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COMWM TTEE CALENDAR

HOUSE BI LL NO 519

"An Act authorizing priority treatnent under the R ght-of-Wy
Leasing Act for an Alaska North Slope natural gas project;
expanding the scope for the kinds of gas devel opnent projects
that nmay beconme qualified projects under the Al aska Stranded Gas
Devel opnent Act ; ext endi ng t he deadline for subm tting
applications under the Al aska 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."

- MOVED CSHB 519( RES) OUT OF COWM TTEE

HOUSE BI LL NO. 232
"An  Act permtting state residents to purchase renote
recreational cabin sites.”

- SCHEDULED BUT NOT HEARD
3d SPONSOR SUBSTI TUTE FOR HOUSE BI LL NO. 178
"An Act relating to the powers and duties of the conm ssioner of

fish and gane, the Departnent of Fish and Gane, and the Board of
Game, to taking and wuse of <certain game animals, and to
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consideration of the budget of the Departnent of Fish and Gane
by the | egislature; and providing for an effective date."

- SCHEDULED BUT NOT HEARD
HOUSE Bl LL NO. 299
"An Act providing for the namng and renamng of Al aska
geographic features.™
- SCHEDULED BUT NOT HEARD
PREVI QUS ACTI ON

BILL: HB 519
SHORT TITLE: NATURAL GAS Pl PELI NE: SPECI AL PROVI S| ONS
SPONSOR(S): RLS

Jrn-Date Jrn- Page Action

04/ 16/ 02 2952 (H READ THE FI RST TI ME -
REFERRALS

04/ 16/ 02 2952 (H &G RES, FIN

04/ 19/ 02 (H Q&G AT 8: 00 AM CAPI TOL 124

04/ 19/ 02 (H Moved CSHB 519( &G Qut of
Comm ttee

04/ 19/ 02 (H M NUTE( O&G)

04/ 22/ 02 (H RES AT 1:45 PM CAPI TCL 124

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 ssi oner

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; said the admnistration
opposes granting this exenption in the absence of economc
information and a negotiating framework, but supports sections
reactivating and expanding the Al aska Stranded Gas Devel opnent
Act; answered questions.
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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; voiced objections to
provisions relating to property tax and sales tax; conveyed
concerns about the anmbiguity of "and related facilities", the
ability to negotiate, and other issues; answered questions.

PAVELA LaBOLLE, President

Al aska St ate Chanber of Comrerce

217 Seward Street

Juneau, Al aska 99801

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

REPRESENTATI VE VI C KOHRI NG

Al aska State Legislature

Capi tol Building, Room 24

Juneau, Al aska 99801

POSI TI ON STATEMENT: Testified in concurrence with Ms. LaBolle's
testinony and in support of retaining tax exenptions in HB 519.

KEN THOVPSON

(Address not provided)

PCSI TI ON  STATEMENT: Testified on HB 519 as a citizen and
soneone famliar with the industry; agreed with extending the
Al aska Stranded Gas Devel opnent Act and deferring taxes during
construction; proposed changes that would result in his support
of the bill, including having the tax begin when gas begins to
flow, narrom ng the definition of the gas project, and extending
the bill only until the end of 2003 or m d-2004, at the |atest.

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
questi ons.

JOE MARUSHACK, Vice President
ANS Gas Commerci al i zation
Phillips Al aska, Inc.

P. 0. Box 100360

Anchor age, Al aska 99510-0360

HOUSE RES COW TTEE - 3- April 22, 2002



POSI TI ON STATEMENT:  Urged passage of HB 519; stated support for
reviving the Alaska Stranded Gas Developnent Act and the
"declaration of support inplied by the property tax abatenent”
inthe bill.

RHONDA BOYLES, Mayor

Fai rbanks North Star Borough (FNSB)

P. 0. Box 71267

Fai r banks, Al aska 99707

POSI TI ON STATEMENT: Testified in support of HB 519 as nmayor and
a business owner; said nunicipalities deserve a seat at the
table regarding long-term tax structuring for this project,
whi ch needs to be better than the structuring for TAPS.

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, noting that
he is Vice President of Gas for his conpany; suggested sone
technical nodifications may need to be considered so that there
won' t be a |[egal challenge regarding use of in-state
capabilities.

DAVI D MARQUEZ, Attorney

for VECO Corporation

18546 Csprey Circle

Anchor age, Al aska

POSI TI ON  STATEMENT: Testified on HB 519, wurging passage;
responded to suggestions and concerns of other testifiers;
answer ed questi ons.

ACTI ON NARRATI VE

TAPE 02-34, SIDE A
Number 0001

CO- CHAIR BEVERLY MASEK called the House Resources Standing
Commttee neeting to order at 1:47 p.m Represent ati ves Masek
Scal zi, Fate, Geen, Chenault, Stevens, Kapsner, and Kerttula
were present at the call to order. Representative MQ@iire
arrived as the neeting was in progress.

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

[ Contains conparison to HB 38 during Conm ssioner Pourchot's
testinmony; contains references to SB 360. ]
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CO- CHAIR MASEK announced that the commttee would hear HOUSE
BILL NO 519, "An Act authorizing priority treatment under the
Ri ght -of -WAy Leasing Act for an Al aska North Slope natural gas
project; expanding the scope for the kinds of gas devel opnent
projects that may becone qualified projects under the Al aska
Stranded Gas Devel opnent Act; extending the deadline for
submitting appl i cations under t he Al aska St r anded 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.” [Before the
commttee was CSHB 519( &G . ]

Number 0129

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

Nunber 0178

REPRESENTATI VE PETE KOIT, Al aska State Legislature, presented HB
519 as chairman of the House Rules Standing Conmittee, sponsor
of the legislation. He began to explain changes in Version O

[ There was di scussion by nenbers about packet nmaterials.]
Nunber 0322

COCHAIR MASEK called an at-ease at 2:01 p.m She called the
meeting back to order at 2:03 p.m

Nunmber 0369

REPRESENTATI VE KOTT pointed out that the list of changes to HB
519 in commttee packets relates to earlier drafts. He then
i ndi cated Section 2 of CSHB 519(0&G5 has been deleted in Version
O as was discussed in the House Special Commttee on GOl and

Gas. He offered his belief, from talking to sone of the
producers and supporters of the bill, that Section 2 had been
redundant .

REPRESENTATI VE KOTT expl ai ned further changes. On page 4, lines
5-8, Version O essentially adopts by reference the Alaska
Stranded Gas Devel opnent Act, which gives the comm ssioner the
opportunity to negotiate the terms with the producers. And on
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page 4, line 24, after the word "facilities", the words "to be"
have been added, to clarify that facilities to be exenpted from
a general tax are those facilities that will be built, not those
currently built.

REPRESENTATI VE KOTT acknowl edged that the latter is a huge
change; he said it wasn't crystal clear in the earlier version

and that the intent is to make it perfectly clear that the tax
relief is to be provided to those facilities that would be under
construction if this bill were to pass. He suggested the chair
of the House Special Commttee on Ol and Gas could confirmthat
such an intention was discussed in that commttee.

Number 0578
REPRESENTATI VE KOTT highlighted features of HB 519. He
explained that it wll "incentivize and bring about sone

hardcore discussion” regarding developnment of a natural gas
pipeline. Noting that a pipeline has been discussed extensively
for years with no results, he suggested this bill is a vehicle
to "take to the table" some future discussions in earnest.

REPRESENTATI VE KOTT enphasized an inportant feature, that this
bill is tied "sonewhat directly" to federal |1egislation. He
noted that congressional nenbers have asked why they shoul d pass
any incentive or netback provision to the producers if the state
isn't doing so. Furthernore, although a w ndow of opportunity
was W de open ten years ago, he characterized it today as having
an inch left before it closes. Acknow edgi ng sone may di sagree,
he referenced discussions with others and pointed out that
Alaska is in direct conpetition with sone huge [gas] fields. He
said it is inperative to "step onto the playing field" to get
sonet hi ng goi ng, which HB 519 does.

REPRESENTATI VE KOIT offered that estimates that there wll be
natural gas on the North Slope for 50 years are conservative; he
suggested it is closer to perhaps 100 years. Proposing that it
be devel oped [now], he said, "Qtherwi se, we may not see another
opportunity in our lifetinmes for this field to be devel oped. ™

Number 0803
REPRESENTATI VE KOIT explained that the bill grants a tax
exenption from property taxes of nunicipalities and the state

The exenption is during the tinme of construction, which begins
when the comm ssioner says the qualifications have been net, and
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ends the second calendar year after the pipeline has been
constructed. He told nenbers:

It's nmy wunderstanding, ... talking to sone of the
folks, one ... interested party directly, that were
this bill to pass, they would enter into that
negoti ation between them and the conm ssioner, to
bring ... clarity and certainty to the cost of this
proj ect. They're not going to wait a year or so;
they're going to get right in there and start
di scussing the nechanics of it. And this is where

your tax-exenpt status would be discussed, and what
eventual conditions may be | evied.

REPRESENTATI VE KOTT noted that the under the state constitution
Article I X, Section 4, the legislature can exenpt entities from
payi ng taxes.

Number 0928

REPRESENTATI VE KOIT highlighted other features. O great
i nportance, since it sets out conditions for negotiating, 1is
that the bill extends the |ife of the Al aska Stranded Gas
Devel opnent Act, which has expired, until [2005]. In addition

it asks that the departnment expedite the permtting process; he
explained that if a project is worthy and could go forward, the
permtting process should not stall it for several years.
Furthernore, the bill defines a viable project, listing
qualifications, to clarify that in order to qualify for this
t ax- exenpt period, a conpany nust neet those qualifications [as

determ ned] by the comm ssioner. Finally, the bill sets out, in
general provisions, that whoever is responsible for building the
pipeline will use Al askans, to the nmaxi num extent possible, for

producti on, devel opnent, and building of the needed facilities.

REPRESENTATI VE KOIT told nenbers the foregoing is what the bil
does in very general ternms. He concluded:

Again, the big issue is to provide this tax-exenpt

status for this period of tinme. Again, it can ... and
will be negotiated between the producers and the
departnment on what those conditions may be, based on
the economcs of the project. It's inportant, |
believe, that we provide sone incentive to nake this
proj ect viable. | think the viability of the project
has certainly been on everybody's plate, and | think

that's a reason why we haven't seen anything go
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forward for the last ten years, even though it's been
di scussed. We're no closer today, in reality, than we
were ten years ago.

REPRESENTATI VE KOIT indicated other testifiers could provide
technical or historical information.

Number 1230

PAT POURCHOT, Conm ssioner, Departnment of Natural Resources
(DNR), testified before the commttee, noting that he also
serves as chair of the governor's Natural Gas Cabi net. He said
the adm nistration opposes the provisions of the bill that would
grant a state and local property tax exenption valued at, at
| east, $500 million, in the absence of economic information on
project viability and the econom c need, and in the absence of a
negotiating framework in which the state might bring forward
ot her issues of concern to the state.

COW SSI ONER POURCHOT speci fi ed, however , t hat t he
adm nistration supports the provisions that would expand and
extend the Al aska Stranded Gas Devel opnent Act - passed several

years ago by this legislature - which sets up a franework for
| ooking at not just property tax, but also a nunber of issues
with project sponsors; he offered the belief that it provides
the kind of forum whereby there could be negotiated terns that
woul d benefit and advance a project, as well as protect state
i nterests.

Nunmber 1343

COW SSI ONER POURCHOT offered sonme history. Several years ago,
the state conm ssioned a renowned expert, Pedro van Meurs, to
look at a liquefied natural gas (LNG route. H's [report]
anal yzed different tax incentives and what the state mght do to
advance the line; it pinpointed property tax as sonething that
could have a significant [negative] inpact, because of its being
a regressive tax at an inopportune tine - during construction
and before revenues flow. At the sanme tine, M. Meurs
recogni zed that a property tax exenption mght be structured to
be "backl oaded” so that exenptions are upfront, with sonme sort
of repaynent |ater.

COWM SSI ONER POURCHOT told menbers the foregoing was very much
part of the discussion when the Al aska Stranded Gas Devel opnent
Act was passed. He said it was always assuned it would be the
kind of topic one might negotiate, in addition to other issues,
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and then bring back to the legislature. He noted that unlike HB
519, that Act also includes a provision to formally involve the
input of municipalities, particularly those inpacted by the

property taxes. He explained, "In the stranded gas Act, it was
felt that a formalized process of them being able to comment and
participate ... in elements of the negotiations would be

appropriate.”
Number 1469

COWMM SSI ONER POURCHOT recalled that when the admi nistration had
brought forward so-called marginal field legislation and
Northstar legislation in previous years, the legislature was
very much interested in looking at economc assunptions
regarding the basis on which tax or royalty structures m ght be
changed. A lot of law was witten into both those bills
governing what the adm nistration should be |ooking at, he said,
and on what basis it should be making conclusions; a lot related
to getting economc information on project viability and
wei ghing alternative tax consequences before giving a specific
kind of royalty or tax benefit. He concl uded:

That would be the sane type of arena that we would be
| ooking for in this regard, and probably a better way
of structuring both benefits and incentives that can
advance a project, as well as protect state interests,
and put forward sonme of the things that the state may
be interested in, also, in bringing forth in such
negoti ati ons.

Nunber 1532

CO-CHAIR SCALZI asked whet her Conmi ssi oner Pour chot was
di scussi ng Version O

COWM SSI ONER POURCHOT noted that he'd just now seen it and had
|istened to Representative Kott describe the changes. He said,
"I believe ny testinony would still be appropriate for the CS in
front of you."

Number 1550

CO CHAI R SCALZI characterized Representative Kott's description
as a deferment of taxes, rather than an exenption, which Co-
Chair Scalzi indicated is his own understanding as well. He
asked, "If that's the case, does the adm nistration support the
def er ment ?"
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COWM SSI ONER POURCHOT of fered hi s under st andi ng from
Representative Kott's testinony that there wuld be an
opportunity to negotiate sonme sort of recoupnent, payback, or
deferral. He said, however:

| think that's in theory true, but it certainly defies
any type of negotiation that |'ve been involved in, in
the sense that there are two separate things in this
bill. ... On the one hand, the bill asks that
during construction and the following two years of
operation, all of that activity would be exenpt from
both ... state and | ocal property taxes. On the other
hand, in the other provisions, the stranded gas Act is
ext ended and expanded to include ... all types of gas
projects, not just LNG This is very simlar, by the
way, to House Bill 38 before the committee that the
governor introduced | ast year.

It is not inconceivable, but it is a stretch that if
you are legislatively given a benefit of no property
taxation, then to turn and do a negotiation, to ask
the admnistration to then negotiate back for
sonething that you ve already given away in statute --
if they're even interested in negotiating on
sonething they already have, you're going to have to
give sonmething. So, you're already at a ... lot of a
di sadvantage in that type of negotiation, because
there are other things that project sponsors would
like to see, that they've testified [about] before:
the valuation of gas, how the state treats its
royal ty[ -i n-kind] gas versus i n-value gas,
severance tax, royalty rates. So, you have opened a
lot of new fronts, if you think you're going to go
back and then negotiate recoupnent or repaynent of
a benefit that you' ve al ready |egislated.

Number 1696

CO- CHAIR SCALZI said he also interprets Version O to say the
conmmi ssi oner, rather than the |egislature, Wil | do the
negoti ati ons on any deferred taxes. "I haven't picked up on the

part where we're at, in this," he added. He asked, "Do you have
any qual ns about the |egislative body being the one that has the
final say on this?"
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COW SSI ONER POURCHOT answered that it was a "very l|large issue"
several years ago, relating to the bills he'd referenced

earlier; at t hat time the administration, like prior
admnistrations, felt that kind of activity was the province of
t he executive branch. It was an act of conmty, "according to

our lawers,"” he said, of bringing the negotiated deal back to
the legislature for final approval, as happened with Northstar.
He said that is still anticipated in the Al aska Stranded Gas
Devel opnent Act. Commi ssi oner Pourchot added, "By the way, the
comm ssioner in that regard, | believe, is the conm ssioner of
revenue. ... W would want to assist him ... if he got to
royalties.” He concluded, "So, | guess the difference is fina
approval versus actual negotiation.”

Nunber 1792
REPRESENTATI VE FATE followed up on Co-Chair Scalzi's questions.

He said the three references to the Alaska Stranded Gas
Devel opnent Act nake quite clear the comm ssioner's role in that

negoti ati on. He also offered his belief that in this
| egislation the interests of the affected nunicipalities are to
be taken into consideration during the negotiation period. He

said he'd felt certain in the hearing in the House Speci al
Commttee on G| and Gas [which he'd chaired] "that we had net
t hose objectives, both for the municipality and for the ability
of the comm ssioner of revenue to mneke those negotiations
meani ngful for both the state and the nmunicipality, but with the

assent, of <course, of the ... people involved in the
project." He concluded that it is "sonewhat a reopening of that
stranded gas Act" in regard to the tax regine.

CO CHAIR MASEK asked whether there were further questions and
t hen t hanked Comm ssioner Pourchot for his testinony.

Nunmber 1888

LARRY PERSILY, Deputy Comm ssioner, Ofice of the Comm ssioner
Depart ment of Revenue (DOR), testified on HB 519, indicating his

testimony would be simlar to Conmm ssioner Pourchot's. He
advi sed nenbers that the DOR has objections to the bill as it
relates to not only state and nunicipal property tax, but also
to sales tax. He said the bill "gives it away for six or seven

years, and then tells the Departnent of Revenue, under the
stranded gas Act, to go negotiate the best deal we can.”

MR. PERSILY informed nenbers he has been a negotiator before
and there nust be sonmething to negotiate wth. By giving a
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total waiver of property and sales tax during construction and

for the first two full years of production, the bill would - to
his belief - nake it inpossible to negotiate property and sal es
t ax. "We could, wunder the stranded gas Act, continue to
negotiate a contract for paynments in lieu of taxes for
production tax," he noted. "None of that would involve the
muni ci palities. The nunicipalities would see their revenues

affected by property tax and sales tax."

MR. PERSILY referred to the definition of what would be covered
under the tax waiver. He expressed concern that it is still
anbi guous and that the phrase "and related facilities" could
present probl ens. For exanple, would it include the need to
expand a saltwater treatnent plant at Prudhoe Bay as part of a
project, well conversions from oil to gas, or separation
facilities? Wuld they be eligible for the property tax waiver
or not? He explained:

Ol conpanies are |ike everyone else. You | ook at
your tax form and you try to find as nmany ways as you
can - within the law, within reason - to mnimze your
t axes. It's Anerican. | guess it's good business.
And it's probably the way it should be. W feel that
the "and related facilities" would present problens
that would end up in disputes between the state and
whoever is doing the developing of those new
facilities that would need to be constructed for a
nat ural gas project.

Number 2039

MR, PERSILY infornmed nenbers that he'd provided an updated
spreadsheet [dated April 22, 2002] showing estinmted property
tax | osses. He brought attention to the assunptions on the top
of the first page, which read:

4.5 bcf/d

$21.3 billion project to Chicago
$3.0 billion conditioning

$17 billion pipeline

30% of pipeline in Al aska

Al'l of conditioning plant on North Sl ope

22% of Al aska pi peline on North Sl ope

12% of Al aska pipeline in Fairbanks North Star Borough
18.5 mll rate on North Sl ope

15.5 m|l rate in Fairbanks
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Production starts in Year 6

MR. PERSILY explained that Year 1 would be when the decision
woul d be made to go ahead and start applying; in Year 2, there
woul d be nobilization, so there would be property tax due on
equi pnment arriving in Al aska. Production would start in Year 6,

and property tax wuld be waived for two full years of
producti on. "You'd be looking at waiving three-quarters of a
billion dollars or so in property tax revenues to the state, to

the Fairbanks North Star Borough, and to the North Slope
Bor ough, " he pointed out.

MR. PERSILY turned attention to the second page of the
spreadsheet, which shows property tax waivers if HB 519 were
interpreted to include Point Thonmson. He expl ai ned:

The reason we raised that is, Point Thonson is very
heavy in gas - 9 tcf [trillion cubic feet]. So if |
were a producer, and if | wanted to argue, for
exanple, that |'m devel opi ng Point Thonmson because of
the gas line - and wthout a gas line, [|I'm not
devel oping Point Thomson - would | try to put that
under the waiver of [HB] 519? It's just sonething we
wanted to raise.

MR. PERSILY offered to answer questions.

Number 2114

REPRESENTATI VE FATE surm sed that M. Persily hadn't considered
the words "to be" inserted in Version O but instead had used
"and related facilities -constructed". He also asked what

scenario M. Persily had used for the conputations, and whether
it involved negotiation or having all the taxes be exenpt.

MR. PERSILY answered, "Under the legislation, the way we read
it, property taxes on the project and related facilities are
exenpt, period. And then we can negotiate.”

REPRESENTATI VE FATE asked whether the conputations were nade
then, on the basis that there would be no negotiations for
mtigating inpacts to the municipalities.

MR. PERSILY affirmed that.

Nunber 2183
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CO- CHAIR SCALZI said he hadn't seen Version O until just a few
m nutes ago, either, and had prepared anmendnents simlar to what

the proposed CS does, "in that it defers paynents." He added,
"The amendnents were to defer themto a tinme certain, and then
specifically say how the paybacks would cone forth." He asked
M. Persily whether conceptually it would give the Departnent of
Revenue nore confort - and "nore of a leg to stand on" because
there would be a deferral to a tine certain - if it were

specified that there wwuld be a payback but also that
negoti ati ons woul d take place in the future.

MR. PERSILY said that was the original intent of the Al aska
Stranded Gas Devel opnent Act in 1998, to sit down and see what
is needed to help make the project economical, to see how the
state can contribute to that, and to defer paynents until |ater.
During construction and the early years of a project this size,
property tax is a heavy burden because there is no positive cash
flow but a | ot of taxes. He added:

But perhaps the state could negotiate a contract for
paynment in lieu of taxes, to bring back to the
| egi slature for approval; ... nmaybe it would waive
sone of them but it would defer sone of the rest of
the paynments to a tine where there's positive cash
flow. Particularly in times of high prices, the state
could increase its take.

Number 2271

CO CHAIR SCALZI asked whether, if it were specifically spelled
out in the proposed CS, M. Persily would feel there is that
negoti ati ng | everage which he believes is |acking now.

MR. PERSILY replied:

Wthout seeing the exact Ilanguage, ... that is the
i ntent. If it ... gave us the ability to negotiate
deferral, waiver, reduction - sone structure, rather
than giving away the tax and then telling us to
negotiate with nothing - sure. | think we could get a
good deal for the state and for the devel opers of this
proj ect.
Number 2309

REPRESENTATI VE GREEN asked:
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If we deferred this half billion or six hundred
mllion dollars of taxes until |ater and then recouped
nost or all of that in a later portion of the project,
when there was a positive cash flow, they would act as
a deterrent or negative as far as the netback for the
wel | head value that the state would base its royalty
on?

MR. PERSILY answered, "If | wunderstand the question, when they
pay tax, that reduces the netback."

REPRESENTATI VE GREEN sai d, "So, when they pay this tax on top of
the other, then that has a further danpening effect on the
net back during those years of payback."

MR. PERSILY replied, "I believe it would, but that mght be
sonet hing we coul d negotiate.™

CO CHAIR MASEK asked whether there were further questions and
then thanked M. Persily for his testinony.

Nunber 2406

PAMELA LaBOLLE, President, Alaska State Chanber of Comrerce,
cane forward to urge passage of HB 5109. She said Al aska
absolutely needs a gas pipeline. She expressed concern that

soneti mes people outside Alaska seem to have a |arge say over
what happens in the state. Wth the defeat [in the U S. Senate
of the opening of the Arctic National WIdlife Refuge to
devel opnment] last week, and with no other |arge devel opnent on
the horizon to spur economc growmh, she said, nenbers are
concerned about the state's economc future.

M5. LaBOLLE told the commttee that while the final results of
the producers' study haven't been released yet, it should be
apparent this is a project of enornous cost and risk. She
suggested the state and | ocal governnments would benefit greatly,
for years to conme, if the producers were encouraged to take the
i nherent risks and develop the North Sl ope gas resources. She
conti nued:

The tenporary tax exenption provided by this bil

should be |ooked upon as an investnent by the state
and municipalities to encourage the producers to go
forward with a project that will create jobs, benefit
muni ci palities, spur econom ¢ opportunity for

HOUSE RES COW TTEE -15- April 22, 2002



busi ness, and start a whole new industry, a gas
i ndustry 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 wll 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
grom h? Several states and cities around our nation
have offered, to businesses, tax incentives to
encourage them to invest. The 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
few decades. Thank you.

Nunber 2527

REPRESENTATI VE VIC KOHRI NG, Al aska State Legislature, concurred
with Ms. LaBolle's testinony. He said on one hand, Al aska woul d
be giving up potential state and municipal revenues, but there
woul d be a substantial benefit from construction and operation

of the gas pipeline, in terns of investnment in comunities,
jobs, and so forth. He offered his opinion that the tax
exenptions in the bill should be retained for that reason.

Number 2575

REPRESENTATI VE GREEN asked Ms. LaBolle whether she had any idea
what the returns to the state woul d be.

M5. LaBOLLE said no, but that she inagines them to be very
significant - billions of dollars.

REPRESENTATI VE GREEN asked, "Wat would you say if it were
significantly | ess than that?"

M5. LaBOLLE answered, "W need incone resources. You're

| ooking for every mllion dollars you can find in the budget
right now. Wiy would we quibble whether it be mllions or
billions, when, in fact, anything is going to be a great

advantage for the state?"
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REPRESENTATI VE GREEN asked whether it wouldn't be to her
advant age, however, as a citizen and nenber of the state
chanber, to have the state be able to negotiate from a stronger
position, to get a higher anount.

MS. LaBOLLE said she believed it would be.
Nunmber 2655
REPRESENTATI VE McGUI RE suggested Ms. LaBolle probably isn't in a

position to know all the "nunmbers"™ for the bills she supports,
but that her position is nore to support econom c devel opnent in

general . She stated her wunderstanding, from talking to M.
LaBol |l e and nenbers of the state chanber, that they see this as
an opportunity for growmh in Al aska, i ncluding economc

devel opnment and j obs.
CO CHAI R MASEK t hanked Ms. LaBolle for her testinony.
Nunmber 2696

KEN THOMPSON testified via teleconference, saying he would
cooment as a citizen and share sone natural gas industry
experience on sone elenents of this bill. He told nenbers he
believes the elenents of [HB 519] that extend the Al aska
Stranded Gas Devel opnent Act are positive; that [Act] is helpfu

for resources |Ilike this, he said, and those particular
provi si ons shoul d be extended.

MR. THOWSON comented wth regard to the exenption of ad
val orem or property taxes. He recalled that several years ago,
as an oil-and-gas industry executive, he'd personally felt that
to sone degree the ad valorem tax during the period of
construction of the pipeline was wunfair; at that point, a
conpany has billions of dollars at stake that it has laid out
and financed, and yet has an asset it cannot use unti

conpletion. Then and now, therefore, he favors sone deferral of
ad valorem taxes until cash flow starts on the gas pipeline. He

said he believes that aspect of the bill is positive.
Nunber 2777
MR.  THOWPSON suggested changes to consider. First, the ad

val orem tax should start again when gas is shipped. He said he
sinply doesn't understand why there should be an exenption for a
couple of years after the startup of cash flow He remarked

"As an Al askan, | can understand sone unfairness in receiving
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taxes on an asset that's not in use. But once it goes into use

and gas starts flowing, there should be a tax." He noted that
the provision he was tal king about was on page 6, lines 20-22,
in the bill version he had.

MR. THOMPSON offered a second change: narrowi ng the definition
of the gas project. He suggested the exenption should apply
specifically to the gas pipeline and select conponents of the
natural gas processing plant that is getting the gas ready to
ship. For exanple, there should be sone deferral or waiver when
renoving the carbon dioxide to get the gas ready to ship down
t he pi peline.

MR, THOWPSON poi nted out, however, that sone of that plant wll
be used, for exanple, to return carbon dioxide to the field for

enhanced oil recovery. He added, "That should make a |ot of
noney, so | don't think it should have a property tax
exenption. " He therefore suggested [the exenption] should be
"downstream of the natural gas processing plant.” He expl ai ned

that the current |anguage could be interpreted by certain
producers as even trying to exenpt part of the Point Thonson
project, a stand-al one devel opnent project that he said is not
the gas pipeline or processing plant.

Nunmber 2887

MR. THOWPSON offered a third suggestion: taking this great
benefit off the table if the conpanies do not commt to a
pi peline project by either Decenber 31, 2003, or June 30, 2004.
He noted the 2005 extension date at the end of the bill. He
explained that it has been 25 years since the startup of Prudhoe
Bay [oil] production, and yet still there is no gas mnarketing
fromthere. "I think the time has al ready passed," he renarked.
He suggested executives and managers should be going to their
chief executive officers and boards with a clear nessage that

the State of Alaska has run out of patience. "It's tine to
commt to a project now," he said. "These conpani es are doing
projects overseas, where they're running into |ease terns,
penalty paynents, other circunstances and consequences.” He

further said:

| like the positives of this, of giving sonmething that

makes the econom cs better, but pull it off the table
qui ckly. Make them show econom cs, that unless they
commt to a project by the end of 2003, ... these

econom c benefits are renoved; they're off the table.
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If you extend it 'til June 2005, you won't get an

answer 'til June 2005 - and you'll probably in that
| egi sl ative session in 2005 be asked for an extension.
Il would, ... in the negotiations, make it very firm
| guess | could live with June 30, 2004, but | would
not extend it. These pipeline conpanies and the
produci ng conpani es have conpleted study after study.
It's been 25 years. It's tine to get on with it.

[ Not on tape because of the tape change, but recorded in the
commttee secretary's log notes, is M. Thonpson's comrent that
he interprets this bill as an exenption, not a deferral.]

TAPE 02-34, SIDE B

Nunber 2984

MR. THOWPSON asked the conmittee to think about whether an
"economc test" should be done. Pointing out that the bill
grants $500 mllion to $750 mllion in benefits, he said these

conpanies Kkeep issuing press releases that this [proposed
pipeline] isn't economcally feasible. He remarked:

| don't see where they'd object at all to show ng

testinmony that, indeed, it is not economc. | don't
think that any of them would be opposed to show ng
their economc data ... if they're naking these press
st at enent s. And then the state could rest assured

that the giving of a gift of $500 mllion to $750
mllion truly was justifiable.

Having said that, | do believe this is the kind of
incentive that is necessary to nove this forward, and
certainly would support this bill if these changes

that 1've suggested were nade. And | think it could
be helpful to the state, and would give a good,
econonm c  benefit that's justifiable to pipeline

conpanies and to the producers. In fact, that's
another reason | like this bill, is this could benefit
pi peline conpanies as well, and those types of

i nvestors, and not just producers.
Nunber 2902
REPRESENTATI VE GREEN, noting that June 30, 2004, would be after

the legislative session, asked whether perhaps April 1 would be
a better date for an extension to 2004.
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MR, THOWPSON said that is a great point. He added:

| actually believe in Decenber 31, 2003; |'m pretty
firm on that. But ... different people have told ne
that's not fair, so I don't mnd a few nore nonths.
But to extend it two or three nore years -- | nean,
it's been 25 years. Enough is enough, as far as |I'm
concer ned. And so that April would be a tinefrane,
certainly, with the legislature still in session

for further debate on this.
Number 2854

REPRESENTATI VE KERTTULA asked M. Thonpson to elaborate about
his proposed change from "related activities" to "the select
conponents of the plant”. She requested that he describe
exactly what he would allow She noted that the conmttee had
just received [Version O and therefore she didn't know exactly
where it would go.

MR THOVWPSON answer ed:

This is an exanple of what Comm ssioner Pourchot was
describing, that there needs to be a negotiation. And
| think that that would be sonething between the
comm ssioners and the pipeline investors to clarify.

But let ne give you an exanple. In the natural gas
policy council hearing |ast Septenber, in the producer
testinmony, as far as a project ... they showed an 11

percent rate of return after taxes, assuming a $3-per-
ncf [mllion cubic feet] gas price in the cost
estimates at that tine. And their definition of a
project ... included sone capital investnent at Point
Thonmson as well as a pipeline from Point Thonmson. And
| disagree wth that. That s a stand-alone
devel opnent project. | believe it is one Exxon shoul d
nove forward wth. If they choose not to, perhaps
take the Ileases back and I'll certainly consider
formng a conpany to develop that field. ... | think
it'd nake sone good noney. It should not be included.

| think what should be included is the gas project

itself, which is the gas processing ... and then
downstream neani ng the pipeline. The gas processing
plant is very conplex. There are many conponents of

t hat gas processi ng pl ant t hat truly [ are]
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conditioning the gas to be acceptable in quality for
the pipeline. And I think those types [of] conponents
shoul d have this waiver of the ad valoremtax for that
| ength of tine.

There are other pieces, in nodule conponents that wl|
be plugged in, that are not associated directly wth
the conditioning of gas down the pipeline, but sone
ancillary businesses. In fact, sone conponents nay
hel p the enhanced oil recovery; those should be

excluded from the exenption of the property tax. And
if, for sonme reason, these conpanies feel they need
hel p on that, that's a separate subject that should be

a separate bill or separate hearings or what-have-you.

But be very careful what this covers. ... | think it
shoul d cover, traditionally, getting t he gas
conditioned for market, into the pipeline, and the

pi peline only - and nothing earlier than that.
CO CHAI R MASEK t hanked M. Thonpson for his testinony.
Nunmber 2689

BILL ALLEN, Chairnman and Chief Executive Ofice (CEOQO, VECO
Corporation, canme forward to testify in support of HB 519. The
followng testinony was read on M. Allen's behalf by Rick
Smth, Vice President of VECO Corporation:

Madam Chai rman 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
ut nost i nportance to Al aska. In fact, | cannot think
of a single nore inportant issue at this tine in
Al aska's history. As Al askans, we have truly been
blessed with a rich and vibrant heritage. Qur land is
rich in natural resources and unmatched in natural
beauty. Qur nodern history [was] shaped by the
sacrifice and vision of courageous pioneers who saw
Al aska's potential and worked hard to mnmeke it a
reality.

Al aska achi eved statehood only after a prolonged fight
where Al askans put aside their differences and worked
together toward that single goal. W got the trans-
Al aska pipeline, but only by a single vote. And the
recognition of the rights of Native Alaskans barely
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made it through Congress - and again, only after a
determined and difficult fight. In each case,
Al askans had to stand united against outside interests
and fight tooth-and-nail for the right to control our
own destiny.

Nunber 2532

What's relevant here is that the outcone of each of
t hose nonunent al efforts dramatically shaped the
Al aska we all enjoy today. Wthout the oil pipeline,
there would be no permanent fund, and our current
budget dilema would be nuch worse. Wt hout AN LCA
[ Alaska National Interest Lands Conservation Act],
Native Al askans woul d have less ability to shape their
own desti ni es.

My point is that we have all reaped benefits from
those visionary acts by Alaska' s pioneers. | came
here in 1968 and started VECO in 1969. | worked hard
and watched VECO grow from a small conpany servicing
the Kenai oil patch to an international corporation
enpl oying nore than 4,000 people. W grew with Al aska
and benefited trenendously from Al aska's vibrant, oil-
driven econony.

Nunber 2488
MR. ALLEN S testinony conti nued:

| would love to say that VECO s success was nerely of

my own doi ng. But the truth is, | was in the right
place, at the right tine, with the right product. And
| often wonder where | would be today if | had not

taken that chance and started VECO way back then. I
had a good-paying job welding pipe, a secure inconme -
at least for that tine. But | knew that with the
di scoveries at Prudhoe Bay, ... Alaska was going to
change and [was] on the verge of sonething big. So |
took that calculated risk, gave wup ny job, and

invested in ny future. The rest, as they say, is
hi story.

Today, |'m here before you because | can't help but
see sone inportant parallels. Change is once again on
Al aska's hori zon. But wunlike 1969, this tinme it's
uncl ear what direction ... that change wll take.
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Alaska is truly at a crossroads. Many of our

traditional industries are struggling - often through
no fault of their own. And as those traditional,
mainstay ... Alaskan industries struggle, Al aska

struggles, and Al askans find thenselves out of work
and unable to provide for their famlies.

Number 2415
In addition, as our state's econony shrinks, so does
your ability to ensure  better school s, better
communities, and a better quality of Ilife for al
Al askans. Al aska desperately needs the gas pipeline
and the jobs, revenues, and economic growh it wll
bri ng. Not hing else holds such great potential for

Al aska's future.

The North Slope has enough proven reserves of natura

gas to fill a pipeline for the next 50 years, and
that's just the known reserves. Esti mat es suggest
there may be enough gas to keep the pipeline - and the
jobs and revenues it wll create - operating for the
next 100 vyears. Unfortunately, before Al aska can
realize any of those benefits, we nust build a
pi pel i ne.
Number 2363

MR. ALLEN S testinony conti nued:

A few years ago, i ke nost Al askans, I was
ent husi astic about the prospects for the gas |ine.
Wth prices soaring, construction seened inmnent.
Well, just as quickly, prices dropped and the
econom cs changed. It's now clear that w thout sone
incentives, private industry is not going to be
willing to risk the billions of dollars necessary to
construct the gas line at this tine. The project
sinply does not "math out" unless sone of the

construction and startup risks are offset.

To that end, for the past several nonths mnenbers of
our congressional delegation have worked hard to enact
federal incentives to help nmake the gas Iline a
reality. But as with any Al aska resource devel opnent
issue, they are fighting a difficult, wuphill fight,
and they need our help. Opponents of the gas line are
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now pointing out the absence ... of state action on
the issue - and using that point to try to defeat our

del egation's effort in D.C "If Alaska does not care
enough to offered incentives," they say, "why should
we?"

Qur delegation has indicated that passage of HB 519
will send a clear signal to Wshington and the
produci ng conpanies that Alaska is ready to step up to
the plate and invest, along wth them in Al aska's
future. Seni or officials from the production
conpani es have indicated a wllingness to proceed, if
federal and state legislation is passed to help offset
sone of the project's trenendous risk. They also seek
reasonabl e assurances of stability in Al aska's tax and
economc [climate].

If you think about it, such requests are not
unr easonabl e when you consider the producers would be
risking up to $20 billion at a tinme when prices are
unst abl e. But please, make no m stake - |1'm not here
to speak for the producers; they didn't ask me to do
this.

Nunmber 2254

MR. ALLEN S testinony continued:

I'"'m here as an Alaskan, an Alaskan wth sone
expertise, but first and forenost, an Al askan who has
fought alongside you for local hire, jobs, and a

brighter future. This project clearly offers that
potential .

Some have asked what this legislation will cost. \%%
answer is sinple: absolutely nothing, because w thout
this legislation, the gas line will |ikely never be
built. And you can't tax sonmething that doesn't

exist, so any taxes potentially deferred by this
| egi sl ati on woul d never have been realized anyway.

On the other hand, the true cost I|ies in doing
nothing. |If this legislation doesn't pass and the gas
line isn't built, what will that cost Al aska? The gas
line would create thousands of new jobs and billions
in new revenue and econom c activity. It would foster
a whole new gas industry, an industry we currently do
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not have, and help provide Alaska wth economc
stability for at |east the next 60 years.

Nunber 2181

But we know that Alaska isn't the only place in the
worl d where natural gas exists. And as with our other

resource i ndustri es, i nt ernati onal conpetition
I NCreases every year. So the choice is really up to
us. We can reach out and seize this opportunity while
it still exists, or hold out and hope for sonething
better. But 1've never been much for waiting and
hopi ng.

| believe Alaska is at the right place, at the right
time, with the right product. And our state's destiny

truly hangs in the bal ance. A w ndow of opportunity
is still open - if we act now to help make this
project a reality. But | strongly suspect that if

t hat wi ndow shuts, it may never open again.

Li ke the great Al askan | eaders before you, | encourage
you now to stand united and act quickly on behal f of
all Al askans and future generations to nmake this dream
areality.

Number 2104

CO CHAI R SCALZI nentioned testinony by the Departnent of Natura
Resources and the Departnent of Revenue that the state would be
in a stronger position to negotiate if the taxes were deferred
to a time certain and then were under consideration for an
exenption for a later date. He asked M. Allen whether he would
have any problem with using that nethodol ogy, rather than what
is in Version O

MR. ALLEN answered that if there is to be an incentive, it
shoul d be given now. He referred to HB 393 [which had becone
the Al aska Stranded Gas Devel opnent Act] and said, "You' ve got

all you need to ... negotiate.” He suggested the nmunicipalities
woul d need sone help with workers, for exanple, and said, "They
tell me ... the bill wll do that, help those guys." He
concluded, "If we're going to give them an incentive, ... let's

doit; if we're not, let's don't."

Nunmber 1990
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REPRESENTATI VE FATE noted that Russia is "comng online," has
huge reserves, and isn't a nmenber of OPEC [Organization of

Pet rol eum Exporting Countries]. He suggested Russia nmay even be
a conpetitor of OPEC, which mght drive the price of gas and oi
down, negating this project or any other in Al aska. He asked

M. Allen to el aborate on why Al aska m ght not get a pipeline if
it isn'"t constructed in the near future.

MR. ALLEN replied that there is a market in the Lower 48 that
the producers want to go to; he indicated his belief that if the

state acts now, [the producers] will also, if there is federa
| egi slation as well. He agreed there is a lot of conpetition
including Russia, which has a lot of gas and oil. He said

Al aska has conpetition all over the world, and nentioned the
need for an incentive; he also nmentioned the Gulf of Mexico and
Africa. He suggested if the conpanies start putting capital in
ot her places, they won't cone back [to Alaska] for a long tine.

Number 1810

REPRESENTATI VE GREEN noted that it mght take six to ten years
to build the line and have it operating. He pointed out areas
mentioned by M. Allen that are on the water, as is Sakhalin
Island; sonme may not require a pipeline and thus could be
brought online within two or three years after an Al askan
project is begun. He suggested it nust be a significant concern
to investors in the conpanies now. Noting that Al aska's nmay be
a 50- to 100-year project, he asked, "Do you think that acting
this week instead of maybe next week, or even a year from now,
truly will nake a difference as far as this project is
concerned?" He again expressed concern about the rapidity with
which a tidewater project elsewhere could cone online ahead of
t he Al askan project.

MR.  ALLEN nentioned the market in the Lower 48, "sonewhere
around Chicago,"” and indicated his belief that unless it is LNG

[other production areas] can't conpete with Alaska there. He
said once the producers start rolling the pipe and are really
commtted, they'll go ahead. He noted that there will be sone
time period of study, permtting, and engineering. He remarked,
"They told me that ... if we get the [legislation] in D.C. and
if we do this, ... they're going to start." He nentioned $300
mllion or so. He said, "They're already commtted when they
start doing that. They will start this as quick as they can

because they want that market in the Lower 48, just |like we do."

Number 1615
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REPRESENTATI VE KOHRING thanked VECO Corporation for its
contributions to the econony; he nentioned hiring Al askans who
are qualified, as well as dollars invested. He agreed regarding
the w ndow of opportunity and said if there is an opportunity
now, even if a small one, it should be seized and acted upon.
He offered that HB 519 is a good vehicle.

CO CHAIR MASEK asked whether there were further questions and
then thanked M. Allen.

COCHAIR MASEK called an at-ease at 3:15 p.m She called the
nmeeting back to order at 3:16 p.m

Nunber 1499

JCE MARUSHACK, Vice President, ANS Gas Commercialization
Phillips Alaska, 1Inc., testified in support of HB 519 as
foll ows:

There are two things that this |egislation does. One
thing the proposed legislation does is revive the
Stranded Gas Devel opnent Act process passed by the
| egislature in ... '98. The reason we believe you
shoul d consider this process is that it's a good one.
It was a |ong-negotiated, well-thought-out, thoroughly
debated process that provided the opportunity for the
kind of fiscal clarity and certainty we believe is
essential to nove a gas project forward. It provides
for public notice and comment; nmunicipal involvenent;
and, ultimately, |egislative approval of any agreenent
between the state and the project's sponsors.

The second thing the proposed legislation does is
provi de a property t ax abat enent during t he
construction period and tw years of operation
afterwards. The reason we recommend you consider this

aspect of the bill is that it sends a signal to the
U.S. Congress, currently considering national energy
| egi sl ati on. It signals that the State of Al aska has

sonme skin in the gane.
Nunber 1417

MR MARUSHACK conti nued:
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For the past several nonths, nost of Phillips' gas
enphasis has been directed at the federal level to
achi eve congressional |egislation changes to advance

the project. These include, first, new federa
| egislation that creates permtting certainty and is
part of the [U S.] Senate energy bill; second, a
federal nechanism ... that would help mtigate the

unacceptable market risk of [a] project of this
magni t ude, [and] which provides downside mtigation to

the project. This piece of legislation is, in
Phillips' view, a nost critical element in noving the
proj ect forward. It shares the benefits the Lower 48
consuners will see from the ANS gas comng to the

mar ket, while addressing risk inherent in such a |large
and costly project.

While addressing those needs in D C., we are
continually asked, "What IS Al aska  doing to
proactively progress the project?” This bill would

send a positive response to D.C
Much of the debate about the property tax portion of
the bill seenms to have centered around, "How do we
know when it's needed?" or how we can recoup the
foregone revenues if [the] project turns out to have
better-than-expected econom cs.

Number 1350

MR. MARUSHACK conti nued:

Let nme state clearly: There is no circunstance where

the property tax abatenent proposed in this bill would
nmake the single difference in the project econom cs.
Does it add value? Clearly. Wuld it lower the
tariff, increasing wellhead value and increasing the
state's royalty value? Yes. But in and of itself, it
will not - it cannot - make the project. Wat it does
do is let the rest of the country know that the
el ected representatives of this state ... are wlling

to do what they can to try to develop a project. This
is one of a series of issues that we need to address
in order to inprove the project econom cs.

As to the uncertainty of the economcs, that's where
the stranded gas Act C process provides an
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opportunity to develop a fiscal system which equitably
shares the risks and rewards.

W support the revival of the stranded gas Act
process, and the declaration of support inplied by the
property tax abatenment in this bill, and urge you to
pass it.

CO- CHAIR MASEK asked whether there were questions and then
t hanked M. Marushack for his testinony.

Nunber 1251

RHONDA BOYLES, WMayor, Fairbanks North Star Borough, testified
via teleconference, noting that she represents 82,000 people in
the borough and is a business owner in the Interior "with a
substantially large investnent." She said passage of HB 519
will expedite building a gas line, which is "drastically needed
in the Interior” for not only an alternative energy source, but
for the possible benefits as well.

M5. BOYLES told nenbers that for investnent in a |large project

like this, where there are partners involved, it isn't
unreasonable to request clarity and certainty. "That's really
what this is all about,"” she remarked. Ms. Boyles said there
also must be a certain level of trust anong the partners - in

this case, nunicipalities, the state and federal governnents,
the producers, and the gas |ine builders. She conveyed concern
that political agendas or "pride of authorship” of certain
| egislation mght stand in the way of expediting this project.
She asked that |egislators nmake decisions that are "good for al
of us."

Nunber 1129

M5. BOYLES offered that this isn't about |osing property taxes,
but about providing econom c devel opnent incentives. She said
15 mlls would be the average charged in the borough, but 15
mlls of zero is still zero. Wthout a gas line, there wouldn't
be those property taxes being collected, nor would there be an
ability to negotiate, whether now or later. She enphasi zed the

desire to provide an environment that is conducive to econonc
devel opnent and di versification.

MS. BOYLES brought attention to possible socioeconom c inpacts.

She said she didn't believe inpacts would be as "enphatic" as
during construction of the oil pipeline "because we're nmuch nore
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sophi sticated now. " She offered that the Al aska Stranded Gas
Devel opnent Act "does provide for us to ask for some relief in
the event we need it, through the comm ssioner of the Departnent
of Revenue."

Nunber 1012

M5. BOYLES enphasized that the long-term financial structure of
this gas line nust be done better than it was for the TAPS
[ Trans- Al aska Pipeline System |ine. The TAPS structure pitted
municipalities, the state, and the producers agai nst one another
in determning "the assessed value of that asset going through

our boroughs.” She added, "That's an annual exercise, and it's
been fairly traumatic in the last six to seven years." She
concl uded:
W want a seat at the table. |If |I'm asked to give up
property taxes, | will do that - that's an investnent.
But what 1'd like in return is a definite seat at the
table, to have sone kind of input on the long-term
financial inpact that a natural gas [line] w Il have

relative to the property tax issue.

MS. BOYLES cl osed by encouraging the building of a gas |ine and
speci fying that she supports HB 519.

Number 0916

CO CHAIR SCALZI alluded to paragraph (15) on page 4, line 8, of
Version O He noted that the intent |anguage, rather than the
heart of the Dbill itself, is where it says "including
accommodating the interests of affected nunicipalities.” He
then referred to page 5 [lines 7-9], which read in part:

(7) an interest in taxable property that is part of an
Al aska North Slope natural gas project, whether or
not, under AS 43.82, the project has been determ ned
by the conm ssioner of revenue to neet t he
requi renents of AS 43.82.100

CO CHAIR SCALZI said AS 43.82 is "a qualification of a project.”
He then remarked, "I guess that's where, as a nnunicipa
official, I would be a little concerned over whether or not you
had a negotiating stature, at that point. But it didn't sound
|ike, from your testinony, that you were too worried about
that." He asked whether that was correct.
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MS. BOYLES responded:

The real point here is that ... we don't have a
negotiation point right now, sir, wth all due
respect. W don't have a gas line, and | don't think
we're going to have unless we all give sonething - the
f eder al gover nnment , the state, the North Slope

Bor ough, and the Fairbanks North Star Borough.
CO CHAI R MASEK t hanked Ms. Boyl es.
Nunber 0737

KEN KONRAD, Senior Vice President, BP Exploration (Al aska) Inc.
testified via teleconference in support of HB 519, noting that
he is Vice President of Gas for his conpany. He told nenbers:

Creating a supportive governnment framework 1is an
essential ingredient towards developing a successful
ANS [ Al aska Nort h Sl ope] gas proj ect. An
international project of this nagnitude brings many
i nherent risks, which several of the prior folks have
al l uded to. Governnments, working constructively wth
industry, can play a major role in reducing these
risks by setting clear and predictable rules under
whi ch a project would be undertaken.

BP has previously laid out key governnent actions that
would facilitate future investnent on this nassive
undertaking - specifically, a clear and efficient U S
federal reqgulatory process, and indeed, progress is
being made with Al aska gas provisions currently part

of this pending U S. Senate energy bill; an efficient
and predictable Canadian/Fir st Nations regul atory
process - and BP here remains very active working in

Canada to establish such a process, and progress there
is being nmade also; and [a] sinple, clear, and
predictable fiscal framework in Alaska such that the
massi ve, |ong-payout investnents being contenplated
can be undertaken with the know edge that the rules
won't change | ater.

Number 0591

MR. KONRAD conti nued:
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House Bill 519 would be a positive step toward
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.

Specifically, House Bill 519 and the reenactnent of
the stranded gas Act would, first and forenost,
denonstrate |eadership and intent by this l|egislature

to provide stable fiscal terms that encour age
devel opment of ANS gas while fully and fairly
conpensating the people of the state. It would al so
establish a protocol, beginning with a fornal
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 ternms would need to be subsequently approved by
both the executive branch and the |egislature.

Nunmber 0528
MR. KONRAD conti nued:

It would provide a process wth the state and
investors while providing for nunicipal input. And it

would provide for <contract review, approval, [and]
term nation provisions, inclusive of nmunicipal input;
| egi sl ative authorization; and judicial review And
finally, but also inportantly, it would provide for
prioritization of state agency support for a
qual i fyi ng project. In aggregate, it would set out a

t hought f ul and workable franmework through which
inportant fiscal issues could be dealt wth, subject

to subsequent approval by ... the legislature.

The bill also encourages Alaska hire, training, and
pur chasi ng. BP has been and continues to support the
use of in-state capability. However, sone technical
nodi fications should be <considered to ensure the
bill's | anguage does not draw | egal chall enge.

Passage of House Bill 519 wuld send a positive

nessage to investors and provide a framework to
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achieve fiscal clarity and predictability. BP is
fully supportive.

CO CHAI R MASEK asked whether there were questions, then thanked
M. Konrad and called upon M. WMarquez.

Nunber 0410

DAVID MARQUEZ, Attorney for VECO Corporation, testified via
tel econference in support of HB 519, noting that VECO
Corporation is an Al askan engi neering, construction, and oil and
gas service conpany headquartered in Anchorage. In the
interests of time, he inforned menbers that he would not read
the witten testinony he had provided to the committee. As "a
proud citizen of this state" since 1973, M. Marquez told
menbers that he hopes his three children, who were born in

Anchorage, wll be able to get good jobs in their hone state
Returning attention to the bill, he offered the followng
testi nony:

This incentive that hel ps reduce construction costs -
through the grant of a tenporary exenption to the
project from state property taxation and all nunici pal
taxes, for a period from commencenent of the project's
construction through the first two years of operation
of the pipeline - is very inportant.

Keep in mnd, it's tenporary - maybe four to six or
seven years. It does not apply to any taxes currently
being collected, so present revenues wll not be
affected by this bill. The anmount of noney saved
through the tenporary tax exenption reduces the cost
of construction, plus reduces the tariff and increases
the royalty and severance tax.

Wen the tax "holiday" is over and a pipeline is
built, the state and l|ocal governnents wll have a
pipeline on which to levy taxes for many decades; a
new industry, a gas industry, will have been created;
gas for in-state use wll be available; Al askans w |
be enpl oyed. If it is not built, there won't be any
of that.

| urge the conmittee to think about the timng
inherent in this bill. If it is passed, the tenporary
tax exenption is available, but, of course, not yet in
ef fect. It isn'"t in effect until construction on our
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pi peline starts. There's no exenption until there's
property to tax.

Between now and then, the state continues to get all
the taxes it currently gets. Bet ween now and then,
we've sent a signal to Washington and the producers
that Al aska wants this pipeline and wll take action

Bet ween now and then, the state and the producers sit
down. The state gets lots of information, under
Article 04 of the Stranded Gas Devel opnent Act, and
they negotiate about the conplete fiscal regine that
will apply to the project, that will be in the best
|l ong-term fiscal interest of +the state. In the
meantime, the producers continue to work on a project,
hiring Al askans and Al aska contractors.

Nunber 0123
MR. MARQUEZ conti nued:

There has been testinony that reflects inportant

agreenent on certain issues about this bill. First,
: it is recognized that sone incentive IS necessary
for this project. Second, a property tax exenption is

t he nost | everaging of the available incentives.

Where there is disagreenment is at what point the
incentive should be granted. There seens to be sone
concern that this will be seen as a giveaway and that,
instead, the state should negotiate wth the gas
owners before any incentives are given. VECO feels a
great sense of wurgency and feels strongly that the
i ncentive should be granted now.

The Stranded Gas Developnent Act wll protect the
|l ong-term interest of the state and nunicipalities.
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 |lost as the
producers nove on to other projects. There will be

time, under the Al aska Stranded Gas Devel opnent Act,
to negotiate a total fiscal regine. But VECO believes
concrete action nust be taken this year to keep the
project going, or it may be decades before the
opportunity arises again.
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Finally, as Bill Alen pointed out, this is not a

“producer bill." [ Not on tape because of the tape
change, but in M. Marquez's witten testinony, is the
conclusion that this is "an Alaska bill that provides
for a short-term investnent by Alaska that wll pay

off in a project that could be shipping gas for a
hundred years. "]

TAPE 02-35, SIDE A
Number 0001

MR. MARQUEZ addressed issues raised in previous testinony:

Yes, there are going to be tough negotiations under
the Stranded Gas Devel opnent Act. But Al aska has
al ways had tough negotiations between the state and
t he producers, and we shoul dn' t fear t hose
negoti ati ons. W should 1look wupon them as an
opportunity.

You' ve heard suggestions about how the Act mght be
changed, and you' ve also heard testinony about sone
uncertainties. | would submit that, for exanple, the
phrase "and related facilities", if the bill were to
pass as it now stands, that could be a point of
negoti ati on between the state and the producers - what
is the scope of the exenption.

Al so, you should note that everything is on the table

under the Stranded Gas Devel opnent Act. And you' Il
notice, when you review those terns, that there are
many ternms that the producers wll want. | suggest

that the state - as it often has, perhaps always has -
is in a very strong negotiating position, because
there are many things the producers wll want, and
there's many things that the state will be able to
bargain for.

Number 0116

MR. MARQUEZ continued addressing previous testinony:
There's been the suggestion that perhaps the exenption
should stop at the end of construction, and not go
into production. I would ask you to seriously

consider not adopting that suggestion. My point is
that M. Marushack has noted that this exenption, in
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itself, isn't enough to nake the project go. Duri ng

the first two years of operation, there still may be
construction activities, and there nmay be narket
fluctuations as our gas enters the market. | would
urge you to keep the two years after the start of
production in the bill, because that ensures that this
is [an] incentive that is worth going after, and one
that ... can make a difference for the producers.
Number 2005

Wth regard to the 2005 cutoff date for the subm ssion
of an application for a contract with the state, |
think that M. Thonpson is right - we've had 25 years,

and we need to take action. | think the commttee
just needs to understand whether ... changing that
provision would help the state in its negotiating
position or not. And | think that if there's concern
about negotiating positions, that's what you have to
t hi nk about .

Today, |'ve heard lots of words of caution. | would

urge you to take action. Look at the benefits to the
state, beyond taxes and royalty, to the economc
devel opnment that could happen with this bill

CO CHAI R MASEK t hanked M. Marquez for his testinony.
Nunber 0302

REPRESENTATI VE FATE referred to M. Mirquez's nention of the
i nportance of incentives. He noted that in the House Special
Commttee on Ol and Gas, there was a fairly conprehensive
di scussi on about the producer’'s workgroup, which has spent close
to $125 nmillion on devel oping an econom ¢ nodel that has not yet
been seen. He asked, "How do we really know an incentive is
necessary?"

MR. MARQUEZ replied:

You' ve heard the testinony of Joe Marushack today that

this incentive, in and of itself, is not enough to
nmake a difference; it's just one brick in the wall, if
you will.

Further, wunder the Alaska Stranded Gas Devel opnent
Act, Article 04, which | earlier referred to - and
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those negotiations, we've been told by the producers,
will start right after this bill has been enacted -
under the provisions of Article 04, the state can get
all the information that it wants, and there are great
confidentiality provisions that wll encourage the
producers to be forthright.

You have to renmenber that this tax exenption isn't
going to conme into effect for a few years, until

construction actually starts. And during that tine,
the state will have plenty of tine to study data and
to propose an overall tax regine, perhaps getting
additional revenue from the total sources that are
avai |l abl e. And there'll be plenty of time for those
negoti ations, and plenty of tine to analyze the data.
| think the time is now ... to act.
Nunber 0497

REPRESENTATI VE GREEN noted that M. Marquez, M. Marushack, and
others had indicated the effective date is the date when the
pipeline starts [to be built]. He pointed out the definition on
page 8 [beginning on line 1], which read in part:

(2) "construction commencenent date" neans, for
property subject to tax under this chapter used in the
expl oration for, producti on of , or pi pel i ne
transportation of unrefined oil through a facility the
construction of which was begun before April 1, 1974,
the wearlier of April 1, 1974, or the date the
foll ow ng occur

REPRESENTATI VE GREEN expl ai ned that he was concerned about wells
that mght be used to reinject gas, for exanple, or water to
repl ace gas "voidage." He asked how one can be certain, reading
that |anguage, that the state won't be enbroiled in varying
interpretations of the starting date.

MR, MARQUEZ answered by referring to wearlier nention [by
Representative Kott] of a change in Version O that says "to be"
construct ed. He said the purpose is to capture property that
will be constructed for the pipeline, not facilities previously
constructed. He added:

My understanding of that provision that you' ve cited -

and you mght want to check with attorney Chenoweth
[drafter of the legislation] - is to make sure that
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the oil production facilities are described and
that ... the second part of that provision goes to the
new facilities. Certainly, it is the intent that this
is about the gas pipeline, and not facilities that
wer e previously constructed.

Nunber 0644

REPRESENTATI VE GREEN i nquired about ot her facilities
constructed afterward such as an "alternative production well™
relating to gas sales, or an injection well subject to this. He
asked, "How far asunder fromthe treating facilities and the gas
| ine woul d you envision this project going?"

MR. MARQUEZ responded that he believes the line should be drawn

nore or less along the lines M. Thonpson was talking about.
Clearly, he said, sone facilities wll be pipeline-related,
whereas others will be partially so; he suggested it "would be

the subject of a great negotiation under the Al aska Stranded Gas
Devel opnent Act, and could be one of those itens that gives the
state quite a bit of |everage.”" He questioned the |legislature's
ability to define and describe every single piece of equipnent
and every facility, at this point, that mght be related to the
gas pi peli ne.

Nunmber 0758

REPRESENTATI VE GREEN suggested potential anbiguity could be
elimnated by ensuring the CS is clear about not starting at an
earlier date, and not utilizing facilities that either nmay have
been built beforehand, or wuld be ancillary and perhaps
construed as sonehow associated [with the pipeline]. He asked
whet her M. Marquez woul d have any problemw th that.

MR. MARQUEZ related his belief that the bill is clear now and
that negotiations could occur under the Al aska Stranded Gas
Devel opnment Act. He suggested perhaps clarification from M.

Chenowet h coul d be sought regarding the provision Representative
Green had been di scussing, however.

Number 0830

REPRESENTATI VE GREEN noted that there has been conflicting
testi mony about whether the bill is a "donation" or giveaway, or
a defernment to be recouped later. He asked M. Marquez about

hi s under st andi ng.
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MR. MARQUEZ answered that he understands it to be an investnent,
and neither a donation nor a giveaway. He added that for it to

be an effective investnent, it nust be granted. Under the
Al aska Stranded Gas Devel opnent Act, he said, there wll be
opportunities, "with all the other parts of the total fiscal
regime, to ... negotiate whatever would be appropriate for the
|l ong-term fiscal interests of the state.” He added, "As

Comm ssi oner Pourchot indicated, it is not out of the question
that ... any payback would be part of the negotiation. He

thinks it mght be a stretch, but certainly that would be up to
the negotiators under the Al aska Stranded Gas Devel opnent Act."

Number 0938
REPRESENTATI VE GREEN referred to a bill in the Senate. He
remarked that there has to be sone sort of access. He asked,

"Do you have a problemif this is anmended to include access?"
MR. MARQUEZ answer ed:

If you look at the Al aska Stranded Gas Devel opnent

Act, you'll see that the contract terns include how
the producers are going to nake gas available for in-
state use. There's a reference to expansion. If you

| ook at Section [43.82.]210 of the Alaska Stranded Gas
Devel opnent Act and many of the other provisions,
you'll see that those issues are all things that could
be negoti at ed under t he Al aska St r anded Gas
Devel opnment Act. You certainly want as nuch | everage
as you can, I've heard sone wtnesses say. And,
again, that's ... a subject for negotiation under the
Al aska Stranded Gas Devel opnent Act.

Nunber 1041

REPRESENTATI VE GREEN replied that while he'd heard M. Marquez
say "in-state use,” he hadn't heard himcommt to access.

MR. MARQUEZ responded, "I don't know how you get in-state use
w t hout access to the pipeline.”

REPRESENTATI VE GREEN countered that he believes they are two
entirely different things. He explained, "I think in-state use
neans that from the gas line, for exanple, at Fairbanks, there
could be a take-off for in-state use, as opposed to sone other
operator |easing future |eases from us and discovering gas, and
not being able to get into the gas Iine for sales.™
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Number 1095

REPRESENTATI VE FATE prefaced his remarks by saying he'd like a
response from "a producer who helped submt this legislation to
the federal governnent." He then offered his understandi ng that
in the energy bill before the U S. Senate, anendnents have been
made that not only refer to an open season, but also to
[ pi peline] capacity.

REPRESENTATI VE GREEN commented that unless [the U S. Senate] had
done sonmething in the last few days, it doesn't address access.

CO CHAIR MASEK asked that M. Marushack of Phillips Al aska,
Inc., address the issue.

Number 1154
MR. MARUSHACK sai d:

The federal enabling legislation had a nunber of
provisions in it. Some of them generally talk about
in-state use of gas and access to the gas. Those
issues are extrenely, extrenmely conplicated. And |
will be the first to admit ... those issues are quite
broad within the enabling |egislation. But in ny
view, it has to be that way.

We have got to sit across the table fromthe state and
tal k about, "How much gas do you need? \Where do you
need it? How do we nmake the long-term pipeline
commtnents in order to get the whole project noved
forward? And if you want to take off gas at sone
point in time in the future, that we didn't say
upfront, how do we keep everybody else whole?" These
are extrenmely conplicated issues.

Part of the Stranded Gas Devel opnent Act, in ny view,
was we would sit across the table - and this isn't
going to take weeks, this is going to take nonths -

and work these issues out. But you cannot do it in a
one-week or a two-week or a two-paragraph |egislative
bill, if you wll. ... It's just going to be very
tough. And the bottomline on this thing is, until we
get absolute clarity on these things, Phillips isn't
going to invest $20 billion in this project.
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MR MARUSHACK added t hat

his conmpany wouldn't go forward until

these issues, which affect the revenue stream and profitability

of this project, are well
"But they won't be easy,"”

Nunber 1270

known and conmitted to by both sides.
he cauti oned again.

REPRESENTATI VE GREEN asked M. Marushack for his views on access

to the pipeline.

MR. MARUSHACK answer ed:

There are a nunber of ways that access to the pipeline

will be commtted
season, there is
| egi sl ation that

to. First of all, in an open

| anguage within the enabling
FERC [ Federal Energy Regulatory

Commi ssion] will have 120 days from the promul gation
of the bill in order to set the rules for the initial
open season. And everybody - the state, the
producers, other producers, explorers - wll weigh in

on that discussion.

If you' re not ready

to have access at that point in

time, we are commtting -- our base-case pipeline is
4.5/4.3 bcf [billion cubic feet] a day. If you just
take that over a 20-year period, you're talking nore

gas than we have.

So ... even under the base case

there's the opportunity; our base case assunes

exploration wll be in there. Expl orati on neans
people ... who have conmmitnents ... to deliver gas but
don't have gas - they'll be making deals, just like in
the Lower 48.

There's actually two final |egs. There is expansion
built into this pipeline project. ... W wll have the
"Ts" and the valves in place. The conpressors wll
not be in place for expansion. ... But there is a

mechanism wthin the enabling legislation that a
producer can go to FERC and say, "I have this gas."

FERC | ooks at that.
it on their own -
conpanies, on their

| f the producers don't want to do
| should say, if the pipeline
own, don't want to expand that

pipeline - FERC, per the enabling |legislation, can
force that pipeline to be expanded. Again, these are
conplicated issues, though.

Number 1367
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REPRESENTATI VE GREEN asked whether, in the views of M.
Marushack or M. Marquez, there is access beyond a very near-
term open season - in 2005 or 2006, for exanple - that would
al l ow conpanies to explore for gas and then, in essence, use the
pi peline before the tine when the producers no |onger have gas
to fill it, ten or fifteen years |later. He asked, "Do you
envision that this, in any way, is going to adversely affect
conpetitors from ultimately getting in the line, say, in the
next decade?"

MR. MARUSHACK repli ed:

Phillips is the largest exploration conpany up here.

W are putting nore noney into exploring for gas, |

believe, than anybody. ... Not only am | planning on
making sure we have access to the pipeline, but |I'm
banking on it, that we wll. So, no, | do not have
any fear that we wll have problens getting our gas
into the pipeline one way or another. WII [there] be
a one-, two-, three-, four-, five-year delay? There

could be. It has to be econom c expansion; you're
right. And I'm willing to take that risk, and ny
conpany's wlling to take that risk, and ... our
partners - we have very few 100 percent |eases; nopst

of ours are with other conpani es.

Phillips has never required anything in the enabling
| egi sl ati on that guaranteed access. But in spite of
that, ... we were part of the team that allowed that
access |anguage to be - expansion |anguage - to be
[in] the enabling |egislation. So, ... personally,
Representative Geen, |I'mnot concerned.

Nunber 1578

CO CHAIR MASEK announced that to her belief, everyone who had
signed up had testified. She closed public testinony and
invited Representative Kott to offer comments and address
Representative Green's concerns regardi ng access.

Nunber 1609
REPRESENTATI VE KOTT acknow edged this is a |earning experience
for him He offered that the terns tax "exenption" or "holiday"

can be used interchangeably; at the end of the day, it wll be
the departnent's responsibility to come to the table with the
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producers and negotiate to ensure certainty and clarity in the

economcs of the project. Furthernore, there is no viable
project right now to tax, so nothing is |ost. He noted that
perhaps there will be short-term losses in return for extrenely

| ong-term benefits.

REPRESENTATI VE KOTT suggested this may bring [the state] perhaps

$250 million to $300 million a year in revenue, multiplied by 50
years to 100 years - as much as $30 billion. In the worst case,
by contrast, he'd heard three-quarters of a billion dollars
lost, he said, nultiplied by seven years. In addition to

nonetary benefits, he proposed |ooking at the ancillary benefits
of putting Al askans to work, beefing up the -econony, and

provi ding diversification. "That's what it's all about,"” he
added. He referred to federal legislation and called this one
conponent of a three-|legged stool. He told nenbers he believes

HB 519 does what it is supposed to do, to open up the
opportunity and send a nessage to Washington, D.C., that the
state is a stakeholder, so that Congress goes forward with its
own incentive package.

Nunmber 1822

REPRESENTATI VE KOTT noted that there'd been discussion about
whether having [an exenption] for tw extra years after
production begins would jeopardize the incentive package itself.
He remarked, "I can't tell you. But | also have becone aware
that even when there's gas flowing through the pipe, there's
still additional construction costs. It doesn't just end right
t here. So maybe a couple of years is nobst viable to nake an
econom c project ... that can go forward."

REPRESENTATI VE KOTT referred to discussion about changing the
date for sunsetting the Al aska Stranded Gas Devel opnent Act and
said, "That's fine. The reason why we went to this particular
date is that in the original bill, it was three years. So, we
just took this and ... nmade it three years." Based on testinony
from sone of the producers, he pointed out that it mght require
a mnimum of a year of negotiating terns back and forth; he said
he probably wouldn't favor "rolling this back” to 2003 or 2004.
Noting that it has been 25 years, he concluded, "I'd like to see
sonething get off the ground. Certainly, | think all of wus
would i ke to see that."

Nunber 1937
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REPRESENTATI VE GREEN referred to his previous experience in the
oil and gas industry. He pointed out that the bottomline for a
conpany is the stockhol ders. Li kew se, he said, he feels a
commtnment to the people of Alaska. Noting the pressure to nove
this legislation quickly, he rem nded nenbers that the producers

still haven't provided econom c data requested at the beginning
of the year. He expressed concern that they are starting to
indicate they'll produce the economc data only after this

[bill] i1s signed.

REPRESENTATI VE GREEN related that he'd worked for M. Thonpson

and has the wutnost respect for him Representative G een
poi nted out that M. Thonpson had urged the conmittee to take a
thorough look at this. Representative Geen said he felt
rushed, wunfairly so, because a nunber of nonths have gone by
during which this bill could have been considered, rather than

trying to rush it through right at the end.

REPRESENTATI VE GREEN told nenbers he would have to vote "no" on
passing this out of commttee wuntil he could review the
materials added in the |last couple of hours. He explained:

That's not the way you do legislation that affects us
for fifty or a hundred years, as we've heard.
W're worried about a few days for a hundred-year
process that's going to affect this state, the biggest
thing since the TAPS |ine? Cone on.

"1l be glad to spend nights |ooking through this
thing and trying to make sense out of this and the
ot her t hi ngs t hat are happeni ng t hr ough t he

| egi sl ature. But | am certainly not ready to sign
this thing off and send it off to a commttee that has
had none of this. ... This is going to go to a finance

commttee that is either going to have to reinvent the
wheel or hear this all again and say, "Now, you guys
have the onus of making that decision in a few hours."
That's not right.

REPRESENTATI VE GREEN concluded by saying the current commttee
should be looking at it; it's a resource issue. He pointed out
that Alaska's own state agencies have cautioned that sone
aspects of the bill aren't a good idea.

Nunber 2142
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CO CHAIR MASEK asked whether perhaps Representative Geen's
concerns were because of the Senate bill he'd mentioned.

REPRESENTATI VE GREEN answered that he hasn't been involved with
that Senate bill, although he has read it. However, he has been
involved with the Joint Commttee on Natural Gas Pipelines,
whi ch has been involved on the federal and state |levels, and he

has tal ked W th Al aska's congr essi onal del egati on and
| egi slators from other states. He pointed out that there is a
direct issue with access in the Senate bill. He said:

| would like to see that here. | would like to see a

bill that goes out of this legislature wth that

conponent . Now, it doesn't have to say, "W're going

to provide access." But access needs to be spelled

out . | would hate to go into a negotiation period

with it excluded from here, and saying, "That wasn't
part of the deal; our negotiations are going to be

confined to what's in here.” And we refer to the

stranded gas Act as things that we would like. "Well,

that will be something for negotiation; sign this bill

and then we'll negotiate according to the stranded gas

Act."
REPRESENTATI VE GREEN clarified that he was in favor of helping
[ conpani es] defer wupfront costs, but didn't |ike the pressure
tactics, with issues to be negotiated after signing. He said he
woul dn't buy a car like that, or life insurance. He added, "I

al ways get concerned when sonebody says, 'Do it now '"
Number 2261

REPRESENTATI VE FATE said he has a different approach, although
he respects Representative Geen's 37 years in the gas and oil
busi ness; he noted that he'd begun in the sane business as well.
He explained his view that in business, timng is everything.

Noting that there still are negotiations on the U S Senate
energy bill with regard to the tax regine, he said, "W've been
asked, by our congressional delegation, to express ourselves

and our interest in getting our pipeline through. And that's

what we' ve been doing here.”

REPRESENTATI VE FATE said he also is pressured, by Al askans who

want a pipeline, and isn't willing to ganble that a pipeline
m ght not be built in the near future "just because sonme of the
'"T's aren't crossed and the '"I's aren't dotted.” He said he is

al so di sappointed that the econom ¢ nodels haven't been provided
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by the producers, but believes they wouldn't have gone to such
|l engths at the federal level if there weren't sone problens in
t he economi cs. Speaki ng of the producers, he added, "They are
asking both the federal governnment and they're asking the State
of Alaska to provide sone incentives to facilitate the
construction of this pipeline at the earliest date."

REPRESENTATI VE FATE related his view that unless the permtting
process can begin within about three years, there nay not be a

pipeline. "I amnot willing to take that risk," he stated. He
offered his own belief, "Sinply, ... we need a pipeline, and we
need it badly." He suggested nenbers need to deci de whether the

pi peline is needed as quickly as possibly.
Number 2455

CO CHAIR SCALZI referred to Representative Fate's comments about
expediting this, but also acknow edged the rapidity with which
this is noving. He said he'd received the original bill over
the weekend and had prepared anendnents, no |longer relevant to
Version O He added, "It specifically defers taxes until a
| ater date certain, and then it also ... talks about the
recoupi ng of those, and it also has intent |anguage that says we
can defer the whole thing if we wish, but it puts it down the

r oad. It allows an incentive, | think, for deferral of taxes,
and | think that's what we're looking for here." He told
menber s:
The problem | have, as expressed by Representative
Geen, is that we wll be doing this, at this
particular tinme, sight unseen of any hard evidence
that this is justifiable. Now, it certainly may be
justifiable, but wunless we have ... the data, the
nunbers to do it right now, then | feel a

responsibility to the State of Al aska before | feel a
responsibility of creating this project that we are
talking about - conservative estimates, [a] $500
mllion defernent.

CO CHAIR SCALZI noted [Representative Kohring' s] plan that does
away W th nunicipal assistance and revenue sharing, which
certainly will be affected by this tax break. He said although
muni ci palities may say they want the project to go forward, the
noney for infrastructure will have to conme from sonewhere. He
said deferring it upfront with no "prom ssory note" for later
rei nbursenent concerns him Co-Chair Scal zi specified that he
wasn't speaking in opposition to the bill, but wanted nore tine
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to consider it. He said Representative Geen's point about
access is a new issue to him for exanple. He recomended
hol ding the bill over.

Nunber 2600

REPRESENTATI VE KOHRI NG t hanked the commttee for allowing himto
speak. He said he feels strongly about this bill, which he
believes presents a great opportunity. He concurred wth

Representative Fate that there is a timng issue. He requested
that the bill be noved forward.

Number 2650

REPRESENTATI VE GREEN asked that nenbers consider three itens.
First, the commttee had heard from M. Murushack that this

isn't a "deal killer"™ but is one building block. Second, U. S
Senator Stevens had discussed the possibility of a federal
"“floor." Representative Green said there is no assurance that

the gas-market price will hold at $3.00 or $3.50, which is the
econom c point at which there is nore exploration for gas; he
i ndi cated, however, that one producer had turned down the idea,
al t hough one had not. And third, there was discussion about
Russi an gas and m ssing a w ndow of opportunity.

REPRESENTATI VE GREEN again pointed out that an influx from a
ti dewater |ocation such as Sakhalin Island, by way of tankers,
could flood the Mdwest with gas via an existing pipeline. He
cautioned that it is a huge issue that [the producers and
i nvestors] have to worry about; he suggested if they don't fear
it in the future, they can't be afraid of it in the next week.
He urged further consideration of the ramfications, for another
week or so.

Nunber 2819

REPRESENTATI VE FATE responded that except for the timng, he
woul dn't object to delaying this; however, to his belief, the
delay may be the "deal killer." He referred to SB 360 and
indicated it may be noving rapidly through the Senate. He
inquired about a neeting of the House Resources Standing
Commi ttee on Friday.

COCHAIR MASEK said there would be a neeting, but this bill
woul dn't be addressed.
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REPRESENTATI VE FATE suggested if it cane up tw weeks later,
he'd consider it "dead on arrival" because of needing to go
t hrough t he Senate.

Number 2902

REPRESENTATI VE STEVENS expressed concern about the timng too.
He said he'd be confortable having it go to the House Finance
Standi ng Conm ttee.

Number 2917

REPRESENTATI VE = CHENAULT  agreed W th Representati ve Fat e
regardi ng timng. He indicated the |egislature has worked for
seven years on different progranms, tax schenmes, and agendas.

TAPE 02-35, SIDE B
Nunber 2940

REPRESENTATI VE CHENAULT said it should be noved. He voiced
concern that if a pipeline isn't built, it wll cost Al aska
consi derably nore noney than "what we stand to | ose here.”

Nunber 2900
REPRESENTATI VE GREEN asked when the bill could be heard again.

CO CHAIR MASEK stated her intention to nove it from conmttee
t hat day. She agreed there are questions, but characterized it
as one nore piece of a puzzle that strengthens Alaska's
st akehol der position in developing a pipeline. She said it
sends a nessage to Congress that the state is interested. She
agreed with the need to offer incentives, rather than doing
nothing. She offered that the bill is "pretty fair." Regarding
conpetition, she said it costs less to develop in other
countries, and this sends a nessage that "we are prepared and
ready to do business in Alaska." She acknow edged that the bil
may change along the way, but said that is up to the sponsor and
those interested in following the bill

Number 2810

REPRESENTATI VE McGUI RE suggested those who have concerns can
work on it before it gets to the House Finance Standing
Comm ttee. She said many people have cone to her office and
talked with her about it; she said it has gone through nore than
one draft, and that there has been a lot of work over severa
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nont hs. She expressed confidence that any serious concerns can
be worked on.

Nunber 2762

REPRESENTATI VE KERTTULA informed nenbers that Representative
G een had covered the points of concern to her. She suggest ed
giving sone thought to the definition of "related facilities".
She added, "We set the |aw. We define terns. W don't |eave
that for further negotiation. That could have such broad
inplications if it's not defined in the statute.”

REPRESENTATI VE KERTTULA said she has great respect for the
industry and wants to see this go forward, but wants it to
happen in a way that will "help us all." She added, "I know
that there's a commtnment to that, so |I'm hoping that we wl
take advantage, to try to make the changes that can nmake that
happen, because if we don't, | think we could all end up
suffering. So | can't support it. | understand the intentions.
And | hope that we make sone changes.”

Number 2708

REPRESENTATI VE McGU RE noved to report CSHB 519, version 22-
LS1651\ O Chenoweth, 4/22/02, out of commttee with individual
recommendati ons and attached "zero" fiscal notes.

Nunber 2701

REPRESENTATI VE GREEN obj ect ed.

A roll call vote was taken. Representatives MQiire, Stevens,
Fate, Chenault, and Masek voted to nove CSHB 519 out of
commttee. Representatives Green, Kapsner, Kerttula, and Scal zi
voted against it. Therefore, CSHB 519(RES) was noved out of the
House Resources Standing Commttee by a vote of 5-4.

REPRESENTATI VE KAPSNER specified she was voting "no" in
deference to Representative Green's concerns.

CO CHAI R MASEK announced that the neeting was adjourned.
[ End of this tape.]

TAPE 02-36, SIDE A
Number 0001
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CO CHAI R MASEK brought the neeting back to order within a mnute
or so.

REPRESENTATI VE McGUI RE noved to rescind the commttee's action
in noving CSHB 519(RES) out of commttee with attached "zero”
fiscal notes. There being no objection, Version O was back
before the committee.

Nunmber 0056

REPRESENTATI VE McGU RE noved to report CSHB 519 [version 22-
LS1651\ O, Chenoweth, 4/22/02] out of commttee wth individual
recomendati ons and the attached fiscal notes.

Nunmber 0073
REPRESENTATI VE GREEN obj ect ed.

A roll call vote was taken. Representatives MQiire, Stevens,
Fate, Chenault, and Masek voted to nove CSHB 519 out of
commttee. Representatives G een, Kapsner, Kerttula, and Scal zi
voted against it. Therefore, CSHB 519(RES) was noved out of the
House Resources Standing Conmttee by a vote of 5-4.

ADJ QURNVENT
There being no further business before the commttee, the House

Resources Standing Commttee neeting was adjourned at an
unspecified tine.
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