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SENATE BILL NO. 3001 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-NINTH LEGISLATURE - THIRD SPECIAL SESSION 

BY THE SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR 

Introduced: 10/24/15 
Referred: Finance 

A BILL 

FOR AN ACT ENTITLED 

29-GS3812\A 

1 "An Act making supplemental appropriations; making appropriations to capitalize 

2 funds; making appropriations to the general fund from the budget reserve fund (art. IX, 

3 sec. 17, Constitution of the State of Alaska) in accordance with sec. 12(c), ch. 1, SSSLA 

4 2015; and providing for an effective date." 

5 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA: 

6 * Section 1. FUND CAPITALIZATION. (a) The sum of $144,045,000 is appropriated 

7 from the general fund to the Alaska liquefied natural gas project fund (AS 31.25.110) to 

8 acquire an interest in the Alaska liquefied natural gas project, to pay the costs of project 

9 payment demands arising out of the Alaska liquefied natural gas project, and to fund the 

10 state's equity participation in the Alaska liquefied natural gas proj ect, including project work 

11 plans to complete preliminary front-end engineering and design work. 

12 (b) The sum of $13 ,607,000 is appropriated from the general fund to the Alaska 

13 liquefied natural gas project fund (AS 31.25 .110) for the purposes listed in ( c) of this section. 

14 · ( c) The appropriation made in (b) of this section is appropriated from the Alaska 
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1 liquefied natural gas project fund (AS 31.25.110) to the following departments for the state's 

2 participation in the Alaska liquefied natural gas project for fiscal year 2016: 

3 Department of Natural Resources $2,126,000 

4 Department of Law 10,100,000 

5 Department of Revenue 1,381 ,000 

6 * Sec. 2. ALASKA GASLINE DEVELOPMENT CORPORATION. The sum of 

7 $5,000,000 of statut~ry program receipts received as reimbursement for field work during the 

8 fiscal year ending June 30, 2016, is appropriated to the Alaska Gasline Development 

9 Corporation for the fi$cal year ending June 30, 2016. 

10 * Sec. 3. LAPSE OF APPROPRIATIONS. The appropriations made in sec. 1 of this Act are 

11 for the capitalization of funds and do not lapse. 

12 * Sec. 4. BUDGET RESERVE FUND. If, after the appropriations made in sec. 12(b), ch. 1, 

13 SSSLA 2015, the unrestricted state revenue available for appropriation in fiscal year 2016 is 

14 insufficient to cover the general fund appropriations made in this Act, the amount sufficient to 

15 cover the general fund appropriations made in this Act, not to exceed $500,000,000, is 

16 appropriated to the general fund from the budget reserve fund ( art. IX, sec. 17, Constitution of 

17 the State of Alaska) in accordance with sec. 12(c), ch. 1, SSSLA 2015. 

18 * Sec. 5. RETRO ACTIVITY. The appropriations made in sec. 1 of this Act are retroactive 

19 to November 15, 2015 . 

20 * Sec. 6. This Act takes effect immediately under AS 01.10.070(c). 
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TransCanada and Pre-FEED Supplemental 
Appropriations Summary · 

I 

October 2015 
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TransCanada and Pre-FEED Supplemelltal 
Appropriations Sutntnary 

I 

• How much funding for AK~l'JG has t.~,~f~t~J e provided \to date? 

• What is included in the s~;;;;¾j'l~J ~ ·Shrnpriation rf quest? 

• Why is the supplemental request -:$,is.r,~}E;i,JVt ~versus $1ID8M? 
., · · ,,., , _, re.,.,.::;..11} .. ~,....... I 

. . - .... p.,;.. ~~~ 
.'.1· ,. .. • ~1;;1~:W~:~; 1 

• ~hat c~anges have occurred in th~.~ ;~,!EP phase r~sulting 
1n cost increases? /~i·,,,.*.<;(~~=f:~··?-.. 1 

. {{~tt . ~ -~f~~~~j~i/~. ~'~<:. . i 

• How much will it cost to q;,mplf t¢ t~~ flitUrE! gaslin~ f hases? 

•,; . II ... 
. . ~,~J'/;.~· ;, 

. : .. lh 
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SOA AKLNG Appropriations to Date 

Funding to Date $90.5 M 

/;.:~~{' ·;;-~\·'•.' 
!~ ~{•· I ·, .,••~~£,, 

::.-.r, ... :~¥. ., . _.-'r ,-.-.:·Ff· .!",+, _t(~ .... 
. , :"" ·~..; .~-e1, •. 1,1•··" · . .;.~·w.::·:. 

58138 Ge~eral Fund to LNG .F:~11'¾{fi¥~\lf!~J}J~·" $69,835.0 
• Capitalized the LNG Fund ~!.··~_: ~;4:t· 

• AGDC, AKLNG down stream cash calls;,,_.~ol'.iltr~f1~.-?l.1 service withi 
9 ":{ :f"',~,,.•-• '•T ~ agencies -· --- ~t,tJ.,f,.:.f:~,;: 1 ;r:.,~ :'.? ~·:"I',· 

~- F ..,r;. 

General_ Fund Appropriations (FVlS). . )"SrEf~1762.0 
• AEA in-state affordable energy stuc;t~ci,.:/-~-.A~~~·-1 ~ -~ 
• DNR North Slope Gas Commercia:fi~:t i9iol»1.;J\~j\-=-·~-.\-
• DOR Tax Division , . · //Ji ;I;~ · .::· ;:.- ·- .. :~ : 
Appropriations (FV16) .!·.:{ ··;-;/< .:-'r.. $8 987 .0 ·· :~-,,:· I.· .... 

' . I \,. 

• DNR North Slope Gas Commer~t~tization (in-state gas line fun·d~:· 

Authorization from LNG Fund (FV16) . ·i 
• Within original $69,835.0 caphali~ition 

'~:~~t~ \t 
•.,: 

• AGDC, DNR, DOTPF ·· $3,023.0 

.) 



State Gas Teani--FY2016 Suppletnental Sutnniary 

Agency Operating Budgets 

DNR: $2,126.0 
DOR: $1,381.0 
DOL: $10,100.0 

,· 

. 
·wr-

,t..:. 

AGDC: Capital Budget /,,.. :~: . .-.}- Jl" 
Reimburse TransCanada: $.68,445:Q:./~: ,.;'~· 

~cf~~- J--. $13 607 O _/#._-,, · I o 

Fund State's remaining Pre-FEED .~hare·~ $75,600.0 
"{'·'.:·· 

AGDC: Receipt Authority $5,000.0 
AKLNG reimbursement fo,r work performed 

' _.-":~-~·\ 
., .. ,. , . ~. 
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Alaska Gasline Developtnent Corporation 
State Gas Team · 
Anticipated changes to the scope of pre-FEED: 

• Pre-FEED scope and schedule increase the budget $182 million to $694 mii lion 

• State share of new total is $173 million -- $66 milUophigCrefaction plant, $107 million 
1 .,.,. V ~.. : 

mid-stream (GTP and pipe) ·--~-$!'".-, .... ~: .. < .-.•. ,,~_,1....-ff/·;~, .. M"•ir~~ ~ . 
1
: 

-.~·"'-~;, ·~ . ... -st;- t~~f.:·~)..J '%, ~ J ! 

• Moving work ahead into pre-FEED: rs in\ ijp ;i:fj''rrt~~~::t,ave thEi? best information available to 
complete internal review and make F,EED decis·ion _ I 

' ' -· .c:- •. .,,.. i 
• A p_r~j~ct of this mag~itude matures thro~~·li'the ~~a:~:~~?_:~_t~ development l'process. Work 

act1v1t1es are often shifted between stages in order't o,.fac1htate better des gn and 
··::,J .,'j' 

d . . k. _./.1,·1, 1' •.;i ., ,t- ' 
ec1s1on ma mg .... r\"·- . 't··:,.. . . . ,.:.;l J' 

• Scope c~ange~ are des'.gned t~ improve P~9if;.~~~;;Jt~ ~ ermitting OU romes and 
the quality of information ava1labl.e for F:ERE:J;gv~J1tat100,:.,~:,t.,,: ! 

., .. ~ ., f- " -· 

o Component level optimizati_p,n to 1·0~:tr:-c9~,t~ and° ii{~re·ase efficieoc;y ($57 million) 
I . ,. • ,_ ',1"",•·-;t.~· ,, ·• •t.• • . . • '• 

0 Accelerate regulatory and'p're-bid wo'rk qn FEED contracting ($66 lil( 11cm) 
o Increase scope of geotechnical aric:f geohazard work at GTP and LNG bite~~ ,, ... ", . 

complete weather delayed off-shore fi.eld work ($29 million) I · -~/\\'.! 

o Bring 48" pipe deliverables up to 42" ;1.evel of development ($30 millipn) . 
·' 
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Pre-FEED Scope and Budget Changes 

,,. .::,(~{'. 

:.°J• 

·":';:. .... 
,·(' .~·· 

·'··· 

I 
"'New Pre-FEED 

=:,f ope & Budget 
, Change 
I 

68.4 I $ i 
29.6 I $ i 

8.8 I$ I 

s! 
! 

106.8 I $ 
1 

I 
' 

··C I . 
•: - •:,,,, '. ; ... ·.~ 

1

. . '··· 
·•. . :·\'.~i~A 

68.4 

29.6 

31.0 

15.0 

144.0 
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Departinent of Natural Resources 
State Gas Team 

I 

DNR North Slope Gas Commercialization Office FY16 work scope, per SB138 and other legislation, 
includes these components: I 

I 

• Fiscal stability commercial agreemer:it negotiations with~P./ ocMcers i 
• Royalty In Kind (RIK)/Royalty In va1ur-:t-R{'1)\ mf~ly~,r i f f cT~~~l n i 

• In-state gas coordination and marketi~.~~fl .~ i i'i f J g~~ ~~suming RIK and Trans Ajaska Gas (TAG) 

• Marketing of LNG for export, assuming RIK imd.T,l\G ·":· --
• .., -~··· .. ~ J• 1·-~l4C· . 

• Negotiate upstream agreements - gas ~upply a'nd bala\ndrr~ict:I ,\ 

• Negotiate g~vernance struct_ure . _. , ,:~·.z:j?!4. 
0 Negotiate midstream terms including system use.;,e,~pans10A capac1:ty and use 

•, f~. ,,,'/,j 'f"', . p .. 

L d 'f' ' ..• ,f,!,• ·~ \ c·.' .(, •, . . ,,_ . • ease mo 1 1cat1ons :, ~- \!•·.·.-. . ,. .,.i··I ~ ·;-:,1 ~;-.,~-·.~ . ).'.;\.~ . t;' . ,__;g,;:'~··:.·: . ' . ' . . : 

Person?I Service~ ($646._0): Increase ~undi_11~:Jbr existi_~f ~Ma.~1<.~ting Le_ad positi~n t~ -~~l~~7J gl~bal LNG 
marketing expertise; assist the State in bu,ldmg successful gas marketing organization to r:~main 
competitive. Add a new Marketing Analyst to assist.:~4th negotiations and pre-marketing.lw

1

, ark ·\,._..,.., _ 
(December-June). .r- . · ~\~;iL 

. ., '; 

Contractual ($1,480.0): RSA to DNR ($580.0) for Department resource support, primarily[. rom the 
Division of Oil and Gas for upstream expertise and other commercial/lease support. Mee , contractual 
needs ($900.0) anticipated for F~RC resource report reviews and drafting, facilities revieJ for 
commercial .aspects, com.merdal analysis and support, and TC Developmental Cost audit. 
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Departinent of Revenue 
State Gas Team 
DOR FY16 work scope, per SB138 and other legislation, includes these components: 

• 

• 

• 

Identify and report range of state financing alternatives....Jor Project 
A~,\~ t i\'j'· 

Evaluate municipality, native corp0f9t\91\ ~e:sig~J\\ !~Y~~liJ:fe'nt options 
· , . ... ,.>1.r,!):f::"~ir.:/,;.}:i~.;. ,:;,., ' ,, 

Identify impact and benefits of project o'ri~.t,\l·2fsk'a·r\pctmmunities 

• Recommend changes to property tax statutes fqt .Pr_oJ~-€t.J.~_foa_s~ructure 
' . ,. . ..... ,.,~-- . :...· . ·'· _ •· ~·...-,1 . _i.,t.:..!f ·-t.;~. 

• Negotiate property tax (Impact payments and Flow Relatl gt ~Jg perty Tax) . 
. . •i>·.l'i:· ~',·.•fa. ' 

L ~ r;..~ •:·, ... ,.},--.(Ii'.';' I 
• ·Co?rdinate Municipal Advisory Gas Proj~ct ·Revie~ x ~ ~-~-r.·~f!:9~Jd and prepar~ reports to 

legislature ..,.:_,;,~ ··-~··, · «1· .: ' · : 

• 

• 

• 

• 

• 

• 

'!\"d,:-:f.t,
0 , i 1~i'f.>. '5',.. . ;· S~\ . ~-?r,,~ ····\}//::.' 

. ~. . ~;;. :;i;" Jt 
Consult on commercial structure a·nd governance ··· ; 

Consult on fiscal stability negotiations 

Consult on upstream agreement negotiatidl1"s 
. ,,,· · 

.._ I .. . 
. i ... .. ·· 

State lead on Project Integrated Finance tearrf and Project Tax team 

Co-State lead Ort Project SporJsor'team and Venture Alignment Memorandum qf 
Understanding (VAMOU) team 

Coordinate and implement FEED financing plan 

::~~\~>,:, 
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Departinent of Revenue 
State Gas Team 

I 

Personal Services ($794.0}: Funding for work scope on fiscals, financing o~tions, 
governance, production tax, federal tax implications~ f>~Qpt rty tax, and reyenue 
asp~cts of marketing; coordinate M~~.~E~.;~,?a,r:~:~J~~~iy!Wt.i; !C Developme~t Cost audit 
services. · , ~- .~~;~.d~·l,1N1.;-f~'.V.~ ... ,""·-' · 

. . . ·~t,';~~f:1,"A\11 'IJ..rtt.iJJ.,j . 
. ·l',r1,;·~<.".;cll'.'s !bll'-.. . ;;, •. .. 

--... .· .... ~-..4.,... 

', 
.• 

. -~~-.. ,_ • ·..i: ~~, .. -~ ·\ I 

Travel a~d Supplies (~87.0}: Other rel~ted e·xpense? aiiq~.t ~!fi~t travel expe1nses 
performing work services for AKLNG. · ,J.•j,".:;l;~ • 

. -~,-'1'~,.;p;,, ~~ 
-~ ~,.,,, •. ·• W.t }f!J\Vi/i~ '\ " 

~~f··~·-= · 1 t::.:.t·. ~: -.;~>-"-. . .-
. f;e •'~j I~;,'.~ ~ ,,;, :,-·t,•>S ' 

Contractual Budget ($500.0}: Fund St?te of Afiika i ~·arer~:6f:,'6a_nkabilitY;:~ ~eview of 
Project financing options and comm-~'fcial st~ ~turef · ·· ·<J.:'-.-,: 

: .. f;.~ 
},~;\;\\ 

9 



Departtnent of La\V 
State Gas Team 

DOL FV16 work scope: 

• Represent the State's interest moving the R~6tes~s~ to a project 

• 
... .,, - .,;_ .,;• ! 

Provide legal support to age:rrfie·s aRJ:Ji,~G;~~_-f;g.f :,Jfk commercial agreements 
d h d 

• • .- ,. '\.):-· -~·i,1. •'i'i"f'~ ,· .. :,,t , I an ot er ec1s1ons · · ·!;:1i:ti,J;:",1t~.,~~1:~j 1 
. ~, .... . - ... ·- .. .y.,.. : 

.r ! 

I : ..-"".'!'.,-. - -,. ,.-i-· '· ' 
.. ,,.....,. .-~r.. -., 

.( .,~ . ! '3,.'5,.~-';J~ 

Contractual ($10,100.0): ·.. ..- .. \,:., ;..~ , 

• Contract services with law firms for 'cJraft(~l ,\negoflat)ng and revi!ewing 
Al<LNG . h h p d ,._,:,.;,,• ·;i:;;.-,. . '· . \ : 

contracts wit t e ro uceri~7:\~y,f. ·:.:.:.1...~"'·,···'../.,;~·.:.,,· ; 
"'] ', _.., .. '_ .• 1-·1".r1 'o I 

.. Contract services to provide regulat~.~~:~ntfJ legaJ,-su.pport for s.t,a~e 
participation in AKLNG proja}~t · '.1>·:- . }'_:·\ · ~-~·:;_:{ .\.; 

I . --,. 
i>., . . ~~--,.~·:~'-=': , 

"'}~rJ.:.'.. 

-
:·: : 

Law firms under contract to DOL are: . · 

• Greenberg Traurig 

• Milbank, Tweed; Hadley & Mccloy 
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Alaska Gasline Developtnent Corporati~n 
State Gas Team 

' 

AGDC FY16 work scope, per SB138 and other legis_lation, includes these ~omponents: 
- I 

.. Manage State's equity partic;ipation in Al_a.,slqi~ll~~ project inclu9ing LNG & 
Marine facilities in Nikiski/ c1rad,:i-f_T,,Qie~_it~t the·~pip~line and Gas lireatment 

" "".'" ,,,_ .. -"'!{; . ' . 11·~\;· i; . .,, ' PI ant · · -.. ;>.:?!:1·;·;;~}1£9'dW~;;,;_:.FL-· · 1 

,.r~-.. 1~~~~;f.,1-~:2 
... . ,~ ... :t'i :..,~.,... 

• Develop means for delivering N.o; t~. Slqpe ri.aJ~tr~) ,,gas in-state 
~~1 ... ~ ·.~'.'I> ~ .. - _ _:_ .... ~ 

AGDC Capital Budget ($144,045.0): , ,,, ... ~:..,,,:~ -~. 
. ,;;.I"' .t;i,._.d::'M ij I 

• $68,445.0 - Funds to reimburse Tfansc{ ~~ .. cfa~a·~~3!puy-out" th~ir mid-
• -17.t,,;,; .,./4. ;} , ' 

stream interest . ·-,.~~11· 1·~~r~ ... ~ __ .,'c..,,~-- .. : 
~,.·/· '·? . ~ {:, •. ·-!: -~:""··--·.~.~ . 

• $75,600.0 - State's full 25% share q.f.tf ema~1:"ning"'-tH·e.:f~ED . " , 
. .. ~",t· r~ ~·,:::_:; ~:•f( . :!<·: 1 

AGDC Receipt Authority ($5,000.0) / ; tatu\9;:·:es;: nated Program Re~e;Ji:'csa)l&) 
will allow AGDC to be reimbursed for Alaska l.J)J,G related field work conduicted pn-.;·~\. 
behalf of the project · 

,· 
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Remaining State Investtnent in AKLNG 

ilAlslolNlo ilFIMIAIMIJ JIAlslolNlo JIFIMIAIMIJ J!AlslolNlo JIFIMIAIMIJ J!Alslo!Nlo J!FIMIAIMIJ J!AlslolNlo l lFIMIAIMIJ J!Alslo!Nlo 
Calendar Year 2015 2016 2017 2018 2019 I 2020 

Fiscal Year FY16 FY17 FY18 FY19 FY~O FY21+ 

Reimburse & Buy-out TC j $68.SM I 
AGDC: pickup from TC, scope changes (pipe, GTP) $GO.SM (was $38.0M) 

I 
I 

AGDC: Fund pre-FEED scope changes (LNG) $15.0M I 
I 

FY16 Supplemental/State agencies {DNR, DOR, Law) $13.GM I 

Total Special Session Request I $157.6M Pte-FEED ! 
: 

FEED Estimates - SOA Participation I 

State Agencies Operating $100M 
I 
' 

AGDC Corp Operating & Contractual $100M ' I 
SOA Share of AKLNG FEED & LLC Buy-In $675M FEED & Llt Buy-In 

I 

I 

Project Construction Estimate - SOA Participation i 
SOA Share of Project Construction 

.. $12-169 Con~ructlci11 

• GF Appropriation of $157.6 M to acquire TransCanada's interest and complete pre-FEED 

• Under success scenario, FEED would be initiated in FY2017 - SOA costs estimate<l:I at $875M 
! 

• SOA's 25% share of project construction estimated at $12-16 billion. These costs ican largely be 
I 

financed and secured with project revenue. · 

12 



In Conclusion-Moving Fron1 Process ~o 
Project l 

)Ji 

e~o-nomy. 
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State of Alaska 
Bill Walker, Governor Office of Management and Budget 

PO Box 110020 
Juneau AK 99811-0020 

(907) 465-4660, fax 465-3008 

FY2016 Supplemental Request for State Agencies - $13.6 Million 

Background - Roles and Responsibilities 

The AKLNG state gas team consists ofrepresentatives from the Department of Natural Resources (DNR), 
Department of Revenue (DOR), Department of Law (DOL), and Office of the Governor (GOV), as well as 
subject matter experts from other state agencies and external consultants. The AKLNG state gas team is 
primarily respons ible for: 

• negotiating critical commercial agreements for the Alaska LNG Project with the Producer parties 
(ExxonMobil, BP, and ConocoPhillips); 

• developing a plan to market and dispose of the State's share of project gas for in-state use and LNG 
exports; 

• evaluating, and if it' s in the best interest of the State, modify existing lease structures to accommodate 
the State taking tax-as-gas and royalty in-kind; 

• negotiating Property Tax for the Payment in Lieu of Taxes (PIL T) and Impact Payments during 
construction; 

• assuring the project allows for adequate expansion for new discovery and alternative gas supplies; and 
• assuring the pipeline is adequately designed to provide supply to meet in-state gas demand (demand is 

determined by the Alaska Gasline Development Corporation). 

In addition to the state agencies, the Alaska Gasline Development Corporation (AGDC) is a party to the 
Alaska LNG Project and deals with specific project and infrastructure issues. 

FY2016 AKLNG State Gas Team Supplemental Request Summary 
The coming months are critical for the Alaska LNG Project. The AKLNG state gas team continues to work 
diligently in crafting agreements to move the project forward and begin to plan for the next phase of the 
project, specifically in marketing the State ' s share of gas. 

Under SB 138, the DNR Commissioner was given the authority to participate in negotiation of contracts for 
marketing of the state ' s gas and in consultation with the DOR Commissioner take custody of gas delivered to 
the state under AS 43 .55.014(b) and manage project services and disposition and sale of that gas. The need for 
a marketing organization within DNR is an important step in preparing for successful sale of gas under the 
Alaska LNG Project or an alternative project. Gas sales contracts typically need to be negotiated before a LNG 
project can proceed into construction. With assistance provided by expert consultants Black & Veatch on 
staffing needs and market rates for key personnel, the DNR North Slope Gas Commercialization (NSG) is 
requesting funds to begin developing a gas marketing organization required to attract the necessruy expertise to 
compete with global marketing organizations. Further detail on the marketing structure is provided later in this 
document. 

The DNR NSG did not receive the fu ll $13,186.7 requested for FY2016. The project workload has increased 
significantly over the past several months in preparation for a special session and the currently appropriated 
FY2016 budget for the NSG is insufficient to cover projected expenses and the need !O begin ramp up of a 
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marketing effort. We expect the workload to remain steady through the remainder of FY2016 and therefore are 
submitting a supplemental budget during the fall special session. 

Should the AKLNG state gas team not receive supplemental funding, important project work will come to a 
halt. Instead of moving the project forward , critical DOL and DNR contracts would not be able to continue and 
many subject matter expe11s from the DNR and DOR would be laid off. Further, the State will be unable to 
compete with international gas marketers. It is important the DNR begin to develop the capability during the 
second half of FY2016 to be fully positioned to sign sales agreements which will underpin a Final Investment 
Decision in 2018 or 2019 to proceed to construction. 

Department of Natural Resource's NSG LNG Supplemental Request 

The FY2016 projected supplemental request for DNR is estimated at $2,126,000. 

New DNR NSG Marketing Structure 
Please note the Marketing Lead is not a new position, it is a current vacant position but an increase in salary 
will be required to attract a candidate with the level of global LNG marketing experience required to help the 
State build a successful gas marketing organization to remain competitive. Projections are for December 1, 
2015 -June 30 2016. 

' 
Position Description 

FY16 Projected 
(salary+ benefits) 

Marketing Lead Existing Position - additional funding for level of 
expertise required 

Marketing Analyst New Position Request - manage marketing portfolio 
& risk under direction of Lead 

TOTAL 

Additional DNR FY16 NSG Contractual Services 
DNR was given procurement exemptions under SB 138 section 22. DNR's exemption is specific to contracts 
for professional and technical services to support the development of agreements and contracts under AS 
38.05.020(b)(10) and (11) to help facilitate coordination of contract work for a large integrated project such as 
this. It is anticipated that an additional $1,479,800 will be required in contractual services. 

$480,000 

$166,000 

$646,000 

Budget Item FY16 Allocated FY16 Projection FY16 Supplemental 
ReQuest 

DNR Contractual Services $7,115.0 $8,015 .0 
Other DNR Agency AKLNG Expenses $0.0 $579.8 

TOTAL $7,115.0 $8,594.8 

Below is a list of existing contracts. Some may need to be extended and additional contracts are currently 
being negotiated or have been identified for work related to FERC resource reporting reviews and drafting, 
facilities review for commercial aspects, commercial analysis and support, and audits associated with 
termination of TransCanada. 

FY16 E . f C t t XIS mg on rac s: 

Contractor Contract Admin Contract Period 
FY16 
Projected 

Audie Setters DNR Sept 2014 - October 2015 $170,000 
Black & Veatch DNR Sept. 2014 - June 2016 $2,200,000 
Greengate LLC DNR July - September 2015 $300,000 
Nan Thompson DNR July - September 2015 $200,000 
Pingo DNR January 2015 - July 2016 $240,000 
Simon Lisiecki DNR May 2015 - June 2016 $100,000 
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Contractor Contract Admin Contract Period 
FY16 
Proiected 

Steve Swaffield DNR Aug 2014 - Dec 2015 $120,000 
Steve Wright DNR Aug 2014 - June 2016 $336,000 

Subtotal 

Other FY16 DNR AKLNG Project Related Personal Services - RSA to DNR 
An additional $580,000 will cover the significant workload associated with the AKLNG Project placed on 
other Divisions, primarily the Division of Oil and Gas as outlined in the table below: 

$3,666,000 

Position Description 
FY16 Projected 

(salarv + benefits) 
Deputv Commissioner Project support - 50 percent of ti.me 
Petroleum Reservoir Engineer - DOG Upstream Team support - IO percent of time 
Petroleum Geologist - DOG Upstream Team support - IO percent of time 
Petroleum Reservoir Engineer - DOG Upstream Team support - IO percent of time 
Petroleum Geologist - DOG Upstream Team support - IO percent of time 
Petroleum Geologist - DOG Upstream Team support - 10 percent of time 
Petroleum Geologist - DOG Upstream Team support - IO percent of time 
Commercial Analyst - DOG Upstream Commercial support - 80 percent of time 
Commercial Analyst - DOG Upstream Commercial support - 90 percent of time 

TOTAL 

Department of Revenue's LNG Supplemental Request 

The supplemental budget request for Revenue includes both operating and capital budget requests. The total 
projected supplemental request for this project from Revenue is estimated at $1,381,000 for the remainder of 
FY2016. 

FY16 DOR AKLNG Project Related Personal Services 
The personal services funding will support Revenue' s work on fiscals, project financing, governance, and the 

f k . d revenue aspects o mar etmg an taxes. 

$129,217 
$25,174 
$25,194 
$21 ,575 
$24,750 
$25,194 
$25,194 

$158,890 
$144,656 
$579,844 

Position Description 
FY16 Projected 

(salarv + benefits) 
Deputy Commissioner Focuses on fiscals , finance, governance and tax $214,934 

deliverables - 90 percent of time 
Audit Master Focuses on upstream deliverables - 90 percent of $192,505 

time 
Audit Master Focuses on property tax, some upstream deliverables $179,111 

- 75 percent of time 
Commercial Analyst Focuses on fiscals, finance, and property tax 

$86,906 
deliverables - 50 percent of time 

Chief Economist Focuses on marketing and finance deliverables - IO 
$18,695 

percent of time 
Petroleum Economist Focuses on revenue aspects of marketing 

$13 ,216 
deliverables - 10 percent of time 

Petroleum Economist Focuses on property tax deliverables - 25 percent of 
$36,062 

ti.me 
State Investment Officer Focuses on finance deliverables - 5 percent of time $18,632 
State Investment Officer Focuses on finance deliverables - 5 percent of time $18,632 
State Investment Officer Focuses on finance deliverables - 5 percent of time $14,744 

TOTAL $793,437 
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FY16 DOR Travel and Contractual Services 
Revenue is also requesting $87,000 for travel expenses and other related expenses related to performing work 
services for AKLNG. Revenue is also requesting $500,000 for contractual costs to fund AKLNG Project 
"Bankability" review of project financing. 

Department of Law's LNG Supplemental Request 

FY16 Law Contractual Services 
The supplemental budget request for Law includes a $10,100,000 operating budget requests for contractual 
services with other law firms to assist in drafting, negotiating and reviewing AKLNG contracts with the 
producers, to provide legal and regulatory support for state participation in the project. Currently under 
contract are Greenberg Traurig and Milbank, Tweed, Hadley & McCloy. 

Budget Item FY16 Allocated FY16 Projection Difference 
Milbank 2,300.0 10,000.0 7,700.0 
Greenberg Traurig 2,000.0 4,400.0 2,400.0 
Jones Day 100.0 100.0 0.0 
DOL Internal costs 200.0 200.0 0.0 

TOTAL $4,600.0 $14,700.0 -$10,100.0 
*Law's allocation includes $3 million from DNR, and $700.0 from the FY16 regular budget. and $900.0 remaining 
from a FY2014 capital appropriation to AGDC. 

DNR Costs Associated with TransCanada Buyout - RSA from AGDC 

State is faced with a December 31 , 2015 deadline to make a decision on whether to buy back TransCanada' s 
share and take a direct equity participation in the AKLNG midstream. To do so would require termination of 
the PA. If the Legislature agrees that AGDC take control of the Midstream component of the Alaska LNG 
Project, the TransCanada Alaska Midstream Limited Partnership (T AMLP) partnership interests will be 
acquired for $1 and TransCanada will be owed for its accrued costs in the Project, which are estimated to be 
-$68,445,000 at the end of 2015. 

The amount owed to TransCanada is the responsibility of DNR under the current Precedent Agreement 
between DNR and TransCanada. Once the agreement is terminated, AGDC will require additional operational 
funding to carry the midstream costs through the end ofFY2016. 
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EXECUTIVE SUMMARY 

TransCanada (TC) notionally holds the state's equity stake in the pipeline and gas 
treatment plant (GTP) components of Alaska LNG (AK LNG), but from a risk 
perspective, its participation in the project more closely resembles a loan: TC will 

pay for expenses that would otherwise be borne by the state, and in return, the 

state will repay TC a tariff over time (codified through a Firm Transportation Services 
Agreement, or FTSA). The financial case for keeping or getting rid of TC is too close 

by itself to be persuasive, especially given all the uncertainties involved with a 
project at such an early development phase. In particular: 

- It seems unlikely that banks and credit rating agencies will treat the state's FTSA 

with TC in a fundamentally different way than if the state were to borrow 

equivalent sums directly. Thus, it is not clear that TC will make it easier for the 
state to finance this project (see p. 11 in this report for more). 

- While the state may be able to borrow the funds to support its AK LNG 

commitments at rate equal to or lower than that charged by TC, it is not clear 
that it can do so at substantially lower cost, given the current outlook for the 

state's finances, and the size of the capital requirement (pp. 8-9 for more) . 

- Neither is it clear that the tariff offered by TC is substantially more expensive that 
the rate at which the project could secure non-recourse funds from private 

borrowers; the TC tariff is likely to be more expensive, however, than funds 

offered by public lenders such as export credit agencies (pp. 9-11 for more). 

- If one discounts future cash flows at a rate that correctly accounts for project 

risk, the difference between keeping TC in and going alone is minimal, especially 
if the state were to exercise its Equity Option (pp. 11 -13 for more). 

- The risk of receiving negative netback at the wellhead in a world of low gas 

prices is slightly higher under TC, but could be effectively mitigated if the state 
wished to continue the partnership (pp. 13-15 for more). 

Given that the purely financial case for keeping or getting rid of TC is not, by itself, 

persuasive, other, non-financial questions carry particular weight: 
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- To what extend has TC delivered on the expectations of the state? The 

assumption, during the SB 138 discussions, was that the state and TC would be 

highly aligned in all midstream questions since they shared an interest in having 

as much gas as possible flow through the pipeline. To what extent have such 

expectations been borne by the facts? What is TC's position on questions such 

as whether to build a 42 or a 48 inch pipeline? Does TC have the same views as 

the state on the withdrawal agreements being negotiated? (pp. 15-17 for more). 

- How would TC's departure impact the project? TC was selected because it 

brought considerable experience and expertise in the midstream component. To 

fully understand the implications of TC leaving, one needs to understand how the 
workflow will be impacted. How many TC employees are participating in project 

work and how will that work be affected by a termination event? (p. 17 for more). 

- What kind of project structure does the State of Alaska wish to see for AK LNG? 

On one hand, the project is structured to align ownership of gas with ownership 
of infrastructure, and in that world, TC's role is less clear. On the other, the state 

is negotiating agreements that could see one or more producers leave the 
project, in which case, it would make sense to re-introduce partners such as TC 
that have an interest in constructing and owning infrastructure (p . 17 for more). 

Finally, there is a broader question about the nature of the relationship between the 
state and TC. The agreement that governs the relationship has certain elements 
that keep most of the risks of equity ownership with the state, but hand TC broad 

decision-making powers and enable it to earn an equity rate of return on its 

participation. In part, this agreement reflected the negotiating strengths of the two 

sides at the time it was made, under the circumstances of the AGIA license. In the 

absence of such a constraint, however, now may be the right time to reconsider the 
balance of risk, reward and control in the partnership with TC. 
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THE CURRENT ROLE OF TRANSCANADA IN AK LNG 

TransCanada's participation in AK LNG was codified in a Memorandum of 
Understanding (MOU) between the State of Alaska (SOA) and TransCanada (TC) 

in December 2013. The MOU was negotiated alongside a Heads of Agreement 

(HOA) between the State of Alaska (SOA), the three major North Slope producers, 
and TransCanada, setting out an overall strategic vision for AK LNG. 

Heads of Agreement. Under the HOA, the state indicated its intention (subject to 

negotiations) to take its tax and royalty entitlements for gas production in kind, as 
gas rather than as cash, which would give the state a 20-25% share of the gas for 

the AK LNG project. Further, it would hold a corresponding 20-25% of the equity in 
the project. As an equity partner, it would be responsible for 20-25% of the costs of 

developing the $45-$65 bill ion project. Under the basic framework of the HOA, gas 

and infrastructure ownership would thus be aligned. 

Memorandum of Understanding. The MOU then proposed assigning the state's 

20-25% infrastructure ownership in the gas treatment plant (GTP) and pipeline to 

TransCanada (TC) , while retaining the state's full share in the liquefaction 

component of the project. Under this arrangement, TC would fully fund the state's 
development costs for the GTP and pipeline, and be reimbursed with interest for 

doing so. Should the project proceed, that reimbursement would occur through a 
tariff on the transportation of the state's share of the gas, which covers the costs of 
building the infrastructure and transporting the gas plus a return. If the project did 

not proceed, or if TC at some point left the project, TC would be reimbursed in full, 
with interest, by the state. While it would notionally hold infrastructure equity, TC's 
involvement is thus more like a loan; the core project risks would remain with the 

state, while TC would be a financier and provider of technical expertise and 
capabil ity. 

The MOU essentially provided a term sheet, outlining the basis on which 

subsequent agreements establishing this relationship with TC would be drawn up. 
Under the MOU, the state would also have an Equity Option (EO), exercisable at 
the end of 2015, to reclaim up to 40% of its original share in the pipeline and 

GTP (10% of the total for each) from TC by repaying the corresponding share of 
TC's development expenses to date with interest. 

PRODUCERS SOA OPTIONS UNDER HOA AND MOU 

XOM BP COP HOA MOU MOU+EO 

GAS SUPPLY 32% 21% 22% 25% 25% 25% 

GTP 32% 21% 22% 25% TC:25% 
TC:15%, ..... 

SOA: 10% cc 
:::::, .... 
c.., 
:::::, 

TC:15%, cc 
t; PIPELINE 32% 21% 22% 25% TC:25% 
ct SOA: 10% cc ..... 
~ 

LIQUEFACTION 32% 21% 22% 25% 25% 25% 
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In approving SB138, the legislature authorized the state to negotiate and enter into 
agreements with TransCanada and the producers of no more than two years 

duration. These agreements included a Precedent Agreement (PA) and Equity 
Option Agreement (EOA) that accompanied the AGIA Dissolution Agreement with 

TC, based on the terms negotiated in the MOU, and superseding that agreement. 

The PA and EOA currently govern the terms of the SOA's relationship with TC, but 
have not yet been made available to the legislature due to confidentiality 
restrictions. 

BACKGROUND: 2014 LEGISLATIVE DEBATE ON TRANSCANADA PARTICIPATION 

Original rationale for TransCanada (TC) participation. In the legislative review 
of the HOA, the MOU and SB 138 that occurred in the 2014 legislative session, the 

Parnell administration, which had negotiated that MOU, argued strongly that TC 

brought several advantages to AK LNG, including in particular that: 

- TC had a long history of working on an Alaskan gas pipeline, most recently 

as the holder of the Alaska Gasline Inducement Act (AGIA) license. TC brought a 
wealth of experience, data, institutional knowledge and prior work that AK LNG 
could leverage. Moreover, TC was one of the world's premier pipeline 

companies, one of only a few having experience with northern pipelines, and its 
involvement would strengthen the project team in designing, constructing and 
operating the 800-mile pipeline from the North Slope to tidewater. 

- TC was a company that made money by shipping gas. Thus, on the question of 
future pipeline expandability, TC's core interests were aligned with the 
interests of the state: the more gas that eventually flowed through the pipeline, 

the better it would be for TC. The state could rely on TC's interests and expertise 

to ensure that the pipeline would be structured and designed to be as 

expandable as possible, both technically and commercially. Indeed, the 
administration argued that they had benefited from TC's expertise at the 
negotiating table in securing expansion principles in the HOA, and in the various 

technical discussions on in-state gas options and off-take points. 

- TC could make it easier for the state to finance its share in AK LNG. As a 
part owner in AK LNG, the state would be responsible for covering its share of 

the development costs, which would run into several billion dollars. By bringing 
TC into the project, the state would have to put upfront a smaller amount of 
capital ; instead, the state would reimburse TC over time for its expenses in AK 

LNG, in the form of a tariff on SOA gas flowing through the pipeline and GTP. 

- Excluding TC from AK LNG could have exposed the state to liabilities related 
to the AGIA license, which entitled TC to damages if the license was 

suspended, and also hindered the full transfer of AGIA work product to AK LNG 

until the AGIA license was satisfactorily wound up. In that context, continuing the 
relationship with TC avoided any potential disruptions and project slippage that 

could resort from any adversarial ending of the AGIA license. 
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- The MOU provided 'off-ramps' that meant the question of TC's ultimate 
project participation could be revisited when more project details had been 
established, and more analysis had been performed. 

In presenting this argument, the Parnell administration acknowledged that TC's 
involvement came with certain costs. In particular, it was understood that the 

weighted average cost of capital (WACC) required by TC to effectively finance 

the state's share of the GTP and pipeline might be higher than that required by 
other potential sources of finance. Fundamentally, however, it was suggested 

that any such costs were limited in the context of the overall project, and would be 
outweighed by the benefits of TC's participation, in terms of capabilities and 
expertise, expansion-orientation, and continuity from AGIA to AK LNG. 

Key concerns expressed during 2014 legislative session. At the same time, 
several parts of the relationship with TC came under significant scrutiny during the 

SB 138 conversation in the 2014 legislative session: 

- There was concern at the observation that TC took on limited risk and that, as 

a result, in some regards the partnership appeared skewed in TC's favor, with TC 
earning an equity rate of return on the project without taking on the true risks of 

equity ownership. If the project failed, TC would be reimbursed for all its 
expenses to date; if the project's costs escalated, it would earn a higher tariff to 

compensate for higher costs; if there was a change in long-term interest rates 

before a Final Investment Decision (FID) was made, its rate of return on debt and 
equity would adjust accordingly (a provision which is natural for debt but harder 
to justify for equity). And if TC could not secure financing at terms acceptable to 

it, it could simply pull out and be reimbursed for its expenses. 

- The MOU terms provided the state with limited levers through which to 

influence TC's involvement in the project. Under the MOU, TC would be the 

general partner of the Limited Partnership that would hold the state's interest in 
the GTP and the pipeline; in that capacity, TC would 

"make all decisions on behalf of the Limited Partnership, provided that the 

Equity Option Agreement will provide that certain fundamental decisions 

(e.g. change to distribution policy, winding up of Limited Partnership, sale 

of significant interest of Limited Partnership in AK LNG) could not be made 

without the approval of the Optionee (before the option is exercised) or the 

Limited Partner (after the option is exercised}. " (MOU, page 1) 

In other words, the state retained certain veto rights but otherwise depended on 

TC to make decisions that served the state's interests, despite the fact that it was 

the state, rather than TC that bore the ultimate costs and risks. 

- TC participated not just in the pipeline, where it had clear expertise, but also in 

the GTP, where the relevance of its expertise was less apparent. 

- Finally, on the question of 'off-ramps' there was significant discomfort at an MOU 

clause stating that if the relationship were terminated, the state would have to 
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offer TC an opportunity to join any new project that was "substantially 
similar" to AK LNG for 5 years after the termination of the agreement. 

Legislative scrutiny and resulting negotiations and clarifications during the course 

of the session served to ensure that that clause would be included in an eventual 
FTSA, but not the PA that would govern the TC relat ionship until an FTSA could 
be signed in late 2015; as a result, late 2015 would provide the one 

opportunity for a clean break should the state wish to terminate the 
relationship at that point. 

Centrality of late-2015 'off-ramp'. It was this final question of a solid, late-2015 
off-ramp that ultimately, for many legislators, provided the necessary reassurance 
regarding the TC relationship to enable the passage of SB 138. This provision 

meant that through the course of 2014 and 2015, the state could acquire a more 
thorough and detailed understanding of its own ability to finance the 
project, and how the costs and benefits of these options compared to those of 

TC's participation. 

Armed with that knowledge, in late 2015 the state could then decide whether to (a) 
continue the relationship with TC unchanged; (b) exercise its option to acquire 40% 

of TC's share of the project (10% of each of the GTP and the pipeline); or (c) take 
the 'off-ramp' and terminate the relationship with TC, reimbursing it for its expenses 
to date. The state would be able to make this decision after having fully 

dissolved the AGIA license, and no longer having the concern over AGIA 
damages, or the transfer of TC work product to AK LNG being part of the picture. 

Options available: extend deadline or terminate. Late 2015 is now here. 

Ideally, in making further determinations on TC's involvement, under the timeline 
originally envisioned, the legislature would have had full details of all of the contracts 

to be signed with other partners, and details of the proposed financial structuring 
that went with these, including risks of different options, and their impacts on the 
state's bonding capacity and bond rating. Because of the delays created by difficult 

negotiations in other areas, however, many of these details will be difficult to present 
at the same time as the TC decision, since the December 2015 deadline for a 
decision on TC's ultimate participation still applies despite slippage in other areas. 

Clearly, without other agreements in place, the state cannot agree to an FTSA with 
TC; until it finalizes gas supply agreements and makes a Royalty-In-Kind (RIK) 
determination, for instance, the state has no gas to ship through a pipeline. The 

choice that faces the state now is thus whether to seek to extend the 
December 2015 deadline for finalizing an FTSA and exercising the Equity 
Option, or whether the state should terminate its relationship with TC by 

reimbursing it its costs incurred to date, with interest. 

Financial and strategic costs and benefits. The question of TC's involvement 
has always been one of evaluating the potential financial costs of TC's 

involvement in the project (in terms of its weighted average cost of capital, 

compared to the potential borrowing costs of the state) in comparison to the 

financial and non-financial benefits TC's involvement might bring. For that 
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reason, the remainder of this report will be devoted to an analysis first of the 

financial, then of the strategic costs and benefits to TC's participation in AK LNG. 

FINANCIAL ASPECTS OF TRANSCANAOA'S PARTICIPATION 

The cost of the implicit 'financing' provided by TransCanada is set by the MOU on a 

basis common to most regulated infrastructure like pipelines - that of a capital base 

consisting of the capital cost of the infrastructure, depreciated over time, with a tariff 

composed of an agreed return on that capital , plus depreciation recovery, operating 

costs and taxes. Under the MOU, TC's return on their capital deployed in funding 

the design and construction of their share of the pipeline and GTP is calculated 

through an agreed capital structure, and a set cost of debt and equity. 

Under the MOU, the capitalization structure agreed to is one of 70% debt and 30% 

equity during development and construction, revised to 75% debt and 25% equity 

one year after the in-service-date of AK LNG, and remaining in that proportion for 

the duration of the 25 year contract term. The base rate set for the return on 
equity is 12%, while the cost of debt is set at 5%. Both numbers are subject to 

a 'rate tracker differential' , which tracks the difference between the yield on 30-year 

US Treasuries between the time of the original signing of the MOU in December 

2013, and the time at which a final investment decision (FID) for AK LNG is made. 

The ultimate capital costs would then be fixed, on the basis of this tracker, at FID. 

Ignoring for the moment the effect of the rate tracker, given this capital structure 

and these returns on debt and equity, the weighted average cost of capital 

(WACC) during design and construction would be 7.1% during design and 
construction, falling to 6. 75% after the first year of operations. 

Since the 30 year Treasury yield has fallen by 95 basis points (i.e. 0.95%) since the 

MOU was signed in December 2013, if one were to imagine it were possible to take 

FID in mid-October 2015, the resulting costs of capital would be reduced 

accordingly, to around 6.15% during construction, and 5.8% during operation. 

Of course the 30 year Treasury yield will continue to move between now and FID, 

and in general the likelihood of substantial upward movement must been seen as 

substantially greater than that of further declines over that time period . 

Finally, if TC ceases to be a participant before the final debt and equity rates are set 

at FID, TC's reimbursement will be with interest (Allowance for Funds Used During 

Construction, or AFUDC under the terms of the MOU) fixed at the rate of 7.1 %. 

TransCanada cost of capital vs other US pipelines. A key question during the 

the 2014 legislative session was the reasonableness of the tariff negotiated with TC 

in comparison with rates charged by other pipelines in the United States. Analysis 

prepared by enalytica at that time demonstrated that compared to FERG-regulated 

pipelines, the TC MOU entailed a capital structure much more heavily weighted 

toward debt (the lower-cost form of capital) , and with a weighted average cost of 

capital l;NACC) near the very bottom for all FERG-reporting pipelines. 
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Ultimately, however, this comparison may not be the most relevant, or the most 
important comparison to draw, because of the allocation of risk under the MOU. In 
many aspects, although under the MOU and subsequent agreements, TC notionally 

holds the state's equity share in the AK LNG GTP and pipeline components, in 
reality the state continues to bear most of the true risks of equity ownership, with 

TC made whole with interest in almost all scenarios. In the amount of project risk 

that it takes on, ignoring for the moment any other benefits it may provide, TC is 
more like a bank or a bond-holder than a true equity participant, and in 
many ways it is more logical to compare the financing option that TC provides to 

that which the state might obtain either through debt financing on the state's 
balance sheet, or the non-recourse financing that might be available to a state 
project company. 

TransCanada cost of capital vs state balance sheet debt. The state's likely 
cost of debt in a world in which AK LNG is sanctioned is very difficult to forecast 

with any degree of accuracy, even if ones ignores broader changes that will occur 
between now and FID to the long-term risk-free interest rate (effectively 

synonymous with the US Treasury yield), which affect all of the state's financing 

options more or less equally (including TC, through the rate tracker differential). 
While the state currently maintains a triple-A credit rating and is able to access 
fixed-income capital markets at exceptionally low rates, this is a function of the 

relatively low debt burden the state currently maintains, and its exceptionally high 

level of savings. 

Key factors that will impact the state's ability to raise a significant portion of the 

roughly $15 billion needed to fund its share of AKLNG will include: 

- the outlooks for the crude oil price and North Slope oil production in the 2020s; 

- the trajectory of the state population and state spending in the intervening years; 

- the duration of the current period of low oil prices; 

- the state 's success or otherwise in cutting spending and developing non-oil 
sources of revenue during the oil price downturn, and its corresponding rate of 

consumption of savings; 

- the performance in the intervening time of the Permanent Fund, and the degree 
to which, explicitly or implicitly, it is seen to backstop relevant liabilities; 

- the extent of the state 's future dependence on AK LNG project revenues. 

The state has dedicated, specialist advisors regarding its access to debt capital 
markets, and their advice should be relied on in gauging the state's likely cost of 

capital across a range of possible scenarios. At the time of writing, only some 
preliminary numbers from FirstSouthwest (prepared June 3, 2015 and marked 'for 
discussion purposes only') have been made available to the legislature in 

considering this question. Even these, however, are useful in considering the extent 
to which state financing may present advantages over the TC financing option. 
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The FirstSouthwest analysis provided assumes, reasonably, that if the state can limit 
debt service costs as a proportion of general fund revenue to 5%, it can maintain its 
current AAA credit rating, but that as this percentage rises, its rating falls, reaching 

a level of 1<2./A when debt service reaches 20% of general fund revenue. It posits a 

4.49% rate on taxable bond issuance in 2017 at a AAA rating, rising to 5.34% 
at the lowest A2/A rating contemplated. 

The analysis provided suggests that a -$1 Sbn bond issuance in 2017 (roughly the 

full amount needed to cover the state's anticipated construction costs for AK LNG, 
though it would not all need to be raised in 2017) would take the state to the 

limit of fundraising that could be achieved at a A2/A rating, implying a cost of 
debt around the 5.34% level, by FirstSouthwest's numbers. It should be noted that 

this analysis also relies on the DOR spring 2015 Revenue Sources Book projections 
for unrestricted general fund revenue, which assume that ANS crude returns to 

$110/bbl by 2020, and rises from that point onward. While a world in which this 

does not occur would make debt raising more difficult and expensive still, such a 

world would also be one in which AK LNG would be less likely to reach FID. 

It seems likely that, in most plausible scenarios, if the state chose to raise the funds 

for its share of AK LNG entirely through debt, and did so through on-balance-sheet, 
recourse debt (whether general obligation or appropriation bonds), it could do so, 
although doing so would clearly involve a significant credit-rating downgrade. As 

the subsequent section will show, this is likely the case regardless of whether TC 
participates or not. Further, it appears likely that the cost of such debt would, in 
most reasonable scenarios, be no higher than the cost of financing offered by TC. 

Indeed, since TC's offer depends largely on leveraging the state's 'full faith and 

credit' , it is hard to see how TC's cost of financing could ever be cheaper than the 
state's; were the state's credit rating to deteriorate to a point that implied a higher 

cost of capital , TC could always opt to withdraw, leaving the state with a need to 

finance directly. 

How much lower this cost could be than that of TC participation depends on too 

many variables to predict with any degree of certainty, but in most likely cases, it 

seems unlikely to be sufficiently large that the case for preceding without TC can be 
convincingly argued on cost-of-capital grounds alone, if there are other major non­

financial advantages to TC's participation. 

One exception to this would be if the state were successful in obtaining a private 
letter ruling from the IRS authorizing the state to issue tax-exempt bonds to raise 

funds for AK LNG. Yields on tax-exempt bonds are far lower than those on taxable 

ones, so if tax-exempt issuance in support of AK LNG is possible, this would 
present a major financing advantage. Tax-exempt issuance primarily exists to 

support public facilities and infrastructure, however, and strict rules govern eligibility 
for projects with private participants or off-takers. As a result, absent a PRL, the 
permissibility of tax-exempt issuances remains unclear. 

TransCanada cost of capital vs project company non-recourse finance. For 
many LNG projects, significant amounts of debt financing are raised not on the 
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balance sheets of their sponsor companies, but by project companies themselves, 
with limited or no recourse to the sponsors. Such debt is rated primarily not on the 
financial strength of the sponsor companies, but on the financial strength of LNG 

buyers, and the firmness of their long-term financial obligations to purchase LNG. 
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Sources: enalytica based on company announcements, industry press and 

reports, and Project Finance International annual league tables 

The above time series chart, which shows total LNG project capacity sanctioned 

each year, split between non or limited-recourse financing (also known as project 
financing), versus sponsor-recourse corporate financing, makes it clear just how 

strongly established project financing is in the world of LNG projects. 

Substantial amounts of project debt have been raised in recent years, with 
individual projects rating in excess of $1 Obn in project debt. The lchthys LNG 
project in Australia raised fully $20bn of its total $34bn cost through 

limited-recourse debt. Such borrowing, however, brings with it strict lender 
scrutiny, including rigorous conditions precedent and loan covenants, financial 
transparency of all project participants to lenders, and additional requirements 

beyond sovereign regulatory ones in the management of environmental and social 
risks. 

Since project finance transactions are often private between projects and a 

syndicate of participating banks and official export or credit agencies (ECAs), 

interest rates on project finance loans are often not publicly available. For a few 
recent LNG projects in the US Gulf of Mexico, however, data is available on interest 

rates for non-recourse bond issuance. Sabine Pass Liquefaction, LLC, the project 
company for Cheniere Energy's Sabine Pass LNG project, raised close to 

$9bn in recent years in limited-recourse bond placements, using notes falling 
due between 2021 and 2025, at interest rates between 5.625% and 6.25%. 
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No two projects are alike, but the Sabine Pass figures may provide a useful lower 
bound on the potential cost for non-recourse project debt for AK LNG. While again, 

this lower bound is cheaper than the 5.8% to 6.75% range implied by movements 

in the rate tracker for the TC contract (based on the capital structure used in 
operation), the gap is not large enough, given the many variables involved, to 
suggest that this avenue is likely to present a major cost-of-capital savings, if any, 

for the project in comparison to the option presented by TC. 

The same is not true of funds obtained from public sector lending bodies like export 
credit agencies (ECAs), which are major lenders in the market for LNG project 

finance, and frequently lend at advantageous rates. ECA project financing could be 
a compelling piece of a overall financing strategy for AK LNG. 

Impact of TransCanada participation on state debt capacity. One of the 

arguments put forward by the Parnell administration in 2014 in advocating TC's 

participation in AK LNG was the limited debt capacity of the state. Given the 
significant impact of the large-scale borrowing required by AK LNG on the state's 

credit rating, and given the likelihood of other bonding needs by the state, TC 
participation was presented as a means to reduce the amount of debt the state 
would need to take on, and better preserve the state's credit rating and debt 

capacity available to meet other needs. 

This has always been the least persuasive of the arguments made in favor of TC 
participation. While there are doubtless many subtleties that can be debated 

regarding government accounting rules, and specific treatments that might apply, 
the general intention of standards bodies like the Government Accounting 
Standards Board (GASB) seems clear; where a contract pledges the full faith and 

credit of the state, and entails a major and highly material, firm, long-term financial 
obligation of the sort entailed by an FTSA, such a contract should be capitalized as 

a liability on the state 's balance sheet at the present value of the future contract 
payments; in other words for all intents and purposes, such a contract should be 
treated as equivalent to debt, including in its impact on debt service and debt 

capacity. 

There are many reasons to believe that ratings agencies would take a similar view of 
an FTSA with TC, and relatively few reasons to believe that the state can incur a 

firm financial obligation in the form of an FTSA, and not see a major impact on its . 
credit rating and debt capacity. 

Net Present Value analysis of TransCanada participation. As with any form of 

financing, TC's involvement in AK LNG has different impacts across different time 

periods. As Black & Veatch 's modeling shows, it reduces the state's up-front cash­
calls for development and construction by around half, from $14bn to $7bn, but, 

assuming the state structures capital for the project with 70% debt and 30% equity, 
it reduces the corresponding cashflows the state receives over the life of the project 
by around $400mm each year in nominal terms. Any analysis that focuses only on 

one side or another of this intertemporal balance is unhelpful. 
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Fortunately, financial economists have for a long time used a simple measure to 

equilibrate the differential impacts of investment decisions over time, that accounts 
for the fact that a dollar in the future is worth less than a dollar today. This measure 

is Net Present Value (NPV) - the value of a future stream of cashflows, discounted 
to take into account the time value of money, so that we can reliably compare 
widely differing cashflows from different investment opportunities on a completely 

equal footing. 

In order to calculate the NPV of differing investment alternatives, however, we must 

first establish a discount rate that we can agree correctly represents the time value 

of money. How do we determine what the correct discount rate is for the State of 
Alaska? 

Some might suggest that the correct rate to use is the state's own bond rate - its 

cost of debt. Others might suggest that we should instead use the rate given by the 
state's current return on its biggest pool of assets - the Permanent Fund return of 
8%. Both of these, however, can be shown to be clearly and unambiguously the 

incorrect approaches to take to this problem. 

Almost all modern finance textbooks agree on one point above all: the correct 
discount rate to apply in evaluating the present value of any investment 

opportunity, by any investor, whether the state, a company or an individual , is the 

weighted average cost of capital that represents the return that market investors 

would require to hold a security representing a piece of that investment as 
part of a well-diversified investment portfolio. 

This is a universally accepted concept in financial economics, because it represents 

the best means available of empirically measuring and taking into account the 
different risks posed by different investment opportunities in determining whether or 
not they are attractive investments. Though the state's long-term bond rate for large 

scale capital raising may be 5%, we wouldn 't want the state to invest in a highly 
leveraged, high-risk hedge fund that could lose all of the state 's money tomorrow, 
for a 5% return. Indeed, we wouldn't even want the state to make such an 

investment for the 8% return it receives from the relatively conservatively managed 
Permanent Fund; were the state to take such a significant risk, like any investor it 

would need to ensure it was suitably compensated for the risks it took. 

How, then, do we assess the risks of an LNG project in determining the appropriate 

weighted average cost of capital to use in discounting the cashflows that the state 
expects to receive from AK LNG? The best way to do this is to look at companies 

whose investments are LNG projects, upstream oil and gas projects, pipeline 

projects, or some combination of these, and assess the returns required to be 
willing to hold their equity as part of a well-diversified stock portfolio. In other words, 

rather than looking at the returns of the Permanent Fund to determine the 

discount rate the state should use in assessing its investment in an LNG project, we 
need to look at the returns that the Permanent Fund would require in order 

to be willing to hold stock in an LNG company, an oil and gas company, or a 
pipeline company, as part of its portfolio. 
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Fortunately, a preliminary version of this analysis has already been undertaken by 
the state's financial advisor Lazard, and is provided for information in the 
appendices of the report they submitted in early 2015. These appendices provide 

the data required to estimate the required returns on such equity. By performing a 
few additional straightforward calculations, we can calculate an appropriate 
overall weighted average cost of capital (WACC) at which we should 

discount the cashflows of an LNG project. While it is possible to arrive at 
different interpretations when considering which companies should be included, or 
how the tax-free status of the state in regard to the impact of debt should be 

considered, in any possible range of analyses, one arrives at a number of at least 
9%, and in most cases 10% or above. 

One additional complication, however, must be considered in evaluating the 
appropriate discount rate to use. Not all of the cashflows to the state from AK LNG 

are returns on the state's investment in the form of revenues from LNG sold . Some 

of the revenues will come from property taxes paid by the other project participants. 

Since these are not exposed to commodity risks (though if property taxes are 

charged on a $/mcf basis, they will be exposed to other project risks), and are tax 

revenues rather than investment proceeds, some argument exists for discounting 

these cashflows at a lower rate. However, even if these represented fully a quarter 
of the revenues, and we discounted these at an aggressively low rate of 5%, while 

discounting the remainder of the revenues at a rate of 10%, we would end up with 

a weighted average of 8.75%. Discounting the state's expected revenues from AK 

LNG at a rate lower than that for any decision making purpose is very difficult to 

justify. 

The TransCanada Participation Decision analysis provided by Black & Veatch 

examines the NPV difference to the State of Alaska of a project structure with TC 

and without, assuming that any project participation not funded by TC is supported 

by the state through 70% debt and 30% equity, at the same 5% cost of debt that 
applies to debt (but not equity) under the deal with TC. Slide 25 presents this 

analysis assuming the state does not exercise its Equity Option, while slide 56 
presents it in the case of exercise of the EO. 

In both cases, at a discount rate of 10%, there is no material NPV difference in the 

results between TC participation or pure state financing. Even using a discount rate 

as low as 7%, there is an NPV cost of only $600mm to TC participation in the case 
that the state does not exercise its equity option, falling to only $200mm in the EO 

case. These numbers compare to an NPV for the project overall (assuming no TC 

participation) of $9bn. Clearly, while there may be a financial cost to the state from 

TC's participation, that cost is limited in the overall project context, especially if one 

discounts at an appropriate rate. Furthermore, the bulk of any such cost can be 
mitigated simply through exercise of the Equity Option. 

'Negative Netback' risk from TransCanada participation. By taking gas in kind 

rather than as value at the wellhead, the state exposes itself to certain risks that it 
would not, were it possible to structure a project that involved neither a state equity 
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investment nor royalty in kind / tax as gas. Principal among these is the possibility 

that the fixed costs the state must incur to transport its gas might, in periods of low 

LNG prices, exceed the sales price it receives for its LNG - in other words, that after 

subtracting all of the costs of transportation, in periods of adverse pricing, the state 
could effectively be paying money to sell its LNG. 

If the state were to fully fund its infrastructure through equity, it would not run this 

risk, except in cases so extreme where the cost of LNG were so low as to not cover 
the operating costs of the AK LNG facilities . In an all-equity case, the risks to the 

state would be those of not making an acceptable rate of return on its investment, 

rather than of actual losses on LNG sold . 

Financial leverage, however, complicates this picture. That leverage may come 
through debts to banks or bond-holders, or in the form of an FTSA commitment to 

TC. Both involve a senior, fixed claim on the cashflows from the state's share of AK 
LNG, which must be met before the state receives its cash. In stressed price 
environments where the costs of these fixed claims are higher than the proceeds of 

selling LNG, the state runs the risk of 'negative netback' . Thoroughly understanding 

and effectively managing or mitigating this risk is clearly an essential precondition to 

the state making the RIK election on which the current AK LNG structure is based. 

Black & Veatch examine this risk on slides 27 and 28 of their analysis, showing that 
the state's "midstream cost obligations are expected to be $8.20/MMBtu with TC 

compared to $7.30/MMBtu without TC" . This is an important analysis to 

understand in evaluating the financial costs and benefits of TC participation, 
however some key facts should be born in mind in considering it. 

Most important to understand is the fact that the analysis looks at LNG shipping 

and marketing revenues to the state, not all of the state's revenues from AK LNG. In 

particular, property and state income taxes from other project participants to the 

state are not considered in the analysis; this represents strictly the expected 

revenues and costs of the state 'project company' . This is a sound distinction; it will 
be the state project company that needs to pay these costs, and times where 
company revenues are insufficient to cover them will pose significant problems. 

However the payment and receipt of property tax is a key distinction between TC 
participation and non-participation. As a private sector company, TC is required to 

pay property taxes on its ownership of the pipeline and GTP, where the state would 

not. These taxes ultimately come back to the state, broadly defined, but in general 

are shared with municipalities rather than all revenue being unrestricted general fund 

revenue for the state. 

The Black & Veatch negative netback analysis assumes a scenario where the state 
funds all project capital calls not met by TC 100% through debt. The analysis 

assumes that the cost of debt for the state is the same 5% that is the return on 

debt to TC under the MOU. 

The cost difference calculated by Black & Veatch between TC participation and TC 

exit is thus driven by two key things; 12% the return on equity that must also be 
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paid to TC (on the 25% of TC's capital base that would be funded through equity 

for rate-making purposes), and the taxes that TC must pay that the state would not, 

the vast majority of which are property taxes. Because the analysis only looks at the 

project company, the fact that these taxes are paid to the state (broadly defined) is 

excluded from the picture. Of the $0.90/MMBtu cost difference calculated by Black 

& Veatch, $0.50 is due to TC's return on equity and federal income tax liability, while 

the remaining $0.40 consists of payments made to the state (including 

municipalities) in the form of property tax and, to a lesser extent, state corporate 

income tax. 

Thus, a large part of this negative netback risk remains within state control , 

depending on the state's chosen structuring of property tax sharing with 

municipalities. Since any increase in property taxes as a result of TC participation is 

purely a function of a chosen financial structure, it should be possible to offset this 

in distribution arrangements, and even to hold some of the proceeds in reserve for 

use during times of extreme negative price exposure. This would eliminate the 

portion of the difference between the two scenarios that is driven by property taxes. 

The remaining $0.50/MMBtu cost difference due to TC's return on equity could then 

be substantially further reduced through the state's exercise of its Equity Option to 

'buy back' up to 40% of the state's 25% stake in the GTP and the pipeline. 

STRATEGIC ASPECTS OF TRANSCANADA'S PARTICIPATION 

Financially, the transaction with TransCanada is thus a close call that depends on 

many parameters that are unknowable at this time. While in purely financial terms, 

the state's position in AK LNG is unlikely to be impaired as a result of terminating its 

relationship with TC, the financial benefits that might come from termination are at 

this point uncertain and highly contingent. 

The merits of the case for terminating or retaining TC must thus rest on a 

fundamentally different set of questions; questions that reassess the initial 

assumptions around the strategic benefits of the TC partnership. Almost two years 

into this partnership, have these benefits materialized? 

Expansion orientation. When the Parnell administration proposed the TC 

partnership, it was argued that TC would be a strong, firmly expansion-oriented 

partner that would use its experience and expertise to ensure the future 

expandability of the pipeline, and that would be capable of providing the capital and 

capabilities for future expansions with minimal additional requirements on the state. 

After two years of seeing this partnership operating in practice, we should be in a 

much better position to understand whether or not this is truly the case, especially 

in light of recent moves by the Walker administration to have the AK LNG project 

perform detailed engineering for a 48 inch rather than a 42 inch pipe. Key questions 

that must be answered here are: 

In the debate over the best sizing of the pipeline, how has TC's expertise 

contributed to the debate? 
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- Has TC's participation in fact helped to counterbalance the narrower interest of 
the producers in securing a project that is more expansion oriented, to the 

degree originally hoped? 

Control, interest alignment and transparency. The question of expansion­

orientation is crucial both because it was a centerpiece of the Parnell 
administration's argument for TC's participation, and also because it speaks to a 

broader issue; the question of alignment of interests between TC and and the state. 

This alignment is crucial, because under the terms of the MOU, the state has 
assigned effective control over its share in the Pipeline and GTP to TC; even were it 

to exercise its Equity Option under the MOU, it would remain a Limited Partner, 
while TC is the General Partner, entitled under the contract to make decisions 
autonomously, requiring state approval only on "certain fundamental decisions (e.g. 

change to distribution policy, winding up of Limited Partnership, sale of significant 
interest of Limited Partnership in AK LNG)". If, in its autonomous decision-making, 
TC's interests and decisions have not aligned well with the interests of the state, or 

if state visibility into those components of the project have been fundamentally 
compromised by the degree of control assigned to TC under the contract, that by 
itself could be a compelling reason to reconsider the relationship. Key questions to 

be answered here are: 

- Has the MOU structure with TC as General Partner worked for the state in 

ensuring adequate control and access to information? 

Impact on project staffing and expertise. TC's pipeline expertise and its long 
history of working on an Alaskan gas pipeline have been widely viewed as key 

assets TC brings to this partnership. TC staff occupy numerous key pipeline 
positions within the AK LNG pipeline organization chart. What would be the impact 
in project staffing, operations and relevant expertise of the state terminating this 

relationship? Key questions to be answered here are: 

- What key positions in the AK LNG project organization are currently filled by TC 
staff? 

- What plans are in place to ensure continued access to equivalent expertise in the 

event of termination? 

AK LNG strategic vision. Even more than these questions, perhaps the most 

important question to ask is also the biggest and broadest - what kind of project 
does the state wish AK LNG to become? Thus far, AK LNG has been conceived 
and designed as an integrated project where ownership of gas matches ownership 

of infrastructure. All the agreements governing the relationship between the parties 

are structured based on this principle, in order to create a structure in which the 
different parties view the investment in terms as similar as possible to each other -

the core of true partner alignment. Viewed from this basis, TC's participation has 

always seemed somewhat out of place: it is the only participant that has neither gas 
nor any stake in the liquefaction facility, and it alters the way the state, as a partner, 

views its participation and its decision making in the project as a whole. If partner 
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alignment through equal ownership of gas and infrastructure remains a key 
consideration, TC's participation is an obstacle to that aim. 

More recently, however, the Walker administration has been vocal in advancing 

principles that could reshape the project's structure: for instance, in seeking to 
negotiate withdrawal agreements that might compel parties to sell their gas to the 
project at the wellhead or to toll gas through the infrastructure. Similarly, the move 

to consider a 48 rather than a 42 inch pipeline places the question of expansions 
involving gas holders not currently part of AK LNG front and center. In all of these 
cases, there could be major benefits to the presence in the project of a company 

like TC - one that can provide the expertise and funding for expansions, and move 
the gas of participants that do not own infrastructure to market without requiring 

major investments by the state. Key questions to ask here are: 

- Are partner alignment through common shares of gas and infrastructure 
ownership still the key principles behind the structuring of AK LNG? 

- How do these principles relate to efforts to sign withdrawal agreements with 

project partners? 

- Who would own the infrastructure to monetize the gas of a partner that 
withdrew? Would the financial burden and risk fall on the state? 

- If TC were not involved in the project, who would be responsible for the 
engineering and commercial work behind future pipeline expansions to 
accommodate gas not owned by the producers? 

- If the burden of future expansions were placed on the state, what plans does the 
state have in place to ensure it has these capabilities? 
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Executive Summary 

• In June 2014, the State of Alaska (SOA} and TransCanada Alaska Midstream LP (TransCanada) entered 
into a key agreement authorizing TransCanada to pay the upfront capital costs and hold the State's 25 
percent share of ownership in the midstream components of the Alaska LNG (AKLNG) Project. These 
midstream components are the Gas Treatment Plant (GTP) and pipeline portions of the overall 
project. 

• The agreement, called the Precedent Agreement (PA), was based on terms of a Memorandum of 
Understanding (MOU) between the State and TransCanada signed in December 2013. While the 
Alaska Legislature was not a party to the PA, it reviewed and debated the terms of the MOU during 
the 2014 legislative session. 

• The State is now faced with a December 31, 2015 deadline to make a decision on whether to take 
back TransCanada's share and have direct equity participation in the AKLNG midstream. To do so 
would require termination ofthe PA. 

• Under the PA's terms, by December 31, 2015, the State is obligated to either enter into a Firm 
Transportation Services Agreement (FTSA} with TransCanada or TC will be able to terminate the PA. 
Alternatively, if agreeable to TransCanada, the State can negotiate to extend the date for entering into 
an FTSA beyond December 2015. 

• The State administration recommends termination of the TransCanada relationship by December 2015 
and replacing it with the State's direct participation in the AKLNG midstream. 

• The State administration expects this path to allow the State to better manage the obligation the State 
has for AKLNG midstream costs whether or not the project proceeds, increase the overall economics 
of the project to the State, and allow the State to have more direct voting rights on key AKLNG issues 
in return for its investment. 
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BACKGROUND OF STATE'S 
PRECEDENT AGREEMENT 
WITH TRANSCANADA 
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Context for State's 2014 decision to enter into a Precedent 
Agreement (PA) with TransCanada (TC) 

• AGIA framework: 
• TransCanada was the State's licensee under AGIA 

• AGIA work product could not be transferred to AKLNG until after resolution of AGIA abandonment issues 
(including cost of the work product) 

• AGIA also contained a treble damages provision 

• It was in this context that the prior Administration negotiated an MOU with TC in 2013, and the AGIA 
Termination Agreement in 2014, to exit AGIA, transition to AKLNG, and sign the PA with TC 

• Entering into the PA with TC 

• Gave the State a clean off ramp from the TC relationship, now, which it did not have when it entered into 
the PA for all the reasons discussed above 

• Gave the State time during pre-FEED to begin to develop its in-house capabilities in order to fully 
consider the option of participating directly in midstream at appropriate off-ramps 

• TC's work on AGIA and APP allowed smooth transition into pre-FEED 

• Entering into the PA with TC for pre-FEED also gave the State time to assess its ability to finance its share 
of investment in AKLNG without TC 

• However, there was an expectation that project enabling agreements would be defined 
before Dec 2015 and enable SOA to evaluate TC role going forward 
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Key terms of the Precedent Agreement between State of Alaska & 
TransCanada 

State to Commit to 20-25 Year Transportation Agreement with 

TC by Dec 2015 to Pay for Using GTP+Pipe 
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The Precedent Agreement has agreed upon off-ramps that allows 
the State to terminate before December 31, 2015 

PROJECT STAGE: PRE-FEED FEED 1 CONSTRUCTION 

TIMELINE: 2014-2016 2016-2018 2019-2026 

PERCENT SPEND: 

OFF RAMPS: 

-1% 

Termination Dec. 31, 2015 

Pay TC Dev. Costs of "'$70M2 

(Incl. TC Internal Costs3) 

SOA also responsible for 

remaining GTP and Pipeline Pre­

Feed costs from Jan-June 2016 of 

"'$61M4 

1 Assumes 25% State equity participation 

-93-94% 

Termination Dec. 31, 2018 

Pay TC Dev. Costs of "'$490M 

(Incl. TC Internal Costs3) 

2 $70M estimate incorporates a $4M credit for an SOA payment to TC for AGIA reimbursement 
3 TC Internal costs include AFUDC and Internal Management Fees 
4 Provided by AGDC based on current approved WP&B for AKLNG and includes an additional 30% contingency 

6 
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The SOA is faced with the strategically important decision of 
whether to terminate the Precedent Agreement with TransCanada 

The State has two main options: 

State would have to 
reimburse TransCanada 
for its costs incurred to 
date (plus approximately 
7% interest) - SOA 
increases overall equity 
and voting rights to 25%, 
which equals the SOA's 
share of gas 

TransCanada would continue to 
incur costs on behalf of the 
SOA unless there is a 
termination at a later date, at 
which point the SOA will have 
to reimburse TransCanada's 
costs {plus approximately 7% 
interest)1 

1 The State also has a third option, assuming TC is willing: exercise its option to acquire 40% of the equity of the TransCanada 
entity that will own the 25% of the AKLNG midstream. This option is not discussed in this primer but in general it has many 
of the same pros and cons associated with option 2 above. 8 



The administration recommends Termination of the Precedent 
Agreement 

Alignment 

Voting 

Rights 

Economic 

Benefit 

/ 
9 
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State does not have direct voting rights for GTP or pipeline 

~ 
< w en a: n, PBU/PTU t;; ~ 

0. 
:) 

--
~ 
< > w 
a: .... ·-I- u GTP n, 
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32% 21% 

- -- -
. . 

32% 21% 

32% 21% 

[<~····] 21% 
I 

CP 

22% 

--
22% 

22% 

22% 

I 
I 
I 
I 
I :, 
I 

:1 
I 

:1 
I 

:1 
I 

SOA 

25% 

--
CURRENTLY 
HELD BY TC 

'I 
!L ~\i_!~:=:,,,_-:-.-::-·: ._JiJ_:1lT! 

25% 
I I 
f I :_ _______________ _ 

: ---------------------------------------------------
PRODUCER SHARE OF GAS IS EQUAL TO 

PRODUCER EQUITY SHARE IN AKLNG 

SOA SHARE OF GAS 
IS NOT EQUAL TO 

SOA EQUITY SHARE IN AKLNG 

Total 

100% 

--
100% 

100% 

100% 

Note: All ownership shares shown are approximate and State equity participation is based on production mix from PBU and 
PTU and the State's royalty share from each field; State equity participation is currently expected to equal 24-25% 

11 



Alignment through direct participation will facilitate State influence 
equivalent to its investment 

• TC's decisions driven by 
shareholder value; not always the 
same as SOA interests 

• Governance and voting rights issues 
for State's share of project are 
more complex with TC: 

• TC votes on GTP and pipeline issues and 
AGDC votes on LNG issues? 

• Share voting rights on issues that impact 
the whole project? 

• Who speaks for the State? 

KEV AREAS WHERE ALIGNMENT IS 

CRITICAL TO STATE INCLUDE: 

STATE'S INTERESTS 

12 



WHAT IS THE ECONOMIC 
IMPACT OF THE TC 
DECISION FOR THE STATE? 

13 



Criteria for evaluating economic impact of TC Participation on 
SOA 

CRITERIA FOR SOA IMPACTS 

Up front 
cash calls 

Over a range 
of discount 

r_ates 

Incremental 
risk from TC 
participation 

Operational 
cash flows 

14 



What are the State's up front cash calls required in the project for 
the State if the agreement is terminated? 

Amount 
=-

AGDC Pre-FEED2 "'$66 

·~ FEED "'$365 
: .. ·~·. 

,----------------, 

"'$61 

"'$310 
I 
I 

"'$127 

"'$675 

Construction3 N$6,SOO - $7,900 : "'$6,500 - $7,800 t'$13,000 - $15,700 
I I 
\ I ', , ~-~~-----------~~ 

1 TC Termination Amount includes TC Internal Costs (AFUDC + Management Fees) and a credit of-$4M for SOA payment to TC 
for AGIA reimbursement 

2 Provided by AGDC based on current estimated WP&B for AKLNG. Includes prior AGDC pre-FEED appropriations. 
3 Range of costs is based on current estimates to 20% cost overrun 

Note: Estimates do not include AGDC internal costs or agency fees 

15 



Economic impact to the State is driven by a trade-off between 
higher upfront investment and higher operational cash flows or 
lower up-front investment with lower operational cash flows 

PROJECT DEVELOPMENT & 
CONSTRUCTION 

State's up front cash calls for GTP 
and pipeline would be higher 

without TC 

CUMULATIVE 

ANNUAL 

. .-.. -•..•. .•.•.. -. . .......... . . ........ ~ 
PROJECT OPERATION 

Economic analysis examines the net impact of higher 
up front payments in exchange for higher cash flows 

(through lower tariff expenses) over the initial 20 year 
period of operation 

16 



SOA's total upfront cash call exposure is $6.9-8.3B higher without 
TC participation 

$18 -, 

$16 -

I 
$14 i 

I 
~ $12 -j 
.2 I - . ·- $10 co 
~ -tG 
C $8 ·-E 
0 z $6 

I 
I 

$4 I 

$2 -1 

I 
$0 +-

- SOA without TC 

- SOAwithTC 

$14.0 

SOA's Total Upfront Cash Call 
Exposure (Unlevered) 

$16.8 

~ ------------~ 

-- - - --· - - - - -- --- - -- -----·----r ------- -----·- ··-

Base Capital Cost ("'$458 2015$) 20% Capita I Cost Overrun (""$54B in 2015$) 

17 



SOA's annual up front cash calls in the AKLNG project are 
expected to nearly double without TC 

$3.0 l 

I 
$2.5 j 

~ $2.0 
0 = -·-m 
(U $1.5 
C ·e 
0 
Z $1.0 

$0.5 

SOA's Annual Upfront Cash Call Exposure 
(Unlevered) 

- SOA without TC= $148 

- SOA with TC= $7.lB 

$0.0 ! -- - ----1- ,---
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 
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Once operational, SOA is expected to receive annual cash flows of 
up to --$400 million higher without TC1 

SOA AKLNG Cash Flow Forecast (Over 20 Years) 

$6,0 I 

I 
$5.0 I 

I 

$4.o I 
I 

u, i ! $3.o I 
m I 
~ $2.0 1 

C ! 
E I 

~ $1.0 i 
$0.0 t--- -­

-$1.0 j 
I 

-$2.0 _j 

- SOA w ithout TC 

Scenario 

SOA without TC 

SOAwith TC 

2015 2020 2025 2030 

- soAwlthTC 

Terminating TransCanada's 
participation can increase 
State's revenues by up to 

-$400 million per year 

Total Cash 
Flow 2015-2045 

Total Operational 
Cash Flow 2025-

2045 

$79B 

$74B 

2035 

$84B 

$77B 

2040 2045 

1 Based on DOR's assumption that the State can finance it share cheaper than TC 



NPV increase to the State without TC can be between $0-1.2B 
over 20 years 

SOA NPV Increase Without TC ($2015 Billions) 
$1.2 

5% Discount Rate 

5% may be seen as a 
proxy for SOA's Cost 

of Borrowing 
-·. -

$0.6 

Results show the difference in NPV at various 
discount rates: 

'SOA without TC' less 'SOA with TC' 

$0.0 

7% Discount Rate 10% Discount Rate 

7% may be seen as a 10% may be seen as a proxy 
proxy for Permanent return for a commercial 

Fund returns investment 
_,. . .. -·· --- -··-""- -· .,_ - ···-- ·---

20 



The economic benefit of replacing TC could vary based on the 
SOA's credit rating 

• The State could potentially 
achieve up to ""'$400 
million incremental 
annual cash flows, based 
on the State's expected 
lower cost of capital 

State of Alaska Avg. Annual Operational Net Cash Flow Difference 

• The State's cost of capital 
would increase with any 
credit downgrades 

• Even if the State's credit 
rating deteriorates and 
results in a higher cost of 
capital for the State, it is 
still expected that the 
State will achieve 
additional annual cash 
flows without TC 

Ill 

~ 
~ 
ii 
C 

'§ 
z 

$400 
$360 

$350 

$300 

$250 , 

$200 -

$150 

$100 

$SO 

$0 -
-$50 

-$100 
!Baseline · 

('SOA Without TC' Less 'SOA with TC Reference) 

$230 
$200 

$170 

I 
$130 

I 
$100 $90 

I I $60 

I $30 - ' - r - - • --, 
4.0% 4.5% 5.0% 5.5% 6.0% : 6.15% 6.5% 7.0% 

SOA GTP + Pipe WACC 
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TIMING OF DECISION 

22 



Why terminate the agreement with TransCanada now? 

• State owes TC its costs plus interests, regardless of project completion 
• If project fails: Keeping TC in longer and terminating later means that State would need 

to make a bigger and more expensive payment later 
• If project succeeds: State is expected to be able to finance cheaper than TC, potentially 

saving hundreds of millions a year 

• Unlike the PA, the proposed FTSA is expected to include a commitment to give "back­
in" rights for TransCanada, which states that within five years of exercising its 
termination option, if the State participates in a pipeline project substantially similar to 
the AKLNG project, the State would need to offer TransCanada an option to participate 

• Terminating TC's participation now would give the State a clean off~ramp without 
needing to offer any back-in rights 

• As the Project progresses towards the end of the Pre-FEED phase, certain key decisions 
are slated to be made in the next six months 

• Due to fundamental difference between the SOA's primary design criteria and the 
producers', terminating the PA and increasing the SOA's voting rights may allow the 
SOA to have a more direct say in the decision making process immediately 

23 



Per prior agreements, SOA is always obligated to repay TC's costs1 

IF PROJECT DOES NOT MOVES FORWARD 
WITH TC 

SOA 
TERMINATES 

TC EXITS 

l 
PROJECT 

TERMINATES 

> Project development risk is borne by SOA 

IF PROJECT MOVES FORWARD WITH TC 

> SOA pays TC tariff regardless of price or 
volume risks 

1 TC costs to be repaid include its share of AKLNG work plan and budget, AFUDC, and internal management fees 

24 



Stakes get higher as Project proceeds through stage gates 

2014-2016 

Moving from 
"selecting 
concepts" 

towards more 
detailed 

engineering 
"'1% of total 

project spend 
Many LNG 

projects "die" 
during this stage 

2016-2018 

Substantially refine project 
design basis 

5-6% of total project spend 
Few LNG projects get to 

FEED and then "die" 

2019-2025 · 

.• . 

FINAL INVEST!VIENT DE_CISION (FID) 
FOLLOWED BY CONSTRUCTION 

-: . . ~ -·,,--- ·-

Turn dirt(!) 
93-94% of project spend 

Long-term gas sales agreements in place 
Financing in place 

Less Uncertainty And Increasing Commitments 

25 



Avoid Back-In Rights for TransCanada 

• The proposed FTSA is expected to include a commitment to give 11back-in" rights 
for TransCanada. 

• The back-in right states that within five years of exercising its termination option, 
if the State participates in a pipeline project to commercialize North Slope gas that 
is substantially similar to the AKLNG project, the State would need to offer 
TransCanada an option to participate in the GTP and pipelines of that project 
under similar terms. 

• Terminating TC's participation now would give the State a clean off-ramp without 
needing to offer any back-in rights. 

26 



Influence Key Near-Term AKLNG Decisions 

• There is a fundamental difference between the SOA's and the producers' (and 
potentially TransCanada's) primary decision criteria 
• Lowest cost vs. Most value for Alaskans 

• Certain key decisions are slated to be made in the next six months 

• By terminating the agreement with TransCanada, the SOA would gain voting rights 
equal to its gas share and have a more direct influence over key technical 
decisions related to the midstream such as: 
• By-product handling 

• Project budget 

• Schedule for the midstream portion 

• In addition, terminating the PA with TransCanada is expected to facilitate simpler 
and more efficient resolution of voting rights in AKLNG governance agreements 
currently being negotiated 

27 



WHAT ARE OPTIONS FOR THE STATE 
TO FINANCE ITS SHARE OF 
MIDSTREAM AKLNG COSTS 
WITHOUT TRANSCANADA? 

28 



What are the options for the State to finance its share of AKLNG 
Midstream without TransCanada? 

• The State will have the following options to pay the TC Termination 
Amount and finance its share of the Project during the remainder of Pre­
FEED, FEED and the construction period1 : 

• The Legislature could appropriate from existing State funds, e.g., the Constitutional 
Budget Reserve Fund (CBRF), Earnings Reserve Fund, etc. 

• The Legislature could authorize the issuance of State debt 

• The Legislature could authorize pursuit of project financing 

• The Legislature could authorize the pursuit of funding from other sources: LNG buyers 
and other potential equity investors 

1 These are the same funding options for the LNG Plant if TC remained in the Project 
29 



Will termination of the agreement affect the State's credit rating? 

FirstSouthwest advises that a decision to terminate the TC's participation will not, in 
and of itself, result in a downgrade of the State's credit rating: 

• 
• 

• 

• 
• 

No incremental commitments by the State 

As the State's overall costs related to the Project are projected to be reduced 
without TC (B&V estimates a reduction of up to $400 million per year), the 
termination should be viewed by the credit ratings agencies as a net positive for 
the State 

With or without TC, the State should anticipate a reduction in the State's credit 
rating during the construction period (when no gas sale revenues are being 
generated) 

Credit rating should recover once gas sale revenues become established 

TC's exit, by itself, should not result in a credit downgrade during the 
construction period that is greater than any downgrade if TC remained in 
AKLNG. The State's credit could instead be improved by the lower costs to the 
State as a result of TC's exit 

30 



HOW CAN THE STATE REPLACE 
TRANSCANADA'S TECHNICAL ROLE 
IN THE PROJECT? 

31 



What is TC's technical role in the AKLNG Project? 

• TC is experienced in northern pipelines and leads the pipeline technical work for 
AKLNG 

• TC in its current role performs or has performed several functions including the 
following: 

• Holds State of Alaska's midstream equity in AKLNG as signatory to the JVA 

• Contributes pipeline SMEs that were seconded to the JVA PMT 

• Coordinated FERC NEPA Process 

32 



How will TransCanada's technical expertise be replaced? 

• TransCanada is not anticipated to build the pipeline, that will be managed 
through the AKLNG Project Management Team (PMT) which leads and guides 
the AKLNG project 

• PMT consists of Co-Venturer (CoV) employees seconded to project based on 
experience and skill sets 

• PMT hires engineering and specialist contractors to advance design efforts 

• Significant amount of work is done by contractors with oversight by PMT 

33 



How will TransCanada's technical expertise be replaced? 

• AKLNG Project partners bring 
significant experience 

• In addition, AGDC brings Alaska 
pipeline experience 
• Successfully completed Pre-FEED 

and FEED on ASAP 

• Key subject matter experts based 
in Alaska 

• AGDC has already taken over TC's 
role in coordinating NEPA process 

The AKLNG Project partners have 
worldwide experience and resources to 

be able to step into the pipeline technical 
lead role played by TC 

34 
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TRANSCANADA PARTICIPATION DECISION 

IMPACT ON STATE OF ALASKA 

PREPARED FOR THE STATE OF ALASKA 



PRESENTATION OVERVIEW 

~ Background & Description of TC Decision 

~ Overview of TC's current role and State's 
alternatives related to TC participation 

~ Some key factors for State to consider in TC 
participation decision 



SB138 FACILITATED ALIGNMENT OF GAS AND CAP"CITY 
OWNERSHIP 
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32% 

--

32% 

32% 

32% 

BP 

21% 

--

21% 

21% 

21% 

PRODUCER SHARE OF GAS 
IS EQUAL TO 

CP 

22% 

--

22% 

22% 

22% 

I 
I 
I SOA 

25% 

--

25% 

. , liVNI 
25% · 

25% 

~----------------· 
SOA SHARE OF GAS 
IS NOT EQUAL TO 

Total 

--

PRODUCER EQUITY SHARE IN AKLNG SOA EQUITY SHARE IN AKLNG 

• All ownership shares shown are approximate 
• State equity participation is based on production mix from PBU and PTU and the State's royalty share from each field; State 

equity participation is currently expected to equal 24-25% El 



TC DECISION NEEDED BY DEC 2015: 
SHOULD SOA ALIGN ITS GAS WITH ITS EQUITY? 

Gas 

SOA Aligned ... 
Equity • 

(SOA Without TC) ' 

FTSA With TC 
(SOA With TC) 1 

SOA: 

- 25% 

GTP Pipeline L'G Plant 

SOA: -2s% SOA: -2s% 

TC: "'25% TC: "'25% 

midstream (i.e. 40% of 25%). This presentation focuses on the two sideboard options of keeping or a:;;a_ 
1The State also has the option to purchase 40% of TC's equity in AKLNG, effectively owning 10% of the El 
terminating TC. The intermediate equity purchase option is presented as an Appendix. : -v I 
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IT WOULD BE PREMATURE & RISKY FOR SOA ~O 
COMMIT TO A LONG TERM FIRM TRANSPORlf"ATION 
SERVICES AGREEMENT WITH TC BY DECEMB~R 2015 

VARIOUS AKLNG PROJECT 
ENABLING AGREEMENTS 

HAVE NOT BEEN COMPLETED 

RIK DECISION (DEPENDENT 
ON PROJECT ENABLING 
AGREEMENTS) HAS NOT 

BEEN MADE 

WITHOUT GUARANTEE OF 
GAS IN KIND, STATE CANNOT 

COMMIT TO ANY LONG­
TERM TRANSPORTATION 

AGREEMENT 

Decision is whether to terminate TC relationship in Dec 
2015 or delay decision and consider keeping TC in El 



DIRECT STATE PARTICIPATION IS ADMINISTRATION'S 
VIEW OF BEST PATH FORWARD 

• The State's direct investment in the AKLNG Project's midstream 
reflects more favorable value and risk-reward balance for the State 
compared to TC participation 

Sovereign role - Desire to have greater control and more direct SOA role 
in AKLNG 

Improved project alignment 

Direct voting rights and representation, including on key issues such 
as budgets, schedule and pipeline size 

Ability to directly facilitate midstream expansion 

Commercial role - Reap greater long term cash flows and participation 
for SOA during project operation by shouldering higher fiscal risk up 
front 

Higher operational cash flows of "'$400 million a year 

Better overall investment value to State 

Lower risk of State experiencing negative netbacks without TC - on­
going costs paid by State will not need to include TC's retur~ on 

I 

equity - only financing cost and operating expenses 

El 



PRESENTATION OVERVIEW 

> Background & Description of TC Decision 

> overview of TC's current role and State's 
alternatives related to TC participation 

> some key factors for State to consider in TC 
participation decision 



HISTORICAL CONTEXT FOR STATE'S 2014 DECISION 
TO ENTER INTO PRECEDENT AGREEMENT (PA;) 
WITH TC 

• AGIA framework: 

TC was the State's licensee under AGIA 

AGIA work product could not be transferred to AKLNG until after resolution of 
AGIA abandonment issues (including cost of the work product) 

AGIA also contained a treble damages provision 

It was in this context that the prior Administration negotiated an MOU with TC in 
2013, and the AGIA Termination Agreement in 2014, to exit AGIA, transition to 
AKLNG, and sign the PA with TC 

• Entering into the PA with TC gave the State time during pre-FEEi;> to begin 
I 

to develop its in-house capabilities in order to fully consider the option of 
participating directly in midstream at appropriate off-ramps 

TC's work on AGIA and APP allowed smooth transition into pre-FEED 

• Entering into the PA with TC for pre-FEED gave the State time to· assess its 
ability to finance its share of investment in AKLNG without TC 

• There was an expectation that project enabling agreements would be 
defined before Dec 2015 and enable SOA to evaluate TC role going 
forward 

El 



THE AGIA TERMINATION AGREEMENT 

• Key provisions of the AGIA Termination Agreement includ~: 

- TC and State terminated the AGIA License 

- TC waived any claim of treble damages under AGIA 

- TC agreed to provide State with right to use all AGIA work product of value to the 
AKLNG project, at no additional up front cost to the State 

- State agreed to complete the AGIA reimbursement process 

• Importantly, under the Agreement the State has a clean off-ramp 
with TC in 2015 

- No AGIA treble damages liability 

- No ability of TC to delay project by withholding right to use AGIA work product 
I 

- SOA must pay for TC's AKLNG pre-FEED development costs, with interest (but such 
costs are ultimately unavoidable) 

- No "back in" right for TC (unlike the FTSA) 

El 
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PER PRIOR AGREEMENTS1 SOA IS ALWAYS 
OBLIGATED TO REPAY TC S COSTS1 

IF PROJECT DOES NOT MOVES FORWARD 

WITH TC 
IF PROJECT MOVES FC)RWARD WITH TC 

SOA 
TERMINATES 

TC EXITS 

l 
PROJECT 

TERMINATES 

> Project development risk is borne by SOA > SOA pays TC tariff regardless of price or 
volume !risks 

I 

1TC costs to be repaid include its share of AKLNG work plan and budget, AFUDC, and internal 
management fees El 



STAKES GET HIGHER AS PROJECT PROCEEDS 
THROUGH STAGE GATES 

-

2014-2016 2016-2018 2019-'2025 

PRE-FEED FEED 

Moving from 
"selecting 

i 
j 

concepts" 
! 
I 

towards more Substantially refine project , 
detailed design basis ' Turn dirt(!) . 

engineering 5-6% of total project spend : 
93-94% of project spend 

"'1% of total Few LNG projects get to 
Long term gas sales agreements in place 

project spend FEED and then "die" 
Financing in place 

Many LNG 
projects "die" r 

' 
during this stage 

Less Uncertainty And Increasing Commitments 

El 



TIMING OF TC PARTICIPATION DECISION -
PROJECT DEVELOPMENT 

• 

• 

• 

Final Investment Decision 

Project development risk is borne by SOA 

I 

Unlike the agreements to date, the proposed FTSA contains a "back 
in" right for TC: no "clean" off ramp if SOA executes it by Dec 2015 

If SOA does not execute the proposed FTSA by Dec 2015, TC would 
have the right but not the obligation to terminate the PA and seek 
reimbursement of its costs 



TIMING OF TC PARTICIPATION DECISION -
PROJECT FID/CONSTRUCTION 

At Final Investment Decision (FID), before 
construction (the biggest spend period) 
commences, the investment needed in 
the project can be financed and State 
should be able to directly finance its 

share of Al<LNG costs in a less expensive 
way than through TC i.e., SOA would get 

lower tariffs and higher cash flows 

=> If the State desires to participate directly in AKLNG midstream, 
there may not be a strategic reason to wait 

El 



$$ IMPLICATIONS OF TC PARTICIPATION DECISION 
AND POTENTIAL OFF RAMPS1 

PROJECT STAGE: PRE-FEED FEED I -,;,,~~~1'c§Ns,]~~y,6-,oN. 
TIMELINE: 

Percent of Spend: 

STATE INVESTMENT 

SOA without TC: 

SOAwith TC: 

OFF RAMPS: 

2014-2016 2016-2018 

- 1% ~s-6% 

,v$130M ,v$625M 

-$GSM 

Termination Dec. 31, 2015 

Pay TC Dev. Costs of "'$70M2 

(Incl. TC Internal Costs3) 

SOA also responsible for remaining 

GTP and Pipeline Pre-Feed costs from 

Jan-June 2016 of "'$38M4 

1Assumes 25% State equity participation 

Termination Dec. 31, 2018 

Pay TC Dev. Costs of "'$490M 

(Incl. TC Internal Costs3) 

2019_;2026 

"'93-94% 

-$13.lB 

-$6.SB 

2$70M estimate incorporates a $4M credit for an SOA payment to TC for AGIA reimbursement 
3TC Internal costs include AFUDC and Internal Management Fees 
4 Provided by AGDC based on current approved WP&B for AKLNG and includes an additional 30% contingency 13 



PRESENTATION OVERVIEW 

>- Background & Description of TC Decision 

>-overview of TC's current role and State's 
alternatives related to TC participation 

>-some key factors to consider for State's TC 
participation decision 

El 
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SOME KEV FACTORS TO CONSIDER FOR STATE'S TC 
PARTICIPATION DECISION I 

> What is the economic impact to SOA with and without TC participation? 
I 

Near-term cash calls required from State 

Long-term cash flows to the State 

Risk exposure for State 

> Does the State have the financial ability to invest directly in the Al<LNG 
midstream segment (i.e., without TC participation)? 

SOA financing of TC termination, remaining pre-FEED, FEED and 
construction costs 

I > Does the State have the technical ability to participate directly in t~e AKLNG 
midstream segment? 

TC is currently the technical lead for pipeline segment; can this tole be 
continued by the State or another project partner? 
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TRANSCANADA IN OR OUT - ECONOMIC 
IMPACT 

ECONOMIC 
IMPACT? 

PROJECT DEVELOPMENT 
& CONSTRUCTION 

STATE'S UP FRONT CASH 
CALLS FOR GTP AND 
PIPELINE WOULD BE 
HIGHER WITHOUT TC 

ONCE THE PROJECT IS OPERATIONAL, STATE WOULD ACHIEVE HIGHER ONGOING 
CASH FLOWS WITHOUT TC 

CUMULATIVE 

I t I I 111111111111111 i ,N,Ali u 'I 
········································~···········~ 

PROJECT OPERATION 

Economic analysis examines the net impact 
of reduced up front payments in exchange 
for tariff expenses over the initial 20 year 

period of operation 
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CRITERIA FOR EVALUATING ECONOMIC IMPACT , . . .. 
OF TC PARTICIPATION ON SOA .. • 
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Up front 
cash calls 

·~ Over a range 
of discount 

rates 

Incremental 
risk from TC 
participation 

Operational 
cash flows 



SOA'S TOTAL UPFRONT CASH CALL EXPOSURE 
IS $6.9-8.38 HIGHER WITHOUT TC 
PARTICIPATION 
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- SOA without TC 

- SOAwith TC 

SOA's Total Upfront Cash Call Exposure 
(Unlevered) 
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$0 -, -·1 - - -- .. - - ___ .. ___ ------~ 

Base capital cost ("'$458 2015$) 20% Capital Cost overrun ("'$548 in 2015$) 



SOA'S ANNUAL UP FRONT CASH CALLS IN THE 
AKLNG PROJECT ARE EXPECTED TO NEARLY 
DOUBLE WITHOUT TC 

$3.0 

$2.5 ~ 

~ $2.0 
0 ·­--·-m 
fU $1.5 
C ·-E 
0 
Z $1.0 , 

$0.5 

SOA's Annual Upfront Cash Call Exposure (Unlevered) 

- SOA without TC = $148 

- SOA with TC = $7.18 

=· 

$0. 0 - - , - , -- - - --, - - - r -- - - -r - .- - ----,----T -- -- - -,- - - - - - - -- ---,-----,--- - -~--~ 

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 
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ONCE OPERATIONAL, SOA IS EXPECTED TO 
RECEIVE ANNUAL CASH FLOWS OF ,v$400 
MILLION HIGHER WITHOUT TC 

. 1n~m.,zjrg._· : ... ·¾:;..,_··. ' • 

~~''""' • 

$6.0 

$5.0 -

$4.0 

"' .§ $3.0 ~ -·-m 
~ $2.0 
.5 
E 
~ $1.0 

$0.0 

-$1.0 

-$2.0 
2015 

SOA AKLNG Cash Flow Forecast(Over 20 Years) 

2020 

- SOA w ithout TC - SOAwlthTC 

2025 

Scenario 

Terminating TransCanada's 
participation increases State's 

revenues by "'$400 million per year 

Total Cash Flow 
2015-2045 

Total Operational 
Cash Flow 2025-2045 

SOA without TC 

SOAwithTC 

$79.18 

$73.98 

$84.lB 
I 

$76.18 

2030 2035 2040 2045 
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NPV INCREASE TO THE STATE WITHOUT TC CAN 
BE BETWEEN $0-1.28 OVER 20 YEARS 

ECONOMIC 
IMPACT? 

$1.2 

5 % Discount Ra te 

5% may be seen as a 
proxy for SOA's Cost of 

Borrowing 

SOA NPV Increase Without TC ($2015 Billions) 

$0.6 

7 % Discount Rate 

7% may be seen as a 

proxy for Permanent 
Fund returns 

Results show the difference in NPV at 
various discount rates: 

'SOA without TC' less 'SOA with TC' 

$0.0 

10% Discount Rate 

10% may be seen as a 
proxy return for a 

commercial investment 
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TC INVOLVEMENT AND THE RISK OF 
NEGATIVE NETBACK FOR THE STATE 

ECONOMIC 
IMPACT? 

• With an RIK election, the State could be exposed to negative'; netback if 
the revenue from its sale of RIK+ TAG gas/LNG volumes is insufficient to 
cover its cost obligations as a shipper 

• The State's midstream cost obligations as a shipper are directly affected 
by midstream ownership (State Midstream Company, TransCanada) 

Many of the cost obligations would be the same regardless of who owns the 
midstream assets. These include any upstream expenses, midstream O&M 
costs, marketing costs, and LNG liquefaction and shipping costs . 

Differences in the obligations arise from factors including how th~ project is 
financed, income tax, property tax, and return on equity 

• Note: During the sale of RIK and TAG gas and LNG , market pricing mechanisms such as 
price collars may be available to help manage the State's negative netback risk. The risk 
management available and associated costs to the State from such mechanisms will be 
evaluated during the marketing process and are not considered here. This analysis simply 
looks at the level of negative netback risk for the State that will need to be managed, with 
and without TC. 

El 
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STATE'S MIDSTREAM COST OBLIGATIONS 
WITHOUT TC ARE EXPECTED TO BE 
N$7.30/MMBTU 

$25 

SOA Expected Revenues & Midstream Costs Per Unit of Gas (Without TC) 

LNG Shipping & Marketing Expenses 

Mldtream O&M 

- Midstream Debt PMT 

$20 , - Royalty and Production Tax Revenue - $80/bbl Oil 

- Royalty and Production Tax Revenue - $60/bbl Oil 

EXPECTED 
REVENUES 
PER UNIT 

ECONOMIC 
IMPACT? 

• State's midstream 
co~t obligations are 
expected to be 
"'$7.30/MMBtu 

E s15 
....... • Eqyivalent to Oil 

prites in today's 
dol1lars at "'$33/bbl 
(as~uming 13.5% 
Sl~f e and $1/M M Btu 

...,,. 
"ii 
·= E 
0 $10 
2 

$5 .I 
EXPECTED pnce adder) 

cosTs PER • Oil/LNG prices & gas 
UNIT ' I . 

so ,-
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How does TC Involvement in the project impact the State's 
ability to meet midstream obligations and not have 

negative netbacks? 

pr9duct1on are key 
ris~s in meeting 
miqstream payment 
obljgations 

I 
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WITH TC, THE STATE'S MIDSTREAM COST 
OBLIGATIONS ARE EXPECTED TO INCREASE 
TO ,v$8.20/MMBTU 

ECONOMIC 
IMPACT? 

ml 
S20 I 

I 
~ I 
E I 
~ $15 j 
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·= E 
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So 

SOA Expected Revenues & Midstream Costs Per Unit of Gas (With TC) 

LNG Shipping & Marketing Expenses 

-Tariff PMT to TransCanada 

LNGO&M 

-LNG Debt PMT 

- Royal ty and Production Tax Revenue - $80/bbl OIi 

- Royalty and Production Tax Revenue - $60/bbl OIi 

~ I' 00 ~ O ~ M M ~ ~ ~ 
N N N N m m m m m m m 
0 0 0 0 0 0 0 0 0 0 0 
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" (X) m m 
0 0 
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(11 0 .-t 
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SOA without TC 

N m 
~ ~ 
0 0 "' ..... 

' ~ 0 0 
N N 

EXPECTED 
REVENUES 

EXPECTED 
COSTS 

What is driving the "'$0.90/MMBtu (in 2026$) or 
$5/bbl (in 2015$) difference with TC's involvement? 

• State's midstream cost 
obligations are 
expected to be 
-$8.20/MMBtu with TC 
compared to 
"'$7.30/MMBtu without 
TC 

• Equivalent to Oil prices 
in today's dollars at 
-$38/bbl compared to 
"'33/tjbl. (assuming 
13.S~ Slope and 
$1/MMBtu price adder) 
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MIDSTREAM COST OBLIGATION 
DIFFERENCES 

ECONOMIC 
IMPACT? 

State Midstream Obligation 

LNG Shipping & Marketing 

Weighted Cost of Capital 
(Return on equity & Cost of 
debt) 

Property Taxes 

SOA Without TC 

No Difference 

No Difference 

SOA is expected to have 
lower cost of capital than 

with TC 

SOA Does Not Pay 

SOA Does Not Pay 

,, ' ------------~-----~ 
, SOA pays TC's wei hted cost \ 

of capital of 7.1za during : 

construction! ~;~5% durin~ ! 
operatroris .~,,.,.,, 1 

SOA Tariff includes TC 
I 
I 
I 

Property Tax O~ligation : 

t 
.. I 

SOA Tariff inclu es TC's J 
\ Payment of lnco I e Taxes / 

' I , 

'--,-------r-----~ 
Additional cost elements make 1 

SOA's midstream obligations 

higher with TC 

El: 



STATE'S NEGATIVE NETBACK RISK INCREASES 
WITH TC: EXAMPLE 

ECONOMIC 
IMPACT? 

$25 l 
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SOA Expected Revenues & Midstream Costs Per Unit of Gas (With TC) 

LNG Shipping & Marketing Expenses 

-Tariff PMT to TransCanada 

LNGO&M 

- LNG Debt PMT 

- Royalty and Production Tax Revenue - $60/bbl Oil 

- Royalty and Production Tax Revenue - GBM w/ Mean Reversloo 
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$ ; 
0 0 
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~ ~ : ~ 
0 0 0 0 
N N N N 

EXPECTED 
REVENUES 

ACTUAL 
REVENUES 

EXPECTED 
COSTS 

• With TC, the cost 
level that the State's 
revenues need to 
cover are about 
$1/MMBtu higher 
than without TC 

• This is expected to 
increase the 
likelihood and 
magnitude of 
negative netback­
i.e., potential draws 
on the General Fund 
- that the State 

I 

could experience 
during low price 

I 

events 
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WHAT ARE THE FINANCIAL IMPLICATIONS 
TO SOA OF TC PARTICIPATION? 

• Two financial costs of terminating TC relationship: 

Immediate transition costs of terminating TC 
involvement 

Subsequent direct investment in AKLNG midstream 

• Two financial benefits of terminating TC 
relationship: 

Immediate relief from funding TC administrative c9sts1 

Eliminate accrual of TC financing costs ("'7% interest) 

FINANCIAL 

ABILITY? 

1 There may be corresponding increases to AGDC administrative costs associated with the Midstream. El 



SOA'S UPFRONT CASH CALLS WITHOUT TC INCRE!ASE 
BY N$108M FOR PRE-FEED AND ~$310M FOR FEEP 

FINANCIAL 

ABILITY? 

Nominal $M Midstream1 

TC Termination Amount "'$ 702 

Pre-FEED 
AGDC Pre-FEED "'$383 

FEED "'$310 

tonstruction4 ., ""~·$· 6· s-o·o ·::·s·1ts' "o:. 'o··_·._ ·.:£sit!~~ 
.· .. :-_,:.c_... . I . . •.. -. _: _;,1 • _j;,:;.;,:g)c.-c;.s:~ 

.-:~5iL~iz)D,~~-~:~"4~-:j'~-jls.--~}~1ti~~•1 

1 Midstream includes PBU & PTU Transmission Lines, Gas Treatment Plant, and Mainline 
2 TC Termination Amount includes TC Internal Costs (AFUDC + Management Fees) and a credit of -$4M for SOA payment 
to TC for AGIA reimbursement 
3 Provided by AGDC based on current approved WP&B for AKLNG and includes an additional 30% contingency 
4 Range of costs is based on current estimates to 20% cost overrun 

El 



WITHOUT TC,. SOA'S TOTAL UPFRONT CASH CALLS 
WOULD BE NS173M FOR PRE-FEED & N$625M FOiR 
FEED · 

Nominal $M 

TC Termination 

Amount 

AGDC Pre-FEED 

FEED 

Construction4 

Midstream1 

rv$702 

"'$383 

rv$310 

"'$6,500 -
$7,800 

"'$65 

"'$315 

"'$6,500 -
. $7,900 

rv$103 

"'$625 

. "'$13 ,100 -
$15,7;_00 

. ~-. ' ~··: _{.__-- ~.:· ·' 

Pre-FEED 

1 Midstream includes PBU & PTU Transmission Lines, Gas Treatment Plant, and Mainline 
2 TC Termination Amount includes TC Internal Costs (AFUDC + Management Fees) and a credit of -$4M for SOA payment 
to TC for AGIA reimbursement 1 

3 Provided by AGDC based on current approved WP&B for AKLNG and includes an additional 30% continge~cy 
4 Range of costs is based on current estimates to 20% cost overrun 

81 



SOA'S COST OF CAPITAL IS EXPECTED TO BE LOWER THAN 
TC'S 

DOR analyzes the TransCanada agreement as a non-GO State debt bor,rowing that 
may be called on demand by TransCanada with an interest cost significantly higher 
than the State could achieve through a market-rate State debt borrowing 

• TC's "deemed" weighted cost of capital per contract is 

Development & Construction: 

70/30 Debt/equity ratio1 

4.05% Cost of Debt/ 11.05% Return on Equity2 

Weighted average cost of capital = 6.15%2 

Operation: 

75/25 Debt/equity ratio 

4.05% Cost of Debt/ 11.05% Return on Equity2 

Weighted average cost of capital= 5.80%2 

• SOA's cost of financing its midstream share directly is expected to be lower than 
through TC 

1Ratio applies through the second anniversary of the in-service date 
2TC deemed cost of capital changes with variations in the yield of 30-year Treasuries. The cost of capital figures shown are 
based on the Treasuries yield as of September 25, 2015 

PROVIDED TO BLACK & VEATCH BY DEPARTMENT OF REVENUE El 



STATE'S ABILITY TO FUND TERMINATION 
AMOUNT FOR TC 

• The costs for the TC termination amount through pre-FEED to date will need 
to be funded through legislative appropriation , 

I 
• Legislature has a number of viable readily implemented funding op,ions 

available to it for the TransCanada reimbursement of Developments Costs. 

The Legislature could appropriate funds from the CBRF or authorize a short or 
intermediate term borrowing with non-GO State debt (moral obligation ar 
certificates of participation) 

The Legislature could also do a combination of the two, with initial fundirlg from 
the CBRF to be reimbursed by a non-GO State debt issuance or proceeds from 
financing provided by future equity partn~rs and/or LNG buyers 

Note that given the relatively small size of the TransCanada reimbursement, the 
State could consider both bank financing and municipal market bonding 

First Southwest believes that a State borrowing could be feasible and wo~ld result 
in materially lower interest costs to the State than under the TransCanadc;1 
agreement 

Interest payments on any State borrowing would be funded by annual 
appropriation, with the anticipation that principal repayment would be rdlled into 
a future long term financing if the Project reaches FID 

PROVIDED TO BLACK & VEATCH BY DEPARTMENT OF REVENU~ r;'I 
1 ~ 1 



I 

STATE'S ABILITY TO FINANCE ITS SHARE OF AKLNtG 
COSTS - PRE-FEED I 

• AGDC's remaining midstream Pre-FEED JVA costs will need 10 be 
funded through legislative appropriations ! 

I 

• The funding could be done in the same way as the current 4GDC 
Downstream Pre-FEED JVA costs are funded 

• Alternatively, the same funding program identified for the : 

FINANCIAL 

ABILITY? 

TransCanada reimbursement of Development Costs could b~ utilized 
The Legislature could appropriate funds from the CBRF or authorize a 
short or intermediate term borrowing with non-GO State debt air a 
combination of the two 

PROVIDED TO BLACK & VEATCH BY DEPARTMENT OF REVENUt 13 



STATE'S ABILITY TO FINANCE ITS SHARE OF AKLN1G 
COSTS-FEED -... ••• 
• The AGDC Downstream and Midstream FEED costs will need to be 

funded through legislative appropriations 

• It is anticipated that the SOA total share of FEED amount co~ld 
approach $625 million, an increase of $310 million without Tt 

• For the AGDC Downstream and Midstream FEED costs, the 
Legislature would have the same options available to fund such 
costs as outlined in the funding program identified for the 
TransCanada reimbursement 

• In addition, given the additional time available before the FEED 
funding decision is ripe, the Legislature could consider proposing a 
GO debt offering which would require a voter referendum approval 

The State would have the option to issue annual tranches of debt to meet 
the annual appropriation requirements or a single tranche to fund the 
total FEED period costs. 

Interest payments could be funded by annual appropriation, with the 
anticipation that principal repayment would be rolled in a future long 
term financing. 

PROVIDED TO BLACK & VEATCH BY DEPARTMENT OF REVENUE El 



STATE'S ABILITY TO FINANCE ITS SHARE OF AKLNiG 
COSTS - FEED {CONT.) 

• The state may also be able to obtain financing from futur~ equity 
investors and/or LNG buyers 

• Under the existing agreements with TC, the State has to support 
its obligations under the PA and FTSA with the full faith and 
credit of the State of Alaska or provide other credit support 
acceptable to TC 

The State is expected to obtain less expensive borrowing on its own in 
the debt market 

• Given that the State's financial consultants, First Southwest and 
Lazard, advise that the State would have the ability to acc~ss the 
bank debt and municipal bond market for funds to replace the 
TransCanada debt, DOR is comfortable the State can readilly fund 
AGDC's share of costs through FEED at a lower overall cos~ to the 
State , 

FINANCIAL 

ABILITY? 

PROVIDED TO BLACK & VEATCH BY DEPARTMENT OF REVENUE m 



STATE'S ABILITY TO FINANCE ITS SHARE OF AKLNG 
COSTS - CONSTRUCTION ! 

• The AGDC Downstream and Midstream post-FID construction costs
1 

will 
need to be funded through legislative appropriations 1 

• It is anticipated that this amount could approach $13.1-15.7 billion 

• The Legislature would have the same options as for FEED costs to fund 
construction costs 

• Given the magnitude of the expenditures, the borrowing plan would look 
more to the municipal bond market than to bank borrowing 

• It is anticipated that at the time of placement of the Project into operation, 
the State would re-finance outstanding debt with long term municipal bond 
market borrowing or a Permanent Fund investment or a combinatiJn of 
both 

• SOA/ AGDC would not have the option to access project financing umder our 
understanding of the current Constitution's limitations against pled~ing 
State royalties and tax revenues. 

I 

A Constitutional Amendment would be required specifically to allow a pl~dge of 
RIK/TAG revenues to enable an SOA/AGDC borrowing for the AKLNG Project 

FINANCIAL 

ABILITY? 

I 

PROVIDED TO BLACK & VEATCH BY DEPARTMENT OF REVENUE Eli 
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CAN THE STATE PROCEED WITHOUT TC­
TECHNICAL ABILITY? 

• TC is highly experienced in northern pipelines and leads the 
pipeline technical work for AKLNG 

• TC in its current role performs or has performed several fpnctions 
including the following: 1 

Holds State of Alaska's midstream equity in AKLNG as signatory to the 
JVA 

Is SOA's midstream participant in JVA Governance and decision making 

Provided the majority of the pipeline SMEs that were seconded to the 
JVA PMT 

Provided technical advice to the State of Alaska on midstream design, 
especially the 48 inch pipe position 

Helpful assistance and input on negotiation of key agreements like 
Expansion 

Coordinated FERC NEPA Process 

El 



MIDSTREAM CAPABILITIES WITHIN AKLNG 

• The end of the pre-FEED stage in the AKLNG Project's 
development is a natural transition point in activities 

• Project delay is not expected if TC agreement is terminated in 
December 2015, as the pre-FEED work products near 
completion 

• The AKLNG Project producer partners have worldwide i 

experience and resources to be able to step into the pipeline 
technical lead role played by TC 

The #2 on the Pipeline Team is an EM employee with significant 
experience 

The GTP, which is part of Midstream is already being managed by 
an EM secondee 1 

Exxon designed and built TAPS and thus has Alaska-relevant 
experience on midstream 

• AKLNG may be able to hire pipeline employees currently 
seconded to the project by TC 

I 



AGDC CAPABILITIES IN MIDSTREAM 

• AGDC has completed Pre-FEED and FEED work on ASAP 

• Practical knowledge/experience with the proposed RoW on 
ASAP - already have all the State lands RoW granted to thtm 
and expect the Federal portion to be granted as soon as the 
NEPA process is completed in mid 2016 

• Experienced in the NEPA process although ASAP is under USACE 
and not FERC - AGDC has filed an EIS 

• AGDC's ERL person has taken over the permitting from the!TC 
person who had led that effort 

• Challenges/gaps -
Limited current experience on the GTP - AGDC is expected to add 
staff /contractors to close this gap 

Limited direct experience with 48" pipelines in northern conditions 

El 



OTHER CAPABILITIES- COMMERCIAL 

• Both the State Gas Team and AGDC have strong1 

midstream regulatory and commercial skills to 
participate in regulatory processes as well as in 
commercial negotiations with Producers 

• Negotiations with Producers on project expansion 
I 

and third party access issues are being led by th~ 
State Gas Team and AGDC using legal resources land 
SMEs where appropriate for support 

El 



SUMMARY OF 3 KEV FACTORS TO CONSIDER FOR 1 

STATE'S TC PARTICIPATION DECISION 

Without TC: 
• Higher SOA investment 

of "'$6.98 - $8.38 
• Annual cash flows during 

operation higher by 
"'$400MM 

• Higher NPV 
• Lower negative netback 

risk 

• Financing options 
include CBRF and non­
GO borrowing 

• Long-term options 
include above and GO 
debt and/or financing 
from buyers/equity 
investors 

• AGDC capabilities 
• 'AKLNG project 

partners 
1
capabilities 

• No delay expected 

El 



BLACK & VEATCH STATEMENT 

This presentation was prepared for the State of Alaska ("Client") by Black & Veatch Corporation ("Black & Veatch") and is 
based in part on information not within the control of Black & Veatch. 

In conducting our analysis, Black & Veatch has made certain assumptions with respect to conditions, events, and 
circumstances that may occur in the future. The methodologies we utilize in performing the analysis and making these 
projections follow generally accepted industry practices. While we believe that such assumptions and ~ethodologies as 
summarized in this report are reasonable and appropriate for the purpose for which they are used; depending upon 
conditions, events, and circumstances that actually occur but are unknown at this time, actual results may materially 
differ from those projected. 

Readers of this presentation are advised that any projected or forecast price levels and price impacts reflect the 
reasonable judgment of Black & Veatch at the time of the preparation of such information and are based on a number of 
factors and circumstances beyond our control. Accordingly, Black & Veatch makes no assurances that the projections or 
forecasts will be consistent with actual results or performance. To better reflect more current trends and reduce the 
chance of forecast error, we recommend that periodic updates of the forecasts contained in this presentation be 
conducted so recent historical trends can be recognized and taken into account. 

Neither this presentation, nor any information contained herein or otherwise supplied by Black & Veatch in connection 
with the services, shall be released or used in connection with any proxy, proxy statement, and proxy soliciting material, 
prospectus, Securities Registration Statement, or similar document without the written consent of Black & Veatch. 

Use of this presentation, or any information contained therein, shall constitute the user's waiver and release of Black & 
Veatch from and against all claims and liability, Including, but not limited to, any liability for special, in~idental, indirect 
or consequential damages, in connection with such use. In addition, use of this presentation or any information 
contained therein shall constitute an agreement by the user to defend and indemnify Black & Veatch friom and against 
any claims and liability, including, but not limited to, liability for special, incidental, indirect or consequential damages, in 
connection with such use. To the fullest extent permitted by law, such waiver and release, and indemnification shall 
apply notwithstanding the negligence, strict liability, fault, or breach of warranty or contract of Black & Veatch. The 
benefit of such releases, waivers or limitations of liability shall extend to Black & Veatch's related companies, and 
subcontractors, and the directors, officers, partners, employees, and agents of all released or indemnified! parties. USE OF 
THIS PRESENTATION SHALL CONSTITUTE AGREEMENT BY THE USER THAT ITS RIGHTS, IF ANY, IN RELATION TO THIS 
PRESENTATION SHALL NOT EXCEED, OR BE IN ADDITION TO, THE RIGHTS OF THE CLIENT. El 





HIGH LEVEL ASSUMPTIONS FOR ANALYSIS 

Description 

Project In-Service 

Analysis Period 

Pipeline Inlet (Tbtu/d) 

Royalty 
I 

P~oduction Taxes (13% Gross) 

AKLNG Project Capital Costs (2015$) 
' 

SOA Equity 

Long Term Flat Real Oil Prices {2015$) 

LNG Price ($/MMBtu) 

Midstream CapEx Escalation (Short-term) 

Long Term Escalation 

Capital Structure 

Cost of Debt 
t. 

ROE 

Assumption 

2025/2026 

First 20 years of operation 

3.2 

In Kind 

Tax as Gas 

"'$458 

"'24-25% 

$80/bbl 

13.5%* Oil Price+ $1 

3.0% 

2.5% 

70% Debt/ 30% Equity 

5% 

12% 

El 



LIST OF ACRONYMS .. Definition !Acron m 
AFUD(_ Additional E unj:ls l)se-d During Construction _ MMBTU Million British Thermal Units - ~ . 1 . -~ 
AGDC Alaska Gasline Development Corporation MOU Memorandum of Understanding 

---:~• .. _ ... 
I "· AGIA Ala~ka GaslJn.e lnduc~ment Act -- NEPA ~ational Envjronment11 Policy Act 

AKLNG Alaska Liquefied Natural Gas Project non-GO non-General Obligatioljl 
- .o.:t:.\i - 1 t. --.-... ...... :,. ... ,. -•' !':"'I 

~pp .~- Alaska PiReline Project NPV Net Present Value 

ASAP Alaska Stand Alone Pipeline O&M Operations and Maint1n~nce 
Ci' ·i~ . {For~erly British f?.etroleum) 

.. 
BP iii ~:(,..,;,< '~ •;, • PA Precedent A_gr~ement -· 

! CBRF Constitutional Budget Reserve Fund PBU Prudhoe Bay Unit 
~ 

CP .,, .. :" Conoco Phillips ' 
,; PMT Payment _,..;'" 

DNR Department of Natural Resources . ;- _ , _ pre-FEED Pr~-Front End Engi~eeriing & Des_ign . ~t·s;_~~r) 
[.'"!l 

Department of Revenue DOR . ,. <.~ .. ,, PTU _, -~·'l. _ ,Point Tb_q_mson Unit L .« .. ""..-;-;,-:-<~~t:·~.:,~· ,.<;,. ~-~;,..,.: 

EIS Environmental Impact Statement RIK Royalty in Kind I 
EM \,,J - ; i..:-~ i:~·· ~:, - ':i:" ,f""~ -·-

·'·· r, ~xxonMobil •- r , " ROE -~ Return on Equity -~ ~ .... 
~ ... ~ .... ....,-.0~ ,.._ .----..t.i.-

ERL Environmental; Regulatory & Land RoW Right of Way 
, .... _; ,,i~' '-'. - ,_ 

Sub~ft Matter Expert I FEED .}. Front End Engineering & Design -~ SME c.,.;!.•_,:a"'rj - -, 

FERC Federal Energy Regulatory Commission SOA State of Alaska 

FID 
l ,, - • - -

~~: Final Investment Decision ~- ) r,;; ~; TAG Tax as Gas ~ ~- .. ,, ......... 

FTSA Firm Transportation Sales Agreement TAPS Trans-Alaska Pipeline Svstem 
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THE OPTION TO BUY BACK 40% EQUITY 

• Current MOU/PA with TransCanada also gives the State an :option 
to buy back 40% of its original 25% share in the pipeline and GTP 
from TC 

• Under the currently contemplated structure, the 40% interest 
would equate to -10% equity (i.e., 40% of 25%} in GTP and Pipeline 
project 

• Option must be exercised by December 2015 

SOA With TC 
40% Equity 

Option 

Gas 

SOA:,..,, 

25% 

GTP 

TC: ""15% 

SOA: "'10% 

Pipeline 

TC: ""15% 

SOA: "'10% 

L~G Plant 

SOA: "'25% 

El 



I 

SOA UPFRONT CAPITAL COST EXPOSURE WITH Tt EQUITY 
OPTION IS $4.2-5.0B LOWER THAN WITHOUT TC 

$18 

$16 

$14 

~ $12 I 
0 ·­-~ $10 

ii), -ra 
C $8 ·s 
0 
Z $6 

I 
' - SOA without TC 

$4 ! 

- SOAwithTC 

Impact of Project Capital Cost Risk On 
State's Upfront Investment (Unlevered) 

$16.8 

$14.0 

___.1.-------------------.-1~ $11.8 I 

·s~ ~ss.sl 

$
2 

- SOA with TC Equity Option* 

$0 -t - - - - -- - . -- . ' - - -- -- --- - ---- --

Base Capital Cost ("'$45B 2015$) 

- - --- -- --- - -1 

* Assumes State exercises 40% equity buy back with TransCanada at the beginning of FEED 
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SOA'S ANNUAL INVESTMENT IN THE AKLNG PROJECT WITH 
TC EQUITY OPTION 

State of Alaska Investment Requirements (Unlevered) 

$3.0 -1 

I - SOA without TC= $148 
I 

$2.s i - SOA with TC = $7.1B 

~ $2.0 
0 ·­--

I 

m I 

°'; $1.5 -i 

·= I E 
0 
Z $1.0 

$0.5 

- SOA with TC Equity Option = $9.88 

$0,Q - -..-~----r - ·, - - -~ - · · , ... - ---- T -------,---,- ... - ---i--- ---i-· ·---.-, -----,--------i 

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

* Assumes Capital Cost escalation of 3% 



SOA WITH TC EQUITY OPTION WOULD RECEIVE ~NNUAL 
CASH FLOWS OF "'$220M LOWER THAN WITHOUt TC 
DURING OPERATIONS 

SOA AKLNG Cash Flow Forecast (Over 20 Years) 

lit 
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Scenario 

SOA without TC 

SOAwithTC 

SOA with TC Equity Option 

2030 

- SOA with TC Equity Option 

Total Cash Flow 
2015-2045 

$79.lB 

$71.58 

$73.9B 

2035 

Total Operational 
Cash Flow 2025-2045 

204io 

$84.lB 

$76.78 

$BO.OB 

2045 
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NPV INCREASE TO THE STATE WITHOUT TC CAN BE 
BETWEEN $0-0.6B OVER 20 YEARS WHEN COMPARED TO 
WITH TC EQUITY OPTION 

so.6 
SOA NPV Increase Without TC ($2015 Billions) 

5% Discount Rate 

5% may be seen as a 
proxy for SOA's Cost 

of Borrowing 

* Assumes 25% State equity participation 

Results show the difference in NPV at 
various discount rates: 'SOA without TC' less 

'SOA with TC Equity Option' 

$0.2 

7% Discount Rate 

7% may be seen as a 
proxy for Permanent 

Fund returns 

$0.0 

[)% D ISCO 

10% may be seen as a 
proxy return for a 

commercial investment 
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1.0 Executive Summary 

Background: In June 2014, the State of Alaska (SOA) and TransCanada Alaska Midstream LP 
(TransCanada) entered into a key agreement authorizing TransCanada to pay the upfront capital 
costs and hold the State's 25 percent share of ownership relative to the midstream components of 
the Alaska LNG (AKLNG) Project These midstream components are the Gas Treatment Plant (GTP) 

-and-pipeHne-pertions-ofthe-ove:r-aH--project. ------ ---- - -- -

The agreement, called the Precedent Agreement (PA), was based on terms ·of a Memorandum of 
Understanding (MOU) between the State and TransCanada signed in December 2013. While the 
Alaska Legislature was not a party to this agreement, it reviewed and debated the terms of the MOU 
during the 2014 legislative session. Under the PA, TransCanada pays upfront capital costs related 
to the State's share of the AKLNG midstream with the agreement that the State will repay all of 
TransCanada's costs with interest whether or not the AKLNG project is completed. 

A critical component of the original MOU as well as the PA is that the State is authorized to take 
back its equity share of the AKLNG midstream components by exercising off-ramps designed in the 
agreement 

Decision at hand: Per the terms of the PA, the State is now faced with a December 31, 2015 
deadline to make a decision on whether to take back TransCanada's share and have direct equity 
participation in the AKLNG midstream. To do so would require termination of the PA Under the 
PA's terms, by December 31, the State is obligated to either enter into a Firm Transportation 
Services Agreement (FTSA) with TransCanada or terminate the PA Alternatively, if agreeable to 
TransCanada, the State can negotiate to extend the date for entering into an FTSA beyond 
December 2015. 

Recommendation: The State administration recommends termination of the TransCanada 
relationship by December 2015 and replacing it with the State's direct participation in the AKLNG 
midstream. The State administration expects this path to allow the State to better manage the 
obligation the State has for AKLNG midstream costs whether or not the project proceeds, increase 
the overall economics of the project to the State, and allow the State to have more direct voting 
rights on key AKLNG issues in return for its investment. 

2.0 Introduction 

The SOA is faced with the strategically important decision of whether to terminate the existing PA, 
which grants TransCanada a portion of SOA's equity and decision making responsibilities in the 
AKLNG Project. The decision hinges on the SOA's desire to either increase its direct participation in 
the Project and gain its full equity and voting rights equal to its share of gas or limit the upfront 
financial exposure for the SOA while giving up more control. 



The State has two main options: 

1. Terminate the PA by December 31, 2015 and reimburse TransCanada for its costs incurred 
to date (plus approximately 7% interest) - SOA increases overall equity and voting rights to 
25%, which equals the SOA's share of gas; 

2. Execute an FTSA with TransCanada by December 31, 2015; TransCanada would continue to 
incur costs on behalf of the SOA unless there is a termination at a later date, at which point 
the SOA will have to reimburse TransCanada's costs (plus approximately 7% interest]1 

Note that option 2, executing an FTSA with TransCanada by December 31, 2015, would be 
premature and very risky from the State's perspective. The original December 2015 deadline to 
execute an FTSA was premised on an expectation that various project enabling agreements would 
be finalized to facilitate the State entering into any long-term transportation agreement and the 
associated guaranteed payments to TransCanada. If the SOA decides to continue the relationship 
with TransCanada, an extension of the deadline to execute an FTSA will need to be negotiated with 
TransCanada, assuming TransCanada is willing to consider that. 

It is the recommendation of the administration to proceed with termination of the PA and to 
reimburse TransCanada for its costs incurred to date. As discussed in this primer, the 
administration believes that this is the best decision for the SOA, as regaining full voting rights will 
ensure the SOA is able to achieve the optimal value from the Project while enabling the SOA to 
actively manage risks. 

3.0 TransCanada Precedent Agreement 

The SOA entered into the PA with TransCanada in 2014 as a result of the decision to shift efforts 
from the Alaska Gasline Inducement Act (AGIA) project (also known as the Alaska Pipeline Project 
(APP)) to the AKLNG Project. TransCanada was the State's licensee under AGIA and had rights to 
the work product developed under those efforts. While TransCanada's work on AGIA and APP 
allowed smooth transition into pre-FEED for the AK.LNG Project and the use of AGIA work products 
in the development of the AKLNG Project, the agreement with TransCanada was designed to 
provide the State (and TransCanada) with several off-ramps as the AKLNG Project moved through 
its different development stages. The State now believes that it is time to exercise an off ramp 
before December 31, 2015, and terminate its relationship with TransCanada. 

1 The State also has a third option: exercise Its option to acquire 40% of the equity of the TransCanada entity that 
will own the 25% of the AKLNG midstream. Th is option is not discussed in this primer but in general it has many of 
the same pros and cons associated with option 2 above, but to a somewhat lesser degree. (e.g., not full voting 
rights and some limitation on the upfront financial exposure). 



4.0 Why is Termination of the TC Relationship in the State's 

Best Interests? 

First, it is important to understand a fundamental element of the structure of the SOA's current 
relationship with TransCanada. Under the current agreement, TransCanada pays the upfront costs 

_ related to_the AKLNG midstream and the State has a contractual obligation to-r-epa-y-all of -
TransCanada' s internal and project related costs with interest whether or not the Project is 
completed. The decision is not, whether or not, to pay TransCanada; the decision is whether to pay 
TransCanada a lower amount now or pay them a much larg,er .amount later. Either way the State 
will owe payment to TC for holding our portion of the equity in the AKLN G midstream. This fact 
holds true whether or not the Project goes forward. In other words, the State ultimately bears all 
the development cost and risk associated with its equity ownership of the Project, regardless of 
TransCanada's participation. 

ALIGNMENT & VOTING RIGHTS: Terminating the PA allows the State to better align its voting 
interest in the Project with its ownership percentage of gas. Currently, the SOA is estimated to 
receive 25% of the gas from Project; however, with TransCanada's equity participation in the 
midstream portion of the Project, the SOA only retains 25% equity in the LNG plant. As a result, the 
SOA's equity participation in the entire project, which determines the weight of voting rights, is 
only-12.5% (LNG plant is expected to be approximately 50% of total cost). It should be noted that 
each of the Producers have alignment between their share of equity and gas in the project and 
hence the State is the only party currently without this alignment. 

Under the current arrangement, TransCanada serves as the SOA's midstream participant in the joint 
venture agreement and holds the SOA's 25% equity share in the Project midstream. As a result, 
TransCanada makes decisions that are motivated by creating value for its shareholders, which are 
sometimes but not always aligned with the long-term interests of the State's shareholders, our 
citizens. To maintain independence in its control of the midstream segment, TransCanada is 
expected to require separate voting rights from those of the State for the midstream segment and 
equal voting rights with respect to AGDC with respect to matters that affect both the midstream and 
the LNG plant. By removing TransCanada, the SOA would gain voting rights equal to its gas share 
and have more direct influence over key decisions such as Project budget and schedule for the 
midstream portion. Importantly, the State would have more direct and timely access to information 
related to the AKLNG Project midstream 

ECONOMIC BENEFIT: In addition to the misalignment of equity interest and share of gas in the 
project, the SOA may also be positioned to lose value in the Project by having TransCanada as an 
equity participant The financial participation of TransCanada comes at a borrowing cost of-7%. 
The SOA's borrowing costs have historically been lower than TransCanada's -7% weighted cost of 
capital and the Department of Revenue (DOR) has opined that, in the future, the SOA's borrowing 
costs are expected to be lower than TransCanada's for the AKLNG Project. According to Black & 



Veatch's report released on September 30, based on DO R's view of the SOA's ability to borrow funds 
at a lower cost, the SOA could realize up to $400 million of additional annual net cash flows from 
the Project ( depending on the actual final borrowing costs2) by financing the midstream portion of 
the Project itself. Even if the State experiences a credit downgrade and has a higher cost of capital, 
it is still expected to achieve higher annual net cash flows without TransCanada. 

In other words, once the Project is in operation, the SOA would make a tariff payment to 
TransCanada that could exceed, by several hundred million dollars per year, the costs that it would 
otherwise owe to lenders at a lesser rate through direct state ownership. This incremental cost 
would also create additional risk of needing Legislative .appropriations for the State to cover 
instances in which revenue from its gas sales is insufficient to cover its tariff costs to TransCanada 
(which will include, in addition to bank financing costs, a component to compensate TransCanada 
for their equity investment). As described by Black & Veatch's report, with TransCanada, the cost 
level that the State's revenues need to cover are expected to be as much as $1/MMBtu higher than 
without TransCanada. 

Additionally, the State's financial advisor, FirstSouthwest believes that a decision to terminate the 
PA with TransCanada will not, in and of itself, result in a downgrade of the State's credit rating. 
The State is already committed to pay the costs ofTransCanada's involvement in the Project, so the 
State assuming TransCanada's costs does not increase the State's commitments. To the contrary, as 
the State's overall debt costs related to the Project are projected to be reduced in light oflower 
financing costs, the termination should be viewed by the credit ratings agencies as a net positive for 
the State. While the State may have to come up with funds on an accelerated basis if the 
agreement with TransCanada is terminated, FirstSouthwest believes that these funding amounts 
are well within the SOA's ability to raise funds. FirstSouthwest has noted that under both the 
TransCanada financing option and a State financing option, the State should anticipate a reduction 
in the State's credit rating during the construction period for the Project while no gas sale revenues 
are being generated, with the credit rating beginning to recover once gas sale revenues become 
established. First Southwest further noted that since the credit ratings agencies will consider the 
TransCanada financing option as being similar to a State debt obligation in their credit analyses, the 
magnitude of the credit rating reduction should not be greater if TransCanada is terminated, and 
could instead be mitigated by State financing as noted above. 

5.0 Why Terminate TC now? 

There are several reasons why the Administration believes terminating the PA by December 31, 
2015 is the preferred path for the SOA rather than negotiating an extension to a later date. 

MANAGE FINANCIAL RISK: First, there are significant financial implications to the SOA if the PA is 
not terminated but the Project does not progress to completion. The benefit from continued 

2 It should be noted that if the State's borrowing costs are higher than g.enerally presumed, then the additional 
annual cash flow benefit to terminating the PA with TransCanada could be less than indicated here. 



TransCanada involvement stems from the potential reduction in State appropriations during the 
Project's development phase if indeed the project progresses to completion. This benefit, however, 
will be entirely eroded and will require even larger State appropriations (reflecting payments to 
TransCanada for interest and their internal costs) if the Project does not progress to completion. 
This is because under the PA terms, there is no sharing between the State and TransCanada of 
project development or construction risks; the State bears these risks in their entirety: 

• If the Pr-oject is terminated prior to fhe end of Pre:PEED, then the State wm need to 
reimburse TransCanada for its expenditures to date, plus interest, within the time period 
established in the PA; a higher interest rate applies if the payment is made later; 

• If the Project is terminated during or at the conclusion of FEED the State is expected to owe 
TransCanada its development costs plus interest, although that would have to be agreed as 
part of the FTSA; 

• If the Project is terminated during construction, the State is expected to owe TransCanada 
its share .of the construction costs plus interest, although that would have to be agreed as 
part of the FTSA. Assuming that is true, then the SOA's cost responsibility would be higher 
than it would have been without TransCanada. 

Accordingly, any financial value ofTransCanada's involvement comes only if the project is indeed 
brought into operation. Should the project fail, then a very substantial, one-time appropriation 
wouJd likely need to be assembled very quickly to cover all prior development costs and 
TransCanada's internal costs, plus associated interest. That appropriation would include not only 
the funds involved in the currently-requested appropriation for reimbursing TransCanada, but also 
all such amounts subsequently spent. Finally, borrowing costs at such time would reflect the lender 
community's knowledge that the State's path to a future revenue-generating gasline project had 
been halted or delayed; that is, they would likely be higher than they are today. 

Put differently, if it assumes full and direct ownership in the Project now, the State today enjoys 
certain inherent risk mitigation opportunities, in the way oflow borrowing costs, should the Project 
not proceed. Not only are interest rates historically low, but lenders also recognize that the State's 
finances may be importantly boosted in the future from a successful gasline project. In the event of 
Project failure at least one, and perhaps both, of these mitigating factors may be absent. 

AVOID BACK-IN RIGHTS: A second reason for terminating the PA now is that unlike the PA, the 
proposed FTSA is expected to include a commitment to give "back-in" rights for TransCanada. The 
back-in right states that within five years of exercising its termination option, if the State 
participates in a pipeline project to commercialize North Slope gas that is substantiaJly similar to 
the AKLNG project, the State would need to offer TransCanada an option to participate in the GTP 
and pipelines of that project under similar terms. Terminating TC's participation now would give 
the State a clean off-ramp without needing to offer any back-in rights. 

INFLUENCE DESIGN DECISIONS: Finally, certain key project decisions are slated to be made in the 
next six months. There is a fundamental difference between the State's and the producers' (and 
potentially TransCanada's) primary decision criteria for these decisions. By terminating the PA 
with TransCanada, the State would gain voting rights equal to its gas share and have a more direct 



influence over key decisions related to the midstream such as Project budget, schedule and by­
product handling. In addition, terminating the PA with TransCanada is expected to facilitate _ 
simpler and more efficient resolution of voting rights in AKLNG governance agreements currently 
being negotiated. 

6.0 What are the Immediate Implications for State of Alaska? 

FINANCIAL IMP ACT: The most significant impact of terminating the PA with TransCanada will be 
financial. If the SOA assumes TransCanada's role in the midstream of the Project, then the SOA will 
also have to assume the upfront cash calls responsibility for a full 25% share of project 
development and construction costs. If the PA is terminated, the SOA will have to reimburse 
TransCanada for any direct project payments they've made since January 2014 as well as their 
related internal management costs and a 7.1 % carrying cost. It is estimated that this will total 
approximately $70 million through the end of 2015. The additional SOA costs to complete the 
midstream Pre-FEED work in 2016 would be -$61 million per Alaska Gasline Development 
Company (AG-DC) .estimates based on AKLNG _pre·FEED co.st estimates. Jf the project m oves into 
final construction, the SOA will be responsible for arranging financing of approximately $13-14.0 
billion, or about twice what would have been needed with TransCanada. TransCanada' s continued 
involvement in the project would reduce the SOAs share of direct Midstream financing during 
development and construction. However, the SOA would still be obligated through the FTSA to 
ultimately repayTC's capital invested. 

TECHNICAL IMPACT: A secondary consequence of terminating the PA would be the need to 
replace the technical expertise that TransCanada provides to the Project. However, the AKLNG 

Project partners have worldwide experience and the resources to be able to step into the pipeline 

lead role and associated technical positions currently staffed by TransCanada employees. 

Alaska Gasline Development Company (AGDC) has recently completed development of Pre-FEED 

and FEED for the Alaska Stand Alone Pipeline (ASAP) project, on time and under budget. The AGDC 

team is available on an interim basis to support the State's interest in a natural gas pipeline from 

the North Slope. AGDC's technical staff is familiar with Alaska-specific design and construction 

issues that are critical for AKLNG project success. AGDC assets include the proposed SOA right-of­

way (Ro W) for most of the pipeline alignment and the Federal land Ro Ws are expected to be 

granted in rnid-2016. Additionally, AGDC has taken over TC's role of coordinating the AKLNG 
Parties in the owners' review and guidance on the Federal Energy Regulatory Commission (FERC) 

National Environmental Policy Act (NEPA) resource report filing for the Project. 

SOURCE OF FINANCING: Lastly, by terminating the PA with TransCanada, the SOA eliminates a 

source of funding. As discussed previously, this does not pose a challenge to the SOA's ability to 

finance their portion of the project. However, if one of the producers decides to withdraw from the 
Project, having TransCanada as a participant could provide more options to fund the withdrawn 

producer's portion. It should be noted that depending on the timing of any withdrawal by one of 

the producers, other partners including potential LNG buyers may be willing to step in and invest in 
the Project. 



7 .0 Conclusions & Recommendations 

The current arrangement with TransCanada was designed to provide the State ( and TransCanada) 
with several off-ramps as the AKLNG Project moved through its different development stages, 
including an important clean off-ramp for the State in December 2015. The State administration 
recommends termination of the TransCanada relationship by December 2015 and replacing it with 
the State's direct participation in the AKLNG midstream. As described in the assessment above, the 
exercise of this off-ramp is expected to 

• create greater alignment and more direct voting rights on key AKLNG issues in return for 
its investment, 

• help the State better manage its obligations for AKLNG midstream costs whether or not the 
project proceeds, and 

• improve the overall economics of the project to the State 



Preliminary Agreements to be Negotiated Should Enabling Legislation Pass 
az 

Category Agreement(s) Signatory/Lead Counterparty Execution Consultation Legislative Approval 

General 

AGIA Termination DNR/DOR TC Q2 2014 No 
Equity 

Equity Option Agreemen~ (EOA) DNR TC,AGDC Q2 2014 DOR No 

Exercise Equity Option AGDC TC Q42015 DOR Appropriation 

JVA (Pre-FEED) Joint Venture Agreement AGDC AKLNG Project Parties Q22014 DNR/DOR Appropriation 

JVA (FEED) Joint Venture Agreement AGDC AKLNG Project Parties Ql 2016 DNR/DOR Appropriation 
Midstream 

Precedent Agreement (PA) DNR TC Q2 2014 DOR No 

Midstream Services Agreement (FTSA) DNR TC Q42015 DOR Yes 

Liquefaction Services Agreement DNR AGDC Q42015 DOR Yes 
Upstream 

Lease Modification DNR Producer Parties Q420l5/F1D DOR No 
Balancing and Offtake DNR Producer Parties Q42015 DOR Yes 

Downstream 

Preliminary Marketing/Disposition Agreements DNR Individual Producer Party or Other Q4 2015/FID DOR/AGDC Yes 

Other 

Financing DOR TBD TBD/FID DNR Yes · Public Vote? 

Impact Payment & PILT Proposal/Recommendations DOR AKLNG Project Parties Q42014 Communities Yes · Statutory changes to enable 

Sales and Purchase Agreement (SPA) DNR/Marketer LNG Buyers TBD/FID DOR/AGDC Yes 

Notes: 

1. The list may not be inclusive of all the potential agreements necessary to advance the AKLNG Project. 

2. "Agreement(s)" can include multiple agreements/contracts. 

3. The "consultation" column reflects CS SB 138 fin am 

Prepared by Department of Revenue/Department of Natural Resources. Revised 4/3/2014 
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REDACTED 

Confidential and Proprietary pursuant to AS 38.05.020(b)(l2), a provision of SB 138 (2014). 

ALASKA LNG MIDSTREAM SERVICES 
PRECEDENT AGREEMENT 

THIS PRECEDENT AGREEMENT is entered into as of this 9th day of June, 2014 (the "Effective 
Date"). 

PARTIES: 

RECITALS: 

TRANSCANADA ALASKA MIDSTREAM LP 
a Delaware limited partnership (''Transporter") 

AND 

THE STATE OF ALASKA, 
acting in its proprietary capacity as owner of the State Gas Share 

("Shipper"). 

A On January 14, 2014, TADI, the State, AGDC and Affiliates of the Producer Parties (the "HOA 
Parties") entered into a Heads of Agreement ("HOA") which outlined the general principles 
governing the development of the Alaska LNG Project and related matters; 

B. As set forth in the HOA, the Producer Parties desire for the State to participate in the Alaska LNG 
Project by accepting the State Gas Share, and thereby participating with an ownership interest in 
the Alaska LNG Project commensurate with the percentage that the State Gas Share represents as 
a portion of the total natural gas flow from the Point Thomson Unit and the Prudhoe Bay Unit as 
reflected in the Key Project Agreements (as may be adjusted from time to time in accordance 
therewith, the "Shipper Percentage"), with the intent that the State or its designees will hold a 
percentage ownership interest in the Alaska LNG Project equal to the Shipper Percentage; 

C. The State selected T ADI (now succeeded by its Affiliate, Transporter) to hold (in Transporter's 
name) the Shipper Percentage of the equity in the Midstream Facilities of the Alaska LNG Project. 
Accordingly, on December 12, 2013 , TADI, TC Alaska, Foothills (collectively the "TC MOU 
Parties") and the State entered into a Memorandum of Understanding regarding the Alaska LNG 
Project, as clarified by the Letter of Clarification to Memorandum of Understanding, executed April 
4, 2014 (collectively, the "MOU"); 

D. On May 8, 2014, the Enabling Legislation, as defined in the MOU, was signed into law and the 
provisions relevant to the MOU became effective, which Enabling Legislation is acceptable to the 
TC MOU Parties and the State; 

E. Pursuant to and in accordance with the MOU, T ADI, through Affiliates, formed Transporter to 
allow Transporter, as TADI's Affiliate, to acquire a participation interest in the Pre-FEED JVA and 
the FEED Agreement, and to acquire an equity participation interest in the Midstream Facilities 
equal to the Shipper Percentage to provide the Services to Shipper (the actual corporate structure 
of the Alaska LNG Project and Transporter' s equity participation interest in the Midstream 
Facilities are to be agreed upon by the parties to the Pre-FEED JV A and the State and finalized 
during the Pre-FEED process); 
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Confidential and Proprietary pursua nt to AS 3 8.05.020(b)(l2), a provision of SB 138 (2014). 

F. In order for the Parties to participate in the Pre-FEED and FEED process and to ultimately 
participate with the Alaska LNG Parties to make a positive FID in respect of the Midstream 
Facilities, the Parties acknowledge their mutual interests in furthering the development of the 
Midstream Faci lities as part of the Alaska LNG Proj ect; and 

G. In furtherance of the foregoing, the Parties desire to enter into this PA (which in all respects 
supersedes and replaces Exhibit C to the MOU) that sets forth the terms upon which the Parties 
wi ll develop and enter into the FTSA. 

NOW THEREFORE the Parties agree as follows: 

1. 1 Definitions 

ARTICLE 1 
DEFINIT IONS AND INTERPRETATION 

Whenever used in this PA, capitalized terms used will have the meanings set out in section I of Schedule 
A. The rules of interpretation set out in section 2 of Schedule A will apply to this PA. 

1.2 Schedules 

The schedules to this PA, as listed below, are an integral part of this PA : 

Schedule 

A 
B 
C 
D 
E 
F 
G 

Description 

Definitions and Interpretation 
FTSA Terms 
Negotiated Rate Principles 
Creditworthiness Requirements 
Audit Protocol 
Transporter Conveyance Mechanics 
Illustrative FTSA Table of Contents 

ARTICLE2 
PROJECT DEVELOPMENT PROCESS 

2.1 Pre-FEED Process and FTSA Development Process 

The Parties agree that the process for development and execution of the FTSA as contemplated by this PA 
shall proceed in the following manner: 

(a) Promptly following the Effective Date, in the event the Pre-FEED JVA has not been 
executed, the Parties shall take reasonable commercial steps to finalize the Pre-FEED JV A. 
Upon agreement upon the terms of the Pre-FEED JVA b y the State and the parties thereto 
(including Transporter), and e xecution of the Pre-FEED JV A by the Producer Parties and 
AGDC, Transporter will execute and deliver the Pre-FEED JV A simultaneously with the 
execution and delivery o f the Pre-FEED JV A by the other parties thereto. 
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(b) Commencing promptly fo llowing the Effective Date and proceeding with reasonable 
dispatch, the Parties shall : 

(i) Negotiate and seek to agree upon the final terms of the FTSA, as described in 
Section 2.2; 

(ii) Determine the final contractual and regulatory structure applicable to the 
Midstream Facilities provision of the Services by Transporter to Shipper and such 
other shippers in such manner as the Parties may agree, acting reasonably, as 
described in Section 2.3; 

(iii) Consult with each other in the establishment of the material provisions pertaining 
to the development, operation (inc luding access to), and expansion of the 
Midstream Facil ities to be contained in the Key Project Agreements; 

(iv) Participate in the development of the definitive FEED Agreement and the other 
Key Project Agreements with a view to advancing the Alaska LNG Project to 
FEED and to FID; and 

(v) Upon agreement pursuant to Section 2.2, submit to the State Legislature for 
approval (1) the FTSA, and (2) the FTSA Legislation, and shall support the 
approval of the FTSA Legislation. 

( c) Upon satisfaction of the conditions precedent set forth in AR TI CLE 3 and provided this 
PA has not expired pursuant to Section 4.l(a) or been earlier terminated, the Parties shall 
execute the FTSA. 

2.2 FTSA Terms 

All of Section 2.2 is commercially sensitive f or TransCanada and has been redacted on the basis that the 
State of Alaska intends to issue a Notice of Termination to TransCanada Alaska Midstream LP once an 
appropriation to pay TransCanada has been approved. In such case there will be no FTSA and so this 
Section 2.2 is not relevant. 

2.3 Regulatory Strategy and Structure 

(a) Using reasonable efforts with due diligence and good faith, and pursuant to the process in 
Section 5.2, Transporter and Shipper shall seek to determine the appropriate strategy, in 
consultation with the appropriate regulatory agencies, where appropriate, in respect of 
Regulatory Approvals to be obtained by or on behalf of Transporter or Shipper (in their 
capacities as such) to allow Transporter to provide the Services as contemplated by the 
FTSA Terms. The strategy shall consider and incorporate, among other things, the 
appropriate regulatory regime and the terms of any service rules and regulations, if 
applicable. 

(b) The Parties agree that the intent of any such strategy, regime or regulatory structure is to 
be consistent with the following: 

(i) the Pre-Construction Regulatory Approvals process for the Alaska LNG Project as 
a whole as reflected in the Key Project Agreements, including Article 6 of the 
HOA; 
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(ii) the process and schedule for (I) the Pre-FEED and FEED processes, (2) FID, and 
(3) construction and operation of the Midstream Facilities as determined in 
connection with the Alaska LNG Project as a whole as reflected in the Key Project 
Agreements; and 

(i ii) the FTSA Terms, the Negotiated Rate Principles, and the Creditworthiness 
Requirements. 

(c) In any consultation with FERC or other applicable regulatory agency in connection with 
the foregoing, Transporter wi ll be the lead party for Transporter and Shipper as the primary 
point of communication with FERC or such other regulatory agency for the provision of 
Services by Transporter in respect of the Midstream Facilities (in coordination with the 
Pre-FEED JVA Parties, if necessary), and Shipper may participate in such 
communications. Nothing herein limits in any way Shipper' s ability to meet and discuss 
issues with FERC or other applicable regulatory agencies in furtherance of its interests, 
including its interests (i) as a sovereign in its capacity as the State, (ii) as a shipper, and 
(iii) as an Affiliate of AGDC with respect to the LNG Plant. Transporter and Shipper agree 
that any such communications and discussions will be consistent with the terms of this PA, 
including the framework and agreements between the Parties pursuant to this Section 2.3 . 

(d) Transporter and Shipper shall coordinate the preparation of the applications to secure the 
primary Regulatory Approvals in respect of the Services in conjunction with the operation 
of the Coordination Committee. Shipper expressly agrees to cooperate with the efforts of 
Transporter to obtain any such Regulatory Approvals sought by Transporter pursuant to 
and in accordance with Section 2.3, including providing any information that is reasonably 
requested by Transporter in preparing applications or prosecuting applications for such 
Regulatory Approvals. Shipper agrees not to appeal any such Regulatory Approvals which 
are issued substantially on the terms initially applied for and which are consistent with this 
PA, the FTSA (and FTSA Terms), the HOA and the Key Project Agreements and those 
items determined pursuant to Section 2.3(b) for the term of the FTSA and as considered by 
the Coordination Committee, unless Shipper is of the reasonable opinion that any provision 
or condition of such Regulatory Approvals which varies from or is in addition to the 
provisions or conditions initially applied for may have a material adverse effect on Shipper. 

2.4 Creditworthiness Requirements 

(a) During the term of this PA and the term of the FTSA, Shipper shall establish and maintain 
its creditworthiness in accordance with the Creditworthiness Requirements. 

(b) Immediately prior to (i) execution of the FTSA, and (ii) FID, as reasonably requested by 
Shipper, Transporter shall demonstrate to Shipper's reasonable satisfaction that 
Transporter has provided (or is capable of providing) any required financial assurances in 
accordance with the Key Project Agreements. 

2.5 State Shipper Requirements 

For greater certainty for purposes of this PA and the FTSA (including the FTSA Terms), the following 
provisions shall only apply to Shipper where Shipper is the State Shipper: Section 2.3 (Regulatory Strategy 
and Structure), Section 4.4 (Conveyance of Transporter Alaska LNG Project Interest to Shipper), Section 
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5.1 (Alaska LNG Project Information), Section 5.2 (Coordination Committee), Section 5.3 (Development 
Costs Approval), parts 4 and 5 of Schedule B (Buy-Back Right and Put Option), parts 17- 19 of Schedule B 
(Expansions), and Schedule F (Transporter Conveyance Mechanics). 

ARTICLEJ 
CONDITIONS PRECEDENT 

3. 1 Shipper's Conditions Precedent 

Shipper' s obligation to execute the FTSA is subject to the satisfaction or written waiver (in its sole 
discretion) of the fo llowing conditions precedent within the time frames specified (each, a "Shipper 
Condition"): 

(a) FTSA Legislation: on or before the FTSA Decision Date the FTSA Legislation has 
become effective on terms satisfactory to Shipper in its sole discretion; 

(b) Key Project Agreements: the State and the Producer Parties shall have negotiated Key 
Project Agreements that, in Shipper's sole discretion, are sufficient for Shipper to make a 
State Gas Share determination; and 

(c) Transporter Performance under this PA: 

(i) a Default Event of Transporter shall not have occurred and remain uncured; and 

(ii) Shipper has received evidence (satisfactory to Shipper in its sole discretion) that 
Transporter has satisfied or waived the Transporter Conditions; and 

The conditions precedent stated in this Section 3.1 are included for the sole benefit of Shipper and may only 
be waived by Shipper. Subject to Shipper' s obligations in respect of the Termination Amount pursuant to 
Section 4.3 , Shipper shall have no other liability whatsoever to Transporter in the event that any or all of 
the Shipper Conditions are not satisfied. 

3.2 Transporter's Conditions Precedent 

Transporter' s obligation to enter into the FTSA is subject to the satisfaction or express waiver (in its sole 
discretion) of the following conditions precedent within the time frames specified ( each, a "Transporter 
Condition"): 

(a) FTSA Legislation: on or before the FTSA Decision Date the FTSA Legislation has 
become effective on terms satisfactory to Transporter in its sole discretion; 

(b) Shipper Performance under this PA: 

(i) a Default Event of Shipper shall not have occurred and remain uncured (including 
in respect of the Creditworthiness Requirements); and 

(ii) Transporter shall have received evidence (satisfactory to Transporter in its sole 
discretion) that Shipper has satisfied or has waived the Shipper Conditions. 
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The conditions precedent stated in this Section 3.2 are included for the sole benefit of Transporter and may 
only be waived by Transporter. Transporter shal l have no liability whatsoever to Shipper in the event that 
any or all of the Transporter Conditions are not satisfied. 

ARTICLE 4 
TERM AND TERMINATION 

4.1 Term 

The PA shall become effective as of the Effective Date and shall remain in effect, subject to Shipper' s or 
Transporter' s exercise of rights pursuant to Section 4.2 until the earliest to occur of the fo llowing (the 
''Expiry Date") (at which time this PA shall expire automatically without further action by either of the 
Parties) : 

(a) the date that is one day prior to the second anniversary of the Effective Date; and 

(b) the Parties' execution of the FTSA, which, by its terms, will supersede and replace this PA. 

4.2 Termination 

This PA may be terminated prior to the Expiry Date as follows: 

(a) Termination by Shipper: Upon the delivery by Shipper to Transporter of a Notice of 
termination in the event that: 

(i) the term(s) of the Key Project Agreements to which Shipper or its Affiliate is a 
party, is/are not acceptable to Shipper in its sole discretion; 

(ii) each of (!) AGDC, (2) Transporter, and (3) one or more of the Producer Parties, 
have not executed the Pre-FEED JVA on or before November 30, 2014, or such 
later date agreed to by the Parties; 

(iii) on or before the FTSA Decision Date, Transporter fails to execute the FTSA 
(including failure by the Parties to agree to the terms of the FTSA); 

(iv) prior to a positive FEED Decision, Shipper elects, in its sole discretion, to 
terminate 90 days from providing Notice of termination to Transporter; 

(v) any final Regulatory Approvals include material unacceptable condition(s) or 
requirement(s) to Shipper in its sole discretion, provided that such Notice is 
delivered within 90 days from the date of issuance of such Regulatory Approval; 

( vi) the Pre-FEED JV A is (I) terminated prior to the expiry of the Pre-FEED JV A for 
any reason other than entry into the FEED Agreement, or (2) expires without a 
FEED Decision; 

(vii) Transporter withdraws from the Pre-FEED JV A; 

(viii) Any one or more of the Shipper Conditions have not been satisfied or waived 
within the time frame specified (or such later date as Shipper may agree), or if no 
time frame is specified, on or before the FTSA Decision Date; or 
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(ix) a Default Event of Transporter occurs, as set out in Section 6.1. 

(b) Termination by Transporter: Upon delivery by Transporter to Shipper of a Notice of 
termination in the event that: 

(i) the term(s) of the Key Project Agreements to which Transporter or its Affiliate is 
a party, is/are not acceptable to Transporter in its sole discretion; 

(ii) each of (I) AGDC, (2) Transporter, and (3) one or more of the Producer Parties, 
have not executed the Pre-FEED JVA on or before November 30, 2014, or such 
later date agreed to by the Parties; 

(iii) on or before the FTSA Decis ion Date, Shipper fails to execute the FTSA (including 
failure by the Parties to agree to the terms of the FTSA); 

(iv) any final Regulatory Approvals include material unacceptable condition(s) or 
requirement(s) to Transporter in its sole discretion, provided that such Notice is 
delivered within 90 days from the date of issuance of such Regulatory Approval; 

(v) the Pre-FEED JVA is (1) terminated prior to the expiry of the Pre-FEED JVA for 
any reason other than entry into the FEED Agreement, or (2) expires without a 
FEED Decision; 

(vi) any one or more of the Transporter Conditions have not been satisfied or waived 
within the time frame specified (or such later date as Transporter may agree), or if 
no time frame is specified, on or before the FTSA Decision Date; or 

(vii) upon the occurrence of any of the following: 

1) Shipper fails to approve a Revised Transporter Estimate pursuant to Section 
5.3(b)(iii); 

2) a Default Event of Shipper occurs, as set out in Section 6.3; or 

3) Transporter provides Notice to Shipper of its intent to terminate this PA 
pursuant to Section 7.4(d). 

4.3 Payment of Termination Amount 

(a) In the event of (i) expiry of this PA pursuant to Section 4.1 (a), or (ii) termination of this 
PA for any reason pursuant to Section 4.2, Shipper shall pay Transporter an amount equal 
to the Development Costs for the period up · to and including the Termination Date. 
(collectively, all amounts calculated pursuant to and in accordance with this Section 4.3(a) 
are the "Development Cost Amount"). 

(b) If this PA: 

(i) expires pursuant to Section 4. l(a); 

(ii) is terminated pursuant to Section 4.2 as a result of any of the following events: 
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I) by Shipper pursuant to Section 4.2(a) ( except in the event of a Default Event 
of Transporter pursuant to Section 4.2(a)(ix)); 

2) by Transporter pursuant to (A) Section 4.2(b)(vii) (Shipper-initiated 
Transporter termination), or (B) Section 4.2(b)(vi) resulting from a fai lure 
of the Transporter Condition in Section 3.2(a) (FTSA Legislation) or Section 
3.2(b) (Shipper Performance), then 

in addition to the Development Cost Amount, Shipper shall further pay interest to 
Transporter calculated in accordance with the Carrying Cost Calculation (collectively, all 
amounts payable by Shipper to Transporter as calculated pursuant to Section 4.3(a) and 
this Section 4.3(b) are the "Termination Amount"). 

(c) Upon del ivery of a Notice of term ination for a termination event described in Section 
4.3(a): 

(i) Transporter shall deliver to Shipper within 30 days a final report of the Termination 
Amount as of the Termination Date, together with reasonable supporting 
documentation thereof (collectively, "Termination Amount Notice"). 

(ii) Upon request by Shipper (and no later than 10 days following receipt of such 
request), Transporter must provide information reasonably requested by Shipper 
concerning specific elements forming part of the Development Costs as part of 
Termination Amount, including supporting documentation and justification. 

(iii) Not later than 30 days following receipt of the Termination Amount Notice, 
Shipper shall either (1 ) pay the Termination Amount, or (2) provide Notice to 
Transporter in reasonable detail of any objection to the Termination Amount, 
identifying those amounts forming part of the Termination Amount objected to and 
presenting an alternate Termination Amount (the "Termination Amount 
Objection"). For greater certainty, Shipper shall be restricted from objecting to 
any amounts forming part of the Termination Amount that have been deemed to 
be Prudent Costs pursuant to the terms of this PA. 

(iv) If Shipper has delivered a Termination Amount Objection and the Parties fail to 
agree upon the Termination Amount within 5 Business Days following 
Transporter' s receipt of the Termination Amount Objection, then either Party may 
provide Notice to the other of its intent to commence the Dispute Resolution 
Procedure in respect of such Dispute, and 

1) Shipper shall make payment in full of the Termination Amount as specified 
in the Termination Amount Notice within 5 Business Days of the Notice of 
intent to commence the Dispute Resolution Procedure; and 

2) Transporter shall be entitled to receive and retain all undisputed portions of 
the Termination Amount, and any disputed amounts of the Termination 
Amount shall be paid into escrow in a trust account pending resolution of 
the Dispute pursuant to the Dispute Resolution Procedure. Upon resolution 
of the disputed portion of the Termination Amount, Transporter shall : (i) 
return such part of the disputed portion to the Shipper in the amount 
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ultimately resolved in its favor, and/or (ii) transfer such part of such disputed 
portion to Transporter in the amount ultimately resolved in its favor. Interest 
earned on the Trust account shall be distributed pro rata with the distribution 
of the disputed amount as ultimately resolved. 

(v) Shipper shall pay interest at a rate of interest equal to the Agreed Interest Rate, on 
any amount outstanding after the payment due date pursuant to this Section 4.3(c), 
commencing on either: 

1) where this PA has been terminated by Transporter pursuant to Section 
4.2(b), on the date that is 90 days after such payment due date (provided that 
interest shall continue to accrue on the outstanding amounts at an annual rate 
of interest equal to 7. 1% compounded monthly and accruing daily prior to 
such 90 th day); and 

2) in all other instances, on such payment due date. 

(d) Shipper's obligation to reimburse Transporter for the Termination Amount and pay 
Transporter any interest amounts payable pursuant to this Section 4.3 shall be Transporter's 
exclusive remedy in law and equity in the event this PA expires or terminates; provided 
however, in the event that Transporter is unable to enforce such obligation of Shipper, 
Transporter shall be entitled to assert all claims available to it at law or in equity to recover 
the Termination Amount. Subject to the foregoing, nothing herein is intended to affect 
Transporter' s rights under Section 6.4 governing a Default Event of Shipper. 

(e) Shipper covenants that it will make all required appropriations requests from the Alaska 
Legislature in respect of the Termination Amount and take all reasonable commercial 
efforts to have all such appropriation requests approved by the Alaska Legislature. 

(f) Shipper' s obligation to make payments pursuant to this Section 4.3 shall survive any 
expiration or termination of this PA until all such amounts owed by Shipper have been paid 
in full. 

4.4 Conveyance of Transporter Alaska LNG Project Interest to Shipper 

Upon a Termination Event and payment in full to Transporter of the Termination Amount and any interest 
amounts payable pursuant to Section 4.3, Transporter shall convey (or shall cause to be conveyed) the 
interests to Shipper (or its designee Affiliate) in accordance with the Transporter Conveyance Mechanics. 

4.5 Survival 

In the event this PA expires pursuant to Section 4.1 (a) or is terminated pursuant to Section 4.2, the following 
Sections shall survive and shall continue to be of full force and effect for such period as necessary to give 
effect thereto : Article 1 (Definitions and Interpretation), Section 4.3 (Development Cost Reimbursement), 
Section 4.4 (Conveyance of Transporter Alaska LNG Project Interest to Shipper), Section 7.2 (Limitation 
of Liability), Section 7.1 (Confidentiality Agreement), Section 7.6 (Governing Law) and Section 7.7 
(Dispute Resolution). 
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ARTICLES 
PROJECT DEVELOPMENT COOPERATION 

5.1 Alaska LNG Project Information 

(a) In order to provide timely access to Shipper to material and relevant information relating 
to the development of the Midstream Faci lities (collectively, ''Project Information"), 
including ( 1) draft Key Project Agreements to which Transporter is or will be a Party, (2) 
information relating to all activities, design basis, and regulatory progress, and (3) quarterly 
progress reports including spend to date and schedule updates, that Transporter receives in 
its capacity as an equity participant in the Alaska LNG Project, Transporter wi ll provide 
Shipper with the Project Information in a manner mutually agreeable to both Parties. 
Notwithstanding the foregoing, Transporter's obligation to include specific Project 
Information (and Shipper access to such Project Information) shal l be subject to (and 
limited by) Governmental Requirements and any confidentiality restrictions contained in 
the applicable Project Agreements to which Transporter is a Party. 

(b) Shipper use of any information provided pursuant this Section 5.1 shall be subject to any 
confidentiality restrictions arising from Section 7.1 and the Project Agreement(s) to which 
such information arises. 

5.2 Coordination Committee 

(a) To provide for the overall supervision and direction of, and strategic guidance with respect 
to, the development of the Midstream Facilities and the matters described in Section 2.1 , a 
coordination committee shall be established and maintained during the term of this PA (the 
"Coordination Committee"). 

(b) The Coordination Committee will consist of at least two representatives of each Party (as 
designated by Notice to the other Party, each such designated representative for a Party, a 
"Nominee"). The Nominees, acting reasonably, will seek to reach consensus on all 
decisions, directions and other matters on which the Coordination Committee takes action 
under this PA. 

(c) The Coordination Committee shall meet at agreed upon times (not less than once per month 
for the period prior to FID, and not less than quarterly thereafter) to carry out its mandate. 
The Parties will work to schedule such meetings prior to each meeting of a Key Project 
Agreement governing body meeting concerning the Midstream Facilities or Integrated 
Matters, to determine whether the Parties have, or can reach, a common position on issues 
to be addressed at such governing body meetings (including in respect of any WP&B as 
contemplated by Section 5.3(a)). The agenda for any Coordination Committee meeting 
shall be distributed to the Nominees in advance of any such meeting. At the time of a 
meeting, items may be added to the agenda for that meeting only as the Coordination 
Committee may approve. All meetings shall be held at locations to be agreed upon by the 
Nominees and such meetings may be held by video conference or teleconference, as 
proposed by a Party by Notice to the other Party. 

(d) To the extent any issues relating to Project Information (not including WP&B approval 
pursuant to Section 5.3(a)) have not been resolved to Shipper's satisfaction at the 
applicable meeting of the Coordination Committee, then upon Notice from Shipper of any 
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remai ning concerns with any Project Information, Transporter wi ll act in good faith to raise 
and seek to resolve Shipper's concern through the applicable various committees 
established pursuant to the Key Project Agreements to which Transporter is a Party. Should 
Shipper' s concern sti ll not be resolved to Shipper's satisfaction, then Transporter will 
consider Shipper' s outstanding concern when exercising its voting discretion on re lated 
matters before such committees. Transporter will advise the Shipper of its position with 
respect to the outstanding Shipper concern prior to any such vote. 

5.3 Development Costs Approval 

(a) AKLNG Development Costs: 

(i) On a timely basis after receipt thereof by Transporter pursuant to the Pre-FEED 
JVA or the FEED Agreement (as applicable), Transporter wi ll provide Shipper 
with Notice of the then-applicable WP&B including a copy of the proposed WP&B 
("WP&B Notice") for Shipper review and approval of the proposed WP&B. The 
WP&B Notice shall include reference to the date for approval or rejection of such 
WP&B by Transporter ("WP&B Decision Date") in its capacity as equity or 
participating interest holder in the Midstream Facilities in accordance with the 
established WP&B approval protocol in the applicable Key Project Agreements, 
including the Pre-FEED JVA and the FEED A eement. The Parties acknowled e 
that the initial WP&B for the Pre-FEED JV A 
-is deemed to be approved by Shipper. 

(ii) Not later than five (5) Business Days prior to the WP&B Decision Date (the 
"Shipper Decision Date") Shipper shall provide Transporter with Notice 
("Shipper WP&B Notice") of its determination whether such WP&B should be 
approved or rejected by Transporter, together with, in the case of rejection, 
supporting reasons for such rejection. 

(iii) If Shipper has provided Transporter with the Shipper WP&B Notice by the Shipper 
Decision Date, Transporter shall vote (as part of the approval process under the 
applicable Key Project Agreement) in accordance with the election of Shipper 
contained in the Shipper WP&B Notice. If the Shipper WP&B Notice indicates a 
rejection of such WP&B, Transporter shall raise the concern described in the 
Shipper WP&B Notice in connection with the exercise of such vote. 

(iv) In the event Shipper does not provide the Shipper WP&B Notice to Transporter by 
the Shipper Decision Date, Transporter shall be entitled to exercise its vote whether 
to approve or reject such WP&B in its sole discretion. 

(v) Notwithstanding Section 5.3(a)(iii), Transporter shall not be obliged to vote not to 
approve a WP&B where Shipper has elected to reject such WP&B if failure by 
Transporter to approve such WP&B would result ( or be reasonably likely to result) 
in either a breach by, or default of, Transporter of the applicable agreement giving 
rise to the WP&B or an acceleration of any material obligations of Transporter 
pursuant to such agreement. 
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(b) Transporter Development Costs: 

(i) Promptly fo llowing the Effective Date and not later than [" 120 days fo llowing the 
Effective Date" charged to "November 18, 20 14" by amendment], the Parties shall 
agree upon a budget (including contingencies and applicable allocations of 
overhead components) for Transporter Development Costs for the period from the 
Effective Date to the Expiry Date (the total agreed budgeted amount is the 
"Transporter Authorized Amount"). Upon such agreement, Shipper 
acknowledges and accepts that the Transporter Authorized Amount is not a firm 
estimate, quotation or price, but only an estimate of the Transporter Development 
Costs to such date. 

(ii) If at any time Transporter reasonably anticipates that the Transporter Authorized 
Amount in effect at such time will be exceeded, Transporter shall provide Notice 
to Shipper containing reasonable details of such anticipated addit ional 
expenditures and its revised estimate in respect of the total Transporter Authorized 
Amount (the "Revised Transporter Estimate"). Transporter shall provide, upon 
the reasonable request of Shipper, such additional details and information as may 
be reasonably required in respect of such Revised Transporter Estimate. 

(iii) Shipper shall provide Notice to Transporter within ten (10) Business Days of its 
receipt of a Revised Transporter Estimate whether it approves or rejects the 
Revised Transporter Estimate. Upon approval of a Revised Transporter Estimate 
(as may be amended by agreement of the Parties), such Revised Transporter 
Estimate shall constitute the Transporter Authorized Amount unless and until 
further revised in accordance with this Section 5.3(b). If Shipper fails to approve a 
Revised Transporter Estimate within such time frame, Transporter shall have a 
right to terminate this PA in accordance with Section 4.2(b)(vii)l) . 

(iv) Nothing contained in this Section 5.3(b) shall restrict Transporter' s rights to make 
expenditures necessary and proper for the protection of life, health, the 
environment and property in the case of an emergency without Shipper' s approval; 
provided, however, that Transporter shall immediately notify Shipper of the details 
of such emergency, the measures taken and the estimated costs. All such actual 
costs shall constitute part of the Transporter Authorized Amount in addition to the 
Transporter Authorized Amount in effect at such time (subject to audit in 
accordance with the Audit Protocol). 

(c) Prudent Costs: All costs and expenses that have actually been incurred and that are: 

(i) approved or deemed approved by Shipper or any Affiliate pursuant to this Section 
5.3 (including any portion forming part of the Transporter Authorized Amount); 
or 

(ii) pursuant to or in connection with a WP&B approved by the applicable Alaska LNG 
Parties (and in effect) under any Key Project Agreement (including where 
Transporter has voted to reject such WP&B pursuant to Section 5.3(a)(iii)), 

shall be Prudent Costs for all purposes under this PA and the FTSA. 

CONFIDENTIAL AND PROPRIETARY Page 12 of23 Alaska PA FINAL 06 14.docx 



REDACTED 

Confidential and Proprietary pursuant to AS 38.05.020(b)(l2), a provision of SB 138 (2014). 

ARTICLE6 
EVENTS OF DEFAULT 

6.1 Default Events of Transporter 

The following constitute Default Events of Transporter for the purposes of this PA: 

(a) an Insolvency Event occurs in relation to Transporter (unless any such Insolvency Event 
was caused, di rectly or indi rectly, by a fai lure on the part of Shipper or any Affiliate of 
Shipper as a Limited Partner of Transporter to advance funds in connection with a cash call 
related to a requirement to advance funds under a Project Agreement); and 

(b) Transporter defaults in the performance or observance of any material covenant, obligation 
or condition to be observed or performed by it pursuant to this PA and does not remedy 
such default (if reasonably remediable) within 30 days of having received a default Notice 
advising Transporter to do so from Shipper or if not reasonably remediable within such 30-
day period, fails to commence to remedy within such 30-day period and thereafter to 
proceed diligently and as expeditiously as possible to do so within a reasonable schedule 
agreed to by Shipper, acting reasonably. 

6.2 Shipper Remedies 

If a Default Event of Transporter occurs, Shipper may pursue such remedies available to it at law or in 
equity, including for direct damages suffered by Shipper, injunctive relief and specific performance, as 
appropriate. 

6.3 Default Events of Shipper 

The following constitute Default Events of Shipper for the purposes of this PA: 

(a) an Insolvency Event occurs in relation to Shipper or its Credit Support Provider; 

(b) Shipper fails to maintain the Creditworthiness Requirements and fails to remedy such 
default within the relevant time frame specified in paragraph 5 of Schedule D; and 

(c) Shipper defaults in the performance or observance of any other material covenant, 
obligation or condition to be observed or performed by Shipper pursuant to this PA and 
does not remedy such default (ifreasonably remediable) within 30 days of having received 
a Default Notice from Transporter advising Shipper to do so, or if not reasonably 
remediable within such 30-day period, fails to commence to remedy within such 30-day 
period and thereafter to proceed diligently and as expeditiously as possible to do so within 
a reasonable schedule agreed to by Transporter, acting reasonably. 

6.4 Transporter Remedies 

If a Default Event of Shipper occurs, subject to the limitations contained in Section 4.3( d) in respect of 
payment of the Termination Amount upon expiration or termination of this PA, Transporter may pursue 
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such remedies avai lable to it at law or in equity, including for direct damages suffered by Transporter, 
inj unctive relief and specific performance, as appropriate. 

ARTICLE7 
MISCELLANEOUS 

7.1 Confidentiality Agreement 

Except to the extent expressly set forth to the contrary herein, this PA and all information generated and/or 
exchanged by the Parties pursuant to this PA shall be deemed to be Confidential Information subject in all 
respects to the Confidentiality Agreement, and all matters relating to this PA fall within the scope of 
"Discussions" as defined in the Confidential ity Agreement. The provisions of this Section 7.1 shall survive 
the termination of this PA and the ass ignment by a Party and its Affiliates of all of their interests in this PA 
prior to termination of this PA for the period specified in the Confidentiality Agreement. 

7.2 Limitation of Liability 

(a) Under no circumstances shall: 

(i) Transporter and its Affiliates and their respective directors, stockholders, officers, 
employees, agents, consultants, representatives, successors, transferees and 
assigns, or 

(ii) Shipper and its Affiliates and their respective directors, stockholders, officers, 
employees, agents, consultants, representatives, successors, transferees and 
assigns, 

be liable to the other Party (or any other Person claiming by through or under such other 
Party) for any Consequential Losses. 

(b) Transporter (and its Affiliates and their respective directors, stockholders, officers, 
employees, agents, consultants, representatives, successors, transferees and assigns) is not 
liable to Shipper (and its Affiliates and their respective directors, stockholders, officers, 
employees, agents, consultants, representatives, successors, transferees and assigns) for 
any Losses (howsoever caused and whether contractual or tortious), asserted against or 
suffered or incurred by the Shipper (or its Affiliates and their respective directors, 
stockholders, officers, employees, agents, consultants, representatives, successors, 
transferees and assigns), or any of them, except and to the extent that such Losses are 
caused by Gross Negligence or Wilful Misconduct, subject to any applicable restrictions 
binding upon Shipper under Alaska law as of the Effective Date in relation to any 
agreements surrounding the foregoing. 

7.3 Mutual Representations and Warranties 

Each Party represents and warrants to the other Party that: 

(a) Organization, Qualification, and Corporate Power: 1n the case of Transporter, it is duly 
organized or formed, validly existing, and in good standing under the laws of the 
jurisdiction of its organization or formation, and has all requisite power and authority to 
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own, lease, and operate its assets and to carry on its businesses as they are now being 
conducted. 

(b) Authorization of Transactions; Validity and Enforcea bility: It has all requisite power 
and authority to enter into this PA, to perform its obligations hereunder, and to consummate 
the transactions contemplated hereby. The execution, delivery, and performance by it of 
this PA and the consummation by it of the transactions contemplated by this PA have been 
duly authorized by all necessary statutory, administrative, or corporate or partnership 
action or other action (as applicable) on the part of it. This PA has been duly executed and 
delivered by such Party. and, assuming the due authorization, execution, and delivery 
hereof by the other Party, constitutes a legal, valid, and binding obligation of it enforceable 
against it in accordance with its terms, except as such enforceabil ity may be affected by: 
(i) applicable bankruptcy, reorganization, insolvency, moratorium, and other laws and 
court decisions of general application, including statutory and other laws regarding 
fraudulent or preferential transfers relating to, limiting, or affecting the enforcement of 
creditors' rights generally; and (ii) general principles of equity, including the effect of such 
general principles of equity upon the specific enforceability of any of the remedies, 
covenants, or other provisions contained herein and therein, and their application 
(regardless of whether enforcement is considered in a proceeding at law or in equity) as 
such principles relate to, limit, or affect the enforcement of creditors' rights generally, and 
provided that Transporter makes no representation and warranty as to the effect of Chapter 
14 SLA 14 (also known as Senate Bill 138). 

(c) Non-contravention; Consents and Approvals: The execution and delivery by it of this 
PA, the consummation of the transactions contemplated by this PA, and the performance 
of the obligations of such Party hereunder will not conflict with, or result in any violation 
of or default under, any provision of any governing instrument applicable to such Party, or 
any agreement or other instrument to which such Party is a party or by which such Party 
(and in the case of a partnership each of its partners) or any of its assets is bound, or any 
Governmental Requirement or other law applicable to such Party, its assets, or to this PA. 

7.4 Discriminatory Changes in Law 

(a) If the State enacts or amends (or is proposing to enact or amend) any Governmental 
Requirement in such a manner as to create a discriminatory adverse effect on Transporter 
(including any discriminatory adverse change to or effect on the assets, business operations 
or financial condition of the Transporter or its Affiliates) or any Midstream Facility (a 
"Discriminatory Change in Law"), then either Party may provide Notice to the other to 
express an opinion on its likely effects, giving details of its opinion of: 

(i) any necessary change in the Services; 

(ii) whether any changes are likely or required to the terms of this PA or the FTSA to 
deal with the effects of the Discriminatory Change in Law; and 

(iii) whether relief from compliance with obligations is required during the 
implementation of any relevant Discriminatory Change in Law, including any loss 
of revenue or increase in costs (including Development Costs) that will result from 
the relevant Discriminatory Change in Law. 
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(b) As soon as practicable after receipt of any Notice pursuant to Section 7.4(a) from either 
Party, the Parties shall discuss the issues referred to in such Notice and: 

(i) any ways in which Transporter can mitigate the effect of the Discriminatory 
Change of Law; and 

(ii) the Parties will diligently and in good faith seek to renegotiate the terms of this PA 
and/or the FTSA to comply with such Discriminatory Change of Law and in 
accordance with the initial expectations of the Parties under this PA; provided, 
however, that the Parties recognize that discussion of the issues referred to in such 
Notice shall not constitute an admission by either Party that (i) there has been a 
Discriminatory Change in Law, or (ii) that a Party has an obligation to amend this 
PA. 

(c) Upon the occurrence of the Discriminatory Change in Law and subject to Transporter's 
reasonable commercial efforts to mitigate such Discriminatory Change in Law, and failing 
agreement of the Parties under Section 7.4(b)(ii) as to any modifications to this PA and/or 
the FTSA, then to the extent that: 

(i) such Discriminatory Change of Law prevents Transporter from complying with 
any of its obligations under this PA or the FTSA, such failure to comply with that 
obligation shall be deemed not to be a breach of the applicable agreement; 

(ii) as a non-remote result of the Discriminatory Change in Law: 

1) there is any increase in costs borne by Transporter in connection with the 
Midstream Facilities that would not otherwise be included in the Annual 
Reservation Charge as Annual Fixed O&M Expenses or Taxes Other Than 
Income Taxes in accordance with the Negotiated Rate Principles contained 
in Schedule C, then from and after the effective date of such Discriminatory 
Change in Law, such increased costs shall be incorporated into the Annual 
Reservation Charge to the account of Shipper; and 

2) any capital modifications are required to be made to any of the Midstream 
Facilities, the associated costs shall be borne by Shipper as an incremental 
capital cost in accordance with the Negotiated Rate Principles. 

For greater certainty, such incremental costs shall be subject to audit in accordance 
with the Audit Protocol. 

(d) If Transporter reasonably determines that a Discriminatory Change of Law has occurred 
and its rights (including reasonable economic expectations) have been materially adversely 
effected that cannot be mitigated on reasonable commercial terms pursuant to Section 
7.4(c), then Transporter shall have the right to terminate this PA pursuant to Section 
4.2(b)(vii)3), or the FTSA pursuant to the equivalent provisions thereof. 

7.5 Notices 

(a) Whenever this PA requires or permits any notice (each, a "Notice") to be given to any 
Party or any other Person, such Notice must be in writing and must be delivered in person 
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or by courier or electronic mail. A Notice will be deemed given when the Person to which 
it is addressed receives it; provided, however, that electronic mai l if sent with an automatic 
delivery receipt received and retained which is transmitted after the normal business hours 
of the recipient wi ll be deemed given on the next Business Day unless the recipient has in 
fact acknowledged its earlier receipt. All Notices to a Party must, if not delivered in person, 
be sent to the address for that Party which Section 7.S(b) specifies or at such other address 
as that Party has specified by Notice to the other Party. Oral communication does not 
constitute Notice for purposes of this PA, and telephone numbers for the Parties are listed 
below as a matter of convenience only. 

(b) This Section 7.5(b) includes initial contact information, including e-mail addresses and 
telephone numbers, for each Party. A Party may change its contact information from time 
to time by Notice to the other Party. 

Transporter 

Address : 

Attention: 

Telephone No . 
E-mail Address 

with a copy to: 

Address: 

Attention: 

Telephone No. 
E-mail Address 

Shipper 

Address : 

Attention: 

Telephone No. 
E-mail Address 

c/o TransCanada Alaska GP Inc. 
450 - I st Street SW 
Calgary, AB T2P SHI 
Canada 

President 

832-320-5655 
dean patry@transcanada.com 

717 Texas Street, Suite 2400 
Houston, TX 77002 

Corporate Secretarial 

832-320-5201 
jon dobson@transcanada.com 

State of Alaska 
Department of Natural Resources 
550 W. 7th. Avenue, Suite 1400 
Anchorage, AK 99501 

Commissioner Joe Balash 

907-269-8431 
j oe.balash@alaska.gov 

Whenever any Notice is required to be given under the provisions of this PA, a waiver 
thereof in writing signed by the Person or Persons entitled to receive that Notice, whether 
before or after the time stated therein, will be equivalent to the giving of that Notice. 
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7.6 Governing Law 

This PA and al l Disputes arising under this PA shall be governed by and construed in accordance with the 
laws of the State of Alaska, without regard to the conflicts of law principles thereof, and the federal laws 
applicable therein. 

7. 7 Dispute Resolution 

(a} All Disputes shall be referred to the Senior Executives of the Parties, upon which: 

(i) the Senior Executives representing the Parties shall meet within five (5) days of 
submission of the Dispute at a mutually acceptable time and place to exchange 
relevant information in an attempt to resolve the Dispute; 

(ii) if a Senior Executive intends to be accompanied at the meeting by any other 
Person, the other Party's Senior Executive shall be notified of such intention at 
least three (3) Business Days in advance of the meet ing and may also be 
accompanied to the meeting by another Person, provided that the maximum 
number of Persons from each Party shall be limited to three (3) including the 
Senior Executive; 

(iii) all Persons (other than the Senior Executive) shall attend the meetings only as 
advisors to the Senior Executive they accompany; and 

(iv) the Parties shall cause their respective Senior Executives to work together 
diligently and in good faith with the objective to resolve any Disputes consistent 
with the principles of this PA as soon as reasonably practicable. 

(b) Any and all Disputes not resolved by the Senior Executives shall be resolved in accordance 
with the fo llowing: 

(i) Jurisdiction. Each of the Parties irrevocably agrees that any legal action, suit or 
proceeding arising out of or relating to this PA brought by any Party or its 
successors or assigns shall be brought and detennined in the state courts of the 
State of Alaska, except that claims which are in the exclusive jurisdiction of the 
federal courts may be brought and determined in federal court in Alaska, and each 
of the Parties hereby irrevocably submits to the exclusive jurisdiction of the 
aforesaid courts for itself and with respect to its property, generally and 
unconditionally, with regard to any such proceeding arising out of or relating to 
this PA or the transactions contemplated by this PA. Each of the Parties agrees not 
to commence any proceeding relating to this PA except in the courts described 
above in Alaska, other than proceedings in any court of competent jurisdiction to 
enforce any j udgment, decree or award rendered by any such court in Alaska as 
described herein. Each of the Parties further agrees that Notice as provided in 
Section 7.5 shall constitute sufficient service of process and the Parties further 
waive any argument that such service is insufficient. Each of the Parties hereby 
irrevocably and unconditionally waives, and agrees not to assert, by way of motion 
or as a defense, counterclaim or otherwise, in any proceeding arising out of or 
relating to this PA or the transactions contemplated by this PA, (i) any claim that 
it is not personally subject to the jurisdiction of the courts in Alaska as described 
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herein for any reason, (i i) that it or its property is exempt or immune from 
jurisdiction of any such court or from any legal process commenced in such courts 
(whether through service of notice, attachment prior to judgment, attachment in 
aid of execution of judgment, execution of j udgment or otherwise) and (iii) that 
(A) the proceeding in any such court is brought in an inconvenient forum, (B) the 
venue of such proceeding is improper or (C) this PA, or the subject matter hereof, 
may not be enforced in or by such courts. 

(ii) WAIVER OF JURY TRIAL. EACH PARTY HEREBY WAIVES, TO THE 
FULLEST EXTENT PERMITTED BY APPLICABLE LAW, ANY RIGHT IT 
MAY HA VE TO A TRIAL BY JURY IN ANY LEGAL PROCEEDING 
DIRECTLY OR INDIRECTLY ARISING OUT OF OR RELATING TO THIS 
PA OR THE TRANSACTIONS CONTEMPLATED HEREBY (WHETHER 
BASED ON CONTRACT, TORT OR ANY OTHER THEORY). EACH PARTY 
(I) CERTIFIES THAT NO REPRESENTATIVE, AGENT OR ATTORNEY OF 
ANY OTHER PARTY HAS REPRESENTED, EXPRESSLY OR OTHERWISE, 
THAT SUCH OTHER PARTY WOULD NOT, IN THE EVENT OF 
LITIGATION, SEEK TO ENFORCE THE FOREGOING WAIVER AND (II) 
ACKNOWLEDGES THAT IT AND THE OTHER PARTIES HERETO HAVE 
BEEN INDUCED TO ENTER INTO THIS PA BY, AMONG OTHER THINGS, 
THE MUTUAL WA IVERS AND CER TIFICA TIO NS IN THIS SECTION 7. 7(b ). 

(iii) Confidentiality. To the extent permitted by law, all negotiations, mediation and 
court determinations relating to a Dispute (including a settlement resulting from 
negotiation or mediation, a court order, documents exchanged or produced during 
a mediation or legal proceeding, and memorials, briefs or other documents 
prepared for any Dispute resolution) are confidential and may not be disclosed by 
the Parties, their Affiliates, and their respective employees, officers, directors, 
counsel, consultants, and expert witnesses, except (in accordance with Section 7 .1) 
to the extent necessary to enforce this Section 7.7 or any court order, to enforce 
other rights of a Party, or as required by law or applicable securities exchange or 
securities commission; provided, however, that unintentional breach of this 
confidentiality provision shall not void any settlement or award . 

(iv) Costs of Dispute. Each Party shall bear its own expenses and costs incurred in 
connection with the proceedings, including attorneys' fees with respect to any 
Dispute. 

7.8 Assignment 

(a) Shipper may only assign its rights and obligations under this PA and the FTSA with 
Transporter' s consent (not to be unreasonably withheld), provided the assignee assumes in 
writing such rights and obligations on terms and conditions satisfactory to Transporter, 
including meeting and maintaining the Creditworthiness Requirements. 

(b) Where a proposed transferee of Shipper' s interest pursuant to Section 7.8(a): 

(i) is the State (or an Affiliate or agency thereof) and AS 09.50.250 -AS 09.50.280 
has been repealed or amended in a manner such that the proposed transferee has or 
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may have a right to claim sovereign immunity for any matters arising out of this 
PA or the FTSA, or 

(ii) is a government entity ( or an Affiliate or agency thereof) other than the State or an 
Affiliate or agency thereof that now or hereafter has a right to claim sovereign 
immunity for itself or any of its assets, 

then it shall be a condition precedent to the effectiveness of an assignment pursuant to this 
Section 7.8 (and the equivalent provision of the FTSA) that: 

(ii i) the transferee acknowledges that its rights and obligations under this PA and the 
FTSA are of a commercial and not a governmental nature, and 

(iv) the transferee waives any current or futu re immunity to the fullest extent permitted 
by Governmental Requirements of any applicable jurisdiction for any matters 
arising out of this PA and the FTSA. This waiver includes immunity from (A) any 
expert determination, mediation, or arbitration proceeding commenced pursuant to 
the applicable agreement; (8) any judicial, administrative or other proceedings to 
aid the expert determination, mediation, or arbitration commenced pursuant to the 
applicable agreement; and (C) any effort to confirm, enforce, or execute any 
decision, settlement, award, judgment, service of process, execution order or 
attachment (including pre-judgment attachment) that results from an expert 
determination, mediation, arbitration or any judicial or administrative proceedings 
commenced pursuant to such agreement. 

(c) Transporter may assign its rights and obligations under this PA or the FTSA to an Affiliate 
either (i) if the Shipper is the State (or an Affiliate of the State), with the prior written 
consent of Shipper (not to be unreasonably withheld), provided the assignee assumes in 
writing such rights and obligations on terms and conditions satisfactory to Shipper, or (ii) 
in all other instances, without the prior written consent of Shipper, provided that timely 
Notice of its intended assignment is provided to Shipper. 

(d) Transporter shall not assign its rights or obligations under this PA or FTSA to a non­
Affi liate without the prior written consent of Shipper (not to be unreasonably withheld), 
provided the assignee assumes in writing such rights and obligations on terms and 
conditions satisfactory to Shipper. 

7.9 General 

(a) Binding Effect: This PA binds, and inures to the benefit of, the Parties and their respective 
successors (including any successor by reason of amalgamation of any Party) and permitted 
assigns. 

(b) Governmental Requirements: This PA, and the rights and obligations of the Parties under 
this PA are subject to all valid and applicable Governmental Requirements, except choice 
of law or conflict-of-laws rules or principles under Section 7.6. 

(c) Severability: If, in any jurisdiction, any provision of this PA or its application to any Party 
or circumstance is restricted, prohibited or unenforceable, such provision shall, as to such 
jurisdiction, be ineffective only to the extent of such restriction, prohibition or 
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unenforceability without invalidating the remaining provisions of this PA and without 
affecting the valid ity or enforceabil ity of such provision in any other jurisdiction or without 
affecting its application to other Parties or circumstances. 

(d) Relationship of the Parties: Neither this PA nor any other documentation or 
communication between the Parties shall constitute or create a joint venture, partnership, 
legal entity, or other similar business combination or arrangement between the Parties. 
Each Party shall act only on an individual and several basis. No Party shall have the right 
to act as an agent for or a servant or employee of the other Party, to make commitments or 
assume obligations for and on behalf of the other Party, or to bind the other Party for any 
purpose whatsoever. 

( e) Waiver: No waiver by a Party of any breach by any other Party in the performance of any 
provision, condition, or requirement of this PA is deemed to be a waiver of, or in any 
manner a release of such Party from, performance of any other provision, condition, or 
requirement. No waiver is deemed to be a waiver of, or in any manner a release of such 
other Party from future perfonnance of the same provision, condition, or requirement; nor 
shall any delay or omission of a Party to exercise any right hereunder in any manner impair 
the exercise of any such right or any like right accruing to it thereafter. Any waiver of any 
provision, condition, or requirement of this PA is valid only if it is in writing and signed 
by the Party against whom it is sought to be enforced. 

(f) Waiver of Sovereign Immunity: The provisions of AS 09.50.250 - AS 09.50.280 permit 
Transporter to bring an action against Shipper arising under this PA. The Parties agree any 
change in Alaska law that eliminates or materially impairs Transporter' s rights to bring an 
action under this PA shall be deemed to be a Discriminatory Change in Law. Shipper 
acknowledges that its rights and obligations hereunder are of a commercial and not a 
governmental nature. 

(g) Amendment: No amendment, supplement, modification or waiver or termination of this 
PA and, unless otherwise specified, no consent or approval by either Party, shall be binding 
unless executed in writing by the Party to be bound thereby. 

(h) Further Assurances: Each Party agrees to use reasonable efforts to take, or to cause to be 
taken, all actions, and to do, or to cause to be done, all things reasonably necessary or 
appropriate to consummate the actions this PA contemplates. 

(i) Entire Agreement: This PA and any other documents or agreements between the Parties 
delivered in connection with this PA constitute the entire agreement of the Parties relating 
to their relationship under this PA. All prior negotiations and all provisions and concepts 
contained in all prior agreements (including the MOU and the Alaska LNG Midstream 
Services Term Sheet attached as Exhibit C to the MOU) between the Parties on matters 
contained in this PA are expressly superseded by this PA. The Parties expressly waive any 
reliance on representations or course of dealings made prior to the execution of this PA 
regarding the subject of this PA. 

(j) Third Party Beneficiaries: No provision of this PA confers, or is to be construed, deemed 
or interpreted as conferring, on any Person other than the Parties, any rights or remedies 
hereunder. 
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(k) Execution and Delivery: This PA may be executed in one or more counterparts, all of 
which will be considered one and the same agreement and will become effective when two 
or more counterparts have been signed by each of the Parties named on the original 
signature pages hereof and delivered to the other Party, it being understood that the Parties 
need not sign the same counterpart. 

Remainder of page intentionally left blank 

Execution page follows 
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IN WITNESS OF WHICH the Parties have duly executed and delivered this PA. 

TRANSCANADA ALASKA 
MIDSTREAM LP, by its general partner, 
TRANSCANADA ALASKA GP INC. 

By: 

Name: 
Title: 

By: 

Name: 
Title: 

CONFIDENTIAL AND PROPRIETARY 

THE ST ATE OF ALASKA 

By: 

Name: 
Title: 
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Section 1 - Definitions 

SCHEDULE A 
Definitions and Interpretation 

In the PA, unless the context otherwise requires: 

"Acid Gas" means CO2, H2S and other impurities contained in natural gas. 

"Additional Gas" has the meaning specified in Schedule B. 

·'Affiliate" means in relation to a Party any company, corporation, partnership or other legal entity (in 
this definition, each such entity and each Party are sometimes referred to as a "Company") which is : 

(a) directly or indirectly, owned or controlled by such Party; 

(b) directly or indirectly owns or controls such Party; or 

(c) directly or indirectly, owned or controlled by a Company that also, directly or indirectly, controls 
such Party. 

For the purpose of this definition: 

(i) a Company is directly owned or controlled by another Company that owns or controls 
shares or other interests carrying in the aggregate more than 50 percent of the voting 
rights exercisable at a general, shareholders, or members meeting of the first-mentioned 
Company, or the right to appoint or dismiss a majority of the directors thereof, or the 
power to direct or cause the direction of the management or policies through the 
ownership of securities, by contract or otherwise. A Company is indirectly owned or 
controlled by a Company or Companies (the "parent Company or Companies") if a series 
of Companies can be specified, beginning with the parent Company or Companies and 
ending with the particular Company, so related that each Company of the series, except 
the parent Company or Companies, is directly controlled by one or more of the 
Companies in the series. 

(ii) in relation to Shipper, those State entities that otherwise meet the definition of "Affiliate" 
set forth above, when acting only in the State ' s proprietary capacity (and not in a 
governmental capacity), including State corporations or authorities established by statute 
as instrumentalities of the State. 

"AGDC" means the Alaska Gasline Development Corporation. 

"AGIA" means the Alaska Gasline Inducement Act, AS 43 .90, as well as the regulations promulgated 
thereunder. 

"AGIA License" means the Alaska Gasline Inducement Act License issued December 5, 2008, by the 
State of Alaska to the AGIA Licensee, under the authority of AGIA, as amended by project plan 
amendments approved on January 29, 2010, May 2, 2012, June 11 , 2013 and December 12, 2013 . 

"AGIA Licensee" means collectively, TransCanada Alaska Company, LLC and Foothills Pipe Lines 
Ltd. 
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"AGIA Project Plan Amendment 1B" means the project plan amendment under the AGIA License 
approved by the Alaska Commissioner of Natural Resources and the Alaska Commission of Revenue 
pursuant to AS 43.90.2 10 on December 12, 20 13. 

"Agreed Interest Rate" means interest compounded on a monthly basis, at the rate per annum equal 
to (a) the one( !) month tenn LI BOR rate applicable on the first Business Day prior to the due date of 
payment and thereafter on the first Business Day of each succeeding calendar month, plus (b) I 0%. If 
the aforesaid rate is contrary to any applicable usury law, the rate of interest to be charged shall be the 
maximum rate permitted by such applicable law. 

"AKLNG Development Costs" means all costs and expenses incurred under the CSA or any Project 
Agreement to which Transporter or any of its Affiliates is a Party, which shall include: 

(a) any contract cancellation penalties and continued funding obligations under such agreements; 

(b) all costs payable pursuant to mllllof the Pre-FEED JV A or equivalent artic les under the 
CSA or other Project Agreements. 

AKLNG Development Costs shall not include any costs or expenses for which Transporter or its 
Affil iates have received payment or reimbursement under the CSA or other Project Agreements. 

"Alaska North Slope" means that part of the State that lies north of 68 degrees north latitude. 

"Alaska LNG Project" means collectively, (i) the Midstream Facilities, and (ii) the LNG Plant. 

"Alaska LNG Parties" means, collectively, as of the Effective Date, Transporter, the Producer Parties 
and AGDC and their respective Affiliates that have an equity or participation interest in the Alaska 
LNG Project. 

"Annual Decommissioning Allowance" has the meaning specified in paragraph 5 of Part D of 
Schedule C. 

"Audit Protocol" means the protocol for the review and audit of information by Shipper as set forth in 
Schedule E. 

"Business Day" means a day, other than a Saturday, Sunday or holiday, on which federally chartered 
banks are open for commercial banking business (including dealings in foreign exchange and foreign 
currency deposits) in both Calgary, Alberta, Canada and Anchorage, Alaska. 

"Buy-Back Notice Date" has the meaning specified in Schedule B. 

"Carrying Cost Calculation" means the calculation of interest on a particular cost or expenditure 
forming part 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 cost or expenditure, from the 
later of (i) the FERC Pre-Filing Date, and (ii) the 15 th day of the calendar month of the month such cost 
or expenditure was incurred, until the date of payment. 

"Claims" means, in relation to any Person, any and all claims, actions, causes of action, accounts, liens, 
demands, lawsuits, suits, judgments, awards, adjudications, writs, orders, audits, proceedings, 
arbitrations, mediations, hearings, investigations or actions by any Governmental Authority, brought 
against or suffered, sustained or incurred by such Person, in each case whether fixed or contingent or 
foreseen or unforeseen, and whether based on contract, tort, statute or other legal or equitable theory of 
recovery. 
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·'Confidentiality Agreement" means the Alaska LNG Project Confidentiality Agreement entered into 
by the State, Transporter, AGDC and TA DI dated on or about the Effective Date, as such agreement 
may be amended from time to time. 

"Consequential Loss" means, as to any Person, any damage, cost, expense, liability, or loss (including 
pass-through claims for indemnification or contribution owed to another Person under a contract, 
governmental requirement, or other obligation) of that Person that is caused (directly or indirectly) by 
any of the following arising out of, relating to, or connected with the PA or work carried out (or failed 
to be carried out) in relation to it: loss or deferment of income or profits; loss of use of any asset; loss 
of business or reputation; loss of business opportunity; loss of labor or management productivity; 
increases in wage, salary, or other cost of labor cost; or other indirect damages or losses, costs, 
expenses, or liabi lities, whether or not similar to the foregoing; in addition, Consequential Loss includes 
any exemplary (whether statutory or common law), punitive, special, or treble or other multiple 
damages. Without limiting the generality of the foregoing, Consequential Losses include any: 

(a) losses arising as a result of hedges, swaps, derivatives, forwards, futures, options; and 

(b) loss of any contract of Shipper. 

Notwithstanding any other provision of the foregoing defi nition, Consequential Losses shall not 
include: 

(i) any payment obligations to Transporter as set forth in the PA or FTSA ( or any accelerations 
thereof as damages for a breach of contract), including (1) payment of the Termination 
Amount, or (2) payment of the Total Obligation under the PA or FTSA, as applicable; or 

(ii) to the extent direct contract damages that would otherwise meet the definition of 
Consequential Loss have been awarded to a non-Affiliate third party and are subject to 
allocation between or among the Parties to the Dispute. 

"Conveyance Assets" has the meaning specified in the Transporter Conveyance Mechanics. 

"Coordination Committee" has the meaning specified in Section 5.2(a). 

"Credit Support Provider" has the meaning specified in Schedule D. 

"Creditworthiness Requirements" means those requirements specified in Schedule D. 

"Creditworthy" means, in respect of any Person, a Person that satisfies the requirements set forth in 
paragraph l or paragraph 2 of Schedule D at the relevant time. 

"CSA" means the Concept Selection Agreement for ANS Gas Development dated March 29, 2012 
between T ADI and Affiliates of the Producer Parties, as amended from time to time. 

"Default Event" means any one of the events of default specified in Sections 6.1 or 6.3 . 

"Delivery Point" means the point of custody transfer for the delivery of natural gas on a Midstream 
Facility, which shall be on the outlet side of the measurement station or at such other point as may be 
agreed upon between Transporter and Shipper. 
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"Development Costs" means all Prudent Costs incurred by Transporter and its Affiliates after 
December 3 l , 20 13 in the development, des ign, financing, construction, acquisition and commissioning 
of the Midstream Facil ities, which costs shal l be comprised of only (i) the AK LNG Development Costs, 
and (ii) the Transporter Development Costs, deducting from the sum of (i) and (i i) the following 
amounts: 

(a) all AGIA payments received and retained by the AGIA Licensee relating to Transporter's or its 
Affiliates' share of deve lopment costs for activities authorized under the AGIA Project Plan 
Amendment 18 and carried out after December 31, 2013; and 

(b) all proceeds received by Transporter or its Affiliates from the State, any State Affiliate or State 
entity fo r use of the work or data created with the AKLNG Development Costs or the Transporter 
Development Costs. 

"Development Cost Amount" has the meaning specified in Section 4.3(a). 

"Discriminatory Change in Law" has the meaning specified in Section 7.4. 

"Dispute" means a dispute, matter, controversy or claim between or among the Parties or the ir 
Affiliates arising out of or relating to the PA or FTSA (as applicable), including the validity, 
interpretation, construction or enforcement of this PA, or a Party's (or a Party's Affiliate's) 
performance, privileges, rights or obligations under or with respect to the PA or FTSA (as applicable), 
including the Audit Protocol. 

"Dispute Resolution Procedure" means, (i) for purposes of the PA, the procedure set forth in Section 
7.7; and (ii) for purposes of the FTSA, the applicable dispute resolution procedure set forth in the FTSA, 
which is intended to be materially consistent with that described in Schedule B. 

"Dollars" and the sign "$" means US dollars. 

"Downstream Activities" means all operations and activities undertaken with respect to the LNG Plant 
as part of the Alaska LNG Project. 

"Effective Date" has the meaning specifi ed in the preamble to the PA. 

"Enabling Legislation" means Chapter 14 SLA 14 (also known as Senate Bill 138). 

"End of ICT Purchase Price" means an amount equal to the greater of ( a) $1 , and (b) the net book 
value determined as the difference between the GPIS Balance, less the Accumulated Depreciation 
amount as of the end of the ICT, plus (i) the book value of any physical materials and supplies, and (ii) 
any prepayments of amounts by Shipper that have not amortized prior to the end of the ICT, subject to 
adjustments reflecting reconciliations consistent with paragraph 6 of Part C of Schedule C. 

"Entity" means any foreign or domestic general partnership, limited partnership, limited liability 
company, corporation, joint enterprise or venture, joint stock company, business or statutory trust, 
employee benefit plan, cooperative, association, or other legal entity. 

"Expansion" has the meaning specified in Schedule B. 

"Expansion Shipper" has the meaning specified in Schedule 8. 

"Expiry Date" has the meaning specified in Section 4.1. 
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"FEED" means a front-end engineering and basic engineering design study, which the Parties 
anticipate to include the fo llowing (with the detailed work plan and de liverables of FEED being 
developed during Pre-FEED): 

(a) Sufficiently detailed basic engineering packages for the components of the Alaska LNG Project 
and a contracting strategy to enable contractor bidding for the Engineering, Procurement and 
Construction ("EPC") contracts; 

(b) A resourci ng, commissioning and start-up plan; 

(c) The finalization of those Key Project Agreements (to be entered into after the FEED Agreement) 
required to implement the Alaska LNG Project; 

(d) A technical and commercial definition of the Alaska LNG Project; 

(e) A detailed update of the Alaska LNG Project economics, fi nancing and commercial assumptions, 
including an updated estimate of capital costs sufficient for a final investment decision; 

(t) A fi nal assessment of environmental , social and health impacts of the Alaska LNG Project; 

(g) Long-lead procurement activities; 

(h) Other activities necessary to enable a final investment decision to be taken by the Alaska LNG 
Parties such as but not limited to financing, permitting and registration; and 

(i) The bidding and internal selection of EPC contractors, as applicable. 

"FEED Agreement" means the agreement under which FEED would be undertaken for the Alaska 
LNG Project. 

"FEED Decision" 
Pre-FEED JV A. 

defined in the 

"FERC" means the Federal Energy Regulatory Commission and any successor thereof. 

"FERC Pre-Filing Date" means the date ofFERC approval of Alaska LNG Project' s request to initiate 
the pre-filing process. 

"FID" means the final investment decision by some or all of the Alaska LNG Parties to proceed to 
construct the Alaska LNG Project. 

"Financial Security" has the meaning specified in Schedule D. 

"FTSA", means one or more transportation services agreements entered into by Transporter and 
Shipper (or their permitted assigns) for the Pipelines and the GTP, containing terms and conditions 
substantially consistent with the FTSA Terms. 

"FTSA Decision Date" means December 31 , 2015 or such later date as the Parties may agree. 

"FTSA Legislation" means legislation to be enacted by the Alaska Legislature that has become 
effective as provided under AS O 1. I 0.070, that authorizes Shipper to enter into the FTSA and to the 
extent applicable to fund , subject to appropriation, the State ' s direct and contingent payment obligations 
for the Termination Amount under the FTSA. 

"FTSA Terms" has the meaning specified in Section 2.2(a). 
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"Gas Pipeline" means the Alaska LNG Project component consisting of a main natural gas pipeline 
from the outlet flange of the GTP on the Alaska North Slope to the inlet flange of the LNG Plant, which 
may have five (5) or more off-take points along the pipeline for deliveries of gas within the State. The 
term "Gas Pipeline" refers to the main gas pipeline and does not include any gas pipelines downstream 
of any off-take point between the GTP and the LNG Plant. 

"Gas Treatment Plant" or "GTP" means the Alaska LNG Project component consisting of facilities 
and related activities to receive natural gas from the PBU Gas Transmission Line, the PTU Gas 
Transmission Line, and/or other facilities , treat the natural gas to pipeline qual ity specifications, dispose 
of or deliver by-products, deliver liquid products fo r further transportation, and deliver treated natural 
gas for transportation through the Gas Pipeline. 

"Governmental Authority" means : 

(a) any domestic or foreign federal, provincial, state, territorial, county, regional district, borough, 
city, municipal or other government or any agency, board, bureau, commission, court, 
department, or other instrumental ity of any such government acting in a governmental capacity; 
or 

(b) any Person having the authority under any applicable governmental requirement to assess and 
collect taxes for its own account; 

in each case having jurisdiction or authority in regard to the applicable Person or thing. 

"Governmental Requirement" means any applicable obligation, limitation or requirement that applies 
to the Midstream Facilities or the Parties: 

(a) under any law, including the common law and any statute, code, ordinance, order, rule, 
regulation, judgment, decree, injunction, writ, edict, award, authorization or other requirement of 
any Governmental Authority; 

(b) included in any issued Regulatory Approval ; or 

(c) result ing from binding arbitration or mediation with a Governmental Authority. 

"Gross Negligence" means any act or failure to act (whether sole, joint or concurrent) by Senior 
Supervisory Personnel of Transporter which was a reckless disregard of or wanton indifference to, 
harmful consequences such Person knew, or should have known, that such act or failure to act would 
have on the safety or property of another Person. 

"HOA" has the meaning specified in Recital A. 

"HOA Parties" has the meaning specified in Recital A. 

"ICT" has the meaning specified in Schedule B. 

"ISD" means the commercial in-service date of the Alaska LNG Project. 

"Initial System" means the Midstream Facilities as initially constructed and placed in service as of 
ISO. 
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"Insolvency Event" means, in re lation to any Person, the occurrence of one or more of the following: 

(a) an order is made or an effective resolution passed for the winding-up, liquidation or dissolution 
of the Person; 

(b) the Person institutes proceedings for its winding up, liquidation or dissolution, or takes action to 
become a voluntary bankrupt, or consents to the filing of a bankruptcy proceeding against it, or 
files a proposal, a notice of intention to make a proposal, a petition or answer or consent seeking 
reorganization (including under any Insolvency Law), readjustment, arrangement, composition 
or similar relief under any Insolvency Law or consents to the filing of any such petition, or 
consents to the appointment of a receiver, liquidator, trustee or ass ignee in bankruptcy or 
insolvency of all or a substantial part of the property of the Party or makes an assignment for the 
benefit of creditors, or admits in writing its inability to pay its debts generally as they come due, 
or commits any other act of bankruptcy, or suspends or threatens to suspend transaction of its 
usual business, or any action is taken by the Person in furtherance of any of the aforesaid; 

(c) a court having jurisdiction enters a decree or order adjudging the Person a bankrupt or insolvent, 
or approving as properly fil ed a petition seeking reorganization, readj ustment, arrangement, 
composition or similar relief under any Insolvency Law, or a decree or order of a court having 
jurisdiction for the appointment of a receiver, liquidator, trustee or assignee in bankruptcy or 
insolvency of all or a substantial part of the undertaking or property of the Person, or for the 
winding up, dissolution or liquidation of its affairs, is entered and the decree, order or petition is 
not contested and the effect of it stayed, or any material part of the property of the Person is 
sequestered or attached and is not returned to the possession of the Person or released from such 
attachment within twenty (20) days thereafter; 

(d) any proceedings, voluntary or involuntary, are commenced, or an order or petition is issued, 
respecting the Person pursuant to any Insolvency Law; 

(e) the Person causes or institutes any proceeding for its dissolution or termination; or 

(t) the Person is generally not paying its debts as they become due or makes a general assignment 
for the benefit of creditors. 

"Insolvency Law" means any Governmental Requirement respecting bankruptcy, insolvency, 
fraudulent preferences or other matters affecting the rights of creditors generally. 

"Integrated Matters" means, collectively, those Alaska LNG Project activities related to both (i) the 
Downstream Activities, and (ii) the Midstream Activities, as contemplated by of 
the Pre-FEED JV A. 

"Key Project Agreements" means, collectively, the HOA, the Pre-FEED JV A, the FEED Agreement, 
the Project Equity Participation Agreement and those other material Project Agreements relating to the 
development and operation of the Midstream Facilities or the Alaska LNG Project as a whole. 

"Liabilities" or "Liability" means any and all liabilities and obligations, whether under common law, 
in equity, under any Governmental Requirement or otherwise, whether tortious, contractual, vicarious, 
statutory or otherwise, whether absolute or contingent and whether based on fault, strict liability or 
otherwise. 

"LIBOR" means, for any calendar month (one of the twelve ( 12) calendar months of the calendar year 
commencing on the first day of each calendar month, in accordance with the Gregorian Calendar, and 
the term "Monthly" shall be construed accordingly, the percentage rate per annum, compounded on a 
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monthly basis, equal to the average of the annual yield rates applicable to one-month dollar deposits 
which rate is shown on the display referred to as the ''LIBOR Page" ( or any display substituted therefor) 
of Reuter Monitor Money Rates Service ( or its successor) as at approximate ly 10:00 a.m. (New York 
time) on the fi rst Business Day of that month. 

'·Linefill Gas" has the meaning specified in Schedule B. 

·'Losses'' means, in relation to a matter, any and all losses, damages, costs, disbursements, out-of-pocket 
expenses, charges, indebtedness, obligations, assessments, fines, penalties, fees and expenses of every 
kind, nature or description incurred or sustained by a Person, including court costs, costs incurred or 
sustained in connection with any Claims (including Professional Fees and reasonable costs of 
investigating and defending Claims) arising from such matter, regardless of whether such Claims are 
sustained, together with any interest which may be imposed in connection therewith. 

"LNG" means any hydrocarbon or mixture of hydrocarbons consisting predominantly of methane in a 
liquid state at or below its boiling point at a pressure of approximately one (1) atmosphere. 

"LNG Plant" means the Alaska LNG Project component consisting of an LNG plant facility, including 
the structures, equipment, underlying land rights and all other associated systems, for pre-processing 
and liquefaction of natural gas, and storage and off-loading of liquefied natural gas, including terminal 
facilities and auxiliary marine vessels. 

"Maintenance Capital Additions" means, collectively, facility additions required to maintain the 
reliable capacity of the Midstream Facilities or to extend the useful life of the facilities, for which costs 
have not been expensed as Annual Fixed O&M Expenses as described in Schedule C, part D, paragraph 
6. 

"Midstream Activities" means all operations and activities undertaken with respect to the Midstream 
Facilities as part of the Alaska LNG Project. 

"Midstream Facilities" means, collectively: (i) the PBU Gas Transmission Line, (ii) the PTU Gas 
Transmission Line, (iii) the Gas Pipeline, and (iv) the Gas Treatment Plant, and "Midstream Facility" 
means any one of them. 

"Moody's" means Moody's Investors Service, Inc. or its successor. 

"MOU" has the meaning specified in Recital C. 

"NGA" means the Natural Gas Act, 15 U.S.C. § 717b, et seq. 

"Negotiated Rate" means the negotiated rate for the provision of the Services, calculated in accordance 
with the Negotiated Rate Principles. 

"Negotiated Rate Principles" means the Negotiated Rate principles set forth in Schedule C. 

"Nominee' has the meaning specified in Section 5.2(b). 

"Notice" has the meaning specified in Section 7.5(a). 

"Other Shipper" has the meaning specified in Schedule B. 

"PA" means the agreement to which this Schedule A forms a part, together with all Schedules attached 
to such agreement, and any extension, renewal or amendment thereof agreed to in writing by the Parties. 
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"Partnership Asset Conveyance" means an election by Shipper pursuant to the Transporter 
Conveyance Mechanics. 

"Partnership Interest Conveyance" means an election by Shipper pursuant to the Transporter 
Conveyance Mechanics. 

·'Party" means Shipper or Transporter individually, and ''Parties" means Shipper and Transporter 
collectively. 

"PBU Gas Transmission Line" means the Alaska LNG Project component consisting of a natural gas 
transmission line from the outlet flange of the Prudhoe Bay Unit Central Gas Facility to the inlet flange 
of the GTP, including the structures, equipment, underlying land rights and all other associated systems. 

"Pre-FEED" means pre-front-end engineering and design work and activities on the approved concept 
in preparation for FEED for the Alaska LNG Project, including technical and execution studies and 
optimization and FEED/EPC invitation to tender development including sufficient design detail and 
environmental fie ld work to support FERC applications and filings . 

"Pre-FEED JV A" means the Alaska LNG Project Pre-FEED Venture Agreement to be executed, after 
Enabling Legislation becomes effective, by the Producer Parties, Transporter and AGDC on terms 
acceptable to the parties thereto, as may be amended from time to time. 

"Person" means any natural person, Entity, estate, labour union, or Governmental Authority. 

"Pipelines" means, collectively, the PTU Gas Transmission Line, the PBU Gas Transmission Line and 
the Gas Pipeline, and "Pipeline" means any one of them. 

"Point Thomson Unit" means the oil and gas leases and described land located on the North Slope of 
Alaska as may exist from time to time from which oil, gas and associated substances are developed and 
produced on a unitized basis under the terms of the Unit Agreement for the Development and Operation 
of the Point Thomson Unit with the State of Alaska, dated March 1, 1977 and the Unit Operating 
Agreement Point Thomson Unit Area by and between the Working Interest Owners of the Point 
Thomsc;m Unit, dated March 1, 1977, each as amended from time to time. 

"Pre-Construction Regulatory Approvals" means, collectively, those Regulatory Approvals that are, 
in the opinion of Transporter, material and customarily required by prudent pipeline operators prior to 
the commencement of on-site construction or pre-construction activities. 

"Prior Capital Contribution" means the Transporter' s Affiliates share of costs incurred on the Alaska 
portion of the AGIA Project from December 5, 2008 to the effective date of the Pre-FEED JVA that 
have not otherwise been included as Development Costs, Jess a credit equal to the AG IA reimbursement 
received and retained by the Transporter or its Affiliates that were associated with such costs. The 
maximum amount of Prior Capital Contribution shall be determined as agreed by the Parties prior to 
the FTSA Decision Date and shall not exceed $70 million. 

"Producer Parties" means ExxonMobil LNG LLC, BP Alaska LNG LLC and ConocoPhillips Alaska 
LNG Company, and their respective upstream Affiliates operating in Alaska, and such parties' 
successors in interest in accordance with the agreements governing the Alaska LNG Project. 

"Professional Fees" means reasonable: (i) fees and disbursements of legal counsel on a solicitor and 
his own client basis; and (ii) fees and disbursements of any other professional advisors and consultants, 
including expert witnesses, and such other reasonable out-of-pocket expenses as are incurred in 
connection with such professional advisors and consultants. 
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"Project Agreements" means, collectively, those final agreements among any or all of the Alaska LNG 
Parties, the State and Shipper to (i) give effect to the HOA, and (ii) develop, construct, own or operate 
the Alaska LNG Project, including the HOA, the Pre-FEED JV A, the FEED Agreement and _the Project 
Equity Participation Agreement. 

"Project Equity Participation Agreement" means the agreement or agreements including some or all 
of the Producer Parties, Transporter and AGDC under which the ownership structure of the Alaska 
LNG Project and the holding of participating equity interests (including the Shipper Percentage) are 
es tab I is hed. 

''Project Information" has the meaning specified in Section 5.1 (a). 

''Prudent Costs" means those incurred costs that could reasonably be expected to be incurred by a 
quali fied, experienced, responsible and financially sound developer of facilit ies in the nature of the 
Midstream Facil ities, acting reasonably, prudently, fa irly and in good faith . Prudent Costs shall include 
those incurred costs deemed to be prudently incurred pursuant to Section 5.3(c) or the Audit Protocol. 

"Prudhoe Bay Unit" means the oil and gas leases and described land located on the North Slope of 
Alaska as may exist from time to time from which oil, gas and associated substances are developed and 
produced under the terms of the Unit Agreement Prudhoe Bay Unit with the State of Alaska, dated 
April 1, 1977 and the Unit Operating Agreement Prudhoe Bay Unit by and between the Working 
Interest Owners of the Prudhoe Bay Unit, dated April 1, 1977, each as amended from time to time. 

"PTU Gas Transmission Line" means the Alaska LNG Project components consisting of a natural 
gas transmission line from the outlet flange of the Point Thomson Unit production facility to the inlet 
flange of the GTP, including the structures, equipment, underlying land rights and all other associated 
systems. 

"Rate Base" has the meaning as specified in Schedule C. 

"Receipt Point" means the point of custody transfer for the receipt of natural gas into a Midstream 
Facility, which shall be on the inlet side of the measurement station or at such other point as may be 
agreed between Transporter and Shipper. 

"Regulatory Approvals" means collectively, such applications, accreditations, authorizations, 
approvals, declarations, qualifications, notifications, consents, permits, franchises, certificates, 
licenses, waivers, implementing orders, or exemptions, or registrations or filings, and any necessary 
amendments or supplements thereto, of any Governmental Authority, that Transporter or its Affiliate, 
in its sole discretion, detennines are necessary for, and are on terms satisfactory to, Transporter or its 
Affiliate for the construction, ownership and operation of the Midstream Facilities and to provide the 
Services. 

"Related Parties" means Affiliates and any respective representatives, successors, assigns, officers, 
directors, employees, shareholders, members, agents, contractors, consultants and advisors of a Person 
or Persons. 

"Remaining Useful Life of the Midstream Facilities" means, at any time, the estimated length of 
time remaining before the Midstream Facilities will need to be decommissioned, taking into account 
the condition, operating environment, service level, capacity utilization, technical obsolescence and 
functional obsolescence of such facilities, as well as the remaining useful life of the Midstream 
Facilities determined pursuant to the Key Project Agreements, as such time is (i) determined by an 
independent qualified expert appointed as agreed by the Parties, or (ii) otherwise agreed to by the 
Parties. 
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"Renewal Date" has the meaning specified in Schedule B. 

"Required Accounting Practice" means the usual and customary accounting practices of Transporter 
or its Affi liates consistently applied in businesses simi lar to that conducted by Transporter. 

"Revised Transporter Estimate" has the meaning specified in Section 5.J(b)(ii). 

"S&P" means Standard & Poor's Financial Services LLC or its successor. 

·'Senior Executive" means any individual who has the authority to negotiate and bind the Party to a 
settlement of the Dispute for that Party. For purposes of the State, the Commissioner of the Department 
of Natural Resources is the Senior Executive. 

"Senior Supervisory Personnel" means any individual who functions fo r the Party or one of its 
Affi liates at a management level equivalent or superior to any individual functioning as such Party 's 
senior manager who has direct responsibil ity for, and directs all operations of such Party in relation to 
the Midstream Facilities, but excluding all individuals functioning at a level below this position. 

"Services" has the meaning specified in Schedule B. 

"Shipper" has the meaning specified in the preamble to the PA. 

"Shipper Condition" has the meaning specified in Section 3.1. 

"Shipper Decision Date" has the meaning specified in Section 5.3(a)(ii). 

"Shipper Percentage" has the meaning specified in Recital B. 

"Shipper WP&B Notice" has the meaning specified in Section 5.J(a)(ii). 

"State" means the State of Alaska. As of the Effective Date, the Shipper is the State. 

"State Gas Share" means, collectively, the State ' s share ofroyalty in kind gas and gas production tax 
as gas provided by the Producer Parties and received by the State from the Producer Parties' natural 
gas resources on the North Slope of Alaska, should the State elect to receive its royalty in kind and 
production tax as gas. 

"State Shipper" means Shipper, where Shipper meets the following criteria: 

(a) is the State; 

(b) holds (pursuant to this PA or the FTSA) at least 50% of the Transporter Capacity of the Gas 
Pipeline and the GTP, and 

(c) it or its Affiliate is not otherwise in default under this PA, the FTSA or any other agreement in 
relation to the Alaska LNG Project between Transporter or its Affiliates and Shipper or its 
Affiliates. 

"TADI" means TransCanada Alaska Development Inc., a Delaware corporation. 

"Tax" means all income, profits, capital gains, franchise, use, ad valorem, property, excise, payroll , 
stamp, documentary, real property transfer or gain, gross receipts, goods and services, harmonized 
sales, pipeline transportation, user, value added, sales, registration, transfer, withholding, or other tax, 
fee, assessment, or charge any Governmental Authority imposes, including any interest, penalty, or 
additional amount it also may impose on the tax, fee, assessment, or charge. 
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.. TC MOU Parties" has the meaning specified in Recital C . 

.. Term" has the meaning specified in Schedule B. 

"Termination Amount" has the meaning specified in Section 4.3(b) for purposes of the PA, and for 
purposes of the FTSA Terms and the FTSA, as specified in provisions comparable to Section 4.3(b). 

"Termination Amount Objection" has the meaning specified in Section 4.3(c)(ii). 

"Termination Amount Notice" has the meaning specified in Section 4.3(c)(i) . 

.. Termination Date" means the earlier to occur of (i) the Expiry Date, and (ii) the date on which the 
PA terminates under Section 4.2. 

"Total Obligation" means: (i) for the period prior to !SD, an amount equal to the Shipper Percentage 
of the total development and capital costs of the Midstream Facilities, including AFUDC; and (ii) from 
!SD and for the balance of the Term, an amount equal to all payment obligations of Shipper under the 
FTSA for the remaining Term. 

"Transmission Lines" means the Alaska LNG Project components consisting of the PBU Gas 
Transmission Line and the PTU Gas Transmission Line. 

"TransCanada" means TransCanada PipeLines Limited, a federal Canadian corporation. 

"TransCanada Costs" means those salaries, wages, employee benefits and overhead for the 
employees and internal contractors of Transporter or its Affiliates to the extent engaged in the 
development, design, financing, construction and commissioning of the Midstream Facilities. 

"Transporter" has the meaning specified in the preamble to the PA. 

"Transporter Authorized Amount" has the meaning specified in Section 5.3(b)( i), as such 
Transporter Authorized Amount may be increased pursuant to Section 5.3(b). 

"Transporter Capacity" means Transporter' s share of total capacity available in each Midstream 
Facility as part of the Initial System, as established and reflected in the relevant Key Project Agreements 
to which Transporter is a party (including any Key Project Agreements addressing gas balancing and 
related capacity issues). 

"Transporter Condition" has the meaning specified in Section 3 .2. 

"Transporter Conveyance Mechanics" means those provisions outlined in Schedule F. 

"Transporter Development Costs" means, without duplication of any AKLNG Development Costs, 
all costs and expenses (including TransCanada Costs) incurred by Transporter through: 

(a) Transporter' s role as sponsor or equity participant in the Alaska LNG Project and all associated 
costs and expenses not · otherwise considered AKLNG Development Costs (including costs 
incurred for regulatory strategy and Regulatory Approvals, securing financing or acquiring lands 
or rights-of-way for the Alaska LNG Project); 

(b) development of the PA and FTSA and all other related agreements in respect of the Services; 
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(c) development of all other agreements between Transporter and the State and their respective 
Affi liates in respect of the Alaska LNG Project (including governance or equity option 
agreements); 

(d) participation in the development of the Pre-FEED JV A, FEED Agreement, and the Project 
Agreements to which Transporter or its Affiliates is a party, which are not otherwise described 
in paragraphs (a), (b) or (c) of this definition; 

(e) development of, participation in, and prosecution of, the Regulatory Approvals described in and 
contemplated by Section 2.2; 

(f) can·ying out of administration and reporting obligations to and with Shipper pursuant to the PA, 
FTSA and all other agreements between Transporter and Shipper and their respective Affiliates; 

(g) governmental relations in respect of the Alaska LNG Project, including presentations to, and 
discussions with, the State and the Alaska Legis lature as requested by Shipper or the State; 

(h) business development activities in respect of the Midstream Facilities or the Services, including 
shipper (other than Shipper) solicitation and other engagement activities (for greater certainty, 
any costs associated with such business development activities in respect of an Incremental 
Expansion (as described in Part 20 of Schedule B) shall be allocated to such Incremental 
Expansion upon the in-service date of such Incremental Expansion); 

(i) cooperation and coordination with AGDC regarding the Alaska LNG Project; 

U) establishment and administration of Transporter and the Services, including the costs of the 
general partner of Transporter in administering Transporter's affairs; and 

(k) the administration or termination of AGIA or the AGIA License. 

For purposes of calculating the Development Cost Amount pursuant to Section 4.3(a) on expiration or 
termination of the PA, the Transporter Development Costs shall not exceed the Transporter Authorized 
Amount then in effect. 

"Wilful Misconduct" means any act or failure to act (whether sole, joint or concurrent) by Senior 
Supervisory Personnel of Transporter, which was voluntary and was intended to cause harmful 
consequences such Person knew would have on the safety or property of another Person, provided that 
Wilful Misconduct does not include any act or failure to act insofar as it: (i) constituted Gross 
Negligence or mere ordinary negligence; or (ii) was done or omitted in accordance with the express 
instructions or approval of the other Party. 

"WP&B" means, in relation to the AKLNG Development Costs, a work program and budget pursuant 
to th K P . t A t h b T rt "t Affil" t . AKLNG D 1 t C t ! • • 

"WP&B Decision Date" has the meaning specified in Section 5.3(a)(i). 

"WP&B Notice" has the meaning specified in Section 5.3(a)(i). 
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Section 2 - Certain Rules of Interpretation 

In the PA: 

(a) Article/Section References: References to "Article" or "Section" mean the specified Article 
or Section of the PA, and the word "Schedule" refers to schedules to the PA, unless the PA 
specifies otherwise. 

(b) "Herein": The PA uses the words ''herein," ''hereof," and "hereunder" and words of similar 
import to refer to the PA as a whole and not to any provision of the PA. 

(c) Number and Gender: Unless the context otherwise requires, words importing the singular 
include the plural and vice versa and words importing gender include all genders. 

(d) Uses of Certain Words: The word "including" (and, with correlative meaning, the word 
" include") means including, without limiting the generality of any description preceding that 
word. The words "shal l" and "wi ll" are used interchangeably in the mandatory and imperative 
sense. The word "may" means is authorized or permitted to, while "may not" means is not 
authorized or permitted to. The word "knowledge" (and, with correlative meaning, the word 
"known") means actual knowledge of a fact, rather than constructive knowledge of a fact. 

(e) Generally Accepted Meanings: Words, phrases, or expressions that are not defined in the PA 
but that have a generally accepted meaning in the practice of measurement and metering in the 
international businesses of production, transportation, distribution, and sale of gas have that 
meaning in the PA. 

(f) Time Periods: The word "day" means one of Monday through Sunday of each week including 
legal holidays. Unless otherwise specified, time periods within or following which any payment 
is to be made or act is to be done shall be calculated by excluding the day on which the period 
commences and including the day on which the period ends and by extending the period to the 
next Business Day following if the last day of the period is not a Business Day. 

(g) Statutory references: A reference to a statute includes all regulations made pursuant to such 
statute and, unless otherwise specified, the provisions of any statute or regulation which 
amends, supplements or supersedes any such statute or any such regulation. 

(h) Governmental references: A reference to a governmental official, agency, board, bureau, 
commission, department, or other instrumentality thereof continues to apply regardless of any 
changes in name or title, and applies to the successor official, agency, board, bureau, 
commission, department, or other instrumentality thereof to which the referenced 
responsibilities or functions may be transferred. Reference to a government official includes 
the official ' s designee. 

(i) No Strict Construction: The language used in this PA is the language chosen by the Parties 
to express their mutual intent, and no rule of strict construction shall be applied against any 
Party. 

(j) Derivative Terms: Where a term is defined herein, a capitalized derivative of such term shall 
have a corresponding meaning unless the context otherwise requires. 

(k) Headings: Headings of Articles and Sections are inserted for convenience of reference only 
and shall not affect the construction or interpretation of the PA. 
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(I) Numerical Conflicts: In the event of a conflict between a written numerical reference and its 
corresponding parenthetical numeric reference, the written numerical reference shall govern. 

(m) Consent: Whenever a provision of the PA requires an approval or consent and such approval 
or consent is not delivered within the applicable time limit, then, unless otherwise specified, 
the Party whose consent or approval is required shall be conclusively deemed to have withheld 
its approval or consent. 

(n) Currency: Unless otherwise specified, all references to money amounts are to the lawful 
currency of United States of America. 

(o) Time: Time is of the essence in the performance of the Parties' respective obligations. 
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SCHEDULE B 
FTSA Term Sheet 

All of Schedule B is commercially sensitive for TransCanada and has been redacted on the basis that the 
State of Alaska intends to issue a Notice of Termination to TransCanada Alaska Midstream LP once an 
appropriation to pay TransCanada has been approved. In such case there will be no FTSA and so this 
Schedule B is not relevant. 
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SCHEDULE C 
Negotiated Rate Principles 

All of Schedule C is commercially sensitive for TransCanada and has been redacted on the basis that the 
State of Alaska intends to issue a Notice of Termination lo TransCanada Alaska Midstream LP once an 
appropriation lo pay TransCanada has been approved. In such case there will be no FTSA and so this 
Schedule C is not relevant. 
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SCHEDULE D 
Creditworthiness Requirements 

All of Schedule D is commercially sensitive for TransCanada and has been redacted on the basis that the 
State of Alaska intends to issue a Notice of Termination to TransCanada Alaska Midstream LP once an 
appropriation to pay TransCanada has been approved. In such case there will be no FTSA and so this 
Schedule D is not relevant. 

CONFIDENTIAL Schedule E - Page 1 Alaska PA FINAL 06 14.docx 



Confidential and Proprietary pursuant to AS 38.05.020(b)(12), a provision of SB 138 (2014). 

SCHEDULEE 
Books & Records and Audit Protocol 

All of Schedule Eis commercially sensitive for TransCanada and accordingly has been redacted. 
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SCHEDULE F 
Transporter Conveyance Mechanics 

Upon the occurrence of an event giving rise to these Transporter Conveyance Mechanics, the following 
mechanics shall apply: 

(a) Shipper shall provide Notice to Transporter of its election of either a ··Partnership Interest 
Conveyance'' or a "Partnership Asset Conveyance" in the manner outlined in paragraphs (b) and 
(c) below. For a termination of the PA or the FTSA as described in paragraph (d)(ii) below, such 
Notice shall be delivered concurrently with payment of the Termination Amount. For a transfer as 
described in paragraph (d)(i) below, such Notice shall be delivered on such date as is agreed by the 
Parties in the FTSA. 

(b) If Shipper has elected a Partnership Interest Conveyance, Transporter shall cause an assignment of 
the Partnership Interests of the TransCanada Limited Partner and General Partner (as such terms 
are defined in the limited partnership agreement of Transporter) to Shipper or its designee Affi liate, 
and the general partner of Transporter shall provide written notice to its limited partners of the 
occurrence of such event (a "Termination Conveyance Notice"). The Termination Conveyance 
Notice shall identify: 

(i) the event which gives rise to these Transporter Conveyance Mechanics and the provision 
of the PA or FTSA which grants such conveyance right; 

(ii) the partner which is obligated to make the transfer and the partner (or its Affiliate designee) 
that has the right to receive the transfer of a partnership interest in Transporter (the 
"Partnership Interest"); and 

(iii) the price for the Partnership Interest to be transferred, which is determined in accordance 
with paragraph ( d) below. 

( c) If Shipper has elected a Partnership Asset Conveyance, assign or transfer to Shipper ( or its designee 
Affiliate) (which items are, collectively, the "Conveyance Assets"): 

(i) all of its interest in either the Pre-FEED JV A or the FEED Agreement, whichever is then 
in force, in accordance with the provisions of such agreement; 

(ii) any equity participation interest in the Alaska LNG Project and the Midstream Facilities 
pursuant to any Project Agreement then in force, in accordance with the provisions of such 
agreement; and 

(iii) such other assets of Transporter as are used and useful in respect of the Midstream 
Facilities. 

(d) The transfer price for the Partnership Interest or the Conveyance Assets (as applicable) to be 
transferred shall be determined as follows : 

(i) with respect to transfers resulting from the Buy-Back Right and the Put Option as set forth 
in FTSA Terms, the transfer price shall be equal to the End of ICT Purchase Price; and 

(ii) with respect to transfers resulting from a termination of: 

(A) the PA under Section 4.4, or 
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(B) the FTSA prior to FID under the provisions of the FTSA giving effect to part 6 of 
Schedule B; 

the transfer price shall be $1.00. 

(e) In addition to payment of the transfer price as described in paragraph (d) above, Shipper (or its 
designee Affil iate) shall re imburse Transporter (in the case of a Partnership Asset Conveyance), or 
the transferring Entity of the Partnership Interest for all reasonable costs and expenses incurred by 
such Entity in giving effect to the transfer contemplated by these Transporter Conveyance 
Mechanics, including all legal fees and al l costs and expenses associated with (i) complying with 
the requirements of any of the Key Project Agreements, includ ing obtaining any requi red consents 
or approvals; and (ii) obtaining any Regulatory Approvals in respect of such transfer. Such costs 
and expenses may be audited by Shipper in accordance with the Audit Protocol for a period of I 
year fo llowing the closing date of the purchase and sale transaction. 

(f) For greater certainty, any such assignment shall be made to Shipper: 

(i) in the event of a Partnership Interest Conveyance, after the TransCanada Limited Partner 
(as defined in the limited partnership agreement of Transporter) has received its share of 
any distributions related to the Termination Amount, and 

(ii) promptly, and shall not be delayed until final resolution of any Dispute pursuant to Section 
4.3(c) of the PA or comparable provision of the FTSA. Any amounts payable to 
Transporter in relation to the resolution of such Dispute shall result in a corresponding 
increase to the transfer price by way of post-closing adjustment. 

(g) The proceeds shall be payable by the Shipper or its Affiliate designee receiving the transfer of 
Partnership Interest from the transferring Partner or receiving the Conveyance Assets from the 
Transporter, as applicable. 

(h) In the event of a Partnership interest Conveyance, the Termination Conveyance Notice shall 
contain such other terms and conditions as are necessary or appropriate in connection with the 
transactions contemplated therein, provided that none of such terms and conditions shall conflict 
in any way with the provisions of these Transporter Conveyance Mechanics, the PA, the FTSA or 
any Key Project Agreements to which Transporter is a party. 

(i) The applicable purchase and sale agreement shall be prepared on terms customarily included in 
similar transactions and agreed upon by the Persons involved such transaction. Any such 
assignment shall be made on an "as is, where is" basis, without representation or warranty of any 
kind by the relevant assigning Entity, subject only to a reasonable representation and warranty by 
such assigning Entity as to its title or right to transfer such items free and clear of any liens and 
encumbrances other than those liens and encumbrances as would typically be allowed in respect of 
comparable transferred interests. 

G) The completion of the purchase and sale transaction pursuant to this Schedule F shall take place at 
Houston, Texas on the date no later than the number of days specified below after (1) the 
Termination Conveyance Notice (in the case of a Partnership Interest Conveyance), or (2) payment 
of the Termination Amount: 

(i) 120 days for a conveyance in respect of those provisions of the FTSA corresponding to 
parts 4 or 5 Schedule B; or 
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(ii) 30 days for a conveyance in respect of a notice delivered under Section 4.4; 

provided, however, that if any Regulatory Approval or waiting period is required in connection 
with any such transfer, then such period shall be extended by the number of days necessary to 
satisfy such regulatory requirement. If such day is not a Business Day, the closing shall occur at 
the same time and place on the next succeeding Business Day. 

(k) For greater certainty, any assignment made pursuant to these Transporter Conveyance Mechanics 
shal l be subject to (i) any restrictions contained in the Key Project Agreements and (ii) those matters 
outlined in Section 2.2(c) of the PA (or equivalent provision of the FTSA). 
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SCHEDULEG 
Illustrative FTSA Table of Contents 

All of Schedule G has been redacted on the basis that the State of Alaska intends to issue a Notice of 
Termination to TransCanada Alaska Midstream LP once an appropriation to pay TransCanada has been 
approved. In such case there will be no FTSA and so this Schedule G is not relevant. 
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Introduction 

An exit by TransCanada (TC) from the AKLNG project has financial implications to the State 
of Alaska: 1 

• Immediate impact: The State will be responsible for funding the reimbursement of TC's 
Midstream development costs, as required under the Precedent Agreement (PA) 

• Going forward: The State will be responsible for funding its share of the Midstream 
project costs, which would have been funded by TC 

This presentation addresses the following issues/questions related to the impact of TC's exit 
on the State's financial position, credit rating and borrowing capacity: 

• What will be the impact on the State's credit rating and borrowing capacity? 

• At what cost is the State expected to finance its share of Midstream costs, and how 
does such cost compare with the cost of financing provided by TC under the PA? 

• How can the State fund its share of Midstream project costs? 

2 



What will be the impact of TC's exit on the State's credit rating and 
borrowing capacity? 

• Will the State's requirement to fund Midstream costs result in increased State funding 
commitments? 

• Will TC's exit erode the State's borrowing capacity? 

• Will the State's credit rating be adversely affected by TC's exit? 

• Will the long-term impact of the TC buyout be viewed as credit positive? 
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State Commitments Not Increased with TC Exit 

Will the State's direct funding of Midstream costs result in increased State commitments? 

Under the arrangement with TC, the State is already committed to pay the costs associated 
with the Midstream components: 

• If the Project fails to complete Pre-FEED: State obligated to reimburse TC, with interest 

• If the Project fails to complete FEED: Under the expected terms of the Firm 
Transportation Services Agreement (FTSA} with TC, the State would be obligated to 
reimburse TC, with interest 

• If the Project fails to complete construction: Under the expected terms of the FTSA 
with TC, the State would be obligated to reimburse TC, with interest 

c> State assumes Midstream development and construction risks 

• If the Project achieves operations: Under the expected terms of the FTSA with TC, the 
State would be obligated to pay TC fixed capacity reservation charge, including 
repayment of TC capital through annual depreciation charge, and pass-through of 
Midstream costs, regardless of throughput volumes 

c> State assumes Midstream cost-overrun and throughput risks 
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State Borrowing Capacity Effectively the Same with or without TC 

Will TC's exit erode the State's borrowing capacity? 

TC's exit will not create incremental State debt obligations; the State is already obligated to 
pay the Midstream costs. 

• Under the PA and the anticipated terms of the FTSA, the State's payment obligations to 
TC require payments to TC to be "supported with the full faith and credit of the State" 
or a dedicated funding source acceptable to TC 

• TC would be relying on the State's credit for reimbursement of its funding of 
Midstream costs 

• FirstSouthwest has noted that the credit ratings agencies will, in all likelihood, consider 
the State's long-term fixed payment obligations to TC under the FTSA as analogous to a 
State debt obligati_on for purposes of analyzing State debt capacity 
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Example: Credit Rating Agency Treatment of "Take-or-Pay" PPAs 

"Take-or-pay" power purchase agreements (PPAs)' are similar to FTSAs as they typicaHy obligate the 
buyer to make capacity charge payments regardless of output. Such agreements are Jcrutinized by 
credit rating agencies. 

" [ ... ] by paying the capacity charge, the utility is effectively providing the funds to service 
the debt associated with the power station. 
[ ... ] 
When the accounting treatment of a PPA is a debt or lease equivalent (such that it is 
reported on the balance sheet, or disclosed as an operating lease and thus included in 
our adjusted debt calculation), we generally do not make adjustments to remove the PPA 
from the balance sheet. However, in relevant circumstances we consider making 
adjustments that impute a debt equivalent to PPAs that are off-balance sheet for 
accounting purposes." 

"PPAs ar~ recognized 
qualitativkly to be a future use of 
cash wh~ther or not they are 
treated a~ debt-like obligations 
in financial ratios. " 

• In prior financings, credit rating agencies have taken into account FTSA-like contrlacts of much 
lower value when assessing the credit of local governments 

• The rating agencies would almost certainly scrutinize the FTSA payment commitrpents when 
assessing the State's credit. Such scrutiny would be heightened due to the FTSA 11full faith and 

credit" or "dedicated fund reserve" requirement 
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State Credit Rating not Adversely Affected by TC Exit 

Will the State's credit rating be adversely affected by TC's exit? 

FirstSouthwest advises that a decision to terminate the TC's participation will not, in and of 
itself, result in a downgrade of the State's credit rating: 

• No incremental commitments by the State 

• As the State's overall costs related to the Project are projected to be reduced without 
TC (B&V estimates a reduction of up to $400 million per year}, the termination should 
be viewed by the credit ratings agencies as a net positive for the State 

• With or without TC, the State should anticipate a reduction in the State's credit rating 
during the construction period (when no gas sale revenues are being generated) absent 
a significant increase in revenue generated from existing sources 

• Credit rating should recover once gas sale revenues become established 

• TC's exit, by itself, should not result in a credit downgrade during the construction 
period that is greater than any downgrade if TC remained in AKLNG. Thie State's credit 
could instead be improved by the lower costs to the State as a result of TC's exit 
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Financial Risks to the State of Maintaining TC Funding 

• Failure to reach Project FID: 

• The State would be obligated to pay TC's prior Midstream development costs and 
TC's internal costs, plus interest 

• A potentially substantial appropriation would need to be authorized quickly 

• The State's reimbursement obligation could arise at a time of adverse credit impact on 
the State: 

• Lender community would be aware that the Project would not reach FID 

• the gasline Project revenues would no longer be expected to materialize 

• Consequently, the credit of the State would likely deteriorate 

• Therefore, the State could be forced, in a short timeframe, to repay TC for prior 
Midstream development costs in adverse credit conditions 
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At what cost is the State expected to finance its share of Midstream 
costs? 

How does such cost compare with the cost of the financing 
provided by TC? 
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Cost to the State of TC Financing 

Under the TC financing arrangement, the State will pay to TC the cost of capital as follows: 

• If the PA is terminated: 

• TC's costs reimbursed with interest at rate of 7.1% 

• higher rate applies if payment is not made within the required period under the PA 

• If the Project proceeds to operations: 

• the State would pay a return on TC's rate base calculated on the basis of deemed weighted 
average cost of debt and cost of equity 

• cost of debt and return on equity adjusted for changes in the yield on 30-year Treasury bonds 
over time 

• debt to equity ratio: different during the construction and operating periods 

70:30 through the second anniversary of the in-service date and in respeat of expansions 
and maintenance capital additions 

75:25 after the second anniversary of the in-service date on capital other than capital 
additions for expansions and maintenance 
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Sample TC Deemed Weighted Average Cost of Capital under the PA* 

Dec 12th, 2013 Sep - Oct 2015 

30-Vear Treasury Yield 3.91% N2.95% 
I 

I 

: 

TC WACC through 2nd Vear from ISO 7.10% N6.~5% 

TC WACC after 2nd Vear from ISO 6.75% NS.810% 

* Actual cost of capital could be higher or lower at the time of financings. 
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TC Cost of Capital vs. State Debt Interest Rate 

The interest rate on State debt would depend on the credit rating. The table below compares: 

• TC weighted average cost of capital under the PA, calculated as of Sept 11, 2015 

• Interest rates on taxable State G.0. debt, estimated by FirstSouthwest as of Sept 11, 2015 

TC Construction + 2yr 

TC Operating Period 

State G.O. AAA/ Aaa 

State G.O. AA+/ Aal 

State G.O. AA/ Aa2 

State G.O. AA-/Aa3 

State G.O. A+/ Al 

State G.O. A/A2 

State G.O. A-/A3 

0.00% 1.00% 2.00% 3.00% 4.00% 5.00% 6.00% 7.00% 

• Under all scenarios of State credit rating downgrade down to A-/ A3, the State cost of debt remains 
below the TC cost of capital 

• Note that, following a rating downgrade during the construction period, the State credit rating and 
cost of capital will likely recover once the Project is operational; TC cost of capital! is fixed at FID for 
the term of the FTSA 
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How will the State fund its share of Midstream project costs? 

13 



Total State Funding Requirements 

Shown below are the estimated funding requirements for the State's share of the project 
going forward* 

• Includes both the Midstream components and the LNG plant 

• In other words, these are the State funding requirements without TC 

Pre-FEED FEED Construction 

2014-2016 2016-2018 2019-2026 

"'144 million "'675 million "'13 billion 

* Including payment of the TC Termination Amount and excluding prior pre-FEED appropriations and projected 
AGDC or agency costs. 
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State Funding Options 

The State will have the following options to pay the TC Termination Amount and finance its 
share of the Project during the remainder of Pre-FEED, FEED and the construction period*: 

• The Legislature could appropriate from existing State funds, e.g., the Constitutional 
Budget Reserve Fund (CBRF), Earnings Reserve Fund 

• The Legislature could authorize the issuance of State debt 

• The Legislature could authorize pursuit of project financing 

• The Legislature could authorize the pursuit of funding from other sources: LNG buyers 
and other potential equity investors 

* These are the same funding options for the LNG Plant if TC remained in the Project. 
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Potential Funding Sources: State Funds 

The Legislature could appropriate from existing State funds, e.g., the CBRF, Earnings Reserve 
Fund 

• Analysis by the DOR Treasury Division estimates: 

• CBRF could be depleted in 2018 - 2019 (exact timing depends on oil price) 

• Utilizing the CBRF to fund the TC reimbursement and the Midstream Pre-FEED and 
FEED costs would accelerate CBRF depletion by approximately 3-5 months 

• Therefore, the CBRF could be used to fund Pre-FEED and at least a portion of FEED 
costs, but not construction costs 

• CBRF utilizations could be repaid from the proceeds of State debt, project finance debt 
or other forms of State long-term funding 
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Potential Funding Sources: State Debt 

The Legislature could authorize the issuance of State debt: 

• Bondholders would look to the State's credit for repayment (annual appropriations 
would be required) 

• Could be used to finance FEED and construction costs 

• Could be used as long-term financing (repayment periods of 20-30 years) 

• Timing implications: Authorization to issue GO debt would require voter referendum 
approval 
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Potential Funding Sources: Project Finance 

The Legislature could authorize the pursuit of project financing: 

• Lenders would look primarily to the Project-level cash flows and assets :as security for 
repayment, rather than State funds 

• Common form of debt for LNG projects 

• Requires the Project commercial structure to be in place: 

• All key project agreements must be executed 

• Commercial structure must be "bankable" 

• Requires that FID is reached; not available to fund FEED costs 

• May require constitutional amendment to allow the pledging of LNG sales proceeds as 
lender collateral as the Lenders will demand that funds will be dedicated to repayment, 
which is currently not permitted by the State's Constitution 

As the Project's commercial structure has not yet been agreed, it is premature to evaluate 
the extent to which project finance could be a viable source of funding 
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Potential Funding Sources: LNG Buyers and Other Equity Investors 

The Legislature could authorize pursuit of investment from LNG buyers or other equity 
investors: 

• Offtakers have often acquired equity in LNG projects 

• Approach by the State would need to be made in coordination with marketing plan 

• New equity investors could share Project development risk 

• Could provide sources of funding in the event a Producer withdraws 

At this stage of the Project's development, it is premature to evaluate the extent to which 
LNG buyers or other equity investors could be viable sources of funding 
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Example Funding Scenario (For Illustrative Purposes Only) 

Pre-FEED FEED Construction 

2014-2016 2016-2018 2019-2026 

"'144 million N675 million "'13 billion 

I Short Term Funding (e.g. CBRF) I 
t CBRF Repaid 

I Long-Term Financing I 
Proper sequencing of the utilization of available sources of funds would ensure adequate timing to 
implement the funding plan approved by the Legislature: 

• The CBRF could be utilized initially, with CBRF utilizations repaid from the proceeds of State debt 
or other forms of State long-term funding 

• CBRF utilization in the near-term would provide additional time needed for the Legislature to 
consider proposing a GO debt offering, which would require a voter referendum approval 
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Conclusion 

• TC's exit will require the State to fund the reimbursement of TC's Midstream 
development costs immediately 

• TC's exit will not result in incremental financial commitments by the State 

• TC's exit will have no incremental impact on the State's long-term credit rating and 
borrowing capacity 

• TC's exit will not increase the State's cost of financing its share of Midstream costs 

• The State has several options to fund its share of Midstream costs 
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Contact Information 

Steven Kantor 
Managing Director 
First Southwest Company 
212 642 4350 
Steven.kantor@firstsw.com 

Justin Palfreyman 
Director 
Lazard 
212 632 1909 
justin.palfreyman@lazard.com 

Radoslav Shipkoff 
Director 
Greengate LLC 
202 887 6122 
rshipkoff@greengatellc.com 
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Authority Granted in SB 138 

• AGDC has primary responsibility for developing an Alaska 

LNG project on the state's behalf [AS 31.25.005 (1)1 

• AGDC may acquire a direct ownership interest in any 

component of an Alaska LNG project [AS 31.25.080 (a)(23JJ 

• AGDC may enter into contracts related to treating, 

transporting, liquefying or marketing gas - in consultation 

with DNR & DOR [AS 31.25.080 (a)(24JJ 

• AGDC shall assist DNR & DOR to [AS 31.24.005 (2) & (3JJ: 

o Maximize the value of the state's gas resources 

o Provide economic benefits in the state 

o Provide revenue to the state 
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AGDC's Role in Alaska LNG 
• Signatory to the Joint Venture Agreement governing the 

Alaska LNG project 

• Hold the state's 25% equity interest in the LNG facility 

( downstream component) of the integrated project 

• Member of the Sponsor Group, Management Committee 

(ManCom) and the Project Steering Committee (PSC) 

• Participate in integrated project decisions 

• Participate in commercial negotiations related to 

marketing, expansion, third-party access and domestic 

gas supply 

• Plan and develop off-takes for in-state gas deliveries 
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Alaska LNG Project Participation 

Resource Owners Project Interest ·' State's Interest 

t ~ TransCanada 

Conocci'tlillips • Gas Treatment Plant (GTP) 

bp • Pipeline 
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[ • LNG Facility 

• AGDC holds State's interest in downstream: LNG Facility 

• TransCanada holds State's interest in mid-stream: Pipeline & GTP 
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Governance Related Issues 

• Equity Alignment: State's share of gas in the project (25%) 

is not equal to its current equity in the integrated project: 

o State, through AGDC, holds 25% in the downstream (LNG plant) 

o TC holds 25% in the midstream (pipeline & GTP) 

o State's resulting equity in the integrated project is - 12.5% 

• Voting Rights: State doesn't have full voting participation in 

all project decisions: 

o State, through AGDC, votes on downstream issues 

o TC votes on mid-stream issues 

o If TC exits, AGDC would have full voting rights on each project 

component and in all integrated project decisions 
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Project Management Team (PMT) 
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Project Management Team (PMT) 

• Project Management Team (PMT) created by Alaska LNG co-venture 

partners (CoVs) to lead day-to-day project development 

• PMT is led by ExxonMobil's Steve Butt and staffed with other CoV 

employees who have been seconded to the project 

• CoVs nominate employees based on skills and experience 

o PMT evaluates nominees and Management Committee approves 

o Positions are filled using a "best player plays" approach 

o Secondee's salary and expenses covered by project 

• AGDC is active at all governance levels - Sponsors, ManCom and PSC 

• AGDC does not currently have employees seconded to PMT 

• PMT hires engineering and specialist contractors to advance design efforts 

o Vast majority of project work is done by contractors under the supervision of the 

PMT 
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Project Management Team (PMT) 

Staffing Principles 

• 
• 
• 
• 
• 

Leverage existing company strengths - ensure "right person, right job" or "best player plays" 

Joint Venture Agreement (JVA) parties can nominate employees for any position 

Ensure all parties are represented at leadership levels 

Locate teams for maximum effectiveness; co-located with major contractors where appropriate 

Appointments to leadership roles require unanimous approval of the parties 

Project Secondees EM CP TC BP Total 

Leadership Team 
Senior Project Manager and direct reports 

5 1 9 

Key Positions 10 4 1 3 18 

Other Positions 73 20 10 5 108 

Total 88 26 12 9 135 
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TransCanada's Role Alaska LNG 

• Hold the state's 25% interest in the project's mid-stream: 

pipeline and gas treatment plant (GTP) 

• Fund pre-FEED cash calls associated with the state's mid­

stream interest 

• 12 secondees, primarily pipeline Subject Matter Experts 

(SME), in the Project Management Team 

o Leadership team, Pipeline Project Manager (1 of 9) 

o Key role, Pipeline Facilities Engineering Manager (1 of 18) 

o Environmental, Regulatory, & Land (ERL) (1 of 32) 

o Gas Treatment Plant sub-project ( 1 of 17) 

o Pipeline sub-project (8 of 36) 
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TransCanada's Role Alaska LNG 

• TransCanada (TC) is not expected to build the pipeline, that 

will be managed by the PMT 

• If TC exits the project, the PMT will seek nominations for the 

vacated positions 

• TC has offered to allow its PMT employees to remain during 

a transition period 

• All CoVs, including AGDC, can nominate employees to fill 

those positions 

• AGDC has individuals qualified to nominate for Pipeline and 

GTP openings 
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AGDC Technical Team - Skills 

AGDC's technical staff: 

• Senior credentialed professionals with industry 
and mega-project backgrounds 

• Arctic pipeline and facilities design, construction, 
and operations experience 

• Alaska-specific design and construction 
• experience 

• Major capital project management expertise 

• Working knowledge of technical and regulatory 
assets owned by AGDC 
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AGDC Technical Team - Results 

AGDC completed development of the Alaska Stand 
Alone Pipeline (ASAP) Project: 

• Completed Pre-FEED and FEED for North 
Slope gas treatment facility, 733-mile mainline, 
and 30-mile Fairbanks lateral pipeline 

• Completed Class 3 cost estimate and project 
execution plan 

• Delivered on time and under budget 

• Core technical team still engaged on an interim 
basis pending state policy decisions 
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AGDC Ability to Assume TC's Role 

• Currently holds state's interest in LNG facility - a 
complex and expensive component in the integrated 
project 

• Already assumed TC's role in coordinating the FERC 
NEPA process 

• Engaging on mid-stream technical issues currently 

• Technical staff available to fill PMT positions as 
necessary: 

o Subject Matter Experts (SME) based in Alaska 

o Key roles in prior Alaska pipeline projects, including TAPS 

o Dedicated professionals committed to SOA interests 
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Alaska LNG Fund Status 

AKLNG Fund Capitalization (SB 138) 

Original Fiscal Note Allocations 

AGDC: AKLNG Project Participation FY14 & FY15 

Dept. of Revenue: Project Financing Options Report 

Dept. of Transportation: Infrastructure Studies 

Total Fund Cap 

Spending by Category Thru FY16 

RSA to Department of Revenue 

RSA to Department of Transportation 

AKLNG Project Cash Calls 

AGDC Corporate Operating Component 

AGDC External Contractual Support {SM Es) 

Additional Contractual Work for TC Pickup 

Reimbursement Due AGDC for AKLNG Project Work 

Estimated Outflow Thru FY16 

Estimated Available Start of FY17 Budget Year 

$ (000) 

$67,265 

$2,500 

$70 

$69,835 

($2,500) 

($70) 

{$51,382) 
($4,396) 

{$5,235) 

{$5,900) 

$2,750 

($66,733) 

$3,101 ** 

** AvaJlable to apply towards AGDC's FY17 Alaska LNG operating budget component 
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AGDC Special Session Appropriations 

Capital Appropriation ($144,045.0) 

• $68,445.0 - Reimburse TransCanada and "buy-out" 
their mid-stream interest 

• $75,600.0 - Fund state's full 25% share of remaining 
pre-FEED 

Receipt Authority ($5,000.0): Statutory Designated 
Program Receipts (SDPR) 

• Allow AGDC to be reimbursed for Alaska LNG related 
field work conducted on behalf of the project 

ALASKA • * • * 
GASLIHE : • • 
O!UflOPttfHl CORP. 
UI •1t lLIUIII 

Alaska Gasline Development Corporation I 3201 C Street, Suite 200 I Anchorage, AK 99503 
P 907.330.6300 I F 907.330.6309 I Toll-Free 855.277.4491 I www.agdc.us 



AGDC Special Session Appropriations 

TC Buyout 
$46.9 - Cash Calls thru 2015 

Expectation 
W/New Pre-

$21.5 - Development & Carrying Costs 
$68.4 - Total Reimbursement & Buyout Before 2016 FEED Scope & 

WP&B Budget 
Change 

-- 1 

TC Buyout!$ @ $ 68_4 I I Cash Ca~ls 2016 to Pre-FEED 
Conclusion 

Pick-Up Remaining Cash Calls $ 29.6 $ ~ $31- Go Forward Midstream 

Allowance for Mid-Stream Scope Changes $ $ 
(Pipe/GTP) 

$ 60.6 
30% contingency on~ $ 106.8 s 129.0 

~ 

Allowance for Downstream Scope Changes $ - $ 
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Pre-FEED Scope & Budget Changes 

Pre-FEED scope and schedule will increase by $182 million 
to $694 million: 

• State's total share is $173 million -- $66 million 
liquefaction plant, $107 million mid-stream ( GTP and pipe) 

• Advancing work into pre-FEED is important to have the 
best information available to complete internal review and 
make FEED decision 

• Project is maturing through the stage-gate development 
process 

• Moving some activities from FEED to Pre-FEED to 
facilitate better design and decision making 
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Pre-FEED Scope & Budget Changes 

Scope changes are designed to improve project economics, 
permitting outcomes and the quality of information available 
for FEED evaluation: 

• Component level optimization to lower capital costs and 
improve project economics ($57 million) 

• Increase scope of geotechnical and geohazard work at 
GTP and LNG sites ($29 million) 

• Increase regulatory and pre-bid work on FEED contracting; 
complete weather delayed off-shore field work ($66 million) 

• Bring 48" pipe deliverables up to 42" level of development 
($30 million) 
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Alaska Stand Alone Pipeline (ASAP) 
Project Status 
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A·~A·P- ASAP Project Status -- --
Alaska Stand Alone Pipeline (ASAP) 

• State's back-up plan in the event Alaska LNG doesn't 
progress 

• AGDC concluded FEED in Dec 2014; Construction ready -

Class 3 estimate of $10 billion ( +/- 20%) 

• Commercial activities - tariff filing and open season - on 

hold pending outcome of AKLNG project 

• Progressing U.S. Army Corps Supplemental EIS process to 

secure federal permits and right-of-way 
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In-State Pipeline Fund Status 

In-State Natural Gas Pipeline Fund Capitalization (HB 4) $(000) 

Original Appropriation $355.0 

Spending by Major Category To Date 

AGDC: Corporate Operating & ASAP Project Development 

Legislative Reappropriation to Public Education Fund (2015 Session) 

DNR: North Slope Gas Commercialization Component FY16 

Estimated Outflow as of Oct 2015 
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Maintain ASAP Project Viability & Readiness 

AGDC: Contractual & FY16 Operating Component 

Estimated Available Start of FY17 Budget Cycle 
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($135.0) 

($157.0) 

($9.0} 

($301.0) 

$54.0 

($12.0) 

($10.0) 

$32.0 
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Questions? 

Joe Dubler 
VP, Commercial Operations 

Frank Richards 

VP, Engineering & Program Development 

Alaska Gasline Development Corporation (AGDC) 

3201 C Street, Suite 200 

Anchorage, Alaska 99503 

(907) 330-6300 
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An integrated liquefied 
natural gas export project 
providing access to gas 
for Alaskans 

Gas Treatment Plant (GTP) 
• 3.3 BCFD peak winter rate 

Three trains with compression, 
dehydration and chilling for gas 
conditioning (remove impurities) 
CO2 removed and compressed 
for injection at PBU 

LNG Storage & Marine 
Terminal 
• LNG storage tanks 
• Two jetties to accommodate 15- 41 

20 LNG carriers per month 

Liquefaction Facility 
• Natural gas is cooled to -260 

degrees to condense the volume 

II, 
' 

600 times t --
3 trains dehydrate, chill and liquefy 
gas to produce Up to 20 million tons 
of LNG each year 

nLRSKR • • • 

GASLI Hf : • • 
.OfUllOPHEHI COHP. 

* 
ConocdPhillips 

'S,e,a 0 

E)f(onMobil t~ 

• 

Alaska LNGTM 

Point Thomson Gas 
Expansion"' 

New wells 
• New gas processing facilities 

Prudhoe Bay Tie-In* 
• Gas delivery to new gas treatment 

plant (GTP) 
• Integration with existing CGF 
• Injection of CO2 from GTP 

Gas Pipeline 
• 800+ mile 42' diameter gas pipeline 

from gas treatment plant to 
liquefaction facility 

• 3.3 BCFD capacity 
• 8 compressor statlons 
• - 5 in-state off0 take points 

• Prudhoe Bay and Point Thomson 
Modifications/New Facilities are managed by 
Prudhoe Bay Unit and Point Thomson Unit 
Operators, respectively, and are closely 
coordinated with the Alaska LNG Project 

Artists renditions of LNG and GTP 

TransCanada 



Safety, Health and Environment Report: 

Building culture of caring - 1 minor vehicle incident, 3 first aid , 2 near miss 

Executive Summary: $303M Through Sep 15 

-i• Spend: $~ on pre-FEED t 83% Through Aug 15 

-if 

,.f 

-t, 

Initial design scope -?%complete, :LU1 o t1eld work - ;xru1,., complete 

Finalizing project design/execution basis (cost and schedule estimate: 

Ongoing collaboration with regulators at local, State and Federal levels 

Community open-house sessions continuing with FERG participation 

Progressing we Submitted SoA request for a 48" pipeline system 

Dev# ng 201 o vvorK t--Jrogram and Budget 

Key Messages: 

... , Alaska LNG is an integrated LNG project ~ plants plus pipeline 

- Regulated under FERG Section 3; allows design integration 

Integrated design includes - 5 off-take points for in-state supply 

Focus o~ lowest cost of suppl~ to compete in a global market 

I Alignment, risk and cost reduction f.RC) remain key to success 

- 3 -

Alaska NG ™ 



• Fully integrated project team 

- All companies represented at all levels - "best player olavs" 

- Leadership team in place ~ oles, over 800 years experience) 

- Leverage skills to meet common goal of delivering Alaska LNG 

• T earns "co-located" to 'take work to the people' 

- Integrate teams into contractors' offices for key work scopes 

- All offices include representatives from each company 

• Building project organizations 135 

- O~ r ~ ime employee positions filled 4 with Denver 
- ~ ffices: Anchorage, Calgary and Houston 

Expect several hundred contractors for each proj 
Awarded 

- WeFkiR~ ! : uttCI. ~ \.,UI ,u au::s , starr contractors in 4\..l I'+ 

- Strong focus on Alaskan content and engaging Alaskan resources 

BP 
PBU 

ln&erfoc• Maneger 

EM 
GTP 

Ptoject Maneger 

T 
Pipeline 

Project Maneger 

CP LNG 
Project Maneger 

~ I i=EMI I ~Ej 
I E TCI ILNG~~1 
I e el I ~~/J 

CP 
Marine 

Maneger 

4 

EM 
SSHE(ERL) 

Manegor 
TeclVlic:al 
Maneger 

Soc~~p1 I ~~ I 
~ 
c::J I T~~EM I 

EM 
Bualneu 
Maneger 

Alaska 

P r··----·--··eM°' 
I ~~ I 1syuns~ossj 

1-_ .. __ .., ______ .J 

I ~ql!MI 
New Role 

~~ ~ :1 CP I ~ Corncqllanager 

I Lam t!!OWEMI I = CPI 

G 



Alaska LNG 

AKLNG Project Team---- Pre-FEED Project Scope (under JVA) 

•Integrated Project Design Basis 

• Train sizes and configuration 

• Finalize Plot Plans 

• Driver-compressor selection 

• Air emissions and modeling 

• Finalize Process Design 

• Generate data for Resource Reports 

• Finalize Pipeline Size and Route 

•Cost & Schedule Deliverables 

• FEED Execution Plan 

•Regulatory/Permitting Plan 

•ITI and FEED Contracting Plan 

Other Activities being executed by Co-Venturers & State of Alaska 

• SoA- Gas Fiscals, PILT, RIK •Commercial/ Fiscal/ Regulatory Agreements 

•Governance for FEED and beyond • Gas supply/ balancing 

• Long Term Organization, including roles and • Upstream Agreements 
responsibilities • Others ..... 

• FERC Filings 

Keys to Success (ARC) 
• Alignment 
• Risk reduction - reducing the range of uncertainty (perceived risks} 
• Cost reduction and predictability 

-5-

JVA Project 
Team Scope 

Commercial 
Work by CoVs 



PTU 
Settlement, 
Joint Work 
Agreement& 

Alaska NGTM 
Alaska LNG- Phased/Gated Project Management Process (Oct 12) 

Viable Technical Option(s) ldanlified 
iJ GQVllmmenl Support 

Viable technical option Sec.ure Permits/ Land Use I Financing 
CommercialAgreements 

a Permits / Land Use Achievabfe 
Potential Commercial Vlabifity 

Key Com.mercial .Agreements 
Government Support 
Pennits I Land Use Underway 

Cl Potential Commerc~al Viability 

CJ Confirm Commercla!Vlabi 

~ ~ 
"y" 

Concept ~-~~-

CJ Execute EPCcontracts 

FEED 
(Front-End 

EngirM1enng & 
Design) Consttucllofl) Selection ~-~~-

8 ~oday) e ~-~ 
•l=-~I• 

Peilk Staffing :::,: .1 ,::0 ::o :JC-1:,00 :, ) : :• _ l :: , = I= =I 

Cost($): Tens of Mlllons 

Est. Engin-ring / Technical Duration•: 

On Schedule to complete 
Pre-FEED by MY16, 

FEED decision by MY17, 
consistent with HOA ,. 

"" .. 
B 
?; -21 
< 

Project Influence Curve .!""-------

Blllons 

2- 3 Ye,ars 

,Cf 
I ..,, 
.II 

~ 
a 

Key is to prepare for project 
success in FEED / EPC to 
minimize Cost of Supply 



$303M Through Sep 15 

-t, $~ + on pre-FEED through Aum 1.st 1 !:; 
\t 570+ acres ourr.h~c::cirl in l\l:l, :-• . : .. i 135 

-t, :iicf+"Tull-time personnel on Alas.ka LNG Project 
-t, 200+ people in the field (80 scientists) 
~ 950+ acres of topographic survey 
~ 15,500+ acres of cultural surveys 

-t, 148,000+ feet of shallow seismic completed 
.. f 250 boreholes drilled 
-tt 100+ environmental site assessments completed 
-{, 2,000+ helicopter flying hours, 87,000+ miles driven 

1, 100+ field check points set/confirmed 

Regulatory 

w 2 DoE conditional export licenses (FT A/ non-FT A) 
')· 10,000+ pages of regulatory filings 

Engagement 

-t, 90+ community outreach events 
1 OOs of Alaska entities involved in logistics and labor studies 
- 700 Alaska businesses - information sessions 

~. 40+ meetings with Alaska Native regional and village 
corporations and tribal entities 

Alaska NGTM 

- 7 -





7. Dept. of Law 
SB 138 (2014) 



Senate Bill 138 & AKLNG Project 
Overview 

October 2015 

By Department of Law & Department of Natural Resources 
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SENATE BILL 138 
• Passed April 2014 

• Provides Authority for.,~e,,~ KL.~JS' ~ oject 
• ,:t_,s1 .. c-- i.,~-J,~: ~ 

:.i • AGDC: Infrastructure '-f.~,;·<:.~;~z;;~_ 
.... ,... .:.. f. 

.. 
' ':,. 

• DNR & DOR: Gas 

• Legislature: Contract Approv·a11~~t _ ~· _ .. 
"'· • _1.·.. ., ' . .··· . ·- ,.._ \., 

·- t'">. ~ ...... , . ~ '' ''t 

• Provides New Provisions fQi] a'x': a'S~c;as (TAG) 
, , · .. ~ .. h., r:_i" · r. ;-· 
:I· . ~~·~1;.r '...flit ,....,"'-· 

!,•;!~ -~_:';:·_ .. ''~ .. •:> -·1 • 
'., ·,':,·-· ; "\\, '< if~-

• Amends Oil & Gas Producti on.; .. Tax Statutes -. ,\ '···-~ 
~ . ..... - '\. ":iJ~t·· 
.~ ... ~-(4!. 

• Created Municipal Adyisory-1Gas Project Review B-oard 
r· 

• Requires Rep-arts to Legislature 

2 



Provides Authority for AKLNG Project 

AGDC 
SECTIONS 7-21 
• Amended AGDC's Statutory Purpose, Pow~rs & Duties, 

c.l 

Funds to allow AGDC to hold:.~_an~e·wn:ership ,interest in an 
Alaska liquefied natural gas project · :~~ .~~:.,. 

.·n--~~~ 
·-~~~Ii:,. 

• AS 31.25.005 -AGDC may develop ,and have primary 
responsibility for developirJg,.~r~ ·Alask~ i rquefied natural 

..i.,1 .. ._..,.(.w'-~ ". . t ' . '1"i 1 gas proJec . . "'t--1,..l ,t;, . ·:·=;..- ~. 
' . •1.. ~!~,.,,,,.· ,. '-· :...,.,.·., 
~~}y. .1ift,~·1~ ;, ·~, ~·- ~.,, 

·'--4 ~- •, . ., ' . • -~~;~- ... ~ .... ·it, ,. \ 

• AS 31.25.0SO(a) -AGDC.: .. ruay acquire ownership < ·,;, ,~~-~ .. · 
interest in pipeline, gas tre_atment, liquefaction · ",!,;f;,; 

• AS 31.25.110 ~, Alaska liquefied natural gas project fund 

.) 



Provides Authority for AKLNG Project 

DNR 
SECTIONS 24-25, 28 
• Give DNR commissioner .authority to negotiate commercial 

agreements, market RIK/TAG, ... ~ JnOdify leases .. -

~ ~ - .... 

• AS 38.0S.020{b)(l1) - In consultation with DOR, participate 
' .. 

in negotiation of agreements·th.at i_ncl t(d~ balancing, 
marketing, disposition of riatµrgJI gas, and offtake 

,_, ___ . 

;>_ ' 

• AS 38.0S.020{b)(14.h~ In con~lt~-tion with :DOR, tak~ " 
custody of tax delivered to t he state as gas (TAG) and· ~ a:.. 

manage project services and disposition and sale of TAG · .. -~*1!.,1 

• AS 38.05.lBO{hh)-{iif- DNR commissioner may make certain 
modific~tions to AKLNG Project leases for initial project term 



Provides Authority for AKLNG Project 

DOR 
SECTIONS 24-25, 40-41 
• Expand the authority of commissjoner of DOR 

i'/.J 

• AS 38.05.020(b)(ll) - In' coh&U4-tptibn"'with DOR, participate in . 
negotiation of agreements that..inEl9de.;_b~ansJ.ng, marketing, 
disposition of natur·a1 gas, and.-0fftake ... :./jI)k~, 

'-· 

• AS 38.05.020(b)(14)- In consultatidru wittf ffOR~ take custody of 
tax delivered to the state as g~s (1A~) a~~ ~m~r\age project 
services and dispositiot) and ~aJ~}'f·T{G .. ~1:t;f:: 

Y· =-.. . ·t:~ .,, ~~- - . .,, .. ~· ,-~~ . 
• AS 43.05.010(17} - DOR con,missioner directs the 

~,,,. 

disposition of revenues ret eived from TAG 
,-r 

,-

I :~~. 
.. ~ ·1 ·\ .. ,·.,~,fo . 

'\ ..... 
~ , ,. r~t ,-

:, 



Provides Authority for AKLNG Project 

LEGISLATURE 
SECTION 24 ·•·fiA°"' 

. 

• Gives Legislature final approval of contracts over 2 years 

• AS 38.0S.020{b)(ll)_- An·y~~gre~ment or contract 
negotiated under this paragraph tC:~Jhich the State is a ..... 

party is not effective unless the legistature authorizes the 

(r.--<: " 

• Legislature also receives quarterly AKLNG Project briefings 
.( 

,.:~·--

o/ 

'=\. -~~ ..... ,~ 
· .... ·~· 

(1 



Tax Provisions 

TAG & Taxes 
SECTIONS 42-69 
• Relate to tax as gas (TAG) .. ,in. the production tax, and 

conforming amendments in co.rpor::ate'l income tax and oil and ... 
gas and pipeline property tax~ .~ _ . .,·" .. . ;«:.~-- ,'!,t 

' '• .', ~ ~~r :~,:l'-,r,r--....,. • 
. I 

• None of these sections ad~ress ~:KLN@"'~rdject authority in 

the midstream or liq uefacti90.:",i·~\:~·., •. ~ · · ~~ 
'ii . r: f.l '!t ~:~~"~"-~ :c. . :..~ · . '· '°li\J '.,>~ -~~,~~c 

• Administration is etther in:_; ~mp_li! nc~ ;,ith, ·or no ~Gtion is 
;,• -- -...:: .. 

required for, each of these .. :sections 

ti' 

"" ., 

~', 

,:fr­
-~ 

'\ 



Municipal Advisory Gas Project Review Board 

MAGPR Board 
SECTION 74 
• Requests that governor establish .an advisory planning group to advise governor 

on municipal involvement in a North SJQJ2.e .. .r1~tural gas project 
"'· -

• MAG PR Board assembled by AO 269. on._Ma~ch_25, i 014 

• Chaired by Commissioner of Revenue 

• Prepare MAG PR Annual Report :- .. . 
-.-1 . ~ • :..• 

• Meets regularly using transparent colla'borative pJ)blic process to 
• ~ ,r. . -· 

• Discuss AKLNG Project property tax issu·es__ ~, _ 
.' .i ,J,: J.J ::I • _,, 

• Recommend possible ORt.ions to adgress &mitigate impacts of n?~ . ., 
infrastructure associated with AKLNG Project ~ \ "~ -

~ ~ ~ 

• Currently discussing property tax-structure, amounts & allocation· · ~, .. 
• Tentative proposal $880M Impact Fee, $15. 78 Flow Rate Property Tax 

• Next MAG PR Board meeting will take place after special session 

• Information available at http:dor.Alaska.gov/MAGboard 

:-; 



Requires Reports to Legislature 

Required Reports 
SECTIONS 73, 76 
• In-State Gas Report & Financing Report 

• Section 73 - DNR in consul~~ation w it h AGDC to provide report 
and recommenda~ions on in-state, gas~aQ.~ costs, benefits, and 
risks associated with a pipeline larger..,tb~n 42 inches, due on 
or before date FTSA submitt~d to legislature for approval 

• STATUS: drafting; final on,~Pt h~iore qa-te FTSA submitted 
- --

' .. ;(. ~~~ 
• .. ! 1J-,:.,~ -~ ....... , ! 

• Section 76 - DOR to provide report on financing options, ~.'~ .. 
including options for municipalities, residents, or regional- · ~~t 

• ·ic 

corporations to invest ir:1 the Project, due when first contract 
submitted to the legislature. 

• STATUS: interim report provided; final with first contract 

9 



HEADS OF AGREEMENT 
• PARTIES: State, AGDC, Producers, TC 

• KEY PROVISIONS: 
• ARTICLE 4: Pre-FEED technicaLY,iork t0 .. t ake between 18 and 24 

r•h . ,'.- .,. 

months, with FEED decision expected wit hin 36 months 
.,-,. - i 

• ARTICLE 5: State equity participation & a State Gas Share 

"' .... 
• ARTICLE 6 & Appendix A: Pro-e~p~r.1~i_0,n p(i.nciples 

. '· .. ~ ... :~~ 
' ' 

• ARTICLE 6.5: At least five in-staJe off take points for domesf ic gas 
~ I ~ 

d 
~ nee s ,~;· ~ ·;...-,'t,. 

.. . .. . •c.~..,., . ·~ ~~ • f :l ., 

• ARTICLE 8: subject to t Ae State being satisfied with project-, 

enabling co11tracts; including satisfactory arrangements for 
disQosition of the State Gas Share, the State/DNR will elect RIK 

j() 



AKLNG PROJECT STATUS 
• Provided to Legislature in 2014 

January· Apri l 

2014 

Legislative Legislative 

Action Pre-FEED Action 

2014 2015 
2016 

FEED 

Legislative 

Act ion 

2018 2019 0 May - December 01 
.__ _____ _, ._ ___________ _, 10 

I 

Enabling Legislation? Move to Feed? Sanction Project/FID? 

SOA Goes it Alone $108 
25% Equity Million 

$450 Million I ·~~. I • 
NO 

Exit Project 
State of Alaska at I 

' Yes 25% Equity with 
$43 Million --r: Transcanada: 

No Buyback option NO 

$180 Million 

State of Alaska Risk 

I 

Pay TransCanada Development Costs 
•$380 Million (lnc:J . AFUDC-$45 Million! 

Acorooriate in future s~ssions. 

State of Alaska at 
25% Equi ty with 

TransCanada : I I •1 $43Million 
Yes $320 Million Yes 

' 
Buyback 40% Option NO 

State of Alaska 
f SYit~•bandont.'-Gl 4 the Si.11 has • 

ont-11,M oo:ic:rtl..w'liiy roPIICN~ AGIA 
dt:. for Mrll\hinfltu N n SUO Mltion 

which~ not bt Mee\Yli' If 
1~ 1 Mflidpiitln, In Ml.NG. 

Appropnate In 2014 ,enion 

NO 
(Includes •$28 Million Buyback} NO 

State of Alaska Risk 
Pay TransCanada Development 

Costs of -571 Million 

(Incl. AFUDC of $6 Million) 

Appropriate in 2015 session 

State of Alaska Risk 

Pay TransCanada Development 
Costs • $208 M illion 

(Ind. AFUDC -S24 Million) 

Appropriate in future sessions. 

CONSTRUCTION 

$13.2 Billion 

$6.7 Billion 

$9.3 Billion 

2023 I $$ 

Total SOA 

I I 

Outlay -
$13.8 
Billion 

$6.9 

Billion 

$9.6 

Billion 

State of Alaska 

Decision Points & Spend 

25% Equity Option 

ExxonMobll/ConocoPhilllps/BP's combined share of the total project cost is approximately $41.2 Billion, which equals 75% of the total project costs. 

~ 

11 



AKLNG PROJECT STATUS 
• Revised : Technical work delivery dates have changed, "Legislative Action" on 

commercial agreements not yet needed, but "SOA Without TC" numbers consistent 

with 2014 numbers ... ~""11..~ 

Legislative Remaining Legislative Legislative 

Action Pre-Feed Action FEED Action CONSTRUCTION '::;;:; 9 0 0 1 2017 2019 10 1.---201-9 - --- 2-025--,1 $$ 

I START I Terminate TC? Move 10 feed? sanction PrOJect/FID? 

Pay Tran.scan Mi.a Development 

com of -s10 Million 
{Incl. TC 1n1emal costs) 

Appropriate in 2015 session 

SOA 

Without TC 

NO Yes 

$144 Million1 

find. "$70M Tmm>1lion) 

I Exit Project I 
SOAWith 

TransCanada: Execute 

Equity 

Option? --.--

$15 Million I Yes ~I 
NO Equity Option 

Yes 

SOAWith 
TransCanada: $67 M illion 

With 4°'6 Equity Option' ("1d. "$2SM fo, EOI 

State of Alaska 

Decision Points & Spend 

Yes 

$675 Million 

$36S Million 

$490 Million 

tnctudu add~ioNl $1'MM nudedforp,HEEO!orlNG pl1ntpnad~onlo$U->DMM..,TCmm....,_ond$.1MMtorGTl'+Piptlino) 
'~-inM.JstaltwolM ,.,~ OfTCc.o;Owht.nuc.rdJinsth1:l.O-,. ~uityoption. 

, Yes 
$13.0 Billion 

$6.5 Billion 

State of Alaska Risk 
Pay 1nnscanada ~fopment cosu 
- S490Mill ion f lncL TClntema l eorts) 

Appropriate in future sessions. 

Total SOA 

Outlay 

$13.8 

Billion 

$6.9 
Billion 

I I $9.7 
~o v .. ,1 $9.1Blllion : s;mon 

State of Al a ska Risk 
PiVTransCinada oevelopmentc:osts 
"'SZllO Mmion (Incl TC Internal com) 

Appropriate in futvre sessioGS. 12 



AKLNG COMMERCIAL STATUS 

Active negotiations among the AKLNG Parties are currently underway on the 

following commercial agreements. As these negotiations includes proprietary 
... ;~· _9tl~ 

and confidential terms and conditions, additional detai ls on these contracts and 
"·.., .. 

agreements will be provided as negotiations,~are com'pleted. 

'l • 
• Gas supply/balancing Agreement 

o<; 

• Governance Agreement 

• Expansion and Access Agreement · · · · 

• Fiscal Agreement 

• Withdrawal Agreement _,1 
>~- ·A ; 

• Gas Sales by Withdrawing Patties Agreement 

~~~-. 

_,, -~·,,.. 

:.~'. 
.. ~ ~ ·" 
' ....... ii',; 

\. 
.: ' ~ ..... 

'\, ~~ ......... . . 
-t!',,,,"! 

.. f' ·~:"~ 

u 



STATE AKLNG TIMELINE 

KEV STEPS. TO FEED 
1. Withdrawal Agreement, G~j ; B~l~ncing, Gas Sales Agreement by December 

2. Lease Modifications 1 

. ) ~ 

3. RIK-relevant Commercial Agreements ,. 

4. RIK/RIV Decision 
vF 

.. 
S. Finalize Other Agreem~nts , .,.~,"~1 

> .. "';1,. ~.'.;, Q',,..,· · , ~ .. "' 1l " -,, . · 
6. Executable Agreements to L~gislat~r.~ 1o~»~ppr oval :- ~~'.·. 

..,.t ~ ... - i. ~- ~~~,:- .• 

7. Constitutional Amendmenfto Leg1~lature for Inclusion on Ballqt ·,,···-,,._ 
,... ,., > 

8. Governor Executes Approved Agreements · ,. 
9. November 8, 2016 Public Vote on Amendment ,,. 

10.FEED 

14 
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STATE AKLNG TIMELINE 

OCTOBER - DECEM~BER '15 
• Ongoing key commercial agre~ment 9eg~! .icJ1.~ions include in part: 

.• ,., •••• , ..• , •• 1,1 . ... 

o Gas Supply & Balancing ~ ,_ · .. ~ . , 
o Governance 

o Expansion & Access 

o Marketing Agreements . •; 

o Fiscal 

''. •. ··~., 

• TransCanada termination exe·t uted (1f ,.,'~pprbpriation received) ~ ·~~\:v,. 
<; ' ; "' ~· ~ 

• Withdrawal Agreement, Gas Sales Onqer Withdrawal Agreement, and Ga's, 
.~ -...,1 J 

Balancing Agreement agreed by Producers 
,. 

1 (i 



STATE AKLNG TIMELINE 

JANUARY - ·MARC:H '16 
• Ongoing key commercial agree·ment negotiations 

• RIK-relevant agreements reflecting s~tisfa_etory terms finalized 

and submitted to DNR 

, . ...... ~ . .,, 

• DNR's RIK/RIV decision_,process in1tiqted (target 60 days) _ 
..• 'It, 

l, • 

"' 1 ·~ 

• All AKLNG agreements neede·~· f9r FEED in executable form 

,-

~: 
':-. 
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STATE AKLNG TIMELINE 

APRIL- JU?NE,~16 

• Finalize DNR RIK/RIV determjnatior{ & finding {subject to 
submission of RIK-relevant cdntracts to-DNR~GO days earlier) 

• Agreements submitted to Legislature 
• 

~~~ '"' 

• Legislature approves agreements~;'. .. ~~1}~~~{: 
··J .... r. :.~' 

>:;. 
" 

• Legislature approves constitutional amendment 

.-....... -_...~_ .. ~ 

~~~ 

~ ~~ I" 

,··~1,,, 
\ . ... 
·, ~-ciii' 

. ' f ·~ ,,,, 

1H 



STATE AKLNG TIMELINE 

1 

', 
,s , 1:' -

• All Pre-FEED deliverables reviewed by.Parties ,and FEED 
-

recommendation with appropriate doc'uments i~ prepared 

. \ 
• November 8, 2016: General electiQJl· ir,, cluding· eonstitutional 

amendment >-: 
, -~ i 

., 
....:~· .. _:. ~~ 

~ ''<r,:,, ' . ~ . 1:) 

~~- '\ >.it.t;;.ff~ 
' ~ 

.'$;~ 

, 
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CONCLUSION 

..•. , 

• State hopes to proyide LegJslature with agreements and 

constitutional amendment 'i:n 2016.t\~\~ 
~-~--::>~;.... 

... ~: .o/ 

. ~ .. 

...... i.·!"), 
~i!,• .. ,d;_ i~~ 

.,._ ·~·y, _.,_ 
.... -... ~, !.C 

'• '· -~ ,~ ··r.. 
I • 
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SENATE BILL 138 Work to Date Sectional Review 

Section 1-6 (AS 29.45.080 and 29.45.090, Municipal property tax limitations) 
Sections 1-6 are amendments to the statutes on municipal taxation. 

Status: In Compliance. 

Section 7 (AS 31.25.005, Purpose of the Alaska Gasline Development Corporation) 
Section 7 of SB 13 8 amended AS 31 .25. 005, related to the purpose of the Alaska Gas line Development 
Corporation (AGDC), to add new subsections (1) - (2) to direct the AGDC to develop and have primary 
responsibility for developing natural gas pipelines, an Alaska liquefied natural gas project, and other 
transportation mechanisms to deliver gas in-state for the maximum benefit of the people of the state, and 
to provide economic benefits and revenue to the state. 

Subsection (3) expanded the AGDC's purpose to include assisting the commissioners of natural resources 
and revenue to maximize the value of natural gas royalty and tax values. Subsection (5) expanded the 
AGDC's purpose to include advancement of an Alaska liquefied natural gas project, including 
infrastructure related to liquefaction and commercial support; fees for services provided to the state may 
not be greater than the cost of the service to the AGDC. · 

Status: In Compliance. The AGDC's purpose was expanded in SB 138. The corporation now holds the 
state 's 25% equity interest in the liquefaction component of the Alaska Liquefied Natural Gas Project 
(AKLNG Project) and as a signatory to the Joint Venture Agreement {JVA) participates in integrated 
roject governance and decision making. The AGDC is the technical AKLNG Project lead for the state. 

Section 8 (AS 31.25.010, Structure) 
Section 8 conformed AS 31.25.010, the structure of the AGDC related to dissolution, to include a 
reference to the purpose section in AS 31.25.005 and an Alaska liquefied natural gas project. 

Status: In Compliance. The AGDC continues to act in the best interests of the state. 

Section 9 (AS 31.25.020(a), Governing body) 
Section 9 amended AS 3 l.25.020(a), the composition of the AGDC board of directors, to remove a 
provision which would have allowed the governor to appoint the commissioner of natural resources and 
the commissioner ofrevenue to the AGDC board after a project under AS 43.90 (the Alaska Gasline 
Inducement Act) has been abandoned or the commissioners are no longer signatories on a valid contract 
under AS 43.90. With this amendment, the commissioner of natural resources and the commissioner of 
revenue may not be appointed to the AGDC board. 

Status: In Compliance. The AGDC has a full seven member board of directors. Governor Walker 
designated Commissioner Drygas, Commissioner Hladick, Hugh Short, Joey Merrick and Rick Halford. 
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Section 10 (AS 31.25.040, Administration of affairs; program directors) 
Section 10 amended AS 31.25.040 to add new subsections to direct the AGDC board, to the maximum 
extent practicable, to maximize efficient use of state resources, and establish separation with respect to 
the missions and information for an in-state natural gas pipeline and an Alaska liquefied natural gas 
project. The AGDC board may appoint separate program directors for an Alaska liquefied natural gas 
project and an in-state natural gas pipeline. A program director reports to the executive director of the 
corporation. 

Status: In Compliance. The AGDC continues to prudently and efficiently use the resources it has 
received to advance the AKLNG Project and to maintain the readiness for the Alaska Stand Alone 
Pipeline (ASAP) project. The AGDC has established appropriate internal protocols to ensure no project 
specific confidential information is compromised. The AGDC acquired in-house liquefaction expertise 
with the hiring of Fritz Krusen as Vice President of Alaska LNG. Mr. Krusen serves as the corporation 's 
technical project lead and is the AGDC's representative on the Project Steering Committee (PSC) . 

Sections 11-12 (AS 31.25.050, Legal counsel) 
Sections 11 and 12 amended AS 31.25.050 to add conforming language and a new subsection that 
requires the attorney general to be legal counsel for the AGDC for legal services related to development 
of contracts and agreements by the AGDC that relate to an Alaska liquefied natural gas project. The 
attorney general is to consult with the AGDC when procuring outside counsel for legal services for the 
AGDC related to an Alaska liquefied natural gas project. The AGDC retains the authority to obtain legal 
counsel to advise the corporation in legal matters and represent it in litigation. 

Status: In Compliance. The Attorney General serves as the corporation 's legal counsel for AKLNG 
Projed related matters, including the selection of outside counsel. 

Sections 13-15 (AS 31.25.080, Powers and duties) 
Section 13 amended AS 31.25.080(a), the powers and duties of the AGDC, to add references to an 
Alaska liquefied natural gas project where needed. New paragraph (23) added, for an Alaska liquefied 
natural gas project only, authority to acquire an ownership interest in the Alaska liquefied natural gas 
project components (pipeline facilities, treatment and liquefaction) or in an entity or joint venture with an 
ownership or other interest in an Alaska liquefied natural gas project. This power is limited to the entity 
of the AGDC pursuing an Alaska liquefied natural gas project. New paragraph (24) allows the AGDC, 
after consultation with the commissioners of revenue and natural resources, to enter contracts for 
services related to an Alaska liquefied natural gas project. 

Section 14 was a conforming amendment to AS 31.25.080(e) to explicitly reference the in-state natural 
gas pipeline open season currently in the AGDC statutes. 

Section 15 added a new subsection to AS 31 .25. 080 to direct that an entity or subsidiary of the 
corporation pursuing the in-state natural gas pipeline may not pursue an Alaska liquefied natural gas 
project (AS 3 l.25.080(a)(23)). 

Status: In Compliance. The AGDC holds the state's 25% equity interest in the liquefaction component of 
the AKLNG Project and as a signatory to the Joint Venture Agreement (JVA) participates in integrated 
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project governance. The AGDC is the technical project lead for the state. If the legislature supports the 
proposal to buy-out TransCanada 's mid-stream interests, the AGDC would assume the state's full 25% 
ownership in the project in the mid-stream. The AGDC is working collaboratively with the Department 
of Natural Resources (DNR) and the Department of Revenue (DOR) on other project enabling 
agreements including those related to marketing, expansion, third-party access, domestic gas supply and 
in-state off-take. 

Section 16 (AS 31.25.090, Confidentiality; interagency cooperation) 
Section 16 amended AS 31.25 .090 by adding a new subsection, regarding confidential information held 
by the AGDC, to expressly direct that the commissioners of revenue and natural resources shall have 
access to contract information related to an Alaska liquefied natural gas project. 

Status: In Compliance. The AGDC's Board of Directors has issued a proposed set of regulations 
dealing with confidentiality. The initial comment period ended on October 21st. Comments and questions 
are now under internal review. 

Sections.17-18 (AS 31.25.100, In-state natural gas pipeline fund & AS 31.25.110, Alaska liquefied 
natural gas project fund) 
Section 17 amended AS 31 .25.100 to direct that money appropriated to the in-state natural gas pipeline 
fund may be used for the in-state natural gas pipeline and for purposes related to transportation 
mechanisms in the state, including delivery of propane. 

Section 18 establishes AS 31.25 .110, the Alaska liquefied natural gas project fund in the AGDC. If 
money is appropriated to advance an Alaska liquefied natural gas project, the corporation shall create an 
account in the fund for that purpose. The money may be used without further appropriation for purposes 
related to an Alaska liquefied natural gas project and for the purpose of transferring revenues related to 
equity interests, contracts and other activities to the appropriate fund of the state as determined by the 
commissioner of revenue in consultation with the commissioner of natural resources. 

Status: In Compliance. The AGDC has established internal accounting procedures for the Alaska 
liquefied natural gas project fund. The corporation has established a cost allocation methodology (85% 
In-State Fund/ ] 5% Alaska Liquefied Natural Gas Project Fund) to allocate corporate overhead costs. 

Section 19 (AS 31.25.120, Creation of subsidiaries) 
Section 19 related to subsidiaries created under AS 31 .25 .120, removes a reference to acquiring the 
state's royalty share of natural gas yet leaves the broad authority to acquire gas from the North Slope. 
The AGDC may transfer assets between any subsidiaries it creates under this subsection, except that 
money for the in-state natural gas pipeline and an Alaska liquefied natural gas project may not be 
transferred. A reference, which may have been read to limit subsidiary formation to not for profit 
subsidiaries, was removed. 

Status: In Compliance. The AGDC's Board of Directors authorized the corporation to form two 
subsidiary corporations, an in-state gas aggregator and an asset holding company. It is envisioned that 
the AGDC would aggregate in-state gas demand, primarily for small communities that are not currently 
on gas or that don 't have an existing public utility. AGDC could pool that demand, perhaps assist in 
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setting up local distribution entities and serve as an intermediary between gas owners and small in-state 
buyers. The asset holding company was created as a potential vehicle for holding TransCanada 's 
AKLNG Project interests if they are in fact transferred to the AGDC. 

Section 20 (AS 31.25.140(c), Exemption from the State Procurement Code; application of the 
Executive Budget Act; corporation finances) 
Section 20 makes a conforming amendment in AS 31.25.140(c) on budgetary reporting to the legislature 
to reference the Alaska liquefied natural gas project fund, AS 31.25 .110. 

Status: In Compliance. 

Section 21 (AS 31.25.390 AGDC Definitions) 
Section 21 amended AS 31.25 .390 to add a definition of the Alaska liquefied natural gas project and 
includes an explanation of gas pipeline, gas treatment plant, liquefied natural gas plant, marine terminal, 
Point Thomson and Prudhoe Bay unit gas transmission lines. 

Status: In Compliance. No action necessary. 

Section 22 (AS 36.30.850(b), Exemption from Procurement Code) . 
Section 22 added two new paragraphs (47) and (48) to AS 36.30.850(b), related to exceptions to the 
application of the state procurement code. Paragraph ( 4 7) exempts contracts for professional and 
technical services by the DNR to support the development of agreements and contracts under AS 
38.05 .020(b)(10) and (11). Paragraph (48) exempts contracts of the LAW, with client participation, for 
legal services related to an Alaska liquefied natural gas project, except that to the extent practicable the 
LAW shall use the procurement process for small procurements (AS 36.30.320) with participation of the 
client. 

Status: In Compliance. 

Section 23 (AS 37.05.610, Alaska Affordable Energy Fund) 
Section 23 added AS 37.05.610, an Alaska affordable energy fund as a special non-dedicated account in 
the general fund to develop infrastructure to deliver energy to areas in the state not expected to have 
direct access to a North Slope natural gas pipeline. The fund will receive 20 percent of the money 
received from the state's royalty gas transported in an Alaska liquefied natural gas project (net of royalty 
payments to the Alaska permanent fund). 

Status: In Progress, to be done prior to when gas sales revenue starts flowing. The Alaska Energy 
Authority (AEA) is working on standards for projects that could be funded from this source. 

Section 24 (AS 38.05.020, Authority and duties of the DNR commissioner) 
Section 24 amended the authority of the DNR commissioner by adding new paragraphs (10)-(12) to 
AS 38.05 .020(b). The commissioner may enter into commercial agreements of not more than two years 
duration for -project services related to the North Slope natural gas project. In consultation with the 
commissioner of revenue, the commissioner may participate in negotiations associated with a North 
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Slope natural gas project, including agreements that include balancing, marketing, disposition of natural 
gas, and offtake contracts associated with a North Slope natural gas project. 

'A contract or agreement negotiated in which the state is a party would not be effective against the state 
without legislative authorization for the governor to execute the contract. Paragraph (12) permits the 
DNR commissioner to enter into confidentiality agreements related to contract negotiations and 
implementation. Confidential information obtained under paragraph (12) may be shared with members of 
the legislature, including their respective agents and contractors on request, under confidentiality 
agreements either in committees held in executive session or individually. The terms of a proposed final 
contract, subject to approval by the legislature, would not be confidential and must be made available to 
the public at least 90 days before the proposed effective date for the terms. 

Paragraph (13) directs that the DNR commissioner consult with the AGDC in the development of 
agreements or contracts for project services related to a gas treatment plant, pipeline, liquefaction 
facility, marine terminal or transportation services. 

Status: In Compliance. The DNR commissioner and commissioner of revenue have delegated authority 
to their deputy commissioners to negotiate agreements for the AK.LNG Project, including gas balancing, 
marketing, disposition and ojftake agreements. This section provides the authority for a majority of the 
work currently being done on the AK.LNG Project by DNR and DOR. 

Section 25 (AS 38.05.020, Authority and duties of the DNR commissioner) 
Section 25 added a new paragraph (14) to AS 38.05.020(b) to allow the DNR commissioner, in 
consultation with the commissioner of revenue, to take custody of gas delivered to the state, to manage 
project services and the disposition of gas delivered to the state under AS 43.55.014(b)(tax as gas) . 

Status: In Compliance. The DNR, in consultation with the DOR, is the entity that will hold title to the 
state's share of royalty and tax gas, if the state elects to take its royalty in kind. 

Section 26 (AS 38.05.023, Terms related to a North Slope natural gas project) 
Section 26 added AS 38.05 .023, related to terms in an agreement or contract related to a North Slope 
natural gas project. Subsection (a) details a requirement, to be included in a contract under 
AS 38.05 .020(b)(l 1) in which the state is a party, regarding the conditions for state access to data. 
Subsection (b) provides that a proposed agreement or contract associated with a North Slope natural gas 
project may not include a provision that changes a property tax on property that was previously taxable 
under AS 43 .56 (the oil and gas and pipeline property tax). 

Subsection (c) provides that an agreement or contract under AS 38.05 .020(b)(l 1) to which the state is a 
party must require allocation of infrastructure costs between the state and other parties based on the 
difference between life-cycle costs if the infrastructure was only for public use; the proposed agreement 
or contract must limit the costs the state pays for infrastructure based on the proportion of public to 
private use and the state's share of participation in the project. 

Subsection (d) provides that an agreement or contract under AS 38.05.020(b)(l 1) to which the state is a 
party must include principles based on commercially reasonable terms for delivering natural gas to 
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public utilities in the state where demand for natural gas by the utilities exceeds the amount of the state's 
royalty and natural gas delivered to the state as payment for tax and available in a North Slope natural 
gas project. 

Status: In Progress, but complying. The state is still in negotiations on these agreements. 

Section 27 (AS 38.05.180(i), Oil and gas and gas only leasing) 
Section 27 clarified AS 38.05.180(i) with a conforming amendment that the exploration incentive credit 
may be applied against the oil and gas production tax levied under AS 43.55.011. 

Status: In Compliance. No action necessary. 

Section 28 (AS 38.05.180, Oil and gas and gas only leasing) 
Section 28 added new subsections (hh) and (ii) to the Alaska Land Act, AS 38.05.180, which deals with 
oil and gas leasing, to permit the DNR commissioner to propose modifications to existing leases that: (1) 
relate to switching between taking royalty gas in kind or in value to ensure that the lessee, state or other 
person bear proportionate costs for transportation, and to assure the state's actions do not unreasonably 
interfere with the long-term marketing; (2) provide a method to establish a fair market value for each 
component of the state's royalty gas; and (3) modify royalty provisions, including net profit provisions, 
modifications may not result in less than the value the state would have received before a modification. 

The DNR commissioner must make written determinations relating to the best interests of the state, 
including whether the modifications will improve the likelihood of a successful North Slope natural gas 
project for which sufficient commitment has been shown. The commissioner must consider whether the 
lessee has offered to dispose of, sell or market the royalty gas and gas taken as tax on the same or 
substantially similar terms as the lessee or an affiliate sells, disposes of or markets the lessee's gas. An 
explicit reference to gas delivered to the state as payment for production tax is added to the DNR 
commissioner lease modification provision. 

Status: In Progress, but comply ing. The DNR is in the process of negotiating lease modifications. 

Sections 29 - 32 (AS 38.05.183, Sale of royalty) 
Sections 29 - 32 amended AS 38.05 .183, related to sales of royalty oil or gas, by adding references to gas 
delivered to the state under AS 43.55.014(b), the levy of production tax on gas to be paid in gas for 
certain North Slope leases. 

Status: In Compliance. No action necessary. 

Section 33 (AS 38.05.965, Definitions) 
Section 33 added definitions to AS 38.05.965 for "initial project term," "North Slope natural gas 
project;" and "project services." North Slope natural gas project means a project to produce or transport 
natural gas from state oil and gas leases on the North Slope in a gaseous state from the North Slope. 

Status: In Compliance. No action necessary. 
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Sections 34 -36 (AS 38.34.020, Expedited construction and operation or expansion of an Alaska 
Gasline Development Corporation project) 
Sections 34 through 36 amended AS 38.34 related to review by state agencies or entities to expedite 
review or action of a project under AS 31.25 (AGDC statutes) and to direct that state agencies may not 
include project provisions that the in-state gasline project coordinator determines would prevent or 
significantly impair a project under AS 31.25 (AGDC statutes). The reviser of statutes renumbered 
AS 38.34.020(a) of Section 34 of Senate Bill 138 to AS 31.25.007. 

Status: In Compliance. The DNRfacilitates project timing and construction. 

Sections 37 - 38 (AS 40.25.100, Disposition of tax information) 
Sections 37 and 38 amended AS 40.25.1 OO(a) related to the confidentiality of tax information to clearly 
establish as confidential information related to contract negotiations for a North Slope natural gas 
project. Section 35 references new subsection (k) in AS 43 .05.230 to except from taxpayer 
confidentiality provisions the name of each person that makes an election to pay the gas production tax 
from modified North Slope leases in gas and the amount of gas subject to that election. 

Status: In Compliance. Taxpayers have yet to make an election to pay the production tax in gas. 

Section 39 (AS 40.25.120, Public records; exceptions; certified copies) 
Section 39 amended AS 40.25.120(a) to establish an exception in public records for information 
confidential under the new provisions of AS 38.05.020(b) (related to contract negotiations for a North 
Slope natural gas project). 

Status: In Compliance. 

Sections 40 - 41 (AS 43.05.010, Duties of commissioner of revenue) 
Sections 40 and 41 expanded the authority of the commissioner of revenue by adding new paragraphs 
(16) and (17) in AS 43 .05 .010. Effective immediately, paragraph (16) provides that the commissioner 
may consult with the DNR commissioner on negotiations associated with a North Slope natural gas 
project. Section 41 amends AS 43 .05 .010 by adding paragraph (17) to provide that the commissioner 
direct the disposition ofrevenues received from gas delivered to the state under AS 43 .55.014(b) by 
entering into agreements with the DNR commissioner. 

Status: In Compliance. The DOR works collaboratively with the DNR on the AK.LNG Project. 

Section 42 (AS 43.05.230, Disclosure of tax returns and reports) 
Section 42 added new subsection (k) to AS 43 .05.230 to except from taxpayer confidentiality provisions 
the name of each person that makes an election to pay the gas production tax in gas and the amount of 
gas subject to that election. 

Status: In Compliance. No action necessary at this time because taxpayers have yet to make an election 
to pay the production tax in gas. 
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Section 43 (AS 43.20.144(d), Corporate income tax sales factor for oil & gas producers & pipelines) 
Section 43 amended AS 43 .20.144(d) to clarify that gas delivered to the state as payment of tax under an 
election made by AS 43.55 .014 (or similar provision of other taxing jurisdiction) is excluded from the 
sales factor of a taxpayer subject to the Alaska Net Income Tax Act. Also, fees paid between entities 
within the taxpayer's consolidated business for transporting the taxpayer's gas are excluded from the 
sales factor. 

Status: In Compliance. No action necessary yet,· taxpayers have yet to pay production tax in gas. 

Section 44 (AS 43.20.144(f), Corporate income tax extraction factor for oil & gas producers & 
pipelines) 
Section 44 amended AS 43 .20.144(£) to clarify that gas subject to an election to pay the oil and gas 
production tax on gas as gas under AS 43.55 .014 is included in the extraction factor of a taxpayer subject 
to AS 43 .20.144(f) in the Alaska Net Income Tax Act. 

Status: In Compliance. No action necessary yet,· taxpayers have yet to pay production tax in gas. 

Section 45 (AS 43.55.0ll(e), Oil & gas production tax levy) 
Section 45 amended AS 43.55 .01 l{e), the levy of the oil and gas production tax, to add reference to the 
separate levy under AS 43 .55.014 for certain North Slope gas. For oil and gas produced after January 1, 
2014 and before January 1, 2022, AS 43.55.01 l{e)(2) would levy on producers of oil and gas produced 
each calendar year a flat rate tax of 35 percent of the production tax value of taxable oil and gas 
produced from each lease or property in the state. No change is made to current tax ceilings that apply to 
Cook Inlet oil and gas, gas produced outside the Cook Inlet basin, gas used in the state, and oil and gas 
produced from fields outside the Cook Inlet basin and south of the North Slope. 

For oil and gas produced on or after January 1, 2022, AS 43.55.01 l(e)(3) would levy on producers of oil 
produced each calendar year a flat tax rate of 3 5 percent of the production tax value of taxable oil 
produced from each lease or property in the state and on producers of gas, and a flat tax rate of 13 
percent of the gross value at the point of production of gas produced from each lease or property in the 
state. The tax on gas under an election to pay in gas is levied under AS 43.55.014. 

Status: In Compliance. No action necessary at this time because the change in taxation of gas does not 
occur until January 1, 2022. 

Section 46 (AS 43.55.0ll(f), Oil & gas production tax minimum) 
Section 46 amended AS 43 .55.01 l(f), the minimum tax amount for North Slope oil and gas, to retain the 
current minimum tax until January 1, 2022. On and after January 1, 2022, the minimum tax would apply 
to oil produced on the North Slope. A minor amendment adds the reference to the tax applying to leases 
or properties "that include land" to ensure that property that straddles 68 degrees North latitude will be 
considered north of 68 degrees North latitude for purpose of the alternate minimum tax. 

Status: In Compliance. No action necessary at this time because the limitation on the minimum tax to 
North Slope oil does not occur until January 1, 2022. 

Prepared by the Office of the Governor and Department of Law for the Senate Finance Committee 
October 30, 2015 Page 8 of 14 



Section 47 (AS 43.55.014, Production tax payment in gas of tax for gas) 
Section 47 added AS 43.55.014, related to payment in gas of tax for gas. Subsection (a) allows producers 
to make an election, under regulations adopted by the DOR, to pay the oil and gas production tax on gas 
in gas for gas produced from oil and gas leases whose terms have been modified under AS 38.05 .180(hh) 
from which the DNR commissioner has determined to take royalty gas in kind. Under subsection (b ), the 
levy would be 13 percent of the taxable gas when and as the gas is produced. The producer would pay 
the tax by delivering the gas to the state at the point of production. Under subsection ( c ), the DNR would 
manage the custody and disposition of gas delivered to the state. Under subsection (d), tax deficiencies 
and interest and penalties on any tax deficiency would be accounted for in an amount of gas or an 
amount of money. If in money, the assessment is the product of the number of units by which the 
producer's delivery of gas to the state was deficient, multiplied by the gross value at the point of 
production for each unit of the producer's gas, other than gas not subject to tax, or delivered to the state 
under this section. Also, this subsection accounts for an overpayment of gas under AS 43.55.014. 
Subsection (e) clarifies that gas subject to this provision would not include gas flared, released, or 
allowed to escape and, under AS 43.55 .020(e), as that gas is considered as gas produced from a lease or 
property for the purpose of AS 43.55.011 - 180. This section took effect on January 1, 2015 to be applied 
to gas produced from certain North Slope leases on and after January 1, 2022. 

Status: In Compliance. No action necessary at this time because leases have not been modified yet and 
taxpay ers have yet to make an election to pay the production tax in gas. 

Sections 48 - 50 (AS 43.55.019, Oil or gas producer education credit) 
Sections 48 through 50 include conforming amendments to the oil and gas producer education credit, AS 
43 .55.019, to clarify that the credit can be applied to tax liability only under AS 43 .55.0ll(e). The credit 
is expanded to include expenditures related to nonprofit regional training centers, apprenticeship 
programs and programs approved by the United State Department of Veteran's Affairs and the Alaska 
Commission on Postsecondary Education. These sections are effective immediately. 

Status: In Compliance. A taxpayer may apply the credit. 

Section 51 (AS 43.55.020(a), Payment of tax in monthly installments) 
Section 51 amended AS 43.55.020(a), monthly installment payments of estimated tax, to add provisions 
for payment of tax after January 1, 2022 and to clarify the tax rates that apply to oil and gas produced 
after a certain date. Monthly installment payments for oil and gas produced on and after January 1, 2022 
are in new subsection (a)(7). 

Status: In Compliance. No action necessary at this time because the changes in taxation do not occur 
until January 1, 2022. 

Sections 52 - 53 (AS 43.55.020, Interest on payment of tax in monthly installments) 
Sections 52 and 53 are conforming changes to AS 43 .55.020, monthly installment payments. Subsection 
(g) is amended to account for new tax provisions for oil and gas produced on and after January 1, 2022. 
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A similar conforming change is made in AS 43.55.020(h) to account for interest on overpayments of 
installment payments. 

Status: In Compliance. No action necessary; changes in taxation do not occur until January 1, 2022. 

Sections 54 - 55 (AS 43.55.020, Payment of tax) 
Sections 54 and 55 amended AS 43.55.020(1) and add subsection (m), related to making settlements by a 
producer with private landowner royalty owner, to account for making a settlement with the royalty 
owner for gas taxable before January 1, 2022 and under new AS 43.55.014. 

Status: In Compliance. No action necessary; changes in taxation do not occur until January 1, 2022. 

Section 56 (AS 43.55.030(a), Filing of statements) 
Section 56 amended AS 43.55.030(a), annual statements by producers and explorers, to require reporting 
of the amount of gas produced from a lease or property for which tax is levied under AS 43.55.014 and 
the amount of gas delivered to the state under AS 43.55.014. 

Status: In Compliance. No action necessary at this time because the changes in taxation do not occur 
until January 1, 2022 and taxpayers have yet to pay production tax as gas. 

Section 57 (AS 43.55.160(a) Determination of production tax value of oil and gas) 
Section 57 amended AS 43.55.160(a), calculation of annual production tax values, to clarify and conform 
to the levy of tax under AS 43.55 .0ll(e)(2) for oil and gas produced before January 1, 2022. 

Status: In Compliance. No action necessary because there was no change in the substance of the 
current determination. 

Section 58 (AS 43.55.160(e), Determination of production tax value of oil & gas) 
Section 58 amended AS 43.55.160(e), related to determination of excess lease expenditures for the 
purpose of calculating a carried-forward loss credit, to account for annual production tax values for oil 
produced on and after January 1, 2022. 

Status: In Compliance. No action necessary; changes in taxation do not occur until January 1, 2022. 

Section 59 (AS 43.55.160(f), Determination of production tax value of oil & gas) 
Section 59 amended AS 43.55.160(£), a 20 percent gross value reduction for certain oil and gas produced 
north of 68 degrees North latitude, so that gas produced on and after January 1, 2022 would not qualify 
for the gross value reduction in this section. 

Status: In Compliance. No action necessary; changes in taxation do not occur until January 1, 2022. 

Section 60 (AS 43.55.160(g), Determination of production tax value of oil & gas) · 
Section 60 amended AS 43.55.160(g), a 10 percent gross value reduction for certain oil and gas produced 
from a unit north of 68 degrees North latitude made up solely of leases that have a royalty share of more 
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than 12.5 percent in amount or value of the production removed or sold from the lease so that gas 
produced on and after January 1, 2022 would not qualify for the gross value reduction in this section. 

Status: In Compliance. No action necessary at this time because the changes in taxation do not occur 
until January 1, 2022. 

Section 61 (AS 43.55.160, Determination of production tax value of oil & gas) 
Section 61 amended AS 43 .55.160, calculation of annual production tax values, to add a new subsection 
(h) for calculation of annual production tax values for oil produced on and after January 1, 2022. On and 
after January 1, 2022, gas would be taxed at a percentage of gross value. Accordingly, there would be no 
need to calculate a production tax value (gross value at point of production less lease expenditures) for 
gas. Producers would still calculate a production tax value of oil taxable under AS 43 .55 .01 l(e) for the 
segments set out in AS 43 .55.160(h). This section was effective January 1, 2015. 

Status: In Compliance. No action necessary at this time because the changes in taxation do not occur 
until January 1, 2022. 

Section 62 (AS 43.55.165, Lease expenditures) 
Section 62 makes a conforming amendment to AS 43 .55.165, lease expenditures, to exclude as a 
deduction from lease expenditures the tax levied under AS 43.55.014 (tax paid as gas). 

Status: In Compliance. No action necessary at this time because the changes in taxation do not occur 
until January 1, 2022 and taxpayers have yet to pay production tax as gas. 

Sections 63 - 65 (AS 43.55.165(e), Lease expenditures - Definitions) 
Sections 63 through 65 amend, for purposes of the oil and gas production tax, the definitions of "gas 
processing plants" and "point of production" for gas to be upstream of either thefirst point where it is 
accurately measured, the inlet of a pipeline transporting the gas to a gas treatment plant, or the inlet of 
any gas pipeline system transporting gas to market. The gas point of production is after mechanical 
separation. Section 63 adds a definition of" gas processing plant". 

Status: In Compliance. No action necessary. 

Section 66 (AS 43.56.0lO(c) Oil and gas property and pipelines levy of tax, limitation for 
municipalities) - Section 66 amended the oil and gas property and pipelines tax levy statute, AS 
43.56.0lO(c), to conform to the changes in the percentage factor made in section 3, AS 29.45.080(f). 

Status: In Compliance. 

Section 67 (AS 43.90.900 Definitions) 
Section 67 made a conforming amendment to AS 43 .90.900(18), the definition of the "point of 
production" for purposes of the Alaska Gasline Inducement Act. 

Status: In Compliance. No action necessary. 
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Section 68 (AS 43.98.030(c), Film production tax credit) 
Section 68 made conforming amendments to AS 43.98.030, the film production tax credit, to limit the 
applicability of the credit to the tax levied by AS 43.55.011. 

Status: In Compliance. The film production tax credit in AS 43.98. 030 was repealed in sec. 7 of CSSB 
39 (L&C) am H (2015). 

Section 69 (AS 43.98.050, Duties of the Alaska Competitiveness Review Board) 
Section 69 amended AS 43.98 .050, related to the duties of the Alaska Competitiveness Review Board, to 
include written findings and recommendations to the legislature before January 15, 2017 regarding the 
state's tax structure, rates, and incentives for oil and gas production south of 68 degrees North latitude. 

Status: In Progress, but complying. This active board submitted a report on North Slope 
competitiveness to the legislature last year. All Board activity is posted on a pubic website. The Board is 
currently working on an update of the report with more details to present to the legislature this year, but 
work has been temporarily slowed by board member ending terms, resignations, and unfilled 
appointments. The Board currently has 6 of 11 seats filled. The Board's report on Cook Inlet is due in 
2017. 

Section 70 (Legislative intent regarding AGDC) 
Section 70 amended the uncodified intent section from ch. l(b), SLA 2013 , the establishment of the 
AGDC, regarding intent, to the maximum extent permitted by law, to hire qualified residents, establish 
hiring facilities, and use, as far as practicable, job centers operated by the Department of Labor and 
Workforce development in the AGDC 's participation in an Alaska liquefied natural gas project. 

Status: In Compliance. A GDC is maximizing benefits to Alaskans 

Section 71 (AS 31.25.080 Power and duties) 
Section 71 repeals AS 3 l .25.080(f) as unnecessary due to new provisions in AS 31.25.080. Subsection 
(f) related to the ability of the AGDC to, without delaying progress on an in-state natural gas pipeline, 
coordinate with developers of a large-diameter natural gas pipeline related to a certain geographic area. 

Status: In Compliance. 

Section 72 (Department of Transportation and Public Facilities, bridge evaluation) 
Section 72 provides in uncodified law that the Department of Transportation and Public Facilities shall, 
in consultation with the AGDC evaluate the design and construction of a new bridge across the Yukon 
River that would accommodate both vehicular traffic and a gas pipeline from the Alaska liquefied natural 
gas project. Also the bill added a direction for the same parties to evaluate existing bridges and 
infrastructure to accommodate a natural gas pipeline resulting from an Alaska liquefied natural gas 
project to determine whether the bridge of infrastructure could be used for transportation uses, including 
vehicular traffic. 

Status: In Compliance. 
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Section 73 (The DNR & the AGDC Report on In-State Gas and 48" Pipe) 
Section 73 provides in uncodified law that the DNR commissioner, in consultation with the AGDC, is to 
make a report, with recommendations, to the legislature on a plan and alternatives to make North Slope 
gas available for delivery and use in the state. The report must also address the costs, benefits, and risks 
associated with building a pipeline with a diameter larger than 42 inches. Also, the DNR commissioner 
shall recommend means of addressing risks identified in the report. The report and recommendations are 
required to be available to the legislature on or before the date that a firm transportation services 
agreement (FTSA) in a North Slope natural gas project to which the state is a party is submitted to the 
legislature for approval. 

Status: In Progress, but comply ing. The DNR is working closely with the AGDC to prepare the report, 
which will be provided on or before date that a FTSA is submitted to the legislature for approval. 

Section 74 (Municipal Advisory Gas Project Review Board) 
Section 7 4 requests that the governor establish an advisory planning group to advise the governor on 
municipal involvement in a North Slope natural gas project. The requested board is to provide reports, 
including recommendations, to the governor. 

Status: In Compliance. The Board submitted an annual report in December 2014. The Board routinely 
meets. It is drafting an annual report due in December 2015. 

Section 75 (AEA Plan & Recommendation) 
Section 75 added to uncodified law a direction to the AEA, in consultation with the AGDC, the Alaska 
Industrial Development and Export Authority (AIDEA), and the DOR, and after considering the state 
energy policy in AS 44.99.115, to develop plans relating to the delivery of energy - whether fossil fuel, 
hydro, tidal or other - to areas of the state not expected to have direct access to commercialization of 
North Slope gas through a North Slope natural gas pipeline. The AEA will also consider storage options, 
and recommendations related to means to make energy more affordable. The _AEA and the DOR will 
consider and recommend funding possibilities. The AEA shall provide the plan and suggested legislation 
by January 1, 2017. 

Status: In Progress, but complying. The AEA is in consultation with the AGDC, the DOR & AIDEA 
developing recommendations for rural energy benefits. The plan and any suggested legislation will be 
provided by AEA by January 1, 201 7. 

Section 76 (Financing Report) 
Section 76 added to uncodified law a direction that the DOR commissioner identify and report to the 
legislature regarding financing options for state ownership and participation in a North Slope natural gas 
project. An interim draft report is to be available to the legislature on the first day of the first regular 
legislative session of the 29th Legislature. Also, the DOR commissioner is to consider and report, 
including submission of proposed legislation, to the legislature on options to allow municipalities, 
residents, or regional corporations to invest in a North Slope natural gas pipeline. The DOR 
commissioner is directed to consider relevant factors in preparing the plan and report, which is to be 
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presented to the legislature when the DNR commissioner submits contracts to the legislature for approval 
under AS 38.05.020(b)(l 1). 

Status: In Compliance and progressing. Investment opportunities are part of the final .financing options 
report due to the legislature when the first contract is submitted. Active outreach information gathering 
work was performed during summer and fall 2015 with regional corporations and municipalities for 
inclusion in final .financing options report currently being prepared by Lazard. The Initial Lazard report 
was submitted to the legislature in February 2015. The work is in progress on analysis and in 
collaboration with other financial advisors to prepare the final financing options report to be submitted 
to legislature with first contract. 

Section 77 (Legislative Briefings) 
Section 77 provided that the parties to a North Slope natural gas project provide briefings to interested 
legislators, their staff, and consultants on the progress of the project at least once every four months 
before the first flow of gas. A briefing must include a written report of the amount of money the state 
may be liable to pay for a North Slope natural gas project if the project is terminated before the first flow 
of gas. 

Status: In Compliance. All AKLNG Project parties have participated in quarterly Legislative Briefings. 

Section 78 (Tax Year Applicability) 

Status: In Compliance. No action necessary. 

Section 79 (Regulations) 
Section 79 allows the DNR and the DOR to adopt regulations to implement this Act. 

Status: In Compliance. No action necessary at this time. 

Sections 80 - 83 (Effective dates) 

Status: In Compliance. No action necessary. 
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VIEW FROM 2014: WHY TRANSCANADA? 
Experience 

Continuity 

Governance 

Expansion 

Execution 

Finance 

Long history work on an Alaska gas pipeline projects 

Leverage AGIA work and agree to dissolve AGIA partnership amicably 

TC would help SOA negotiate terms to make infrastructure as expandable as possible 

TC would actively pursue new gas to be shipped through the pipe 

TC would make a successful project more likely ( on time and lowest cost) 

TC would relieve SOA from cash calls during development phase 

Even so, the agreement came under scrutiny in several areas 

Tariff cost Question whether TC tariff was competitive to market norms/ SOA cost of debt 

Risk/Reward TC took on limited risk (only risk was SOA credit health) 

Voting rights TC held most of the control (SOA could direct TC voting only in limited areas) 

Back-in rights In original deal, TC retained full back-in rights (amended to provide clean off-ramp) 

(; I l81ytiC8 Data. Analytics. Solutions. 



WHERE WE AGREE WITH ADMINISTRATION AND WHERE NOT 
Where we agree with administration statements 
The State of Alaska (SOA) will pay TransCanada (TC) no matter what 
Under failure case, terminating TC relationship now much cheaper than terminating later 
SOA retains risk, but TC retains most decision making (TC's only risk is deterioration of SOA credit) 
SOA credit rating will be hit regardless of whether TC is in the project or not 
SOA has several financing options-no need to panic about having higher cash calls 
This is the only clean off-ramp that SOA has; failure to pass this bill means harder to sever ties with TC 
Not having Alaska Gasline Inducement Act (AGIA) makes a big difference in SOA calculations 
Non-alignment in voting and non-visibility of information undermine original case for TC in AK LNG 

Where we differ from or wish to supplement administration statements 
The strictly financial case for severing relationship with TC is not as compelling as has been argued 
Decision should focus on strategic, not financial considerations: expansion plans and AK LNG vision 

r; I l81ytiCa Data. Analytics. Solutions. 



IS THE FINANCIAL UPSIDE TRULY COMPELLING? 

"Under all scenarios of State credit rating 
downgrade down to A-/A3, the State cost of debt 

remains below the TC cost of capital." 

TC Cost of Capital vs. State Debt Interest Rate 

The interest rate on State debt would depend on the credit rating. The table below compares: 

• TC weighted average cost of capital under the PA, calculated as of Sept 11, 2015 

• Interest rates on taxable State G.O. debt, estimated by FirstSouthwest as of Sept 11, 2015 

TC ConUNctfon + 2yr 

TC Opon,tln& Ptrlod 

State G.O, AAA./AP 

Stilt G.O. AA+/Aal 

Sttlo G.O. M/Al2 

State G,O, M ·/Aa3 

State G.O, A+/At 

St·ate G,0 . A/Al. 

Stile G •. O. A·/ A3 

0.- 1.001' 2.- 3.- · ·- s.- 6.- 7.-

• Under all scenarios of State credit rating downgrade down to A-/A3, the State cost of debt remains 
below the TC cost of capital 

• Note that, following a rating downgrade during the construction period, the State credit rating and 
cost of capital will likely recover once the Project is operational; TC cost of capital is fixed at FID for 
the term of the FTSA 

12 

"The State could potentially achieve up to "'S400 
million incremental annual cash flows, based on 

the State's expected lower cost of capital." 

The economic benefit of replacing TC could vary based on the 
SOA's credit rating 

• The State could potentially 
achieve up to -$400 
million Increment.ill 
annual cash flows, based 
on the State's expected 
lower cost of capital 

• The State's cost of capital 
would increase with any 
credit downgrades 

• Even if the State's credit 
rating deteriorates and 
results in a higher cost of 
capital for the State, it is 
still expected that the 
State will achieve 
additional annual cash 
flows without TC 

State or Alu•• Avg. Annum Operation.II Nd Cuh Flow Difference 
('SOA Without TC' Leu •SOA wilt! TC Rt:re,e;nce) 

5400 $5'0 

5150 · 

5300 · 

$150 ' 

j 5200 · 

S $150 • 

! 5100 ' 

i 550 · 

50 . 

,$50 

,$]00 

5230 

Jilli i 560 

I 530 ... 
rButlra I U1'I 4~ !lo.all !lo~ LIM U!lo11 U. ta 

SOA Gff',. Plp.WAtt 
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SOURCE: "TRANSCANADA'S AKLNG PARTICIPATION: FINANCING ISSUES," OCTOBER 24, 2015; "TRANSCANADA'S AKLNG PARTICIPATION," OCTOBER 25, 2015 
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SOA COST OF DEBT LIKELY HIGHER THAN TODAY 
Assuming that SOA issues S13-S15 bn in debt, it can expect credit downgrade/ higher borrowing costs 
These numbers assume high oil prices and revenues through 2038 
It is not hard to see a scenario where SOA cost of debt gets much closer to TC tariff (now 5.8% to 6.15%) 
Of course, SOA has other financing options (e.g. project finance, tax-exempt debt, equity, etc.) 

RATING DEBT SERVICE LIMIT INTEREST RATE MAX NEW DEBT SOA 
CMOODVS/SEiPJ CO/a OF GFURJ ON TAXABLE BONDS CAN ISSUE CIN MILLIONS] 

' 
..,._ ,r.r 

AAA/AAA 5% 4.49% 
-~ • ·t ~· 

3,851~ . ' ' --, ' . ..:...,.• - .,, ' 
I 

AA1/AA+ 8% 4.59% 6,382 
·• C 

";! - .. 

AA2/AA ~ 
10% . · .. : /, 4.69% 8,009 

AA3/AA- 12% 4.84% 9,549 
'~ 

... 

Al/A+ ~ 17% ,,_,: 5.09% 't'.-· f ' 13,361 r 

L. ~-,..: 

A2/A 20% 5.34% 15,387 

SOURCE: FIRST SOUTHWEST, "AKLNG DEBT SIZING [AS OF JUNE 3, 20151" 
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S360MM ASSUMES +$2BN UPFRONT EQUITY; NPV 10 ~ 0 

SOA AKLNG Cash Flow Forecast (Over 20 Years) 
- SOAwllhoutTC - SOAwlthTC 

$6.0 

$5.0 

$4.0 

I $3.0 

':; $2.0 
.5 
E 
:l1 Sl.O 

TermlnaUno Tran1Canada's 
partJc tpaUon can Increase 
Stateis revenues by up t.o 

- $400 million per year 

Tolol Ca11h 

$0.0 l-=~---­ Scenano flow 2015-2045 IIHIMI 
·$1.0 

-$2.0 

SOAwftnoutTC 

S0Awtth TC 

$798 $848 

$7~8 $778 

2030 2035 2040 2045 

l 
S2bn in additional 
outlays to generate 

the publicized 
S360mm in annual 
additional revenues 

SOURCE: "TRANSCANADA'S AKLNG PARTICIPATION," OCTOBER 25, 2015 

.,. 

$400 

$350 

$300 

$2SO 

8 $.200 

C j $100 

$50 ., 

State of Alaska Avg. Annual Operational Net Cash Flow Difference 

('SOA Without TC' less 'SOA with TC Reference) 

Baseline j 4.0'6 I 4.5'6 I S.O!ll II 5.5" I 6.0'6 I 6.15'6 I 6.5" I 7.°'6 J 

SOA GTP + Pipe WAO:, 

More likely annual 
gains for SOA 
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TC INFLECTION POINT OPENS UP BROADER QUESTIONS 
How can SOA best protect its interests in AK LNG? 
No AGDC secondee in 135-strong project management team 
Unclear decision-making/ division of labor within SOA 
AK LNG can back-fill TC exit; can AGDC step up? 
How will SOA ensure expansions/ a full pipeline? 
AGDC plan to pursue expansions is unclear 
Need not just technical but chiefly commercial expertise 
What is the optimal capitalization structure for SOA? 
Should SOA rely so heavily on debt (e.g.100% debt)? 
What are the merits of equity and what form might it take? 
What is SOA's vision for AK LNG? 
What if partners withdraw (strengthens case for TC) 
How much do withdrawal agreements raise risks for SOA? <t 

SOURCE: LEWIS CARROLL, ALICE'S ADVENTURES IN WONDERLAND 
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WHAT'S IN A SALES AND PURCHASE AGREEMENT CSPAJ? 
Most SPAs are over 100 pages and are customarily confidential (with limited details released) 

Pricing 

Term 

Volume 

Title transfer 

Logistics 

Gas quality 

Financial 

Precedents 

Legal 

Formula ( e.g. oil, Henry Hub, netback); fixed and variable parameters; inflation 

Usually 20-year for new projects; date of first delivery; treatment of delays 

Average contract quantity plus any flexibility ( + 10-20%); make-up gas 

Delivery point; destination restrictions; profit-sharing for diverted gas 

Delivery schedule; facility specs and approvals; measurement 

Gas specs (molecular breakdown/ heating value); provisions for off-spec gas 

Invoicing process; payment terms; guarantees; currency; taxes; insurance; indices 

Precedent conditions; regulatory approvals; activation window 

Jurisdiction; dispute resolution; renegotiation; force majeure; liabilities; termination 

(; I l31ytiCa Data. Analytics. Solutions. 



WITHDRAWAL/ SALES CARRIES MAJOR RISKS FOR SOA 
Economics 

Liability 

Pricing 

Asymmetry 

Title 

Transfer 

Activation 

Fiscals 

Focus 

Now vs. later 

Buying 75% of AK LNG gas could cost S1.4-S7.4 bn/yr (1995-2014 Henry Hub prices) 

Right to purchase could mean obligation to buy; major contingent liability; options costly 

Does SOA have a thorough and detailed understand of pricing/ volume risk? 

If producers are willing to commit to a set price, does SOA really want to buy? 

If gas has an "option" attached to it, legal title become less clear 

Where is gas transferred? In what condition (e.g. what happens to CO2)? 

Is this SPA triggered by a specified date or other conditions? 

What kind of fiscal certainty would producers want to off er binding agreement? 

Overly focused on failure; lower commitment; opt out rather than work issues 

SOA can pursue this path later; doing so today could expose SOA to major risks 

alytiCa Data. Analytics. Solutions. 
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Overview 

• This presentation will: 

• Summarize how the TransCanada 0 (TC) termination would work 

under the Precedent Ag~ .. ~emenJ (PA) ~ ,which would not allow 

the termination to occur~p f i9"';iL,tQ Clecember.4, 2015 
~ -··-- ~. ~ 

~ . 
• Summarize how the St ate· and TC will amend the termination 

"' ,. I • 

process under the PA to all'.ow.i't he~te.r;r:r.fifiation to occur prior to 
• ~ f-' .. . ·~~ ""r:l.'~-:l(~ ' . . .. ,: . 

December 4, 2015 ·~ . · . .. · . . •, ....,..b,.v.:'~ 
• Upon termination, TC Wilftri;lr:isfe~ inter:eSt in TransCanada 

1~ ',.""'T ~) ' h ' ,,. ... , 
. . - ~}.i! - '<J ~· , • • • • • ~ 

Alaska Midstream Lirri'ited p~~ n~ership (TAM LP) tq ,, .¥ 

State/Alaska Gasline Deve!.r)pment Corporation (Ac;o¢h ~Q 
t hat AGDC can vote on 2016 ·Work Program & Budget (WP.&'.B) 
by December 4, ?.Ol s······ 

~ 

2 



Sequence of Events and Timing of Termination 
under PA as Currently Drafted 

1. Appropriation approved and· Governor"executes the 

appropriation bill ,.:.~~~ 
·l"'li. ··~~,;.;t".t',-~ - - •· ~.,, • ., ~. 4-;;,::.-:;,•r,~-cur ,~ ,,~ ,~, '. ., .,-.. .. ~- .. ,t,d }''•'<! 

~ J~ ~· --Y,jc . ,. " ... ~1t-f ""J'f_,~. '#'I ~~,.,;.- ¥ 

.'!'Q, ,.i ,r· 

2. State provides notice ofe4't:er,:m iAation t~. TransCanada (TC) 
. ' ~,'\ . ___ ,: 

j.. -)I' 

3. Within 30 days of notice o,J ternif natl_on r<i must deliver to 
.. ~~ " . 

~ •. ,. ' :'' ' .. j..-: ... 

State a final report qf thf f ~rmi~alion Am<l>unt 
( development costs, plus .i nter?sl:)'t .. :~.i~M~~~~~ 

,,., . , .· ··~a,, . 1' 
} , ,ff- - ' - ·.;'-t.: .. Y2' ·'-" -.r -. . ,,,. ' ,. • .:,,.- -~ . ""'7 .,, 'ft ; ~-- '. • ..I, ) 

4. Within 30 days of recehiing 1::ff@lina'1 ·report-frorh, TC;./State 
"' 

must either pay the Terminat ion Amount or provide,··nottce 

of objection to the Termitla.tio'h .. Amount and present an 
.,.,.1 .. 

alternate amount --~ 

PA: Precedent Agreement 3 



Sequence of Events and Timing of Termination 
under PA as Currently Drafted 

5. If the parties fail to agree on .the amount within 5 business 
f• • ~ ' • ; 

days of the State's obje<;:ti9n, then Al1.ternative Dispute 
• • ~ •. .., ..,,J, ;.· 

Resolution (ADR) will app ll .andfSta!e mt.:J~t pay the 
' ~ ;·, "l.,.r.·, ·"',.. ", • .,, ~ ' (,t 

Termination Amount in fall~wit,.fi·i.tl 5 pusin.ess days of notice 
• n ~¥' .• ... \ 

of intent to commence Ali>R~.(:a~s·pl}(et~ ~~~ ~unts paid into 
,, • ,. 1,,.'!'J:~· _:· ~~;: ,..;,l . . .,~· . ' ~~~ - ' ·.-. ~..:;~ 

escrow pending dispute .resp!~t1on)~~, ~.; · ~~~ 
"'!;f' 

i~ I 1. 

6. State pays TC Terminati:ori .·A~olintt a;nd:=lz~ttransfe,,r,~ TAM LP 
, :-: ~ 1 ~ · : ~~·~-2,fi. 1·~/J. ~{., I~ ,.,,,_ , t ~ 7'1-.• 

interests to State/AG DC:~ \t' ., :·~I 1l~i ·, ·. :~·~~:·:\ 
., . ., •.. • C ii!,. • ' ...... 

$,.. '· ... ~ ., . 
'$' .,. ~· 

Current PA process must be· revised to provide for tr1e .~ . 

AKLNG Project ne~ds ·~(e.g.~ approval of 2016 Work 
. 

~Program & Budget (WP&B}) 
TAM LP: TransCanada Alaska Midstream LP 
PA: Precedent Agreement 4 



Modified Termination Timeline, Assuming 
Appropriation is Approved 

. 
' 

• Currently, State and TC are draftin'g-cf PuTehase and Sale Agreement 
' ,I ~ 

(PSA) for the State's acq-uisi~i.on of TAM LP [Fi,nalize by November 13] 
--·>,-- " -

,,. . .. , 
• State and AGDC are taking steps ~?t.ia·Jjr~fting d·ocuments 

. ,q'- " $.._ ;r~..... .... (. 
designating AGDC as the ·state's cte~·ijn~J unde~the PA (e.g., legal 

. , ... ' ~ ' 1'0 .... _. ...,,.. "" • 

instrument(s) to convey TA~MLPJ to~AG.DJ:)~[J=.inali~e by November 13] 
' 

.... - ~-~. "• ·~ 

• State and AKLNG Parties work t?g~t_her to address the contfnu~~~i-en 

of TC pipeline secondees in AKLNG .th rough the pre-FEED phase · 
,.,,-

,, 

• Appropriation ap~provetl and Governor Walker executes the 
. .~ 

appropriation ·bill [November 21-23] 

TAM LP: TransCanada Alaska Midstream LP 
PA: Precedent Agreement 5 



Modified Termination Timeline 

• State provides notice of termi~ation to TC and SOA/TC 

execute the Purchase and Sales ) \greeJne r.i t {PSA) [November 
. . 

24] 

• TC submits an updated Term1natio~n Amount report for closing 
.... ,:; ' r"' . -..c.,, _j, 

purposes [November 2-4] ~--.> · -~;p~ ·.~~:.g~~~5'~ 
z 1 

" f 

• December 1 Closing Date: ·· Sta
1te· -p}3~S TC Termination Amount, 

• ,.. " ;it. ' ' -·. ll _,,, . 

TC transfers TAM LP in.terests tol Sfa'te/AC50C1· and PA.and 
~ .,.. .~~ ~ ~ ., -- . ~~ 

Equity Option Agreemenf~(~.0.i-xf Fe1nrrnnated . ~~·~~< .. ~ 
~~ ... , ~· ':. -~ . 

• ., ...... , .. _i, . 

:.2ti, I, . 

AGDC will hold participation ~interest in the AK LNG Project. 
~ - -~ ... 

midstream (gas treatmentfj /ant/GTP and pipeline) segment and ,., 

LN~ Plant se.gme'nt and can approve 2016 WP&B for both 

TAM LP: TransCanada Alaska Midstream LP 
PA: Precedent Agreement 

segments 
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Modified Termination Timeline 

• TC prepares a final Termin~t{on Amount report 
. --. ~."., ..... ~· 

[within 45 days of the~·-CiosiogJ · 
t'f.t, ~ ': °'4'-t".At r ~J!.,_,,· 

~ ' "' 
. t 

. -~ 
> i 

~. 
,..-

... ~ :,~--

Anticipated completion of audit process and true-up 
' .... ,.,. 

payment should be no later than March 2016 

7 



Modified Termination Timeline Schematic 

Timeline for SOA Termination of PA with TC** 

LEGISLATIVE PROCESS 

PSA & CLOSING 

COST REPORT & POST­

CLOSING AUDIT AND 

ADJUSTMENT 

Week of: 
zozs I zo1i; 

26-0ct 2-Nov 9-Nov 16-Nov 23-Nov 30-Nov 7-Dec 14-l>ec 21-l>ec 28, Dec 4-Jiln ! Nan llleJan 25-Jan 1-Feb S.-Feb IS-Feb 2Z-Feb l·Mar 8-Mar 15-Mar 

·t----·r----· - ·--1 
--· --·--·--··r-··--··-l--·---· ··---- ---t-··-1--t----- ··-·-l ~ -,·-·---·-·t 

---+-----t--- --· __ _j_ Nav23,2D1S · ·---+----..----+----+----t- -----,··---' ---t--t---1--·-r--· 
I .---... G=rnot'signs _ 1 __ . -·--· ___ 1 I •---··+----f----i·-------·-.!-·---·--· -+ Appropriation BUI ~_rel --· --1 I ! . , _j__J __ , __ 1 ____ ,. 

'::i::';;" : I ! --1·-- j •• The~e repr~sent "~o la±ter than .. ~~Etes" fotr PA Te1mlnati~line . 
·-;--··-·-·-·-·I- --, -~- r- r· ' ~-- - --·-··--i----==:1- i-

"""'m"- I -tt:-- ---: -1 ,---1----J-1.. :--- ·1 ·-·--~·-1 r---
L•gislatu,eApproves -· ~----·-1· : j··-·-1--·'--r--l I -t-·- ···--r-· ~ · I ···-·-1----· 

- ApproprlatfonBIII , --··-··-· ··f-----.------,---1---..------+--i·--- · , 1 I ! ·-···--t-· , ·-,-·-·--· --+---·t-- · Nav24 2015 50A 155116 +---t---·-f_____j __ ..,__ __ ·--------- ----.;...---+--· -.--· 
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WORK DRAFT WORK DRAFT 

CS FOR SENATE BILL NO. 3001(FIN) 

WORK DRAFT 

29-GS3 812\P 
Martin 

10/31/15 

IN THE LEGISLATURE OF THE STA TE OF ALASKA 

TWENTY-NINTH LEGISLATURE -THIRD SPECIAL SESSION 

BY THE SENATE FINANCE COMMITTEE 

Offered : 
Referred: 

Sponsor(s): SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR 

A BILL 

FOR AN ACT ENTITLED 

1 "An Act making supplemental appropriations; making appropriations to capitalize 

2 funds; and providing for an effective date." 

3 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA: 

4 * Section 1. LEGISLATIVE INTENT. (a) It is the intent of the legislature that the 

5 appropriations made in secs. 2 - 4 of this Act be accounted for separately from the unrestricted 

6 general fund. 

7 (b) It is the intent of the legislature that the appropriation made in sec. 5(a) of this Act 

8 be paid in an expedited manner, resulting in a successful state acquisition of the interest in the 

9 Afaska liquefied natural gas project currently held by TransCanada Alaska Development Inc. 

10 by December 1, 2015. 

11 * Sec. 2. DEPARTMENT OF LAW. The sum of $10,100,000 is appropriated from the 

12 general fund to the Department of Law, civil division, oil, gas, and mining, for contractual 

13 services with law firms to assist in drafting and reviewing contracts related to the Alaska 

14 liquefied natural gas project and to provide legal and regulatory support for state participation 

-1- CSSB 3001(FIN) 
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1 in the Alaska liquefied natural gas project for the fiscal year ending June 30, 2016. 

2 * Sec. 3. DEPARTMENT OF NATURAL RESOURCES. The sum of $2,126,000 is 

3 appropriated from the general fund to the Department of Natural Resources, administration 

4 and support services, North Slope gas commercialization, for a marketing lead position, a 

5 marketing analyst position, work related to Federal Energy Regulatory Commission resource 

6 reporting reviews and drafting, facilities review for commercial aspects, commercial analysis 

7 and support, and audits associated with the termination of the agreement with TransCanada 

8 Alaska Development Inc. for the fiscal year ending June 30, 2016. 

9 * Sec. 4. DEPARTMENT OF REVENUE. The sum of $1 ,381 ,000 is appropriated from the 

10 general fund to the Department of Revenue, administration and support, natural gas 

11 commercialization, for personal services for work on financial analysis, project financing, 

12 governance, and the revenue aspects of marketing and taxes; for travel; for contractual review 

13 of project financing; and for other costs related to performing work for the Alaska liquefied 

14 natural gas project for the fiscal year ending June 30, 2016. 

15 * Sec. 5. FUND CAPITALIZATION. (a) The sum of $68,455,000 is appropriated from the 

16 general fund to the Alaska liquefied natural gas project fund (AS 31.25 .110) to acquire the 

17 interest currently held by TransCanada Alaska Development Inc. in the Alaska liquefied 

18 natural gas project. 

19 (b) The sum of $75,600,000 is appropriated from the general fund to the Alaska 

20 liquefied natural gas project fund (AS 31.25 .110) to fund the state's share of preliminary 

21 front-end engineering and design work for the Alaska liquefied natural gas project. 

22 (c) The statutory designated program receipts received as reimbursement for costs of 

23 field work paid from the Alaska liquefied natural gas project fund (AS 31.25 .110) during the 

24 fiscal year ending June 30, 2016, estimated to be $2,900,000, are appropriated to the Alaska 

25 liquefied natural gas project fund (AS 31.25 .110). 

26 (d) The statutory designated program receipts received as reimbursement for costs of 

27 field work paid from the in-state natural gas pipeline fund (AS 31.25 .100) during the fiscal 

28 year ending June 30, 2016, estimated to be $1 ,300,000, are appropriated to the in-state natural 

29 gas pipeline fund (AS 31.25.100). 

30 * Sec. 6. LAPSE OF APPROPRIATIONS. The appropriations made in sec. 5 of this Act are 

31 for the capitalization of funds and do not lapse. 

CSSB 3001(FIN) -2-
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1 * Sec. 7. RETROACTIVITY. If secs. 2 - 5 of this Act take effect after November 15, 2015, 

2 secs. 2 - 5 of this Act are retroactive to November 15, 2015. 

3 * Sec. 8. CONTINGENCY. The appropriation made in sec. 5(b) of this Act is contingent on 

4 adoption of a work plan and budget for the Alaska liquefied natural gas project for calendar 

5 year 2016 by the State of Alaska, the Alaska Gasline Development Corporation, ExxonMobil 

6 Alaska Production Inc., ConocoPhillips Alaska, Inc., and BP Exploration (Alaska) Inc. by 

7 December 31, 2015 . 

8 * Sec. 9. This Act takes effect immediately under AS Ol.10.070(c). 
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ALASKA STATE LEGISLATURE 
SENATE FINANCE COMMITTEE 

Senator Pete Kelly, Co-Chair 
State Capitol, Room 315 
Juneau, AK 99801-1182 

Senator Anna MacKinnon, Co-Chair 
State Capitol, Room 315 
Juneau, AK 99801-1182 

(907) 465- 3709 - Phone 
Senator.Pete.Kelly@akleg.gov 

Phone - (907) 465- 3777 
Senator.Anna.MacKinnon@akleg.gov 

Sec. 1 

Sec. 2 

Sec. 3 

Sec. 4 

Sec. 5 

Official Business 

Sectional Analysis CSSB 3001 
Version P 

Legislative Intent 

(a) that the supplemental appropriations for the Departments of 
Law, Natural Resources, and Revenue be accounted for 
separately 

(b) that the administration carry out the TransCanada interest 
acquisition in an expedited manner 

Supplemental appropriation request for the Department of Law 
for $10,100,000 for outside legal counsel contracts and internal 
agency costs 

Supplemental appropriation request for the D epartment of 
Natural Resources for $2,126,000 for marketing, contractual 
services, and personal services 

Supplemental appropriation request for the D epartment of 
Revenue for $1,381,000 for personal services and travel and 
contractual services 

Fund Capitalization 

(a) $68,455,000 is appropriated from the General Fund to the 
Alaska Liquefied Natural Gas (AK LNG) Project Fund to 
acquire the interest currently held by TransCanada Alaska 
Development Inc. 

(b) $75,600,000 is appropriated from the General Fund to the 
Alaska Liquefied Natural Gas Project Fund for the state's 
share of Preliminary Front-End Engineering and Design (Pre­
FEED) work for the AK LNG Project 



CSSB 3001 Version 
October 31, 2015 
Page2 

Sec. 6 

Sec. 7 

Sec. 8 

Sec. 9 

(c) Statutory designated program receipts received for 
reimbursement for costs of field work from the AK. LNG 
Project Fund are appropriated to the AK LNG Project Fund 

( d) Statutory designated program receipts received for 
reimbursement for costs of field work from the In-State 
Natural Gas Pipeline Fund are appropriated to the In-State 
Natural Gas Pipeline Fund 

Lapse of Appropriations 

The appropriations made in Section 5 do not lapse 

Retro activity 

If sections 2-5 take effect after November 15, 2015, sections 2-5 
are retroactive to November 15, 2015 

Contingency 

The appropriation made in section 5 (b) for Pre-FEED work, is 
contingent on adoption of a work plan and budget for the AK. 
LNG Project by December 31, 2015 

Immediate effective date 



ALASKA STATE LEGISLATURE 
SENATE FINANCE COMMITTEE 

Senator Pete Kelly, Co-Chair 
State Capitol, Room 315 
Juneau, AK 99801-1182 

Senator Anna MacKinnon, Co-Chair 
State Capitol, Room 315 
Juneau, AK 99801-1182 

(907) 465- 3709 - Phone 
Senator.Pete.Kelly@akleg.gov 

Phone - (907) 465- 3777 
Senator.Anna.MacKinnon@akleg.gov 

Section 1 

Section 2 

Section 3 

Section 4 

Section 5 

Section 6 

Official Business 

Explanation of Changes for CSSB 3001 
Between Version P and I 

(b) the company name for TransCanada was revised to reflect the 
appropriate entity TransCanada Alaska Midstream Partnership 

Page 1, line 13 - the Department of Natural Resources was inserted 
following the word assist 

Page 2, line 2 - the following language was inserted: Money may be 
expended from the appropriation made in this section only for work 
completed during the fiscal year ending June 30, 2016 

The amount was revised from $2,126,000 to $1,849,500 

Page 2, line 9 - The company name for TransCanada was revised to 
reflect the appropriate entity TransCanada Alaska Midstream 
Partnership 

Page 2, line 10 - the following language was inserted: Money may be 
expended from the appropriation made in this section only for work 
completed during the fiscal year endingJune 30, 2016 

The amount was revised from $1,381,000 to $1,045,500 

Page 2, line 18 - the following language was inserted: Money may be 
expended from the appropriation made in this section only for work 
completed during the fiscal year endingJune 30, 2016 

The company name for TransCanada was revised to reflect the 
appropriate entity TransCanada Alaska Midstream Partnership 

No changes 



CSSB 3001 Version I 
November 2, 2015 
Page2 

Section 7 

Section 8 

No changes 

Sections 2-4 were added to the contingency clause 

State of Alaska was removed 
The company names were revised to reflect the appropriate entity: 
ExxonMobil Alaska LNG LLC, ConocoPhillips Alaska LNG Company, 
and BP Alaska LNG LLC 



ALASKA STATE LEGISLATURE 
SENATE FINANCE COMMITTEE 

Senator Pete Kelly, Co-Chair 
State Capitol, Room 315 
Juneau, AK 99801-1182 

Senator Anna MacKinnon, Co-Chair 
State Capitol, Room 315 
Juneau, AK 99801-1182 

(907) 465- 3709 - Phone 
Senator.Pete.Kelly@akleg.gov 

Phone - (907) 465- 3777 
Senator.Anna.MacKinnon@akleg.gov 

Section 1 

Section 2 

Section 3 

Section 4 

Section 5 

Official Business 

Sectional Analysis for CSSB 3001 
Version I 

Legislative Intent 

(a) that the supplemental appropriations for the Departments of Law, 
Natural Resources, and Revenue be accounted for separately 

(b) that the administration carry out the TransCanada interest acquisition 
in an expedited manner 

Supplemental appropriation request for the Department of Law for 
$10,100,000 for outside legal counsel contracts and internal agency costs 
for work conducted during FY16 

Supplemental appropriation request for the Department of Natural 
Resources for $1,849,500 for marketing, contractual services, and 
personal services for work conducted during FY16 

Supplemental appropriation request for the Department of Revenue for 
$1,045,500 for personal services and travel and contractual services for 
work conducted during FY16 

Fund Capitalization 

(a) the amount necessary, estimated to be$68,455,000 is appropriated 
from the General Fund to the Alaska Liquefied Natural Gas (AK 
LNG) Project Fund to acquire the interest currently held by 
TransCanada Alaska Midstream, L.P. 

(b) $75,600,000 is appropriated from the General Fund to the Alaska 
Liquefied Natural Gas Project Fund for the state's share of 
Preliminary Front-End Engineering and Design (Pre-FEED) work 
for the AK LNG Project 



CSSB 3001 Version I 
November 2, 2015 
Page2 

Section 6 

Section 7 

Section 8 

Section 9 

(c) Statutory designated program receipts received for reimbursement 
for costs of field work from the AK LNG Project Fund are 
appropriated to the AK LNG Project Fund 

( d) Statutory designated program receipts received for reimbursement 
for costs of field work from the In-State Natural Gas Pipeline Fund 
are appropriated to the In-State Natural Gas Pipeline Fund 

Lapse of Appropriations 

The appropriations made in Sections 5 do not lapse 

Retro activity 

If sections 2-5 take effect after November 15, 2015, sections 2-5 are 
retroactive to November 15, 2015 

Contingency 

The appropriation made in section 2-4 and 5 (b) for Pre-FEED work, is 
contingent on adoption of a work program and budget for the AK LNG 
Project by December 31, 2015 

Immediate effective date 
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WORK DRAFT WORK DRAFT 

CS FOR SENATE BILL NO. 3001(FIN) 

WORK DRAFT 

29-GS3812\I 
Wallace/Martin 

11/1/15 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-NINTH LEGISLATURE-THIRD SPECIAL SESSION 

BY THE SENATE FINANCE COMMITTEE 

Offered: 
Referred: 

Sponsor(s): SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR 

A BILL 

FOR AN ACT ENTITLED 

1 "An Act making supplemental appropriations; making appropriations to capitalize 

2 funds; and providing for an effective date." 

3 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA: 

4 * Section 1. LEGISLATIVE INTENT. (a) It is the intent of the legislature that the 

5 appropriations made in secs. 2 - 4 of this Act be accounted for separately from the unrestricted 

6 general fund. 

7 (b) It is the intent of the legislature that the appropriation made in sec. 5(a) of this Act 

8 be paid in an expedited manner, resulting in a successful state acquisition of the interest in the 

9 Alaska liquefied natural gas project currently held by TransCanada Alaska Midstream 

10 Limited Partnership by December 1, 2015. 

11 * Sec. 2. DEPARTMENT OF LAW. The sum of $10,100,000 is appropriated from the 

12 general fund to the Department of Law, civil division, oil, gas, and mining, for contractual 

13 services with law firms to assist the Department of Natural Resources in drafting and 

14 reviewing contracts related to the Alaska liquefied natural gas project and to provide legal and 

-1- CSSB 3001(FIN) 
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1 regulatory support for state participation in the Alaska liquefied natural gas project for the 

2 fiscal year ending June 30, 2016. Money may be expended from the appropriation made in 

3 this section only for work completed during the fiscal year ending June 30, 2016. 

4 * Sec. 3. DEPARTMENT OF NATURAL RESOURCES. The sum of $1 ,849,500 is 

5 appropriated from the general fund to the Department of Natural Resources, administration 

6 and support services, North Slope gas commercialization, for a marketing lead position, a 

7 marketing analyst position, work related to Federal Energy Regulatory Commission resource 

8 reporting reviews and drafting, facilities review for commercial aspects, commercial analysis 

9 and support, and audits associated with the termination of the agreement with TransCanada 

10 Alaska Midstream Limited Partnership for the fiscal year ending June 30, 2016. Money may 

11 be expended from the appropriation made in this section only for work completed during the 

12 fiscal year ending June 30, 2016. 

13 * Sec. 4. DEPARTMENT OF REVENUE. The sum of $1 ,045,500 is appropriated from the 
I 

14 general fund to the Department of Revenue, administration and support, natural gas 

15 commercialization, for personal services for work on financial analysis, project financing, 

16 governance, and the revenue aspects of marketing and taxes; for travel; for contractual review 

17 of project fmancing; and for other costs related to performing work for the Alaska liquefied 

18 natural gas project for the fiscal year ending June 30, 2016. Money may be expended from the 

19 appropriation made in this section only for work completed during the fiscal year ending 

20 June 30, 2016. 

21 * Sec. 5. FUND CAPITALIZATION. (a) The amount necessary, estimated to be 

22 $68,455,000, is appropriated from the general fund to the Alaska liquefied natural gas project 

23 fund (AS 31 .25 .110) to acquire the interest currently held by TransCanada Alaska Midstream 

24 Limited Partnership in the Alaska liquefied natural gas project. 

25 (b) The sum of $75,600,000 is appropriated from the general fund to the Alaska 

26 liquefied natural gas project fund (AS 31.25.110) to fund the state's share of preliminary 

27 front-end engineering and design work for the Alaska liquefied natural gas project. 

28 ( c) The statutory designated program receipts received as reimbursement for costs of 

29 field work paid from the Alaska liquefied natural gas project fund (AS 31 .25 .110) during the 

30 fiscal year ending June 30, 2016, estimated to be $2,900,000, are appropriated to the Alaska 

31 liquefied natural gas project fund (AS 31.25.110). 

CSSB 3001(FIN) -2-
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1 ( d) The statutory designated program receipts received as reimbursement for costs of 

2 field work paid from the in-state natural gas pipeline fund (AS 31.25 .100) during the fiscal 

3 year ending June 30, 2016, estimated to be $1 ,300,000, are appropriated to the in-state natural 

4 gas pipeline fund (AS 31.25 .100). 

5 * Sec. 6. LAPSE OF APPROPRIATIONS. The appropriations made in sec. 5 ofthis Act are 

6 for the capitalization of funds and do not lapse. 

7 * Sec. 7. RETROACTMTY. If secs. 2 - 5 of this Act take effect after November 15, 2015, 

8 secs. 2 - 5 of this Act are retroactive to November 15, 2015. 

9 * Sec. 8. CONTINGENCY. The appropriations made in secs. 2 - 4, and 5(b) of this Act are 

10 contingent on adoption of a work program and budget for the Alaska liquefied natural gas 

11 project for calendar year 2016 by the Alaska Gasline Development Corporation, ExxonMobil 

12 Alaska LNG LLC, ConocoPhillips Alaska LNG Company, and BP Alaska LNG LLC by 

13 December 31 , 2015. 

14 * Sec. 9. This Act takes effect immediately under AS Ol.10.070(c). 
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SENATE FINANCE COMMITTEE REPORT 

DATE: 10/24/15 

First Committee of Referral I /' ~ 1 
FURTHER: .f?ut..£-S 1,, ~ 

Date of 5-Day Notice: _______ _ 
(in accordance with Uniform Rule 23) 

Finance Committee considered SENATE BILL NO. 3001 

DATE TURNED 
IN TO OFFICE: 

SB 3001-APPROP: LNG PROJECT & FUND/AGDC/SUPP. 

"An Act making supplemental appropriations; making appropriations to . capitalize funds; making 
appropriations to the general fund from the budget reserve fund ( art. IX, sec. 17, Constitution of the State of 
Alaska) in accordance with sec. 12(c), ch . 1, SSSLA 2015; and providing for an effective date." 
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MEMORANDUM 

TO: Governor Bill Walker 

TIIRU: The Honorable Craig Richards 
Attorney General 

FROM: Martin T. Schultz 
Chief Assistant Attorney General 
Oil, Gas & Mining Section 

State of Alaska 
Department of Law 

DATE: October 26, 2015 

SUBJECT: AGDC's Authority to Acquire 
TransCanada' s Interest in the 
AKLNG Project 

Question: Does the Alaska Gasline Development Corporation (AGDC) have legal 
authority to acquire TransCanada's interest in the Alaska Liquefied Natural Gas 
(AKLNG) Project gas treatment plant (GTP) and pipeline? 

Brief Answer: Yes. Senate Bill 138 amended AGDC's statutes to provide AGDC with 
authority to "acquire an ownership or participation interest in an Alaska liquefied natural 
gas project, natural gas treatment facilities, [ and] natural gas pipeline facilities ... related 
to the infrastructure of an Alaska liquefied natural gas project .... " 1 AGDC has 
statutory authority to acquire TransCanada's interest in the AKLNG Project. 

ANALYSIS 

1. AGDC's Purpose Includes Developing and Advancing an AKLNG Project 

Senate Bill 138 expanded AGDC's purpose to include developing and advancing an 
Alaska liquefied natural gas project: "The corporation shall, for the benefit of the state, 
to the fullest extent possible, develop ... an Alaska liquefied natural gas project," and 
"advance an Alaska liquefied natural gas project by developing infrastructure and 
providing related services, including services related to transportation, liquefaction, a 
marine terminal, marketing, and commercial support .... "2 

The AKLNG Project satisfies the statutory definition of an "Alaska liquefied natural gas 
project," which is defined as: "a natural gas project as described in AS 31.25.005(5) that 
includes collectively, the Prudhoe Bay unit gas transmission line, the Point Thompson 

1 AS 31.25.080(a)(23). 

2 AS 31.25.005 (1), (5). 

1 



unit gas transmission line, a gas pipeline, the gas treatment plant, a liquefied natural gas 
1 d . . 1 ,,3 p ant, an a marine terrmna .... 

AGDC's statutory purpose therefore includes developing and advancing the AK.LNG 
Project. 

2. AGDC's Powers and Duties Provide Express Authority for AGDC to 
Acquire TransCanada's AKLNG Interest 

Senate Bill 138 also amended AGDC's powers and duties to provide AGDC with 
authority to acquire an ownership interest in the AKLNG Project components. Paragraph 
23 of AS 31.25 .080( a) provides that AGDC may, "except as provided in (g) of this 
section, acquire an ownership or participation interest in an Alaska liquefied natural gas 
project, natural gas treatment facilities, natural gas pipeline facilities, liquefaction 
facilities, marine terminal facilities related to the infrastructure of an Alaska liquefied 
natural gas project .... "4 This paragraph provides AGDC with explicit authority to 
acquire TransCanada's interest in the gas treatment and pipeline facilities. This 
paragraph also provides AGDC with authority to hold the State of Alaska's interest in the 
AK.LNG Project liquefaction facilities, which AGDC has held since 2014, as was clearly 
intended by the legislature. 

Subsection (g) of AS 31.25 .080 provides that TransCanada' s interest may not be 
acquired by an "entity or subsidiary" of AGDC that is advancing an in-state natural 
gas pipeline, such as the Alaska Stand Alone Pipeline (ASAP):5 "The power in 
(a)(23) of this section may not be exercised by an entity or subsidiary of the 
corporation that is advancing the development of an in-state natural gas pipeline ... "6 

This subsection does not prohibit the corporation from acquiring TransCanada' s 
AKLNG interest, even if AGDC continues to work on the in-state Alaska Stand Alone 

3 AS 31.25.390(7). "Gas pipeline," "gas treatment plant," "liquefied natural gas plant," 
"marine terminal," "Point Thomson unit gas transmission line," and "Prudhoe Bay unit 
gas transmission line" are defined terms. AS 31.25.390(7)(A)-(F). The AK.LNG Project 
components satisfy those definitions. 

4 AS 31.25.080(a)(23). 

5 See Senate Bill 138 Sectional Analysis, at 2 (noting that SB 138 "adds a new 
subsection to AS 31.25.080 to direct that an entity or subsidiary of the corporation 
pursuing the in-state natural gas pipeline may not pursue an AK LNG project (AS 
3 l .25.080(a)(23))"). 

6 AS 31.25.080(g). 
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Pipeline (ASAP). If subsection (g) was interpreted to prohibit the corporation from 
acquiring an interest in components of the AK.LNG Project while the corporation 
completed work on ASAP, AGDC would also have been prohibited from holding the 
interest in the liquefaction facility that they have held since 2014. Such a reading 
would be contrary to legislative intent. 

3. AGDC's Liquefied Natural Gas Project Fund Can be Used to Pay for 
Future Expenses Associated with TransCanada's Interest 

Senate Bill 138 also established the Alaska liquefied natural gas project fund in AGDC, 
which can be used for any of the powers and duties discussed above. AGDC may use 
money appropriated to the Alaska liquefied natural gas project fund "without further 
appropriation ... for purposes related to an Alaska liquefied natural gas project .... "7 

AGDC may therefore use money appropriated to this fund for future AKLNG Project 
cash calls and expenses associated with the TransCanada interest it acquires. 

In summary, Senate Bill 138 amended AGDC's statutory purpose, powers and duties, and 
funds to provide AGDC with the authority and ability to acquire TransCanada' s interest 
in the AKLNG Project gas treatment and pipeline facilities. No statutory amendments 
are necessary for AGDC to acquire TransCanada's interest in the AKLNG Project. 

7 AS 31.25.110. 
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THE STATE 
01ALASKA 

GOVERNOR BILL WALKER 

October 30, 2015 

To Whom It May Concern: 

Department of Natural Resources 
COMMISSIONER'S OFFICE 

550 w. 7lh #1400 
Anchorage, AK 99501 

Main: 907.269.8431 
Fax: 907.269.8918 

The Alaska State Legislature is currently considering a bill (SB 3001) that would, among other things, appropriate 

funds to the Alaska Gasline Development Corporation (AGDC) to pay for the termination of TransCanada Alaska 

Midstream LP's (TC LP) services in the Alaska Liquefied Natural Gas Project (AKLNG Project). Under the Alaska 

LNG Midstream Services Precedent Agreement (Precedent Agreement), DNR is entitled to terminate TC LP's 

services. Upon such a termination, DNR is obligated to pay a termination amount and, once payment in full has 

occurred, DNR may elect to have TC LP or its assets conveyed to DNR or its designee affiliate. AGDC is an 

"affiliate" of DNR for purposes of the Precedent Agreement. 

If the Alaska State Legislature approves the appropriation contemplated in SB 3001, the Department of Natural 

Resou rces (DNR) intends to provide a termination notice under the Precedent Agreement and to elect to receive 

a "partnership interest conveyance" under the Transporter Conveyance Mechanics (Schedule F) incorporated 

into t he Precedent Agreement. DNR will then designate AGDC as its affiliate to take an assignment of t he TC LP 

partnership interest. The Department of Law has drafted the legal instrument that will convey the TC LP 

partnership interest to AGDC shou ld the Legislature approve the appropriation contemplated in SB 3001. 

Existing agreements between the AKLNG Project parties contemplate AGDC's acquisition ofTC LP's interest in 

the AKLNG Project, and the Department of Law has confirmed that AGDC has legal authority to acquire that 

interest. 

Please let me know if you have any further questions or concerns regarding this issue. 

Sincerely 

Mark Myers 

Commissioner 

State of Alaska Department of Natural Resources 



STATE CAPITOL 
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907-46S-3SOO 

fax: 907-46S-3S32 

October 30, 2015 

Governor Bill Walker 
STATE OF ALASKA 

Dear Members of the 29 th Alaska State Legislature: 

SSO West Seventh Avenue, Suite 1700 
Anchorage, AK 99SOl 

907-269-74SO 
fax 907-269-7461 

www.Gov.Alaska.Gov 
Governor@Alaska.Gov 

In response to questions that have emerged as part of this Special Session, I wish to provide clarity 
on: "who's in charge?" and "where does the authority for gas marketing lie?" 

This process was already in place when this administration took office, as was a vast majority of the 
organizational chart. While we have made minor adjustments, we expect that following the buyout 
of TransCanada's interest in the project we may make further changes within the confines of SB 
138. 

I recognize and support the Alaska Gasline Development Corporation's (AGDC) responsibilities, 
which are statutorily authorized in AS 31.25.080(a)(23) around ownership interests and AS 31.25.005 
(1), (5) regarding infrastructure and services. A legal memo has been shared with the Legislature, and 
is again enclosed herein, that makes dear AGDC has the authority to acquire and hold 
TransCanada's interest in the AKLNG Project. 

What is also clear in statute (AS 38.05.020), is the authority of the Department of Natural Resources 
around Gas Marketing and the State's share of royalty and tax gas. I fully support the Department of 
Natural Resources' and the Department of Revenue's authorities and obligations to negotiate the 
associated commercial agreements and dispose of the gas from an LNG export project, as identified 
in statute. The Department of Natural Resources currently markets the State's Royalty Oil and, in 
consultation with the Department of Revenue, will tnake the determination on how the State's 
Royalty and Tax Gas will be marketed. 

Also attached is a letter from Commissioner Myers at the Department of Natural Resources 
regarding the transfer of interest from TransCanada to AGDC. 

Finally I wish to clarify that as the Chief Executive and Governor, I am the person in charge of the 
Executive Branch responsibilities associated with the AKLNG Project. 

I want to thank each of you for your hard work during this special session to advance the gasline. 

Sincerely, 

2~ 4:/~ 
Bill Walker 
Governor 

Enclosure: Memorandum on AGDC Authority 10-26-15 
AGDC Transfer Letter from DNR 
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ARTICLES OF INCORPORATION 

OF 

AGDC GAS AGGREGATOR CO. 

R 

AK Entity #: 10032715 
Date Filed: 10/01/2015 

State of Alaska, DCCED 

SEP 2 8 2015 
Anchorage 

Division of Corporations, Business 
and Professional Licensing 

c.c. 5"0Q!!_~ 

The undersigned, acting as the incorporators under the provisions of the Alaska Nonprofit 
Corporation Act (AS 10.20), adopt the following Articles of Incorporation for the Corporation: 

ARTICLE I 
NAME 

The name of this Corporation is AGDC GAS AGGREGA TOR CO. 

ARTICLE II 
DURATION 

The Corporation's duration will be perpetual. 

ARTICLE III 
PUBLIC CORPORATION 

(a) The Corporation shall be a corporation incorporated under the Alaska Nonprofit 
Corporation Act (AS 10.20) and provisions of AS 31.25, as amended through ch. 14, SLA 2014 
(collectively, "Enabling Statutes"). As such, the Corporation shall be a public corporation and 
government instrumentality of, but having a legal existence independent and separate from, the 
State of Alaska. The Corporation shall be a subsidiary of, but separate and apart from, the Alaska 
Gasline Development Corporation ("Sole Member"), a public corporation and government 
instrumentality of, but having legal existence independent of and separate from, the State of 
Alaska. 

(b) The Corporation will have only one class of voting members consisting solely of 
the Sole Member. Except as otherwise stated in these articles, member rights will be set forth in 
the Corporation's Bylaws. 

ARTICLE IV 
PURPOSE, POWERS 

. _. __ · : __ :-. ·.: · .. · · .(a) The Corporation is formed for the purpose ·of acquiring natural gas from the North 
Slope, and natural -gas from other regions of the state, including the state's outer continental shelf, 

m 111 ,rn ~ 11111 
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RECEIVED 
Juneau 

OCT O f 2015 

CBPL 

RECEIVED 
ANCHORAGE 

SEP 28 2015 
Division al Corporations 

Business and Professional Ucensln1 
and making that natural gas available to markets in the state, including the delivery of natural gas, 
including propane and other hydrocarbons associated with natural gas other than oil, to coastal 
communities in the state, or any other purpose identified in AS 31.25.120 as amended from time 
to time, all at the direction of the Sole Member. The Corporation will accomplish this purpose 
through powers set forth in (b) of this Article IV. 

(b) The Corporation shall have the power to borrow money and issue bonds as evidence 
of that borrowing, and, as granted by the Sole Member under AS 3 1 .25, shall have all the powers 

_ _ of a corporation formed under AS 10.20, as amended from time to time, to the extent not in conflict 
with AS 31 .25, and shall have the powers and authorities as set forth in these articles, generally, 
and all powers as possessed by the Sole Member through AS 31.25, as amended from time to time. 

ARTICLEV 
DIRECTORS 

(a) The number of directors constituting the initial board of directors of the Corporation 
shall be the same as the Sole Member's board of directors. The board will consist of the same 
directors as the Sole Member's board of directors. Any person who serves as the designee of any 
director on the Sole Member's board of directors shall also be the designee of such director for 
purposes of the Corporation's board of directors. The term of a director shall be the same term as 
the director's term on the Sole Member's board of directors. 

(b) In the event an individual serving as a director no longer serves as a director on 
Sole Member's Board of Directors, that director position on the Corporation's board of directors 
shall immediately become vacant and shall be filled with the individual replacing that director on 
the Sole Member's board of directors. 

(c) The names and addresses of the persons who are to serve as the initial directors of 
the corporation are as follows: 

John Burns 
PO Box 83594 
100 Cushman St, Ste. 311 
Fairbanks, AK 99701 

Dave Cruz 
3852 North Clark-Wolverine Rd. 
Palmer, AK 99645 

ARTICLES OF INCORPORATION 
AGDC Gas Aggregator Co. 
Page 2 of 6 
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Commissioner Heidi Drygas 
IO 16 West 6th A venue, Ste. 40 I 
Anchorage, AK 99501 

Commissioner Chris Hladick 
PO Box 110800 
Juneau, AK 99811 

Hugh Short 
Pt. Capital 
188 W. North Lights Blvd., Ste. 920 
Anchorage, AK 99503 

Rick Halford 
PO Box 771209 
Eagle River, AK 99577 

Joey Merrick 
2501 Commercial Dr. 
Anchorage,AK 99501 

RECEIVED 
ANCHORAGE 

SEP 28 2015 
Division of Corporations 

PO Box I 1114§uslness m,-d Pmfbsslonal Ucsnslng 
Juneau,"AK 99811 

RECEIVED 
Juneau 

OCT O t 2015 

CBPL 

These initial directors shall serve for the first term of the Corporation's board of directors, subject 
to the terms of this Article V. 

(d) When voting on whether the Corporation will take an action as set forth in these 
articles, each director shall owe his or her primary fiduciary duty and obligation to the Corporation, 
including, without limitation, the Corporation's creditors, and not to the Sole Member. The Sole 
Member shall be deemed to have consented to this statement by virtue of approval of the 
establishment of the Corporation. 

ARTICLE VI 
NOT FOR PROFIT 

(a) All income and earnings of the Corporation shall be used exclusively for its 
corporate purposes, subject to the Corporation's responsibilities under its obligations, including 
but not limited to, the Obligations. 

(b) Except as expressly provided in these articles or the Enabling Statutes, no part of 
the income or earnings of the Corporation shall inure to the benefit or profit of, nor shall any 
distribution of its property or assets be made to any member, dir:ector, or officer of the Corporation 
or private person, corporation or individual, or to any other private interest. 

ARTICLES OF INCORPORATION 
AGDC Gas Aggregator Co. 
Page3 of6 



ARTICLE VII 
PRINCIPAL OFFICE 

RECEIVED 
SEP 2 8 2015 
ANCHORAGE 

Division of Corporations, Business 
and Professional Llce~sing 

The principal office of the Corporation shall be located in the State of Alaska and may be 
in a facility leased from the Sole Member. 

ARTICLE VIII 
REGISTERED AGENT 

The initial registered agent of the corporation will be Kenneth E. Vassar, and the address 
of the initial registered office for the Corporation will be c/o Alaska Gasline Development 
Corporation, 3201 C Street, Suite 200, Anchorage, Alaska 99503. 

ARTICLE IX 
IN CORPORA TORS 

The names and addresses of the incorporators of the Corporation are as follows: 

Kenneth E. Vassar 
3201 C Street, Suite 200, Anchorage, AK 99503 

Jason Iverson 
3201 C Street, Suite 200, Anchorage, AK 99503 

Lisa C. Lauterbur 
3201 C Street, Suite 200, Anchorage, AK 99503 

ARTICLES OF INCORPORATION 
AGDC Gas Aggregator Co. 
Page 4 of 6 
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Juneau . ANCH.ORAGE 
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ARTICLE' X 

FINAL DISTRIBUTION 
Division of CorporaUons 

CBPL Business and Professional Ucanslnr 

Upon the winding up and dissolution of the Corporation and after paying or adequately 
providing for the . debts and obligations of the Corporation, including debts to holders of 

-outstanding Obligations or other indebtedness, if any, the remaining assets will be distributed to 
the State of Alaska. In the event that the State of Alaska is unwilling or unable to accept such a 
distribution, that remaining distribution will be made to the Sole Member. 

IN WITNESS WHEREOF, the undersigned incorporators of the Corporation have 
hereunto set their hands this 28th day of September 2015. 

·~~ J anlverson, lncorpoator · 

STATE OF ALASKA ) 
) ss: 

THIRD JUDICIAL DISTRICT ) 

THIS CERTIFIES on this 28th day of September 2015, before me, the undersigned Notary 
.Public in and for the State of Alaska, personally appeared Lisa C. Lauterbur, known to me and to 
me known to be the incorporator in the foregoing ARTICLES OF INCORPORATION; that she 
knows the contents of the foregoing and that each and all of said facts and matters are true and 
correct to the best of his information and belief. 

SUBSCRIBED AND SWORN to before me this 28th day of September 2015. 

STATE OF ALASKAe· 
NOTARY PUBLIC .. 
Doreen L. Calahan 
My Comm1881on Expires with office 

ARTICLES OF INCORPORATION 
AGDC Gas Aggregator Co. 
Page 5 of6 
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STATE OF ALASKA ) OCT O 1 2015 SEP 28 2015 

THIRD JUDICIAL DISTRICT 
) ss: Division of GorporaUons 
) · CBPL Business and Professional UcanslnQ 

THIS CERTIFIES on this 28th day of September 2015, before me, the undersigned Notary 
Public in and for the State of Alaska, personally appeared Kenneth E. Vassar, known to me and to 
me known to be the i"ncorporator in the foregoing ARTICLES OF INCORPORATION; that he 
knows the contents of the foregoing and that each and all of said facts and matters are true and 
correct to the best of his information and belief. 

SUBSCRIBED AND SWORN to before me this 28th day of September 2015. 

STATEOFALAsKAe I 
NOTARY PUBLIC . 
Doreen L. Calahan 
My Commission e.~· ·"'1'98 with office ------· . --· 

ST ATE OF ALASKA 

THIRD JUDICIAL DISTRICT 

) 
. ) ss: 
) 

bh~d. ~ 
Notary Public in and for Alaska 
My Commission Expires: V'·~ of6K.. 

THIS CERTIFIES on this 28th day of September 2015, before me, the undersigned Notary 
Public in and for the State of Alaska, personally appeared Jason Iverson, known to me and to Iile 
known to be the incorporator in the foregoing ARTICLES OF INCORPORATION; that he knows 
the contents of the foregoing and that each and all of said facts and matters are true and correct to 
the best of his information and belief. 

SUBSCRIBED AND SWORN to before me this 28th day of September 2015 . 

STATE OF ALASKA-,. 
NOTARY PUBLIC . 
Doreen L. Calah~n 
My Commission Ex,~trea with office 

ARTICLES OF INCORPORATION 
AGDC Gas Aggregator Co. 
Page 6 of6 
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STATF. CAr'ITOL 
P.O. Box I 10001 

Juneau, AK 99811 -0001 
907-~65-3500 

fax; ')07-465-3532 

October 14, 2015 

State AKLNG Team: 

Governor Bill Walker 
STATE OF ALASKA 

550 West SL-Venth Avenue. Swtc I 700 
Anchorage, AK 99 50 I 

907-269-74SO 
fax 907-269°7461 

IVI\W.Go\tAla)ka.Gov 
Govcrnor@Alaska. Gov 

To ensure a coordinated State voice, I have asked the \ttorney General to manage all written 
communications with the legislature until the conclusion of the special session. Effective 
immediatdy, please send any written correspondence, presentations, or other materials to the 
Attorney General for approval before they are shared outside of the State AKI.NG Tc.':lm. 

When providing communications for approval, please include "SPECIAL SESSION REVIEW" in 
the subject line of your email. In addition, please copy Darwin Peterson in the Legislative Office and 
Nancy I<orting in the Attorney General's office. The Attorney General will make every effort to 
review materials promptly. 

Finally, all members of the State A.KLNG Team who are expected to testify before the Legislature 
during the special session should plan to be in Juneau no later than Wednesday, October 21. We will 
use this time prior to the start of the special session for team planning and preparation. 

Thank you all for your efforts to make this a successful special session. I appreciate your hard work. 

Sincerely, 

~~4:V~ 
Bill Walker 
Governor 
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THE STATE 

01ALASKA 
GOVERNOR BILL WALKER 

October 23, 2015 

The Honorable Pete Kelly 
Co-Chair, Senate Finance Committee 
Alaska State Legislature 
State Capitol, Room 518 
Juneau, AI< 99801-1182 

Dear Co-Chair Kelly and Co-Chair MacKinnon, 

Office of the Governor 
OFFICE OF MANAGEMENT AND BUDGET 

Pat Pitney, Director 

Court Plaza Building 
240 Main Street, Suite 802 

Juneau, Alaska 99811-0020 
Main: 907.465.4660 

Fa x: 907.465.2090 

The Honorable Anna MacI<innon 
Co-Chair, Senate Finance Committee 
Alaska State Legislature 
State Capitol, Room 516 
Juneau, AK 99801-1182 

Thank you for the opportunity to answer the Committee's questions about the Governor's budget 
philosophy before the Senate Finance committee on October 5, 2015. The following is in response to 
questions posed by the committee during the hearing for distribution to the members. 

1. What is the daify "bum rate" on our savi11gs acco11nts? Given a price of $50 per barrel of oil scenario, what date 
will our savings accounts be depleted? 

Based on $SO/bbl oil, the expected FY16 CBR draw is about $3.2 billion, which is equivalent 
to spending about $8.8 million daily ($3.2 billion/365=$8.76 million per day). 

If the price of oil stays at $SO/bbl, we estimate savings account will be depleted by early 
September, 2018. 

NOTE: Division of Finance and the Department of Revenue do cash projections, "burn 
rates", projected daily spending, and cash transfers from savings (CBR) to the GF based on 
actuals. There are often timing and other differences to budget. Our response provides a 
mathematical calculation of the daily budget spend and the anticipated CBR depletion date. 
This is important in case a different number on the daily "burn rate" is provided and there is 
confusion. 

2. Will your administration introduce legislation this session that 1vill utilize the Permanent Fimd to help balance 
future budget shortfalls? 

The Administration is in the process of developing an overall plan and will be introducing 
legislation. 

3. Has the administration reevaluated its revenue forecast given the current price of oil? What is the current budget 
deficit projected at current oil prices? 
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Based on $50/bbl, FY16 budget deficit is projected at $3.2 billion. The table below shows the 
projected deficit at various oil prices. 

Oil Price (per barrel) FY16 Projected Deficit ($billion) 

$75 $2.5 
$70 $2.6 

$66 (official Spring Forecast) $2.7 
$65 $2.8 
$60 $2.9 
$55 $3.1 
$50 $3.2 
$45 $3.3 
$40 $3.4 

4. What price per barrel are yo11 using to budget for FY 2017 and what shortfall will it create? 

The Fall Revenue Forecast will be released soon. It will likely reduce oil price projections 
from the spring. We are using $45 - $60 as our range in the budget development process. 
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5. Provide an tpdate on current bargaining agreements and their financial impact on f11t11re budgets. In addition, what 
impact did the unallocated reduction, used to pqy for FY16 salary increases, have on the rest of the budget? 

An d up ate on current b ar~11n1n~ agreements 1s summarize 1Il eta e . d . th bl bel ow. 
Contracts currently in negotiations (exoiredJune 30, 2015) 
Labor, Trades and Crafts (LTC) State's last proposal contained a zero COLA for 

each of the three years 
Teacher's Education Association of Mt. State's last proposal contained a zero COLA for 
Edgecumbe (TEAME) each of the three years 
Marine Engineers Beneficial Association Expired July 1, 2014. MEBA has not sent the 
(MEBA) contract to its members for a ratification vote. 

A zero COLA is in effect until the contract is 
ratified. 

Contracts that will be negotiated this fall (exoire June 30, 2016) 
Alaska State Employees Association (ASEA)- ASEA has sent a request to begin negotiations at 
representing the General Government Unit the end of October 
(GGU) 
Alaska Public Employees Association (APEA)-
representing the Supervisory Unit (SU) 
Confidential Employees Association (CEA) 

Contracts currently under agreement 
Public Safety Employees Association (PSEA) Expires June 30, 2017 

2% COLA due for FY1 7 
Alaska Vocational Technical Center Teachers' Expires June 30, 2017 
Association (A VTECTA) 1 % COLA due for FY17 
Masters, Mates and Pilots (MM&P) Expires June 30, 2017 

2% COLA due for FY17 
Inland Boatmen's Union of the Pacific (IBU) Expires June 30, 2017 

2% COLA due for FY17 
Alaska Correctional Officers Association Expires June 30, 2018 
(ACOA) 1% COLA due for FY17; 2.25% COLA due for 

FY18 
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The executive branch absorbed the entire $29.8 million unallocated reduction, thus the 
legislative and judicial branches were held harmless. Each agency has gone through and 
identified individual reductions to accommodate the reduction. The unallocated reduction on 
the budget means a $29.8 million reduction on top of the $340 million cut in the agency 
operations. 

FY2016 Enacted Departrrent Sumnary 
Unallocated Reduction 

Non-Formula 
Administration 
Commerce 
Corrections 
Educ & Early Devel 
Environ Conservation 
Fish and Game 

Governor 
Health & Social S\l::S 
Labor & Workforce 
Law 
Alaska Aerospace Corp 
Military & Veterans Affairs (Except AAC) 
Natural Resources 
Public Safety 

Revenue 
Transportation 

Executive Agencies Non-Formula 

University of Alaska 
Judiciary 
Leoislature 

UGF 

FY2016 
FY2015 CCHB2001 From 

Management Plan Leg Finance 

86,030.2 76,383.9 
40,454.3 27,707.3 

297,654.4 281 ,1 78.0 
57,419.6 42,363.3 
22,472.1 20,468.5 
79,387.8 66,443.3 

33,609.5 23,538.9 
388,277.2 368,277.9 
33,448.0 26,249.6 
61 ,275.3 53,973.3 

6,084.3 100.2 
18,1 05.3 16,765.8 
88,072.8 71 ,464.3 

171 ,553.2 163,274.3 
33,831 .4 29,515.2 

278,604.6 247,963.9 
27,000.0 -29,800.0 

1,723,280.0 1,485,867.7 

370,599.7 355,787.0 
111,866.3 110,402.9 
77,622.0 73,397.9 

%UGF 
FY15 Mgt 

FY2016w Plan to 
COLA by Dist of Dislof FY16w 

Dept Unalloc. Unalloc. Unalloc. 

994.6 -1,216.6 75,167.3 -12.6% 
339.1 -1,100.0 26,607.3 -34.2% 

2,450.1 -3,891 .5 277,286.5 -6.8% 
329.8 -674.8 41 ,688.5 -27.4% 

375.2 -375.2 20,093.3 -10.6% 
1,347.9 -1,347.9 65,095.4 -18.0% 

388.9 -388.9 23,150.0 -31 .1% 
4,666.5 -5,864.3 362,413.6 -6.7% 

235.3 -418.1 25,831 .5 -22.8% 
927.7 -927.7 53,045.6 -13.4% 

-100.2 -100.0% 

274.2 -274.2 16,491 .6 -8.9% 
1,062.0 -1, 138.3 70,326.0 -20.2% 

1,457.7 -2,600.6 160,673.7 -6.3% 

532.2 -532.2 28,983.0 -14.3% 
1,393.9 -3,949.5 244,014.4 -12.4% 

-100.0% 
16,775.1 -24,800.0 1,490,867.7 -1 3.5% 

10,073.0 -5,000.0 350,787.0 -5.3% 

2,279.5 110,402.9 -1 .3% 

1,171.3 73,397.9 -5.4% 
-29,800.0 

6. Update the committee on af!Y privatization activities the administration is p11rs11ing at this time and the potential 
savings thry mqy achieve. 

Health & Social Services 
DHSS is currently discussing the privatization option and feasibility for the Alaska Pioneer 
Homes and the Alaska Psychiatric Institute (API) . They are intending on having a Request for 
Letters of Interest prior to the start of session. 

Pioneer Homes (6) 
Anchorage 
Fairbanks 
Juneau 

Ketchikan 
Palmer 
Sitka 
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Labor and Workforce Development 
Given the reduced federal funding available to support physical Job Centers, the Department 
is going to look for opportunities where private, non-profit, or local governments can take 
over providing Job Center services in their communities. For example, as of July Job Center 
services in Barrow are being offered through the North Slope Borough Mayor's Job Program. 
The Department is also developing a partnership with the library in Mt. View to better reach 
the individuals in that community without creating another Job Center, which is not 
financially feasible. 

Under the federally-funded Workforce Innovation and Opportunity Act, the Vocational 
Rehabilitation program must provide more pre-employment and training services to disabled 
youth transitioning from high school, and we are doing this through private and non-profit 
community service providers. 

The Department is also participating in the cross-department review of collections, and this 
will likely result in the privatization of collection activities (mostly from overpaid 
unemployment benefits). 

Department of Administration and the Shared Services Model 
In May we held an all-department retreat to consider cross-departmental efficiency initiatives . 
Eleven initiatives were adopted which are shown below. 

Initiative 

Train and implement process improvement principles stat ewide 

Travel process revamp 

Renegotiate Procurement/ lease Cont racts for 10-20% Savings St atewide 

Implement IRIS 

Smart Justice 

Unified facility maintenance management 

Cent ra l collections office for agency fines, debts and attachments 

Re-examine charge back system between departments 

Streamline billing for Law 

Minimize the number of prisoner t ransports through better use of technology 

Stat ewide IT consolidation; call centers, disast er recovery, helpdesk staff, data storage 

In September, the Department of Administration entered into a contract with a public sector 
shared services consultant. 

• Several of the 11 initiatives are candidates for Shared Services 
o Travel process 
o Implement IRIS (fiscal, accounts payable, procurement) 
o Unified facility maintenance 
o Centralized collections (see next page for details) 
o Charge back system 
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o IT consolidation 
Shared services targets administrative or support functions performed by multiple 
departments in a silo-ed and non-standard way. 

• Standardizes the function 

• Incrementally takes down the silos, and consolidates the function into a shared 
services organization 

• Improves the function; eliminates unnecessary processes 

• Ultimately automates the function 

• Establishes daily performance metrics for the function 
Shared services does not generally privatize the function. 

• We are evaluating outsourcing for state debts not currently being collected. 
o In Ohio, the shared services organization outsourced uncollected debt. 
o New cash flow from uncollected debt was used to defray the rates of the shared 

services organization. 
Shared services can reduce costs 

• 30% cost-reduction estimates 
Shared services can improve quality 

• In Ohio, if performance metrics are met, bonus pay; if not met, termination in 60 
days 

Shared services can reduce delay 

• In Ohio, reduction of accounts payable from 56 days to 1.7 days 
Collections 

• Collections for FY2015: about $39.2 million 

• Total unpaid balance: about $398 million 

• Number of accounts: about 387,400 
• Current number of employees: 30 

These totals include debts owed to the State and victim restitution which may be owed to a 
third party. Note that a significant portion of the unpaid balance is not viably collectible. 
Most of the accounts are debts ordered in criminal cases and many debtors may be in jail or 
simply do not have any money. For example, one debtor owes over $17 million in restitution 
for shooting the pipeline. 

7. Has your administration taken a1!)1 additional budget reductions since the end of the second special session? 

There have been no other budget reductions besides the allocation of the $29.8 million 
unallocated reduction. 

8. What is the administration's best guess estimate on an FY16 Supplemental? 

There are four supplemental requests known at this time. However, it is early in the fiscal year 
and difficult to know how many more to expect. Two are identified in the Department of 
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Health and Social Services, Office of Children's Services, and Division of Juvenile Justice; 
TransCanada buyout and related gas line costs; and an organizational grant for Big Lake per 
AS 29 .05.180 to the Department of Commerce, Community and Economic Development. 

9. Is the Administration going to pursue Pension Obligation Bonds the session? lf so, please provide information on 
their impact to the operating budget and the 1mfimded liability. 

The Administration has not made a decision on whether Pension Obligation Bonds (POB) 
will be a part of FY17 budget request. Decisions on POB will require a significant level of due 
diligence and assessment of market timing. 

The Department of Revenue is analyzing the savings possibilities through an issuance of 
POB. Depending on the size of the issue we would expect annual budget savings of $20 
million or more. 

POB is a state supported taxable issuance of debt. It can save the state money over the long 
term if the investment return on the bond proceeds exceeds the debt service costs 

Current estimate of debt costs is 5.3% and current investment return assumption is 8.0%. 

POB may make sense, for instance, where the state is already paying for unfunded pension 
liabilities (past service costs). For example, the State pays the majority of TRS past service 
costs through GF funded state assistance in the operating budget. TRS state assistance will 
be approximately $131 million in FY17 increasing to $332 million by FY39. POB debt service 
on remaining TRS unfunded liability ($2.3B) would be approximately $153 million fixed for 
30 years. 

Funding up TRS could help system deal with liquidity demands as benefit cash flow increases 
in this closed plan. 

Also, it can provide additional security for constitutionally secured promise in low oil price 
environment. 

The Alaska Pension Obligation Bond Corporation was legislatively established in 2008, and 
authorized to issue up to $SB in pension obligation bonds. 

Currently a variety of PERS/TRS approaches under consideration and the risk is real because 
investment proceeds at some point will earn less than 8.0% in a particular year. The current 
25 year pension system return is 7.97%. 

10. Please update the committee on the impact ef the recent!J adopted expansion ef the Medicaid Program. 
a. Has the Xerox rystem been certified by the Federal Government? lf not, when? 
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As of September 27, 2015, there were 1,775 individuals enrolled in the new Medicaid 
expansion group. Four hundred thirty-seven of these were formerly on the 100% state 
funded program Chronic and Acute Medical Assistance (CAMA) so their medical costs have 
shifted to 100% federal funding. 

The number of Medicaid applications received in September doubled compared with July or 
August. The new electronic method of applying for Medicaid is seeing results. Twenty-seven 
percent of the September applications were electronic compared with fifteen percent in July 
and eighteen percent in August. 

Due to the lapse of time involved for providers to bill Medicaid, we have not yet begun to 
calculate actual expenditures. (fhis is not a Xerox issue, rather a timing issue.) 

The Department plans to apply for system certification in December. We expect CMS to 
come on-site the first quarter of next calendar year. 

11. Will the Administration be requesting additional money for the AKLNG prqject, including a proposal to bt!)I out 
TransCanada? 

A request for additional funding for the AKI.NG project, including a proposal to buy out 
TransCanada, will be proposed during the special session. 
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12. Does the Administration anticipate implementing a hiringfreeze in the future? 

We do not anticipate implementing a hiring freeze because every business unit has different 
needs. Instead of a hiring freeze, each agency is scrutinizing every vacancy and not filling 
positions that become vacant when viable. Formal guidance will be provided for this process. 
Though we are facing extremely challenging times, people still retire or move to other jobs. 
When this occurs, every effort is used to take advantage of the vacancy for savings; however 
some positions must be replaced. 

Also, in these challenging times, flexibility to restructure is necessary to increase efficiencies. 
This may require elimination of some positions, while creating the need for other, yet fewer, 
positions. In order to reduce the overall workforce, it may be necessary to hire workers with a 
different set of skills. We do not want to impede any department efficiency, streamlining, or 
cost reduction efforts with additional administrative requirements. 

Other Cost Saving Measures being used by Departments 

The table below shows which departments are currently using furloughs to realize savings. 
These were imposed by the agencies. 

# of Positions # of Days Savings 

45 
278 
197 

5 
22 

2-4 

$117,800 
$238,800 
$206,000 

DNR 
Law 
DOA 
HSS Has not yet decided how to implement 

Please let me know if you have additional questions. 

Sincerely, 

c::Z t:£4~ 
Pat Pitney 
Director 

cc: David Teal, Director, Legislative Finance 
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Subject: 

Dear Senator MacKinnon, 

Peterson, Darwin R (GOV) <darwin.peterson@alaska.gov> 
Saturday, October 31, 2015 9:20 AM 
Sen. Anna MacKinnon 
Laura Pierre 
Response to Question from Senator MacKinnon 

In response to the question you posed to me in Senate Finance during the hearing on October 30th, I offer the following 
response: 

When the Governor stated that SB 138 was fundamentally flawed, he was speaking primarily about the issue of project 
certainty. He has spoken many times about the need for adequate provisions to ensure a partner who withdraws from 
the project will still commit the gas they control, and has expressed his concern that the time line of the project could be 
limited by the slowest and most reluctant partner. 

The letters he received last week from the producer partners helped alleviate these concerns, enough so that he 
removed the Reserves Tax bill from the special session call. However, he remains aware that we need continued 
attention to project timelines and deadlines, with adequate protections for the state in the event one or more partners 
seeks to slow the process. He believes this can be done via negotiations within the framework of SB 138, and therefore 
sees no reason to seek specific statutory amendments at this time. 

Regards, 
Darwin Peterson 
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