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W TNESS REG STER

REPRESENTATI VE PETE KOTT

Al aska State Legislature

Capi tol Building, Room 204

Juneau, Al aska 99801

POSI TI ON STATEMENT: Presented HB 519 as chairman of the House
Rul es Standing Comm ttee, sponsor of the |egislation.

PAT POURCHOT, Comm ssioner

Department of Natural Resources

400 WI I oughby Avenue, Fifth Fl oor

Juneau, Al aska 99801-1724

POSI TI ON STATEMENT:  Testified on HB 519, noting that he chairs
the governor's Natural Gas Cabinet; spoke against granting this
tax "holiday" or waiver outside a negotiated process, but in
support of sections that reactivate and expand the Al aska
Stranded Gas Devel opnent Act.

LARRY PERSI LY, Deputy Conm ssioner

O fice of the Conm ssioner

Depart ment of Revenue (DOR)

P. 0. Box 110400

Juneau, Al aska 99811-0400

POSI TI ON  STATEMENT: Testified on HB 519; proposed changes;
conveyed DOR s preference for reauthorizing the Al aska Stranded
Gas Devel opnent Act instead of waiving $500 nillion in taxes;
expl ai ned how the broadness of "related facilities" may i npact
the fiscal note.

DAVI D MARQUEZ, Attorney

for VECO Corporation

18546 Csprey Circle

Anchor age, Al aska

POSI TI ON STATEMENT: Urged passage of HB 519.

RHONDA BOYLES, Mayor

Fai rbanks North Star Borough (FNSB)

P. 0. Box 71267

Fai r banks, Al aska 99707

POSI TI ON STATEMENT: Testifying as mayor and a businessperson,
called HB 519 inperfect but "one leg of a three-leg stool"; said
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a waiver during construction 1is reasonable, but so are
di scussi on of bot h r ecoupmnent during operation and
"socioeconom c inpact aid'; said nunicipalities deserve a seat
at the table regarding long-termtax structuring.

Bl LL ALLEN, Chairman and Chi ef Executive Ofice (CEO

VECO Cor por ati on

3601 C Street

Anchor age, Al aska

POSI TI ON STATEMENT: Testified in support of HB 519 and answered
guesti ons.

PAVELA LaBOLLE, President

Al aska St ate Chamber of Commerce

217 Seward Street

Juneau, Al aska 99801

POSI TI ON STATEMENT: Urged passage of HB 519.

JACK CHENOWETH, Assistant Revi sor

Legi sl ative Legal Counsel

Legi sl ative Legal and Research Services

Legi sl ative Affairs Agency

State Capitol

Juneau, Al aska 99801-1182

POSI TI ON STATEMENT: As drafter of HB 519, Version L, answered
questions regarding possible later recoupnent and the neaning
and inplications of "related facilities".

KEN KONRAD, Senior Vice President

BP Expl oration (Al aska) Inc.

P. 0. Box 196612

Anchor age, Al aska 99519-6612

POSI TI ON STATEMENT: Testified in support of HB 519; suggested
that sone technical nodifications nmay be needed to ensure there
is no legal challenge regarding use of in-state capabilities.

JOE MARUSHACK, Vice President

ANS Gas Commerci al i zati on

Phillips Al aska, Inc.

P. 0. Box 100360

Anchor age, Al aska 99510-0360

POSI TI ON STATEMENT: Testified in support of HB 519, noting that
m nor clarifying changes may be needed.

ACTI ON NARRATI VE
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Number 0001

VICE CHAIR FATE called the House Special Committee on G| and
Gas neeting to order at 8:10 a.m Representatives Fate, QOgan
(via teleconference), Dyson, and Guess were present at the call
to order. Representati ves Chenault, Joule, and Kohring arrived
as the neeting was in progress.

VI CE CHAI R FATE informed nmenbers of a legal interpretation [from
Tamara Cook, Director, Legislative Legal and Research Services]
that for purposes of making a quorum a nenber on tel econference
can be counted [for all business except nmoving a bill from
commttee].

HB 519- NATURAL GAS PI PELI NE: SPECI AL PROVI SI ONS

[ Contains discussion of HB 38 during Conm ssioner Pourchot's
testinony; contains discussion of SB 360 at the end of M.
Mar quez' s testinony]

Nunmber 0092

VICE CHAIR FATE announced that the commttee would consider
HOUSE BILL NO 519, "An Act authorizing priority treatnment under
the Right-of-Way Leasing Act for an Al aska North Slope natural
gas project; expanding the scope for the kinds of gas
devel opnment projects that may becone qualified projects under
the Al aska Stranded Gas Devel opnent Act; extending the deadline
for submtting applications wunder the Alaska Stranded Gas
Devel opnent Act; exenpting an Alaska North Slope natural gas
project from state property tax and all nunicipal taxes during
construction; and providing for an effective date."

Nunber 0102

REPRESENTATI VE DYSON noved to adopt the proposed committee
substitute (CS), version 22-LS1651\L, Chenoweth, 4/18/02, as a
work draft. There being no objection, Version L was before the
conmittee.

Number 0241

REPRESENTATI VE PETE KOIT, Al aska State Legislature, presented HB
519 as chairman of the House Rules Standing Conmittee, sponsor
of the legislation. He explained that there is a w ndow of
opportunity to diversify Al aska' s econony. This bill provides
sone incentive for building a gas pipeline during this w ndow,
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whi ch he suggested will close after perhaps two or three years
because other markets wll be avail able. He rem nded nenbers
that the producers have formed a working group to look at [a
pi peline] and have concluded that the economics aren't right,
regardl ess of what route is chosen.

REPRESENTATI VE KOIT noted that it remains to be seen what wl

happen with netback provisions in federal statutes. He pointed
out that at the state |level, however, Al askans can collectively
support a gas pipeline, which will nean a lot to the state's
econony, especially since there is an earnest search underway
for additional revenues to fill a $1-billion budget gap.

Number 0459

REPRESENTATI VE KOTT referred to Section 1 of the bill, which
adds a findings-and-intent section that substantiates the
variety of reasons the bill is needed. He recalled that in ten
years in the legislature, he'd never before seen a bill that

conprehensively lists the intent with substantive findings.

REPRESENTATI VE KOIT characterized this as a sinple idea:
providing a tax "holiday" on property and sales taxes along the
right-of-way if this project goes forward. He alluded to new
| anguage in Section 4 of the bill, paragraph (7), and indicated
it is based on a date established by the conm ssioner [of
revenue] during the construction phase and ends Decenber [31] of
the second full calendar year in operation. He added that it
could be seven years, for exanple, or twelve, depending on the
|l ength of the construction phase; he suggested the producers
could provide a better idea regarding that.

Number 0581
REPRESENTATI VE KOTIT noted that provisions in the bill identify
requirenents to qualify as a project. In addition, a provision

calls for the greatest maxi num use of Al askans to be trained and
qualified for the various jobs, and calls for wusing Al askan
busi nesses to the greatest extent possible under current |aw.

REPRESENTATI VE KOTT reiterated the desire to have a tax
"hol i day" for property and sal es taxes. Regarding whether there
woul d be a loss of revenue, he pointed out, there is nothing to
be taxed right now, and what wll happen in the future is
unknown. He offered his belief that a little sacrifice on al
sides will be required.
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REPRESENTATI VE KOTT conpared the current situation to needing to
put noney into a slot nmachine in order to get anything back. He

concluded, "If we want to get a pipeline built and we want to
get sone revenues generated - which, in ... a conservative
estimate will be about 50 years, and it could be a lot |onger
than that - we're going to have to put sonething in." He noted

that other testifiers could address technical aspects.
Number 0775

REPRESENTATI VE OGAN, speaking via tel econference, noted that the
Departnent of Revenue has characterized the bill as a tax
wai ver, rather than a holiday; unlike the Al aska Stranded Gas
Devel opnent Act, this doesn't have a nechanism to recoup that
f or egone revenue.

REPRESENTATI VE KOIT agreed it is a waiver of taxes as well, but
i ndi cated he has heard the term "holiday" being used.

Nunmber 0885

PAT POURCHOT, Comm ssioner, Departnent of Natural Resources
(DNR), cane forward to testify, noting that he also chairs the
governor's  Natural Gas Cabinet. He told nenbers the
adm nistration doesn't support the provisions of HB 519 that
provide a grant of wup to $500 nillion in state and |oca
property taxes - as either a "holiday" or a waiver - outside of
a negotiated process that takes into account not only the
econom ¢ necessity of providing the incentives, but also other
i ssues of inportance to the state.

COW SSI ONER POURCHOT reported that on the other hand, the
adm nistration supports the provisions that reactivate and
expand the Alaska Stranded Gas Devel opnent Act, which was
proposed by the governor several years ago and enacted by the
| egislature in 1998; he indicated those were in Sections 9 and
[10] of the bill. He noted that the governor has another bill
HB 38, simlar to those sections; it would nove the "starting of
the operational date of that Act up" and also expand it to
include all kinds of natural gas projects, not just LNG
[liquefied natural gas], as the original Act provided for. He
told nmenbers:

W see that negotiating framework that's set up in the
Act, as expanded and reactivated in this bill, as a
way of bringing in economc information into the
decision nmaking on whether to grant this type of
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economc incentive or other types dealing wth,
per haps, severance tax, ways of valuation of gas, and
other things that the Stranded Gas Devel opnent Act
speaks to.

Al so, that Act sets up a framework that would allow
the state to bring other things to the table.
Clearly, there's interest in issues |ike local hire,
access to gas, use of the state's royalty, that we
feel would be very much a logical and necessary part
of any kind of larger negotiation on incentives for
advancenent of a gas line.

The Stranded Gas Devel opnent Act also has a nechani sm
for bringing in nunicipal interests. And clearly,

when $250 or $300 million of potentially waived
| ocally property taxes are involved, there certainly
wuld be a role, it seens, for the nunicipa

governments invol ved.

Nunmber 1065
COW SSI ONER POURCHOT conti nued:

This ... negotiated approach involving economc
information isn't new. W and the legislature
addressed that in the nmarginal-fields legislation
several years ago. It was addressed and di scussed at
length in the Northstar legislation, of trying to
assess the econom cs of the project and how incentives
woul d or wouldn't help a project becone a reality. So
we think that there are ways of providing state
incentives for the gas |Iine. W want to approach
those ... in a framework that nakes sense and | ooks at
all available information.

Nunber 1130
The particular tax incentive that's nmentioned in this
bill - property tax "holiday" or property tax waiver -
was, Iindeed, sonething that was pointed to by our
consultants in a fairly conprehensive study by Pedro
van Meurs several years ago. He pointed to property
tax as being perhaps the nost single significant tax
that should be |ooked at for possible ... change to
advance a gas line, in that it's ... a very regressive

tax and conmes at a very inopportune tinme in a project
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life, in that property taxes are being assessed during
construction and before revenues flow from a conpl eted
gas line.

Hi s ideas, however, ran not to an out-and-out grant of

an exenption from all those taxes, but to change
the front loading, if you wll, of those taxes to
perhaps a back-1oaded system where the state, and
perhaps nunicipalities, could recoup deferred property
taxes down the road of a project when revenues were
flowng, and it would be l|ess onerous to project
sponsors.

COW SSI ONER POURCHOT concluded by offering that there are
better ways to approach this, already used by the legislature in
its approach to simlar issues. He indicated Larry Persily of
t he Departnent of Revenue coul d address fiscal inpacts.

Number 1253

REPRESENTATI VE JOULE asked whether Conm ssioner Pourchot has
received any of the producers’ findings regarding the
construction of a [gas] |ine.

COW SSI ONER POURCHOT sai d no.

VI CE CHAI R FATE t hanked Conmi ssi oner Pourchot and called on M.
Persily.

Number 1291

LARRY PERSILY, Deputy Comm ssioner, Ofice of the Comm ssioner
Department of Revenue (DOR), testified via tel econference. He
agreed with what Comm ssioner Pourchot had said, then told
menber s:

VWhat the [Al aska] Stranded Gas Devel opnment  Act
envi sioned and what it included when it was passed in
1998 was to authorize the state to negotiate a
contract for paynents in lieu of taxes wth a
devel oper of a gas project so that we could nake it
nore affordable at the beginning, at the early stages
- give them incentives by deferring or restructuring
the state's fiscal regi ne, so that during the
construction, when ... it's all outlay and there's no
revenue, during the early years where there's not a
positive cash flow, the state's take woul d be | ower.
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The project developer would be able to use the cash

that starts coming in, in the wearly vyears of
production, to recoup their expenses. But in later
years, when the line is nore profitable, when cash

flow is positive and when prices are high, the state
woul d share in those benefits and woul d take a higher
per cent age. So, it'd make the state system nore
progressive, rather than regressive, which ... we are
now, as Conm ssioner Pourchot explained, by |unping
property taxes on.

For the commttee, ... the assessnent of property
taxes for [the] state and nunicipalities begin the day
that first piece of pipe hits the dock and gets

unl oaded. So wunder the existing statute, it's
correct: whoever builds this project wuld pay
property tax on pipe, related equipnent, from the
first day they start nobilizing for construction. It

woul d be years before there's positive cash flow.

So that part of the intent of this legislation we
agree with, because it does match the Stranded Gas
Devel opnent Act of 1998, which, by the way, expired
| ast year; it had a deadline of June 30, 2001, and no
one applied, as we know - no one offered to build a
gas line. So that Act would need to be reauthorized,
which this | egi slation does by extending the
application date to June 30, 2005.

Nunber 1440
MR. PERSI LY conti nued:

What the Departnment of Revenue would prefer is, rather
than ... waiving $500 nmillion or nobre in state and
muni ci pal property taxes wthout getting anything in
return, we would prefer just to reauthorize the
Stranded Gas Devel opnent Act that says we can sit
down, figure out what is needed to nake a project
econom cal, what is needed for soneone to nmake the
decision to go ahead and lay out $10 or $15 or $20
billion - what the state can do to help wth that -
and then, in return, when cash flow s positive, when
prices are higher, what the state can get back
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The state - and particularly the nunicipalities - wll
face some heavy costs during the construction cycle

W all renenber from the oil pipeline: police, fire
[ protection], schools, roads. To give away property
tax and sales tax for all those years, which this
| egi sl ation does, is going to place a burden on the
state and particularly on nunicipalities. And we

woul d prefer just to go back to the original wording
of the Stranded Gas Devel opnent Act, which allows us
to negotiate a contract for paynents in |lieu of taxes.

Nunber 1524
MR. PERSI LY offered concl uding remarks and recomendati ons:

W feel this is premature, and we would strongly
reconmend a change in that property-tax-waiver
provision to include an opportunity for the state to
share in the potential benefits from a highly
profitable project, as part of any package for tax
relief, provide an opportunity for the affected
communities to participate in those tax-relief
di scussions, and sone sort of needs test so that the
state doesn't give up nore in tax revenue than is
needed. | think any project developer would be
willing to admt that they would be happy to pay their
fair share, a reasonable share. But taking it down to
zero for six or seven years, in our opinion, does not
neet that fair-share test.

Nunmber 1558

MR. PERSILY explained why the fiscal note nay be higher than the
amount subm tted:

The legislation, in granting the tax waiver, we think
is very broad in terns of defining the North Slope
natural gas project as the pipeline and any related
facilities. That could include an awful |ot besides
just the pipeline, conpressor stations, conditioning
plant on the North Slope. Wat if wells are converted
from oil to gas, petrochemcal construction - you
could end up giving away nore than the $500 nillion-
plus than we had estimated in the fiscal note.

Nunber 1597
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REPRESENTATI VE JOULE asked whether M. Persily was indicating he
m ght change the fiscal note if there is a broader application.

MR. PERSILY reiterated part of his earlier explanation, adding
that the departnment has only recently come to realize the
potential broadness of "related facilities". He said the fisca
note for [Version L] probably would be expanded, therefore,
"because the potential for nore |ost revenue is very real."

Nunmber 1656

REPRESENTATI VE OGAN al luded to the analysis section of the DOR s
fiscal note submtted by M. Persily the previous day; he said
he shared some of those concerns. Before reading it, he
expl ai ned, he'd been under the inpression that [HB 519] foll ows
the Alaska Stranded Gas Developnent Act, wth which he is
famliar from being a mnenber of both this conmttee and the
House Resources Standing Commttee for eight years; he recalled
the arduous task of reviewing the Pedro van Meurs study and
spendi ng hundreds of hours in hearings. Speaki ng of that Act,
he remarked, "I was a little unconfortable with it then, but I
had a good feeling about it because there was an ability, on an
upside, to recoup the noney." He said [HB 519] departs from
t hat phil osophy because there is no recoupnent. He asked M.
Persily whether he also interprets this as a waiver of taxes.

MR. PERSILY replied, "Yes, that's how we interpret it. There's
no ability to recoup, no ability to negotiate anything."

Number 1774

REPRESENTATI VE OGAN referred to [feasibility] studies by the
producers. He recalled requesting, early in the year, that the
producers bring forth their economc nodels to the commttee,
whi ch hadn't happened. He asked M. Persily whether he'd seen
any economc nodels from the studies of that working group
[which consists of the three large producer conpanies: BP
Expl oration (Alaska) Inc.; Phillips Al aska, Inc.; and ExxonMbbi l
Cor poration].

MR. PERSILY responded, "I nyself haven't. W have had our
econon st here see sone sketchy nodels. But no, the producers
have not shared everything with us."

REPRESENTATI VE OGAN said that distresses him sonewhat "because

they're asking for a big chunk here, with no ... nodels.” He
offered his wunderstanding that all three conpanies in the
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wor king group nust agree [in order to provide information], but
that one conpany wouldn't; therefore, he would ask testifiers
whi ch conpany hadn't agreed, and why they won't show t he nodels.

VICE CHAIR FATE requested that M. Persily be available to
answer questi ons. He noted that Mark Mers, Director, D vision
of Ol & Gas, DNR, was online to answer questions as well.

Nunber 1901

DAVID MARQUEZ, Attorney for VECO Corporation, canme before the
conmmttee to urge passage of HB 519, noting that VECO
Corporation is an Al askan conpany headquartered in Anchorage.
He tol d menbers:

VECO Corporation is an engineering, construction, and
oil and gas service conpany that has been active in
the Al aska oil patch for several decades. It has also
been a good enployer and an active nenber of the
greater Al aska community, participating vigorously in
phi |l ant hropi ¢ and conmunity activities.

VECO urges passage of this bill because it believes
that Al aska desperately needs a gas pipeline for its
econony. VECO has seen and experienced, over the | ast
15 years, significant reductions in the oil industry
workforce in this state, with the nbst recent one
bei ng announced within the last few weeks by Al yeska
Pi pel ine Service Conpany. Coincident with all these
reductions has been the elimnation of contractor
positions staffed by enployees of VECO VECO needs a
gas pipeline to keep its Al aska enployees enployed,
and hopefully even to increase its workforce.

Nunber 2010
MR. MARQUEZ conti nued:

Despite the high costs and huge risks of this project
for the devel opnent of the Alaska North Slope natura

gas pipeline, VECO believes that it is still possible
to achieve this dream Some producers have indicated
that work will continue when three |egislative actions
are taken: first, federal enabling |legislation

second, federal l|egislation that hel ps reduce the risk
of gas prices' <cycling to low levels; and third,
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Al aska | egislation that provides both an incentive and
tax certainty and clarity.

As to the federal legislation, sonme have questioned
why federal assistance should be provided if the State

of Alaska is unwilling to step forward. House Bill
519 will send a clear signal that the state is willing
to participate. It grants a tenporary exenption to

the project from local and state property taxation
under the 20-m || property tax (under AS 43.56) for a
period from conmencenent of the project's construction
through the first tw years of operation of the
pi peli ne. The bill also calls for expeditious
priority treatnment by state officials and agencies in
support of developnent and construction of this

proj ect.
The bill puts back into the action the Al aska Stranded
Gas Devel opnent Act that expired last June. Thi s

| egislation was enacted after a very substantial
effort, as Representative QOgan described, by the
| egi slature, the admnistration, and the industry to
encourage the developnent of an LNG project to
comercialize Alaska North Slope gas. House Bill 519
makes it applicable to a North Slope gas line as well

as an LNG project, and extends until June 2005 the
deadline for filing an application for a contract with
the state. Such a contract would be approved by the

| egi slature and would contain provisions addressing
the issues of tax-and-royalty clarity and certainty,
and other issues inportant to the parties.

Nunber 2113
MR. MARQUEZ conti nued:

A little nore on the tenporary property-tax exenption
provided in the bill: it does not apply to any taxes
currently being collected, so present revenues wll
not be affected by this bill. Only if a pipeline is
built and the state enjoys the benefits of that
devel opment will the investnment of this tenmporary tax
exenption be made. It is tenporary and lasts only for
the period of construction and the first two years of
oper ati ons. At its expiration - if this bill, in
fact, encourages the producers and a pipeline is built
- the state and |ocal governments wi Il have a pipeline
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on which to levy taxes for many years; a new industry,

a gas industry, wll have been created; in-state use
of gas wll be possible; and Al askans wll be
enpl oyed. If it is not built, there will not be any
of these.

Just a year or so ago, when gas prices were very high,
everyone thought the pipeline was just around the

cor ner. Now, reality has set in again, and the
project's enornmous risks and costs nmake it very
doubtful that it will be built unless action is taken
to keep the project alive. VECO together with Fluor,
performed the study for the producers that ... has
been referenced. VECO recognizes the great risks

involved with the project, but believes that if the
state takes action to reduce the risks and costs, we
can make it happen.

There may be concern that this will be viewed as a
gi veaway and that, instead, the state should negotiate
with the gas owners before any incentives are given.

VECO feels a sense of urgency. |If action is not taken
this year, the only opportunity for a significant
boost to the state econony may be | ost. If we take a

year or two or three to negotiate any incentives, the
opportunity may be |ost as the producers nove on to
ot her projects. There will be time in the com ng
years under the Al aska Stranded Gas Devel opnent Act to
negoti ate, but VECO believes concrete action nust be
taken this year to keep the project going.

Number 2239
MR. MARQUEZ conti nued:
Further, the bill requires that the producers nust

neet certain conditions to be eligible for the
tenporary tax exenption. First, it nust be a pipeline

that follows the southern route. The bill lists six
ot her condi tions, including conmpliance wth the
federal Acts relating to the natural gas pipelines.
Amendnments [to those Acts] ... would be favorable to

Al aska and are being currently considered with the
pendi ng federal enabling |egislation. And [the bill]
i ncludes Alaska ... hire, buy, and build.
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The Al aska Stranded Gas Devel opnent Act, which this

bill reopens, provides the opportunity for tax-and-
royalty certainty and clarity that will benefit both
the state and the producers. The state and the oil

owners were locked in long, costly, and antagonistic
di sputes over issues relating to the determ nation of
taxpayers' liability for severance tax and royalty.
VECO has been inforned that the producers strongly
desire that such disputes be avoided as to gas [and]
t hat the risk associated wth [tax-and-royalty]
uncertainty and lack of clarity is one nore risk that
burdens this already risky project.

The stranded gas Act provides a good process for the
state and producers to negotiate such clarity and
certainty; in fact, it offers the opportunity to
negotiate what tax reginme would be in the long-term
fiscal interest of +the state, while accomobdating
affected municipalities and the project sponsors under
a wde range of economc conditions, potenti al
structures, and nmarketing arrangenents. And the
| egi slature has the power to authorize execution of
the contract. The Act gives the nmunicipalities an
inmportant role through the formation of a municipal
advi sory group.

Number 2323
MR. MARQUEZ concl uded:

In summary, House Bill 519 is crucial and contains
perhaps the only chance left to try to keep the
possibility of a gas line project alive for the next
few years, or it may be decades before the opportunity
ari ses again. VECO al so wants to nmake it very clear
that it does not consider this to be a "producer

bill." This is an Alaska bill that provides for a
short-term investnment by Al aska that will pay off in a
project that could be shipping gas for a hundred
years.

Listening to the previous testinmony, ... it seens

clear that we agree that an incentive is necessary for
this pipeline [and] that the npbst |everaging incentive
would be ... an exenption from the property tax. And
really, this bill conmes down to the philosophy of
timng. VECO believes that it is very inportant that
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a signal be sent, this year, that Alaska wants this
pi pel i ne. The Stranded Gas Devel opnent Act provides
the opportunity to negotiate later, and we believe the
producers wll want to wuse that bill in order to
attain tax certainty and clarity. And the whole tax
regi ne can then be addressed.

VICE CHAIR FATE renmnded testifiers they could either fax
witten testinmony or provide it in person [to the commttee
ai de] .

Nunber 2428

REPRESENTATIVE OGAN told M. Marquez he appreciates his
testinony and supports doing whatever possible to "junp-start”
this project. He referred again to the analysis in the DOR s
fiscal note, however, and said there is no way to recoup revenue
[when there are profits] under this bill. He also referred to a
previ ous reconmendation by Pedro van Meurs to "give a tax
holiday on these ad valorem taxes." Representative Ogan
indicated there previously had been no objection by the
producers to the state's having the ability to recoup nobney
| ater; to his reading, though, this bill lacks that ability. He
asked M. Marquez whether VECO Corporation would object to the
concept of letting the state recoup |ost revenues |ater on, when
the pipeline is operating and nmaki ng noney.

MR. MARQUEZ answer ed:

| disagree with you, in your analysis of the bill,
because ... if this tax exenption - tenporary tax
exenption - is granted, | think that wll send a
signal that could very well spur continuation of work
on this pipeline. | also think that it's very
inportant for the producers ... to achieve tax
certainty and tax clarity, and the same for royalty.
So, | believe that they will, right away, want to cone

in and use the Stranded Gas Devel opnment Act in order
to obtain inportant tax clarity and tax certainty.

When that happens, it seens to ne, under the Al aska
Stranded Gas Devel opnent Act that you worked so hard
on - and as a forner enployee of ARCO Al aska, Inc., |
appreciate all the hard work you put into that bill -
that will present the opportunity for everything to be
on the table, and for the whole tax reginme for the
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pipeline to be negotiated. And | think that would be
possi ble, for there to be a recoupnent |ater.

VECO s position is, let's grant this incentive. Let's

send a signal and negotiate later, rather than
spending a year or two or three ... negotiating now,
perhaps at sone point arriving at sonme sort of
incentive, but perhaps missing the train - the train
has left the station because these |arge producers
have other projects that they'll turn their attention
to.
Nunber 2613
REPRESENTATI VE OGAN said he agreed wholeheartedly with M.
Marquez's last statenent and was willing to seriously |ook at
doi ng that. He respectfully disagreed, however - based on the
DOR s information, especially - that there is an ability to

negotiate later to recover sone of the noney. He proposed that
the current conmmttee should work on that issue to neake sure
menbers know what will happen if this bill passes.

Nunber 2648

VICE CHAIR FATE inquired about M. Mrquez's assessnent of
whether this bill is needed before or after the proposed final
anendnents to the energy | egislation before Congress.

MR. MARQUEZ offered his understanding that Congress would be
turning attention to aspects of gas developnment in that energy
| egi slation, but said he believes it is likely that a final
package of energy legislation would be enacted after the end of
Al aska's |egislative session. He said that is why VECO
Corporation would I|ike Alaska to send a signal before
adj ournnent of this current session, so that the rest of the
country can see that Al aska wants this pipeline. He added t hat
the federal legislation my not pass - including going to a
conference commttee - before summer or |ater.

Nunber 2723

REPRESENTATI VE GUESS noted that Senator Torgerson has put a |ot
of tinme into the Joint Commttee on Natural Gas Pipelines, and
that [the Senate Resources Standing Conmittee] has j ust
introduced a bill [SB 360] simlar to [HB 519] in sone ways.
She asked M. Marquez why the |egislature should favor this
approach in HB 519, which offers an incentive because it isn't
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econom ¢ ot herwi se, versus the approach of [SB 360], which says,
"Show us it's not econonmi c before we give you an incentive."

MR. MARQUEZ responded:

| think one of the issues with Senator Torgerson's
bill is the test in which you have to show, by clear
and convincing evidence, that w thout whatever benefit
is being sought, the project would not be economc. |

think that's a very vague test. I think it my be
even an insurnountable test. But ... | can predict
that it'11I be a test that wll discourage the
producers from wanting to take that on and seek the
benefits.

| think the schene that Representative Ogan and others
spent a long time working out in the Stranded Gas
Devel opnment Act provides for a ... good test, and that
i s whether whatever is being proposed is in the |ong-
term fiscal interests of the state. And the Stranded
Gas Devel opnent Act sets forth all sorts of different
factors that need to be bal anced and consi dered. And

| think that schenme ... is a good schene, and one
that's ready to go, and | think ... that the parties
will want to ... use that schene. And |I'm not sure
that they're going to want to use that schene when
facing the ... test of clear and convincing evidence
that it's otherw se uneconom c, because |'m not sure
they' Il understand how they can neet that test.
Nunber 2825

RHONDA BOYLES, WMayor, Fairbanks North Star Borough, testified
via teleconference, noting that she also is a businessperson
She thanked the commttee for its hard work over the last 12 to
14 nont hs. She told nenbers although HB 519 isn't perfect, it
is "one leg of a three-leg stool"” requiring federal, state, and
muni ci pal support. She said it certainly asks for clarity and
certainty, which as a businessperson she believes are critical
It also asks for economic incentives through a waiver of
muni ci pal property taxes for a |limted period of tine. " That
certainly is not unreasonable,” she said. "In fact, | believe -
as Jleaders in our state and leaders in the boroughs,
municipalities - we have an obligation to provide an environment
that is conducive to econom c devel opnent, and that would nean
econom ¢ incentives."
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MS. BOYLES enphasized how critical this project is to Interior
Al aska, and stressed the need for gas and its long-term
benefits. Wthout a gas line, there wouldn't be those |ong-term
property taxes being collected. She suggested discussion
regardi ng recouping property taxes during the operation phase is
appropri ate. She also referred nenbers to Article 6 under AS
43.82 and said discussion regarding socioeconomc-inpact aid is
appropriate as well.

[Not on tape because of the tape change, but witten in the
commttee secretary's log notes, was M. Boyle's renmark that
nost inportant, she believes nunicipalities deserve a seat at
the table regarding long-termtax structuring of this project.]

TAPE 02-23, SIDE B
Number 2980

MS. BOYLES concl uded as foll ows:

| can tell you, pitting the nunicipalities and the
state and the producers, in ... determning assessed
values of the TAPS |[Trans-Alaska Pipeline System
asset, is an inappropriate nmechanism to deal wth.
The nunicipalities need ... a seat at the table now.
And al t hough you do a wonderful job representing us, |
don't think it needs to be said that there's a trust

factor ... between nunicipalities and the state
| egislature, and | think an even nore obvious | ack-of-
trust factor between the | egi slature and the
producers. And in a business partnership, |ack of

trust doesn't nmke for a good project.

So, | think we need to set our political agendas
asi de. W need to facilitate this gas project. We
need to bring natural gas to the state of Al aska. And
| would ask you to continue to |ead our state and its
citizens into the next decade wth sone fisca
certainty, additional jobs, and the benefits that this
huge project would bring to us.

Number 2878

REPRESENTATI VE KOHRI NG thanked Ms. Boyles and said he agreed
with her. He suggested this is the kind of |egislation needed
to spur developnent in the industry, and said it fits in wth
hi s own budget proposal for major cuts over a ten-year period in
government bureaucracy, coupled with nmajor expansion in the oil
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and gas industry. He suggested this bill would go a |ong way
towards helping the state's fiscal situation, "not to nmention
growh in our econony from jobs and just dollars flowing in the
econony through construction of this nature.”

Nunber 2819

BILL ALLEN, Chairnman and Chief Executive Ofice (CEO, VECO
Corporation, canme forward to testify in support of HB 519. On
his behalf, Rick Smth, Vice President of VECO Corporation, read
the foll ow ng:

M. Chairman and nenbers of the commttee, it is a
pl easure to be here with you today, and | appreciate
the opportunity to speak with you on an issue of the
ut nost i nportance to Al aska.

| know nost of you personally. Over the years, we
have had the chance to work together on nany issues
i nportant to Al askans: creating jobs and local hire,
i nprovi ng education, encouraging business and economc
devel opnent, to nanme just a few.

I'"'m here today to tell you that in my opinion, no
single issue is nore inportant to Alaska's future than
the legislation you now have before you. Al aska is
truly at a crossroads. Many of our traditional
industries are struggling - often through no fault of
their own. Qur oil resources are declining, our
timber, mning, and fishing industries are on the
ropes - because of factors largely beyond their
control.

But the bottom line is that as those traditional,

mai nst ay Al askan i ndustries struggl e, Al aska
struggles, and Al askans find thenselves out of work
and wunable to provide for their famlies. I n

addition, as our state's econony shrinks, so does your
ability to ensure better schools, better conmunities,
and a better quality of life for all Al askans.

M. Chairman, | believe the legislation before you
offers an opportunity for Alaska to control its own
destiny. W know that the North Slope has enough

proven reserves of natural gas to fill a pipeline to
capacity for the next 50 years - 35 trillion cubic
feet, and that's just the known reserves. Esti mat es
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suggest there may be nuch nore, perhaps enough to keep
the pipeline - and the jobs and revenues it wll
create - operating for the next 100 years.

Nunber 2623
Unfortunately, before Alaska can realize any of those
benefits, a pipeline nust be built. A few years ago,
li ke nost Alaskans, | was enthusiastic about the

prospects for the gas |ine. Wth prices soaring, it
| ooked as if the pipeline was just around the corner.
Vell, we know what happened next. Just as quickly,
prices dropped, and the econon cs suddenly changed.

After nmonths of study, it's now clear that w thout
sonme economc incentives, private industry is not
going to be willing to risk the billions of dollars
necessary to construct the gas line at this time. The
project sinply does not "math out" at current and
foreseeable prices, unless sone of the construction
and startup risks are offset.

W know that we have sonme of the |argest known gas
reserves in the world. W know that we have reliable,
private-sector partners who can help Al aska devel op

and market our vast, untapped resource. But we also
know that Alaska is not the only place in the world
where natural gas exists. And as wth other
i ndustries, international conpetition increases every
year.
Nunber 2562

| guess nore than anything, | am here today to urge
you to act quickly to seize a unique opportunity that
can help ensure Alaska's future. | believe the w ndow
of opportunity is still open, if we act now to help
make this project a reality. | also strongly suspect

that if that wi ndow shuts, it nay never open again.

In the past several weeks, | have talked with senior
officials from the production conpanies. They have
indicated a willingness to proceed, providing federa
and state legislation is passed to help offset sone of
the project's trenendous risk. They also seek
reasonabl e assurances of stability in our tax and
econom c clinate.
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In that regard, for the past several nonths nenbers of
our congressional delegation have worked to enact
federal incentives to help mke the gas Iline a
reality. But ... as wth any Alaska resource
devel opment issue, they are fighting a difficult,
uphil'l fight, and they need our help.

Nunber 2504

Last week, [U.S.] Senator Murkowski called ne and said
that opponents of the gas line are now pointing out

the absence of state action on the issue - and using
that point to try to defeat our delegation's efforts
in D C "If Alaska does not care enough to offer

incentives," they say, "why should we?"

Senat or Murkowski and the rest of our delegation have
i ndicated that passage of HB 519 will go a long way
toward denonstrating Alaska's commtnment to this
proj ect. It wll send a clear signal to Washington
and the producing conpanies that Alaska is ready to
step up to the plate to help build Alaska's future.

Nunmber 2465
| have been asked what this legislation wll cost
Al aska. My answer has been very sinple - absolutely
not hing, because wthout this legislation, the gas
line will never Ilikely be built. You can't tax
sonet hing that doesn' t exi st. So, any taxes

potentially deferred by this legislation would never
have been realized anyway.

On the other hand, | believe the true cost to Al aska
lies in doing nothing. If this legislation does not
pass and the gas line is not built, what wll that
cost Alaska? The gas line will create thousands of
new jobs and billions in new revenue and economc
activity. It can help provide a stable economc
climate for Alaska at least well into this century -
and long after you and | are gone. At a tine when
Al aska IS desperately seeki ng new econom ¢
opportunities, I suggest to you that the best
opportunity is very close at hand, if we will sinply

reach out and grasp it.

HOUSE O&G COW TTEE -22- April 19, 2002



Nunber 2394

REPRESENTATI VE OGAN concurred with M. Allen's testinony, saying
he would like to see the legislation nove along as well. He
then asked whether VECO Corporation would object if the bill
were anended to add a way for the state to possibly recoup the
foregone revenue l|ater on, if prices are up and profits are
bei ng made.

MR. ALLEN referred to HB 393 [which becane the Al aska Stranded
Gas Devel opnment Act in 1998]. He said from what he could see

from that Act, that could be negotiated. He suggested that
woul d begin fairly quickly once there is federal |egislation.
Speaking of the producers, he said, "I don't know why they

woul dn't do that."

REPRESENTATI VE OGAN pointed out that there is a difference of
opinion between the DOR s reading of the bill and how it is
bei ng portrayed by the producers. He said he'd like to sort
t hat out. He asked whether Jack Chenoweth, the drafter of the
| egi sl ati on, was avail abl e.

VICE CHAIR FATE indicated the commttee aide would contact M.
Chenowet h.

Nunber 2176

REPRESENTATI VE KOHRI NG t hanked VECO Corporation for its efforts
with this legislation and contributions to the econony in terns
of jobs, local hire, and so forth. He suggested perhaps the
bill could be noved from the current commttee, with the House
Resources Standing Conmmttee then being asked to [|ook at
Representati ve QOgan's concerns.

Nunber 2124
PAMELA LaBOLLE, President, Alaska State Chanber of Conmmerce,
cane forward in support of HB 519. She offered the follow ng
testi nony:

The Al aska State Chanber represents 35 |ocal chanbers
and 700 businesses, nobst of whom are small businesses
deeply concerned with the economc future of Al aska.

As the voice of Al aska business and the |eading
advocate for business headquartered here in Juneau,
we've always appreciated the opportunity to address
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bills of inportance to the econom c devel opnent of the
state.

Qur legislative priorities are developed at the
grassroots | evel by our nenbership, through a several -
nont h-1 ong process of proposal, review, and debate.
And anong our top priorities - one of our five highest
priorities - is wurging the legislature and the
governor to encourage the producers to proceed wth
devel opment of a southern gas-line route through
Al aska.

The chanber speaks in favor of HB 519 and urges its
passage. Al aska absolutely needs a gas pipeline. For
our menbers to have their businesses thrive or even
j ust remain viable, Al aska's resources nust be

devel oped. It sonetinmes seens that people outside our
state have a nmuch greater say in what happens in our
state than we do. Wth the defeat of ANAR [the

opening to devel opnent of the Arctic National Wldlife
Refuge] in Congress just yesterday, there are no other
| arge devel opnents on the horizon that will spur the
growm h of our econony in the near term

Qur executive commttee neets nonthly around the
state, often in smaller comunities; we were just in

Pet er sburg yesterday. And as a result, we are very
concerned with what we're seeing happening in the
state's econony - little or nothing. ... W would I|ike

to know what the state plans to do to encourage
economc growh, to try to have a hand in our own

destiny.

Wile the final results of the producers' study
haven't been released yet, it should be apparent to
everyone that this is a project of enornous cost and
risk. The state and |ocal governnments would benefit

greatly, for years to cone, if we can encourage the
producers to take the risks inherent in this huge
project and develop the North Slope gas resources by
bui l di ng a project through Al aska.

Nunber 1975

M5. LaBOLLE conti nued:
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The tenporary tax exenption provided by this bil
should be |ooked upon as an investnment by the state
and the nunicipalities, to encourage the producers to

go forward with a project that wll «create |obs,
benefi t muni ci palities, [ and] spur econoni ¢
opportunity for businesses that will start a whole new

i ndustry - a gas industry for Al aska.

By revitalizing the Alaska Stranded Gas Devel opnent
Act and having it apply to this project, the state and
producers can create a contract that will assure tax
clarity and certainty, and protect vital interests of
the state and affected municipalities.

How often does the state have an opportunity to take
such a bold step to encourage |arge-scale economc
grow h? Several states and cities around our nation
have offered to businesses tax incentives to :
encourage them to invest. This state should be |ess
concerned with perhaps giving away too nuch, and nore
concerned with not mssing a significant opportunity
for economic growh, perhaps the only one in the next
f ew decades.

VI CE CHAIR FATE thanked M. LaBolle and inforned nenbers that
M. Chenoweth was online to answer questions.

Nunmber 1891

REPRESENTATI VE OGAN noted DOR s position that [the bill] doesn't
allow recoupnent of foregone revenue and is basically a tax
wai ver; however, other testifiers suggest there is an ability
under the Alaska Stranded Gas Devel opnent Act [if renewed] to

negotiate and possibly recover some of that. He asked M.
Chenowet h, drafter of the bill, for his opinion.
Nunber 1837

JACK CHENOWETH, Assistant Revisor, Legislative Legal Counsel,
Legislative Legal and Research Services, Legislative Affairs
Agency, responded via tel econference:

| think there's probably sonme truth to ... both
posi tions. The bill as offered ... does put off-
limts the property and other associated efforts in
conjunction with the gas line ... for the period of
gearing up and during t he first peri od of
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construction, for a period, as | recall, of up to two
years - and we're tal king about the property-tax |evy
that can be reached under [AS 43.56].

But the bill also loops in the stranded gas Act, in
its last two sections. And as you may recall, from
the effort with the stranded gas Act several years
ago, other provisions in that Act - if ... the Act is
brought into play - do provide for sone sort of a
contractual arrangenent which ... mght provide for a
recoupnent, after the fact, of taxes that are not paid
early in the life of the project.

Number 1776

REPRESENTATI VE OGAN asked whether, then, enough of the Al aska
Stranded Gas Developnment Act is incorporated into HB 519, as
witten, so that there possibly could be recoupnent if gas
prices were high, for exanple.

MR. CHENOWETH answered that the anendnent in Section 9 of HB 519
broadens the purposes for which the stranded gas Act can be
brought into play, and the anendnent to Section 10 extends the
period in which applications may be nmade to take advantage of
that Act. He pointed out that the contract-devel opnent
provi sions of AS 43.82.200, and the sections that follow talk
about the wuse of periodic paynents and simlar kinds of
arrangenments to cover taxes generally identified as being
associated with oil and gas production, transportation, and so
forth.

Nunmber 1673
REPRESENTATI VE JOULE referred to Section 4, new paragraph (7),

page 6, |lines 25-26, which reads in part, "for purposes of this
paragraph, 'Alaska North Slope natural gas project’' has the

neaning given in AS 38.35.240." He noted that the reference is
to the definition [in Section 3(b)], and includes "related
facilities". He asked what that neans and what the potenti al

inplications are.

MR. CHENOWETH noted that the cross-reference to "Alaska North
Sl ope natural gas project”™, on page 6 [line 6] of Version L, is
to AS 38.35.120(a)(1)(B). He said that definition talks in
terms of all the facilities of a total system of pipe intended
to transport, deliver, store, or provide for further or onward
transportation of natural gas. M. Chenoweth said:
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This |anguage was taken from another bill, the idea
being, | think, in fairness, that what ... they are
trying to cover or bring under the unbrella is all of
the facilities that ... mght be involved in a
potential natural gas pipeline project: gat heri ng
| ines; gas fabrication plants and things of that sort;
and then down at the other end, if ... you' re talking
about LNG the facilities at ... at tidewater or
what ever it m ght happen to be.

Because we are tying ... the definition of taxable

property to this definition, we are providing a

broadened definition for the project as it relates to

... particularly the property tax that may be inposed

under [AS] 43.56 by the state, and under the other

provisions that allow a |ocal governnment to conme in
and | evy the tax.

At one point, there was sone discussion about whether
gathering lines and things on the fields ahead of the
point of entry into a gas pipeline should or should
not be covered ... by this provision. | think the way
it's drafted, in the absence of any kind of a specific
exception, it would be given a broad reading and those
sorts of facilities would be covered wunder this

definition and, t her ef ore, made subject to the
pi peline property tax, rather than the exclusive tax
of ... a particular local unit of governnent.

VI CE CHAI R FATE t hanked M. Chenoweth and called on M. Konrad.
Nunmber 1435

KEN KONRAD, Senior Vice President, BP Exploration (Al aska) Inc.
came forward to testify, noting that he is Vice President of Gas
for his conpany. He offered the follow ng testinony:

| am here this norning to testify in support of House
Bill 519. Creating a supportive governnent framework
is an essential ingredient towards developing a
successful ANS [Alaska North Slope] gas project. An
international project of this nagnitude brings many
i nherent risks. Governnents, working constructively
Wi th industry, can play a major role in reducing these
risks by setting clear and predictable rules under
whi ch a project would be undertaken.
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BP, with our partners, has previously laid out key
gover nnment actions that wuld facilitate future

i nvestnment on this massive undertaking: a clear and
efficient U S. federal regulatory process - progress
is being nmade with Alaska gas provisions currently
part of this pending U S. Senate energy bill; an
ef ficient and predictable Canadi an/ First Nat i ons
regul atory process - BP continues to be very active

working in Canada to establish such a process, and
progress is indeed being nade; and, finally, [a]
sinple, clear, and predictable fiscal framework in
Al aska such that the nassive, |ong-payout investnents
being contenplated <can be undertaken wth the
know edge that the rules won't change.

House Bill 519 wuld be a positive step towards
achieving the necessary fiscal framework in Al aska.
The bill is nodeled after House Bill 393, which was

passed in 1998. As we did in 1998, BP continues to
support the <content and approach inherent in the
stranded gas Act, which this legislation refreshes,
updates, and nekes available for a gas pipeline
proj ect.

Nunmber 1328
MR. KONRAD conti nued:

House Bill 519 and the stranded gas Act, in
conbi nation, would first denonstrate |eadership and
intent by the legislature to provide stable fiscal
terms that encourage developnent of ANS gas while
fully and fairly conpensating the people of the state.
Second, it would establish a protocol, beginning with
an application and followed by a process to exchange
i nformati on between investors and the state. It would
enpower the state to enter into a contract negotiation
to achieve clear and sinple tax and royalty terns;
these terns would need to be subsequently approved by
both the executive branch and the |egislature.

It provides a process with the state and investors

while providing for nunicipal input. It provides for
contract revi ew, approval , [ and] term nation
provisions, inclusive of nunicipal input; I|egislative
aut horization; and judicial review It also provides
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for ... prioritization of state agency support for a

qual i fying project. In aggregate, it sets out a
t houghtful ... and a workable franmework through which
inportant fiscal issues [are] subject to subsequent
approval by ... this legislature.

The bill also encourages Alaska hire, training, and
pur chasi ng. BP has and continues to support the use
of in-state capability. However, sone technica
nodi fications may be considered to ensure the bill's

| anguage does not draw | egal chall enge.

Passage of HB 519 would send a positive nessage to
investors and provide a franework to achieve fiscal
clarity, sinplicity, and predictability. BP is fully
supportive.

Nunber 1240

REPRESENTATI VE OGAN asked M. Konrad, "Are you going to build a
gas pipeline."

MR. KONRAD answered, "I hope so. W're busting a gut to try and
make it happen, and | think we're probably as close as we've
ever been in the last 30 years - or, indeed, closer."

Number 1199

REPRESENTATI VE OGAN offered his understanding that two of the
three producers are agreeable to providing econom c nodels, but
that one isn't. He asked, "Are you one of the producers that's
agreeable to providing it?"

MR. KONRAD said his conpany is happy to work with the state, but
the essence of this bill is to set out a framework for
predictability and stability. He expl ai ned:

Economi ¢ nodels may be part of that, but | think the
bigger piece of predictability and stability is
knowi ng what the rules are. Model s assune what the
rules are, but, of course, the rules are much nore
fluid than whatever you put in a nodel. ... But BP has

shared information wth the state on other
activity, including ... the activity we had around
Northstar, so | think that's a bridge we've already
crossed.
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Nunber 1084

REPRESENTATI VE OGAN asked whether, in the working group, BP was
agreeable to letting the results of that working group and the
economc nodels that were produced be known before the
| egi sl ature.

MR. KONRAD answer ed:

W're planning to roll out information on the project
here very, very shortly - or the update on the project
- and if there's further information that needs to be
provi ded, then we're happy to provide it, as long as
it's ... not proprietary. ... Economic nodels in
thenselves are not proprietary, and | don't think
there's a fundanental issue around that.

REPRESENTATI VE OGAN asked whether there is an agreenent in the
working group that all three nust agree [if the producers are]
to provide the econom c nodel s.

MR. KONRAD replied that sone people have been struggling wth
the issue of confidentiality. "As | said, BP has done that
before on other projects,” he added, "and | don't foresee that
being a problemon this project.”

REPRESENTATI VE OGAN asked whether BP, then, isn't one of the
producers that would object to releasing information discovered
in the working group.

MR. KONRAD answered, "I'm not actually sure what you're talking
about. ... | haven't heard people saying that there's one
conpany for this ... or not. We've historically shared

information with the state, and we don't have a problemwth ...
sharing it in the future.”

Nunmber 0954

REPRESENTATI VE OGAN expressed frustration about not receiving
information, including economc nodels, requested in January.
“I"'m supportive of this legislation because | think it's the
right thing for Alaska and it'Il help,” he remarked. " But

it would give ne ... a lot less heartburn to vote 'yes' on this

if the producers and the working group [were] nore forthcom ng
with the information that we requested and haven't gotten."

MR. KONRAD responded:
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The reason this project isn't economc yet is because

the risks outweigh

the rewards, and we've tried to

identify, as clearly as we can, ... three of the key

risks, which is
regulatory risk in

regulatory risk in the US.,
Canada, and fiscal risk in the

state of Al aska. And those are the ... key elenents
around reducing the risk of the project. Clearly, we
have a job to do, to reduce costs and reduce risks
around costs and nanage the costs, but ... that's kind
of our job, and that wll take an enornous future
investnent and ... engineering to do that.

VWhat we want is a framework in place. ... W' ve spent

$125 million. W go to the next phase, it's going to

be quite a bit Iarger

than the first phase. And

just knowi ng that there's a predictable framewrk out
there, ... that the rules aren't going to change, that

really has been the essence of our requests around
fiscal stability in the state of Al aska.

Number 0820

REPRESENTATI VE OGAN concurred, but said legislators would I|ike

nore information in order

to be able to explain to constituents

why the legislature is providing these incentives.

MR. KONRAD sai d:

It would fully be

BP' s i nt ent to enter into

negotiations wth the state around fiscal stability
as quickly as possible. So, it's fully our intent
to do that, and those negotiations could go

wherever they went.

But, at the end of the day, theré

would ... need to be a nutual agreenent.

| think the second thing ... to observe is that to the
extent there were a property tax holiday, that
would lower the tariffs ... on the line for the life

of the |ine, because

t hose taxes would not becone

part of the capital costs ... of the |line. Hence,

with lower tariffs

over the life of the project,

royalty receipts would be higher over the life of the
project, and ... severance tax receipts would be
hi gher over the life of the project. So there is an
i nherent, natural recoupnent....
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REPRESENTATI VE OGAN and VI CE CHAI R FATE t hanked M. Konr ad.
Number 0699

VICE CHAIR FATE called an at ease at 9:40 a.m He called the
neeting back to order at 9:44 a.m

Number 0635

JOE MARUSHACK, Vice President, ANS Gas Commercialization
Phillips Alaska, Inc., canme before the commttee to testify in
support of HB 519, noting that his primary responsibility is the
devel opment of Phillips' ANS gas resources and that Phillips is
commtted to achieving its goal in a tinely and economc
fashi on. He read from his witten testinony, wth a few

changes, as foll ows:

As you know, we have been focusing this year on those
areas that we believe are nost likely to result in an
economcally viable gas pipeline project to the Lower
48. We have conpleted our joint analysis of the work

the producers initiated last vyear, J[and wll be]
setting up a tinmne to review the results with you.
Phillips is ready to start discussing these itens, and

we're waiting on partner approvals.

[ For] several nonths, however, nost of Phillips' gas
enphasis has been directed at the federal level to
achieve the congressional | egi sl ative changes to
advance our proj ect. [ These] i nclude federal
| egislation that creates permtting certainty - and |
believe you are well aware of the current federal

| egislation that's in the [U S.] Senate bill

The second - and perhaps the nost inportant - thing
that will help us achieve a project is a federal tax
mechanism to help mtigate the unacceptable nmarket
risk of a project of this nmagnitude. | understand you

are probably aware of current drafts of this mechani sm
that provide downside mtigation, but also provides

repaynment of any credit, if used, and that is
currently assessed by the U S. government as having
zero cost. This piece of legislation is, in Phillips'
view, a nost critical element in noving the project
f or war d. It shares the benefits that the Lower 48
consuners wll see from ANS gas comng to the market,
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whi l e addressing the risk inherent in such a |large and
costly project.

Phillips is also pursuing additional federal
i ssues such as accel erated depreciation and perhaps an
i nvestnment tax credit on part of the assets.

Nunmber 0438
MR MARUSHACK conti nued:

G ven achi evenent of the federal legislation - and at
this point, it is not a certainty - it is inportant to
the economc viability of the project to progress
fiscal matters at the state |evel

Fiscal matters include fiscal certainty. And what we
really nmean is, we need to know - with a fair degree
of specificity - how our taxes and royalties wll be
cal cul ated and adm ni stered. W would also like to
address potential opportunities to gain assurances
that those taxes and royalties won't change once we've
made our investnent. W believe that strategic
participation by the state in mechanisnms to inprove
the economic viability of the project are inportant.

Wiile there my be a need for mnor clarifying
| anguage, we are encouraged by the commttee's
consideration of HB 519 that proposes both a tenporary
property tax abatement and the revival of an existing
statutory process by which pipeline project sponsors
can work with the state to gain the kind of fiscal
certainty and clarity that will reduce risks and help
the project nove forward. [ The tenporary] property
tax abatement is an inportant signal to the US.
Congress that Al aska has stepped up to try to nake a
proj ect happen.

By itself, an ad valorem holiday is not [of]
sufficient size that it can singularly make a
chal l enged project economc. However, it is an

inportant step in a series that along wth other
actions at the state/federal |evel, [and] actions from
the producers, including potenti al t echnol ogi cal
i nprovenents, we believe can reduce the risk and
i nprove the project econom cs.
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Nunmber 0297
REPRESENTATI VE OGAN asked, "Are we going to build a pipeline?"
MR. MARUSHACK replied that he doesn't believe anybody w Il know

to a certainty whether a pipeline will be built for several
years. He added:

However, what | can tell you is this: If we achieve
the federal legislation that we need, the enabling
| egi sl ation, the tax mtigation, and the tax
mechani sms we need, and we can achieve the state
fiscal certainty that we need, Phillips is commtted

to noving forward with the process, to initiate the
permtting process and try to mnmake this project
happen. So what I'm telling you is, if these things
can happen, we are commtted to ... finding partners
and investing several tines nore than the $125 mllion
we've already invested in this project to neke it
happen.

The reason that you may think |I'm hedging on you on
thisis ... it'Il take a long time to work through al
the permts, all the procurenent, all the design
factors [to] nmke sure we have a project. ... Just
| i ke every other project |I've ever worked on - we wl|
not know for absolute certainty that we're going to
build the project until the steel is landed and we're
wel ding it.

Nunber 0177

REPRESENTATI VE OGAN agai n nentioned the econom c nodels fromthe
wor ki ng group, as well as his understanding that it will require
all three producers' signing off on releasing the information,
but that one producer wll not. He asked whether Phillips is
one of the working group nenbers that wouldn't sign off on it.

MR. MARUSHACK answer ed:

[Phillips Alaska, Inc.] is commtted to working and
providing information to the legislature and the
adm ni stration on what we've acconplished through this
$125-m |l lion process. W're in the ... process of
putting that information together. As | said, | think
it'"s in a pretty good [position] to go forward.
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All of us have internal approvals that need to be

secured, and those are happening right now. Il ... do
understand your frustration in not seeing the data
sooner. And let nme say that ... in our view, it has

not been anything that has been a result of not
wanting to get the information or anything sinister
i ke that.

| can tell you that ny viewis, the federal issues are
the nost inportant things to nove the project forward,
in that if those don't happen, | don't know how we
nove a project forward. So we have been focusing a
tremendous anmount of hours and effort on trying to
wor k those federal issues. | apologize that that has
resulted in us not getting you the information [in] a
nore tinmely fashion, but I amcomritted to getting you
that information, also....

TAPE 02-24, SIDE A
Number 0001

REPRESENTATI VE OGAN thanked M. Marushack and told him he
appreci ated the answer, although it would give him nore confort
on passing legislation to see sonme nunbers and justification.
He said he was willing to let the legislation nove forward,
however, because he believes it in the state's best interest.
Wthout a pipeline, it is a rhetorical question about how nuch
tax will be collected fromit, he added.

Number 0092

REPRESENTATI VE DYSON noved to report from commttee CSHB 519
[version 22-LS1651\L, Chenowet h, 4/ 18/ 02] wi th individual
recommendati ons and t he acconpanying fiscal note.

REPRESENTATI VE OGAN i nformed nenbers that although he'd had sone
concerns about the ability to have "payback on the upside," that
concern had been addressed fairly well by M. Chenowet h.

Nunber 0162

VICE CHAIR FATE remarked, "W've discussed this wth the
sponsor, and we'll still be looking at ... omtting Section 2
fromthis particular bill." He said it would be discussed with
[ Representative Kott] as the bill noves forward to the House

Resources Standing Committee.
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Number 0173

VICE CHAIR FATE asked whether there was any objection to the
not i on. There being no objection, CSHB 519(0&5 was npbved out
of the House Special Conmittee on G| and Gas.

ADJ OQURNVENT

Number 0196

There being no further business before the commttee, the House

Special Conmttee on Ol and Gas neeting was adjourned at 9:55
a.m
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