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ACTI ON NARRATI VE
8:02: 26 AM

CHAIR CATHY TILTON called the House Comunity and Regional
Affairs Standing Conmmttee neeting to order at 8:02 a.m
Representatives Seaton, Nageak, Otiz, and Tilton were present
at the call to order. Representatives Hughes and Drummond
arrived as the nmeeting was in progress.

HB 183- NORTH SLOPE GAS PRQJ PROP TAX; ASSESSMENT

8:03: 23 AM

CHAI R TILTON announced that the only order of business would be
HOUSE BILL NO 183, "An Act relating to the assessnent of
property for oil and gas exploration, production, and pipeline
transportation property tax on a North Slope natural gas
project; amending the definition of "taxable property"; adding a
definition for "North Slope natural gas project”; and nmaking
conform ng anendnents. "

8:04:14 AM

RANDALL HOFFBECK, Conm ssioner Designee, Departnment of Revenue
(DOR), referring to his PowerPoint on HB 183, directed attention
to slide 2 entitled "Conponents of Property Tax that need to be
Considered for the AKLNG Project.” He delineated the three
parts to the process of developing a property tax for the Al aska
liquefied natural gas (AKLNG ©project, as follows [original
punct uati on provided]:
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* Inpact Paynents during the construction period in lieu
of property tax paynents

e Durable and predictable property tax paynments during
oper ati onal period

e Distribution of revenues anong State and Local
Governnent entities

COWMM SSI ONER HOFFBECK said there is a general understandi ng that
there won't be a standard tax reginme but rather will be limted
paynents to assist communities inpacted during the construction
period. Wth regard to the durable and predictable property tax
paynents, he expressed hope that they could be maintained beyond
the operational period in order to avoid any conflicts at the
end of the contracts, such as those currently being experienced
with the Trans- Al aska Pipeline System (TAPS). He clarified that
the distribution of the revenues refers to the revenue during
construction and operation.

COWM SSI ONER HOFFBECK rem nded the conmttee that prior to the
Wal ker Admi nistration the Minicipal Advisory Gas Project Review
Board (MAGP Board) was established to provide the state, when

negotiating with the producers, a full understanding of the
| ocal issues related to this project. The MAGP Board provided a
report outlining its position to the governor. The

aforenmentioned report, as outlined on slide 3, specifies that
[the project] needs to be fair and equitable to all
st akehol ders, clear and easily understood, robust and durable
such that it's able to cope with future changes in the operation
of the pipeline, unanmbiguous such that natters aren't subject to
judgnment and interpretation, and comercially sound. As related
on slide 4, the initial feedback from the AKLNG producers was
for the project to be sinple wth few vari abl es. In fact, the
ultimate goal of +the producers that s attenpting to be
accommpdated is the use of a sinple cents per thousand cubic
feet (Mf) or thousand thousand British thermal units (MVBtu)
calculation for the property tax. The producers, he explained,
prefer a general property tax forrmula that neets the AKLNG
proj ect econom c expectations and is acceptable to the
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muni ci palities. As nentioned earlier, the producers prefer a
flow related property tax paynent that is a fixed unit rate per
actual throughput basis and adjusts annually by known non-
vari able factors. The departnent wutilized the aforenentioned
i nput and devel oped the original fornula that was brought before
the MAGP Board. The fornula, provided on slide 5 entitled

"Forrmulaic Interpretation of Initial Feedback," nultiplies the
actual cost of construction, as audited upon the conpletion of
construction, by a throughput adjustnent. The throughput

adjustnent is the actual throughput divided by the design
t hroughput and includes an exponential factor to allow for the
nonl i near relationship between cost and the volune the pipeline

can carry. The throughput is then nmultiplied by an inflation
index and then nmultiplied by 20 mlls. The result of the
aforenentioned is then nmultiplied by the adjustnment factor. As

related on slide 6, the additional feedback from the AKLNG
producers included comments pointing out that the current ml

rates for the LNG plants in Nikiski and Point McKenzie are
| ocally assessed rather than at the 20 mlls of the oil and gas

t ax. The producers expressed the desire to have the project
cost estimated at the final investnment decision (FID) rather
than the actual audited project costs at the conpletion of
constructi on. The producers also pointed out the need for the
aforenentioned fornmula to include a depreciation conponent, not
just an inflation conponent. He noted that the producers made
several coments with regard to throughput. Wth regard to

inflation, the producers [prefer] a fixed escalation rate rather
than an index rate. The producers also felt that the adjustnent
factor was arbitrary and would introduce a lot of noise and
uncertainty into the process, and therefore [would prefer] a
formula that is sufficiently robust and avoid use of a separate
adj ustnent factor.

8:11: 53 AM

COWM SSI ONER HOFFBECK noved on to slide 7 entitled "MAGP Board
Reconmendation (March 13, 2015)." He explained that with the
af orenenti oned reconmendati ons MAGP Board adjusted the formula
with the capital cost being an FID estimate, inflation being a
fixed rate that is then nmultiplied by a depreciation factor. A
simlar throughput in which actual throughput is divided by
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desi gn throughput with an exponent is used and multiplied by the
statutory mll rate for the particular asset. He pointed out
the inputs recommended by the MAGP Board |ocated on slide 7,
which include a 10 percent uplift on the estimated construction
cost at the point of financial decision, a 4 percent per annum
inflation, a depreciation factor that's based on a 50-year
floating life, an exponent on throughput of 1, and the mll rate
based on current statutes. He explained the depreciation factor
is such that it's ever flattening and never reaches zero.
Setting the exponent on throughput to one essentially elimnates
t he exponent, which was recomended by the producers. Changi ng
the mll rate to be based on current statutes results in all

projects being valued according to whatever statutory piece of
| anguage that piece of the project falls. The AKLNG producers'

feedback can be found on slide 8. The producers offered that
comerci al soundness can be accommobdated through adjustnments in
the forml a. Further, the producers wanted the capital cost at
FID not to include the wuplift. The producers recomended a
fixed rate for inflation, an averaged asset value over tinme, and
[applying a single averaged factor]. The producers further
recoormended a lower initial property tax with an [agreed upon]

escalation to provide sonme benefits over tine. He noted that
the early years are the nost critical conponents for the
project, particularly those years prior to revenue. Therefore

the producers are |ooking at opportunities to achieve at the
front end while escalating the tax through the life of the
project. Conm ssioner Hoffbeck then directed attention to slide
9, which provides a graphical representation of how providing
opportunities at the front end mght work; these are not hard
nunbers. He detailed the graph presented on slide 9. The fina

formula, the language for which is enbodied in HB 183, can be

found on slide 10 entitled "HB 183 Recommendation.” He
characterized the formula in HB 183 as a sinplified fornmula that
allows flexibility during fiscal negotiations. The fornula

multiplies the original cost by an inflation factor that 1is
multiplied by a depreciation factor that is multiplied by a
t hroughput adjustnment that is ultimately nultiplied by 20 mlls.
He explained that the original cost would be fixed by pre-FID
project specific data/fiscal agreenent, the inflation and
depreciation factors would be fixed by a fiscal agreenent, the
actual throughput 1is an operational neasurable, the design
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t hroughput woul d be fixed at pre-FID with project specific data,
and the mlIl rate would be fixed by statute with the total take
adj usted by fiscal agreenent.

8:17: 59 AM

REPRESENTATI VE SEATON related his wunderstanding that the FID
estimate is not fixed until flow starts or five years after flow
and will be present for the life of the project, no matter any
cost overruns.

COWM SSI ONER HOFFBECK sai d Representative Seaton's understandi ng

is the position taken by the producers. The MAGP Board
initially recormended a 10 percent uplift, and therefore it wll
have to be negoti at ed. However, whatever is negotiated will be
in place through the life of the project. The adjustnents, he
explained, will be in the throughput. For instance, if there is
an expansion, it won't be picked up as additional original cost
rather it wll be picked up in the value of the extra gas

fl owi ng through the pipeline.
8:19:17 AM

REPRESENTATI VE SEATON asked if the inflation factor is being set
in the fornul a. He then inquired as to what the proposed val ue
woul d be.

COW SSI ONER HOFFBECK clarified that the intent is to set the
inflation factor at the beginning of the process rather than
have it float with the consumer price index (CPl) or producer
price index (PPl). Al t hough information during the MAGP Board
nmeeting reported the 10-20 year average of annual inflation to
be 4 percent, Conmm ssioner Hoffbeck recalled that I|ong-term
historically it has be 3 percent annually. He acknow edged
inflation could be left as an index that floats, but also
acknow edged that it's easier to run the economics with a fixed
nunber as it's likely to stay at the historic average over the
course of 20 years while sonme years it will be a little higher
and others a little | ower.

8:20:37 AM
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REPRESENTATI VE SEATON recalled that in the past taxes or
projects have been nmade robust [by using an inflation factor]
that self-adjusts. However, this legislation specifies a
formula with a fixed inflation factor that isn't related to rea
worl d economi cs. Representati ve Seaton expressed concern that
the proposed formula isn't robust as it doesn't adjust to rea
world conditions. He expressed the need for the system to be
such that it automatically adjusts to real world conditions
rather than a fixed inflation factor.

8:22: 02 AM

REPRESENTATI VE HUGHES inquired as to whether the 20 mlls in the
formula will be set for the life of the project or change over
time.

COWMM SSI ONER HOFFBECK infornmed the commttee that 20 mlls has
been statutorily in place for oil and gas properties since the
1970s. Comm ssi oner Hof fbeck characterized 20 mlls as a magic
nunber in property taxes as it's difficult to go over a 20 mll
levy. He then explained that there is a fixed 20 mlIl levy for
all oil and gas properties under AS 43.56. Local property taxes
are assessed under AS 29.45. He explained that although the
state assesses the oil and gas property, the local jurisdictions
can tax against it at the local mll rate. For instance, a
local jurisdiction with a 14 mll tax rate would tax the oil and
gas property at 14 mlls. The owners of the oil and gas
property would use the rate paid to the local jurisdiction as a
credit against the 20 mlls it pays to the state. Therefore

the owners of the oil and gas property would pay 14 mlls to the
local jurisdiction and 6 mlls to the state. The |ocal property
tax would fall under the 20 mlls, which is the overall levy on
oil and gas properties. Although the aforenentioned neans that
how nmuch tax the state receives is dependent upon how nuch the
local jurisdiction collected, he opined that the mll rate
shoul dn't be reduced to a level that is less than the |ocal |evy
as it would result in other issues regarding constraining |oca

taxing authority.

8:25: 03 AM
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COW SSI ONER HOFFBECK then explained that Section 1 adds a
conformng reference to include the property exclusively used
for a North Slope natural gas project. Section 2, simlarly
relates it to the full and true value of pipeline transportation
property, and therefore places the AKLNG project within the
pi peline transportation project section of AS 43.56 of the oil
and gas property tax |aws. Section 3 is the narrative of the
formula presented earlier. He characterized the |anguage in
Section 3 on page 2, lines 25-27, which read: "(h) Starting on
the construction comencenent date, the full and true value of
t axabl e property exclusively used for a North Slope natural gas
project is determned on each January 1." as placehol der
| anguage. Comm ssi oner Hof fbeck expl ained there was concern that
wi thout |anguage referring to paynents during construction,
there might be the assunption that there were no paynents to be
made during construction. Therefore, it was envisioned that
when the i npact paynent di scussions are conpleted, t he
pl acehol der | anguage would be replaced wth [|anguage that
defines the inpact paynents.

8. 28: 05 AM
REPRESENTATI VE SEATON i nquired as to whether the inpact paynents
woul d be paynents rather than advances that are subtracted from

| ater tax paynents.

COWM SSI ONER HOFFBECK said the idea is that the inpact paynents

won't be advances on later taxation but rather will be tied to
construction that is actually occurring. The inpact paynents
will be less than the property tax, and therefore there will be

no reason for repaynent in the future.
8:29: 04 AM

COWM SSI ONER HOFFBECK, in response to Representative Hughes,
expl ai ned that the MAGP Board was established in Senate Bill 138
[28th Al aska State Legislature]. The MAGP Board has had several
nmeetings working through the issue of the paynment in lieu of
taxes (PILT) for the project. Utimtely, the MAG Board
produced a report for the governor at the end of the |[ast
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adm ni stration. Comm ssi oner Hoffbeck renmarked that the report
was nore of a wish list within the context of the [board' s]
di sagreenents. Under the Wal ker Adm nistration, the MAGP Board
reaffirmed that the PILT was the direction it wanted to take.
He informed the conmttee that the MAGP Board has neet four
times since the Wal ker Administration has been in office. In
further response to Representative Hughes, Comm ssioner Hoffbeck
specified that the MAGP Board consists of the conm ssioners or
their designees of the Departnent of Revenue (DOR), the
Department of Natural Resources (DNR), and the Departnent of
Commerce, Community & Econom c Devel opnent (DCCED) as well as
the mayors or their designees of Anchorage, Kenai, Fairbanks,
Mat - Su, Denali, North Slope Borough, and Northwest Arctic
Bor ough. He noted that the producers have attended the MAGP
Board neetings, and therefore he <characterized it as an
iterative and cooperative process.

8:32:46 AM

CHAIR TILTON MAGP inquired as to the MAGP Board's role in
devel opi ng HB 183.

COWM SSI ONER HOFFBECK answered that the nost input from the MAGP
Board was drilling down on the fornula. He opined that the MAGP
Board and the producers recognize that this is an interim step
and the final step wll be a nore refined PILT or calcul ation of
the tax burden during the project. He related his belief that
the inpact paynents during construction will be sone form of
PILT. What's proposed in HB 183 can be norphed into a PILT
structure, which he opined is the goal. The MAGP Board has been
the forum for the discussion as well as a place for the
producers to have input into the discussion. The | egislation
itself was totally drafted by DOR and the attorney general's
of fice. He noted that the producers are working on a red-1lined
version to present, which the nmunicipalities are awaiting prior
to weighing in on the |anguage. In further response to Chair
Tilton, Comm ssioner Hoffbeck explained that as this nodel
beconmes calibrated during the fiscal negotiations the MAGP Board
will be kept inforned, although the MAGP Board does not have a
seat at the table during negotiations. He nentioned, however

that the MAGP Board will have a trenendous anount of input
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regarding the determ nation of the inpact paynents and where the
I npacts occur. Furthernmore, the MAGP Board will be the forum
for the local jurisdictions when the state decides how the
revenues will be distributed. The reality of the tax is that a
$50 billion project with a 20 mll levy wll result in $1
billion annually in property taxes. He opined that the | ocal
jurisdictions realize that the aforenentioned property tax wll
not flow to the jurisdictions that sit along the pipeline

corridor. A portion of the property tax, he pointed out, wll
be reserved for its own operations or distribution elsewhere.
The aforenentioned discussion will be between the state and the

MAGP Boar d. He then related that there has been a briefing on
the Federal Energy Regulatory Comm ssion (FERC) process and
docunents regarding the stranded gas were distributed. He noted
t hat additional docunent research is being perfornmed now.

8:37: 07 AM

REPRESENTATI VE HUGHES asked if the MAGP Board is generally in
support of HB 183 as currently witten.

COWM SSI ONER HOFFBECK i ndicated that to be the case since the
formula enbodied in HB 183 is a generic version of what the MAGP
Board devel oped during its discussions. The inputs devel oped by
the MAGP Board are not included in the fornmula in HB 183.
Comm ssioner Hoffbeck highlighted that the Denali Bor ough
doesn't have a property tax, and thus collects the PILT on the
Usi belli Coal Mne, Inc. Therefore, the Denali Borough wants a
PILT to ensure it receives revenue from the pipeline running
through it without having to inplenent a general property tax.
Comm ssi oner Hoffbeck opined that the aforenmentioned issues
remain, but the MAGP Board seens confortable that HB 183
represents its input generically at this point.

8:38:57 AM
REPRESENTATI VE NAGEAK, dr awi ng from his know edge of
Comm ssi oner Hoffbeck since a young nman, related his pleasure

t hat Conm ssioner Hoffbeck is in the position of comm ssioner of
DOR.

HOUSE CRA COW TTEE -10- April 16, 2015



8:41:12 AM

COWM SSI ONER HOFFBECK, returning to the sectional analysis,
directed attention to the second part of Section 3, which is the
narrative description of the fornula and specifies that the

t hroughput factor will be based on the annual averages of the
t hroughput neasured in Mf. Section 4 references the project
under the definition of "taxable property.” He then expl ai ned

that existing LNG plants are locally assessed and the |anguage
in Section 4 includes a carve out for themwhile placing the LNG

project for this plan wunder the oil and gas tax |[aws.
Therefore, the entire project is under the 20 mll |evy, under
AS 43. 56. Al t hough the aforenentioned is primarily done for
adm ni strative purposes, it does increase the tax burden and
thus needs to be addressed with the producers. If the state
decides that a specific amount of the $1 billion will flow to

the state prior to any being distributed to the nunicipalities,
it's critical for all [participants] to be under the sane tax
regime. He then noved on to Section 5, which is a definition of
the project that adds subsection (7) defining the North Slope
natural gas project and its conponents. He pointed out that the
"gas pipeline" definition includes |anguage on page 4, |ines 20-
21, that excludes "any pipelines downstream of an offtake point
between a gas treatnent plant and a |liquefaction plant”.
Therefore, anything after an offtake point is not part of the
proj ect . Wth regard to the gas treatnent plant (GIP), he
recalled that prior testinony to the |egislature has discussed
the project starting at the point of production, which would
mean that the pipeline feeding the gas treatnment plant would be
part of the project. However, for property tax purposes it
works best if the start of the project is the inlet flange as it
woul d al |l ow future expansions in which other pipelines flow into
the GIP will not cause confusion if those pipelines are taxable
entities and not part of the existing PILT. The producers, he
rel ated, are concerned about the aforenmentioned issue. Section
6, the last section, is conformng |anguage. Comm ssi oner
Hof f beck informed the commttee that the producers are concerned
that there isn't enough enabling |anguage to create a PILT in
statute without a constitutional challenge.

8:46: 57 AM
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REPRESENTATI VE SEATON posed a scenario in which there is an
of ftake point for Fairbanks. He then asked if the flange that
is the start would be the flange at the pipe or the flange at
the outlet of the straddle plant that renpves gas for Fairbanks.
There would be quite a difference in the cost structure share
dependi ng upon which flange is the start.

COWMM SSI ONER HOFFBECK answered that currently [the start point]
woul d be the flange at the pipe. However, if a straddle plant
was part of the original design and construction costs of the
pi peline, [the start point] could be on the outlet flange of the
straddl e plant. He expressed the need to avoid having a ngjor
offtake facility as part of the PILT on the pipeline when it was
never part of the construction cost of the pipeline. The goal
he offered, is to balance the PILT with what would be generated
by a standard property tax and avoid attaching assets that were
never part of the original construction [to the PILT].
Therefore, if it's part of the original construction costs, [the
start] could be the outlet flange of the straddle plant.

REPRESENTATI VE SEATON request ed clarification of t he
af orenenti oned in the | anguage of HB 183.

8:48: 46 AM

REPRESENTATI VE SEATON asked if the design throughput will be the
pipe size nultiplied by an initial conpression or will it be at
the capacity of the liquefaction plant. He further asked if the
[ desi gn t hroughput] would change if another train is added |ater
in conpression. O, is that automatically getting controlled

he asked.

COWM SSI ONER HOFFBECK expl ai ned that design throughput and cost
will be locked in at the FID so they both stay in sync. Any
additional capacity due to additions/changes woul d be picked up
in the additional throughput. Therefore, additional gas creates
a higher value, which could theoretically pick up the additional
value of the train. Wth regard to where the design throughput
is attached, Comm ssioner Hoffbeck said there wll likely be
three separate conponents such that there is a PILT for the GIP,
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a PILT for the pipeline, and a PILT for the LNG plant. Si nce
each of the aforenentioned wll have a different throughput,
it's sinpler to have three different PILTs.

REPRESENTATI VE SEATON requested nore clarity with the fornmula
particularly in ternms of having exanples of wusing the formula
wi th potential changes over tine.

8:52: 38 AM

CHAIR TILTON inquired as to whether the state will have to pay a
property tax on the portion the state owns.

COWM SSI ONER HOFFBECK answered that hasn't yet been determ ned
as it wll likely be based on the structure of the final
owner shi p. In further response to Chair Tilton, Comr ssioner
Hof f beck rel ated that fiscal negotiations are ongoing.

8:53:18 AM

CHAIR TILTON inquired as to how the throughput factor 1is
calculated for the instate gas comng off the line prior to the
LNG facility.

COWM SSI ONER HOFFBECK said that's why nmultiple PILTs is being
consi der ed. However, he said it's likely that it wll be based
on the input into the pipeline, but obviously the LNG plant
woul dn't be tagged with gas that never nade it there.

8:55:31 AM

Nl KOS TSAFCS, Partner, Energy Consultant, enalytica, referring
to the slide entitled "PROPERTY TAX |IN CONTEXT," directed
attention to the chart on the left that shows how nuch property
tax oil and gas properties pay per barrel of oil produced in the
state. He noted that since it's normalized for inflation, it's

inreal terns. The chart on the left illustrates that there's a
period of about 25 years of relative stability. The [property
tax] per barrel, in real 2009 dollars, starts at about $1.00 and
then [levels] at about $.75 per barrel until 2006. In 2006

there is a nethodol ogy change and the [property tax] per barre
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i ncreases. Therefore, the [property tax] is about $2.50 of a
$50- $100 barrel of oil. He related that for an AKLNG project,
the order of magnitude becones nuch greater in ternms of the
i npact of the property tax. M. Tsafos then directed attention
to the chart on the right, which is an indicative value change
for the AKLNG project. The AKLNG project has an estinmated cost
of $45-65 billion, which neans the discussion is about
i ndi cative economics wuntil the cost can be narrowed down.
Therefore, he cautioned the conmttee that the nunbers are
merely estimtes. He then explained that the AKLNG plant may
need a price in Asia of about $12-13 per Mbtu to be viable.
The property tax could be as high as $1 [per barrel]. He
further explained that property tax is nore than the shipping
cost to Asia; it's $1 out $12-%$13 and thus the possibility of an
increase to $1.50-%2 would have a huge inpact on the econom cs.
The chart illustrates that $13 is the price in Japan when oil is
$90. If oil is $70, the price in Japan is nore |like $10. M.
Tsaf os enphasi zed that property tax is a large portion of the
burden of this project. The aforenmentioned is the conmmerci al
context in ternms of the costs and the inportance of stability.
For exanple, at sone point [the property tax revenues] nmay
increase from $1 to $2.50 per barrel of oil and in the context
of the AKLNG project, it's the difference between a project
bei ng viable at $90 or $105-$110 per barrel of oil.

9: 00: 55 AM

JANAK MAYER, Partner, Energy Consultant, enalytica, focusing on
the specifics of HB 183, directed the comrmttee's attention to
the slide entitled "PILT VS. PROPERTY TAX." He then enphasized
the inportance of distinguishing between a PILT and things done
directly through a property tax. The reason there is discussion
about a PILT is that the Heads of Agreenment explicitly laid out
that the intention of all the parties was that AKLNG as part of
the fiscal arrangenent, wouldn't pay property tax but rather

have a negotiated PILT. The notion of a PILT then is a
negotiated paynent that is in place contractually and through
what ever necessary |egislative avenues. Wiile the basis of
negotiation may be what the liability of the project would

otherwise be in terns of property tax based on assessed val ue
and other things, eventually sonme negotiated paynent is reached.

HOUSE CRA COW TTEE -14- April 16, 2015



The Heads of Agreenment established a paynent that would be
specifically about cents per Mf that would be paid in lieu of
property tax. He pointed out that although many of the concepts
in HB 183 are famliar in terns of creating a paynent that is a
fixed per Mcf amobunt. The legislation, HB 183, seens to enbody
an effort not to create or authorize the negotiation of a PILT,
but rather to create sone of the economcs of a PILT through the
property tax system He explained that it would be a situation
in which the assessed value is fixed and subjected to throughput
and other things to create a fixed Mf paynent that is nade
directly as a property tax rather than in lieu of property tax.
He reiterated the inportance of understanding that a PILT versus
PILT-1i ke econonmics through the property tax system are two

different concepts and the ultinmate aim By going with the
basic negotiated PILT, there are a nunber of benefits/options in
terms of the ultinmate paynment structure. For exanple, the

paynment structure under the basic PILT could be one in which
there aren't property tax paynents during construction but only

i npact paynents while shaping the eventual profile. There is
flexibility under a negotiated PILT. Because [a PILT] is a
cont ract ual mechani sm there is a degree of inmplicit
stabilization, particularly when done with other things. Par t

of that inplicit stabilization cones fromthe fact that once the
PILT is negotiated and agreed upon, it is quite separate from
the property assessnent process. Property assessnent was
utilized in negotiating the PILT in terns of what the property
tax m ght have been, and therefore what reasonable nunbers m ght
be. However, once the nunber is negotiated it's a cents per Mf
charge that is paid in lieu of the property tax and at that
point the link to the property tax is severed. If the goal is
to inplement sone of those economcs through property tax
directly, there is a wde scope for doing so and sone of the
ways in which to achieve the aforenmenti oned seemto be reflected
in HB 183. [To inplenent the econom cs through a property tax],
one nust begin by creating a firm assessnent of the actual cost

basis that wll always be the case and wll be adjusted by
depreciation, throughput, and other factors to create a stable
and predictable dollar per Mf anount. The aforenentioned, he

specified, is a way to achieve PILT-1ike economcs through the
property tax, not itself a PILT.
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9: 06: 45 AM

MR. MAYER said in conparison, the paynent profiles are slightly
nore limted with the [property tax]. He opined that if it's
done solely through property tax, the other AKLNG partners would
have deep <concern wth regard to the stability of the
arrangenment. In fact, he surm sed that the other AKLNG partners
woul d want other forns of stabilization in place beyond statute
that can be changed in order to guarantee it's durable for the
time of the agreed upon duration of the project. The need for
stabilization wll be particularly acute because doing it
t hrough the property tax places it in statute, which is subject
to change, and remains linked to property assessnent. The
af orenenti oned can be found in the |anguage of HB 183. M.
Mayer then turned to the fact that the project is placed under
AS 43.56, the state |evel property tax. He acknow edged that it
could nmake sense to levy a charge that has PILT-1ike econom cs
through a property tax because it's a <clean and wuniform
structure for the entire project rather than a patchwork of
muni ci pal level tax rates. However, from the perspective of the
conpani es that would be a significant tax hi ke because currently
the Kenai LNG facility is taxed through AS 29 solely at the
muni ci pal rate not at the full 20 mlls. It makes sense that
any negotiation of an ultimate tax rate nmay start at 20 mlls
and be negotiated down to what the project econom cs can support
while having a wuniform system that applies to everything.
Al though this is a large piece of nmaking the project
economcally viable, it's inportant to understand that a conpany
woul d becone anxi ous regarding whether a PILT or property tax is
being used while raising the tax rate. Therefore, he enphasized
the need for clarity on such matters as the discussion
conti nues.

9:10: 08 AM

MR MAYER, noving on to the slide entitled "OUTSTAND NG
QUESTI ONS, " addressed the treatnent of transm ssion |ines, which
may be the difference between taking a pure negotiated PILT
approach versus property tax legislation that has broader
application. |If the agreenent is for a PILT with the parties of
an AKLNG project, then it may be nore manageable in terns of not
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havi ng subsequent effects on subsequent projects. Whereas if
sonething is enshrined through general property tax |egislation,
the question of to whom else that mght apply in the future
becomes nuch nore pertinent. Therefore, exclusion of the
transmssion lines from the definition of the natural gas
project for the purposes of property tax is an effort to address
that precisely because it's in general property tax |egislation
rather than a specific negotiated agreenent with the parties.
The adm nistration, he offered, seens to be concerned with the
need to be clear that if a very large and expensive pipeline
were constructed to connect to the gas processing plant, it
woul dn't be part of this arrangement. M. Myer opined that the
aforenmentioned is less of a concern with a PILT than it would be

of concern when solely utilizing a property tax. M. Mayer
cont i nued:
That said, ... it will be an obvious issue of concern

for the conpanies, particularly given that [Senate
Bill] 138 specifically pushed the point of production
from a legislative definition perspective back up to
the unit level and excluded the transm ssion |ines
from -- deliberately included the transm ssion |ines
within the scope of the project and excluded them from
the upstream Part of the concern there was excl uding
the cost of those transm ssion lines from what would
be deducted from an upstream oil tax perspective, but

it seems to ... us that there needs to be sone degree
of consistency in whatever one chooses. It's a little
difficult to say, "Well, transmssion lines are part

of this project from the perspective of naking sure
they can't be deducted against oil taxes, but they're
not part of this project from the perspective of
special treatnent for property tax." That's an
i mportant issue to think about and to be aware of.

MR. MAYER then recalled the comm ssioner's comments with regard
to paynments during construction and that the Heads of Agreenent
specifies the project wouldn't pay property tax during that
tinme, but r at her i npact paynent s directly related to
construction inpacts of the project would be nade. Part of the
reason for the aforenentioned, he offered, is that property tax
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is a large anmount, potentially as nuch as $1 billion a year, and
that has a particularly detrinmental inpact on the project
economcs if the project pays the highest amount at the start of
the project and pays prior to earning revenues from producing
natural gas but during the construction phase. M. Mayer said
al though he was glad there remains agreenment in conmentary on
the aforementioned principle, it isn't reflected in HB 183 as

currently witten. He then related the inportance of neeting
mlestones in ternms of what was established in the Heads of
Agreenent |ast year. A key mlestone has been reaching a

negotiation of a PILT for the project. A key mlestone for this
| egi sl ative session, he surmsed, was to ensure authorization,
if necessary, for the admnistration to undertake negotiations
for an agreenent that would be put before the |egislature. He
opined that neeting the nilestones is particularly inportant in
the broader context of ensuring that the very high level of
spendi ng on AKLNG i s going to conti nue.

9:15:19 AM

REPRESENTATI VE SEATON said although he is supportive of
stability, disruption can be caused by stability that creates
future instability when future economics aren't taken into
account, such as with the use of a fixed inflation rate no
matter the inflation rate in the general econony. Therefore, he
opined that the [proposed] design isn't very robust with the
fixed inflation rate. He further opined that such a design
doesn't create a stable relationship between those receiving the
PILT or the property tax and those with the product in the
proj ect . He then inquired as to how nore future alignnent in
this process can be created.

MR. MAYER highlighted the inportance of distinguishing between
HB 183 versus the conceptual discussions when the specifics are
di scussed. As witten, he characterized HB 183 as a series of
sign posts that lack any specifics. In fact, he opined, there
is no indication as to the exact nature of any of these factors
and how the math would work because there is a negotiation

process yet to cone. Therefore, it's difficult to coment on
how inflation would be treated as it's a largely hypothetical
di scussi on based on concrete terns. Still, predictability, he
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offered, is going to be the nost inportant thing as part of the
guestion of stability. In talking to the conpanies involved

M. Mayer related that discussions of future expansions, one
woul d expect future green field expansions because they benefit
from having an existing project in place and tend to be |ess
capital intensive per unit of gas put through them than the
initial project. Therefore, in many ways having a pure fixed
$/ Mcf anmount actually subjects future expansions to a higher tax
burden per Mf than they mght pay were they subject to either
adj ustnents such as an exponent in the fornmula or renegotiations
of the property value at the tine. He opined that it says a |ot
that the involved conpanies want a fixed $/ Mf that wll apply,
including to future expansions. The aforenentioned |ikely neans
they pay nore per Mf in property taxes than they m ght pay if
there was nore flexibility. M. Myer said that relates a |ot
about how nuch [the involved conpanies] value stability and the
ability to know now for the future the entire tax burden,
i ncluding for expansions. Potentially, [the conpanies] would
rat her pay nore and have stability than have [inflation] that is
subj ect to change. M. Mayer agreed with Representative Seaton
that utilizing a fixed inflation rate sonewhat divorces things
from the reality of what inflation my be subsequently.
However, in nmany cases inflation and depreciation offset each
other and perhaps nuch greater stability and predictability
could be achieved by stripping them out or devel oping sonething
else that creates the greatest sinplicity and stability
possible. Wthout a detailed proposal, he pointed out that it's
difficult to offer specific comentary, he said.

MR. TSAFCS noted his agreement with M. Mwyer's coments.
Addressing [the fornmula] from a compbn sense perspective, M

Tsafos opined that the inflation is the |east disputable nunber
as there is anple data on it. Wile the desire is for
sinmplicity and predictability to trunp everything, inflation is
likely a variable of the formula that everyone could nore or
| ess agree upon. Although the nunber is subject to negotiation,
he speculated that inflation is fairly transparent and clear.

9:22:32 AM
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REPRESENTATI VE SEATON expressed concern with looking into the
future with perhaps a 50-year project life and a fixed 4 percent
inflation without any future flexibility. He requested the
consultants provide nechanisns to achieve stability at the
decision point as well as in the future to ensure a robust
system

9:24: 02 AM

REPRESENTATI VE NAGEAK predicted that as the project ages there

w Il be discussions of different evaluations according to those
who pay and receive taxes. Therefore, there wll be a lot of
give and take over the course of the project because throughput
will dimnish over tine. He characterized it as a fluid process

over the life of the project.
9:25:31 AM

REPRESENTATI VE HUGHES recal l ed the January 1st deadlines for the
full and true value of the gas or unrefined oil in HB 183. She
then requested explanation of the 20 mll property tax rate and
why that m ght be of concern.

MR. MAYER, addressing the January 1st deadline, explained the
new section proposed in AS 43.56.060 to specifically deal wth
the natural gas project envisions an annual assessnment until
construction. From the start of construction onwards, ful

value is deened to be the original value; presunably that neans
it's fixed and doesn't change. However, by doing it in the
property tax it's explicitly linked to a property tax assessnent
process as illustrated in Section 1 of HB 183 with the addition
of the |anguage "exclusively used for a North Slope natural gas
project". Furthernore, the |anguage retains the reference to
the fact that property tax is levied on the property used for
the transportation of gas at its full and true value as of
January 1st of the assessnment year. He acknow edged that on one
hand, there is reference to the full and true value instead of a
fixed amount, but it's also the full and true value as of
January 1st of the assessnment year. The anbiguity of the
af orenenti oned nekes conpanies concerned about stability
anxi ous. Wth regard to the 20 mlIl rate, M. Mayer explained
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that property tax can be levied under AS 43.56 in which case
it's a state level levy and nunicipalities can also levy a
property tax at a rate below or up to the 20 mlls. VWhat ever
[property tax] is paid at the nmunicipal level is creditable from
the property tax such that the total anmount paid by the taxpayer
is no nore than 20 mlls combi ned. The difference between the
muni ci pal rate and the 20 mll rate is what ultimately goes to
the state. The aforenentioned, he noted, applies to oil and gas
facilities including the pipeline going into the Kenai LNG
facility. The Kenai LNG facility itself is taxed under AS 29

which is the nmunicipal property tax. Therefore, the only
property tax that Kenai pays is the Kenai nunicipal property
tax, which is substantially below the 20 mll rate. [ f that
status quo were to apply to the AKLNG the property tax on the
i quefaction would be substantially lower than the 20 mll rate
because the state wouldn't be taking any property tax. The

general idea of having a uniform framework that applies across
the entire project is clean and nmakes sense, he opined. He also
opined that it nakes sense to start negotiations at the 20 mll
rate to see what the project can support. The effect, he
opi ned, of enshrining it directly in property tax statute is
relative to the status quo to inpose an increase in the rate.

9:30:31 AM

REPRESENTATI VE HUGHES surm sed then that under HB 183, the state
would collect [tax] that in the past only the nunicipality
col | ect ed. She asked if the aforenentioned would only occur at

the North Slope and N kiski ends or only at the N kiski end.

MR. MAYER answered that [the collection] would occur at the
liquefaction facility at the Ni kiski end.

9:31:16 AM

REPRESENTATI VE SEATON pointed out the conmittee packet includes
a letter dated April 14, 2015, fromthe Kenai Peninsul a Borough.

9:31: 50 AM
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REPRESENTATI VE HUGHES asked if the MAGP Board w Il continue
nmeeting in the interim

COWM SSI ONER HOFFBECK nodded yes.
9:32:39 AM

CHAIR TILTON inquired as to why HB 183 was brought forward now
while nore fiscal negotiations are necessary. She also inquired
as to the processes that are being considered as the |egislation
nmoves forward and when nore specifics will arise.

COWM SSI ONER HOFFBECK answered that HB 183 was introduced now in
order to bring the discussion forward to begin to fine tune the
i ssues. The advantage of introducing the legislation now is
that elimnates many of the issues that surrounded Trans-Al aska
Pi peline System (TAPS) in terns of how the asset is valued. The
|l egislation brings it down to five neasureable terns from which
work can begin to establish the base value of calculating a
PILT. He surmised that ultimately everyone wants to reach that
one $/ Mcf anpbunt that provides stability noving forward.
However, there had to be sone foundation to neasure that, he
of f ered. [ The legislation] is merely an interim step, not the
final step. As the consultants nentioned, there was an
expectation this session that a PILT agreenent woul d be reached,
but the reality is that the process isn't far enough along in
the fiscal negotiations to pin down a PILT. The question is
whet her a project can bear that high of a PILT, which is why it
needs to be left open as the process noves forward during the
interim

9: 35: 25 AM

COWM SI SONER HOFFBECK, in response to Representative Seaton,
related his belief that ultinmately the producers would like a
property tax tied directly to the flow of the gas through the
proj ect . Essentially, if the fornmula is divided by the
t hroughput, a tax per Mf would result. The aforenentioned, he
opined, is ultimately what everyone is trying to achieve.
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REPRESENTATI VE SEATON indicated the need to determ ne where the
mll rate and Mcf calculations end up in "the mx" as the two
seema bit disparate.

9:37: 07 AM

CHAIR TILTON inquired as how the PILT would be allocated as
[inear mles don't work because of the GIP and LNG facilities.
She further inquired as to whether there are other alternatives.

COW S| SONER HOFFBECK said that is a discussion that needs to
occur. Currently, under TAPS the allocation is by the value of
the asset wthin the particular jurisdiction. [ The PILT]
actually breaks out the pipeline, the punp station, and the
Valdez marine terminal and calculates those values separately
and then looks at the totality of the value of the pipeline.
Then a certain percentage is given based on the total value of
the pipeline versus the total value of construction within each
of the jurisdictions. Comm ssioner Hoffbeck envisioned that the
[PILT for the natural gas project] would be sonmething simlar to
the aforenentioned as nost likely the PILT will be parsed at
mul ti pl e pieces such that there would be a piece for the GIP and
the pipeline. Therefore, the GIP wouldn't have to be cal cul ated
as to how it factors through while the pipeline could be
calculated on a per mle basis "and then, of course, the LNG at
the end.” He noted that potentially, there could be a [PILT]
for the upstream pi pelines, the feeder pipelines, as well.

9:38: 57 AM

REPRESENTATI VE HUGHES, referring to the MAGP Board and the
participation by mayors who don't necessarily have expertise in
oil and gas issues, asked if the municipalities have [oil and
gas] consultants to help themw th the AKLNG project.

COWMM SSI ONER HOFFBECK answered that nost mayors have sonmeone on
their staff who attend the MAGP Board neetings wth them
However, because property tax is the primary source of revenue
for nost nunicipalities nost mayors understand property tax
wel | . The overriding oil and gas 20 mll levy is an inportant
piece that they need to understand. Certainly, Kenai
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Fai rbanks, and the North Slope Borough understand the oil and
gas 20 mll levy as they have been dealing with it for years

For instance, Kenai just hired Larry Persily, forner federal
coor di nat or of the Alaska Gasline Pr oj ect and deputy
conmi ssi oner of the Departnment of Revenue.

9:41:10 AM

CHAI R TI LTON announced that HB 183 woul d be held over.

9:41: 43 AM

ADJ QURNIVENT

There being no further business before the conmttee, the House

Community and Regional Affairs Standing Conmmittee neeting was
adj ourned at 9:41 a.m
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