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SENATE RESOURCES COMMITTEE
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Chairman: Senator Rick Halford
Vice Chair: Senator Lyda Green
Senator Loren Leman

Senator Bert Sharp

Senator Robin Taylor

Senator John Torgerson
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AGENDA
3:30 TO 5:00 p.m.
Monday, February 3,1997

HCR 1: Slope natural gas project
Representative Barnes, Sponsor

Expected Witnesses:
Representative Barnes to present the resolution

Y ukon Pacific Corp.

Alaska gas producers (ARCO, BP, EXXON)

SB 7. Hunting, fishing, trapping licenses/fees
Senator Donley, Sponsor

Expected Witnesses:
Senator Donley to present the bill

Kevin Delaney, Director, Sportfish Division

SB 8: Airport/Shooting facilities noise levels
Senator Halford, sponsor

Expected Witnesses:
Brett Huber, legislative aide to present the bill

NEXT MEETING
Wednesday, February 5:
SB 35: Management of parks and recreational areas
SB 19: F&G Commissioner not to enforce federal law
SJR 8: Primary manufacturing of publicly owned timber
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SPONSOR STATEMENT

CS HCR 1 (WTR)

CS HCR 1(WTR) urges the establishment of a stable fiscal and regulatory
environment in order to provide the best opportunity for a new LNG project to be
economically viable and attractive. To ensure economic viability, a huge
volume of 14 million metric tons of gas must be sold per year. The proposed
LNG project would transport and market the North Slope gas resource in the
Asian Far East market. It is believed there exists an opportunity in 2005 when
demand in that market will rise enough to accept the volume of gas which this
project will provide. A critical element is the likelihood Alaska's huge volume of
gas could be displaced from the market for many years if smaller, more easily
placed projects come on line first.

CS HCR 1 (WTR) encourages the Governor to work with North Slope
leaseholders as well as the Legislature, the federal government and Congress
to develop and complete the LNG project.

The Governor is asked to work with leaseholders to develop a contract for
execution with those who appear likely to become sponsors of the project. The
contract would point out the nature, degree and duration of fiscal terms for the
project and contractually guaranteeing the terms. The contract would be
submitted to the Legislature for ratification. The Governor would also provide
the Legislature with enabling legislation to authorize the State of Alaska to
formally enter the contract.

The Legislature encourages potential sponsors of the LNG project to find
suitable measures to support and encourage Alaska businesses and
residents to participate in construction and operation of the project.

If built, the project would also be constructed so as to enable the marketing of
gas to Alaska communities.

The Governor is asked to work with leaseholders and Alaskas Congressional
delegation to identify appropriate federal action to help expedite the project. He
Is also asked to identify and report to the Legislature, the form of participation in
the project by the State of Alaska.
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Senate Bill:
[ ] same title
[ ] new title
House Bill:
[ ] same title
| ] technical change
[ ] new: SCR*
Committee
Committee
SIGm fc DJ2PASS OTHER RECOMMENDATIONS
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STATE OF ALASKA FISCAL NOTE BILLNO:  CSHCR 1 (WTR)
1997 LEGISLATIVE SESSION
Revision D ate: Dept. Affected: Revenue
Title: North Slope Natural Gas BRU: Administration and Support
Component: Commissioner's Office
Sponsor: Reo. Barnes
Requestor: (S) RES COMPONENT SERIAL NO. 123
Expenditures/Revenues: (Thousands of Dollars)
OPERATING EXPENDITURES FY 98 FY 99 FYOO FY 01 FY 02 FY 03
PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT
LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS
TOTAL OPERATING 00 00 00 00 00
CAPITAL EXPENDITURES
CHANGE IN REVENUES ( )
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other
TOTAL 00 00 00 00 00
0.0

Estimate of any current year (FY97) cost $

POSITIONS:
FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS:

(Attach a separate page if necessary)

CSHCR 1(WTR). regarding the proposed North Slope gas project, requests that the Governor (1) identify fiscal terms that would best
facilitate the proposed project, (2) work with the Nofdh Slope leaseholders to develop a proposed contract to lay out and guarantee
those fiscal terms, (3) submit that proposed contract to the Alaska legislature for ratification along with enabling legislation, and (4)
work with the Alaska Congressional delegation and the North Slope leaseholders to Identify appropriate federal actions to facilitate
advancement of the project. Cuirently, the Commissioner of Revenue isleading the Governor's efforts on the project.

The Commissioner of Revenue has already committed substantial resources, both financial and personnel, to gas line issues, and
intends to do so in the future. As a result, no additional funding will be required under this resolution.

Prepared by:
Division:
Approved by Commissioner:

Agency: Revenue

Commissioner's Office

Tamar diFranco, Special Assistant

Phone:

Date:

Wilson L. Condon”""~"N*- %

Date:

PREPARER TO PROVIDE ALL. DISTRIBUTION COPIES TO GOVERNOR'S LEAS ATIVE OFHCE
For further distribution information call the Governor’s Legislative Office

C3HiIANAS

(907) 465-2300
January 31, 1997
January 31, 1997
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FISCAL NOTE

STATE OF ALASKA BILL NO. HCR1

1997 LEGISLATIVE SESSION

Revision Date: 1/23/97 Dept Affected, Natural Resources

Title: Relating to a new Alaska liquefied natural BRU: Management & Administration
gas project Component: Commissioners Office

Sponsor: Rep(s) Barnes, Phillips. Rokeberg, Kubina, Kolt... &

Requestor: House Special Committee on World Trade.... Component Serial No. #423

(Thousands of Dollars)

Expenditures/Revenues
FY98 FY99 FYO00 FYo1 FYO02 FY03

OPERATING EXPENDITURES
PERSONAL SERVICES
TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES 0.0 0.0 0.0 0.0 0.0 0.0

CHANGE IN REVENUES( ) 0.0 0.0 0.0 0.0 0.0 0.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

Other

TOTAL 0.0 0.0 0.0 0.0 0.0 0.0
Estimate of any current year (FY97) cost: S none

POSITIONS

FULL-TIME 0 0 0 0 0
PART-TIME 0 0 0 0 0

TEMPORARY 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)

Prepared by: Carol Carroll, Director Phone: 465-2406

Division: Support Services Date: 23-Jan-97

Approved by Commissionej
IA yIf7

Agency: Natural Resources

hcRREBARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICEp.gr i o |

For further distribution information call the Governor's Legisla'h/e Office

ir«v
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TAGS Permits and Authorizations

Over the past twelve years YPC has secured or satisfied all of the necessary legal
approvals and requirements to export North Slope natural gas to Asia. These include:

1 Prc idential Approval: Presidential Finding Concerning Alaska Natural
Gas  Removes impediment to Alaska natural gas exports required by
Section 12 ofthe Alaska Natural Gas Transportation Act (15 U.S. C. 719)),
January 13, 1988;

2. Project-Wide Environmental Impact Statementt Trars-Alaska Gas
Sk/stem Final Environmental Impact Statement, June 1988 (21 federal and

State agencies),

3. Ahtna Right-of-wayz Grants to Yukon Pacific Corporation the right to
designate and.acquwe certain rights in any and all lands acquired by or
otherwise available to Ahtna under the Alaska Native Claims Settlement
Act of 1971 which are r.easpnablg necessary to construct, —mainrain
operate or terminate the pipeline, October 14, 1988;

4. Federal Right-of-Way1 Right-of-Way Grantfor the Trans-Alaska Gas
System from The United States of America to The Yukon Pacific
orporation, October 17, 1988;

5. State Right-of-Way1 Trans-Alaska Gas System CondironalRight-of-Way
Lease, 5ecember 10, 1988;

6.  DOE’s Authorization for Export of Gast DOE/FE_ Opi_nion and Order
No. 350, Order Granting Authorization to Export Liquefied Natural Gas
From Alaska; Limiting of FERC'sjurisdiction, November 16, 1989;

7. Confirmation of Order 350x DOE/FE Opinion and Order No. 350-A,
Order Denying Requests for Rehearlng and Modifying Prior Orderfor
Purpose of Clarificationg March 8, 1930

8. Anderson Bay Final Environmental Impact StatementZ Yukon Pacific
Corgoratlon LNG Project: Final Environmerual Impact Statement, March

9. Order Granting NGA Section 3 Authorisation for the Siting,
Construction and Operation of LNG Facility:  Federal Energy
Regzulatory Commission's approval ofAnderson Bay, Port Valdez, Alaska

as the Place of Export, May 22, 1995,



10. ~ Prevention of Significant Deterioration (PSD) application in progress:
Reserves critical Port Valdez airshed "space™for fiiture LNG plant and
marine terminal emmissions.1

ITnese assets are exclusive property rights of Yukon Pacific Corporation currently held
through its interest in Yukon Pacific Company L.P. and represent over 12 years of
effort. It is important to note that the r_nal]o.rlty of these property rights were obtained
before the Exxon vaidez 0il spill and it is highly unlikely that they could be duplicated
in a reasonable period of time, if ever.

Taken together, these authorizations and agreements give YPC the exclusive right to
construct TAGS and export Alaska's North Slope natural gas to Asia.
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BEST CASEDEVELOPMENT SCENARIO

TRANS-ALASKA GAS SYSTEM

PREPARED BY YUKON PACIFIC CORPORATION'

The construction and operation of the Trans-Alaska Gas System and sales of Alaska's
North Slope natural gas are critical to Alaska's future. State revenues, local
government revenues, private sector jobs, contracts for .Alaskan businesses, and use of
the gas for residential and commercial purpose? along the pipeline corridor all hinge
upon conclusion of a unified proposal to present to the Asian markets.

Representatives of these Asian markets have recently substantiated that a market now
exists for .Alaskan gas and that if we do not move quickly to meet this market demand,
they will have to make commitments to other competing projects.

The Alaska Legislature recently unanimously passed a resolution in support of the
project which established an interim Legislative working group to "track progress and
assist the transportation permit holder, the working interest owners of the Prudhoe Bay
and Point Thonpson units, and the administration in developing a unified proposal for

presentation to the Asian market."

This resolution was supported by the Alaska Municipal League, the .Alaska AJFL-CIO,
the Alaska Environmental Lobby, the Fairbanks North Star Borough, the .Alaska
Trucker's Association, the Fairbanks North Star Borough, the City and Borough of
Juneau, the Bristol Bay Borough, the Southwest Marine Pilots and others throughout

Alaska.

Korea and Taiwan have already signed letters of intent to purchase .Alaskan gas and
President Clinton also promoted .Alaska North Slope gas sales in Japan on his recent

mission to Asia.

Many of the components of this project are already in place. What s the best
case development scenario for the earliest completion of this project?

PERMITTING:

Environmental permits are a major uncertainty in any large scale development project.
Fortunately, in this instance, Yincon Pacific has already obtained all the permits and an
export license within the existing pipeline corridor. This process took 10 years to
accomplish. Any alternative to this route would have to start from scratch to seek
permits which would delay beginning of this project for at least5 years. The
participation of Yukon Pacific Corporation is critical to any near tenm Alaska LNG

project.



NEGOTIATION' OF COMMITMENTS TO SELL GAS:

This is the most pressing component of the project at this time. Until the working
interest owners on the North Slope actually agree to put Alaskan gas on the market this
project cannot move forward. There are several options to conclude these agreements.
First the major oil companies could agree to let Yukon Pacific market the gas and agree

to a sales price and production schedule.

As an alternative they could join as ownership partners with Yukon Pacific to jointly
present this project to the Asian markets. Yukon Pacific has offered up to 75%
ownership of TAGS to the oil companies or other investors.

If due to reinjection requirements, or the Issues Resolution Agreement, the oil
companies cannot market their gas before 2005, Point Thomson could lead the
proauction required for this project to begin, and the oil companies could agree to bring
Prudhoe Bay production on line after 2005.

NEGOTIATE SALES CONTRACT WITH .ASLAN MARKETS:

Korea and Taiwan have already signed letters of intent with Yukon Pacific to buy
Alaskan gas. Representatives of Japan National Oil Corporation who recently visited
Juneau indicated their interest in Alaskan gas and encouraged Alaskans to present a
unified proposa' to them for their consideration. President Clinton also promoted sales
of .Alaskan gas on his recent mission to Asia. Long term contracts (20 to 30 years) need
to be negotiated to facilitate financing of the project.

NEGOTIATE TAGS OWNERSHIP .AND FINANCING:

This component would involve establishing an ownership and management structure
for the project. This will be partially determined by the investors of the project. Total
costs and returns from the project need to presented to potential financiers including
Yukon Pacific, the oil companies, banks, and end users of the gas. .Although it is not
required to secure adequate project financing, the State of Alaska may want to consider
investing in the project if it can be shown that the State can achieve a higher rate of

return than its existing investments.
NEGOTIATE PROJECT LABOR AGREEMENT:

Yukon Pacific has stated its willingness to negotiate a project labor agreement for the
project to ensure availability of qualified workers and to ensure maximum Alaskan
hire. A no strike clause will be an essential part of this agreement.

COMPLETE FINAL ENGINEERING:

Preliminary engineering has been completed but final engineering and construction
blueprints need to be completed. During this phase all oportunities for shared facilities



with existing pipeline operations need to be considered in an effort to lower costs of the
project.

CONSTRUCT PIPELINE .AND LIQUEFACTION PLANT:

Estimated construction schedule is five years from start to completion. This phase will
overlap to some degree with the 2-3 years required for final engineering and design
discussed above. TTie pipeline will be buried except for occasional stream crossings.

CONSTRUCT LNG TANKERS:

Construction of the initial vessels required is estimated to take 2 years. New tankers
will be phased in as production ramp up occurs.

NEGOTIATE IN STATE USE OF NATURAL GAS:

This would include local distribution companies and potential industrial users
including petrochemical production, etc

CONSTRUCTION OF IN STATE NATURAL GAS FACILITIES AND PIPELINES:

This construction would be timed to coordinate with completion of the main gas line.



G rass R oots L N G P rojects

Cost Contp”™rison

Production  [Estimated Cost  Cost in Capital M

Project (MMTPA* ) $Billions per MM er MMBTU
Alaska TAGS
TAGS at higher cost
Qatargas
Natuna Island
Sakhalin

million metric tons per annum

does not reflect capitalized interest cost ol j*as, lime value ol money or operalinj» exp



SA G S Competition is O ther

Undeveloped Gas Fields in:

tot-up Dale Annual Vojuiiio
Qatar (Qatargas & Rasga.s) - Mobil 6-10 MMTA
Indonesia (Natuna Island) - Exxon ISMMTA

Sakhalin (Russia) - Exxon x2, Marathon/Shell
Yemen - Exxon

Papua New Guinea - H I

Oman -Shell

Australia - Shell, HP

Each host country (together with the private gas producers shown abowe) is
actively promoting its project as the next post-2000 I.Nil supplier to Asia.
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TRANS ALASKA GAS SYSTEM ENVIRONMENTAL REVIEW COMMITTEE
750 W. Second Ave., Suite 104
Anchorage, AK 99501-2167
(907)279-8247 Fax 274-4145

February 3/ 1997

The Honorable Rick Halford, Chair
Senate Resources Committee

State Capitol

Juneau, AK 99801-1182

Dear Mr. Chairman and Members of the Resource Committee:

The Trans Alaska Gas SyBtem Environmental Review Committee would
like to thank you for holding a hearing on HCR 1, relating to the
sale of North Slope natural gas.

The Environmental Review Committee consists of individuals
representing environmental -organizations up and down the pipeline
corridor. For the past 9 years, the TAGS Environmental Review
Committee has been working with Yukon Pacific to identify and
reduce impacts associated with their North Slope gas export
project Yukon Pacific has shown a commendable willingness to
address our concerns. Furthermore, Yukon Pacific has indicnted
that they can build their project within existing state and
federal regulations. Yukon Pacific has even committed to meeting
the no-net-loss provisions of federal wetlands regulations. Only
time will tell whether they will honor these commitments, but for
the present we are satisfied with their words and deeds.

For these and other reasons, we urge this legislature to send a
strong message to the North Slope leaseholders that there will be
no further talk about duplicating permits. It is a little
disingenuous for the leaseholders to rail about government
duplication and then suggest that they should be able to redo
eight years®™ of permitting. Those of you who want to see a
project probably realize that even with Yukon Pacific 3 permit
and marketing acumen, Alaska risks missing out on the 2005 market
window. This talk is no more than a delaying tactic and
indicates just how much the leaseholders still need to learn

about the LNG business.

Yukon Pacific has testified that despite having obtained all the
major project-wide permits, it still needs to obtain another 850
pormito boforo it can proceed. For this reason, we urge the
legislature to continue to fund the natural resource agencies at
least at current levels. Further reductions virtually guarantee
that the state will not have on staff sufficient expertise to
adequately review theBe 850 permit applications and ensure that a
gas export project 1is built the way it can and should be. The
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HCR 1 - February 3, 1997
page - 2

natural resource agencies we are referring to include the
departments of Natural Resources, Environmental Conservation,

Fish & Game, and Law.

Furthermore, the legislature must ensure the continued
Independenge of the JUlasha Oil & Gas Conservation Commission*
The AOGCC hearings on the Prudhoe Bay Unit over the past two
years are largely responsible for the little movement the North
slope leaseholders have exhibited in gas sales. IT the
Department of Law had had the budget to provide the AOGCC with
legal representation perhaps this resolution would be moot.

He urge the legislature not to roll back regulations and pressure
the natural resource agencies not to enforce various the
regulations that we do have. In the past, this has been
exceedingly counter-productive and wasteful. One need look no
further than the Exxon Valdez oil spill to see why. In the
1980s, Alaska ™ politicians and regulators refused to confront
the catastrophe in the making in Prince William Sound. By not
asking for improvements in vessel tracking and escort systems,
the legislators and regulators thought they were doing their
friends in the oil industry a favor. But rather than save a few
million dollars per year, this favor ended up damaging the
environment from Cordova to Katraai, destroying several vital
fisheries, and costing one company at least $7 billion.

But wait,, it gets worse. As a result of the spill and the
penalties, this company seems unwilling to invest another
discretionary cent m. the state of Alaska, and that compsuy just
happens to own more gas on the North Slope than all the other
companies combined. N the mistaken belief that they help
industry by giving industry whatever it wants, some politicians
and regulators created a situation that may ultimately result 1in
Alaska missing out on its best shot to market several hundred
billion dollars of North Slope natural gas. And of course, if
there is no gas for Tokyo, there won X be any gas for Fairbanks,

for Anchorage, or for Tok.

A similar attitude has resulted in the closure of both of
Southeast Alaska®s pulp mills. By not requiring the mill
operators to comply with existing air and water quality
regulations, the mills postponed making the associated

incremental pollution abatement investments. When it finally
came time to comply, management declined on the grounds of
expense and closed up shop. In other words, they took the money
and ran.

In addition to still having an inadequate tanker escort situation
in Prince William Sound, Alaska currently faces a Bimilar
situation on the oil pipeline. In the past five years, three



FEB 03 '9? 14=08 7 P.4/6

HCR 1 - Ifebruaiy 3,1997
page-3 .

separate studies by Institutions as reputable as the Government
Accounting Office (GAO) have documented massive safety problems

on the oil pipeline. Alyeska has at times said as much. One
report concluded that the pipeline was an accident that had found
a place to happen. Despite all this, the state has refused to
even acknowledge the problems. Ask yourself*what would happen
to the prospects of building a natural gas pipeline across Alaska
if Alyeska has a catastrophic failure tomorrow? If you think the
answer is, "No problem!™ think again*

To put it simply, the properties of LNG are poorly understood.

In fact, a year ago, Arco % Kevin Meyer compared its explosive
hazards to that of atomic bombs. And Arco wants to co-site the
LNG facility at the Alyeska pipeline terminal? Ask yourself what
kind of media campaign people intent on. killing a gas export

project could build around those kinds of statements. According
to the Anchorage Daily News, Alyeska wants to get an oar in the
water so it can build and operate a gas export facility. We

don*"t know about you but talk of commingling the oil terminal and
the LNG liquefaction facilites make us extremely nervous.

The North Slope lease holders talk about fiscal certainty is
beyond belief. These are the same companies that are going all
out to develop competing projects 1in Indonesia, Sakhalin, in
Yemen? Give us a break. The lease holders talk about how many
times Alaska has changed its tax policies to th9ir disadvantage.
Give us a break. .0Only a few times have any legislature changed a
tax policy without the leaseholders®”™ blessings. And even then,
these leaseholders have made scads of money from Alaska®s oil.

For example, a recent master thesis from the University of
Wisconsin concluded that the per barrel profit provision from the
pipeline tariff leads to overcharges of $4.9 billion during the
life of the pipeline. Furthermore, over-deductions for
Dismantlement, Removal, and Restoration (DRSR) give carriers $9-
$13 billion too much. Finally, debt-trending overcharges amount
to some $6 billion. That is a total of $20 billion in
overcharges right there. And that 1is in addition to all the
profits they®"ve made on the North Slope and all the profits
they*ve made shipping the oil out of Alaska and refining and
distributing it Outside. And these are our partners?

The producers talk about the need for a constitutional amendment
to guarantee fiscal certainty. Fiscal certainty is a non-issue.
If the Japanese are willing to do business in Qatar and Abu Dhabi
and what is left of Russia, we seriously doubt that they are
worried about fiscal certainty in Alaska. But they probably are
wondering when the leaseholders are going to get around to

offering gas for sale.



FEB 03 '37 14=03 7 P.5/6

HCR 1 - February 3, 1997
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whenever they talk about fiscal certainty, the leaseholders talk
about regulatory certainty. Regulatory certainty is a non-issue.
Yukon Pacific, the promoter of the only North slope gas export
project that we know of, has already indicated that they can
build this project within the existing regulatory framework.

Recently, both the Anchorage Daily News and Fairbanks News Miner
have editorialized that the state should be very careful about
fiscal concessions for a gas export project, that there will be a
host of impacts from a gas construction project, and that the
people of Alaska should receive something in return. The
Environmental Review Committee couldn ™ agree more. There xb
couple of hundred billion dollars of gas on the North Slope.
Yukon Pacific says that an export project is economic and
competitive at 14 million tons per year (mmtpa) without fiscal
concessions. Yukon Pacific has testified repeatedly that
expansion beyond 14 million tons will be make this project very

lucrative for investors.

One has to wonder why the Administration continues to arbitrarily
provide consultants with assumptions that put Alaska gas sales at
a distinct disadvantage to Alaskals competition in Sakhalin and
Natuna. These maneuvers aid and abet foot-dragging. They
position the lease holders for another unwarranted raid on
Alaska®s natural resource wealth. The leaseholders seem not to
understand that the Japanese negotiate on the basis of ooet. If
the state lowers the cost, it just means that the state will get

that much less for its gas.

When it comeB to North Slope gas sales or any other disposal of
public resources, it seems incumbent upon both the state and.the
legislature to live up to its fiduciary responsibilities. The
legislature and Administration should support the efforts of
those companies that are willing to operate within® existing
frameworks rather than those companies who so often admit that
they can make money on a given project but refuse to undertake it
absent additional fiscal incentives and concessions.

Finally, the Environmental Review committee urges the legislature
to focus on North Slope gas exports. When you consider the long—
term impact on the state treasury and Alaska®s economy, all the
legislation introduced in the past five years doesn®t amount to a
hill of beans compared to the importance of North Slope gas

exports.

In summary then, the Environmental Review Committee urges the
Senate Resources Committee and the Twentieth Legislature to:

& terminate talk of duplicating permits,
. fund and support the missions of the state®"s natural
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HCR 1 -
page - 5

Thank you,
Committee,

February 3, 1997

resource agencies.

Support the enforcement of Alaska®"s environmental
regulations.

Use your influence to force Alyeska to correct the
hundreds of problems still threatening the safety of
the oil pipeline and its workers.

Demand improvements to the escort tug system in Prince
William Sound now.

Tell the leaseholders that fiscal and regulatory
certainty are non-issues.

Be very careful about entertaining any discussions
about fiscal concessions.

Mr. Chairman and members of the Senate Resource
for your attention. In regards to IICR 1, a resolution

relating to North Slope gas sales, the Committee agrees that
North Slope gas sales is one of, if not the, biggest issues
confronting the legislature and the people of Alaska. And we
urge you to pay it the attention it warrants.
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Memorandum of Understanding Relating to the
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Version: January 22. 1977

Memorandum of Understanding Relating to the
Proposed Alaska North Slope Gas Project

Among the State of Alaska, ARCO Alaska, Inc.,

JF
BP Exploration (Alaska) Inc.,and Exxon company, U.S.A.

This is a Memorandum of Understanding (Memorandum) among 'he State ofAlaska, acting
through the executive branch of state government (State), and the three largest workinginterest
owners in the Prudhoe Bay Unit. .ARCO .Alaska. Inc., BP Exploration (.Alaska) Inc., and Exxon
Company, U.S.A. (Producers), who are some of the potential sponsors of a North Slope gas

project. (Together the State and the Producers are referred to as the Parties.]

ILIntroduction

The Parties wish to pursue establishing a viabiefproject to produce gas from the Alaska North
Slope and to transport that gas-tair%arketsiirfh e FarEaSt (“Alaska North Slope Gas Project”
or “the Project”) and theffipi'irealize valuofdifthe Parties’ respective interests in that gas. The
Parties mteajd to.take a senesofactions, both separately and together, to pursue the .Alaska
Nonh Slope (*"Hoject.
w
In addition to potential public and private revenue, the construction and operation of the A'aska
NorthuSlope Gas Project 6i possibility of a significant number ofjobs for Alaskans and

natural gas for Alaskan communities.

The three Producers are pursuing their private economic interests with respect to this Project. The
State is charged with pursuing and protecting the public interest and promoting the public benefits
pertinent to this Project. The Parties will exp iore the steps they can take individually and together

to harmonize the Producers' private interest j and the State's public interest relating to the Project.

State-Producers  temoramium of 1 ndersiandng
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The Parties recognize that the State and the Producers have a contractual relationship through the
lease of State lands. The Producers have the right to continue to hoid their ieases so long as they
operate those leases pmdentlv and produce oil and gas from them with reasonable diligence. The

State believes the Producers are currently complying with these obligations.

The Parties agree that the following constitute the latest assumptions pertinent to the Project:
‘A" F

1. The most recent capital cost projection (excluding interest during constaiction) is about
S15 billion in 1995 dollars:
2. The prevailing nominal market price for liquefied natural gas (LNG) delivered to Far
East markets in 1995 dollars is about S3.50 per million BTUs; and
3. The LNG product volume tentatively planned for the Project (about 14 million metric
tons of LNG per year) is as follows:.2-3 million metric tons of LNG during the first year
of operation, increasing by 2-3 million metriAc tons plgtycgr until the full volume is reached

in the sixth year of operatior*lcontinuing at that volume for the life of the project.

eiisf ga.  Jmr
The Parties:!* ieve the Prcn”s Chance o fAcess wiil be enhanced if:
. NGN
plpk

I. The Project can be constructed for substantiallv less than the projections specified
abovftrftrrfe (K
ipThe;.NG froratherProject can be marketed for prices substantially above the price
. prevailing during 1995f
Fi 3. The full volume of LNG available from the Project can be placed in the market more
. srapidly than in the schedule set forth above.
# The Project is subject to an appropriate fiscal and regulatory environment that is stable

and certain over a long period.

Statc-Producars Memorandum d*F*rnderstandtne
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The State s current fiscal system applicable to a project of this type includes a royalty interest,
production tax. property tax. conservation and surcharge tax. and corporate income tax (Project

State Fiscal System).

The Parties will examine whether modifications to the Project State Fiscal System might
significantly improve the economic feasibility and competitiveness of the Project. The Producers
represent that such modifications may be necessary to make the Project either economically
feasible or competitive in the market or both. Ifany of these propositions is true, then
modifications to the Project State Fiscal System might be necessary for the State to receive value

for its interest in the North Slope gas resource. $F

Any changes to the Project State Fiscal System must be consistent with the public interest and the

[<# AN .
legislature’s duty to provide for the use. development and conservation of all natural resources

. i w -S
lpw m m

- 3m M . .
The State has retained a consultant; Pedro VaitMeurs and Associates, to evaluate the Project
: N , : . .
State Flsan.Syst_t;(m and, .i"p ol late, to r(\)n%er!llv%)ornmendatlons for possible changes in that

system to enhanceithe possibiKty that the Project will be built.

The major pureses of£this Memorandum are to assist (1) in evaluating the need for and. if
needed, the timing of modificadofts to the Project State ~:scal System: (2) if appropriate, in
developing proposals for modifications to the Project State Fiscal System: (3) if appropriate, in
compiling the informatiori base required for the responsible deliberation and debate that such
pJ‘ritl)tpllzB;d c_han%es Wovdld occasion: (4) in setting the framework for future discussions and joint
work to enhance the possibility that the Project will be built: and (5) in pursuing the best interests

of the State.

Siale-Producers Memorandum or ( ndemandma
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The major issues that may affect the Project’s viability are its economic feasibility and its ability to
compete with other proposed LNG projects, other non-LNG energy projects that might serve Far
East markets, and other investment opportunities available to potential Project sponsors, The

contributing factors include:

1 The projected costs of the Project and means for reducine those costs;

2 . The market terms, conditions and opportunities é\iailable for the Pr?)rjne'ctr

3. The federal, state, and local tax and state royalty obligations of the Producers and of

potential Project sponsors: Ii S

4 The stability and certainty of the Project State Fiscal System;

5. The public costs and benefits of the Project; and

6. The legal requirements applicable to the Project, including federal, state, and local

regulations, permits, and licenses. ..X JAE *e te

/ f "W P
- ¥ M,
n, projected Costs and Cost Reductions
W A H#
The Partiesxecogruze that the current cost climate of about S15 billion in 1995 dollars
(exclud?hg.Intere_st_during construction) is subject to a great deal of uncertainty and that the actual
cost of const\r/l\J/ctilnlg%e Project might b.e considerably lower or higher than this estimate
| Ty»EReoN

The Parses recognize that determining a reliable cost estimate will be a critical step in developine
the_Project. A reliable cost estimate will be essential to conclude successfully the sales contracts
nec'ergsary to support the:é’froject and attract capital investment to the Project,
lip™* -w
Hie Parties recognize that the potential Project sponsors would have to spend a large sum of

money to develop a reliable cost estimate and that this money would not be recouped if the

Stale-Producer!; \tcmoranaum of f 'ndersiandme
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Project is not constructed. The Producers will continue their work to reduce the uncertainty in

their estimates and find cost savings for the Project.
ITL Market Terms.Conditions and Opportunities

The Parties recognize that a viable Project offers many potential benefits to buyers and

governments in the Far East These benefits may include the opportunity to:

1 Further diversify the buyers' supply portfolios with ah LNG source that has stable
political institutions and geopolitical characteristics different from the majority of their
current sources; mm k

2. Reduce balance of payment surpluses with the United States and gain consequent
political benefits: and J? J* *

3. Invest in and provide some ofthe important components of the Project.

The Parties recognize there are other potentili*ojects,competing for a place in the Far East
markets andthe possibilityofsuccessfully completing this Project will be increased by advancing
it as far asfpossibiein the eyes of potential LNG purchasers toward the front of the queue of
potential projects. The Panics beOeve that reducing costs and increasing fiscal and regulatory
certaintv may assist in advancing this Project’s place in the queue of potential projects. The
Parties further recognize that-forecasts of demand for natural gas and LNG in Far East markets
generally show annual increases for the next twenty years. Based on these forecasts, the Parties
ag#etfthat opportunities f'c%r placing LNG in Far East markets are expected to continue to grow in
the twenty-first century. The Parties recognize that ultimately the market will dictate the need for

and timing of the Project

State-Producers Xemnrandum ot f 'ndcrsiandmp
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The Parties further recognize that if this project could be developed and marketed with larger
product volumes, its economic feasibility would be greatly enhanced. Conversely, if this Project
could be developed cost effectively with smaller product volumes its marketability, and hence its

economic feasibility, would be sreatlv enhanced. ai

The Producers will make regular contact with potential LNG buyers and pertinent government
officials in the Far East to apprise them of the progress ofthe Project. The Producers will

continue to promote interest in the success of the Project.
. The State Financial Mopei®

The State has developed a financial model to use for public discussion of the Project’s economic
feasibility. The model is available for public inspection andis subject to modification as

./ 0 win w
appropriate. The model permits the Parties and the public to analyze the effect changes in the

«r
following factors have on the economic feasibility of the Project:
Sr —-—m

U
1 H~eand Federal JGscai terms;

2 Q}N qoity ratios; v
3. Return-on debt;
4. Returnon equity;
§/FRequired project rates of return;
-yv 6. Capital and ope][ating costs:
I 7. Time to place the full LNG volumes in Far Eastern markets:
8. Full LNG Project volume;
9. LNG market prices; and

10 Reduced oil recovery as a result of a gas sale

State-Prmhiccrs \lcinoraiuium ol I hdemaniiniv
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V. State Fiscal Modifications

The Parties recognize that changes in the Project State Fiscai System may be necessary or
advisable for two reasons. First, such changes may be required to make the Project economically
feasible and hence able to attract the necessarv capital investments. Second, such chanees mav be
necessary for the Project to successfully compete for a place in the market against other proposed
LNG projects or other potential energy’ sources for the pertinent Far.East markets.

fii"® f
The Parties will examine whether changes in the Project State Fiscal System will significantly
improve the economic feasibility of the Project or significantly improve the competitiveness of the
Project in its ability to secure a place in the Far East markets. The Parties recognize that an
evaluation of the Project State Fiscal System in relation to the Project will be facilitated by a frank

and open exchange of information.

The Parties recognize that the appropriateness of proposed/changes to the Project State Fiscal
System must be evaluated by examining whether the changes would be socially responsible, given
the strain onipbblic services * e Project would create, by considering the non-renewable nature of
the resoufo™|®er3?xoject would exploit and by considering the benefits the State and its citizens
would receive from the Project. The Parties recognize that any changes to the Project State
Fiscal System must maximize the expected benefit of Alaska North Slope uas resources for the

people of Alaska. o

Slate-Produccrs Memorandum ol |'ndcrstandmn
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Where the Parries conclude that a change in the Project Fiscal System would (1) significantly
improve the viability or competitiveness of the Project; (21 be socially responsible; (3) maximize
the expected benefit of Alaska's Nonh Slope gas resources for its people; and (4) enhance the
Project sponsors' shareholder value, the Parties agree to work together in an effort to develop
appropriate proposed legislation and to take other actions needed to effect such change. If
appropriate, the State will assess the Project's socioeconomic effects on the people of the

State. J 37

Finally, the Parties agree that, where possible, modifications to the Project State Fiscal System
should be able to respond to variations in the Project's profitability—where, for example, lower
energy prices (or higher costs) produce lower profits or higher energy prices (or lower costs)
produce higher profits - and to adjust the State’s share in the.economic benefits of the Project
accordingly, while Project sponsors retain upside profit potential commensurate with the risks
thev are undertakine. # w

w w

Possible changes to the Project State Fiscal. System the Parties might consider include;
P

I?Tax and royalty ofiSets for.early expenditures prior to Project commitment:
fBgg. >+,
2. Accelerated capital deprge%latlon

3. Investmeat credits;,: ‘T
’\Deferrals of or reductions in royalties and cenain taxes;

w % <9t §?
i 5. Recognition oflosses in wellhead revenue for rovaitv payments bv either an offset or

Jy carry forward ofthose losses;
6. Profit based taxes and royalties; and

7. Coordination of tax and royalty provisions with the Project tariff arrangements
If the Parties agree it is necessary or appropriate, the State will work with local government?

Shue'Prnduccrs Memorandum or't 'ndemaname
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regarding how modifications to propenv taxes may enhance the Project's chance of success.

VI. State Fiscal Stability ant>Certainty
JPAT"
The Panies recognize that due to the anticipated length of time between many of the Project's
enormous capital expenditures and the receipt of significant PFoject revenues, and the Project's
need for a reliable revenue stream over a long period, it is likely that potential sppnsors will
require assurance that the Project State fiscal System will not change adversely over a significant
pan of the life of the Project. The Panies also recocnize that JJ;Qelcllonstitution of the State of
Alaska imposes some limits on the abiiitv of the State to: commit;itselfirrevocably to cenain levels
and kinds of taxation. The Panies agree to search for suitable measures.within the pertinent
Constitutional framework to achieve the fiscal, stability and certainty the Project requires.
W
The Panies also recognize that they can increase tftS fiscal stability and certainty surrounding the
Project by, among other things, agreeing to dispute settlemeont procedures and clear definitions of
tax and royalty obligations, commion earner, rP"iiremenfs,# tariff methodology, and other
regulatory obligations before.lhe:Project commences.

AT | S\

M P VTL RELATTONSffIPWITH THE ALASKA LEGISLATURE
llll@/
Since thetAlaska Legislature mustdctermine whether to modify the Project State Fiscal System,
the Panies will keep apprzgpriate members of the .Alaska Legislature informed of their respective
efforts on the Project. Further, the Panies will develop and provide information to assist in the

public discussion a  Jebate occasioned by any proposed modifications to the Project State Fiscal

By HIR 54. the Alaska Legislature established an interim working group. This group is scheduled

Stale-I'ducers Memom iciunof I "mlerstaminz
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to repon to the House and Senate Resources Committees by February I. 1997 on the status of
efforts to advance exports or'.Alaska North Slope gas to Far East markets. The group also is to
report on any proposed legislative actions appropriate to those efforts. The executive branch and
the Producers will work individually and together to ensure that the .Alaska Legislature’s interim
working group created by HIR 54 is kept apprised of the effqrts of the Pé.rti'es, hgs the
information it requires to do its work, and is supported in its ﬁortg in any other appropriate
manner. J N \Z8

L .

VITI. Hiking Alaskans

The Parties recognize that an important potential, benefit of the Projeggois the employment of
< e, 2

Alaska residents and Alaska businesses in the construction and operation of the Project. The

Panies are determined to find suitable r'niefasures-.tg6 succesgjfﬂ\lli/y ansure that a maximum number
of Alaska residents and Alaska-based businesses are hired to construct and operate the Project
while recognizing that, in order to assist iri4j*tjving:*commercially viable Project, there will
be a need,fo'itcompetitivelyrE)Hced goods and:servtces. The Parties agree that clearly defining

who qualifies as airAlaska resident or.Alaska business will help this effort.

A AND NATURALGAS AVAILABILITY FOR ALASKAN COMMUNITIES

Inaddition to public revenue and employment within the State, other important public interests
thatwould be affected by the Project must be considered. They include:
\ 1
1 Protection of the environment:
2. Protection of the health and safety of workers and the public; and

3. Providine natural uas to AJaskan communities.

Siate-Producers Memorandum m | 'nderstandinv
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The Parties agree to search for suitable measures to ensure that, if the Project is constructed:

1 Its construction and operation will properiv protect .Alaska's environment;

2. It will be constructed and operated in a manner that properly protects the health and
safetv of workers and the public; and

3. Where economically, technically, and legally feasible, it will be configured and operated

so that natural gas can be marketed to Alaskan communities.

X. the Potential Effect ofPermtttinc

REQUIREMENTS AND DELAYS
st -Mg*

The Parties recognize that permitting requirements and delays may affect the viability of the
Project. The Parties intend to search for suitable and mutually agreeable measures to aid Project

viability while still protecting essential regulatory goals such as environmental quality and the
A" ITTTTTF

health and safety of all Alaskans. L /
J O ¥ fi
Sw m jf
XI. federal Actionsthat MicarrAssrsTTHE project
The Parties recognize that there may be some steps the Federal government could take to improve
D48
the economic feaS|b|I|ty and competltlveness ofthe Project. These steps include, for example,
potential changesito federal,laws and regulations relating to taxes and permitting requirements.

The Par);ies intend to evai%g,[fe:thbse potential changes, including federal fiscal modifications such

as: ./ f W
S m

— 8 =S
1 Investment and other tax credits:

2. Accelerated depreciation:
3; Sharing of tax revenues with the Slate of Alaska: and

4 Authorizing tax free bonds for the Project.

ate-Producers Memorandum ot | hderstandius
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Based on these evaluations, the Parties may encourage federai policy makers and agencies to
pursue selected federal changes.

fo

XIl. Yukon Pacific Corporation

Yukon Pacific Corporation I'YPC) is a business unit of CSX Corporation and managing general
partner for Yukon Pacific Company. L.P. Since 1983 YPC has been engaged in the preliminary
design and permitting of facilities very' similar to the facilities needed for the Project that is the
object of this Memorandum. In carrying out this work, YPC has contacted pertinent government
officials and policy makers in this country and potential LNG buyers and pertinent government
officials in Asia. T.ie Project may or may not fit closely with the rights-of-way. permits,
approvals, and licenses that have been obtained by. YPC for its proposed facilities. Nevertheless,
the Producers, at an appropriate time, will evaluate YPC’s existingwork to determine whether
there are acceptable, cost-effective means to use the work t%dd value to the Project; and where
there are acceptable, cost-effective Jtiearis to use the worldlhe Producers will endeavor to do so.
Further, the Parties recognizetha'\tﬂ"tvjvccess inmyeloping and marketing Alaska North Slope

natural gas requires that interested parties emphasize the merits and benefits of any project

proposed tfifadhieve that objective.-. %

XUI, M ajor G as Sale Inhcentive Study
m
The State has prepared an analysis of the relative incentives for each of the major Prudhoe Bay
producers to engage in a Major Gas Sale (MGS). Each Producer has had an opportunity to
review this analysis to ensure that it accurately retlects the impacts of the Prudhoe Bay Unit
Operating Agreement and related amendments pertaining to an MGS. The State has concluded
that the Producers among themselves have similar incentives for an MGS. and the Producers

aaree with this conclusion.

Stale-Producers demorandum off haerstandme
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XIV. Limitations

The Parties intend to work together to accomplish the steps outlined in this Memorandum of
Understanding. However, this document does not commit any Party to invest or participate in the
Project, or create any legally enforceable rights or obligations. The Parties recognize that a future
change in circumstances may alter any Party's current intentions or willingness to participate as

contemplated by this Memorandum of Understanding.

Slate-Producers Memorandum o/ t 'nderstanding
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Memorandum of Understanding Relating to a
Proposed Alaska North Slope Gas Project
Between the State of Alaska and

Yukon Pacific Corporation

This is a Memorandum of Understanding (Memorandum) Between the State ofAIaska actlng "
through the executive branch of state government (State)£and Yukon Pacific Corporatlon (YPO),
a business unit of CSX Corporation and managing genera] partner of Yukon Pacific Company,

L.P. (Together the State and YPC are referred to as the Parttes.)/./<H
?|F lillt 11b,

The Parties wish to pursue establishing a viable project to ptoddde gas from the Alaska North
Slope and to transport that gas to markets in thtpFar East (“Alaska North Slope Gas Project” or
“the Project™). The Parties intend|p take a setj|s ofac"p@/is, both separately and together, to
pursue an Alaska North SlopfelS” Project.
v "M

In addition to”potentiahpublic aiiyriyate revenue, the construction and operation of the Alaska
North Slope <A;j||6|ecii>>S_f_e(s\ the possibility of a significant number ofjobs for .Alaskans and
natural gas'for Alaskan communities.

J8 IPIP~
ThAState recognizes that since 1983 YPC has been engaged in preliminary design, permitting and
marketing for a specific North Slope Gas Project, the Trans-Alaska Gas System (TAGS). YPC
recognizes that ihie State, at this time, does not support a specific North Slope Gas Project, but
insteacim>ust seek to realize value from the natural gas that has been discovered on the Alaska
North Slope. The Parties will endeavor to find acceptable, cost-effective means by which the

TAGS proposal can be coordinated with other potential Projects.

Siate-YPC Memorandum of Understanding
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The State recognizes that YPC, with some conditions, has secured or completed the following in

its efforts to promote TAGS:

2 LI R

9.

10.

Presidential approval of gas expons as required under the Alaska Natural Gas

Transponation Act; i | L

A Project-wide Environmental Impact Statempe\nt; W l\</M\ -

A right-of-way grant for Ahtna lands; jf j/ "1p8L~ °
A right-of-way grant for federal lands; , \ <Ur
Aright-of-way grant for State lands; B lip k®

Depanment of Energy authorization for North Slope gas expons;
An Environmental Impact Statement for the AndersaffjBay LNG facilities and
. . . oL > X AR, y
marine terminal site; -W
Federal Energy Regulatory ComnussLon approval:oTAhderson Bay as an expon
":& r
site (YPC believes this isih exclusive license)]!
Contacts with customlleys\,/?tradir%om paniefand market country governments;

Memoranda of Intent with K B * $Gasj(|#poration and Chinese Petroleum

AMCoiporatioa'fArpt*chase voft*IpPLkG from a Nonh Slope Gas Project;

rSMAiftnancial feasibih't/aqd financing plan with CS First Boston dated June 24, 1996;

12. ~i/fhe creaticn and fundung of an environmental oversight group called the TAGS

Jr

##

"litipC )
EnvironmeM *view Committee.
m w

YPCI|s pursuing its private economic interests with respect to TAGS. The State is charged with

pursumg and protectlrr%rthe public interest and promoting the public benefits peninent to a Nonh

Slope Gas Project: The Panies will explore the steps they can take individually and together to

hannonize'YPC’s private interests in TAGS and the State’s public interest ina Nonh Slope Gas

Project.

State-YPC Memorandum of Understanding
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The Parties recognize that the State and the North Slope producers (Producers) have a
contractual relationship through the lease of State lands. The Producers have the right to
continue to hold their leases so long as they operate those leases prudently and produce oil and
gas from them with reasonable diligence. The State believes the Producers are currently

complying with these obligations. Hk K3

The State believes that the following constitute the latest assumptions:pertinenfr to the Project:

1 The most recent capital cost projection (excluding Inter:- .ng construction) is about
S15 billion in 1995 dollars; N
2. The prevailing nominal market price for liquefied natural gas (LNG) delivered to Far
East markets in 1995 dollars is about S3."50 per milBon BTUs; and
3. The LNG product volume tentatively p’m'nech_’"dteProject (about 14 million metric
tons of LNG per year) is as foIon/tgf2-3 r :il-fi\(/)n me'?rllc tons of LNG during the first year
of operation, increasing by. 2~3Yfiillionitie ric tonsifer year until the full volume is reached
in the sixth year ofoperatI]pH, contirai;gllé,at that volume for the life of the project.

YPC believ®|p ||tfie Projet/sf&nomics should be assessed using different assumptions.

Nevertheless, theParties. agree that the Project’s chance of success will be enhanced if.

Ipfhe Project caa-jj® ~ tructed for less than the projections specified above.
.0 2. The LNG from the Project can be marketed for prices above the price prevailing during
|f 1995 M
The full vol‘]u%e of LNG available from the Project can be placed in the market more
W > rapidly than in the schedule set forth above.
APThe Project is subject to an appropriate fiscal and regulatory environment that is stable

and certain over a long period.

State-YPC Memorandum o f Understanding
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The State’s current fiscal system applicable to a project of this type includes a royalty interest,
production tax, property tax, conservation and surcharge tax. and corporate income tax (Project
State Fiscal System). Although YPC does not own North Slope gas, it may be an. owner of the
transportation (including ships) and liquefaction facilities needed for a North Slope Gas Project.
As an owner of such facilities, YPC would contribute to théjs!(fli(te treasui/througb the property
tax and the corporate income tax. The portion of the Projéct State FiscaIIS‘ystemth at relates to P
the transportation and liquefaction facilities, the so-called “downstream,” is referred to as the

Downstream Project State Fiscal System.

The Parties will examine whether modifications to the Downstream Project State Fiscal System
might significantly improve the economic feasibili§:”cp”etitivene«ffo?the Project. The
Producers have represented that such modifications may fiemecesaa# to make the Project either
economically feasible or competitive igéitaﬁtvev mar%\é\’r both. ll\/Fl) in/o f these propositions is true.
then modifications to the Downstream.Project:Sfdte FiscaTSystem might be necessary for the

State to receive value for its interlffin the FRIth Slopergas resource.

Any chan_gpIIosthfiPownsfr’\’\’\"ct State Fiscal System must be consistent with the public

interest and the ieg{&\slafbre’s duty to’pfovide for the use. development, and conservation of all
VIVANN A w%egw

natural resourcefBMdbphg'io the StW for the maximum benefit of its people.

1

The l?Tate has retained a consultant, Pedro Van Meurs and Associates, to evaluate the Project
Js 0 . :
State Fiscal System anld pfappropriate, to make recommendations for possible changes in that
JIp
system to enhance the possibility that the Project will be built.
Sf, v\
The majdirfjurposes of this Memorandum are to assist (1) in pursuing the means for coordinating

the TAGS proposal with other potential Projects; (2) if appropriate, in developing proposals for

State-YPC Memorandum o f Understanding
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modifications to the Downstream Project State Fiscal System; (3) if appropriate, in compiling the
information base required for the responsible deliberation and debate that such proposed changes
would occasion; (4) in setting the framework for future discussions and joint work to enhance the

possibility that a Project will be built; and (5) in pursuing the best interests of the State.

The major issues that may affect the Project’s viability are its economic feasibility'and its ability to:
compete with other proposed LNG projects, other non-LNG energy projects that might serve Far
East markets, and other investment opportunities available to potential Project sponsors. The

contributing factors include:
Or  R$dyi
w JppM X
1 The projected costs of the Project and meansfor reducingi|iBsfe>cqsts;
2. The market terms, conditions and oppoj*wllis available fortKe Project;
3. The federal, state, and local tax ancfstate rc"aUy;dblit"Etions of the potential Project
SpONsOrs; m it"t TG feP
- : MjF jH?
4. The stability and certainty. of£the Project State Fiscal System;
| r J

5. The public costs and bepfits of t* rIrj%rojecj"pd

6. TboTegal requirgg"SlpplicablCtoM e Project, including federal, state, and local

BT W
$8§r?MAS' ILIPROJECTib Costs and Cost Reductions
mmé& .
ThePg{ties recognize thatjtHB State’s current cost estimate of about $15 billion in 1995 dollars
(e>?c|uding interest durinJgfconstruction) IS subject to a great deal of uncertainty and that the actual

cost of constructing the Project might be considerably lower or higher than this estimate.

State-YPC Memorandum of Understanding
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The Parties recognize that determining a reliable cost estimate will be a critical step in developing
the Project. A reliable cost estimate will be essential to conclude successfully the sales contracts

necessary to support the Project and attract capital investment to the Project.

The Parties recognize that the potential Project sponsors would have to spend alarge sum of
money to develop a reliable cost estimate and that this money would not be recouped if the >
Project is not constructed. YPC will continue its work to reduce the uncertainty iri its estimates

and find cost savings for the Project. #o-m.. #

m. Market Terms, Conditions and Opportunities
Vs Vv
The Parties recognize that a viable Project offers many potential benefits to buyers and

governments in the Far East. These benefits may include the opportunity to:

1 Further diversify the buy”s”siipplyportfolios with an LNG source that has stable

political institutions and g”politicakdijracteri®l*different from the majority of their

curisources; tl

AMI&facebalance ofpayp”ntsurpluses with the United States and gain consequent

political benefits; and  »  mk.

3. Inye~rjf imd(:ppvid\e some.pthe important components of the Project.

47

The.j?|rties recognize there aire other potential projects competing for a place in the Far East
markets and the possibiKty of successfully completing this Project will be increased by
aié\ee:rllcing it ag f’a} ?es_gjcl)gsible in the eyes of potential LNG purchasers toward the front of the
queue ofjbotential projects. The Parties believe that reducing costs and increasing fiscal and
regulatorycertainty may assist in advancing this Project’s place in the queue of potential projects.

The Parties further recognize that forecasts of demand for natural gas and LNG in Far East

State-YPC Memorandum of Understanding
Page 0



Version: January 21, 1997

markets generally show annual increases for the next twenty years. Based on these forecasts, the
Parties agree that opportunities for placing LNG in Far East markets may continue to grow in the
twenty-first century. The Parties recognize that ultimately the market will dictate the need for and

timing of the Project. X

The Parties further recognize that if this project could be developed and marketed.with larger ;
m If s AN . ##

product volumes, its economic feasibility would be greatly.enhanced. Conversely, if this Project

could be developed cost effectively with smaller product volumes its marketability, and: hence its

_ o ;B8P6
economic feasibility, would be greatly enhanced.

YPC will continue to make regular contact with potential LNG buyers and pertinent government
officials in the Far East to apprise them of the progress.ofttie Project. YPC will continue to

promote interest in the success of the Project”

kate Financial M odel

YPC has ¢ issioned a.|*}ort;||* CS Firs®pnlddressing the Project’s financial feasibility.
The Parti ;e that the CS.Eifst Boston report purposely did not reflect or incorporate all
elements of thecurrehLProject fAlpFfscal System. The CS First Boston report concludes that:
I:~def current Project cost estimates and current capital market conditions,
t"pjecttwill require an LNG price that escalates 3% annually, from an
assumedT996 price of $3.57 per MMBtu, through the year 2035;
Tr];e size and complexity of the Project will require multiple participants,
nd the participation of at least one major international oil company as a
Project sponsor and potential operator; and
The participation of the Prudhoe Bay oil companies would seem to be most

sensible in terms of economic and timing efficiencies.

State-YPC Memorandum of Understanding
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The State has developed a financial model to use for public discussion of the Project's economic
feasibility. The model is available for public inspection and is subject to modification as
appropriate. The model permits the Parties and the public to analyze the effect changes in the

following factors have on the economic feasibility of the Project;

- ink w
1 State and federal fiscal terms; s " o\ ,
2. Debt-equity ratios; m " Jw w $
3. Return on debt; W v N
4. Return on equity;
5. Required project rates of return; < i
6. Capital and operating costs; W K
7. Time to place the full LNG volumes in Far Eastern markets;_$ r

8. Full LNG Project volume; S? /- 1 7\ —
_ w M XfeW >"
9. LNG market prices; and T

10. Probable reduced oil recovery as a result of a gas sale.

r"STATE FtSt*"fobrFICATIQNS
ur V.
The Parties recognize that changes in the Downstream Project State Fiscal System may be
necessary or a*wsi®l<e:f<~two reasons/ First, such changes may be required to make the Project
economically feasible an3:hdnce able to attract the necessary capital investments. Second, such
changes may be necessaryjraritne Project to successfully compete for a place in the market against
other proposed LNG prefects or other potential energy sources for the pertinent Far East

w
mafkets.

The Parties will examine whether changes in the Downstream Project State Fiscal System will

significantly improve the economic feasibility of the Project or significantly improve the

State-YPC Memorandum o f Understanding
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competitiveness of the Project in its ability to secure a place in the Far East markets. The Parties
recognize that an evaluation of the Downstream Project State Fiscal System in relation to the
Project will be facilitated by a frank and open exchange of information.

w
The Parties recognize that the appropriateness of proposed changes to the Downstream Project
State Fiscal System must be evaluated by examining whether the cﬁanggs'yl/wkrld be socially
responsible, given the strain on public services the Project l/vguld create,'by co’r’lside\ring the non-r
renewable nature of the resources the Project would exploit and by considering the benefits the
State and its citizens would receive from the Project. The Parties recognize that any changes to
the Downstream Project State Fiscal System must maximize the expected benefit of Alaska North
Slope gas resources for the people of Alaska. Where tjhe:Parties conclude that a change in the
Downstream Project State Fiscal System would (1);sigwifititly improvethe viability or
competitiveness of the Project; (2) be soci”frespon”IsifiMBIlj*mawmize the expected benefit
of Alaska’s North Slope gas resources for its peopje, the Parties agree to work together in an

effort to develop appropriate propoawi fegislationand to take other actions needed to effect such

change. Ifappropriate, the State will assessftpiProj”’ifsocioeconornic effects on the people of

the State-*"® N Jiiiu

Finally, the Parties agree that, \Mifere possible, modifications to the Downstream Project State

Fiscal SvsternrshobHP abfeto respdhtfto variations in the Project’s profitability -- where, for
energy prices (pr higher costs) produce lower profits or higher energy prices (or

lower costs) produce higher profits —and to adjust the State’s share in the economic benefits of

the Broject accordingly, _\/\\A//hile Project sponsors retain upside profit potential comimensurate with

tme rh‘sks they are undeﬁaking.

1%tI§. pf
Possible changes to the Downstream Project State Fiscal System the Parties might consider

include:

State-1 PC Memorandum of Understanding
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1 Tax offsets for early expenditures prior to Project commitment;
2. Accelerated capital depreciation;

3. Investment credits;

4. Deferrals of or reductions in certain taxes;

5. Profit based taxes; and NS i

7. Coordination of tax provisions with the Project tariff arrangements.

If the Parties agree it is necessary or appropriate, the Statewftl work with local governments

regarding how modifications to property taxes may enhance the Project’s chance of success.

VT. State Fiscal Stability ADcertai nty
55

The Parties recognize that due to the anticipated length of tiimKetween many of the Project’s
enormous capital expenditures and tﬁq’g:?eceiptpfsignificanLProject revenues, and the Project’s
need for a reliable revenue streanpiveralop”j*gd~fnkely that potential sponsors will
require as~f*qclthat thefrojebCState Fisp|*”~pm will not change adversely over a significant
part of thdljfe of the Project, The Parties also recognize that the Constitution of the State of
Alaska im|ojojsé-sj ] kInnits onltlhg aEfiFCyofthe State to commit itself irrevocably to certain levels
and kinds oft*a«”™|t"Farties agree'to search for suitable measures within the pertinent

Con~trdinrframew ork toaclueve the fiscal stability and certainty the Project requires.

TheJParties also recog(%ze that they can increase the fiscal stability and certainty surrounding the
| ]

Project,by, among otfier things, agreeing to dispute settlement procedures and clear definitions of

tax bbligatk»8i;common carrier requirements, tariff methodology, and other regulatory

obligations Before the Project commences.

State-1 PC Memorandum of Understanding
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vn. Relationshipwith the Alaska Legislature

Since the Alaska Legislature must determine whether to modify the Project State Fiscal System,
the Parties will keep appropriate members of the Alaska Legislature informed of their respective
efforts on the Project. Further, the Parties will develop and provide information to assist in the
public discussion and debate occasioned by any proposed modifications to the Pfbject State Fiscal.
System. w

*
By HJR 54, the Alaska Legislature established an interim working group. This group is scheduled
to report to the House and Senate Resources Committees by February 1, 1997 on the status of
efforts to advance exports of Alaska North Slope gas to Far East markets: The group also is to
report on any proposed legislative actions appropriate to those efforts. The executive branch and
YPC will work individually and together to ensure that tHel asiai Legislature’s interim working
group created by HIR 54 is kept apprised'ofthe efforts of the Parties, has the information it

requires to do its work, and is supported in itse$brts in arty other appropriate manner.

The Parties recolgnizle that an impolrtant potential benefit of the Project is the employment of
Alaska residents crior"iskai??l\alusiness\gg% the construction and operatiAbn of the Proj%ct. The
Parties recognize that Alasphs expect a strong *“Alaska-hire” effort for the Project. The Parties
are determined to find suitable measures to successfully ensure that a maximum number of Alaska
reaHnts and AJaska—t?a;be businesses are hired to construct and operate the Project, while
rQZ)tr)%r'lizing that, in or’c\llgr to assist in achieving a commercially viable Project, there will be a need
forcoraj™”ely priced goods and services. The Parties agree that clearly defining who qualifies

as an Alaska resident or Alaska business will help this effort.

Slate-YPC Memorandum o f Understanding
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IX, Environmental Integrity. Health, Safety

and Natural Gas Availability for Alaskan Communities

In addition to public revenue and employment within the State, other important publi(}:é interests

that would be affected by the Project must be considered. They include:

1 Protection of the environment; wT
Jr
2. Protection of the health and safety of workers arid the public; and

- ... m .ec R ———s 1l
3. Providing natural gas to Alaskan communities. v/ "

: : y oo
The Parties agree to search for suitable measures to ensure that, ifthe Project is constructed:

L1 Its construction and operation will p~effFpbtect'Alaska’s environment;

2. 1t will be constructed and operated in a mariner thatlpirlotp}erly protects the health and
safety of workers and the public; and

3. Where economically and twhnicallyifeasible, itwill be configured and operated so that
natural gas can be marketed to Air

©EX PPpSI

X;T«EP»fENTTAL Effect of Permitting
AKCTAMENTs,ANi>-PELAA
k mmr
The Parties jp~g™lelflil*nuittingTequirements and delays may affect the viability of the

Project#The Parties intend to search for suitable and mutually agreeable measures to aid Project
e r . . .
wabi”ty while still proteé%mg essential regulatory goals such as environmental quality and the

El
health and safety of alLAlaskans.

State-YPC Memorandum of Understanding
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XI. Federal actions that Might assist the Project

The Parties recognize that there may be some steps the Federal government could take to improve
the economic feasibility and competitiveness of the Project. These steps include; for example,
potential changes to federal laws and regulations relating to taxes and permitting requirements.

The Parties intend to evaluate these potential changes, including federal fiscal modifications such

as: W

1 Investment and other tax credits; /

2. Accelerated depreciation;

3. Sharing of tax revenues with the State o fAlas. ayaod

o JRT* f§*
4. Authorizing tax free bonds for thfrProject. P J|—
) lrﬁwt J)A-[ W ) .

Based on these evaluations, the ParpSihay encourage federal policy makers and agencies to
pursue selected federal changes.il F

M m

North Slope Producers
-vm
YPC recognizejt® tfte Siriite. is working with the Producers to enhance the possibility that a
North Slope Gas ProjecE||ll;|je Completed, These Producers jointly own ninety-five percent of

thesvg):rking interest in thej/rraitlral gas in the main Prudhoe Bay Unit reservoir.

YPC recognizes that.the State intends to pursue efforts to harmonize the Producers private

A” K

iV&!rests,aiSid_ifibiiState’s public interests in a Project. The Parties recognize that success in
1 "

developing and marketing Alaska North Slope natural gas requires that interested parties

emphasize the merits and benefits of any project proposed to achieve that objective.

State-YPC Memorandum of Understanding
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XM. m ajor Gas Sale Incentive Study

The State has prepared an analysis of the relative incentives for each of the major Prudhoe Bay
producers to engage in a Major Gas Sale (MGS). YPC has had an opportunity to review this
analysis to ensure that it accurately reflects the agreements in the Prudhosélgftyj(j%{t Operating
Aereement and related amendments pertaining to an MGS. The State has concluded that the
Producers among themselves have similar incentives for an MGS, and.YPC does not Materially

mr
dispute the State’s conclusions.

X' \
XIV. LIMITATIONS Ik
s
The Parties intend to work together to accomplish the steps outlined in this Memorandum of
Understanding. However, this document does not commh”y”~Party to invest or participate in the
Project, or create any legally enforceablejfights or:Obligatioos.!; The Parties recognize that a future

change in circumstances may alter anpParty’s.current intentions or willingness to participate as

JSF ] 0
contemplated by this M emmar&ﬂdaofUnderiiT&ndingA

M \ W r

State-YPC Memorandum o f Understanding
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Department ofRevenue
Summary of Outstanding Area of Disagreement
on Proposed Memorandum of Understanding
(As of February 11, 1997)

What is the disagreement all about?
How far should the State go in trying to guarantee fiscal certainty? Exxon would like the State to

commit in the Memorandum of Understanding that any fiscal certainty deal we make will do ail of

the following:

. Freeze the rates for severance taxes and royalties for the oil produced from Prudhoe Bay
« Freeze the property tax rates relating to the facilities now operating to produce ail

. Freeze the corporate income tax rates relating to the existing operations at Prudhoe Bay

. Modify and then freeze the rates for the severance taxes and royalties applicable to the gas

that will be produced and marketed as a result of the gas project
. Modifyand then freeze the property taxes that would apply to the new facilities that

would be constructed for the gas project

The State, ARCO and BP believe the parties should not try to pursue certainty beyond the last
two items. They believe that any “certainty” should be confined to the taxes and royalties on the

gas and the property taxes on the new facilities to produce and market the gas.

Exxon says it will not sign a Memorandum of Understanding that doesn’t at least keep the issue
of taxes on oil and oil facilities open for discussion The State, ARCO and BP are willing to

accept a Memorandum of Understanding that keeps the discussions open

The State, ARCO, BP and Exxon have each offered different proposals expressing this concept -
Exxon has rejected the State's and ARCO’s proposals Exxon is still thinking about BP's

proposal The State requested that ARCO, BP and Exxon negotiate among themselves to reach
agreement before coming to the State with a new proposal The State is now waiting for the
Producers to do so It is our understanding that ARCO and BP are waiting to hear Exxon’s latest

position to the compromise language they have offered
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Anchorage Economic Hevelopment corporation
The Center of Opportunity

Date: January 28,1997

To: Representative Ramona Barnes

Subject: Su&mortfqrcs-lz . o
A Resolution Concerning a New Alaska Natural Gas Pipeline

The Anchorage Economic Development Corporation (AEDC) supports House
Concurrent Resolution No.l relating to a new Alaska iquefied natural gas
project (CS-1). The AEDC is a privace, non-profit corporation whose mission is to
expand and diversify the Anchorage economy, provide a favorable business climate
and improve the standard of living for Anchorage residents by creating permanent
jobs. Over 160 businesses support the organization.

Alaska operates in a global economy from an economic base currently driven by
extraction and export of natural resource commodities. Through the process of
developing the oil resources in Prudhoe Bay over the last twenty years, natural gas
co-located with oil has been discovered, and reinjected to existing fields. As a
competitive market position, Alaska enjoys greater certainty of the availability and
si2e of gas reserves. The competitive nature of the gas business requires a lengthy
process of negotiation for contract sales in advance of development. Alaska has a
long term presence anticipated in the natural gas market. However, the window of
opportunity for entering the market and establishing a solid presence is narrowing
as other fields progress toward market.

The proposed Resolution CS-1 addresses the need to begin the process of
establishing the commitment of Alaska to enter the gas production arena and
capture a share of the market. The AEDC supports this resolution for three reasons:

First, the resolution is ameans of providing a hackground of policy
stahility against which negotiations can proceed in good faith. Removing
governmental and regulatory uncertainty contributes significantly to Alaska’s
advantage in the market.

550 West Seventh Avenue. Suite 1400 « Anchorage, Alaska 90501 + phone 907-258-3700 » lax 907-258-6646 « e-mail aedcdalaska.nel
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Second, the AEDC supports the creation ofjobs and business
opportunities that will follow development of a new gas pipeline.

Following initial construction, operation of the gas development facilities
will provide jobs directly proportional to the flow of gas to international
markets. The AEDC is active in promoting the retention of qualified and
skilled businesses and workers in gas exploration, development and
production. This is a key, high value component of the economy of our state.

Third, it is important for any development of gas resources to provide for
use of natural gas in Alaskan communities along the pipeline route.
Alaskan businesses and development needs can be significantly enhanced by
the availability of natural gas both as an energy source and as a potential

process feedstock.

The State of Alaska’s ownership of a portion of the natural gas resource should be
brought to bear as leverage to achieve resolution of the prevailing impediments to
market entry.

AEDC urges expeditious action to implement the provisions of Resolution CS-1.

Respectfully submitted,

Patricia M. DeMarco, Ph.D.
President
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Governor Tony Knowies

Crt«3l_r« 0171-490*03*
State of Alaska OireaFjJC QI71-*06 *2%2
P. O. Box 11CCC1
Juneau, Alaska 99811-CCC1

Fa* (907) 465-3532
U December, 1996

Dear Governor Knowles,

| would like to exoress our appreciation tor your visit to our offices in London
on. ICth December, 1996. | beiieve.qur discussions were mutually bcnefidai and
extremely valuable. While we discussed many subjects, the purpose of ~hi\
letter is to confirm with you our views on and plans for Alaska North Slope
(ANS) gas commercialisation.

Firstly, we ire committed to work with the State and the other major gas
producers to progress an economically viable Prudhoe Bay field gas
development. We currently believe char a liquefied natural gas (LNG) project
with exports co the Far East is the most likely alternative. Richard CamDCeil
will be directly responsibie tor these efforts which currently involve over 30 BP
nersocnel (ahcut 7 full-time equivalents) as well as additional contract
personnel.

As we discussed the scale of investment m a new 8CC-mile gas pipeline is the
critical orcjcct disadvantage to be overcome. We enjoy the advantages of very'
large proven reserves as well as existing infrastructure in the field, along the
ciodine route, and at the VaicLex marine terminal. The shipping distance from
Alaska to the Far East is favourable when compared co the shipping distance
from the Middle East. Far East LNG buyers prefer Alaskan gas if priced
competitively due to their desire for supply diversification and their view that
the US is a reliable and stable supplier. LNG buyers also place importance on
the technical and financial strength of BP, ARCO, and Exxon. Although a
major gas sale will reduce oil recoveries and it will be important to understand
this, we do noc view this to be a significant economic Impediment given the
likely timescud
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EP does not envision a market window opening and then dosing, rather a
window which remains open for projects which can compete for the next
increment of demand. An Alaskan project must be competitive with numerous
other potential LNG suppliers. We currently believe that demand for first
deliveries of ANS gas is unlikely mucn before 2010.

Japan could be the anchor purchaser due to its large market size and proximity.
While demand growth has been faster in Korea and Taiwan during recent years,
potential deregulation of the monopoly buyers, Korea Gas Corporation and
China Petroleum Corporation (Taiwan), creates uncertainty. Other potential
LNG markets such as China, India, Thailand, etc. are more uncertain and less
attractive co ANS Gas due to shipping distances. The challenge ANS Gas faces
in chc market place is the additional very large quantities in a timely fashion.
This will take major commitments from a broad, need to piace, set of buyers.
Wi ith several local representative offices in Asia and the Far East, BP is in the
marker on a regular basis as we currently sell LNG from projects in Australia
and Abu Dhabi. We intend ro continue our regular contacts with the market by
updating prospective LNG buyers on ANS Gas progress and plans as well as
learn from the buyers what technical and commercial factors would make ANS

Gas most attractive.

We also need to make advances in three important additional areas: costs,
project structure, and fiscal terms. Costs (especially in the pipeline) are a prime
focus. This work is being accomplished joindy with ARCO and Exxon in a
number of teams charged with defining the project technically (including
environmental, safer/, and integrity aspects), identifying additional cost
reductions, and reducing cos: uncertainty.

Project structure work encompasses an understanding of the legal and
regulatory aspects or the pipeline, commercial opdous for shipping, and the
State's abiliry co invest in the project. We are also identifying other potential
investors such as LNG buyers, pipeline and shipping suppliers, trading houses,
permit holders, and pipeline companies who can add value and increase the
project's chance of success.

We are very pleased by me Scate's efforts seriously to discuss appropriate Stace
fiscal terms for this project. The State’s own modelling efforts as well as
findings by the Scare’s consultant Pedro VVan Meurs confirm that even with no
State take, project economics under current assumptions are not acceptable for
the risks involved. We plan to continue these discussions and consider the fiscal
system that could help this project. We also intend to work with the Stace and
discuss how Federal fiscal and regulatory changes may assist the project.
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We need co focus on making advances in each of these areas over the next year
or so. As we discussed with you, we would be concerned if a fast track of
legislative progress on the fiscal terms were to create a political pressure for a
level of commitment which may not be justified by overall project progress.
This may suggest avoiding fiscal terms legislation during 1997.

Bearing in mind the concerns expressed above and the work each of us has
already agreed to undertake, it may be better to proceed without the formality
on an MOU for the present.

I look forward to future discussions with you on this important topic Please
do noc hesitate to call me or Richard Campbell at any point.

cc: Richard Campbell
David Woodward
Jim Palmer
Mark Bendersky
Commissioner Wilson Condon-DoR
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TRANS ALASKA GAS SYSTEM ENVIRONMENTAL REVIEW COMMITTEE

750 W. Second Ave%Suite 104
Anchorage, AK 99501-2167

(907)279-8247 Fax 274-4145

February 3, 1997
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Dear Mr. Chairman and Members of the Resource Committee:
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separate studies by institutions as reputable as the Government
Accounting Office (GAO) have documented massive safety problems
on the oil pipeline. Alyeska has at times said as much. One
report concluded that the pipeline was an accident that had found
a place to happen. Despite all this, the state has refused to
even acknowledge the problems. Ask yourself® what would happen
to the prospects of building a natural gas pipeline across Alaska
if Alyeska has a catastrophic failure tomorrow? If you think the
answer is, "No problem!" think again.

To put it simply, the properties of LNG are poorly understood.

In fact, a year ago, Arco"s Kevin Meyer compared its explosive
hazards to that of atomic bombs. And Arco wants to co-site the
LNG facility at the Alyeska pipeline terminal? ABk yourself what
kind of media campaign people intent on killing a gas export

project could build around those kinds of statements. According
to the Anchorage Daily News, Alyeska wants to get an oar in the
water so it can build and operate a gas export facility. We

don*t know about you but talk of commingling the oil terminal and
the LNii liquefaction facilites make us extremely nervous.

The North Slope lease holders talk about fiscal certainty is
beyond belief. These are the same companies that are going all
out to develop competing projects in Indonesia, Sakhalin, 1in °
Yemen? Give us a break. The lease holders talk about how many
times Alaska has changed its tax policies to their disadvantage.
Give us a break. .0Only a few times have any legislature changed a
tax policy without the leaseholders®™ blessings. And even then,
these leaseholders have made scads of money from Alaska®s oil.

Por example, a recant master thesis from the University of
Wisconsin concluded that the per barrel profit provision from the
pipeline tariff leads to overcharges of $4.9 billion during the
life of the pipeline. Furthermore, over-deductions for
Dismantlement, Removal, and Restoration (DRSR) give carriers $9-
$13 billion too much. Finally, debt-trending overcharges amount
to some $6 billion. That is a total of $20 billion in
overcharges right there. And that 1is in addition to all the
profits they“ve made on the North Slope and all the profits

they e made shipping the oil out of Alaska and refining and
distributing it Outside. And these are our partners?

The producers talk about the need for a constitutional amendment
to guarantee fiscal certainty. Fiscal certainty is a non-issue.
If the Japanese are willing to do business in Qatar and Abu Dhabi
and what is left of Russia, we seriously doubt that they are
worried about fiscal certainty in Alaska. But they probably are
wondering when the leaseholders are going to get around to

offering gas for sale.
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resource agencies.

. Support the enforcement of Alaska's environmental
regulations.

. use your influence to force Alyeska to correct the
hundreds of problems still threatening the safety of
the oil pipeline and its workers.

. Demand improvements to the escort tug system in Prince
William Sound now.

. Tell the leaseholders that fiscal and regulatory
certainty are non-issues.

. Be very careful about entertaining any discussions
about fiscal concessions.

Thank you, Mr. Chairman and members of the Senate Resource
Committee, for your attention. In regards to HCR 1, a resolution
relating to North Slope gas sales, the Committee agrees that
North Slope gas sales is one of, if not the, biggest issues
confronting the legislature and the people of Alaska. And we
urge you to pay it the attention it warrants.

Mike Macy,
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