RESOLUTION 2015-03

A RESOLUTION OF THE BOARD OF DIRECTORS OF THE ALASKA GASLINE
DEVELOPMENT CORPORATION DIRECTING STAFF TO VOTE TO APPROVE THE
WORK PROGRAM AND BUDGET FOR THE ALASKA LIQUEFIED NATURAL GAS
PROJECT

WHEREAS, the Project Subcommittee of the AKLNG project has presented its recommended
Work Program and Budget (“WPB”) to the Project Management Committee of the AKLNG
project for its review and decision; and

WHEREAS, TransCanada Alaska Midstream Holdings Inc., TransCanada Alaska GP Inc.,
TransCanada Alaska Midstream LP (“TAMLP”) and the State of Alaska have entered into a
Purchase and Sale Agreement dated as of November 20, 2015 (the “PSA”); and

WHEREAS, pursuant to the PSA, the Alaska Gasline Development Corporation (“AGDC”)
will receive both the general partner interest and the limited partner interest (together, the “Limited
Partnership Interests™) in TAMLP; and

WHEREAS, as the holder of the Limited Partnership Interests in TAMLP, AGDC will be
entitled to vote for the WPB for the entirety of the State of Alaska’s interest in the AKLNG project;
and

WHEREAS, Chapter 1 TSSLA 15, appropriates $75,600,000 from the general fund to the
Alaska liquefied natural gas project fund (AS 31.25.110) to fund AGDC’s share of the WPB for
2016 and 2017,

NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF DIRECTORS OF THE
ALASKA GASLINE DEVELOPMENT CORPORATION THAT:

1. The President, the Vice President Commercial Operations, or such other employee of the
Alaska Gasline Development Corporation as either of them may designate, is authorized and
directed to (a) vote to approve the 2016 WPB on December 4, 20135, or such other date as mutually
agreed upon by the parties to the AKLNG working group and (b) withdraw from the Alaska
liquefied natural gas fund (AS 31.25.110) the amount necessary (approximately $59,870,700) to
pay AGDC'’s share of the 2016 WPB.

2. This Resolution shall take effect immediately.
PASSED AND ADOPTED THIS 3rd DAY OF DECEMBER, 2015.
BOARD OF DIRECTORS OF THE ALASKA
GASLINE DEVELOPMENT CORPORATION

By:

Acting Chair
Dave Cruz
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To: AGDC Board of Directors
From: Joe Dubler, VP Commercis

Through: Dan Fauske, President
Subject: AKLNG budget for calendar year 2016
Date: November 12, 2015

Background

Since AGDC's first meeting on the Alaska Liquefied Natural Gas ("AKLNG") Project, BP,
ConocoPhillips, and ExxonMobil ("CoVenturers”) have asked the State of Alaska to clarify its
representation in the Project. At that time, AGDC was designatad to hold the State’s Interest In
the LNG Facility and Marine terminal, and TransCanada ("TC") was to hold the State’s interest In
the Gas Treatment Plant ("GTP") and Pipeline. This split ownership presented structural
governance issues that the State found difficult to resolve, Including how the State’s Interest
would be represented in integrated votes, i.e. issues related to the entire project as opposed to
a single segment such as the LNG Terminal or Pipeline) votes.

The Alaska State Legislature, through CSSB 3001(FIN) (attached as Exhibit I, with AGDC
presentation to the Legislature in support of that action attached as Exhibit II), rectified the
split ownership issue by appropriating funds for the State to acquire the interest previously held
by TransCanada and transfer it to AGDC. Upon completion of that transaction, which is
anticipated to cost about $68 million, AGDC will hold the State’s entire 25% interest in the
AKLNG Project.

The AKLNG Project is an integrated LNG project designed to treat gas from the Prudhoe Bay
Unit ("PBU") and Point Thomson Units ("PTU") In a GTP located near PBU, and transport that
gas through a large diameter, high pressure pipeline to a site In Nikiski for liquefaction and
export. Attached as Exhibit III is Project Manager Steve Butt's most recent presentation to the
Legislature in Palmer. The Project will be regulated by the Federal Energy Regulatory
Commission ("FERC")} under Section 3, of the Natural Gas Act, and operate under an export
license issued by the Department of Energy ("DOE").



The CoVenturers ownership and equity shares of the Project are determined by their respective
shares of the gas that will flow through the Project. The State is participating as an equity
partner in the Project, with its equity to be determined by an election to take its royalty share
(approximately 1/8, or 12.5%) as gas (called Royalty in Kind, or “RIK") instead of in Value, or
RIV. In addition, when the State makes the RIK election, the Producers are anticipated to
exercise their option to pay Praduction Tax on the gas in kind (i.e. in gas molecules) instead of
in value (cash). This latter transaction is commonly referred to as Tax as Gas, or *TAG", The
TAG is approximately 12.5% which, when added to the 12.5% royalty, makes the State’s
projected ownership approximately 25%.

The AKLNG Project is following a stage-gated approach to technical development that mirrors
the approach AGDC used for its ASAP Project. Stage gating Is a rigorous process that has
several "gates”, or dedision peints, each of which offer the Parties an opportunity to reassess
the project economics and determine whether or not to continue. At each gate, the risk profile
of the Project is narrowed by completing engineering and regulatory work, giving the Parties a
more complete picture of final project design and economics. Those gates are:

» Concept Selection-in this early phase, very preliminary plans and a rough outline of the
design parameters are agreed. This process has been completed for the AKLNG Project;

* Pre-Front End Engineering and Design ("Pre-FEED"}-this is the phase the project s
currently in and involves refining the rough estimates to conceptual designs, identifying
required permits, and beginning to obtain the required permits for construction. Pre-
FEED cost is estimated at just under $700 million with a decision to proceed estimated
to be in early 2017;

¢ Front End Engineering and Design ("FEED") - detailed design work will be completed in
FEED and major permits and commercial agreements finalized. The cost estimate for
FEED Is $1.5-2.0 billion;

= Final Investment Decision ("FID") - This Is the final gate when the Parties make a go/no
go decision on whether or not to commit to financing and building the Project. This
decision is estimated to be made in 2019.

* Engineering, Procurement and Construction (“EPC")-In this stage, the final engineering
Is completed, assets are acquired (pipe, steel for facilities and equipment), and contracts
are executed for the construction of the pipeline and facilities. The initial estimate for
this phase is $45-65 billion. That number will continue to be refined through Pre-FEED
and FEED. Assuming all decisions are yes and there are no significant delays, project
startup coukd be in 2025.

Governance

AGDC, TC and the Coventurers, negotiated a confidential Joint Venture Agreement ("JVA")
dated June 30, 2014 which governs the Pre-FEED stage of the Project. Other documents
executed to date by the Parties include:

« Work Program and Budget ("WPB")-a confidential document that has detailed work
scope to be performed and the budgeted amounts for each item included in that scope.



The WPB is approved annually during Pre-FEED. Staff will present the complete WPB in
Executive Session at the November 12, 2015 Board Meeting with a non-confidential
summary later in this memorandum. Note that, because it is confidential, Board
Members that have not signed Confidentiality Agreements will not get the summary
before the meeting. They will have a chance to review the complete WPB in executive
session but not be permitted to keep any copies or notes of the confidential document;

= Confidentiality and Data Use Agreement ("CDUA")-this confidential document govemns
the myriad of data sources brought into the Project from prior efforts (AGIA, Denali,
TAPS, ASAP), how that data can be used, and what the rights of the Parties are to that
data;

e Venture Alignment Memorandum of Understanding ("VAMOU")-this confidential
document outlines matters that are intentionally outside of the JVA including regulatory,
commercial, land rights, public relations, and capacity utilization and expansion;

o AKLNG Confidentiality Agreement ("ACA"}-a confidential agreement that governs all
seven Parties’ (BP, CP, EM, TC, AGDC, DNR, DCR) discussions and the confidentiality of
those discussions;

« Staffing Principles-a confidential document that outlines how the Project will be staffed.
The basic premise Is that the Parties will be able to Second (pronounced “'sa kond”, a
process for temporarily placing employees of each respective Party into the Project
Team) employees in a percentage approximately equal to their ownership percentage in
the Project on a “best player plays” basis;

= Cooperation Agreement-A confidential agreement that allows AGDC to perform work for
the project and through supplements; each supplement outlines the work to be
performed, the reimbursement to AGDC, and eventual data ownership of the work
products resulting from the work performed under that supplement.

During Pre-FEED, the governance and other project related documents are being negotiated.
There are currently none in a format suitable to present to the Board of Directors as key terms
are still being negotiated. Staff anticipates bringing drafts to the Commercial and/or Governance
Committees in the future for review and comment before finalizing those documents. They
include:

« In negotiation now:
o Project Withdrawal Agreement
o Members Agreement (Alaska LNG LLC)
o Gas Balancing Agreements within and between the Units
o Expansion terms and conditions (currently separate negotiations to be merged
Into Members Agreement)
Unused Long-Term Capacity Release terms and conditions
o Contract Operator Services Agreement (Agreement between Alaska LNG LLC and
BxxonMabil)
o Member Administrator Services Agreement (contract between Alaska LNG LLC
and ConocoPhillips)
¢ Domestic Gas Agreement(s) with DNR/Producers and AGDC as In-State
Aggregator

Q



e To be negotiated in FEED:
o Firm Transportation Services Agreement(s) with DNR
o Alaska LNG System Use Agreement
o Gas supply agreements with utilities
o Fully termed exhibits or resolutions associated with Members Agreement once
Alaska LNG LLC is formed (e.g. Personnel Policy, Accounting Procedures,
Common Infrastructure T&C, etc.)

Work Program and Budget

The AKLNG Project has an annual Pre-FEED budget process whereby each year a budget is
proposed by the Project Management Team ("PMT"). That budget is reviewed by the Project
Sub Committee ("PSC") and recommended to the Management Committee ("ManCom") for
approval. The initial budget was approved by the ManCom on July 1, 2014, and governed the
Pre-FEED work performed in 2014.

There was an updated budget approved by the ManCom in December, 2014 that covers the
2015 Pre-FEED work effort.

The AKLNG PMT has updated the WPB and made a proposal to the PSC for CY 2016. The PSC
reviewed the changes and recommended the updated WPB be presented to the ManCom for
approval. The approval needs to be made by ManCom representatives by December 4, 2015.
That proposed budget for 2016 will be reviewed with the Board of Directors in Executive
Session, and includes scope changes that increase the overall Pre-FEED budget by $182.344
million.

According to the JVA, once Parties approve an annual budget for the Project, the cash calls
made by the Lead Party for that budget become obligations of each respective Party. In
addition to the budgeted amount, the lead party Is authorized to spend up to 10% over the line
item of a budget without any further approval, provided that the total of such over-expenditures
does not exceed 5% of the total WPB.

Note that, upon making a positive FEED decision, the budget will be a one-time unanimous
vote, not an annual approval.

The annual budget of the AKLNG Project applicable to AGDC's participation (now the entire
Project) is shown in the green columns on Exhibit ITI, and for 2016 is equal to $59.871 million.
Since that amount exceeds any AGDC staff approval authority, the Board of Directors is being
asked to review and approve the budget with the understanding that given the 5% allowance
discussed above, the total expenditure for the year could be as high as $62,865 million.

The documents attached are described In detail below.



Exhibit IIX

The chart shows the latest proposed budget for the entire AKLNG Pre-FEED work effort
shown in red spanning calendar years 2014-2017 with AGDC's 25% participation amount
shown in green for each year and in total.

The "Direct Costs” are those costs that can be attributed to only one project segment.
The "Indirect Costs” are those costs that are common to multiple project segments.

Note that, while the "AGDC @25%" column shown in green is for the entire project in
2014 and 2015, TC was responsible for the majority of the expenditure for the mid-
stream portion (midstream is PTU, PBU, GTP, and Pipe) of the Project for those years.
AGDC will assume the responsibility for those costs upon transfer of TC's ownership
interest in December, 2015.

Exhibit IV
‘This chart shows:

Proposed budget for Direct, Indirect, Contingency and Overhead line items for AKLNG
Pre-FEED Project Budget by calendar year compared to the approved initial budget
("July 1, 2014") and the current budget ("December, 2014"). The total AKLNG Project
Budget for Pre-FEED is labeled “December, 2015” and Is colored red. The totals are the
same numbers shown in red in Exhibit III.

The column of blue letters and numbers is the total current approved AKLNG Project
Budget for Pre-FEED.

The final column on the right is the variance between the total proposed AKLNG Pre-
FEED Project Budget and the AKLNG Pre-FEED Project Budget approved by the AGDC
Board of Diractors in November, 2014 and ManCom in December, 2014. When
comparing the AKLNG Pre-FEED Project Budget approved by the AGDC Board of
Directors and the proposed AKLNG Pre-FEED Project Budget dated December, 2015 a
negative number (in parenthesis) represents a higher budget or negative variance, and
a positive number represents a lower budget or positive variance.

The individual costs had variances due to factors explained in the footnotes.

Exhibit V

This chart shows actual {through November, 2015 with December, 2015 estimated) 2015
expenditures compared to budgeted 2016 expenditures, The related variances are included for
comparative purposes.



Exhibit VI

This s an explanation (approved by the Parties to be released publicly) of the changes in the
proposed 2016 WPB. Fritz Krusen will be available at the Board Meeting to address questions
about it and the entire WPB in Executive Session.



LAWS OF ALASKA

2015
THIRD SPECIAL SESSION
Source Chapter No.
CSSB 3001(FIN)
AN ACT

Making supplemental appropriations; making appropriations to capitalize funds; and
providing for an effective date.

BE 1T ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

THE ACT FOLLOWS ON PAGE 1

Enrolled SB3001



AN ACT

Making supplemental appropriations; making appropriations to capitalize funds; and

providing for an effective date.

* Section 1. LEGISLATIVE INTENT. (a) It is the intent of the legislature that the
appropriations made in secs. 2 - 4 of this Act be accounted for separately from the unrestricted
general fund.

(b) It is the intent of the legislature that the appropriation made in sec. 5(a) of this Act
be paid in an expedited manner, resulting in a successful state acquisition of the interest in the
Alaska liquefied natural gas project curmrently held by TransCanada Alaska Midstream
Limited Partnership by December 1, 2015,

* Sce. 2. DEPARTMENT OF LAW. The sum of §10,100,000 is appropriated from the
general fund to the Department of Law, civil division, oil, gas, and mining, for contractual
services with law firms to assist the Department of Natural Resources in drafting and

reviewing contracts related to the Alaska liquefied natural gas project and to provide legal and

q Enrolled SB3001



regulatory support for state participation in the Alaska liquefied natural gas project for the
fiscal year ending June 30, 2016. Money may be expended from the appropriation made in
this section only for work completed during the fiscal year ending June 30, 2016.

* Sec. 3. DEPARTMENT OF NATURAL RESOURCES. The sum of $1,849,500 is
appropriated from the general fund 1o the Department of Natural Resources, administration
and support services, North Slope gas commercialization, for a marketing lead position, a
marketing analyst position, work related to Federal Energy Regulatory Commission resource
reporting reviews and drafting, facilities review for commecrcial aspecls, commercial analysis
and support, and audits associated with the termination of the agreement with TransCanada
Alaska Midstream Limited Partnership for the fiscal year ending June 30, 2016. Money may
be expended from the appropriation made in this section only for work completed during the
fiscal year ending June 30, 2016.

* Sec. 4. DEPARTMENT OF REVENUE. The sum of $1,045,500 is appropriated from the
general fund to the Depariment of Revenue, administration and support, natural gas
commercialization, for personal services for work on financial analysis, project financing,
governance, and the revenue aspects of marketing and taxes; for travel; for contractual review
of project financing; and for other costs related to performing work for the Alaska liquefied
natural gas project for the fiscal year ending June 30, 2016. Money may be expended from the
appropriation made in this section only for work compleled during the fiscal year ending
June 30, 2016.

* See. 5. FUND CAPITALIZATION, (a) The amounl necessary, estimated (o be
368,455,000, is appropriated from the general fund to the Alaska liquefied natural gas project
fund (AS 31.25.110) to acquire the interest currently held by TransCanada Alaska Midstream
Limited Partnership in the Alaska liquefied natural gas project.

(b) The sum of $75,600,000 is appropriated from the general fund to the Alaska
liqueficd natural gas project fund (AS 31.25.110) to fund the state's share of preliminary
front-end engineering and design work for the Alaska liguefied natural gas project.

(¢) The statutory designated program receiplts received as reimbursement for costs of
field work paid from the Alaska liquefied natural gas project fund (AS 31.25.110) during the
fiscal year ending June 30, 2016, estimated to be $2,900,000, are appropriated 10 the Alaska
liquefied natural gas project fund (AS 31.25.110).

Enrolled SB3001 -2-
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(d) The statutory designated program receipts received as reimbursement for costs of
field work paid from the in-state natural gas pipeline fund (AS 31.25.100) during the fiscal
year ending June 30, 2016, estimated to be $1,300,000, are appropriated to the in-state natural
gas pipeline fund (AS 31.25.100).

* Sec. 6. LAPSE OF APPROPRIATIONS. The appropriations made in sec. 5 of this Act are
for the capitalization of funds and do not lapse.

* See. 7. RETROACTIVITY. If secs. 2 - § of this Act take effect afier November 15, 2015,
secs. 2 - 5 of this Act are retroactive to November 15, 2015.

* Sec. B. CONTINGENCY. The appropriations made in secs. 2 - 4 and 5(b) of this Act are
contingent on adoption of a work program and budget for the Alaska liquefied natural gas
project for calendar year 2016 by the Alaska Gasline Development Corporation, ExxonMobil
Alsska LNG LLC, ConocoPhillips Alaska LNG Company, and BP Alaska LNG LLC by
December 31, 2015.

* Sec. 9. This Act takes effect immediately under AS 01.10.070(c).

-3- Enrolled SB3001
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Exhibit iV

Alaska

Totol AKLNG Project Budget for Pre-FEED {2014-2016)

of:
Direct Costs July 1, 2014 December, 2014 | December, 2015 Varlance

PTU 7,568 7,632 1,954 5,678

PBU 722 697 477 220

GTP 35,369 34,140 51,553 (17,413)

Pipeline 101,658 102,522 139,979 {37,457)

LNG 94,031 83,350 91,817 (8,067)

Marine 41,783 42,290 58,001 {15,711)

281,131 270,631 343,381 (72,750)

Indirect Costs
IPM 42,703 47,462 92,549 (45,087)
ERL 130,770 130,384 219,353 (88,999)
173,473 177,856 311,942 {134,086)
Tatal AKLNG 454,604 448,487 655,323 {206,836)
Contingency 45,460 51,576 23,071 28,505
Overhead 11,251 11,251 15,264 (4,013)
WPE&B Total 511,316 511,314 693,658 182,344
Acronym Key

PTU-Point Thomson Unit
PBU-Prudhoe Bay Unit
GTP-Gas Treatment Plant

IPM-Integrated Project Management
ERL-Environmental, Regulatory, & Land
WPE&B Work Program and Budget

1 Additional geotechnical work to be performed at GTP and LNG sites

2 42:48 inch pipeline study to be performed
3 Additional regulatory work to be performed in Pre-FEED
All Extending Pre-FEED adds IPM costs and allows additional work to be performed in

all areas.




Exhibit v

Alaska

2015 AKLNG Praject Spending for Pre-FEED

Presented by Colendar Yeor
ond Compared ta AGDC Budget Proposed in December, 2015

Proposed
Direct Costs CY 2015 CY 2016 Variance
PTU 394 489 {95}
PBU B1 119 {38)
GTP 6,041 12,888 (6,848}
Pipeline 18,068 34,995 {16,927}
LNG 10,848 22,854 {12,006}
Marine 5,976 14,500 (8,524}
41,408 _§_§,845 (44,437}
Indirect Costs ¥

IPM 8,451 23,137 {14,687}
ERL 11,834 54,848 {43,015)
20,284 77,986 {57,701}

Total AKLNG 61,682 163,831 {102,139)
Contingency - 5,768 (5,768}
Overhead 1,420 3,816 (2,396

WP&B Total 63,112 173,415 {110,303

Acronym Key

PTU-Point Thomson Unit
PBU-Prudhoe Bay Unit
GTP-Gas Treatment Plant

IPM-Integrated Project Management

ERL-Enviranmental, Regulatory, & Land

WPEB Work Pragram and Budget




Exhibit VI
Scope Changes to 2016 Work Program and Budget

1. Pre-FEED {"PF”) Schedule information, based upan the schedule underpinning the proposed 2016 WP&8:
a. Finalization/integration of sub-project agreed PF dellverables thru 1Q2016 (based on 42* pipeline). Was Sep 2015;
delay Is prudent to achleve high quality and reap some PF-discovered improvements
Development of 48" pipeline deliverables to same PF basis as 42" by 30Apr, 2016 (naw Item)
Extensive sub-project optimization work in the first half of 2016 {reduce capex or improve economics)
d. Maintain regulatory (i.e. pre-permitting) pace; 2" draft of Resource Reports submitted in the first half of 2016 and
FERC final-application submitted in Oct, 2016
e. Thorough FEED-preparation cycle throughout 2016:
1. Complete optimization work to secure FEED scope {"spec”) in the Invitation To Tender documents
il. Market engagement with FEED bidders for an aligned bidders list
ili. Sufficient time for FEED bidders to prepare competitive and quality bids
iv. Sufficlent time for bid evaluation to capture value
v. Sufficient time for Co-Venturer companies to complete internal decision processes
f.  Resulting in a FEED-funding decision in the first hzlf of 2017; possibly as early as Apr or as late as Jun (approx. 36
months after ramp-up of Pre-FEED). Earlier projections of FEED-funding were Mar, 2016 and then Jun, 2016. The first
half of 2017 scenario is set as the schedule and budget basls because:
i. PF discovery of optimization scope shows the potential to Improve project economics if the optimizations are
incorporated into the FEED spec
it. Preliminary market-engagement advice, and the need for thorough FEED preparations to ensure quality work
and value capture during FEED
2. An Acceleration Sensitivity schedule has been prepared that shows the possibllity of a FEED-funding deciston in Dec, 2016. This
carries execution risk that needs understanding by completing the first half of 2016 optimization work; plus requires completion
of accompanying non-Project {"commercial”) activities {such as gas supply agreements and incorporated-JV formation), and less
time for CoV approval processes (currently 120 days)
3. PF cost information, based upon the underpinning schedule described in #1 above:
3. Total cost has increased from $511.3mm to $693.7mm {+5$182.4mm, or +36%). Major components:
i. 48" pipeline evaluation: $30mm
il. Regulatory 2015-carryover or 2016-planned work described in 3.b below: $43mm
li. Regulatory work planned for 2017 that will now occur in PF: $23mm
iv. Additional geotechnical work at the LNGP/GTP sites: $29mm
v. Additional PF run time for the PMT, as offset by other cost savings: $57mm
b. 2016 WP&B component for AGDC is $22.1mm, and for TC is $37.8
i. In addition to the activities described or associated with #1 above; certain regulatory field work that was not
completed at the end of the 2015 summer season {due to excessive weather defays) will be rescheduled in
2016, and
il. certain regulatory field work planned for 2016 that would have occurred in FEED under the previous schedule
will still be performed as scheduled {to maintaln permitting certainty}
c. Assuming that Pre-FEED completion and FEED preparation activities run until 30 Jun, 2017; then a first half of 2017
budget projection has been made consisting of $5.7mm for AGDC and $10.4mm for TC
d. Historical 2014 costs of $7.5mm for AGDC and 513.3mm for TC
2. Historical 2015 plus 4Q-budgeted costs of $30.6mm for AGDC and $46.0mm for TC

n o





