SENATE FI NANCE COW TTEE
THI RD SPECI AL SESSI ON
Novenmber 1, 2015
9:07 a.m

9:07:15 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
neeting to order at 9:07 a.m

VEMBERS PRESENT

Senat or Anna MacKi nnon, Co-Chair
Senator Pete Kelly, Co-Chair
Senator Cick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny O son

VEMBERS ABSENT

Senator Peter M cciche, Vice-Chair

ALSO PRESENT

Mark Mers, Conmi ssioner, Departnent of Natural Resources;
Pat Pitney, Director, Ofice of Mnagenent and Budget,
Ofice of the Governor; Senator Ma Costello; Senator Cathy
G essel ; Senator Kevin Meyer; Senator Gary Stevens;
Representati ve Dave Tal eri co.

PRESENT VI A TELECONFERENCE

Joe Dubler, Vice President and Chief Financial Oficer,
Al aska Gasline Devel opnent Cor porati on.

SUMVARY
SB 3001 APPROP: LNG PRQIECT & FUND/ AGDC/ SUPP.

SB 3001 was HEARD and HELD in commttee for
further consideration.

#sb3001



SENATE BI LL NO. 3001

“"An Act nmaking supplenmental appropriations; naking

appropriations to capitalize funds; maki ng
appropriations to the general fund from the budget
reserve fund (art. 11X sec. 17, Constitution of the

State of Alaska) in accordance with sec. 12(c), ch. 1,
SSSLA 2015; and providing for an effective date."

9: 08: 33 AM

Co-Chai r MacKi nnon  di scussed that SB 3001 was an
appropriation bill from the admnistration asking the
| egislature to approve a buyout of TransCanada, a current
partner in Alaska's Liquefied Natural Gas (AKLNG project.
Additionally, the bill would approve a work program that
woul d expand the project scope and associated dollars. The
bill included a $13 mllion-plus supplenental appropriation
to the Departnent of Law ($10 mllion) and to the
Departnments of Revenue and Natural Resources ($3 mllion).
She relayed that Joe Dubler, Vice President and Chief
Financial Oficer, Al aska Gasline Devel opnent Corporation
(AGDC) was available for questions via tel econference. She
shared that Daniel Fauske [President, Alaska Gasline
Devel opnent Corporation] would be available to speak
directly with commttee nenbers prior to a vote on the
Senate floor. She discussed the agenda for the follow ng
day and relayed that a new conmittee substitute (CS) would
be introduced. She detailed that the CS would be technical
and would ensure the appropriate partners and dollar

anounts were |listed. She planned to follow up wth
Legislative Legal Services and Craig Richards, Attorney
Ceneral, Departnment of Law to ensure that the tineline

woul d be initiated as pl anned.

Co- Chai r MacKi nnon comuni cat ed t hat t he fol |l owi ng
presentation would outline a tineline for the transaction.
She detailed that there were many different agreenments in
place and a nultitude of signators that needed to cone
online. She believed the state needed to nodify its
presi dent agreenent. The presentation would include points
that could create a challenge or obstacle for the state to
neet as far as delaying the state's ability to obtain the
assets currently held by TransCanada. She furthered that
Al aska woul d have t he opportunity t hr ough AGDC,
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specifically M. Dubler, to vote on behalf of the state for
the continuation of the project.

9:11: 59 AM

MARK MYERS, COWM SSI ONER, DEPARTMENT OF NATURAL RESOURCES
(DNR) provi ded a Power Poi nt presentation titled
"TransCanada Term nation Tineline of Events" dated October
2015 (copy on file). He began on slide 8 titled "Mdified
Term nation Tinmeline Schematic." He detailed that the slide
provided a termnation tineline. The goal was to make a
snooth transition. He equated the transition to a change of
command on a mlitary base where there was an understandi ng
of a clear passing of authority and responsibility (the
current scenario also included funding and assets). He
communi cated that nodification to terns in the Precedent
Agreenment was needed. He elaborated that the agreenent did
not address the tinme of the work plan and budget with the
time of the termnation. There was a termnation date of
Decenber 31 [2015], but it could be noved up if all parties
agreed. He expounded that the tinmeline schematic on slide 8
proposed noving the termnation date up. The goal was to
transition the assets to AGC in a timeframe that would
enable the agency to vote on the work plan and budget on
Decenber 4 [2015]. He communicated that the dollar anount
the state anticipated would be paid out under the Precedent
Agreenent had been fully audited before the state had
witten the check. Under the proposal addressed in the
presentation, TransCanada would be given time to provide
its best cost estimate; the state would additionally have
rights past the payout to audit TransCanada and "true up"
at the end of that tine period. He relayed that the changes
woul d enable a snmooth transfer to AGDC to vote on Decenber
4, paynment to TransCanada, and for the state to do the
proper audits.

9:13: 47 AM

Co- Chair MacKi nnon asked if DNR had reviewed the nunber and
TransCanada had agreed to the specific nunber allocated in
the CS for SB 3001.

PAT PITNEY, D RECTOR, OFFICE OF MANAGEMENT AND BUDGET,
OFFICE OF THE GOVERNOR, replied that the admnistration
felt relatively confident in the nunber, but would Iike the
| anguage to read "estimated to be" because the anpunt could
change slightly on the margins. She explained that the
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original bill had included the whole $144 [mllion],
reasoning that there was enough flexibility between the two
nunbers [CSSB 3001 included fund capitalization of
approximately $68 nmillion] that would enable the pay to
TransCanada if the cost was slightly higher.

Co- Chair MacKinnon asked if there had been a request to
change the language in the CS to "estimated." M. Pitney
replied in the negative.

Co- Chair MacKi nnon requested that the admnistration notify
the Senate Finance Conmittee as soon as possible if it had
any concerns about the CS. She noted that the commttee had
asked all legislators to review the CS. She added that the
goal was to address as nmany concerns as possible up front
in order to avoid going to a conference conmttee.

Comm ssi oner Myers relayed that there was another pertinent
factor. He stated that the nunbers worked to the
termnation date of Decenber 31 [2015] in the Precedent
Agreenent. Under the proposal, the termnation date would
be earlier and TransCanada would owe noney to the state on
that date. He shared his intent to address the issues
during the presentation. He noted that the noney owed by
TransCanada would be a lesser anmount than it would have
been under the original Decenber 31 deadli ne.

Co- Chair MacKi nnon requested any proposed changes from the
adm nistration or departnents by 4:00 p.m She reiterated
that the commttee would address a new CS the follow ng
day.

9:16:35 AM

Comm ssi oner Myers addressed slide 2 titled "Overview':

This presentation wll:

* Summari ze how the TransCanada (TC) term nation would
wor k under the Precedent Agreenent (PA) —which would
not allow the term nation to occur prior to Decenber
4, 2015

* Summarize how the State and TC wll anmend the
termnation process under the PA to allow the
term nation to occur prior to Decenber 4, 2015
o Upon termnation, TC wll transfer interest in

TransCanada Al aska M dstream Limted Partnership
(TAMLP) to State/Alaska Gasline Devel opnent
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Corporation (AGDC), so that AGDC can vote on 2016
Wor k Program & Budget (WP&B) by Decenber 4, 2015

9:17:29 AM

Comm ssioner Mers discussed slides 3 and 4 titled
"Sequence of Events and Timng of Term nation under PA as
Currently Drafted":

1. Appropriation approved and Governor executes the
appropriation bill

2. State provides notice of termnation to TransCanada
(TO

3. Wthin 30 days of notice of termnation TC nust
deliver to State a final report of the Term nation
Amount (devel opnent costs, plus interest)

4. Wthin 30 days of receiving the final report from
TC, State nust either pay the Term nation Anmount or
provide notice of objection to the Termnation
Anmount and present an alternate anobunt

5. If the parties fail to agree on the amount within 5
business days of the State’'s objection, then
Alternative Dispute Resolution (ADR) will apply and
State nust pay the Termi nation Anount in full wthin
5 business days of notice of intent to commence ADR
(di sputed anounts paid into escrow pending dispute
resol ution)

6. 6. State pays TC Term nation Anount and TC transfers
TAMLP interests to State/ AGCDC

Comm ssioner Mers elaborated that the official notice of
termnation to TransCanada would conme from the DNR
conmi ssioner. He added that the term nation anmount woul d be
TransCanada's absolute best estimate; the state could
either pay or object to the amunt within 30 days. He
explained that if the state objected to the specified
anount , it would present an alternative. A dispute
resol ution nmechani sm was also included in the event of any
di sagreenents. He explained that if an agreenent failed,
the proposed transfer of assets by Decenber 4 would not
take place (the process had a 60-day mninmm and AGDC
would not have the ability to vote on the work plan and
budget at that tine.

9:18: 39 AM
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Comm ssi oner Myers explained that the dates included in the
timeline were all nade on an assunption of the date
appropriation; if it was earlier, the dates could nove up
by a week or nore. The tinmeframe was designed to achieve
the work in time even if the bill did not pass until the
| ast day of the current special session; the dates outlined
in the structure were relative.

Comm ssioner Myers addressed slide 5, "Mdified Term nation
Ti mel i ne, Assum ng Appropriation is Approved."

e Currently, State and TC are drafting a Purchase and
Sal e Agreenent (PSA) for the State’'s acquisition of
TAMLP [ Finalize by Novenber 13]

« State and AGDC are taking steps and drafting
docunents designating AGDC as the State’s designee
under the PA (e.g., legal instrunent(s) to convey
TAMLP to AGDC) [Finalize by Novenber 13]

e TC submts initial Termnation Amount report, which
State reviews [ Novenber 4]

« State and AKLNG Parties work together to address the
continuation of TC pipeline secondees in AKLNG
t hrough t he pre- FEED phase

e Appropriation approved and Governor Wil ker executes
the appropriation bill [Novenber 21-23]

Comm ssi oner Myers expounded that the goal was to have the
| egal agreenent negotiated between state institutions by
Novenber 13 [ 2015] . Co- Chair MacKi nnon asked for
verification that it was going to a subsidiary of AGDC
Comm ssi oner Myers deferred the question to AGDC.

Co- Chair MacKi nnon stated that the conmttee had been told
by the Attorney General Richards and M. Dubler that a
subsidiary had been created inside of AGDC. She detailed
that one subsidiary was an aggregator that would |ook at
instate gas and the ability to enter into sone gas sales
agreenents to help bring energy to parts of Alaska and to
possibly sell to another market. A second subsidiary had
been created to receive assets from TransCanada. She asked
for verification that her understandi ng was accurate.

JOCE DUBLER, VICE PRESIDENT AND CHH EF FINANCI AL OFFI CER,
ALASKA GASLI NE DEVEL OPMVENT CORPORATI ON (via
t el econference), affirmed that AGDC had <created a
subsidiary. He clarified that the subsidiary would hold all
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the assets of the AKLNG project for the parent conpany
AGDC.

9:21:48 AM

Co-Chair MacKinnon asked for verification that |[egal
counsel had advised the state that the subsidiary was the
best way to secure the product and to maintain flexibility
inside of AGDC. M. Dubler replied in the affirmative.

Conmi ssi oner Myers continued to discuss slide 5. He rel ayed
that TransCanada would subnmit its initial report anount,
which the state would review. The state and AKLNG partners
would work together for the continuation of TransCanada
pi peline secondees in AKLNG through the pre-FEED [Front End
Engi neering and Design] phase. He comuni cated that
TransCanada was fully conmtted to getting the secondees in
through May (there were 15 people active in the project).
He stated that the action would be between the project
(Steve Butt's organization [ExxonMbil executive]). The
state would pay 25 percent of the cost of the secondees
under the structure; the oil conpany partners would pay the
remai ning 75 percent of the costs. TransCanada had rel ayed
that M. Butt was very positive on the transfer and wanted
to ensure that it took place. He stated that it would be an
internal project decision, but TransCanada was conpletely
willing. He believed the conpany had agreed on the cost
structure. He noted that the issue was an inportant piece
of the equation for project continuity. The next step was
the approval of the appropriation by the legislature and
signature by the governor, which could occur on Novenber
23, 2015. He clarified that the dates would nove up if the
appropriation was approved earlier.

Co- Chair MacKinnon wondered if the appropriate signators
woul d be accessible and in-state when needed. She asked if
t he docunment could be signed electronically if soneone was
traveling. Commi ssioner Mers responded that he could not
yet make the commtnent because the firm dates were not
currently known. He believed the parties would be wlling
to figure it out to obtain signatures either directly or
t hrough an authori zation of del egati on.

9: 24: 38 AM

Co- Chair MacKi nnon hoped the administration would ensure
that the required signatories were avail able when needed.
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She thanked the administration and departnents for their
presence at the neeting.

Comm ssioner Mers discussed slide 6 titled "Modified
Termnation Tineline." The state would provide a notice of
termnation to TransCanada and imediately following the
governor's signature the Purchase and Sal es Agreenent woul d
be executed. TransCanada would then submt an updated
termnation anount for closing purposes by Novenber 24. He
expounded that by Decenber 1 the interests would be
transferred and the Precedent Agreenent and Equity Option
Agreement would be termnated. At that point AGDC would be
in the position to approve the work plan and budget on
Decenber 4.

Co-Chair MacKi nnon asked what and who would be doing
specific tasks during the week of Novenber 24 to Decenber
1

M. Mers deferred the question to the Departnent of Law
(DAL). He did not know about all of the elenments involved
with the closing. The anpbunts would have been agreed upon
prior to that time and the |egal docunents would be in
pl ace. He did not know what due diligence took place during
that tine.

Co-Chair MacKinnon had anticipated that the information
would have been in the <current presentation to the
committee. She was happy to hear from DOL during the
neeting or to receive the information in witing. She
wanted to ensure that the state was prepared for the
transition. She asked DOL to follow up wth the
i nformation.

Comm ssi oner Myers noted that TransCanada was in support of
the specified time period.

9:27:57 AM

Comm ssi oner Myers addressed slide 7, "Mdified Term nation
Tinmeline." TransCanada would prepare a final termnation
anount report within 45 days of the closing. He relayed
that the date of termination would be firm and the anount
would be calculated for that specific date. One of the
issues the termnation tineline had faced was related to
the fact that the date could flex; TransCanada wanted the
ability to do a last calculation of actual costs for the
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period. He believed the specified 45 days would allow
TransCanada to get all of its cost data together. He added
that the earlier the date was known, the better. He
communi cated that the state had 60 days after closing to
perform the audit; the time was needed to conduct due
diligence. He anticipated that the auditors would travel to
Calgary in Al berta, Canada to conduct the audit from
TransCanada's office. He noted that the nature of the audit
was outlined in the Precedent Agreenent. The state and
TransCanada would agree on any termnation anount
adjustnment (if any) and adjustnment paynents would be nade.
He comunicated that the anticipated conpletion of the
audit process and true-up paynent should be no later than
March 2016

Co- Chair MacKi nnon asked if the legislature would receive
an update on the audit in the form of a presentation or
report. Conm ssioner Mers believed so, but had not been
party to discussions about the issue and did not know
whet her there were confidentiality concerns around the data
or data transfer conponents. He was certain there would be
a report, but did not know how detailed it would be.

Comm ssi oner Myers concluded with slide 8 titled "Mdified
Termnation Tineline Schematic." He reiterated that an
earlier termnation date would nove the process up (itens
on the chart would shift to the left). The top priority was
for the transfer of assets to occur prior to Decenber 4 in
order for AGDC to vote for the work plan and budget.

9: 30: 39 AM
AT EASE

9:31:11 AM
RECONVENED

Co- Chair MacKi nnon asked what the process would be to
deliver the assets to TransCanada and receive the
information if DOL, DNR, and AGDC fully executed the plan.

Ms. Pitney answered that one piece related to the funding
to TransCanada and the second related to the transfer of
asset s. The process for providing the funding to
TransCanada was to establish an RSA [registration services
agreenent]; the RSA would be ready shortly after the bil

passed albeit wthout the exact anmount (the exact anount
woul d be included when determned). The RSA would allow
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AGDC to transfer the funds back to the state under DNR
She continued that sinmultaneously the state would set up a
wire-transfer capability wth TransCanada; therefore, as
soon as the amount was determned and the RSA was signed
the transfer could take place. The maxinmum tinmefranme woul d
be a couple of days. The transfer of assets would becone
part of the legal agreenent between ADGC and DNR, it did
not require anything nore from a financial standpoint other
t han noting the placenent of the assets.

Co- Chair MacKi nnon asked if the state had done transfers to
and from TransCanada in the past. She asked if the state
had the routing nunbers. She wondered if the state would
conduct a test run to ensure the noney would |and
appropriately. Ms. Pitney replied that transfers may have
been done through AGDC. She did not know that there had
been transfers from the state. She affirnmed that a test
woul d be conducted prior to the actual transfer of assets.

Co- Chair MacKi nnon wanted to ensure the accuracy of the
routing nunbers to be certain the transfer would be
successful .

9:34: 26 AM

Comm ssi oner Myers st at ed t hat there were assets
transferred from TransCanada to the state as well. He
detailed that the data was stored in comon; the data was
commonly owned by the party participants for the particul ar
pi ece. TransCanada's ownership of the piece would be
transferred to the state, but the data was already in
repositories with the project. He stated that cores were
stored in a comon location for all parties. He furthered
that the assets would give AGDC the information on how to
access the data sets in conmon; it would then have full
access to the gas treatnent plant and pipeline data sets.

Senator O son asked if the nodifications to the Precedent
Agreenent tineline and process had been recommended by the
consul tant. Conmi ssioner Myers believed a draft version had
been negotiated by Rigdon Boykin [South Carolina-based
attorney serving as the state’s |ead negotiator on the
AKLNG project]. He believed M. Boykin had been | ooking at
the idea of an early termnation, but it had not been one
supported or fully vetted by DNR He stated that there had
been sone discussion of other values (the information was
confidential); however, he essentially had too many
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concerns about the nodified docunent and issues it brought
forward. He stated that the docunent before the commttee
was a much cl eaner transfer docunent.

9:36: 26 AM

Co-Chair MacKinnon made a joking remark about daylight
savi ngs tine.

Senator O son asked if the nodification put undue strain on
the funding that put the state at a di sadvantaged position.
Comm ssioner Myers replied that he could not discuss it due
to the sensitivity of the confidential information. He
stated that the changes had not been executed and
materially had not caused any stress. He believed the
option he had presented to the commttee during the current
meeting offered a successful path forward that protected

the interests of all involved parties. He was very
satisfied wwth the outcone that was noving forward and was
not interested in |looking back at past pieces. He

acknowl edged the difficulty of negotiations and believed
"we're in a good place now. "

Senator O son believed optinmsmwas a positive attribute.

Co- Chair MacKi nnon asked M. Dubler if he had any closing
coomments related to the transaction and tineline presented
to the commttee during the neeting. M. Dubler had no
further comrents.

Comm ssi oner Myer s t hanked t he commttee for t he
opportunity to explain the changes. He asked conmttee
menbers to provide the departnment wth any additional
gquestions they may have. He would follow up on questions
asked during the neeting.

Co- Chair MacKi nnon relayed that public testinony on SB 3001
was cl osed; however, it would be held for the House version
of the bill the follow ng week. She addressed the schedul e
for the followi ng day.

#
ADJ OURNIVENT

9:39:16 AM

The neeting was adjourned at 9:39 a.m
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