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 Describes agreement to 

transition from AGIA License 

to a more traditional 

commercial relationship. 

 Describes key commercial 

terms for that relationship. 

 

 

 
 Describes roadmap to 

advance project through 

phased process. 

 Describes understanding 

and consensus on key 

terms. 

 

Guidance Documents & HB 277 

Heads of Agreement 

(HOA) 

Memorandum of 

Understanding 

(MOU) 
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House Bill 277 

 

 Participation in the 

AKLNG Project. 
 

 Percentage of State 

Gas Share and Participation 

in the AKLNG Project. 
 

 Process for 

development of Project 

Enabling Contracts and 

Legislative oversight and 

approval of future contracts. 

HOA and MOU 

Describe how HB 277 

would be used. 

Legislature 

decides whether 

to advance or 

not. 



What is a Heads 
of Agreement? 
 

Definition: 

 

“A non-binding document outlining 

the main issues relevant to a 

tentative partnership agreement. 

Heads of agreement represents the 

first step on the path to a full legally 

binding agreement or contract, and 

serves as a guideline for the roles 

and responsibilities of the parties 

involved in a potential partnership 

before any binding documents are 

drawn up.” 

 

www.investopedia.com 
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Organization of 
the Heads of 
Agreement: 
 

The Heads of Agreement (HOA) is 

broken into 16 sections that 

include: 

 

• Recitals of recent events and 

understandings between the 

parties. 

• 13 Articles covering guidelines 

for the development of the 

project and the roles and 

responsibilities of the Parties to 

the agreement. 

• An appendix articulating access 

and expansion principles for the 

project. 

• An exhibit that provides copies 

of the 3 letters to Governor 

Parnell from the Producer 

Parties and TransCanada. 
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Recitals: 

Key Recitals 
1. Recognizes changed circumstances in the 

Lower 48 natural gas markets led Governor 

Parnell to call for a change in direction, under 

AGIA, in the development of North Slope 

Gas to an LNG project. 

2. Recognizes funding by the State under AGIA 

has supported key activities for the LNG 

project but that both the Administration and 

TransCanada believe it is appropriate to 

transition from the AGIA license to focus on 

the Alaska LNG project. 

3. Recognizes that AGDC is pursuing the 

Alaska Stand Alone Pipeline (“ASAP”) 

project and that the Alaska LNG project and 

ASAP intend to cooperate with one another. 

4. The Alaska LNG Parties wish to ramp up the 

Pre-FEED phase of the Alaska LNG project, 

which is estimated to cost over $400 million. 

 

 

 

 

 

The purpose of the Recitals 

section, found on pages 2 through 

4 of the Heads of Agreement, is to 

provide context for the agreement, 

describe recent events and 

articulate certain roles, goals and 

direction for the Alaska LNG Project 

and Alaska Stand Alone Pipeline 

(“ASAP”) project currently being 

advanced by the Alaska Gasline 

Development Corporation 

(“AGDC”). 
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Definitions: 

Key Definitions 
 

1. “Enabling Legislation” describes the key 

components of legislation (described in more detail 

in Article 7) necessary to advance the project. 

2. “MOU” refers to the agreement, referenced in 

Article 5.4, between TransCanada and the 

Administration to transition from the AGIA license 

to a commercial relationship. 

3. “Pre-FEED” means the pre-front-end engineering 

and design work and activities for the Alaska LNG 

project that are sufficient to support filings for the 

Federal Energy Regulatory Commission (FERC). 

4. “RIK” means Royalty in Kind as described in 

Article 8.1.1, where in lieu of receiving payments 

for the value of the State’s royalty, the State takes 

a share of the gas produced. 

5. “TAG” means “Tax as Gas” as described in Article 

8.1.1, where in lieu of receiving payments for 

production tax the State would receive a share of 

the gas produced. 

 

 

Article 1 of the Heads of Agreement 

begins on page 4 and goes through 

page 7 of the agreement. In Article 

1 a reader can find definitions for 

key terms used throughout the 

agreement. 

 

It is important to note that when a 

term is capitalized in the agreement 

it is referring to a specific term that 

is defined in Article 1. 
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Principles and 
Benefits 

Key Provisions 
Article 2: Principles 

1. Recognizes that if Enabling Legislation is 

passed that the Parties would negotiate 

contracts that would incorporate the principles 

in the agreement. 
 

Article 3: Benefits of the Alaska LNG Project 

1. Gas to Alaskans: The opportunity for 

competitively priced, reliable in-state gas 

supply; 

2. Jobs to Alaskans: Creating jobs for 

Alaskans in the exploration, development, 

production and transportation of natural gas. 

3. Revenues to the State: Additional revenues 

to the State. 

4. Opportunities for additional gas 

development: Infrastructure enhances 

opportunities for more gas development. 

 

 

 

 

Articles 2 and 3 of the Heads of 

Agreement are found on page 8 of 

the agreement. 

 

Article 2 describes how the Heads 

of Agreement sets out the guiding 

principles upon which the Parties 

wish to progress work on the 

Alaska LNG Project and a roadmap 

for project. 

 

Article 3 describes broadly some of 

the key benefits of developing the 

Alaska LNG Project to 

stakeholders. 
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Alaska LNG 
Project Work 

Key Activities 
1. The development of sufficient information for 

evaluating the technical, cost, and schedule 

aspects of the Alaska LNG Project. 

2. The development of key project services 

agreements for the State’s gas with 

TransCanada and AGDC (or an AGDC 

subsidiary). 

3. The Parties would work to develop mutually 

agreeable gas offtake and balancing 

agreements. 

4. The State and each of the Producer Parties 

would initiate preliminary, individual LNG or 

gas sales or shipping efforts. 
1. This may also include the State (directly or through 

AGDC or an AGDC subsidiary) working with each 

Producer individually to develop agreements for the 

disposition of a portion of the State’s LNG (Article 

8.3.3). 

 

 

Article 4, found on pages 8 and 9 of 

the Heads of Agreement, describes 

what work will be conducted during 

the Pre-FEED stage of the project. 

 

The Pre-FEED stage is expected to 

take between 18 and 24 months. 

 

The Pre-FEED stage would be 

followed by a review by each Party, 

its management and the decision to 

proceed to the next stage (“FEED”) 

would be up to each individual 

Party. 
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State 
Participation in 
the Project 

Key Provisions 
1. State participation in the Alaska LNG 

Project could yield significant benefits to 

the State including: 
A. Maximizing the value of the State’s resources for the people 

of Alaska. 

B. Deliver gas to Alaskans. 

C. Public transparency of State’s approval process. 

D. An opportunity for additional State revenues. 

E. Access and pro-expansion principles for the Alaska LNG 

Project. 

F. Improving alignment of interests between the State and the 

Producer Parties. 

G. Reducing valuation and other potential disputes between the 

Producer Parties and the State. 

2. State will participate in the infrastructure by 

entering into agreements with 

TransCanada and a Subsidiary of AGDC to 

carry the State’s interest in the 

infrastructure. 

3. The State’s interest should be consistent 

with the State’s share of the gas (20%-25%). 

 

 

Article 5 begins on page 9 of the 

Heads of Agreement and concludes 

on page 11 of the agreement. The 

Article describes broadly the 

reasons for State participation in 

the Alaska LNG Project, the Parties 

support for State participation and 

how the State would participate in 

the project. 

 

Additionally, Article 5 also 

describes how the Administration 

would participate during the Pre-

FEED stage and provides principles 

for access to information during the 

life of the project. 
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Regulatory 
Framework, 
Access & 
Expansion 

Key Provisions 
 

1. At least five Alaskan offtake points for 

Alaskans to get their gas. 

2. Locations of offtake points will be developed 

in consultation with AGDC. AGDC’s work on 

ASAP will greatly benefit the State and 

Alaska LNG Project in developing these 

locations. 

3. Each Party’s shares in capacity would be 

managed on a proprietary basis; essentially 

creating “projects within a project.” 

4. AGDC and TransCanada’s shares of 

capacity in the project are committed to 

provide access to third parties on terms 

developed with the State. 

 

Article 6 begins on page 11 and 

continues through page 12 of the 

Heads of Agreement. Article 6 

describes the Parties commitment, 

during Pre-FEED to advance the 

Alaska LNG Project under Section 

3 of the Natural Gas Act. 

 

The Article is designed to recognize 

the availability of a tailored 

regulatory framework under Section 

3 and that the access and 

expansion terms developed for the 

project would be consistent with 

Appendix A of the Heads of 

Agreement. 
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Appendix A: 
Pro-Expansion 
Principles 
 

A key foundation for Article 6: 

Regulatory Framework, Access and 

Expansion is found in Appendix A 

(pages 21-23) of the Heads of 

Agreement. 

 

These principles provide high level 

principles governing the expansion 

of any component of the Alaska 

LNG Project. 

 

The Appendix commits the Parties 

to the principle that components of 

the Project (treatment plant, 

pipeline etc.) can be expanded 

and a new LNG train can be 

installed. 
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Enabling 
Legislation 

The Timeline1 
 

April 2014: Legislature passes enabling  

  legislation. 
 

2014 – 2015: Administration and Alaska  

  LNG Project Parties develop  

  project enabling contracts,  

  including, but not limited to,  

  agreements with TransCanada 

  and AGDC for project services for 

  the State  Gas Share, gas offtake 

  and balancing agreements with 

  the Producer Parties, and  

  preliminary LNG or gas sales  

  contracts. 
 

2015:  Legislature considers project  

  enabling contracts. 
 

2015-2016: Parties decide whether to  

  advance to FEED. 

 

 

Article 7 begins on page 12 and 

continues through page 13 of the 

Heads of Agreement. The article 

describes in broad terms the 

necessary component of “Enabling 

Legislation” that the Parties believe 

is necessary to advance through 

Pre-FEED for the AK LNG Project. 

 

The Article describes a two stage 

process where: 

1. General take terms and 

mechanisms for State 

participation are enacted during 

the 2014 Legislative session. 

2. Project enabling contracts are 

returned to the Legislature for 

review in a 2015 legislative 

session. 
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1. The timeline above assumes a success case. 



Royalties and 
Production 
Taxes 

Key Provisions 
1. Alaska Statute AS 38.05.182(a) provides that 

“royalties on oil and gas shall be taken in 

kind unless the commissioner (DNR) 

determines that the taking in money would 

be in the best interest of the state.” 

2. The November 2013 “Alaska North Slope 

Royalty Study” performed by Black & Veatch 

identified potential issues related to the State 

taking in-kind; primarily those associated with 

marketing risk. 

3. In Article 8.3.3 the Producer Parties commit, 

if asked by the State to “negotiate separately 

with the state in good faith to enter into an 

agreement with the State regarding the 

purchase or other disposition of a portion of 

the LNG that is made from the State’s 

deliveries (RIK + TAG) of natural gas to the 

Alaska LNG project.” 

 

Article 8 which begins on page 13 

and continues through page 15 of 

the Heads of Agreement describes 

changes to the State’s royalty and 

tax system that will facilitate 

progress on the Alaska LNG 

Project by creating a predictable 

State Gas Share. 

 

The State Gas Share is the 

combination of royalty in kind (RIK) 

gas and tax as gas (TAG) received 

by the State for its Production Tax. 

 

The Article also provides guidance 

for the range of Production Tax 

(~7%-13%) that the Parties believe 

will enable the Alaska LNG Project 

to advance. 
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Other Project 
Enabling Terms 
& Additional 
State Support 
for the Alaska 
LNG Project 

Key Provisions 
1. The Administration, in consultation with local 

governments, will develop payments in lieu 

of property tax and impact payments during 

construction for the project. 

2. Project enabling contracts negotiated 

between the Parties will need to be of 

sufficient duration to support investment 

decisions, permit realization of a competitive 

economic return, to enable necessary 

financing, and to support gas and LNG sales 

agreements; all of which are needed by the 

State as well as the Alaska LNG Project 

Parties to advance the project. 

3. General support for the development of 

necessary infrastructure and other local, 

State and federal permitting requirements. 

4. A healthy, long-term oil business. 

 

Articles 9 and 10, found on page 15 

of the Heads of Agreement detail 

other terms necessary to advance 

the Alaska LNG Project through 

Pre-FEED and into FEED. 

 

Those terms include a broad range 

of continued State and stakeholder 

support at the local, state and 

federal level for the project. 
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Alaska Hire and 
Content 

Key Estimates1 
 

Estimated Total Cost: $45 - $65 billion 

 

Jobs: 

 

Producing Fields: 500 – 1,500 

Gas Treatment Plant: 500 – 2,000 

Pipeline:  3,500 – 5,000 

Liquefaction Plant: 3,500 – 5,000 

Storage/Loading: 1,000 – 1,500 

 

Peak Construction: 9,000 – 15,000 

 

Operations: ~1,000 jobs in Alaska 

 

Article 11 is found on page 16 of 

the Heads of Agreement and 

provides key direction for the 

Alaska LNG Parties in developing 

the project. 

 

These include guidance to: 

• Hire Alaska residents, 

• Contract with Alaska 

businesses, 

• Participate with the State 

Department of Labor and 

Workforce Development to 

update training plans and 

provide training, and 

• Commit to negotiate in good 

faith project labor agreements 

for the Alaska LNG Project. 
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1. Source: Letter dated October 1, 2012 to Governor Parnell (Exhibit I-B of HOA) and may vary with estimates by Black & Veatch. 



What is an 
“MOU”? -
Memorandum of 
Understanding 
 

According to one definition: 

 

“A legal document outlining the terms and 

details of an agreement between parties, 

including each parties’ requirements and 

responsibilities. The MOU is often the first 

stage in the formation of a formal contract. 

An MOU is far more formal than a 

handshake and is given weight in a court 

of law should one party fail to meet the 

obligations of the memorandum.” 

 

www.investopedia.com 
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The MOU outlines the terms of 

the State of Alaska’s relationship 

with TransCanada in the 

Midstream component of the 

Alaska LNG Project; however, 

the MOU will not be binding until 

the Legislature enacts “Enabling 

Legislation”.  
 

 

http://www.investopedia.com/


Key Terms of 
the MOU 

Key Terms of Exhibit C: 

1. Favorable Debt to Equity Ratio 

• 75/25 ratio for rate-making purposes reduces the 

State’s tariff. 

• Lower tariffs improve the State’s overall cash 

flows. 

2. Cash Contributions by TransCanada 

• TransCanada as project developer reduces the 

State’s exposure to cash calls and obligations until 

the pipeline is in service. 

3. Improved Value to the Treasury 

• When you consider the opportunity cost of utilizing 

the State’s capital (which earns 6% in the 

treasury), our NPV is improved overall. 

4. Expansions 

• TransCanada committed to 70/30 capital structure 

for expansions. 

5. Gas to Alaskans 

• At least 5 offtake points  

• Distance sensitive rates with three zones for 

delivery 

 

 

Exhibit C is the Alaska LNG 

Midstream Services 

Agreement, which sets out the 

commercial terms under which 

TADI shall operate and expand 

the midstream components of the 

AKLNG project. 

17 



Where We Are Today? 
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AGIA:  

State: ~$330 million  

APP (TransCanada & EM): 

~$130 million 

Denali  

(BP & CP) 

~$200 million 

Stop: does 

State buy $130 

million of APP 

data? 

AGDC ASAP Advancing to 2015 Open Season (sharing w AKLNG) 

HB 277 

Jan- April 

 2014 

Heads of Agreement 

GO 
All AGIA and Denali work is 

contributed to AKLNG with 

passage of enabling legislation (HB 

277). 

 

State & TransCanada mutually 

abandon AGIA license. 

 

No more reimbursement. 



What Happens if HB 277 Passes? 
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Estimated Cost:  ~$435 million  
(Does not include costs upstream in Prudhoe Bay & Pt. Thomson) 

 

Producer Share:  ~$348 -  $327 million 

 

State/AGDC Subsidiary 

Share:  ~$35 - $43 million 
(Does not include Agency/AGDC costs and contingency in support of project) 

 

TransCanada: ~$53 - $67 million 

 
 

Pre-Front End Engineering & Design  

(Pre-FEED) 

12-18 months 

Legislative 

Approval of 

Contracts 

Yes/No? 

    GO 

Exercise Option  

for 40% of FEED = 

$21 - $27 million? 

Stop 

Pay TC Development 

Costs (~$53-$67mm) + 

7.1% AFUDC. 

AGDC ASAP Advancing to 2015 Open Season (sharing w AKLNG) 

Note: Savings with TransCanada include cash 

commitments by TransCanada for Pre-FEED costs which 

reduce State of Alaska appropriations by $53 - $67 million 

and seamless transition into Pre-FEED with personnel 

and data continuing to be committed to the project. 



What Happens after FEED? 
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Estimated Cost:  ~$1,800 million  
(Does not include costs upstream in Prudhoe Bay & Pt. Thomson) 

 

Producer Share:  ~$1,440 -  $1,350 million 

 

State/AGDC Subsidiary 

Share:  ~$145 - $180 million 
(Does not include Agency/AGDC costs and contingency in support of project) 

 

State/AGDC Subsidiary 

Share (w Equity Option): ~$230 - $290 million 

 

TransCanada: ~$215 - $270 million 
TransCanada (w Option): ~$130 - $160 million 

 

Note:  FEED costs are VERY rough estimates and rounded! 

 
 

Approval by all 

Parties & 

Financing 

Yes/No? 

Yes? 

STOP 

 

Pay TC development 

costs (~$183 -  $337 mm) 

+ 7.1% AFUDC. 

AGDC Advancing Gas to Alaskans through interconnections etc. 

Front End Engineering & Design  

(FEED) 

2-3 years 

Final Investment 

Decision ~ 

Construction 

Note: FEED estimates based on Black & 

Veatch independent assessment of 4% 

of $45 billion. 60%/40% 

Mid/Downstream. 

Go Build 



Summary 

The Heads of Agreement (HOA) and 

Memorandum of Understanding (MOU) 

provide guidance on how the powers 

provided in HB 277 will be used. 
 

At each stage in the project there are “off-

ramps” and decision points for Legislative 

and public review. 
 

Commitments by the State will be made 

commensurate with progress by the project. 
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“While North Slope gas commercialization is challenging, working 
together, we can maintain the momentum toward our shared vision 
for Alaska.” 
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Source: Letter dated October 1, 2012 to Governor Parnell (Exhibit I-B of HOA) 



THANK YOU 

Please find our contact information below: 

 
Angela Rodell 
Commissioner 
Department of  Revenue 
Angela.Rodell@alaska.gov 
 
  

Resources 
 

http://dor.alaska.gov/AKGasDocs.aspx 
 

 
www.dnr.alaska.gov/AKgas.htm  
 
 

Joe Balash 
Commissioner 
Department of  Natural Resources 
Joe.Balash@alaska.gov 
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