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Disclaimer 

This presentation has been prepared by Lazard Freres & Co. LLC ("Lazard") . This presentation is an overview of the Lazard 

Interim Report delivered to the State of Alaska (the "State") on January 20, 2015 and is qualified in its entirety by reference to 

the Lazard Interim Report. This presentation has been prepared by Lazard based upon information supplied by the State and its 

representatives and advisors, as well as publicly available information. Portions of the information herein may be based upon 

certain statements, estimates and forecasts provided by the State with respect to the historical or anticipated future performance 

of the State. We have relied upon the accuracy and completeness of all the foregoing information, and have not assumed any 

responsibility for any independent verification of such information. With respect to financial forecasts, we have assumed that 

they have been reasonably prepared on bases reflecting the best currently available estimates and judgments as to the applicable 

future financial performance. We assume no responsibility for and express no view as to such forecasts or the assumptions on 

which they are based. The information set forth herein is based upon economic, monetary, market and other conditions, and the 

information made available to us as of the date hereof, unless indicated otherwise. Lazard does not have any obligation to update 

or otherwise revise this presentation. Lazard is not providing and is not responsible for any tax, accounting, actuarial, legal or 

other specialist advice. These materials are also summary in nature and do not purport to include all of the information that 

should be evaluated in considering alternatives for the State. Lazard is acting as investment banker to the State and any advice, 

recommendations, information or work product provided by Lazard is for the sole use of the State. This presentation, and any 

advice, recommendations, information or work product provided by Lazard is not intended for the benefit of any third party and 

may not be relied upon by any third party. 

LAZARD 
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Introduction 
Today's meeting will cover the following topics: 

• An introduction to Lazard and its AKLNG Project (the "Project") Team 

• An overview of Lazard's role on the Project 

• A discussion of selected topics from the Interim Report, including the following: 

Project objectives and background 

Preliminary Project financing considerations for the State 

Preliminary criteria for evaluating potential Project financing plans 

I INTRODUCTION j 

• A discussion of recommended next steps in preparation for the delivery of the Final Report in Fall 2015 

• Appendix materials, including the following: 

Selected additional Lazard professionals 

Selected Lazard team member biographies 

t JLAZARD 
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The Lazard Tradition 

I INTRODUCTION j 

We have been providing independent financial advice to select clients globally for over 150 years 

INDEPENDENCE ... 

. . . Objective advice free from 
structural conflicts that can exist 
at our competitors . . . 

ADVICE ... 

. . . Thoughtful, superior ideas and 
guidance are the cornerstone of 
our business .. . 

2ILAZARD 

GLOBAL SCOPE ... 

. .. Differentiated presence in major 
business capitals worldwide 
combines multinational capabilities 
with local perspectives .. . 

CREATIVITY. .. 

. . . Innovative financial transactions 
enable clients to achieve their 
ambitions . . . 

RELATIONSHIPS ... 

. . . Strong and enduring 
relationships built on highest 
standards of service and integrity .. . 

EXPERIENCE ... 

... Senior bankers provide sound 
judgment and lead skilled execution 
teams . .. 
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Lazard's Global Presence 

I INTRODUCTION 

We operate in major business capitals worldwide and provide both domestic and cross-border advisory services 

~ 
UNITED STATES 

Ne,v York, Sa11 Fm11ci,..-o, Chicago, 
Ho11slon, Los Al,geks, Bo1to11, 

~ 
CHINA Minneapolis, CIH1rlotte 

JAPAN 

~ 
SINGAPORE 

INDIA 

UNITED ARAB 
EMIRATES 

• SAUDI ARABIA 

• AUSTRALIA 
S_ydnry, Melho111m, Perth 

J-Io11gKo11g, 
Beiji11g 

D 
SWITZERLAND ~ H 

LATIN AMERICAlb> 
Buenos Airu, Sanlit1go, 

Pa1101J1a Ci!Y, l.i1J1a, Bogotd 
MBA LaZflrd 

S0:50JV 

• 

DI 
CANADA E 

UNITED KINGDOM ~, 

,., 
BRAZIL 

FRANCE 
Paris, B0rdet111X, Lyon 

D 
ITALY 

GERMANY<•> 

~ 
SPAIN 

= SWEDEN 

= BENELUX 

902 BANKERS WORLDWIDE 

• North/South America -492 Bankers 

• Europe - 320 Bankers 

• Asia/ Australia - 90 Bankers Cc) 

(a) Lazard also maintains a joint cooperation agreement with Raiffeisen ln,cstment AG for M&A advisory in Russia and the Central/Eastern European region. 
(b) Lazard also maintains a strategic alliance with Alfaro, Davila, y Rios for financial advisory in Mexico. 
( c) Lazard also maintains a strategic alliance with Lazard Korea for financial ad,;sory in Korea. 

3ILAZARD 



LAZARD INTERIM REPORT OVERVIEW-DISCUSSION 
MATERIALS 

The Lazard Team 

I INTROD U C T ION l 

Lazard's core execution team for the AKI.NG Project consists of the individuals below; this team will draw on the experience 
and expertise of Lazard's global network of professionals(a), on an as-needed basis 

Vice Chairman of 
Investment Banking 

Global Head of Po111er, 
Energy & 

bifrastmcture 

Associate, 
Po1ver, Energy & 

I,ifrastmcture 

41 LAZARD Ca) Described in greater detail in Appendix A. 

Director, 
Power, Energy & 

ln.frastmcture 

Anafyst, 
Po1JJer, Energy & 

I1ifrastmcture 

.A!sociate, 
Po1ver, Energy & 

ln.frastmct11re 

Anafyst, 
Po111er, Enew & 

Infrastmcture 
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Role of Lazard 

II LAZARD ASSIGNMENT j 

As the State's financial consultant, Lazard Ca) will analyze and report on potential financing alternatives for State participation in 
the Project, including potential direct participation on behalf of residents, municipalities and/ or regional corporations 

ALASKA SENATE BILL 138 

Calls for the " .. . Identification of and 
report on financing options for State 
ownership and participation in a North 
Slope natural gas project . . . a range of 
financing options for State acquisition 
of an ownership interest and 
participation in a North Slope natural 
gas project'' 

Calls for the " [D]evelopment of a plan 
for municipalities, regional 
corporations, and residents to 
participate in the ownership of a North 
Slope natural gas pipeline . .. The plan 
must include the recommendations and 
analysis . . . as to . . . the means by which 
a municipality, regional corporation, or 
resident may invest in the North Slope 
natural gas pipeline" 

~ 

DEPARTMENT OF REVENUE 
REQUEST FOR PROPOSALS 

"The contractor shall provide assistance. 
in planning and evaluation of 
prospective financial plans. . .. The 
contractor will assist in developing and 
presenting specific recommendations 
about the details of potential financial 
plans to provide maximum benefit to 
the State .... The identity and risks 
associated with any financing option . .. . 
along with the potential impact on the 
State's debt capacity and long-term 
credit rating" 

• 

"The contractor shall assist the State in 
monitoring progress and status of 
potential funding scenarios. . . . assist in 
reviewing detailed information and 
identifying points requiring further 
negotiation ... assist in formulating 
commentary in relation to this 
information" 

ROLE OF LAZARD 

• Formulate a range of potential financing 
alternatives and evaluative criteria 

Analyze, for example, key potential risks, 
potential impact on the State's debt 
capacity and long-term debt rating, 
potential for participation of various 
Alaska stakeholders and tax implications 
associated with each alternative 

• Collaborate with stakeholders, including 
the State, Alaska Gasline Development 
Corporation, ExxonMobil, ConocoPhillips, 
BP, TransCanada, State advisors and other 
constituents 

• Develop specific recommendations 
designed to maximize benefits to the State 

r-----------------------------------------------------------· I I 

! • Deliver Interim Report by January 20, 2015 ! 
L--------------------------------------------------------------' 

• Deliver Final Report in Fall 2015 

• Participate in State Legislative sessions 

s J LAZARD (a) In coordination with the State Department of Revenue, other State Departments and other State advisors, including FirstSouthwest, 
Black & Veatch and Greenberg Traurig. 
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Lazard Assignment-High-level Process Timeline 
Lazard's assignment began when it was retained in September 2014, and will continue through the delivery and discussion of 
the Final Report in Fall/Winter 20ts(a) 

ILLUSTRATIVE TIMELINE 

2Q 2014 3Q 2014 4Q 2014 1Q 2015 2Q 2015 3Q 2015 4Q 2015 

• Alaska Legislature passes Senate Bill 138 

• Alaska Department of Revenue issues Request for 
Proposals 

• Lazard retained by State 

• Kick-off meeting held in Juneau 

• Interim Report written 

• Interim Report delivered to Alaska Legislature 

! • Lazard presents overview of Interim Report to i 
I I 

: Alaska Senate and House Finance Committees : 1..----------------------------·---------------------------------------J 
• Further Lazard participation in Spring 2015 Session 

• Lazard participation in potential Fall 2015 Session 

• Kick-off meeting held in Juneau 

• Final Report written 

• Final Report delivered to Alaska Legislature 

. 4/20/14 

. 5/23/14 

. 9/25/14 

. 10/10/14 

. 1/20/15 

• 2/17/15 

• 2/17/15 
' 

6 I LAZARD (a) D elivery date for Final Report is yet to be determined. This timeline assumes an illustrative delivery date of October 1, 2015, to coincide with a 
potential Fall 2015 special session. 



LAZARD INTERIM REPORT OVERVIEW - DISCUSSION MATERIALS 

III Lazard Interim Reoort 

LAZARD 



LAZARD INTERIM REPORT OVERVIEW - DISCUSSION MATERIALS 

A Project Objectives and Bae round 

LAZARD 



LAZARD INTERIM REPORT OVERVIEW-DISCUSSION 
MATERIALS 

AKLNG Project-State Objectives 

A PROJECT OBJECTIVES AND BACKGROUND j 

The State's participation in the Project is motivated by its desire to meet a variety of different objectives; how each of these 
objectives are eventually realized will depend on a variety of different factors 

~e,. 
b~le~- -
""l:e.s .S}i 

-<ice e"),e ..,-....,__ J 
01.J,-, 

- • -1;(.s 

• 1,,e 

~e'b-~ e'O-"" 
~""~ '\.'0-..;ie t'O-~ 

~e"'-v: 

·oe 
~tO..;j\! e'O-"'­

e~"'-~. \Ot 
\'0-..;j ~tj 

Stitnlllate 
in-State 

]ob Gtowth 
of e 

o~~ $"'-'b-~ o ~ ~~'b-~ 

~Po.tr 
-4111 .... . C<tJ 

~-"cip~,-· 
~ties(bJ 

l,...,._.; ... o"'~ ~..., uJ-..,.. ·e~ 
'\.~ ~,o."'-'-~ 

1 J LAZARD (a) E.g., native corporations, municipalities, etc. 
F .. P-•. via nronertv tax navm en ts. (h) 
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AKLNG Project Economic Overview 

A PROJECT OBJECTIVES AND BACKGROUND J 

The Project has an expected overall cost of $45 - $65 billion (midpoint estimate of $55 billion), while the State's portion 
(assuming 25% participation) is expected to cost $11.3 - $16.3 billion (midpoint estimate of $13.7 billion) 

ILLUSTRATIVE PROJECT OWNERSHIP<a) 

25% 25% 

E)f(onMobil 

y 
ConocoPhillips 

EXPECTED COST-PROJECT PHASES(b) 

- $52.8 billion 

-$1.8 billion 
-$400 million 

Pre-Front End Front End Engineering Engineering, Procurement 
Engineering and Design and Design and Construction 

2014- 2015 2016 - 2018 2019 - 2023 

I 
Source: Black & Veatch Model, dated February 2014, as ad;i1sted by the State. 

8 LAZARD (a) 25% ownership figure is illustrative. Ultimate Project ownership percentage will depend on many factors, and may vary from this amount. 
(b) Cost figures are in 2012 dollars and are based on Project cost midpoint of $55 billion. 
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AKLNG Project Economic Overview (cont'd) 

A PROJECT OBJECTIVES AND BACKGROUND j 

While the State's upfront investment to fund the construction of the Project is considerable, this investment is also projected to 
generate material future cash flows 

! $ in Billions ! 
$80.0 

70.0 

60.0 

50.0 

40.0 

30.0 

20.0 

10.0 

0.0 

STATE OF ALASKA CUMULATIVE PROJECTED CASH FLOWS Ca) 

2014E 2016E 2030E 2032E 2034E 2036E 2038E 2040E 2042E 

(10.0) 

(20.0) 

9ILAZARD 

Source: Black & Veatch Model, dated Febmary 2014, as acfjusted by the State. 
Note: Analysis presented above is preliminary and illustrative. Elements of the analysis will continue to evolve over time as a result of multiple factors 

(e.g., market treatment of similar LNG projects). 
(a) Projected cash flows are shown for illustrative purposes and do not take into consideration many factors, including the time value of money. 
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State of Alaska Financial Overview 

As of FY 2014, the State had -$15.8 
billion in its budget reserve funds 
(i.e., the Congressional Budget 
Reserve Fund and the Statutory 
Budget Reserve Fund) 

A. 

V Over 2015 - 2017, the State's 
unrestricted general fund eiq,enses 
are projected to e..xceed unrestricted 
general fund revenues by an 
average of -$3.0 billion 

A PROJECT OBJECTIVES AND BACKGROUND j 

Over 2018 - 2024, annual expenses of 
$5.6 billion are projected; revenue 
projections assume long-term oil price 
of -$118.58/ barrel (vs. January 2015 
spot price of $48.87 / barrel) 

4 -----------, 
· By 2023, the State projects it 
will fully deplete its budget 
reserve funds, creating a 
fund deficit 

STATE OF ALASKA FINANCIAL OVERVIEW ($ IN MILLIONS) 

Reserve Fund Revenues/ 
Balance Expenses 

$18,000 

16,000 

14,000 

12,000 

10,000 

8,000 

6,000 

4,000 

2,000 

0 

(2,000) 

. ----- ........ - ... ... ... 
, ' , ' 

\ 
\ 
\ 
I 
I 

J 
I 

I 
I 

I 

... ----- ----------- --.. --------------~--- __ 

I 

' / .. -- ------------------------------------
- Constitutional Budget Reserve Fund 

Statutory Budget Reserve Fund 
- Unrestricted General Fund Revenues 
- Unrestricted General Fund Expenses 

4,,- - - - - - - - - - - - : 

!,_ _____ I I 

I 

I - · L - - - - - - - - - - - _I 
FY2014A FY2015E FY2016E FY2017E FY2018E FY2019E FY2020E FY2021E FY2022E FY2023E FY2024E 

10 I LAZARD Source: State of Alaska preliminary 10~ear budget forecast (dated December 2014). 
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Selected Project Risks and Potential Mitigants 

• Development I • Ongoing/iterative assessment of Project feasibility 

• Cost overruns • Risk transfer provisions/third-party contracts 

• Commercial • Partner/ sponsor marketing 

• Regulatory • Political support and strategy 

• Commodity price • Take-or-pay contracts/hedging strategy 

• Over-supply/ competing projects I • In-depth market analysis 

• Demand • Delivery flexibility 

• Other - • Other 

POTENTIAL MITIGANTS 

tt JLAZARD 
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Preliminary Financing Considerations 
The State's financing strategy with respect to the Project will be largely determined by the State's overall Project funding 
requirement, its available sources of funds and the "optimal" capital structure (e.g., debt/equity mix); these determinations are 
interrelated and should be evaluated together, as illustrated below 

0 

The State must identify sources of 
funds (internal and/ or external) to 
provide the capital required to invest in 
the Project 

Sources of Funds 

State of Alaska 

Permanent Fund 
Power Cost Equalization Endowment Fund 

Other Funds 
Balance Sheet/Borrowing Capacity 

Alaska Entities & Individuals 

Alaska Retirement Management Funds 
Native Corporations 

Municipalities 
Residents 

External Sources 

Third-Party Equity Investors 
Third-Party Lenders 
Public Equity /Debt 

Export Credit Agencies 

The State can structure its 
economic interest in the Project via 
a mix of debt and equity financing 
structures 

G State Structuring 
Alternatives 

Equity 

12 I LAZARD Source: Black & Veatch Model, dated Febmary 2014, as adji1Sted by the State. 
N ote: State financing need (i.e., Project cost) figures a.re presented in 2012 dollars. 

... ., 
Construction of the Project is expected 
to require - $13.7 billion of capital in 
the scenario in which the State invests 
in the Project on its own 

State 
8 Financing Need 

Gas Treatment Plant 
$3.1 billion 

Pipeline 
$3. 7 billion 

Total 
$13.7 billion 
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Potential Project Funding Sources 
The State has a variety of sources potentially available to fund its portion of the upfront investment in the Project. These 
sources include those that the State has direct access to, those that could come from Alaska entities and individuals, and those 
that could come from external sources 

PERMANENT FUND 

ALASKA RETIREMENT 
MANAGEMENT FUNDS 

• Public Employees' Retirement 
System 

• Te.achers' Retirement System 

• .Alaska Supplemental Annuity Plan 

THIRD-PARTY 
EQUITY INVESTORS 

BOREALIS 
-.t d ..., r u r 

~I CJ>(l 
INVE~TMENT 
llOARI> IJIJl·GIC 

~ 
n lLAZARD 

• 

ILLUSTRATIVE SOURCES OF FUNDS 

POWER COST EQUALIZATION 
ENDOWMENTFUND 

,=. ~RGY A§l~R! 

NATIVE CORPORATIONS 

~ 
'\·--

OTHERFUNDS 

·\1;1 ... ~J I kpJrlrllClll i •! f{t",Tllllt' 

Treasury Division 

MUNICIPALITIES 

--- r--~--- ,. 

_i--· 
---- --- --

THIRD-PARTY LENDERS 

BankofAmertca ~ 

~ 

PUBLIC 
EQUITY/DEBT 

JPMORGAN CHASE & Co. • 
CREDIT SUISSE .l:!.ilJ.fflY 

STATE BALANCE SHEET/ 
BORROWING CAPACITY 

RESIDENTS 

Permanent Fund Dividend ~.~b:!:}~ 
2,000 

1,000 

0 
1999 2002 2005 2008 2011 2014 

EXPORT CREDIT AGENCIES 

(l) 
JBIC 

JAPAN 
IANK FOR 
INTERNATIONAL 
COOPEIIATIOH 

K Korea Eximbank 
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Description of Structuring Alternatives 
The State will need to evaluate the optimal financing structure via which potential sources of funds are invested in the Project. 
In general, the State could structure these funds as either debt or equity interests in the Project. More specifically, a spectrum 
of structuring alternatives exists for both debt and equity; each alternative offers different risk and return profiles, as well as 
other characteristics related to seniority /priority, payout structure, governance rights and other features 

Recourse Debt 
... 
r:IJ 
0 u 

r -
Limited-recourse Debt 

-1-~ 
... 

I§ 
qJ 

~ 
~ 

EQUITY 

t4 JLAZARD 

I 
I 
I 
! 

f -

Non-recourse Debt 

Warrants 

Preferred Equity 

Common Equity 

c., 
z -u z 
< z -ll,,c 

r.il 
> -~ 
< 
~ 
~ 
CJ) 

:::, 
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Illustrative Financing Cost-Project Lifecycle 
The risk related to the Project's expected cash flows will vary over time. In the early stages of the Project's development 
lifecycle, financing costs are likely to be highest, due to the perceived risks associated with realization of the Project and, 
therefore, future Project cash flows. As the Project advances in its development lifecycle, the certainty of future Project cash 
flows should increase and the perceived risk associated with the Project should decrease accordingly, leading to lower financing 
costs 

---------------------- ... ... ... ... ... ... ... ... ... ... ... ... ... ... ... ... 
... ... ... ... 

- Illustrative Cumulative Project Cost ... ... ... ... ... 
- - - Illustrative Financing Cost 

... ... ... ... 

2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 

Pre-FEED FEED Operations 

Project Phase 

ts I LAZARD 
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Other Considerations 

B PRELIMINARY FINANCING CONSIDERATIONS j 

The State might consider other alternatives to lower its cost of capital, shift/ mitigate risk, or otherwise achieve its financing 
objectives. These alternatives could include the following: 

• Credit Support 

Guarantees by financially strong third parties could potentially lower the overall cost of debt associated with 
financing 

• Insurance/Risk Mitigation 

The State could purchase insurance to provide downside protection for various aspects of the Project to shift 
certain risks to third parties 

• Equity /Debt Syndication 

The State could syndicate (i.e., market to third parties) its interest in the Project to spread risks posed by the 
Project to other parties and to provide liquidity to the State at later stages of Project development 

t6 JLAZARD 
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Preliminary Selected Evaluative Criteria 
The Final Report will provide specific analysis and recommendations with respect to the Project funding sources and capital 
structure alternatives available to the State. The various funding sources and capital structure alternatives will be evaluated 
against the following criteria, among others, to develop a recommended financing approach for the State: 

POTENTIAL 
IMPACT ON 

DEBT CAPACITY/ 
OPPORTUNITY COST 

POTENTIAL 
IMPACT ON 

ALASKA 
CREDIT RATING 

KEY RISKS 

COST 

ALIGNMENT OF 
INTERESTS AMONG 

KEY PARTIES 

11 ILAZARD 

DESCRIPTION 

How does the proposed financing alternative potentially limit the State's ability to issue 
debt or allocate funds to other priorities? 

• How does the proposed financing alternative impact the State's credit rating (i.e., its 
future borrowing cost)? 

• How much/what types of key risks are involved with respect to the State undertaking 
the proposed financing alternative? 

• What is the potential cost of securing the financing and providing a return to debt and 
equity investors? 

• How difficult will it likely be for the State to execute its preferred financing structure? 

• Are the interests of the various key parties aligned? 
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Recommended Next Steps 

IV RECOMMENDED NEXT STEPS j 

In preparation for the delivery of the Final Report in Fall 2015, Lazard will focus on the following areas of analysis and 
interaction, among others: 

• Continued participation in State legislative session during Spring 2015, as required/ requested 

• Continued monitoring of global LNG market dynamics 

• Update of Black & Veatch Model to reflect, among other items, current commodity pricing environment 

• Continued monitoring of Project developments ( e.g., marketing agreements, offtake agreements, partnership agreement, 
etc.) and potential impacts on analysis of financing alternatives 

• Further analysis of potential sources of funds 

Interaction with various State and external fund providers to gauge interest in and return expectations for Project participation 

• Identification of preferred sources of funds via analysis and interaction with key stakeholders, including the Alaska Legislature 

• Further analysis of potential capital structure alternatives 

• Identification of preferred capital structure alternatives via analysis and interaction with key stakeholders, including the Alaska 
Legislature 

• Further refinement of evaluative criteria 

• Formation of potential financing alternatives (i.e., combinations of sources of funds and structuring alternatives) 

• Analysis of implementation issues associated with potential financing alternatives 

Legislative 

• Regulatory 

Legal 

Execution 

Other 

• Assessment of financing alternatives against evaluative criteria 

• Identification of optimal financing alternatives via iterative process (i.e., in consideration of evaluative criteria, 
implementation issues and other factors) 

• Drafting of Final Report 

Continued iteration and interaction with the Department of Revenue and State advisors 

ts I LAZARD 
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Sources 
of Funds 

Capital 
Structure 

State 

Illustrative Process Overview 
In preparing the Final Report, Lazard will identify a range of potential discrete financing plans for State investment in the 
Project; among other things, these financing plans will consist of recommendations for how the State should fund and structure 
its investment. To determine the optimal financing plan for the State, these alternatives will be iteratively refined in 
consideration of the evaluative criteria (as further developed) and potential implementation issues (e.g., legal, regulatory, etc.) 

I 

I • -

• ,. 

CONTINUED ITERATION OF 
ILLUSTRATIVE FINANCING PLANS 

EVALUATIVE CRITERIA 

1 • Potential Impact on Debt 
Capacity/ Opportunity Cost 

. \ 1 • Potential Impact on Alaska 
Credit Rating 

ILLUSTRATIVE 

I \ • Key Risks 
FINANCING PLAN #2 ' • Cost ' I ,' 

I i 
I I • Execution Flexibility/ 

Feasibility ,, 
• Alignment of Interests 

Financing Among Key Parties 
Need 

t9 ILAZARD 

+ 

CONTINUED ITERATION OF 
ILLUSTRATIVE FINANCING PLANS 
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Selected Additional Lazard Professionals 
The core Lazard AKLNG Project team will draw upon Lazard's global network of professionals on an as-needed basis 

Ho11sto11 

• Chairman of Lazard 
Houston 

Ho11ston 

• Managing Director 

• Head of Houston office 

20 ILAZARD 

Ne,vYork 

• Vice Chairman 

Nel//York 

• Managing Director 

• Head of U.S. Corporate 
Finance 

San Fra11cisco 

• Managing Director 

• Head of Convertible 
Securities 

Ne,vYork 

• Managing Director 

Beijing 

• Head of Greater China 
Investment Banking 

New York 

• Senior Advisor, Power, 
Energy & Infrastructure 

Melbo11me 

• Co-Head of Lazard 
Australia 

Ho11ston 

• Managing Director 

• Head of North American 
Exploration & Production 

Ho,ato11 

• Director, Lazard Houston 
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Lazard Team Biographies 
GEORGE \V. BILICIC, Vice Ch.1ir111,111 of Irncsrmc11t B,111ki11g 

21 ILAZARD 

Mc. Bilicic heads the Firm's Midwest investment banking business :a.nd global cffons in power, energy and infmstrucrurc. In a<l<licion, he sc.cvcs :1S a member of the Finn's Investment Ba.nking 

Committee and Deputy Chairman Committee. Other than his time at KKR (see below), Mr. Bilicic has been at Lazard since March 2002. 

Most recently, Mr. Bilicic has advised on the following matt ea, among othca (clieor in parentheses): proposed sale of the operating 1sscts of Fi<Sr Wind to TcrnForm Power (Corponte Goveaunce 

Committee ofTernFocm Power), Detroit's Chapter 9 bankruptcy (Official Committee of Retirees of Detroit), Odebrecht Transport', esnblishmem of a joint Yeo tu re with Mitsui & Co. (Odebrccht 

Tnnsport), proposed spin-off of Columbia Pipeline Group by NiSource and formation of an MLP (NiSource), Dyncgy's proposed acquisition of power generation 1ssets from Duke Eoecgyaod 

Enecgy Capital Partners (Dynegy), proposed sale of Integrys Energy ro Wisconsin Energy (Integrys Energy), proposed sale o f Pepco to E.xclon (Pepco), stntegic advisory in respect of the Tennessee 

Valley Authority (TV A), Ene,gy Furure Holdings Bankruptcy rcstrucruriog (Unsecured Creditors' Committee), sale of l.:NS Energy to Fortis (UNS Ene,gy), stntegic ad,-isory in respect o f Fitst Sob.t 

(Fiat Sob.t), sale of NV Eoetgy to MidAmerican (NV Energy), sale of Ameren Energy Resources to Dyncgi• (Dynegy), strategic adl-isoty in respect of Long Island Electric T&D System (New Yock 

State), sale of Equitable Gas and met exchange with SteclRi,·er (EQ1), sale of CH Energy to Fortis (CH Energy), sale of stake in Vcspucio Norte E>.1>rcss to Brookfield (HOCHTIEf•), Dj'llegy 

restructuring and stra1cgic ad,•isoty (Dynegy), merger of Exelon and Cons1clb.tion Enei:gy (EDF), sale of Central Vermont Public Service to Caz Mc!CO (Central Vermont Public Service), sale o f 

L'Uld)'S + Gyr to Toshiba (L:lndys + Gyr), merger of Progress Energy and Duke Encrgy (Progress Energy), merger of Northeast Utilities and NSTAR (Northeast Utilities), Solyndra rcstrucruring 

(U.S. Dep1rtmeo1 ofEnergy), poieocial sale of PG\'(' (City of Philadelphia), potential stadium 6nancing/p1rtoerships for the San Diego Ch1rgers (Ciiy of San Diego), resolution of joint venrure ,nd 

rcbtcd matters between EDF and Constellation Energy (EDF), sale of the trading business o f RBS/Sempn (RBS and Sempra), sale of Auropista Cenrral toll road (Sk:tnska), potential privnti:tation of 

Long Island Electric T&D System (LIPA), <>change offec by Exelon for NRG (E~elon), le,·eraged buy-out of TXU led by KKR and TPG (TXU), Duke Eneigy spin-off transaction (Duke), National 

Grid 1cquisition of KeySpan (KeySpan), Pl1NYC (Ciiy of New Yock), Duke Energy merger with Cinergy (Duke) and v1rious altemati,·e energy financings. 

From May 2008 to October 2008, Mr. Bilicic sen•ed as a Managing Director and Head of lnmstrucrure at KKR. Ar KKR, Mr. Bilicic was responsible for initiating and leading KKR's global 

in.frastcucru.rc inYcsting cffom and contributing to other areas, c$pccially altcmativc enc.rgy and powcc. Outing his time at KKR. .Mr. Bilicic sccvcd on the lnfr.lstrucrurc lnvcstm.cnt Committee and led 

teams that considered investments in airports, ports1 sucf:ace tnnspomtion, utilities wd powcc, altcm:ul'"c coergy, midstream i.nfn~trucrucc, social Ul.fcastructurc and infrastructure conglomerates. 

Prcriously, Mr. Bilicic had been a. Pa.rtner in the law £ion ofCravath, Sw-a.ine & Moott from 1995. He joined Cca.vath as an associate in 1989. Mr. Bilicic's di'f'crsc cocporatc practice at Cra.n.d, 

primarily focused on mecgecs and acquisitions, but also included bank financings, joint ventures, public offerings, project finance '.lnd S\\raps and other dc.riva.tives. Mr. Bilicic left the Cn.,"ath 

partnership, effective January 2001, to begin his in~cstment banking cueer at Merrill Lynch where he wu 1 Managing Director in the Mergers & Acquisitions Department focused on power and 

energy clients. 

After gndu,tion from Georgetown Univecsiiy Law Center, Mr. Bilicic served in a clerkship with cl,e Hon. Murcay M. Schwart2 (Chief Judge, U.S. District Court for the District of Deb.ware). Mr. 

Bilicic was an Articles Editor of the Law Joumal at Gc01:gctown Uni,,,.e:rsity Law Center. 

Mr. Bil icic developed a. strong interest in the i.nfutstructurc area beginning at DcSa.lcs Uni,·crsiry where his senior thesis wn.s entitled 1The Fcdcra.l Role in lnfmstructure Rcvitaliza.rion," and, among 

other things, recommended a national capital budget as a fiscally pruden, mC1Sure 10 address cl1e nation's decaying infrastrucrure. At DcSalcs Uni,·ecsi1y, Mr. Bilicic also played V1rsity bsketball and 

\v.t.~ co-capt:tin for two ycacs along ,;,;rith serving as cJ1e editor o f the school's newspaper. 

Mr. Bilicic bu been involved in a number of community and other not-for-profit organi,ations including the following as a member of the Board of Directors (or equivalent), unless otherwise 

indicated: Amc-rican B1Uet Theater, Brookings Metropolitan Policy Program, Cristo Rey Netwock (cua:cnt), Family Ju~tice, Georgetown University Law School (cuaent), Grcm-ille B1kcr nays & Girls 

Club, Ho&tr:1. Unh-eaity, Metropo~tao Planning Council (cw:rcnt), MFY Legal Services, NY Team Elite AAU basketball prognm (founder and tClUTI sponsor), Refugees lnteeo1tional and YMCA of 

Greater N,-,v York. Mr. Bilicic is also a member of The Commercial Club of Chicago. 

Mr. Bilicic and his wife, Laura, reside in Chicago with their four sons, \'(rtlliam (17), Christopher (I 7), Henry (13) and Peter (8). 
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Justin Palfreyman is a Director in Lazard's Global Power, Energy & Infrastructure Group, based in New York. Mr. 

Palfreyman focuses on providing infrastructure-related strategic and financial advice to corporations, pension funds, 

private equity funds, and government clients. Recent assignments have included advising the State of Alaska on financing 

its economic interest in the Alaska LNG Project, the Corporate Governance Committee ofTerraForm Power on the 

acquisition of the operating assets of First Wind, Odebrecht TransPort on its urban mobility joint venture with Mitsui, 

the retirees of the City of Detroit with respect to the City's comprehensive restructuring plan, ACCIONA Energia 

International on its sale of a 33% ownership interest to KKR, the Tennessee Valley Authority on its strategic alternatives, 

the City of Philadelphia on its potential sale of Philadelphia Gas Works to UIL, First Solar on various capital raising 

matters, the New York Power Authority on strategic alternatives for the Long Island Electric T&D system, the Special 

Committee of the Board of Directors of Pike Electric on its strategic alternatives, HOCHTIEF on the sale of its interest 

in Vespucio Norte Express to Brookfield, Skanska on its sale of Autopista Central to the Alberta Investment 

Management Corporation ("AIMCo"), and SNC-Lavalin on its acquisition of the remaining stake of AltaLink from 

Macquarie Essential Assets Partnership. 

Prior to joining Lazard, Mr. Palfreyman was an Associate in the Infrastructure Investment Banking Group at Goldman, 

Sachs & Co. where he advised on numerous toll road, port, airport, utility, and water transactions. These advisory 

assignments included evaluating and executing principal investments on behalf of Goldman Sachs Infrastructure 

Partners. Mr. Palfreyman has also worked in the public sector as a Financial Economist in the Office of Development 

Finance at the U.S. D epartment of State in Washington, D C. 

Mr. Palfreyman started his career in 1999 as a consultant at Accenture in Seattle prior to joining Apex Learning, a 

venture-backed online education company, where he played numerous roles in finance, marketing and business 

development. 
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have included advising the State of Alaska on financing its economic interest in the Alaska LNG Project, Integrys on its 

proposed sale to Wisconsin Energy and TV A on its potential privatization. 

Prior to joining Lazard, Mr. Hort was a manager at PSEG where he focused on corporate development and valuation. His 

assignments ranged from evaluating corporate-level M&A transactions to individual power plant acquisitions. Mr. Hort 

started his career in 2007 as a consultant at NERA Economic Consulting. 

Rutgers University, B.S. in Mechanical Engineering, summa cum laude (valedictorian of class), Columbia University, M.S. in 

Mechanical Engineering, Harvard Business School, M.BA. 
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Disclaimer 

This document has been prepared by Lazard Freres & Co. LLC ("Lazard") based upon information 

supplied by the State of Alaska (the "State") and its representatives and advisors, as well as publicly 

available information. Portions of the information herein may be based upon certain statements, 

estimates and forecasts provided by the State with respect to the historical or anticipated future 

performance of the State. We have relied upon the accuracy and completeness of all the foregoing 

information, and have not assumed any responsibility for any independent verification of such 

information. With respect to financial forecasts, we have assumed that they have been reasonably 

prepared on bases reflecting the best currently available estimates and judgments as to the applicable 

future financial performance. We assume no responsibility for and express no view as to such 

forecasts or the assumptions on which they are based. The information set forth herein is based 

upon economic, monetary, market and other conditions, and the information made available to us as 

of the date hereof, unless indicated otherwise. Lazard does not have any obligation to update or 

otherwise revise dus document. Lazard is not providing and is not responsible for any tax, 

accounting, actuarial, legal or other specialist advice. These materials are also summary in nature and 

do not purport to include all of the information that should be evaluated in considering alternatives 

for the State. Lazard is acting as investment banker to the State and any advice, recommendations, 

information or work product provided b y Lazard is for the sole use of the State. This document, and 

any advice, recommendations, information or work product provided by Lazard is not intended for 

the benefit of any tl-urd party and may not be relied upon by any third party. 
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III . LNG BACKGROUND AND OVERVIEW 

III. LNG B a c kgr ound and Overv iew 

The AKLNG Project results from a long history of efforts to develop Alaska's natural gas resources. 

Since the 1970s, State and Federal administrations, as well as various private sector stakeholders, 

have attempted to monetize North Slope natural gas reserves without success. However, the global 

LNG market has evolved considerably since those early efforts. The current AKLNG Project 

benefits from strong global LNG demand dynamics, competitive geographic advantages, alignment 

of interests among key Project stakeholders and a more advanced understanding of the costs and 

benefits associated with the Project. 

A. Global LNG O v erv iew 

1. LNG M arke t O ve rv ie w 

LNG is a form of natural gas that has been condensed via extreme cooling. Unlike oil, natural gas is 

not liquid at room temperature, and must be cooled to allow for cost-effective shipment, via a 

process known as liquefaction. Once cooled (at -259°F or below), natural gas is 600 times denser 

than it is at ambient temperatures, allowing for shipment over long distances, and enabling delivery 

to distant geographies. 14 

Over the past twenty years, LNG has transformed from a regional energy source to one with 

worldwide economic and political implications. Various factors have affected the surge in demand 

for LNG, including both political and market forces. For example, increasing concern around the 

environmental impact of traditional energy sources has prompted attention to natural gas as the 

cleanest-burning fossil fuel (it produces 60% - 90% less hydrocarbon emissions than oil). 15 Certain 

markets and electricity providers that have sought methods to minimize the impacts of 

supply/ demand volatility have found that the long-term fixed contract model of L G provides a 

logical solution. 16 In other markets, where remote geography and/ or a lack of natural resources 

constrain the supply of energy assets, LNG has proved to be a cost-effective energy source. 17 The 

role of LNG in the global marketplace has steadily increased since 1990, as illustrated in the chart 

below. 
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GLOBAL ANNUAL LNG TRADE VOLUMES SINCE 1990 

14 "Fall 2013 Revenue Sources Book," The State of Alaska, 2013 ("Fall 2013 Revenue Sources Book"). 
15 "L G - Global Challenges & Opportunities and Imperatives in India," The Boston Consulting Group, 2014 ("BCG Report''). 
16 "Global LNG," EY, 2014 ("EY Report"). 
17 "World L G Report," International Gas Union, 2014 ("IGU World LNG Report"). 
1s fetric tons per annum ("MTPA''). 
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Global L G supply is highly concentrated, with the top five producing countries providing 67% of 

the total global supply of 237 MTP A. 19 Both supply and demand dimensions shape this high 

concentration. While countries with plentiful natural gas reserves typically produce greater LNG 

exports, this is not always the case, as a result of several factors. For example, high fixed costs 

associated with upstream development and liquefaction can inhibit development. Also, some 

countries rich in natural gas reserves, such as the U.S. and Russia, have significant domestic demand, 

which limits exports.20 This relationship is illustrated in the charts below; while Russia has the largest 

global proved reserves of natural gas at 24% of the total, it accounted for only 5% of global LNG 

exports in 2013. Conversely, while Qatar accounts for only 13% of global proved reserves, it 

produced the largest share of global LNG exports in 2013 at 33% of the total. 

2013 NATURAL GAS PROVED RESERVES 
BY COUNTRY (Tcf21) 

Algcrin 
2%, 

Nigcril 
3% 

VcnczueL, 
3% 
U.A.E. 

)
11/a 

4°/u U. $. 
4% 

Total Proved Reserves: 6,991 Tcf 
Source: U.S. E11e1gy b,fam,atio11 A d111i11istratio11 ("ElA "). 

2013 LNG EXPORTS 
BY COUNTRY (MTPA) 

Equn1orial Gumea, 3.9 

uAE,5.4 

Brunei, 7.0 

D Total= 158 MTPA 

Total LNG Exports: 237 MTPA 
Source: ICU World 1 .NG Report. 

Today's LNG supply landscape is still dominated by the first movers in natural gas liquefaction. 

Qatar now controls a significant share of global LNG production, largely as a result of a rapid series 

of developments in the mid-2000s,22 but other top exporting countries have been significant players 

in L G for several decades. Indonesia began exporting LNG in the mid-1970s,23 and Malaysia and 

Australia emerged as major exporters in the 1980s.24 Existing suppliers continue to increase capacity, 

however, and the supply landscape is expected to diversify over the next decade as many other 

nations and geographies (e.g., Venezuela, North Africa, etc.) increase their capacity despite 

19 Based on 2013 figures. 
20 "An Overview of the World L G Market and Canada's Potential fo r Exports of L G," Canadian Association o f Petroleum 

Producers, 2014. 
21 Trillion cubic feet ("Tcf'') . 
22 EY Report. 
23 "Signi ficant Events in the History ofL G," E nergy.gov, 2004. 
24 "Fi fty Years o f Global LNG," Tra figurn, 2014. 
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significant geopolitical and financial barriers. As a result of this increase in LNG supply, LNG is 

expected to constitute a larger proportion of total natural gas production going forward.25 

Global LNG demand is also highly concentrated, with Asian markets-particularly Japan, South 

Korea and China-being the largest importers. The reliance of these countries on LNG is driven by 

factors such as remote geography, lack of domestic natural resources, and, in the case of Japan and 

South Korea, the retirement or decommissioning of baseload nuclear power plants. These long-term 

trends lead to relative price stability of LNG in these markets. By contrast, newer LNG import 

markets such as India, the Middle East, Europe and South America, generally have various energy 

sources available, resulting in greater LNG price sensitivity.26 

The LNG market has demonstrated two notable developments in recent years. First, as a result of 

the recent divergence of oil and natural gas prices, LNG prices (which are typically contractually 

linked to the price of oil) have become decoupled from the price of natural gas (as illustrated below). 

Second, in recent years, the duration of LNG contracts has shifted from longer term to shorter 

term. The traditional long-term (e.g., 20- to 30-year) contract model has two components: a sales 

contract and a transportation contract. The prices are indexed to an agreed measure (e.g., a hub), 

while volume is agreed upon on a take-or-pay basis-i.e., the seller agrees to a minimum delivery 

and the buyer pays a penalty in the event that it does not take the agreed-upon olume.27 In recent 

years, a rise in L G contracts with destination flexibility, a surge in regasification capacity, price 

differentials across regions and growth in the LNG shipping fleet have strengthened the short-term 

L G market. 28 In 2013, the short-term market (i.e., contracts of 5 years or fewer) comprised 33% of 

global LNG trade,29 up from 20% five years prior and 8% ten years prior.30 
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25 IGU World LNG Report. 
26 BCG Report. 
27 BCG Report. 
2B BCG Report. 
29 IGU World L G Report. 
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30 "Prospects for Development of an Asian L G Trading Hub," King & palding, February 2014. 

1/ 31/ 2012 

- c.K. Gas lmpon 34 

1/ 31/ 2(114 

31 Henry Hub is a natural gas distribution hub in Louisiana. H enry Hub's prices are generalJy viewed as an indicator for the prices in 
the broader orth American natural gas market. 

32 West Texas Intermediate ("WTI") is a grade of crude oil; its prices are used as a benchmark for oil prices. 
33 Japan L G Import refers to the average price ofL G imports to Japan. 
34 U.K. Gas Import refers to the average price paid for natural gas imports to the U.K. 
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2. O v e rvi e w of Gl obal Ma rket P articipants 

The global LNG market involves an ecosystem of participants whose constructive involvement is 

necessary to any export development project. The table below describes many of these participants. 

SOVEREIGN 
GOVEIU'1MENTS 

PRODUCERS 

SHIPPING/ 
TRA..'\ISPO RT A TION 

UTILITIES 
(E.G., PO\X:ER 

PRODUCERS, GAS 
DISTRIBUTION 

COMPANIES) 

S011rce: FodSet. 

GLOBAL LN G MARKET PARTICIPANTS 

• Contro l exploration and productio n rights on their land; a principal player in the L1\JG value chain; their approval and 
suppo n can be necessary in any development pro ject 

• LNG e.xpo n market is highly concentrated in a small number of natio ns: 

11:' Q atar (33%), Malaysia (10%) and Australia (9%)35 

• World's largest reserves of natural gas are found in: 

I: Russia (1,688 Tcf) and Iran (1,187 Tcf)·"' 

• Obmin land righ ts fro m governments. and e~-plo re and e~-u-act energy assets 

• N atural gas producer market is relatively co ncentrated; large players can be broadly cate1,'0rized into: 

C: Smte-owned entities such as Gazprom (1,241 Tcf o f gas reserves)l' o r Saudi Aramco (288 Tcf) 38 

t Multinatio nal entities such as Exxon (26 Tcf), BP (10 Tcf) and Conoco (10 T cf)3• 

---- ---------
• D evelop the infrastructure necessary for gas treatment (prio r to p ipeline transpormtio n), LNG liciuefaction and, a t a later 

smge, regasification (i .e., transformatio n o f L'IG into gas) 

• L'IG engineering and construction market is very concentrated, given that the re are few companies with the expertise and 
scale necessary to develop these large-scale projects; majo r players include: 

I Bechtel (private; 20 13 revenue o f -S39 billio n) 

I Fluor (-S9 billion market capimlization) 

If Chicago Bridge & Iron (-$5 billio n market capimlizatio n) 

• KBR (-$2 billion market capimlization) 

• Transport gas thro ugh pipelines to L"JG processing and expo rt facilities 

• Natural gas pipeline industry is hea,·ily co ncentrated ; major N o rth American players include: 

If Enbridge (-S44 billio n market capitalizatio n) 

I TransCanada (-$35 b illio n market capitalization) 

C Spectra (-S25 billion market capitalization) 

E Kinder Mo rgan (-S44 billion market capimlizatio n) 

t Energy Transfer Partners (-$23 bil.lion market capimlization) 

• Transpon LNG over water to end markets 

• Players include bo th LNG producers and independent shipping co mpanies;411 top three companies (Nakilat, M !SC and Bonny 
Gas) tied to specific projects (in Q atar, Malaysia and Nigeria, respectively) 

• There are currently 357 L "JG vessels worldwide41 

I. In contrast to the concentrated expo rt market, the three largest co mpanies comprise o nly about 18% of the wo rldwide 
fleet, by number o f vessels 

• Power producers 1,,enerate electricity using regasified LNG 

• Gas distributio n co mpanies deliver regasified Ll G as natural gas to customers 

• Countries witl1 tl1e largest regasificatio n capacity include: 
l Japan (184 MTPA), U.S. (132 MTPA), Korea (92 MTPA) and Spain (42 MTPA) 

• Utility industry is relatively fragmented globally, but co ncentrated o n a local basis as incumbent players prm•ide the bulk of 
services for a particula r region 
• These co mpanies include the state-owned utility Korea Gas Co rpo ratio n ("KOGAS'') , tl1e largest single L"JG impo rter 

in the world (41 MTPA);42 the J apanese utilities Tokyo Electric Power and Chubu Electric Power, whicl1 now purchase 
LNG togethe r and a re one o f the largest impo rting entities in tl1e wo rld (40+ MTPA) ;43 and tl1e state-owned T aiwanese 
utility CPC Corporation (13 MTPA)44 

ote: Pricing data as of January 2, 2015. 

3; IGU World L G Report. 
36 IGU World LNG Report. 
37 "Gas and oil reserves," Gazprom. 
38 "Facts & Figures 2013," Saudi Aramco. 
39 EY Oil and Gas Study. 
40 "Liquefied Natural Gas: Understanding the Basic Facts," DOE, 2005. 
41 IGU World LNG Report. 
42 "South Korean KOGAS Looks to 010-17 L G Cargoes in Oct- ov: Sources," Platts, August 28, 2014. 
43 "Tepco, Chubu Electric Form World's Largest L G Buyer," Wall treet Journal, October 7, 2014. 
44 "Taiwan Keen to Import US L G &om Shale Gas-fed Projects: Report," Platts, June 6, 2013. 
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The illustration below demonstrates the relationships among many of these players in the global 

LNG value chain. 

GLOBAL LNG VALUE CHAIN 

So11rce: PITLNG, n1od!fted. 
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3. Overview of Global LNG Projects 

The maps below show LNG projects worldwide that are either complete or under construction. As 

of 2014, there are 31 existing LNG sites, with an additional 22 sites under construction. The existing 

sites have a capacity of 294 MTPA, for an average of 9.5 MTPA per site. The vast majority of 

facilities that are under construction will likely come online in the next three years, with 73% of new 

liquefaction capacity expected to be completed by 2017 and 90% by 2018. 45 

Existing global L G sites are generally dispersed geographically. However, new supply, evidenced 

by sites under construction, is centered in Australia and Indonesia and, to a lesser extent, the 

Americas. This demonstrates Europe's perceived decreasing share of future demand and the 

increasing demand of northern Pacific Rim countries, such as Japan. D espite the concentration of 

new LNG site construction, the number of countries exporting LNG is still expected to grow only 

slightly, as new projects come online in Colombia and Russia.46 

GLOBAL LNG SITES 
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S011ra: IGU World LNG Report 
Note: Single dots mllf represent multiple LNG phnts 2.t,. single site. 

45 IGU World L G Report. 
46 IGU World LNG Report. 
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GLOBAL LNG SITES 

umber Capacity (MTPA) 
Existing 31 294 

Under Construction 22 117 

Total 53 411 

Source: ICU World LNG Report. 
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Worldwide, there are 74 existing LNG receiving terminals, with an additional 26 under construction. 

The receiving terminals have an average capacity of 8.5 MTP A. The prevalence of existing receiving 

terminals in Western European countries reflects these countries' historical position as major 

importers of LNG. The numerous existing receiving terminals in the U.S. reflect the country's push 

for fuel alternatives prior to the discovery of substantial amounts of domestic shale gas and cost­

effective extraction technologies that have led to vast amounts of domestic gas in the Lower 48.47 

The number of countries importing LNG, which has exceeded the number of exporting countries 

since 2002, is expected to continue to grow. In the coming years, Asian nations, in particular China, 

Japan and Indonesia, will likely be constructing major LNG receiving terminals. The relatively 

smaller capacity of LNG terminals in South American nations reflects the use of L G as a cost­

effective near-term energy solution.48 

GLOBAL LNG RECEIVING TERMINALS 

Capacity (MTPA) 
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S011m: ICU World LNG &port 
Note: Single dots m,,y represcn.t multiple LNG rcc<eiving termin2ls 2H single site. 

47 !GU World L G Report. 
48 IGU World L G Report. 
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GLOBAL LNG RECEIVING TERMINALS 

Number Capacity (MTPA) 

Existing 7 4 628 

Under Construction 26 74 

Total 100 701 

S 011rce: I GU World I .,NG Report. 
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B. Overview of Natural Resources in Alaska 

The Alaska State Constitution provides that "it is the policy of the State to encourage the settlement 

of its land and the development of its resources by making them available for maximum use 

consistent with the public interest."49 Largely driven by this policy, oil extraction has been an 

integrated component of Alaska's economy over the past 50 years, and revenues from oil production 

have consti tuted the vast majority of the State's revenue. During this same period, the production of 

natural gas has been limited. Current forecasts of oil production, however, suggest that State 

revenues from this activity are likely to decrease significantly in the coming years. This trend 

(together with many other factors including increased global demand for LNG) has galvanized 

support for a large-scale natural gas project in Alaska. 

1. O verview of O il in Alaska 

a . Resource D escripti o n 

Oil production is critical to Alaska's fiscal position and financial stability. According to the Fall 2014 
Revenue Sources Book,50 proceeds from oil contributed 88% of total deposits to Alaska's General 

Fund for fiscal year ("FY") 2014 (this includes production taxes, royalties, property taxes and 

corporate income taxes associated with oil production). Consequently, variations in the price or the 

production volume of oil can have a material effect on Alaska's annual budget. 

According to the U.S. Geological Survey ("USGS"), there are an estimated 24.9 billion barrels 

("BBL") of undiscovered, technically recoverable petroleum in the Arctic Alaska Petroleum 

Province ("AAPP"), which encompasses all land north of the Brooks Range and Herald Thrusts 

and, to date, accounts for the vast majority of oil reserves in Alaska. These oil reserves are spread 

across the North Slope of Alaska in three designated areas: the National Petroleum Reserve-Alaska 

("NPRA"), Central North Slope and the Arctic National Wildlife Refuge ("ANWR 1002 Area"). 

PRA has -10.6 BBL of undiscovered oil, Central North Slope has -4.0 BBL of undiscovered oil 

and ANWR 1002 Area has - 10.4 BBL of undiscovered oil. These reserves and their locations are 

illustrated on the following map. 

49 Alaska Constitution Artide VIII, Section 1. 
50 "Fall 2014 Revenue Sources Book," The State of Alaska, 2014 ("Fall 2014 Revenue Sources Book"). 

1s I LAZARD 



III. LNG BACKGROUND AND OVERVIEW 

AAPP REGIONS AND UNDISCOVERED OIL 

Beaufort Sea 

So11rre: U.S. Geologice1/ S11n'V' P,,per 1732-A. 

NPRA 
10.6 BBL 

Central North Slope 

4.0BBL 

ALASKA 

ANWR 1002 Area 

10.4 BBL 

b. Summary of Historical and Forecasted Oil Production and 

Op era tions 

Alaska oil constitutes a significant, but decreasing, proportion of total U.S. production. U.S. and 

Alaska oil production peaked in 1970 and 1988, respectively. Since 1988, U.S. oil production has 

decreased consistently, and fell to 5.0 million barrels per day ("MMBD ") by 2008. However, since 

2008, higher oil prices and new drilling technologies have stimulated industry activity in North 

D akota, Texas and the Gulf of Mexico. Concurrently, Alaska production has continued to decrease, 

as illustrated in the following chart. 
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Following slight forecasted mcreases m production in 2015 and 2016, production from Alaska's 

currently-producing oil reserves is expected to decline each year over 2017 - 2024, yielding annual 

production from existing wells by 2024 that is approximately 44% of expected output in 2015. Even 

after taking into account forecasted new oil production, Alaska's overall production is expected to 

decrease to approximately 62% of expected 2015 output by 2024. These forecasts are summarized in 

the table and chart below. 

ALASKA NORTH SLOPE OIL PRODUCTION FORECAST (MMBD) 

2015E 2016E 2 01 7E 20 18E 20 19E 2020E 2021E 2022E 2023E 2024 E 

I 
--

r-orccnsted Production (Exiscin~ \X'clls) 0.5!0 0.524 0.397 0.359 0.329 0.3ll2 0.278 0.258 0.2J<J 0222 

Cro11·Jb/ {Drtli11,) lti11r 4°tn J'h, (24%) (9%) /8°1•) (11%) (11%) (7%) (1%) (7%) 

Risk-Adjusted New O il 0.000 0.000 0. 137 0. 144 U. 145 0. 134 0. 122 0. 111 0.104 O.U92 

A/,1110: NtN• Oil Sha,.,. ofRislc-ArfJ11strd TOia/ Fo,.,.,a.rt °'' °'' 26% llJO/o J1% J l °t11 J~. JO% JO% 29"io 

Risk-Adjusted Tomi Forecast 0.5 10 0.524 0.534 0.503 0.473 0.436 U.400 11.369 0.343 0.315 

) 'ror-0,.-r- ) ·,ar ForrraJ!rd Crou•Jb/ {Drflinr) Rat,- °'' J% 2",, (6%) (6%) (/J"to) (8'o) (11%) (1%) (11%) 

A/r,110: Ri.Jlt.-Vnm!J11slt1I Toltll Forrt11s,,.., 0.510 0.,24 O.H9 o.;n 0.514 0.494 0.474 0.4,9 0.462 0.4H 

S011rrr: Fo/120/4 R,,,,.,n,,,. Sotffm Boo!. 
Note: Risk-adjusted :1moums calculated by lhe Smtc. Amounts represent the expected vn1ue o f furure production b:iscd o n the si1:c of the project :ind its likelihood of success. 
(•) Reflect:;; "high" case. 

ALASKA NORTH SLOPE CRUDE OIL PRODUCTION (MMBD) 

3 

2 

- , - - ------- ===: 
0 

1981 1984 1987 1990 1993 1996 1999 2002 2005 2008 2011 201 4 2017 2020 2023 

- - Risk-Unadjusted Total Forecast Risk-Adjusted Total Forecast - - Forecasted Production (Existing Wells) 

S 011rce,: EJA ond Fo/12014 R,,.1111, S011rce, Book. 
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2. Overview of Natural Gas in Alaska 

a. Resource Description 

According to a report prepared by D eGolyer and MacNaughton51 (referenced in the Project's U.S. 

D epartment of Energy ("D OE") export application), there is an estimated supply of approximately 

63.5 Tcf of natural gas in Alaska. This supply is spread between the orth Slope, Cook Inlet and 

offshore Continental Shelf (in depths of less than 200 meters); a summary of the resource is 

presented below. 

OVERVIEW OF ALASKA NATURAL GAS RESOURCE 

RESOURCES MOST TOTAL 
LIKELY RESERVES 

+ 
ALASKA REGION AND RESERVES PROBABLE POSSIBLE RESOURCES 

ASSESSMENT SEGMENT (Tcf) (Tcf) (Tcf) (Tcf) 

Alaska Onshore 

orth Slope 0 30.2 15.0 45.2 

Cook Inlet 1.1 0.7 1.4 3.2 

Alaska Offshore (0 - 200 Meters) 

Beaufort Shelf 0 2.0 12.0 14.0 

Cook Inlet Basin 0 0.4 0.7 1.1 

Grand Total - Expected Supply Scenario 1.1 33.3 29.1 63.5 

Source: DeGo!Jer 011d MocN011ghto11 Rcporl. 

b. E x ist in g A la s ka N a tur a l G a s Operations 

Alaska's natural gas production comes primarily from two regions: the Cook Inlet and the North 

Slope. Although natural gas production in the State is several orders of magnitude smaller than that 

of oil, natural gas has nonetheless played a significant role in Alaska's economy, both as a primary 

fuel source for generating electricity and heating Alaska's cities, and as an export product in its L G 

form. 

i. Prudhoe B ay 

The Prudhoe Bay oil discovery in 1968 in the North Slope of Alaska that led to the construction of 

the Trans-Alaska Pipeline System ("TAPS") also included natural gas estimated at the time to be 

26 Tcf (and since revised upward as outlined above) . Since 1968, various plans have proposed to 

move North Slope gas to market. To date, Alaska does not export North Slope gas, although the gas 

is used for electricity generation in the North Slope and fo,r enhancing oil recovery in Prudhoe Bay 

51 "Report on a Study of Alaska Gas Reserves and Resources for Certain Gas Supply Scenarios as of December 31, 2012," DeGolyer 
and Mac aughton, Prepared for Locke Lord LLP, April 2014 ("DeGolyer and Mac aughton Report"). 
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by reducing oil surface tension and aiding mobility. The remaining extracted gas is re-injected into 

the Prod.hoe Bay reservoir to maintain pressure and help increase oil production. 52 

ii. Cook Inlet 

For over half a century, Cook Inlet natural gas exports have served as an engme for Alaska 

economic growth. In 1959, the year that Alaska became a state, Cook Inlet became the site of the 

State's first major commercial gas discovery. Since then, Cook Inlet has produced more than 7.8 Tcf 

of gas for in-State use and export.53 

Tidewater natural gas from Cook Inlet is used predominantly as a fuel for heating Alaska's largest 

city, Anchorage, and the "railbelt" area connected to the electrical grid. Additionally, approximately 

one-third of the natural gas produced at Cook Inlet had historically been cooled into LNG and 

exported to Japan. The LNG plant at Cook Inlet, located on the Kenai Peninsula in Nik.iski, Alaska, 

operated between 1969 and 2011. This plant, the world's second-ever intercontinental LNG project, 

both monetized natural gas resources in Alaska and spurred the initial destination infrastructure that 

has allowed Japan to become tl1e world's leading LNG importer.54 

In the early 2000s, local demand for natural gas began to expand in Alaska. In 2011 , the EIA 

estimated that Alaska consumers used 85 billion cubic feet ("Bcf") of natural gas, which accounted 

for 63% of power generation in the State and 53% of heating fuel. Over the same time period, gas 

production in Cook Inlet declined, primarily because additional reserves were not developed. As a 

result of these changing dynamics, the LNG plant at Cook Inlet ceased operations in 2011.55 

However, by Fall 2013, new drilling had produced a surplus of gas supply and the State requested 

that Conoco renew its DOE export permit to provide Cook Inlet producers with access to LNG 

end markets. In May 2014, the Cook Inlet LNG plant resumed shipments with a renewed permit. 

The approved permit allowed for the export of LNG to non-free trade countries, most notably 

Japan. 56 

52 Fall 2013 Revenue Sources Book. 
53 Fall 2013 Revenue Sources Book. 
54 Fall 2013 Revenue Sources Book. 
55 Fall 2013 Revenue Sources Book. 
56 "ConocoPhillips to reopen L G plant, resume els-ports," Alaska Journal of Commerce, April 17, 2014. 
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C. O verview o f Alaska N a tur al G as L egi sl a t i o n 

Since 1968, various plans have proposed to move North Slope natural gas from Prudhoe Bay to 

markets, including to the Pacific Rim and the Lower 48. Although no North Slope gas has been 

exported to date, both Federal and State efforts have brought projects to near realization. These 

efforts are highlighted in the timeline below. 

DATE 

1976 

1977 

1977 

1978 

1980s 

1987 

1998 

2001 

2002 

2003 

2004 

2007 

2010 

TIMELINE OF ALASKA NATURAL GAS LEGISLATION 

EVENT DESCRIPTION 

• The U.S. Congress passes the Alaska atural Gas Transportation Act ("ANGTA''), which provides for 
the expedited development of a pipeline to deliver natural gas from Alaska to the Lower 48 

• The U.S. and Canadian governments approve the construction of the Alaska Highway Project, a 
pipeline along a route that follows the Alaska Highway through Canada to reach the Lower 48 

• Federal Power Commission, now the Federal Energy Regulation Commission ("FERC"), recommends 
an overland pipeline route through Canada to move Alaska gas to the Lower 48 

• Congress passes the atural Gas Policy Act and the Powerplant and Industrial Fuel Use Act (''Fuel 
Use Act") in response to natural gas shortages that had been due to federally regulated price controls. 
The Fuel Use Act restricted construction of new power plants and boilers using natural gas and oil as 
primary fuels, encouraging instead the use of coal, nuclear energy and alternative fuels 

• U.S. Maritime Administration conducts study indicating that U.S. L G sales to Pacific Rim nations 
had greater economic potential than those to West Coast U.S. markets, but market prices for LNG 
failed to support the commencement of such a project 

• Congress lifts previous Fuel Use Act restrictions on new-build natural gas and oil power plants 

• Alaska Legislature passes Alaska Stranded Gas D evelopment Act ("Stranded Gas Act''), which allows 
the State to negotiate special fiscal, tax and royalty terms, and regulatory terms with orth Slope oil 
producers for "stranded gas," which is defined as gas that "i not being marketed due to prevailing 
costs or price conditions as determined by an economic analysis by the Department of Revenue 
Commissioner for a particular project" 

• National Energy Plan includes a recommendation to expedite construction of an Alaska natural gas 
pipeline to serve the Lower 48. Alaska natural gas interagency task force formed; includes the State 
D epartment, D epartment of Interior, Department of Transportation, DOE and FERC 

• Alaska voters approve a ballot measure that creates the Alaska Natural Gas D evelopment Authority 
("ANGDA''), vested with the authority to act as a shipper and obtain financing for a project 

• Alaska Legislature reauthorizes Stranded Gas Act 

• Congress passes the Alaska Natural Gas Pipeline Act, which establishes a federal project coordinator, 
provides for loan guarantees, and offers tax and regulatory incentives for a pipeline project 

• Alaska Legislature passes the Alaska Gasline Inducement Act ("AGIA''), which provides for 50% 
reimbursement for developers' expenses up to SSOO million, in exchange for agreeing to terms, 
including follO\,ving the State's timeline 

• Alaska Legislature creates the AGDC as a subsidiary of the Alaska Housing Finance Corporation; tasks 
the AGDC with advancing the Alaska Stand Alone Pipeline ("ASAP") 

2013 • Alaska Legislature makes AGDC an independent corporation, folds together and consolidates 
operations with GDA 

2014 • SB 138 signed into law, facilitating Alaska participation in the Project 

So11rces: Foll 2013 Reve1111e So11rres Book 011d "Seorchi11gjoro Market: The 40JJeor Effort lo De11elop 011 Alaska Nol11rol Cos Prqject, "Office ef the 
Federal Coordi11olor, ]1191 2014 ("Office ef the Federal Coordinator- 'Searching.for a Market"'). 
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D. Overview of Previous and Current Alaska Natural Gas Projects 

Efforts to monetize the large natural gas reserves in Prudhoe Bay began in the mid-1970s, shortly 

before the completion date of TAPS. Since then, every Alaska. Governor has tried to spur 

construction of a natural gas pipeline. Those efforts have thus far been unsuccessful; however, in 

recent years, the importance of the construction of such a pipeline has increased as North Slope oil 

production has declined and the economics of LNG exports have become more attractive. 57 

In 1976, Congress passed ANGTA to expedite the development of a pipeline to deliver North Slope 
natural gas to the Lower 48. The following year, the U.S. and Canadian governments approved the 

construction and ownership of a pipeline along a route that followed the Alaska Highway through 

Canada to reach customers in the Lower 48 (the "Alaskan Northwest Project"). However, 
deregulation of the U.S. domestic natural gas industry, through legislation such as the 1978 Natural 

Gas Policy Act and Fuel Use Act, led to an increase in the supply of natural gas and a price 

reduction for the destination markets of the Alaskan Northwest Project. As a result, the pipeline 
project never materialized.58 

Throughout this period, various other projects competed with the Alaskan Northwest Project for 
regulatory approval. The El Paso LNG project contemplated transporting North Slope natural gas 

to California by first tracing the route of TAPS from Prudhoe Bay to Valdez, and then linking up 
with LNG export facilities that would ship to California. There was also a proposal for an "over-the­

top" offshore route, dubbed Arctic Gas, which would have crossed over the Arctic Ocean to 
Canada and ultimately connected with U.S. East Coast markets. 59 These projects were rejected under 

the same federal certification process that approved the Alaska. Northwest Project. Interest in a gas 

pipeline did not pick up significantly again until the late 1990s when rising prices and demand in the 

Lower 48 galvanized both policymakers and the energy industry. 60 

The resurgence of U.S. demand for natural gas circa 2000 prompted reconsideration of constructing 

a natural gas pipeline. Policymakers in the Alaska Legislature as well as in Congress passed 
preliminary legislation for natural gas pipeline projects connecting Alaska with the Lower 48. These 

laws led to negotiations between the State administration and the producers that culminated in a 
contract in 2006 that was rejected by the Alaska State Legislature.61 

In 2007, the Alaska State Legislature passed the AGIA, which provided for 50% reimbursement for 

a developer's expenses (up to $500 million) in exchange for agreeing to terms, including following 
the State's timeline.62 TransCanada, a Canadian pipeline company, was awarded the license, and 

Exxon later agreed to work with them on the project. In 2008, BP and Conoco launched a 

competing joint venture, D enali, which contemplated a pipeline that crossed Alaska, the Yukon and 

57 Fall 2013 Revenue Sources Book. 
58 Fall 2013 Revenue Sources Book. 
59 Office of the Federal Coordinator-'Searching for a Market'. 
611 Fall 2013 Revenue Sources Book. 
6t Fall 2013 Revenue Sources Book. 
62 Office of the Federal Coordinator-"Searcbing for a Market." 
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British Columbia to Alberta. These projects were ultimately abandoned after changed dynamics in 
the U.S. natural gas market made exports to the Lower 48 economically infeasible.63 

In 2012, the chief executives of Exxon, Conoco and BP wrote to Alaska's Governor stating that 

they, together with TransCanada,64 had begun studying a pipeline to a Southcentral Alaska LNG 

facility that would export gas to Asian markets, rather than the Lower 48-these efforts initiated the 

currently proposed AKLNG Project. The Project is estimated to have a total cost of $45 -

$65 billion (in 2012 dollars), and would include a gas treatment plant, a 42-inch diameter pipeline 

and an LNG export facility in Nikiski on the Kenai Peninsula.65 

PREVIOUS AND CURRENT ALASKA NATURAL GAS PROJECTS 

T APS 

Alaska . onhwcst Project 

= ' El Paso 1.:--JG 

Arctic Gas 

Denali 

AK.LNG Projcc, 

• • . . . 
• • • • • • • • • . 

• • • • 

S011rrr1: F"/1201J JI.JVtllllf S 011rr1s Book ttnd Ojfi« of 11H l'edtrol Coordi11alor. 

63 Fall 2013 Revenue Sources Book. 

• • • • • • • • • • • • • • • • • ... ... 

64 In October 2011, Alaska's Governor had requested that these parties work together to evaluate the economic feasibili ty of a 
project to address in-State gas needs and serve L G export markets abroad. 

65 Fall 2013 Revenue ources Book. 
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E . Investment Thesis 

The supply of natural gas in Alaska (and particularly in the North Slope) represents a valuable 

investment opportunity for the State and its residents. Given current downward trends in Alaska oil 

production and associated State revenue, in-State natural gas production could support Alaska's 

State budget well into the future. Political figures within the State have recognized the opportunity 

for natural gas production to stabilize Alaska's budget and, consequently, support for the Project has 

been growing. Other stakeholders, including orth Slope producers and pipeline operators, see the 

potential development of Alaska's gas as a compelling investment decision. Most importantly, 

Alaska citizens stand to benefit from the development of the Project in many ways, including 

in-State job opportunities, lower-priced natural gas and Project revenues that flow to the State. 

Alaska's supply of natural gas is abundant by many measures. For example, the export of 20 MTP A 

(i.e., the level proposed in the Project's DOE export license application) would rank Alaska as the 

fourth-highest exporter of LNG in the world, following Qatar (81 MTPA), Malaysia (25 MTPA) and 

Australia (23 MTPA).66 Below is a table that demonstrates how an illustrative 20 MTPA export from 

Alaska would compare with exports from the top 10 LNG exporting countries over the past several 

years. 

2009 

Qatar 38.2 

Malaysia 22.8 

I Alaska 20.0 

Indonesia 19.4 

Australia 18.7 

Trinidad 15.9 

Algeria 15.9 

Nigeria 12.1 

Egypt 10.0 

Oman 8.4 

Brunei 6.8 

COMPARISON OF ALASKA'S POTENTIAL EXPORTS WITH 
THAT OF OTHER EXPORTERS (MTPA) 

2010 2011 2012 2013 

Qatar 58.7 Qatar 58.7 Qatar 79.5 Qatar 77.2 

Indonesia 23.9 Malaysia 23.2 Malaysia 23.4 Malaysia 24.7 

Malaysia 23.2 Indonesia 23.9 Australia 21.2 Australia 22.2 

I Alaska 20.0 I Alaska 20.0 igeria 20.6 I Alaska 20.0 

Australia 19.5 Australia 19.5 I Alaska 20.0 Indonesia 17.0 

Nigeria 18.4 Nigeria 18.4 Indonesia 19.1 Nigeria 16.9 

Trinidad 15.4 Trinidad 15.4 Trinidad 14.7 Trinidad 14.6 

Algeria 14.4 Algeria 14.4 Algeria 11.1 Algeria 10.9 

Russia 10.5 Russia 10.5 Russia 11.0 Russia 10.8 

Oman 8.9 Oman 8.1 Oman 8.3 Oman 8.6 

Egypt 7.3 Brunei 6.9 Brunei 6.9 Yemen 7.2 

S011rce: !GU World I .NG Reporl. 

2014E 

Qatar 79.8 

Malaysia 24.8 

Australia 23.7 

I Alaska 20.0 

Nigeria 19.3 

Indonesia 18.4 

Trinidad 14.7 

Algeria 12.6 

Russia 10.3 

Oman 8.4 

Brunei 7.2 

The AKLNG Project holds a number of advantages over existing export operations in the rest of 

the world. These advantages include higher efficiency liquefaction and gas treatment, due to cold 

temperatures in Alaska. According to the Office of the Federal Coordinator, Alaska's efficiency 

66 Based on 2013A ell.1JOrt volumes. 
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advantage over the Middle East could range from 12% - 14% due to average temperatures that are 

44°F cooler (Alaska's 36°F average vs. the Middle East's 80°F) . Since a key part of the liquefaction 

process involves cooling the gas to -259°F, colder temperatures yield more energy-efficient, less 

expensive gas treatment and liquefaction processes, which in turn lower the cost of producing each 

unit of LNG. Furthermore, the higher efficiency processes require less powerful equipment, 

lowering upfront capital costs.67 

Another advantage is that Alaska natural gas has a higher heat content than that of competitors, 

making it more valuable in Asian end markets. This feature renders North Slope gas "market-ready" 

for Japan, South Korea and Taiwan in a way that, for example, Lower 48 natural gas is not. Alaska 

"wet" gas typically has a heat content of -1.1 million British thermal units ("MM:Btu'') per thousand 

cubic feet (''Md") whereas "dry" U.S. pipeline gas typically has a heat content of - 1.02 

MM:Btu/Mcf. Although Asian end markets can convert drier gas into wet gas-and, at scale, can do 

so economically-the conversion process involves infrastructure and resources which render the 

drier gas costlier. 68 

Geographically, Alaska is well positioned to access high-demand markets in the Pacific Rim. Nikiski 

is roughly 3,800 miles from the major Japanese port of Yokohama and several nearby LNG 

terminals. By contrast, the proposed K.itimat project in British Columbia is almost 4,500 miles from 

Yokohama, and Russia's Yamal project in the Arctic is 7,800 miles away (the route is also ice­

blocked much of the year). Additionally, direct access to Pacific countries proves a significant 

advantage over, for example, Gulf projects that face chokepoints (e.g., Panama Canal) and therefore 

higher shipping costs in reaching Asian markets. 69 

The Project provides other significant advantages such as low resource risk, given the large proven 

resources in Prudhoe Bay. Additionally, use of the existing infrastructure in Prudhoe Bay as well as 

the TAPS route makes the AK.LNG Project more economically feasible relative to competing 

opportunities and lessens the environmental impact of the Project's development. Furthermore, the 

State is a highly stable governmental entity as compared to countries that are the site of large-scale 

development projects (e.g., Nigeria, Russia, etc.). Lastly, gas extraction will likely improve production 

efficiency in adjacent oil fields by using Point Thomson gas to maintain pressure in Prudhoe Bay oil 

fields . 

67 "Alaska's Frigid Climate Could Give State an Edge in LNG," Office of the Federal Coordinator, June 2014. The cold climate, 
however, is not altogether beneficial. These advantages are to some extent offset by the higher costs of development and 
maintenance in colder environments. For example, the remote Arctic location of Prudhoe Bay and Point Thomson creates 
logistical issues during the development stage. Massive gas treatment plant modules may be delivered only in the summer months 
due to Arctic ice blocking routes in the winter. 

68 "Alaska L G Could Have Right Heat Content for Asia Buyers," Office of the Federal Coordinator, August 2013. 
69 "Early Planning, Design, Engineering Are Key to LNG Project Success," Office of the Federal Coordinator, February 2014. 
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IV. AKLNG Project Overview 

Currently in its Pre-FEED phase, the AKLNG Project involves a diverse set of stakeholders, 

including citizens of Alaska, communities and municipalities, State and Federal government 

agencies, large multinational companies, and many other individuals and entities. The Project will 

require a substantial investment in infrastructure, including the construction of gas treatment and 

storage facilities, an 800-mile pipeline and marine facilities for the trans-Pacific shipment of LNG. 

As currently contemplated, the Project will involve approximately 2 - 4 years of additional planning 

followed by an estimated 5 - 6 years of construction. When completed circa 2024, the AKLNG 

Project is expected to be the largest LNG project in the U.S. and is expected to deliver LNG to 

various markets in Asia. 

A. History 

The AKLNG Project started to take form in October 2011, when Alaska's Governor requested that 

Exxon, BP, Conoco and TransCanada work together to evaluate the economic feasibility of a 

project to address in-State gas needs and serve LNG export markets abroad. By 2012, these parties 

had begun to coordinate their efforts and contribute resources to explore the opportunity. The 

parties tl1en negotiated a Heads of Agreement with the AGD C and the State of Alaska, and 

ultimately executed this agreement in January 2014. The Heads of Agreement establishes non­

binding guiding principles and partner roles for the Project as well as important commercial and 

operating arrangements among each of the key Project parties. The State's decision to partner with 

these parties allows for, among other things, cost and risk sharing, alignment of interests among key 

Project stakeholders and State participation in key aspects of the Project decision-making process. 70 

Following the execution of the Heads of Agreemement, the Project entered the pre-FEED phase in 

mid-2014. 

B. Description, Overview of Facilities and Map 

As currently contemplated, the Project primarily consists of the following three components: the 

GTP, the Pipeline and the LNG Plant. Natural gas produced at the Prudhoe Bay and Point 

Thomson fields in the North Slope will be transported via regional gathering pipes71 to the GTP, 

where it will be treated to a level of quality (e.g., free of impurities, byproducts, water, etc.) sufficient 

to be transported through the Pipeline. The GTP is expected to be located adjacent to the existing 

Prudhoe Bay fields. The Pipeline will follow an 800-mile route from the GTP in Prudhoe Bay 

through Livengood in central Alaska and south to Cook Inlet. Multiple offtake points are planned 

along the route of the Pipeline to facilitate in-State gas distribution. After reaching Cook Inlet, the 

70 "Heads of Agreement By and Among The Administration of the State of Alaska, AGDC, TransCanada Alaska Development Inc., 
Exxoru\fobil Alaska Production Inc., ConocoPhillips Alaska Inc. and BP Exploration (Alaska) Inc. for the Alaska L G Project," 
January 2014 ("Heads of Agreement"). 

71 The gathering pipelines connecting the Prudhoe Bay/Point Thomson facilities with the GTP are also considered to be part of the 
Project. 
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gas will be processed at the LNG Plant, where it will be liquefied, stored at local storage facilities and 

shipped from a marine export terminal. 

ALASKA LNG PROJECT MAP 

Point 11,omson 

e Livengood 

• Fairbanks 

£ GTP 

+ Gathering Pipes 

T LNG Plant and Marine Terminal 

- Pipeline 

Sollrt:e: "Prqject 0 1¥1n1iell' with A GDC, "Alaska I ..NG Project Presmtatio11, Mf!J' 7, 20 14 ("P,vject O/Jn11ieJ1• Jl'ilh A GDC''). 

26 I LAZARD 



IV. AKLNG P R O J ECT O VERVIEW 

C. Key Stakeholders 

The AKLNG Project involves a large number of stakeholders with various levels of participation, 

including the following parties: 

PROJECT 
SPONSORS 

ALASKA 
ENTITIES 

STATE OF ALASKA 

EXXON 

BP 

I 

CONOCO 

TRANSCANADA 

AGUC 

LEGISI..ATCRE 

l\ll 'NICIPAI.ITI ES / 
COMl\ll ' NITIES"• 

NATl\'E 
CORPORATIONS 

GO\'EHNl\lENT 
ENTITIES"" 

OFFICE OF TIIE 
FEDERAL 

COORDINATOR 

DESC RIPTI ON 72 

• Pu.rsunm to SB 138. intends to become a pan-owner of the AKLNG Project, with a curTCfltly contemplated economic interest of 25°/o 

• Muhin:uionnl oil and gas comp:my involved in upstream (cxplor.uion nnd production) nnd downsuc:un (refining and distribution) energy m:irkcu, 
ns wc1I as chcmiC11ls manuf.tcruring and the m:i.rkcting of Exxon's \rarious products 

• Market cnpimlizntion of -$395 billion (b.rgcst publicly· tr:idcd oil and gas company in the world) 

• Among the producers iO\·olved in the development of Nonh Slope n:numl gas (36% ownership of Prudhoc Bay,'73 62% ownership of Point 
Thomson74) 

• Multinational oil and g;is company involved in upstream and downstrc:i.m energy mnrkcts, as well as chcmicnls m:mufucturing 11.nd the marketing 
of BP's ,"llrious products 

• M:i.rkct cnpimlwtion of-S1 15 billion 

• Among the producers involved in the devd opmcm of North Slope m1rur:i.l gas (26o/a ownership of Prudhoc B:i.y .~1 32% ownership of Po in t 
Thomson7'4) .. 

• Multinational oil :ind gas company invoh·cd cxclusivdr in upstrcll.m cncrs~Y markets 

• M:i.rkct capirnliz:ujon of -S85 billion 

• Among the producers im·olvcd in the devdopmcnt of North Slope n:trurnl gas (36% ownership of Prudhoc B:iy ,71 5% ownership of Poim 
T homson74) 

• North 1\mcricnn energy company in volved in the dcvclopmcm and ownersh ip of oil and gas pipelines, power ~ nerntion :rnd gas stor:i.gc fncilitics 

• Market ctpimli7-<ttion of -S40 billion 

• Porcntial partner of rhc Sune for the GTP :tnd Pipeline 

• An independent. public corpora tion of the Sr.ate esrnblishcd to dc,·dop, fin nncc and opcmrc pipelines and other energy systems within the Sr.arc. 
includin~ the Project's Lt'l'G Plant 

• Passed SB 138 in April 2014 

• M usr approve co nt:rncts between the Smrc and other JY.lrrics with a Project inrcr~'l before rhcse cont.mets arc to become effective 

• ContrncLo,; include the Heads of Aw-cement, as wcU as the Memorandum of Underscmding: ("MOLi") and Firm Trnnsportntion Scnriccs 
AgrcemcnT C'FTSA') between the State and TrnnsC1nada 

• Stand m benefit directly and indirectly from the de,•dopmcnt of the Project; SB 138 requires: 

I Advisory p lanning group to nd,·isc on municipal involvement in the Project 

S: Dcpanment of Revenue to dcvclop a plrm nod sut,;.,?Cst legislation for municipalitic.o,;, regional corporntions and residcm s of chc Srntc to ncquire 
ownership interests in the Projcct 

K The c.o,;-tablishmcnt of the Alio,;k,'l Affordable Eneq~,r Fund 10 dc,·dop mfrnstructurc 10 deli\'er cnerRr to areas of the St:1rc tha1 arc not 
expected ru h:wc access 10 the Pipeline~,. 

• Srnnd m benefit directJy from the devclopmcm of the Alaska I .NG Pmjccr; SB 138 requires 1hc D epanmcm of Revenue to dc,•clop a plan and 
sugi..oes1 lcgislncion fo r thcsc- corporntions 10 ac<1uirc ownersh ip in1crars in the Project 

• Consistent "'1th the Alask,, SL1tc Constitution's policy to encouraJtC 1hc mllximum use and dc,•dopmcm of iL, resources consistem with the public 
interest. there a.re a number of 1\Jnskn go,·cmment entities whose purpose is to manaj..,te and promote the development of its lnnds 

• Esmblishcd by Con1,.rrcss in 2004 to hdp cxpcditc/ coordinntc fcdcrn.l pcnni1tin~ for consrrucrion of Alaska naruml bras pipelines 

• Office coordinates \\1th more than 20 fcdcrnl a~ncics, the Sane of AJaskn, tribal J..tOvcmmcnL-. and other srakeholden, including the Project 
sponsors 

ote: Pricing data as of January 2, 2015. 

72 FactSet, Company and entity websites, SB 138. 
73 "Prudhoe Bay Report 2013," BP. 
74 "Point Thomson: Key gas field that's challenging to produce," Office of the Federal Coordinator, May 11 , 2012. 
7; Includes orth Slope Borough, D enali Borough Assembly, Kenai Chamber of Commerce, Fairbanks North tar Borough, Cook 

Inlet Region Citizens Advisory Council, Mat-Su Borough, ikiski Community Council, among others. 
76 The amount to be deposited in the Fund is 20% of the revenue received from the State's royal ty gas transported by the Alaska 

LNG Project, after payment of the constitutionally mandated 25% to the Alaska Permanent Fund. 
77 Includes Alaska tate Pipeline Coordinators Office, Alaska Department of Fish and Game, Alaska Department of atural 

Resources, Alaska Departments of Geology and Geophysical Survey, Alaska Railroad Corporation, Alaska Department o f 
Environmental Conservation, among others. 

78 Also includes the Bureau of Land Management, DOE, Environmental Protection Agency, FERC, U. . Army Corp of Engineers, U.S. 
Coast Guard, ational Park Service, U.S. Fish and Wtlcllife Service, ational Maritime Fisheries Service, among others. 
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D. O v erv iew of Project Phases and D ev elopment Pl a n 

The Project is currently in the Pre-FEED phase; the next key decision point (commencement of 

FEED) is planned for 2015/ 2016. The Project's phases are outlined in the table below.79
•
80 

SELECTED ACTIVITIES 

• Refine engineering and Project 
concept 

• Evaluate preliminary business 
structure 

• Form preliminary financing plan 

• Perform environmental 
activities / technical data collection 

• File D OE export license 

& Completed July 21, 2014 
If The Project requests an export of 

up to 20 MTPA of natural gas for 
30 years 

• Complete major Project engineering 
and design work 

• Finalize major commercial and EPC 
contracts 

• Finalize business structure 

• Secure financing arrangements 

• Finalize engineering 

• Receive funds 

• Execute procurement plan 

• Complete construction 

• Prepare for operations 

• Project produces 15 - 18 MTPA82 

• Project revenues flow to owners based 
on Project ownership percentages 

79 The Concept Selection phase ended in 2012. 
80 P roject O verview \vith AGDC. 

REQUIREMENTS TO 
PROCEED 

• Government support secured 

• Viable technical option 
identified 

• Permits/ land use arrangements 
in process 

• Potential for commercial 
viabili ty assessed 

• Government support secured 

• Permits, land use arrangements 
and construction financing 
secured 

• Key commercial agreements 
(e.g., individual gas/ LNG sales 
and shipping arrangements) 
executed 

• E PC contracts executed 

• Commercial viability confirmed 

• FID 

• Construction of GTP, Pipeline 
and LN G Plant 

• Secure permanent financing 

• Secure operating permits 

81 Based on total expected cost of$55 billion (midpoint ofS45- $65 billion, in 2012 dollars). 
82 DOE export license requests 20 MTPA. 
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SIZE 

• Ei.1Jected cost: $400 million81 

• Expected workforce: 400 - 500 

• Expected cost: $1.8 billion81 

• Expected workforce: 500 - 1,500 

• Ei.1Jected cost: $52.8 billion81 

• Ei.1Jected workforce: 
9,000 - 15,000 

• Expected permanent workforce: 
1,000 
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E. O verview o f Current Situation 

Sizable and growing Asian demand for LNG, together with the potential for Alaska production, 

support the State's decision to pursue the development of Alaska's natural gas reserves. While the 

AKLNG Project has developed strong momentum, received numerous regulatory approvals and 

garnered widespread support, as with any project of its size, a number of risks exist, and the success 

of the Project will require careful planning and risk mitigation by the Project sponsors. 

1. A laska Market 

According to the Project's DOE export application, the expected supply of natural gas reserves in 

Prudhoe Bay is more than sufficient to satisfy both in-State demand and the Project requirements 

for a 30-year export term at 20 MTP A. 83 This conclusion is based on the findings of various studies, 

including a report prepared by ERA Economic Consulting, and the AKLNG Project­

commissioned DeGolyer and MacNaughton Report. The NERA Report estimates that 

approximately 47.5 Tcf of natural gas supply is necessary to meet estimated upstream lease 

operations fuel, Alaska in-State natural gas demand and export demand.84 The DeGolyer and 

MacNaughton Report estimates Alaska total gas supply of 63.5 Tcf.85 

STATE OF ALASKA'S EXPECTED EXCESS GAS SUPPLY 

CATEGORY 

Total Estimated Reserves and Resources 

Upstream Lease Operations Fuel (2013 - 2052E) 

In-state Use (2013 - 2052E) 

LNG Export D emand (i.e., 20 MTPA over 30-year LNG Export Term) 

Excess Gas Supply 
Somres: D,Go/yer 011d MacN011ghto11 R4xi11, NERA Rrporl. 

DEMAND FOR ALASKA NATURAL GAS-DETAIL (Tcf) 

2013 2018E 2023E 2028E 2033E 2038E 2043E 

Alaska 
Upstream Lease 

0.3 0.3 0.3 0.3 0.3 0.3 0.3 
D emand 

Operations Fuel 

In-State Use 0.1 0.1 0.1 0.1 0.1 0.2 0.2 
--- ----

LNG Export D emand 0.9 1.1 1.1 1.1 1.1 

Total atural Gas D emand 0.4 0.4 1.2 1.5 1.5 1.5 1.5 
So11rn: NERA Rrporl. 

83 AKI.NG - U.S. DOE Export Application. 

AMOUNT 
(Tcf) 

63.5 

(10.2) } 

(5.4) Total = 47.5 Tcf 

(31.9) 

16.0 

Cumulative 
2048E Total 

0.3 10.2 

0.2 5.4 
------ -----

1.1 31.9 

1.5 47.5 j 

84 "Socio-Economic Impact Analysis of Alaska LNG Project," ERA Economic Consulting, Prepared for Locke Lord LLP,June 
19, 2014 ("NERA Report"). 

BS DeGolyer and Mac aughton Report. 
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2. Import Markets 

The AK.LNG Project would likely export LNG to countries that are projected to have strong long­

term demand for LNG, including Japan, South Korea, China and India. While these markets 

currently exhibit substantial LNG demand, several factors may limit the magnitude of this demand 

in the future, including import capacity limitations and development of domestic or regional energy 

resources. 

a. Japan 

Japan's limited domestic energy resources and position as a major player in international trade make 

the nation a prime market for L G. Japan is the world's largest end market for LNG with 2013 

imports of 88 MTPA (37% of global volume).86 This particularly high level of demand, however, is a 

relatively new phenomenon, driven primarily by the country's shift in fuel mix after the meltdown of 

nuclear reactors at the Fukushima power plant and the subsequent shutdown of nearly all nuclear 

power plants in the country. Between 2010 and 2013, Japan's LNG imports increased 25% and, for 

the first eight months of 2014, the country imported 11.9 Bcf/d of.LNG to fuel its power plants. 87 

Japan's high LNG demand has driven an increase in the average cost of imports, from $9/MMBtu 

before the Fukushima incident to a high of over $18/MMBtu in 2012.88 However, Japan's largest 

importers have started to negotiate contracts jointly and to use the country's status as a large 

importer of LNG to negotiate better pricing and mitigate future price increases.89 

Certain risks exist to Japan's future L G demand, including a resumption of nuclear energy 

generation, import capacity limitations and other factors. In September 2014, Japan's Nuclear 

Regulation Authority approved the use of approximately 1.8 gigawatts ("GW") of nuclear energy 

generation that was previously shut down.90 Moreover, Japan currently operates 30 LNG terminals 

with a total capacity of 185 MTPA, which exceeds current levels of demand. Finally, Japan's low 

electricity demand growth and increased penetration of solar energy may also limit future L G 

demand growth.91 

b. South Korea 

South Korea is the second-largest LNG importer in the world with imports of 41 MTPA (17% of 

global volume) in 2013. The country has no international oil or natural gas pipelines and, as a result, 

imports 97% of its fuel by tanker shipments of oil and LNG. Although the countt.y has 203 Bcf of 

86 !GU World L G Report. 
87 "Japan," EIA,July 31, 2014. 
88 EIA. 
89 EIA. 
90 "Japan Nudear Restart Weakens Oil and LNG Demand Incrementally," Energy Security Analysis, September 16, 2014. 
91 "The Asian Quest for LNG in a Globalising Market," International Energy Agency, November 2014. 
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proven natural gas reserves, domestic gas production contributes less than 2% to its domestic energy 
· 92 consumption. 

Certain risks could dampen South Korean LNG demand growth. KOGAS, the single-largest LNG 

buyer in the world, has a monopoly on domestic natural gas sales and deferred a number of LNG 

deliveries in November 2014 due to excess inventories of gas. 93 Moreover, KOGAS recently 

announced plans to sell down its equity stake in LNG Canada, a 12 MTPA LNG project, as it 

expects to purchase less natural gas than previously estimated. 

c. China 

China is the third-largest LNG importer in the world, with imports of 19 MTPA (8% of global 

volume) in 2013. Buoyed by growing LNG capacity (32 MTPA in 2013 vs. 6 MTPA in 2008) and 

economic growth, Chinese LNG demand is expected to grow significantly over the next decade.94 

Chinese natural gas usage is estimated to account for over 10% (approximately 60 MTPA) of the 

country's energy mix by 2020, compared to only 4% in 2010. Since China's coal market alone is 

currently seven times larger than the world LNG market, increased penetration of LNG in China 

could be a significant source of growth for exporters.95 

Certain risks could make Chinese LNG demand forecasts highly variable. China has begun to 

develop its own shale gas resources and is expected to boost domestic production by 65% to 

6.8 Tcf/year in 2019 from its current level of 4.1 Tcf/year.96 As a result, over half of incremental gas 

demand for the country could be met by domestic resources. Moreover, China imports gas from 

Central Asia and Myanmar, and has strengthened ties with Russian gas exporters after signing a 

$400 billion gas supply agreement in May 2014. If these ties continue to strengthen, China could 

have access to a large source of pipeline-delivered natural gas, which would likely be more cost­

effective than imported LNG. Given these factors, and despite growth in overall Chinese LNG 

demand, China's proportion of LNG as a percentage of its total energy supply is expected to 

decrease by 2025.97 

d. India 

India is the fourth-largest LNG importer in the world, with imports of 13 MTPA (5% of global 

volume) in 2013. Due to limited infrastructure and low production of domestic natural gas, India 

increasingly depends on LNG to meet growing electricity demand. While natural gas contributes 

only 12% of the country's energy mix (compared to the world average of 23%), estimates suggest 

92 " outh Korea," EIA, April 1, 2014. 
93 " outh Korea's Kogas to cut LNG imports in response to weaker local demand," Platts, ovember 20, 2014. 
94 "China," EIA, February 4, 2014. 
95 "Global L G: Will ew Demand and ew Supply Mean ew Pricing?" EY, March 19, 2013. 
'l6 "Medium-Term Gas Market Report," International Energy Agency,June 10, 2014. 
97 "The Asian Quest for L Gin a Globalising Market," International Energy Agency, ovember 2014. 
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that increased domestic gas-fired power generation and natural gas infrastructure could push Indian 

LNG demand to 27 MTPA by 2020.98 

Several factors could limit the growth of India's LNG demand. The country has access to abundant 

coal reserves, which may serve as an inexpensive substitute for baseload power generation. 

Preferential allocation of domestic gas resources could limit the market potential for LNG going 

forward. In addition, the level of LNG imports depends heavily on the expansion of current 

regasification capabilities, as India's current regasification capacity is limited to 21 MTP A.99 

3. Partner Roles and Commitments 

The State is partnering with a number of energy companies in the development of the Project. The 

table below summarizes the roles of each partner as well as their stake in the Project. 100 

' 
I 

' 

STATE OF ALASKA 

EXXON 

CONOCO 

TRANSCANADA 

So11rce: Heads ef Agreenm1t. 

9s BCG Report. 
99 BCG Report. 

ILLUSTRATIVE PROJECT 
OWNERSHIP (% ) 

• 25%!01 

• 25% 1lll 

I Represents 3% of current 
Exxon enterprise valueI03 

• 25%101 

I Represents 9% of current BP 
enterprise value 103 

• 25%10! 

• Represents 13% of current 
Conoco enterprise value103 

• QO/o lOI 

ROLE 

• Constructive facilitation of the Projectl02 

• Concept and integration team leader 

• Management committee member 

• Commercial and producing fields team 
leader 

• Management committee member 

• LNG Plant team leader 

• Management committee member 

• Significant resource commitment 

• Management committee member 

100 TransCanada agreed to be responsible for 60% - 100% of the State's upfront capital costs related to construction of the GTP and 
Pipeline in exchange for the State's agreement to pay a tariff on each unit of natural gas moved by the Pipeline. The contracted 
arrangement between TransCanada and the State is further described below in Section IV.F. 

IOI 25% ownership figure is illustrative. Ultimate Project ownership percentage will depend, for example, on each entity's share of 
Project gas, among other factors, and may vary from this amount. 

wz May include, for example, use of eminent domain rights, approving funding, supporting federal export applications, permitting, 
appropriations for in-state infrastructure necessary for the Project as well as drafting, introducing and supporting necessary 
legislation, etc. 

rn3 Based on 25% of expected Project ownership costs of S13.7 bill.ion (midpoint). 
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4. Key Project Milestones Achieved to Date 

Since the Project started to take its current form in Fall 2011, a number of milestones have been 

achieved that have allowed for further advancement. I ey milestones to date are presented below. 

DATE 

October 2011 

March 30, 2012 

October 1, 2012 

October 7, 2013 

January 14, 2014 

July 2, 2014 

July 18, 2014 

September 5, 2014 

October 1, 2014 

ovember 21, 2014 

PROJECT MILESTONES 

EVENT DESCRIPTION 

• Alaska's Governor reguests that Exxon, BP, Conoco and TransCanada work together to 
evaluate the economic feasibility of a project to address in-State gas needs and serve L G 
export markets abroad 

• Chief Executives of Exxon, Conoco and BP write to former Governor Parnell regarding their 
initial work with TransCanada to assess the viability of an Alaska L G Project 

• Exxon, Conoco, BP and TransCanada outline the key aspects of the AKL G Project, 
including expected costs and a development timeline 

• Exxon, Conoco, BP and TransCanada identify ikiski as the site for the proposed liguefaction 
port and export terminal 

• The State, Exxon, Conoco, BP and TransCanada execute a Heads of Agreement and an MOU 
outlining terms for participation in the AKLNG Project, including the tate's eguity stake in 
the Project 

• 
• 
• 
• 
• 

The State, Exxon, Conoco, BP and TransCanada sign a formal commercial agreement for the 
Project, beginning the Pre-FEED phase 

A.KL G Project applies for authorization from the DOE to ship L G to countries that do 
and do not currently have free trade agreements with tl,e U.S. 

AKLNG Project submits reguest to FERC to begin pre-filing process 

AKL G Project files two reports with FERC that are reguired to initiate the environmental 
inipact review 

DOE authorizes L G exports from the Project to countries that currently have free trade 
agreements with the U.S. 

Sources: ''Alaska No11h Slope Nat11ral Gas Line Prqject Hist.01y," Office ef the Federal Coordi11ator, March 4, 2014 and Office ef the Federal 
Coordinator and Press Releases. 
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5. Ri s k s 

The AKLNG Project presents a number of risks, including potential for cost overruns during 

construction and commodity price risk. The table below describes various identified risks and 

potential mitigants that are typical of large-scale LNG projects. 

DEVELOPMENT 

COMMERCIAL 

REGULATORY 

DEMAND 

DESCRIPTION OF RISK 

• Project is abandoned following development 
stage (and associated expenditures) 

• Investment required is too large/ concentrated 
(e.g., represents -3%, 9% and 13% of Exxon, 
BP and Conoco's enterprise value, respectively) 

• Project encounters cost overruns during 
construction of GTP, Pipeline and/ or L G 
Plant 

• Project is unable to achieve favorable 
commercial terms (or terms required to make the 
Project viable) 

• Project fails to receive required regulatory 
approvals (e.g., FERC) 

• Project fails to receive DOE export license 
• Project is delayed as a result of litigation 

POTENTIAL MITIGANTS 

• Ongoing/ iterative assessment of Project 
feasibility, including size of ownership interests 

• EPC contracts with appropriate risk transfer 
provisions 

• Third-party contracts with partners 
(e.g., TransCanada) that are positioned/able to 

share risk 

• Ongoing/ iterative assessment of Project 
feasibility prior to construction 

• In-depth market analysis 
• State participation in Project 
• Partner/ sponsor marketing strategy 
• Ongoing/ iterative assessment of Project 

feasibility 

• Early stakeholder outreach and 
communications strategy 

• Regulatory concessions and iteration of Project 
plan 

• Political support and strategy 

• Expected L G prices too low to support Project • Fixed- or partially fixed-price long-term 
economics contracts prior to construction 

• Realized L G prices much lower than budgeted • Decoupling of price &om traditional indices 
levels • Hedging strategy 

• Market saturation is reached in global LNG 
market 

• Competing projects (e.g., those in the Lower 48, 
Canada, Latin America, Australia, etc.) possess 
more favorable characteristics than Alaska L G 
Project 

• Demand for L G decreases as a result of a 
variety of factors (e.g., revival of nuclear power 
industry in Japan, fuel switching in other 
markets) 

• State participation in Project 
• Take-or-pay contracts 
• Ongoing/ iterative assessment of Project 

feasibility, including with respect to commodity 
price scenarios 

• In-depth market analysis 
• Take-or-pay contracts 
• Ongoing/ iterative assessment of Project 

feasibili ty, including with respect to commodity 
price scenarios 

• In-depth market analysis 

• Take-or-pay contracts 
• Flexibility in delivery of LNG 
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F. An a ly s i s of Al a ska's MOU wi th Tr ansC an a da 

The State has entered into an agreement with TransCanada (the MOU) that outlines the parties' 

relationship with respect to the development and management of the GTP and Pipeline. The MOU 

transfers financing responsibilities for and control of the State's equity share in the GTP and 

Pipeline to TransCanada. Further, the MOU details TransCanada's terms of service for transporting 

Alaska's gas share via the GTP and Pipeline. Selected facts and observations regarding the MOU are 

summarized in the table below. 

0 

0 

ANALYSIS OF TRANSCANADA MOU 

FACTS 

The State transfers financing responsibilities for and control of the tate's equity share in tl,e GTP and Pipeline to 
TransCanada 
• AGD C has the option to purchase up to a 40% interest in the partnership distributions associated with the GTP and 

Pipeline prior to the FEED phase of the Project (circa December 31, 2015) 
11 Partnership distributions would be subject to TransCanada control on budgetary factors (e.g., timing) 

• TransCanada is responsible for between 60% and 100% (depending on exercise of the option) of the State's upfront 
capital costs related to GTP and Pipeline construction 

The State commits to 25-year FTSA with TransCanada 
• The State pays TransCanada a tariff for each unit of natural gas moved by the GTP and Pipeline, based on capital 

structure and return criteria: 
• 75/25 debt-to-equity ratio for rate purposes 104 

• Fixed TransCanada ROE of-12% and cost of debt o f -5% 105 

If either the State or TransCanada terminates the agreement at any point before FID, the State is responsible for reimbursing 
TtansCanada's planning and development costs (including internal development costs 106) and interest; however, the State 
would maintain the option to proceed with the Project on its own 107 

• TransCanada may terminate the contract if it does not secure debt financing on terms it finds satisfactory within three 
months from FID 

OBSERVATIONS 

0 The State is responsible for funding an estimated $13.7 billion without TransCanada participation vs. $7.0 billion witl, 
TransCanada 

0 

0 

• The State reduces its capital requirements throughout Project planning, design and development 
11 Exposes the State to 13% - 18% of the total projected upfront Project costs; allows the State to retain 25% of the gas 

share in the operational Project 
r. The State would still be responsible for repaying TransCanada's upfront investment via the return of capital 

mechanism established in the tariff 
• Shifts Project management responsibilities to TransCanada, but reduces the State's operational control 
• Potential complexities associated with TransCanada involvement in otl,er projects 
Reduces the State's share of revenues by $200 - $360 million per year (depending on exercise of the option) 
• 75/25 debt-to-equity ratio for rate-making purposes reduces tl,e State's tariff, seemingly favorable debt-to-equity ratio for 

the State, relative to that of similar regulated ratebase arrangements 
The State retains virtually all Project risk under the MOU 
• Contract termination by either party results in the State reimbursement ofTransCanada's planning and development costs 
• \'v'hile the State is temporarily shielded from cost overruns during planning and development, the State ultimately bears 

these costs via the tariff, which provides a 100% return of capital (as well as a return on capital) to TransCanada 

Source: AlaJko MOU 111ith TromC011odo 011d Block & i 'eolrh Model, doted Fehmory 2014. 

104 This capital structure commences on the second anniversary of the in-service date, and continues through the term of the FT A. 
During development/ construction and expansions/ maintenance, Project capital structure is 70% debt and 30% equity. 

105 The agreed-upon ROE and cost of debt are each subject to.a "Rate Tracker Differential", amounting to the increase or decrease 
in the 30-year U.S. Treasuries yield at Fill relative to such yield at the effective date of the MOU. 

106 Includes - 70 million incurred on the Alaska portion of the AGIA project. 
107 hould either the State or TransCanada tenninate the MOU before FID, the State is responsible for reimbursing TransCanada 's 

development costs. In the case where the State terminates or where the Alaska State Legislature does not ratify either the MOU or 
the FTSA, then the State must reimburse TransCanada development costs plus interest of 7.1 % (i.e., the Allowance for Funds 
U ed During Construction ("AFUDC") amount). 
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G. Overview of Total Project and Alaska-Specific Economics 108 

The AK.LNG Project has an expected overall cost of $45 - $65 billion (midpoint estimate of 

$55 billion), while the State's portion (assuming 25% participation) is expected to cost $11.3 -

$16.3 billion (midpoint estimate of $13.7 billion 10
\ The participation of the State and the producers 

is premised upon achieving an adequate return on this upfront investment through Project revenues 

during operations.110 

1. Project Investment Tirneline 

As described earlier, the Pre-FEED phase of the Project is expected to cost -$0.4 billion, the 

FEED phase of the Project is expected to cost -$1.8 billion and the EPC phase of the Project is 

expected to cost -$52.8 billion.111 The table below sets forth the expected annual investment for the 

various facilities of the Project during each phase. 

TOTAL PROJECT INVESTMENT($ IN MILLIONS) 

PRE-FEED FEED EPC 

2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 

GTP $43 $88 $184 $216 $139 $1,659 $2,847 $2,933 $2,417 $1,867 

Pipeline 43 88 184 216 139 1,990 3,417 3,519 2,900 2,240 

LNG Plant 117 245 288 186 3,815 6,549 6,746 5,558 4,294 

Total $292 $613 $721 $464 $7,464 $12,814 $13,198 $10,875 $8,401 

Phase Total $1,798 $52,752 

Source: Black & V eatch Model, dated Febmmy 2014. 
ote: Figures are presented in nominal dollars. 

The Project is currently in the Pre-FEED phase, which is expected to last through 2015/ 2016. At 

that point, the State can decide to exit the Project, or to move into the FEED phase. The FEED 

phase is expected to last until 2018, at which point the State can decide to exit tl1e Project. After 

FID, the Project advances into the EPC phase.11 2 The figure below illustrates the State's decision 

points at various phases throughout the Project timeline. 

ILLUSTRATIVE PROJECT MILESTONES AND DECISION POINTS113 

J.mu.tr\ - April 
1014 

Legislative 
Action Pre-FEED 

:\1.,~ - Dcccmhn 
201-1 2015 

Legislative 
Action FEED 

llllf, 1018 

Legislative 
Action 

Enabling Legislation 
achieved in ,\l a1 2014 

Proceed to FEl.,O:, anction Project/ FID? 

108 Project Overview with AGD C. Project costs in this section are shown in 2012 dollars, unless otherwise noted. 

EPC 

109 .M:idpoint estimate of $7.0 billion if TransCanada MOU remains in effect. Further detail regarding the State's financing need is 
presented in Section VI.A. · 

I JO et of any operating costs, including tariffs. 
111 Based on Project cost midpoint of $55 billion. 
11 2 Should either the State or TransCanada terminate the lVIOU before Fill, the State is responsible for reimbursing TransCanada's 

development costs. L1 the case where the State terminates or where the Alaska State Legislature does not ratify either the MOU or 
the FTSA, then the State must reimburse T ransCanada development costs plus interest of7.1 % (i.e., the AFUDC amount). 

11 3 "Alaska L G Project cash flow chart," Black & Veatch, March 2014. 
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2 . P roj ect R evenu es 

The primary components of Project revenue for the State would be as follows: 114 

Royalty 

As an owner of the land on which the Project's natural gas is produced, the State is entitled to a 

royalty payment based on the total gas production of the Project. The State has the option to take its 

royalty payment in tl1e form of cash or in kind (i.e., in units of natural gas) .115 As provided for by 

Alaska law and as set forth in tl1e Heads of Agreement, the State has conditionally committed to 

taking its full royalty in kind (currently anticipated to be 12.5% of total gas production of the Project 

at the Prudhoe Bay facility11
\ depending on the satisfaction of key fiscal and contractual 

concerns.117 

Production Tax 

In addition to a royalty on production, the State is entitled to a tax on production. Gas that is 

produced within the State is subject to a tax as it leaves the ground. The tax does not apply to the 

royalty gas that is discussed above. 118 Similar to the royalty, the production tax may be delivered 

either in cash or in kind, and the State has given the option to each of the producers to elect which 

form of delivery will be used. If a producer exercises the option to pay in kind, the State would 

receive a fixed percentage of each producer's taxable gas from the Project (currently anticipated to 

be -13%). Otherwise, the State will receive its production tax in cash. 115 

Propertv Tax 

Additionally, the State receives revenues in the form of property taxes. Property tax is charged 

against any owners of property associated with the Project (e.g., land, Project facilities). In certain 

cases, local municipalities may also levy a property tax; however, such amount would be credited 

toward a property owner's State property tax obligation. 11 9 

State Corporate Income Tax 

The final source of revenue for the State is corporate income tax, which would be levied on the 

taxable income of the various corporations associated with the Project. 

114 The State, via AGDC, could also potentially be entitled to tariffs in the event that AGDC sells capacity on Project eguipment to 
third parties in the future. 

11 s Heads of Agreement. 
116 Royalty percentage at Point Thomson facility varies with different leases. 
117 "Observations on Heads of Agreement," Black & Veatch, March 25, 2014. 
11 8 Fall 2013 Revenue Sources Book. 
119 Fall 2013 Revenue Sources Book. 
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a . State R evenue P rojectio ns 

The tables and charts below set forth the current projections for the Project's revenue sources and 

cash flows .120
• 

121 These projections contemplate two scenarios: one in which the State continues in 

its partnership with TransCanada ("TransCanada Partnership Scenario") and one in which the State 

invests in the Project on its own ("State Go-it-Alone Scenario"). These scenarios were chosen as 

"bookends" for the analysis, given that in the State Go-it-Alone Scenario, the State is fully 

responsible for financing its 25% equity interest in the Project and, in the TransCanada Partnership 

Scenario, the State receives the largest TransCanada financial participation contemplated by the 

MOU (i.e., assumes that the Alaska 40% buyback option is not exercised). 

STATE OF ALASKA CASH FLOWS-25 % EQUITY IN PROJECT ($ IN MILLIONS) 

TransCanada Partnershjp Scenario 2 01 4E 2 0 1 5 E 2 01 7E 2019E 2 0 2 1 E 2023E 2 0 25E 2027E 2 0 29E 203 1 E 2033E 2035E 2037E 2039E 2041E 2043E --------------------------------
Unrestricted Royalry in J.Jnd· so SU so so so so S934 S94 1 $979 Sl ,017 Sl.056 Sl ,098 Sl.143 Sl .193 Sl .248 Sl ,8 13 

Restricted Royulry in K.ind•• (I 0 0 u /J (I 320 322 335 348 362 376 391 408 427 62 1 

T otal Royal~· in Kind so so so so so so Sl .253 S l .262 Sl .314 Sl ,365 Sl ,4 18 Sl ,473 Sl ,534 Sl .601 Sl ,675 S:?,434 

Prod uction T ax (Tax in Kind) (30) (32) (36) (74) (383) (42 1) 875 1,080 1.039 98 1 1,005 1,157 1,11 3 514 986 993 

Upstrcnm Coipor.uc I ncomc Tnx 2 12 II 166 170 194 209 220 245 254 275 292 379 

Midstream Corporntc I ncumc T nx 0 0 0 () u 0 0 0 0 0 0 0 0 454 530 627 

Upstrcam Prope~· Tax-- 12 23 73 122 167 172 164 153 140 126 135 192 177 1,018 

Midstream Propcrry Tax-- 0 0 0 0 11 84 75 66 58 49 40 31 22 13 0 

Project Owncrshie (L'\JG Pb ntl (4) (?.l (~ (286) (506/ (322) 451 437 422 4()7 390 372 353 333 3 11 287 

T otal !$29! !S34) ($45) !$335! !S805l ($525! $2,986 $3,188 $3,190 $3,162 $3,213 $3,405 $3,411 $3,381 $3,975 $5,737 

State Go-it-Alone Scenario 2 0 14E 20 15E 2 01 7E 20 19E 2 0 21E 2 0 23E 2025E 2027E 2 0 29E 2 0 3 1 E 2 0 33E 2035E 2 037E 2 0 39E 204 1 E 2043E --------------------------------
Unrestricted Roynlr~: in Kind- so so so so so SU S983 S990 Sl ,028 Sl .066 Sl ,105 Sl .147 Sl ,192 Sl .242 Sl ,298 Sl ,864 

Restricted Royalty in J..:.ind- (I (I " 0 0 336 339 352 365 378 393 408 425 444 638 

Totnl Ro~-nl~· in K.ind SU SU Sil Sil Sil Sil Sl ,3 19 S l ,329 Sl ,38U Sl ,431 S l ,484 Sl ,5411 Sl,6(1( 1 Sl .668 Sl ,743 S2.S02 

Production Ta'i (fn.'I( in Kind} (30) (32) (36) (74) (383) (42 1) 936 1,1 41 ).I OU l ,ll42 1,066 1,2 19 1, 175 576 1,{l48 1,056 

Upstream Corporate Income Ta.'!. 12 II 166 170 194 209 220 245 254 275 292 379 

Midstrc:tm Corporate I ncomc Ta..,; 0 0 u 0 0 0 () u (J 0 0 0 0 407 465 551 

Upstream Property T:i.11:-- 12 23 73 122 167 172 164 153 140 126 135 192 177 1,018 

Midstream Property Tax-- 0 0 II u u II 80 71 62 53 44 35 27 18 9 u 
Project ( >wncrshie {GTP, Pi~ inc, LNG Planti ( Il l (22/ (541 (560l (990) (630l 874 85 1 826 SIMI 772 745 7 17 688 659 634 

Total ($36! ($47) ($77) ($608) ($1,289) ($918) $3,542 $3,734 $3,725 $3,687 $3,727 $3,910 $3,908 $3,823 $4,392 $6,139 

JO/Im': Blnrlr. c'."" Vrat,/J AID<ftl datr-d h.fmwy 2014, as a4J111trd ~'I' tlN Slaff'. 
Note: Figures arc prcscmcd in nominal dollars. S1ntc revenue sources and funds 10 be: discussed in grenrcr dctnil in Section \ '.A. 

Reflects funds rl\'ailablc to the Smn:: as GencrnJ Fund Unrestricted RC\·enue. 
Rc0ecL'1i 25.0%, and 0.5¾ of Tomi Roynlry in Kind :illucntcd ro the Pcrmnncm Fund and the School r:und. respectively. 
Reflects cstimn1ed property t:tx cnsh flows ro the Srotc, net of payments to Ioctl murucipalitics. 

As can be seen above, in the TransCanada Partnership Scenario, the State makes a relatively lower 

upfront investment, but receives lower revenues during operations. In the State Go-it-Alone 

Scenario, the State must make a greater upfront investment, but lS entitled to greater revenues 

during operations. 

120 Cash flows are presented on a levered basis (i.e., cash flows to the State after projected debt service payments) assuming an 
illustrative 70% debt/ 30% equi ty Project capitalization and a 5% cost of debt. 

121 Projections are based on Black & Veatch Model, dated February 2014, as adjusted by the State. Projections contemplate an L G 
price of - $16/ MMBtu in nominal 2024 dollars; variations in the future price of LNG (e.g., as a result of declining oil prices, L G 
oversupply, etc.) can have a significant impact oo Project revenues, particularly the royalty and production tax in kind. 
Additionally, cash flows have been projected for 20 years; however, the Project could potentially remain in operation past this 
period, which could have the benefit of incremental cash flows to those shown. 
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Additionally, these cash flows have the benefit of being relatively stable during operation, with the 

added benefit of potential increases toward the latter stages of operation. These relationships are 

also illustrated in the following graph. 

STATE O F ALASKA CASH FLO WS - 25% E Q UITY IN PROJ ECT (S IN MILLIONS)
122 

! S in Millions I 
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(2,000) 
- T ransCanada Partnership Scenario - State Go-it-Alone Scenario 

3 . P roject Op era t ing Exp enses 

Included in the Project cash flows highlighted above are operating expenses, which are subtracted 

from revenues to determine the cash available for the State to provide a return on the debt and 

equity used to finance the upfront investment in the Project. These include tariffs, shipping costs 

and operations and maintenance ("O&M") expenses. 

a . T ariffs 

The sellers of the Project's L G would be required to make tariff payments to the owners of the 

various facilities associated with bringing the L G to market (i.e., the GTP, Pipeline and LNG 

Plant). The tariffs are structured such that (given expected Project volumes) the owner of the Project 

facilities would receive a predetermined rate of return on the initial investment. 123 

As was discussed in greater detail in Section IV.F, the State has agreed to pay a tariff to TransCanada 

in exchange for providing the financing for the State's 25% portion of the GTP and Pipeline. 123 The 

structure of the MOU allows for a 40% buy-back option, wherein AGDC would become a partner 

of TransCanada and thereby be entitled to a share of the proceeds from the State's tariff.124 

If the State terminates its MOU with TransCanada and instead decides to fully finance its 25% 

portion of the GTP and Pipeline (in addition to its 25% portion of the LNG Plant), the State would 

be responsible for paying cost-based tariffs; however, the State would need to make the upfront 

investment required to construct the facilities . 

122 Black & Veatch Model, dated February 2014, as adjusted by the State. 
123 Actual tariffs are calculated based on a regulated ratebase formula, wherein debt and equity capitalization percentage and 

associated rates of return for each facility are agreed upon in advance. The Jevelized ta.riff is then calculated based on expected 
volumes, such that the agreed-upon rates of return are met 

124 Only pass-through costs (i.e., no return component). 
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b. Sh i pp ing Cos ts 

The sellers of the Project's LNG may be responsible for paying the shipping costs associated with 

transporting natural gas from the marine terminal in Alaska to regasification terminals overseas.125 

Shipping costs are dependent on factors such as global shipping capacity and the price of fuel. 

c. O&M E x pens e s 

While the Project is in operation, various expenses would be incurred in order to, among other 

things, maintain equipment, pay employees and operate the Project's facilities. As an owner of the 

Project, the State would be required to pay its portion of these expenses. 

4 . F l o w of Fu n ds 

The Project revenues and costs discussed involve a number of parties; the following chart illustrates 

the " flow of funds" between these parties.126 

Pro perty 
Owners 

Pro c · Tax 

Incumc.· Tax 

Corporate 
Entities 

+ Cash flnws 

+ Commodity Flows 

ILLUSTRATIVE FLOW OF FUNDS127 

Prudhoe Ba1· / 
Point Thomson 

• 
St.Ile of 

Af.1s ka 

e ·c 
"-

" 

T.1 G Importers 

IGBI 
• 

To_~:.« - --•[EJ] 
Sliieping <:?st_ _.

1 

i Ll G hippers 
:i: ,__ _____ _. 

en·ice Pro,~dcrs/ 
Employees/ 

Other 

_. f'inancing Pro,~dcr 

125 Under certain arrangements, the buyer ofL G could potentially be responsible for paying shipping costs. 

Trans anada 

126 Illustration assumes the tate takes royalty and production ta.x in kind and pursues the TransCanada Partnership Scenario. ote 
that O&M expenses paid by the State would likely be facilitated via AGD C. 

127 " tate participation in AK LNG Project, Presentation to the House Finance Committee," Black & Veatch, April 2014, modified by 
Lazard. 

40 I LAZARD 



IV. AKLNG PROJECT OVERVIEW 

5. Economic Analysis 

The State expects to receive Project cash flows, as presented above in Section IV.G.2.a. An indicator 

of the Project's viability and overall economic benefit is its net present value ("NPV''), that is, the 

value of the Project's forecasted future cash flows discounted to today. Typically, if the NPV of a 

project is positive, it is considered economically viable, and vice versa. An unlevered discounted cash 

flow valuation analysis is a method of determining NPV that discounts unlevered free cash flows 

(i.e., cash flows that are available to all debt and equity investors) using a discount rate that reflects 

the overall risk associated with the projected cash flows. To arrive at unlevered free cash flows from 

the levered cash flows presented earlier, restricted revenues are excluded, and debt principal 

repayment and debt interest payments are added back. 128 The discount rate that is applied to these 

unlevered free cash flows is determined based on the perceived riskiness of the Project's cash flows; 

the analysis below assumes an 8% discount rate for illustrative purposes. 

Additionally, analysis can be performed to determine the sensitivity of the Project's NPV to 

changing variables (e.g., the discount rate, Project revenues129 and Project construction costs). This 

sensitivity analysis is presented below. 

UNLEVERED DISCOUNTED CASH FLOW VALUATION ANALYSIS ($ IN MILLIONS) 

NPV Sensitivity Analysis-TransCanada Partnership Scenario 

PROJECT REVENUE VARIATION CONSTRUCTION COST VARIATION 

(10.0 % ) 5 . 0 % 0 . 0 % 5 . 0 % 10 . 0 % 10.0 % 5 . 0 % 0.0 % (5.0 % ) (10 . 0 % 

6.0 % S15.380 S15.965 S1 6,550 Sl7.135 $17,720 6 . 0 % S16,108 S16,329 S16.550 S16,77 1 S16,992 
w w ,.. ,.. 
< 7 . 0 % 
c,: 

12.369 12,853 13,337 13.821 14.305 < 7 . 0 % 12,926 
c,: 

13,131 13.337 13.543 13.749 

,.. 
Fl 

,.. r 10.7~1 z 8 . 0 % 9,947 10,349 11 ,154 11 ,556 z 8 . 0% 10,368 10,560 10.943 11 ,135 
;::i ;::i 
0 0 
u 
"' 

9 . 0 % 7,994 8.329 8.664 8.999 9,334 u 
"' 

9 . 0% 8,307 8.485 8,664 8,842 9,02 1 - -Q Q 
10.0 % 6.413 6,693 6.973 7.253 7.532 10 . 0% 6.640 6,806 6.973 7, 139 7,306 

NPV Sensitivity Analysis-State Go-it-Alone Scenario 

PROJECT REVENUE VARIATION CONSTRUCTION COST VARIATION 

10 .0 % 5.0 % 0 . 0 % 5.0 % 10.0 % 10.0 % 5 . 0% 0 . 0 % 5 . 0% 10 . 0 % 

6 . 0 % S16,916 517,537 $18,1 57 S18,778 S19.398 6 . 0% S17.282 S17,720 S18,157 S18,595 S19,033 
w w ,.. ,.. 
< 7.0 % 
c,: 

13,279 13,793 14.307 14,82 1 15,335 < 7.0 % 
c,: 

13,492 13,899 14.307 14,714 15. 121 

,.. ------------. ,.. . . . . z 8.0 % 10,370 10,797 11 .224 11 ,65 1 12,078 z 8 . 0% 10,465 10,845 L :2~] 11 .603 11 .983 
;::i ;::i 
0 0 
u 9 . 0 % 8,Q38 8.394 8,75 1 9, 107 9,463 u 9.0 % 8.043 8,397 8,75 1 9, 104 9,458 
"' "' - -Q Q 

10 . 0 % 6,166 6,464 6,762 7.060 7.358 10 . 0% 6,1 02 6.432 6,762 7,092 7,422 

ore: Analysis presented above is preliminary and illustrative in nature. Elements of the analysis, including the Project cash flows, discount rate, 
etc., will continue ro evolve over time as a result of multiple facrors (e.g., market treatment of similar LNG projects). 

128 Given that restricted revenues are required to flow to the Permanent Fund and the chool Fund, they are not available to 
investors. Principal repayments and interest payments must be added back because these are payments that are specific to debt 
investors, whereas the unlevered free cash flow analysis is meant to examine cash flows available to any investor. 

129 Variations in Project revenues (royalty/ production ta..x) are analyzed to illustrate the impact of variances in contracted gas prices 
from those forecasted to be received during Project operation (e.g., as a result of declining oil prices, LNG oversupply, etc.). 

41 J LAZARD 



IV. AKLNG PROJECT OVERVIEW 

At an illustrative 8.0% discount rate and assuming no variations from currently forecasted revenues 

and construction costs, the expected NPV in the TransCanada Partnership Scenario would be 

-$10.8 billion and the expected NPV in the State Go-it-Alone Scenario would be -$11.2 billion. 

Given the State's higher exposure to construction risk and associated reliance on the Project's 

revenues in the State Go-it-Alone Scenario, changes in these variables have a greater impact on 

NPV. 
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V. State of Alaska Financial Overv iew 

Alaska's present day reliance on oil revenues, combined with declining oil production forecasts, 

suggest that a new revenue source would help Alaska maintain its strong fiscal position. According 

to State projections, Alaska oil output is expected to decrease materially over the next ten years. 

Additionally, historically-low oil prices are placing further pressure on the State's budget. Absent 

other changes in the State's revenue sources, these trends may potentially have a negative impact on 

Alaska's balance sheet, credit rating and bonding capacity. 

A. Budget 

1. Projections 

Alaska's finances are highly dependent on oil revenue. In FY 2014, oil revenues accounted for 88% 

of the State's unrestricted revenue (i.e., revenue used to fund the State's general expenses). 130 

Accordingly, the State's financial projections are heavily dependent on oil production and price 

assumptions over the forecast period. The State's current projections reflect its goal of diversifying 

its revenue base away from oil to include revenue from natural gas (including increased production 

in Cook Inlet). Currently, the State projects that it can fund its budget without incremental natural 

gas revenue until 2023, 131 approximately when the Project would be expected to come online.132 

The State's Office of Management and Budget ("OMB") addresses this issue in its 10-Year Plan, 

which has the stated objectives to: (1) balance the State budget between sources and uses of funds, 

(2) provide for essential State services and (3) protect Alaska's economic stability. To mitigate 

exposure to resource fluctuations, 0MB proposes careful management of its primary reserve 

accounts, the Constitutional Budget Reserve Fund ("CBRF") and Statutory Budget Reserve Fund 

("SBRF"). Accordingly, the CBRF and SBRF are drawn on to balance the budget in the event of 

revenue shortfalls and are replenished in the event of revenue surpluses. 

Given current forecasts, the State projects that it will run a deficit over the next 10 years (i .e., it will 

draw on the SBRF and/or the CBRF in each of those years) . The combined current value of the 

CBRF and SBRF133 of -$15.8 billion is projected to drop to -($1 . 7) billion by 2024, fully depleting 

the SBRF and CBRF and creating a fund deficit; however, a new revenue source such as natural gas 

could allow the State to replenish its reserve funds while preparing it for future resource 

fluctuations. 

The State also uses a variety of mechanisms intended to protect Alaska's fiscal stability.134 For 

example, the Permanent Fund dividend (i.e. , the annual payment made to Alaska citizens) is based 

on a trailing average of the current plus previous four years' Fund Statutory Net Income, thereby 

130 Fall 2014 Revenue ources Book. 
131 The State projects that it will fully deplete its reserve funds sometime between FY 2022 and FY 2023. 
132 "Executive Summary FY 2015 10-Year Plan," AJaska Office of Management and Budget, December 12, 2013 ("OMB IO-Year 

Plan''). 
133 As of FY 2014. 
134 0MB IO-Year Plan. 
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controlling for broad econorruc swings.135 The State also funds programs in advance when 

appropriate, helping to set aside funding for vital programs, and safeguarding them in the event of a 

subsequent deficit.136 

In general, the State projects revenue based on where it comes from and how it can be used. 137 The 

State's revenue can come from funds collected from in-State activities (categorized as petroleum and 

non-petroleum), funds received from the Federal Government, and interest and payments earned on 

assets owned by the State. The revenue is then categorized based on how it can be used: as 

unrestricted revenue or as restricted revenue. The following diagram illustrates how the State 

characterizes its revenues. 

STATE OF ALASKA REVENUE ALLOCATION 

Petroleum Non-petroleum 

Collections from in-State 
Activity 

Receipts from Federal 
Government 

Earnings from Investments 

Total State Revenue 

Unrestricted Revenue 

S011rrt: Fa/12014 /l.ev,111ttS011ms /look. 

' 

Designated General 
Fund 

l35 "How the PFD Amount is Calculated," Alaska Permanent Fund Corporation. 
136 0MB 10-Year Plan. 
137 Fall 2014 Revenue Sources Book. 
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The State's current 10-year revenue projections based on these allocations are presented below. 

STATE OF ALASKA REVENUE FORECAST BY CATEGORY($ IN MILLIONS) 

FY 2 015E FY 2016E FY 2017E FY 20 18E FY 20 19E FY 2020E FY 2 0 21E F Y 2 0 22E FY 2023E FY 2024 E 

U acc1nri~1ed Rcvcnu!:; 

Unrestricted General Fund Revenue 

Petroleum Revenue S2,019 Sl,636 53,070 S3,678 S4,175 S4,197 S3,948 53,858 SJ,823 53,725 

Non-petroleum Revenue 502 528 539 550 554 561 569 572 583 590 

I nvcstmcm Revenue 30 32 48 63 79 95 Il l 126 142 158 

Fcdcml Rc\1cnuc 0 0 0 0 0 0 0 0 0 0 

Total Unrestricted General Fund Revenue $2,552 $2,197 $3,657 $4,292 $4,808 $4,853 $4,628 $4,556 $4,548 $4,473 

Total Unrestricted Revenue 2,552 2,197 3,657 4,292 4,808 4,853 4,628 4,556 4,548 4,473 

M,1110: P,trolmm & 1'tn11r as o % ofTotal l'nrrslrirJed &1<rmtr 79% 75% 84% 86% 87% 87% 85% 85% 84% BJ% 

.8!:;i.tri~H::~ R~vcauc 

D csigna1ed Gene.ml Fund Revenue 

Non-petroleum Revenue S323 S322 S326 S326 S325 S325 S325 S325 S325 S324 

Investment Rc\·cnuc 20 36 36 36 36 36 36 36 36 36 

Total D esignated Gene.rat Fund Revenue $344 $358 $362 $362 $361 $361 $361 $361 $360 $360 

Federal Revenue 

Petroleum Revenue S5 S5 S5 S5 S5 S5 S5 S5 S5 S5 

Fe.demi Receipts 3,126 3,1 26 3,126 3,1 26 3,126 3,126 3,1 26 3,126 3,126 3,126 

Total Federal Revenue $3,131 $3,131 $3,131 $3,131 $3,131 $3,131 $3,131 $3,131 $3,131 $3,131 

Other Restricted Revenue 

Petroleum Revenue S513 S466 S677 $701 S723 S69U S645 S600 S58U S56U 

Non-petroleum RC\•cnuc 229 230 231 232 233 235 236 237 238 240 

lm,cstmcm Rc\'cnuc 3.319 3,537 3.438 3,368 3,332 3,245 3,233 3,210 3,184 3,180 

Total Ocher Rcs tcicced Revenue $4,061 $4,233 $4,346 $4,301 $4,288 $4,170 $4,113 $4,047 $4,002 $3,980 

Tocal Restric1cd Revenue 7,536 7,722 7,839 7,794 7,781 7,662 7,605 7,539 7,494 7,471 

SI0,088 $9,919 Sll,496 $12,086 $12,589 $12,515 $12,233 $12,095 $12,042 $11,945 

Jonrrr: Fa/120 14 Rr,~m,r Jo11rru Book. 

Additionally, the following table presents the State's projected uses of its unrestricted revenues, 

including the drawdown of the SBRF and CBRF, as mentioned above. 

PROJECTED USES OF STATE OF ALASKA UNRESTRICTED REVENUES ($ IN MILLIONS) 

FY 2014 FY 2015E FY 20 16E FY2017E FY2018E FY2019E FY 2020E FY2021E FY2022E FY2023E FY2024E 

Oil Price and Production 
FnU 2014 Forcc:m 1\.'IS West Coost (S pcr borrcl) SID7.57 576.3 1 S66.03 $93.18 SIU28 1 Sll 200 S11 7.36 Sl21.1 4 Sl23.87 S129.114 S134.39 
h i! 2014 Forecast ANS Production (M.M.80) c-o.s3-,-- 0.5 11> 0.524 0.534 0.503 0.473 0.436 0.400 0.369 0.343 -0~3£) 

Revenue vs. Spending 
Unrestricted Gcnernl Fund Revenues S5,394 S2,573 S2.197 S3,657 S4,292 S4,808 S4,853 S4,628 S4.556 S4,548 S4.473 
Unrestricted Gener.ii Fund Ex-~cnsc.~ 7,053 6, !06 5,835 5,600 5,600 5,6(KI 5,600 5,600 5,600 5,600 5,6(1() 

Bud1,,ct Surplus/ (ShonfnU) c -csi .6s9i- (53,533) cs3.638) (S I,943) (S_l_.308) (5792) ____ (5747) _ (5972) (S l ,{144) (S l ,052) ~ -------------------
Reserve Balances 
CBRF Mn.in 1\ ccounr B:tlancc End of Year S6,058 S2,622 "' S2,783 52,236 SI,675 S2,935 S2.269 Sl ,365 S365 SU so 
CBRf Sub:iccounr Balance End of Year 6,722 6,968 3,546 2,426 1,884 u u 0 (I (6 13) (1,740) 

CBRJ'Tot:tl Sl2,78U S9,5'>0 S6,329 S4,662 S3,558 S2,935 S2.269 Sl.365 S365 (S613) (S l ,740) 

SBRf' B:tlnncc End uf Year S3,052 so so so S11 so so so SU SIi so 

Total Reserves --.. m,832 59,590 $6.,329 $4,662 $3,558 $2,935 S2,269 $1~ 5 $36S ($6U) (51,740) 

.'ionrrr: Stair (!_{Al111it.a prrlimina,y 10:Jrar b11dg,I fomaJI (dnlrd Drm1t!JrT 2014). 

138 Includes -$3 billion pension fund transfer. 
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2. Revenue Sources-Detail 

a. Unrestricted Revenue 

Revenue classified as unrestricted by the State is defined as "available to fund general state activities 

and capital projects." In FY 2014, unrestricted revenue comprised $5.4 billion (31 %) of total State 

revenue. The table below details the State's forecast for FY 2015 - FY 2024. Unrestricted revenue is 

expected to decline over the period as production of Alaska North Slope crude oil declines and an 

increased supply of oil worldwide drives prices down. Non-petroleum unrestricted revenues include 

taxes collected from non-petroleum related activities, excise taxes, consumption taxes, charges for 

services, fines, forfeitures, licenses, permits, rents, royalties and earnings on the General Fund and 
SBRF.1 39 

Additionally, the following table presents the State's projected unrestricted general fund revenue, 

including its unrestricted petroleum revenue, non-petroleum revenue and investment revenue, as 

mentioned above. 

STATE OF ALASKA 10-YEAR FORECAST OF TOTAL UNRESTRICTED GENERAL FUND REVENUE 
($ IN MILLIONS) 

FY FY FY FY FY FY FY FY FY FY 
2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 

Unrestricted Petroleum Revenue $2.019 $1,636 $3,070 $3,678 $4,175 S4.197 $3,948 $3,858 $3,823 $3,725 

Unrestricted Non-petroleum Revenue 502 528 539 550 554 561 569 572 583 590 

Unrestricted lnvcscmcn1 Revenue 30 32 48 63 79 95 111 126 142 158 

Total Unrestricted Revenue $2,552 $2,197 $3,657 $4,292 $4,808 $4,853 $4,628 $4,556 $4,548 $4,473 

P,rr,ntog, from Oil 79% 75% 84% 86% 87% 87% 85% 85% 84% 

So11rc,: Pa/12014 R,i•1111r So11rw Book. 

b. Restricted Revenue 

Revenue classified as restricted must be used for a specific purpose and includes funds restricted by 

the State constitution, federal law, trust or debt restrictions or customary practice. The largest 

sources of restricted revenues include restricted royalties, restricted investment income and federal 

revenue. 

Restricted royalties track changes in price, transportation costs and production of related resources. 

Lower oil production could provide a drag on restricted royalties in the future. Restricted investment 

income relates to earnings from the Permanent Fund, CBRF and designated parts of the General 

Fund on their respective investments, and in FY 2014 was $7.9 billion, or 67% of total restricted 

revenue. Federal revenue is exclusively restricted and includes highway, medical care, education and 

other purposes. The State is typically required to contribute to the same projects for which it 

receives federal funding-for instance, in FY 2014, the State spent $641 million and received 

t39 Fall 2014 Revenue Sources Book. 
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V. STATE OF ALASKA FINANCIAL OVERVIEW 

$2.5 billion to fund federal revenue-specific projects. Historically, the State has utilized 

approximately 70% - 80% of its annual appropriated federal funding. 140 

B. B al ance Shee t 

1. Debt 

The State of Alaska currently enjoys a "triple-A" rating from all three major credit rating agencies 

(Standard & Poor's141, Moody's142 and Fitch143
). Rating agency reports have commended the State's 

conservative financial management, citing a low debt burden and increased reserve amounts to 

offset any unanticipated shifts in the price or production of oil. While the State currently relies on 

orth Slope oil production for revenues, there are long-term alternatives being considered in natural 

gas (e.g., the Project, ASAP) and mineral production-related revenue, potential implementation of a 

State-wide broad-based tax, and the potential use of earnings of the Permanent Fund to offset costs 

of government services. The State's current debt position is very conservative144 and, as a result, the 

State has maintained a level of flexibility in funding its capital projects that is not experienced by 

many other states.145 

The conservative nature of tl1e State's debt practices is evidenced by its relatively low level of debt 

service as a percentage of unrestricted general fund revenue. While the current State policy is 

designed to limit this ratio to 8.0%, for the last ten years the State has remained below 5.0% and 

achieved 3.3% for fiscal year 2013.146 

In addition to the low level of debt service as a percentage of unrestricted general fund revenue, 

another metric demonstrating the conservative debt position of the State is the trajectory of its 

general obligation debt retirement. Approximately 70% of the current general obligation debt 

outstanding is expected to amortize over the next 10 years, allowing for increased financial 

flexibility. 147 

The State has traditionally utilized long-term fixed rate debt in relation to its general obligation bond 

issuances. This, in turn, has resulted in limited exposure to floating or variable rate debt, swaps or 

otl1er derivative products used to hedge interest rate risk. While it is recognized that agencies of the 

State use variable rate debt and derivative products, limited direct exposure exists for the State itself, 

and the risks associated with such products are generally not found in the State's general obligation 

bond indebtedness. 

140 Fall 2014 Revenue Sources Book. 
141 "Alaska Appropriations; General Obligation; Moral Obligation," tandard & Poor's, January 7, 201 3. 
142 ' 'Moody's revises Alaska's outlook to negative after oil price plunge; .affirms Aaa GO rati ng," Moody's, December 19, 2014. 
143 "State of Alaska General Obligation Bonds Full Rating Report," Fi tch Ratings, April 16, 2013. 
144 FirstSouthwest analysis. 
145 The tate's conservative position has been enhanced by its decisio n to employ a " pay-as-you-go" strategy as a primary source o f 

capital. 
146 FirstSoutl1west analysis. 
147 FirstSouthwest analysis. 
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The State's ability to fund capital projects with current revenues has played a significant role in the 

relatively low level of general obligation debt for the State. The reliance on current revenues has 

limited the State's need for bond issuance as a funding source and, as a result, has allowed the State 

to maintain a flexible debt profile. 

a. State Bonding Capacity Considerations 

In light of the State's relatively conservative debt practices discussed above, the State may potentially 

have capacity to issue additional debt. A primary consideration that must be evaluated in calculating 

the amount of any additional capacity is the impact of incremental debt on the State's credit rating. 

Additionally, the State must decide whether it is willing to accept potential downgrades of its credit 

rating to gain the benefit of additional debt capacity. 

The State of Alaska's debt service as a percentage of total budget/ revenues is the second-lowest 

among all states, at 1.2% in 2013.148 This ratio ranges from 0.9% (Iowa) to 8.2% (Delaware) for 

"triple-A" rated States, which makes it difficult to judge at exactly what level the State could expect 

to receive a downgrade; only four states have ratios above 10%: Connecticut (Aa3), Massachusetts 

(Aa1), Illinois (A3) and ew York (Aa2). However, for other debt ratios (e.g., debt as a percentage 

of GDP, personal income, etc.), the State is much closer to or above the medians for all states. 

Lazard has requested that FirstSouthwest perform an analysis that takes the above factors into 

consideration in order to calculate the State's potential additional borrowing capacity. The 

methodology and results of this analysis are presented below. 

SCENARIO I-STATE 
MAINTAINS 
CURRENT 

"Aaa" RATING 

SCENARIO 2-STATE 
IS DOWNGRADED 
TO "Aal" RATING 

SCENARIO 3-STATE 
IS DOWNGRADED 
TO "Aa2" RATING 

• 

• 

• 

STATE BONDING CAPACITY ANALYSIS 149 

METHODOLOGY- METHODOLOGY-
GENERAL SCENARIO SPECIFIC 

• D ebt service in any year 

All future debt issuances are cannot exceed the targeted 

structured as tax-exempt bonds level of 5% of the prior year's 

amortized over 20 years, with unrestricted general fund 

level debt service payments revenues 

Assumed tax-exempt interest 
Debt service in any year 

rates based on the target rating • 
(3.53% for Aaa, 3.62% for Aal, 

cannot exceed the targeted 

3.70% for Aa2) 1SO 
level of 8% of the prior year's 
unrestricted general fund 

Annual unrestricted general revenues 
fund revenues available to pay 
debt service through 2024 are • Debt service in any year 
set at amounts stipulated in the cannot exceed the targeted 
f,'alJ 2014 Revenue Sources level of 10% of the prior year's 
Book151 

unrestricted general fund 
revenues 

ILLUSTRATIVE 
RESULTS 

• State has capacity to issue 
up to $2. 7 billion of 
incremental debt over the 
next 1 0 years 

• State has capacity to issue 
up to $4.7 billion of 
incremental debt over the 
next 10 years 

• State has capacity to issue 
up to $5.9 billion of 
incremental debt over the 
next 10 years 

148 Debt service as a percentage of total budget/ revenues is a ratio used by rating agencies, which is different from debt service as a 
percentage of unrestricted general fund revenue, a ratio mandated by State policy to remain below 8%. 

149 FirstSouthwest analysis. 
150 I.e., the State's cost of debt would potentially increase ,vith ratings downgrades. 
151 If forecasted Project revenues are included in this projection, the State would see its debt capacity increase to $3.8 billion, $6.4 

billion and $8.1 billion in Scenario 1, cenario 2 and Scenario 3, respectively. 
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As can be seen above, FirstSouthwest's analysis indicates that State has a moderate amount of 

capacity to issue incremental debt (in this instance, "debt" means general obligation debt and State­

supported debt) in the scenario where it maintains its current rating ($2. 7 billion) and stays below 

the 5% target level of debt service as a percentage of unrestricted general fund revenues. However, if 

the State is willing to take a downgrade to "Aa1", it can still stay under its policy-driven 8% cap on 

debt service as a percentage of unrestricted general fund revenues and gains an additional $2.0 

billion of debt capacity (i.e., the total incremental debt capacity rises to $4.7 billion). Finally, if the 

State is willing to accept a downgrade to "Aa2", it would see its capacity to issue incremental debt 

rise to $5.9 billion.152 

2 . O v e rview of St a te F un ds 

The State is responsible for overseeing a variety of different funds that hold the majority of the 

State's assets. A brief overview of these funds is presented below. 

S011rces: 
Note: 

GeFONSI 

SB RF 

CBR F 

PCE 
EN DO WMENT 

FUN D 

OTHE R 

OVERVIEW OF STATE FUNDS 

D ESCRIPTION 
ASSET 

ALLOCATION 

• Escab Li shcd in 1976; invests a portion153 of the State's • Fund size: S52.4 billio n 
mineral lease rentals, royalties, royalty share p roceeds II: U.S. Bo nds: 2 1% 
and federal mining revenue-sharing payments and • Internatio nal Equity: 18% 
bonuses in income-producing: invcscmcntS I: A1 tcrnacivcs: 18% 

• lniriaUy intended co steer the State rowards better I O ther: 430/i, 
management of the influx of priva te lease revenue 
from drilHng and e.xploracio n activities 

• Since 1982, has paid an annual dividend to Alaska 
residents (the " Permanent Fund D ividend'); was 
Sl ,884 in 2014 

INVESTMENT 
MANDATE 

• T nrgc t real return of 5.2% 

• Divided in to two subcategories: 
principal and earnings reserve 

• Principal may nor be spent, 
while the earnings reserve, 
which consists of realized gains 
from invesonents as well as 
uru-ealizcd gains, can be spent 
for any pub Lic purpose 

• " G eneral Fund and Other No n-st-grch,atcd • Fund size: S4.5 billion • Target re turn of2. l"A, 
Investmen ts" represents a pool of fu nds managed by r JjguiditJ / sho rt -term: 72% • Pooling method reduces liquidiry 
the Srntc's Treasury D ivisio n r lntermedi.arc-tcnn: 28o/n needs and allows for a more 

• General savings fund consisting of appropriations in • Fund size: S3.7 billion 
e.xcess of fu nds received by the State , Short-ccrm: 47°A, 

• Established in I 990 and fun ded th rough resolution 
of disputes aboul the runouni of certain mincml­
rc.latcd income 

• Consists of a main fu nd and subaccount 

• The Power Cost Equalization Endowment fund 
("PCE. Endowment Fund") was created to provide 
fo r affordable electric utility costs fo r rural Alaska 

• Established in 2001 with funds from the CHIU' and 
p roceeds from the sale of a hydroelectric project 

I lnrcnncclia tc-cenn: 33o/fl 

• Broad Market/ F l: 20% 

• Fund size: Sl 0.9 billio n 

• Maio Account: 
r Shorc-tcnn: 47°!tl 

r: I mcnncdiarc-cenn: 33°,/41 

c Broad Market/ fl : 20% 

• Subaccount: 
' Domestic Equi ty: 40% 
r Broad Market/ Fl: 39% 

t Jmcmncionnl Equi ty: 21°/i, 

• fond size: S974 millio n 

1. D omestic I ~quity: 44'% 

l Broad Market/ Fl : 33% 

' Internacio nal Equity: 23%. 

• Various other funds managed by the Scare, including • Fund size: Sl .4 billio n 
d1c Public chool Trusr Funds nnd Retiree Heal th • Various asset allocatio ns 
Insurance Fund 

aggressive invc:_oncnt mnndatc 

• I nvcs tcd in such a way as ro .. mccr 
immediate expenditure needs'' of 
the t'ltC 

• Main Account: 
E Expected to return 

.. competitive marke1 rate'' 

• Subaccouot: 
I May invest in higher risk / return 

assc1 classes than the Main 
Account, under d1c assumption 
that the funds used wouJd no t 
o therwise be needed for at least 
fi ve years 

• Target re turn of 7.0% 

• Various 

A laska Co11slil11tio11, 011d websites i11c/11di11g Stole Depa,t111e11! uf Rem111e, Alaska Pm11011e11/ F1111d Co,porotio11 011d Alaska E 11tfl!,)' A 11tborit;. 
Fl refers to fixed income. Fixed income securities (e.g., bonds) require the security issuer to make scheduled payments t0 investors. This is in 
contrast t0 equity securities, which generally have no such requirement, albeit equity issuers frequently pay discretionary dividends. 

152 If forecasted Project revenues are included in this projection, the State would see its debt capacity increase to $3.8 billion, $6.4 
billion and $8.1 billion in Scenario 1, Scenario 2 and cenario 3, respectively. 

153 Specified as 25% for mineral leases issued before circa 1980 and 50% for mineral leases issued after circa 1980. 
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VI. SUMMARY PRELIMINARY 
FINANCING CONSIDERATIONS 
- -

VI. Summary P reliminary Financing Consi derati o ns 

The State of Alaska's financing strategy with respect to the AKLN G Project will likely be largely 

determined by the State's overall Project funding requirement, its available sources of funds and the 

"optimal" capital structure (e.g., debt/ equity mix). These determinations are interrelated and should 

be evaluated together, as illustrated below. 

Construction of the 
Project is expected to 

require -S13.7 billion of 
capital in the State of 
Alaska Go-it-Alone 
Scenario (or $7.0 billion 
in the TransCanada 
Parmership Scenario) 

•
Financing 

Need 

Total 
$13. 7 billion 

State of Alaska 

Permanent Fund 

PCE E ndowment Fund 

Other Funds 

Balance Sbeet/Borro,ving 
Cap acity 

he State must 
identify internal and 
external sources of 
funds to invest in the 
structuring 
alternatives identi fied 
fo r the Project 

• 
Structuring 

Alternatives-General 

The State can 
choose to 

meet its capital 
requirements 
by utilizing a 
mi.x of debt 
and equity 

Based upon the 
State's target debt 
and equi ty mix, the 
State can choose 
from various 
structures to 
implement the 
fi nancing 

4 
Structuring 

Alternatives-Detailed 

----

Alaska Entities & Individuals External Sources 

, ... 
ARMB Retirem ent Funds 

N ative Corporations 

Municipalities 

Residents 

SOURCES OF FUNDS 

Third-Party E quity 
Investors 

Third-Party Lenders 

Public Equity/Debt 

Export Credit Agencies 

154 ARMB denotes Alaska Retiremen t Management Board. 
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A. Description of Financing Need 

VI. SUMMARY PRELIMINARY 
FINANCING CONSIDERATIONS -- -

As described earlier, the State must finance its portion of the upfront investment in the Project in 

order to participate as a 25% owner in the Project and receive future Project cash flows. Based on 

current forecasts, this financing amount could range from approximately $7.0 billion (if it pursues 

the TransCanada Partnership Scenario) to $13.7 billion (if it pursues the State Go-it-Alone 

Scenario).155
' 

156 These figures are presented below. 

STATE OF ALASKA PROJECT INVESTMENT-TRANSCANADA PARTNERSHIP SCENARIO($ IN MILLIONS) 

PRE-FEED FEED EPC Total 

2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E --- --- ---
GTP s- $- s- $- $- S- s- s- s- $-

Pipeline 

$-

L G Plant 29 61 72 46 954 1,637 1,686 1,390 1,073 6,964 

Total $29 $61 $72 $46 $954 $1,637 $1,686 $1,390 $1,073 

Phase Total = 

STATE OF ALASKA PROJECT INVESTMENT-STATE GO-IT-ALONE SCENARIO($ IN MILLIONS) 

PRE-FEED FEED EPC Tot al 

2014E 2015E 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 
--- --- ---

GTP $11 S22 $46 $54 $35 $415 $712 $733 $604 $467 $3,099 

Pipeline 11 22 46 54 35 498 854 880 725 560 3,685 

LNG Plant 14 29 61 72 46 954 1,637 1,686 1,390 1,073 6,962 

Total $35 $73 $153 $180 $116 $1,866 $3,203 $2,719 $2,100 

Phase Total 
~· -~,- - .. ,_ ~- ,- "' -' $13, 745158 :t ~,1".' {:::"G~e:""- $450 _ --'·)~-t ~t~~ .i. 

S011rce: Black & Veatch Model, dated Fehm01y 2014. 

The State must consider its total Project investment and the investment required at different phases 

of development. Given the varying degrees of risk associated with different phases of development 

and that the majority of the financing need (>95%) comes during the EPC phase, the State may 

choose to use different sources of financing and financing structures for each of the phases of the 

Project. 

155 Black & Veatch Model, dated February 2014. 
156 As discussed above in Section IV.F, under the TransCanada Partnership Scenario, the State is responsible for repaying 

TransCanada's upfront investment via a return of capital mechanism in the tariff structure. 
157 Represents 8% of State's total assets as of FY 2013. 
158 Represents 16% of State's total assets as of FY 2013. 
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B. Sources of Funds 

VI. SUMMARY PRELIMINARY 
FINANCING CONSIDERATIONS 

The State has a variety of sources potentially available to fund its portion of the upfront investment 

in the Project. These sources include those that the State has direct access to, those that could come 

from Alaska entities and individuals, and those that could come from external sources. A brief 

overview of the various funding sources is presented below. 

P E RMANENT 
FUND 

PCE ENDOWMENT 
FUND 

OTHER FUNDS 

BALANC E SHEET/ 
BORROWING 

CAPACITY 

ARMB 
R ET IREMENT 

FUNDS 

NATIVE 
CORPORATIONS 

MUNICIPALITIES 

RESIDENTS 

THIRD-PARTY 
EQUITY 

INVESTORS 

THIRD-PARTY 
LENDERS 

PUBLIC 
EQUITY/DEBT 

EXPO RT 
CREDIT 

AGENCIES 

• 

• 

• 

• 

• 

• 

• 
• 
• 

• 

• 
• 
• 

DESCRIPTI ON 
The Smee is responsible for managing S52.4 billion in the Permanent Fund 
l Currcncly broadlr invested across public/private debt and equity securities. with 19°/4, currendr allocated co real 

assets1sq 

PotcntiaJ to allocate subsmncinl capita) co the Project, although no precedent exists for direct asset-level 
invesanencs (gencmlly conducted indirccclr via private equity fund managers) 

~ Potential for the Lcgi_slarurc to allocate Pcnnancm Fund earnings fo r investment in the Project 

11,c PCE E ndowmeac Fund consists of approximatel)' 1.0 billion invested in domestic and internatio nal equities, 
and fixed income securities 

IC The PCE E(!dowmcn_c rund could potcnti_all ,_inv_est_ direcclr in the Project 

Through GcFONSI, CBRF, SBRF and various ocher funds, the State manages over Sl 9.0 billion 
II: While the Scace generally in~ests these funds in shore- to medium-term liquid sccuricies such that ther mar be 

drawn upon to pay CA'PCnses and fund budget shortfalls, certain funds could potentially invest in lo nger-term, 
less liquid assets 

11,e State currendy has 3.0 billion of long-term debt outstanding 
II Revenue bonds, general obligation debt, capital lenses, etc. compose chis balance 

I The Scnce has the capacity co issue incrcmcnt.11 debt of S3.8 - $8.1 billio n, depending on the Scnce's willingness 
to accept a racing: downgrndc l60 

ARMB is responsible for managing $26.6 billion of funds across seven systems 
• Currcndy broadlr invested across public/ p rivate debt and equity securities 

& Po teminl co aUocntc capical to the Projec1 given current fund allocation to rcnJ assetslC•1 

Alaskn's 13 native corporations generated $368 million of net income in 2010 162 

C These native corpomcions couJd potentially inves1 capital in the Project as a means of generating additional 
income and returning increased dividends to members 

AJaska munkipalitics generate revenues vi:i property, sales and severance taxes, and other fees 
I \X11ile these revenues are gcncraJJy used co fund operating: budgets, municipalities could potentially invest 

dircccly in the Project 

AJask.n munjcipaHcics currently have S3.2 billion of debt outstanding1'1
·' and g:cncmlly exhibit strong crcdir racings IM 

E Additiona.J debt could be issued by municipalities co fund an investment in the Project 

Residents of AJaska arc aJso potential investors in the Project 
t Alaska residents could potentially clcc1 m desi1-,rnncc an amount of thcir annual Permanent F und dividend to the 

Projcc1 (dividend was $1,884 per resident in 2014) 

r: Alaska rcsidencs could pocenciallr invest personal funds (e.g., savings) dircccly 

Third-party institutional investors, including infmsrructu.rc d irect investors (c.g: .• pension funds, sovereign wealth 
funds, insurance companies, banks, privtttc equity sponsors, etc.), seek investments with long-tenn cash flow 
characteristics 

11,ird-parcy lenders, including financing banks (e.g.,J P Morgan, Bank of America, etc.), could poccnciall)' lend co the 
Projec1 

Retail and institutional investors, via brokers nnd othcnvisc, mnkc investments in a variety of public dcb1 and equity 
sc.."Curitics 

E .. xpon credit agencies provide loans co a.id in the development of projects that provide their sponsor countries with 
key imports or exports, such as LNG o r other natura l resources 
r Examples include J apan Bank for lmcmationol Cooperation C'.JB IC") (S126 billion of oucscanding loans and 

guarantees), Ko ren Ex-Im Bank (S86 billion of o ucstnnding loans and gua.rantees), Export -Import Bank of the 
United Scates (S79 billion of outstanding loans and guarantees) 

i ; 9 "Asset Allocation," Alaska Permanent Fund Corporation. 
160 Per FirstSouthwest analysis in case where Project revenues are considered. 
161 -S3.6 billion currently invested in real assets. However, the amount available to invest in the Project is likely much less, due, in 

part, to current illiquid investments and investment concentration concerns (i.e., the ARMB would not likely concentrate a 
substantial portion of its funds on one investment). 

162 "Regional Alaska ative Corporations," GAO, December 2012. 
163 "Alaska Public Debt," The State of Alaska,January 2014. 
164 Moody's. 
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C. Debt and Equity Structuring Alternatives 

Irrespective of the funding source used, the State will need to evaluate the optimal financing 

structure via which those funds are invested in the Project.165 In general, the State could structure 

these funds as either debt or equity interests in the Project. More specifically, a spectrum of 

structuring alternatives exists for both debt and equity. Each alternative offers different risk and 

return profiles, as well as other characteristics related to seniority/priority, payout structure, 

governance rights and other features. 166 

Common Equity 

165 The State may also need to consider the overall capital structure of the Project (i.e., how other Project owners have chosen to 
capitalize their investments in the Project). 

166 tructuring alternatives to be discussed in greater detail in Section VII. 
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FINANCING C O NSIDERATIONS 

D. Other Considerations 

The State might consider other alternatives to lower its cost of capital, shift/mitigate risk, or 

otherwise achieve its financing objectives. These alternatives could include: · 

54 I LAZARD 

D ES CRIPTI ON 

• The State could provide or access credit support to spread risks posed by the Project to other 
parties and to lower the Project's cost of capital 

• Potential opportunities for credit support include the following: 

a: State provides a guarantee on debt payments owed by an external Project sponsor 

1 State seeks a guarantee on debt payments owed by the State; such credit support may be 
provided by, for example, the U.S. Federal Government, multilateral banks, etc. 

• State or other third parties provide guarantees in the form of a backstop to Project cost 
overruns 

• Guarantees by financially strong third parties could potentially lower the overall cost of debt 
associated with financing; however, a guarantee issued by the State could potentially impact 
the State's balance sheet and credit rating, even if the State is only indirectly obligated on the 
liability or the risk of triggering funding support is remote 

• The State could purchase insurance to provide downside protection for various aspects of the 
Project to shift certain risks to third parties 

• Potentially insurable areas include: 

• Construction Risks: Covers losses or damage to materials, supplies, eguipment or 
temporary structures for general building and engineering purposes, respect:ivdy 

' Delay in Start Up Risk: Covers any delays in the Project's ability to generate revenue in a 
timely manner 

1 Force Mcye11re: Covers any risks associated with acts of nature (e.g., storms, earthguakes, etc.) 

i:: Performance Failure or Design Risk: Covers any losses arising from ineffective design or 
workmanship 

r Political Risk: The State could provide contractual assurances that any increases in costs or 
delays associated with future Alaska political decisions would be borne by the State 

• The greater the likelihood of a claim and the larger the size of that claim dictate the cost of an 
associated premium paid to an insurer (i.e., insurance against large and likely events would 
likely be more expensive tl,an insurance against small and unlikely events) 

• The State could syndicate (i.e., market to third parties) its interest in the Project to spread risks 
posed by the Project to other parties and to provide liguidity to tl,e State at later stages of 
Project development 

• Potential opportunities for syndications might include: 

r D ebt and/ or eguity syndication to Alaska individuals, Alaska corporations, or individuals 
and corporations from outside the State 

• Syndication provides an opportunity to rotate capital out of the Project once specific Project 
milestones are achieved and the overall Project risk is reduced 
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VII. OVERVIEW OF POTENTIAL 
STRUCTURING ALTERNATIVES 

VII. O verview of Potenti a l Str u c t uring Alternativ es 

The State's interest in the Project would-as a practical, operational/ governance and legal matter­

likely be facilitated through a separate, standalone entity (herein referred to as the "State Project 

Company").167 The State Project Company would be similar to many other companies in that it 

would be able to issue debt and equity in order to raise funds to pursue investments. The State 

Project Company, however, would likely be limited to investing only in the AKLNG Project, and 

would subsequently serve to receive Project revenues, make debt service payments and generally 

manage the State's investment interest in the Project. Upon formation of the State Project 

Company, the State would be the sole owner and parent of the entity. 

Importantly, the State Project Company would have various funding sources by which it would be 

capitalized, and various structuring alternatives, or ways in which it could invest in the Project. For 

example, the Permanent Fund (a funding source) might wish to invest in the State Project Company 

as a common equity holder (a structuring alternative) . Similarly, the State could issue general 

obligation debt (a funding source) and, witl1 the proceeds, decide to invest in the State Project 

Company as a non-recourse debt holder (a structuring alternative) . The State may choose to fund 

the State Project Company via multiple funding sources-including Alaska municipalities, 

individuals and other State entities-and the State Project Company might invest in the Project via 

multiple structures, none of which are mutually exclusive. 

While reading the following sections, which describe in detail the various ways that the State Project 

Company could potentially finance itself in order to invest in the Project, it is important to consider 

the relative cost of each of the structuring alternatives presented. The State Project Company's 

financing cost would likely be a function of many factors, including its capital structure and the 

Project's position in the development lifecycle. Various debt and equity alternatives have different 

relative costs, based on specific attributes. For example, non-recourse debt is typically more 

expensive than recourse debt, because the risk to lenders is higher in a default scenario. Similarly, 

preferred equity is typically less expensive than common equity, because preferred equity 

shareholders receive dividends before common equity shareholders receive dividends. 

Ultimately, the State Project Company should seek to optimize its capital structure with debt, equity 

or a combination thereof, based on its priorities, including control and governance rights, 

operational flexibility and, importantly, cost. The State Project Company's blended financing cost 

(i.e., its weighted average cost of capital ("WACC")) would be determined based on the relative 

amounts of debt and equity in its capital structure, and their respective costs. The following 

illustrates the relative cost of the various debt and equity structuring alternatives, each of which will 

be further explained in the following sections. 

167 An existing State entity could potentially serve as the State Project Company, depending on various legal and structuring 
considerations to be determined in the future. 

55 j LAZARD 



VII. O VE R VIEW O F P O TENTIAL 
ST R UCTUR I NG ALTE RNATIVES 

ILLUSTRATIVE FINANCING COST-CAPITAL STRUCTURE 

Lower Cost 

Recourse 
Debt 

Limited­
recourse 

Debt 

Nim-recourse 
Debt 

lu . C 4.0% - 10.0% 
uStraave 0st ' L1BOR•68+1.25% to LIB0R+7.25% 

• Cost of debt can be estimated prospectively via 
an analysis of precedent debt issuances 

• Tbe cost of debt can vary widely depending on 
the size of tbe issuance, the intended use of 
proceeds, the debt term, the rating of the issuer 
and whether the debt is tax exempt 

• Appendix A.2 presents cost of debt 
precedents along each of these parameters 

Hybrid 
Securities 

(e.g., Cmwertihle 
Debt) 

y 

• Hybrid securities 
typically exhibit 
costs lower than 
those for "straight" 
equity but higher 
than those for debt, 
depending on the 
value of the 
embedded 
conversion option 

\'C1rr.mt s 
Preferred 

Equity 

lUustrative Cost: 10.0% -15.0% 

Ccm11no11 
Equit) 

• Cost of equity can be estimated via the capital 
asset pricing model ("CAPM'') 

II CAPM seeks to estimate the required return 
on a project based on the project's perceived 
riskiness 

• One way to estimate the riskiness of the 
Project is to analyze the market-observed 
riskiness of publicly-traded companies that 
engage in business that is similar to that of 
the Project 

I' Appendix A.1 contains CAPM analysis for 
companies engaged in LNG operations, oil 
and gas production, EPC contracting and 
pipeline operations 

Another determinant of the State Project Company's cost of :financing is the perceived riskiness of 

its projected cash flows. The risk related to the Project's expected cash flows will vary over time. In 

the early stages of the Project's development lifecycle, :financing costs are likely to be highest, due to 

the perceived risks associated with realization of the Project and, therefore, future Project cash 

flows. As the Project advances in its development lifecycle, the certainty of future Project cash flows 

should increase and the perceived risk associated with the Project should decrease accordingly, 

leading to lower financing costs. 

As a practical matter, lenders would likely be reluctant to finance the Project in its early stages 

(absent some direct credit support/guarantee from the State or others), requiring the State Project 

Company to structure its initial investment as a form of equity. As the Project advances, permitting 

is completed, commercial arrangements are secured and construction is ready to commence, lenders 

would likely be more able to provide debt :financing and the cost of securing third party financing 

should also be more competitive. 

168 The London Interbank Offered Rate ("LIBOR" or "L") is a benchmark rate that banks charge each other for short-term loans. 
LIBOR is often used in determining the interest rate for floating-rate debt issuances. As of D ecember 31, 2014, the 3-month 
LIBOR rate was 0.26%. 

s6 j LAZARD 



VII. OVERVIEW OF POTENTIAL 
STRUCTURING ALTERNATIVES 

Similarly, as the Project advances, the value of the State's ownership interest would likely increase. 

As the Project reaches commercial operation and is fully "de-risked", the State may choose to 

monetize a portion of its ownership interest (via issuing debt, selling equity169 or otherwise) in order 

to diversify its investment, pursue other relevant investment opportunities or allocate capital to 

other State priorities. 

The following chart illustrates the relationship between the cost of financing and Project phase. 

ILLUSTRATIVE FINANCING COST-PROJECT LIFECYCLE 
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Note: Cumulative Pro ject cost shown for State Go-it-Alone scenario. 

169 The State could also monetize its ownership interest in the Project via alternative structures, which include master limited 
partnerships and YieldCos, among others. 
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A . Debt 

VII. OVERVIEW OF POTENTIAL 
STRUCTURING ALTERNATIVES 

1. Recourse Debt 

SUMMAR\' 
ASSESSMENT 
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• The State Project Company could issue recourse debt that may be secured by the revenue/ assets of the 
State Project Company, but that ultimately has full recourse to the State 

I'. Recourse debt is a type of a loan that has full recourse to the borrower's parent entity 

• The lender would be entitled to principal and interest payments based on a negotiated amortization 
schedule and interest rate, respectively 

I'. Failure to make payments on time could result in a default scenario 

• 1n a default scenario, the State (as the parent of the State Project Company) would be fully liable for 
principal repayment 

l The lender's recourse to tl,e State would not be limited 

• Recourse debt could potentially be accompanied by restrictive covenants, which would limit the actions 
of the State Project Company 

l Categories of covenants include maintenance covenants and incurrence covenants; violation of 
covenants may result in a default scenario 

A maintenance covenant might reguire the State Project Company to maintain or achieve a 
cenain level of financial performance to avoid default (e.g., a covenant reguiring the State 
Project Company to maintain a certain ratio of Project cash flow to scheduled debt service) 

lncurrence covenants might prohibit the State Project Company from undertaking certain 
actions (e.g., incurring additional debt or making a restricted payment) 

• A lender's claim on tl,e State Project Company would expire after repayment of tl,e initial loan 
principal 

• A lender's recourse to the State would expire after the initial loan principal was repaid 

• Less expensive tl,an eguity alternatives; additionally, least eiq>ensive form of debt alternatives 

• o dilution of the State's ownership or control interest in the State Project Company 

I Lenders have a defined interest in tl,e State Project Company, limited to principal and interest 
payments 

• Debt service reguirements are generally very predictable and stable over time and may therefore be 
structured in accordance with the State Project Company's investing needs and expected future 
revenues 

• State Project Company creditors have full recourse to the rate in the event of a default scenario 

• Potentially significant impact on the State's credit rating 

• Restrictive covenants reduce operational flexibility for the State Project Company 

• Recourse debt can create conflicts of interest among State Project Company stakeholders 

i: Lenders typically favor more conservative management choices, while eguity investors favor riskier 
management choices with tl,e potential for a higher payout 

• Potential for financial distress (not limited to Project level) 

• Riskiest debt alternative for the State Project Company; full recourse to the State and potentially 
significant impact on the State's credit rating 

• Relatively less e:>.-pensive than other debt alternatives 

• Allows tl,e State to maintain its undiluted ownership and control interest in the State Project Company 
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2. Limited-recourse Debt 

SUMMARY 
ASSESSMENT 
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• The State Project Company could issue limited-recourse debt that may be secured by the 
revenue/ assets of the State Project Company, but that ultimately has some amount of recourse to the 
State 

I: Limited-recourse debt is a type of a loan that has recourse to the borrower's parent entity, but only 
to a specified amount and generally only for a specified period of time 

• The lender would be entitled co principal and interest payments based on a negotiated amortization 
schedule and interest rate, respectively 

1£ Failure to make payments on time could result in a default scenario 

• In a default scenario, the State (as tl1e parent of the State Project Company) would be liable (only up to 
a certain amount) for principal repayment 

I£ The lender's recourse to the State would generally be limited to a negotiated amount (e.g., 50% of 
the original loan amount) and time period (e.g., until the Project has reached operations) 

• Limited-recourse debt could potentially be accompanied by restrictive covenants, which would limit tile 
actions of the State Project Company 

I Categories of covenants include maintenance covenants and incurrence covenants; vfolation of 
covenants may result in a default scenario 

A maintenance covenant might require the State Project Company to maintain or achieve a 
certain level of financial performance co avoid default (e.g., a covenant requiring tile State 
Project Company to maintain a certain ratio of Project cash flow to scheduled debt service) 

Incurrence covenants might prohibit the State Project Company from undertaking certain 
actions (e.g., incurring additional debt or making a restricted payment) 

• A lender's claim on the State Project Company would e..,1Jire after repayment of the initial loan 
principal 

• A lender's recourse to the State would also expire at this time, unless negotiated co be earlier per the 
above (e.g., when the Project has reached operations) 

• Less expensive than equity alternatives 

• Limited recourse to tl1e State in the event of a State Project Company default 

& Potential for only moderate impact on tl1e State's credit rating 

• o dilution of the State's ownership or control interest in tl1e State Project Company 

1 Lenders have a defined interest in the State Project Company, limited to principal and interest 
payments 

• Debt service requirements are generally very predictable and stable over time and may therefore be 
structured in accordance with the State Project Company's investing needs and eA'j)ected future 
revenues 

• More expensive than recourse debt, albeit less eJ1.1Jensive than non-recourse debt 

• Restrictive covenants reduce operational flexibility for tl1e State Project Company 

• Limited-recourse debt can create conflicts of interest among State Project Company stakeholders 

s Lenders typically favor more conservative management choices, while equity investors favor riskier 
management choices witl1 tl1e potential for a higher payout 

• Potential for financial distress (not Iin1ited to Project level) 

• Somewhat risky debt alternative for State Project Company; only limited recourse to tl1e State and 
potential for only moderate impact on tl1e State's credit rating 

• "Middle of tl1e road" in terms of cost vs. otl1er debt alternatives; still less expensive than equity 
alternatives 

• Allows tl1e State to maintain its undiluted ownership and control interest in the State Project Company 
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3 . No n-re course Debt 

SUMMARY 
ASSESSMENT 

• The State Project Company could issue non-recourse debt170 secured by the revenue/assets of d1e tate 
Project Company 

~ Non-recourse debt is a type of a loan that is secured by specific assets or casb flows (i.e., collateral) 

• The lender would be entitled to principal and interest payments based on a negotiated amortization 
schedule and interest rate, respectively 

L Failure to make payments on time could result in a default scenario 

• In a default scenario, tl1e State (as the parent of the Srnte Project Company) would not be liable for 
principal repayment 

r The lender's only recourse would be d1e revenue / assets used as collateral for the loan 

• Non-recourse debt could potentially be accompanied by restrictive covenants, which would limit ilie 
actions of the State Project Company 

r Categories of covenants include maintenance covenants and incurrence covenants; violation of 
covenants may result in a default scenario 

- A maintenance covenant might require tl1e State Project Company to maintain or achieve a 
certain level of financial performance to avoid default (e.g., a covenant requiring the State 
Project Company to maintain a certain ratio of Project cash flow to scheduled debt service) 

lncurrence covenants might prohibit ilie State Project Company from undertaking certain 
actions (e.g., incurring adrutional debt or making a restricted payment) 

• A lender's claim on ilie State Project Company would expire after repayment of the initial loan 
principal 

• Less expensive than equity alternatives 

• No recourse to the State in tl1e event of a State Project Company default 

, Minimal (if any) impact on State's crerut rating 

• No dilution of tl1e State's ownership or control interest in or control of the State Project Company 

t Lenders have a defined interest in the State Project Company, limited to principal and interest 
payments 

• Debt service requirements are generally very prerucrnble and stable over time and may therefore be 
structured in accordance with the State Project Company's investing needs and expected future 
revenues 

• More expensive tl1an other debt alternatives 

• Restrictive covenants reduce operational flexibility for d1e State Project Company; these covenants are 
typically more restrictive when attached to non-recourse debt tl1an other debt or equity alternatives 

• on-recourse debt can create conflicts of interest among State Project Company stakeholders 

t Lenders typically favor more conservative management choices, while equity investors favor riskier 
management choices \vith tl1e potential for a higher payout 

• Potential for financial rustress (albeit limited to Project level) 

• Least risky debt alternative for State Project Company; no recourse to the State and potentially minimal 
impact on the State's crerut rating 

• More expensive than other debt alternatives; less expensive d1an equi ty alternatives 

• Allows the State to maintain its undiluted ownership and control interest in tl1e State Project Company 

170 Non-recourse debt is the debt stiucture most commonly associated \viili project finance. 
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4. Hybrid Securities (e.g ., Convertible Debt) 171 

SUMMARY 
ASSESSMENT 

• The State Project Company could issue debt that carries the right to be converted into common shares 

• Convertible debt is a type of "hybrid security" (i.e., one which exhibits characteristics of both debt and 
equity, depending upon conversion of an underling option) 

• The option to convert debt principal into common shares rests with the holder 

r: The debt would convert at a negotiated exchange ratio (e.g., a certain amount of principal would be 
worth a certain number of shares) set when the convertible debt is issued 

Requires the State Project Company to have a view on the value of its common shares at a future 
conversion date 

r: The option to convert generaJJy expires at the maturity of the debt, although certain types of 
convertible debt have mandatory conversion and other specialized features 

• Prior to conversion, convertible debt would exhibit the attributes of the debt alternatives discussed above; 
following conversion, convertible debt would exhibit the attributes of common equity 

• If a conversion option is exercised, common shares of the State Project Company would not ei-.-pire or 
mature 

• Less expensive than equity alternatives, but more ei-.-pensive than debt alternatives 

• High level of structuring flexibility aJJows matching of State Project Company and investor goals 

• Attractive to a wider range of investors given the debt and equity features 

• Exhibits the benefits of debt alternatives prior to conversion and the benefits of common equity following 
conversion 

• Could be beneficial if the State Project Company prefers debt attributes in the near term 

• Complexities associated with calculating future value of State Project Company when setting exchange ratio 
upon convertible debt issuance 

I Miscalculations could result in not receiving adequate proceeds upon conversion 

• Exhibits the considerations of debt alternatives prior to conversion and the considerations of common 
equity following conversion 

r Could be detrimental if the State Project Company prefers equity attributes in the near term 

• PotentiaJJy limited market for convertible debt 

• A type of security that blends the characteristics of debt and equity, thereby producing a more e:i--pensive 
financing choice than other debt alternatives, but a less e:i--pensive financing choice than equity alternatives 

• Well-developed area of the capital markets, but more complex than other financing alternatives; in some 
cases, market for investors can be relatively limited 

• Allows the State Project Company to access a wide range of potential investors 

171 Features of common equity described in this section are presented in greater detail in Section VII.B.1. 
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1. Common Equity 

• The State Project Company could issue common stock to investors 172 

I:: Common stock represents the most basic form of ownership in an entity 

• Individual units, or shares, of common stock would be issued based on the size of investment and the 
value of the State Project Company (i.e., the value of the State's interest in the Project) 173 

• Common shareholders would be entitled to a residual claim on all assets of the tate Project Company, 
follo,ving distributions to any debt holders and preferred eguity holders 

r Common shareholders would realize a return on their investment via dividends from tl1e State Project 
Company (i.e., in each operating period, the State Project Company's excess cash flows would be 
shared among tl1e shareholders based on the number of shares owned) 

[ Common shareholders could also realize a return via appreciation in the value of tl1eir shares 

• Individual shares would entitle holders to tl1e right to vote on key State Project Company decisions 

r In certain cases, different classes of shares could represent a different number of votes (e.g., Class A 
shares might represent 10 votes, while Class B shares might represent 1 vote) 

• Common shares of the State Project Company would not e:,q,ire or mature 

• Relatively more eguity in tl1e Project could provide the State with greater flexibility with respect to 
operating the State Project Company or othenvise, as tl1e Project would be less burdened by reguired debt 
service payments (principal and interest) 

It The State Project Company would likely make dividend payments to common shareholders; however, 
the freguency and amount of these payments could vary 

• Long-term view of common shareholders could align witl1 tl1at of State and State Project Company 

• Common shareholders have no recourse to the State 

• Structure of Class A and Class B voting shares could allow the State to retain "control" of the State Project 
Company while maximizing e.xternal eguity funding sources 

• The St.'lte, as a potential common stock investor in the State Project Company, would be able to share in all 
of the benefits of ownership (e.g., potential for outsized returns, governance rights, etc.) 

• Miscalculation of State Project Company value when issuing shares could result in not receiving adeguate 
proceeds for share issuances 

• Potential dilution of the State's ownership interest in and control of tl1e State Project Company in cases 
where common eguity is sold to third-party investors 

• More expensive than debt alternatives 

• Greater potential complexity associated with the tracking of multiple shareholders and related rights 

• At a mininlum, the State Project Company must have some amount of common stock, representative of 
the entity's ownership (i.e., tl1e State prior to incremental common stock issuance) 

• More expensive tl1an debt alternatives; however, may facilitate optimal capital structure and structuring 
approaches, which could minimize control and other effects of eguity issuances 

• The sale of equity to third parties would result in the dilution of tl1e State's ownership in and control of the 
St.1te Project Company 

172 Shares could potentially be issued via ·an initial public offering ("IPO''). An IPO could potentially occur late in Project 
development, when State Project Company cash flows are more certain. Existing eguity holders (e.g., the State) could choose to 
sell or retain some or all of their shares tl1rough tl1e IPO. IPOs have several benefits in addition to tl1ose listed above, including 
tl1e potential for the State to monetize some or all of its ownership interest in the State Project Company, access a broad investor 
base, and provide a conventional way for Alaska municipalities, individuals and other State entities to invest in the Project. 
However, an IPO would also be associated with additional compliance, reporting and operating costs. 

173 In certain situations, limitations on the number and type of potential shareholders may exist. 
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2. Preferred Equity 

CON SID ERA TIONS 

SUMMARY 
ASSESSMENT 

• The State Project Company could issue preferred equity to investors 

II Preferred equity represents an ownership interest with debt-like attributes 

• Shares of preferred equity would be issued based on the size of investment and the value of the State 
Project Company174 

• Preferred shareholders would be entitled to a claim on the assets of the State Project Company, but 
generalJy only up to the value of their initial investment (the "par value") 

I' Preferred shareholders would realize a return on their investment via a negotiated fixed dividend 
payment from the State Project Company that is distributed after alJ payments are made to debt holders 
(i.e., principal and interest payments), but before any payments are made to common equity 
shareholders 

Failure to make dividend payments on time would not result in a default scenario (as it would in tl1e 
case of a missed payment for debt alternatives); however, unpaid dividends generalJy accrue and 
must be paid out (,vith interest) prior to any future dividends to common equity shareholders 

ir Preferred shareholders could also realize a return via appreciation in the value of tl1eir shares, albeit to a 
lesser extent than for common shareholders 

• Unlike common shares, preferred shares generalJy do not entitle holders to the right to vote on key State 
Project Company decisions, unless specifically structured to do so 

• Preferred shares are typicalJy issued in blocks, and can be structured to accommodate varying investor 
needs (e.g., level of seniority, convertibility into common shares, ability to participate in earnings upside, 
etc.) 

• Preferred shares of the State Project Company would not expire or mature, but could be calJable (i.e., able 
to be repurchased by the State Project Company at a premium to par value) 

• Relatively more equity in the Project could provide the State ,vith greater flexibility with respect to 
operating the St.'lte Project Company or otl1erwise, as the Project would be less burdened by required debt 
service payments (principal and interest) 

I The State Project Company would still be required to make fixed dividend payments to preferred 
shareholders, but would not be at risk of a default scenario in the event of nonpayment 

• Long-term view of preferred shareholders could align with tl1at of the State and State Project Company 

It High level of structuring flexibility allows matching of State Project Company and investor goals 

• Preferred shareholders have no recourse to the State 

• No dilution of the State's ownership interest in the State Project Company 

• The absence of voting rights would alJow the State to retain control of the State Project Company 

• Callable feature gives the State Project Company the option to reduce fixed dividend payments 

• l\lliscalculation of State Project Company value when issuing shares could result in not receiving adequate 
proceeds for share issuances 

• More expensive than debt alternatives, albeit less expensive than common equity 

• Greater potential complexity associated with the tracking of multiple shareholders and related rights 

• Preferred equity is a debt-like equity security that would alJow the State Project Company to structure its 
financing in a way that likely does not impact the State's credit rating 

• More ex1Jensive than debt alternatives; however, preferred stock is less expensive than common equity and 
preserves for the State operational flexibility and control/ governance rights 

• Allows the State to maintain its undiluted ownership in and control of the State Project Company 

174 In certain situations, limitations on the number and type of potential shareholders may exist. 
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3. Warrants 

SUMMARY 
ASSESSMENT 
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• The State Project Company could issue rights to investors to buy common shares of the State Project 
Company at a later date, for an upfront payment (warrant premium) 

It A warrant represents a right to buy common shares in an entity at a set price 

• The option to exercise the warrant Q.e., to buy common shares) rests with the holder 

c The price that the warrant holder would be required to pay for common shares (i.e., the exercise price) 
would be negotiated and set when the warrant is issued 

- This exercise price would typically be "out-of-the-money" at the time of warrant issuance, which 
means that it would be higher than the currently implied value of a common share; as the value of 
the State Project Company increases with time and exceeded tl,e exercise price, the warrant holder 
would likely exercise tl,eir right to purchase common shares (at the exercise price) 

Requires tl,e State Project Company to have a view on the value of its common shares at a 
potential future warrant exercise date 

c The option to exercise tl,e warrant would e..xpire at a negotiated expiration date 

• Prior to exercise, warrants would have minimal, if any, impact on the State Project Company; following 
exercise, warrants would exhibit the attributes of common equity 

• If tl,e warrant is exercised, common shares of the State Project Company would not ei...-pire or mature 

• Allows tl,e State Project Company to receive an upfront premium without any immediate equity dilution 

• Potentially less expensive than other equity alternatives, as tl,e State can raise capital without any immediate 
payments 

• Warrants could potentially be added as a "sweetener" to other securities (e.g., debt or preferred equity), to 
secure more favorable terms (e.g., lower interest or dividend payments, fewer covenants, etc.) 

• Exhibits tl,e benefits of common equity following exercise 

• Could be beneficial if the State Project Company prefers equity attributes in the long term 

• Potentially difficult to raise a significant amount of capital 

• More expensive than debt alternatives, albeit less expensive tl1an common equity 

• Complexities associated with calculating future value of State Project Company when setting exercise price 
upon warrant issuance 

• Miscalculations could result in not receiving adequate proceeds upon exercise 

• Exhibits the considerations of common equity follmving exercise 

• Could be detrimental if tl,e State Project Company prefers equity attributes in tl1e near term 

• Allow the State Project Company to raise some level of capital while deferring any potential 
ownership/ control dilution 

• Potentially preferable to common equity, depending on the exercise price, scope and benefits to other 
financing efforts 
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VIII. PRELIMINARY SELECTED 
EVALUATIVE CRITERIA 

VIII. Preliminary Selected Evaluative Criteria 

The Final Report will provide specific analysis and recommendations with respect to the Project 

funding sources and financing alternatives175 available to the State. The various funding sources and 

financing alternatives will be evaluated against the following criteria, among others, to develop a 

recommended financing approach for the State: 

POTENTIAL 
IMPACT ON 

ALASKA 
CREDIT RATING 

ALIGNMENT OF 
INTERESTS 

AMONG 
KE\' PARTIES 

DESCRIPTION 

• How does the proposed financing alternative potentially limit the State's ability to issue debt 
or allocate funds to other priorities? 

l The State has a finite capacity to issue debt, and to the extent that it wishes to issue debt 
for other purposes, this capacity may be limited depending on how much debt is issued for 
the Project 

c The State's funds (e.g., the Permanent Fund) invest in a variety of different securities; 
diverting dollars to invest in the Project means that these dollars are not available for other 
fund investments 

• How does the proposed financing alternative impact the State's credit rating? 

• Increasing the amount of State debt could potentially result in rating agency downgrades 

ll A decrease in the State's credit rating could constrain future efforts by the State to access 
the capital markets and could raise the State's overall cost of debt 

• How much/what types of key risks are involved with respect to the State undertaking the 
proposed financing alternative? 

t Potential for default, financial distress and loss of operational flexibility for debt 
structuring alternatives 

c Potential for the State to Jose all or a portion of its investment in the Project 

1. Potential for lenders to have recourse to State assets 

• What is the potential cost of securing the financing and providing a return to debt and equity 
investors? 

11: interest rate for funding alternatives and debt structuring 

r. Required return for funding alternatives and equity structuring 

t issuance, structuring and other fees (e.g., payments to underwriters, lawyers, financial 
advisors, etc.) 

• How difficult will it likely be for the State to execute its preferred financing strucrure? 

&: Certain types of financing structures are easier to implement than others, including with 
respect to facilitating investment participation by Stare residents, corporations and 
municipalities 

, Certain types of funding sources are more accessible than others 

Certain provisions (e.g., debt covenants) can potentially be restrictive and limit the State's 
flexibility 

• Are the interests of the various key parties aligned? 

11: Certain financing alternatives and/or funding sources may introduce Project misalignment, 
conflicts of interest or other forms of dysfunction for sponsors 

175 lnclusive of any potential terms and conditions. 
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IX . RECOMMENDED NEXT STEPS 

I X . Re c o m m e nd e d N ex t St eps 

In preparation for the delivery of the Final Report in Fall 2015, Lazard will focus on the following 

areas of analysis and interaction, among others: 

• Participation in State legislative session during Spring 2015 

• Continued monitoring of global LNG market dynamics 

Update of Black & Veatch Model to reflect, among other items, current commodity 
· · · 176 pricmg environment 

• Continued monitoring of Project developments (e.g., offtake agreements, partnership 
agreement, etc.) and potential impacts on analysis of financing alternatives 

• Further analysis of potential sources of funds 

11 Interaction with various State and external fund providers to gauge interest in Project 
participation 

• Identification of preferred sources of funds via analysis and interaction with key 
stakeholders, including the Alaska Legislature 

• Further analysis of potential structuring alternatives 

• Identification of preferred structuring alternatives via analysis and interaction with key 
stakeholders, including the Alaska Legislature 

• Further refinement of evaluative criteria 

• Formation of potential financing alternatives (i.e., combinations of sources of funds and 
structuring alternatives) 

• Analysis of implementation issues associated with potential financing alternatives 

• Legislative 

& Regulatory 

Legal 

II Execution 

Other 

• Assessment of financing alternatives against evaluative criteria 

• Identification of optimal financing alternatives via iterative process (i.e., in consideration of 
evaluative criteria, implementation issues and other factors) 

• Drafting of Final Report 

Continued iteration and interaction with the Department of Revenue and State advisors 

176 Current Black & Veatch Model is dated February 2014. 
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X. PRELIMINARY CONCLUSIONS AND OBSERVATIONS 

X. P reliminary Conclusio ns an d Ob servatio ns 

The State has determined that a direct investment in a large-scale LNG export project should be an 

important part of Alaska's fiscal future. While declining Alaska production and global oil prices 

threaten to create significant budget shortfalls in the near term (the State expects to deplete its 

current $15 billion budget reserve funds by 2022/2023), the Project has the potential to provide a 

much needed new revenue source that could help to support the State's budget. Numerous features 

of the global LNG market, together with factors specific to the Project, support the investment, 

including projected demand growth in Pacific Rim countries, the State's strategic access to these 

markets and the quality and abundance of the State's natural gas reserves. 

Given the State's determination to pursue a large-scale LNG export project, the State should 

consider a variety of factors as it determines how it could potentially finance an endeavor of this 

magnitude (as much as $13.7 billion would be required under the State's currently contemplated 

25% ownership stake). For example, there exist a number of funding sources that can be called upon 

by the State to fund its investment in the Project; tl1ese funding sources include those under the 

State's control (e.g., the Permanent Fund), those of Alaska entities and individuals and those of 

external investors. Additionally, the State must consider the equity and debt capitalization of its 

investment in the Project and what types of structures (e.g., non-recourse debt, common equity, etc.) 

are most beneficial, while also considering a number of potential evaluative criteria. In general, the 

State should seek an "optimal" structure that limits its overall cost of financing while also taking into 

account other evaluative criteria, including impact on the State's debt capacity and credit rating, risk, 

feasibility and the alignment of interests among key parties. 

Over the next several months, in preparation for the delivery of the Final Report in Fall 2015, 

Lazard will further analyze the concepts introduced in this Report and will work with various 

stakeholders (including the Department of Revenue, other State advisors and the Alaska Legislature) 

to identify and formulate optimal financing recommendations for the State's participation in the 

Project. 
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XI. Appendix Materials 

A. Preliminary Cost of Capital Data 

The State Project Company's weighted average cost of capital would be determined based on the 

relative amounts of debt and equity in its capital structure, and their respective costs. An illustrative 

implied cost of equity can be derived via the CAPM, which utilizes observed market betas177 of 

publicly-traded companies that have approximately similar risk profiles as the State Project 

Company. Since the Project has no directly-comparable publicly-traded peers, Lazard evaluated 

various categories of publicly-traded companies that engage in activities similar to those of the 

Project (e.g., L G companies, oil and gas producers, EPC companies and pipeline operators) to 

derive an illustrative implied cost of equity. The State Project Company's cost of debt will vary based 

on several factors (e.g., term, size, issuing entity, credit quality, structure, covenants, etc.); however, 

an illustrative range for the cost of debt can be derived from observing the cost of debt for various 

comparable historical borrowings across several different categories of debt (e.g., general obligation 

bonds, revenue bonds, tax-exempt bonds and project financings), as presented in the following 

sections. 

177 Beta is a measure of risk arising from exposure to general market movements. A beta below 1 typically indicates an asset wi th 
lower volatility than the market, and/ or a volatile asset whose price movements are not highly correlated wi th the market. A beta 
above 1 generally means that the asset is both volatile and tends to move up and down with the market. 
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1. Cost of Equity 

a. LNG Companies 178 

COMPARABLE ENTERPRISE 
COMPANIES VALUE 

Cbeniere $26,863 

ASSUMPTIONS 

Unlevered Beta1BU 

Target Debt/ Capitalization 

Levered Beta181 

Marginal Ta.x Rate 

Risk Free Rate of Return 1B2 

Equity Risk/Market Premium 1B3 

Cost of Equity184 

NET 
DEBT 

$10,680 

Median 

Mean 

0.996 

35.00% 

1.345 

35.00% 

2.59% 

6.96% 

11.95% 

So11rces: Ban"O, U:7all Street research, Fae/Set and Co111p01ryfili11gs. 

NET DEBT/ 
NET DEBT/ EQUITY 
ENT.VALUE VALUE 

39.76% 66.00% 

39.76% 66.00% 

39.76% 66.00% 

SENSITIVITY RANGE 

LOW HIGH 

0.996 0.996 

25.00% 45.00% 

35.00% 0.00% 

LEVERED 
BETA179 

1.621 

1.621 

1.621 

UNLEVERED 
BETA'80 

0.996 

0.996 

0.996 

IMPLIED COST OF EQUITY 

LOW HIGH 

11.95% 

11.03% 

11.95% 

11.95% 

13.21% 

13.26% 

178 Potential entities for further study and/ or inclusion in this list include Sempra's LNG business, Dominion's LNG business and 
non-U.S. based LNG businesses, among others. 

179 Betas as of December 31, 2014. 
180 Unlevered Beta= Levered Beta/[1+(1-Tax Rate)(Debt/Equiry)]. 
181 Levered Beta= (Unlevered Beta)[l + (1-Tax Rate)(Debt/Equiry)]. 
182 Risk Free Rate is 30-Year Treasury Bond Yield as of January 8, 2015. 
183 Represents the long-horizon e.xpected equiry risk premium based on differences of historical arithmetic mean returns on the S&P 

500 from 1926- 2013 (Ibbotson Associates' 2014 Yearbook). 
184 Cost of Equiry = (Risk Free Rate of Return) + (Levered Beta)(Equiry Risk Premium). 

69 I LAZARD 



XI. APPENDIX MATERIALS 

b. Oil and Gas Producers 

NET DEBT/ 
COMPARABLE ENTERPRISE NET NET DEBT/ EQUITY 
COMPANIES VALUE DEBT ENT.VALUE VALUE 

BP S134,098 S19,548 14.58% 17.44% 

Chevron 221,778 11 ,219 5.06% 5.38% 

Conoco 96,788 15,405 15.92% 19.27% 

Exxon 417,273 16,820 4.03% 4.31 % 

Royal D utch Shell 235,092 23,374 9.94% 18.27% 

Median 9.94% 17.44% 

Mean 9.91% 12.93% 

SENSITIVITY RANGE 

ASSUMPTIONS 

Unlevered Beta186 

Target Debt/Capitalization 

Levered Beta 187 

Marginal Ta.."X Rate 

Risk Free Rate ofReturn 1BB 

Equity Risk/Market Premium JS9 

Cost of Equity190 

1.018 

20.00% 

1.184 

35.00% 

2.59% 

6.96% 

10.83% 

Sources: BoJTa, fl7oll Street research, Foe/Set 011d Co111po1!J.fili11gs. 

185 Betas as of D ecember 31, 2014. 
186 Unlevered Beta= Levered Beta/ fl + (1-Ta.x Rate)(Debt/Equit:y)l. 
187 Levered Beta= (Unlevered Beta)fl + (1-Tax Rate)(Debt/Equity)]. 

LOW 

0.935 

10.00% 

35.00% 

188 Risk Free Rate is 30-Year Treasury Bond Yield as of January 8, 2015. 

HIGH 

1.136 

30.00% 

0.00% 

LEVERED UNLEVERED 
BETAtss BETA186 

1.116 1.002 

1.106 1.069 

1.278 1.136 

0.961 0.935 

1.063 0.950 

1.106 1.002 

1.105 1.018 

IMPLIED COST OF EQUITY 

LOW HIGH 

10.16% 11.78% 

10.19% 11 .65% 

10.83% 11.45% 

189 Represents the long-horizon expected equity risk premium based on differences of historical arithmetic mean returns on the &P 
500 from 1926 - 2013 (Ibbotson Associates' 2014 Yearbook). 

190 Cost of Equity= (Risk Free Rate of Return) + (Levered Beta)(Equity Risk Premium). 
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c. EPC Companies 

NET DEBT/ 
COMPARABLE ENTERPRISE NET NET DEBT/ EQUITY 
COMPANIES VALUE DEBT ENT.VALUE VALUE 

Chicago Bridge & Iron $6,687 $1,970 29.46% 43.73% 

Fluor 8,123 (1,541) (18.97%) (16.50%) 

KBR 1,437 (985) (68.54%) (40.51%) 

Q uanta 6,109 (59) (0.97%) (0.97%) 

Teclmip 6,188 (943) (15.24%) (14.54%) 

Willbros 465 192 41.37% 70.14% 

Median (8.11%) (7.75%) 

Mean (5.48%) 6.89% 

SENSITIVITY RANGE 

ASSUMPTIONS 

Unlevered Beta192 

Target D ebt/Capitalization 

Levered Beta193 

Marginal Tax Rate 

Risk Free Rate of Return194 

Eguity Risk/Market Premium 195 

Cost of Equity196 

1.581 

15.00% 

1.762 

35.00% 

2.59% 

6.96% 

14.86% 

So11rces: Ban-a, I-Poll Street reseorr:h, Fae/Set a11d Co1J1pa1!)1)i/i11gs. 

191 Betas as of December 31, 2014. 
192 Unlevered Beta= Levered Bet.'1/[1 +(1 :Ta.x Rate)(Debc/Eguity)]. 
193 Levered Beta= (Unlevered Beta)fl +(1-Tax Rate)(Debc/Eguicy)]. 

LOW 

1.373 

5.00% 

35.00% 

194 Risk Free Rate is 30-Year Treasury Bond Yield as of January 8, 2015. 

HIGH 

2.244 

25.00% 

0.00% 

LEVERED UNLEVERED 
BETA'9' BETA192 

1.846 1.437 

1.462 1.638 

1.653 2.244 

1.429 1.438 

1.243 1.373 

1.973 1.355 

1.557 1.438 

1.601 1.581 

IMPLIED COST OF EQUITY 

LOW HIGH 

13.24% 20.00% 

13.97% 15.98% 

14.86% 15.54% 

195 Represents the long-horizon expected eguity risk premium based on differences of historical arithmetic mean returns on the S&P 
500 from 1926 - 2013 (Ibbotson Associates' 2014 Yearbook). 

196 Cost ofEgui ty = (Risk Free Rate of Return)+ (Levered Beta)(Eguity Risk Premium). 
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d. Pipeline Operators 

NET DEBT/ 
COMPARABLE ENTERPRISE NET NET DEBT/ EQUITY 
COMPANIES VALUE DEBT ENT. VALUE VALUE 

Enbridge $73,989 $33,790 45.67% 84.06% 

ONEOK 19,613 10,190 51.96% 108.14% 

Spectra 39,117 16,199 41.41 % 70.68% 

TransCanada 59,991 27,041 45.08% 82.07% 

Williams 64,489 32,191 49.92% 99.67% 

Median 45.67% 84.06% 

Mean 46.81% 88.92% 

SENSITMTY RANGE 
ASSUMPTIONS 

Unlevered Beta1 9B 

Target D ebt/ Capitalization 

Levered Betal99 

Marginal Tax Rate 

Risk Free Rate of Return200 

Equity Risk/ Market Premium201 

Cost of E quity202 

0.743 

45.00% 

1.138 

35.00% 

2.59% 

6.96% 

10.51% 

S011rces: Ba!Ta, Wall Street research, FactSet and Co11pa1!J1.fili11gs. 

197 Betas as of December 31 , 2014. 
198 Unlevered Beta = Levered Beta/ fl + (1-Tax Rate)(Debt/ Eguity)]. 
199 Levered Beta= (Unlevered Beta) [1+(1-Tax Rate)(Debt/ Egui ty)]. 

LOW 

0.695 

35.00% 

35.00% 

200 Risk Free Rate is 30-Year Treasury Bond Yield as of January 8, 2015. 

HIGH 

0.776 

55.00% 

0.00% 

LEVERED UNLEVERED 
BETA197 BETA198 

1.169 0.756 

1.321 0.776 

1.014 0.695 

1.117 0.728 

1.250 0.759 

1.169 0.756 

1.174 0.743 

IMPLIED COST OF EQUITY 

LOW HIGH 

10.00% 10.86% 

9.57% 11.87% 

10.51 % 11.99% 

201 Represents the long-horizon expected eguity risk premium based on differences of historical arithmetic mean returns on the S&P 
500 from 1926 - 2013 (Ibbotson Associates' 2014 Yearbook). 

202 Cost of Equity= (Risk Free Race of Return) + (Levered Beta)(Eguity Risk Prem.iurn). 
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2. Cost of Debt Precedents 

a. Alaska Tax-exempt General Obligation Bonds 

FINANCING SIZE l\lOOD\"S GENERAL USE OF 
DATE ISSllER TERi\l YIELD ($ IN l\llLI.IONS) RATING PROCEEDS 

Aaa Rated 
----· 
01/23/2013 Alaska 12.5 1.950% 150 

-
02/ 08/2012 Alaska 11.5 2.000% 176 

05/ 29/2008 Alaska lndustr:!_a] Development & E.xport Authority 18.9 0.000% 107 

04/ 15/ 2008 Alaska M uoicij>al Bond Bank 30.0 5.200% 62 

05/ 18/2005 Alaska Housinf\ Finance Corp 25.6 4.789% 164 

Aa2 Rated 

02/ 20/ 2014 Al_:1ska M uoicipal Bond_ Bank 25.0 4.250% 47 

11 / 14/2013 ~aska Municipal Bo?d Bank 34.7 4.600% 72 

03/ 12/ 2013 Al~ska ~uni:i~al Bo?d_Ban_k_ 33.9 3.460% 96 

05/ 24/2012 Alaska ~unicip~ Bond Bank 19.3 3.500% 53 

09/ 15/2011 ~as~ ~u_ni<:!p_al Bond Ban_k 25.0 4.300% 78 
-

04/ 14/2009 Alaska 20.3 4.680% 165 

Sources: Bloomberg and EMMA 

\\ EIGHTED A\'ERAGE YIELD (EXCLUDING ZERO YIELD ISSUANCES) 

Aaa Rated 

Aa2 Rated 

b. Alaska Tax-exempt Revenue Bonds 

3.174% 

4.220% 

Aaa Education 

Aaa Gene_i:al Purpos~ 

Aaa Iodus~al ~evelopmeot 

Aaa General Purpose 

Aaa Multi Family Housing 

Aa2 G_c:n_eral P_urpose 
·-

Aa2 General ~upose 

Aa2 G1:_neral Purpose 

Aa2 General Pup~se 

Aa2 Gene~ Purpose 

Aa2 Transportation 

FINANCING , SIZE l\lOODY'S GENERAJ, USE OF 
DATE ISSl ER TERl\l \IELD ($ IN MIU.IONS) RATING PROCEEDS 

Aaa Rated 

11/22/2011 Alaska H~using F~aoc_e Corp 14.5 3.750% 71 Aaa Sing]e Family Hou! ing 

09/ 30/ 2010 AlllS_ka_!:!ousing Finance Corp 30.2 4.625% 79 Aaa Single Family Housing 
-

10/ 03/ 2007 Alaska Hot1sing Finance Corp 22.2 4.430% 96 Aaa T ransponation 

08/ 29/2007 Al~ka Railroad Corporation 13.9 5.000% 89 Aaa Transpor~ation 

10/ 25/ 2006 Alaska Housing Finance Corp 33.6 4.660% 101 Aaa Single Family Housing 

08/ 22/ 2006 Alaska l_lailroad Corporation 15.0 4.320% 76 Aaa Transportation 

04/ 26/2006 Alaska 19.9 4.850% 68 Aaa General Purpose 
-

03/ 14/ 2006 Alaska 21.6 4.320% 176 Aaa Ajrpor~--
02/ 02/2006 Civic Ventures 32.6 4.770% 111 Aaa General P~rpos_e 

- -
03/ 30/ 2005 Alaska Stud_c:m -~an Corp 9.3 3.970% 88 Aaa Student Loans ----- -
01 / 01 / 2005 Alaska _Housin~ Finance Corp 36.9 4.540% 143 Aaa ?ingle Frunily Housing 

10/ 28/ 2004 Alaska Industrial De,,elopment & E.xport Authority 29.4 0.000% 120 Aaa Health Care 

03/ 11 / 2004 Alaska_ Student Loan Corp 14.3 4.093°/4, 75 Aaa Student Loans 

03/ 04/2004 Alaska Housing Finance Corp 28.8 4.750% 52 Aaa Multi F~ly Housing 

12/ 05 / 2002 Alaska Housing Finance S:orp 21.6 0.000% 60 Aaa Multi Family Housing 

10/ 01 / 2002 ~aska Housing Finance Corp 37.7 4.950% 150 Aaa Single Family Housing 

09/ 05/ 2002 Alaska Housing Finance Corp 30.3 0.000% 79 Aaa Multi Family Housing 

04/ 01 / 2002 ~aska lnteroatiomil Airpon System 25.5 5.430% 128 Aaa ~_rports 
08/ 15/ 2001 orthem Tobac~o Securiti~ation Corp 27.8 5.620% 127 Aaa G~enil Purpose 

.. (!_8f ~2/ 20CJ_l_ Alask~ Ho~sing Finance Corp 29.4 0.000% 77 Aaa ?~1.: F~ly Housing ·-
08/_oy~~l __ Al_:1ska ~ousiog ~in"?:e Corp 29.4 0.000% 94 Aaa Single Family Housing 

02/01/2001_ Alaska Housing Finance Corp 6.3 4.050% 75 Aaa Single Family Housing _ 
-·--

_ 11 / 01 / 2000 Alaska HousingFinance Corp ___ 40.1 6.00% 62 Aaa Single Family Housing -- - -· -·--- -
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FINANCING . , . SIZE 1\IOOD\''S GENERAL l TSE OF 
DATE ISSUER l ERl\l \ IEI..D (SIN l\llLLIONS) RATING PROCEEDS 

06[~1 / 2000. Al~s~Housing Finance Corp . 

Aa1Rated 

09/ 17/ 2014 Alaska 

Aa2 Rated 

11 / 17/2011 Ala~a Industrial D ev~p_in:_~t & E_i-part Authority 

02/ 16/2011 _ t,Jaska Housing Fin~ce ~orp 

08/ 26/ 2009 Alaska Housing Finance Corp 

08/ 26/ 2009 Alaska Housing Finance Corp 

~ ( 28/ 2009 Alaska Housing Finance Corp 

05/ 28/ 2009 Alaska H~ sing F~ance Corp 

09/30/ 2008 Alaska Housing Finance Corp 

~ / 31/ 2007 Alaska Housing Finance Corp 

05/ 31 / 2007 Alaska Hous_ing Finance Corp 

05/ 31 / 2007 Alaska Housing Finance Corp _ _ 

11 / 30/ 2006 Ala~~ ~d?strial Dev!1~m~t_& E..xport Authority 

Aa3 Rated 

10/ 26/ 2000 orthern Tobacco Securitization Corp 

At Rated 

02/ 24/ 2010 Alaska Industrial Development & E.xport Authority 

S 011rces: BloombeTF, 011d EMMA. 

39.0 

14.7 

29.9 

16.8 

30.3 

31 .3 

1.5 

1.5 

30.2 

34.5 

34.5 

34.5 

29.9 

30.6 

17.1 

6.450% 

3.020% 

4.830% 

5.020% 

5.350% 

0.000% 

0.000% 

0.000% 

5.530% 

0.000% 

0.000% 

0.000% 

4.380% 

6.600% 

4.500% 

56 

31 

123 

105 

81 

81 

81 

81 

81 

75 

75 

89 

54 

116 

87 

\\ EIGHTED AVERAGE YIELD (EXCl..llDING ZERO YIELD ISSUANCES) 

Aaa Raced 4.751 °/4, 

Aal Rated 3.020% 

Aa2 Rated 5.043% 

Aa3 Rated 6.600% 
Al Rated 4.500% 
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Aaa 

Aal 

Aa2 

Aa2 

Aa2 

Aa2 

Aa2 

Aa2 

Aa2 

Aa2 

Aa2 

Aa2 

Aa2 

Aa3 

Al 

Single Family Housing 

Health Care 

Health Care 

General Purpose 

Single Family Housing 

Single Family Housing 

Single Family Hous!ng 

Single Family Housing 

?ingle Family Housing 

Single Family Housing 

Single Family ~ousing 

~ngle Family_!:!~si~ 

Health Care 

General Purpose 

Seaports/ Marine 
Terminals 
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c. Selected Precedent Taxable (Non-recourse) Project Financings 

FINANCING 
DATE PROJECT NAME DEBT TER~IS PROJECT DESCRIPTION / NOTES 

10/31/2014 Freeport LNG Export Project 
(Train p en) 

08/ 06/ 2014 Cameron LNG Export Project 

05/28/ 2013 Sabine Pass Liquefaction 

05/ 03/ 2010 Ruby Pipeline 

Tranche 1 
Size: S2.6 billion Term Loan 
Pricing: L + 200 

T ranche 2 
Size: S1.2 billion Term Loan 
Pricing: L+200 

Tranche 3 
Size: SIOO million Term Loan 

Tranche 1 
Size: S2.9 billion Tenn Loan 
Pricing: L + 17 5 
Tenn: 16 years 
Credit Rating: A/ A3 

Tranche 2 
Size: S2.5 billion Tenn Loan 
Pricing: L+125 
Tenn: 16 years 
Credit Rating: A 

Tranche 3 
Size: S2.0 billion Tenn Loan 
Pricing: L+175 
Term: 16 years 
Credit R.'lting: A 

Tranche 4 
Size: S350 million Standby Letter of Credit 

Tranche1 
Size: S2.0 billion Senior otes 
Pricing: 5.625% 
Term: 8 years 

Tranche2 
Size: Sl.O billion Senior ores 
Pricing: 6.250% 
Term: 9 years 

Tranche 3 
Size: $1.5 billion Senior otes Pricing: 
5.625% 
Term: 10 years 

Tranche 4 
Size: S2.0 billion Senior Notes 
Pricing: 5.750% 
Tenn: 10 years 

Tranche 1 
Size: S25 million Revolver 
Pricing: L+300 
Term: 7 years 

Tranche 2 
Size: S1.5 billion Term Loan 
Pricing: L + 300 
Term: 7 irears 

203 An L G train is an LNG plant's liquefaction and purification facility. 
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The Freeport, Texas-based Freeport LNG Project 
was originally launched in 2008 as an import 
terminal. In July 2014, it received FERC approval ro 
construct and operate facilities in order to export 
LNG. Project financing for Train 1 was completed in 
Fall 2014. 

Originally constructed as an import terminal, in 2011 
Cameron LNG proposed adding export capabilities 
to its facilities in Hackleberry, Louisiana. In 2014, the 
project gained approval to export up ro 12 MTP A of 
domestic LNG. The project is majority owned by 
Sempra, with GDF Suez, Sumimoto Mitsui Financial 
Group, Mitsubishi and ippon Yusen K.K. the 
other owners. 

Cheniere-owned Sabine Pass was originally 
constructed in 2008 as an import terminal, but has 
since altered its strategy, and intends ro begin 
exporting LNG by 2016. Its Senior otes issuances 
in 2013 and 2014 back the construction of Trains 1 -
4. To fu!Jy finance the remai.ning trains, additional 
debt or equity will likely be needed. 

Ruby Pipeline, located in Colorado Springs, 
Colorado, owns and operates a 680-mile natural gas 
transmission pipeline system. It has a current 
capacity of approximately 1.5 Bcf/ d, with e,q,ansion 
potential ro 2.0 Bcf / d. In May 2010, Ruby Pipeline 
secured a S1.5 billion loan financing ro support 
construction costs. 
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FINANCING 
DATE PROJECT NMIE DEBT TERl\lS PROJECT DESCRIPTION/ NOTES 

02/ 07/2008 LNG Clean E nergy 

12/ 16/ 2004 Qatargas 2 

Tranche 1 
Size: S870 million Tenn Loan 
Pricing: L+ 150 
Term: 14 years 

Tranche 1 
Size: Sl.1 billion Tenn Loan 
Tenn: 25 years 

Tranche 2 
Size: S530 million Islamic Financing 
Term: 156 years 

Tranche3 
Size: S800 million Export Creclit Facility 

Tranche 4 
Size: S5.2 billion Tenn Loan 

LNG Clean Energy's 2008 debt issuance backed the 
SU billion construction of LN G Clean Energy, an 
import terminal on the Pon of Pascagoula m 
Mississippi . 

E,rxon and Qatar Petroleum-owned Qatargas 2's 
2004 S7.6 billion pro ject financing was the largest 
energy project financing in the world at the time. 
The project involves construction of two trains, the 
acquisition of several LNG cartiers and construction 
of a receiving terminal in the U.K. 

Sources: B/00111berg, FERC, Loa11Co1111eclor and S&P Leveraged Co111111enla1y a11d Data. 

d. S e l e cted P re c e de n t Taxa bl e (R e cou rse) F i n ancings 

FINANCING 
DATE ISSl' ER DEBT TERI\IS :\IOOD\ 'SRA TING 

04/30/ 13 Sterling Resources 

04/ 23/ 13 T ransportadora de Gas del Peru 

03/ 19/ 13 !Gas Energy 

02/ 04/ 13 Geopark Chile 

11/ 17/ 09 State of Qatar 

07/23/ 09 Dolphin Energy 

07 / 22/ 09 Georgia Municipal Gas Autho ri ty 
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Tranche 1: 
Size: S300 million 
Pricing: 9.000% Revenue Bonds 
Term: 7.0 Years 

Tranche 1: 
Size: S850 million 
Pricing: 4.250% Senior Unsecured Notes 
Term: 15.0 Years 

Tranche 1: 
Size: S165 million 
Pricing: 10.000% Senior Secured Notes 
Term: 5.0 Years 

Tranche 1: 
Size: S300 million 
Pricing: 7.500°/4, Guaranteed Bonds 
Term: 7.0 Years 

Tranche 1: 
Size: S7.0 billion Senior mes 
Pricing: 5.250% 
Term: 10.2 Years 

Tranche 2: 
Size: S7.0 billion Senior Notes 
Pricing: 6.400% 
Term: 30.2 Years 

Tranche 3: 
Size: S5.2 billion Senio r ores 
Pricing: 4.000% 
Term: 5.2 Years 

Tranche 1: 
Size: Sl.3 billion 
Pricing: 5.888'½, Senio r Secured Notes 
Term: 9.9 Years 

Tranche 1: 
Size: $100 million 
Pricing: Revenue Bonds, coupon range 2.571 % - 4.037% 
Tenn: 4.1 Years 

N R 

Baa2 

N R 

R 

Aa2 

Aa3 

Al 
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b. Map of Assets 

So11rce: Chmiere. 

c. Overview of Financing 

Cheniere is targeting a 65/35 debt-to-equity ratio to finance Sabine Pass. 207 

Equity in Sabine Pass has been contributed by Cheniere and Blackstone. Cheniere financed a $500 

million equity stake in the project through sales of equity at the parent company level to two Asian 

investment firms in early 2012.208 A Blackstone-led consortium of private investors raised the 

remaining $1.5 billion of equity in mid-2012. Blackstone's equity investment is structured using a 

special type of "payment in kind" accreting equity that is convertible into common equity in 

Cheniere's Sabine Pass subsidiary. This structure allowed Blackstone to gain several seats on the 

subsidiary's board.209 

Cheniere has also secured -$6.5 billion in debt financing. The senior note financing that Cheniere 

utilized has covenants on issuing additional debt or preferred stock, distributing capital, and selling 

or transferring assets, and is secured concerning a pari passu basis by all of Sabine Pass Liquefaction's 

assets. Sabine Pass Liquefaction may make distributions only after certain conditions have been 

satisfied, including the substantial completion of the first two LNG trains and the achievement of a 

projected debt service coverage ratio of 1.25x. The senior notes also carry a "make-whole" provision 

that allows the company to redeem the senior notes at a "make-whole" price2 10 plus any accrued or 

unpaid interest? 1 

207 "Non-recourse construction/ term loan - Cheniere Energy Partners," Societe GeneraJe, October 8, 2012. 
208 "Temasek, RR] Capital to Invest in Cheniere Energy," Wall Street J ournal, May 7, 2012. 
209 Cheniere Energy Partners, LP company filings. 
210 A borrower often can repay certain types of debt early at a premium called the " make-whole" price. 
211 Cheniere company filings. 
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Sabine Pass secured a $5.9 billion credit facility 1n 2013 and a $325 million letter of credit 

reimbursement agreement, but as of September 2014, the company was not borrowing any money 

from either facility. The credit facility was priced on a floating basis at a 2.3% - 3.0% spread to 

LIBOR prior to completion of the fourth liquefaction train and priced at 2.3% - 3.5% spread 

thereafter. The credit facility was structured such that, as Cheniere issues additional senior notes, the 

size of the credit facility commitment available will decrease. As of September 30, 2014, $2.7 billion 

of the credit facility was available.212 

SABINE PASS LIQUEFACTION CAPITALIZATION TABLE ($ IN BILLIONS) 213 

SECURITY AMOUNT PRICING TERM 

Equity 

Cheniere Equity 

Blackstone-led Consortium Equity 

Total Equity 

Debt 

2021 Senior otes (Project Finance) 

2022 Senior Notes (Project Finance) 

2023 Senior Notes (Project Finance) 

2024 Senior otes (Project Finance) 

Total Debt 

S 011rce: Co11,Pal!)' filings, Loa11Co1111ector and news releases. 

212 Cheniere Energy Partners, LP company filings. 

S0.5 

1.5 

$2.0 

$2.0 

1.0 

1.5 

2.0 

$6.5 

A 

A 

5.625% 

6.250% 

5.625% 

5.750% 

8 years 

9 years 

10 years 

10 years 

213 The table displays all debt outstanding and equity invested in Sabine Pass Liquefaction. To fully finance the entire project (e.g., 
Trains 1 - 6), Cheniere will likely need to issue incremental debt or equi ty. 
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2. Go rgo n LNG P ro ject 

a . O verview o f P roj e ct 

The Gorgon LNG Project ("Gorgon LNG"), located on Barrow Island off the Western Coast of 

Australia, is a large integrated LNG project that includes upstream development of remote gas fields, 

an LNG facility and a 44-mile gas pipeline. The project is situated on Australia's largest gas resource, 

which could hold more than 40 Tcf of natural gas, and is expected to have a capacity of 16 MTPA. 214 

The main sponsors of Gorgon L G include Chevron ( 4 7% ownership), Exxon (25% ownership) 

and Royal Dutch Shell (25% ownership). Several Japanese utilities (combined 3% ownership) 

compose the remainder of the ownership structure. 215 

Although originally estimated to cost $37 billion in 2009, the project is now expected to cost $54 

billion, including gas field development costs. These cost overruns include higher work-related costs, 

weather and productivity issues, and, most significantly, the strengthening of the Australian dollar.21 6 

As a result of these cost overruns, the project is the largest single energy investment in Australia's 

history.217 

The sponsors have executed long-term sale and purchase agreements ("SP As") with several 

Japanese, South Korean, Indian and Chinese companies for approximately 65% of the project's 

output. As of November 2014, the project is 87% complete and has a targeted ISD of late 2015.21 8 

b. M ap o f Assets 

S 01111:e: Cbevro11. 

214 Chevron company filings. 
21s "AU TRALIA," E, August 28, 2014. 
216 "Take-off for Australian L G," L G 18, February 18, 2014. 
217 "Chevron's Gorgon project 78% complete," The Australian Business Review, March 2014. 
218 Chevron Press Release, October 31, 2014. 
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c. Overview of Financing 

The Gorgon LNG Project relies upon Chevron, Exxon, Royal Dutch Shell and, to a lesser extent, 

Osaka Gas, Tokyo Gas and Chubu Electric Power to fund the project using their respective balance 

sheets. This is in contrast to the financing profile of many other LNG projects, which typically 

utilize non-recourse project financing. 

The three Japanese utility project sponsors invested in Gorgon LNG's equity (specifically into 

Chevron's stake) in conjunction with their negotiations to purchase gas from Gorgon via 25-year 

SPAs. These sponsors have utilized loans from state-owned lending institutions to fund their 

respective stakes in the project. 

Additionally, as a result of the cost overruns described above, the sponsors of the project have had 

to contribute additional funds to project development. 

GORGON CAPITALIZATION TABLE 219 

Equity 

Chevron 

Exxon 

Royal Dutch Shell 

Osaka Gas 

Tokyo Gas 

SECURITY 

Chubu Electric Power 

Total Equity 

Source: Co1J1pa1!Y filings, Loa11Co1111ector and 11e/l's releases. 

OWNERSHIP PRICING 

47.3% A 

25.0% A 

25.0% A 

1.3% A 

1.0% NA 

0.4% NA 

100.0% NA 

TERM 

A 

A 

NA 

A 

A 

NA 

NA 

219 Ownership amounts only refer to respective shares of costs and gas produced-individual parties can finance their respective 
capital reguirements in accordance with inclividual capital budgeting targets. 
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5. lchthys LNG Project 

a. O verview of Project 

The Ichthys L G Project, located off the coast of Western Australia, is an integrated LNG 

development. The project includes the development of a central processing facility, a floating 

production, storage and offtake vessel, a 556-mile pipeline and liquefaction facilities. The main 

sponsors of the project are INPEX (a Japanese oil company with a market capitalization of $17 

billion), Total, Tokyo Gas, Osaka Gas, Chubu Electric Power and Toho Gas. The p roject is 

expected to cost over $34 billion and has a capacity of approximately 8.4 MTP A. The project has a 

targeted ISD of late 2016.233 

The project is also the first in which a Japanese company has led a multinational LNG project as an 

operator.234 

b. Map of Assets 

i 
N 

lllO -­te.000,000 

So11rce: INPEX. 

300 

233 "lchthys L G Project," I PEX, 2014. 

Tl .I/OR 
S E A 

No th 

234 "I PEX Secures $20 Bln in Loan fo r lchthys LNG Project (Australia)," Offshore Energy Today, D ecember 18, 2012. 
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c. O verview of Financing 

The Ichthys L G Project secured arrangements for $20 billion of project financing, the largest 

amount ever arranged in international markets. The sponsors collected the funds from a variety of 

sources, including eight export credit agencies and 24 commercial banks.235 

The project's equity owners are also providing debt financing. INPEX (66% of equity), Total (30% 

of equity) and the Japanese utilities (combined 4% of equity) are contributing $4 billion in loans, in 

proportion to each company's equity stake.236 

During the construction phase of the project, each of the sponsors will severally guarantee the 

repayment of the loans. Japan Oil, Gas and Metals National Corporation, a Japanese government 

owned agency, has agreed to guarantee $2 billion of INPEX's commitment.237 

ICHTHYS CAPITALIZATION TABLE ($ IN BILLIONS) 238 

SECURITY AMOUNT PRICING TERM 

Equity 

I PEX 

Total Equity 

Tok-yo Gas 

Osaka Gas 

Chubu Electric Power 

Toho Gas 

Total Equity 

Debt 

Export Credit Agency Direct Loans (Project Finance) 

ECA insured/ Guaranteed Commercial Loans 

Commercial Loans 

Sponsor Loans 

Total Debt 

S 011rce: Co111pa,!J'Jili11gs, / ,0a11Co1111eclor and lie/I'S releases. 

$9.2 A 

4.2 NA 

0.2 A 

0.2 NA 

0.1 NA 

0.1 NA 

$14.0 

$5.8 NA A 

5.4 A NA 

4.8 A NA 

4.0 A A 

$20.0 

The project also uses novel structuring approaches to share development risk among the equity 

owners. The project's downstream facilities are owned by a special purpose vehicle that is the main 

borrower under the project financing. The upstream facilities are part of an unincorporated joint 

venture. Each sponsor owns an equal interest in both the upstream and downstream entities. 

235 "lchthys LNG Project Completes Project Financing Arrangements," I lPEX, December 18, 2012 ("INPEX Report''). 
236 INPEX Report. 
m I PEX Report. 
238 Equity investments assume necessary equity contributions given current debt levels and projected cost of the lcbthys LNG 

Project. Also assumes that equity is invested in levels commensurate to project ownership. 
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• PCE Endowment Fund: Power Cost Equalization Endowment Fund; State fund created 
to provide affordable electricity for rural Alaska regions (Section V.B.2) 

• Pipeline: the Project's natural gas pipeline (Section IV.B) 

• Point Thomson: Area located in Alaska's North Slope; location of an existing oil and gas 
field (Section IV.B) 

• Pre-FEED: Pre-Front End Engineering and D esign; initial phase of Project, encompasses 
preliminary engineering and planning, and expected to cost approximately $400 million 
(midpoint) (Section IV.D and Section IV.G.1) 

• Project: the Alaska L G Project 

• Prudhoe Bay: Area located in Alaska's North Slope; location of an existing oil and gas field 
(Section III.B.2.b.i) 

• SB 138: Senate Bill 138; 2014 State statute facilitating Alaska individuals' and entities' 
participation in ownership of a North Slope natural gas pipeline (Section I) 

• SBRF: Statutory Budget Reserve Fund (Section V.A.1 and Section V.B.2) 

• SP A: Sale and Purchase Agreement 

• Stranded Gas Act: Alaska Stranded Gas D evelopment Act; 1998 State statute enabling State 
negotiation of terms for oil producers dealing with stranded gas (Section III.C) 

• TAPS: Trans-Alaska Pipeline System; 800-mile pipeline constructed in the 1970s to allow 
for the transportation of natural gas from Prudhoe Bay to Valdez (Section III.B.2.b.i) 

• Train: Refers to an LNG plant's liquefaction and purification facility (Section Xl.B) 

• Tcf: Trillion cubic feet (unit of natural gas volume) 

• USGS: U.S. Geological Survey; scientific agency of the U.S. Government 

• WACC: Weighted average cost of capital; blended cost of financing that takes into 
consideration the amount of debt and equity in an entity's capital structure, and the 
respective costs (Section VII) 

• WTI: West Texas Intermediate; a type of crude oil, the price of which is often used as a 
benchmark for oil prices (Section III.A.1) 
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