax 
credit of up to $12 million per year, if the producer’s daily average production does not exceed 
100,000 BTU equivalent barrels per day. (In this scenario, 2024 would fall within the nine calendar 
years after the calendar year during which the producer first had commercial oil and gas 
production). The credit is prorated from $12 million to zero between 50,000 to 100,000 BTU 
equivalent barrels per day. The credit can only be used against a producer’s production tax liability 
and may n o t :

1) reduce the production tax liability below zero,
2) be carried forward for use in a succeeding year, or
3) be converted to a transferable tax credit certificate and sold to the state under AS 43 .55.028.

A S  43.55.024(i) P e r barrel credit f o r  o il production qualifying fo r  a gross revenue exclusion  
under A S  43.55.160(f) and (g).

A producer may apply against a production tax liability under AS 43 .55.011 (e) a tax credit of $5 for 
each barrel o f oil taxable under AS 43 .55.0 1 1(e) that meets on of the criteria of AS 43.55 .160(f) or 
(g), gross revenue exclusion. A tax credit under this section may not:

1) reduce the production tax liability below zero,
2) be carried forward for use in a succeeding year, or
3) be converted to a transferable tax credit certificate and sold to the state under AS 43 .55.028.

A S  43.55.024(j) S lid in g  Sca le  p er barrel credit f o r  o il production not qualifying f o r  a gross  
revenue exclusion under A S  43.55.160(f) and (g).

A producer may apply against a production tax liability under AS 43 .55 .0 1 1(e) a tax credit for each 
barrel of oil taxable under AS 43 .55 .011(e) that does not meets on of the criteria of AS 43 .55.160(f) 
or (g), gross revenue exclusion. The amount o f the per barrel credit ranges from $8.00 per barrel to 
$0 per barrel based on the average gross value at the point of production per barrel. The credit is a 
sliding scale which amounts to $8 per barrel when the average gross value per barrel is less that $80 
and decreases by a dollar increment for each $10 increase in the average gross value at the point of 
production. The per barrel credit reaches zero when the average gross values at the point of 
production per barrel equals or exceeds $ 150 per barrel. A tax credit under this section may not:

1) reduce the production tax liability below the amount calculated under AS 43 .55.0 1 1(f) (the 
minimum tax),

2) be carried forward for use in a succeeding year, or
3) be converted to a transferable tax credit certificate and sold to the state under AS 43 .55.028 .



Question from Senator Fairclough: What is the case fo r  allowing TC to partner with the State on 
the Midstream?

The State is preparing a white paper to supplement the testimony that has been provided in 
committee.

We hope the Senate Finance Committee finds this information to be useful. Please do not hesitate to 
contact either o f us if you have further questions.

Senate Finance Committee Chairs
March 10,2014
Page 4

Sincerelv.

Joe'Balash, Commissioner 
Department of Natural Resources Department of Revenue

Attachments



E x p l o r a t i o n  I n c e n t i v e  C r e d i t s

AS 38.05.180(i)

A D L W E L L C O M P A N Y
C E R T IF IC A T IO N
D A T E

T O T A L
A M O U N T

343109 G-2 Well Exxo n Company U S A  
Sohio Alaska Petro.
B P  Alaska Exploration

10/05/83
12/27/83
10/05/83

$6,197,625.00
4,152,408.75
2,045,216.25

344010 Leffm gwell A R C O  Alaska Inc. 
Unocal

10/02/84
10/02/84

$3,706,000.00
3,706,000.00

344033 J - l  Well Exxo n Company U SA 10/31/84 $5,119,500.00

355005 Lo ng Island W ell Exxo n Company U S A  
Sohio Alaska Petroleum

11/14/84
11/14/84

$1,367,738.00
1,378,076.00

345130 Totek H ills A R C O  Alaska Inc. 08/02/85 $715,530.81

355037 C olv ille  Delta #1 Texaco Inc.
Amerada Hess
Diamond Shamrock (Maxus) 
Rosewood Resources 
Hunt Petroleum Co.
B P  Alaska Exploration 
Mobil

07/09/86
07/08/86
07/08/86
07/08/86
07/08/86 (1)
02/31/87
02/05/87

$952,179.00
888.594.00
100.128.00 

12,662.00
8,866.36

475.631.00
432.511.00

364478 (2) C o lv ille  Delta Area 
A H C  25-13-6#! Well

Amerada Hess 
Texaco Inc.
Maxus Exploration 
Rosewood Resources

10/12/87 (3) 
10/12/87 (4) 
10/12/87 (5) 
10/12/87 (6)

$140,071.13
771,743.46
100,297.41

4,111.82

355038 (2) Colville  Delta #2 Amerada Hess 10/28/87 $757,731.46
Texaco Inc. 10/28/87 898,563.40
B P  Alaska Exploration 10/28/88 423,982.26

355039 (2) C o lv ille  Delta #3 Amerada Hess 10/28/87 (7) $0.00
Texaco Inc. 10/28/87 (8) 0.00
B P  Alaska Exploration 10/28/87 (9) 63,228.39
Union Texas Petroleum 10/28/87(10) 14,097.50

344176 G yr #1 A R C O  Alaska, Inc. 11/15/90(11) $699,302.43
Amerada Hess 11/15/90(11) 732,804.63
Conoco 11/15/90 (12) 732,804.62

355021 NW  Milne #1 Conoco 07/10/92 (13) $1,371,691.42
Conoco 02/09/93 660,321.00

375044

52

Sequoia #1 Conoco
Petrofina
Conoco
Petrofina

07/10/92(13)
07/10/92(14)
02/09/93
02/09/93

$275,521.32
227,594.08

16,333.56
19,963.24



E x p l o r a t i o n  I n c e n t i v e  C r e d i t s  ( c o n t i n u e d )

A D L W E L L C O M P A N Y
C E R T IF IC A T IO N
D A T E

T O T A L
A M O U N T

375076 Cirque #2 A R C O  Alaska, Inc. 02/09/93 (15) $845,018.43

375108 T  am # 1 A R C O  Alaska, Inc. 02/09/93 (16) $727,939.95

355036 Kalubik #1 A R C O  Alaska, Inc. 
A R C O  Alaska Inc. (U TP) 
A R C O  Alaska Inc. (U TP)

02/09/93 (17)
03/04/93
04/22/93

$2,599,602.13
250,822.50

11,779.91

372104 Fiord #1 A R C O  A laska Inc. (U TP) 
A R C O  A laska Inc.

02/09/93 (18) 
03/04/93

$1,811,218.84
191,018.62

372006 Tulaga #1 A R C O  A laska Inc. 03/25/93 (19) $1,241,177.00

355011 Jones Island #1 A R C O  Alaska Inc.
A R C O  A laska Inc. (U TP)

07/12/93 
07/20/93 (20)

$2,160,000.00
1,910,175.00

375133 Cascade Well #1 B P  Exploration (A K )  Inc 04/04/94 (21) $893,245.73

375061 Yukon Gold #1 B P  Exploration (A K )  Inc 
Union O il Co. o f  Cal (H)

08/08/94 (22)(23) 
08/23/94 (24)

$2,394,546.77
487.240.46

T O T A L E IC s  G R A N T E D  T O -D A T E : $54,692,614.64

(1) Hunt’s EIC balance reduced through a commissioner’s decision dated March 18, 1998. Hunt made a subsequent 
payment in April 1998.

(2) Colville Delta wells were settled through the Colville Delta EIC settlement agreement dated 12/31/98.
(3) Amerada Hess EIC balance reduced through an EIC settlement agreement and subsequent payment on 1/29/99.
(4) Texaco’s EIC balance reduced through an EIC settlement agreement and subsequent payment on 1/28/99.
(5) Maxus’ EIC balance reduced through an EIC settlement agreement and subsequent payment on 1/26/99.
(6) Rosewood’s EIC balance reduced through an EIC settlement agreement and subsequent payment on 1/7/99.
(7) Amerada Hess EIC balance reduced through an EIC settlement agreement and subsequent payment on 1/29/99.
(8) Texaco’s EIC balance reduced through an EIC settlement agreement and subsequent payment on 1/28/99.
(9) BP’s EIC balance reduced through an EIC settlement agreement and subsequent payment on 12/31/98.
(10) Union Texas’ EIC balance reduced through an EIC settlement agreement and subsequent payment on 1/29/99.
(11) ARCO and Amerada’s EIC balances reduced through an EIC audit and subsequent payment in February 1997.
(12) Conoco’s EIC balance reduced through an EIC audit and subsequent payment in March 1997.
(13) Conoco’s EIC balance reduced through an EIC audit and subsequent payment in July 1997.
(14) $125,190.33 o f EIC expired for Petiofina on March 31,1996.
(15) ARCO’s EIC balance reduced through an EIC audit and subsequent payment in December 1997.
(16) ARCO’s EIC balance reduced through an EIC audit and subsequent payment in December 1997.
(17) ARCO’s EIC balance reduced through an EIC audit and subsequent payment in December 1997.
(18) ARCO’s EIC balance increased through an EIC audit and subsequent payment in December 1997.
(19) Union Texas (ARCO) EIC balance reduced through an EIC audit and subsequent payment on 8/18/98.
(20) Union Texas (ARCO) EIC balance reduced through an EIC audit and subsequent payment on 8/18/98.
(21) BP’s EIC balance reduced through an EIC audit and subsequent payment in December 1997.
(22) BP’s EIC balance reduced through an EIC audit and subsequent payment in December 1997.
(23) BP’s EIC balance reduced through an EIC audit and subsequent payment on 12/31/98.
(24) Union’s EIC balance reduced through an EIC audit and subsequent payment in July 1998.

Source: Alaska Department o f Natural Resources, Division of Oil and Gas
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Disclaimer:

This sum m ary is intended as an informational guide only. The State of Alaska makes 
no w arranty , expressed or implied, as to the accuracy of this summary. To be certain 
of the current statutes and regulations, refer to the official printed version of the 
statutes and regulations. This information only relates to tax credits in effect on and 
after January  1, 2014 .

The Alaska Department of Revenue Tax Division (Division) offers many different production tax 
credits under AS 43.55. Below is a brief summary of the tax credits that the Division administers. 
Please note: there are other credits that the Department of Natural Resources or other sections of 
the Tax Division may offer that may be applied against royalty or rental payments, the production 
tax liability levied by AS 43.55, or the corporate income tax under AS 43.20 that are not included in 
this summary; please see the relevant Department or section for more information on those 
credits.

E d u c a t io n  T a x  C r e d it  u n d e r  AS  4 3 .5 5 .0 1 9
The education credit is a tiered credit based on cash contributions made to qualified educational 
and vocational entities or programs1 outlined under AS 43.55.019(a). The credit is allowed for oil 
and gas producers against the tax due under this chapter for cash contributions to qualifying 
programs or entities. The credit was increased in 2010 for the period January 1, 2011 -  December 
31, 2013 and in 2011 the increase was extended through December 31, 2020.

Effective 1/1/2011 -  12/31/20202, the credit is limited to 50 percent of contributions of not more 
than $100,000; 100 percent of the next $200,000 of contributions; and 50 percent of the amount of 
contributions that exceed $300,000.3 A contribution claimed as a credit under this section may not 
be the basis for a credit claimed under another provision of this title; and when combined with 
contributions that are the basis for credits taken during the taxpayer's tax year under AS 21.96.070, 
21.96.075, AS 43.20.014, AS 43.56.018, AS 43.65.018, AS 43.75.018, or AS 43.77.045, may not result 
in the total amount of credits exceeding $5,000,000 in a single calendar year for an affiliated 
group.4

Effective 1/1/2021, the credit is limited to 50 percent of contributions of not more than $100,000; 
and 100 percent of the next $100,000 of contributions. A contribution claimed as a credit under 
this section may not be the basis for a credit claimed under another provision of this title; and 
when combined with contributions that are the basis for credits taken during the taxpayer's tax 
year under AS 21.96.070, 21.96.075, AS 43.20.014, AS 43.56.018, AS 43.65.018, AS 43.75.018, or AS 
43.77.045, may not result in the total amount of credits exceeding $150,000.5

1 Effective July 1, 2011, cash contributions for qualified athletic tournaments, Alaska Native culture programs, 
or coastal ecosystem learning centers also qualify. SB 84, (ch. 7, SLA 2010)
2 Original change took place in 2010 with the passing of SB 236 (ch. 29, SLA 2010) and the sunset provision 
was extended for the increased credit amount through 12/31/2020 through the passage of SB 84.
3 AS 43.55.019(b)
4 AS 43.55.019(d)(2)
5 These are delayed amendments per SB 236

Revised 1 2 /1 8 /2 0 1 3 , DMG Page 1 o f  9 DOR, Tax Division
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U ses  o f  C re d it
This credit may be applied against any tax levied by 43.55. The credit is NOT transferable, is NOT 
available to be issued as a certificate, and may not reduce a person's tax liability below zero for any 
tax year. An unused credit or portion of a credit not used under this section for a tax year may not 
be sold, traded, transferred, or applied in a subsequent tax year.6

P e r t in e n t  S ta tu tes  a n d  R e g u la t io n s  
AS 43.55.019; no regulations at this time

Q u a l i f ie d  C a p it a l  E x p e n d it u r e s  (Q C E ) C r e d i t  u n d e r  A S  4 3 .5 5 .0 2 3 (a )
The QCE credit is a 20% credit based on Qualified Capital Expenditures, as defined by AS 
43.55.023(o).7 The QCEs must also be allowable Lease Expenditures under AS 43.55.155. If the 
expenditures are incurred in connection with geological or geophysical exploration or an 
exploration well under AS 43.55.023(a)(2), then there are also certain data requirements8 that 
must be met with the Department of Natural Resources (DNR). NOTE: After December 31, 2013, 
there is no longer a QCE credit for the North Slope9, as amended by SB 21.10

U ses o f  C re d it
The full credit may be applied11 directly against a producer's tax liability in the year it was incurred 
by taking the total credit allowed for the year and applying it equally against the liability for each 
month of the year.12 This credit may also be requested as a tax credit certificate13, but no more 
frequently than once per calendar quarter14. To receive a credit certificate, an application15 must 
be submitted to the Department of Revenue (DOR) with all relevant backup required under 
regulation16 after the expenditures have been incurred.17 The DOR has until the later of 120 days 
from the date that the application is received by the Department, the date that the annual return is 
filed, or from March 31st of the calendar year following the calendar year in which the expenditures 
were incurred18 to grant or deny the application. All credits may be issued as one certificate 
available in the year it was issued.19 If the credit is issued as a certificate, the credit certificate may

6 AS 43.55.019(e)
7 Definition of a QCE was re-lettered as a revisers edit to AS 43.55.023(o) after HB 280 passed in 2010
8 The data requirements are outlined in AS 43.55.025(f)(2)
9 North of 68 degrees North latitude
10 Section 14 of the bill added AS 43.55.023(a)(3). SB 21 was enacted as ch. 10, SLA 2013.
11 AS 43.55.023(a)(1) is amended by section 14 of SB 21 and effective for expenditures incurred on or after 
January 1, 2013, to allow the full credit
12 Per AS 43.55.020(a)(1)
13 Under AS 43.55.023(d)
14 Per 15 AAC 55.320(a)(1)
15 Form 0405-330 located on the tax division website at 
http://www.tax.alaska.gOv//programs/programs/forms/index.aspx260650
16 See 15 AAC 55.320 and 345 for filing requirements
17 See regulation for "When cost is incurred" under 15 AAC 55.290
18 Per AS 43.55.023(d)
19 AS 43.55.023(d) is amended by section 16 of SB 21

R evised 1 2 /1 8 /2 0 1 3 , DMG Page 2 o f  9 DOR, Tax Division
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then be sold or transferred to another company, applied to tax liability under AS 43.55.011(e),20 or 
if all requirements are met under AS 43.55.028, redeemed for cash from the State by the original 
applicant. The credit may not be used to reduce a person's tax liability below zero for any tax

P e r t in e n t  S ta tu tes  a n d  R e g u la t io n s
AS 43.55.023; AS 43.55.165-170; 15 AAC 55.250-290; 15 AAC 55.305-381; 15 AAC 55.900

C a r r ie d - F o r w a r d  A n n u a l  L o s s  C r e d i t  u n d e r  AS  4 3 .5 5 .0 2 3 (b )
The carried-forward annual loss credit is based on a producer or explorer's adjusted lease 
expenditures22 that were not deductible in calculating production tax values for that calendar year 
under AS 43.55.160. The credit is 25% for non-North Slope expenditures and North Slope 
expenditures incurred before January 1, 2014. The credit for North Slope expenditures is 45% 
between January 1, 2014 and December 31, 2015, and 35% for expenditures on or after January 1, 
201623. This credit may also be requested as a tax credit certificate,24 but not earlier than January 
1st of the calendar year following the calendar year in which the loss was incurred.25

U ses  o f  C re d it
This credit may be applied directly against a producer's tax liability in the year following the year it 
was incurred by taking the total credit allowed for the year and applying it equally against the 
liability for each month of the year.26 This credit may also be requested as a tax credit certificate27. 
To receive a credit certificate, an application28 must be submitted to the Department of Revenue 
(DOR) with all relevant backup required under regulation29 after the expenditures have been 
incurred.30 The DOR has until the later of 120 days from the date that the application is received by 
the Department, the date that the annual return is filed, or from March 31st of the calendar year 
following the calendar year in which the expenditures were incurred31 to grant or deny the

to allow all certificates to be issued in full (no longer split into two) and is effective for expenditures incurred 
on or after January 1, 2013
20 15 AAC 55.381(b) allows for the credit certificate under this section to be applied against a single monthly 
installment payment
21 No credit or portion of credit may be used to reduce a person's tax liability under AS 43.55.011(e) for any 
calendar year below zero. See; 43.55.023(c); 43.55.025(f) and (g); and 43.55.025(i)
22 Under AS 43.55.165 and 170
23 Section 15 of SB 21
24 Under AS 43.55.023(d)
25 Per 15 AAC 55.320(a)(2)
26 Per AS 43.55.020(a)(1)
27 Under AS 43.55.023(d)
28 Form 0405-330 located on the tax division website at 
http://www.tax.alaska.gOv//programs/programs/forms/index.aspxP60650
29 See 15 AAC 55.320 and 345 for filing requirements
30 See regulation for "When cost is incurred" under 15 AAC 55.290
31 Per AS 43.55.023(d)

R evised 1 2 /1 8 /2 0 1 3 , DMG Page 3 o f 9 DOR, Tax Division
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application. All credits may be issued as one certificate available in the year it was issued.32 If the 
credit is issued as a certificate, the credit certificate may then be sold or transferred to another 
company, applied to tax liability under AS 43.55.011(e),33 or if all requirements are met under AS 
43.55.028, redeemed for cash from the State by the original applicant. The credit may not be used 
to reduce a person's tax liability below zero for any tax year.34

P e r t in e n t  S ta tu tes  a n d  R e g u la t io n s
AS 43.55.023; AS 43.55.165-170; 15 AAC 55.250-290; 15 AAC 55.305-381; 15 AAC 55.900

T r a n s i t i o n a l  I n v e s tm e n t  E x p e n d it u r e  ( "T IE " )  C r e d it  u n d e r  

A S 4 3 .5 5 .0 2 3 ( i)  -  r e p e a le d 35

The TIE credit is a 20% credit for qualified capital expenditures incurred between April 1, 2001, and 
March 31, 2006. The credit may not exceed 1/10 of the AS 43.55.023(a) QCE credit taken from the 
period April 1, 2006, through December 31, 2007, and may only be taken by a company that did not 
have commercial production before January 1, 2008.

U ses o f  C re d it
This credit may be applied against a tax levied by AS 43.55.011(e), but not for any calendar year 
after 2013.36 The credit is NOT transferable, is NOT available to be issued as a certificate, and may 
not be used to reduce a person's tax liability below zero for any tax year. An application form37 
must be submitted with the annual return for the year that the credit is applied with all applicable 
backup.

W e l l  L e a s e  E x p e n d it u r e  C r e d i t  u n d e r  AS  4 3 .5 5 .0 2 3 (/ )
The Well Lease Expenditure credit is a 40% credit based on Well Lease Expenditures incurred south 
of 68 degrees North latitude, which includes "middle earth" and Cook Inlet, after June 30, 2010. 
The Well Lease Expenditures must also be allowable lease expenditures under AS 43.55.165, 
qualified capital expenditures under AS 43.55.023(o), and intangible drilling and development 
costs38 authorized under 26 U.S.C. (Internal Revenue Code). If the expenditures are incurred in 
connection with geological or geophysical exploration or an exploration well under AS

32 AS 43.55.023(d) is amended by section 16 of SB 21 to allow all certificates to be issued in full (no longer 
split into two) and is effective for expenditures incurred on or after January 1, 2013
3315 AAC 55.381(b) allows for the credit certificate under this section to be applied against a single monthly 
installment payment
34 No credit or portion of credit may be used to reduce a person's tax liability under AS 43.55.011(e) for any 
calendar year below zero. See; 43.55.023(c); 43.55.025(f) and (g); and 43.55.025(i)
35 This credit is repealed by section 33 of SB 21 effective January 1, 2014
36 AS 43.55.023(i)(3)(A)
37 Form 0405-330
38 AS 43.55.023(n)
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43.55.023(/)(2), then there are also certain data requirements39 that must be met with the 
Department of Natural Resources (DNR).

U ses o f  C re d it
This credit may be applied directly against a tax levied by AS 43.55.011(e) in the year it was 
incurred by taking the total credit allowed for the year and applying it equally against the liability 
for each month of the year40. This credit may also be requested as a tax credit certificate41, but no 
more frequently than once per calendar quarter.42 To receive a credit certificate, an application43 
must be submitted to the Department of Revenue (DOR) with all relevant backup required under 
regulation44 after the expenditures have been incurred.45 The DOR has until the later of 120 days 
from the date that the application is received by the Department or 120 days from March 31st of 
the calendar year following the calendar year in which the expenditures were incurred46 to grant or 
deny the application. This credit is issued as one certificate available in the year it was issued47. If 
the credit is issued as a certificate, the credit certificate may then be transferred to another 
company, applied to a tax levied by AS 43.55.011(e)48, or redeemed for cash from the State by the 
original applicant if all requirements are met under AS 43.55.028.

P e r t in e n t  S ta tu tes  a n d  R e g u la t io n s
AS 43.55.023; AS 43.55.165-170; 15 AAC 55.250-290; 15 AAC 55.305-381; 15 AAC 55.900

A d d i t io n a l  N o n t r a n s fe r a b le  T a x  C r e d it s  u n d e r  A S  4 3 .5 5 .0 2 4 (a )  &  

( c )49 ( a k a  th e  " M id d le  E a r t h  C r e d it "  &  "S m a ll P r o d u c e r  C re d it " )

Under AS 43.55.024(a), a prorated credit up to $6,000,000 may be applied against a producer's tax 
liability levied by AS 43.55.011(e) for a calendar year for oil and gas produced outside of Cook Inlet 
and south of 68 degrees North latitude50 aka "middle earth"51. This credit may not be taken after 
the later of 2016 or after the 9th calendar year after the calendar year in which the producer first 
had commercial production before May 1, 201652 from at least one lease or property in "middle 
earth".

39 The data requirements are outlined in AS 43.55.025(f)(2)
40 Per AS 43.55.020(a)(1)
41 Under AS 43.55.023(d) or (m)
42 Per 15 AAC 55.320(a)(1)
43 Form 0405-330 located on the tax division website at 
http://www.tax.alaska.gOv//programs/programs/forms/index.aspx760650
44 See 15 AAC 55.320 and 345 for filing requirements
45 See regulation for "When cost is incurred" under 15 AAC 55.290
46 Per AS 43.55.023(d)
47 AS 43.55.023(m)
4815 AAC 55.381(b) allows for the credit certificate under this section to be applied against a single monthly 
installment payment.
49 SB 21 added new credits under AS 43.55.024(i) and (j) that are not in effect until January 1, 2014
50 AS 43.55.024(a)
51 "Middle Earth" is phrase commonly used to describe the land south of 68 degrees North latitude and 
outside of Cook Inlet
52 AS 43.55.024(b)
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Tax credits under AS 43.55.024(c), also known as the "small producer credit", may be applied for a 
calendar year in which the producer's tax liability exceeds zero against a producer's tax levied by AS 
43.55.011(e) for a producer whose average amount of oil and gas produced a day and taxable 
under AS 43.55.011(e) is less than 100,000 BTU equivalent barrels a day. If a producer's average 
taxable production is more than 50,000 and less than 100,000 BTU equivalent barrels per day, a 
producer may apply a prorated portion of the $12,000,000 credit for the calendar year.53 A 
producer may not take a tax credit under (c) of this section after the later of 2016; or if the 
producer did not have commercial oil or gas production from a lease or property in the state before 
April 1, 2006, the ninth calendar year after the calendar year during which the producer first has 
commercial oil or gas production before May 1, 2016, from at least one lease or property in the 
state.54

Uses o f  C re d it
These credits may be applied against a tax levied by AS 43.55.011(e). The credits are NOT 
transferable and are NOT available to be issued as a certificate. An unused tax credit or portion of 
a tax credit under this section may not be carried forward for use in a later calendar year.55 The 
credit may not be used to reduce a tax liability for any calendar year below zero.56 For a calendar 
year during which two or more producers that qualify under AS 43.55.024(e) are succeeded 
through merger, acquisition, or a similar transaction by a single producer that qualifies under AS 
43.55.024(e), they are each only allowed a portion of the credit.57

A d d i t io n a l  N o n t r a n s fe r a b le  T a x  C r e d it s  u n d e r  AS  4 3 .5 5 .0 2 4 ( i)  &  ( j ) 58

Under AS 43.55.024(i), a five dollar per barrel credit is allowed for each barrel of taxable oil 
produced on the North Slope that qualifies for the Gross Value Reduction (GVR) under AS 
43.55.160(f) and (g). Under AS 43.55.024(j), a sliding scale credit of one to eight dollars per barrel 
is based on the gross value of oil, when prices are below $150 per barrel, that does not qualify for 
the Gross Value Reduction (GVR) under AS 43.55.160(f) and (g).

U ses o f  C re d it
These credits may be applied against a tax levied by AS 43.55.011(e). The credits are NOT 
transferable and are NOT available to be issued as a certificate. An unused tax credit or portion of 
a tax credit under this section may not be carried forward for use in a later calendar year.59 The 
credit may not be used to reduce a tax liability for any calendar year below zero.60

53 As 43.55.024(c)(2)
54 AS 43.55.024(d)
55 AS 43.55.024(h)
56 AS 43.55.024(g)
57 15 AAC 55.335(b)
58 SB 21 added new credits under AS 43.55.024(i) and (j) effective for oil and gas produced after January 1, 
2014
59 AS 43.55.024(h)
“ AS 43.55.024(g)
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A l t e r n a t iv e  T a x  C r e d i t  f o r  O i l  a n d  G as E x p lo r a t io n  u n d e r  

A S 4 3 .5 5 .0 2 5 ( a ) ( l) - ( 4 )

Depending on the type of exploration (seismic vs. exploration well) and the location of the project a 

company may receive a 30% or 40% credit under AS 43.55.025. For a qualifying exploration well 

that is bottom holed more than 3 miles from a preexisting well, other than in Cook Inlet, and pre­

approved by the commissioner of natural resources before the project commences61 a company 

may receive a 30% credit.62 For a qualifying exploration well that is more than 25 miles outside an 

existing unit, or 10 miles outside of a unit in Cook Inlet, a company may receive a 30% credit.63 For 

a qualifying exploration well that is both more than 3 miles from a preexisting well and 25 miles 

from a unit, other than in Cook Inlet, a company may receive a 40% credit.64 For a qualifying 

seismic project outside a unit, a company may receive a 40% credit.65 To qualify for any credits 

under this section the company must submit required data sets to the Department of Natural 

Resources. A credit application66 must be completed and received by the Department of Revenue 

within six months of the completion of the exploration activity.67 The application must be either 

submitted by a single applicant that holds a 100% interest in the project and incurred 100% of the 

expenditures or submitted by a designated joint applicant on behalf of and signed by all partners.68 

All credit requests under this section are audited before a certificate is issued and a tax credit 

certificate is always issued. These credits are only for work performed before July 1, 2016, for 

North Slope and Cook Inlet. The credits are for work performed before January 1, 2022, for 

"Middle Earth".69

A five percent credit for exploration expenditures performed before July 1, 2003 is available for 
seismic exploration performed outside the boundaries of an existing production unit if the 
Commissioner of the Department of Natural Resources determines public distribution of the 
seismic information is in the best interest of the State.70

61 AS 43.55.025(c)(2)
62 AS 43.55.025(a)(1) and (c)
63 AS 43.55.025(a)(2) and (d)
64 AS 43.55.025(a)(3), (c), and (d)
65 AS 43.55.025(a)(4) and (e)
66 Form 0405-310
67 The completion date of an exploration well is defined under 15 AAC 55.900(b)(10) and the completion date 
of a seismic project is generally the date that the initial processing of the seismic data has been completed.
6815 AAC 55.355(a) and 15 AAC 55.356
69 "Middle Earth" is phrase commonly used to describe the land south of 68 degrees North latitude (North 
Slope) and outside of Cook Inlet
70 AS 43.55.025(k)
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U ses o f  C re d it
The credit itself may be applied against a producer's tax liability in the year in which it was incurred 

and also before the tax credit certificate is issued.71 The credit certificate may be transferred, 

applied to tax liability,72 or cashed out with the State under AS 43.55.028 by the original applicant.

P e r t in e n t  S ta tu tes  a n d  R e g u la t io n s  
AS 43.55.025; 15 AAC 55.305-381

A l t e r n a t iv e  T a x  C r e d i t  f o r  O i l  a n d  G a s  E x p lo r a t io n  u n d e r  

A S 4 3 .5 5 .0 2 5 (a ) (5 )  -  a k a  th e  " Ja c k -u p  R ig  C r e d i t ”

Signed into effect May 20, 201073, AS 43.55.025(a)(5) and (/) were added to AS 43.55.025 to provide 

tax credits for a jack-up rig in Cook Inlet applicable to work performed after March 31, 2010. These 

sections added credits of 100% of qualifying exploration expenditures up to $25 million for the first 

well, 90% of qualifying exploration expenditures up to $22.5 million for the second well, and 80% of 

qualifying exploration expenditures up to $20 million for the third well incurred for exploratory 

drilling with a jack-up rig in Cook Inlet. The three wells must be drilled by unaffiliated parties, use 

the same jack-up rig, and penetrate and evaluate a prospect in the pre-Tertiary zone. The latter 

determination is made by the Commissioner of the Department of Natural Resources.

U ses o f  C re d it
The credit itself may be applied against a producer's tax liability in the year in which it was incurred 

and also before the certificate is issued.74 The credit certificate may be transferred, applied to tax 

liability,75 or cashed out with the State under AS 43.55.028 by the original applicant.

P e r t in e n t  S ta tu tes  a n d  R e g u la t io n s  
AS 43.55.025; 15 AAC 305-381

A l t e r n a t iv e  T a x  C r e d i t  f o r  O i l  a n d  G as  E x p lo r a t io n  u n d e r  

A S 4 3 .5 5 .0 2 5 (a ) ( 6 ) & (7 )  -  a k a  th e  " F r o n t ie r  B a s in  C r e d it s "

Effective January 1, 201376, AS 43.55.025(a)(6), (a)(7), (n) and (o) were added to the statute to 

provide tax credits for exploration wells and seismic projects performed after June 30, 2012 and

7115 AAC 55.370(c)
7215 AAC 55.381(b) allows for the credit certificate under this section to be applied against a single monthly 
installment payment
73 Senate Bill 309, (Ch. 15 SLA 2010)
74 15 AAC 55.370(c)
7515 AAC 55.381(b) allows for the credit certificate under this section to be applied against a single monthly 
installment payment
76 Section 46 of SB 23
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before July 1, 2016, in certain "Frontier Basins" described in AS 43.55.025(p). These sections added 

credits of 80% of qualifying exploration expenditures up to $25 million for the first two wells in any 

single basin and 75% of qualifying seismic exploration expenditures up to $7.5 million for the first 

seismic project in each basin. Many requirements must be met with the Department of Natural 

Resources to qualify for the credits, including pre-qualifications.

U ses  o f  C re d it
The credit itself may be applied against a producer's tax liability in the year in which it was incurred 

and also before the certificate is issued.77 The credit certificate may be transferred, applied to tax 

liability,78 or cashed out with the State under AS 43.55.028 by the original applicant.

P e r t in e n t  S ta tu tes  a n d  R e g u la t io n s  
AS 43.55.025; 15 AAC 305-381

A s s ig n in g  T a x  C r e d i t  C e r t i f ic a t e s

Effective June 26, 2013,79 all certificates under AS 43.55.023 and 43.55.025 are assignable within 30 

days of the certificate request. The Department has created a form80 that may be completed to 

assign the certificate and meet the specified criteria listed in the statute. A specific dollar amount 

up to 90% of the certificate request or a percentage up to 100% of the certificate request may be 

assigned. Once the Department receives the assignment form, the assignment can only be 

canceled with written permission from the assignee.

P e r t in e n t  S ta tu tes  a n d  R e g u la t io n s  
AS 43.55.029

C o n ta c t  I n fo r m a t io n

For additional information about the Department of Revenue Tax Credits and how to apply, please 

contact Destin Greeley at (907) 269-6642. For additional information regarding the data required 

to be submitted to the Department of Natural Resources for credits relating to exploration 

expenditures, please contact Heather Ann Heusser at (907) 269-0137.

77 15 AAC 55.370(c)
7815 AAC 55.381(b) allows for the credit certificate under this section to be applied against a single monthly 
installment payment
79 Section 4 of SB 83 takes effect immediately on June 26, 2013, when the governor signed the bill
80 Form 0405-335 is located on the Tax Division's website at 
http://www.tax.alaska.gov/programs/programs/forms/index.aspx760650.
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ON THE GLOBAL SUPPLY CURVE, AKLNG APPEARS TO CURRENTLY BE 

OUT OF THE MONEY, MODIFICATIONS REQUIRED FOR COMPETIVENESS

Project
break-even
ievels

REFERENCE CAPITAL COST SCENARIO

Capital Cost = ~$45 billion
AKLNG
estimate

Planned capacity of the LNG plant, Mtpa

ILLUSTRATIVE CHART, ANALYSIS DONE FOR 
ALL PROJECTS WITH STARTUP AFTER 2013

IMPLICATIONS:

AKLNG is currently out of the money:

-  Alaska break-even price is 
US$12.3/MMBtu

-  Projects more economic than Alaska 
can provide ~340 MTPA new supply, 
more than required to meet global 
LNG demand (~250 -  300 MTPA)

AKLNG faces significant competition

-  There are several projects to the right 
in supply stack which will compete 
with AKLNG

However, the risk levels of competing LNG 
projects also needs to be considered

-  Due to political, resource and other 
risks, some in the money projects 
may be delayed/cancelled, leading to 
range of needed capacity

1 NPV=0 @ discounted at Weighted Average Cost of Capital 

SOURCE: Team Analysis
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AKLNG POSITION IN GLOBAL SUPPLY CURVE -  SENSITIVITY TO CAPITAL 

COST

Project
break-even
levels

LOW CAPITAL COST SCENARIO  

Capital Cost = ~$37 billion 

Alaska break-even price = US$10.8/MMBtu

", AKLNG 
! estimate

Project
break-even
levels

HIGH CAPITAL CO ST SCENARIO

Capital Cost = ~$54 billion AKLNG

Alaska break-even price = US$13.8/MMBtu estimate

Planned capacity of the LIMG plant, Mtpa 
ILLUSTRATIVE CHART, ANALYSIS FOR 

ALL PROJECTS WITH STARTUP AFTER 2013

Planned capacity of the LNG plant, Mtpa

1 NPV=0 @ discounted at Weighted Average Cost of Capital
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n t
Janak Mayer

B e fo re  co - fo u n d in g  ena ly tica , Ja n a k  led  the  U p s tream  A n a ly tics  team  at P F C  

Energy, fo cu s in g  on  fisca l te rm s ana lys is  an d  p ro ject e c o n o m ic  and  financia l 

eva luation, d a ta  m an agem en t an d  d a ta  v isua lization.

Ja n a k  has  m o d e le d  upstream  fisca l te rm s in all o f the  w o r ld ’s  m ajor h yd ro ca rb on  

reg ions, an d  has  built e c o n o m ic  an d  financia l m o d e ls  to  va lue  p ro sp e c tiv e  

a cqu is it ion  ta rge ts  an d  d eve lop  s tra teg ic  portfo lio  o p t io n s  fo r a  w id e  range  o f 

in ternationa l an d  nationa l oil c o m p a n y  clien ts. F ie has adv ised  A la s k a  S ta te  

Leg is la tu re  fo r m u ltip le  years  on  reform  o f oil an d  g a s  taxation, p rov id ing  m any 

hou rs  o f expert tes tim ony  to  A la s k a ’s  S en a te  and  H o u se  F in an ce  and  R e so u rc e s  

C om m ittee s .

JANAK MAYER
PARTNER

enalytica
JANAK.MAVER@ENALYT1CA.INF0

P rio r to his w o rk  as  an energy  consu ltan t, J a n a k  a d v ised  m ajor m inera ls industry  

c lien ts  on  a  range  o f con trovers ia l env ironm enta l and  so c ia l risk issues, from  

uran ium  m in ing th rough  to  hum an  rights an d  c lim ate  ch an g e . H e  has  adv ised  

banke rs  at C it ig ro up  and  po licy -m ake rs  at the  U S  T reasu ry  D epartm en t on  the  

m an ag em en t an d  m itigation  o f env ironm enta l a n d  so c ia l im p ac ts  in m ajor 

p ro jects  a roun d  the  w orld , and  has undertaken  m a c ro e co n o m ic  resea rch  w ith  

sen io r  d eve lo p m en t e co n o m is ts  at the  W o r ld  B a n k  an d  the  P e te rso n  Institute fo r 

International E co n o m ic s .

Ja n a k  h o ld s  an M A  w ith  d istin ction  in in ternationa l re la tions an d  e c o n o m ic s  from  

from  the  J o h n s  H o p k in s  S ch o o l o f A d v a n c e d  in ternationa l S tu d ie s  (SAIS), an d  a  

B A  w ith  firs t-c la ss  h ono rs  from  the  Un ivers ity  o f A de la id e , Austra lia .



NIKOS TSAFOS
PARTNER

enalytica
NIKOS.TSAFOS@ENALYTICA.INFO

N ik o s  T sa fo s  h a s  a  d ive rse  b a ck g ro u n d  in the  private, p u b lic  a n d  non-pro fit 

se c to rs . H e  is cu rren tly  a  fo u n d in g  pa rtne r at ena ly tica . In h is 7 1/2 y ea rs  w ith  

P F C  Energy, N ik o s  a d v is e d  th e  w o r ld ’s  la rgest oil a n d  g a s  c o m p a n ie s  on  s o m e  

o f the ir m o st c o m p le x  a n d  ch a lle n g in g  pro jects; he  a lso  p layed  a  p ivota l ro le in 

tu rn ing  the  firm  into o n e  o f the  to p  natura l g a s  c o n su lta n c ie s  in the  w orld , w ith  

re spon s ib ilit ie s  that in c lu d ed  p ro d u c t des ign , b u s in e ss  d eve lopm en t, co n su lt in g  

ove rs igh t a n d  re sea rch  d irection .

P r io r to  P F C  Energy, N ik o s  w a s  at the  C e n te r  fo r S tra teg ic  a n d  International 

S tu d ie s  (CSIS) in W ash in g to n , D C  w h e re  he  co v e re d  po litica l, e c o n o m ic , an d  

m ilitary issu e s  in the  Gulf, fo c u s e d  on  oil w ea lth , reg im e stab ility  a n d  fo re ign  

affairs. B e fo re  C S IS , he  w a s  in the  G re ek  A ir  Fo rce , a n d  p rio r to  h is m ilitary 

se rv ice , N ik o s  w o rk e d  on  ch an n e lin g  investm en t from  G re e k  sh ip -o w n e rs  to  

C h in e se  sh ipya rd s.

N ik o s  h as  a lso  w ritten  ex tens ive ly  on  the  d o m e s t ic  a n d  in ternationa l d im en s io n s  

o f  the  G re ek  d eb t cris is . H is  b lo g  (G reek Defau lt W atch ) w a s  lis ted  a s  o n e  o f 

“E u ro p e ’s  T op  E c o n o m ic  B lo g s ” by  th e  S o c ia l E u ro p e  Jou rn a l, a n d  h is b o o k  

“B e y o n d  Debt: T h e  G re ek  C r is is  in C o n te x t” w a s  p u b lish ed  in M a rch  2013 .

N ik o s  h o ld s  a  B A  w ith  d is t in c t io n  in in ternationa l re la tions a n d  e c o n o m ic s  from  

B o s to n  Un ivers ity  a n d  an  M A  w ith  d is t in c tion  in in ternationa l re la tions from  the 

J o h n s  H o p k in s  S c h o o l o f  A d v a n c e d  International S tu d ie s  (SAIS).



System SOA ownership percent SOA share of CAPEX & OPEX SOA cash commitments

Value/
Kind Upstream GTP&Pipe LNG Upstream GTP&Pipe LNG Debt Tariffs

Status
Quo in value 0% 0% 0% Indirect

(taxes) 0% 0% No debt Tariff matters for 
valuation

HOA in kind 0% 25% 25% Indirect
(taxes) 25% 25% Principal and 

interest
Tariff only 
notional

MOU 
Option 1 in kind 0%

10%
(40% x 
25%)

25% Indirect
(taxes)

10% 
(40% x 
25%)

25% Principal and 
interest

Tariff payable 
toT/C

MOU 
Option 2 in kind 0% 0% 25% Indirect

(taxes) 0% 25% Principal and 
interest

Tariff payable 
toT/C
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upstream is shock absorber

RIV: UPSTREAM ABSORBS ALL THE PRICE RISK
" ‘ " in ‘in value’ alternative amplifies impact of price movement on state returns
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‘IN KIND’ W/ EQUITY OFFERS MORE DOWNSIDE PROTECTION
In value’ structure protects producers, not state, in low price environment because of tariff component 

Higher SOA equity pushes up the price at which ‘in value’ is better than equity
CUMULATIVE CASH FLOWS OVER PROJECT LIFE

STATE OF ALASKA

IN VALUE

S/MMBTU

PRODUCERS

S/MMBTU

FED GOV'T

IN KIND & 
25%SHARE

S/MMBTU



value split

SOA SHARE OF VALUE HIGHER THAN EQUITY SHARE
SOA participation in midstream means fixed tariff for producers no longer “guaranteed”

60% STATE OF ALASKA
PERCENT OF NET PRESENT VALUE OVER PROJECT LIFE
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project options > upstream is shock absorber > cash flow compariso government take

SOA EQUITY LEADS TO HIGHER GOV’T TAKE ON AVERAGE
In value' entails lowest government take, especially in low prices as cash goes to producers 

Split between Fed vs. SOA split depends on both ‘in value' vs. ‘in kind’ as well as SOA equity share
PERCENT OF CUMULATIVE CASH FLOWS OVER PROJECT LIFE
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EQUITY BOOSTS SOA OUTLAYS TO S10.2-S12.3 BN
Annual outlays could peak at $2.7 (20% equity) to $3.3 bn (25% equity), assuming no debt 

Even in status quo (‘in value’), state has outlays through the tax system

STATE OF ALASKA: NET PROJECT CASH FLOW BEFORE START-UP (100% EQUITY) 

■ 2014-2019 2020 *2021 2022 ■ 2023
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Total: $10.2 bn $12.3 bn



cost escalation / delays

PROJECT SANCTIONED TARGET DATE ACTUAL DATE DELAY BUDGET BN COST BN % OVERRUN
Snohvit (Norway) Mar-02 2006 Sep-07 1.5 years N0K39.50 N0K48.00 21.5%
Egyptian LNGT1 Sep-02 Aug-05 May-05 3 months early $11 on budget 0%
Sakhalin-2 (Russia) May-03 2007 Mar-09 2 years $10.0 $22.0 120.0%
Atlantic LNG T4 (Trinidad) Jun-03 2005 Dec-05 on time $12 on budget 0%
Egyptian LNGT2 Jul-03 Jun-06 Sep-05 9 months early $0.6 on budget 0%
Equatorial Guinea Jun-04 Late 2007 May-07 6 months early $1.5 on budget 0%
North West Shelf (Australia) Jun-05 2008 Sep-08 on time AUS$2 AUS$2.6 30.0%
Yemen Aug-05 Dec-08 Nov-09 1 year $3.7 $4.5 21.6%
Peru Jan-07 mid 2010 Jun-10 on time $3.8 $3.9 2.6%
Pluto Jun-07 Early 2011 May-12 15 years AUS$11.2 AUS$14.9 33.0%
Skikda LNG (Algeria) Jun-07 2011 Mar-13 2 years $2.8 ? ?
Angola Dec-07 Early 2012 Jun-13 15-2 years ? $10.0 ?
Gorgon (Australia) Sep-09 2014 n/a n/a $37.0 $54.0 45.9%
Papua New Guinea Dec-09 2014 n/a n/a $15.0 $19.0 26.7%
Queensland Curtis (Australia) Nov-10 2014 n/a n/a $15.0 $20.5 36.7%
Gladstone LNG (Autralia) Jan-12 2015 n/a n/a $16.0 $18.5 15.6%
SOURCE: ENALYTICA BASED ON COMPANY PRESS RELEASES AND INDUSTRY PRESS



BUYERS OFTEN TAKE EQUITY IN LNG PROJECTS
In half of the world’s LNG capacity, a share of the LNG is sold to equity partners 

Such deals can mitigate risk by aligning supplier-buyer interests (e.g. output shortfall)

Buyers get sense of supply security, and these deals often open up the project to third-party financing
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PROJECT FINANCE WELL ESTABLISHED IN LNG
IHS estimates that LNG projects raised over $97 billion in third-party financing since 2000 

Financing from project sponsors, export credit agencies, multilateral banks and commercial banks 

Commercial loans can also secure sovereign guarantees as insurance 

The Japan Oank of International Cooperation (JBIC) is the largest single provider of funds

Examples
APLNG $5.8 bill on US EXIM, China EXIM, banks
Ichthys $20 bill on JBIC, Korea and Australia EXIM, banks, sponsors ($4 bn)
Papua New Guinea $14 hill on Six ECAs and 17 banks, ExxonMobil
Peru $2.25 bill on IADB, US EXIM, Korea EXIM, IFC, others
Sakhalin-2 $6.4 bill on JBIC, NEXI, banks
Tangguh $3.5 bill on JBIC, ADO, banks

SOURCES: IHS IN LEDESMA. ET. AL, “THE COMMERCIAL AND FINANCING CHALLENGES OF AN INCREASINGLY COMPLEX LNG CHAIN,” LNG 17 [APRIL 2013); INDUSTRY PRESS



SOA CASH CALL S4.8-S5.5BN WITH 70/30 DEBT/EQUITY
Peak outlays shrink to $1.2 to $1.3 bn depending on equity level (20% or 25%)

STATE OF ALASKA: NET PROJECT CASH FLOW DEFORE START-UP (70% DERT. 30% EQUITY) 

■ 2014-2019 2020 ■ 2021 2022 >2023

-1.5 J
STATUS QUO 20% SHARE 25% SHARE

Total: $1.00 fin $4.8 bn $5.5 bn



price exposure

PRICE EXPOSURE DEFINED AT CONTRACT SIGNING
Oil linkage does not mean identical linkage to oil (e.g. Taiwan, below); bargaining power defines linkage 

New contracts do not impact existing deals (e.g. new Henry Hub-based LNG vs. existing oil-linked SPAs) 

But if price is seriously out of sync with fundamentals, parties can trigger a review clause

TAIWAN: ESTIMATED OIL-LNG PRICE RELATIONSHIP IN LONG-TERM CONTRACTSS/MMBTU

SOURCE: ENALYTICA BASED ON DATA FROM TAIWAN’S CUSTOMS ADMINISTRATION, MINISTRY OF FINANCE IHTTP://WWW.CUSTOMS.OOV.TW/STATISTICSWEBEN/IESEARCH.ASPX)

HTTP://WWW.CUSTOMS.OOV.TW/STATISTICSWEBEN/IESEARCH.ASPX


EXPENSIVE PROJECTS CAN HEDGE AGAINST VOLATILITY
“S-curves” are clauses that change the relationship between oil and gas above or below thresholds 

Instead of a linear link, gas prices do not rise/fall as much if oil prices rise/fall above certain thresholds 

They reduce downside risk by forgoing some upside-they can even provide a floor/ceiling on prices

NOS-CURVE S-CURWE FLOOR/CEILING

OIL OR OTHER REFERENCE PRICE



System SOA ownership percent SOA share of CAPEX&OPEX SOA cash commitments

Value/
Kind Upstream GTP & Pipe LNG Upstream GTP & Pipe LNG Debt Tariffs

Status
Quo in value 0% 0% 0% Indirect

(taxes) 0% 0% No debt Tariff matters for 
valuation

HOA in kind 0% 25% 25% Indirect
(taxes) 25% 25% Principal and 

interest
Tariff only 
notional

MOU 
Option 1 in kind 0%

10%
(40% x 
25%)

25% Indirect
(taxes)

10%
(40% x 
25%)

25% Principal and 
interest

Tariff payable 
toT/C

MOU 
Option 2 in kind 0% 0% 25% Indirect

(taxes) 0% 25% Principal and 
interest

Tariff payable ! 
toT/C



HOW COULD ALASKA STRUCTURE THE MIDSTREAM?
MIDSTREAM w —  PRODUCERS

PRODUCERS + STATE OF ALASKA
PRODUCERS + STATE OF ALASKA + 3RD PARTY «  LEVERAGE AGIA [TRANSCANADA]

'TERMINATE AGIA & LAUNCH BID

PATH OF THE MEMORANDUM OF UNDERSTANDING (MOU)

MIDSTREAM PRODUCERS
PRODUCERS + STATE OF ALASKA

> PRODUCERS + STATE OF ALASKA + 3RD PARTY v  111 LEVERAGE AGIA (TRANSCANADA)
^̂ TERMINATE AGIA & LAUNCH BID



PRODUCER-SOA Minimize disputes over where value is allocated
ALIGNMENT Tariffs reflect value maximization across the entire chain

THIRD-PARTY

EXPANSION

IN-STATE

DELIVERIES

EXECUTION

CONTINUITY 8  

MOMENTUM

Midstream becomes an enabler for further exploration and development 
Expansion principles favor development of additional transportation capacity

Alaskan consumers receive cost at the lowest cost possible (given adequate 
returns on investment)

Pipeline is delivered on time and at the lowest possible cost

Project maintains and accelerates current investment interest 
Project leverages work to date and is not delayed by possible litigation
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producer-only
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PRODUCER ONLY: ALIGNMENT / EXPANSION WEAK POINTS
MIDSTREAM PRODUCERS

PRODUCERS + STATE OF ALASKA 
PRODUCERS + STATE OF ALASKA + 3RD PARTY LEVERAGE AGIA (TRANSCANADA) 

TERMINATE AGIA 8 LAUNCH BID
PRODUCER-SOAX Significant potential for disputes over allocation of value, and optimal level for midstream tariff

THIRD-PARTYX Focus on commercializing producers’resources over gas belonging to third parties

X Uncertain tariff for in state deliveries (of SOA's gas)UhLIVhnlho

/  EXECUTION Strong and proven ability to execute, but midstream becoming less of a core focus for majors

? MOMENTUM 8 ĉertainty ab°ut possibility of litigation and loss of work done to date



SOA EQUITY: MORE EXPANSION BIAS BUT BURDEN ON SOA
MIDSTREAM  ----  PRODUCERS

PRODUCERS + STATE OF ALASKA
PRODUCERS + STATE OF ALASKA + 3RD PARTY v  LEVERAGE AGIA (TRANSCANADA)

TERMINATE AGIA 6 LAUNCH BID
, PRODUCER-SOA , .. ...  ./  Strong alipment between producers and SOA

7 THIRD-PARTY Relies on SOA to drive expansions, seeking new entrants and / or new partners; SOA may not be
' EXPANSION best placed to fill this role

/  SOA can use its equity-entitled capacity to carry gas to local markets at lower costUtUVhnlto
r , ? Strong and proven ability to execute for initial investment; expansion will depend on securing

/  ■ t / \ t w U I i u P i  ■.■■■a " J  /  i i  icapabilities and/or another party 

? & Uncertainty about possibility of litigation and loss of work done to date



MOU: EXPANSION BIAS & MOMENTUM; BUT BEST DEAL?
MIDSTREAM

/

/ /

PRODUCERS
PRODUCERS + STATE OF ALASKA
PRODUCERS + STATE OF ALASKA + 3RD PARTY LEVERAGE AGIA (TRANSCANADA) 

TERMINATE AGIA 8 LAUNCH BID
PRODUCER-SOA Strong alignment between producers and SOA; capital structure for rate-setting purposes 

appears within norm, but unclear if new bidding could have produced lower tariffALIGNMENT
THIRD-PARTY
EXPANSION
IN-STATE
DELIVERIES

/  EXECUTION

CONTINUITY & 
MOMENTUM

TransCanada will be advocate for a project structure that encourages expansion and will have 
incentive to drive expansion of the infrastructure based on market interest
SOA can use its equity-entitled capacity to carry gas to local markets at lower cost; pro­
expansion bias further incentivizes possible in-state deliveries
TransCanada brings execution knowhow and expertise, while producers reinforce cost discipline 
(to ensure lowest possible tariff)

Project maintains and accelerates investment interest and leverages work done to date



BID: WILL REWARD COMPENSATE FOR COST IN TIME AND S?
MIDSTREAM PRODUCERS

PRODUCERSPRODUCERS + STATE OF ALASKA
PRODUCERS + STATE OF ALASKA + 3RD PARTY LEVERAGE AGIA (TRANSCANADA)

TERMINATE AGIA 8 LAUNCH BID

7 ’ ALIGNMENT
THIRD-PARTY 

7 EXPANSION
IN-STATE 

7 DELIVERIES

/  EXECUTION

CONTINUITY 8 
* MOMENTUM

Strong alignment between producers and SOA; new bid could lead to a lower tariff, but it could 
also lead to a higher one; low investor interest could also slow down entire process
Third party will have incentive to drive expansion of the infrastructure based on market interest, 
but would likely have less influence over current negotiations
SOA can use its equity-entitled capacity to carry gas to local markets at lower cost; pro­
expansion bias further incentivizes possible in-state deliveries
Third party would presumably bring execution knowhow and expertise, while producers would 
reinforce cost discipline (to ensure lowest possible tariff)
Uncertainty about possibility of litigation and loss of work done to date; HOA negotiations could 
slow down in anticipation of new bidding process and license award



SOA NEEDS TO CAREFULLY WEIGH KEY QUESTIONS
What compensation might the SOA have to pay and what intellectual property will Alaska LNG retain? 
Will the HOA process slow down if the midstream is tied in litigation?
What are the odds that a new selection process will deliver better terms than those available today? 
To what extent was the AGIA process representative of the industry’s interest in an Alaskan pipeline?
W o u ld  3  n e w  t a r if f o f f s e t  a b s e n c e  fro m  n e g a t in g  t a b le ; r e d u c e d  m o m e n tu m ; c o s t  to  d is s o lv e  A G IA ?

PRODUCERS PRODUCERS + PRODUCERS + PRODUCERS +
STATE OF ALASKA STATE OF ALASKA +STATE OF ALA!

TRANSCANADA 3RD PARTY
PRODUCER-SOA ALIGNMENT X / / //?
THIRD-PARTY EXPANSION X ?0 / / /
IN-STATE DELIVERIES X / / / / /
EXECUTION / //? / /
CONTINUITY & MOMENTUM ?■ ? / X



FINANCIALLY, TRANSCANADA DEAL IS AKIN TO A LOAN
TransCanada shoulders a share of SOA’s capital commitments and Alaska repays over time with tariff 

SOA outlays fall by $1,700 mm (no buyback) to $1 bn (buyback) during development period

STATE OF ALASKA: CASH FLOWS FOR ALASKA LNG (70% DEBT/ 30% EQUITY)

25% SHARE NO TRANSCANADA 

25% SHARE W/ TRANSCANADA 

25% SHARE W/ TRANSCANADA AND BUYBACK

2014 2019 2024 2029 2034 2039 2044 2049



TRANSCANADA LOWERS SOA OUTLAYS BY $3-5 BN
TransCanada’s participation would lower SOA peak outlays by $0.8 bn to $1.4 

Buyback option also lowers outlays before FID (pre-2019)

0.0 - 

-0.5 - 

-1.0 - 

-1.5 - 

-2.0 - 

-2.5 - 

-3.0 - 

-3.5 -

Total:

STATE OF ALASKA: NET PROJECT CASH FLOW BEFORE START-UP 1100% EQUITY] 

■ 2014-2019 2020 ■ 2021 2022 "2023

-1.1

-2.1

S BN

1 ro bo

-3.1
-3.3

25% SHARE NO TRANSCANADA

$12.3 bn
25% SHARE W TRANSCANADA 25% SHARE W/ TRANSCANADA AND BUYBACK

$12 bn $8.3 bn
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From: Larry Persily rmailto:lpersilv@arcticqas.qovl 
Sent: Wednesday, February 26, 2014 11:05 AM 
To: Sen. Anna Fairclough 
Cc: Laura Pierre; Bruce Campbell 
Subject: Today's questions

Senate,

I wanted to answer your questions from Senate Finance this morning:

The federal loan guarantees and federal tax incentives in the Alaska Natural Gas Pipeline 
Act o f 2004  apply only and exclusively to a project that serves North American (Lower 
48 ) markets. It would require congressional action to amend the law to apply those 
benefits to an export project and, honestly, I have not heard or seen any interest 
whatsoever in such a change in Congress or the administration. I think the politics would 
be near impossible.

As for the Department o f Energy export license, yes, a project developer would want to 
have that in hand before FID. And, in a related piece o f information, an export project 
applicant needs to pre-FILE with FERC before the Department o f Energy will put them 
on the priority list for review.

Let me know if  you need any additional information. I am in Anchorage this week and 
next and certainly available if  needed.

mailto:lpersilv@arcticqas.qovl
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S t a t e  F i n a n c i a l  P a r t i c i p a t i o n

i n  a n  A l a s k a  N a t u r a l  G a s  P i p e l i n e

>  T h e  H i s t o r y

>  T h e  P r o j e c t

>  T h e  O p t i o n s

>  T h e  C o s t s

>  T h e  R i s k s  o f  S t a t e  P a r t i c i p a t i o n

P r e p a r e d  b y  th e  A la s k a  D e p a rtm e n t  o f  R e v e n u e  
J a n u a r y  3 1 , 2 0 0 2

PETRIE PARKM AN & CO.

CH2 M  HILL



E x e c u t i v e  S u m m a r y

The purpose of this report is to examine whether the State of Alaska should financially 

participate in a pipeline to transport natural gas from Alaska’s North Slope to domestic or 

foreign markets.

The legal and fiscal issues today are not much different than the gas pipeline concerns 

Alaskans have grappled with over the past 30 years. During that time, the state and private 

groups commissioned several reports both favoring and dissuading state financial 

participation. Although the issues have not changed much, certainly the legal, regulatory, 

market and fiscal situation today is much different than that of decades ago.

Today, proponents of state involvement cite three main reasons for the state to participate in 

ownership or financing of an Alaska Gas Pipeline project:

• It would be a good investment with a healthy rate of return and minimal risk.

• Alaska should control its own financial destiny and development o f its resources.

• State involvement would enhance the project’s feasibility—that is, the pipeline would 

stand a better chance of getting built sooner if the state was a financial partner.

The answers, however, are much less clear than the questions.

A  G o o d  I n v e s t m e n t

The state is in a precarious financial position as it starts 2002. Its ability to provide essential 

services will be tested as the Constitutional Budget Reserve Fund runs out of money. The 

Department o f Revenue projects that the reserve fund, which has helped cover state spending 

for all but two years since 1991, will hit empty by Labor Day 2004 . Alaska may be resource 

rich but we are cash poor—unless you count the Permanent Fund. Other than taking money 

out of the Permanent Fund to invest in a gasline, the state is in no position to write a check 

for any significant investment in a gas pipeline project, regardless how good the investment.



EXECUTIVE SUMMARY

T h e  A la s k a  P e rm a n e n t  F u n d

There are several options for using the Permanent Fund for state investment in the project:

>  Spend money from the Earnings Reserve Account to buy in as a gasline partner. This 

means going into the business of owning and operating a natural gas pipeline. This could 

be done by a legislative appropriation to another state agency or new state corporation to 

make an equity investment in the pipeline. However, withdrawing too much from the 

Earnings Reserve Account could jeopardize its future ability to pay for inflation proofing 

of the fund’s principal and dividends.

>  The legislature could change state law to authorize a direct investment by the Permanent 

Fund in the gasline business. A statute change would be required because the Permanent 

Fund’s investment authority does not cover going into the gasline business.

>  Or the Permanent Fund, as part of its regular asset allocation and investment mix, could 

decide to buy shares in a public traded corporation or buy bonds issued by the 

corporation or corporations that own the pipeline. These investments, however, would 

give the state no more control over the project than any other minority shareholder, and 

any return would depend on the corporation’s performance and stock or bond value. Any 

such investment would—by constraint o f the Prudent Expert Rule for Permanent Fund 

investments—be limited to a small percentage o f a pipeline corporation’s stock or debt.

T a k in g  on  S tate  D e b t

The state and its municipalities are looking at how to pay for several billion dollars of school 

construction and repairs, and deferred maintenance to public facilities. The state, which has 

not issued any general obligation bonds in nearly 20 years, will go to market in the next year 

if legislators agree with the governor’s proposal for school bonds. Taking on new debt for 

schools and other needs most likely will consume all of the state’s available debt capacity, 

unless Permanent Fund earnings are diverted from the dividend program to pay debt service.

Any over-ambitious reliance on debt to finance a state investment in the gasline could 

jeopardize Alaska’s credit rating, which could have a domino effect as it raises the cost of 

borrowing for the state and municipalities.



EXECUTIVE SUMMARY

R a te  o f  R e tu rn

The Federal Energy Regulatory Commission in the United States and the National Energy 

Board in Canada would regulate the rate o f return on any interstate pipeline, and we expect 

that return would not differ significantly from what the state—or the Permanent Fund— could 

earn in other investments with similar risks.

R is k s  to  the  S tate

State investment as a partner in the project could put the state at financial risk if  there are 

construction overruns, delays in completion of the project, unbudgeted calls for additional 

capital, or volatile natural gas market conditions. Unlike large corporations, the state does not 

maintain reserves for such risks, and it would be a difficult policy call to tell the public that 

key government services might be cut back to make money available for gasline expenses.

S t a t e  C o n t r o l

Proponents who advocate state financial participation in the project for reasons o f control 

raise two points: ( 1) Alaska should take a stronger hand in managing its resource 

development, and (2) a belief that North Slope oil producers took advantage of the state by 

inflating tariffs on the Trans-Alaska Pipeline System, thereby reducing their oil tax and 

royalty payments to the state.

Both are emotional issues, and both require an unemotional review.

First, whether the state should take an active role in managing the development and 

marketing of its oil and gas resources is a public policy call. If people believe that is the 

overriding issue in this project, then it might justify the financial risks to the state. However, 

advocates of this position should carefully weigh the risks against the potential benefits.

Could state participation in the gasline make it happen any sooner? Would state participation 

dissuade corporations from putting up their own billions—private money that Alaska needs. 

And is it the role of government to build and operate for-profit ventures? We believe the state 

could best control the development of its resources by regulating their extraction and use, and
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could best profit from its resources by levying reasonable taxes on the companies that profit 

from their development.

Second, whether the state received less revenue because of the oil pipeline tariff structure— 

as some have alleged over the years— is immaterial to the gasline. The Federal Energy 

Regulatory Commission would regulate the gasline tariffs, and the state would have full 

access to those proceedings—regardless whether it had a so-called “seat at the table” as an 

active partner in the business. The state would not gain any more control over the gasline 

tariff as a business partner than simply participating in the federal regulatory proceedings as 

the State o f Alaska.

And, assuming the state was not the sole owner or majority owner of the gasline, its seat at 

the table would most certainly be a minority seat with little or no ability to influence any 

major corporate decisions. The state would have more authority with its own statutes and 

regulations to influence project management decisions than as a minority business partner.

It is also important to note that even if the state had a seat at the table as a partner operating 

the gasline, the state could not use any information from the table in tax or regulatory 

proceedings on the project, nor could it use any o f the proprietary information to compete 

with its other partners for natural gas sales. Confidential information set out on the table 

would have to remain at the table.

H e l p i n g  t h e  P r o j e c t

The two biggest hurdles to building a project to carry natural gas from Alaska’s North Slope 

to market are: ( 1) the risk of construction cost overruns, and 2) the risk that in periods of low 

market prices either the pipeline operators or the shippers would suffer a loss. State 

participation as a business partner would do nothing to lessen either risk and, in fact, some 

might argue that state involvement in building and operating the line could add to the cost.

Although people talk more and more about running government like a business, the truth is 

government is not a business. It has rules and regulations and procedures and public access 

laws that could present formidable problems should government sign on as a partner with a 

private business venture. Nor surprisingly, none o f the oil and gas and pipeline industry
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representatives interviewed for this report saw much, if  any, benefit to having the state sit on 

the board of directors of a gasline venture. Many listed such state laws as open meetings, 

public records and procurement codes—not to mention the entire process of public policy 

decisions—as key reasons not to take on the state as a partner. Speed and decisiveness are 

essential to running a multibillion-dollar construction job and company, and, unfortunately, 

it’s highly possible that state involvement would detract, not add, to the operation.

But the largest risk to any partner in the gasline venture is that there could be periods when 

the market price for gas is not high enough to cover the cost of moving the gas to market and 

still leave an economic wellhead value for the producers. There is no guarantee that year in 

and year out, over the entire life o f the project, the market will be such that profits will flow 

to everyone involved in the gasline. Someone—the gas producers or the pipeline owners, if 

they are different than the producers—would have to take the risk that some of the gas 

sometimes could move to market at a loss.

If the producers build and operate the line to move their own gas, they would take the risk. If 

pipeline companies build the line, they and the producers could negotiate which of them 

shares how much of the risk. Either way, state participation in the project would do nothing 

to eliminate that risk.

For example, the gas flow at 4 billion cubic feet per day would be worth $14 million a day at 

$3.50 per million Btu. Perhaps two-thirds or more of that $3.50 would go toward the tariff— 

the cost of moving the gas to market. If the market price were to drop below that cost, the 

financial loss could be significant to anyone sharing in the risk. A market price just 10 cents 

below the cost o f moving 4 Bcf per day to market would add up to a $400,000-a-day loss for 

whoever is contractually bound to the price risk.

Finally, the oil and gas and pipeline companies on the list of potential sponsors simply do not 

need the state’s money to build the project. Their own finances are strong enough that they 

could either just write a check or raise the money they need from commercial financing 

sources or by issuing corporate bonds.

It appears state financial participation would do nothing to move along the project, unless the 

state could find a way under federal law to issue tax-exempt debt to own and/or finance the
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project. The lower cost o f tax-exempt debt could help tip the project toward economic 

feasibility, and that could be a proper role for the state to take in assisting in the development 

of its natural resources. Even with the lower interest rate on tax-exempt debt, however, it is 

still possible that the companies might choose to issue their own taxable debt in order to take 

advantage o f the federal tax benefits o f owning and depreciating the line.

As it says in the cover letter to this report, there are no easy answers.



W



SENATE FINANCE COMMITTEE 

CLARIFICATIONS ON PREVIOUS PRESENTATIONS

PREPARED FOR TH E STATE O F A LA S K A

1 3 ,  B L A C K  & V E A T C H
Building a world of difference.



N
om

in
al

 B
ill

io
ns

LONG-TERM NORTH SLoft OIL & GAS REVENUES 
ARE DRIVEN BY AKLNG PROJECT SUCCESS
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0l4 THE GLOBAL SUPPLY CU R VE,Q k LNG APPEARS TO CURRENTLY BE 

OUT OF THE MONEY, MODIFICATIONS REQUIRED FOR COMPETIVENESS

Project
break-even
levels

AKLNG
estimate

Range of 
supply 
capacity 
needed to 
meet 
2025 
demand

!

T .
_

m

m

Planned capacity of the I.NG plant Mtpa

LLUSTRATIVE CHART ANALYSIS DONE FOR 
ALL PROJECTS WITH STARTUP AFTER 2013

IMPLICATIONS:

AKLNG is currently out of the money:

-  Alaska break-even price is 
US$12.3/MMBtu

-  Projects more economic than Alaska 
can provide ~340 MTPA new supply, 
more than required to meet global 
LNG demand (~250 -  300 MTPA)

AKLNG faces significant competition

-  There are several projects to the right 
in supply stack which will compete 
with AKLNG

However, the risk levels of competing LNG
projects also needs to be considered

-  Due to political, resource and other 
risks, some in the money projects 
may be delayed/cancelled, leading to 
range of needed capacity

1 NPV=0 @ discounted at Weighted Average Cost of Capital 

SOURCE: Team Analysis
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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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N iko s  has  a lso  w ritten  ex tensive ly  on  the  d o m e s t ic  an d  in ternationa l d im e n s io n s  

o f the  G re ek  d e b t cris is. H is  b log  (G reek Defau lt W atch ) w a s  listed a s  o n e  o f 

“E u ro p e ’s  T op  E c o n o m ic  B lo g s ” by the  S o c ia l E u ro p e  Jou rn a l, a n d  h is b o o k  

“B e y o n d  Debt: T h e  G re ek  C r is is  in C o n te x t” w a s  p u b lish ed  in M a rch  2013 .

N ik o s  h o ld s  a  B A  w ith  d is t in c tion  in in ternationa l re la tions a n d  e c o n o m ic s  from  

B o s to n  Un ivers ity  an d  an M A  w ith  d is tin c tion  in in ternationa l re la tions from  the  

J o h n s  H o p k in s  S ch o o l o f A d v a n c e d  International S tu d ie s  (SAIS).
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cash calls and off-ramps

SOA’S CASH CALLS AND OFF-RAMPS
STATE OF ALASKA: CASH CALLS BY PHASE ASSUMING 25%  EQUITY
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stress testing the base case

STRESS TESTING SOA'S CASH CALLS AND REVENUES
Stress Test Project CAPEX is 25% higher

+  Sales price is $7/m m btu vs. $15/m m btu in base case 

+  Average u tiliza tion  is 80% vs. 100% in base case
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cash flow comparison > government take

IN KIND’ W/  EQUITY OFFERS MORE DOWNSIDE PROTECTION
‘ In value’ ' '  , '  '  , ' , not state, in low price environment because o f ta r i f f  component

Higher SOA equity pushes up the price a t which ‘in value' is be tte r than equity

CUMULATIVE CASH FLOWS OVER PROJECT LIFE
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cash flow comparison > government take
ia» i

SOA EQUITY LEADS TO HIGHER GOVT TAKE ON AVERAGE
I n  value' enta ils lowest government take, especially in low prices as cash goes to  producers 

S p lit between Fed vs. SOA s p lit  depends on both ‘ in value’ vs. ‘in kind’ as well as SOA equity share

PERCENT OF CUMULATIVE CASH FLOWS OVER PROJECT LIFE
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IMPACT OF GAS CAPEX ON OIL REVENUES
Lease expenditures fo r gas are deductible fo r  ca lcu lating production value tax fo r oil

Relative to  a no-gas scenario, o il revenues (roya lty  and production ta x ) w ill fa ll by $250 mm annually

If  upstream costs end up 50% higher, o il revenues would fa ll by $374 mm annually vs. no-gas case

STATE OF ALASKA: ROYALTY & PRODUCTION TAX REVENUE FROM OIL 

■ BASE OIL & NO GAS CAPEX $3 BN UPSTREAM GAS CAPEX ■ $4.5 BN UPSTREAM GAS CAPEX
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T h e  w o r l d  c h a n g e d ,  n o t  u s

o Global LNG trade has quadrupled since 1995 

o Asian LNG demand alone could double by 2025 

o China demand growing double-digit annual rate 

o Europe looking for alternatives to Russian gas 

o Worldwide concerns over coal, nuclear plants 

o Alaska LNG could be the victor of circumstances
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P r i c e  i s  e v e r y t h i n g

o Japan paid $70-plus billion for LNG in 2013

o Energy a big reason for $112 billion trade gap

o Third year in a row of trade deficit in Japan 
after more than 30 years of a trade surplus

o Japan leading the charge for new suppliers, 
more competition and lower LNG pricing regime

o Alaska could be price competitive in the market



N o  p r o j e c t  h a s  i t  e a s y

o BG Group says 525-mile natural gas pipeline 
to Prince Rupert could cost up to $10 billion

o LNG tax debate under way in British Columbia

o Dredging, harbor, berthing costs estimated 
at $1.5 billion for Australia’s Wheatstone LNG

o Russian politics out ahead of project economics

o Buyers hold back, wait to see LNG pricing trend
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A l a s k a  h a s  c h a n g e d ,  t o o

o Prudhoe Bay growing older, economics look 
better as an oil and gas play rather than oil only

o Point Thomson under development and would 
supply 25 percent of the gas for the LNG project

o Major North Slope producers willing to spend 
significant money to advance the gas project

o Alaskans appear willing to consider investing 
significant state money into the LNG project

_ ,  __



P a t i e n c e  i s  a  v i r t u e

o Patience is a must for state LNG investment

o Long wait for the first check — but long payback

o Norway invested billions in oil and gas and then 
waited years for any return; it took a decade 
before real investment payback started to roll in

o If it wants to act like an oil and gas business, 
Alaska must think like one — and think long term



W h a t ’s  c h a n g e d  s i n c e  2 0 0 2

6 DOR 2002 report looked at pipeline, not LNG

o Different markets, sales, risks and regulations

o State is in a better cash position today 
($17 billion in savings) than 2002 ($2 billion)

o State equity investment in 2002 might have 
needed assistance from the Permanent Fund

o 100% state ownership was on the table in 2002



S o m e  t h i n g s  h a v e n ’t  c h a n g e d

o DOR 2002 report recommended the state 
match pipeline capacity with its share of the gas

o Report said conflicts as an owner and regulator 
are real, but state-owned corporation could 
provide a partial barrier to minimize the conflicts

o Minority ownership doesn’t give state control

o Report warned: Keep politics out of the business



F o r  m o r e  i n f o r m a t i o n

O f f i c e  o f  t h e  F e d e r a l  C o o r d i n a t o r  

f o r  A l a s k a  N a t u r a l  G a s  T r a n s p o r t a t i o n  P r o j e c t s

Larry Persily, Federal Coordinator 
( 2 0 2 )  6 2 7 - 6 8 6 2  

lpersilv@arcticgas.gov
*
a www.arcticgas.gov

' a l a s k a  n a t u r a l  g a s
T R A N S P O R T A T I O N  P R O J E C T S
O F F I C E  O F  T H E  F E D E R A L  C O O R D I N A T O R
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THE STATE

G o v e r n o r  S e a n  P a r n e l l

D e p a r t m e n t  o f  N a t u r a l  R e s o u r c e s

D e p a r t m e n t  o f  R e v e n u e
Angela M. Rodell, Commissioner

Joe Balash, Commissioner

March 11, 2014

The Honorable Donald Olson 
Alaska State Senator 
State Capitol, Room 508 
Juneau, AK 99801

Dear Senator Olson:

Please find the following response to your question from yesterday, March 10, 2014. You asked about the 
approach for establishing a framework for the settlement of property taxes, and if it is based on the agreement of 
the pipeline? In addition, you asked whether or not a large diameter gas line as contemplated under SB 138 
would be exempt from municipal taxation if the state is an equity owner.

Reflecting that the Heads of Agreement (HOA) framework is a proposal to initiate consultation by the 
administration with local governments, nothing in the bill currently before the legislature makes any changes to 
the municipal property tax statutes in AS 29.45 or the state property tax statutes in AS 43.56. Under current law, 
an LNG plant is subject to local property taxes under AS 29.45 but not state property taxes under AS 43.56. The 
GTP and gas pipeline would be subject to state property taxes under current law. However, if under SB 138 
AGDC acquires an equity interest in the LNG plant, and an equity interest in the GTP and pipeline by exercising 
an option to acquire part o f TC’s interest for example, the entire LNG plant, GTP and pipeline -  not just AGDC’s 
share -  would be exempt from property taxes until the commencement of commercial operations of the project. 
See AS 43.56.020(d) (part of HB 4 passed in 2013). After commercial operations begin only AGDC’s share of 
the LNG plant, GTP and pipeline would be exempt from taxes. See AS 31.25.260 (part of HB 4).

However, the HOA (reflected in the proposed legislative findings in SB 138 for property taxes relating to a North 
Slope natural gas pipeline project) provides that the state administration would consult with local governments to 
determine an appropriate series of impact payments during construction as well as property tax structure for the 
project. See HOA Article 9.3.1. The HOA parties proposed a starting framework that they believed would fairly 
compensate local governments while seeking to avoid contentious valuation disputes in the future. The HOA 
proposal for taxes once the project is operating, to be considered in future legislation, and in the contract 
negotiations, would be to base the payments on the volume of gas moving through the pipeline or other facilities 
(e.g., cents per MCF), called payments in lieu of taxes or “PILT,” instead of being based on property value and 
millage subject to AS 29.45 or AS 43.56. The HOA also proposes to establish serial impact payments to be paid 
by the developers of a North Slope natural gas pipeline project to help offset increased services and other costs 
bome by state and local governments during construction.



The Honorable Donald Olson 
March 11, 2014 
Page 2

All communities benefit from property taxes on oil and gas properties, either directly or indirectly through state 
revenue sharing with municipalities. Based on that consultation, the state would propose legislation in a later 
legislative session to amend the state and municipal property tax statutes for the GTP, pipeline and LNG plant. 
The legislation would provide a property tax and impact payment framework and enable the administration to 
negotiate contracts with the project owners concerning a property tax payment method for determining the 
appropriate revenues to the state and local governments from the North Slope natural gas project developers.

Joe Balash, Commissioner 
Department of Natural Resources Department of Revenue

CC: Senator Pete Kelly, Co-Chair, Senate Finance Committee 
Senator Kevin Meyer, Co-Chair, Senate Finance Committee 
Members of the Senate Finance Committee 
Heather Brakes, Legislative Director
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B la c k  a n d  V e a t c h
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D i v i s i o n  

B la c k  a n d  V e a t c h
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A  n o t e  o n  u n c e r t a i n t y ___

^ Goal: To give a reasonable view of how the AKLNG project could impact 
Alaska’s financial position both over the:
^  s h o r t  t e r m  ( n e x t  f e w  y e a r s ) ,  

y  m i d  t e r m  ( n e x t  d e c a d e ) ,  a n d  

^  l o n g  t e r m  ( t o  2 0 4 0  a n d  b e y o n d )

^ Analysis presented represent a set of scenarios taken from a range of possible 
outcomes

^ Different assumptions may produce significantly different results.

^ Department of Revenue and consultants are in the process of refining this 
analysis. As a result, future analysis could have different results.



___________________________________________________________________ o _____________________________________________________________________________

A K L N G  —  L o n g  t e r m  p o t e n t i a l :  A s s u m p t i o n s

^  I n c r e m e n t a l  a n a l y s i s :  G a s  r e v e n u e s  f o r e c a s t e d  i n d e p e n d e n t  o f  o i l  

^  L o n g - t e r m  f o r e c a s t  a s s u m e s  t h e  f o l l o w i n g  t r e n d s  f o r  o i l  a n d  g a s  r e l a t e d  r e v e n u e s

^  Oil revenues -  GFUR mid/high case through 2024, then trend from 2020-2024 projected forward (decline of 
~2%/yr)

y Gas revenues — AKLNG Project revenues assumed to begin in 2024

^  A s s u m p t i o n s  u n d e r l y i n g  g a s  r e v e n u e s

^  AKLNG project comes online in 2024
^  Capital cost of AKLNG Project (GTP, Pipeline and LNG Plant) = $55 billion in nominal dollars.
y Export volume of 2.5 Bcf/d and in-state volume of 0.25 Bcf/d
> Oil price = $90/bbl in 2013$ growing at 2.5% a year; LNG Price ($/MMBtu) = 13.5%*Oil Price + $1
> GFUR is assumed to include 75% of royalties, 25% of property tax, 100% of state corporate income tax, 

production tax and return on equity on AKLNG project investment

^  T h r e e  d i f f e r e n t  s c e n a r i o s  f o r  S t a t e  e q u i t y  p a r t i c i p a t i o n :

y Go it alone — State holds 20%-25% equity stake in GTP, Pipeline and LNG Plant
> TC with no buy back -  TC holds 20%-25% equity stake in GTP and Pipeline, State holds 20-25%% equity stake 

in LNG Plant
> TC with buy back -  initially, TC holds 20%-25% equity stake in GTP and Pipeline, State holds 20%-25% equity 

stake in LNG Plant. State buys back 30%-40% of TC’s stake at beginning of FEED

4
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o  a
R e v e n u e  F o r e c a s t  -  O f f i c i a l , a n d  M i d / H i g h  C a s e

General Fund Unrestricted Revenue, Fall 2 0 1 3  forecast 
$8'°°° and Mid/High case
$7,000

$ 6 , 0 0 0

c  $5,000

$4,000

0C
2  $3,000 
ID

$ 2 , 0 0 0

$ 1 , 0 0 0

$ 0

►GFUR - fall 2013 forecast 

►GFUR - m id/h igh case

Source: Department o f Revenue. Official forecast from Revenue Sources Book Fall 2013. M id/high  case uses a 
production assumption midway between the fall 2013 official “risked” forecast, and an unrisked, independent 
technica l assessment provided to the D epartm ent. 6



R e v e n u e  F o r e c a s t  v s  A K L N G  O b l i g a t i o n s
20%  STATE OW NERSHIP IN MILLIONS OF DOLLARS

$ 6 , 0 0 0

$ 5 , 0 0 0

Unrestricted Revenue forecast vs. AKLNG obligations

F isca l

Y ear

2 0 1 4  2 0 1 5  2 0 1 6  2 0 1 7  2 0 1 8  2 0 1 9  2 0 2 0  2 0 2 1  2 0 2 2  2 0 2 3

 G F U R  -  f a l l  2 0 1 3  o f f i c i a l  f o r e c a s t

—  —  G F U R  -  f a l l  2 0 1 3  f o r e c a s t ,  M i d / H i g h  c a s e  

— ■— * A K L N G  o b l i g a t i o n  -  2 0 %  e q u i t y ,  n o T C  

— A K L N G  o b l i g a t i o n  -  2 0 %  e q u i t y ,  T C ,  n o  b u y b a c k  

  — A K L N G  o b l i g a t i o n  -  2 0 %  e q u i t y ,  T C ,  w i t h  b u y b a c k

Source: Department of Revenue - Revenue Sources B ook Fa ll 2013; B lack  and Veatch.

Assum es obligation is due in the corresponding fiscal year; i.e. C Y  2019 obligation in F Y  2019, etc.
7



A K L N G  O b l i g a t i o n s  v s . G F U R  F o r e c a s t
20%  STATE OW NERSHIP

7 0 %

AKLNG Obligations as share of Unrestricted Revenue 
(fall 2 0 1 3  official forecast)

2 0 1 4  2 0 1 5  2 0 1 6  2 0 1 7  2 0 1 8  2 0 1 9  2 0 2 0  2 0 2 1  2 0 2 2  2 0 2 3

F isc a l Y e a r s

Source: Department of Revenue - Revenue Sources Book F a ll 2013; B lack  and Veatch.

Assum es obligation is due in  the corresponding fiscal year; i.e. C Y  2019 obligation in F Y  2019, etc.
8
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A K L N G  O b l i g a t i o n s  v s . G F U R  F o r e c a s t  
@  20%  STATE OW NERSHIP IN MILLIONS OF DOLLARS.

Inrestricted Revenue Forecast vs. AKLNG Obligations

FY 2014 FY 2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 FY2023

GFUR - fall 2013 offic ia l forecast $ m illions $ 4,930 $ 4,532 $ 4,609 $ 4,981 $ 5,105 $ 5,135 $ 4,810 $ 4,503 $ 4,654 $ 4,129

GFUR - fall 2013 forecast, M id/High case $m illions $ 4,930 $ 4,532 $ 4,620 $ 5,070 $ 5,300 $ 5,470 $ 5,230 $ 5,000 $ 5,270 $ 4,810

AKLNG obligation - 20% equity, no TC $m illions $ 28 $ 58 $ 123 $ 144 $ 93 $ 1,493 $ 2,563 $ 2,640 $ 2,175 $ 1,680

AKLNG obligation - 20% equity, TC, no buyback $m illions $ 11 $ 23 $ 49 $ 58 $ 37 $ 763 $ 1,310 $ 1,349 $ 1,112 $ 859

\KLNG obligation - 20% equity, TC, w ith  buyback $m illions $ 11 $ 23 $ 145 $ 90 $ 58 $ 1,037 $ 1,782 $ 1,842 $ 1,530 $ 1,200

Obligation % o f GFUR - 20% equity, no TC 1% 1% 3% 3% 2% 29% 53% 59% 47% 41%

Obligation % o f GFUR -20% equity, TC, no buyback 0% 1% 1% 1% 1% 15% 27% 30% 24% 21%

Obligation % o f GFUR -20% equity, TC, w ith  buyback 0% 1% 3% 2% 1% 20% 37% 41% 33% 29%

Source: Department of Revenue - Revenue Sources Book Fa ll 2013; B lack  and Veatch.

Assum es obligation is due in  the corresponding fiscal year; i.e. C Y  2019 obligation in  F Y  2019, etc.
9
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A K L N G  O b l i g a t i o n s  v s . G F U R  F o r e c a s t  
@  20%  STATE OW NERSHIP IN  BILLIO NS OF DOLLARS.

Unrestricted Revenue Forecast vs. AKLNG Obligations

FY 2 0 1 4  FY 20 1 5  FY 2 0 1 6  FY 2017  FY 20 1 8  FY 20 1 9  FY 20 2 0  FY 20 2 1  FY 20 2 2  FY 2023

GFUR - fall 2013  official forecast $billions $ 4 .9  $ 4 .5  $ 4 .6  $ 5 .0  $ 5 .1  $ 5 .1  $ 4 .8  $ 4 .5  $ 4 .7  $ 4 .1

GFUR - fall 2013  forecast, M id/High case $billions $ 4 .9  $ 4 .5  $ 4 .6  $ 5 .1  $ 5 .3  $ 5 .5  $ 5 .2  $ 5 .0  $ 5 .3  $ 4 .8

AKLNG obligation - 20% equity, no TC $billions $ 0.0 $ 0.1 $ 0.1 $ 0.1 $ 0.1 $ 1.5 $ 2.6 $ 2.6 $ 2.2 $ 1.7

AKLNG obligation - 20% equity, TC, no buyback $billions $ 0.0 $ 0.0 $ 0.0 $ 0.1 $ 0.0 $ 0.8 $ 1.3 $ 1.3 $ 1.1 $ 0.9

AKLNG obligation - 20% equity, TC, w ith  buyback $billions $ 0.0 $ 0.0 $ 0.1 $ 0.1 $ 0.1 $ 1.0 $ 1.8 $ 1.8 $ 1.5 $ 1.2

Obligation % o f GFUR - 20% equity, no TC 1% 1% 3% 3% 2% 29% 53% 59% 47% 41%

Obligation % o f GFUR -20% equity, TC, no buyback 0% 1% 1% 1% 1% 15% 27% 30% 24% 21%

Obligation % of GFUR -20% equity, TC, w ith  buyback 0% 1% 3% 2% 1% 20% 37% 41% 33% 29%

Source: Department of Revenue - Revenue Sources Book F a ll 2013; B lack  and Veatch.

Assum es obligation is due in the corresponding fiscal year; i.e. C Y  2019 obligation in F Y  2019, etc. 10
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A K L N G  —  L o n g  t e r m  p o t e n t i a l

2 0 %  E q u i t y  A l t e r n a t i v e  S O A  C a s h  F l o w  F o r e c a s t

$ 6  -i
-Go it Alone 

— —TC No Buyback 

— -TC 30% Buyback

2014 2019 2024 2029 2034 2039
Fiscal Years

Source: B la ck  and Veatch. Based on assumed 70% / 30%  financing split for debt/equity.

Assum es obligation is due in  the corresponding fiscal year; i.e. C Y  2019 obligation in  F Y  2019, etc. 11



A K L N G  —  L o n g  t e r m  p o t e n t i a l  —  2 0 %  e q u i t y
I in M il l i o n s  o f  D o l la r s

Iquiry Alternative 20% • State Go It Alone 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041

Royalty [mm$/yr] S1.230 $1,380 $1,360 51.380 $1,410 $1,440 $1,460 $1,490 $1,510 $1,540 $1,570 $1 590 $1,620 $1,650 $1,630 $1,720 $1,760 $1,800
Production Tax [mm$/yr] S330 S550 $540 $710 $670 $630 5570 $520 S470 $500 $590 $600 $550 $500 $240 ($160) ($320) $120
3CIT [mm$/yr] S170 $190 $190 $200 $210 $230 $230 $240 $250 $260 $270 $280 $290 $290 $300 $320 $340 $420
'otal Property Tax [mm$/yr] $1,060 $1,070 S960 $940 $930 $900 $880 $860 $830 $800 S770 $730 $700 $680 $670 $660 $620 $580
’ roject Ownership [mm$/yr) S700 $690 $680 $670 $660 $650 $640 $630 $620 $610 $600 $590 $580 $570 $550 $540 $530 $520

otal SOA Net Cash Flow [mmj/yr] $3,490 $3,880 $3,730 $3,900 $3,880 $3,850 $3,780 $3,740 $3,680 $3,710 $3,800 $3,790 $3,740 $3,690 $3,450 $3,080 $2,930 $3,440

iquity Alternative 20% - TC No Buy Back 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041

toyalty [mm$/yr] $1,170 $1,320 $1,300 $1 330 S1.350 $1,380 $1,400 $1,430 $1,450 $1,480 $1,510 $1,540 $1,560 $1,600 $1,630 $1,660 S1.700 $1,740
Production Tax [mmS/yr] S300 S520 $510 $680 $640 $600 $540 $490 $440 $460 $560 S570 $510 $470 $210 ($190) ($360) $90
>CIT [mm$/yr] $170 $190 $190 $200 $210 $230 $230 $240 $250 $260 S270 $280 $290 $290 $300 $320 $340 $420
'otal Property Tax [mm$/yr] $1,160 $1,170 $1,060 51,040 $1,020 $990 $970 $940 $910 $880 $840 $810 $770 $750 $730 $720 $670 $620
project Ownership [mmS/yr] S360 $360 $350 $350 $340 $340 $330 $320 $320 $310 $300 $300 $290 $280 $270 $260 $260 $250

otal SOA Net Cash Flow [mmS/yr] $3,160 $3,560 $3,410 $3,600 $3,560 $3,540 $3,470 $3,420 $3,370 $3,390 $3,480 $3,500 $3,420 $3,390 $3,140 $2,770 $2,610 $3,120

iquity Alternative 20% ■ TC with Buy Back 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041

Royalty [mm$/yr] $1,170 $1,320 $1,300 $1,330 $1,350 $1,380 $1,400 $1,430 $1,450 $1,480 $1,510 $1,540 $1,560 $1,600 $1,630 $1,660 $1,700 $1,740
Production Tax [mmS/yr) $300 S520 S510 S680 $640 $600 $540 $490 $440 $460 $560 $570 $510 $470 $210 ($190) ($360) $90
SCIT [mm$/yr] $170 $190 $190 $200 $210 $230 $230 $240 $250 $260 $270 $280 $290 $290 $300 $320 $340 $420
otal Property Tax [mm$/yr] $1 160 $1 170 $1,060 $1,040 $1,020 $990 $970 $940 S910 $880 $840 $810 $770 $750 $730 S720 $670 $620
Project Ownership [mm$/yr] $460 $450 $450 $440 $430 $430 $420 $410 $410 $400 $390 $380 $380 $370 $360 $350 $390 $390

'otal SOA Net Cash Flow [mm$/yr] $3,260 $3,650 $3,510 $3,690 $3,650 $3,630 $3,560 $3,510 $3,460 $3,480 $3,570 $3,580 $3,510 $3,480 $3,230 $2,860 $2,740 $3,260

Source: B la ck  and Veatch. Based on assumed 70% / 30%  financing split for debt/equity.

Assum es obligation is due in the corresponding fiscal year; i.e. C Y  2019 obligation in  F Y  2019, etc. 12
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R e v e n u e  F o r e c a s t  v s  A K L N G  O b l i g a t i o n s
25%  STATE OW NERSHIP IN MILLIONS OF DOLLARS

$ 6 , 0 0 0  

$ 5 , 0 0 0  

$ 4 , 0 0 0  

$ 3 , 0 0 0  

$ 2 , 0 0 0  

$ 1 , 0 0 0  

$ 0

Unrestricted Revenue forecast vs. AKLNG obligations

2 0 1 4  2 0 1 5  2 0 1 6  2 0 1 7  2 0 1 8  2 0 1 9  2 0 2 0  2 0 2 1  2 0 2 2  2 0 2 3

— G F U R  -  f a l l  2 0 1 3  o f f i c i a l  f o r e c a s t  

« •  —  G F U R  -  f a l l  2 0 1 3  f o r e c a s t ,  M i d / H i g h  c a s e  

A K L N G  o b l i g a t i o n  -  2 5 %  e q u i t y ,  n o T C  

► A K L N G  o b l i g a t i o n  -  2 5 %  e q u i t y ,  T C ,  n o  b u y b a c k  

* A K L N G  o b l i g a t i o n  -  2 5 %  e q u i t y ,  T C ,  w i t h  b u y b a c k

Source: Department of Revenue - Revenue Sources Book Fa ll 2013; B la ck  and Veatch.

Assum es obligation is due in the corresponding fiscal year; i.e. C Y  2019 obligation in  F Y  2019, etc.
13



A K L N G  O b l i g a t i o n s  v s . G F U R  F o r e c a s t  
25%  STATE OW NERSHIP

8 0 %

7 0 %

6 0 %

5 0 %

4 0 %

3 0 %

2 0 %

1 0 %

0 %

AKLNG Obligations as share of Unrestricted Revenue
(fall 2 0 1 3  official forecast)

25% equity, no TC

*25% equity, TC, no buyback

25% equity, TC, with buyback

, 1------------------- !------ ----------- —j—---------------- 1------------------- 1

2 0 1 4  2 0 1 5  2 0 1 6  2 0 1 7  2 0 1 8  2 0 1 9  2 0 2 0  2 0 2 1  2 0 2 2  2 0 2 3

Source: Department of Revenue - Revenue Sources B ook Fa ll 2013; B lack  and Veatch.

Assum es obligation is due in  the corresponding fiscal year; i.e. C Y  2019 obligation in F Y  2019, etc.
14



A K L N G  O b l i g a t i o n s  v s . G F U R  F o r e c a s t  
@  25%  STATE OW NERSHIP I N  MILLIONS OF DOLLARS

Unrestricted Revenue Forecast vs. AKLNG Obligations
FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 FY 2023

GFUR - fall 2013 official forecast $millions $ 4,930 $ 4,532 $ 4,609 $ 4,981 $ 5,105 $ 5,135 $ 4,810 $ 4,503 $ 4,654 $ 4,129

GFUR - fall 2013 forecast, Mid/High case $millions S 4,930 $ 4,532 $ 4,620 $ 5,070 $ 5,300 $ 5,470 $ 5,230 $ 5,000 $ 5,270 $ 4,810

AKLNG obligation - 25% equity, no TC $millions $ 35 $ 73 $ 153 $ 180 $ 116 $ 1,866 $ 3,203 $ 3,300 $ 2,719 $ 2,100

AKLNG obligation - 25% equity, TC, no buyback $millions $ 14 $ 29 $ 61 $ 72 $ 46 $ 954 $ 1,637 $ 1,686 $ 1,390 $ 1,073

AKLNG obligation - 25% equity, TC, w ith buyback $millions $ 14 $ 29 $ 158 $ 105 $ 67 $ 1,227 $ 2,109 $ 2,179 $ 1,808 $ 1,415

Obligation % of GFUR - 25% equity, no TC 1% 2% 3% 4% 2% 36% 67% 73% 58% 51%

Obligation % of GFUR - 25% equity, TC, no buyback 0% 1% 1% 1% 1% 19% 34% 37% 30% 26%

Obligation % of GFUR - 25% equity, TC, with buyback 0% 1% 3% 2% 1% 24% 44% 48% 39% 34%

Source: Department of Revenue - Revenue Sources Book F a ll 2013; B lack  and Veatch.

Assum es obligation is due in  the corresponding fiscal year; i.e. C Y  2019 obligation in F Y  2019, etc.
15
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A K L N G  O b l i g a t i o n s  v s . G F U R  F o r e c a s t  
@  25%  s t a t e  o w n e r s h i p  i n  b i l l i o n s  o f  d o l l a r s .

Unrestricted Revenue Forecast vs. AKLNG Obligations
FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 FY 2023

GFUR - fall 2013 official forecast $billions $ 4.9 $ 4.5 $ 4.6 $ 5.0 $ 5.1 $ 5.1 $ 4.8 $ 4.5 $ 4.7 $ 4.1

GFUR - fall 2013 forecast, Mid/High case $billions $ 4.9 $ 4.5 $ 4.6 $ 5.1 $ 5.3 $ 5.5 $ 5.2 $ 5.0 $ 5.3 $ 4.8

AKLNG obligation - 25% equity, no TC $billions $ 0.0 $ 0.1 $ 0.2 $ 0.2 $ 0.1 $ 1.9 $ 3.2 $ 3.3 $ 2.7 $ 2.1

AKLNG obligation - 25% equity, TC, no buyback $bi 11 ions $ 0.0 $ 0.0 $ 0.1 $ 0.1 $ 0.0 $ 1.0 $ 1.6 $ 1.7 $ 1.4 $ 1.1

AKLNG obligation - 25% equity, TC, w ith buyback $billions $ 0.0 $ 0.0 $ 0.2 $ 0.1 $ 0.1 $ 1.2 $ 2.1 $ 2.2 $ 1.8 $ 1.4

Obligation % of GFUR - 25% equity, no TC 1% 2% 3% 4% 2% 36% 67% 73% 58% 51%

Obligation % of GFUR -25% equity, TC, no buyback 0% 1% 1% 1% 1% 19% 34% 37% 30% 26%

Obligation % of GFUR -25% equity, TC, w ith buyback 0% 1% 3% 2% 1% 24% 44% 48% 39% 34%

Source: Department of Revenue - Revenue Sources Book Fa ll 2013; B la ck  and Veatch.

Assum es obligation is due in the corresponding fiscal year; i.e. C Y  2019 obligation in  F Y  2019, etc.
16
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A K L N G  —  L o n g  t e r m  p o t e n t i a l

2 5 %  E q u i t y  A l t e r n a t i v e  S O A  C a s h  F l o w  F o r e c a s t

$ 6 - 1

—— Go it  Aione 

T C  N o  B u y b a c k

( $ 2) J
2014 2019 2024 2029 2034 2039

Fiscal Years

Source: B la ck  and Veatch. Based on assumed 70% / 30%  financing split for debt/equity.

Assum es obligation is due in the corresponding fiscal year; i.e. C Y  2019 obbgation in F Y  2019, etc.
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A K L N G  —  L o n g  t e r m  p o t e n t i a l  —  2 5 %  e q u i t y

in M il l i o n s  o f  D o l la r s

iquity Alternative 25% - State Go It Alone 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041

Royalty [mm$/yr3 $1,230 S1.380 S1.360 $1,380 $1,410 $1,440 $1,460 S1.490 $1,510 $1,540 $1,570 $1,590 S1.62D $1,650 $1,690 $1,720 $1,760 $1,800
’ reduction Tax [mmS/yr] S750 SS90 $1,000 $1,200 $1,180 $1,160 $1,130 $1,100 S1.070 $1,120 $1,240 $1,280 S 1,250 51,230 51.000 S630 $490 S970
sen [mm$/yr] $160 S180 S180 $190 $200 $210 $220 $230 $230 $240 $250 $260 $270 $270 $280 $290 $310 $390
'otal Property Tax [mm$/yr) $1,000 $1,010 S910 S900 S880 $860 $840 $810 $790 $760 $730 $690 $670 $640 $640 $630 $590 $550
’ reject Ownership [mmS/yrj $880 S860 $850 S840 S830 $820 ' S800 $790 $780 $760 $750 $740 $720 $710 $690 $680 $660 $650

otal SOA Net Cash Flow [mm$/yr] $4,020 $4,420 $4,300 $4,510 $4,500 $4,490 $4,450 $4,420 $4,380 $4,420 $4,540 $4,560 $4,530 $4,500 $4,300 $3,950 $3,810 $4,360

iquity Alternative 25% - TC No Buy Back 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041

Royalty [mmS/yr] $1,170 $1,320 $1,300 $1,330 S1.350 $1,380 $1,400 $1,430 $1,450 $1,480 $1,510 $1,540 $1,560 $1,600 $1,630 S1.660 S1.700 $1,740
’ reduction Tax [mm$/yr) S700 $940 $950 $1,140 $1,120 $1,100 S1.070 $1,040 $1,020 $1,070 $1,190 $1,220 $1,200 $1,180 $940 $570 $440 $920
SCIT [mm$/yr] S160 $180 $180 $190 S200 $210 $220 $230 $230 $240 $250 $260 S270 $270 $280 $290 $310 $390
'otal Property Tax [mm$/yr] $1,130 $1,140 $1,030 $1,010 S990 $970 S950 $920 $890 $860 $320 $790 $750 $730 S720 $710 $660 S610
’ reject Ownership [mm$/yr] S460 $450 $440 S440 $430 $420 $410 $410 S400 $390 $380 $370 S360 $350 $340 S330 S320 $310

'otal SOA Net Cash Flow [mm$/yr] $3,620 $4,030 $3,900 $4,110 $4,090 $4,080 $4,050 $4,030 $3,990 $4,040 $4,150 $4,180 $4,140 $4,130 $3,910 $3,560 $3,430 $3,970

iquity Alternative 25% - TC with Buy Back 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041

Royalty [mm$/yrj $1,170 $1,320 S1.300 $1,330 $1,350 $1,380 $1,400 $1,430 $1,450 $1,480 $1,510 $1,540 $1,560 $1,600 S1.630 $1,660 $1,700 $1,740
’ reduction Tax [mmS/yr] S700 $940 S950 $1,140 $1,120 $1,100 $1,070 $1,040 $1,020 $1,070 $1,190 51.220 S1.200 $1,180 $940 $570 $440 S920
5CIT [mm$/yr) S160 $180 $180 $190 S200 $210 $220 $230 S230 $240 S250 $260 S270 $270 $280 $290 $310 $390
"otal Property Tax [mm$/yr) $1,130 $1,140 $1,030 $1,010 $990 $970 $950 $920 $890 $860 $820 $790 $750 $730 $720 $710 $660 $610
’ reject Ownership [mm$/yr] S610 S600 $600 $590 $580 $570 S560 $550 $540 $530 $530 $520 $510 $500 $490 S480 $550 $540

otal SOA Net Cash Flow [mmS/yr] $3,770 $4,180 $4,060 $4,260 $4,240 $4,230 $4,200 $4,170 $4,130 $4,180 $4,300 $4,330 $4,290 $4,280 $4,060 $3,710 $3,660 $4,200

Source: B la ck  and Veatch. Based on assumed 70% / 30%  financing split for debt/equity.

Assum es obligation is due in the corresponding fiscal year; i.e. C Y  2019 obbgation in F Y  2019, etc. 18
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D e b t  c a p a c i t y :  C u r r e n t  d e b t  o u t s t a n d i n g

$ 6 .6  t o  $ 8 .1  B i l l i o n  i n  O u t s t a n d i n g  S t a t e

D e b t  1 9 9 9 -2 0 1 4  S u m m a rized  by  ca tegory  in  m illion s
1999 2014

G eneral O bligation 2.4 840.2

State Supported
(leases & school debt reimbursement)

459.1 1,195.0

State G uaranteed
(Veteran’s Mortgage Program)

391.0 102.1

State Moral O bligation
(AMBBA, AEA, ASLC)

763.1 1,200.7

State Revenue
(AIAS & Sport Fishing Hatcheries)

210.4 595.7

U niversity 85.7 190.5

State A g e n cy
(AHFC, AMBBA, ARR, NTSC)

767.5 543.3

State A g e n cy  Collateralized  
(A H F C , A ID E A )

1,983.8 2,312.2

M unicipal 2,303.4 3,150.6*

2.4 840.2 (additional $303 million authorized but unissued)

S o u r c e :  A la s k a  P u b lic  D e b t  B o o k ,  T a b le  1.1

* $ 2 .0  b i l l io n  o f  M u n ic in a l  D e b t  is  a ls o  in c lu d e d  n r im a r ilv  in  th e  S ta te  S u n n o r te d . a n d  S ta te  M o r a l O b l ig a t io n  c a t e g o r ie s



D e b t  c a p a c i t y :  H i s t o r i c a l l y ,  d e b t  s e r v i c e  h a s  
b e e n  l o w  r e l a t i v e  t o  r e v e n u e

H i s t o r i c a l  T o t a l  S t a t e  D e b t  S e r v i c e  ( G . O .  a n d  S t a t e  S u p p o r t e d )

a s  a  P e r c e n t a g e  o f  U n r e s t r i c t e d  R e v e n u e s 1

%  F Y 2 0 0 3 - 2 0 1 3

Source: 2/ 13/2014 presentation to Senate Finance committee 21



D e b t  c a p a c i t y :  P r o j e c t e d  d e b t  s e r v i c e

P r o j e c t e d  S t a t e  D e b t  S e r v i c e  ( G . O .  P l u s  S t a t e  S u p p o r t e d  c o m p a r e d  

t o  G . O . ,  S t a t e  S u p p o r t e d ,  &  S c h o o l  D e b t  R e i m b u r s e m e n t )

^ s  a  P e r c e n t a g e  o f  U n r e s t r i c t e d  R e v e n u e s 1 F Y 2 0 1 4 - 2 0 2 3
%

5.0 i

4 .0

3.0

2 . 0  -  

1 . 0  •  

0 . 0

o
r s i

ld
rH
o
rsj

Highest state supported in 1 9 8 7 : 9 .3 %
Highest including school debt 1 9 8 7 : 1 5 .8 %

LD
rH
o
r \ i

rH
o
CNl

0 0
rH
o
r \j

G )
rH
o
r s i

O
r \ i
O
CM

CM
O
cm

Csl
<N
o
C\l

0 0  
r s i
o
rM

Source: 2/ 13/2014 presentation to Senate Finance committee 22



F i n a n c i a l  M a n a g e m e n t  a n d  D e b t  M e t r i c s
T h e  S t a t e  h a s  a  l o n g  t r a c k  r e c o r d  o f  c o n s e r v a t i v e  d e b t  p r a c t i c e s

^  G . O .  b o n d s  c a r r y  p l e d g e  o f  f u l l  f a i t h ,  c r e d i t  a n d  r e s o u r c e s  o f  t h e  S t a t e

^  S t a t e  p o l i c y  l i m i t s  d e b t  s e r v i c e  t o  l e s s  t h a n  8 %  o f  G e n e r a l  F u n d  u n r e s t r i c t e d  r e v e n u e

^  D e b t  s e r v i c e  a s  a  p e r c e n t a g e  o f  u n r e s t r i c t e d  G e n e r a l  F u n d  r e v e n u e s  h a s  r e m a i n e d  l o w  

f o r  1 5  y e a r s

^  1 0 - y e a r  a v e r a g e  1 . 5 % ;  F Y 2 0 1 3  w a s  1 . 7 %  ( 3 . 3 %  i n c l u d i n g  s c h o o l  d e b t  r e i m b u r s e m e n t s )

^  U s e  o f  e x e c u t i v e  p o w e r  t o  c o n t r o l  e x p e n s e s  

^  H i s t o r i c a l  P r e f e r e n c e  f o r  u t i l i z i n g  p a y - a s - y o u - g o  f u n d i n g  v e r s u s  d e b t  

^  C u r r e n t  a n d  F u t u r e  b o r r o w i n g :

^  2 0 1 2  G . O .  A u t h o r i z a t i o n  f o r  S t a t e  t r a n s p o r t a t i o n  p r o j e c t s  ( u p  t o  $ 4 5 3  m i l l i o n )

^  I s s u e d  $ 1 4 9 . 6  m i l l i o n  B o n d  A n t i c i p a t i o n  N o t e  i n  M a r c h  2 0 1 3

>  A n t i c i p a t e  i s s u i n g  u p  t o  $ 2 3 0  m i l l i o n  B o n d  A n t i c i p a t i o n  N o t e  i n  M a r c h  2 0 1 4  a n d  $ 3 5  m i l l i o n  

C e r t i f i c a t e  o f  P a r t i c i p a t i o n  i n  A p r i l  2 0 1 4

^  S t a t e  f i n a n c i a l  s u p p o r t  h a s  b e e n  d i s c u s s e d  f o r  a  n u m b e r  o f  s t r a t e g i c  c a p i t a l  

i n i t i a t i v e s

Source: 2/ 13/2014 presentation to Senate Finance committee
2 3



C A N  T H E  S T A T E  G O  IT  ALOtM E? 
-  S T A T E 'S  D E B T  C A P A C IT Y

& H I

• Financing the State's share of the AKLNG Project on the State's 
balance sheet -  key issues:

At what cost of debt? 
Debt servicing as what % of general fund unrestricted 
revenue?

Scenario 1  

(lower interest)

Scenario 3  

(higher interest)

SOA Debt at 4 .6 %
Debt Service limited to 3 % of GFUR

• SOA Debt at 4 .9 %
• Debt Service limited to 5 % of GFUR

• SOA Debt at 5 .6 %
• Debt Service limited to 6 % of GFUR

H i g h - l e v e l ,  i n d i c a t i v e  a s s u m p t i o n s  b a s e d  o n  i n p u t  f r o m  D e p a r t m e n t  o f  R e v e n u e  

B a s e d  o n  m a r k e t  c o n d i t i o n s  a s  o f  F e b r u a r y  2 0 , 2 0 1 4 m



3\N T H E  S T A T E  G O  IT  A L o i lE ?  
S T A T E 'S  D E B T  C A P A C IT Y  @  2 0 %  O W N E R S H IP

S ta t e  o f  A la s k a  I n v e s t m e n t  in A K LN G  P r o je c t  -  D e b t  C a p a c ity  fo r  20%  O w n e r s h ip

$ 1 2

$ 8

S $4

$ 0

H i g h - l e v e l ,  i n d i c a t i v e  a s s u m p t i o n s  b a s e d  o n  i n p u t  f r o m  D e p a r t m e n t  o f  R e v e n u e  

B a s e d  o n  m a r k e t  c o n d i t i o n s  a s  o f  F e b r u a r y  2 0 ,  2 0 1 4  

A s s u m e s  $ 5 5  b i l l i o n  i n  n o m i n a l  d o l l a r s  f o r  t o t a l  p r o j e c t  c o s t s



C A N  T H E  S T A T E  G O  IT  A L o i lE ?  
-  S T A T E 'S  D E B T  C A P A C IT Y  @  2 5 %  O W N E R S H IP

S t a t e  o f  A la s k a  I n v e s t m e n t  in  A K LN G  P r o je c t  -  D e b t  C a p a c ity  fo r  25%  O w n e r s h ip

$16
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H i g h - l e v e l ,  i n d i c a t i v e  a s s u m p t i o n s  b a s e d  o n  i n p u t  f r o m  D e p a r t m e n t  o f  R e v e n u e  

B a s e d  o n  m a r k e t  c o n d i t i o n s  a s  o f  F e b r u a r y  2 0 ,  2 0 1 4  

A s s u m e s  $ 5 5  b i l l i o n  i n  n o m i n a l  d o l l a r s  f o r  t o t a l  p r o j e c t  c o s t s
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L i q u i f i e d  N a t u r a l  G a s :  

A l a s k a ’s O n c e  a n d  F u t u r e  E x p o r t ?
N atural gas is an abundant resource 
w ith in  Alaska.

C om pared  to oil p rod uction , 
natural gas p rod uction  in Alaska is 
several orders o f  m agnitu de smaller, 
in clu d in g  the a m ou n t o f  tax revenue 
it generates for the State o f  Alaska. 
N evertheless, natural gas production  

has played a sign ificant role in  
Alaska’s econom y.

Alaska’s natural gas prod uction  
prim arily com es from  tw o  regions: 

the C o o k  In let and the N orth  
Slope. T he first m ajor com m ercial 
gas discovery cam e in C o o k  In let in 

1 95 9 , th e year Alaska becam e a state. 
N atural gas was later fou n d  along  
w ith  oil at Prudhoe Bay (central 
N orth  Slope) in  1968 .

The export o f  natural gas in  a 
liquefied  state to Japan was on e  

o f  Alaska’s first m ajor world-class 
d evelop m en t projects. C o o k  Inlet 

natural gas has been  produced  for 
export to Japan and for in-state use 
for over a half-century. O verall, since  
19 5 9 , C o o k  Inlet has produced  over 
7 .7 5  trillion cu b ic feet o f  gas(1); o f  

this about 2 .5  trillion  cub ic feet has 
b een  exported.®

F igu re 3-A : G e o g r a p h ic  O v erv iew

North Slope • •

Cook Inlet

Source: Background Image “Pacific Centric SVG World Map”, http://commons.wiki- 

media.org/wiki/File:Blank_Map_Pacific_World.svg. Accessed 13 November 2013.

Figure 3-B  show s natural gas exports 
for C ook  Inlet from  19 8 9  to 2 0 1 1 . 
Regular exports to  Japan ceased by 
2 0 1 1 .

Locally, by the 1980s, natural 
gas becam e the prim ary fuel for 
generating electricity and for heating  
Alaska’s largest city, A nchorage, and  
the “Railbelt” area tied  in to  the  

electrical grid. Earlier, in the area o f

Barrow (western N o rth  Slope), the  
U S N avy  discovered natural gas as 
early as 1949 . This field rem ains a 
source o f  energy for Barrow, on e o f  

the few  settlem ents in the A rctic to 
be alm ost com p letely  powered and  

heated by natural gas. The village o f  
N u iq su t (central N orth  Slope) is also 

powered and heated  by natural gas.

The export o f  L N G  (liquefied

(1) This chapter will predominantly use the English conventions for measuring natural gas used in the United States, rather than the Interna­
tional System of Units (metric system).

^  (2) Oil and Gas Division of the Department of Natural Resources

14 • Fall 2013 Revenue Sources Book www.tax.alaska.gov

http://commons.wiki-
http://www.tax.alaska.gov


F igu re 3 -B : A lask a  L N G  V o lu m e s  a n d  P rice
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(Source: US Energy Information Agency

natural gas) was on e o f  the major 

drivers o f  Alaska’s econ om y and  
h elped  establish Alaska as an energy  
exporter. The export o f  L N G  from  

C o o k  Inlet also set the stage in h ow  
the State w ou ld  interact w ith  the  
d evelopm en t o f  the N orth  S lope -  
prim arily in understanding that the 
act o f  exporting a resource outside o f  
Alaska can be an engine o f  econ om ic  
growth.

T he possibility o f  a large-scale project 
that can export the im m ense N orth  
Slope natural gas resources to N orth  
A m erican or global markets has been  
tantalizing and frustrating Alaskans 
for alm ost h a lf a century. E con om ic

and com m ercial con d ition s for a 
N orth  S lope natural gas project have 
n ot coalesced in the last forty years. 
D iscussion  about the potentia l o f  
such exports is often  a m ajor issue 
w ith in  Alaska, and began about the 
sam e tim e major o il discoveries were 

m ade on  the N orth  Slope.

N a t u r a l  G a s  B a s i c s

N atural gas is a m ixture o f  
hydrocarbons, at least 70%  m ethane 
(C H 4) by volu m e, that, at am bient 
tem peratures, is in gaseous form . The 
gas can be burned to  release energy  
in the form  o f  heat for electricity  
generation and steam  generators, 
as w ell as residential, com m ercial,

and industrial h eating and cooling. 
The heating value o f  natural gas 
w ith in  the U S  is defined  as g iving  
o ff  betw een 9 5 0  and 1 ,1 0 0  British  

Therm al U nits (B T U )(I) per standard  
cubic foot (scf), under standard  
atm ospheric con d itions. A  barrel o f  

oil, by com parison , gives o f f  about as 
m uch  energy as six thousand  cubic  
feet (m cf) o f  natural gas. A  com m on  
rule o f  thum b is to d ivide gas 
volum es in thousands o f  cub ic feet 
by six to approxim ate the “barrel o f  
oil equivalent” o f  gas p roduction  and  
con su m p tion . The exact conversion  
factor varies.

(1) O n e B T U  is the am ou n t o f  energy n eeded  to heat or coo l o n e  p o u n d  o f  water on e degree. 

Alaska D ep artm ent o f  R evenue • Tax D iv ision LNG - 15



N atural gas is m ore abundant 
and cleaner b urn in g  than other  
hydrocarbons, b ut is m ore difficult 
to  transport and store. Like oil, 
natural gas can be transported  
over lon g  distances in p ipelines. 
H ow ever, unlike o il, w h ich  is liqu id  
at am b ien t tem perature, natural gas 
is d ifficult to ship  by sea. N atural 
gas can be ch illed  to extrem ely co ld  
tem peratures (-259° F) to b ecom e  
a liquid . In its ch illed  state, natural 
gas is 6 0 0  tim es denser than the  
original gas at am bient tem peratures. 
L iquified  natural gas can be easily  

transported o n  very large m arine 
vessels to  m arkets, where it is re­
gasified and used as con ven tional 
natural gas. H ow ever, liqu ifaction  
is a costly  process. O n e  w ay to  
export natural gas from  Alaska is to  
deliver gas by p ipelin e to  a tidewater 

liquefaction  plant, convert the gas to  
L N G  and then  ship  it from  a m arine 

term inal to  the d estin ation  market.

A l a s k a ,  a n  e a r l y  g l o b a l  

l e a d e r  i n  L N G  e x p o r t s

Alaska was on e o f  the earliest 
pioneers in the global trade o f  

L N G . A  L N G  p lant on  the Kenai 
Peninsula, in  N ik isk i, Alaska, 
operated betw een  19 6 9  and  

20 1 1  and sh ipp ed  gas to Japanese 
electrical utilities. This L N G  plant 
was a g lobally  sign ificant project, 
since it was the w orld ’s second-ever  
in tercontinental L N G  project, after 
an export project betw een  Algeria  
and Italy. In ad dition  to m on etiz in g  

a w orld-class natural gas source at 
tidewater, this project created the 
initial destination  infrastructure that 
allow ed Japan to b ecom e a m ajor 
user o f  L N G  from  global sources.
For the exporter, because o f  U S  
m aritim e laws, prim arily the Jones

16 • Fall 2013 Revenue Sources Book

A ct, the L N G  cou ld  be m oved  from  
Alaska overseas to  Japan on  low -cost, 

foreign-ow ned, foreign-built and  
foreign-operated tankers. This w ou ld  

n o t have been the case i f  L N G  was 
delivered to the U S , w hich  w ou ld  
have required higher cost vessels and  
operating con d ition s related to the 
Jones Act.

For m any years, C o o k  Inlet gas was 
considered relatively inexpensive, 
and was so p lentifu l relative to w hat 
was exported to  Japan and w hat was 
locally  used that the natural gas was 
also converted to a relatively low  

valued  com m odity , urea (am m onia) 
fertilizer, at a p lant in Kenai, Alaska. 
The fertilizer was also exported. The 
p lant was a m ajor em ployer, w ith  
over 2 5 0  p eop le em ployed , in the 
K enai area from  1969  until 2 0 0 7 . 
Before it closed, it was the second  

largest producer o f  urea in the U S.

S ince the early 2 0 0 0 s , local dem and  
for natural gas expanded w ith  the 
grow th o f  Alaska’s p opu lation  in 

the south-central area. A t the same 
tim e, gas p rod uction  declined, 

prim arily because additional reserves 
were n ot developed  w ith in  C ook  
Inlet. In 2 0 1 1 , according to the U S  
Energy Inform ation  A dm inistration, 
Alaska consum ers used over 85 b cf  
o f  natural gas, w hich  accounted  for 

63%  o f  pow er generation in the State 
and 53%  o f  heating fuel. See Figure 
3 -C  for Alaska con su m p tion  trends 
from  2 0 0 4 -2 0 1 1 .

As natural gas prices in N orth  
A m erica rose to a ll-tim e highs and  
the prices becam e higher relative to  

prices for L N G  shipped to Asian  
markets, and since there was no  
regasification term inal to accept 

Alaska L N G  on  the U S  W est Coast, 
the deposits in  C o o k  In let were n ot

o f  great interest to the industry.

The fertilizer p lant closed  in 2 0 0 7  
and the L N G  plant in 2 0 1 1 , as 
higher value use com p eted  for 
d im in ish in g  gas production , and  
because proved gas reserves were 
n ot sufficient to m eet anticipated  

A nchorage dem and. For the 
sam e reason, lack o f  available gas 

forced the N ik isk i L N G  plant to  
close. C on sisten t L N G  exports to  
Japan ceased in 2 0 1 1 . Figure 3 -D  
sh ow  C o o k  Inlet contributions to  
prod uction  tax and royalty for 1991-  
2 0 1 2 .

L o c a l  U s e  o f  N a t u r a l  G a s

R esolving gas supply for A nchorage  

issue becam e an im portant issue 
for the M unicipality  o f  A nchorage  
and the State. In 2 0 1 2 , a gas storage 
facility was constructed, w hich  allows 
extra gas produced  in sum m er to be 
saved for use in the w inter for peak  
dem and, at tim es w hen  dem and  
outpaces production .

Several different proposals to resolve 
A nchorage’s gas requirem ents 
in cluded  bringing natural gas from  

the N o rth  S lope by p ipeline (small 
or large diam eter); exploring and  

discovering additional reserves in 
the C o o k  Inlet an d/or nearby; or, 
bringing in L N G  in to  the A nchorage  
m arket. In the short-term , w hile  
production  has d eclined  and  

dem and in south-central Alaska has 
increased, the overall rise in price as 
w ell as a fiscal p o licy  that includes 
significant credits for exploration and  

developm en t resulted in increased  
exploration. Increased exploration  
has, in turn, discovered new  supply  

for natural gas, and the A nchorage 
m arket n ow  has sufficient supply  
through 2 0 1 8 , according to  the
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Figure 3-C: Cook Inlet Gas Consumption and Sum of Heating Degree Days Annually
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Source: Alaska Department o f  Natural Resources Oil and Gas Division

D ep artm ent o f  Natural Resources.

A  sm all am oun t o f  C o o k  In let gas 
is trucked to Fairbanks for heat and  

power. Currently, 1 ,1 0 0  households  
in  the Fairbanks area use natural 
gas. For the m ost part, however, 

Fairbanks and m ost ou tly ing  areas 
o f  the State do n ot use natural gas 
for electricity generation, and face 

significantly higher u tility  costs than  

south-central Alaska. Fairbanks faces 
an energy crisis because o f  h igh  
prices for electricity and heating. The 
heating issue is exacerbated by the  
fact that m any peop le are heating or 
su pp lem enting  their ordinary heating  

system s w ith  firew ood, w hich  has 
created a significant problem  w ith  
air quality in  the area. Current lim its  
o f  the facility in B ig Lake (where 
the C o o k  Inlet gas is loaded on  
trucks) have created dem and for a 
n ew  supply source from  the N orth  
Slope. Access to increased supply  
o f  gas for Fairbanks cou ld  reduce

the costs o f  b oth  space heating and  
electrical generation for the Interior. 
W ith o u t a p ipeline to supply the 
gas to Fairbanks, trucking gas from  
the N orth  Slope has been proposed  
as a fast, flexible and efficient way  
to serve the Interior and resolve the  
gas supply issue for Fairbanks in the  
short-term . The trucking project has 

been  discussed for several years, and  
m ay m aterialize in the near-term.

A n expanded use for natural gas is 
a part o f  the d iscussion about the  

energy use m ix w ith in  the State, 
especially in terms o f  electricity  
generation. Should  N orth  Slope  

gas be delivered to south-central 
Alaska or C o o k  Inlet production  
increase, at a com petitive price, at 
sufficient volum es, new  uses are 
proposed  for natural gas w ith in  the 
State. For exam ple, several m in in g  
projects have proposed using natural 
gas to power their operations. The  

developer o f  the D o n lin  Creek gold

m ine, a m ajor prospect located  
near Bethel in Southw est Alaska, 
proposed  constructing a 3 1 2 -m ile -  
lon g  p ipelin e to  the m in e to generate f 
power. Pebble Partnership proposes  
using natural gas in  its con cep t plan  
to pow er m in e operations. This is 
also cou p led  w ith  the th ou gh t that 
such a gas supply cou ld  provide a 
cleaner and cheaper fuel to  generate 
electricity for the larger region, w hich  

currently relies m ain ly  on  fuel oil 
that is barged in. A lso, any electrical 
energy generated in A nchorage  
can enter the R ailbelt regional grid  
b en efiting even the Fairbanks area 
popu lation . L N G  im ports have even  
been considered should  a regional 
source o f  natural gas be unavailable.

P a s t  P l a n s  f o r  A l a s k a  

N a t u r a l  G a s  E x p o r t

T he Prudhoe Bay oil discovery in 
1968  that led to the construction  

o f  the Trans-Alaska P ipeline System

Alaska Department of Revenue • Tax Division LNG • 17



Figure 3-D : Production Tax and Royalty Collections on Cook Inlet Natural Gas and Japan Natural Gas Price
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Source: Alaska Department o f  Natural Resources

(TA PS) also in clu d ed  an estim ated  
2 6  trillion  cub ic feet o f  natural gas, 
w h ich  has been  revised to over 35  
trillion  cu b ic feet o f  gas. Efforts to 
com m ercialize natural gas began  
soon  after the com p letion  o fT A P S , 
and over forty years there have been  
n um erous and even com p etin g  

proposals to m ove N o rth  Slope  
gas to m arkets. H ow ever, to date, 
Alaska does n ot export N orth  Slope  
gas, a lthou gh  natural gas is used  
for en h anced  oil recovery and for 
electricity generation o n  the N orth  

Slope.

The use o f  natural gas o n  the N orth  
Slope is n o t insignificant. Producers 
are p roh ib ited  by law  from  flaring 

natural gas o n  the N o rth  Slope. 
Instead, they use it for power  
generation  to  support oil production . 
Since o il prod uction  began in 1977 ,
6 trillion  cu b ic feet o f  gas has been  
used for power. S om e natural gas

is produced as liquids that can be 
sh ipped  through the TA PS along  
w ith  oil. S ince the com p letion  o f  the  
Central Gas Facility in  1986 , over 
6 0 0  m illion  barrels o f  gas liquids 

have been produced. S om e o f  the gas 
is turned in to  a “m iscible injectant” 
that helps increase o il production . 
The rem aining gas is re-injected  
in to  the Prudhoe Bay reservoir to  
m aintain pressure and help increase 
oil production .

In 1976 , C ongress passed the  
Alaska N atural Gas Transportation  

A ct, w hich  provided for expedited  
developm en t o f  a p ipeline. The  

fo llow in g  year, the U n ited  States and  
C anadian governm ents approved  
the construction  and ow nership  o f  a 
p ipeline along a route that follow ed  
the Alaska H igh w ay through C anada  
to reach C on tin en ta l U S  custom ers. 
A  com p eting  project at the tim e  

included  the El Paso N atural Gas

project to export L N G  to California, 
also called the “All-Alaska” route 
(a nam e used later by other Alaska 
projects that fo llow  a sim ilar route), 
to a m arine term inal near the o il 
term inal in  Valdez, Alaska that was 
rejected under the sam e federal 
certification process that approved  

the Alaska H ighw ay route. Even  
an “over-the-top” offshore route in 
the A rctic O cean  to C anada and  
ultim ately to  U S  East C oast markets 
was proposed  at the tim e.

D eregu lation  o f  the U S  d om estic  
natural gas industry led to a supply  
increase and a price drop for the 
destination  markets in the Low er-48  

and the Alaska H ighw ay project 
never m aterialized. In the end, n one  

o f  the projects were able to answer 
the u ltim ate question  to investors 
and project organizers: d id  the 
m argin betw een  the delivered cost 
and the expected price per u nit o f
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Total

gas result in sufficient net 

returns to  justify the risk?
In 198 3 , these costs needed  
to beat about $ 3 .0 0  per 
thousand cu b ic feet o f  gas 

in real 1983  prices, w hile  
annual average w ellhead  
prices hovered above $ 2 .5 0  
per thou sand  cubic feet.
By 19 8 6  were less than $2  
per thousand  cub ic feet.
O n ly  the southern leg o f  the 
planned Alaska H ighw ay  
route was constructed, 
allow ing gas from  the 
Province o f  Alberta to 
help m eet C ontin en ta l 
U S dem and. N atural 
gas w ellhead  prices on ly  
passed the nom in al $3  per 
thou sand  cub ic feet threshold in 

2 0 0 0 .

Studies d on e in the 1980s revived 
a proposal to establish an L N G  
export operation for N orth  Slope 

gas to Asia, but prices failed to  
support the com m en cem en t o f  such  

a project. Interest in a gas p ipeline 
picked up again around the turn o f  
the m illenn iu m  due to rising prices 
and d em and in the C ontinental 
U S , prim arily in using gas in  
electricity generation. In 1998 , the 
Alaska Legislature passed the Alaska 
Stranded Gas A ct D evelop m en t 
Act, w h ich  allow ed the State to 

negotiate special fiscal, tax and  
royalty term s, and regulatory terms 

w ith  the N orth  S lope oil producers, 
for an L N G  project that exported  
“stranded gas,” defined  as gas that,
“ . . .  is n ot being m arketed due to 
prevailing costs or price con d itions as 
determ ined  by an econ om ic analysis 
by the D ep artm ent o f  Revenue 
com m ission er for a particular 
project.” The act was reauthorized

T able 3 -1 :  N o r th  S lo p e  G as P o te n tia l

Exploration Area
Mean Technically Recoverable Gas 

(trillion cubic feet)

Prudhoe Bay 23

Point Thompson 8

ANW R 9

Beaufort Sea OSC 32

Chukchi Sea OCS 77

Colville-Canning Area 38
&  adjacent state waters

NPR-A 53

240

Sources: U.S. Department o f  Energy, August 2007; 
BO EM , 2011 National Assessment. Energy Information 

Administration, 2009AnnadEnergy Outlook.

in 2 0 0 3  and extended  to any N orth  
Slope gas p ipeline project.

In 2 0 0 4 , Congress passed the 
Alaska N atural Gas P ipeline  
Act, w hich  established a federal 
project coordinator, provided for 
loan guarantees, and offered tax 

and regulatory incentives for a 
p ipeline project. These laws led  
to n egotiations betw een the State 
adm inistration and the producers 
that cu lm in ated  in a contract in  
2 0 0 6  that was rejected by the State 
Legislature. A t this tim e, annual 
average n om in al w ellhead  prices 
in N orth  A m erica exceeded $ 6  per 
thousand  cu b ic feet.

In 2 0 0 7 , the State Legislature passed  
the Alaska G asline Indu cem ent Act 
(AG IA ), w h ich  provided for partial 
reim bursem ent for a developers  
expenses, up to $ 5 0 0  m illion , in  

exchange for agreeing to terms 
in clu d ing  fo llow in g the State’s 
tim eline. TransCanada, a Canadian  
p ipelin e com pany, was awarded  
the license on  the project, and

Alaska Department of Revenue • Tax Division

E xxonM obil later agreed  

to w ork w ith  them  on  the 
project. M eanw hile, BP and  
C on ocoP h illip s launched  a 
com p etin g  proposal, called  
D en ali -  T he Alaska Gas 
Pipeline. The plans in  their 

various incarnations called  
for a p ipelin e to Canada  
to lin k  in to  m id-A m erican  
m arkets that were sim ilar 
to  the Alaska H igh w ay  
proposals o f  the 1970s.

Falling natural gas prices 
in  the C on tin en ta l U S  due  

to  the explosion  o f  shale 
gas p roduction  drastically 

increased the N orth  
A m erican supply w ith in  
a period o f  a few  years. In 

2 0 1 2 , the three m ain N orth  Slope  

oil producers, and ow ners o f  N orth  
Slope natural gas resources, jo ined  
together to  propose a p ipeline to  a 

south-central Alaska L N G  facility  
that w ou ld  export gas to Asian  

markets, rather than a p ipeline to  
N orth  A m erican markets. W ork  

con tinu es on  this plan, and a 
prelim inary con cept was selected  in 
early 2 0 1 3 . The current proposed  
project is reported to  have an 
estim ated cost o f  betw een  $ 4 5  and  
$ 6 5  b illion  for a gas treatm ent plant, 
a 4 2 -in c h  p ipeline, and an L N G  

export facility (three trains delivering  
15-18  m illion  tons o f  L N G ) in 

N ikisk i on  the Kenai Peninsula.

T w o other L N G  proposals include  

a recent proposal from  Japanese 
com p any Resources Energy Inc.
(REI) and an older proposal, by  
the Alaska G asline Port A uthority  
(AG PA), a jo in t venture organized in 
1999  betw een the Fairbanks N orth  
Star B orough, Valdez, and, at one  
tim e, the N orth  Slope B orough. The
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port authority project applied  for an 
export license, b u t the proposal was 
rejected in  2 0 1 3  b y  the D ep artm ent  
o f  Energy.

Parallel to these efforts to construct  
a large-diam eter p ipelin e is an effort 
to  construct a sm aller p ipelin e to  

transport N orth  S lope natural gas, 
to serve the local needs o f  Alaska 

consum ers in the south-central area. 
In 2 0 0 2 , Alaska voters approved  

a ballot m easure that created the  
Alaska N atural G as D eve lop m en t  
A uthority  (A N G D A ), w h ich  was 
vested  w ith  the authority to act as 
a shipper and obtain  financing for 

a project. In 2 0 1 0 , the Legislature 
created the Alaska G asline  
D ev e lo p m en t C orporation  (A G D C ), 
as a subsidiary o f  the Alaska H ou sin g  
Finance C orporation . A G D C  was 
tasked w ith  m ovin g  forward w ith  
the Alaska Stand A lon e P ipeline  
(ASAP) project to build  a line. In  

2 0 1 3 , the Legislature m ade A G D C  
an in d ep en d en t corporation and  
fo lded  A N G D A ’s operations in to  
it. T he A G D C  project itse lf reports 

a cost estim ate o f  $ 7 .7  b illion  for a 
3 6 -in c h  p ipelin e to  A nchorage and  
a gas con d ition in g  facility on  the 
N o rth  S lope $ 4 .9  and $ 2 .8  b illion , 
respectively.

N a t u r a l  G a s  M a r k e t s

The physical requirem ents needed  
to transport natural gas dictate the  
m anner in w hich  it is m arketed and  
used. C ountries or regions that have 

deposits o f  natural gas and have 
w ell-developed  natural gas p ipeline  

networks are able to  m ove the gas 
to where it is needed. C ountries or 
regions w ith ou t natural gas or use 
m ore natural gas than they produce, 
m ust im port gas either by p ipeline  
or m ust im port L N G  at a m arine

term inal. A n  exam ple o f  the former 
is G erm any’s use o f  Russian natural 

gas that is delivered by large-diameter 
pipeline, and an exam ple o f  the 
latter is Italy’s im port o f  Algerian  
gas by sea. South  Korea, w hich  has 
little dom estic gas, but has a well- 

developed national gas p ipeline  
network, is able to im port natural 
gas through three injection points 

and distribute it relatively efficiently  
throughout the country. In contrast, 
Japan has a very rudim entary national 
pipeline network, and relies on  
over 2 0  m arine term inals to  accept 
natural gas. The electrical utilities 
ow n  m ost o f  the L N G  im port 

terminals and  the natural gas is used  
to  generate electricity, w hich  is then  

distributed throughout the country. 
R igid  right-of-way laws have m ade 
the establishm ent o f  a gas pipeline  
netw ork problem atic.

Globally, the major d istinction, 
therefore, is betw een natural gas that 
can be delivered by p ipeline overland  
and natural gas that is sold  as L N G  
by sea. Historically, Alaska’s natural 
gas, produced  at tidewater in C ook  
Inlet, was a natural candidate as an 

L N G  export project.

However, projects to export Alaska’s 
N orth  Slope gas are always faced by  
various options, includ ing m oving  
natural gas by p ipeline to N orth  
A m erican markets via a route to the  
closest major Canadian hub located  
in Alberta, know n  as the Alberta 
Energy C om p any (A E C O ) hub. 
O ther options include m oving the 
gas to a m arine liquefaction plant 

for export to Japan or other markets 
in  Asia, or, even to N orth  Am erican  
W est C oast markets, w hich  require 
the additional cost o f  constructing an 
im port terminal at the destination. 
There have been other options

considered as well. There is the so- 
called “over-the-top” op tion , w ith  

a p ipeline go in g  due east along the  
Arctic N ational W ild life Refuge, in to  
Canada. This op tion  w ould  p ick  up  
Canadian arctic gas deposits, and  
be delivered to the previously h igh- 

priced markets o f  the U S  N ortheast. 
This op tion  is typically rejected  
because o f  d ifficult environm ental 
perm itting issues related to the federal 
refuge, and because the p ipeline  
has a relatively short length w ith in  
Alaska and the U n ited  States and has 
been cou ch ed  as benefiting Canada  
disproportionately. In fact, there is a 
state resolution (H JR  44 , 2 0 0 2 ) and  

a federal law  (Alaska Natural Gas 

Pipeline Act, 2 0 0 4 ) that prohibits 
the “over-the-top op tion .” There is 

the op tion  o f  a shorter p ipeline to 
the Bering Sea, or taking gas directly  
ou t o f  the Arctic on  L N G  vessels, 
but these op tions have significant 
technical challenges.

Either op tion  requires significant lead  
tim e and large capital costs, and the 
construction  o f  an overland pipeline  
either to Canada or to  south-central 
Alaska. H owever, on e op tion  ties 
Alaska natural gas directly in to  N orth  

Am erican markets and the extensive 
pipeline network, w hile the other, 
w ou ld  have Alaska con tinu e as a 
player in the m arine L N G  trade.
For the export o f  Alaska N orth  
Slope gas, the price differentials at 
various tim es w ou ld  have on e option  

seem  advantageous over the other. 
H owever, over a thirty year period, 
the price differential betw een the two  

destinations has been large and small, 
and has reversed several times.

Globally, population  centers and  
energy basins exist in  different 
locations. N ow here is this m ore 
p ronounced  than w ith  the Asian
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econom ies o f  Japan, R epublic 
o f  Korea and Taiwan. Japan, as 

m en tion ed  before, is unique since 
its gas supply com es into m any  
different terminals associated w ith  
an electrical u tility  and the national 
p ipeline network is non-existent. 
These three industrialized countries 

are the prem ium  markets for L N G .
In addition, C hina, India, South  
Am erica, the M iddle East, India and 

European countries represent new  
and grow ing markets for L N G . These 

n ew  L N G  dem and centers have m ore 
energy op tions than Japan and Korea, 
resulting in weaker prem ium  L N G  
prices in  these locations. Yet, these 
regions are reliant on  external L N G  

sources.

Basins located in Russia, Qatar, 
Australia, and others are the m ain  
suppliers to the global L N G  market. 
Suppliers to the L N G  market are set 
to rapidly expand. U p  to 25  countries 
have proposed plans to build export 
L N G  terminals or add additional 
capacity over the next decade. These 
additional exporters have little or no  
current capacity. Ironically, w ith  L N G  
prices at unprecedented highs, Alaska, 
on e o f  the first suppliers o f  L N G  in 
the w orld, has ceased to produce and  
export L N G  from  C ook  Inlet.

N a t u r a l  G a s  P r i c e s

T o sh ow  h o w  these m arkets interact 
and to  get a p icture o f  the current 

co n d itio n s o f  the global m arket 
for natural gas that are relevant to 
Alaska, w e com pare m ajor natural 
gas pricing p o in ts — the U S  G u lf  
C oast H en ry  H u b  (H H ), the U K ’s 
E uropean N ation a l B alancing P oin t 
(N B P ), and the Japan-Korea M arker 

(JK M ).

H en ry  H u b , in  Louisiana, is the

price hub  that defines the m arket 
for N o rth  A m erican  p ip elin e gas in  
m id-A m erica. P ip elin e infrastructure 
defines natural gas m arkets in  N orth  
A m erica. H en ry  H u b  natural gas 
prices are th e m ost o ften  q uoted  
natural gas prices in N o rth  A m erica. 
N atural gas pricing in  N o rth  

A m erica is lu cid , d esp ite a large 
geographical area the infrastructure 

covers. W ith  accessible  
infrastructure, large reserves, cu ttin g  
edge p rod u ction  techn ology , stable 
governm ents, large num bers o f  
suppliers and con su m ers, financial 
m arkets and other factors, have 
created an unparalleled  d istrib ution  

system . E xtensive infrastructure 
cou p led  w ith  a m assive am ou n t 
o f  associated  gas p rod uced  a lon g  
w ith  th e relatively n ew  “shale o il 
revolu tion ” in N o rth  A m erica, the 
U S  currently has som e o f  th e low est 
natural gas prices in  the w orld . O n ly  
five years ago, this was n o t the case. 
A n n u al average prices were alm ost 

trip le w hat th ey  are tod ay at the 
w ellhead.

The N a tio n a l B alancing P oint 
(N B P ) is a virtual trading location  
and is a price p o in t for British  
gas. U n lik e  H en ry  H u b , it is n o t a 

physical location . It in clu d es N o rth  
Sea gas in to  th e U K  and has b oth  
a p ip elin e and L N G  natural gas 
m arket co m p o n en t. It is also the  
price and delivery p o in t for the 
In tercon tin en ta l E xchange (IC E) for 
natural gas futures contracts.

The Japan-K orea M arker is 
N orth east Asia’s p ric ing  p o in t  
that consists o f  an L N G  im port 
m arket co n n ected  to  S ou th  Korea’s 
n ation al p ip elin e system , and the 
large n um ber o f  m arine term inals 

in  Japan w here the natural gas is 
directly  con verted  in to  electricity.

Alaska Department of Revenue • Tax Division

Japan L N G  also supplies a relatively  
in efficient c ity  gas m arket.

Figure 3 -E  illustrates natural 
gas prices globally, in c lu d in g  
a com p arison  w ith  o il, o n  an 
equivalent therm al basis.

W h ile  the global gas price hubs 
co n tin u e  to  fo llo w  o il prices,

H en ry  H u b  n otab ly  does not. In  
general, th e m ajor price hubs have 
experienced  sign ifican t d ivergence  
in price. U n til 2 0 0 7 , these m arkets 
n orm ally  traded w ith in  $2-$3 o f  
each other. Currently, th e p ip elin e  
m arket and  the L N G  m arket 
differentials have never b een  greater, 
con sisten tly  exceed ing  $ 1 0 . The  
current d ivergence b etw een  H en ry  

H u b  and th e Japan-K orea m arket 
differs by m ore than  five tim es.

In the 1 990s, natural gas prices in 
N o rth  A m erica w ere relatively low  
and stable, and natural gas becam e  
extrem ely popular in electricity  
generation  because it was a cheaper 

and cleaner b urn in g  fuel, relative 
to  coal and oil. O n  the d em and  
side, th e U S  deregulation  and  
restructuring o f  th e natural gas 

in du stry  exp an ded  the use o f  natural 
gas in  the U S  energy m ix. O n  the 

su p p ly  side, prior to  2 0 0 7 , natural 
gas p rod u ction  was m ainly  tied  to  
discoveries lin k ed  to o il, creating a 
structural relationship  that existed  
b etw een  o il and  natural gas. O il 
prices started to  rise in  2 0 0 3  due  
to  loss o f  spare capacity  in th e oil 
m arket, strong global grow th  and  
u n d erin vestm en t by p etro leu m  

com p an ies accu stom ed  to a lo w  o il 
price en v iron m en t. Further, U S  

su pp lies w ere constra in ed  prim arily  
to  d om estic  supplies, sin ce L N G  
im p ort term inals were relatively  
in sign ifican t as a source o f  supply.

o
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F ig u re  3 -E : G lo b a l N a tu ra l G as P rices

Japan-Korea Marker 

■■— United Kingdom National Balancing Point 

  Henry Hub, USA

— Germany Import Price (Central Europe)

— Japan Crude Cocktail Oil Marker (LNG Contract Pricing Standard)

TO
co
<u
Q.

u
O
U
OJ

TS
DL_

u
c
03
a
03
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A s d em an d  grew  and  su p p ly  was 
con stra in ed , th e result w as a sharp 
increase in  natural gas price in U S  
m arkets.

Incidentally, the 199 0 s coincided  
w ith  proposed  plans to bring Alaska 
L N G  in to  the C alifornia markets. 
O n e problem  was the difficulty  
o f  p erm itting  an L N G  im port 
term inal in  the C on tin en ta l U S. 
A n oth er problem  was that sh ipp ing  
Alaska L N G  w o u ld  require vessels 
constructed  and operated under

Jones A ct requirem ents, considerably  
m ore costly, considering delivery to  
higher priced Japanese L N G  markets 
cou ld  be delivered in foreign vessels, 
w ith  foreign crews.

A fter 2 0 0 7 , the o il and gas industry  

in  N orth  A m erica increased  
investm ents in d evelop in g  new  

resources o f  natural gas from  shale. 
Prices in N o rth  A m erica collapsed, 
further exacerbated by a lucrative 
m arket in stripping natural gas 
liquids (a h igh  price com m od ity

relative to gas), leaving beh ind  a large 
supply o f  relatively low  price natural 
gas. See H en ry  H u b  prices in Figure 
3-G . A t the sam e tim e, in  addition  
to H en ry  H u b  prices diverging from  
other prices, the Japan-Korea Marker 
and N ational Balancing Point pricing  

diverged d ue to  the w ay L N G  
contracts lin k  to oil price markets. 
N ational Balancing Point price 
increases have been m uted  w hen  

com pared to  Japan-Korea Marker 
prices, w h ich  are heavily influenced

(1) NBP has both LNG and pipeline gas supplies resulting in gas on gas competition. Europe also has a wide variety o f sources to obtain 
supplies, which include North Africa, Middle East, European sources and Russia, in other words Europe is a marginal consumer of LNG. 
Pipeline gas prices from Russia to Germany and central Europe did not fall as far. Gazprom, the Russian national gas supply company, was 
able to maintain prices due to its dominance in the European market. Gazprom is now facing an anti-trust case launched by the European 
Commission.
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F igu re 3-F: G e o g ra p h ic  V iew  o f  P rice  D iffe re n tia ls

Source: BP’s 2013 Statistical Review ofW orld Energy

by o il linked contracts.(1)

N atural gas prices in  
Alberta have always been  
im portant to Alaska, since 
this w ou ld  be the likely  
destination  for any Alaska 
gas overland p ipeline  
project that delivers 
gas to  the C ontinental 
U S. The differential 
betw een  Louisiana and  
Alberta prices is the  

cost o f  transportation  
betw een natural gas 
com in g  from  Alberta to  
Louisiana. This is a sign  
o f  a m ature m arket w ith  
am ple infrastructure. All 
other natural gas hubs 

in the U S  and Canada  
are based u pon  either 

o f  these hubs, plus 
a differential to reflect regional 
dynam ics. Prices for natural gas vary 
in different regions, determ ined by  
local factors such as the num ber o f  
com petitors selling gas, regulatory 
bodies, p ipeline capacity, industry, 
abundance, substitute energy sources, 
etc. Currently, the processes w ith in  
the U S  that have reduced natural gas 
prices are also at w ork in Canada.

For Alaska, price volatility (especially 
from  the 1990s through today) has 

greatly affected project econom ics  
o f  a N o rth  A m erican gas pipeline.
In the ten  years it takes to com plete  
an Alaska project, natural gas 
prices cou ld  change dramatically.
See Figure 3-F  a geographic v iew  
o f  price differentials. R eduction  o f  
pricing risk is critical to the success 
o f  a p ipelin e from  the N orth  Slope. 
R egional price dynam ics play a 
critical role in determ in ing the final 
d estination  o f  the gas. Ideally, gas 
w ou ld  be delivered to  a population

center isolated from  large supplies 
o f  natural gas and that has am ple  
dem and. The location  o f  where the 
gas is delivered is im portant as it 
relates to  the tw o major pricing hubs 
in N orth  Am erica and the route the 
gas takes to get there.

T he relatively cheap natural gas 
price in N orth  Am erica has now  

m ade it a m ajor fuel in electricity  
generation. In fact, cheap natural gas 
burns cleaner than coal, producing  

70%  lower carbon em issions. This 

advantage has allow ed natural gas 
to  capture m ore o f  the electricity  

m arket in the U S . As Figure 3 -H  
illustrates, betw een 2 0 0 0  and  
2011  the market share o f  coal has 
decreased and natural gas market 
share has increased. This trend is 
set to  con tin u e as A m ericas oldest 
electricity plants that run on  coal are 
being retired, and are replaced by  
natural gas plants.

L N G  D e m a n d

G lobal L N G  dem and has grow n  
7.6%  per year since 2 0 0 0 , com pared  

to global natural gas dem and grow th  
o f  2 .7%  over the sam e tim e period. 
Asia has been th e single largest 
contributor to this rise in dem and  
for L N G . The Fukushim a reactor 
m eltdow n  has anchored L N G  
growth in the short- to  m id-term  as 
Japan has m oved  away from  nuclear 
energy for current and planned  
increm ental electricity generation. 

L N G  dem and seem s to be set to  
con tin u e expanding as nations seek  
energy diversification and flexibility  

in  their energy sources. There is also 
a grow th in infrastructure w ith in  
N ortheast Asia and India that allows 
L N G  used, and there is a regional 
concern for hydrocarbon em ission  
and the desire to replace coal w ith  
the cleaner burning gas. Finally, 

there is a surge o f  su pply as n ew  
basins are brought on lin e to serve
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F igu re  3 -G : M a jo r  N o r th  A m erica n  H u b  P rices

•Henry Hub, USA

Source: BP’s 2013 Statistical Review o f  World Energy

Alberta Energy Company (AECO), Canada

the L N G  d em and  in Asia. Europe, 
w h ich  has spent years develop in g  
a de-carbonization  strategy, w ith  
G erm any’s rejection o f  electricity  
generation  by nuclear energy, also a 
reaction to the Fukushim a disaster, 
has n o t had subsequent increase 
o f  use o f  natural gas in electricity  
generation. This is prim arily because 
G erm any is on e o f  Europe’s m ain  
energy consum ers and G erm any’s 

m ain  su pply  o f  gas, by p ipeline  
from  Russia, faced the m on op olistic  
pricing p o licy  o f  Russia’s state-ow ned  
gas p rod uction  giant, G azprom . 
Ironically, coal use in Europe has 
increased to  com pensate for the shut- 
in  nuclear capacity.

The International Energy A gency  
(IEA) predicts strong global grow th  
o f  natural gas usage. IEA’s forecast 

for natural gas in  2 0 3 5  is 25%  o f  
energy con su m p tion , up from  21%  
in  2 0 1 0 . G lobal natural gas dem and  

is projected to grow  1.6%  per year,

whereas oil grow th is projected to  

rise at 0 .8%  annually over the same 

tim e frame. Estim ated L N G  dem and  
in 2 0 3 0  is 2 4 ,0 0 0  bcf, double  

2 0 1 2  dem and o f  1 2 ,0 0 0  bcf. L N G  
d em and is forecast as particularly 
strong through 2 0 2 0 , w ith  a broad  
range o f  analysts and observers 
projecting 5% -6%  grow th per year.

Currently, h a lf o f  L N G  market 
d em and com es from  Japan, R epublic  
o f  Korea (South  Korea) and Taiwan. 
These countries are classified as being  

heavily industrialized w ith  lim ited  
dom estic  energy resources and are 
expected  to  remain the major drivers 
o f  L N G  dem and in the future.

N e w  L N G  dem and is led by C hina  
and India. C hina’s latest five year plan  
doubles the am oun t o f  L N G  used  
from  4%  w hen  the plan cam e ou t to  

8%  in 2 0 1 5  and 10%  by 2 0 2 0 . In 
order for C hina  to  m eet the goals o f  
its “five year plan,” coal con su m p tion

m ust decline, likely to be replaced 

by L N G . Currently, C hina’s coal 
con su m p tion  is seven tim es larger 
than the global L N G  trade. In 
contrast, U S  coal con su m p tion  

for electricity generation decreased  
by 26%  betw een 2 0 0 7  and 2 0 1 2 ,  
according to  the EIA. C hina does 
have natural gas opportunities to  
develop, in clu d in g  shale gas and  
p ipelin e gas expansions, and it 
has pursued these opportunities  

aggressively. I f  C hina’s natural gas 
d em and con tinu es to grow, p ipeline  

and shale gas p roduction  volum es 
w ill need  to  be supplem ented  by  
increased L N G  im ports. W ith  
m ultip le supply options, C hina  

sh ou ld  be w ell-supplied  by d om estic  
sources, p ipelin e gas and L N G  
contracts. Figure 3-1 illustrates 

C hina’s projected L N G  im ports.

O ther countries have planned new  
con stru ction  or to add additional 
capacity to im port L N G . M any
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Figure 3-H: U .S. Electricity Fuel Sources 2000  and 2011
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o f  these countries w ill be new  
im porters. Currently, there are 25  
countries that im port L N G  w ith  a 
regasification capacity o f  2 8 .8  trillion  

cubic feet per year; and, by 2 0 2 0 , 
3 8 .4  trillion cubic feet per year o f  
regasification capacity cou ld  exist, an

increase o f  9 .6  trillion cubic feet, or 

33%  over current capacity.

LNG Supply Risks
U ncertainty  is the key term  the 

L N G  supply chain faces. C hallenges

exist in m ultip le form s on  a global 
scale, from  com p etition  to  u nw ieldy  

expensive large projects, and  local to  
global econom ics. S ince 2 0 0 9 , global 
econ om ic  grow th has been slow  to  
em erge. M an y  econ om ies w ith in  
the O rganisation  for E con om ic  
C o-op eration  and D evelop m en t  
(O E C D )(I) have yet to  recover fully, 
w ith  n o n -O E C D  countries growth  
being restricted because o f  this. L N G  
projects are handicapped w ith  this 
uncertainty, even th ou gh  current 
econ om ic trends suggest that the 
global eco n o m y  has stabilized and  

econ om ic  grow th has returned.

N ew  supplies from  unconventional 
resources such as shale gas, coal bed  
m ethane, tight gas and m ethane  
hydrates cou ld  capture potential 
future L N G  m arket share. These 
unconventional sources also exist 
on the N o rth  Slope o f  Alaska. Ten  
years ago, the estim ated natural gas 
resource base w orldw ide was for 
50 to 6 0  years’ w orth  o f  supplies. 
N o w  the natural gas resource base 
is projected to have expanded to a 

2 0 0  year supply. The IEA estim ates 
there are 7 5 2  tcm  o f  technically  

recoverable natural gas w orld-w ide.

L N G  S u p p ly  - C a p a c ity

G lobal L N G  capacity has developed  
in stages. In addition  to Alaska’s 

C o o k  Inlet, early L N G  exporters 
included  Algeria, Indonesia, and  

M alaysia, fo llow ed  m ore recently  
by Australia and Qatar. T he early 
L N G  exporters still control about 
60%  o f  the global L N G  supply, w ith  
Australia and Q atar providing 20%  

o f  the market. This m arket structure 
is expected  to shift dram atically  
by 2 0 2 0 . Algeria, Indonesia, and

Nuclear
20%

Wind
0%

Natural Gas 
15%

Petroleum
3%

Hydroelectric
7%

Biomass, 
Geothermal, 
Solar, Other

3%

Petroleum
1%

Wind 5 2 ^  |\|uc|ear 

3% 20%

Natural Gas 
20%

(1) The O E C D  econ om ies are the w orld ’s industrialized econom ies. 
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■  Domestic Production ■  Pipeline Imports LNG Imports to Balance

Source: Ernst &  Young Global L N G  “W ill new demand and new supply mean new pricing?” 2013

M alaysia m arket share w ill drop  

to  ab ou t 20%  o n  a global basis by  
2 0 2 0 . W h ile  Australia and Q atar are 
expected  to  expand  their markets 

share to  ab out 50%  globally.

Australia in  particular has a num ber  
o f  L N G  projects under developm en t  
representing a third global wave o f  

projects. These green field projects 
w ill have the capacity to  produce 2 .8  
trillion  cu b ic feet annually.

LNG Supply -  New Entrants

A n y  A laskan L N G  project m ust 
evaluate future com p etin g  L N G  
projects w orldw ide. L N G  projects 
under con stru ction  and those  

projects currently su pp ly in g  the L N G  
m arket are n ot Alaska’s com petitors. 
T h ose L N G  projects have clients, the 

d evelop m en t costs have been  partially 
or fully fun ded  and risks have been  

resolved or negated  to an acceptable 
level. L onger term , suppliers to  the  
L N G  m arket w ill expand as n ew  
entrants enter the m arket. There 
are up to 25  new  countries w ho  
currently cou ld  b ecom e entrants to 
the global L N G  m arket. Possible new
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entrants in clu d e Canada, U nited  

States, Tanzania, M ozam bique, Israel, 
Iran, and Venezuela. S om e countries 

like Iran and V enezuela are less 
likely to develop  their reserves due  
to geopolitical events and financial 
constraints. O ther countries like the  
U S  and C anada are in  m uch  better 
p osition  to  begin  exports.

Future L N G  projects all face unique  
risks. Israel’s natural gas reserves are 
subject to national security matters. 
Tanzania and  M ozam bique proposed  
L N G  projects have n o  supporting  
infrastructure, contain  security  
risks and are located far offshore. 
C anadian L N G  term inals face an 
uphill battle d ue to m ultip le projects 
com p etin g  for the sam e market, 
environm ental op position , and  
resource constraints i f  m ultip le L N G  
plants are all constructed  at once.

U nd er current con d itions an Alaska 

project also faces significant risk, 
som e o f  w h ich  w ou ld  have to  be 
m itigated  to have an L N G  project 

m ove forward. This m ay be a strategy 
to provide a w in -w in  situation , where

producers have an econom ically  
viable project, Alaska’s econ om y is 
m ore diversified, and state revenues 

are diversified and increased.

LNG Supply -  US, Canada and 
East Africa

The D ep artm ent o f  Energy (D O E )  
m ust issue an export license to any  
U S  L N G  export term inal according  

to U S  law. As o f  January 2 0 1 3 , there 
are 2 0  com panies w h o  have applied  
for an export license from  D O E .  
Licensing for L N G  exports falls in to  
tw o categories, countries w ith  w h om  
the U S  has free trade agreem ents 
(FTA) and n on-F T A  countries. 
Sixteen projects have received  
approval to export to FTA countries  
and on e project has non-F T A  

cou n try  approval. South  Korea and  
Singapore are the on ly  FTA countries  
w ith  significant L N G  dem and.

N in e  U S  L N G  export facilities have 

infrastructure already in place. These 
facilities were originally designed for 
L N G  im ports. T hey were planned  
just before the advent o f  widespread  
shale gas, as a w ay to alleviate N orth
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A m erican supply constraints in 
the 2 0 0 0 s . These “w hite elephant” 
im port facilities are being converted  
to export facilities. C onversion  o f  this 
existing infrastructure into export 
facilities represents cost savings in 
com parison  to  new  L N G  facilities 
and creates revenue opportunities  

from  otherw ise m oney-losing  
infrastructure.

The proposed  export projects 
represent 10 .2  trillion cubic feet 

o f  L N G  export capacity. It is very  
unlikely  all this capacity w ill be built, 

as global dem and was 12 .0  trillion  
cu b ic feet in  2 0 1 2 .

C heniere’s Sabine Pass L N G  export 
term inal in the G u lf  o f  M exico is the  
on ly  project near export production  
and its gas is all under contract. 
O riginally, it was constructed as 
a L N G  im port term inal. Sabine 
Pass has export capacity o f  8 6 4  
b c f  annually. The project has four 
anchor buyers and there is som e gas 

reserved for sp ot sales. C ontracts for 
buyers are structured o n  H enry  H ub  
gas prices, a 15%  uplift/shrinkage 
charge, and a fixed liquefaction  
charge. It is these H enry  H u b  
structured contracts that are o f  
great interest in the Asian markets 
and are o f  great interest in  relation  
to  the traditional o il-d en om in ated  

contracts.

There is in tense interest in exporting  
L N G  from  W estern Canada.
There are four projects planned, 
representing 2 ,4 0 0  b cf o f  annual 
capacity. These projects are based on  

large natural gas resources located  
in W estern Canada, supportive 
governm ent policies and openness to

foreign investm ent. These projects are 
expensive, costin g  tens o f  b illions o f  
dollars. Each project is a greenfield  
developm ent, from  the w ellhead to 
the L N G  export term inal, m ean ing  
everything has to be built from  
the ground up. D evelopers o f  the 
projects w ill ow n  every aspect o f  the 
L N G  project, requiring extrem ely  
large capital investm ents upfront.
The basins these potential projects 
w ill access include the M ontney,
H orn  River, and Liard. P ipeline  
investm ents alone are expected  to 
add $ 2 0 0  m illion  to project costs.

Individual projects are w orth  n o tin g  
for their strengths and weaknesses. 
There are tw o projects are located  
in K itim at, British C olum bia.
The largest project is the Shell led  
consortium , w ith  a p lanned  L N G  

export facility o f  1 ,1 5 0  b c f  annually. 
Shell’s partners include national 
oil com panies (N O C ) Petrochina, 
and K ogoas, along w ith  Japanese 
conglom erate M itsubishi. The  
com peting, A pache’s consortium , 
that also includes C hevron, is 
planned w ith  a capacity to produce  
4 8 0  b c f  annually. C hevron brings 
extensive L N G  experience, financing, 
and a clientele o f  existing custom ers. 
C hevron has publically stated oil 
linked prices are necessary for the 

project to be successful, w h ile  L N G  
im porters are likely to challenge this  
stance.

O ffshore o f  East Africa, there have 

been a num ber o f  extrem ely large 
natural gas fields fou n d  in a lightly  
explored area. M ost o f  the confirm ed  
natural gas finds have occurred in 
M ozam bique, w ith  m ore recent

finds in  nearby Tanzania. There is an 
estim ated 110  trillion cub ic feet o f  
natural gas in M ozam bique alone. 
Project econ om ics are dep en dent  
u pon  clustering o f  infrastructure to  
reduce costs, requiring cooperation  
betw een the E N I led  consortium  
and the Anadarko led  consortium . 
L N G  export capacity from  this area 
is u n k n ow n  at this tim e since n o  
project plan has been developed. 

O ther considerations for the  
com panies at this p o in t are securing  
L N G  export licenses, funding, 
clients, fiscal terms and cooperation  
betw een the different stakeholders.

LNG Economics
L N G  projects are expensive, and  

often  financing is sou gh t for the  
entire L N G  chain from  w ellhead  

to sh ipp in g. Suppliers o f  future 
L N G  lo o k  toward clarity in  pricing  
to justify  the econ om ics o f  these  
projects. Early L N G  projects before  
2 0 0 3  cost less than $4  m illio n / 
b c f  annually. T he secon d  wave o f  
projects cost betw een  $ 1 0  to $ 2 5  
m illio n /b c f  annually. N o w  projects 
under consideration  are in the $ 5 4  

m illio n /b c f  annually range according  
to D eu tsch e B ank.(I)

A nalysts at C redit Suisse expect 
several proposed  L N G  export 

projects to  be built in N orth  
A m erica and Africa.® E con om ics  
o f  these projects com pare favorably  
to the Australian projects b ein g  
developed. The U S and African  
projects have an estim ated  cost o f  
$ 9 6  thou sand  per b c f  per year, versus 
$ 1 4 4  thou sand  per b c f  per year 
for A ustralian projects. Australia’s 
econ om ics d id  n ot lo o k  to be at

(1) Deutsche Bank. Oil and Gas for Beginners Industry Update, 25 January 2013. 

t2) C redit Suisse. Global Equity Research, Global LN G  Sector Update, 7 June 2012.
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su ch  a d isadvantage w h en  the  
d ecision s were m ade to  develop  the 
L N G  projects. C urrency risk has 

h it A ustralian projects hard, as the  
A ustralian dollar has appreciated  

m ore than 60%  against the U S  
dollar sin ce 2 0 0 9 , as has th e shortage 
o f  specialized  labor.

In order to  offset these very h igh  
risk and extrem ely  capital in tensive  

projects, suppliers w an t iron clad  
L N G  contracts lin k ed  to  o il prices. 
Traditionally, L N G  contracts were 
lin k ed  to  o il prices, w ith  Japan, 
Korea, and Taiwan w illin g  to  accept 
these contracts for im ported  L N G  

in  order to  d iversify their energy  
sources. H ow ever, there m ay be less 
w illin gn ess to  accept th is standard  
g o in g  forward. L N G  is d evelop in g  
a m arket as a separate co m m o d ity  

from  oil and som e analysts suggest 
that th e L N G  m arket w ill con tin u e  

b ein g  m ore com p etitive  in  the 
future, a lthou gh  this v iew  is far from  
universal. T he L N G  m arket views  
o il as b ecom in g  scarcer and higher  

priced and L N G  b ecom in g  m ore 
p len tifu l m akin g the linkage betw een  
th e  tw o  undesirable, especially in  the  

lon g-term . A  response to  this is the  
sh ift from  o il-in d exed  contracts to  
H en ry  H u b  based indexing, w h ich  is 
n ow  grow in g  popular in  Asia.

The L N G  m arket is fo llow in g  a 
classic trajectory tow ard m arket 
eq u ilib riu m . Suppliers look in g  
at d evelop in g  expensive projects 
n eed  h igh  prices to  justify their 
d evelop m en t. A t the sam e tim e, 
m ore price sensitive buyers are 

u n w illin g  to co m m it to expensive  
lo n g  term  contracts. The result has 
been  buyers s ign in g  shorter-term  

contracts and strict oil in dexation  is 
faltering. A gain , an exam ple o f  this 
is the preference in  Asia for H enry

H u b  based contracts over traditional 
o il indexing.

L onger term  m arket prices and oil 
based L N G  prices sh ou ld  m igrate 
aw ay from  each other, as suppliers o f  
L N G  w ill be forced to  com p ete on  
price in order to  rem ain com p etitive. 
H ow ever, the relationship  betw een  
the tw o w ill likely  n ot collapse. In 

order to guarantee supply, im porters 
o f  L N G  w ill pay a h igher price. The 

sam e relationship  h olds true in the  
o il m arket. Excess capacity exists, but 
there is a prem iu m  built in to  price to  
ensure adequate future supplies.

T he d evelop m en t o f  a m ore active 
sp ot m arket pricing for L N G  w ou ld  
be a m ajor n ext step for pricing. The 
d evelop m en t o f  a trading hub  where 
supplies can be physically  delivered  

and p icked  up, w ill increase liq u id ity  
and support the d evelop m en t o f  an 
active financial m arket. A n  active 
sp ot m arket w ill provide price clarity  

to  all m arket participants. Singapore  
is the leading con ten der in Asia 
for th e actively traded physical and  

financial m arket to be located. The 
term inal in Singapore w ill have b oth  

im p ort and export capacity, enab ling  
it to fulfill this role. Currently, w eak  
p ricin g  signals exist in  the L N G  
m arket as pricing transparency is 
hindered  by contracts and their 

term s are obfuscated .

A  contrary argum ent is that the 
considerable in vestm en t for each  
project m akes it untenable for 

financing sh ou ld  the m arket n ot  
rem ain w ith  a p red om inan ce o f  
lon g-term  contracts. A  sign o f  a 
m ature m arket is w hen  risk based  
prem ium s for com m od ities w eaken. 
Instead global L N G  players em erge 
w ith  a p ortfolio  o f  places L N G  is 
sourced  from  and this is sold  to  a

portfo lio  o f  buyers. M ajor energy  

com panies like BP and C hevron  are 
already participants in  this m arket 
d evelopm en t. These portfo lio  players 
w ill be able to sign contracts w here  
greater flexibility  w ill exist for a 
cargo’s tim in g  and delivery location . 
W h en  this happens regional prices 

for L N G  sh ou ld  start to converge on  
global price, d ue to arbitrage.

Even a w ell-d evelop ed  sp ot m arket 
w ill n o t spell the end  for L N G  risk 

prem ium s. S pot m arkets for H en ry  
H u b  prices have had trem endous  

price m ovem ents. V olatility  in  L N G  
prices w ill force L N G  suppliers to  
have h igher rates o f  return in order 
to justify  n ew  projects.

Financing Large Natural Gas 
Projects

Large project financing follow s a 
straightforward form ula. A  project is 
identified, passes the project partners 
internal hurdles for investm ent, and  
project partners set up a separate 
entity  to reduce risks to them .

The new ly created en tity  is funded  
w ith  an equity con trib ution  from  
each partner and debt issued by  
the new  entity. C apital raised is 
used exclusively to fund  the project 
through project com p letion . Cash  
flows from  the project are the on ly  

m eans o f  repaym ent o f  debt and  
any excess capital is returned to the  
project partners, i f  the project is 
successful.

Risks

Benefits o f  establishing a separate 

entity  for a large natural gas project 
are centered on  risk m anagem ent. 

Project risks are considerable. Risk  
m itigation  strategies in clude debt 
default protection , clear project 
fun d in g  sources, separate accounting,
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lim itin g  environm ental liabilities, 
political risk, transportation risk, 
counterparty risk, supply risk, 
com m od ity  risk, techn ology  
risk, inventory risk, taxation  

risk and other risks the project 
w ou ld  encounter. These risks can 

be in depend en t, d ependent or 
in terdependent o n  other risks the 

project faces.

A  key question  becom es h ow  

projects can reduce risk exposure. 
O n e w ay is through the assistance 
o f  governm ent.

Government Incentives

Large projects often  require the 
cooperation  o f  b oth  industry and  

governm ent. These projects can 
carry benefits for both  industry  

and governm ent. G overnm ents  
can assist in m aking projects m ore 
attractive for financing in m any  

different ways (as show n in Figure

3-1).
G overnm ents have w orked  
collaboratively o n  several im portant 

projects around the world. Included  
here is a d iscussion o f  planned  
projects in Russia, British C olum bia, 
Australia, and  Norway.

Russia

The Yamal Peninsula on  the Arctic 
O cean  contains Russia’s largest 
natural gas reserves, estim ated at 55  
tcm  o f  natural gas. Russia’s N ovatek  
and France’s Total looked  to develop  
a green field L N G  export project 
from  the region. H owever, arctic 
con d itions, h igh  costs, lon g  distances 
from  custom ers and tax issues 

m ade the project questionable for 
developm ent.

Russia is heavily d ependent upon  
its natural resources for revenue and

Figure 3-J: Government Incentive Programs for Major LNG Projects

Financial Policy Assistance

Direct

Indirect

Grants
Subsidies
Capital Investments 

Development Cost Funding 
Loans

Dedication o f  governmental natural 
resources
Guaranteed off-take 
Expedited permitting 
Use o f  state property 
Condemnation power

Income Tax Incentives 
Loan Guaranties 
Reduction in Fiscal Take 

Tax Credits
Waivers o f  Property, Use, Sales, 
Franchise, and VAT taxes 

Use o f  governmental bond  
authority

R & D  support 
Portfolio standards 

Dem and incentives 
Fuel preference programs 

Consumer financial incentives 
Labor in itiatives 
Building/zoning codes 
Interconnection planning 
Permitting standards

has substantial interests in the energy  
industry, in clud ing protection ist 

legislation and a m ostly state-ow ned  
industry. N evertheless, currently  
Russia has m ade the decision  to  
cut taxes, approve L N G  exporters 
other than G azprom  (the state- 
ow ned  Russian gas com pany) and  
has provided other prom ises o f  
assistance to ensure the export o f  

Yamal gas. In 2 0 1 1 , the Russian  
governm ent exem pted  L N G  from  
the 30%  m inerals extraction tax. 
O ther assistance from  the Russian  
governm ent w ill com e in the form  

o f  financing o f  a port, an airport, 
gas p ipelines, icebreakers, and  
dredging work. This assistance 

has an estim ated  price tag o f  $9  
billion . R egional governm ents are 
also assisting w ith  the developm ent, 
property tax exem ption , and a low er  
Corporate Incom e Tax. These lower 
tax rates w ill expire on ce 8 .8  trillion  

cubic feet o f  gas or 180  m illion  
barrels o f  condensate are extracted. 
Recently, foreign capital investm ent

in the project included  C hina  
N ational Petroleum  C orporation  

acquisition  o f  a 20%  stake from  
N ovatek. A  final d evelopm en t  
decision  is expected  in 2 0 1 4 .

British Columbia

Lack o f  infrastructure hinders the  
developm en t o f  British C olu m b ia’s 
large natural resource base. O il and  
gas deposits are located in rem ote 

areas, w ith  challenging geography, 
and require large capital investm ents, 
and h igh  degrees o f  uncertainty for 
any project success. H op es for an 
L N G  export industry are based on  
these greenfield o il and gas projects 
being developed. There are currently  
no L N G  m arine export term inals, 
although  several are planned on  the 
Pacific C oast.

G overn m ent supported  incentives  
for developm en t o f  these greenfield  
projects m ainly revolve around  
royalty credits. These credits are for 
roads, p ipelines and L N G  export 

term inals. It is the in tention  o f
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British C o lu m b ia ’s governm ent to  
generate m ore in royalties, than it 

spends in  credits.

T he fram ew ork for the credit 

program  is based u p on  the original 
cost o f  the project su bm itted  to  
the governm ent before the project 
is started. U p o n  com p letion  o f  the 
project th e project can receive up to 
50%  o f  project costs as credits against 
royalties ow ed  to  the governm ent.
I f  a project cost $1 billion , the 
developers w ou ld  be able to take up 

to  $ 5 0 0  m illio n  in  royalty credits.

As o f  June 2 0 1 3 , a total o f  $ 1 .7  
b illion  was m ade in capital 

in vestm ents, in clu d in g  1 ,243  n ew  
m iles o f  road, representing 78  new  
resource roads, and 1 ,3 0 4  m iles o f  
n ew  pipeline.

Norway

N orw ay, like Alaska, is a mature 
p etroleum  p rod uction  area w ith  

trem end ous petroleum  resources.
T he S n oh vit gas field is currently  
considered  as a source for L N G  
export. First discovered in 1984 , 
the field to o k  23  years to develop. 
Located in the A rctic O cean  90  m iles 
from  land, in  1 ,0 0 0  feet o f  water, the 

project had to  con fron t som e m ajor 
obstacles and a n ew  w ay o f  th in k ing  
ab out offshore d evelopm ent.

In order to d evelop  the challenged  
S noh vit gas field, N orw ay  reduced  
the tax burden on  the project. 
N orw ay  has a corporate in com e tax 
rate o f  50%  on  profits generated  
by offshore p rod uction , plus 28%  

base rate paid  by all corporations 
in the country. In order to  enhance  

S n oh vit’s econ om ics the 50%  
offshore tax was w aived. This was 
d on e by allocating the profits from  
the offshore project to the onshore

L N G  term inal. A nother im portant 

taxation issue to consider, N orw ay  
allow s for a six year depreciation  
schedule. A  six year depreciation  

schedule enables capital cost recovery 
in a shorter tim e period, than in 
Alaska or at the U S  federal level.

D eve lop m en t o f  Snoh vit required 
p roduction  eq u ip m en t to be located  
on the sea floor w ith  the gas piped  
onshore. D ev e lo p m en t costs totaled  
$ 1 0  b illion , w ell above the projected  
cost estim ate o f  $ 6  b illion  m ade in 
2 0 0 2 . S nohvit has the capacity to  
liquefy  7 5 0  m illion  cub ic feet o f  

natural gas per day.

State Tax and Natural 
Gas
In Alaska, the prod uction  tax for 

natural gas is calculated in the sam e 
w ay that the tax is calculated on  oil, 
w ith  regional differences. The three 
oil and  gas p rod ucing  areas are 1) 
N orth  Slope, 2) C o o k  Inlet, and 3) 
the rest o f  Alaska (collectively know n  

as “M idd le Earth”).

The prod uction  tax levied  on  natu­
ral gas under AS 4 3 .5 5 .0 1 1(e) m ay  
be lim ited  by statute and the lim it  
is set to  a certain derived price per 
thousand  cub ic feet based. Figure 
3-K  is a graphic that show s h ow  the 
prod uction  tax is calculated for the  
three regions and h ighlights som e  

o f  the sim ilarities and differences.
T he d istinction  on  the N orth  Slope  
is that the tax is calculated is based  
o n  destination , w hether the gas is 

used in-state or leaves the State.
“Gas used in state” is defined  per 
A S 4 3 .5 5 .9 0 0 (2 4 )  as gas “delivered  

for con su m p tion  as fuel in state, in ­
clud in g  as fuel con su m ed  to generate 
electricity.” N o t  all gas used in state 
w ill qualify. For exam ple, gas used

in m anufacturing m ay n o t qualify.

In C ook  Inlet, the d istinction  for 
taxation is w hether the gas is pro­
duced  from  a lease or property that 
was in prod uction  prior to  April 1, 
2 0 0 6 . Areas outside the N orth  Slope  
and C o o k  Inlet have a m axim u m  tax 
o f  4%  o f  gross value at the p o in t o f  

p roduction  regardless o f  destination , 
governed by A S 4 3 .5 5 .0 1  l(p ) .

For taxation purposes, natural gas 

v o lu m e is m easured according to the  
average value per “barrel o f  o il equiv­
alent” (B O E ), a measure that equal­
izes the therm al value. U nder the 
A C E S tax regim e, prior to January 
1, 2 0 1 4 , in clu d in g  low er value gas 
in  the sam e tax calculation as higher  

value o il reduced the progressive tax 
rate on  oil (“progressivity”). By taxing  

oil and gas together, gas production  
reduces o il taxes even though  oil op ­
erations are unaffected. This has been  
called the “flip the sw itch” problem . 
U nder A C E S, i f  m ajor gas sales 
began, State tax revenue cou ld  have 
dropped significantly under certain  

price scenarios, in clu d ing  current 
prices. H owever, under the provisions  
o f  the M ore Alaska Production  A ct 
(M A PA), effective January 1, 2 0 1 4 , 
although o il and gas are still included  
in  the sam e tax calculation, adding  
gas w ill n ot im pact the tax rate on  
oil, since the legislation im poses a flat 

tax rate o f  35% .

Conclusions
Alaska’s history o f  exporting L N G  
to Japan, producing fertilizer, 
and utilizing natural gas for local 
electricity generation and heating, 
provides the region w ith  a lo n g ­
term  fam iliarization w ith  the natural 
gas industry, in clu d ing  the L N G  

export trade. Even the analysis 
and discussion o f  several m ajor
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Figure 3-K: Natural Gas Production Tax Calculation Diagram
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Production Tax limited to lesser of 
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unfinanced  and unconstructed  
natural gas export project plans over 
the years have provided Alaska w ith  
experts and p olicy  makers w ith  a 
better understanding o f  natural gas 

markets.

N atural gas remains an abundant 
resource w ith in  Alaska. L N G  is 
natural gas that is in  a form  that can 
get to  distant markets by m arine 
transport. In d ecid in g  where Alaska 

N orth  S lope natural gas sh ould  be 
sold , given the choice to go by land  
in a p ipeline or by sea as L N G , the  
discussion should  revolve around  
the destination  price m inus the 
costs o f  delivering a unit o f  gas 
over the lifetim e o f  the project. The 
discussion also has revolved around  
the im portance o f  profit m ade at 
the p o in t o f  production , since this is 
w here the current tax regim e provides

revenue to the State. O ther tax 
considerations include that the n ew  
tax regim e has taken a step in dealing  
w ith  the issue o f  “d ecou p lin g” oil and  

gas tax revenues to avoid d ilu tin g  oil 
revenues w ith  lower value natural gas 

barrels o f  o il equivalent.

N atural gas markets have changed  
dram atically w ith in  the last five years 
w ith  N orth  A m erican natural gas 

prices falling and global L N G  prices, 
especially in Asia, rising, resulting  
in  a historic differential in  prices 
in the market. At this tim e, the 
current price differential indicates a 
preference for exporting Alaska gas as 
L N G . H owever, new  supply entrants 
are also p lanning to  put their projects 
in the queue, as com p eting  L N G  

projects take advantage o f  the current 
high  price and supply shortfall.
In som e cases, the new  entrants

Subtract any of the following 
credits if applicable: 

-Capital expenditure credit 
-Small producer credit 

-Loss carry-forward credit

are supported  w ith  governm ent 
in volvem ent and support.

The w in d ow  op en ed  by current 
m arket con d ition s o f  natural gas and  
L N G  m igh t provide the necessary  
p otentia l for n ew  revenue, but up  
to n ow  elusive, eco n o m ic  and co m ­
m ercial con d ition s for a N orth  Slope  
natural gas project. U nderstand ing  
the past and present con d ition s m ay  

give som e insight for the future o f  
Alaska’s natural gas resources.

o
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