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SEAN PARNELL, GOVERNOR
DEPARTMENT OF NATURAL RESOURCES & DEPARTMENT OF REVENUE

ALASKA GASLINE INDUCEMENT ACT

January 29, 2010
To: All Members of the Alaska State Legislature

Inctuded with this letter is a report from the Department of Revenue {(DOR) and Department of
Natural Resources {DNR), submitted in accordance with reporting requirements under the
Alaska Gasline Inducement Act (“AGIA”).

AS 43.90.400(d) of AGIA requires the DOR and DNR Commissioners to submit a report to the
fegislature within the first 10 days of each regular session on the status of reimbursements
from the AGIA reimbursement fund. This report must include a list of all disbursements made
from the AGIA fund during the preceding fiscal year, a written justification for each
disbursement and the projected amount of money that will be required for future
disbursements during each of the next three fiscal years.

While this report is focused on information specific to AGIA fund disbursements, additional
information related to the AGIA-licensed project is provided in administration’s Alaska Pipeline
Project Reports. These reports, along with other helpful resources are available on the AGIA
website, at http://www.state.ak.us/agia.

We hope you find this information useful. If we can be of further assistance, please do not
hesitate to contact us directly.

1

at Galvin, Commissioner Tom Irwin, Commissioner
Department of Revenue Department of Natural Resources

Attachment: AGIA Fund Disbursement Report, January 29, 2010
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AGIA Fund Disbursement Report
Department of Revenue and Department of Natural Resources
January 29, 2010

This report was produced by the Department of Revenue (DOR) and Department of Natural
Resources (DNR) pursuant to reporting requirements under the Alaska Gasline Inducement Act
("AGIA" or “the Act”).

AS 43.90.400(d) of AGIA requires the Department of Revenue (DOR) and Department of Natural
Resources {DNR) Commissioners to submit a report to the legislature within the first 10 days of
each regular session on the status of reimbursements from the AGIA reimbursement fund. This
report must include a list of all disbursements made from the AGIA fund during the preceding
fiscal year, a written justification for each disbursement and the projected amount of money
that will be required for future disbursements during each of the next three fiscal years.

The information included in this report is focused on reimbursements issued from the AGIA
Fund through December 2009, to the state’s AGIA Licensee, TransCanada Alaska Company, LLC
and Foothills Pipe Lines Ltd {referred to here as “TC Alaska”). For purposes of confidentiality,
disbursements are summarized at the cost category level.

Reimbursement Process

Under the terms of the AGIA license, the state’s licensee, TC Alaska, is entitled to receive
certain benefits from the state in exchange for upholding specific commitments related to the
project schedule, tariff and future expansions. These benefits include, among other things,
matching reimbursement for up to $500 million of qualified project expenditures.

Qualified expenditures include those which are determined to be directly and reasonably
refated to advancing the project, with the exception of overhead, lobbying and litigation costs,
civil or criminal penalties or fines, or any expenditures for assets or work product acquired or
developed by the licensee before the license was issued.!

In order to ensure compliance with these and other regulatory requirements, expenditure
information must be submitted by the Licensee for review by the state.

Due to the anticipated high volume and complexity of the licensee’s submissions, the
Department of Revenue undertook development of an electronic information management
system, beginning in early 2009, which would allow individual expenditures to be tracked,
monitored and reviewed throughout the various stages of the reimbursement process. The
project was separated into two phases, with the first focusing on the design of the
reimbursement process and workflow. The second phase focused on detailed technical design
and construction of the electronic system, known as the AGIA Information Reimbursement
System (AIRS).

! *Qualified Expenditures” are defined in AS 43.90.110(c} and 15 AAC 90.030
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AGIA Fund Disbursement Report January 29, 2010

The first of these phases was largely completed in July 2009, with the assistance of a
department contractor, PangoMedia, Inc. The resulting process includes a thorough and multi-
stage review by staff within the department, and by state contractors working more directly
with the Alaska Pipeline Project team.

Expenditure information is submitted by the licensee on a monthly basis, while formal Requests
for Reimbursement are filed quarterly. This frequent exchange of information allows the
department to review expenditures in a more consistent and timely manner, rather than trying
to process a large volume of information at the end of each quarter.

Concurrent with this process design effort, the department has worked closely with TC Alaska
to design technical reporting standards which enable submissions to be accepted electronically
into state systems. While these standards will meet the needs of the future AIRS system, they
have also allowed the department to implement a temporary information receiving method
using DOR’s existing Online Taxpayer Information System (OTIS). This temporary system was
finalized and tested in November 2009, with TC Alaska successfully submitting its initial
reimbursement request on November 21.

AGIA Fund Disbursements

TC Alaska’s first Request for Reimbursement was filed in late November 2009 for work
conducted during the first quarter (1Q) of 2009. The request was for work totaling $2,463,999,
with the state’s share amounting $1,231,000. After reviewing the request, the department
issued an initial payment on December 21, 2009 for $1,095,786, with $272,427 of the total
expenditures being set aside pending additional clarification and review.

Additional detail regarding TC Alaska’s project expenditures and reimbursements to date is
provided in Financial Accounting Reports section of this report. (See Pages 5-13)

Requested Reimbursement

Definition of the reimbursement process was completed in July 2009 with technical submission
requirements completed in September 2009. The implementation of the submission
requirements by TC Alaska took more time than anticipated and has slowed the reimbursement
process to date. However, with many of these issues now being resolved, processing of future
reimbursement requests is expected to occur much more quickly. While TC Alaska has only
received reimbursement for $1.1 million of qualified expenditures to date, reimbursement for
work occurring throughout the remainder of the 2009 calendar year is expected to be
substantially higher.

Earlier this month, TC Alaska submitted expenditure information for work conducted and paid
during 2Q 2009. The department anticipates receiving a reimbursement request for this work
by January 31, 2010. Review of the submission is expected to be complete within the
subsequent 30 days, and payment issued on or before February 28, 2010.

Page | 2
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AGIA Fund Disbursement Report January 29, 2010

The department expects to receive the 3Q 2009 and 4Q 2009 monthly submissions, as well as
the related reimbursement requests, shortly after processing 2Q, with review and payment by
the end of March and April 2010 respectively.

Estimated Project Spending

The figures in Table 1 are based on TC Alaska’s 1Q 2010 Budget Report, provided to the
department in mid-January. They show the projected amount of money required for
reimbursement during each fiscal year until the Licensee is scheduled to obtain a FERC
Certificate. The Governor's proposed budget for FY2011 will be amended to request an amount
sufficient to meet this projected reimbursement schedule. It isimportant to note that the rate
of spending could vary as the project moves forward. For example, if the Alaska Pipeline
Project and shippers execute precedent agreements for sufficient volumes to Alberta or Valdez
post the upcoming Open Season, the project may decide to substantially accelerate or increase
the rate of spending based on the degree to which project uncertainties and conditions
precedent can be resolved.

Table 1
Estimated Project Spending Through FERC Certification (Thousands $}
Fiscal Year Pre-License| 2009 2010 2011 2012 2013 2014 TOTAL
Total Annual $2,527] $17,812| $126,498} $139,517] $137,128] $137,128| $137,128
TC Alaska/EM $2,5271 $11,431| $68,833] $18,573] $13,713| $13,713| 568,950
State of Alaska $0{ $6,381| $57,666] $120,944] 5123,415( $123,415| $68,178
Total Cumulative $2,527] $20,339| $146,837] $286,354] $423,482| $560,610 $697,738] $697,738]
TC Alaska/EM $2,527] $13,958] $82,791] $101,363] $115,076] $128,789] $197,738] $197,738]
State of Alaska so| $6,381] $64,047| $184,991| $308,406| $431,821| $500,000] $500,000

? Numbers are based on TC Alaska’s Q1 2010 Budget Report. The report was prepared in Canadian Dollars and
converted to US dollars @ 1.15 FX rate {(based on Dollar @ December 2008); comparative spending after, 2010
reflects a change in the state’s matching contribution from 50/50 to 90/10 following the Open Season in July 31,
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AGIA Fund Disbursement Report January 29, 2010

Annual Audit

The AGIA statute also requires periodic audit of the Licensee. The department has contracted
with Martindale Consultants Inc. to conduct the first annual audit. Initial meetings with the
audit firm took place in November 2009 and coordination with TC Alaska is forthcoming. The
audit will most likely begin after the first quarter of 2010. Specifically, the audit will review
expenditures made by TC Alaska for which the licensee received payments of state matching
funds to ensure that the expenditures were eligible under AGIA and applicable regulations. The
audit will cover the 2009 calendar year plus the relevant portion of December 2008.

The contractor will prepare an audit plan, assign deadlines for each audit step subject to
department approval, review TC Alaska’s accounting records and reimbursement requests for
compliance with AGIA’s reimbursement provisions, conduct appropriate audit test, and
complete an audit report including findings and claims. The contractor wiil also be required to
assist the department in resolving audit claims. We anticipate all phases of the audit will
consume roughly 320 hours which includes roughly 160 field hours at the Licensee’s place of
business in Calgary Canada. As part of the audit, the contractor will also be required to meet
with personnel at the Department of Revenue’s offices and at the Licensee’s office in Calgary.

Page | 4
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Legislative Fiscal Analyst’s Overview of the Governor’s FY2011 Request

* Sec. 19. GAS PIPELINE DEVELOPMENT. The following amounts are appropriated to the
named department and components from receipts of the Alaska Housing Capital Corporation
created under AS 18.56.086 in the amounts stated for work associated with development of a
natural gas pipeline for the fiscal year ending June 30, 2011:

APPROPRIATION
DEPARTMENT AND COMPONENT AMOUNT
(1) Administration
Alaska Oil and Gas Conservation Commission 1,150,900
(2) Law
Oil, gas, and mining 2,500,000
(3) Natural Resources
Gas pipeline implementation 4,217,500
(4) Revenue
Tax Division 1,100,000
Natural gas commercialization 1,550,000

Legistative Fiscal Analyst Comment: In FY09, the legislature consolidated oil and gas
!developmem Junding requests in the Office of the Governor, with direction fo dr’st‘ributel
the one-time funding of $7.3 million GF to the Departments of Labor and Workforce
Development Natural Resources, Law, and Revenue as needed for work associated w:th
the Natural Gas Pipeline. Consolidation was intended to increase flexibility while easmg
the process of tracking statewide gasline appropriations. Although the Governor’s Offi ice
distributed money at the beginning of the fiscal year (vather than on an as-needed basis
’as the legislature intended), the wisdom of a consolidated appropriation was
demonstr;area‘ when the Department of Law transferred $550.0 to the Departinent of
‘Revenue.

Legislative Fiscal Analyst Recommendation: Consolidate gasline
Iappropriations (including those in section 16(f)). Make a single
appropriation to the Office of the Governor, with direction to distribute the
money to the Departments/allocations and for the purposes listed. Include
the estimated allocations to various Departments as information.

* Sec. 20. FEDERAL AND OTHER PROGRAM RECEIPTS. (a) Federal receipts, designated
program receipts as defined in AS 37.05.146(b)(3), information services fund program receipts as
described in AS 44.21.045(b), Exxon Valdez oil spill trust receipts described in AS
37.05.146(b)(4), receipts of the Alaska Housing Finance Corporation, receipts of the Alaska
marine highway system fund described in AS 19.65.060(a), receipts of the University of Alaska
as described in AS 37.05.146(b)(2), and receipts of the Alaska Fire Standards Council described
in AS 37.05.146(b)(5) that are received dunng the fiscal year ending June 30, 2011, and that
exceed the amounts appropriated by this Act, are appropriated conditioned on compliance with
the program review provisions of AS 37.07.080(h).

(b) If federal or other program receipts as defined in AS 37.05.146 and in AS
44.21.045(b) that are received during the fiscal year ending June 30, 2011, exceed the amounts
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