




F or the record  m y n a m e is D a v id  B rook s I h o ld  the p o st o f  M an ager A la sk a  G a s in B P  
E x p lo ra tio n  A la sk a  In corp orated  and I am  resp o n sib le  for B P ’s in itia tiv es  to  c o m m e r c ia liz e  the  
g a s re se r v e s  o n  the N orth  S lo p e  o f  A la sk a .

M r. C h airm an  I sh o u ld  lik e  to  thank y o u  for th is opportun ity  to testify  b e fo r e  th is  c o m m itte e  and  
to e x p la in  B P ’s v ie w s  on th is B il l .

T o d a y  in P m d h o e  B a y  w e  h a v e  p ro v en  ap p rox im ately  2 5  trillion  cu b ic  fe e t  o f  g a s , there are s o m e  
5 tr illio n  c u b ic  fe e t  o f  g a s  in P o in t T h o m p so n  and the U S  g e o lo g ic a l su rv e y  s u g g e s ts  that there  
c o u ld  b e  in e x c e s s  o f  a n o th er  100  tr illion  cu b ic  fe e t  y e t to be fou n d  on  th e  N o rth  S lo p e .

T h at is  a lo t o f  g a s , an oth er  o il f ie ld  at lea st the s iz e  o f  P rudhoe B a y  - an d  a la rg e  a m o u n t o f  
v a lu e  or r e v e n u e  for the reso u rce  o w n ers  and  the S ta te  and p eo p le  o f  A la sk a  i f  w e  ca n  fin d  
e c o n o m ic  w a y s  to g e t that g a s  to  m arket, in so m e  form  or other. A n d  I w o u ld  lik e  to  a ssu re  the 
m em b ers o f  th is c o m m itte e  that B P  is tak ing  the issu e  o f  the c o m m e r c ia liz a t io n  o f  th o se  g a s  
reso u rces v ery  se r io u s ly  and c o n tin u e s  to d ed ica te  resou rces to e x p lo r in g  ro u tes  to 
c o m m e r c ia liz e  i t .

O v er  the p a st y ea r  or s o  w e  h a v e  had the p leasu re and h on or o f  w o rk in g  w ith  th e  leg is la tu re , the  
state  ad m in istra tio n , o th er  g a s o w n e r s  and in terested  parties on the c o m m e r c ia liz a t io n  o f  the  
N orth  S lo p e  g a s. T h e  G a s C o m m erc ia liza tio n  R eport p u b lish ed  in January o f  th is y e a r  w a s an 
o u tc o m e  o f  that w ork  and w e  c o n s id e r  it to b e  a very  sou n d  and p ro fe ss io n a l r e v ie w  o f  the  
c h a lle n g e s  su rro u n d in g  the c o m m e r c ia liz a t io n  o f  the ga s. T h is  B il l is the n e x t lo g ic a l step  
fo l lo w in g  th e reco m m en d a tio n s  o f  th e  C om m erc ia liza tio n  R eport.

C o m m iss io n e r  C on d on  in h is  te s tim o n y  has d escr ib ed  very c lear ly  and e x p e r t ly  h o w  the B il l  
w o u ld  be im p le m e n te d . I th erefore  d o  not in ten d  to d isc u ss  that. Instead  I w o u ld  lik e  to  
h ig h lig h t tw o  is su e s  that B P  b e l ie v e s  o u g h t to  be co n sid ered  b y  th is C o m m itte e  in  its r e v ie w  o f  
the B il l .

B P  b e l ie v e s  that this p ie c e  o f  le g is la t io n  is im portant for the State. It crea te s  -  or at lea st in our  
v ie w  it o u g h t to  crea te  - o p tio n s  for  the S tate to u n lo ck  the va lu e  in its v a st  r e so u rces  o f  stran d ed  
gas.

H o w e v e r , a s it is currently  w ritten  th e  B ill is very  m uch  an L N G  and g a s  p ip e lin e  B il l o n ly , and  
that is  c e r ta in ly  o n e  im portant o p tio n . B u t there are other o p tion s.

A  k ey  o p tio n  tod ay  is g a s to  liq u id s  te c h n o lo g y .

A lth o u g h  th e  te c h n o lo g y  is  cu rren tly  u n e c o n o m ic  m an y  co m p a n ie s  in c lu d in g  B P  h a v e  e x te n s iv e  
w ork  p ro g ra m s in p ro g ress  to d r iv e  d o w n  the co sts  o f  the p ro cess  and to m a k e  it c o m p e t it iv e .
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T h e g a s  to liq u id s te c h n o lo g y  w o u ld  co n v ert the g a s on  the N o rth  S lo p e  to  a liq u id  h yd rocarb on  
su ch  as d ie se l. T h a t d ie se l c o u ld  b e  transported in the T A P S  o il p ip e lin e  and so ld  ou t o f  V a ld e z  
in the n orm al w a y . A lth o u g h  th is w o u ld  not require the d e v e lo p m e n t o f  a  g a s  lin e  it w o u ld  h a v e  
other s ig n if ic a n t b en e fits .

•  F irst, a g a s  to  liq u id s  p la n t on  the N orth  S lo p e  w o u ld  in c rea se  th e f lo w  o f  o il th rou gh  the  
T A P S  lin e , thereby h e lp in g  to k eep  d ow n  transportation c o s ts . T h is  c o u ld  h e lp  fa c ilita te  th e  
p rod u ction  o f  cru d e  o il fro m  so m e  o f  the sm a ller  a ccu m u la tio n s  on  th e  N orth  S lo p e .

•  S e c o n d ly , e n h a n ced  f lo w s  d o w n  T A P S  w o u ld  p ro lon g  the u se fu l li fe  o f  T A P S  and en su r e  that 
re fin er ies  and c o m m u n itie s  a lo n g  the p ip e lin e  co n tin u e  to h a v e  a c c e s s  to en erg y  d e r iv e d  fro m  
N orth  S lo p e  reserv es .

A n d  p le a se  d o  not fo r g e t, th e  o p tio n s  o f  L N G  and G a s to liq u id s  are n o t m u tu a lly  e x c lu s iv e . T h e  
vast q u an tities o f  g a s a lread y  p roven  o n  the N orth S lo p e  m ea n s that w e  c o u ld  d o  both  an L N G  
project and a g a s  to liq u id s  p roject.

M r. C h airm an , m em b ers  o f  the C o m m ittee , w e  b e lie v e  that th e s c o p e  o f  the B il l  sh o u ld  b e  
w id e n e d  to in c lu d e  all o p tio n s  fo r  g a s co m m erc ia liza tio n , in p articu lar the o p tio n s  o f  L N G  and  
gas to liq u id s  te c h n o lo g y . W e  w o u ld  en co u ra g e  y o u  to m ak e th e  ap p rop riate  a m en d m en ts  to  the  
B ill to m ak e it c lea r  that g a s  to  liq u id s c o m e s  w ith in  the s c o p e  o f  stran d ed  g a s  p ro jects that the  
C o m m iss io n e r  m ay co n s id e r .

O ur se c o n d  area o f  c o n cern  is the su n se t c la u se  on  p age 10 o f  the B il l .

T hat c la u se  lim its  the a p p lic a b ility  o f  the B ill to p rojects m a k in g  an a p p lica tio n  b e fo r e  th e  en d  o f  
June, 2 0 0 1 . A n d  by e s ta b lish in g  su ch  a lim it it c lo s e s  o f f  o p tio n s  for the fu ture.

A lth o u g h  B P  is  w o rk in g  hard, w e  ca n n o t control the d e v e lo p m e n t o f  te c h n o lo g y  nor o f  m ark ets  
for  the g a s . W e  ca n n o t sa y  w h en  ad d ition a l Stranded G as f ie ld s  m ig h t b e  fo u n d . B u t b y  k e e p in g  
a cu t o f f  d ate, any cu t o f f  d a te , in th e  B il l w e  b e lie v e  that the S ta te  is  p o te n tia lly  r e d u c in g  its 
o p tio n s and g iv in g  a  n e g a t iv e  m e s sa g e  to the potentia l d e v e lo p e r s  o f  te c h n o lo g y  and  stran d ed  g a s  
resou rces.

W e  w o u ld  therefore r e c o m m e n d  to th is C o m m ittee  that the su n se t c la u se  b e  d e le ted .

M r. C h airm an , m em b ers o f  the c o m m itte e , B P  v ie w s  th is le g is la tio n  as e n a b lin g  le g is la t io n , n o t  
c o m m itt in g  the S ta te  to  a n y th in g , n o t g iv in g  aw ay .

W e  b e l ie v e  that it sh o u ld  p ro v id e  a p o s it iv e  s ign a l to industry and to d e v e lo p e r s  o f  stran d ed  g a s  
that the S ta te  is  o p en  fo r  b u s in e ss , that the S tate is  prepared to  d is c u ss  an y  fisc a l im p e d im e n ts  
that there m ay b e in th e w a y  o f  any stranded gas d e v e lo p m e n t p ro je c t and at any tim e .

M r. C h airm an  and m em b ers  o f  the C o m m ittee ,
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T h is  B il l  is a  p ie c e  o f  le g is la tio n  that o u g h t to create o p tio n s for the S ta te  to g en era te  v a lu e  from  
the e n o r m o u s  g a s  r e so u rces  on  the N orth  S lo p e  o f  A la sk a .

W e  u rg e  y o u  to  c la r ify  that it is a p p lica b le  both to L N G  and g a s  to  liq u id s and  to d e le te  the su n set  
c la u se .

M r. C h a irm a n , m e m b e r s  o f  th e  c o m m itte e  w ith  th o se  reserva tion  and c o m m e n ts  p le a se  be  
assu red  that B P  su p p o rts  th is leg is la tio n .

T h an k  y o u  fo r  y o u r  a tten tio n . I w o u ld  be happy to an sw er  any q u est io n s  that y o u  m ig h t h a v e .
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Mr. Chairman, for the record, my name is Michael Hurley. I am senior tax advisor for ARCO Alaska 
in Anchorage. I am here today to testify in support of HB-393, The Alaska Stranded Gas 
Development Act.

As many of you know, ARCO has been aggressively pursuing the development of North Slope gas 
resources for some time now. As one of the major gas interest owners on the slope, these 
resources represent one of ARCO’s most significant undeveloped assets; ana finding a way to 
commercialize them is an important priority.

Our most encouraging work to-date has been in the development of plans to commercialize the gas 
as LNG sold into Far East markets. While this project is not yet economically viable, ARCO has been 
working on four key areas which, if successfully addressed, could lead to an economically viable 
project; and those are:
1) Reduction in the cost of the project,
2) Development of a viable project structure,
3) Development of a viable market, and,
4) Pursuit of federal and state fiscal & commercial regulatory matters

ARCO believes HB-393 represents an important, indeed a vital, component of our plan to develop a 
viable economic project.

While we have been pursuing our plan for an LNG project to commercialize these gas 
resources, we also recognize that alternative plans to commercialize the gas have been and 
continue to be studied. Over the last twenty years several serious efforts were initiated to 
move the gas in conventional gas pipelines through Canada to lower-48 markets.
Unfortunately, thus far, none of those efforts achieved economic viability. Other, more 
technologically challenging, alternatives for commercializing the gas continue to be 
researched, including gas to liquids technology, in the drive to maximize the value of the 
resource. We believe that maximizing the value of the resource, to the industry for it’s 
shareholders, and to the state for it’s citizens, is the ultimate goal in commercializing these 
gas resources. HB-393 is an important piece of legislation, and should be crafted, in such a 
way, so as to broaden rather than limit the opportunities and options available to 
commercialize these resources.

HB-393 is important because it puts in place a process and structure within which sponsors or 
sponsor groups may work with the administration to develop alternative fiscal regimes more 
appropriate to the kind and structure of project. These alternative fiscal regimes would then be open 
to public comment, and would ultimately return to the legislature, in the form of contracts, for your 
evaluation and approval.

In summary, we support HB-393, we believe it provides an important framework which is necessary 
for us to move forward in our efforts to commercialize these gas resources.

I would like to thank you Mr. Chairman, for the opportunity to testify, and would be happy to answer 
any questions the committee might have.



CSHB 393 
Flow Chart
T h e  A l a s k a  S t r a n d e d  G a s  

D e v e l o p m e n t  A c t

P ro ject Sponsors Apply

D efined term s

W h a t  is S T R A N D E D  G A S?

Gas that is uneconom ic  o r 
uncom petitive  to deve lop .

W h a t  is a  Q U A L IF IE D  
P R O J E C T ?

A  p ro jec t that w ou ld  deve lop  
and m arket 5 0 0  b c f o f  

S T R A N D E D  G A S  o ve r a 
twenty y ea r pe riod  and make 

gas a va ila b le  to loca l 
com m unities.

W h a t  does it ta k e  to be a 
Q U A L IF IE D  S P O N S O R ?

An intent to own an equity 
interest in the p ro jec t and

1. O w n som e o r  a ll o f  the 
stranded gas;, o r

2 . H ave a righ t to purchase 
som e o f  the stranded gas; 
o r

3. Have the m a jo r  perm its 
necessary to construct the 
p ro jec t; o r

4 . H ave the fin anc ia l strength 
to construct the p ro jec t.

A  Q U A L IF IE D  S P O N S O R  m ay app ly  
to the C om m iss ione r o f  Revenue fo r  a 
contract to make paym ents in lieu  o f  

certain state and loca l taxes fo r  a 
Q U A L IF IE D  P R O JE C T  to deve lop  

S T R A N D E D  G A S

P ro ject Sponsors 
R equirem ents
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Pro posed  p ro jec t  spo nso rs  apply ing  for
a  c o n tra c t  m u s t  establish:

1. That gas is stranded gas.
2 . That they ure Q u a l'fic d  Sponsors.
3 . T ha t the p roposed p ro jec t is a 

Q ua lifie d  P ro jec t.
4 . That there is a P ro jec t P lan  that 

re flects a p roposa l fo r  diligent 
deve lopm ent o f  the gas, and includes 
reasonab le p rov is ion s fo r  p rov id ing  
gas to lo ca l com m unities.

O H M S



Com m issioners o f Revenue and 
N a tu ra l Resources Review 
A pplication

C o m m iss ione r  o f  R ev en u e  m ust 
a n s w e r  the  following questions:

1. Is  the gas stranded?
2 . D o  the p ropose rs meet the 

standards fo r  Q ua lifie d  Sponsors?
3 . Is the p roposed p ro jec t a Q ua lified  

P ro jec t?

C o m m iss ione r  o f  N a tu ra l
Resources  a n d  C om m iss ioner  
of.R evcnue  m u s t  a n sw e r  the 

following questions:

1. D oes  the P ro je c t P lan  
p rov ide  fo r  d iligent 
deve lopm en t?

2 . Is there a satis facto ry  plan 
fo r  p rov id ing  gas to loca l 
com m unities?

Parties M ay Proceed to C on tract 
Negotiation Upon C om m issioner 
of Revenue’s A pproval of the 
A pplication fo r a C on trac t
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I f  the answer is “ yes ”  to 
a il five  questions 

pertaining to the rev iew  
o f  the app lication , then 
thp C om m issioner o f  

Revenue may decide to 
proceed to contract 

negotiations to p rovide 
fo r  period ic  payments in 

lieu o f  taxes.



T he C om m issioner o f R evenue and  the C om m issioner of N atural Resources N egotiate a C on trac t w ith Sponsors th a t 
Provides fo r Paym ents in Lieu o f C erta in  Taxes, A laska H ire, C ertain  Royalty A rrangem ents, G as for C om m unities and 
Revenue S haring  w ith C om m unities

C o m m iss io n e r  o f  R evenue  m ay ,  w ith  respec t  to c o n tra c t  fiscal 
te rm s,  deve lop  p a y m e n ts  in lieu o f  c e r ta in  s ta te  o r  m unic ipa l  oil a n d  
gas, incom e, p ro p e r ty ,  o r  o th e r  taxes. Fiscal te rm s  shall:

1. Im p rove  the com petitiveness o f  the A la ska  p ro jec t
2 . Function  e ffe c tiv e ly  under a w ide range o f  econom ic and m arket 

cond itions
3 . L Jnk the S ta te ’ s share to p ro jec t p ro fita b ility  (m ake  tax “ p rog ress ive ” )
4 . M ake  S ta te ’ s share “ backend lo aded ” - low e r tax rates in e a r lie r years, 

h igher rates in la te r years
5 . A llo w  Sp on so r a share o f  the p ro je c t ’ s return com m ensurate w ith the 

S p on so r ’ s assumed risk
6. H ave the S ta te ’ s share increase under fa v o ra b le  price and cost 

cond itions
7 . B e  c lea r and unam biguous
8. Base paym ent term s on actual costs i f  p oss ib le , o r  fo rm u lae  

In addition to fisca l term s, the contract sh a ll a lso :

1. P rov id e  fo r  A la ska  H ire  w ith in the lim its  o f  C onstitu tiona l restrictions
2 . P ro v id e  gas fo r  A la sk a  com m unities
3 . P rov ide  fo r  a fa ir  and reasonab le  sharing  o f  revenue w ith a ffected 

com m unities. D eve lopm en t o f  m un ic ipa l revenue sharing terms sha ll 
be based on  the fo llow in g :

i. The s ize o f  the tax base that w ou ld  be exempted
ii. The anticipated econom ic  and soc ia l burdens imposed on a

m un ic ipa lity  from  a p ro jec t
iii. The need fo r  stab le and p red ic tab le  payments
iv. T he  eight fisca l p rin c ip le s ou tlin ed  above .
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W ith  the  co n c u r re n c e  o f  the C o m m iss ione r  o f  
R evenue, the  C o m m ;',j ioner  o f  N a tu ra l  
R esources  m ay  ncno tia tc  te rm s to include in the 
c o n tra c t  tha t:

A . P rov ide  fo r  a m ethod fo r  va lu ing the gas fo r  
ro y a lty  purposes; and

B . M od ify  the rights o f  the State to take roy a lty  
in -kind rather than in -va lue.

T h e  C om m is s io n e r o f  R ev en u e  n o tifie s  the m ay o rs  o f  the a ffe c ted  com m un itie s  and  they estab lish  the M u n ic ip a l A d v is o ry  G ro u p . One 
m em ber from  each a ffec ted  com m un ity  is appointed to serve on the group . The C om m iss ione r o f  Revenue must:

1. C onsu lt w ith the M un ic ipa l A dv iso ry  G roup  on the deve lopm ent o f  m un ic ipa l revenue sharing terms
2 . Consu lt w ith the M un ic ipa l A dv iso ry  G roup  about issues a ffec ting  the com m unities during negotiations.



T he C om m issioner o f Revenue 
C om pletes C o n trac t and  M akes 
P re lim inary  Findings

C o m m iss io n e r  o f  R evenue  c om p le tes  c o n tra c t  and  m akes 
p re l im in a ry  fin d in g s  and a determ ination that the contract 
is in the lo n g  term  fisca l interests o f  the State. W ith  an 
a ffirm a tiv e  find ing  the C om m iss ione r sh a ll:

1. Subm it the proposed contract to the G ove rn o r.
2 . M ake  the findings, contracts id supporting data 

ava ila b le  fo r  pub lic  and leg is la tive  rev iew

Public and Legislature 
Review Proposed 
C on trac t C S H B  39 3  

F low  Chart: 
3 /1 7 /9 8  
page 4

A pe riod  o f  at least 3 0  
days begins fo r  the 
pub lic  and the leg is la tu re 
to rev iew  and comment 
upon the p roposed 
contract and findings.



T he Com m issioner of R evenue 
Reviews the C on tract in L igh t of 
Public C om m ent and  M ay Seek to 
Am end the C ontract

r ~ -  \ ^
The Com m issioner o f  Revenue prepares a sum mary 
o f  pub lic comments. A fte r consu ltation with the 
Com m issioner o f  N atu ra l Resources and the 
M unic ipa l A dv iso ry  G roup , the C om m iss ione r o f  
Revenue:
1. M ay deve lop  p roposed amendments to the 

contract and attempt to  secure Sponso r 
agreement to the p roposed amendments

2 . M ake fin a l findings and a determ ination that 
the contract is in the long  term  fisca l interest 
o f  the State.

T he Legislature C onsiders 
Legislation to A p h o rize  the 
Executive B ranch to Execute 
the C on tract
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i
The C om m iss ione r subm its the 
p roposed contract and fina l findings 
to the G ove rn o r. The G ove rn o r 
subm its the find ings and proposed 
contract together w ith a b ill 
requesting au thority to execute the 
contract to the legislature.

V
T he Executive B ranch and the 
Sponsors Execute the C ontract

I f  the leg is la tu re  grants the executive branch the 
au thority to execute the contract, then the G ove rn o r 

must do so w ithin 6 0  days o f  the e ffec tive date o f  the 
au thoriz ing  leg is la tion .
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HOUSE BILL NO. 393 DEVELOP STRANDED GAS RESOURCES

“An Act relating to contracts with the state establishing payments in lieu of other taxes by a qualified sponsor or 
qualified sponsor group for projects to develop stranded gas resources in the state; providing for the inclusion in such 
contracts of terms making certain adjustments regarding royalty value and the timing and notice of the state's right to 
take royalty in kind or in value from such projects; relating to the affect of such contracts on municipal taxation; and 
providing for an effective date.”
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STATE OF ALASKA
1998 LEGISLATIVE SESSION FISCAL NOTE

( t i )  P u b lis h  D a te : 2 / 1 1 / q r

No: 2
•ill Version: 39 3

Revision Oaie: 
Tito: N. Slop* Gas Lina

OepL Affected: 
_BRU: 
Component:

Revenue
Aominiaration ini Support
Commissioner's Office

Sponsor
Requestor

Rules
Governor

Expenditures/Revenue*:

COMPONENT SERIAL 10. 
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N . S lo p e Gas Line 
B ill A nalysis  
February 9 , 1998 
P age 2

T h is  bill w ould authorize the ex e c u tiv e  branch to n egotiate  a contract w ith  sponsors o f  
proposed  projects to d ev e lo p  stranded gas in A laska  T h e p aym en ts required by the 
contract w ould  replace so m e  or all o f  the state and local taxes that w ou ld  oth erw ise  
pertain to major eco n o m ic  activ ity  en gen d ered  by the project.

A negotiated contract would make it possible to tailor the fiscal arrangements to meet the 
needs of the proposed project while, at the same time, ensuring the public benefits from 
the project. A  set of arrangements providing for contractual payments in lieu o f  taxes is 
likely to provide fiscal terms that potential investors will believe are likely to remain 
permanently in place over the life o f  the project.

G iv en  the extended  tim e fram e to d ev e lo p  and m arket the large v o lu m e s  o f  stranded gas, 
reven u es expected  as a result o f  the b ill are ou ts id e  the tim e h orizon  o f  this fisca l note.

T he fiscal note breakdow n is as fo llo w s:

Personal S erv ices: S 8 1 ,6 0 0 .0 0

Salary and benefits to fund one D O R  person d evo ted  to the gas project.

T ra v e l: S 3 0 ,0 0 0 .0 0

T h e state must con tin u e to inform  A laska  co m m u n ities  o f  and in v o lv e  them  in d iscu ss io n  
o f  contract and project issu es. S o m e  o f  the issu es that a ffect th em  are com m u n ity  im pacts
ind uced  by project d ev e lo p m en t, paym ents to m u n icip a lities in  lieu  o f  taxes, ava ilab ility
o f  g a s  to com m u n ities and A lask a  hire and contracting. In ad d ition , the state w ill propose  
and advocate changes to  the federal tax structure to im prove project eco n o m ics  and 
eva lu a te  federal regulatory ch an ges to a llo w  for regulatory certa inty . T h is lin e item  w ill 
fund travel w ithin A lask a , to con su ltan ts and to W ash ington , D . C . for these purposes.

C ontractual: S 3 7 5 ,0 0 0 .0 0

S 7 5 ,0 0 0 .0 0  to fund a so c io e c o n o m ic  study on the im pacts ind uced  on  the local 
com m u n ities by project d eve lop m en t. T h is study is a n ecessary  step  in constructing the 
foundation for d iscu ssion  w ith  m u n icip a lities and n egotia tion s w ith  project sponsors  
about paym ents to m u n icip a lities in lieu  o f  ta/.^s for the co sts  o f  and im pacts from  
additional serv ices and construction  resulting from  project d ev e lo p m en t.

Ltfgfnnarr doc ^ a o a .  o \



N . S lo p e  G as L ine  
B ill A n a ly sis  
February 9 , 1998  
P a g e  3

5 3 0 0 ,0 0 0  to fund contractual serv ices and a d v ice  from  experts in fiscal, regulatory, 
con tract n egotia tion , leg a l, and financial areas. T h ese  technical and evaluative serv ices  
w o u ld  be n ecessary  to the tax and regulatory w ork  p lanned for the federal level; they  
w o u ld  be required to a ssist the state in su b stan tive  and co m p lex  contract d evelop m en t and 
n eg o tia tio n , p o ten tia lly  w ith  m ultip le sp o n so rs. T h e state d o es not have all o f  this 
ex p e r tise  in -h ou se . $75,000 o f  these c o s ts  w ill be incurred in preparation for the 
a p p lica tio n  p rocess regardless o f  w hether there are applicants.

A s  per the p rop osed  b ill, contract app lications m ay be m ade until June 30, 2004 . 
E xp en d itu res for contractual serv ices, therefore, m ay be necessary any tim e b etw een  July  
1, 1998  and June 3 0 , 2 0 0 4 . B ecause there is no  w ay o f  know ing now  sp ec ifica lly  w hen  
ex p en d itu res w ou ld  be required, it may be b en efic ia l to treat this $ 3 0 0 ,0 0 0  as a 
co n tin u in g  appropriation

T h e  proposed  leg is la tio n  a llo w s reim bursem ent o f  the state by the applicant for the  
e x p e n s e s  o f  an independent contractor used  to a ssist in the evaluation  o f  an application . 
W e estim ate  that $ 1 0 0 ,0 0 0  o f  the $ 3 0 0 ,0 0 0  exp en d itu re w ould  be from this non-general 
fund sou rce , lea v in g  $ 2 0 0 , 0 0 0  from the general fund.

M is c e lla n e o u s : $ 5 0 0 0 .0 0

T o  fund su p p lie s , L N G  con feren ce participation , purchase o f  techn ical reports, e tc .

Lcgfnnarrdoc
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Add a sentence to the existing AS.43.52.500, line 8, p24 stating:
“I f  the portion o f  periodic payments are Jess fa the aggregate than the am ount the 

m unicipality  w ould receive from  taxes imposed under 29.45.810, 29.46.010(b) or AS 
43.82.200 and A S 43.82.210 during the period o f  exemption, the provision o f the contract 
relating to  the exem ption m ost h e  approved by die Assembly o f  the revenue affected 
m unicipality  before i f  becom es applicable to that municipality.
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HOUSE FINANCE COMMITTEE 
EXXON TESTIMONY 

STRANDED GAS ACT

•j *.

I am Beverly Mentzer, Exxon Company U.S.A.'s Alaska Gas Commercialization 
Manager. I appreciate the opportunity to address the House Finance Committee 
regarding House Bill 393 as you evaluate and progress the bill. I'd like to share our 
views regarding how this bill will facilitate the commercialization of Alaska's gas and 
highlight key areas of interest during the prior hearings.

I can assure you that Exxon continues to have a keen interest in commercializing 
Alaska's North Slope gas, which represents over one-ha!f of Exxon U.S.A.'s gas 
resources. Since discovery of Prudhoe Bay, Exxon has devoted a significant amount of 
our technical and financial resources searching for a way to commercialize the gas. We 
have spent in excess of $1QQM on these efforts.

This work has demonstrated that it will take a combination of fiscal and regulatory 
modifications and certainty, favorable market ter and significant cost reductions for a 
North Slope gas project to be economic,

We are not alone in this belief. The State's fiscal consultant, Pedro Van Meurs said 
that, "In order to make the Alaska North Slope LNG project economic, three objectives 
have to be achieved:

1, The costs of the project have to be reduced substantially.

NGDBD\BKM\Alaska\ 1
House Finance Committee Testimony,Doc
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i

I * -
2, The profitability of the project has to be improved through a fiscal package in 

which federal, state and local governments cooperate, and

3. The risks of the project have to be considerably reduced." 'j \  •
The risks he addressed include such things as gas price, cost overruns, fiscal stability 

and market access.

To help reduce fiscal risk, this bill provides reasonable guidelines and ooundaries for 

development of a fiscal contract. It Includes the opportunity for input from the 

legislature, local municipalities and the public during the contract development stage. It 

also appropriately requires legislative review and authorization of any fiscal contract.

A key objective of the bill is to keep options open for the state of Alaska to maximize the 

value of its gas resources, It does a good job in meeting this goal, but could be even 

better. Let me explain what I mean by looking at five key questions -  Where? Who? 

What? When? And How?

• Regarding where the gas is located, the bill Is not field-specific, but keeps 

options open by defining criteria for a qualified project,

• Regarding wllfl can develop a project, there are eety criteria to judge the 

Intent and financial strength of potential qualified sponsors,

• Regarding what the fiscal terms should be, there are a»ty guiding principles 

for future negotiations, and options for taxes to be considered.

• Regarding when this process may be initiated, there are only three years to 

apply for a fiscal contract, until June 30, 2001. if the Committee judges the

NGDBD\BKM\Alaska\ 2
House F inance Committee Testlmony.Doc
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principles and processes outlined In the bill to be sound, three years is a short 

timeframe to keep these options open for a project of this magnitude.

■ Regarding how the gas may be developed, the bill originally kept options 

open for both proven technology, such as LNG, and new technology, such as 

gas-to-liquids conversion. Following recent removal of the gas-to-liquids 

language, it is debatable whether Alaska wants to keep the door open today 

to encourage the evaluation of new technology which may expedite 

commercialization of Alaska's gas.

Because it has been a topic of extensive debate, I'd like to explain further the options 

and issues surrounding gas-to-liquids conversion. Prior to doing this, however, I want to 

emphasize that Exxon has a work program planned for LNG, but we also want to 

perform some GTL studies. Since no option is currentl1’ economic, we will work on 

every method that has the potential to commercialize Alaska's gas.

The most frequently asked question is whether gas-to-liquids conversion is really an 

option worthy of Alaska's serious consideration today. The answer is "yes." From 

Exxon's perspective, we have spent over $300M on technology development and 

acquired 1500 patents worldwide. We have completed a feasibility study with the Qatar 

General Petroleum Company and are currently in negotiations with them on commercial 

terms for a possible project. The issue is not whether the technology Is ready -  from 

our perspective it is but the issue is whether or not the technology is economic.. The 

site-specific economics will be determined by such factors as product price,

NGDBD\BKMVU»3ka\
House Finance Committee Testimony.Doc
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construction, operating and transportation cost and fiscal terms. A DOE report, which 

compared the economics of similar size LNG and GTL projects for Alaska, concluded

that "both options are economically promising and warrant consideration in industry and’ * *• •
government decision making." The DOE also predicted similar state revenues for both 

options.

Another question is how a bill designed with LNG in mind could be appropriate for .

another technology such as GTL. Because current options are high cost, uneconomic 

and subject to the same fiscal regime; many of the LNG learnings apply, and enabling 

legislation which is general in nature is Indeed appropriate.

In summary, the passage o',7 House Bill 393 is a necessary step In the process of 

developing appropriate fiscal terms that could be specified for the life of the project.

Such a fiscal contract could increase the competitiveness of an Alaska gas project, 

while meeting the long-term fiscal interests of the state.

I would be glad to respond to any questions now.

NGD0D\8KM\Alac <a\
House Finance Committee Testimony.Doc
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A la sk a  p ro d u ce  ta x a b le  in c o m e , ta x ed  b y  th e  S ta te  o f  A la sk a .

#/

L ast year, W esto u rs  p a id  a p p ro x im a te ly  S 3 .5  m illio n  d o lla rs  to  
th e  S ta te  o f  A la sk a . S h e  referred  to  A tta ch m en t 6 , w h ic h  
o u tlin e s  the n u m b er  o f  p e o p le  e m p lo y e d  in  A la sk a , th e  am ou n t  
o f  m o n e y  sp en t o n  m a rk etin g  A la sk a , an d  th e  co n tr ib u tio n s to  
th e  A la sk a  e c o n o m y .

 ̂ Representative Ulmer stated she would not support the p ro p o sed  
' /  C S , because the philosophy was inconsistent with the intent o f

/ ^  the bill. She thought the original bill was intended to send 1 
“'the message that Alaska is a friendly business climate for 

foreign investors. The o r ig in a l b i l l  c h a n g e d  th e w o r ld w id e  
f apportionment to the water's edge method, like all other 

4 V '  states. With adoption o f the proposed CS, Alaska would now be 
^  the only state not having the exemption to the federal c o d e .

T h e  b ill w o u ld  a lso  u n d erm in e  an e ffo r t to im p lem en t a 
s ta tew id e  to u rism  tax to create  a f lo w  o f  rev en u e  for the  
m ark etin g  e ffo r t, s im ila r  to th e  ta x a tio n  o f  fish erm en  to  
crea te  a f lo w  o f  rev en u e  to  r e g io n a l a q u acu ltu re  a sso c ia t io n s  
fo r  h atch ery  e ffo r ts . S h e  w o u ld  lik e  C o m m itte e  m em b ers  to 
c o n s id e r  a d o p tio n  o f  the o r ig in a l b ill.

R ep resen ta tiv e  B a rn es asserted  that th e  cru ise  sh ip s  p ay  
n o th in g  for th e  u se  o f  A la sk a 's  w a ters  and d o ck s . T h ey  
p o llu te  the e n v iro n m en t and A la sk a  r e c e iv e s  n o th in g  in 
ex ch a n g e . R e p r e se n ta tiv e  U lm e r  n o ted  that th ey  do p ay  
corp orate in c o m e  ta x es  o n  th e ir  o p e r a t io n s , p lu s  o th er  fee s , 
su ch  as la n d in g  fe e s . S h e  n o ted  th e  e x e m p tio n  in  fed era l law  
that p rev en ts  m u lt ip le  taxa tion  in  d ifferen t ju r isd ic tio n s , 
and th e in c o n s is te n c y  w ith  th is  law . S h e  sa id  that th ese  
cru ise  lin es  are p a y in g  ta x es  to th e  fed era l g o v ern m en t.

R ep resen ta tiv e  B r o w n  th o u g h t it w a s  appropriate to attem pt to  
a c h ie v e  a fa ir  tax p o lic y . T h e  D ep a r tm en t o f  R e v e n u e  has b een  
resea rch in g  th is  tax a p p o rtio n m en t m e th o d  for s o m e  tim e; the  
In co m e  and E x c is e  D iv is io n  h a s ta k en  th e  p o s it io n  that th ey  
sh o u ld  b e  ta x e d . S h e  e x p la in e d  that C o m m iss io n e r  F ish er  
su p p orted  th e  p r o p o se d  ch a n g e . T h e r e  w a s  further d is c u ss io n  
o n  th e  a p p o rtio n m en t m eth o d .

(T a p e  ch a n g e , H F C  9 1 -6 4 , S id e  1)

R ep resen ta tiv e  B o y e r  M O V E D  to ad op t the p ro p o sed  C S , dated  
A p ril 19, 1 9 9 1 .

A  roll ca ll v o te  w a s  taken  o n  th e  M O T IO N .

IN  F A V O R : B o y e r , B a rn es, B r o w n , K o p o n en , L arson ,
N avarre, M a cL ea n , P h illip s  
O P P O S E D : S harp , U lm er

T h e  M O T IO N  p a sse d , 8  - 2 .

R ep resen ta tiv e  J ack o  w a s  n o t p resen t for  the v o te .

H o r n  3 '2 8 /9 8  5 -5? PM
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S t a t e  o f  A l a s k a
O F F I C E  O F  T H E  G O V E R N O R  

J l  s e a l

February 9, 1998

The Honorable Gail Phillips 
Speaker o f the House 
Alaska State Legislature 
State Capitol 
Juneau, AK 99801-1182

Dear Spe^^>Ffiillips:

Today I am transmitting the Alaska Stranded Gas Development Act to advance the 
development o f Alaska's vast supply o f North Slope natural gas. This legislation follows 
the recommendations o f the North Slope Gas Commercialization Team which was 
established by legislation last year to build a framework to improve the economic 
feasibility and competitiveness of a North Slope gas project.

The bill authorizes the state to negotiate contracts with project sponsors to improve the 
economic feasibility o f  developing stranded gas on the North Slope. Contract payments 
would replace some or all o f  the state and municipal taxes applicable to the gas project 
including: 1) state and municipal ad valorem property taxes; 2) production or severance 
taxes; and 3) state corporate taxes. The state’s royalty share of produced gas would not 
be subject to such a contract. Contract payments would be designed to improve project . 
economics by "back-end loading" tax liabilities to allow project investors to begin to 
recoup some o f their investment before facing a heavy tax burden. The contract 
payments would also be designed to provide the state with an increased share of the 
project's revenue if energy prices increase or if  the sponsors are able to substantially 
decrease anticipated project construction costs.

Such contract payments were envisioned in both the House Concurrent Resolution 
relating to North Slope gas and the gas commercialization team bill passed last year. 
While the bill is unique in many respects, there are precedents for this type o f incentive. 
For example, the LNG project on the Kenai Peninsula, which provides significant jobs 
and production and property tax revenue, benefited directly from the Alaska Industrial 
Incentive Act which provided tax advantages critical for development.

There are several major benefits to the approach authorized in the bill. Fiscal 
arrangements can be tailored to the specific economics o f a gas project. Contractual
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payments are more likely to provide predictability for potential investors in a project.
This method also addresses the critical element of local taxes by providing a mechanism 
for ensuring a steady payment stream to municipalities over the life of the contract.

Local hire and the use of local businesses in any project are also stressed in the 
legislation. Employers participating in the project are required to advertise locally for 
available positions, use AlasLa job service organizations, and employ qualified Alaska 
residents and Alaska-owned businesses to the full extent permitted by law.

.Any contract negotiated by the Administration would be subject to legislative review and 
public hearing. Additionally, I would encourage the legislature to require legislative 
approval of a contract because of the appropriate role of the legislature in such a unique 
and significant decision. Furthermore, if such a contract in lieu of taxes was considered a 
tax, the legislature may well be required to approve such action by law.

The bill recognizes that in the process of negotiating a contract it may be necessary to 
review confidential company data if the state's best interests are to be advanced. The bill 
strikes a balance between the public’s right to review the basis for the contract and the 
company's right to protect proprietary information from their competitors.
Confidentiality of proprietary information is limited to items that, if revealed, would both 
affect a company's competitive position and significantly diminish the commercial value 
of the information.

The Stranded Gas Development Act is a critically important step in our efforts to realize 
the benefits of the enormous gas resources on the North Slope. While it is true a number 
of other factors must be addressed before a North Slope gas project becomes a reality, 
such as project cost reductions, market conditions, and the need for more favorable 
federal tax laws, this bill lays the necessary groundwork for our success. I urge your 
prompt and favorable action on this measure.

Sincerely,

Governor
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ALASKA STATE CHAMBER OF COMMERCE

Resolution 98*12
Development of Stranded Alaska Worth Slope Gas

WHEREAS. Alaska has at least 26 trillion cubic feet of natural gas resources in the 
Prudhoe Bay field and five to ten trillion cubic feet of additional natural gas resources in 
other North Slope fields; and
WHEREAS, these natural gas resources are currently stranded, without a 
transportation means to reach a market; and
WHEREAS, possible favorable conditions for the sale of North Slope gas to Pacific Rim 
markets beginning after 2005 may exist; and
WHEREAS, the Alaska Legislature recently expressed their support for intensified 
activities to advance economic North Slope gas sales through their unanimous passage 
of House Concurrent Resolution No. 1; and
WHEREAS, the Afsska State Chamber also recognizes that the petroleum industry is 
developing technologies which may offer other alternatives to produce the gas in the 
future; and
WHEREAS, the Alaska State Chamber believes commercial development of stranded 
natural gas from the North Slope and the construction of associated facilities would 
greatty benefit the future economic health of the State of Alaska, its local governments 
and private enterprise; and
WHEREAS, the Alaska State Chamber supports the commercial development of 
natural gas from the North Slope Including the construction and operation of the 
associated facilities;
THEREFORE, BE IT RESOLVED that the Alaska State Chamber urges the Governor 
and the Alaska State Legislature to continue to take those steps, particularly to provide 
a stable and appropriate fiscal and regulatory environment, which will give an Alaska 
stranded gas project the best opportunity to become commercially viable, thus enabling 
the earliest possible development of the resource.
ADOPTED

BY BY
Pamela La Bolle 
President Chairman, Board of Directors




