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June 23, 2016

The Honorable Bill Walker
Governor of the State of Alaska
Office of the Governor

P.O. Box 110001

Juneau, AK 99811-0001

Re: Ability to surrender the State’s taxing power
Dear Governor Walker:

You asked whether the State of Alaska, by legislation or contract, can bind the
State to a tax structure for a proposed Alaska North Slope liquefied natural gas project
and thereby prevent future legislatures from amending that tax structure. The short
answer is that it cannot. Under article IX, section 1 of the Alaska Constitution, the
sovereign power of taxation cannot be completely surrendered by an irrevocable
legislative tax structure or contract.

ANALYSIS

Whether the State may bind future legislatures to a tax structure and prevent any
future changes to that tax structure turns on the interpretation of article IX of the Alaska
Constitution. Article IX’s provisions must be understood as a response to U.S. Supreme
Court decisions holding that a state’s surrender of its taxation power is binding and
enforceable against future legislatures. Under these decisions, once a state’s legislature
had granted a tax exemption to a favored industry, the exemption was held contractually
binding, severely hampering future legislatures’ power to meet their states’ changing
financial needs. With this danger in mind, the drafters of Alaska’s constitution wrote
article IX to expressly prohibit the surrender of the State’s taxing power and to allow the
suspension or contracting away of the power of taxation through tax exemptions granted
only by “general law.” The text and history of article IX make clear that no legislature or
administration can create a permanent tax exemption. Rather, any tax exemption that is
granted can always be amended or repealed by a future legislature at any time.
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L State constitutional provisions that prohibit surrender of the taxing
power, like Alaska’s, were drafted to ensure that states retain the
power to change their tax policies without running afoul of the federal
constitution’s contract clause.

The contract clause of the federal constitution provides that “[n]o state shall . ..
pass any . . . law impairing the obligation of contracts.”’ This clause was intended to
“remedy a particular social evil—the state legislative practice of enacting laws to relieve
individuals of their obligations under certain contracts.” Under this clause, states are
prohibited from eliminating vested rights arising out of their contracts with private
parties.’ For purposes of the contract clause, “contracts” include statutes “when the
language and circumstances evince a legislative intent to create private rights of a
contractual nature enforceable against the State.” One of the powers a state may
contractually limit, if it does so in clear and unequivocal terms, is the power to tax.’

The federal constitution’s protection of contractually granted tax exemptions—and
its resulting limitation on a state’s ability to change tax policies—Iled many states,
including Alaska, to adopt constitutional provisions designed to prevent surrender of the
state taxing power.’ These provisions ensure that while states can create tax exemptions,
the exemptions can be repealed or amended by future legislatures, thereby protecting

3 U.S. Const. art. I, § 10.

i} Allied Structural Steel Co. v. Spannaus, 438 U.S. 234, 256 (1978).
: Trustees of Dartmouth Coll. v. Woodward, 17 U.S. 518 (1819).

o United States Trust Co. v. New Jersey, 431 U.S. 1, 18 (1977).

d See Merrion v. Jicarilla Apache Mountain Tribe, 455 U.S. 130, 148 (1982)
(“[T]he government’s power to tax remains unless it has been specifically surrendered in
terms which admit of no other reasonable interpretation.”); Jefferson Branch Bank v.
Skelly, 66 U.S. 436, 446 (1861) (stating that sovereign powers, including the right of
taxation, can only be surrendered when “surrender has been expressed in terms too plain
to be mistaken”).

. E.g, Ariz. Const. art. IX, § 1 (“The power of taxation shall never be surrendered,
suspended or contracted away.”); Ga. Const. art. VII, § 1(1) (“The state may not suspend
or irrevocably give, grant, limit, or restrain the right of taxation and all laws, grants,
contracts, and other acts to effect any of these purposes are null and void.”); Me. Const.
art. 9, § 9 (“The Legislature shall never, in any manner, suspend or surrender the power
of taxation.”); Mich. Const. art. 9, § 2 (“The power of taxation shall never be
surrendered, suspended or contracted away.”). Similar provisions can be found in state
constitutions for Minnesota, Montana, New Jersey, New York, Idaho, and Texas.
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maximum flexibility and authority to revise tax policies to meet changing economic
conditions. Courts have routinely held that these constitutional provisions prevent the
creation of irrevocable, permanent tax exc:mptions.7 As a result, when a state enacts a
constitutional prohibition against surrendering the power to tax, it allows successive
legislatures to change tax policy without running the risk of violating the federal contract
clause.

d See e.g., Sheehy v. Pub. Emps. Ret. Div., 864 P.2d 762, 766 (Mont. 1993) (stating
that state constitution “prohibits the state from surrendering or contracting away the
power to tax” and “the state cannot promise any group of taxpayers that it will never tax
them”); Parrish v. Emps' Ret. Sys., 398 S.E.2d 353, 354 (Ga. 1990) (stating that “since
1877, the Georgia General Assembly has had no power to grant an irrevocable tax
exemption” or contract away the right to tax, and all parties are charged with knowledge
of these constitutional limitations on the legislature); Blair v. State Tax Assessor,

485 A.2d 957, 960 (Me. 1984) (stating that even if a tax exemption was “a contractual
right of state employment, the legislative grant of such a right would violate the Maine
Constitution, which states: ‘The Legislature shall never, in any manner, suspend or
surrender the power of taxation.’”); Roosevelt Raceway, Inc. v. Monaghan, 174 N.E.2d
71, 77 (N.Y. 1961) (holding that the constitution “prohibits any attempt to contract away
the power of taxation unless sanctioned by the people themselves” through constitutional
amendment); Switzer v. Phoenix, 341 P.2d 427, 431 (Ariz. 1959) (holding that “Art. IX,
§ 1, was adopted for the purpose of restricting the legislature's right to alienate the power
to tax anything and all persons. The prohibition is against the irrepealable grant of
immunity from taxation . . . [It] is a prohibition against the surrender or relinquishment of
the right to impose a tax.”).
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II. The Alaska Constitution prohibits surrender of the power of
taxation but allows tax incentives that are subject to change by
future legislatures.

Article IX of the Alaska Constitution must be interpreted against this backdrop
and consistently with similar provisions in other states’ constitutions that preclude a
legislature from binding the hands of its successors.® The Alaska Constitution—in article
IX, section 1—specifically provides that “[t]he power of taxation shall never be
surrendered,” and only allows it to be “suspended or contracted away” as provided in that
article.” Article IX, section 4 allows tax exemptions to the State and its political
subdivisions, and for non-profit religious, charitable, cemetery, and educational purposes
as provided by the legislature in state law. In addition, the legislature can grant “[o]ther
exemptions of like or different kind . . . by general law.”'® Read together, sections 1 and 4
allow the legislature to suspend or contract away the power of taxation by general law but
not to surrender the power to tax. The legislature’s suspension or contracting away of the
taxing power through tax exemption by general law cannot be permanent or irrevocable
by a future legislature. The power to taxis specifically preserved by the state constitution
for future legislatures."!

s See decisions, supra note 11.

¢ Alaska Const. art. IX, § 1 (“The power of taxation shall never be surrendered. This
power shall not be suspended or contracted away, except as provided in this article.”).

i Alaska Const. art. IX, § 4. A general law addresses a matter of statewide concern,
and would be applicable statewide and for a public purpose, as opposed to a special or
local law. See Alaska Const. art. II, § 19 (providing that “[t]he legislature shall pass no
local or special act if a general act can be made applicable™); Alaska Const. art. IX, § 6
(providing that “[n]o tax shall be levied, or appropriation of public money made, or
public property transferred, nor shall the public credit be used, except for a public
purpose”); State v. Lewis, 559 P.2d 630, 643 (Alaska 1977), cert. denied, 432 U.S.

901 (1977) (stating that general law addresses a matter of statewide concern); Baxley v.
State, 958 P.2d 422, 430-31 (Alaska 1998) (finding that legislation modifying certain oil
and gas leases was valid under section 19 because of the leases’ unique nature and the
substantial relation to legitimate state purposes); 4brams v. State, 534 P.2d 91, 94
(Alaska 1975) (stating that the question of whether legislation is general is determined by
whether it is reasonably related to a matter of common interest to the whole state).

""" This reading of article IX is further supported by the Alaska Constitution’s
prohibition against laws “making any irrevocable grant of special privileges or
immunities.” Alaska Const. art. I, § 15. In addition, as a general matter, the Alaska
Supreme Court has held that a legislature cannot bind future legislatures. See Ross v.
State, Dep't of Revenue, 292 P.3d 906, 915 (Alaska 2012) (stating that “the passage of a
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III. The framers of the Alaska Constitution intended to authorize the
legislature to grant tax incentives for economic development, while
leaving as much leeway as possible to future legislatures.

The drafters of the State constitution began with the National Municipal League
Model State Constitution language for article IX, section 1: “The power of taxation shall
never be surrendered, suspended or contracted away.”'? A report provided to the
delegates explained that the “important constitutional aspect of state taxation is the
question of limiting the legislature’s power in this field.”'* The wording of this particular
provision in the Model was intended “to prevent the state from exempting, particularly by
contract, individuals and corporations from taxation.”** The report expressed the concern
that, without providing some limitations,

[il]n granting exemptions, one legislature may bind another and
thereby lose for the state its power to tax. The exemption may, under
certain conditions, result in a contract relationship that legislatures
may not abrogate without violating the federal [contract clause]. To
avoid such difficulties, a considerable number of states have
constitutionally prohibited the surrendering or contracting away of
the taxing power.'

statute is not an assertion by one legislature that a subsequent legislature will not later
amend the statute™); see also Weiss v. State, 939 P.2d 380, 397 (Alaska 1997) (stating
that “one legislature cannot abridge the power of a succeeding legislature” and holding
that contract could not bind future legislatures); Mount Juneau Enters., Inc. v. City and
Borough of Juneau, 923 P.2d 768, 776 (Alaska 1996) (holding that a contract requiring
future legislation is unenforceable). Therefore, “[a]s a matter of law, [a person] cannot
rely on an extant law as a promise that that law will continue to have the same effect in
perpetuity.” Ross, 292 P.3d at 915. Thus, a future legislature has the sovereign power to
overrule its predecessors. And this is especially so with respect to taxes given the
constitutional convention delegates’ “recogni[tion of] the importance of preserving state
control over state revenue.” State v. Ketchikan Gateway Borough, 366 P.3d 86, 92
(Alaska 2016) (discussing the Alaska Constitution’s general prohibition of dedicated
funds in article IX, section 7 and upholding the authority of the legislature to require local
contributions to support public schools). The legislature’s ability to revise tax laws is a
fundamental component of preserving control over state revenues.

= Model State Constitution art. VII, sec. 700 (Nat’l Mun. League, 5™ ed. 1948).

o 3 Constitutional Studies, PAS Staff Paper IX, Vol. 3, State Finance (1955), at 2.
“ W at5.

' I at15-16.
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The Alaska delegates heeded the advice to prohibit surrendering the taxing power,
but wanted to retain the authority of the legislature to offer tax exemptions to induce
economic development.'® Initially, the Constitutional Convention Finance and Taxation
Committee tentatively adopted the phrase, “the power of taxation shall never be
surrendered.”'” At subsequent meetings the Committee discussed whether tax exemptions
should be Permitted and, if so, whether the specific exemptions should be included in
article IX.'® On December 16, 1955, the Committee had agreed on language similar to
what we have now:

Section 1. The power of taxation shall never be surrendered; and
shall never be suspended or contracted away, except as provided
herein. . . . Section 4. The real and personal property of the State
and of its political subdivisions shall be exempt from taxation under
such conditions and with such exceptions as the legislature may
direct. All or any portion of property used exclusively for non-profit,
charitable, cemetery, or educational purposes as defined by law, is
exempt from taxation. Other exemptions of like or different kind
may be granted by general law; and until otherwise provided by
law, all exemptions from taxation validly granted are retained.”

The only exceptions to the prohibition against suspending or contracting away the taxing
authority referenced in section 1 (“except as provided in this article) are contained in
section 4. No other section of article IX speaks to exemptions or other ways in which the
State’s taxing authority could be suspended or contracted away. Reading section 1 and
section 4 together, it is clear that the suspension or contracting away of the taxing power
could only be by general law.

A report accompanying the Committee’s proposal explained: “The power to tax is
never to be surrendered, but under terms that may be established by the legislature, it may
be suspended or temporarily contracted away. This could include industrial incentives,
for example.”*

16 See Minutes of Finance & Taxation Committee (Nov. 23, 1955) (“Tax incentives

were discussed. It was the consensus of the committee that tax incentives may well be
useful in Alaska, that the Constitution should therefore not prohibit them . . . .”).

17 Minutes of Finance & Taxation Committee (Nov. 17, 1955).

Minutes of Finance & Taxation Committee (Dec. 5, 1955).

= Committee Proposal No. 9 (Dec. 16, 1955) (emphasis added).

= Commentary on the Article on Finance & Taxation (Dec. 16, 1955) at 1 and 5.

18
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The Committee explained to the Convention that the language in Proposal No. 9

is aimed to assure a sound system of finance and taxation and leave
as much leeway to the state as possible and the sound practices to be
carried out in the future. Section 1 is a rather routine statement that
the power of taxation shall never be surrendered or contracted away.
The reason for . . . the addition of the words, ‘except as provided
herein’ is to remove doubt as to what we might mean later on down
in the article by providing exceptions. . . . [The last paragraph of
section 4] would allow for, among other things, a granting of tax
incentives to new industries.?’

It was noted that the Committee did not adopt the Model language or the language used
by other state constitutions for section 1; it “felt that definitely the power of taxation
should never be surrendered” but also felt “there would possibly be occasion and good
justification in the future for such things as allowing an industry-wide exemption to
encourage new industry to come in.”* The allowance in section 4 for exemptions that
may be granted by general law is to allow “for some exemption or inducement to
industries.”?

Although a Committee consultant had advised members of the committee to set

constitutional time limits for exemptions, the article’s plain language and the framers’
intent shown in the constitutional minutes render such time limits superfluous.? By
definition, exemptions “by general law” may be amended or repealed, and the “no
surrender” clause of article IX, section 1 makes clear that exemptions may not be treated
as an irrevocable contract. Because article IX expressly made exemptions subject to
amendment or repeal at any time, the framers had no need to create time limits for these
exemptions.

The history of article IX illustrates the framers’ intent to prohibit the surrendering

of the taxing power but to allow the legislature, by general law, to adopt tax exemptions
to encourage economic development in Alaska. The framers also recognized the need to
do so in a way that would not result in a binding contractual arrangement that would tie

21

22

23

24

Constitutional Convention Minutes, Day 42 (Dec. 19, 1955).

Constitutional Convention Minutes, Day 55 (Jan. 16, 1956).

Id

See Minutes of Finance & Taxation Committee (Dec. 5, 1955) at 1-3 (“[Consultant

Weldon Cooper] also advised setting a time limit [for tax incentives] constitutionally.”).
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the hands of future legislatures. The language of article IX makes clear that the power of
taxation cannot be surrendered, and that a tax incentive or exemption “by general law”
may be amended or repealed. Nothing in the legislative history or in the plain language of
article IX supports a conclusion that the framers intended to permit tax incentives or
exemptions that could not be amended or repealed by a future legislature.

IV. Conclusions by former attorneys general regarding the State’s
ability to provide fiscal certainty are not supported by article IX’s
drafting history or plain text.

Opinions by former attorneys general who have examined the legislative history of
article IX in an attempt to support the constitutionality of long-term, irrevocable tax
exemptions have focused on aspects of the legislative history that, at best, are
inconclusive. These analyses are not supported by either the legislative history or the text
of article IX.

A 2006 formal Attorney General’s Opinion endorsing the Stranded Gas
Development Act (“SGDA”) contract® by then-Attomney General David Mérquez
concluded that the legislature could contract away its sovereign power of taxation for a
period of 30 to 45 years.2® The opinion first summarily concludes that article IX permits
the legislature to bind a future legislature by entering into an irrevocable contract.?” The
opinion then goes on to consider the history of the contract clause, noting that “[sJome
states . . . enacted state constitutional prohibitions against the surrender of the taxation
power,”?® but arguing that the framers of the Alaska Constitution “adopted instead the
unique clause in article IX giving the Alaska legislature authority to suspend or contract
away existing taxing power by providing tax exemptions by general law.”** While

2 In a 2006 memorandum analyzing the SGDA contract, Senator Hollis French
noted that Attorney General Mérquez “admitted in his remarks to the group of legislators
attending the Administration’s gas line contract presentations at Centennial Hall in
Juneau that his analysis was not a balanced view of the question of the constitutionality
of a long term tax deal, but rather was essentially a defense of the Administration’s point
of view.” Senator Hollis French, Alaska’s ‘No Surrender Clause’ and the Proposed
SGDA Contract, June 6, 2006, at 12-13.

%6 2006 Op. Alaska Att’y Gen. (May 10) (addressing the proposed Stranded Gas
Development Act contract).

7 Idatl13.
2 Id at 13-14.
¥ Idatl4.
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acknowledging that the framers were cautioned that tax exemptions could result in a
binding contractual relationship and that limiting legislative powers could retard growth,
it nevertheless asserts (without citation to any authority) that the delegates rejected this
advice.? Yet the memo’s conclusions ignore both the express prohibition against
surrendering the power to tax and the express proviso that any tax exemptions be enacted
only through “general law.”*! These two provisions must be read in harmony: exemptions
granted under article IX, section 4 cannot eviscerate the complete bar on surrender of the
taxing power found in article IX, section 1.* Irrevocable incentives of any duration
would be inconsistent with the Constitution’s prohibition against surrendering the power
to tax. And although the opinion cites minutes from the Finance and Taxation
Committee, minutes from the Constitutional Convention, and the Commentary on Article
IX in an effort to show that the framers chose to allow one legislature to “alienate” the
taxing power through binding tax contracts,** none of the authority cited actually
supports this conclusion.*

To be sure, the Mérquez opinion quotes constitutional convention minutes that
evince the framers’ intent to allow the legislature to use tax incentive to encourage
investment from new industry.’® Yet the mere fact that the framers wanted to allow tax

% Id at17-18.

3’ Senator Hollis French made this same observation in his 2006 memorandum:

“[Attorney General Marquez’s] statements ignore the plain meaning of the term ‘general
law’ in article IX, section 4, and the time limits imposed by that term. The memo does
not at any place discuss the meaning of the term ‘general law,’ despite implicitly
acknowledging the fact that ‘general law’ is the operative term.” Senator Hollis French,
Alaska’s ‘No Surrender Clause’ and the Proposed SGDA Contract, June 6, 2006, at 14.

2 Hiibschman v. City of Valdez, 821 P.2d 1354, 1363 (Alaska 1991) (requiring that
statutes must be harmonized if possible).

- See id. at 18-21 (citing minutes of the Finance & Taxation Committee;

Commentary on Article IX; Proceedings of the Alaska Constitutional Convention).

i In his 2006 memorandum, Senator Hollis French similarly points out that while

“[m]uch of the legal analysis in General Mérquez’[s] memo consists of a
noncontroversial recitation of federal law regarding the Contracts Clause and a summary
of how Alaska’s constitutional convention drafted and debated the ‘no surrender’ clause,”
“General Marquez’[s] memo . . . pushes beyond the historical record . . . .” Senator Hollis
French, Alaska’s ‘No Surrender Clause’ and the Proposed SGDA Contract, June 6, 2006,
at 13-14.

= See 2006 Op. Alaska Att’y Gen. at 18-22 (May 10) (quoting Proceedings of the
Alaska Constitutional Convention (Jan. 16-18, 1956)).
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exemptions does not mean that the framers wanted these exemptions to be irrevocable.
Thus minutes showing a desire to encourage “new industry” or “outside capital” cannot
override the plain language of article IX, which prohibits surrender of the taxing power.*®

Finally, the Méarquez opinion notes that the Finance and Taxation Committee was
advised to adopt a time limit for tax exemptions®’ but ultimately did not provide a
durational limit for exemptions.”® It concludes that the framers “deliberately rej jected
putting parameters around what would constitute a temporary tax incentive,” and thus a
tax contract that binds future legislatures for up to 45 years would be permissible. *°
Again, this conclusion is contrary to the plain text of article IX, which states that the
power of taxation shall never be surrendered, and that tax exemptions may be provided
“by general law.” A better explanation for the absence of a durational limit in article IX is
that no such limit was required. The framers had determined that exemptions “may be

= In a 60-page memorandum regarding the State’s authority to enter fiscal contracts

(an earlier version of which Attorney General Méarquez appears to have been familiar
with), BP senior counsel and former Alaska Department of Revenue commissioner Tom
Williams also draws conclusions that are not supported by the extensive constitutional
history he cites. For example, Williams points to a sentence deleted by the framers to
support his conclusion that the framers intended to allow binding fiscal contracts. On
December 6, 1955, members of the Committee on Finance and Taxation agreed to delete
the following sentence from the end of article IX, section 4: “Exemptions from taxation
may be allowed, altered or repealed.” Memo dated November 22, 1955 from Committee
on Finance & Taxation materials. Citing the deletion of that sentence, Williams argues
that the framers “affirmatively delet[ed] the very language . . . that would have reserved a
power to ‘alter[]or repeal[]’ any tax exemption even when it was contractually based.”
The State of Alaska’s Legal Authority to Enter Contracts to Limit or Lock-In Taxes for a
Particular Project or Industry, Tom Williams, April 16, 2015, at 19. A far better
explanation for the deletion of the sentence is that it was superfluous. Two sentences
before the deleted sentence was the following sentence, which remained: “Exemptions
from taxation may be granted only by general laws.” This, together with the “no
surrender” clause, made clear that exemptions from taxation (whether through suspension
or contracting away of the taxing power) may be allowed, altered or repealed.

" See Minutes of Finance & Taxation Committee (Dec. 5, 1955) at 1-3 (“[Consultant
Weldon Cooper] also advised setting a time limit [for tax incentives] constitutionally.”).

- 2006 Op. Alaska Att’y Gen. at 21 (May 10) (“In spite of Dr. Cooper’s urging, the
committee chose not to adopt a specific durational limit for tax exemptions for the
express purpose of avoiding constitutional questions.”).

% 2006 Op. Alaska Att’y Gen. at 20-21 (May 10).
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granted by general law,” and general laws may be repealed at any time.*® This does not
mean that the legislature cannot provide a tax exemption for a specific duration or
authorize a tax exemption by contract. But because of the “no surrender” clause, a
taxpayer can only rely on such exemptions until they are amended or repealed.

A 2007 letter by then-Attorney General Talis Colberg to Senator Hollis French
and Representative Jay Ramras also concluded that the Alaska Gasline Inducement Act
(“AGIA”), which offered a ten year production tax exemption to parties that committed
gas in the first binding open season, would constitute a constitutionally permissible
binding tax contract. The letter begins by rejecting the Marquez opinion’s conclusion that
the SGDA contract would be constitutional under article IX.*! But the letter then
concludes that AGIA, which was much more “narrowly focused” than SGDA and took “a
specific and limited approach to reducing the potential for production tax changes for
parties that commit their gas to the pipeline licensed under [AGIA],” was “consistent
with the State’s past practices and the Alaska Constitution.”* The letter argues that
section 4 provides authority for the legislature to set a tax exemption by contract and that
“[w]ithout this authority, the clause ‘except as provided in this article’ would have no
meaning.”* The letter thus suggests that the legislature can “by general law” create a
binding contract. Yet this interpretation, like that of the 2006 Mérquez opinion, ignores
the “no surrender” clause of section 1.* Finally, Attorney General Colberg clarifies the
distinction between AGIA, which he believes is a permissible tax contract under article
IX, and SGDA, which went too far:

While I believe that the Alaska Constitution provides some limited
mechanism for industrial incentives through binding tax exemptions,

» To conclude that the framers intended to allow for tax contracts that could not be

amended or repealed yet provided no time limit for such contracts is also contrary to the
clear record that the framers were warned about and discussed the dangers of alienation
of the taxing power through exemptions and were advised to set a time limit
constitutionally. See Minutes of Finance & Taxation Committee

(Nov. 21, 1955) (“Tax exemptions and the alienation of taxing power were discussed at

length.”).
4 Letter from T. Colberg to Sen. H. French and Rep. J. Ramaras, at 1
(March 13, 2007).

2 Id at2.
s Id at3.
44

And, as discussed previously, an interpretation that would not render superfluous
the “except as provided in this article” as it relates to the “contracted away” portion of
section 1 is that the legislature may enter into non-binding contracts.
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in my view former Attorney General Mérquez’s opinion on this
topic, while thorough and well researched, reached too far in its
conclusion that the SGDA contract would survive constitutional
scrutiny. Rather, the most likely and defensible interpretation of Art.
IXis that a legislature may agree to some binding tax treatment such
as proposed in the AGIA, which is limited to exemptions, is llmxted
in duration, and demonstrably serves an important public purpose.*’

Like the Mérquez opinion, the Colberg letter fails to address the definition of “general
law” and ignores the “no surrender” clause of section 1. In doing so, it incorrectly
concludes that the legislature may enter into binding tax contracts by general law. While
the letter correctly concludes that SGDA was not supported by the constitution, it offers
no support for its conclusion that binding tax treatment would be permissible if it was
limited to exemptions, limited in duration, and demonstrably served an important public

purpose.

Finally, both the Marquez opinion and the Colberg letter point to industrial
incentive acts that were enacted before and after the adoption of article IX to support
their conclusions that the framers intended to allow the legislature to provide binding tax
incentives “that were contractual in nature.”* Between 1949 and 1968 there were three
industrial incentive acts, each providing for up to ten years of tax incentives.*’ Although
some of these acts indicate that they were intended to be contractual in nature,*® nothing

4 Letter from T. Colberg to Sen. H. French and Rep. J. Ramaras, at 4
(March 13, 2007).

- 2006 Op. Alaska Att’y Gen. at 16-17 (May 10) (“Indeed, immediately before and
after the constitutional convention, both the Alaska territorial and state legislatures
adopted industrial incentive acts providing tax exemptions and other incentives to
businesses investing in Alaska that were considered contractual in nature. Several
delegates to the convention were members of the legislature when these acts were
enacted.”); 2007 Letter from T. Colberg to Sen. H. French and Rep. J. Ramaras, at 3
(March 13, 2007) (“In fact, the legislature has on several occasions previously provided
statutory tax exemptions that were described as having the force of contracts.”).

47 Ch. 10, SLA 1949; AS 43.25.010 and 040; AS 43.26.020 (Repealed § 63 ch. 37
SLA 1986).

o The Alaska Property Tax Act of 1949 constituted “a contract between the [local]
taxing unit, and the owner of the property.” H.B. 43, § 2, approved March 16, 1953. The
Alaska Industrial Incentive Act of 1957 provided for a ten-year tax exemption certificate
that, if granted, was deemed binding and in full force and effect upon the terms set for the
period granted. AS 43.25.010 ef seq. The Alaska Industrial Incentive Tax Credits Act of
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in these acts stated that they were not subject to amendment or repeal. In addition, the
only act adopted after the ratification of article IX—the 1968 Alaska Industrial Incentive
Tax Credits Act, which allowed for the granting of tax credits that could be used for a
period of up to ten years—was never challenged in court. There is therefore no evidence
that the Act was constitutional under article IX. That these acts provided for tax
exemptions for up to ten years is immaterial. As discussed earlier, the legislature is free
to grant a tax exemption by general law for a specified duration, but that exemption will
be subject to amendment and repeal.

An apparent flaw in the opinions that suggest a long-term, irrevocable tax
exemption would be permissible under article IX is their failure to address the definition
of the term “general law” and the significance of that definition when read in concert
with the “no surrender” clause. Article IX provides (and the framers intended) that tax
exemptions not already provided for in article IX may be granted “by general law.” As
such, any temporary suspension or contracting away of the taxing power “by general
law” would be subject to amendment or repeal by a future legislature. When read in
concert with the “no surrender” clause of section 1, it is also clear that a general law
authorizing a contract or a general law treated as a contract would also be subject to
amendment or repeal.*’ There is nothing in the constitutional history that supports a
conclusion that the framers intended to permit one legislature to provide tax exemptions,
either through general law or contract, that a future legislature could not amend or repeal.

1968 granted a tax credit “effective for a period . . . not to exceed 10 years from the date
of the grant . . ..” AS 43.26.010(a).

= This is consistent with the Alaska Supreme Court’s interpretation of article IX. In
Atlantic Richfield Co. v. State, 705 P.2d 418, 438 (Alaska 1985), the court, citing article
IX section 1, stated: “In entering into the [oil and gas] leases the state could not, and did
not, contract away its power as a sovereign to tax income earned in the state.” It is also
the opinion provided by Legislative Counsel Don Bullock in a 2006 memorandum to
Representative Les Gara, in which Mr. Bullock concluded: “In my opinion, a contract
provision limiting the level of a tax is more likely than not contrary to art. IX, sec. 1 and
is not within the exceptions in art. IX, sec. 4. . . . Article IX, sec. 4 provides for
exemptions from tax provided by law. In other words, exemptions may be enacted by the
legislature (and repealed or amended by a subsequent legislature), but there is no
authority in the Constitution of the State of Alaska to suspend the power of the state to
tax in a contract between the state and a taxpayer. . . . A suspension or exemption may be
amended or repealed by a subsequent legislature or an initiative under the power to tax.”
Memorandum regarding “Contracting away the power of taxation” from D. Bullock to
Rep. L. Gara, May 18. 2006, at 1, 4, 6.
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V.  Past fiscal certainty proposals are inconsistent with the framers’
intent and are not permitted by article IX.

The various fiscal proposals made by oil and gas producers (“producers™) over the
years in an attempt to obtain fiscal certainty from the State of Alaska prior to committing
to produce North Slope natural gas have not proposed fiscal certainty through revocable
tax exemptions by general law to encourage new industry. Proposals to irrevocably
suspend or contract away the state’s taxing power to benefit specific companies in an
established state industry are neither authorized by the plain language of article IX nor
consistent with the delegates’ purpose in allowing tax exemptions.

The commentary that accompanied article IX provides the only direct explanation
of what the framers intended when drafting article IX:

The power of taxation is never to be surrendered, but under terms
that may be established by the legislature, it may be suspended or
temporarily contracted away. This could include industrial
incentives, for example. . . . The legislature is authorized to make
further tax exemptions to encourage, among other purposes, new
industry, and all valid current exemptions are continued.’

When Finance and Taxation Committee Secretary Barrie White presented the
commentary to the Convention on December 19, 1955, he stated the following regarding
Sections 1 and 4:

Section 1 is a rather routine statement that the power of taxation
shall never be surrendered or contracted away. . . . Section 4 deals
with exemptions from taxation, most of it is pretty standard . . . .
And then in the last paragraph of that section it provides that other
exemptions may be provided by general law. This would allow for,
among other things, for a granting of tax incentives to new
industries.”!

The plain text of article IX, the accompanying commentary, and the explanation provided
by Secretary White at the Convention emphasize three things: that the power of taxation
could never be surrendered, that exemptions “of like or different kind” than those

o Commentary on the Article on Finance & Taxation (Dec. 16, 1955) at 1 and 5.

51 Constitutional Convention Minutes, Day 42 (Dec. 19, 1955).
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enumerated in section 4 could be provided by general law, and that the founders intended
for those exemptions to be used as incentives for “new industries.”

Previous Attorneys General have concluded that providing tax incentives for a
natural gas project would be consistent with what the framers intended because it would
encourage resource development,* or serve an “important public purpose.” For
example, Attorney General Marquez cited Article VIII’s mandate to develop the state’s
gas for the maximum benefit of the citizens of Alaska to support his conclusion that the
Stranded Gas Development Act contract was constitutionally permissible.>* But the
constitutional history of article IX makes clear that the intent was to provide industry-
wide incentives to new industries not yet in Alaska,* not tax relief to specific companies
within an industry that has been established in the State for decades. *°

= In his 1998 SGDA bill review, Attorney General Botelho noted that the legislature
has passed “comparable measures to encourage industrial development in the past,” and
suggested that the Kenai LNG plant “might never have been built” without the tax
advantages of former AS 43.25. Bill Review of SCS CSHB 393(FIN), at 4

(May 29, 1998). Again, past examples of unchallenged tax incentives do not support a
conclusion that such measures are constitutional under article IX.

» Letter from T. Colberg to Sen. H. French and Rep. J. Ramaras, at 4
(March 13, 2007).

- Attorney General Mérquez avoided addressing whether the proposed Stranded Gas
Development Act contract was a permissible industrial incentive based on the
constitutional history of article IX and instead looked to article VIII: “The proposed
[Stranded Gas Development Act] Contract is consistent with article VIII’s mandate to
develop the state’s gas for the maximum benefit of Alaska citizens and fits within the
parameters of sections 1 and 4 of article IX. Commentary by the delegates regarding
article VIII makes it clear that all saw it as allowing for the development of the state’s
vast resources to benefit future Alaskans.” 2006 Op. Alaska Att’y Gen. at 25 (May 10).

5 See, e.g., Constitutional Convention Minutes, Day 55 (Jan. 16, 1955)(“[W]e did
feel that there would possibly be occasion and good justification in the future for such
things as allowing an industry-wide exemption to encourage new industry to come in and
that is the reason for the particular wording there. . . . [A]nd this . . . is the provision that
allows for some exemption or inducement to industries or similar things.”).

- In his 2006 memo to the legislature, Senator Hollis French provided a quote from

Vic Fisher who concluded the same: “Given the constitution’s history, it is totally
inconceivable that the framers of Alaska’s constitution would have meant the [‘no
surrender’ clause] to include surrender of its power of taxation over the petroleum
industry that already exists and is so established that it provides 80-90% of general fund
revenues. Industrial incentives of that scale and scope just didn’t exist and would defy
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Moreover, proposals like the SGDA far exceed the tax incentives of general
applicability envisioned by the founders. Under SGDA, the State entertained providing
tax exemptions through a statute authorizing a fiscal contract that would have been
authorized by the legislature and signed by the governor. The SGDA contract would have
provided up to 45 years of tax incentives by exempting Exxon, ConocoPhillips, and BP
from certain state and municipal taxes. Though authorized by statute that was general on
its face, the SGDA contract applied only to three established producers with large oil and
gas reserves. The contract, which proposed to fundamentally alter the tax structure of the
State of Alaska for up to 45 years for three specific producers, was therefore inconsistent
with the proviso that tax exemptions be conferred by “general law,” had nothing to do
with “new industries,” and thus could not be a valid tax exemption under article ;>
Even Attorney General Colberg, who defended AGIA as a permissible tax exemption
under article IX, concluded that the SDGA was not constitutionally permissible: “I do not
believe that a contractual lock-up of the state’s fiscal system and other elements of state
sovereignty for over three decades is either in the public’s interest or supported by Art.
IX, Sec. 1 of the Alaska Constitution.”*®

logic.” Senator Hollis French, Alaska’s ‘No Surrender Clause’ and the Proposed SGDA
Contract, June 6, 2006, at 7 (quoting Vic Fisher Testimony submitted at June 3, 2006
Alaska Gas Pipeline Public Hearing, Anchorage, Alaska, page 4-5).

o In a 1998 bill review concerning the SDGA, Attorney General Bruce Botelho
noted that the SGDA as drafted did not bind future legislatures and indicated that it
would have been unconstitutional had it purported to do so: “The [SGDA] raises the
‘surrender of the taxing power’ question because it contemplates development of a long-
term contract that reflects the fiscal terms applicable to the sponsors of a stranded gas
project. The legislation itself, however, is not unconstitutional under art. IX, because it
does not purport to bind future legislatures. Instead, it merely authorizes the
commissioners of revenue and natural resources to develop appropriate contract terms. . .
. Even if [legislative] authorization is given, the legislature may expressly provide that
the contract’s fiscal terms are binding only so long as no future legislature decides to
exercise the taxing power in a different way. In other words, the ‘surrender of the taxing
power’ issue may never arise.” Bill Review of SCS CSHB 393(FIN), at 3

(May 29, 1998).

8 2007 Letter from T. Colberg to Sen. H. French and Rep. J. Ramaras, at 1

(March 13, 2007). Former Assistant Attorney General Jack Griffin, now counsel] at
ConocoPhillips, also concluded that such a contract would be unconstitutional in a
PowerPoint presentation provided to the legislature in 1998: “A contract that prohibits
future legislatures from amending or repealing tax exemptions or from imposing new tax
obligations upon an individual or corporation, is a surrender of the taxing power that is
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Nor can the “no surrender” and “general law” provisions of article IX be
circumvented through alternative fiscal certainty mechanisms.>® For example, an
agreement between producers and the State wherein the State or a political subdivision
would agree to reimburse the producers for any increases in taxes that occurred during a
specified period would be a clear evasion of the prohibition against the surrender of the
power of taxation in article IX. By agreeing to compensate producers for tax increases
through a reduction in state revenues, the legislature would, in effect, be agreeing to
surrender its power of taxation.®

In contrast to the SGDA contract, the AGIA provided a production tax exemption
by general law for the first ten years of operation for parties that committed gas to the
pipeline in the first binding open season.®! In his 2007 letter to legislators, Attorney
General Colberg incorrectly suggested that the tax incentives under AGIA would be
“binding,” writing: “a legislature may agree to some binding tax treatment such as
proposed in the AGIA, which is limited to exemptions, is limited in duration, and
demonstrably serves an important public purpost.e.”62 But AGIA did not purport to bind
future legislatures and would have been subject to amendment and repeal. An industry-
wide tax exemption by general law to induce outside investment or new industry that is

prohibited by Article IX, Section 1 of the Alaska Constitution. To the extent the
legislature may ‘contract away’ the taxing power, it may do so only by general law,
which is to say that the ‘contract’ is subject to repeal or modification by any future
legislature.” Jack Griffin PowerPoint slides attached to March 27, 1998 letter from Jack
Griffin to Representative Terry Martin, at DOL_005967.

B Attorney General Méarquez suggested that a payment in lieu of taxes would be

more defensible than traditional industrial incentive acts, writing: “Moreover, unlike the
earlier Incentive Acts, the proposed SGDA contract requires continuous payments in lieu
of taxes, not a complete exemption from payment of taxes.” 2006 Op. Alaska Att’y Gen.
at 24 (May 10). A binding contract authorizing a payment in lieu of tax would still
constitute a surrender of the taxing authority and would therefore violation article IX.

i In his 2007 letter to members of the Alaska Legislature, Attorney General Colberg
wrote that such provisions in the SGDA, including proposed indemnification of tax
payments made by North Slope producers and offset of tax payments directly against
state royalty revenues, were “antithetical to state sovereignty.” 2007 Letter from T.
Colberg to Sen. H. French and Rep. J. Ramaras, at 2 (March 13, 2007).

“ AS 43.90.320.

- Letter from T. Colberg to Sen. H. French and Rep. J. Ramaras, at 4 (March 13,
2007).
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subject to amendment or repeal is the only form of fiscal certainty currently permitted by
article IX.

CONCLUSION

The Alaska Constitution unequivocally prohibits the State from surrendering its
power of taxation. However, the State can suspend or contract away the power of taxation
as specifically allowed in article IX. Section 4 of that article allows the legislature to
enact general laws for tax exemptions. While the Alaska Supreme Court has not yet
addressed this question, this limited power to create tax exemptions must be harmonized
with the prohibition against surrender of the taxing power. As such, the State cannot
under the constitution as now written—by contract or by legislation—create a permanent
tax structure. Therefore, any contract or suspension of taxing power through a general
law is subject to repeal or amendment by future legislatures, and cannot be binding under
the contract clause. A general law or contract that purported to prohibit the legislature
from changing tax terms in the future would be unconstitutional.

Sincerely,

Craig W. Richards
Attorney General



Department of Natural Resources

June 28, 2016

The Honorable Cathy Giessel

Chair of the Senate Resources Committee
Alaska State Capitol
Juneau, Alaska 99801-1182

The Honorable Benjamin Nageak and Dave Talerico
Co-Chairs of the House Resources Committee
Alaska State Capitol

Juneau, Alaska 99801-1182

Dear Senator Giessel and Representatives Nageak and Talerico:

The Department of Natural Resources (DNR) in consultation with the Department of Revenue (DOR) submits the
following written report in accordance with Section 77 of Senate Bill 138 (SB138), Chapter 14 SLA 14.

Following the October 2015 Special Session legislative authorization for the State of Alaska to exercise its rights
to terminate the Precedent Agreement (PA), DNR executed a Purchase and Sales Agreement (PSA) on November
18, 2015, which terminated the PA effective November 24, 2015, and resulted in the State’s acquisition of
TransCanada Alaska Midstream Limited Partnership (TAMLP). Under the terms of the PSA, TransCanada (TC)
delivered to the State of Alaska (SoA) an Initial Cost Report where the aggregate amount payable at closing was to
be $64,590,000, which was TC’s estimate of the Termination Amount, Post-Termination Costs and Interest Costs
as of November 24, 2015.

Under the terms of the Purchase and Sale Agreement, DNR and DOR conducted a review of the Final Cost Report.
The DNR hired international accounting firm Emst & Young (EY) to perform the review of the charges, costs and
expenses included in the value paid to TC under the terms of the PSA. TC submitted the Final Cost Report to the
State on January 15, 2016, which provided a summary of the actual costs incurred by TC for the Alaska LNG
(AKLNG) Project. Those costs amounted to $64,367,651. The objective of the review was to present any findings
as they relate to the makeup of the Final Cost Report value and deviations from the contractual language outlined
in the Precedent Agreement.

The review completed satisfactorily by EY confirmed a Contribution Overpayment of $222,349 between the
estimated expenditures reported in the Initial Cost Report versus the actual expenditures included in the Final Cost
Report for expenditures from January 1, 2014 through January 15, 2016. Minor audit adjustments were concluded,
resulting in an adjusted reimbursement to the SoA for $216,615 (excludes interest).

Total Reviewed and Reimbursed Costs

TransCanada’s actual expenditures for January 1, 2014 through January 15, 2016, totaled $64,373,387, and can be
broken down as follows:

NORTH SLOPE GAS COMMERCIALIZATION OFFICE
AKLNG PROJECT OFFICE

SSOW 7™ Ave. Suite 1400

Ancborage. AK 99501

Main: 907.269.843)

Fax: 907.269.8918
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a. A total of $61,869,579 on a cash basis, which includes cash calls related to the AKLNG Project and
development costs associated with development and negotiation of agreements and regulatory activities.
b. A carrying cost' of $2,503,808.

Total Audited Reimbursable Costs to TransCanada (in USS)

CSA (Jan. 1- PRE-FEED (July 1, TOTAL
Jun 30, 2014) 2014-January 15, 2016)
AKLNG Cash Calls and $9,724,326 $55,918,436 $65,642,762
TC Development Costs
Less: AGIA Reimbursement ($3,773,183) ($3,773,183)
Carrying Cost $2,503,808
TOTAL Audited $64,373,387
Reimbursable Costs

TransCanada Reimbursement to the State

TransCanada and the State agreed with EY’s findings of the final cost review report submitted to the State. The
state over contribution amount confirmed was $216,615.

TransCanada Reimbursement to the State (in US$)

Closing Estimate Paid to TC - Nov 2015 ($64,590,000)
Audited Reimbursable Costs $64,373,387
Difference (excludes interest) $216,61%8

Per the PSA, interest shall be payable and shall accrue daily from the closing date until the date of payment. The
total interest amounted to $1,968, for a total reimbursed to the State of $218,583. The TC fund transfer to the SoA
took place on April 19, 2016, and the amount was returned to the General Fund.

If we can be of further assistance, please do not hesitate to contact us directly.
Sincerely,

Dbt do

Acting Commissioner, DNR

CC: Randy Hoffbeck, Commissioner, Department of Revenue
Dona Keppers, Deputy Commissioner, Department of Revenue
Keith Meyer, President, Alaska Gasline Development Corporation
Darwin Peterson, Legislative Director, Office of the Govemor

1 Carrying Cost Calculation as defined in the Alaska Midstream Services Precedent Agreement (Redacted) Schedule A, means the calculation of
interest on a particular cost or expenditure forming past of the Development Costs, calculated at a rate of 7.1% per annum and compounded monthly
and accruing daily. Such interest shall accrue, in respect of such costs or expenditures, from the later of (i) FERC Pre-Filing Date, and (ii) the 15%
day of the calendar month of the month such cost or expenditures was incurred, until the date of payment.

2 The $2 dollar difference in calculation is due to rounding.
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AGDC President Meyer

» Keith Meyer — President AGDC
* Appointed June 9; started June 15, 2016

» 35 years experience in international energy
development, including gas pipelines, gas storage,
power generation, LNG, petrochemicals, biofuels;
international LNG and gas sales.

 Former President Cheniere LNG, developer of
North America’s largest LNG receiving terminal.
AWARN

Kol oeverirecuiinihe * Originator and co-patent holder of electronic LNG
industry’s first “LNG Company cargo slot bidding system (Inggateway.com).

ey 0 mfeme o CMS Energy - VP Panhandle Pipeline, Trunkline
. LNG, became largest importer of US spot cargos.

* ANR Pipeline/Coastal Corp — Strategic Planning;
VP Marketing Empire State Pipeline

» Advisory Board Member - Houston Technology
Center

“ « Program Instructor — Rice University, Houston TX
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Objectives at AGDC

Operate as a corporation.

Every decision to be based on sound business principles.
v' Defensible,

v Stand up to challenge.
More transparency with public, legislature, market.
Cooperative relationship with producers.
Structure for third-party finance.
Secure long-term customer commitments.
Maintain 2023-2025 project in-service window.
Expand in-state gas availability.
Reestablish Alaska as an LNG leader.

AGDC will not be responsible for RIK/RIV election, state

funding or credit support, or other-agency statutory
responsibilities.
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Global LNG Trade - 2014

GLOBAL GAS PRICES IN 2014
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Alaska’s LNG Project

= Largest integrated energy cas

TREATMENT

infrastructure project.
v Gas treatment plant,
v Pipeline,

v' LNG production.

= Thousands of workers and
skilled trades.

= Reliable gas supply for new
and existing industries.

= Lowers the barriertoopenup % = Qs
the north for new exploration
and production.
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A Long History

= Alaskan LNG has a long

= Need to change the

= Cyclical industry.
= Prepare in the downturn,

4 MoltibilBon delier project
history with a typical i
paradigm:

v Demand heats up,

v Project ramps up,
v Demand captured by others,

SEn= S mEee pEven = S

A R DR A N T 0L

ckel pusing plan 1 tp Prodhos Bay gos

) =

v’ Project ramps down.

(U.S. dollars a miuliton metric British thermal units)

paradigm.

to capture the upturn.

Prepare for the inevitable.

= Natural gas, EU = LNG, Asia Natural Gas, U.S.
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Confidence in Mission

(U.S. dollars a million metric British thermal units)
= Prepare in the downturn, — Natwalgas.EU  —— LNG,Asia Natural Gas. US.
to capture the upturn.

= No need to build in the
absence of market, but
need to reduce
execution risk to
convince the market you
can build in a reasonable
timeframe when they are
ready to buy.

1?9 2001 03| 05 07 09| 11 13 Awg

4 7 14
CMS prepares for Cheniere prepares | | Cheniere and early movers
imports. for imports. prepare for exports.
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Australia as Case Study

= Australia as case study:
v Stable sovereign, N—— Biai ks 88 Srsad wrow
v' History of resource exports, 140

v Long history in LNG exports  1»
with one export project,

v’ Small domestic demand. "

=  During the 2009 downturn, s
Australia was positioning its
LNG and gas resource projects
for global competition.

a9a232822328 <
=  When the demand CYCle CaMEe  sace rcisencaromotsincass -
back, Australia was ready to
move.

= Australia will be the world’s Position in the downturn,

largest LNG supplier by next  FETIITRT RIS
year.

100

;

Mtpa = Million tons per annum = about 50 Bcf/yr.
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LNG Market Changes

= Excess supply in response to huge demand pull;

= World liquefaction capacity doubled in last 10 years (to 300 Mtpa).
=  Another 140 Mtpa under construction.
= Created soft, oversupplied market.

= High-teen LNG pricing has dropped to single digits.

Global crude oil, LNG, and natural gas prices =

$/MMBtu cia’
25 x
We are in a bear
20 market.
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LNG Market Changes

= Equilibrium expected by early 2020’s - supply needed by 2022;
= 40-100 Mtpa needed by 2025.
= QOver 800 Mtpa of projects wanting to reach fruition to meet the demand.

= Sophisticated and demanding buyers with abundant supply choices.
= Evolving contract terms: destination flexibility, reopeners, non-oil linked pricing.
= Multiple projects competing for scarce internal capital.

INGwede __.° Alaska needs to

New supply flght to be one
of the many

~180 mtpa

) S projects
competing for
Supply:

existingand  MUSVAUEILGES
under

construction
100
° ‘{’ ----------------- Mtpa = Million tons per
2000 2005 2010 2015 2020 2025 2030 _
1) Asasuming 85% utlzation of nameplate copacity 211 mipo of new liquefaction capacity would be required 5 mipa trans = 42 trains annum = abOUt 50 BCf/VI’
Scurces Chenicre intorpretation of Wood Mackenzic data (Q4 2015)
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Asia-Pacific LNG Demand

= Asian demand is the
major growth driver.

= Opportunity is to serve e Asian LNG Demand (Mtpa)
demand growth as well —
as replace expiring
contracts. e ;
200 i
= Alaska has 175 1 ]
adva_nta;lge with _ § 150
proximity and direct i
route. ;
100
75
50
25
0
2018 2020 2022 2024 2026 2028 2030
Sources: Wood Mackenzie, OECD/EIA 2014 Mtpa = Million tons per annum = about 50 Bcf/yr.
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Alaska Very Well Positioned

Alaska’s strengths can help overcome project
challenges:

= Massive proven gas = Four decades of safe, |
resources dependable LNG exports |
= Enormous undeveloped = Broad local support |

resource potential = Market proximity

= Stable sovereign

government = No technical barriers and

low technology risks
= |nstalled oil & gas

production infrastructure | | Relatively low domestic

demand
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Alaska LNG Status

= Excellent technical progress:
=  $500 million Pre-FEED reaching conclusion.
= All deliverables expected in September.
= Resource Reports being prepared for Draft 2 filing.
= FERC application by end of 2016 is a critical path item.
= Slow commercial progress:
= Low oil prices and soft LNG market create challenges.
=  Seeking alternative means to reduce cost of supply and to conduct

FEED activities.
= No consensus around starting FEED mid-2017.

AGDC sees two options:

1. Take the lead and find ways to reduce cost of delivered supply.
=  Potential increased state ownership to enable lower tax cost structure.

=  Open up project participation to broader market.
= Create project momentum in the market to facilitate offtake contracts.

2. Delay FEED, potentially delay the project.
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AGDC’s Alaska LNG Action Plan

Project sponsors intend to look at all aspects, with emphasis
on reducing total cost of delivered supply.

It is important to the State to maintain pace in order to have
an opportunity to contract for next demand pulil.

LNG market is global — multiple projects chasing the same
buyers.

All participants want to monetize the resources.

Action Plan: Work in a collaborative manner to explore
alternative concepts intended to enhance the project’s global
competitiveness. These concepts include various ownership
and financing structures and could include increased
ownership of the project by the State - and with third-party

financing.
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Equity Structure

= |n an equity structure, each party
contributes its share of capital
requirements.

Project Finance Structure

= The project sponsors put up some capital,
especially in early development.

= Maijority of funding comes from third-party
sources.

*
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Project Finance

Akash Deep
Senior Lecturer in Public Policy; Expertise % HARVAR D Ken I'ledy SCh 00[

in infrastructure finance and valuation JOHNF. KENNEDY SCHOOL OF GOVERNMENT
Harvard Kennedy School
December 1, 2005

= Project Finance involves creating a separate legal and
economic entity with the primary role of setting up an
organizational structure and obtaining the necessary
financial resources to develop and manage a project.

= The main, and crucial, distinction from conventional
corporate or public financial structures is that repayment
to debt and equity providers depends solely on the
capacity of the project to generate cash flows, with
typically no recourse to the balance sheets of the
sponsors or the resources of the government.
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Project Structure Diagram

Under a Project Finance structure, the Project Company is a special
purpose vehicle set up to hold all agreements necessary to build,

own, and operate the project.

. T ) —

input supply contract  Offuave conract

amare e | Govemment or other |
| input supplier : Offtaker 3 ,pubhcsommity_‘

Diagram courtesy of Akash Deep, Harvard Kennedy School of Government
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Trends in Infrastructure Finance

= OECD Survey (2012) — Survey of 28
institutional investors representing @//
$US1.5 Trillion of assets under =
management CD

Infrastructure investment now recognized as a distinct asset class.

= |nfrastructure projects are long-term investments that match the long
duration of pension liabilities.

= |nfrastructure assets linked to inflation could hedge pension funds
liability sensibility to increasing inflation.

= Governments have started to recognize that they need to reconsider
their approach to financing to secure new sources of capital to invest
in infrastructure.

= Developed and developing countries are in effect competing to attract
institutional investors to infrastructure.

Della Crocs, R. (2012), “Trends in Large Pension Fund
investment in Infrastructure”, OECD Working Papers on
Finance, Insurance and Private Pensions, No.29, OECD

OECD = Organization for Economic Cooperation and Development; 34 nations. Publishing.
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Required State Response

= Alaska is singularly focused on moving the project
forward in order to not miss the next demand cycle.

= To help ensure momentum, AGDC will take the lead on
project development and project marketing in compliance
with SB 138 and in consultation with DNR.

= Alaska LNG must have a higher profile to compete in the
global arena:
= Actively engage buyers.
= Solicit investors.
= Qutmaneuver the competition.

= New structures are being considered and discussed.
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Commercial Framework Concept

AGDC will form the special purpose entity that will be the
Project Company.

Project Company will have a set of overarching principles
designed to keep the project on track with competitive rates.

Project Company will engage competent technical and
commercial advisors.

Producer parties’ roles may change:

= AGDC aims to keep project participants together, although
some may choose not to invest in the next stage.

= Ability for parties to participate and exit with minimal impact
on project pace.

Project ownership may not equate to gas ownership.

DEDELOPHENTCORP.
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Commercial Framework Concept (Cont.)

= Alaska LNG (Project Company) will be a midstream
business:

* Not an extension of Prudhoe Bay or Point Thomson.

* Provides unbundled services to producers, AGDC, third
parties: GTP, Pipeline, LNG.

= | evies transparent tolls in line with midstream businesses
to clear market and maximize upstream revenues.

= Potential for alternative financing.
= Federal tax reduction options.
= | ower-cost third-party equity investors.
= Non-recourse debt to minimize financial exposure.

*
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Interface with State Agencies and Funding

= AGDC as single point of accountability for the
midstream portion.

= AGDC could become a shipper.

= |f DNR elects to take royalty in kind and agrees to
sell to AGDC.

= |f other customers desire a bundled service.

= AGDC and others will market the project as a service
provider.
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Roles of AGDC and Key State Agencies

Roles of AGDC Relative to Midstream Infrastructure

Critical Activity State Roles

Structure

Midsiir'éz;mrAgreeme'rimt; 2

Regulatory

Project Marketing

Royalty Gas Sales if Contracted

Global Presence
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AGDC'’s Alaska LNG Completion Timeline

*
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Budget Implications

ISNGP AKLNGP
Fund Fund Total
$42,900 | $64,200 | FY16 Projected Ending Balance (Prior to Legislative Adjustments) $107,100
$4,100 | Reduce LAW's $10.0 FY16 SpecSess SB3001 approp and approp to AKLNG Fund
$9,000 Change Fund Source on DNR FY16 NS Gas Commercialization Approp
(526,000) | $26,000 | Transfer from In-State Fund to AKLNG Fund
$25,900 | $94,300 | FY16 Projected Ending Balance (After Legislative Budget Adjustments SB138) $120,200
FY17 AGDC Projected Expenditures
($6,200) | (54,200)| FY17 AGDC Corporate Operating Costs (510,400
($3,500) | ($2,300)| FY17 AGDC Technical & Engineering Contract Labor ($5,800;I
(536,000)| CY16 JVA AKLNG Cash Calls - Meet SoA share of $239mm 2016 WP&B
($6,500)| CY17 JVA AKLNG Estimated Cash Calls
($6,500) FY17 ASAP SEIS Completion
(54,900) FY17 In-State Gas Delivery Work
(52,000)| FY17 Initial RSAs for DNR, DOR and LAW for project services provided AGDC
($21,100) |(S51,000)| FY17 AGDC Total Projected Spending
$4,800 $43,300 Projected Balance June 30, 2017 $48,100

*
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Summary/Conclusions

* Market conditions and lack of consensus among
participants is leading to a project slow down.

 AGDC can step into the lead in the project to maintain
momentum and focus on cost reductions through
structure and financing changes.

* Alternative venture structures could keep all participants
engaged and create flexibility to allow Alaska LNG to
compete in the mid 2020’s market window.

 AGDC will ensure Legislature is kept well informed
throughout the process.
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Questions

Keith Meyer

President

Alaska Gasline Development Corporation (AGDC)
3201 C Street, Suite 200
Anchorage, Alaska 99503
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Fueling Alaska’s Future
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Subject to change

L "

o

ConocoPhillips  Ex¢onMobil

Source Fields

Point Thomson: Deliver natural gas to GTP

Prudhoe Bay: Deliver natural gas to GTP, receive
CO, / impurities for further handling

Alaska LNG Project

Gas Treatment Plant (GTP): Clean, dehydrate,
chill and compress 3.3 BCFD of natural gas and
deliver to pipeline

Gas Pipeline: Transport 3.3 BCFD of natural gas
over 800 miles to Nikiski, with ~5 offtake points for
in-state gas delivery

Liquefaction Facility: Create, store, and load
up to 20 million tons of LNG per year (15-20 LNG
cargos per month)



Safety, Health and Environment Report:

Strong safety culture and performance — no recordable incidents in 2016

Executive Summary:
Spent $455M on Pre-FEED through May 2016 ($107M spent on Concept)
Initial design scope 91% complete, updated to reflect optimization work
Finalizing integrated project design, confirmed 95% production efficiency
Completed pipeline design analysis, confirmed 42" design basis

2016 Outlook — Complete Pre-FEED and progress EIS:
Progressing field work to support Resource Report Draft 2
Continue optimizing design to reduce project cost of supply

Complete Joint Venture Agreement (JVA) Deliverables, including cost and
schedule estimates

Key Messages:
Alaska LNG is an integrated LNG project —~ plants plus pipeline
Focus on lowest cost of supply to compete in a global market
Alignment, Risk and Cost reduction (ARC) remain key to success

-3-
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Base case design established, progressing Optimization work

Progressing key LNG deliverables
Completed contractor cost estimate and schedule for review

Developed updated LNG plot plan reflecting optimization work
Received tank design deliverables

Continuing to improve marine terminal design / operations
Finished marine transportation modeling, MOF location study
Eliminated need for service vessel facility / ice mitigation structure

Focused 2016 activity in support of Resource Reports
Soil characterization and measurement for dredging / disposal

50 onshore boreholes / 9 km seafloor mapping / 51 offshore
vibracores / 62 grab samples

Optimization Savings
v" Technical qualification of gas turbine drivers - reduced kit
v" Use of current limiters to eliminate electrical equipment
v Modularization improvements - revised layout, density
v Reduced material offloading facility size
v Evaluated alternative ice management options
v Optimized LNG storage capacity / design
v Evaluated LNG tank technology — reduced cost, schedule
v Completed layout / equipment improvements

Masine cante actos




Initial design scope complete, advancing Optimization work

Comprehensive pipeline sizing study confirmed 42” system
Completed cost / schedule impacts of 48" pipeline
42" lowers cost of supply / execution risk
42" system includes expansion capacity

Pipeline materials design and full scale testing complete
Issued compressive and tensile strain testing results
Completed strain based design optimization, ~300 mi reduction

Continued coordination with federal pipeline regulator
Finalizing pipeline documentation for FERC & PHMSA filings
Field work on water crossings, compressor stations, FERC visits

Optimization Savings
v Right-of-way gravel quantity reduced
v Reworked access road specifications
v Eliminated heater station, optimized hydraulics
v Reduced length of sections requiring strain based design
v" Continued routing cooperation / data sharing with ASAP
o Optimizing construction of pipeline segments
o Optimizing timing / order of compressor station construction
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Completed base Pre-FEED deliverables
Confirmed GTP site location / optimized layout

Progressing GTP optimization

Evaluating execution plans, sea lift schedules to reduce risk

Working module weight / design to further reduce cost

Strong coordination with PBU, PTU on key interface activities

Provide support for regulatory submittals / complete field work

Focused summer field work to support FERC requirements

Progressing engineering environmental program at West Dock

Confirm gravel and water requirements / source

Optimization Savings
Reduced total module weight / layout optimization
Electrical design - met required load with min equipment
Machinery selection — highest reliability / lowest cost
Reviewed plan utilities for optimization opportunities
Optimized field erection scope to reduce cost / risk
Streamlined project execution plan to identify lowest cost
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Increased execution certainty for labor, logistics and fabrication
Modeled supply / demand — Identified key risks / strategies

Provided consistent basis for execution, contracting, cost, schedule

Logistics:

Estimated volumes for key logistics demand including 225,000
truckloads, 40,000 railcar loads, 3,000,000 MT of ocean containers

Completed modeling of market capabilities (supply/demand)

Developed integrated strategies for people and material transport
(marine, road, air, rail), fuel (supply, storage, distribution), and
common infrastructure (roads, camps, etc).

Labor:

Developed strategies to address key labor study findings on demand
and supply / training (peak monthly labor level of 12,000 persons)

Continuing coordination with AK Dept. of Labor

Fabrication:
Modeled supply / demand to test viability of modularization program

Finalizing strategy to manage 350,000 MT fabrication scope across
qualified yards, including AK, as common basis for execution plan

Alaska

AKLNG Module Fabricati
1 (Thousand Tons)
= LNG
= GTP
= Pipeline

N B
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Continued focus on optimizing integrated project schedule to reduce cost and execution risk
Regulatory schedule has decisions points (resource reports, EIS application) requiring applicant support

Integrated schedule provides estimated durations of key project phases to start -up
Schedule serves as the basis for final JVA Deliverables




Alaska

2016 Field Work
Advancing work to de-risk project / meet FERC requirements
Leveraging key learnings to improve performance / reduce cost

Environmental Field Work Summary

. L X . . . Cultural Resource Survey (acres) 40,556 9,500
Confirming pipeline routing and siting of project facilities
Continued geotechnical / geophysical (G&G) site analysis Phase 2 Archeology (sites) 24 %

. . Stream Fisheries Investigations (#) 176 0
Continued focus on safety — successful contractor onboarding ot et @ - -
Federal Environmental Regulatory Agency (FERC) filing Paleontology (acres) 556 110

Completing final reviews of second draft Resource Reports Noise Monitoring (# sources) 19 0
Capturing stakeholder input Environmentsl Dus Dikgence { ) 154 0

Stream Hydrology (#) 78 0




holder Engagement

Key Activities in 2016:

Village and tribal outreach ongoing

Alaska Native regional and village corporation
interaction / consultation

Alaska business executive sessions in
Fairbanks, Kenai, Juneau and Anchorage

FERC agency workshop on NEPA process

Community meetings supporting pipeline
routing and field program

Community meetings and personnel in
Nikiski to support lead plant location

Regulatory engagement meetings

Traditional Knowledge, community health and ’ '
subsistence field work nearing completion -

Cultural resource advisors engaged to support
environmental studies

|
|
|
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Summary
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FEED
(Front-End

Design)

Viable Technical Option

Key Commercial Agreements
Government support

Permits / Land Use Underway
Potential Commercial Viability

Decision
to Bulld the

Project

STOP

Project work progressing well, system design and execution planning work nearly complete

Continuing to evaluate opportunities to reduce project cost of supply, increase competitiveness
Regulatory and field work progressing to support completion of Draft 2 of the NEPA Pre-File Resource Reports
Expect to complete Pre-FEED deliverables as planned in Pre-FEED Joint Venture Agreement (JVA)
Alignment, Risk, and Cost (ARC) principles remains critical to AKLNG success
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Alaska Gasline Development Corporation
FY17 Org Chart

Pipeline Engineer
04-718X
GPG EX Anchorage

Agency Coordinator

04-705X
GPA EX Anchorage

Vacant as of 6/23/16

Vice President,
Admin & Finance |

Manager, IT/IS

Marketing Manager
04-722X

GPC EX Anchorage

Manager, Accounts Risk Ma Enterprise App
Payable ag Analyst
- 04-720X —
04-724X GPC EX Anct 04-716X
GPB EX Anchorage GPB EX Anchorage
Accounting specialist] | |CO™S COMPIENCE] | | network Engineer I
04-702X — 04-715X 04-717X —
GP14 EX Anchorage GPC EX Anchorage GPC EX Anchorage
HR Assistant Network Engineer Il
04-710X 04-723X —
GP18 EX Anchorage GPC EX Anchorage
Admin Specialist
04-707X
GP16 EX Anchorage
|
Admin Assistant
04-712X
GP14 EX Anchorage

6/23/2016



AGDC Employee and Board Member Confidentiality Agreements

Conf'iazntiality Agreements sléned by Employees

AHFC Employment CA
(Signed before AGDC
established its own CA

AGDC form, or when AGDC
Employment was still AHFC's
AGDC Employee CA subsidiary) Notes

Miles Baker X X

Ravnit Basi-LaChapelle X

Melissa Boquet X X

Olena Brusuelas X X

Doreen Calahan X X

David Edwards X

Gwenda Graham X X

Callie Hagedorn X

Jennifer Howard X

Leslie "Fritz" Krusen X

Leah Levinton X X
Keith Meyer's executive
employment contract also
includes a confidentiality

Keith Meyer X provision

Timothy Montgomery X

Patricia Newman X X

Nelly Perez X

Frank Richards X X

Valerie Steele X ) 4

Bruce Tangeman X

John Wagner X X

Lieza Wilcox X

Confidentiality Agreements Signed by Board Members

Confidentialit
y
AGDC Board Member | Commitment Notes
Dave Cruz X Effective October 29, 2013

Comm. Heidi Drygas

Comm. Marc Luiken

Richard Halford

Joey Merrick

Hugh S. Short

June 28, 2016

Pagelof1



(6(0) ENTIALITY AGREEMENT

This CONFIDENTIALITY AGREEMENT (“Agreement”) is entered into by and between
ALASKA GASLINE DEVELOPMENT CORPORATION (“AGDC”) and
(“Employee”) as specifically authorized and allowed for under AS
31.25.090 (f), (g), and (h) and as otherwise may be allowed by law.

IT IS AGREED between Employee and AGDC that in consideration of employment with AGDC
and the provision of personal services by Employee, the parties, intending to be legally bound, agree as
follows:

L Confidentiality. Employee acknowledges that, during the course of Employee’s employment,
Employee will have access to or obtain proprietary, confidential, sensitive, secret, or trade secret
information and material of AGDC or AGDC’s current and potential partners, vendors, clients,
customers, associates, investors, advisors, consultants, attorneys, managers, and affiliate agencies
(collectively “Business Partners”). Employee understands that AGDC is involved in a highly complex
business related to planning, financing, development, acquisition, maintenance, construction, or
operation of a natural gas pipeline and that the success of its business depends upon the confidentiality
of such information and material. Employee understands that AGDC is authorized to enter into
confidentiality agreements (AS 31.25.090) and that information that Employee may be made aware of
during the course of employment may be protected by the Alaska Uniform Trade Secrets Act (AS
45.50.910 et. seq.).

2. Confidential Information. Employee agrees to keep in strictest confidence, during and
subsequent to Employee’s employment, all information and material identified as proprietary,
confidential, or trade secret, or which, from the circumstances, in good faith, ought to be treated as
proprietary, confidential, or trade secret, whether it is in written form or not, including information that,
if disclosed, would cause commercial or competitive harm or damage to AGDC or its Business Partners.
Confidential Information includes, but is not limited to, the identity and addresses and phone numbers of
AGDC’s Business Partners; Business Partners’ data, methods and processes; pricing and/or volume of
purchases made by AGDC or offered by Business Partners; Business Partners’ agreements, supplier and
subcontractors lists, including customer lists; information about Business Partners, including
information related to their financial situation, insurance, business activities, and other information;
information about AGDC’s or its Business Partners’ policies, practices, plans, financial matters,
accounts, business activities, business plans, marketing and distribution techniques, negotiation
techniques and prices, product specifications, production techniques, computer software, files, data,
designs, drawings, specifications, and processes; and any related information. In addition, Confidential
Information shall include information identified by one or more Business Partners as “confidential.”
Confidential Information includes, without limitation, derivative information containing or prepared
from, in whole or in part, any Confidential Information. All information and material referred to in this
paragraph, whether acquired prior or subsequent to the date hereof, is collectively referred to as
“Confidential Information.”

3. Publication, Use and Notice. Except as instructed by AGDC or reasonably required in
Employee’s performance of job duties for AGDC, Employee will not use any Confidential Information
and will not, without the prior written consent of AGDC, directly or indirectly publish, communicate,
divulge, or describe to any unauthorized person, any such Confidential Information during the period of



Employee’s employment and at any time after employment ends. Further, Employee agrees to give
notice immediately to AGDC’s President of any unauthorized access, use or disclosure of Confidential
Information of which Employee becomes aware.

4. Limitations on Confidential Information. The limitations set forth in this Agreement shall not
apply to any information disclosed by Employee that would otherwise be within the definition of
Confidential Information if such information is generally and readily available to the public without any
breach by the Employee of the obligations binding on Employee by this Agreement.

- Return of Confidenti formation and Com Pro . Immediately upon notice of
termination of Employee’s employment with AGDC for any reason, Employee shall preserve and return
or cause to be returned to AGDC all documents, records, and Confidential Information pertaining to
AGDC or AGDC’s Business Partners, including copies or reproductions, whether in the form of paper
or electronic media and any and all other property belonging to AGDC. Furthermore, Employee shall
not attempt to reproduce such records on paper, electronic media, verbally, by memory or otherwise.

6. Continuation of Duties. Employee’s duties of confidentiality shall survive termination of
Employee’s employment.

7. Remedies and Enforcement. Employee acknowledges that this Agreement serves a valuable
purpose, and that any violation of any provision of this Agreement will cause irreparable harm and
immeasurable damage to AGDC and AGDC is entitled to seek any and all legal recourses available to it,
including, but not limited to, injunctive relief and/or monetary damages.

8. Governing Law. This Agreement shall be governed by, interpreted under, and construed and
enforced in accordance with the laws of the State of Alaska.

9. Severability. If any one or more of the provisions or parts of a provision contained in this
Agreement shall for any reason be held invalid, illegal or unenforceable in any respect, such invalidity
or unenforceability shall not affect any other provision or part of a provision of this Agreement.

After reading and understanding this Agreement, Employee and AGDC have executed this
Agreement effective as of the __ day of , 2015.

EMPLOYER: EMPLOYEE:
ALASKA GASLINE DEVELOPMENT

CORP.

Human Resources (Print) Employee Name (Print)
Signature Signature

Date: Date:




PCN AGDC Employee Position

701
702
703
704
705
706
707
708
709
710
711
712
715
716
717
718
720
722
723
724
727
730
731
732
734
738

External Affairs Coordinator

Accounting Specialist

Senior VP, Program Mgt

VP, Ext Affairs & Gov Relations

Agency Coordinator Asst

Marketing Manager

Admin Specialist

Manager, IT/IS

Admin Services Mgr

HR Assistant

Executive Assistant

Administrative Assistant

Contract Compliance Officer

Enterprise Application Analyst

Network Engineer III

Pipeline Engineer

Risk Manager

Communications Manager

Network Engineer III

Manager, Accounts Payable

VP, Administration and Finance

Finance Manager

VP, Commercial & Economics

President *

Vice President, AKLNG

Administrative Assistant - PA
Total for 26 PCNs

AGDC Employee and Embedded Contractors

(as of 6/23/16)

Salary Benefits Total

"$76.8 $54.5 $131.3

$69.8 $52.0 $121.8

$280.0 $118.6 p398.6

$90.0 $59.3 }149.3

§

r

{
$204.0 $95.6 $299.6

g

§

$120.0 $70.1 190.1

$86.9 58.2]  $145.1

$123.0 $71.0 $194.0

$120.0 $70.3 $190.3

$60.0| $48.4 $108.4

$91.6 $59.9 $151.5

$68.4 $51.5 $119.9

$110.8]  $66.9]  $177.7
$101.0] _ $63.3]  $164.3
$111.6]  $67.2] $178.8
$180.0] _ $88.3|  $268.3
$136.5]  $75.1] $211.6

$85.0]  $57.5|  $142.5

$85.0] _ $57.5|  $142.5
$110.0]  $66.6]  $176.6
$233.0] $104.4] $337.4
$120.0]  $70.1]  $190.1
$222.5|  $101.2 23.7
$750.0]  $245.9]  $995.9
$318.9] $130.4] $449.3

q

$65.9 _$50.5 5116.4

$4,020.7 $2,054.6 $6,075.3

* Salary total reflects base of $550.0 + a potential $200.0 bonus

Vacant as of 6/28/16

Embedded Contractors
(Admin & Projects)

Senior Financial Accountant
Budget & Accounting Manager
In-House Counsel
General Counsel
VP, Project Management
Manager, In-State Gas Subsidia
Pipeline Engineer
Pipeline Engineering Manager
ERL Manager
ERL SME & FERC Reviewer
ERL Operations
FERC Coordination & Review
Senior Technical Manager
Facilities Manager
Document Control Manager
Document Control Specialist
Project Admin Coordinator
GIS Technical Specialist
GIS Manager
Project Control Spedialist
Project Support
Commercial Analyst
Economics/Regulatory
Commercial Analyst

FY16 Not to
Exceed Amt

$190.0]

$165.0|

$105.0|

$225.0]




AGDC Board Member Travel, Per Diem and Stipend

January 2015 to June 1, 2016

Board Member
Albert Bolea

Dave Cruz

Heidi Drygas
Hugh Short

Joe Paskvan
Joey Merrick
John Burns

Luke Hopkins
Richard Halford
Richard Rabinow

Total
Total Board Travel, Per Diem and Stipend

June 28, 2016

Travel & Per Diem

$ 1,342.11
$ 2,853.16
$ 1,975.50
$ 5,886.69
$ 3,760.60
$ &

$ 3,982.90
$ 8,445.09
$ 3,855.20
$ 2,355.31
$ 34,456.56

Stipend Amount

$ 400.00
$ 1,000.00
$ -

A 11,000.00
$ 2,800.00
g 7,800.00
$ 3,200.00
$ 10,800.00
$ 6,400.00
$ 1,000.00
$ 44,400.00
$ 78,856.56
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AGDC Open Contracts/Task Orders
as of June 23, 2016

CONTRACTOR

Alaska Land Status, Inc.

Arktis LLC

ASRC Eneggy Services AK, Inc

Axiom Environmental

B+R Partners, Inc.

Birch Horton Bittner & Cherot Inc

Burns & Associates, PC

C-FER Technologies (1999) Inc

CH2M Hill Alaska Inc.

Concentric EngglAdvisors Inc

Delta Constructors LLC

EMC Corporation

ERM-Alaska, Inc.

exp Energy Srvices Inc.

Flavin Photography

Fluor Alaska Inc

Golder Associates Inc.

Hawk Consultants LLC

HDR Alaska Inc

HR Solutions LLC

Link Oil & Gas Professional Inc DBA Link Project Services Inc

Lisiecki Consultancy

Michael Baker Jr, inc

Microalloying International inc

Oowl Ridge Natural Resource Consultants, Inc.

Parker Smith and Feek Inc.

Resource Data Inc.

ScottMadden Inc.

Sedor Wendlandt Evans And Filippi LLC

Sockeye Business Solutions, Inc.

Squire Patton Boggs US LLP

Steve Pratt Enterprises

Stoel Rives LLP

Transalaska Summit Title Ins DBA First American Title Insurance

US Army Corps of Engineers

US Dept of Interior, Bureau of Land Management

Walsh and Sheppard, Inc.

Wild North Resources LLC

June 28, 2016

Page1of1



ks " ¥

GASLINE + .-

DEUELOPMENT CORP.

GAS FOR ALASKRANS

AGDC Responses to Senator Giessel Questions
June 27, 2016

1. AGDC Organizational Chart. Please provide an updated organizational chart of AGDC that
includes full-time and part-time staff, contract employees, and annualized pay and benefits of
both AGDC employees and contractors.

Attached, please find two documents related to AGDC employee staffing: An updated AGDC
organizational chart and a document illustrating annualized pay and benefits for corporate
staff and contract employees.

The FY17 AGDC corporate organizational chart reflects the proposed reduction from 38 to 26
authorized PCNs as indicated in HB 256. AGDC was previously authorized 38 PCNs, however
the corporation has not filled more than 25 positions, so the reduction reflects a more
accurate staffing need for FY17. As indicated on the attached employee roster, currently 20 of
those positions are filled with full-time employees and 6 positions are vacant. The FY17
budgeted salaries and benefits for AGDC's 26 PCNs are detailed on the PCN attachment
excerpted from the Corporation’s budget detail that was submitted to the legislature.

In addition to the 26 PCNs described above, AGDC leverages contractors. The majority of
these individuals are provided through broad Master Service Agreements that AGDC has
executed with our major engineering and design contractors. AGDC understands that the
Legislature did not want to build a large organization of full-time public employees, but
instead to use highly qualified contractors and subject matter experts on an as needed basis
to advance the state’s gasline initiatives forward.

The corporation contracts with highly qualified oil and gas professionals to advance our
statutory objectives. Our goal is to remain flexible, maintaining an ability to quickly scale up or
down, to meet the scope, pace and direction of the state’s gas line initiatives. Contract labor
can be brought on as required, and quickly released when not required or when work tasks
are accomplished. This has been our standard approach since inception.

AGDC's contractors are professionals with expertise in various aspects of the industry, to
include design, construction, operation and commercial. AGDC is responsible for conducting
a thorough review of pre-FEED deliverables as part of the state’s FEED decision support
analysis. We use highly qualified and professional contractors with expertise in designing,
building and operating pipeline facilities in Alaska’s challenging environment. AGDC is paying
rates that are typical for professionals in these fields and that comparable to rates our
partners pay for similar expertise.

ALASKA GASLINE DEVELOPMENT CORPORATION
3201 C Street, Suite 200, Anchorage, Alaska 99503
Tel. 807-330-8300 | Fax 807-330-8300 | www.agdc.us



AGDC Responses to Senator Giessel
March 17, 2015
Page 2 of 3

2. AGDC Board Per Diem & Travel Expenses. Please provide a report of AGDC Board member per
diem and travel expenses from January 2015 to present.

Attached is a report listing AGDC board member per diem and travel expenses from January
2015 to present. Board members receive a stipend of $400/day while conducting AGDC
business. Board members are also reimbursed for actual travel expenses and receive a per
diem rate of $60/day.

3. AGDC Contractor Services. Please provide a list of contractors providing services to AGDC.

Attached, please find a list of companies that AGDC has contracted with using the corporate
Master Service Agreement.

4. Confidentiality Agreements. Please provide a list of all companies that AGDC has directly
contracted with who have signed a Confidentiality Agreement.

Attached, please find two documents related to employee and board member confidentiality
agreements. In addition to the list of current AGDC employees and board members who have
signed Confidentiality Agreements, a copy of the employee CA is attached for your reference.

The attached document to answer question number three lists companies that AGDC has
contracted with under AGDC's Master Service Agreement (MSA), which includes a standard
confidentiality provision. The following two paragraphs are excerpts from the MSA related to
AGDC confidentiality:

12. TERMINATION NOT A RELEASE. Termination of this Agreement by AGDC as
permitted by this Agreement does not release the Contractor from any
obligations or liability under the Agreement unless AGDC expressly releases the
Contractor in writing. Upon termination of the Agreement by AGDC, the
Contractor must assist in an orderly transfer of the Contractor’s entire work
product, including all work product of any subcontractor or vendor of the
Contractor, related to this Agreement to the offices of AGDC or to any successor
or custodian designated by AGDC in writing. Notwithstanding the termination of
this Agreement, the Contractor shall preserve and protect all such files, notes,
draft reports, and other work product, including maintaining the confidentiality of
the same, and the Contractor’s duty to preserve and protect all such material
shall survive the termination of this Agreement until such time as the Contractor
shall have delivered all such material to AGDC and AGDC shall have acknowledged
receipt of same in writing to the Contractor.

22. CONFIDENTIALITY. The Contractor acknowledges that all information owned by
AGDC is to be treated as confidential and proprietary unless AGDC specifically
notifies the Contractor otherwise in writing. The Contractor agrees to protect
and keep confidential all such information and will undertake to maintain the
same standard of care and security to protect the confidentiality of the
information as the Contractor uses to protect its own confidential and proprietary
information and, in addition, shall take such reasonable steps as AGDC may

ALASKA GASLINE DEVELOPMENT CORPORATION
3201 C Street, Suite 200, Anchorage, Alaska 99503
Tel. 807-330-6300 | Fax 807-330-6309 | www.agdc.us



AGDC Responses to Senator Giessel

March 17, 2015
Page 3 of 3

require of the Contractor for that purpose, including, but not limited to,
compliance with the requirements of Exhibit F. In no event may the Contractor
display any AGDC information on any website that is available to any person
other than the Contractor, its subcontractors, and AGDC without prior written
permission from AGDC.

The Contractor’s confidentiality obligation hereunder shall not extend to
information which is a part of the public domain before the disclosure of such
information by the Contractor.

The Contractor shall not be restricted in any way from releasing information in
response to a subpoena, court order, or other legal process, or as may be legally
compelled by any tribunal or governmental or regulatory authority, but, in such
event, the Contractor shall immediately notify AGDC of the demand for
information before the Contractor responds to such demand.

The Contractor agrees to limit distribution of the information owned by AGDC to
those of its employees who are performing work under the Agreement. The
Contractor may not distribute information owned by AGDC to other parties
without the express written consent of AGDC. The Contractor agrees that, upon
completion of this Agreement or at any other time requested by AGDC, it will
return the originals and all copies of any information owned by AGDC that is then
in the Contractor’s possession to AGDC.

For purposes of this MSA “information owned by AGDC” means (a) the Records
and (b) all information provided to the Contractor by AGDC or by another person
at the request of AGDC.

Exhibit F reiterates that all information created by contractors and subcontractors is to be
treated as confidential, then describes how the contractor should label confidential
information. Exhibit F is a lengthy appendix and is not substantive in regards to
confidentiality.

ALASKA GASLINE DEVELOPMENT CORPORATION

3201 C Street, Suite 200, Anchorage, Alaska 99503
Tel 907-330-8300 | Fax 907-330-6309 | www.agdc.us
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AGDC Responses to Senator Giessel’s Questions in Preparation for Joint Resources Committee
Hearing
June 29, 2016

The Preliminary Front-End Engineering Design Phase (Pre-FEED) has been indicated to be complete by
the fall of 2016. Please describe what is envisioned to occur after the completion of Pre-FEED.

The Pre-FEED work program has progressed on schedule and the venture parties have confirmed that
all deliverables, including an updated project cost estimate, will be completed and transmitted to each
venture party by September 2016. From a project development perspective, the next priority is to
complete and file the Natural Gas Act Section 3 application with FERC, and to negotiate an agreement
that will allow the project to begin a post pre-FEED level of commercial and technical development. The
State’s priority in these negotiations is to create a project structure that increases the competitiveness
of the project and puts it into service in the 2023-2025 timeframe.

The HOA contemplated a FEED decision from all parties within 36 months of the commencement of
pre-FEED, or approximately mid-2017. However, in mid-February, it became clear that the persistent
low-oil price environment created a risk that the project might not receive full support for moving into
FEED on that timeline. In order for the project to advance into a post pre-FEED phase of development,
the parties will need an agreement on governance and participation during the next phase. The State
has initiated conversations with the producers on such an agreement to ensure that the current pace
of development is maintained and to increase the project’s competitiveness in the marketplace. Those
conversations are ongoing and the full nature of the structure has not been finalized.

Please describe what is envisioned as to the management structure after the completion of Pre-FEED.
If possible, provide an organizational chart with names and job descriptions

Maintaining the project’s current pace of development is a priority for the State. However, each
participating party will make a decision as to whether to proceed to FEED at their sole discretion.
Advancing the project beyond pre-FEED will require an agreement on governance and participation
during the next phase, and the state has initiated conversations on such an agreement. Those
conversations are ongoing and the full nature of the structure has not been finalized. The state has
proposed an option that would put the state in a project leadership role, which could lead to changes in
ownership and management of the project, but that may increase the project’s competitiveness in the
marketplace.

What is the expectation for the role of the Alaska Gasline Development Corporation (AGDC) and the
Department of Natural Resources (DNR) after the completion of Pre-FEED

AGDC will lead all aspects of project development on behalf of the state, including engineering,

technical, regulatory, commercial, construction and project marketing. The Department of Natural
Resources will continue to manage upstream aspects of the project, including management of the
state’s resource base, efforts to maximize the value of the state’s royalty and tax gas, best interest

ALASKA GASLINE DEVELOPMENT CORPORATION
3201 C Street, Suite 200, Anchorage, Alaska 99503
Tel. 807-330-6300 | Fax 907-330-6309 | www.agdc.us



AGDC Responses to Senator Giessel's Questions
June 29, 2016
Page 2 of 5

finding regarding RIK vs RIV determination, lease modifications, and any agreements regarding the
disposition of the state’s gas.

What is the funding source effort to proceed after the completion of Pre-FEED

AGDC has two funds from which it finances corporate operations and work activities, the In-
State Natural Gas Pipeline Fund and the Alaska Liquefied Natural Gas Project Fund. The Alaska
Liquefied Natural Gas Project Fund (AS 31.25.110) was established in 2014 to fund
expenditures associated with an Alaska liquefied natural gas project. This is the primary
funding source for AGDC's project related activities.

How does the State of Alaska (SOA) plan to fund activities after the completion of Pre-FEED

Through prior appropriation, the legislature fully funded AGDC'’s corporate operating expenses through
FY17 and contractual obligations for the state’s 25% share of expected pre-FEED expenditures,
including the project’s anticipated calendar year 2017 Work Program & Budget. As presented during
this year’s appropriation cycle, AGDC anticipates having a balance in the Alaska Liquefied Natural Gas
Project Fund at the end of its FY17 work activities. AGDC currently projects that balance to be
approximately $43 million. Depending on the pace of post pre-FEED activities, AGDC may need to seek
additional development funds from the legislature. However, AGDC intends to seek non-recourse third-
party financing for the construction and execution of the project.

Does the state (SOA) still intend to pursue a liquefied natural gas (LNG) project as prescribed in the
AK LNG Heads of Agreement (HOA) and Senate Bill 138?

Yes, the state is actively working to maintain the pace of the project and to advance it as rapidly as
possible to completion. The state desires continued involvement of the resource owners. Given the
challenging oil price environment, all parties agreed in February 2016 to explore options for continuing
the project under a different commercial structure that may reduce overall costs. The commercial
framework established in the HOA envisioned a state participating interest in the Alaska LNG project
that was equivalent to the state’s gas share (royalty plus tax gas). Depending on the outcome of current
negotiations, the state’s interest in the project could change.

If it does not, is the SOA still pursuing an LNG project that is not prescribed by the AK LNG HOA and
Senate Bill 138?

The state is actively working to advance the Alaska LNG project. SB 138 described an Alaska liquefied
natural gas project consisting of an LNG plant, gas pipeline, gas treatment plant, and the PBU and PTU
gas transmission lines. If the Alaska LNG project as currently structured is unable to proceed, the state
will still be looking to develop an LNG project that includes all of those components. The commercial
framework established in the HOA envisioned a state participating interest in the Alaska LNG project
that was equivalent to the state’s gas share (royalty plus tax gas). Depending on the outcome of
current negotiations, the state’s interest in the project could change.

ALASKA GASLINE DEVELOPMENT CORPORATION
3201 C Street, Suite 200, Anchorage, Alaska 99503
Tel. 807-330-6300 | Fax 807-330-6309 | www.agdc.us
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If so, will the SOA pursue a project pursuant to the authorizations proscribed in Senate Bill 138 or
House Bill 4? Does the SOA foresee authorizations that can be interchanged between the enabling
legislation?

Yes. The state and AGDC continue to work within the authority originally established in HB 4 and then
subsequently modified and expanded in SB 138.

What is the structure of the venture?

A new commercial venture has not been established. All parties are continuing to advance the Alaska
LNG project. However, advancing the project beyond pre-FEED will require an agreement on
governance and participation during the next phase. The state has initiated preliminary conversations
on such an agreement. Those conversations are ongoing and nothing has been finalized. The State’s
priority is to maintain or increase the current pace of development. One option would be to put AGDC
in a project leadership role, which could result in changes in ownership and management of the
project, but which could increase the project’s cost competitiveness in the marketplace.

Has an analysis from a consultancy been conducted on that new structure that show potential
revenues and risks to the SOA, such as the study conducted by Black & Veatch for Senate Bill 138?

The risks and rewards to the state have not yet been quantified. The immediate focus is to determine
what is needed to make the AKLNG project cost competitive in the global arena. This analysis will
involve looking at multiple aspects of the project and financing alternatives. Once an optimal structure
is determined, an analysis of the benefits that will accrue to the state can be performed.

Will the SOA experience any increase in liability under the new venture structure?

AGDC believes a traditional project finance structure will not increase the risk to the state relative to
the equity finance structure, and should ideally reduce the risk. Further, an Alaska LNG project will yield
significant benefits to the state including commercializing the state’s natural gas resources, providing a
new source of state revenue, expansion of the oil and gas development opportunities, jobs, economic
development and access to a long-term source of energy for Alaskans. However, state participation in
this or any project, does not come without risk. The state will not move forward with a project until
those risks have been thoroughly analyzed and mitigated to the optimal<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>