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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 Alaska’s 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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STATE OF ALASKA
1997 LEGISLATIVE SESSION

FISCAL NOTE BILL NO: CSHCR 1 (WTR)

Revision D a te : ___________________________________________ 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 FY00 FY 01 FY 02 FY 03
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

CHANGE IN REVENUES ( ) I-
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 $  0.0

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 (I) identify fiscal terms that would best 
facilitate the proposed project, (2) work with the Nof4h 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 is leading 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: Tamar diFranco, Special Assistant_________________  Phone: (907) 465-2300______

Division: Commissioner's Office_________________________________ Date: January 31, 1997

Approved by Commissioner: Wilson L. C ond on^ ^ ^ *- %     Date: January 31, 1997

Agency: Revenue_______ ___________________________
PREPARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICE

For further distribution information call the Governor’s Legislative Office
Page I ot I
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F IS C A L  N O T E

1997 LEGISLATIVE SESSION
Revision Date:  1/23/97
Title:

S T A T E  O F  A L A S K A B I L L  N O . H C R 1

Relating to a new Alaska liquefied natural 

gas project____________________ _____

Dept Affected, Natural Resources 
BRU: Management & Administration

Component: Commissioners Office

Sponsor:
Requestor:

Rep(s) Barnes, Phillips. Rokeberg, Kubina, Kolt... _______
House Special Committee on World Trade.... Component Serial No.

*<•
#423

Expenditures/Revenues (Thousands of Dollars)
OPERATING EXPENDITURES FY98 FY99 FY00 FY01 FY02 FY03
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 o f any current year (FY97) cost: S none

POSITIONS
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 0 0 0 0 0

ANALYSIS: (Attach a separate page if necessary)

Carol Carroll, Director
Support Services

Prepared by:
Division:
Approved by Commissionej 

Agency: Natural Resources

Phone: 
Date:

Date:

465-2406
23-Jan-97

/ A  y / f 7

ir«v hcRREBARER TO PROVIDE ALL DISTRIBUTION COPIES TO GOVERNOR'S LEGISLATIVE OFFICEp.gr i or l
For further distribution information call the Governor's Legisla'h/e Office
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T A G S  Pe r m it s  a n d  A u t h o r iz a t io n s

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

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

2. Project-Wide Environmental Impact Statement1: Trars-Alaska Gas 
System Final Environmental Impact Statement, June 1988 (21 federal and 
State agencies);

3. Ahtna Right-of-Way1: Grants to Yukon Pacific Corporation the right to 
designate and acquire certain rights in any and a ll lands acquired by or 
otherwise available to Ahtna under the Alaska Native Claims Settlement 
Act o f  1971 which are reasonably necessary to construct, mainrain 
operate or terminate the pipeline, October 14, 1988;

4. Federal Right-of-Way1: Right-of-Way Grant fo r  the Trans-Alaska Gas 
System from The United States o f  America to The Yukon Pacific 
Corporation, October 17, 1988;

5. State Right-of-Way1: Trans-Alaska Gas System Condironal Right-of-Way 
Lease, December 10, 1988;

6. DOE’s Authorization for Export of Gas1: DOE/FE Opinion and Order 
No. 350, Order Granting Authorization to Export Liquefied Natural Gas 
From Alaska; Limiting o f  FERC’s jurisdiction, November 16, 1989;

7. Confirmation of Order 3501: DOE/FE Opinion and Order No. 350-A, 
Order Denying Requests f o r  Rehearing and Modifying P rio r Order fo r  
Purpose o f Clarification, March 8, 1990;S

8. Anderson Bay Final Environmental Impact Statement1: Yukon Pacific 
Corporation LNG Project: Final Environmerual Impact Statement, March 
1995;

9. Order Granting NGA Section 3 Authorisation for the Siting,
Construction and Operation of LNG Facility: Federal Energy
Regulatory Commission's approval o f  Anderson Bay, Port Valdez, Alaska 
as the Place o f Export, May 22, 1995.



10. P revention o f Significant D eterio ration  (PSD ) application in progress: 
Reserves critical Port Valdez airshed "space" for fiiture LNG plant and 
marine terminal emmissions.1

lTnese assets are exclusive property rights o f  Yukon Pacific Corporation currently held 
through its interest in Yukon Pacific Company L .P . and represent over 12 years o f 
e ffo rt. It is important to note that the majority o f  these property rights were obtained 
before the Exxon Valdez o il spill and it is highly unlike ly that they could be duplicated 
in a reasonable period o f  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.



T A G S  B e s t  C a s e  D e v e l o p m e n t  S c e n a r i o

Negotiate commitments 
to sell North Slope gas 
Negotiate sales contracts
w/Asian markets 
Negotiate TAOS equity 
ownership mix & financing
Negotiate project labor
agreement
Complete final ________
engineering
Specialized training o f -
Alaskans for construction 
Complete pipeline &  ___
liquefaction plant 
Construct LNG tankers —

Negotiate in-state use
LNG contracts 
Construction o f in-state
LNG facilities & pipeline
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BEST CASE DEVELOPMENT 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.

M any o f the components o f  this project are already in place. W hat is the best 
case deve lopm ent scenario fo r the earliest completion o f 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 least 5 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.



N a t u n a  I s l a n d

S a k h a l i n

G r a s s  R o o t s  L N G  P r o j e c t s  

C o s t  C o n t p ^ r i s o n

Project

A la s k a  T A G S

T A G S  a t  h i g h e r  c o s t

Q a t a r g a s

Production 
(MMTPA* )

[Estimated Cost 
$ Billions

inCost 
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S A G S  C o m p e t i t i o n  i s  O t h e r  

U n d e v e l o p e d  G a s  F i e l d s  i n :

t o t - u p  D a l e

O

Q a t a r  ( Q a t a r g a s  &  R a s g a . s )  -  M o b i l  

I n d o n e s i a  ( N a t u n a  I s l a n d )  -  E x x o n  

S a k h a l i n  ( R u s s i a )  -  E x x o n  x 2 ,  M a r a t h o n / S h e l l  

Y e m e n  -  E x x o n  

P a p u a  N e w  G u i n e a  -  H I  

O m a n  -  S h e l l  

A u s t r a l i a  -  S h e l l ,  H P

Each host country (together with the private gas producers shown above) is 
actively promoting its project as the next post-2000 I .Nil supplier to Asia.

A n n u a l  V o ju i i i o  

6 - 1 0  M M T A  

1 5 M M T A
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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, Y u k o n  P a c i f i c  h a s  i n d i c n t e d  
th a t  t h e y  c a n  b u i l d  t heir p r o j e c t  w i t h i n  e x i s t i n g  s t ate 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  ur g e  this l e g i s l a t u r e  t o  s e n d  a 
s t r o n g  m e s s a g e  t o  the N o rth S l ope lea s e h o l d e r s  t h a t  t h e r e  w i l l  be 
n o  f u r t h e r  ta l k  a b o u t  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’s 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 u r g e  the 
l egisl a t u r e  to con t i n u e  to fund t h e  natural r esource a g e n c i e s  at 
least at c u r r e n t  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 is built the way it can and should be. The
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HCR 1 - February 3, 1997 
page - 2

• ,
n a t u r a l  r e s o u r c e  a g e n c i e s  w e  a r e  r e f e r r i n g  t o  i n c l u d e  t h e  
d e p a r t m e n t s  o f  N a t u r a l  R e s o u r c e s ,  E n v i r o n m e n t a l  C o n s e r v a t i o n ,
F i s h  & Game, a n d  Law.

F u r t h e r m o r e ,  t h e  l e g i s l a t u r e  m u s t  e n s u r e  t h e  c o n t i n u e d  
I n d e p e n d e n c e  o f  t h e  JUlasha O i l  & G a s  C o n s e r v a t i o n  C o m m i s s i o n *
T h e  A O G C C ' 8 h e a r i n g s  o n  t h e  P r u d h o e  B a y  U n i t  o v e r  t h e  p a s t  t w o  
y e a r s  a r e  l a r g e l y  r e s p o n s i b l e  f o r  t h e  l i t t l e  m o v e m e n t  t h e  N o r t h  
s l o p e  l e a s e h o l d e r s  h a v e  e x h i b i t e d  in gas sales. If t h e  
D e p a r t m e n t  o f  L a w  h a d  h a d  t h e  b u d g e t  t o  p r o v i d e  t h e  A O G C C  w i t h  
l e g a l  r e p r e s e n t a t i o n  p e r h a p s  t h i s  r e s o l u t i o n  w o u l d  b e  m o o t .

H e  u r g e  t h e  l e g i s l a t u r e  n o t  t o  r o l l  b a c k  r e g u l a t i o n s  a n d  p r e s s u r e  
t h e  n a t u r a l  r e s o u r c e  a g e n c i e s  n o t  t o  e n f o r c e  v a r i o u s  t h e  
r e g u l a t i o n s  t h a t  w e  d o  have. In t h e  past, t h i s  h a s  b e e n  
e x c e e d i n g l y  c o u n t e r - p r o d u c t i v e  a n d  w a s t e f u l .  O n e  n e e d  l o o k  no 
f u r t h e r  t h a n  t h e  E x x o n  V a l d e z  oil spi l l  t o  s e e  wh y .  In t h e  
1 9 80s, A l a s k a ’s p o l i t i c i a n s  a n d  r e g u l a t o r s  r e f u s e d  t o  c o n f r o n t  
t h e  c a t a s t r o p h e  i n  t h e  m a k i n g  in P r i n c e  W i l l i a m  Sound. B y  n o t  
a s k i n g  f o r  i m p r o v e m e n t s  in v e s s e l  t r a c k i n g  a n d  e s c o r t  s y s t e m s ,  
t h e  l e g i s l a t o r s  a n d  r e g u l a t o r s  t h o u g h t  t h e y  w e r e  d o i n g  t h e i r  
f r i e n d s  in t h e  o i l  i n d u s t r y  a  favor. B u t  r a t h e r  t h a n  s a v e  a  f e w  
m i l l i o n  d o l l a r s  p e r  year, t h i s  f a v o r  e n d e d  u p  d a m a g i n g  t h e  
e n v i r o n m e n t  f r o m  C o r d o v a  t o  Katraai, d e s t r o y i n g  s e v e r a l  v i t a l  
f i s h e r i e s ,  a n d  c o s t i n g  o n e  c o m p a n y  at l e a s t  $7 b i l l i o n .

B u t  wait,, i t  g e t s  w o r s e .  A s  a r e s u l t  of t h e  s p i l l  a n d  t h e  
p e n a l t i e s ,  t h i s  c o m p a n y  s e e m s  u n w i l l i n g  t o  i n v e s t  a n o t h e r  
d i s c r e t i o n a r y  c e n t  m .  t h e  s t a t e  o f  Alaska, a n d  t h a t  c o m p s u y  j u s t  
h a p p e n s  t o  o w n  m o r e  gas o n  t h e  N o r t h  S l o p e  t h a n  a l l  t h e  o t h e r  
c o m p a n i e s  c o m b i n e d .  I n  the m i s t a k e n  b e l i e f  t h a t  t h e y  h e l p  
i n d u s t r y  b y  g i v i n g  i n d u s t r y  w h a t e v e r  i t  w a n t s ,  s o m e  p o l i t i c i a n s  
a n d  r e g u l a t o r s  c r e a t e d  a s i t u a t i o n  t h a t  m a y  u l t i m a t e l y  r e s u l t  i n  
A l a s k a  m i s s i n g  o u t  o n  i t s  b e s t  s h o t  to m a r k e t  s e v e r a l  h u n d r e d  
b i l l i o n  d o l l a r s  o f  N o r t h  S l o p e  n a t u r a l  gas. A n d  o f  c o urse, if 
t h e r e  is n o  gas f o r  T o kyo, t h e r e  w o n ’t b e  a n y  g a s  f o r  F a i r b a n k s ,  
f o r  A n c h o r a g e ,  o r  f o r  Tok.

A  s i m i l a r  a t t i t u d e  h a s  r e s u l t e d  in t h e  c l o s u r e  o f  b o t h  of 
S o u t h e a s t  A l a s k a ' s  p u l p  m i lls. B y  n o t  r e q u i r i n g  t h e  m i l l  
o p e r a t o r s  t o  c o m p l y  w i t h  e x i s t i n g  a i r  a n d  w a t e r  q u a l i t y  
r e g u l a t i o n s ,  t h e  m i l l s  p o s t p o n e d  m a k i n g  t h e  a s s o c i a t e d  
i n c r e m e n t a l  p o l l u t i o n  a b a t e m e n t  i n v e s t m e n t s .  W h e n  it f i n a l l y  
c a m e  t i m e  t o  c o m p l y ,  m a n a g e m e n t  d e c l i n e d  o n  t h e  g r o u n d s  o f  
e x p e n s e  a n d  c l o s e d  u p  shop. In o t h e r  w o r d s ,  t h e y  t o o k  t h e  m o n e y  
a n d  ran.

I n  a d d i t i o n  t o  s t i l l  h a v i n g  an i n a d e q u a t e  t a n k e r  e s c o r t  s i t u a t i o n  
i n  P r i n c e  W i l l i a m  Sound, A l a s k a  c u r r e n t l y  f a c e s  a B i m i l a r  
s i t u a t i o n  o n  t h e  o i l  p i p e l i n e .  In t h e  p a s t  f i v e  y e a r s ,  t h r e e
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s e p a r a t e  s t u d i e s  b y  I n s t i t u t i o n s  a s  r e p u t a b l e  a s  t h e  G o v e r n m e n t  
A c c o u n t i n g  O f f i c e  (GAO) h a v e  d o c u m e n t e d  m a s s i v e  s a f e t y  p r o b l e m s  
o n  t h e  o i l  p i p e l i n e .  A l y e s k a  h a s  at t i m e s  s a i d  as m u c h .  O n e  
r e p o r t  c o n c l u d e d  t h a t  t h e  p i p e l i n e  w a s  a n  a c c i d e n t  t h a t  h a d  f o u n d  
a p l a c e  t o  h a p p e n .  D e s p i t e  a l l  this, t h e  s t a t e  has r e f u s e d  to 
e v e n  a c k n o w l e d g e  t h e  p r o b l e m s .  A s k  y o u r s e l f ' w h a t  w o u l d  h a p p e n  
t o  t h e  p r o s p e c t s  o f  b u i l d i n g  a  n a t u r a l  g a s  p i p e l i n e  a c r o s s  A l a s k a  
i f  A l y e s k a  h a s  a  c a t a s t r o p h i c  f a i l u r e  t o m o r r o w ?  If y o u  t h i n k  t h e  
a n s w e r  is, "No p r o b l e m ! " t h i n k  again*

T o  p u t  i t  s i m p l y ,  t h e  p r o p e r t i e s  o f  L N G  a r e  p o o r l y  u n d e r s t o o d .
I n  fact, a  y e a r  ago, A r c o ’s K e v i n  M e y e r  c o m p a r e d  i t s  e x p l o s i v e  
h a z a r d s  t o  t h a t  o f  a t o m i c  b o m b s .  A n d  A r c o  w a n t s  to c o - s i t e  t h e  
L N G  f a c i l i t y  a t  t h e  A l y e s k a  p i p e l i n e  t e r m i n a l ?  A s k  y o u r s e l f  w h a t  
k i n d  o f  m e d i a  c a m p a i g n  p e o p l e  i n t e n t  on. k i l l i n g  a  g a s  e x p o r t  
p r o j e c t  c o u l d  b u i l d  a r o u n d  t h o s e  k i n d s  of s t a t e m e n t s .  A c c o r d i n g  
t o  t h e  A n c h o r a g e  D a i l y  News, A l y e s k a  w a n t s  t o  g e t  a n  o a r  i n  t h e  
w a t e r  s o  i t  c a n  b u i l d  and o p e r a t e  a  g a s  e x p o r t  f a c i l i t y .  W e  
d o n ' t  k n o w  a b o u t  y o u  b u t  t a l k  o f  c o m m i n g l i n g  t h e  o i l  t e r m i n a l  a n d  
t h e  L N G  l i q u e f a c t i o n  f a c i l i t e s  m a k e  u s  e x t r e m e l y  n e r v o u s .

T h e  N o r t h  S l o p e  l e a s e  h o l d e r s  t a l k  a b o u t  f i s c a l  c e r t a i n t y  i s  
b e y o n d  b e l i e f .  T h e s e  a r e  t h e  s a m e  c o m p a n i e s  t h a t  a r e  g o i n g  a l l  
o u t  t o  d e v e l o p  c o m p e t i n g  p r o j e c t s  in I n d o n e s i a ,  S a k h a l i n ,  in 
Y e m e n ?  G i v e  us a  brea k .  T h e  l e a s e  h o l d e r s  t a l k  a b o u t  h o w  m a n y  
t i m e s  A l a s k a  h a s  c h a n g e d  its t a x  p o l i c i e s  t o  t h 9 i r  d i s a d v a n t a g e .  
G i v e  u s  a b r e a k .  .Only a f e w  t i m e s  h a v e  any l e g i s l a t u r e  c h a n g e d  a 
t a x  p o l i c y  w i t h o u t  t h e  l e a s e h o l d e r s '  b l e s s i n g s .  A n d  e v e n  t h e n ,  
t h e s e  l e a s e h o l d e r s  h a v e  m a d e  s c a d s  o f  m o n e y  f r o m  A l a s k a ' s  oil.

F o r  e x a m p l e ,  a  r e c e n t  m a s t e r  t h e s i s  f r o m  t h e  U n i v e r s i t y  o f  
W i s c o n s i n  c o n c l u d e d  t h a t  t h e  p e r  b a r r e l  p r o f i t  p r o v i s i o n  f r o m  t h e  
p i p e l i n e  t a r i f f  l e a d s  t o  o v e r c h a r g e s  o f  $ 4 . 9  b i l l i o n  d u r i n g  t h e  
l i f e  o f  t h e  p i p e l i n e .  F u r t h e r m o r e ,  o v e r - d e d u c t i o n s  for 
D i s m a n t l e m e n t ,  R e m o v a l ,  a n d  R e s t o r a t i o n  (DRSR) g i v e  c a r r i e r s  $ 9 -  
$13 b i l l i o n  t o o  m u c h .  F i n a l l y ,  d e b t - t r e n d i n g  o v e r c h a r g e s  a m o u n t  
t o  s o m e  $6 b i l l i o n .  T h a t  is a  t o t a l  of $20 b i l l i o n  in 
o v e r c h a r g e s  r i g h t  t h ere. A n d  t h a t  is in a d d i t i o n  t o  a l l  t h e  
p r o f i t s  t h e y ' v e  m a d e  o n  t h e  N o r t h  S l o p e  a n d  a l l  t h e  p r o f i t s  
t h e y ' v e  m a d e  s h i p p i n g  t h e  o i l  o u t  of A l a s k a  a n d  r e f i n i n g  a n d  
d i s t r i b u t i n g  i t  O u t s i d e .  A n d  t h e s e  a r e  o u r  p a r t n e r s ?

T h e  p r o d u c e r s  t a l k  a b o u t  t h e  n e e d  f o r  a c o n s t i t u t i o n a l  a m e n d m e n t  
t o  g u a r a n t e e  f i s c a l  c e r t a i n t y .  F i s c a l  c e r t a i n t y  is a  n o n - i s s u e .
If t h e  J a p a n e s e  a r e  w i l l i n g  t o  d o  b u s i n e s s  in Q a t a r  a n d  A b u  D h a b i  
a n d  w h a t  is l e f t  o f  Russia, w e  s e r i o u s l y  d o u b t  t h a t  t h e y  a r e  
w o r r i e d  a b o u t  f i s c a l  c e r t a i n t y  in A l a s k a .  B u t  t h e y  p r o b a b l y  a r e  
w o n d e r i n g  w h e n  t h e  l e a s e h o l d e r s  a r e  g o i n g  t o  g e t  a r o u n d  t o  
o f f e r i n g  g a s  f o r  sale.
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w h e n e v e r  t h e y  t a l k  a b o u t  f i s c a l  c e r t a i n t y ,  t h e  l e a s e h o l d e r s  t a l k  
a b o u t  r e g u l a t o r y  c e r t a i n t y .  R e g u l a t o r y  c e r t a i n t y  i s  a n o n - i s s u e .  
Y u k o n  P a c i f i c ,  t h e  p r o m o t e r  o f  t h e  o n l y  N o r t h  s l o p e  gas e x p o r t  
p r o j e c t  t h a t  w e  k n o w  of, h a s  a l r e a d y  i n d i c a t e d  t h a t  t h e y  c a n  
b u i l d  t h i s  p r o j e c t  w i t h i n  t h e  e x i s t i n g  r e g u l a t o r y  f r a m e w o r k .

R e c e n t l y ,  b o t h  t h e  A n c h o r a g e  D a i l y  N e w s  a n d  F a i r b a n k s  N e w s  M i n e r  
h a v e  e d i t o r i a l i z e d  t h a t  t h e  s t a t e  s h o u l d  b e  v e r y  c a r e f u l  a b o u t  
f i s c a l  c o n c e s s i o n s  for a g a s  e x p o r t  p r o j e c t ,  t h a t  t h e r e  w i l l  b e  a 
h o s t  of i m p a c t s  f r o m  a  gas c o n s t r u c t i o n  p r o j e c t ,  a n d  t h a t  t h e  
p e o p l e  of A l a s k a  s h o u l d  r e c e i v e  s o m e t h i n g  i n  return. T h e  
E n v i r o n m e n t a l  R e v i e w  C o m m i t t e e  c o u l d n’t a g r e e  more. T h e r e  x b  
c o u p l e  of h u n d r e d  b i l l i o n  d o l l a r s  of gas o n  t h e  N o r t h  Slope.
Y u k o n  P a c i f i c  says t h a t  a n  e x p o r t  p r o j e c t  is e c o n o m i c  a n d  
c o m p e t i t i v e  at 14 m i l l i o n  t o n s  p e r  y e a r  (mmtpa) w i t h o u t  f i s c a l  
c o n c e s s i o n s .  Y u k o n  P a c i f i c  h a s  t e s t i f i e d  r e p e a t e d l y  t h a t  
e x p a n s i o n  b e y o n d  14 m i l l i o n  t o n s  w i l l  b e  m a k e  t h i s  p r o j e c t  v e r y  
l u c r a t i v e  f o r  i n v e s t o r s .

O n e  h a s  t o  w o n d e r  w h y  the A d m i n i s t r a t i o n  c o n t i n u e s  t o  a r b i t r a r i l y  
p r o v i d e  c o n s u l t a n t s  w i t h  a s s u m p t i o n s  t h a t  p u t  A l a s k a  gas s a l e s  a t  
a d i s t i n c t  d i s a d v a n t a g e  t o  A l a s k a 1s c o m p e t i t i o n  i n  S a k h a l i n  a n d  
N a t u n a .  T h e s e  m a n e u v e r s  a i d  a n d  a b e t  f o o t - d r a g g i n g .  T h e y  
p o s i t i o n  t h e  l e a s e  h o l d e r s  f o r  a n o t h e r  u n w a r r a n t e d  r a i d  o n  
A l a s k a ' s  n a t u r a l  r e s o u r c e  w e a l t h .  T h e  l e a s e h o l d e r s  s e e m  n o t  t o  
u n d e r s t a n d  t h a t  t h e  J a p a n e s e  n e g o t i a t e  o n  t h e  b a s i s  o f  ooet. If 
t h e  s t a t e  l o w e r s  t h e  cost, i t  j u s t  m e a n s  t h a t  t h e  s t a t e  w i l l  g e t  
t h a t  m u c h  l e s s  f o r  its gas.

W h e n  i t  c o m e B  t o  N o r t h  S l o p e  g a s  s a l e s  o r  a n y  o t h e r  d i s p o s a l  of 
p u b l i c  r e s o u r c e s ,  i t  see m s  i n c u m b e n t  u p o n  b o t h  t h e  s t a t e  a n d . t h e  
l e g i s l a t u r e  to l i v e  up to its f i d u c i a r y  r e s p o n s i b i l i t i e s .  T h e  
l e g i s l a t u r e  a n d  A d m i n i s t r a t i o n  s h o u l d  s u p p o r t  t h e  e f f o r t s  o f  
t h o s e  c o m p a n i e s  t h a t  a r e  w i l l i n g  t o  o p e r a t e  within' e x i s t i n g  
f r a m e w o r k s  r a t h e r  t h a n  t h o s e  c o m p a n i e s  w h o  s o  o f t e n  a d m i t  t h a t  
t h e y  c a n  m a k e  m o n e y  on a g i v e n  p r o j e c t  b u t  r e f u s e  t o  u n d e r t a k e  i t  
a b s e n t  a d d i t i o n a l  f i s c a l  i n c e n t i v e s  a n d  c o n c e s s i o n s .

F i n a l l y ,  the E n v i r o n m e n t a l  R e v i e w  c o m m i t t e e  u r g e s  t h e  l e g i s l a t u r e  
t o  f o c u s  on N o r t h  S l o p e  g a s  exp o r t s .  W h e n  y o u  c o n s i d e r  t h e  l o n g­
t e r m  i m p a c t  o n  t h e  s t a t e  t r e a s u r y  a n d  A l a s k a ' s  eco n o m y ,  all t h e  
l e g i s l a t i o n  i n t r o d u c e d  in t h e  p a s t  f i v e  y e a r s  d o e s n ' t  a m o u n t  t o  a 
h i l l  o f  b e a n s  c o m p a r e d  t o  t h e  i m p o r t a n c e  o f  N o r t h  S l o p e  gas 
e x p o r t s .

In s u m m a r y  then, t h e  E n v i r o n m e n t a l  R e v i e w  C o m m i t t e e  u r g e s  t h e  
S e n a t e  R e s o u r c e s  C o m m i t t e e  a n d  t h e  T w e n t i e t h  L e g i s l a t u r e  to:

<* t e r m i n a t e  t a l k  of d u p l i c a t i n g  p e r m i t s ,
• f u n d  a n d  s u p p o r t  t h e  m i s s i o n s  of t h e  s t a t e ' s  n a t u r a l
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r e s o u r c e  a g e n c i e s . 
c S u p p o r t  t h e  e n f o r c e m e n t  of A l a s k a 's e n v i r o n m e n t a l

r e g u l a t i o n s .
• U s e  y o u r  i n f l u e n c e  t o  f o r c e  A l y e s k a  t o  c o r r e c t  t h e  

h u n d r e d s  of p r o b l e m s  s t i l l  t h r e a t e n i n g  t h e  s a f e t y  of 
t h e  o i l  p i p e l i n e  a n d  its w o r k e r s .

• D e m a n d  i m p r o v e m e n t s  to t h e  e s c o r t  t u g  s y s t e m  i n  P r i n c e  
W i l l i a m  S o u n d  now.

• T e l l  t h e  l e a s e h o l d e r s  t h a t  f i s c a l  a n d  r e g u l a t o r y  
c e r t a i n t y  a r e  n o n - i s s u e s .

• B e  v e r y  c a r e f u l  a b o u t  e n t e r t a i n i n g  a n y  d i s c u s s i o n s  
a b o u t  f i s c a l  c o n c e s s i o n s .

T h a n k  y o u ,  Mr. C h a i r m a n  a n d  m e m b e r s  o f  t h e  S e n a t e  R e s o u r c e  
C o m m i t t e e ,  f o r  y o u r  a t t e n t i o n .  In r e g a r d s  t o  IICR 1, a r e s o l u t i o n  
r e l a t i n g  t o  N o r t h  S l o p e  g a s  sales, t h e  C o m m i t t e e  a g r e e s  t h a t  
N o r t h  S l o p e  g a s  s a l e s  is o n e  of, if n o t  the, b i g g e s t  i s s u e s  
c o n f r o n t i n g  t h e  l e g i s l a t u r e  a n d  t h e  p e o p l e  of A l a s k a .  A n d  w e  
u r g e  y o u  t o  p a y  i t  t h e  a t t e n t i o n  i t  w a r r a n t s .
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M e m o r a n d u m  o f  U n d e r s t a n d i n g  R e l a t i n g  t o  t h e  

P r o p o s e d  A l a s k a  N o r t h  S l o p e  G a s  P r o j e c t  

A m o n g  t h e  S t a t e  o f  A l a s k a ,  A R C O  A l a s k a ,  I n c . ,
.JF

BP  E x p l o r a t i o n  ( A l a s k a )  In c ., a n d  E x x o n  c o m p a n y ,  U.S .A .

Version: Janu a ry  22. 19^7

This is a Memorandum of Understanding (Memorandum) among 'he State of Alaska, 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.j

I. In t r o d u c t i o n

The Parties wish to pursue establishing a viabiefproject to produce gas from the Alaska North
iW

Slope and to transport that gas-tamarketsiirf h 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 senesof actions, both separately and together, to pursue the .Alaska

Nonh Slope (^ H o je c t.

;w
In addition to potential public and private revenue, the construction and operation of the A'aska

NorthuSlope Gas Project 6i 

natural gas for Alaskan communities.

possibility of a significant number of jobs for Alaskans and

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 I ndcrsiandmg 
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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.

Version: January  22. 1097

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 o f LNG during the first year
^  H v

of operation, increasing by 2-3 million metric tons petyCar until the full volume is reached 

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

•iisf J&gja. Jmr

The Parties:!^ ieve the P rc n ^ s  Chance o f ^ c e s s  wiil be enhanced if:
. .tvSS&N

p l p k  ’

/Xv-

I. The Project can be constructed for substantiallv less than the projections specified

a b o v f t^ f t^ ^ fe  .K

ipT he; .NG froratherProject can be marketed for prices substantially above the price 

.'/ prevailing during I995f 

Fi 3. The full volume of LNG available from the Project can be placed in the market more 

;. s rapidly 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-Produccrs Memorandum ol' f 'nderstandtne



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).

I e rsion : .January 22. 1 9 9 "

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. If any 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. $ijf '

Any changes to the Project State Fiscal System must be consistent with the public interest and the
,<#v" :\ \  .I/’'

legislature’s duty to provide for the use. development and conservation of all natural resources
># W

belonging to the State for the maximum benefit of tfs people:..!:' '̂'
:f w  -S 

I p w m  m
. , 3 m  M

The State has retained a consultant; Pedro VaitMeurs and Associates, to evaluate the Project

State Fiscal.System and, . i^ p o ^ ia te ,  to roakeilepornmendations for possible changes in that
• -X • •• i ■ vtUSwT::lv,yS

system to enhanceithe possibiKty that the Project will be built.

The major p u reses o£ this Memo randu m are to assist ( I) 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
J ilt ll.  W

proposed changes would occasion: (4) in setting the framework for future discussions and joint
. v-% ■; f->>.... ....

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;
i f  -m, ;■

2 . The market terms, conditions and opportunities available for the Project;

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

potential Project sponsors: l | i  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 j ^ f  * •. t e  ;

/  f  "W P
W  M•. ,v> f

n, projected Costs and Cost Reductions

W  A  . #
The Partiesxecogruze that the current cost climate of about S15 billion in 1995 dollars

*
(excludihg.lnterestduring construction) is subject to a great deal of uncertainty and that the actual

W i i K  , •
cost of constructing the Project might be considerably lower or higher than this estimate

' ’’ XK-Ty^>>£%>>v>:' VJ \
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 
im  :4f

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

Version: January  22. 1997

l i p *  - 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 o f 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.

Version: January  22. 1 9 9 ?

1T1. M a r k e t  T e r m s . C o n d it io n s  a n d  O p p o r t u n it ie s

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; m m 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 of the important components of the Project.

The Parties recognize there are other potentili^ojects,competing for a place in the Far East 

markets and the possibility ofsuccessfully completing this Project will be increased by advancing 

it as far asfpossibiein the eyes o f 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
■4tf . . '1

agiye that opportunities for 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 \ femnrandum 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. yf

Version: January  22, 1997

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.

rvr. T h e  St a t e  F in a n c ia l  M o p e i^

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  w i n  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:
S r --m

1. H^fe and Federal JGscai terms; 

2 f^p N q o ity  ratios; -v

U

»
3. Return-on debt;

4. Return on equity;
SFRequired project rates of return;,y

■W  6. Capital and operating costs:
• f

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 \Icinoraiuium ol I ’ndemaniiniv
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V. St a t e  F is c a l  M o d if ic a t io n s

Version: January 22, 1997

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.

f ii '' ®  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.
• >ZiSGk.-..

J

Slate-Produccrs Memorandum ol I 'ndcrstandmn
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Version: January  22. 199 7

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  J?

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

l?Tax and royalty ofiSets for.early expenditures prior to Project commitment:
' fBgg >v--,.

2. Accelerated capital depreciation;

3. Investmeat credits;,: 'T
si'

^Deferrals of or reductions in royalties and cenain taxes;
W  % _ -̂s"- :j?

i  5. Recognition of losses in wellhead revenue for rovaitv payments bv either an offset or
j t  *
“y carry forward of those 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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Version: January/ 22. 1997

regarding how modifications to propenv taxes may enhance the Pro ject's chance o f  success.

V I. St a t e  F is c a l  St a b il it y  ant> C e r t a in t y

AT""
JP

The Panies recognize that due to the anticipated length of time between many of the Project's
;:gk

enormous capital expenditures and the receipt of significant Project 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 the Constitution of the State ofj'r . .

.Alaska imposes some limits on the abiiitv of the State to: commit; itself irrevocably 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
. 0  

Project by, among other things, agreeing to dispute settlement procedures and clear definitions of
, ... . w  . m  • #tax and royalty obligations, common earner, r^iirements, tariff methodology, and other 

regulatory obligations before.lhe:Project commences.

- ' /vllv VS\\. • * ^

M P  V T L  R E L A T T O N SfflP  W IT H  T H E  A LA SK A  L E G IS LA T U R E

'"'It'v/'■\y-

Since thetAlaska Legislature mustdctermine whether to modify the Project State Fiscal System, 

the Panies will keep appropriate members of the .Alaska Legislature informed of their respective
ragr

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

Stale-l’mducers Me mom icium of I 'mlerstaminz



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
.•P. “ r

working group created by HJR 54 is kept apprised of the efforts of the Parties, has the
:#s*.

information it requires to do its work, and is supported in its efforts in any other appropriate 

manner. J  ^  v?,.

iL  •

Version: .January 22. 1997

VTTI. H i k i n g  A l a s k a n s

The Parties recognize that an important potential, benefit of the Project is the employment of
. < • .  'a#?.:

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

Parties recognize that AJaskans expect a strong “.Alaska-hirey effort for the Project. The
. i f  .#  Tj j W F

Panies are determined to find suitable measures-.to successfully ensure 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^t|ving:^commercially viable Project, there will
: m m

be a need, foitcompetitively priced goods and:servtces. The Parties agree that clearly defining 

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

^  AND N A TU R A L G A S  A V A IL A B IL IT Y  FO R  A L A SK A N  C O M M U N IT IE S

In addition to public revenue and employment within the State, other important public interests 

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

\  •' I
1. Protection of the environment:

"SsssSefiS®
2. Protection of the health and safety of workers and the public; and

3. Providine natural uas to AJaskan communities.

Siate-Producers' Memorandum m l 'nderstandinv
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Version: .January 22. 1997
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. t h e  P o t e n t i a l  E f f e c t  o f P e r m t t t i n c

RE Q U I R E M E N T S  A N D  D E L A Y S
sf - 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' I l l l i l F  

health and safety of all Alaskans. f /

J 0  £m
S w  m  j f

XI. f e d e r a l  A c t i o n s  t h a t  MicarrAs s r s T T H E  p r o j e c t

  ,

The Parties recognize that there may be some steps the Federal government could take to improve
. ; 4 S. .

the economic feasibility and competitiveness of the Project. These steps include, for example, 

potential changesito federal,laws and regulations relating to taxes and permitting requirements.

The Parties intend to evaiuafe:thbse potential changes, including federal fiscal modifications such
y  sst.

as: . /  f W
s  m

■ s
:-.w&

1. Investment and other tax credits:

2. Accelerated depreciation:. . ; ,v

3; Sharing of tax revenues with the Slate of Alaska: and 

4 Authorizing tax free bonds for the Project.

'»tate-Producers Memorandum ot I ’nderstandius
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Based on these evaluations, the Parties may encourage federai policy makers and agencies to 

pursue selected federal changes.

I ’e m  on: .January 22. 1997

X I I .  Y u k o n  P a c i f i c  C o r p o r a t i o n
./•

Yukon Pacific Corporation IYPC) 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 to ld d  value to the Project; and where
'-ty&

there are acceptable, cost-effective Jtiearis to use the worldlhe Producers will endeavor to do so.
M W  ^

Further, the Parties recognizethat^uccess inmyeloping and marketing Alaska North Slope 

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

proposed tflfadhieve that objective.-. %.

XUI, M a j o r  G a s  S a l e  In c e n t i v e  St u d y

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 .1 lemorandum o f  f ’naerstandme
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X IV . L im it a t io n s

I 'ersion: January  22. 199 7

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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I.

n.

in.
rv.

v.

VI.

VII.

Vffl.

DC.

M e m o r a n d u m  o f  U n d e r s t a n d i n g  R e l a t i n g  t o  a  

P r o p o s e d  A l a s k a  N o r t h  S l o p e  G a s  P r o j e c t  

B e t w e e n  t h e  S t a t e  o f  A l a s k a  a n d  

Y u k o n  P a c i f i c  C o r p o r a t i o n

Version: January 21 , 1997

!i 'te :

In t r o d u c t i o n
-Si-', m  i i '

Pr o j e c t e d  C o s t s  a n d  C o s t  R e d u c t i o n s  a p S  \
:>w

M a r k e t  T e r m s , C o n d i t i o n s  a n d  O p p o r t u n i t i e s

T h e  C S  F i r s t  B o s t o n  R e p o r t  a n d  t h e  S t a t e  F i n a n c i a l  M o d e l

St a t e  F i s c a l  M o d i f i c a t i o n s
w  j r ' p |

S t a t e  F i s c a l  S t a b i l i t y a n d  C e r t a i n t y  - fflr

..y #  & P  m  
R e l a t i o n s h i p  w i t h t h e  A l a s k a  L e g i s l a t u r e

H i r i n g  A l a s k a n s /

| | ;ENVmONlVffiNT^lNTEGRlfv, H E A L T H ,  S A F E T Y  A N D  N A T U R A L  G A S

'̂ yu3K. P O T  E N T  IA&BFFECTnO F P E R M I T T I N G  R E Q U I R E M E N T S  A N D  D E L A Y S
F e d e r a l :Ac t i o n s  t h a t  M i g h t  A s s i s t t h e  P r o j e c t

T h e  N o r (t h S l o p e  P r o d u c e r s
mmA.

s:S A l e  In c e n t i v e  S t u d y



M e m o r a n d u m  o f  U n d e r s t a n d i n g  R e l a t i n g  t o  a  

P r o p o s e d  A l a s k a  N o r t h  S l o p e  G a s  P r o j e c t  

B e t w e e n  t h e  S t a t e  o f  A l a s k a  a n d  

Y u k o n  P a c i f i c  C o r p o r a t i o n

Version: January 21 . 1997

This is a Memorandum of Understanding (Memorandum) Between the State o f Alaska, acting f "
i l l  ' " • -

through the executive branch of state government (State)£and Yukon Pacific Corporation (YPC), 

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 l i l l t l  1b ,

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
(iW

“the Project"). The Parties intend|p take a setj|s of ac^pSis, both separately and together, to 

pursue an Alaska North SlopfelS^ Project.
''.M

. (hv
In addition to^potentiahpublic aiiyriyate revenue, the construction and operation of the Alaska

North Slope <^;j||6|ecii»Sfers the possibility of a significant number of jobs for .Alaskans and
' - ' \

natural gas'for Alaskan communities.

J§ IPIP^
Th^State 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
>

insteacimust 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 o f 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:

Version: January 21 , 1997

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

Transponation Act; i | L r
A  V \

A Project-wide Environmental Impact Statement; W k M  '
■gfpF s

3. A right-of-way grant for Ahtna lands; j f  j /  '1p§L~

4. A right-of-way grant for federal lands; , /  \  < <U r

5. A right-of-way grant for State lands; B l i p k^

6. Depanment of Energy authorization for North Slope gas expons;

7. An Environmental Impact Statement for the Andersaff jBay LNG facilities and
.: :•>:£:& i > x *Vx£>><. y

marine terminal site; -W

8. Federal Energy Regulatory ComnussLon approval:oTAhderson Bay as an expon
.•5s&9 r

site (YPC believes this is ih  exclusive license)]!
4 W  #  »9. Contacts with customers,? tradir#companie£and market country governments;

10. Memoranda of Intent with K B ^ sGasj(|#poration and Chinese Petroleum 

^^Coiporatioa'f^rpt^chase v o f t^ lp P L k G  from a Nonh Slope Gas Project;

rS^A iftnancial 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
J r  ' ' ' l i i i p C

Environm eM ^view  Committee.
#  m w

YPCIis pursuing its private economic interests with respect to TAGS. The State is charged with
i i l i l  m■<$$$$$$+ >{T
pursuing and protecting the 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 in a Nonh Slope Gas 

Project.

State-YPC Memorandum o f 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
. . i k  wcomplying with these obligations. r

Version : January 2 1 ,1 9 9 7

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 

SI5 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 milBon BTUs; and

3. The LNG product volume tentatively p’ mnecTf^dteProject (about 14 million metric
tfff ."V :V'.

tons of LNG per year) is as folloy/s: 2-3 r :ilfion metnc tons of LNG during the first year 

of operation, increasing by. 2~3Yfiillion itie ric tons J f e r  year until the full volume is reached
J l r  i p f  <win the sixth year of operatlpti, contirapig,at that volume for the life of the project.

‘ ......
YPC believ^|p ||tf ie  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
J W

The full volume of LNG available from the Project can be placed in the market more 

W > rapidly than in the schedule set forth above.

^PThe Project is subject to an appropriate fiscal and regulatory environment that is stable 

and certain over a long period.
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Version: January 2 1 ,1 9 9 7

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.
. j j k

As an owner of such facilities, YPC would contribute to the state treasui/througb the property
• - X ’/ ’■* p

tax and the corporate income tax. The portion of the Project State Fiscal System that relates to 

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 feasib ili§ :^ :cp^etitivene«ffo?the Project. The

Producers have represented that such modifications may fiemecesaa# to make the Project either
■W  Weconomically feasible or competitive in.the marketer both. l p i n / o f  these propositions is true.

Saar J&jfr M
then modifications to the Downstream.Project:Sfdte FiscaTSystem might be necessary for the 

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

____
Any changp llosth fiP ow nsfr^^^^ct State Fiscal System must be consistent with the public 

interest and the iegislafbre’s duty to’pfovide for the use. development, and conservation of all
v . .\S\\'A\NU\,\V''A- • W VAV̂A-. A'A- .*V'-'.Wavt....

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

_  - '
The State has retained a consultant, Pedro Van Meurs and Associates, to evaluate the Project

Js|f f0  . .
State Fiscal System andpf appropriate, to make recommendations for possible changes in that

Jlp
system to enhance the possibility that the Project will be built.

Sf', -v~ ' '\i '*
. . .  I-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:
. Ci vr : 9$mg2$»3 yi
W  j p p M  x

1. The projected costs of the Project and meansfor reducingi|iBsfe>cqsts;

2. The market terms, conditions and oppoj^wllis available fortKe Project;

Version: January 21 , 1997

3. The federal, state, and local tax ancfstate rc^aUy;dblit^Etions of the potential Project
w  J r  ' W f g Psponsors; . m  i f  U p # *

jJjjF jH?
4. The stability and certainty. o£ the Project State Fiscal System;

l r  J m
5. The public costs and bepfits of t^ Brojecj^pd

6. TboTegal requirgg^SlpplicablC toM e Project, including federal, state, and local

i-;T  v-\

« ? ^ ^ ^ S l I l l P R O J E C T i b  C o s t s  a n d  C o s t  R e d u c t i o n s
$8&r

 m m & .

mr
ThePafties recognize thatjtHB State’s current cost estimate of about $15 billion in 1995 dollars

0  J f
(excluding interest during’construction) 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 o f  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

Version: January 21 , 1997

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. #.-■.... #

m .  M a r k e t  T e r m s , C o n d it io n s  and O p p o r t u n it ie s

y-.; V
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 

cu^^sources; t l
^ll&facebalance of payp^nt surpluses with the United States and gain consequent 

political benefits; and »  m k .

3. Inye^rjf imd(:ppvide some.pthe important components of the Project.
\

’ ~i ?'
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
i lp i l  .fjjjp
advancing it as far as possible in the eyes of potential LNG purchasers toward the front of the

 ̂ , ,r re­
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 o f Understanding
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It a t e  F i n a n c i a l  M o d e l

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

Version: January 21 , 1997

The Parties further recognize that if this project could be developed and marketed.with larger ;
■ If s ' ' ,\  _ ,#

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
; !$§P6'

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^

YPC has c 

The Parti

issioned a.|^}ort;||^ CS F irs^ ^ p n ld d re ss in g  the Project’s financial feasibility. 

;e that the CS.Eifst Boston report purposely did not reflect or incorporate all

elements of thecurrehLProject f^IpFfscal System. The CS First Boston report concludes that:

I :^ d e f  current Project cost estimates and current capital market conditions, 

t^^pjecttw ill require an LNG price that escalates 3% annually, from an 

assumedT996 price of $3.57 per MMBtu, through the year 2035;
f  . . . . .The 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 o f  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

Version: January 21 , 1997

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 ;
i n k  w

■jit
1. State and federal fiscal terms; liP ^■■■■ii? • ...w? ,

* w  $
2. Debt-equity ratios; :m  J w  W

.. ..

3. Return on debt; W v.

4. Return on equity;
< . y

5. Required project rates of return;

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 ?  / -  ! ’ \ —
. w  M  X fe W > ‘

9. LNG market prices; and f

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

••<î ^ S T A T E  FtSt^tfobrFICATIQNS
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

mafkets.
......

w

■i'iV

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.

Version: January 21, 1997

w

The Parties recognize that the appropriateness of proposed changes to the Downstream Project
i * -'

r
State Fiscal System must be evaluated by examining whether the changes ywkrld be socially

IpF „ \
responsible, given the strain on public services the Project would create,'by considering the non­

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 (I);sigwifi^titly improvethe viability or 

competitiveness of the Project; (2) be so c i^ f’respon^lslfiMBlj^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. If appropriate, the State will assessftpiProj^’ifsocioeconornic effects on the people of

the State- ^ ® N  . J i i i U

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

Fiscal SvsternrshobH P a b fe to  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
W  -W . . .the Project accordingly, while Project sponsors retain upside profit potential commensurate with

m k  . #the risks they are undertaking.

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

include:

State-1 PC Memorandum o f Understanding
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Version: January 21. 1997

1. Tax offsets for early expenditures prior to Project commitment;

2. Accelerated capital depreciation;

3. Investment credits;
j>W*

4. Deferrals of or reductions in certain taxes; ... '
'5. Profit based taxes; and

.Aŷ S- -jfm

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 AND C e r t a i n t y
 ŝs*»

The Parties recognize that due to the anticipated length of tiimKetween many of the Project’s
3£aenormous capital expenditures and the:feceiptpfsignificanLProject revenues, and the Project’s 

need for a reliable revenue streanpiver a lo p ^ j^ g d ^ f n k e ly  that potential sponsors will 

require as^f^qc|that the£rojebCState F is p |^ ^ p m  will not change adversely over a significant

part of thdljfe of the Project, The Parties also recognize that the Constitution of the State of
j j j j j j k  l l P P k .

Alaska imposes Innits on the abfitCyof the State to commit itself irrevocably to certain levels

and kinds o f t^ a « ^ |t ^ F a r t i e s  agree' to search for suitable measures within the pertinent 

C on^t^d i^fram ew ork  toaclueve the fiscal stability and certainty the Project requires.

TheJParties also recognize that they can increase the fiscal stability and certainty surrounding the
m m  xiWSi ■

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 o f  Understanding
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Version: January 21, 1997 

v n .  R e l a t i o n s h i p  w i t h  t h e  A l a s k a  L e g i s l a t u r e

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

1 •

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 HJR 54 is kept apprised'of the efforts of the Parties, has the information it 

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

The Parties recognize that an important potential benefit of the Project is the employment of
'vtrtv" 1 ■-. / .?>N ' VAVA Av/ 4 t

Alaska residents crior^iska.'businesses'in the construction and operation of the Project. 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
tj£f

reaHnts and AJaska-basbd businesses are hired to construct and operate the Project, while
m m . ; w

reobgnizing that, in order to assist in achieving a commercially viable Project, there will be a need

for c o ra j^ ^ e ly  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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Version: January 21 , 1997

IX, En v ir o n m en ta l  In t e g r it y . H e a l t h , Sa fety  
and Na t u r a l  G as Av a ila b ilit y  fo r  A lask an  C o m m u n it ie s

In addition to public revenue and employment within the State, other important public interests 

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

1. Protection of the environment; W T
j j r

2. Protection of the health and safety of workers arid the public; and
■ ••</ *: :■»»»«¥:•:•:: :< y.jr3. Providing natural gas to Alaskan communities. v /

_

y  >'/ i
The Parties agree to search for suitable measures to ensure that, if  the Project is constructed:

1. Its construction and operation will p^effFpbtect'A laska’s environment;

2. It will be constructed and operated in a mariner that properly protects the health and
l i l t /

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

“ fX PPpSli l k
x;T«EP»fEN TTA L Ef f e c t  o f  P e r m it t in g  

;:lKCT^MENrs,ANi>-PELA^
k  m m r

The Parties jp^g^lelflil^nuittingTequirem ents and delays may affect the viability of the

Project#The Parties intend to search for suitable and mutually agreeable measures to aid Project
J jr  p r

viability while still proteetmg essential regulatory goals such as environmental quality and the
£1

health and safety of alL Alaskans.

State-Y PC Memorandum o f  Understanding
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Version: January 21, 1997

The Parties recognize that there may be some steps the Federal government could take to improve 

the economic feasibility and competitiveness o f  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

X I. F e d e r a l  a c t io n s  t h a t  M ig h t  a s s is t  t h e  P r o j e c t

1. Investment and other tax credits; /

2. Accelerated depreciation;

3. Sharing o f  tax revenues with the State o f  Alas. ;ayaod
JRT' §*

4. Authorizing tax free bonds for thfrProject. ! J|—  f

- W  W  
■m I t  JF  W

Based on these evaluations, the P a rp S ih a y  encourage federal policy makers and agencies to 

pursue selected federal changes. i I F

M m
N o r t h  S l o p e  P r o d u c e r s

-vm

YPC recognizej t ® t f t e  Siriite. is working with the Producers to  enhance the possibility that a 

N orth Slope Gas P ro jecE ||ll;|je  Completed, These Producers jointly own ninety-five percent o f

the working interest in thej/rraitlral gas in the main Prudhoe Bay Unit reservoir.
Sstsf

YPC recognizes that.the State intends to pursue efforts to harmonize the Producers private
A;” K

iW lrests aiidifibiiState’s public interests in a Project. The Parties recognize that success in
■ ' s:-';*1

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

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

State-Y PC Memorandum o f Understanding
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xm. M a j o r  G a s  S a l e  I n c e n t i v e  S t u d y

Version : January 21 , 1997

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
silk ,;Jf

analysis to ensure that it accurately reflects the agreements in the Prudhoe BftyjUnit 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
m r

dispute the State’s conclusions.

sXY> ' \
XIV. L IM IT A T IO N S  / / /  k

nx*:

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

J S F  . m  0
contemplated by this M em oranda of Underiil&nding^

.  Ml M

M  \  W r

State-YPC Memorandum o f  Understanding
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H C R
Department o f  Revenue 

Summary o f  Outstanding Area o f  Disagreement 
on Proposed Mem orandum  o f  Understanding 

(As o f 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 oil

• 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

• Modify and 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



JRN 29 '97 18=29 PNCH ECONOMIC DEVELOPMENT CORP P. 2/3H C R . J
B  U

Anchorage Economic Hevelopment corporation

The C e n t e r  of  O p p o r t u n i t y

Date: January  2 8 ,1 997

To : Representative Ramona Barnes

Subject: Support fo r  CS-1:
A  Resolution Concerning a New A laska N atu ra l Gas Pipeline

The Anchorage Economic Development Corpora tion  (A EDC ) supports House 
Concu rren t Resolution N o .l re lating to a new A laska iquefied natu ra l gas 
p ro ject (C S -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 a means of providing a background o f policy 

stability 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



JPN 23 '97 18:30 fiNCH ECONOMIC DEVELOPMENT CORP P. 3/3

Second, the AEDC supports the creation o f jobs 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 fo r  
use o f na tu ra l gas in A laskan 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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U December, 1996

D e a r  G o v ern o r Knowles,

I would like to exoress our appreciation tor your visit to our offices in London 
on. lCth December, 1996. I 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 
w ith exports co the Far East is the most likely alternative. Richard CamDOeil 
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 
c iodine 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 times cud
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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. 
With 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 Van 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

The Honorable Rick H alfo rd , Chair Senate Resources Committee S ta te  Cap ito l Juneau, AK 99801-1182
Dear Mr. Chairman and Members o f the Resource Committee:
The Trans Alaska Gas System Environmental Review Committee would l ik e  to  thank you fo r  holding a hearing on HCR 1 , re la t in g  to  the  sa le  o f North slope natura l gas. J
The Environmental Review Committee con s is ts  o f in d iv idua ls  representing environmental organ izations up and down the p ip e lin e  c o r r id o r . For the past 9 years , the TAGS Environmental Review Committee has been working with Yukon P a c if ic  to  id en tify  and reduce impacts assoc ia ted  w ith th e ir  North Slope gas export p r o je c t . Yukon P a c if ic  has shown a commendable w illingness to  address our concerns. Furthermore, Y u k o n  P a c i f i c  h a s  i n d i c a t e d  
t h a t  t h e y  c a n  b u i l d  t h e i r  p r o j e c t  w i t h i n  e x i s t i n g  s t a t e  a n d  
f e d e r a l  r e g u l a t i o n s .  Yukon P a c if i c  has even committed to  meeting the n o -n e t-lo ss  prov isions o f fed e ra l wetlands reg u la tion s . Only time w ill  t e l l  whether they w il l  honor these commitments, but fo r  the present we are s a t is f ie d  with th e ir  words and deeds.
For these and other reasons, w o  u r g e  t h i s  l e g i s l a t u r e  t o  s e n d  a  
s t r o n g  m e s s a g e  t o  t h e  N o r t h  S l o p e  l e a s e h o l d e r s  t h a t  t h e r e  w i l l  b e  
n o  f u r t h e r  t a l k  a b o u t  d u p l i c a t i n g  p e r m i t s .  I t  i s  a l i t t l e  disingenuous fo r  the leaseholders to  r a i l  about government dup lica tion  and then suggest th a t they should be able to  redo e igh t y ea rs ’ o f perm itting . Those o f you who want to  see a p ro je c t  probably re a l iz e  th a t even w ith Yukon P a c i f ic 's  perm it and marketing acumen, Alaska r isk s  m issing out on the 2005 market window. This ta lk  i s  no more than a delaying t a c t i c  and in d ica te s  ju s t  how much the leaseho lders s t i l l  need to  learn  about the LNG business.
Yukon P a c if ic  has t e s t i f i e d  th a t  desp ite  having obtained a l l  the major p ro je c t-w ide  perm its, i t  s t i l l  needs to  obtain another 850 perm its before i t  can proceed. For th is  reason, w e  u r g e  t h e  
l e g i s l a t u r e  to c o n t i n u e  t o  f u n d  t h e  n a t u r a l  r e s o u r c e  a g e n c i e s  a t  
l e a s t  a t  c u r r e n t  l e v e l s .  Further reductions v ir tu a l ly  guarantee th a t the s ta te  w ill not have on s t a f f  s u f f ic ie n t  expertise to  adequately review these 850 perm it app lica tion s and ensure th a t a gas export p ro je c t  i s  b u i l t  the  way i t  can and should be. The
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s e p a r a t e  s t u d i e s  b y  i n s t i t u t i o n s  a s  r e p u t a b l e  a s  t h e  G o v e r n m e n t  
A c c o u n t i n g  O f f i c e  (GAO) h a v e  d o c u m e n t e d  m a s s i v e  s a f e t y  p r o b l e m s  
o n  t h e  o i l  p i p e l i n e .  A l y e s k a  has a t  t i m e s  s a i d  as much. O n e  
r e p o r t  c o n c l u d e d  t h a t  t h e  p i p e l i n e  w a s  a n  a c c i d e n t  t h a t  h a d  f o u n d  
a p l a c e  t o  h a p p e n .  D e s p i t e  a l l  this, t h e  s t a t e  has r e f u s e d  to 
e v e n  a c k n o w l e d g e  t h e  p r o b l e m s . A s k  yourself' w h a t  w o u l d  h a p p e n  
t o  t h e  p r o s p e c t s  o f  b u i l d i n g  a n a t u r a l  g a s  p i p e l i n e  a c r o s s  A l a s k a  
i f  A l y e s k a  h a s  a  c a t a s t r o p h i c  f a i l u r e  t o m o r r o w ?  If y o u  t h i n k  t h e  
a n s w e r  is, "No p r o b l e m ! "  t h i n k  again.

T o  p u t  i t  s i m p l y ,  t h e  p r o p e r t i e s  o f  L N G  a r e  p o o r l y  u n d e r s t o o d .
I n  fact, a y e a r  ago, A r c o ' s  K e v i n  M e y e r  c o m p a r e d  its e x p l o s i v e  
h a z a r d s  t o  t h a t  of a t o m i c  b o m b s . A n d  A r c o  w a n t s  to c o - s i t e  t h e  
L N G  f a c i l i t y  a t  t h e  A l y e s k a  p i p e l i n e  t e r m i n a l ?  A B k  y o u r s e l f  w h a t  
k i n d  o f  m e d i a  c a m p a i g n  p e o p l e  i n t e n t  o n  k i l l i n g  a  gas e x p o r t  
p r o j e c t  c o u l d  b u i l d  a r o u n d  t h o s e  k i n d s  of s t a t e m e n t s .  A c c o r d i n g  
t o  t h e  A n c h o r a g e  D a i l y  News, A l y e s k a  w a n t s  t o  g e t  a n  o a r  i n  t h e  
w a t e r  so it c a n  b u i l d  a n d  o p e r a t e  a  g a s  e x p o r t  facility. W e  
d o n ' t  k n o w  a b o u t  y o u  b u t  t a l k  o f  c o m m i n g l i n g  t h e  oil t e r m i n a l  a n d  
t h e  LNii l i q u e f a c t i o n  f a c i l i t e s  m a k e  u s  e x t r e m e l y  nervous.

T h e  N o r t h  S l o p e  l e a s e  h o l d e r s  t a l k  a b o u t  f i s c a l  c e r t a i n t y  is 
b e y o n d  b e l i e f .  T h e s e  a r e  the s a m e  c o m p a n i e s  t h a t  a r e  g o i n g  a l l  
o u t  t o  d e v e l o p  c o m p e t i n g  p r o j e c t s  in I n d o n e s i a ,  Sakhalin, in ' 
Y e m e n ?  G i v e  u s  a  b r eak. T h e  l e a s e  h o l d e r s  t a l k  a b o u t  h o w  m a n y  
t i m e s  A l a s k a  h a s  c h a n g e d  its t a x  p o l i c i e s  to t h e i r  d i s a d v a n t a g e .  
G i v e  u s  a b r e a k .  .Only a  f e w  t i m e s  h a v e  a n y  l e g i s l a t u r e  c h a n g e d  a 
t a x  p o l i c y  w i t h o u t  t h e  l e a s e h o l d e r s '  b l e s s i n g s .  A n d  even the n ,  
t h e s e  l e a s e h o l d e r s  h a v e  m a d e  sca d s  of m o n e y  f r o m  A l a s k a ' s  oil.

P o r  e x a m p l e ,  a r e c a n t  m a s t e r  t h e s i s  f r o m  t h e  U n i v e r s i t y  o f  
W i s c o n s i n  c o n c l u d e d  t h a t  t h e  p e r  b a r r e l  p r o f i t  p r o v i s i o n  f r o m  t h e  
p i p e l i n e  t a r i f f  l e a d s  t o  o v e r c h a r g e s  o f  $4 . 9  b i l l i o n  d u r i n g  t h e  
l i f e  o f  t h e  p i p e l i n e .  F u r t h e r m o r e ,  o v e r - d e d u c t i o n s  for 
D i s m a n t l e m e n t ,  R e m o v a l ,  a n d  R e s t o r a t i o n  (DRSR) g i v e  c a r r i e r s  $9- 
$13 b i l l i o n  t o o  m u c h .  F i n a l l y ,  d e b t - t r e n d i n g  o v e r c h a r g e s  a m o u n t  
t o  s o m e  $6 b i l l i o n .  T h a t  is a  t o t a l  of $20 b i l l i o n  in 
o v e r c h a r g e s  r i g h t  there. A n d  t h a t  is in a d d i t i o n  to all t h e  
p r o f i t s  t h e y ' v e  m a d e  o n  t h e  N o r t h  S l o p e  a n d  a l l  t h e  p r o f i t s  
t h e y ’v e  m a d e  s h i p p i n g  t h e  o i l  o u t  o f  A l a s k a  a n d  r e f i n i n g  a n d  
d i s t r i b u t i n g  i t  O u t s i d e .  A n d  t h e s e  a r e  o u r  p a r t n e r s ?

The p ro d u c e r s  t a l k  ab o u t  th e  need f o r  a c o n s t i t u t i o n a l  amendment 
t o  g u a ra n te e  f i s c a l  c e r t a i n t y .  F i s c a l  c e r t a i n t y  is a n o n - i s s u e .
I f  t h e  Ja p an e se  a r e  w i l l i n g  t o  do b u s in e s s  i n  Q a ta r  and Abu Dhabi 
and w hat i s  l e f t  o f  R u ss ia ,  we s e r i o u s l y  doub t t h a t  th e y  a re  
w o r r ie d  abo u t f i s c a l  c e r t a i n t y  i n  A la sk a . But th e y  p ro b a b ly  a r e  
w ondering  when th e  l e a s e h o ld e r s  a r e  go ing  to  g e t  around t o  
o f f e r i n g  gas f o r  s a l e .
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re s o u rc e  a g e n c ie s .
• Support t h e  en fo rcem ent o f  A la s k a 's  e n v iro n m en ta l  

r e g u l a t i o n s .
• use  you r  in f lu e n c e  t o  f o r c e  A lyeska  t o  c o r r e c t  t h e  

hundreds o f  problem s s t i l l  t h r e a t e n i n g  th e  s a f e t y  o f  
th e  o i l  p i p e l i n e  and i t s  w o rk e rs .

• Demand improvements t o  t h e  e s c o r t  t u g  system  i n  P r in c e  
W illiam  Sound now.

• T e l l  t h e  l e a s e h o ld e r s  t h a t  f i s c a l  and r e g u l a to r y  
c e r t a i n t y  a r e  n o n - i s s u e s .

• Be v e ry  c a r e f u l  ab o u t  e n t e r t a i n i n g  any d i s c u s s io n s  
abou t f i s c a l  c o n c e s s io n s .

Thank you , Mr. Chairman and members o f  t h e  S ena te  R esource  
Committee, f o r  you r  a t t e n t i o n .  In  r e g a r d s  t o  HCR 1, a r e s o l u t i o n  
r e l a t i n g  t o  N orth S lope gas s a l e s ,  t h e  Committee a g re e s  t h a t  
N orth  Slope gas s a l e s  i s  one o f ,  i f  n o t  t h e ,  b i g g e s t  i s s u e s  
c o n f ro n t in g  th e  l e g i s l a t u r e  and  t h e  p e o p le  o f  A la sk a .  And we 
u rge  you to  pay i t  th e  a t t e n t i o n  i t  w a r r a n t s .

Mike Macy,



T H E  F O L L O W I N G  D O C U M E N T  H A S  N O T  
B E E N  F I L M E D  B U T  I S  A V A I L A B L E  I N  T H E

O R I G I N A L  F I L E .



Yukon Pacific Corporation is a business unit of CSX Corporation, an international transportation services company 
based in Richmond, Virginia. CSX includes one of the largest U.S. freight railroad systems (CSX Transportation 
Inc \  the largest U.S.-flag ocean-container shipping company (Sea-Iand Service Inc.), and a variety of companies 

offering interrnodal, barging and logistics management services. CSX employs 50,000 people worldwide.

A l a s k a 's  N o r t h  S l o p e  N a t u r a l  G a s  a n d  T A G S :
A major new supply source of clean Pacific Rim energy

Asia's Pacific Rim countries are experiencing dramatic industrial development as well .is growing public demand for a 
healthier environment. Liquefied natural gas (LN'G), imported by ocean tanker, is plating an increasingly important 
role .is the one fuel which cm satisfy both of these vital objectives. Completion of die Trans-Alaska Gas System f rAGS) 

will offer several unique benefits as a long-term and dependable supplier ot this dean-burning energy resource.

D i v e r s i f i c a t i o n  O f  S u p p l y
By committing to buy Alaska's huge reserves of North Slope natural gas, Asian market countries will significantly 

diversify their source of this important fuel and help guarantee energy security far into the future.

R e s o u r c e  R e l i a b i l i t y
Because of its large production volumes, theTAGS project offers Asian nations assured energy reliability. At design 
capacity. TAGS will produce and deliver 14 million metric tons of LNG per year. Proven North Slope natural gas 
reserves are sufficient to supply TAGS for nearly 50 years - with the potential for more than twice that much still to

be discovered nearby.

The North Slope's Prudhoe Bay field is currently producing 7,5 billion cubic feet (bcf) of natural gas per day 
in conjunction with oil recovery. When completed LAGS will utilize about 2 bcf per day. After separation 

from the crude oil, nearly all of the gas is now reinjected back into the reservoir utilizing an extensive network
of dedicated gas-handling facilities.

The TAGS projnl will be ,r direct benejicinty of this iwii/ne.fitlly-dei'dopedfield inf structure.

C o n t i n u i t y  O f  S u p p l y
As a supplier country, the United States offers a predictable, stable, political and economic climate. Alaska is also an 

experienced supplier of LNG to .Asia: Since 1%'), LNG has been successfully, safely transported from Cook Inlet near
Anchorage to buyers in Japan. • -
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