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Objectives

* Reprise key points of August meeting

= Add some numeric illustrations

= Opportunity to discuss
— Methodology of analysis
— “Missing information” to aid decision making

= Set path for next-step analysis to provide further inputs
— ldentify resources from Members to contribute, if applicable
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Key Reminders

= LNG Is different to oll

* LNG sales profile is flat
— Efficiency improvements may provide small changes
— Expansion projects will provide larger changes

* |t is sold into international markets on long term contracts
— 20 years typical

= Pricing still mostly linked to oil
— Producers receive “Net Back” from market
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Gas vs Oll Projects (Dedicated Facilities)

Typical Profile of Pipeline / Process Facility Throughput Over Project Life

Production scheduled out over

extended period, flatter profile

Production accelerated and

declines over time, with periodic \
uplifts
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Key Considerations

= Very high capital costs (~$45 billion — or more) and long term
nature of contracts to be signed up front provide strong drivers
for predictable and stable fiscal structure

= System still requires a mechanism to cope with:
— Project expansion
— Life extension
— Significant changes in external environment

= PILT mechanism is a suggested format
— $/Mcf arrangement

= Distribution metrics also required

— Separate this debate from one on defining payment mechanism (eg
PILT) and amount
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Gas vs Oll Projects (Dedicated Facilities)

Typical Profile of Pipeline / Process Facility Throughput Over Project Life

Gas expansion projects too
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Netback Pricing: Gas vs Oill

Adapted from Enalytica presentation
House Finance Committee
28 March 2014
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Generic Health Warning !!

= All numbers shown at this stage are illustrative only !
* They may be indicative, but are subject to change

= There is still A LOT of work to be done
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| Value Chain

ALIGNMENT
FY 2015 PRODUCTION TAX ESTIMATE USING INCOME STATEMENT FORMAT U“. ‘JM.UE BH I
; Barrels Yalue
e howands) (S millon US$/Bbl Us$/Mcfe
Avg ANS Dil Price (3,/bbl) & Daily Production | $105.06 438 SaLA
Annuzl Production
Total mo  sema | Market
Royalty, Federal & other barrels | (23301 (S2,448.0) Price 100.00 16.67
Taxable bbls from companies w/ tax liability 158,611 S16,663.7
Downstream (Transportation) Costs (5/bbl)
AMS Marine Transporation (53.46)
TAPS Tarif ($8.18) Midstrea (10.00) (1.67)
Other | (3040) |
Total Transportation Costs ($10.03) 15881 (§1.59L0)
Deductable Lease Expenditures
Deductible Operating Expenditures (S11.91) (52,8403
Deductible Capital Expenditures (526.08) (544534) Lease (46.00) (7.67)
Total Lease Expenditures (§45.99) 158,611 (§1.293.1)
Production Tax
Grass Yalue Reduction ($63.8)
Production Tax Yalue (PTY) 4064 §175.2 Upstream 7.33
Base Tax {35%"PTV) §2700.3 Netback
Total Tax before credits

SDURCE: DEPARTMENT OF REVENUE, REVENLE SOURCES BOOK, FALL 2013, P. 106

alytlca Data. Anahytics. Solutions. Gaffney,

sunus\
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Gas Price Factors

ALIGNMENT
0il nethack
FY 2015 PRODUCTION TAX ESTIMATE USING INCOME STATEMENT FORMAT .
pwormer . PRICE FOR ALASKAN GAS WILL BE:
(Thausands) {S million)
Avg ANS Dil Price ($,/bbl) & Daily Production | $105.06 498 5524
Annuzl Production I'Ess tra“s pare“t
Total |2 §19,m7 . A
Royalty, Federal & other barrels (23301)  (S2448.0) g mﬁ}? Eﬁlﬁmﬂmpnﬁ [ike ANS W
Taxable bbls from companies w,' tax liability 158,611 5166637

Less consistent by destination

Downstream (Transportation) Costs (3/0b1)

ANS Marine Transporation ($3.46) contract-by-contract differences can be large

TAPS Tarift (36.18)

o _____ (s ~ Likely link to Japan Crude 0il Cocktail, JCC
Total Transportation Costs ($10.03) 158,61 (§1.591.0)

in 2004-2013, JCC traded at 50.22/bbi discount to ANS

Deductable Lease Expenditures

Deductible Operating Expenditures (§17.91) (52,840.1) - :

Deductible Capital Expenditares (520.08) (54.4334) LHHET 'ﬂl“ﬂ "‘IS' ml (ﬂlﬂrmﬂ Eq“mlﬂﬂcﬂ
Total Lease Expenditures (§45.99) 158,611 (§7,193.1) eg sm” :# Mﬁ' of INE

Production Tax _ -

Grass Valus Reduction ($61.8) ﬂmﬂ_ m_wm mﬁ_ﬁﬁ '-‘ﬂ’ﬂFf i:
Production Tax Value (PTY) S48.54 S1ms2

Base Tax (35%"PTV) | _ SL,100.3

Total Tax before credits 827003

SOURCE: DEPARTMENT OF REVENUE, REVENUE SOURCES BOOK, FALL 2013, F. 106

Data. Analytics. Solutions.
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Midstream Factors

ALIGNMENT

0il nethack

FY 2015 PRODUCTION TAX ESTIMATE USING INCOME STATEMENT FORMAT

Prics Barrels we  MIDSTREAM COSTS WILL BE:

(Thausands) {5 millinn

Avg AKS Dil Price (5,/0bl) & Daily Production | $105.08 498 534
Annual Production " .
Tot ma s Order of magnitude higher
Royalty, Federal & other barrels (23.301) (§2,440.0) oL .
Taxable bbls from companies w/ tax liablity 1560 §18B63T Eas is significantly mors expensive to transport
Downstream (Transportation) Costs {5/bkl) i h}[
i (i . Tariff not regulated by FERC
ot {fﬂﬁ FERC will regulats permitting, not rate-setting
Total Transportation Costs L (5003 | 1560 (S15000) ge e " .
Tariff highly sensitive to capital structure
Deductable Lease Expenditures . 5 5
Deductible Operating Expenditures ($17.91) (52,840.3) Fﬂﬂfﬂﬂﬂﬂﬂlﬂﬂﬂfﬂ' assumed myﬂﬂﬂﬁm
Deductible Capital Expenditares (520.08) (54.4334)
Total Lease Expenditures (§45.99) 158,611 (§7,193.1)
Production Tax
Gross Yalue Reduction ($63.)
Production Tax Value (PTY) S48.54 S1ms2
Base Tax (35%"PTV) | _ SL,100.3
Total Tax before credits 827003

SOURCE: DEPARTMENT OF REVENUE, REVENUE SOURCES BOOK, FALL 2013, F. 106

Data. Analytics. Solutions.
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as Value Chain

ALIGNMENT

FY 2015 PRODUCTION TAX ESTIMATE USING INCOME STATEMENT FORMAT

US$ 100/0il = $13.50/MMBtu gas

GAS VALUE CHAIN

Price Barrels Yalue
(Thousands) (S million) UsS/Bbl USS$/Mcfe

Avg ANS il Price ($,/bbl) & Daily Production | $105.08 498 §92.4
Annuzl Production Market /
Total .92 $19.117
Royalty, Federal & other barrels | (23.301) | (52448.0) Price 81.00 13.50
Taxable bbls from companies w/ tax liability 158,611 S16,663.7
Downstream (Transportation) Costs (5/bbl)
AMS Marine Transporation (53.46)
TAPS Tarift ($5.16) Midstream| (66.00)
Other | (3040) |
Total Transportation Costs ($10.03) 15881 (§1.59L0)
Deductable Lease Expenditures
Deductible Operating Expenditures (S11.91) (52,8403
Dedactble Capita Expenitures (528.08) (54453.4) Lease (6.00)
Total Lease Expenditures (§45.99) 158,611 (§1.293.1)
Production Tax
Grass Yalue Reduction ($63.8)
Production Tax Yalue (PTY) $48.64 S1ms2 Upstream 9.00
Base Tax (35%“PTV) §2700.3 Netback
Total Tax before credits sunus\

SDURCE: DEPARTMENT OF REVENUE, REVENLE SOURCES BOOK, FALL 2013, P. 106

alytlca Data. Anahytics. Solutions. Gaffney,
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OIl and Gas Netback lllustrations

Midstream
costs in oil are
around 20% of

Netback

Oil, USS/Mcfe Gas, USS/Mcf
Market
. 16.67 13.50
Price
Midstream| (1.67) (11.00)
Lease (7.67) (1.00)
Upstream
Netback 7.33 1.50

Netback in
gas is around
20% of
Midstream
costs
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What Investors Care About

lllustrative Distribution of Project Revenue

$1.50

W Nethack M lpaze Other Midstream & BET  BSCIT Property Tax

Can make
adjustments in
form and type
of take without

impacting

returns
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What Investors Care About — @ (OK)

lllustrative Distribution of Project Revenue

Can make
adjustments in
form and type

— of take without
impacting
returns

W Nethack M lpaze Other Midstream & BET  BSCIT Property Tax
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What Investors Care About — % (1)

lllustrative Distribution of Project Revenue

Can make
adjustments in
form and type
— of take without
impacting

returns

5040 hange In | [ but 26%-30%
W Netback ®lease W Other Midstream ® WE(T lastreaim Ccosts -‘ Change |n

IS ~4% change Iin Netback
costs ....
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Evaluation Stages

Member Wants and Needs
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Evaluation Stages

* The Issue in Principle
— Agree that PILT of some form is the appropriate way to go

* How Big Is The Pie
— Mechanisms for Translating Modified Status quo to PILT

* What Shape Is Required
— Construction Period
— Flat
— Escalating
— Other Function ?

= Distribution amongst the Municipalities
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Key Parameters

= Initial Design
— Throughput
— Costs

— Assumed Returns

= Debt + Equity = WACC
— Depreciation

= Modified Status Quo

— Term

= Subsequent Considerations
— Expansion / extension implications
— Timing of take
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How Might The Midstream Costs Divide ?

20 Years 30 Years

Debt + Equity Capital 3.00 2.25
Interest 1.70 1.80
ROE 1.95 2.10
Opex 1.10 1.40
Project and Financing Costs 7.75 7.55
Property Tax 0.65 0.75
SCIT 0.35 0.40
FIT 1.25 1.30
Alaska Costs 10.00 10.00
Shipping 1.00 1.00
Midstream Costs 11.00 11.00

All numbers are illustrative.
Property Tax here ignores ownership considerations,
and reflects financing assumptions in
B&V Royalty Study Gaffney,

Cline &
Associates
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lllustrative Impact of Life Assumptions

Average Property Tax As a Function Of Assumed Life
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These are average values over assumed project life.
If an actual PILT were structured it would be slightly different to account for the time
value of money and that under this model annual payments decline steadily over time.
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Potential Alternative Property Tax Profiles

Alternate Profiles of Property Tax Payments Over Project Life

All The Same

All of these profiles deliver the same Property Tax
value over the property’s life
(at given set of assumptions)

emm=(riginal e=ssFlat es—sFixed Inflation
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Member Inputs

= What do Members need/want to know as each of the
evaluation stages are progressed ?

= What risks are Members trying to mitigate ?

* What exposure might Members be interested in ?
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Thank You
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