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FISCAL NOTE B ill V ersio n : h b  3  9 3

STATE OF ALASKA BIL (H ) P u b lish  D ate: 2 / 1 1 / 9 8

1998 LEGISLATIVE SESSION
R e v i s io n  D a te :  (N o t e  if  c o r r e c t io n ) _________________________________________ D e p t  A f fe c te d  N a tu r a l  R e s o u r c e s ________________________________

T itle :  C o n t r a c t s  fo r  p a y m e n t s  in  l ie u  o f  t a x e s ____________B R U : C o m m i s s i o n e r 's  O ff ic e ___________________________

f o r  s t r a n d e d  g a s  r e s o u r c e s ___________________________C o m p o n e n t :  M a n a g e m e n t  a n d  A d m in i s t r a t io n _________________

S p o n s o r :  R u le s  C o m m i t t e e

R e q u e s t o r :  G o v e r n o r C o m p o n e n t  S e r i a l  N o . 4 2 3

E x p e n d i t u r e s / R e v e n u e s ( T h o u s a n d s  o f  D o l la r s )

O P E R A T I N G  E X P E N D I T U R E S F Y 9 9 F Y 0 0 F Y 0 1 F Y 0 2 F Y 0 3 F Y 0 4
PERSONAL SERVICES
T R A V E L 1 0 .0 1 0 .0 T 1 T 0 1 0 .0 1 0 .0 TOTff
C O N T R A C T U A L
S U P P L I E S i
E Q U I P M E N T
L A N D  & S T R U C T U R E S
G R A N T S ,  C L A IM S
M IS C E L L A N E O U S
T O T A L  O P E R A T I N G 1 0 .0 1 0 .0 1 0 .0 1 0 .0 1 0 .0 1 0 .0

C A P IT A L  E X P E N D I T U R E S 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

C H A N G E  IN  R E V E N U E S  ( ) 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

F U N D  S O U R C E ( T h o u s a n d s  o f  D o l la r s )
1 0 0 2  F e d e r a l  R e c e i p t s
1 0 0 3  G F  M a tc h
1 0 0 4  G F 1 0 .0 1 0 .0 1 0 .0 1 0 .0 1 0 .0 1 0 .0
1 0 0 5  G F / P r o g r a m  R e c e i p t s
1 0 3 7  G F /M e n ta l  H e a l t h
O t h e r  ( S p e c i f y  T y p e )
T O T A L 1 0 .0 1 0 .0 1 0 .0 1 0 .0 1 0 .0 1 0 .0

E s t i m a t e  o f  a n y  c u r r e n t  y e a r  (F Y 9 8 )  c o s t :  $

P O S I T I O N S
F U L L -T IM E 0 0 0 0 0 0

P A R T - T IM E 0 0 0 0 0 0

T E M P O R A R Y 0 0 r 0 0 0

P R E P A R E R  T O  PROVID E A L L  DISTRIBU TIO N C O P I E S  T O  G O V E R N O R 'S  I .EG ISLAT IVE O F F IC E

fu r th er  d i s t r ib u t io n  i n f o r m a t io n  c a l l  t h e  G o v e r n o r ' s  L e g i s l a t i v e  O f f i c e  pagB 1 0 j 1
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FISCAL NOTE

Dept. Affecled: 
_BRU: 
Component:

• ill V ersion : jjp  3 9 3  

(H ) P u b lish  D ate:

INC  <4

2 / 1 1 / 9 8
Revenue
Administration and Support
Commissioner's Office

COMPONENT SERIAL NO. 123

OPERATING EXPENDITURES FY 99 FY00 FY 01 FY 02 FY 03 FY 04
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

81.6 82.7 84.0 85.3 86.6 87.9
30.0 30.0 30.0 30.0 30.0 30.0

375.0

5.0 5.0 5.0 5.0 5.0 5.0
TOTAL OPERATING 491.6 117.7 119.0 120.3 121,6 122.9

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( )

FUND SOURCE - (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 191.6 117.7 119.0 120.3 121.6 122.9
1001 CBRF
1048 University of AK receipts
Other 300.0
TOTAL 491.6 117.7 119.0 120.3 121.6 122.9

Estimate ol any current year cost S

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach a separate page if necessary)

*** The legislation ar currently drafted allows for the $300,000 in contractual costs to be recovered from future applicants. This bill could be 

modified to provide that all costs would be borne by an applicant.

See Attached
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Approved by Commissioner: 
Agency: Revenue
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B ill A n a ly s is  
F eb ru ary  9 , 199 8  
P a g e  2

T h is  b ill w o u ld  a u th o r ize  the e x e c u t iv e  branch to  n e g o t ia te  a con tract w ith  sp o n so rs  o f  
p r o p o se d  p ro jects to  d e v e lo p  stranded gas in  A la sk a . T h e  p a y m en ts  required b y  the  
co n tra ct w o u ld  rep la ce  s o m e  or a ll o f  the state  an d  lo c a l ta x e s  that w o u ld  o th er w ise  
perta in  to  m ajor  e c o n o m ic  a c tiv ity  en gen d ered  b y  th e  p ro jec t.

A  n e g o t ia te d  con tract w o u ld  m ake it p o ss ib le  to  ta ilo r  th e  f is c a l arrangem ents to  m eet the  
n e e d s  o f  the p r o p o se d  p ro ject w h ile , at the sa m e t im e , e n su r in g  th e  p u b lic  b e n e fits  from  
the p ro ject. A  se t o f  arran gem en ts p rov id in g  fo r  co n tr a c tu a l p a y m en ts  in  lieu  o f  ta x es  is  
l ik e ly  to  p ro v id e  f is c a l term s that poten tia l in v e sto r s  w il l  b e l ie v e  are lik e ly  to  rem ain  
p erm a n en tly  in  p la c e  o v e r  the li fe  o f  the project.

G iv e n  th e e x te n d e d  tim e  fram e to d e v e lo p  and m ark et th e  la rg e  v o lu m e s  o f  stran d ed  g a s , 
r e v e n u e s  e x p e c te d  as a resu lt o f  the b ill are o u ts id e  th e  t im e  h o r izo n  o f  th is f isc a l note.

T h e  fisc a l n o te  b rea k d o w n  is  as fo llo w s:

P e r so n a l S e r v ic e s : $ 8 1 ,6 0 0 .0 0

S a la ry  and  b e n e f its  to fu n d  o n e  D O R  person  d e v o te d  to  th e  g a s p roject.

T r a v e l: $ 3 0 ,0 0 0 .0 0

T h e  s ta le  m u st c o n tin u e  to in form  A la sk a  c o m m u n it ie s  o f  and  in v o lv e  them  in d isc u ss io n  
o f  co n tra ct and project is su e s . S o m e  o f  the is su er  that a f fe c t  th em  are c o m m u n ity  im p a cts
in d u c e d  b y  p ro ject d e v e lo p m e n t, paym en ts to  m u. .c ip a lit ie s  in  lieu  o f  taxes, a v a ila b ility
o f  g a s  to  c o m m u n itie s  and A la sk a  h ire and co n tr a c tin g . In a d d itio n , the state  w il l  p ro p o se  
and a d v o c a te  c h a n g e s  to  th e  federal tax structure to  im p r o v e  p ro je c t e c o n o m ic s  and  
e v a lu a te  fed era l reg u la to ry  ch a n g es  to a llo w  fo r  reg u la to ry  certa in ty . T h is  lin e  ite m  w ill  
fu n d  travel w ith in  A la sk a , to  co n su lta n ts  and to  W a sh in g to n , D . C . for th ese  p u rp oses.

C o n tra c tu a l: $ 3 7 5 ,0 0 0 .0 0

$ 7 5 ,0 0 0 .0 0  to  fu n d  a s o c io e c o n o m ic  stu d y  on th e im p a c ts  in d u c e d  on  the lo ca l 
c o m m u n it ie s  b y  p ro jec t d ev e lo p m en t. T h is  stu d y  is  a  n e c e s sa r y  step  in  co n stru ctin g  the  
fo u n d a tio n  fo r  d is c u ss io n  w ith  m u n ic ip a litie s  and n e g o t ia t io n s  w ith  project sp o n so rs  
a b o u t p a y m e n ts  to m u n ic ip a lit ie s  in lieu  o f  ta x e s  fo r  th e  c o s t s  o f  and im p acts from  
a d d itio n a l s e r v ic e s  and co n stru ctio n  resu ltin g  fro m  p ro je c t d e v e lo p m e n t.

Lug: fnnarr.doc p a o s .  A  o f  J

3 * 7 3



c r
N . S lo p e  G a s L ine  
B ill  A n a ly s is  
F ebruary  9 , 19 9 8  
P a g e  3

$ 3 0 0 ,0 0 0  to fu n d  contractual se r v ic e s  and a d v ic e  from  e x p er ts  in f isc a l, regulator}', 
co n tra ct n e g o t ia tio n , le g a l, and fin an cia l areas. T h e se  te c h n ic a l and ev a lu a tiv e  se r v ic e s  
w o u ld  b e  n ecessa ry  to the tax  and regu latory  w o rk  p la n n ed  fo r  the federal le v e l;  they  
w o u ld  b e  requ ired  to a ss is t  the state in su b sta n tiv e  and c o m p le x  con tract d e v e lo p m e n t and  
n e g o t ia t io n , p o te n tia lly  w ith  m u ltip le  sp o n so rs. T h e  sta te  d o e s  n o t h ave all o f  th is  
e x p e r t is e  in -h o u se . $ 7 5 ,0 0 0  o f  th ese  co sts  w il l  b e  incurred  in preparation  for the  
a p p lic a tio n  p ro cess  reg a rd less o f  w h eth er th ere are a p p lica n ts .

A s  per th e p ro p o sed  b ill , con tract ap p lica tio n s m a y  b e m a d e  u n til June 3 0 , 2 0 0 4 . 
E x p e n d itu r e s  for con tractu a l se r v ic e s , th erefore, m a y  b e  n e c e s sa r y  any tim e b e tw e e n  Ju ly  
1, 1 9 9 8  and  Ju n e 3 0 , 2 0 0 4 . B e c a u se  there is  n o  w a y  o f  k n o w in g  n o w  sp e c if ic a lly  w h en  
e x p e n d itu r e s  w o u ld  b e  requ ired , it m ay be b e n e f ic ia l fo  treat th is  $ 3 0 0 ,0 0 0  as a 
c o n tin u in g  appropriation

T h e  p r o p o sed  le g is la tio n  a llo w s  re im b u rsem en t o f  the sta te  b y  th e  ap p licant fo r  the  
e x p e n s e s  o f  an in d ep en d en t con tractor u sed  to a s s is t  in th e  e v a lu a tio n  o f  an a p p lica tio n . 
W e  e s t im a te  that $ 1 0 0 ,0 0 0  o f  the $ 3 0 0 ,0 0 0  ex p en d itu re  w o u ld  b e  from  this n o n -g en era l 
fu n d  so u r c e , le a v in g  $ 2 0 0 , 0 0 0  from  the gen era l fund .

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

T o  fu n d  s u p p lie s , L N G  co n fe r e n c e  p artic ip ation , p u rch a se  o f  tech n ica l reports, e tc .

3  o ?  3
46  3 93
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S t a t e  o f  A l a s k a
OFFICE OF THE GOVERNOR 

J U N E A L '

February 9, 1998

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

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 o f 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 N orth Slope. Contract payments 
would replace some or all o f the state and m unicipal 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 o f 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 o* 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 N orth 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

Deai'



r r H O  3 1 J

The Honorable Gail Phillips 
February 9, 1998 
Page 2

payments are more likely to provide predictability fo r potential investors in a project.
This method also addresses the critical element o f  local taxes by providing a mechanism 
fo r ensuring a steady payment stream to municipalities over the life o f  the contract.

Local hire and the use o f  local businesses in any project are also stressed in the 
legislation. Employers participating in the pro ject are required to advertise loca lly  fo r 
available positions, use Alaska jo b  service organizations, and employ qualified Alaska 
residents and Alaska-owned businesses to the fu ll extent permitted by law.

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

The b ill recognizes that in the process o f  negotiating a contract it may be necessary to 
review confidential company data i f  the state's best interests are to be advanced. The b ill 
strikes a balance between the public's right to review  the basis fo r the contract and the 
company's right to protect proprietary in formation from  their competitors.
Confidentiality o f  proprietary information is lim ited to items that, i f  revealed, would both 
affect a company's competitive position and significantly diminish the commercial value 
o f  the information.

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

Sincerely,

T oqyXnow les
Governor




