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F I S C A L  N O T E

STATE OF ALASKA
2002 LEGISLATIVE SESSION

Revision Date/Time (Note if correction): ______ 5/1/2002
Title: Natural Gas Pipeline: Special Provisions

Sponsor:
Requester:

House Rules Committee
House Rules

Expenditures/Revenues

Dept. Affected:
~3RU:
Component:

Component Number: 

(Thousands of Dollars)

Fiscal Note Number:
Bill Version:
() Publish Date:

CSHB 519 (FIN)

Natural Resources 
Oil and Gas Developmen 
Oil and Gas Developmen

439

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Services See Note on Pago 2:
Travel 40.0 40.0
Contractual 200.0 200.0
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 240.0 240.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES I !
CHANGE IN REVENUES ( ) ‘See Below
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 40.0 40.0
1005 GF/Program Receipts
1037 GF/Mental Health
1108 Slat. Des. Prog. Receipts 200.0 200.0

TOTAL 240.0 240.0 0.0 0.0 0.0 0.0

Estimate of any curront yoar (FY2002) cost: none
Chock this box (X) If funding for this bill Is Included In the Governor’s FY2003 budgot proposal: 
POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)
This bill, in reviving the Alaska Stranded Gas Development Act, allows the state, with the concurrence of 
its North Slope oil and gas lessees, to: (1) establish a valuation methodology for the state's royalty share 
of gas production, and (2) modify existing requirements regarding the timing and notice of the state's right 
to take royalty in-kind or in-value.

Continued on next page.

Prepared by: 
Division 
Approved by: 
Agency

Bonnie Robson Phone 269-8800
Oil and Gas Date/Time 1-May-02
Pat Pourchot Date 1-May-02
Natural Resources

(Rov D/2001 OMB) Page 1 o f  2_



* HB 519, by extending the Stranded G^s Act, authorizes negotiations to "establish" a valuation method 
for the state's royalty share of gas production from an approved qualified project. Actually, a valuation 
methodology already exists in the state's oil and gas leases. Generally, that methodology requires the 
payment of royalties on the highest of: (1) the market value of the gas; (2) the lessee's actual proceeds 
from the sale of its own gas; or (3) an average of the actual proceeds of other proximate lessees from the 
sale of their own gas. Consequently, any valuation methodology agreed to through negotiations 
conducted under HB 519 may result in the collection of lower royalties than would be available under the 
existing valuation methodology. In fact, every $0.01/mcf difference in royalties due under alternative 
valuation methodologies results in a $36.5 million impact on the state treasury over 20 years for a 4 bcfd 
pipeline, and a $54.7 million impact for a 6 bcfd pipeline. However, it is impossible to determine at this 
time whether a new valuation methodology would be agreed to under HB 519 and, if so, whether and to 
what extent it would reduce royalty payments to the state.

DNR estimates that HB 519, if passed, would require at least $480,000 in expenditures to address any 
application to "establish" a royalty valuation method, $400,000 of which would be reimbursed over a 2-year 
period by the applicant for change in methodology. DNR will need to obtain access to and review 
extensive documentation pertaining to the economics of any proposal, then engage in complex 
negotiations with multiple sophisticated oil and gas corporations. This effort will require diversion of 
existing and proposed staff from their currently assigned duties, the retention of one or more experts, and 
travel. Currently, we anticipate that much of the wor envisioned by this bill would fall on the Division's 
Petroleum Investments Manager, Petroleum Market Analyst, and a Commercial Analyst, as well as an 
additional Pipeline Commercial Analyst, requested in the FY03 budget. One or more experts would need 
to be retained to assure that royalty relief is not inadvertently or imprudently given, though the cost of that 
expert or those experts is to be borne by the applicant. Finally, significant sums would be needed for 
travel and document reproduction and indexing expenses.

The cost of the independent consultants allowed under AS 43.82.240 to assist in the evaluation of a 
request to change the royalty valuation methodology could be reimbursed by the applicant. The statute 
allows the state to condition any contract on agreement by the applicant to reimburse the state for the 
expenses of the independent contractors. Those funds are requested as authority to receive and expend 
statutorily designated program receipts. Those costs are $200,000 each in Fiscal 2003 and Fiscal 2004.

NOTE:
The estimated costs are split into two years for purposes of this fiscal note, however it is difficult to 
determine how much would actually be required in each year. The solution is to fund the full amount 
($480,000) as a single appropriation with a two-year lapse date.

ANALYSIS: (continued)

P3ge 2 o f  2.



F I S C A L  N O T E

Revision Date/Time (Note if correction):___________________ Dept. Affected;____________________
Title Natural Gas Pipeline: Special Provisions_______ BRU Alaska Railroad Corporation
________________________________________________ Component Alaska Railroad Corporation
Sponsor House Rules___________________________  ______________________
Requester House Finance_________________________ Component No.________________

E x p en d i tu re s /R e v e n u e s___________________________ (Thousands of Dollars)_____________

STATE OF ALASKA Fiscal Note Number: ____________
2002 LEGISLATIVE SESSION Bill Version: CSHB 519 (FIN)

() Publish Date: ____________

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Services 
Trave1 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

163,000.0

TOTAL OPERATING 0.0 0.0 163,000.0 0.0 0.0 0.0

CAPITAL EXPENDITURES_________

CHANGE IN REVENUES ( ) |
FUND SOURCE_____________________________________(Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Bond proceeds 163,000.0

TOTAL 0.0 0.0 163,000.0 0.0 0.0 0.0

Estimate of any current year (FY2002) cost: 0.0
Check this box (X) If funding for this bill is Included in tho Governor's FY 2003 budget proposal: I ~~l

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate paqo if necessary)

Please see second page.

Prepared by: Bill O'Leary. Vice President. Finance and Chief Financial Officer  Phone (907) 255-2516
Division Alaska Railroad Corporation  Date/Time 4/30/02 3:14 PM
Approved by: Deborah B. Seu '~k. Commissioner____________________  Date 4/30/2002_____
Agency Department of Coi ununity & Economic Development________

(Rovisud 9/2001 OMB) Page 1 of 2



FISCAL NOTE

ANALYSIS CONTINUATION

The bill authorizes the issuance of up to $17 billion in revenue bonds by the Alaska Railroad Corporation 
(ARRC) to pay for 70% of the construction of a Natural Gas Pipeline. Based on current estimates, ARRC 
could issue $14,265 billion in bonds as early as State Fiscal Year 2005. ARRC will act as a conduit for the 
issuance of these bonds to allow the debt to be issued as tax exempt. Through modeling, the tax 
exemption has been shown to reduce the cost of financing the project by over one billion dollars. The 
bonds would be solely secured by revenues generated by the pipeline. The Alaska Railroad will bear no 
liability and have no responsibility for repayment of the bonds.

The projected costs of issuing the bonds determined here will be paid with bond proceeds at closing. 
Anticipated professional services include those related to financial advisors, attorney's fees (bond, 
counsel, underwriters counsel, tax counsel, negotiating with producers), rating agencies, underwriters, 
printing, travel, public notices, and feasibility consultant. ARRC will front certain minor necessary 
reimbursable costs from corporation revenues.

For purposes of this fiscal note, it is assumed that bonds with a face value of $14,265 billion will be issued 
in FY 2005. The bonds are expected to be issued with a 25 year term and for modeling purposes carry an 
interest rate of 6.5%. As the project will not generate revenue while under construction, the first two years 
of interest payments will be made with bond proceeds. Following construction, annual debt service will 
begin at approximately $1.3 billion, growing to $1.4 billion in year 6 and then gradually lowering to $800 
million in the final year. However, ultimately, issuance amounts, dates, term, and other significant 
variables will be dependent upon the financing structure determined by market conditions at the lime of 
sale of the bonds.

STATE OF ALASKA B IL L NO. CS HB 519 (FIN)
2002 LEG ISLAT IVE SESSION
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F I S C A L  N O T E

STATE OF ALASKA
2002 LEG ISLAT IVE SESSION

Revision Date/Time (Note if correction): 
Title Natural Gas Pioeline

Special Provisions

Dept. Affected:
>RU
Component

Fiscal Note Number:
Bill Version:
() Publish Date:

CSHB519(FIN)

Revenue
Administration and Support 
Office of the Commissioner

Sponsor
Requester

House Rules Committee
House Finance Committee

E x p e n d i tu re s /R e v e n u e s

Component No. 

(Thousands of Dollars)

123

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 I FY 2008
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

83.0 83.0
30.0 30.0
420.0 420.0
5.0 5.0
6.0

TOTAL OPERATING 544.0 538.0 0.0 0.0 0.0 0.0

ICAPITAL EXPENDITURES

m (19,000.0)1 (50,000.0)1 (69,000.0)1 (76,000.0)CHANGE IN REVENUES (
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Statutorily Designated Receipts

294.0 288.0

250.0 250.0
TOTAL 544.0 538.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2002) cosh 0.0
Check this box (X) if funding for this bill is included in the Governor's FY 2003 budget proposal: [

POSITIONS
Full-time
Part-time
Temporary

1 1

AN£' .’SIS: (Attach a separate page ifnccessarv)

See attached pages.

Prepared by: 
Division
Approved by: 
Agency

Larry Persily, Deputy Commissioner Phone 465-5469
Department of Revenue Date/Time 4/29/02 9:34 PM
Wilson Condon, Commissioner Dato 4/29/2002
Department of Revenue

(Revised SWOOt OMB) Page 1 of _5__



O V E R V I E W  -  S t r a n d e d  G a s  D e v e lo p m e n t  A c t  a n d  A la s k a  R a i l ro a d  B o n d  I s s u a n c e

This  legislation w ou ld  reauthorize the A laska  Stranded  Gas D ev elo p m en t  A c t  under 
AS 43.82. T he  ac t  expired  June 30, 2001, and  this legislation w ould  extend  the app lication  date 
for a project sponsor  from June 30, 2001 to April 1, 2004.

T he  S tranded G as D evelopm ent Act, adopted  by the 1998 Legislature , au thorized  the 
C om m iss ioner  o f  R evenue  to negotiate a  contract for paym ents  in lieu o f  taxes w ith  the 
d eve loper  o f  an L N G  project to com m eic ia l ize  A laska ’s N orth  Slope natural gas  reserves. N o  
project sponsor applied  under the act before it exp ired  last year. T h e  intent o f  the legislation w as 
to provide  a m ech an ism  whereby the state could  help  prom ote  com m ercia l iza tion  o f  its natural 
gas reserves by s tructuring  paym ents in lieu o f  taxes to help  relieve the burden  on a project 
sponsor  in the early  years, whei ash flow is no t  positive, and  in return receive a larger share  o f  
the revenues in later years  after i te project sponsor had recovered  its heavy d ev e lo p m en t  costs.
This also w ould  a llow  the state to receive a ^ e a t e r  share  o f  the revenues in later years  i f  gas
prices increased.

T he  Stranded G as A ct a llow s for a negotiated con trac t  for paym ents  in lieu o f  one  o r  som e o r  all 
o f  the following taxes:

•  Production taxes and surcharges
•  Oil and g as  production  property taxes (state and  m unicipal portions) 

u nder  A S 43 .56)
» M unicipal property  taxes
•  M unicipal special assessm ents
•  C orpora te  incom e taxes
• M unicipal sa les and  use taxes

This legislation (MB 519) expands the definit ion o f  a qualify ing  project under  the  Stranded G as 
A ct to include a natural gas pipeline to serve m arke ts  outs ide  Alaska. In addition, this legislation 
clarifies the defin ition  o f  a  qualifying L N G  project to include any  project that serves L o w er  48 
states o r  overseas  markets.

T h is  legislation a lso  w ould  authorize the A laska  R ailroad C orpora tion  to issue up to $17 billion 
in tax-exem pt bonds  to help finance the natural gas  project. A lthough  the Railroad Corpora tion  
w ould  issue the bonds ,  the project sponsor(s)  w ould  be responsib le  for all o f  the d eb t  and liable 
for 100% o f  the repay m en t  o f  the bonds. N e ith e r  the A laska Railroad C orpora tion  n o r  the State 
o f  A laska  w ould  be liable for the debt, which  w ould  be secured by the project dcvclopcr(s)  and 
the p ro jec t’s revenue  stream. The tax -exem pt financing  would help reduce the p ro jec t’s cost o f  
debt.

Page 2 of 5
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CSHB5 l9(FIN) - Department of Revenue

C O S T  O F  L E G I S L A T I O N

This fiscal note  includes the following costs and assum ptions  leading up to the costs:
•  W e assum e the state w ould  receive a project application  early  in Fiscal 2003.
•  N ego tia t ing  the contrac* for paym ents in lieu o f  taxes w ould  s t a r t . n m e d ia te ly ,  and 

w ould  be com ple ted  w ith  the conclusion  o f  the 2 004  legislative se. sion.
•  Project cons truc tion  w ould  start in Fiscal 2005 and continue through Fiscal 2008.
•  N atura l gas production  w ould  start in Fiscal 2009.
•  A special ass is tan t  to the com m iss ioner  w ould  be hired for Fiscal 2003 and 2004 to 

coordinate  the D epar tm ent o f  R ev en u e ’s w o rk  with the project sponsor and  the affected 
com m unities . ($83,000 per year fo r  total personnel costs)

•  T ravel,  supplies, contractual and  equ ipm ent costs w ould  be associa ted  w ith  the new  
position and  w ith  the d ep a r tm en t’s overall effort to m eet with the project app lican t  and 
offic ials o f  the affected com m unities . ($45,000 per year)

•  T h e  contractual expenses  w ould be incurred in two areas:
1. Oil and gas econ o m ic  and tax consultan ts  to advise  the departm en t in negotia ting  

w ith  the pro jec t  app lican t and  structuring a contract for paym ent in lieu o f  taxes that 
is both adv an tageous  to the p ro ject and provides for a  fair return to the stale on the 
publicly  ow ned  resource. ($250,000 per year, to be reimbursed by the project 
applicant)

2. A R eim burseab le  Services A greem ent  w ith  the D epartm ent o f  Law  to assist in the 
legal issues involved in negotia ting  r  con trac t in lieu o f  taxes. ($ 100,000 per year)

•  B ecause  o f  the im portance  o f  this project to the state's econom y and public finances, and
the  com plex ity  o f  the bond issuance, it is important that the Railroad Corpora tion  receive 
expert  advice. T he  D epartm ent o f  R evenue proposes to transfer to the Railroad 
Corpora tion , via a R eim burseab le  Services A greem ent, $ 5 0 ,0 r\  ic r  yea r  for the first two 
years  lo ensure  that the corpora tion  can con tract with a financial adviser a nd  bond 
counsel  for this project. T h e  C om m issioner 's  Office also requests $10 ,000  per y ea r  to 
cover  the expenses  o f  con trac ting  w ith  the state's financial adviser and bond counsel to 
m ake  certain that the state's ow n interests, separa te  from those o f  the Railroad 
C orpora tion , are adequately  cons idered  and protected.

M o ney  for the new  position, contractual and supplies  are requested from the general fund. That 
total is $294 ,000  in Fiscal 2003 and $288 ,000  in Fiscal 2004.

T h e  cost o f  the independen t consultan ts  a llow ed under  A S 43 .82 .240  to assist in the 
d e p a r tm e n t ’s eva lua tion  o f  the project application and in deve lop ing  term s o f  the contract w ould  
be re im bursed  by the applicant. T he  statute  allows the com m iss ioner  to condition the contract on 
ag reem en t  by the app lican t  to reim burse  the stale lo r  the expenses  o f  the independent 
con trac to rs . T hose  funds are requested as authority  to receive and expend  statutorily designated  
program  receipts . T hose  cos ts  arc  $250,000 each  in Fiscal 2003 and Fiscal 2004.
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P R O P E R T Y  T A X  W A I V E R

A lthough  the S tranded  G as A ct calls  for the com m iss ion e r  to nego tia te  a con trac t  for paym ents  
in lieu o f  taxes, inc lud ing  property  taxes, this legislation w a ives  all state and  m unicipal  property  
taxes on the p ro jec t  d u r ing  cons truc tion  and in the first 24  m on th s  o f  operation. This  a lso  w ould  
be im posed upon m unic ipali t ies ,  w h ich  w ou ld  not have any op tion  in accep ting  o r  rejecting the 
100% property  lax w a iv e r  for the estim ated  six years total o f  cons truc tion  and operation.

T h e  dep ar tm en t  believes  it is p rem atu re  to w a ive  an es tim ated  $763 million in m unicipal and 
state property taxes  w ith ou t  first d e term in ing  i f  the tax re l ie f  w ou ld  be needed  to help m ake  the 
p ro ject econom ica l.  (T he  $763 m illion  es tim a te  is based on  the a ssum ption  that the  tax w a iver  
w ould  apply  on ly  to the p ipeline, com p resso r  s tations a long  the  line, and a gas  condition ing  plan t 
a t Prudhoe  B ay.) T h e  dep a r tm en t  believes such  a com ple te  w a iv e r  o f  taxes cou ld  be g iv ing  aw ay  
m ore  than necessa ry  to m ake  the  p ro jec t  econom ica l.  P roponen ts  a rgue , how ever,  that the stale 
w ould  not be w a iv in g  any  taxes , s ince  the line w ou ld  not be built  w ithou t the w aiver.

T he  lax w a iv e r  a lso  could  app ly  to o th e r  facilities associa ted  w ith  the  gasline. T he  departm en t 
believes the language  in this legislation is am b igu ou s  and could  result in oil and gas producers 
and /o r  the pro ject  d ev e lo p e r  r each ing  further than intended by this bill in an a ttem pt to bring 
o ther  fr cilities u n der  the w a iv e r  p rovis ion . T h is  fiscal note  es tim ate  o f  p roperty  tax revenues 
that w ould be lost does  no t  include such  facilities as additional gas con d ition ing  plants, 
separa tion  facilities, well convers ion  and  Point T hom son  field d eve lopm en ts ,  but the d epar tm en t 
is concerned that o w n e rs  o f  these  properties  a lso  m ight construe  the w a ive r  to their  benefit.

T he  Stranded G as  A ct a llow s for tax re l ie f  o r  deferral, but the exp lic i t  m andate  o f  the A ct w as to 
ta ilo r the s ta te ’s fiscal term s to the  part icu la r  econom ics  o f  the pro ject and to m axim ize  the 
benefit to the p e o p ’e o f  the state from the  developm ent. For e xam ple ,  the A c t  enab les the slate to 
g ive  tax re l ie f  w h e re  needed  to m ak e  the project econom ic, but then recoup  its foregone revenue 
—  or more  —  w h en  the p ro jec t’s eco no m ics  im prove.

U nder this bill, h o w c e r .  the state  w ou ld  get noth ing  in exch an g e  for p roperly  tax relief. W hat 
happens  if  the price  o f  gas  goes up  and ti e project deve loper  profit  e no rm o u s ly  from the upside, 
but the state w ould  lose ou t on shar ing  in that additional profit potential  as “ repaym ent”  for a ny  
tax rc l ic fg ran ted  early  in the dev e lo p m en t?  Yes, the legislature c o u lJ  then raise taxes, bu t  this is 
not the fiscal cer ta in ty  that the  state  and  potential project sponsors  seek  from this legislation.

T he  departm enl rec o m m en d s  c han g in g  the w a iv e r  provis ion o f  this bill to (1) include an 
Opportunity for the state  to share  in the potential future benefits  from the pro ject as part o f  the 
package  for any tax relief, (2) p rov ide  an opportun ity  for the affccied  com m un it ie s  to partic ipate  
in the tax re l ie f  d iscuss ions ,  and  (3) a t ighter defin it ion  o f  facilities e lig ible  for the tax relief.



D E C R E A S E  IN S T A T E  a n d  M U N I C I P A L  R E V E N U E S

Linder Sections 4  and 5 o f  this legislation:
•  T he  state w ou ld  lose an  estim ated  $35v million o r  m ore  in property  tax revenues during  

cons truc tion  and throug.i the tirst 24  m onths  o f  p ro jec t  operation.

•  T he  Fairbanks North  S tar  B orough and N orth  S lope  B orough  w ould  lose an estim ated 
$404  million or m ore  in property tax revenues during  construction  and through the first 
24 m onths  o f  p roduction .

• A lthough  the state and the m unicipalities  w ould  never  receive this p roperty  tax revenue  i f  
the pro ject is not built , there  is no opportun ity  to d e te rm ine  w h e the r  the tax  re l ie f  
p rovided  by this bill is needed  to m ake the pro ject econom ic ,

•  T he  above  property tax estim ates arc based  on  a natural gas pro ject  carry ing  N orth  Slope 
gas to A lberta , for d is tr ibu tion  to m arkets  in the L ow er  48 states. T he  estim ate  o f  lost 
revenues w ould  be d ifferent and  w ould include additional m unic ipali t ies  i f  the project 
w as an L N G  line to t idew ater  at V aldez  o r  C oo k  Inlet.

•  1 he affected m unicipalities  w ould  face h igher e xpen ses  during  the influx o f  construction 
w orkers  and the resulting  dem and  for increased school, police, road and  various o ther 
public  services. M eeting  those dem ands w ithout the ability  to tax the pro jec t  i tse lf  would 
put a  severe  strain on local resources. Th is  issue is at least partia lly  m et by the section o f  
the legislation that w ^ u J  establish  a Natura l G as  Pipeline  Im pact A ss is tance  Fund  at the 
D epartm ent o f  C o m m un ity  and E conom ic  D evelopm ent. Subjec t  to future legislative 
appropriations, the  d ep ar tm en t  could use the fund to m ake  stale grants lo affected 
m unicipalities .

• O ne option  for localities w ou ld  be raise p roperty  taxes on all o the r  p roperty  within their 
ju r isd ic t ion . T he  s ta te ’s share  o f  property  taxes on the T rans-A laska  Oil P ipeline and 
o ther oil and gas facilities a lready in place is reduced  do llar  for dollar  by property  taxes 
paid to local com m unities . T herefore  increased m unicipal property  taxes in the affected 
m un icipalities  w ould  reduce  the s ta te ’s oil and gas  p roperty  tax receipts.
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O V E R V I E W  -  S t r a n d e d  G a s  D e v e lo p m e n t  A c t  a n d  A laska  R a i l r o a d  B o n d  I s s u a n c e

T h is  legislation w ou ld  reau th o r ize  ’he A laska Stranded Gas D ev e lo p m ent  A c t  u n d e r  
A S  43.82. T he  act  exp ired  Ju n e  30, 2001, and  this legislation w ould  ex tend  the  app lica t ion  date 
for a project sponsor  from  Ju n e  30, 2001 to April I, 2004.

T h e  S tranded G as D e v e lo p m e n t  A c t,  adopted  by the 1998 Legislature , au tho r ized  the 
C o m m iss ion e r  o f  R even u e  to negotia te  a con trac t for paym ents in lieu o f  taxes  w ith  the 
d eve loper  o f  an L N G  p ro je c t  to com m erc ia l ize  A lask a ’s N orth  S lope  natural gas  reserves . N o  
project sponsor  applied  u n d e r  the act before it expired  last year. T he  intent o f  the  legislation w as 
to p rovide  a m ech an ism  w h e re b y  the  state  could  hi Ip p rom ote  com m erc ia l iza t ion  o f  its natural 
gas  reserves by s t ructu ring  p ay m en ts  in lieu o f  taxes to help relieve the bu rd en  on  a p to jec t  
sponsor  in the early  yea rs ,  w h e n  cash  flow is not positive, and in return rece iv e  a larger share  o f  
the revenues in later yea rs  a f te r  the  pro ject sp o nso r  had recovered its heavy  d e v e lo p m e n t  costs.
T h is  also w ould  a llow  the state  to receive  a grea te r  share o f  the revenues  in la ter  years  i f  gas
prices increased.

T he  S tranded G as  A c t  a l lo w s  for a negotia ted  con trac t for p aym en ts  in lieu o f  o n e  or so m e  o r  all 
o f  the following taxes:

•  P roduction  tax es  and  su rcharges
•  Oil and gas p ro du c t ion  p roperty  taxes (state and  municipal portions) 

under  A S  43 .56)
•  M unicipal p roperty  taxes
•  M unicipal special a sse ssm en ts
•  C orpora te  incom e tax es
• M unicipal sales and  use taxe:

T h is  legislation (HB 5 19)  e x p a n d s  the definit ion o f  a qualify ing  pro ject  u n d er  the  S tranded  Gas 
Acf to include a natural gas  p ipe line  to serve m arke ts  outside A laska . In add ition , this legislation 
clarifies the definition o f  a qual ify ing  LN G  project to include any pro jec t  that se rves  L o w er  4b 
slates or overseas m arkets .

Th is  legislation also w o u ld  a u tho r ize  the A laska  R ailroad C orpora tion  to issue up  to S I 7 billion 
in tax -exem pt bonds to he lp  f inance the natural gas project. A lth ou g h  the R a i lro ad  C orporation  
w ould  issue the bonds, the p ro jec t  sponsor(s)  w ou ld  be responsib le  for ali o f  the  d eb t  and  liable 
for 100% o f  the repaym en t o f  the bonds. N e ith e r  the A laska R ailroad C orpo ra tio n  n o r  the State 
o f  A laska w ould be l iable  for the debt, which  w ould  he secured by the p ro jec t  dev c lop e r(s )  and 
the p ro ject’s revenue s t ream . T h e  tax-exem pt financing  w ould  help  red uce  the  p ro je c t ’s cost o f  
debt.
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C O S T  O F  L E G I S L A T I O N

T his  fiscal no te  includes the following costs and  a ssu m ptio ns  leading up to the  costs:
•  W e a ssu m e  the state would receive a p ro jec t  application early in F iscal  2003.
•  N ego tia t ing  the con trac t for paym en ts  in lieu o f  taxes w ould  start  im m ediately , and 

w ou ld  be com ple ted  w ith  the conc lus ion  o f  the  2004  legislative session.
•  Pro ject cons truc tion  w ould  start in Fiscal 2005  and continue th rough  Fiscal 2008.
•  N atura l  gas  p roduction  w ould  start in Fiscal 2009.
•  A  special assistan t to  the com m iss ioner  w o u ld  be h ired for Fiscal 2003  and  2004 to 

coord ina te  the D epartm ent o f  R ev e n u e ’s w o rk  w ith  the project sp o n so r  and  the affected  
com m unities .  ($83,000 per year for total personnel costs)

•  T ravel ,  supplies, contractual and  equ ip m en t  costs  w ould  be assoc ia ted  w ith  the new  
position  and  w ith  the dep a r tm en t’s overall  effo rt  to m eet  with the p ro jec t  app lican t and 
o ffic ia ls  o f  the affected com m unities . (S45,000 per year)

•  T h e  con trac tua l  expenses  w ould  be incurred  in tw o areas:
/. Oil and gas econom ic  and tax  consu ltan ts  to adv ise  the d epar tm en t in negotia ting  

w ith  the p ro jec t  applicant and s t ructuring  a con tract for p ay m en t  in lieu o f  taxes tha t 
is bo th  adv an tageous  to the pro ject and p rov ides  for a fair return lo the  state on  the 
publicly  ow ned  resource, ($250,000 per year, to be reimbursed by the project 
applicant)

2 . A R eim burseab le  Services A g reem en t  w ith  the D epartm ent o f  L a w  to assist in the 
legal issues involved in negotia ting  a  con trac t  in lieu o f  taxes. ($100,000 per year)

• B ecause  o f  the im portance  o f  this p ro jec t  to the s tate 's  econom y and public  finances, and  
the com plex ity  o f  the bond issuance, it is im portan t  that the R ailroad  C orpora tion  receive 
expert  advice . T he  D epartm ent o f  R ev enu e  p ro p oses  to transfer to the Railroad 
C orpora tion , via a R eim burseab le  Serv ices  A g reem en t,  $50 ,000  p er  y e a r  for the first tw o  
years  to ensure  that the corporation  can  con trac t  w ith  a financial a dv ise r  and  bond 
counsel  for this project. T he  C o m m iss ion e r 's  O ffice  also requests  $ 10,000 per  y ea r  to 
c ove r  the  exp en ses  o f  con tracting  w ith  the state 's  financial adv ise r  and  bond  counsel to 
m ake  certa in  tha t the  state's ow n interests, separa te  from those o f  the Railroad 
C orpora tion , arc  adequate ly  cons idered  and pro tected .

M oney  for the n ew  position , contrac tual and su p p l ies  a re  requested  from the general fund. T ha t  
total is $ 2 9 4 ,00 0  in Fiscal 2003 and $288 ,000  in F iscal  2004.

T h e  cost o f  the  independen t consultan ts  a llow ed  u n d e r  A S 43 .82 .240  to assis t  in the 
d ep a r tm en t’s eva lua tion  o f  the project application  and  in d ev e lop ing  te rm s o f  the contrac t w ould  
be re im bursed  by  the  applicant. T he  statute  a l lo w s  the  c o m m iss io n e r  to  cond ition  the con trac t  on 
agreem en t  by the app lican t  to reim burse  the sta te  fo r  the e xpen ses  o f  the independen t 
contractors . T h o se  funds are  requested as au thority  to receive  and expend  statutorily  des igna ted  
program  receipts . T hose  costs  are $250 ,000  each  in Fiscal 2003 and Fiscal 200  L
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P R O P E R T Y  T A X  W A I V E R

A lthough  the S tranded G as A c t  calls  for the com m iss ioner  to negotiate  a  con trac t  fo r  p ay m en ts  
in lieu o f  taxes , including property  taxes, this legislation w aives all state and  m u nic ipa l  p roperty  
taxes  on  the pro jec t  d u r ing  construc tion  and  in the first 24 m onths o f  opera tion . T h is  a lso  w ould  
be  im posed upon  m unicipalities ,  w h ich  w o u ld  not have any option in accep tin g  o r  re jec t ing  the 
100%  property  tax w a iv e r  for the es tim a ted  six years total o f  construction  and  opera tion .

T h e  departm en t believes it is p rem ature  to w a iv e  an estim ated $763 million in m u n ic ip a l  and  
state p roperty  taxes w ith ou t  tirst d e term in ing  i f  the tax re l ie f  w ould  be n eeded  to  help  m ak e  the 
p ro jec t  econom ica l.  (T he  $763  m illion es t im a te  is based on the assum ption  tha t  the tax  w a iv e r  
w ou ld  apply only  to the p ipe line , c om p res so r  stations a long the line, and  a  gas  co n d i t io n in g  plant 
a t Prudhoe B ay.)  The d ep a r tm en t  believes  such  a com plete  w a iver  o f  taxes  cou ld  be g iv in g  aw ay  
m ore  than necessary  to m ake  the p ro jec t  econom ica l.  Proponents  argue, h o w e v e r ,  that the  state  
w ou ld  not be  w a iv ing  any  taxes , s ince the line w o u ld  not be built w ithout the w aiver .

T h e  rax w a iv e r  also could  app ly  to o ther  facilities associated with the gasline. T he  d ep a r tm en t  
believes the language in this legislation is am b ig u o u s  and  could  result in oil and  gas p ro du cers  
a nd /o r  the pro ject  deve loper  reach ing  further than intended by this bill in an a t tem p t  to bring  
o the r  facilities under the  w a iv e r  provis ion . T h is  fiscal note estim ate  o f  p roperty  tax rev en u es  
that w ould  be lost does no t  include such facili ties  as additional gas cond i t io n in g  plants , 
separa tion  facilities, well conversion  and Po in t T h o m so n  field d eve lopm ents ,  but the dep a r tm en t  
is concerned that o w n ers  o f  these  p ropert ies  a lso  m ight construe  the w a iv e r  to the ir  benefit .

T h e  S tranded G as A ct a l low s for tax re l ie f  o r  deferral , but the explic it  m an d ate  o f  the  A c t  w as  to 
ta i lo r  the s ta te ’s fiscal te rm s to the p a r t icu la r  eco no m ics  o f  the project and  to m ax im ize  the 
benefit  lo the people  o f  the state  from the deve lo pm en t .  For exam ple , the A ct enab le s  the s ta te  to 
g ive  tax re l ie f  where needed  to m ake  the p ro jec t  econom ic , but then recoup  its fo regone  revenue  
—  or more —  w hen  the p ro je c t ’s e co n o m ics  improve.

U n d er  this bill, h ow ever ,  the state  w ou ld  g e t  no th ing  in exchange  for p roperty  tax  relief. W hat 
hap pen s  i f  the  price o f  g as  g o es  up and  the p ro jec t  deve loper  profit eno rm ou sly  from the upside, 
but the  state w ould  lose o u t  on sharing  in tha t  additional profit potential as  " re p a y m e n t” for any  
tax re l ie f  granted  early in the d ev e lo pm en t?  Yes, the legislature could then raise taxes, but this is 
no t  the fiscal certainty  tha t  the state and  po ten tia l  p ro ject sponsors  seek from  this legislation.

T he  departm en t reco m m end s  ch a n g in g  the w a iv e r  p rov is ion  o f  this bill to (1) include an  
opportun ity  for the state  to sha re  '.. the potential  future benefits  from the p ro jec t  as part o f  the 
p ackage  for any  lax relief, (2) p rov ide  an op po rtun i ty  for the affected  c o m m u n itie s  to partic ipate  
in the tax re l ie f  d iscussions , and  (3) a t igh ter  defin it ion  o f  facilities e lig ib le  for the lax relief.



D E C R E A S E  IN  S T A T E  n n d  M U N I C I P A L  R E V E N U E S

U nd er  Sections 4  and 5 o f  this legislation:
•  T he  sta te  w o u ld  lose an estim ated $359  million or m ore  in p ro per ty  tax revenues during 

cons truc tion  and  through the first 24  m onths  o f  p ro jec t  opera tion .

• T he  Fa irbanks N orth  Star Borough and N orth  S lope  B o ro u g h  w o u ld  lose an estim ated  
.$404 m illion  o r  m o re  in property tax revenues  du r ing  con s tru c tion  and  through the first 
24 m o n th s  o f  production .

• A l th o ug h  the state and  the m unicipalities  w ould  n ev e r  receive  th is  p roperty  tax  revenue if 
the  p ro jec t  is not built, there is no opportun ity  to d e te rm in e  w h e th e r  the tax re l ie f  
p rov ided  by th is  bill is needed lo m ake  the pro ject e co no m ic .

• T h e  a b o v e  property  tax estimates are  based  on  a natural gas  p ro jec t  carry* North  Slope 
gas to A lberta , for d is tr ibution  to m arke ts  in the L o w e r  48  states . T h e  estim ate  o f  lost 
revenues  w ou ld  be different and w ould  include add itional  m un ic ip a l i t ies  i f  the project 
w as  an L N G  line to t idew ater  at V a ldez  o r  C ook  Inlet.

■ T he affected  m unicipali t ies  w ould face h igh er  exp en ses  d u r in g  the  influx o f  construction
w orkers  and  the resulting dem and  for increased school, po lice , road  and  various o ther 
public  serv ices. M eet in g  those dem an d s  w ithou t the ability  to tax  the pro ject i tse lf  would 
put a  severe  strain  on  local resources. This  issue is a t least part ia lly  m et by the section  o f  
the legislation that w ould  establish  a N atura l G as P ipeline  Im pac t  A ss is tance  Fund  at the 
D epar tm ent o f  C o m m u n ity  and E co no m ic  D ev e lop m en t .  Su b jec t  to future legislative 
appropria t ions , the departm en t could  use the fund to m a k e  state g ran ts  to affected 
m unicipalities .

• O ne op tion  for localities w ould  be raise property  tax es  on  all o th e r  property  w ith in  their 
ju r isd ic t ion .  T h e  s ta te 's  share o f  p roperty  taxes on the  T ra n s-A lask a  Oil P ipeline and 
o th e r  oil and  g as  facilities a lready in p lace  is reduced  d o lla r  for d o l la r  by property  taxes 
paid to local com m unities . Therefo re  increased m un ic ipa l  p ro per ty  taxes in the affected 
m unicipali t ies  w ou ld  reduce  the s ta te ’s oil and gas  p ro p e r ty  tax receip ts .
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P a c i f i c  R im 3601 C Street, Suite T400 o n rh o r jg c , AK 99503  Phone 9 0 7 -7 7 0 -16 0 0  Fax 9 0 7 -770 -1620  kcn@ pocrim ldr.com  
L E A D E R S H I P  D E V F . L 0 r . M E N T

April 24, 2002

Alaska State House of Representatives Finance Committee 
Alaska State Capitol 
Juneau, AK 99801

Re: C om m ents  o n  H B  519

Dear Representatives:

I thank you as an Alaskan for the opportunity to provide comments on House Bill 519, a 
proposed act authorizing priority treatment and providing cer . i tax exemptions for an 
Alaska North Slope natural gas project.

As a retired energy industry executive with over two decades of technical and business 
experience in the natural gas industry but shaking now as an Alaskan citizen, I support 
HB 519 i f  the fo llow ing im portant changes are added:

1) Ensure the application deadline is no later than April 1, 2004.

Originally in the bill, the deadline was set as June 30, 2005. If such positive 
incentives as the tax exemptions worth hundreds of millions of dollars are indeed 
approved by the State, the State should insist upon a quicker decision to move 
ahead with the gas project or pull the incentives off the table.

The Producers may argue that they cannot commit to reaching an agreement by 
April 1,2004. Importantly, when the Producers run economic scenarios within their 
offices and review the data with their corporate executives, they will have to state 
the benefits of this Act are lost if real action -  investors' Board approval of a project 
- is not taken during 2003 or early 2004. The "consequences" of not moving ahead 
with an approved gas project becomes greater if this Act’s $500-750 million of 
positive tax relief incentives are eliminated without quick action on the»r part.

Do not pass HB 519 without a firm "line in the sand"...the Producers only get these 
benefits in return for acting by the end of next year or in early 2004. This year is 
the twenty-fifth anniversary of the startup of Pmdhoe Bay, and yet there are still no 
natural gas sales. The State has given the Producers more than "reasonable time" 
for meetings, studies and speeches. If th -*se tax exemptions are given, the State 
should ask for one thing in return: an approved project underway by April 1,2004.
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2) Grant the property and sales tax exemption only to a well-defined gas project, 
i.e. only to  selected facilities and the main gas trunkline.

The original draft of HB 519 allowed for tax exemption for “related facilities" which is 
simply too broad. Suggested wording to clarify what investment is granted tax 
exemption should be similar to that below;

"The property and sales tax exemption granted by this Act applies only to the 
following facilities, the new natural gas trunkline in Alaska downstream of the new 
Prudhoe Bay natural gas conditioning plant and related new compressor stations; 
and select components, but not all, of the new Prudhoe Bay natural gas 
conditioning plant that specifically relate to conditioning of the gas to remove 
impurities to get "pipeline quality" gas for pressurized shipment down the main 
trunkline.

Components of the natural conditioning plant that are used for ancillary jconomic 
purposes are not exempted from property or sales taxes, e.g. equipment for re­
injection of gas into the reservoir for oil production pressure maintenance, carbon 
dioxide pressurization for enhanced oil recovery, or other functions not directly 
related to manufacturing “pipeline quality” gas for main trunkline shipment.
Likewise, other secondary pipelines, gathering lines, or other facilities on the North 
Slope upstream of the new Prudhoe Bay gas conditioning plant are not exempted 
from property or sales taxes by this bill and are considered standalone field or 
facility developments, e.g. Pt. Thomson gas field development, and must 
separately qualify or apply for economic relief under existing regulations such as 
the margins; field credits, if proof of economic need warrants such consideration.”

3} J m it the outright incentive exemption from property and sales tax to  the 
period of pipeline construction only. However, do allow in the Act the 
consideration for an additional two years of tax exemption after gas line 
startup based on: a) negotiation o f this additional two-year tax exemption 
with Commissioners in the calendar year of startup, when b) pipeline 
investors must show economic need for an additional two years of tax 
exemption.

Perhaps the most controversial part of HB 519 is the outright granting of hundreds 
of millions of dollars of property tax and sales tax exemption without gas project 
investors having to show economic data verifying the absolute need for tax 
exemption to achieve an acceptable investors’ rate-of-return.

Proponents of the bill as written argue that the State must grant outright tax relief to 
help make the project viable and 'o send a strong signal to Congress that the State 
is doing its share to help the gas project so that Congress will be more inclined to 
pass Federal incentive legislation. Some proponents even use the ‘fear factor" that 
a gas project will simply not be done by anyone unless HB 519 is passed as is.

Opponents of the bill as written argue that the State should not give away hundreds 
of millions of dollars of tax relief without gas project investors actually showing 
economic calculations that the relief is needed for an acceptable return. In
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particular, opponents argue that the tax relief should not be granted for any period 
after gas pipeline startup when the investors start receiving substantial revenues. 
For example, if gas sales volumes are 4 billion cubic feet per day as forecasted and 
assuming a nominal pipeline tariff of $2.50 per thousand cubic feet from the North 
Slope to the Lower 48 market, pipeline investors’ revenues will total $10 million per 
day, or over S300 million per month! Opponents argue there should not be 
property tax exemption once these tariff revenues begin.

I propose a compromise. I do believe the State must grant some substantial 
incentive to help "jump start” the gas project with billions of dollars of investments at 
stake. But I also believe there should not be tax exemption after the calendar year 
of gas sales startup without proof of economic need. To compromise, allow the 
outright grant of property tax exemption during construction and through the 
calendar year of gas line startup... this is still several hundred millions of dollars of 
tax relief. At the time of startup, if factors indicate the project rate-of-retum is not 
acceptable, the investors can apply to the Commissioners for an additional two 
years of property and sales tax exemption conditional upon their showing economic 
data indicating need for additional tax relief.

I sincerely hope these changes can be made to HB 519. I further nope that these changes 
address the concerns of proponents and opponents so that all can join together in a 
common goal: the State he lp ing assist a gas pro ject that actually gets approved and  
com pleted by a consortium  o f  investors. Many of us in the State are tired or studies and 
future promises. Now is the time for action not only by the State and Federal 
governments, but also by the producers, pipeline companies and other investors who 
should stop talking and start buildingl

I’m for "G as To The S ta te s  In 2008", but I can also accept “Gas D ow n The L in e  In  
2 0 0 9 "! L e t’s make this exciting project for Alaska's future happen now!

Sincerely,

President, Pacific Rim Leadership Development LLC
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Gas line price tag ca l led to o  high
By Tony Hopfinger 
Anchorage Daily News
( P ub lished : A p ril 27 , 2 0 0 2 )

Oil companies have concluded a proposed $20 billion natural gas pipeline from Alaska to the Lower 
48 doesn't make financial sense, but they will continue pushing government to lower the project's 
risks.

The companies on Thursday briefed state officials, saying the pipeline's price tag has risen by more 
than $2 billion from the ir early estimates. While they are still interested, the companies said, the 
project would not return enough profit given the huge financial risks.

BP, Phillips and Exxon Mobil are encouraging the state and federal governments to ensure any 
project wouldn't become bogged down in perm itting delays. Project boosters want the companies 
to get tax breaks, subsidies and other incentives.

The companies also told the state that any pipeline that gets built could carry far more gas than 
they projected last year, giving the state far more revenue.

The gas pipeline idea sprang back to life about 18 months ago after two decades of dormancy. 
Natural gas prices were spiking, causing gas shortages in the Lower 48, where gas is increasingly 
burned for electricity and home heating.

Prices have since subsided. The uncerta inty of future prices has heaped risk onto the project, 
especially when it would be far cheaper to tap smaller gas reserves in the Canadian Arctic to boost 
Lower 48 supplies.

While uncertainty pesters the pipeline idea, many state leaders and gas analysts remain optim istic 
somebody will eventually tap North Slope gas —  North America's largest proven gas reserves. The 
dream is fueled by a growing urgency as state lawmakers struggle with a static oil industry and 
expected budget shortfalls.

"A gas pipeline will not be a huge gusher of money to the state like oil has been, but It will 
certainly help stabilize and diversify the economy," said Bob King, a governor spokesman.

Phillips, Exxon and BP estimate they would pay the state and local governments about $50 billion 
in fees and taxes over the 30 years or so they operate the pipeline, double last year’s estimate.

But state economists have tagged the state 's cut at about $28 billion.

"We're not accusing (the companies) of lying, but that is just not the number we’re getting ," sale.
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Larry Persily, the sta te 's deputy revenue commissioner.

The state owns the Slope's proven gas reserves of 35 trillion cubic feet. BP, Phillips and Exxon 
Mobil -- which have rights to produce it -- have said for several months that the ir final analysis 
would show the pro ject remains too risky given the costs.

The oil companies spent $125 million studying the cost o f threading the line about 3,500 miles to 
Chicago along an Alaska Highway route through the state or under the Beaufort Sea and across the 
Canadian Arctic.

The highway route came in at $19.4 billion -- $2.2 billion more than their initial estimates. The 
northern route would cost $18.6 billion, up from $15.1 billion. The companies said uncertainty 
means actual costs could be 20 percent lower or higher than their estimates.

One reason for the increase is the companies are now looking at using a larger pipe that would 
move more gas, said Ken Konrad, head of BP's natural gas development team in Alaska.

The companies have been askrng government to help reduce risks. And Congress and the state 
Legislature have taken industry suggestions seriously.

The energy bill the U.S. Senate approved this week, for instance, would give pipeline operators a 
tax credit whenever gas prices fell below $3.25 per million BTU, roughly today's price.

The Legislature is considering a handful ol incentives, including tax-exempt bonds to build the line 
and a $760 million tax holiday during construction and the early years o f gas production.

The gas line has wide support among state lawmakers. Many have pegged a gas line through the 
heart of Alaska as a quest to give the state one more boom, the likes of which Alaskans haven't 
seen since the construction of the 800-m ile trans-Alaska oil pipeline in the 1970s.

Leaders are increasingly feeling the pressure to diversify the state's oil-dependent economy. Oil 
funds about 80 percent of the state's general budget and is why Alaskans don 't pay a state income 
tax.

But Alaska's daily oil production of about 1 million barrels a day is about half the peak reached in 
1988. Alaska now faces future budget shortfalls as a state savings account used to balance the 
budget could run dry in three or four years.

Reporter Tony Hopfinger can be reached at thopfinqer@adn.com or 907 257-4344.

Copyright © 2002 The A n c h o r a g e  Dally News ( w w w . a d n . c o m )
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CS FO R  HOUSE BILL NO. 519(FIN)

IN  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

T W E N  f Y - S E C O N D  L E G IS L A T U R E  - S E C O N D  S E S S IO N

BY THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE

A BILL 

FO R  AN ACT EN TITLED  

"An Act authorizing priority trea tm ent under the Right-of-Way Leasing Act for an 

Alaska North Slope natura l gas project; expanding the scope for the kinds of gas 

development projects th a t  may become qualified projects un de r  the Alaska Stranded 

Gas Development Act to na tura l gas projects, including an Alaska N orth Slope natura l 

gas pipeline and any spurs; extending the deadline for subm itting applications under the 

Alaska Stranded Gas Development Act; exempting an Alaska North Slope natural gas 

project from state and municipal property  taxes during  construction and initial 

operation, and eliminating the authority  of a municipality to levy a sales o r  use tax on 

property or services used or to be used on the project; and providing for an effective 

date."

BE IT ENACTED BY TH E LEG ISLA TU RE OF TH E  STATE O F  ALASKA:

* S e c t io n  1. T h e  u n co d if ie d  law  o f  the  State  o f  A la s k a  is a m e n d e d  by  a d d in g  a n e w  sec tion

-1-
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to read:

F IN D IN G S  A N D  IN T E N T . T h e  leg is la tu re  Finds that

(1) a  v a s t  q u an t i ty  o f  gas  in A la s k a  is cu r re n tly  s t r a n d e d  f ro m  c o m m e rc ia l  

d e v e lo p m e n t ,  in p a r t  d u e  lo th e  cos t  a s so c ia te d  w ith  p ro v id in g  a c c e ss  to  m a rk e ts  fo r  tha t  gas; 

the  A la s k a  N o r th  S lo p e  has  the  la rges t  k n o w n  d is c o v e re d  na tu ra l  g as  re s o u rc e s ,  e s t im a te d  to 

be  35  tr i l l ion  c u b ic  feet, in the  U n i te d  S ta tes  a n d  h as  u n d isco v e re d  gas  r e s o u rc e s  e s t im a te d  to 

be in e x c e s s  o f  100 t r i l l io n  cub ic  feet;

(2) d e m a n d  fo r  n a tu ra l  g as  in the  lo w e r  48  s ta tes  is e x p e c te d  to e xp e r ie n ce  

rec o rd  g ro w th ;  the  lo w e r  48  s ta tes  h a v e  an in a d e q u a te  re so u rc e  b a s e  to  m e e t  this e x p e c te d  

d e m a n d ,  a n d  th e re  is an  u rg e n c y  to  m a k e  an  A la s k a  na tu ra l  g as  p ip e l in e  p ro je c t  m o v e  fo rw ard  

to fill th is  g ap  w i th  N o r th  A m e r ic a n  g a s  ra th e r  th a n  w i th  g as  f ro m  u n c e r ta in  so u rc e s  o v erseas ;

(3 )  it is im p o r ta n t  for th e  U n i te d  S ta tes  to  have  a re l iab le  a n d  a f fo rd ab le  so u rc e  

o f  d o m e s t ic  na tu ra l  g as  fo r  e n e rg y  fo r  Us e c o n o m y ,  fo r  the  w e l l -b e in g  o f  i ts c i t izens ,  fo r  the  

g ro w th  o f  its b u s in e s s e s ,  a n d  fo r  the  n a t io n a l  secu ri ty ;

(4 )  th e  N o r th  S lo p e  o f  A la s k a  is o n e  o f  th e  few  k n o w n  lo c a t io n s  in the  U n ite d  

S ta tes  th a t  c a n  su p p ly  s ig n if ic a n t  n a tu ra l  gas  su p p l ie s  to  the  lo w e r  48  s ta te s  fo r  y ea rs  to  co m e;

(5)  d u r in g  the  p a s t  th re e  d ec ad e s ,  se v e ra l  c o m p a n ie s  a n d  e n t i t ie s  h av e  s tu d ied  

d if fe ren t  w a y s  t c  c o m m e rc ia l iz e  A la s k a  N o r th  S lo p e  gas  a n d  h a v e  b e e n  u n su c ce ss fu l  in  

id e n t i fy in g  an  e c o n o m ic  p ro jec t ;  m o s t  rec en t ly ,  th e  th ree  m a jo r  p ro d u c e rs ,  th ro u g h  the ir  

A la s k a  G a s  P ro d u c e r s  P ip e l in e  T e a m , h av e  s tu d ie d  a so u th e rn  ro u te  a p p ro x im a te ly  fo l lo w in g  

a  rou te  a lo n g  th e  T ra n s  A la s k a  P ip e l in e  S y s te m  f ro m  P u m p  S ta t io n  O n e  to  D e l ta  Ju n c t io n  a n d  

a lon g  th e  A la s k a  H ig h w a y  th ro u g h  A la s k a  a n d  C a n a d a  to the  lo w e r  48  s ta te s  a n d  a  n o r th e rn  

rou te  o f f  th e  sh o re  o f  th e  A rc t ic  N a t io n a l  W ild l i fe  R e fu g e  in the  B e a u fo r t  Sea, a n d  h av e  

c o n c lu d e d  that n e i th e r  is su f f ic ien t ly  e c o n o m ic ,  g iv e n  the  m a g n itu d e  o f  the  r isks  a s so c ia ted  

w i th  the  p ro je c t ;  h o w e v e r ,  a t  leas t  one  p ro d u c e r  h as  in d ica ted  a  w i l l in g n e s s  to  p ro c e e d  fu rthe r  

i f  fed era l  a n d  s ta te  e n a b l in g  leg is la t io n  w ith  p ro v is io n s  to m it ig a te  lo n g - te rm  na tu ra l  gas  p r ice  

r isks  a n d  fo r  f iscal c e r ta in ty  a n d  in c e n t iv e s  is e n ac ted ;

(6)  the m a jo r  p ro d u c e rs  h av e  p ro p o se d  n ew  federa l  e n a b l in g  leg is la t io n  that 

they  b e l ie v e  w ill  e x p e d i te  the  c o n s tru c t io n  and  o p e ra t io n  o f  a  na tu ra l  g as  p ip e l in e  from  the  

N o r th  S lo p e  to th e  lo w e r  48  s tates ;

(7 )  in a d d i t io n  to th e  s ta te 's  rece ip t  o f  r e v e n u e  f ro m  ta x e s  a n d  royalties ,

CSHB 519(FIN) -2-
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A laska n s  w il l  b e n e f i t  f ro m  th e  c o m m e rc ia l iz a t io n  o f  A la s k a  N o r th  S lo p e  na tu ra l  gas  t h ro u g h  

o p p o r tu n i t ie s  fo r  in -s ta te  u se  o f  the  natural gas  and  fo r  p a r t ic ip a t io n  by A la s k a n s  in 

c o n s tru c t io n ,  m a in te n a n c e ,  a n d  o p e ra t io n  o f  a  na tu ra l  gas  p ip e l in e  p ro je c t ;

(8) b e c a u s e  o f  the  h ig h  cos t  o f  p ro v id in g  a c c e s s  to  m a rk e ts  fo r  A la s k a  N o i th  

S lop e  gas , e x p lo ra t io n  e ffo r ts  on  the  N o r th  S lo p e  h av e  h is to r ic a l ly  fo c u s e d  on  oil; recen t ly ,  

so m e  c o m p a n ie s  h av e  e x p re s se d  in te re s t  in gas  e x p lo ra t io n ;  i f  th e  in f ra s t ru c tu re  n e e d e d  to 

p ro v id e  a c c e s s  to  m a rk e t  fo r  A la s k a  N o r th  S lo p e  g as  w e re  a v a i la b le ,  n e w  gas  e x p lo ra t io n  

efforts  m ig h t  be  in i t ia ted  on  the A la s k a  N o r th  S lo p e  a n d  in o th e r  b a s in s  tha t  c u r re n t ly  re m a in  

la rg e ly  u n e x p lo re d  fo r  o il a n d  gas ; it is v ita l  to  th e  S ta te  o f  A la s k a  th a t  the re  be  c o n t in u e d  a n d  

ro b u s t  e x p lo ra t io n  a n d  d e v e lo p m e n t  o f  na tu ra l  g as  r e s o u rc e s  o n  the  A la s k a  N o r th  Slope;

(9) A la s k a n s  need  a  p o r t io n  o f  the  g as  f ro m  a  n a tu ra l  g as  p ip e l in e  p ro je c t  fo r  

in-s ta te  use ;  h o w e v e r ,  it is u n l ik e ly  tha t  m a rk e ts  w ill  d e v e lo p  w i th in  th e  sta te  tha t  w o u ld  n e e d  

m o re  than  a  re la t iv e ly  sm a l l  p o r t io n  o f  th e  v o lu m e  o f  g as  a l r e a d y  d is c o v e re d  on  the  A la s k a  

N o r th  S lo p e ;  it  is v i ta l  fo r  e c o n o m ic  d e v e lo p m e n t  th a t  A la s k a  c o m m u n i t i e s  a n d  b u s in e ss e s  

h av e  a c c e ss  u n d e r  fa i r  a n d  re a so n a b le  te rm s  to  the  p ip e l in e  fo r  in - s ta te  u se  o f  A la s k a  N o r th  

S lo p e  n a tu ra l  gas ;

(1 0 )  the  c o n s t ru c t io n  a n d  o p era tio n  o f  a  n a tu ra l  g a s  p ip e l in e  in th e  s ta te  a n d  

th e  sa le  o f  A la s k a  N o r th  S lo p e  gas  is c ri t ica l  to  the  h ea lth  a n d  w e l fa re  o f  the  state;

(1 1 )  fo r  a  na tu ra l  g as  p ip e lin e  p ro jec t  to  b e c o m e  e c o n o m ic a l ly  v iab le  a n d

c o m p e t i t iv e ,  th e  e s t im a te d  c o s ts  o f  c o n s tru c t in g  the  p ro je c t  a n d  th e  a s so c ia te d  financ ia l  r isk  

m u s t  re d u c e d  s ig n if ica n t ly ;  c h a n g e s  in the  local ,  s ta te , a n d  fed e ra l  tax  s t ruc tu re  m a y  a lso  be  

n ec es sa ry  to m a k e  c o m m e rc ia l iz a t io n  o f  the  g as  r e s o u rc e s  e c o n o m ic a l ly  v ia b le  by , in  par t ,  

s t ru c tu r in g  ta x  a n d  ro y a l ty  in c en t iv e s  re la ted  to the  p ro je c t  a n d  p r o v id in g  a s  m u c h  c la ri ty  and  

c e r ta in ty  as p o s s ib le  r e g a rd in g  the  tax es  th a t  w o u ld  a p p ly  to  a  p ro je c t  th ro u g h o u t  its life;

(1 2 )  art. IX , sec. 4 , C o n s t i tu t io n  o f  th e  S ta te  o f  A la s k a ,  e m p o w e rs  the  

leg is la tu re  to  c re a te  tax  e x e m p t io n s  by  g ene ra l  law , a n d  the  c re a t io n  o f  tax  e x e m p t io n s  to 

m a k e  A la s k a  N o r th  S lo p e  g as  c o m m e rc ia l ly  v ia b le  and  c o m p e t i t iv e  is c o n s is te n t  w i th  the  

leg is la tu re 's  r e s p o n s ib i l i ty  u n d e r  art. V III ,  sec. 2 , C o n s t i tu t io n  o f  th e  S ta te  o f  A lask a ;

(1 3 )  g o o d  fai th  e ffo r ts  by  p ro d u c e rs  a n d  o th e r  c o m p a n ie s  e n g a g e d  in the

d es ig n , c o n s t ru c t io n ,  a n d  o p e ra t io n  o f  the  na tu ra l  g as  p ip e l in e  v o lu n ta r i ly  to p ro v id e

e m p lo y m e n t  o p p o r tu n i t ie s  for A la s k a  re s id e n ts  and  o p p o r tu n i t ie s  fo r  A la s k a  b u s in esses  a re  in

-3- CSHB 519(FIN)
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the lo n g - te rm  in te re s ts  o f  th e  s ta te ;

(14 )  the re  h as  b ee n  a  h is to ry  o f  co s t ly  d is p u te s  b e tw e e n  p ro d u c e rs  o f  oil and  

the  sta te  o v e r  the  d e te rm in a t io n  o f  the  p ro d u c t io n  tax es  d u e  fo r  o il p ro d u c e d  a n d  so ld , in p a r t  

b ecau se  o f  d is p u te s  o v e r  the  d ef in i t io n  o f  te rm s  p e r t in e n t  to  th e  c a lc u la t io n  o f  the  tax ;

(1 5 )  it is  in  th e  s ta te 's  b es t  in te re s t  to  p ro v id e  c la r i ty  a n d  c e r ta in ty  to  the 

p ro cess  o f  d e te rm in in g  a  p ro d u c e r 's  tax  and  ro y a l ty  l iab il ity , A S  4 3 .8 2  (A la sk a  S tra n d e d  G a s  

D e v e lo p m e n t  A c t)  p ro v id e s ,  a m o n g  o th e r  p ro v is io n s ,  in  A S  4 3 .8 2 .0 2 0 ,  4 3 .8 2 .2 0 0 ,  a n d  

4 3 .8 2 .21 0 ,  m e c h a n is m s  fo r  the  s ta te  a n d  th e  sp o n so r  o f  a N o r th  S lo p e  natu ra l  g as  p ip e l in e  

p ro jec t  to  n e g o t ia te  a c o n trac t  tha t  c o u ld  p ro v id e  tha t  c la r i ty  a n d  c e r ta in ty  a n d  re so lv e  o th e r  

im p o r ta n t  is su es ,  in c lu d in g  a c c o m m o d a t in g  the  in te re s ts  o f  a ffe c te d  m u n ic ip a l i t ie s .

* Sec . 2. A S  3 8 .3 5  is a m e n d e d  b y  a d d in g  a  n e w  se c t io n  to  rea d :

Sec. 38.35.240. Expeditious priority trea tm en t by state officials and 

agencies in support of development and construction of an Alaska North Slope 

na tura l gas project under this chapter, (a) In the  d e v e lo p m e n t  a n d  c o n s t ru c t io n  o f  

a n  A la s k a  N o r th  S lo p e  na tu ra l  gas  p ro je c t  tha t  re q u i re s  the  g ran t  o f  a  r ig h t -o f -w a y  

lea se  u n d e r  th is  cha p te r ,  e ve ry  s ta te  o ff ic ia l  a n d  a g e n c y  sh a ll  g iv e  full c o o p e ra t io n  to  

the  c o m m is s io n e r ,  o r  to a n y  o ff ic ia l  to  w h o m  d e le g a t io n  o f  the  a u th o r i ty  o f  the  

c o m m is s io n e r  is m a d e  b y  o r  u n d e r  law , c o n s is te n t  w i th  th e  p ro v is io n s  o f  th e  law  

a d m in is te re d  b y  the  o ff ic ia l  o r  a g e n cy ,  b y  is su in g  o r  g ran t in g  n e c e s sa ry  p e rm its ,  

c e r t i f ic a te s ,  a u th o r iz a t io n s ,  a n d  s im i la r  a c t io n s  re q u i re d  to b e  taken  a t  the  e a r l ie s t  

p ra c t ic a b le  da te ,  w i th  a c t io n  to  be  tak en  on  an e x p e d i te d  bas is  a n d ,  n o tw i th s ta n d in g  

an y  o th e r  p ro v is io n  o f  law , h a v in g  p re c e d e n c e  o v e r  a n y  ' ik e  m a t te r  p e n d in g  b e fo re  the  

o ff ic ia l  o r  a g e n cy .

(b)  In the  c o m m is s io n e r 's  c o n s id e ra t io n  o f  an  a p p l ic a t io n  u n d e r  this c h a p te r  

fo r  a lea se  fo r  the  A la s k a  N o r th  S lo p e  na tu ra l  g as  p ro je c t ,  th e  c o m m is s io n e r  m a y  l im it 

the  s c o p e  o f  rev iew , a n a ly s is ,  a n d  f in d in g  fo r  th e  a p p l ic a n t 's  p ro p o se d  lease  

a p p l ic a t io n  u n d e r  th is  c h a p te r  to  a  p a r t ic u la r  p h ase  o f  th e  p ro je c t  if, in  the  j u d g m e n t  o f  

th e  c o m m is s io n e r ,  the  p ro je c t  is c a p a b le  o f  p ro c e e d in g  in d is c re te  p h ases  a n d

(1) the  u ses  a n d  a c t iv i t ie s  in v o lv in g  th e  p ro je c t  on  th e  lan d  for w h ic h  

the  a p p ro v a l  is to  be  g ra n te d  a re  p a r t  o f  tha t  d isc re te  p h a se ;

(2) b e fo re  the  n e x t  p h ase  o f  the p ro je c t  m a y  p ro c e e d ,  the  c o m m iss io n e r

CSHB 519(F1N) -4-
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g iv e s  p u b l ic  n o t ice  a n d  o p p o r tu n i ty  fo r  c o m m e n t  a b o u t  tha t  p h ase ,  u n le s s  the u se  or 

a c t iv i ty  to be  a p p ro v e d  is su b jec t  to a  c o n s is te n c y  d e te rm in a t io n  u n d e r  A S  4 6 .4 0  a n d  

p u b l ic  n o tice  a n d  the  o p p o r tu n i ty  to c o m m e n t  a re  p ro v id e d  u n d e r  A S  4 6 .4 0 .0 9 6 (c ) ;

(3 )  the  c o m m iss io n e r 's  ap p ro v a l  is req u ired  b e fo re  the  n e x t  p h a s e  o f  

th e  p ro je c t  m a y  p ro c e e d ;  and

(4) th e  c o m m is s io n e r  se ts  o u t  the  re a so n s  fo r  p r o c e e d in g  o n  the  

a p p l ic a t io n  in d isc re te  p hases .

(c) In th is  sec t io n , " A la sk a  N o r th  S lo p e  n a tu ra l  gas  p ro je c t"  m e a n s  " N o r th  

S lo p e  na tu ra l  g as  p ip e lin e"  as  se t  o u t  in  A S  3 8 .3 5 .1 2 0 (a ) (1 ) (B ) ,  in c lu d in g  the  fac i l i t ie s  

th a t  a re  n ec es sa ry  for, a n d  to  th e  e x te n t  u sed  for, t re a t ing  and  c o n d i t io n in g  th e  g a s  to 

b e  t ra n sp o r te d ,  and  the  c o m p o n e n ts  o f  the  p r o c e s s in g  p la n t  a s so c ia te d  w i th  n a tu ra l  g as  

c o n d i t io n in g ,  to  be  c o n s t ru c te d  to fo l lo w  g e n e ra l ly  a  ro u te  th a t  p a ra l le ls  th e  T ra n s  

A la s k a  P ip e l in e  S y s te m  and  th e  A la s k a  H i g h w a y  to  the  C a n a d ia n  b o rd e r ,  o r  to  

t id e w a te r  fo r  l iq u e f ied  na tu ra l  gas , a n d  a n y  s p u r  l in es  to  se rv e  p e o p le  in  the  s ta te ,  to  

t ra n sp o r t  na tu ra l  gas  d e r iv e d  f ro m  th e  a re a  o f  the  s ta te  ly in g  n o r th  o f  64 d eg re es  N o r th  

la t i tu de .

* Sec. 3. A S  4 3 .5 6 .0 2 0 (a )  is a m e n d e d  to read :

(a) T h e  fo l lo w in g  are  e x e m p t  f ro m  local t ax es  lev ied  o r  a u th o r iz e d  u n d e r  

A S  4 3 .5 6 .0 1 0 (b ) :

(1) p ro p e r ty  r ig h ts  a t ta c h e d  to  o r  in h e re n t  in the r ig h t  to  e x p lo re  fo r  o r  

p ro d u c e  oil o r  gas;

(2) oil o r  gas  lea ses  o r  p ro p e r t ie s ,  w h e th e r  p ro d u c in g  o r  no t;

(3) o il o r  gas  in p lace ;

(4) oil o r  gas  p ro d u c e d  o r  e x t ra c te d  in th e  sta te;

(5) the  v a lu e  o f  in ta n g ib le  d r i l l in g  e x p e n se s  a n d  e x p lo ra t io n  ex p en ses ;

(6) an  in te re s t  in p ro p e r ty  d e s c r ib e d  in A S  4 3 . 5 5 . 0 17(a)i

(7) an interest in taxable property  that is p a r t  of an Alaska North 

Slope natural gas project, whether or not, under AS 43.82, the project has been 

determ ined bv the commissioner of revenue to meet the requirements of 

AS 43.82.100. from the project's construction commencement date, as determined 

hv the commissioner, until December 31 of the second calendar year  after the
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c a l e n d a r  v e a r  in w h ic h  t h e  p r o j e c t  is p l a c e d  in s e rv ic e :  f o r  p u r p o s e s  o f  th is  

p a r a g r a p h .  " A l a s k a  N o r t h  S lo p e  n a t u r a l  g a s  p r o j e c t "  h a s  t h e  m e a n i n g  g iv e n  in 

A S  3 8 .3 5 .2 4 0 .

* Sec. 4. A S  4 3 .5 6 .0 2 0 (b )  is a m e n d e d  to read:

(b) T h e r e  is e x e m p t  f ro m  s ta te  tax es  lev ied  o r  a u th o r iz e d  u n d e r  

A S  43 .56 .010(a). .

(1) b e fo re  the  c o n s t ru c t io n  c o m m e n c e m e n t  da te , p ro p e r ty  th a t  is 

c o m m it te d  b y  c o n t ra c t  o r  o th e r  a g re e m e n t  fo r  u se  in th is  s ta te  p r im ar i ly  fo r  the  

p ro d u c t io n  o r  p ip e l in e  t ra n sp o r ta t io n  o f  g as  o r  u n re f in e d  o il, o r  in  the  o pera tion  o r  

m a in te n a n c e  o f  fac i l i t ie s  fo r  th e  p ro d u c t io n  o r  p ip e l in e  t ra n sp o r ta t io n  o f  g as  o r  

unrefined, o i l ; a n d

(2) t a x a b l e  p r o p e r t y  d e s c r i b e d  in  (a ) (7 )  o f  th i s  s e c t io n ,  s u b j e c t  to  

t h e  p r o c e d u r e s  s e t  o u t  in (d )  o f  t h i s  s e c t i o n .

* Sec. 5. A S  4 3 .5 6 .0 2 0  is a m e n d e d  b y  a d d in g  n e w  su b se c t io n s  to  read :

(d) F o r  th e  A la s k a  N o r th  S lo p e  na tu ra l  gas  p ro je c t ,  th e  e x e m p t io n s  p ro v id ed  in

(a)(7 )  a n d  (b )(2 )  o f  th is  sec t io n  d o  no t a p p ly  u n le s s  a  ta x p a y e r ,  o r a  p e rso n  a c t in g  

u n d e r  c o n tra c t  w i th  th e  ta x p a y e r  o r  t h e  p ro jec t 's  sp o n so r ,

(1 )  c o m p l ie s  w i th  a ll r e lev a n t  re q u i re m e n ts  o f  15 U .S .C .  717z (N a tu ra l  

G as  A c t)  a n d  15 U .S .C .  7 1 9  - 7 1 9o  (A la sk a  N a tu ra l  G as  T ra n s p o r ta t io n  A c t  o f  1976), 

as a p p l ic a b le  to  th e  p ro jec t ;

(2 )  c o m p l ie s  w i th  all v a l id  fed e ra l ,  s ta te ,  a n d  m u n ic ip a l  law s re la t in g  to 

h ir in g  A la s k a  re s id e n ts  a n d  c o n t ra c t in g  w i th  A la s k a  b u s in e s s e s  to  w o rk  in the s ta te  in 

the  d es ig n ,  c o n s tru c t io n ,  and  o p e ra t io n  o f  th e  p ro je c t  to th e  e x te n t  the  res iden ts  and  

b u s in e s s e s  a re  a v a i la b le ,  c o m p e t i t iv e ly  p r iced , a n d  q u a l if ied ,  a n d  the  ta x p a y e r  or 

p ro je c t  s p o n s o r  d o e s  n o t  d is c r im in a te  a g a in s t  A la s k a  re s id e n ts  o r  b u s in e ss e s ;

(3) a d v e r t ise s  fo r  a v a i la b le  p o s i t io n s  in n e w sp a p e r s  in the  loca tion  

w h e re  th e  w o r k  is to  b e  p e r fo rm e d  a id in o th e r  p u b l ic a t io n s  d is t r ib u te d  th ro u g h o u t  the 

s .a te , in c lu d in g  in ru ral a reas ,  a n d  u se s  A la s k a  j o b  s e n d e e  o rg a n iz a t io n s  loca ted  

th ro u g h o u t  the  s ta te  and  n o t  j u s t  in  the  loca t io n  w h e re  the  w o rk  is to  be  p e r fo rm e d  in 

o rd e r  to n o t i fy  A la s k a n s  o f  w o rk  o p p o r tu n i t ie s  on  th e  p ro jec t ;

(4) w i th in  the  c o n s t r a in ts  o f  law , e n c o u ra g e s  tiie o w n e r 's  con trac to rs  to
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tra in  a n d  su b se q u e n t ly  to h ire  s ta te  res id en ts  c o n s is te n t  w i th  (2), (3), a n d  (5 )  o f  this 

su b se c t io n ;

(5) rec ru its ,  w i th in  th e  c o n s tra in ts  o f  law , and  e m p lo y s  s ta te  re s id e n ts  

as  w o rk e rs  on  av a ila b le  jo b s ;  the  o w n e r  sha ll  p re p a re  a n d  su b m it  to th e  c o m m is s io n e r  

o f  lab o r  a n d  w o rk fo rc e  d e v e lo p m e n t
t

(A )  o n  an  annua l  b as is ,  a  re p o r t  tha t  se ts  o u t  in de ta i l  the  

sp e c i f ic  m e a s u re s  tha t  the  o w n e r  a n d  th e  o w n e r 's  con trac to rs  h a v e  tak en  o r  are 

p la n n in g  to  take

(i) to  recru it  q u a l i f ied  s ta te  re s id e n ts  fo r  a v a i la b le  j o b s

an d  tha t  d e s c r ib e s  j o b  t ra in in g  o p p o r tu n i t ie s ;  a n d

(ii)  to  u se  A la s k a  b u s in esses ;

(B ) o n  a  q u ar te r ly  b as is ,  a  re p o r t  c o n c e rn in g  the  u se  o f  s ta te  

re s id e n ts ,  in c lu d in g  th e  n u m b e r  o f  re s id e n ts  hi ed o r  e m p lo y e d  d u r in g  the  

p re v io u s  p eriod ;

(6) m a k e s ,  to  the  e x ten t  p e rm it te d  b y  law , re a so n a b le  e ffo r ts

(A )  to  e m p lo y  A la s k a  f i rm s  tha t  a re  ava ila b le  a n d  q u a l i f ie d  to 

p e r fo rm  e n g in e e r in g  and  con s tru c t io n  se rv ic es ;  a n d

(B )  to fab r ica te  o r  m a n u fa c tu re  in  th e  s ta te  n e e d e d  gas 

p r o d u c t io n  and  p ip e l in e  m o d u le s  and  o th e r  fac il i t ies .

(e)  T h e  p ro v is io n s  o f  (d) o f  th is  se c t io n  d o  n o t  c re a te  o r  a b r id g e  in d iv id u a l  

r ig h ts  a n d  d o  not c rea te  a  p r iv a te  r igh t  o f  a c t io n  o r  c la im  b y  a n y  person .

* Sec. 6. A S  4 3 .5 6 .0 3 0  is a m e n d e d  to  read:

S e c .  4 3 .5 6 .0 3 0 .  I n  p la c e  o f  o t h e r  ta x e s .  E x c e p t  f o r  th o se  tax es  im p o se d  

u n d e r  A S  4 3 .5 5 ,  the  tax es  lev ied  o r  a u th o r iz ed  u n d e r  A S  4 3 .5 6 .0 1 0 (b )  a re  in p lace  o f  

a ll  o t h e r

(1) [A L L  O T H E R ]  ad  v a lo re m  ta x e s  o r  o th e r  tax es  im p o se d  by  a 

m u n ic ip a l i ty  o n  p ro p e r ty  su b jec t  to tax  u n d e r  th is  c h a p te r  o r  e x e m p te d  f ro m  taxa tion  

b y  A S  4 3 .5 6 .0 2 0 ;  a n d

(2) [A L L  O T H E R ]  tax es  im p o se d  b y  a  m u n ic ip a l i ty  on  o r  w ith  respec t  

to the p ro p e r ty  su b je c t  to  ta x  u n d e r  this c h a p te r  o r  e x e m p te d  f ro m  tax a t io n  by  

A S  4 3 .5 6 .0 2 0 ,  inc lu d in g ,  b u t  not. l im ited  to,

WORK DRAFT WORK DRAFT 22-LS 1651\R
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(A ) tax es  on  the  re ta i l  s a le  o r  u se  o f  the  p ro p e r ty  e x c e p t  fo r  the 

re ta i l  s a le s  tax  on  the f irs t  $ 1 ,0 0 0  o f  e a c h  sa le ;  however, the exception for 

retail sales or use taxes on the first S1,000 of each sale does not apply to a 

retail sale or use involving property  used or committed bv contract or 

o ther agreem ent for use in the development, construction, operation, or 

m aintenance of an Alaska North Slone na tura l pas project as that term  is 

defined in AS 38.35.240;

(B ) tax es  on  th e  sa le  o r  u se  o f  g as  o r  u n re f in e d  oil;

(C ) ta x e s  o n  th e  sa le  o r  u se  o f  s e rv ic e s  u se d  in  o r  a sso c ia ted  

w i th  th e  p ro p e r ty  o r  in its m a in te n a n c e  o r  o p e ra t io n  e x c e p t  fo r  th e  sa les  tax  on  

th e  f irs t  $ 1 ,0 0 0  o f  e ach  sale; however, the exception for retail sales or use 

taxes on the first S1.000 of each sale does not apply to retail sale o r  use 

involving services used in o r  associated with the property  used or 

committed bv contract or other agreem ent for use in the development, 

construction, operation, or m aintenance of an Alaska North Slope natural 

gas project as that term is defined in AS 38.35.240:

(D )  tax es  on  o r  m e a s u r e d  b y  g ro ss  o r  net in c o m e  f ro m  the  

p ro p e r ty ,  in c lu d in g  in c o m e  f ro m  the  e x p lo ra t io n  for, p ro d u c t io n  of, o r  p ip e l in e  

t ra n sp o r ta t io n  o f  g as  Oi in re f in ed  oil o r  p ro p e r ty ;  and

(E ) any  l icense ,  e x c is e ,  fee ,  charge* o r  o th e r  tax  on  o r  

p e r ta m in g  to  the  p ro p e r ty  o r  se rv ices .

* Sec. 7. A S  4 3 .5 6 .2 1 0 (2 )  is a m e n d e d  to read:

(2)  "construction commencement da te"  m e a n s , for p roperty  subject 

to tax un de r  this chapter used in the exploration for, production of. or pipeline 

transportation of unrefined oil through a facility the construction of which was 

begun before April 1. 1974, the ear l ie r  o f  A p r i l  1, 1974* or the d a te  the fo llo w in g  

occur, and, for property  subject to tax un de r  this chapter used in the exploration 

for, production of. or pipeline transportation of North Slope na tura l gar through 

an Alaska N orth Slope natural gas project, as that term is defined in 

AS 38.35.240. the date on which all of the following have occurred :

(A )  the re  has  b een  is su e d  to  the o w n e r  o r  an  a g e n t  o f  the  o w n e r
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r ig h t -o f -w a y  p e rm its ,  lea ses ,  a n d  t it le  a n d  o th e r  r ig h ts  in land , and  o th e r  

a p p ro v a ls ,  p e rm its ,  l ic en se s ,  a n d  ce r t i f ic a te s ,  by  fede ra l ,  s ta te ,  and  local  

a g e n c ie s  tha t  a  r e a so n a b le  a nd  p ru d e n t  p e r s o n  w o u ld  c o n s id e r  a d e q u a te  to 

c o m m e n c e  c o n s tru c t io n  o f  th e  fac i l i t ie s  in  the  e .xpecta .’on  tha t  all o th e r  

a p p ro v a ls ,  p e rm its ,  l ic en ses ,  a n d  c e r t i f ic a te s  n e c e s sa ry  fo r  th e  c o m p le t io n  o f  

fac i l i t ie s  w il l  be  o b ta in e d ;

(B ) all a p p ro v a ls ,  p e rm its ,  l ic en se s ,  a n d  c e r t i f ic a te s  a re  in  full 

fo rc e  a n d  e ffec t ,  u n re v o k e d  a n d  w i th o u t  a n y  m o d i f ic a t io n  th a t  m igl it j e o p a r d iz e  

th e  c o m p le t io n  o r  c o n t in u e d  c o n s t ru c t io n  o f  th e  fac i l i t ie s ;  and

(C ) no  o rd er ,  j u d g m e n t ,  d ec ree ,  d e te rm in a t io n ,  c r  a w ard  o f  a  

f ed e ra l ,  s ta te , o r  local c o u r t  o r  a d m in is t r a t iv e  o r  re g u la to ry  a g e n c y  en jo in in g , 

e i th e r  te m p o ra r i ly  o r  p e rm a n e n t ly ,  the  c o n s t ru c t io n  o r  the  c o n t in u a t io n  o f  

c o n s t ru c t io n  o f  the  fac i l i t ie s  is in  e ffec t;

* Sec. 8. A S  4 3 .8 2 .1 0 0  is a m e n d e d  to  read :

Sec. 43.82.100. Qualified project. B a s e d  on  in fo rm a t io n  a v a i la b le  to  the  

c o m m is s io n e r ,  th e  c o m m is s io n e r  m a y  d e te rm in e  th a t  a  p ro p o s a l  fo r  n e w  in v e s tm e n t  is 

a  q u a l if ied  p ro je c t  u n d e r  th is  c h a p te r  o n ly  i f  th e  p ro je c t

(1) is a p ro je c t  th a t  principally involves

(A) the transporta tion  of na tu ra l gas bv pipeline to one or 

m ore m arkets outside the state, including an Alaska North Slone natural 

gas project as that term  is defined in AS 38.35.240: o r

(B) [F O R ] th e  e x p o r t  o f  l iq u e f ie d  n a tu ra l  g as  from the state to 

one or more other slates or countries:

(2 )  w o u ld  p ro d u c e  a t  lea s t  5 0 0 ,0 0 0 ,0 0 0 ,0 0 0  c u b ic  fee t o f  s t ran d e d  gas  

w i th in  20  y e a r s  f ro m  the  c o m m e n c e m e n t  o f  c o m m e rc ia l  o p e ra t io n s ;  a n d

(3) is c ap ab le ,  su b je c t  to  a p p l ic a b le  c o m m e r c ia l  reg u la t io n  and  

techn ica l  a n d  e c o n o m ic  c o n s id e ra t io n s ,  o f  m a k in g  g as  a v a i la b le  to  m e e t  th e  rea so n a b ly  

fo re se ea b le  d e m a n d  in this s ta te  fo r  g as  w i th in  the  e c o n o m ic  p r o x im i ty  o f  th e  pro ject .

* Sec. 9. A S  4 3 .8 2 .1 7 0  is a m e n d e d  to read:

Sec. 43.82.170. Application deadline. T h e  c o m m is s io n e r  o f  r e v e n u e  o r  the  

c o m m is s io n e r  o f  na tu ra l  re s o u rc e s  m a y  n o t  ac t  o n  a n  a p p l ic a t io n  fo r  a  con trac t

-9- CSHB 519(FIN)
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su b m it te d  u n d e r  A S  4 3 .8 2 .1 2 0  u n le ss  the  a p p l ic a t io n  is r e c e iv e d  by  th e  D e p a r tm e n t  o f  

R ev e n u e  no  la te r  than  A p r i l  1. 2 0 04  [ JU N E  3 , 2 0 0 1 ] .

* Sec . 10. T h e  u n c o d i f ie d  law  o f  the S ta te  o f  A la s k a  is a m e n d e d  by  a d d in g  a  n e w  se c t io n  to 

read:

R E T R O A C T I V IT Y .  S e c t io n s  8 and  9 o f  th is  A c t  a re  r e t ro a c t iv e  to  Ju ly  1, 2001 .

* Sec . 11. S e c t io n s  3 - 7 o f  th is  A c t  a re  e ffec t ive  Ja n u a ry  1, 2 0 0 3 .

* Sec . 12. E x c e p t  a s  p ro v id e d  in sec. 1 1 o f  th is  A c t,  th is  A c t  tak es  e f fe c t  im m e d ia te ly  u n d e r  

A S  0 1 .1 0 .070 (c ) .

WORK DRAFT WORK DRAFT 22-LS 1651\R
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By: Hank Bartos
Guy Sattley 

Introduced: 04/25/02
Adopted: 04/25/02

RESOLUTION NO. 2002 - 41

A RESOLUTION SUPPORTING THE APPROVAL, CONSTRUCTION AND 
OPERATION OF AN ALASKAN NATURAL GAS LINE PROJECT

WHEREAS, the United States Senate is currently discussing the Energy 
Policy Act of 2002, which provides a comprehensive energy plan for the United States 
of America, with specific provisions favorable to Alaska, including but not limited to, 
language supporting a southern route from the North Slope through Fairbanks, Alaska 
and Canada, access to natural gas and commodity risk provisions; and

WHEREAS, the Alaska Legislature is currently considering a number of 
legislative initiatives to promote the construction and operation of an Alaska Natural 
Gas Line Project such as House Bill 302, House Bill 519 and Senate Bill 360; and

WHEREAS, House Bill 302 by Representative Whitaker would create a 
state-owned corporation to transport and market Alaska North Slope natural gas; and

WHEREAS, Senate Bill 360, among other provisions, establishes certain 
requirements for applications filed for Alaska Natural Gas projects; authorizes 
expeditious priority treatment of all applications filed under the Act; authorizes the 
Commissioner of Natural Resources to act, with legislative approval, to modify terms of 
certain oil and gas leases; authorizes the Commissioner of Revenue to act, with 
legislative approval, to waive, reduce or defer taxes, including state and municipal 
property taxes; authorizes the Alaska Railroad to provide a tax exempt financing for an 
Alaska Natural Gas project; ensures access to state royalty gas for Alaska and 
promotes employment of Alaskans and Alaska firms in the construction and operation 
of a project; and

WHEREAS, House Bill 519, among other provisions, would reauthorize 
the Alaska Stranded Gas Development Act of 1998; expands the definition of a 
qualifying project to include a natural gas pipeline to serve markets outside Alaska; 
provides for the expeditious priority treatment by state officials in support of an Alaska 
North Slope Gas Project; encourages employment of Alaska residents and businesses, 
including the use of Alaska firms to perform engineering, construction, services and in­
state fabrication of production and pipeline modules; specifically exempts the Alaska 
Natural Gas project from paying state and municipal property taxes during construction 
and through the second full year of production; and



WHEREAS, the Alaska Stranded Gas Development Act of 1998, among 
other provisions, authorized the State of Alaska to develop contracts with producers, in 
lieu of taxes, which would establish the fiscal regime that reduces the risk and improves 
the economics of a stranded gas development project, that otherwise would not be 
developed under prevailing tax and royalty regimes; and

WHEREAS, it has been estimated by the Department of Revenue that the 
provisions in House Bill 519 waiving state and municipal property taxes will cost the 
state and local governments in excess of $500 - $760 million dollars, of which between 
$20 - $40 million dollars could be lost to the residents of the Fairbanks North Star 
Borough; and

WHEREAS, while the Alaska Stranded Gas Development Act and Senate 
Bill 360 give the Commissioner of Revenue the authority to waive, reduce or defer the 
levy and collection of state and municipal property taxes, they both have provisions 
requiring the Commissioner to work with pipeline impacted communities; and

WHEREAS, Exxon, Phillips Petroleum and British Petroleum have 
completed a study of Alaska Natural Gas Line projects and have yet to release vital 
economic information on the project(s); and

WHEREAS, House Bill 519 would specifically eliminate state and 
municipal property taxes, for a period of at least 6 years without regard to its impact on 
affected municipalities, including the Fairbanks North Star Borough.

NOW, THEREFORE, BE IT RESOLVED, that the Fairbanks North Star 
Borough Assembly supports efforts by our Congressional Delegation. Governor and 
Alaska Legislature to adopt appropriate fiscal regimes that encourage the immediate 
construction of an Alaska Natural Gas Line project. The Assembly further believes that, 
if the const'uction of a project would not be economically feasible, it would be 
appropriate for the Fairbanks North Star Borough to consider the deferral of property 
taxes on certain defined oil and gas properties within its geographical boundaries.

BE IT FURTHER RESOLVED, that such a deferral of oil and gas property 
taxes would be for the construction portion of the Alaska Natural Gas Line project only 
and not during any operating phases of the gas line; that the Alaska Legislature adopt a 
property tax reimbursement scheme for the payback of deferred property taxes to 
affected municipalities similar to Senator Murkowski’s recent commodity risk 
amendment adopted by the United States Senate, that such a municipal property tax 
exemption have a sunset dale of July 1, 2003; that the State of Alaska establish a fund, 
available to municipalities, to deal with the social economic impacts during the 
construction of the estimated $20 billion dollar project and that valuations of oil and gas 
properties within the geographical boundaries of a municipality, currently the exclusive 
jurisdiction of the State of Alaska, be changed to the exclusive jurisdiction of the 
municipality in which oil and gas properties are located.

RESOLUTION NO. 2002-41 
Page 2 of 3



PASSED AND APPROVED THIS 25,h DAY OF APRIL 2002.

Men a Lisa urexier, u m u 
Municipal Borough Clerk

Ayes: Henry, Williams, Beck, Webb, Foote, Cummings, Sattley, Bartos 
Noes: Hutchison

RESOLUTION NO. 2002-41 
Pago 3 of 3

Hank Bartos 
Presiding Officer

ATTEST:



FISCAL NOTE
STAT E OF ALASKA
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Revision Date/Time (Note i( correction): 
Title Natural Gas Pipeline

Sponsor
Reauester

Special Provisions

Dept. Affected:
; bru
"Component

Fiscal Note Number:
Bill Version:
() Publish Date:

CSHB519(RES)

Revenue
Administration and Support 
Office of the Commissioner

House Rules Committee
House Resources Committee

Expenditures/Revenues
Component No. 

(Thousands c f Dollars)

123

OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

83.0 83.0
30.0 30.0
250.0 250.0
5.0 5.0
6.0

TOTAL OPERATING 374.0 368.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) f (19,000.0) (50,000.0) (69,000.0) (76,000.0)

FUND SOURCE____________________    (1 nousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Statutorily Designated Receipts

-
124.0 118.0

250.0 250.0
TOTAL 374.0 368.0 0.0 0.0 0.0 0.0

Estimate o f any current year (FY2002) cost: 0 0
Check th is box (X) If funding fo r this bill Is included in the Governor's FY 2003 budget proposal: [

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate paqi. if necessary)

See attached pages.

Prepared by: 
Division

Approved by: 
Agency

Larry Persily. Deputy Commissioner Phone 465-5469
Department of Revenue Date/Time 4/23/02 8:29 AM
Wilson Condon, Commissioner Date 4/23/2002
Department of Revenue
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O V E R V IE W

T h is leg isla tion  w ou ld  reauthorize the A laska Stranded G as D evelop m en t A ct under 
A S  4 3 .8 2 . T he act exp ired  June 3 0 , 2 0 0 1 , and this leg isla tion  w ou ld  exten d  the application  date  
for a project sp on sor from  June 3 0 . 2001 to June 3 0 ,2 0 0 5 .

T he Stranded Gas D ev e lo p m en t A ct, adopted by the 1998 L egislature, authorized the 
C om m ission er  o f  R even u e to negotiate a contract for paym ents in lieu  o f  taxes w ith  the  
d evelop er  o f  an L N G  project to  com m ercia lize  A la sk a 's N orth S lop e natural g a s reserves. N o  
project sp on sor applied  under the act before it expired last year. T he intent o f  the leg isla tion  w as  
to provide a m echan ism  w hereby the slate cou ld  help  prom ote com m ercia liza tion  o f  its natural 
gas reserves by structuring paym ents in lieu o f  taxes to help re lieve  the burden on  a project 
sp on sor in the early years, w hen  cash  flow  is not p o sitiv e , and in return rece ive  a larger share o f  
the reven u es in later years after the project sponsor had recovered  its heavy d evelop m en t costs. 
T h is a lso  w ou ld  a llo w  the state to  receive a greater share o f  the revenues in later years i f  gas  
prices increased.

T he Stranded G as A ct a llo w s for a negotiated  contract for paym ents in lieu o f  o n e  or so m e or all 
o f  the fo llo w in g  taxes:

•  Production taxes and surcharges
•  Oil end gas production property taxes (state and m unicipal portions) 

under A S  4 3 .5 6 )
•  M unicipal property taxes
•  M unicipal sp ecia l a ssessm en ts
•  C orporate in com e taxes
•  M unicipal sa les and use taxes

T his leg isla tion  (H B  5 1 9 ) a lso  exp an d s the defin ition  o f  a q u a lify in g  project under the Stranded  
G as A ct to include a natural g a s  p ip eline to serve m arkets ou tsid e A laska . In addition , this 
leg isla tion  c la r ifies the d efin ition  o f  a qualify ing L N G  project to include any project that serves  
L ow er 4 8  states or overseas m arkets.

A  negotiated  contract w ou ld  m ake it p ossib le  to tailor the sta te 's  fiscal regim e to m eet the n eed s  
o f  a natural gas project w h ile , at the sam e tim e, ensuring that the public ben efits from the project. 
A set o f  arrangem ents provid ing  for contractual paym ents in lieu o f  taxes cou ld  provide the 
fiscal certainty that potential in vestors w ill w ant for the life  o f  the project.
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CSHB519(RES) - Department o f  Revenue 

C O S T  O F  L E G IS L A T IO N

T h e fisca l note for th is leg isla tion  includes the fo llo w in g  costs and assum ptions lead ing up to the  
costs:

•  W e assum e the state w ou ld  rece iv e  a project app lication  early in F isca l 2 0 0 3 .
•  N eg o tia tin g  the contract for paym en ts in lieu o f  taxes w ou ld  start im m ed iately , and 

w ould  be com p leted  w ith  the co n clu sio n  o f  the 2 0 0 4  leg is la tiv e  se ss io n .
•  Project construction  w ou ld  start in F isca l 2 0 0 5  and con tin u e through F isca l 2 0 0 8 .
•  Natural gas production  w ou ld  start in F isca l 2 0 0 9 .
•  A  specia l assistant to  the co m m iss io n er  w ou ld  be hired for F isca l 2 0 0 3  and 2 0 0 4  to 

coordinate the D epartm ent o f  R ev en u e 's  w ork w ith  the project sp on sor and the affected  
com m u n ities.

•  T ravel, su p p lies and equipm ent co sts  w ou ld  be associa ted  w ith  the n ew  p osition  and w ith  
the departm ent’s overall effort to m eet w ith  the project applicant and o ff ic ia ls  o f  the 
affected  com m u n ities.

•  T he contractual ex p en ses w ou ld  be incurred in tw o  areas:
1. Oil and gas eco n o m ic  and tax consu ltants to ad v ise  the departm ent in negotia tin g  

w ith the project applicant and structuring a contract for paym ent in lieu o f  taxes that 
is both ad van tageou s to the project and p rovid es for a fair return to the state on the 
p u b licly  ow n ed  resource.

2 . A dditional consu ltants to help the departm ent prepare so c io eco n o m ic  im pact stud ies  
on the a ffected  com m u n ities, to be used in determ in ing the financial n eed s o f  the 
com m u n ities and negotia tin g  w ith  the project applicant.

T he cost o f  the n ew  p osition , travel, contractual and su p p lies is requested from the general fund. 
That total is $ 1 1 6 ,0 0 0  in F isca l 200 3  and $ 1 1 0 ,0 0 0  in F isca l 2 0 0 4 .

T he cost o f  the independent consu ltants a llo w ed  under A S  4 3 .8 2 .2 4 0  to a ss ist in the 
departm ent’s eva luation  o f  the project application  and in d ev e lo p in g  term s o f  the contract cou ld  
be reim bursed by  the app licant. T he statute a llo w s the co m m iss io n er  to cond ition  the contract on  
agreem ent by the applicant to reim burse the state for the ex p en ses o f  the independent 
contractors. T h ose  funds are requested as authority to receive  and exp en d  statutorily designated  
program  receipts. T h o se  co sts  are $ 2 5 0 ,0 0 0  ei ih  in F iscal 2 0 0 3  and F isca l 2 0 0 4 .
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P R O P E R T Y  T A X  W A IV E R

A lthough  the Stranded G as A ct ca lls  for the com m iss io n er  to n egotiate  a contract for paym en ts  
in lieu o f  taxes, includ in g property taxes, th is leg isla tion  w a iv es  all state and m unicipal property  
taxes on the project during construction  and in the first tw o  full years o f  operation . T h is  a lso  
w ou ld  be im p osed  upon m u n icip alities, w h ich  w ou ld  not have any option  in accep tin g  or  
rejecting the 100%  property tax w aiver for the s ix  or sev en  years o f  construction  and operation .

T he departm ent b e liev es  it is prem ature to w a iv e  an estim ated  $7 6 3  m illion  in state and  
m unicipal property taxes w ith ou t first determ in ing i f  the tax  r e lie f  w ou ld  in fact be n eed ed  to  
help m ake the project econ om ica l. T he departm ent’s n ew  estim ate is based on better num bers  
for the va lue o f  the project w ith in  A laska . S uch  a com p lete  w aiver  o f  taxes cou ld  be g iv in g  
aw ay m ore than is necessary  to m ake the project eco n o m ica l. A lth ou gh  proponents argue the 
state w ou ld  not really  be w a iv in g  any taxes , sin ce  the project w ou ld  not be built w ith ou t the  
w aiver, it is irresponsib le to g iv e  aw ay the right to taxes w ithout k n ow in g  its e ffe c t  on the  
project’s eco n o m ic  feasib ility .

T he tax  w aiver  a lso  w ou ld  apply to “related fa c ilitie s ,” w h ich  the departm ent b e liev es  is 
am biguous and cou ld  result in o il and gas producers and/or the project d ev e lo p er  reaching  
further than intended by th is bill to bring “related fa c ilitie s” under the w a iver  p rov ision . T h is  
fiscal note estim ate o f  property tax revenues that w ou ld  be lost d o es not inc lude such  “ related  
fa c ilities” as exp an sion  o f  the Prudhoe B ay saltw ater treatm ent plant, separation  fa c ilities , w ell 
con version  and Point T hom son  fie ld  d ev elop m en ts, but the departm ent is con cern ed  that ow n ers  
o f  these properties a lso  m ight construe the w a iv er  to their benefit.

T he Stranded G as A ct a llo w s for tax r e lie f  or deferral, but the ex p lic it  m andate o f  the A ct w a s to 
tailor the sta te’s fiscal term s to the particular eco n o m ics o f  the project and to m a x im ize  the 
benefit to the p eop le  o f  the state from the d evelop m en t. For exam p le , the A ct en ab les the state to 
g iv e  tax r e lie f  w here needed to m ake the project eco n o m ic , but then recoup its foreg on e revenue  
—  or m ore —  w h en  the p roject’s eco n o m ics  im prove.

U nder this b ill, h ow ever, the state w ou ld  get n oth ing  in ex ch a n g e  for property tax re lie f. W hat 
happens i f  the price o f  gas g o e s  up to $5  or m ore per m cf?  T he project d ev e lo p ers w ou ld  profit 
en orm ou sly  from  the upside, and the state w ou ld  lo se  out on sharing in that additional profit 
potential as “repaym ent” for any tax r e lie f  granted early in the d evelop m en t. Y es , the leg islature  
cou ld  then raise taxes, but this is not the fisca l certainty that the state and potentia l project 
sponsors seek  from this leg islation .

T he departm ent recom m ends ch an gin g  the w a iv er  p rov ision  o f  this b ill to (1 ) include an 
opportunity for the state to share in the potential future b en efits  from the project as part o f  the 
p ack age for an y  tax re lie f, (2 ) provide an opportunity for the affected  com m u n ities lo participate  
in the tax r e lie f  d iscu ssio n s, and (3 ) a n eed s test for the tax relief.
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D E C R E A S E  IN  S T A T E  a n d  M U N IC IP A L  R E V E N U E S

U nder S ection s 4 and 5 o f  this leg islation :
•  T he state w ou ld  lo se  an estim ated  $ 3 5 9  m illion  or m ore in property tax  reven u es during  

construction  and through the secon d  full year o f  project operation.

•  T he Fairbanks N orth Star B orough  and N orth S lo p e  B orough w ould  lo se  an estim ated  
$ 4 0 4  m illion  or m ore in property tax  revenues during construction and through the 
secon d  year o f  production.

•  A lthough  the state and the m u n icip alities w ou ld  n ever receive  this property tax revenue if  
the project is not built, there is no opportunity to oeterm ine w hether the tax r e lie f  
provided by this b ill is needed  to m ake the project econ om ic.

•  T h is bill d oes not provide a m echan ism  to provide funding to affected  state a g en c ies  and 
m unicipalities that exp erien ce  additional co sts  b ecause o f  the im pact o f  th e  project. The 
departm ent b e liev es  those im pact costs could  b e  substan’ial.

•  T he ab ove property tax estim ates are based on a natural jas project carrying N orth S lope  
gas to A lberta, for distribution to m arkets i n ' .e L ow er ',8 states. T he estim ate o f  lost 
revenues w ould  be d ifferent and w ou ld  include additional m u nicipalities i f  the project 
w a s an L N G  line to tidew ater at V a ld ez  or C ook  Inlet.

•  T he affected  m u n icip a lities w ou ld  face higher ex p en ses during the in flux o f  construction  
w orkers and the resulting dem and for increased sch o o l, p o lice , road and various other 
public serv ices. M eetin g  th ose  dem ands w ithout the ability  to tax the project it s e lf  w ou ld  
put a severe strain on  local resources.

•  O ne option  for loca lities w ou ld  be raise property taxes on all other property w ith in  their 
ju risd iction . T he sta te’s share o f  property taxes on the T rans-A laska O il P ip elin e  and 
other oil and gas fa cilities already in p lace is reduced dollar for dollar by  property taxes  
paid to local com m u n ities. T herefore increased m unicipal property ta x es in the affected  
m unicipalities w ou ld  reduce the sta te’s oil and gas property tax receipts.

S ection  7 o f  this leg isla tion  w ou ld  exem p t the natural gas project from m unicipal sa les  and use 
taxes. T he departm ent is unable to estim ate the fiscal im pact o f  this provision  on  m u nicipalities.
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Component

Fiscal Note Number:
Bill Version:
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Sponsor
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Component No. 

(Thousands of Dollars)

123

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Services 83.0 83.0
Travel 30.0 30.0
Contractual 250.0 250.0
Supplies 5.0 5.0
Equipment 6.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 374.0 368.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES I | I

CHANGE IN REVENUES ( ) (1,000.0) (22,000.0) (36,000.0) (53,000.0)

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 124.0 118.0
1005 GF/Program Receipts
1037 GF/Mental Health
Statutorily Designated Receipts 250.0 250.0

TOTAL 374.0 368.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2002) cost: 0.0
Check this box (X) if funding for this bill is included in the Governor’s FY 2003 budget proposal:

- . . . (

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

See attached pages.

Prepared by: 
Division

Approved by: 
Agency

Larry Persily, Deputy Commissioner Phone 465-5469
Department of Revenue DatefTime 4/18/02 12:34 PM

Wilson Condon. Commissioner Date 4/1b'2002
Departmen of Revenue
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O V E R V IE W

T h is leg islation  w ould  reauthorize the A lask a  Stranded G as D ev e lo p m en t A ct under 
A S  4 3 .8 2 . The act expired  June 3 0 , 2 0 0 1 , and this leg islation  w ou ld  ex ten d  the 
application  date for a project sp on sor  from  June 30 , 2001 to June 3 0 , 2 0 0 5 .

T h e Stranded Gas D ev e lo p m en t A ct, adopted by the 1998 L egislature, authorized  the 
C om m ission er o f  R evenue to n ego tia te  a contract for paym ents in lieu  o f  taxes w ith  the 
d evelop er  o f  an L N G  project to co m m erc ia lize  A la sk a ’s N orth S lo p e  natural gas reserves. 
N o  project sponsor applied  under the act before it expired last year. T h e intent o f  the  
leg isla tion  w as to provide a m ech an ism  w h ereb y  the state cou ld  help  prom ote  
com m ercia lization  o f  its natural gas reserves by structuring paym ents in lieu  o f  ta x es  to 
help  relieve the burden on  a project sp on sor in the early years, w hen  cash  f lo w  is not 
p ositive , and in return receive  a larger share o f  the revenues in later years after the project 
sponsor had recovered its h eavy  d ev e lo p m en t co sts . T his a lso  w o u ld  a llo w  the state to  
receive a greater share o f  the rev en u es in later years i f  gas prices in creased .

T h e act a llow s for a negotiated  contract for paym en ts in lieu o f  on e or so m e  or all o f  the 
fo llo w in g  taxes:

• Production taxes and su rch arges
•  Oil and gas production property taxes (state and m unicipal portions) 

under A S  4 3 .5 6 )
•  M unicipal property taxes
•  M unicipal sp ecia l a ssessm en ts
•  Corporate in com e taxes
•  M unicipal sa les and use ta x es

T his leg islation  (H B  5 1 9 ) a lso  exp an d s the d efin ition  o f  a q u a lify in g  project under the 
Stranded G as A ct to include a natural gas p ip elin e  to serve m arkets o u ts id e  A lask a . In 
addition , this leg isla tion  c la r ifies the d efin ition  o f  a q ualify ing  L N G  project to include  
one that serves L ow er 48  states or ov ersea s m arkets.

A negotiated contract w ou ld  m ake it p o ss ib le  to tailor the fiscal arrangem ents to m eet the 
needs o f  the proposed project w h ile , at the sam e tim e, ensuring that the public b en efits  
from  the project. A  set o f  arrangem ents p rov id in g  for contractual p aym en ts in lieu  o f  
taxes could  provide fisca l term s that potential im e sto r s  w ill b e liev e  are lik e ly  to rem ain  
perm anently in place o v er  the life  o f  the project.
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Department of Revenue 

C O S T  O F  L E G IS L A T IO N

T h e fisca l note for this leg islation  includes the fo llo w in g  co sts  and assum ptions leading  
up to the co sts: '

•  W e assu m e the state w ou ld  receive  a p roject ap p lication  early in F isca l 2 0 0 3 .
•  N eg o tia tin g  the contract for paym en ts in lieu  o f  taxes w ou ld  start im m ediately , 

and w ou ld  be com pleted  at the co n c lu s io n  o f  th e  2 0 0 4  leg isla tive  sess io n .
•  P roject construction w ou ld  start in F isca l 2 0 0 5  and continue through F isca l 2 0 0 8 .
•  N atural gas production w ould  start in F isca l 2 0 0 9 .
•  A  sp ec ia l assistant to the com m iss ion er  w o u ld  be hired for Fiscal 200 3  and 2 0 0 4  

to coord inate the D epartm ent o f  R e v e n u e ’s w o rk  w ith  the project sponsor and the 
affected  com m unities.

•  T ravel, su p p lies and equipm ent co sts  w o u ld  be associa ted  w ith the new  position  
and w ith  the departm ent’s overall effort to  m ee t w ith  the project applicant and 
o ff ic ia ls  o f  the affected  com m unities.

•  T he contractual exp en ses w ou ld  be incurred in tw o  areas:
1. O il and gas econ om ic and tax con su ltan ts to a d v ise  the departm ent in 

n egotiatin g  w ith the project ap p licant and structuring a contract for paym ent 
in lieu o f  taxes that is both a d van tageou s to the project and provides for a fair 
return to the state on the p u b lic ly  o w n ed  resou rce.

2. A dd itional consultants to help the departm ent prepare so c io eco n o m ic  im pact 
stu d ies on the affected  com m u n ities, to  be u sed  in determ ining the financial 
n eed s o f  the com m unities and n eg o tia tin g  w ith  the project applicant.

T he cost o f  the new  position , travel, contractual and su p p lie s  is requested from the 
general fund. That total is SI 16 ,000  in F isca l 2 0 0 3  and $ 1 1 0 ,0 0 0  in F iscal 2 0 0 4 .

T he cost o f  the independent consultants a llo w ed  ur.der A S  4 3 .8 2 .2 4 0  to assist in th> 
departm ent’s evaluation  o f  the project ap p lication  and in d ev e lo p in g  term s o f  the con tiact  
cou ld  be reim bursed by the applicant. T he statute a llo w s  the com m ission er  to cond ition  
the contract on agreem ent by the applicant to reim burse the state for the ex p en ses o f  the 
independent contractors. T h ose  funds are requested  as authority to receive and expend  
statutorily d esign ated  program receipts. T h o se  c o s ts  are $ 2 5 0 ,0 0 0  each in F iscal 200 3  
and F isca l 2 0 0 4 .
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P R O P E R T Y  T A X  W A IV E R

A lthough  the Stranded G as D e v e lo p m e n t A c t ca lls for the com m ission er to n ego tia te  a 
contract for paym ents in lieu  o f  ta x es , in c lu d in g  property taxes, S ectio n s 4 and 5 o f  th is  ' 
leg isla tion  w a iv e  all state and m u n icip a l property taxes on the project during con stru ction  
and the first tw o full years o f  p roject op eration . T his w ould  be im posed upon the  
m u nicipalities, w hich  w ou ld  not h ave an y  option  in accepting or rejecting the property  
tax w aiver.

T h e D epartm ent o f  R even u e b e lie v e s  it is prem ature to w aive an estim ated $ 5 0 0  m illio n  
in state and m unicipal property ta x es  w ith o u t first determ ining i f  the tax r e lie f  w o u ld  in 
fact be needed to m ake the project eco n o m ic a l.

T h e Stranded Gas A ct a llo w s tax r e l ie f  or deferral, but the exp lic it m andate o f  the 
Stranded G as A ct w as to tailor the s ta te ’s fisca l term s to the particular eco n o m ics  o f  the  
project and to m axim ize the b en efit to  the p eop le  o f  the state from the d evelop m en t. For  
exam ple, the Stranded G as A ct en a b les  the state to g iv e  tax re lie f w here needed  to m ake  
the project econ om ic, but then recou p  its foregone revenue —  or m ore —  w h en  the 
project econ om ics im proved.

U nder this bill, h ow ever, the state w o u ld  g e t nothing in exchange for property tax  re lie f. 
W hat happens i f  the price o f  gas g o e s  up to $5  or m ore per rncf? T he project d ev e lo p ers  
w ou ld  profit enorm ously  from  the u p sid e , and the state w ould lose out on sharing in that 
additional profit potential as “rep aym en t” for any tax re lie f granted early in the 
developm ent. Y es, the leg isla tu re co u ld  then raise taxes, but this is not the fiscal 
certainty that the state and poten tia l project sponsors seek  from this leg isla tion .

T he department strongly  recom m en d s a ch an ge  in the property tax w aiver  p rov ision  o f  
this leg islation  to ( I) include an op p ortu n ity  for the state to share in *hc potential b en efits  
from  a h ighly profitable project as part o f  the package for any tax re lief, (2 ) provide an  
opportunity for the a ffected  co m m u n itie s  to participate in the tax r e lie f  d iscu ss io n s , and  
(3 ) a needs test for the tax re lief.
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D E C R E A S E  IN  S T A T E  and M U N IC IP A L  R E V E N U E S

U nder S ectio n s 4 and 5 o f  this leg isla tion :
•  T he state w ould  lose an estim ated $ 2 1 2  m illio n  in property tax revenues during  

construction and through the seco n d  full year o f  p roject operation.

•  T he Fairbanks N orth Star B orou gh  and N orth  S lo p e  B orou gh  w ould  lo se  an
estim ated  $302  m illion in property tax reven u es during construction  and through
the secon d  year o f  production.

•  A lthough  the state and the m u n icip a lities w ou ld  n ever  rece ive  this property tax
revenue i f  the project is not built, there is no opportunity  to determ ine w hether the  
tax r e lie f  provided by this bill is n eed ed  to m ake the project eco n o m ic .

•  T his bill d oes not provide a m ech an ism  to provide funding to affected
m unicipalities that experience additional co sts  b ecau se  o f  the im pact o f  the 
project on the com m unity.

•  T he ab ove estim ates are based on a natural gas project carrying N orth  S lop e gas  
to A lberta, for distribution to m arkets in the L ow er 4 8  states. The estim ate o f  lost 
revenues w ould  be different and w ou ld  include additional m u n icip a lities i f  the  
project w as an LNG line to tidew ater at V a ld ez  or C o o k  Inlet.

•  T he affected  m unicipalities w ou ld  face h igher e x p e n se s  during the in flu x  o f
construction  workers and the resu ltin g  dem and for increased  sch o o l, p o lice , road 
and various other public serv ices . M eetin g  th ose  dem and s w ithout the ab ility  to 
tax the project itse lf w ould  put a sev er e  strain on loca l resources.

•  One option  for localities w ou ld  be raise property ta x es on  all other property
w ithin  their jurisdiction. T he sta te ’s  share o f  property taxes on the T rans-A laska
Oil P ipeline and other o il and gas fa c ilitie s  a lready in p lace  is reduced dollar for 
dollar by property taxes paid to loca l co m m u n itie s . T herefore increased  
m unicipal property taxes in the a ffected  m u n ic ip a lities  w ou ld  reduce the sta te’s 
oil and gas property tax receipts.

Section  7 o f  this leg islation  w ould ex em p t the natural gas project from  m unicipal sa les
and use taxes. The department is unable to estim ate  the fisca l im pact o f  this p rov ision  on
m u nicipalities.
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* HB 519, by extending the Stranded Gas Act, authorizes negotiations to 'establish* a valuation method 
for the state 's royalty share of gas production from an approved qualified project. Actually, a valuation 
methodology already exists in the state’s oil and gas leases. Generally, that methodology requires the 
payment o f royalties on the highest of: (1) the market value of the gas; (2) the lessee's actual proceeds 
from the sale of its own 3as; or (3) an average of the actual proceeds of other proximate lessees from the 
sale of the ir own gas. Consequently, any valuation methodology agreed to through negotiations 
conducted under HB 519 may result in the collection of lower royalties than would be available under the 
existing valuation methodology. In fact, every S0.01/mcf difference in royalties due under alternative 
valuation methodologies results in a S36.5 million impact on the state treasury over 20 years for a 4 bcfd 
pipeline, and a S54.7 million impact for a 6 bcfd pipeline. However, it is impossible to determine at this 
time whether a new valuation methodology would be agreed to under HB 519 and, if so, whether and to 
what extent it would reduce royalty payments to the state. '

DNR estimates that HB 519, if passed, would require at least 5330,000 in expenditures to address any 
application to “establish* a royalty valuation method, 5250,000 of which would be reimbursed over a 2-year 
period by the applicant for change in methodology. DNR will need to obtain access to and review 
extensive documentation pertaining to the econom ics of any proposal, then engage in complex 
ne jotia tions with multiple sophisticated oil and gas corporations. This effort will require diversion of 
existing and proposed staff from their currently assigned duties, the retention of one or more experts, and 
travel. Currently, we anticipate that much of the work envisioned by this bill would fall on the Division's 
Petroleum Investments Manager, Petroleum Market Analyst, and a Commercial Analyst, as well as an 
additional Pipeline Commercial Analyst, requested in the FY03 budget. One or more experts would need 
to be retained to assure that royalty re lie f is not inadvertently or imprudently given, though the cost o f that 
expert or those experts is to be borne by the applicant. Finally, significant sums would be needed for 
travel and document reproduction and indexing expenses.

The cost of the independent consultants allowed under AS 43.82.240 to assist in the evaluation of a 
request to change the royalty valuation methodology could be reimbursed by the applicant. The statute 
allows the state to condition any contract on agreement by the applicant to reimburse the state for the 
expenses of the independent contractors. Those funds are requested as authority to receive and expend 
statutorily designated program receipts. Those costs are $125,000 each in Fiscal 2003 and Fiscal 2004.

NOTE:
The estimated costs are split into two years for purposes o f this fiscal note, however it is difficult to 
determine how much would actually be required in each year. The solution is to fund the full amount 
(5330,000) as a single appropriation w ith a two-year lapse date.

ANALYSIS: (continued)
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4/25/02

A M E N  I) M E N T  \

O F F E R E D  IN  T H E  H O U S E B Y  R E P R E S E N T A T IV E  D A V IE S

T O : C S H B  5 1 9 (F IN ), D raft V ersio n  "R"

P age 1, lin e  9 , fo l lo w in g  " p roject;" :

Insert " p r o v id in g , th r o u g h  th e  D e p a r tm e n t  o f  C o m m u n ity  a n d  E c o n o m ic  

D e v e lo p m e n t , e m e r g e n c y  f in a n c ia l  a s s is t a n c e  fo r  m u n ic ip a l it ie s  a ffe c te d  b y  n a tu r a l g a s  

d e v e lo p m e n t;"

P age 10, fo llo w in g  lin e  2:

Insert a n e w  bill se c t io n  to read:

"* S e c . 10. A S  4 4 .3 3  is  a m en d ed  b y  a d d in g  a n e w  se c t io n  to  read:

A r t ic le  5 A . N a tu r a l G a s  P ip e l in e  I m p a c t  A s s is ta n c e .

S e c . 4 4 .3 3 .4 4 0 . N a tu r a l  g a s  p ip e lin e  im p a c t  a s s is ta n c e , (a ) It is th e  

in ten tion  o f  the leg is la tu re  to p rov id e  tem porary e m e r g e n c y  fin a n cia l a ss is ta n ce  to  

m u n ic ip a lit ie s  for the p u rp ose  o f  m e e t in g  certa in  ex traord inary  o p era tin g  and cap ita l 

im p ro v em en t ex p en d itu res n ecess ita ted  by p o p u la tio n  grow th  resu ltin g  from  natural 

g a s  p ip e lin e  d e v e lo p m en t co n stru ctio n . It is the further in ten tion  o f  the leg is la tu re  that 

the state  respond  p rom p tly  to the n eed s o f  m u n ic ip a lit ie s  that are related  to the e ffe c t  

o f  natural g a s p ip e lin e  d ev e lo p m e n t.

(b ) S u b ject to le g is la t iv e  ap p rop ria tion s for the p u rp ose , the departm ent m a y  

m ak e grants to a m u n ic ip a lity  that is  a ffe c te d  by natural gas p ip e lin e  d e v e lo p m e n t, 

d em on stra tin g  extraord inary  m u n ic ip a l and ed u ca tio n a l op eratin g  ex p en d itu res that are 

b ey o n d  its reaso n ab le  ca p a b ility  to  m e e t from  g row th  in rece ip ts  from  current 

m u n ic ip a l rev en u e  so u rc es . G rants m ad e under th is  su b se c tio n  m ay b e e x p en d ed  o n ly  

for m u n ic ip a l and ed u ca tio n a l op eratin g  se r v ic e s .

(c )  G rants m ad e under th is se c t io n  m ay  n o t be u sed  d irectly  or in d irectly  to  

red u ce current m u n ic ip a l tax rates.

l - I -
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] (d ) W h ere  the im p act o f  rapid, su d d en  p op u la tion  g ro w th  threatens to  d e v e lo p

2 op en  sp a c e  land  that o th er w ise  w o u ld  rem ain  free o f  urban d e v e lo p m e n t, the

3 dep artm en t m a y  m ake grants to  a m u n ic ip a lity  a ffec ted  b y  natural g a s  p ip e lin e

4 d e v e lo p m e n t, con tr ib u tin g  an equal am ou n t for the a cq u is it io n  or im p ro v em en t o f

5 o p en  sp a c e  or g reen b e lt lan ds, recreation  fa c ilit ie s , parks, or w ild life  re fu g es. A  grant

6 under th is  su b sec tio n  m a y  e x c e e d  S 5 0 0 ,0 0 0 . A  grant m ad e u n d er th is  su b sec tio n  m ay

7 not be u sed  d ir ec tly  or in d irectly  to  red u ce current m u n ic ip a l tax  rates or to  tetire

S e x is t in g  b o n d ed  in d eb ted n ess .

9  (e )  G rants under th is se c t io n  m a y  be m ade o n ly  u p on  a p p lica tio n  b y  the

10 m u n ic ip a lity  to  the departm ent. E ach  grant ap p lica tion  m u st state  the in ten d ed  u se  for

11 w h ich  the grant w ill be ex p en d ed .

12 ( f )  A  m u n ic ip a lity  re c e iv in g  grants under th is se c t io n  sh a ll

13 (1 )  m ain ta in  a separate a cco u n t for the grants re c e iv e d  under th is

14 sec tio n ;

15 (2 )  p ro v id e  for an annual in d ep en d en t aud it o f  the separate a cco u n t for

16 grants r e c e iv e d  under th is  sec tio n ; and

17 (3 )  su b m it a  c o p y  o f  the in d ep en d en t audit report to the departm ent.

18 (g )  T h e  departm ent m ay  adopt reg u la tio n s n ecessa ry  to carry out the p u rp ose

19 o f  th is s e c t io n .

2 0  (h )  In th is se c t io n ,

21 (1 )  "departm ent" m ea n s the D epartm ent o f  C o m m u n ity  and E co n o m ic

2 2  D ev e lo p m e n t;

23  (2 )  "m unicipality"  m ea n s a h o m e  rule or g en era l law  c ity  or b orou gh .

24  in c lu d in g  but not lim ited  to a u n ified  m u n ic ip a lity ;

2 5  (3 )  "operating exp en d itu res"  m ea n s p erso n a l se r v ic e s , contractual

2 6  se r v ic e s , tra v e l, c o m m o d it ie s , and up to S 2 0 .0 0 0  for ea ch  item  o f  eq u ip m en t, ex cep t

2 7  that the term  d o e s  not in c lu d e  any o f  th ese  item s i f  the item  is part o f  a cap ita l

2 8  im p ro v em en t ex p en d itu re; re lo ca ta b le  c la ssr o o m s  n e cessa ry  for ex p a n d ed  sc h o o l

2 9  en ro llm en t are not su b jec t to the S 2 0 .0 0 0  lim itation ."

3 0

31 R en u m b er the fo l lo w in g  b ill se c t io n s  a cco rd in g ly . 
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2  P age 10, lin e  6 , fo l lo w in g  "3 -  7":

Insert "and 10"

4

5 P age 10, lin e  7:

6 D e le te  "sec. 11"

7 Insert "sec. 12"

22-LS1651\R.2

1
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4/26/02

A M E N D M E N T

O F F E R E D  IN  T H E  H O U S E  B Y  R E P R E S E N T A T IV E  M U L D E R

T O : C S H B  5 1 9 (F IN ), Draft V e r s io n  "W"

1 P a g e  6 , lin e  22:

2  D e le te  "a n ew  subsection"

3 Insert "new  subsections"

4

5 P a g e  7 , fo l lo w in g  lin e  2:

6  Insert a n ew  su b sectio n  to read:

7  "(c) B efore  is su in g  b o n d s to  p rov id e  the f in a n c in g  d e sc r ib e d  in

8 A S  4 2 .4 0 .2 5 0 ( 3 1 ) ,  w hether for a  fa c ility  to  b e  o w n e d  b y  the co rp o ra tio n  or for  a

9 fa c ility  to  be o w n ed  as d escr ib ed  in  (b ) o f  th is  se c t io n , th e corp oration  sh a ll o b ta in  the

10 prior ap p rova l o f  the governor."
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A M E N D M E N T

. 22-LS 1651VR.4
\  Chenoweth

4/25/02

O FFER ED  IN  T H E  H O U SE  B Y  R E P R E SE N T A T IV E  D A V E iS

TO: C SH B  591 (F IN ), D raft V ersion  "R"

1 Page 7 , line 19, fo llo w in g  "facilities":

2 I n s e n a n d

3 requires that its agents and contractors, the agents and contractors

4 o f  a person acting under contract, o r jh e  agents and contractors o f  a project sponsor,

5 negotiate to  o b t a i n p r o j e c t  labor agreem ent for the em p loym en t ox laborers ana

6 m echan ics for the construction , operation, and m aintenance o f  the project"

L -1-
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AMENDMENT-
^ A S ^ ' V c e <

O F F E R E D  IN  T H E  H O U E
T O : C S H B 5 I 9  (F IN ) V e r s io n  “W "

P a g e  I, lin e  6
D e le te  “e x e m p t in g ”
Insert “d eferr in g  p a y m en t o f  state  and m u n ic ip a l p rop erty  ta x es  o n ”

P age 1, lin e  6
D e le te  “ from  sta te  and m u n ic ip a l property ta x e s”

P age 7 , lin e  7 throu gh  p a g e  8 . lin e 3 
D e le te  a ll m ateria l

R en u m b er  the fo l lo w in g  paragraphs a cco rd in g ly

P age 7 , lin e  7 
Insert

“ * S e c . 7 A S  4 3 .5 6  is  a m en d ed  by  ad d in g  a n ew  sec tio n  to read:
Sec. 43.56.025. Deferral of municipal tax collection, (a ) T h e  

p ro v is io n s  o f  A S  4 3 .5 6 .0 3 5  ap p ly  to  d e fer  the c o lle c t io n  o f  m u n ic ip a l p rop erly  
ta x es  on  ta x a b le  property  d escr ib ed  in A S  4 3 .5 6 .0 3 5 (b ) .

(b ) T h e  p r o v is io n s  o f  A S  4 3 .5 6 .0 3 5 ( c )  ap p ly  to au th o rize  p a y m en t b y  a 
taxp ayer to  and reco v ery  by  m u n ic ip a litie s  o f  ta x es the c o lle c t io n  o f  w h ich  w a s  
deferred  u n d er that sec t io n .

* S e c . 4. A S  4 3 .5 6  is am en d ed  by ad d in g  a n ew  se c t io n  to read:
Sec. 43.56.035. Deferral of state tax collection, (a ) C o lle c t io n  o f  the tax  

im p o sed  by  th is  ch ap ter  is deferred  for an in terest in ta x a b le  property  that is part 
o f  an A la sk a  N orth  S lo p e  natural g a s project, w h eth er  or n ot, u n d er A S  4 3 .8 2 , the  
project has b een  d eterm in ed  b y  the c o m m iss io n e r  o f  rev en u e  to  m eet the  
req u irem en ts o f  A S  4 3 .8 2 .1 0 0 , from  the p ro jec t’s co n stru ctio n  c o m  m e n ee  merit, 
date until the p ro ject is p la ced  in se r v ic e , but not later than D e c e m b e r  3 1 . 2 010

(b ) T h e  tax deferral au th o rized  b y  this su b se c tio n
(1 ) a p p lies  o n ly  to taxab le  property  u sed  or c o m m i'te d  by con tract  

for the p rincipal natural g a s  trunk lin e  from  and in c lu d in g  the  
c o m p o n e n ts  o f  the principal natural g a s  c o n d it io n in g  p lant at 
the head  o f  that trunk lin e  u sed  to c o n d itio n  the g a s  by  
rem o v in g  im p u rities to ob ta in  g a s  o f  p ip e lin e  q u a lity  for  
p ressu rized  treatm ent and g a s  co m p r e sso r  s ta tio n s  in sta lled  
a lo n g  the trunk line.

(2 )  D o e s  not a p p ly  to co m p o n e n ts  o f  the c o n d it io n in g  plant 
d escr ib ed  in (1 )  o f  th is su b sec tio n  u sed  for an c illa ry  p u rp o ses .



as d eterm in ed  b y  the d epartm ent; to  seco n d a ry  p ip e lin e s ,  
g ath er in g  lin es , and o th er  fa c ilit ie s  upstream  o f  the 
c o n d itio n in g  p lant; and to o th er  property  not d e sc r ib e d  in (1 )

(c) T h e  taxp a yer  and th e  c o m m iss io n e r  sh a ll n eg o tia te  the^am ount of^and 
period  for rep aym en t o f  tax d eferred  under (a) o f  th is  se c t io n  under

P age 9 , lin es  10 -12
D e le te  al m aterial

P age 9 , lin e  13 
D e le te  (8 )
Insert (7 )

o f  th is su b sec tio n .

A S  4 3 .S 2
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A X ' 5 *-

A M E N D M E N T

O F F E R E D  IN  T H E  H O U S E
T O : C S H B 5 1 9  (F IN ) “V ersio n  W "

* S e c  - - .  A S  4 3 .8 2 .2 1 0 (a ) (2 )  is  a m en d ed  to read:
(2 )  o il and gas ex p lo ra tio n , p ro d u ctio n , and p ip e lin e  transportation  

p roperty  ta x es  under A S  4 3 .5 6 ;  a  p e r io d ic  p a y m e n t  in  l ie u  o f  th e  ta x  d e s c r ib e d  in  th is  
p a r a g r a p h  s h a ll  in c lu d e  a n  a m o u n t  th a t  ta k e s  in to  c o n s id e r a t io n  a m o u n t s  o f  th e  ta x  
th a t , a f te r  n e g o t ia t io n , a r e  d e fe r r e d  o r  f o r g iv e n  u n d e r  A S  4 3 .5 6 .0 3 5 (c ) ;

* S e c . -  . A S  4 3 .8 2 .2 1 0 (a ) (6 )  is am en d ed  to read:
(6 ) m u n icip a l property  ta x es  u n d er A S  2 9 .4 5 .0 1 0  -  2 9 .4 5 .2 5 0  or  

2 9 .4 5 .5 5 0  -  2 9 .4 5 .6 0 0 ;  to  th e  e x te n t  th a t  ta x e s  d e s c r ib e d  in  th is  p a r a g r a p h  in c lu d e  o i l  
a n d  g a s  e x p lo r a t io n , p r o d u c t io n , a n d  p ip e l in e  tr a n s p o r ta t io n  p r o p e r ty  ta x e s  u n d e r  
A S  4 3 .5 6  o n  a  q u a lif ie d  p r o je c t  th a t  a r e  s u b j e c t  to  l im ita t io n  o f  m u n ic ip a l  le v y  b y  A S  
2 9 .4 5 .0 8 0 . a p e r io d ic  p a y m e n t  in  lie u  o f  th e  ta x  d e s c r ib e d  in  th is  p a r a g r a p h  s h a l l  
in c lu d e  a n  a m o u n t  th a t  ta k e s  in to  c o n s id e r a t io n  a m o u n t s  o f  th e  ta x  th a t , a f t e r
n e g o t ia t io n , a r e  d e fe r r e d  o r  fo r g iv e n  u n d e r  A S  4 3 .5 6 .0 3 5 (c ) ;



A M E N D M E N T ^

O F F E R E D  IN  T H E  H O U S E
/#

T O : C S H B  5191  F i n )  \JJers'for\ M

1 P a g e 7 ,  l in e s ^ l  -3^L

2 Delete "D e c e m b e r  31 of th e  seco nd  c a le n d a r  y e a r  a f te r  th e  c a le n d a r  v e a r  in

3 which"

L -1-



A M E N D M E N T # L o  U O  1

W h ita k er

O F F E R E D  IN  T H E  H O U S E
T O : C S H B 5 1 9 (F IN ) V ersio n  “W "

Insert in to  appropriate sec tio n : (sec tio n  7 o f  am en d ed  v ersio n  “W ” )

“deferral is not a llo w ed  as to  taxab le  property  u sed  by  the taxp ayer
(A ) that, on the e ffe c t iv e  d ale  o f  th is sec tio n  or at any tim e b efo re  that 

d ate, is  su b ject to tax under th is chapter;
(B ) to in ject natural gas in to  a reservo ir  in the co u rse  o f  o p era tio n s for  

p u rp oses o f  repressuring  or c o n se rv a tio n , in c lu d in g  en h a n ced  
recovery ; or

(C ) in co n ju n ctio n  w ith  gas co n su m ed  for production  o p era tio n s for the  
lea se  or property from  w h ich  it is  recovered .



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

i nn ivj> ou i too oloi I t Uu

22-LSl6Sl\W,2
Chenowcth

4/26/02

A M E N D M E N T

O FFER ED  IN  T H E  H O U SE B Y  R E P R E S E N T A T IV E  D A V IE S

TO: C SH B  519(F IN ), D raft V ers io n  "W"

Page 7 , lines 1 7 - 2 4 :

D elete  a ll m aterial and insert:

" (7) an in terest in taxab le  p ro p er ty  th a t  is exclusively used as x 

p a r t  o f  an  Alaska N orth  Slope n a tu ra l  gas project, w h e th e r  o r  not, u n d e r  

AS 43.82, the pro ject has been determ ined  bv the com m issioner of revenue to 

m eet the  requirem ents of AS 43,82.100, on and  a fte r  the p ro jec t 's  construction 

com m encem ent date, as determ ined  bv the  commissioner, until  the d a te  the 

project is placed in service; fo r  purposes of this p a ra g ra p h .

(A*) "A laska N o rth  Slope n a tu ra l  gas p ro jec t"  has the 

m eaning  given in AS 38.35.240:

(B) the tax exemption is n o t  allowed as to

tbe  facilities th a t  a re  used for trea ting  and 

conditioning the n a tu ra l  gas to be t ran sp o r ted  in the pipeline 

portion  of the project:

fii) com ponents o f  the processing plants associated 

with n a tu ra l  gas conditioning.1'

L
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A  M  E  N D M E N T

22-LS 1651\W.3 
Chenowcth 

4/26/02

O FFE R E D  IN  THE H O U S E  B Y  R E P R E SE N T A T IV E  D A V IE S

TO : C SH B  5 i9 (F IN ) , Draft V ersion  "W"

1 Page 9, lin e 2 7 , fo llo w in g  "however,":
2 Insert "fo r  the period on and  a f te r  the  construction com m encem ent date  o f  the

3 Alaska N o rth  Slope n a tu ra l  gas p ro jec t described  in this su b p a ra g ra p h ,  as determ ined

4 bv the commissioner, until  the date the  p ro jec t  is placed in  service,"

5

6 P age 10, lin e  5, fo il w in g  "h o w e v e r ,":

7 Insert "fo r  the period on and  a fte r  the construction com m encem ent date  o f  the

8 Alaska N o rth  Slope n a tu ra l  gas p ro jec t  described  in this su b p a ra g ra p h ,  as determ ined

9 bv the commissioner, until the date the p ro jec t is placed in service,"

L -1 -



22-LS 1651WV.4 
Chenoweth 

4/26/02

A M  E  N  D  M  E N  T

O F F E R E D  IN  T H E  H O U S E B Y  R E P R E S E N T A T IV E  D A V IE S

1

2

n
j

4

5

6

7

8 

9

10

11

12

13

14

15

16

17

18

19

2 0  

21 

2 2

23

2 4

T O : C S H B  5 1 9 (F IN ), D raft V e r s io n  "W"

P age 1, lin e  6:

D e le te  " ex em p tin g "

Insert " d e fe r r in g  p a y m e n t  o f  s t a te  a n d  m u n ic ip a l p r o p e r ty  ta x e s  on"

P age 1, l in e s  6 - 7 :

D e le te  " from  s ta te  a n d  m u n ic ip a l p r o p e r ty  taxes"

P age 3 , lin e  2 9 , th rou gh  p a g e  4 , lin e  1:

D e le te  a ll m ateria l and insert:

" (12) th e  tax d eferra ls au th o rized  b y  A S  4 3 .5 6 .0 2 5  and 4 3 .5 6 .0 3 5 ,  

ad d ed  b y  se c s . 7 and 8 o f  th is A c t, are for the p u rp ose  o f  p ro v id in g  r e l ie f  for the p eriod  

o f  co n stru c tio n  and in itia l op eration  o f  a natural gas project;"

P age 4 , lin e  17:

D e le te  "14"

In sert "13"

P age 5 , lin e s  1, 5 , and  9:

D e le te  "14"

Insert "13"

P age 7 , lin e  7 , th rou gh  p age 8. lin e  6:

D e le te  a ll m ateria l and insert:

"* S e e . 7 . A S  4 3 .5 6  is a m en d ed  by ad d in g  a n ew  se c t io n  to  read:

L -1-



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

IS

19

2 0

21

22

23

2 4

25

26

27

28

29

30

31

22-LS 1651WY.4

S e c . 4 3 .5 6 .0 2 5 . D e fe r r a l o f  m u n ic ip a l ta x  c o l le c t io n ,  (a ) T h e  p r o v is io n s  o f  

A S  4 3 .5 6 .0 3 5  a p p ly  to d efer  the c o lle c t io n  o f  m u n ic ip a l p rop erty  ta x es on  taxab le  

p roperty  d escr ib ed  in A S  4 3 .5 6 .0 3 5 (a ) .

(b ) T h e  p ro v is io n s  o f  A S  4 3 .5 6 .0 3 5 (b )  ap p ly  to  au th o r ize  p a y m en t by  a 

taxp a yer  to  and r e c o v ery  by  m u n ic ip a lit ie s  o f  ta x es  the c o l le c t io n  o f  w h ic h  w as  

d eferred  u n d er that se c t io n . Interest on  ta x es deferred  u n d er  th is se c t io n  is  d u e  and  

p a y a b le  at the rate se t b y  the m u n ic ip a lity  le v y in g  the ta x , n ot to  e x c e e d  the in terest 

rate se t ou t in A S  2 9 .4 5 .2 5 0 .

* S e c . S. A S  4 3 .5 6  is a m en d ed  b y  ad d in g  a n ew  se c t io n  to read:

S e c . 4 3 .5 6 .0 3 5 . D e fe r r a l o f  s t a te  ta x  c o l le c t io n , (a ) C o lle c t io n  o f  the tax  

im p o se d  b y  th is ch ap ter  is deferred  for an in terest in ta x a b le  p rop erty  that is part o f  an 

A la sk a  N orth  S lo p e  natural gas project, w h eth er  or not, u n d er  A S  4 3 .S 2 , the project 

h as b een  d eterm in ed  b y  the c o m m iss io n e r  o f  rev en u e  to  m e e t the req u irem en ts o f  

A S  4 3 .8 2 .1 0 0 ,  from  the p ro je c t’s co n stru ctio n  c o m m e n c e m e n t  date through  

D e c e m b e r  31 o f  the ca len d a r  year in  w h ich  the project is  p la c e d  in se r v ic e , but not 

later than D e c e m b e r  3 1 , 201.5.

(b ) In ad d ition  to tax o th er w ise  due on  ta x a b le  p rop erty  u n d er th is ch ap ter , the 

am ou n t o f  tax on  ta x a b le  property  d eferred  under (a) o f  th is  s e c t  on b e c o m e s  du e and  

p ayab le  b e g in n in g  January 1 fo l lo w in g  the date the d eferra l p r o v id e d  in (a ) o f  this 

sec t io n  en d s . P aym en t o f  the tax due under th is su b se c tio n  sh a ll b e  m ade in not m ore  

than fiv e  eq u a l annual in s ta llm e n ts , but a tax p aym en t m a y  be m ad e  so o n er , at the  

ta x p a y er’s  d iscre tio n . A n  in sta llm en t p aym en t o f  the tax d u e  under th is  su b sec tio n  is  

du e on  the date se t  ou t in A S  4 3 .5 6 .1 5 0 . Interest on  ta x es  d eferred  u n d er th is se c t io n  

is  d u e  and p a y a b le  at the rate set ou t in A S  4 3 .0 5 .2 2 5 .

(c )  F or the A la sk a  N orth  S lo p e  natural gas p ro ject, th e  tax d eferra ls au th orized  

b y  th is se c t io n  d o  not a p p ly  u n le ss  a taxp ayer, or a person  acting"

P age 9 , lin e  14:

D e le te  "(e) T h e  p r o v is io n s  o f  (d)"

Insert "(d) T h e  p r o v is io n s  o f  (c)"



22-LS 1651\W.4

1 P a g e  9 , fo l lo w in g  lin e  15:

2 Insert "(e) In th is  se c t io n , "A lask a  N o rth  S lo p e  natural g a s  project" h as the m e a n in g

3 g iv e n  in A S  3 8 .3 5 .2 4 0 ."

4

5 R en u m b er th e  fo l lo w in g  b ill se c t io n s  a cco rd in g ly .

6

7 P age 12, lin e  17:

8 D e le te  " S ectio n s 12 and 13"

9 Insert "Sec io n s 11 and 12"

10

11 P a g e  12, lin e  17:

12 D e le te  " S ectio n s 7 - 11"

13 Insert " S ectio n s 7  - 10"

14

15 P a g e  12, lin e  19:

16 D e le te  "sec. 16"

17 Insert "sec. 15"

L -3-



A dd a n ew  sec tio n  b etw een  e x is t in g  sec tio n  16 and 17 to read:

S e c . _________ . R e p a y m e n t  o f  E x e m p te d  T a x e s . T h e lim ited
e x e m p tio n s  from  state and lo ca l taxa tion  p rov id ed  for in 
A S  4 3 .5 6 .0 2 0 (a ) (7 ) , A S  4 3 .5 6 .0 2 0 (b ) (2 ) , A S  4 3 .5 6 .0 3 0 (2 ) (A )  and
(C ) are for the pu rp ose o f  p ro v id in g  tax r e l ie f  during  the period  
w h ile  a gas lin e is  con stru cted  and put in to  op eration . T h o se  
p erso n s w h o  w ou ld  o th er w ise  be su b ject to th o se  state and local 
ta x es shall keep  accurate records re flec tin g  the am ou n t o f  the tax 
that w o u ld  have b een  p ayab le  to state and lo ca l g o v ern m en ts  
during  the period  o f  co n stru ctio n  had the ex e m p tio n s  not b een  in 
p la ce . C o m m en c in g  on  January 1 o f  the year that b eg in s after the 
p ip e lin e  is  in s e n d e e , p erso n s w h o  h ave b een  ex em p t under the  
a b o v e -m en tio n ed  se c t io n s  sh a ll repay  the a m o u n t o f  the ex em p ted  
ta x es  to  the state and appropriate m u n ic ip a lit ie s  in not m ore than  
fiv e  equal annual p a y m en ts . P aym en ts m ay  be m ade o v er  a shorter  
period  at the ta x p a y er’s d iscre tio n . T h e d eferred  ta x es  w ill bear 
in terest at the rate a p p lica b le  to la te-p a id  state or m u n icip a l taxes. 
Interest w ill run from  the date the first p aym en t is due.

In the ev en t the taxp a yer fa ils  to k eep  accu rate records, the 
C o m m iss io n er  m ay  estim a te  the am ou n t o f  tax du e to the S ta te  and  
variou s m u n ic ip a litie s . T h e est im a tes  w ill  be p resu m ed  to be  
accurate and the burden sh a ll be o n  the taxp a yer to d em on strate by  
c lear  and co n v in c in g  e v id e n c e  that the am ou n ts e stim ated  sh ou ld  
be corrected .



L E G A L  S E R V I C E S

(907) 465-3837 or 465-2450 
FAX (907) 465-2029 
Mail Stop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA State Capitol 
Juneau, Alaska 99801-1182 

Deliveries to: 129 6th St.. Rm. 329

M E M O R A N D U M A pril 1 8 ,2 0 0 2

SU B JEC T:

T O :
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H o u se  B il l  5 1 9  --  s e c t io n a l a n a ly s is  (2 2 L S -1 6 5 1 J )
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A ss is ta n t R e v iso r  o f  S ta tu tes

L

H o u se  B ill 5 1 9  a m en d s v ar iou s s ta tu tes  in  furtherance o f  the co n stru ctio n  and  o p e r a t io n  
o f  th e  A la sk a  N orth  S lo p e  natural g a s  p ro ject. For p u rp oses o f  the b ill , th e  p r o je c t  is  
id e n tif ie d , in  p rop osed  A S  3 8 .3 5 .2 4 0 ( b ) ,  ad d ed  b y  s e c . 2 o f  the m easu re, as

[the] project [that] h a s the m e a n in g  g iv e n  to  "North S lo p e  natural g a s  
pip eline"  in  A S  3 8 .3 5 .1 2 0 ( a ) (1 ) (B ) , and related  fa c ilit ie s , co n stru cted  to  
fo l lo w  g en era lly  a rou te that p a ra lle ls  th e  T rans A la sk a  P ip e lin e  S y s te m  
and the A la sk a  H ig h w a y  to  the C a n a d ia n  border to transport natural g a s  
d erived  from  the area o f  th e  sta te  ly in g  north  o f  64  d eg rees  N orth  la titu d e.

B il l  s e c t io n  1, an u n co d ified  p r o v is io n , s e t s  o u t a se t o f  f in d in g s and in ten t fo r  th e  
m ea su re .

B il l  s e c t io n  2 . T h is  b ill s e c t io n  a m e n d s  A S  2 9 .4 5 .0 3 0 (a ) ,  ad d in g  o il and g a s  re la ted  
p rop erty  to the gen eral m u n ic ip a l tax  e x e m p t io n .1 T h e e x e m p tio n  that is  a d d ed  b y  th is

1 T h e ad d ition  o f  n e w  paragrap h  (1 0 )  m en tio n s  "property e x e m p te d  fro m  
m u n icip a l taxation  under A S  4 3 .5 5 .0 1 7 ,  A S  4 3 .5 6 .0 2 C , or [A S ] 4 3 .5 6 .0 3 0 ."  T h e  
tex ts  o f  A S  4 3 .5 6 .0 2 0  and 4 3 .5 6 .0 3 0  are se t o u t later in the b ill. T h e  te x t  o f  
A S  4 3 .5 5 .0 1 7  reads:

R e la t io n  to  o t h e r  t a x e s ,  (a ) E x cep t a s p rovid ed  in  t liis  
ch ap ter, the ta x e s  im p o se d  b y  th is ch ap ter [the oil and gas 
production taxes and associated surcharge —  generally, the 
"severance" tax] are in  p la c e  o f  a ll ta x es n o w  im p o sed  b y  the sta te  
or any o f  its m u n ic ip a lit ie s , and n e ith er  the s t i t c  nor a m u n ic ip a lity  
m ay im p o se  a tax u p o n

(1 )  p r o d u c in g  o il  or g a s  lea ses;
(2 )  o il  or g a s  p ro d u c e d  or ex tra cted  in the state;



b ill se c t io n  is not lim ited  to property  or p ro d u ctio n  a sso c ia ted  w ith  the A la sk a  N o r th  
S lo p e  natural gas project. In c lu sion  o f  th is  p r o v is io n , I n o te , is not co v ered  in  the t it le  for  
th e  b ill as introduced; i f  the p ro v is io n  is  re ta in ed , the b ill title  sh o u ld  b e  am en d ed .

B il l s e c t io n  3 . T his p ro v is io n  ad d s a n e w  se c t io n  to  th e A la sk a  R ig h t-o f-W a y  L e a s in g  
A ct, A S  3 8 .3 5 , d efin in g  the "project" an d  d ir ec tin g  sta te  o ff ic ia ls  and a g e n c ie s  to  tak e  
e x p e d ite d  action  for the project " co n sisten t w ith  th e  p r o v is io n s  o f  the la w  a d m in istered  b y  
th e  o ff ic ia l or a g en cy , by  is su in g  o r  gran tin g  n ecessa ry  p erm its, c e r tif ic a te s ,  
a u th o riza tion s, and sim ilar  action s req u ired  to  b e  ta k en  at th„- earliest p ra cticab le  date."

A S  4 3 .5 6 .0 2 0 (a )  exem p ts from  local p ro p erty  ta x a tio n  under the 2 0 -m ill  p rop erty  tax  
certa in  property  used in th e  ex p lo ra tio n , p ro d u ctio n , and p ip e lin e  transportation  o f  o i l  and  
g a s property. B ill sec '.,on  4 ex ten d s  that ta x  e x e m p tio n  to an in terest in  property  u se d  in  
tne project for a period that b eg in s o n  th e  p ro ject's  con stru ction  c o m m e n c e m e n t d a te  and  
runs through D ecem b er  31 o f  the s e c o n d  fu ll ca len d ar year after th e  p roject is  p la c e d  in  
se r v ic e . T he ex em p tio n  is c o n d it io n e d  u p on  the project's c o m p ly in g  w ith  th e  
req u irem en ts o f  n ew  A S  4 3 .5 6 .0 2 0 (d ) , s e t  o u t  in  b ill se c t io n  6.

A S  4 3 .5 6 .0 2 0 (b )  ex em p ts from  state  p rop erty  ta x a tio n  under the 2 0 -m ill p rop erty  ta x  
certa in  property used in the ex p lo ra tio n , p ro d u ctio n , and p ip e lin e  transportation  o f  o i l  and  
gas property. L ike the p reced in g  p r o v is io n , b ill s e c t io n  5  ex ten d s that tax e x e m p tio n  to  
an in terest in property u sed  in th e p ro je c t for a p eriod  from  the project's c o n stru c tio n  
c o m m en cem en t date to D ecem b er  31 o f  th e  se c o n d  fu ll ca lendar y ea r  after the p r o je c t is  
p la ced  in serv ice . T he e x e m p tio n  is  c o n d it io n e d  u p o n  the project's c o m p ly in g  w ith  th e  
requ irem ents o f  new  A S  4 3 .5 6 .0 2 0 (d ) , se t  o u t in the n ex t fo llo w in g  b ill se c t io n .

B il l s e c t io n  6 . T nis p ro v is io n  adds a n e w  su b s e c t io n  se ttin g  out c o n d itio n s  under w h ic h  
the tax ex em p tio n s provided  under the p r e c e d in g  tw o  b ill se c t io n s  m ay  op era te . T o  g a in  
the b en efit o f  the e x em p tio n s , the ta x p a y er  or p ro ject sp o n so r , or the con tractor  o f  o n e  o f  
th em , m ust m eet each o f  the s ix  req u irem en ts  id e r ‘:fied  in the su b se c tio n .

A S  4 3 .5 6 .0 3 0  asserts that the ta x e s  that are le v ie d  under the 2 0 -m ill  property  ta x  o f  
A S  4 3 .5 6  are lev ied  in p la ce  o f  a ll o th er  ad  v a lo rem  ta x es on property  su b jec t to th e  tax  
and all taxes that m ay be lev ied  b y  a m u n ic ip a lity  o n  property su b jec t to  the tax . A s  a 

h -d  ex cep tio n , ex is tin g  la w  a llo w s  a  m u n ic ip a lity  to le v y  and c o l le c t  a lim ited  s a le s  
and use tax on  sa les or u se  o f  g o o d s  and s e r v ic e s  in  co n ju n ctio n  w ith  the taxab le  p ro p erty

Representative Hugh Fate
April 18,2002
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(3 ) the v a lu e  o f  in ta n g ib le  d r illin g  ,n 4 ex p lo ra tio n
ex p en ses .

(b ) T he ta x es  im p o se d  b y  th is  chapter are in  p la ce  o f  all 
taxes im p o sed  b y  a m u n ic ip a lity  u p on  o il or g a s in  p la ce  or  
nonprr 'u c in g  o il or g a s  le a s e s  or p rop erties.

(c )  T h e ta x es  im p o s e d  by  th is  chapter are n o t in  ptacc o f  the 
tax im p o sed  by  in c o m e  ta x e s ,  fran ch ise  ta x es , or ta x es  upon  the  
retail sa le  o f  o il or g a s  p ro d u cts .



up to "the First S 1 ,0 0 0  o f  ea ch  sa le" . T h e  a m e n d m e n t se t ou t in  b il l  s e c t io n  7 'd e letes that 
lim ited  ex cep tio n  for ta x a b le  p rop erty  u se d  o r  c o m m itte d  by co n tra ct to  the project.

T a x a b h  property su b je c t to A S  4 3 .5 6  b e c o m e s  su b je c t to the 2 0 -m ill  le v y  o n  and a fter the  
" co n str ic tio n  c o m m e n c e m e n t  date."  T h e  e x is t in g  la n g u a g e  d e fin in g  " con stru ction  
co m m en cem en t date" c o n te m p la te s  th e  T ra n s A la sk a  P ip e lin e  S y ste m  p ro ject for  
exp lora tio n , p ro d u ctio n , and p ip e lin e  tra n sp o rta tio n  o f  crude o il . T h e  a m en d m en t m ad e  
by b ill s e c t io n  8 lim its  that d e f in it io n  as it a p p lie s  to the T A P S  o il p ip e lin e  and re v ise s  
the d efin ition  as a p p lic a b le  to the natural g a s  p ip e lin e  project.

B ill s e c t io n s  9 a n d  10 am en d  p r o v is io n s  o f  th e  A la sk a  Stran ded  G a s D e v e lo p m e n t A ct  
(A S  4 3 .8 2 ) .2

T h e am en d m en t m a d e  in  b il l  s e c t io n  9 a m e n d s  the d e fin it io n  o f  " q ualified  project" for  
w h ich  the p r o v is io n s  o f  that A c t  m a y  op era te  b y  a d d in g  the natural g a s  p ip e lin e  project.

T h e am en d m en t m a d e  b y  b ill s e c t io n  10 e x te n d s  the d ea d lin e  u n d er w h ic h  the A la sk a  
Stranded G as D e v e lo p m e n t  A c t m a y  o p era te; th e  d ea d lin e  in  e x is t in g  law  has a lread y  
passed .

B ill se c t io n  11 d e c la r e s  that th e  a m e n d m e n ts  p ro p o sed  in b ill  se c t io n s  9  and 10 are 
retroactive to the d a y  fo l lo w in g  th e  d e a d lin e  for  a p p lica tio n s  u n d er the A la sk a  S tranded  
G as D e v e lo p m e n t A c t  as se t  o u t in  e x is t in g  la w .3

B ill se c t io n s  12 a n d  13 are e f f e c t iv e  d ate  p r o v is io n s . B ill s e c t io n  12 m ak es p r o v is io n s  
ap p licab le  to ta x a tio n  e f f e c t iv e  Jan u ary  1, 2 0 0 3 .  B ill s e c t io n  13 g iv e s  the rem ain d er o f  
the bill an im m ed ia te  e f f e c t iv e  d a te .

JB C :pjc
0 2 -0 4 5 .p jc

Representative Hugh Fate
April 18, 2002
Page 3

2 T h e  A la sk a  S tra n d ed  G a s A c t , a 1998  en a c tm en t, a u th o r izes  the  
c o m m iss io n e r  o f  rev en u e  to n e g o t ia te  p ro p o sed  co n tra cts  w ith  private e n tit ie s  for  
the c o m m e r c ia liz a t io n  o f  natural g a s  re so u rces . T h e  con tracts, w h ic h  require  
future le g is la t io n  to b e c o m e  b in d in g , m a y  p rop ose  p e r io d ic  p a y m en ts in lieu  o f  
certain ta x e s  and  oth er  p a y m e n ts , a s  w e ll  as o th er  term s to ind uce s ta b le  fisca l  
p o lic ie s  to e n c o u r a g e  d e v e lo p m e n t  o f  natural g a s r e so u rces . T h e A c t  s e ts  ou t  
p roceau res u n d er w h ic h  an a p p lic a t io n  m a y  be c o n s id e r e d . U nder e x is t in g  la w , 
a p p lica tio n s w o u ld  h a v e  h ad  to be f i le d  b y  June 3 0 , 2 0 0 1 ,  and  is lim ited  to u se  in  
d e v e lo p m e n t o f  a p ro ject "for th e e x p o r t  o f  liq u e fied  natural g a s  (L N G )."

3 In c lu s io n  o f  the p r o v is io n  is  m a d e  c o n s is te n t w ith  A S  0 1 .1 0 .0 9 0 :

R e t r o s p e c t iv e  s t a t u t e s .  N o  statute is  r e tro sp ectiv e  u n le ss  
e x p r e s s ly  d eU a red  th ere in .



A L A S K A  S T A T E  C H A M B E R  O F C O M M E R C E

T e stim o n y  o n  H B  5 1 9  
by P a m ela  L a B o lle

G o o d  m o rn in g , I am  P am  L a B o lle , P resid en t o f  th e  A la sk a  S ta te  C h am b er o f  C o m m erce . 
T h e A la sk a  S ta te  C ham ber represents 3 5  lo c a l ch am b ers and 7 0 0  b u s in e ss e s , m o st o f  
w h o m  are sm a ll b u s in e ss e s  d eep ly  co n cern ed  w ith  the e c o n o m ic  fu ture o f  A la sk a . As the  
V o ic e  o f  A la sk a  B u s in e s s  and the lead in g  a d v o c a te  for b u sin ess  headquartered  here in  
Juneau, w e  a lw a y s  ap p recia te  the o p p ortu n ity  to  address b ills  o f  im p ortan ce to  the  
e c o n o m ic  d e v e lo p m e n t o f  the state. O ur le g is la t iv e  priorities are d e v e lo p e d  at the  
g ra ssro o ts  le v e l b y  o u r  m em b ersh ip  th rou gh  a sev er a l m onth  lo n g  p r o c e ss  o f  p ro p o sa l, 
re v ie w  and d eb a te . O ur top  five  p r ior ities in c lu d e  urging the leg is la tu re  and the g o v ern o r  
to en co u ra g e  th e  p rod u cers to p roceed  w ith  d ev e lo p m e n t o f  a so u th ern  gas lin e  route  
throu gh  A la sk a .

T h e C h am b er  sp ea k s  in favor o f  H B  5 1 9  and u rg es its p a ssa g e . A la sk a  a b so lu te ly  n eed s  
a g a s  p ip e lin e . F or o u r  m em bers to  h a v e  their b u s in e ss e s  thrive or e v e n  ju s t stay  v ia b le  
A lask a 's r e so u rces  m u st be d ev e lo p ed . It so m e tim e s  seer. fhat p e o p le  o u ts id e  our state  
h a v e  a m u ch  greater  sa y  in w hat h ap p en s in ou r sta te  than w e  d o . W ith  th e  d e fea t o f  
A N W R  in C o n g r e ss  ju s t  yesterd ay , there are n o  other large d e v e lo p m e n ts  o n  the h o r izo n  
that w ill  spur the g ro w th  o f  our e c o n o m y  in  the n ear term . O ur e x e c u t iv e  co m m itte e  
m eets  m o n th ly  around the state o ften  in sm a ller  c o m m u n itie s . A s  a  resu lt, w e  are v ery  
con cern ed  ab ou t the state's eco n o m y . W hat is th e  state d o in g  to  en co u ra g e  e c o n o m ic  
grow th , to  try to h a v e  a hand in our o w n  d estin y .

W h ile  th e  final resu lts  o f  the producers' stu d y  haven't b een  re lea sed  y e t , it sh ou ld  be  
apparent to e v e r y o n e  that this is a p roject o f  e n o rm o u s  c o s t  and risk . T h e sta te  and lo ca l 
g o v e r n m e n ts  w o u ld  b en efit greatly  for years to  c o m e  i f  w e  can  en c o u r a g e  the p rod u cers  
to  take th e  r isk s in h eren t in this h u g e  p roject and d e v e lo p  the N o rth  S lo p e  g a s  reso u rces  
by b u ild in g  a p ro ject throu gh  A lask a . T h e  tem p orary  tax  e x e m p tio n  p rov id ed  by  th is b ill 
sh ou ld  be lo o k ed  u p on  as an in v estm en t by th e sta te  and m u n ic ip a lit ie s  to en co u ra g e  the  
p rod u cers to g o  forw ard  w ith  a project that w ill crea te  jo b s , b en efit m u n ic ip a lit ie s , spur  
e c o n o m ic  o p p o rtu n ity  for b u sin esses  and  start a w h o le  n ew  in d u stry  * a  g a s industry. B y  
rev ita liz in g  the A la sk a  Stranded G as D e v e lo p m e n t  A ct and h a v in g  it ap p ly  to  th is p roject, 
the s la te  and p ro d u cers  can create a con tract that w ill a ssu re  tax  c la r ity  and certa in ty  and  
protect v ita l in terests o f  the state and a ffe c te d  m u n ic ip a litie s . H o w  o ften  d o e s  the state  
h ave an op p o rtu n ity  to  take such  a bold  step  to en co u ra g e  la r g e -sca le  e c o n o m ic  grow th . 
S evera l s ta te s  and c it ie s  around our n ation  h a v e  o ffe r e d  to b u s in e sse s  tax  in c e n tiv e s  to  
e n co u ra g e  th em  to in v e st . T he sta te  sh o u ld  be le s s  co n cern ed  w ith  perhaps g iv in g  a w a y  
to o  m u ch  and m ore con cern ed  w ith  not m iss in g  a s ig n if ic a n t op p ortu n ity  for e c o n o m ic  
grow th , perhaps the o n ly  on e in the n ex t fe w  d e c a d e s . T hank y o u .
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W a l k e r  W a l k e r  a n d  A s s o c i a t e s , L L C
A ttorneys at L aw

550 W. 7* Ave. #1850
William M. Walker Anchorage, AK 99501
Donna P. Walker (907) 272-70001 f« <907) 270-7001
Joseph N. Levesque ....................................................................
(Of Counsel) 300 Airport Boid, Suite 123
.. P.O. BOX 1909

E-mail: blli-wwa@3k.net Aits u  wsss
(907) 835-2225 j Fax (907) 835-2523

April 23, 2002
Reply to: Anchorage

Representative John Harris
State Capital, Room 513 VIA FAX: 907-465-3799
Juneau, AK 99801-1182

Re: HB 519
Our File No: 925-219

Dear Representative Harris:

Following a review of HB 519, I spoke with Valdez City Manager, Dave Dengel 
regarding this proposed legislation. In discussing this with Dave Dengel, he has 
authorized my providing to you the attached suggested amendments to HB 519.

The City of Valdez, along with the North Slope Borough and the Fairbanks North 
Star Borough, worked alongside the Administration and the Legislature in negotiating 
portions of the Stranded Gas Act. In those negotiations and in the ultimate language 
adopted in Act, consideration was given to the fiscal impact on pipeline corridor 
communities and appropriately Incorporated a mechanism for those economically 
impacted municipalities to receive a negotiated payment in lieu of tax to compensate for 
additional impact /  ‘services during construction.

We urge you to consider the hard work done by the pipeline corridor 
municipalities during the development of the Stranded Gas Act and incorporate those 
specific provisions that provide for a payment in lieu of tax and a municipal advisory 
group.

As you know, the City of Valdez is a member of the Alaska Gasline Port 
Authority. The Port Authority's economic model, prepared by Taylor De-Jongh in 
conjunction with Bechtel Corporation and O’Melveny and Meyers shows an economic 
benefit to a gasline project of $750 million / year resulting from the Port Authority’s 
income tax exemption ruling received from the IRS. Dr. Pedro Van Muers reviewed the 
Port Authority’s IRS ruling and estimates its benefit to be in the range of $10-20 Billion 
to a gasline project. (Copy of Van Muus letter attached).

Thank you in advance for your consideration of these requested amendments. 
We look forward to assisting you in any way we can in the commercialization of 
Alaska’s natural gas. Should you have any questions whatsoever, please do not 
hesitate to contact me.

mailto:blli-wwa@3k.net
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April 23, 2002 Walker W alker and A ssociates, LLC
Page 2 Attorneys at Law

Sincerely,

WALKER WALKER AND ASSOCIATES, LLC

WMW:kao
cc: Representative Jim Whitaker (via fax; (907) 465-2070)

Valdez Mayor Bert Cottle 
City Council Members 
Dave Dengel, City Manager
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A IDE MEMOERE  
M EETIN G  W ITH A LASK A GASLINE PORT A U T H O R IT Y

March 3 0 , 2000  

Dr. Pedro van Mcurs

IN T R O D U C T IO N

The consultaut m et on M arch 17 and 18 w ith  Mr. B ill W alker o f  the A lask a  G asline Port 
Authority and their legal counsel o f  O ’M elv cn y  & M yers.

A  docum ent (Index N \. x  103.02-01) w as provided to the consultant conta in ing an  
opinion o f  the Internal R even u e Service indicating that the A uthority w ou ld  n ot be  
required to  file  federal incom e tax returns or pay federal incom e tax on  its incom e.

It w as explained  to  the consultant that this opinion w ould typically a lso  m ean that there 
w ould  be no-State corporate incom e tax as w e ll.

The A laska G asline Port Authority is contem plating being the ow ner o f  th e  LNG  project 
from the lease boundary on  the North S lop e to the loading point FO B V aldez. This 
m eans that the tax exem ption  w ould apply to  the conditioning o f  the gas, the p ip e line  
transportation and the liquefaction and loading o f  the LNG  on tankers.

T he A laska G asline Port Authority indicated that they w ould  not b e  in v o lved  in the  
production o f  tbe gas or the shipping by L N G  tankers.

T he consultant w as asked lo  provide his v ie w s  on the im pact on the eco n o m ics o f  the  
project based on these conditions.

VIEW S OF THE C O N SU L T A N T

An exem ption from federal and state corporate incom e tax w ould  have a very benefic ia l 
im pact on the rate o f  return o f  the Alaska L N G  project, assum ing a project structure can  
be realized in w hich the exem ption would ind eed  apply.
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T he consu ltant carried out previously analysis for the State o f  A laska on an A lask a  LNG  
project in volv in g  a capacity o f  14.5 m illion  tons, a 3 0  year cashflow , a  CIF p rice in the  
Far E ast o f  $  3 .50  per M M B tu and 3% escalation o f  costs and prices. T ota l project 
investm ents w ere estim ated betw een $  12 and $ 15 billion.

T he previous con clu sion  w as that the project costs need to be reduced considerably in 
order for the project to b e  econom ically  viable. A ssum ing costs can be reduced, fiscal 
restructuring w ould  enhance the possibilities o f  the project.

B ased  on  the ab ove total project configuration, the net benefit o f  the tax exem p tion s may 
range in the order o f  m agnitude o f  S 10 to S 2 0  b illion  on  an undiscounted current dollar 
basis.

T he net ta x  benefit on  a total project basis w ill depend very m uch on  h o w  the b enefit is 
distributed b etw een  the producers, consum ers, the A laska G asline Port A uthority and 
other parties. For instance, the tax benefit w ould  b e  at the low er end o f  th e  above  
m entioned range i f  this ben efit w ould  be used:

•  to  low  er the “to ll” betw een the lease boundary and the FO B export point and 
to increase in  the lease boundary price, or

•  to  low er the CEF price to consum ers in A sia  in order to m ake the introduction  
o f  a  large vo lum e o f  gas feasib le in the near future.

T he tax exem ption  could  strengthen the econ om ics o f  the project considerably, provided  
the A laska G asline Port Authority:

1. finds a w ay to  low er tbe overall costs o f  the project,
2 . is ab le  to  create w ith other parties a financial and organizational configuration  

in  w h ich  the project can proceed, and
3. is  ab le to  create conditions under w hich  th is exem ption  can  be e ffec tiv e ly  ose'tf- 

to the b e n e f ito f  the total project.
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SUGGESTED AMENDMENTS TO H5 519

The following amendments lo HB 519 are intended to protect the interests of the pipeline 
corridor communities and the State while promoting the construction of a natural gas 
pipeline.

1. The Property and Sales Tax Relief to Contract Under Stranded Gas Act

As currently drafted, HB 519 exempts the pipeline and pipeline-related facilities from 
property and sales tax during the period of construction and for the first two years after 
pipeline start up. It further provides that the administration can attempt to recapture these 
taxes through an agreement reached pursuant to the terms of the Stranded Gas Act. 
However, the value of the tax exemption - estimated by the Department of Revenue at 
$500,000,000 to $750,000,000 - is sufficiently large that there may never be an application 
filed under the Stranded Gas Act if the potential "cost" of that application is an obligation to 
payback up to $750,000,000. To assure that the State retains its right to simply defer 
rather than forego property and sales taxes, tax relief for the period of construction and 
immediately after pipeline startup should be conditioned upon the filing of an application 
under the Stranded Gas Act, which appllcatk ,n fact results In an agreement between the 
applicant and the administration, approved . /  the legislature. Absent application, contract, 
and legislative approval, no tax benefits should be available.

The purpose in providing for the payment in lieu of tax provision of the Stranded Gas Act 
was to provide some tax relief during the construction phase of a gasline project while at 
the same time providing a mechanism for a negotiated payment in lieu of tax (PILT) for 
those communities economically impacted by the construction of the gasline. This 
approach for a negotiated PILT is reasonable and does not shift the additional fiscal 
burden during a construction phase onto the local governments without a mechanism for 
covering those additional costs.

2. Limit Exemption from Property and Sales Tax to the Period of Pipeline 
Construction.

Although not yet supported by data or analysis, property and sales tax relief during Ihe 
period of construction may be appropriate, as there is no income from gas sales during 
construction. However, even if appropriate during the non-revenue stage of the pipeline, 
there is not currently any justification for tax relief after pipeline startup. HB 519 should be 
amended to limit the exemption from property and sales taxes to the period of 
construction. Of course, if an applicant under the Stranded Gas Act makes a showing that 
additional tax relief is necessary to make an uneconomic project economic, tax relief for 
the first twu years after pipeline startup —  or for any other period -  could be made part of a 
contract developed under the Stranded Gas Act and approved by the legislature at a later 
date.
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3. Change the Application Deadline from June 2005 to December 2003

HB 519 currently allows ari application under the Stranded Gas Act to be filed as late as 
June 30, 2005. The deadline should ne moved up to December 31, 2003. Oil and gas 
companies, as well as pipeline comp mies, respond to deadlines In Alaska and throughout 
the world. If Alaska provides a deadline of 2005, the companies are apt to dedicate their 
efforts to other regions of the world in 2002, 2003 and 2004, then refocus on Alaska in 
2005. With a 2003 deadline, the incentive for a gas pipeline is immediate. Of course, if a 
gasline cannot be advanced in the near term for other reasons, HB 519 could be extended 
at a later date through further legislative action.

4. Limit Property and Sales Tax Exemption to the Pipeline and Not 
"Related Facilities"

HB 519 currently extends the exemption from property and sales taxes to not only the 
pipeline, but also to "related facilities." As a practical matter, the bulk of the cost of any 
pipeline project will be In the pipeline itself, so deleting reference to "related facilities" does 
little to diminish the magnitude of the intended benefits of the legislation. However, deleting 
"related facilities" goes far in eliminated unintended consequences of the legislation. For 
example, a producer or pipeline company could argue that all of the following are facilities 
related to a new pipeline: every new gas well, modifications to existing wells and 
infrastructure, the entire development of the Pt. Thompson field, exploration in remote 
regions, and the construction of multipurpose facilities which will benefit both gas 
production as well as oil production. More specifically, the new gas treatment plan which 
will be built for a gas pipeline will also be used to remove and prepare C02 for use in 
enhanced oil recovery. HB 519, as currently drafted, would open the door for tax benefits 
for facilities and portions of facilities servicing oil production. Either "related facilities" 
should be deleted from HB 519, or HB 519 should narrowly define rrcit ted facilities," or the 
Department of Revenue should be directed to adopt a regulation defining "related 
facilities." If none of these actions are lake, there will be litigation over the scope of tax 
exemption provided by HB 519.



1/211

Alaska Producer Pipeline U p d ate

for
[rollout a u d ie n c e ]

A p r i l ,  2 0 0 2

E^onM ob il ^



Outline o f Information

•  O v e r v i e w  a n d  C o n c l u s i o n s
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Project Overview

"airbanks
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N G L  f a c i l i t i e s
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Conciusions

P r o j e c t  c u r r e n t l y  n o t  c o m m e r c i a l l y  v i a b l e

-  R i s k s  o u t w e i g h  r e w a r d s

-  S u b s t a n t i a l  a d d i t i o n a l  e n g i n e e r i n g  w o r k  n o t  j u s t i f i e d  a t  t h i s  t i m e

-  F u t u r e  a c t i v i t y  m u s t  m a t c h  p r o g r e s s  w i t h  g o v e r n m e n t s  a n d  c o m m e r c i a l  

v i a b i l i t y

G o v e r n m e n t s  w i l l  p l a y  a  k e y  r o l e  i n  r e d u c i n g  p r o j e c t  c o s t ,  s c h e d u l e  r i s k

-  U S  F e d e r a l  r e g u l a t o r y  e n a b l i n g  l e g i s l a t i o n

-  N E B / F i r s t  N a t i o n s  r e g u l a t o r y  p r o c e s s  c l a r i t y

-  A l a s k a  f i s c a l  c e r t a i n t y

April 2002
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Outline o f Information

O v e r v i e w  a n d  C o n c l u s i o n s  

•  P r o j e c t  D e s i g n  a n d  T e c h n o l o g y

U p d a t e d  P r o j e c t  F e a s i b i l i t y
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Statistical Summary (Alaska to 1-48)
Gas Treatment Plant Alaska to Alberta Pipeline NGL Plant Alberta to L-48 Pipeline

□ Pipeline Design Rate (bcfd)
□ Expansion Potential (bcfd)
□ Compressor Stations
□ Total Pipeline Horsepower 
d Alaska to Alberta (miles)
c Alb erta to Market (miles)
□ Pipe Diameter (inches)
d Operating Pressure (psi)
□ Tons of Steel
□ Construction Staff-Hours

4.5
5.6
24-28
1.2- 1.4 million 
1,800 - 2/100 
1,500 
52
2,000 -  2,500 
5 - 6  million 
50 million+

April 2002 7
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Gas Treatment Plant (GTP)

C en tra l  C om p re ss ion  P la n t

Peak output at 4 , 7  BSCF/D 
PBU & PTU gas blended 
C 0 2 re-injected into PBU 
Discharge- 2 5 0 0  psi, 3 0 F, 1 .5 % C 0 2 C en tra l  G as Facility

• Estimated Cost $2 . 6  B
• Opex $ 5 6  MM/yr
• Fuel usage 1 5 0  mmscf/d

• 5 0 0  ft. West of CGF
• Module weight ~8 , 0 0 0  T
• 1 9  modules
• 1 4 0 k Tons
• 5 6  acres (4 -trains)
• Acid gas removal: amine
• Dehydration: glycol
• PBU Facility sharing

April 2002 8
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Alaska to Alberta
T e c h n i c a l  C h a l l e n g e s

Offshore

Common Challenges 
Perm afrost 
River Crossings 
Skilled L abor 
Pipe Availability 
Logistics

Design Basis 
52”Pipe 
2500 psi
X-80 C arbon Steel 
Wall Thickness>l inch 
Buried, Chilled Line

April 2002 9
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Route Elevation Profiles



Alberta to Market
^ mmibmiiiiiii»b—MaaaaoaM naa^s^M M M anaai

Design Basis 

52” Pipe 

2000 psi

X-80 C arbon Steel

Wall Thickness: 0.9” US & 0.8” C anada

1469 miles from Ft. Saskatchewan area to Chicago
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Aerial photography used for route deviation studies
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E nvironm ental Field S tu d ie s
> Crews o f 2 to 5 people mapping / photographing existing conditions
> Helicopters and fixed w ing aircraft used fo r surveys / access
> Field e ffo rt exceeded 200,000 sta ff hours.

«  V e g e t a t i o n  &  S o i l s  S u r v e y s

•  W i l d l i f e ,  i n c l  T h r e a t e n e d  a n d  

E n d a n g e r e d  S p e c i e s

«  W e t l a n d s ,  F i s h e r i e s ,  

H y d r o l o g y  &  W a t e r  Q u a l i t y

•  C u l t u r a l  &  A r c h a e o l o g y  

R e s o u r c e s

•  M a r i n e  M a m m a l  S t u d y

T r a d i t i o n a l  K n o w l e d g e  

C o n s u l t a t i o n

April 2002 12
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Outline o f Information

•  U p d a t e d  P r o j e c t  F e a s i b i l i t y

W ■j \ j j p  u p
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Updated Project Feasibility

J o i n t  p r o j e c t  f e a s i b i l i t y  w o r k  r e s u l t s  i n  s i g n i f i c a n t l y  i m p r o v e d  p r o j e c t  d e f i n i t i o n

-  Better understanding of risks and opportunities

U p d a t e d  s t u d y  r e s u l t s  i n d i c a t e  t h e  f o l l o w i n g :

-  Higher capital costs

-  Increased volumes delivered

-  Lower operating costs

-  Reduced fuel consumption

-  Current capital cost estimates have accuracy to approximately a-/- 20%

-  Ach.eving lower costs and less cost uncertain,y will require substantial future investment

P r o j e c t  c o n t i n u e s  t o  h a v e  s i g n i f i c a n t  r i s k s :

-  Regulatory/political risks

-  Fiscal risks

-  Cost risk

-  Long-term prices / Market volatility

Risk predom inantly borne 
by producers, irrespective 
o f pipeline ownership

April 2002 14
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Capital Costs /  Tolls

S o u t h e r n  R o u t e  N o r t h e r n  R o u t e

Capital Cost ('01 , $b i!lio n )

Gas Treatment Plant 2.6 2.6
Alaska to Alberta 11.6 10.8
Alberta to Market 4.6 4.6
NGL Extraction Facilities 0.6 0.6

Alaska Project Share 19.4 18.6
■ r~r

M ackenzie D elta S h a re  - 1 .4

Uncertainty +/- 20% + /- 20%

Sales Gas Rate (b c fd )

Alaska
Mackenzie Delta 
Total

P roject Toll ($ /m c f)

Gas Treatment Plant 
Alaska to Alberta 
Alberta to Market

Toll to Market
Range

2002

4.3

4.3

G.41
1.36
0.62

2.39
1.90 - 2.85

15

4.3 
1 .0

5.3

0.41
1.28
0.62

2.31
1 .85 -2 .75

t>pA E ^ o d M o l



Estimated Government Take

T o t a S  U n d i s c o u n t e d  R e v e n u e  

$120 bn

State of Alaska 
$50 bn

US L-48 States 
$3 bn

R e v e n u e s  a r e  r o u g h l y  

e q u i v a l e n t  f o r  N o r t h e r n  a n d  

S o u t h e r n  R o u t e s

I n c r e a s e d  g o v e r n m e n t  t a k e  

( v s .  S e p t .  2 0 0 1 )  b a s e d  o n  

h i g h e r  s y s t e m  t h r o u g h p u t  

a n d  l o n g e r  p r o j e c t  l i f e

5 1  T C F  A K  g a s  r e s e r v e s  

p r o d u c e d ,  i n c l u d i n g  1 6  T C F  

y e t - t o - b e - d i s c o v e r e d

Canada Federal 
$17 bn

Canadian
$11 bn

US Federal
$39 bn

April 2002 16
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Expansion

•  E x p a n d a b i l i t y  b u i l t  i n t o  s y s t e m  

d e s i g n

® S y s t e m  d e b o t t l e n e c k i n g  l i k e l y  t o  

y i e l d  s m a l l  v o l u m e  i m p r o v e m e n t s

•  A p p r o x i m a t e l y  1  b c f d  e x p a n s i o n  

w i t h  i n t e r m e d i a t e  c o m p r e s s i o n

•  C o s t  e f f e c t i v e  e x p a n s i o n  f a c i l i t a t e d  

b y  l a r g e  d i a m e t e r  p i p e

•  E x p a n s i o n  w i l l  p r o v i d e  a c c e s s  t o  

n e w  g a s  d i s c o v e r i e s

Gas Capacity (mmscfd)

April 2002 17
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Viable G overnm ent Framework is Essential

E s t a b l i s h  p r e d i c t a b l e  r e g u l a t o r y  /  f i s c a l  r e g i m e .

-  Enact US enabling regulatory legislation

-  Progress predictable fiscal framework in Alaska

-  Progress dear and predictable regulatory process in Canada

T h e s e  i n i t i a t i v e s  r e q u i r e  s u p p o r t  f r o m  i n v e s t o r s ,  g o v e r n m e n t s ,  F i r s t  N a t i o n s ,  

N a t i v e  c o m m u n i t i e s ,  s h i p p e r s ,  m a r k e t e r s  a n d  c o n s u m e r s .

-  Creates best possible structure for successful Alaska pipeline

S i g n i f i c a n t  f o r w a r d  e x p e n d i t u r e  w i l l  r e q u i r e  p r e d i c t a b l e  g o v e r n m e n t  f r a m e w o r k .

- Significant investment required to further reduce cost and reduce cost uncertainty

- Governments will play a key role in reducing project cost, schedule risk

- Avoid mandates

O n c e  g o v e r n m e n t  f r a m e w o r k  i s  e s t a b l i s h e d ,  c o m m e r c i a l l y  v i a b l e  p i p e l i n e  p r o j e c t  

s t i l l  m u s t  b e  i d e n t i f i e d .

April 2002 18
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U.S. Enabling Regulatory Legislation
W h a t  i s  i t ?

• Language currently contained in Senate Energy Bill

-  Amendments may add ris'Vcosts

• Available to any sponsor

-  New legislation will not preclude ANGTS Group from proceeding under ANGTA

-  ANGTS Group or any other investors can also proceed under this legislation

• Creates market-driven, expedited regulatory process for any viable pro ject(s)

-  Subject to FERC regulation; fair and reasonable terms; open access

-  Subject to all environmental laws / regulations; 18-month EIS completion

• Creates Office in executive branch to coordinate all related federal agency activity 

W h y  i s  i t  n e e d e d ?

• Provides fo r federal regulatory certainty

-  Establishes clear process to encourage competitive, market-driven (lowest cost) solutions 

-• Allows any number of producer / pipeline partnerships to evolve

-  Current regulatory risk discourages investment

« Expedites environmental review and project authorization 

• Provides timely judicial review to reduce uncertainty

bP
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Alaska Fiscal Certainty

W h a t  i s  i t ?  

•  P r o v i d e s  f o r  c e r t a i n t y  i n  S t a t e  g o v e r n m e n t  t a k e :

-  Predictable disposition of State royalty gas, consistent with firm transportation commitments

-  Clear, simple, predictable gas valuation for royalty / severance tax payments

-  Severance tax rates and Economic Limit Factor (ELF)

-  Ad valorem tax rates and valuation methodology

-  Corporate income taxes

® E n s u r e s  s t a b l e  f i s c a l  t e r m . ,  o v e r  l i f e  o f  p i p e l i n e  p r o j e c t  

W h y  i s  i t  n e e d e d ?  

•  P o t e n t i a l  f o r  f i s c a l  c h a n g e  c r e a t e s  r i s k  t h a t  j e o p a r d i z e s  l o n g  p a y o u t  p r o j e c t s

-  Project already holds significant capital, schedule and market risk

-  Stable fiscal environment encourages long-term investment

-  Avoid future disputes over interpretation

April 2002 20
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Predictable NEB /  First Nations Regulatory Process

W h a t  i s  i t ?

•  E s t a b l i s h e s  c l e a r  r e g u l a t o r y  p r o c e s s e s  b e t w e e n  N E B  a n d  F i r s t  N a t i o n s .

® D e t a i l e d  p l a n s  f o r  c o o p e r a t i o n  a m o n g  C a n a d i a n  F e d e r a l ,  P r o v i n c i a l ,  T e r r i t o r i a l  

a n d  F i r s t  N a t i o n s  r e g u l a t o r y  a u t h o r i t i e s .

•  P r e d i c t a b l e ,  e x p e d i t e d  p r o c e s s  t h a t  f u l l y  c o m p l i e s  w i t h  a l l  e n v i r o n m e n t a l  a n d  

r e g u l a t o r y  l a w s .

W h y  i s  i t  n e e d e d ?

® E n s u r e  t i m e l y  c o m p l e t i o n  o f  r e g u l a t o r y  a n d  e n v i r o n m e n t a l  a s s e s s m e n t  

p r o c e s s .

•  L a c k  o f  c l e a r  N E B / F i r s t  N a t i o n s  p e r m i t t i n g  p r o c e s s  i n c r e a s e s  p r o j e c t  r i s k .

•  A v o i d  d u p l i c a t i o n  o f  e n v i r o n m e n t a l  a s s e s s m e n t s  a n d  c o n f l i c t  a m o n g  C a n a d i a n  

g o v e r n m e n t a l  a g e n c i e s  a n d  F i r s t  N a t i o n s .

April 2002 21
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Outline of Information

U p d a t e d  P r o j e c t  F e a s i b i l i t y

•  W r a p - u p
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Vv'rap-up

I <

V i a b l e % p v e m m e n t  f r a m e w o r k T S

A l a s k a  f i s c a l  c e r t a i n ^  

P r ^ i d £ b i & | | i ^

^  ■ »*V 4
4  , - v T r e h c h i n g  t r i a l s

-  C o s t  r e d u c t i o n  o p p o r t u n i t i e s '  :; ; ; .
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WORK DRAFT WORK DRAFT WORK DRAFT

22-LS 1651WV 
C henow eth 

4/25/02

CS FO R  H OU SE BILL NO. 519(FIN)

IN  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A

T W E N T Y -S E C O N D  L E G IS L A T U R E  - S E C O N D  S E S S IO N

BY THE HOUSE FINANCE COM M ITTEE

Offered:
Referred:

Sponsor(s): HOUSE RULES COM M ITTEE

A BILL

FO R  AN A CT ENTITLED

"A n Act authorizing priority trea tm ent under the Right-of-W ay Leasing Act for an 

Alaska North Slope na tura l gas project; authorizing the Alaska Railroad C orporation to 

provide financing for the acquisition, construction, im provem ent, maintenance, 

equipping, or operation of facilities for the transportation  by others of n a tu ra ' gas 

resources within and outside the state and to issue its bonds to finance those facilities; 

exempting an Alaska North Slope na tu ra l  gas project from state and  m unicipal property' 

taxes during  construction and initial operation, and eliminating the au thority  of a 

municipality to levy a sales or use tax on property  or sendees used or to be used on the 

project; expanding the scope for the kinds of gas development projects tha t may become 

qualified projects under the Alaska S tranded Gas Development Act to natura l gas 

projects, including an Alaska North Slope na tura l gas pipeline and any spurs; extending 

the deadline for subm itting applications under the Alaska S tranded  Gas Development

-1-
N e w  T e x t  U n d e r l i n e d  (DELETED TE XT BRACKETED)

CSHB 519(FIN)



WORK DRAFT WORK DRAFT 22-LS 1651WV

Act; and providing for an effective date."

BE IT ENACTED BY T H E  LEG ISLA TU RE O F  T H E  STATE O F ALASKA:

4
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* Section 1. T h e  u n c o d if ie d  law  o f  the  S ta te  o f  A la s k a  is a m e n d e d  by  a d d in g  a  n ew  se c tio n  

to  read :

F IN D IN G S  A N D  IN T E N T . T h e  le g is la tu re  f in d s  tha t

(1 ) a  v a s t q u a n tity  o f  gas in  A la s k a  is c u r re n tly  s tra n d e d  fro m  c o m m e rc ia l 

d e v e lo p m e n t, in p a rt d u e  to  the  c o s t a s so c ia te d  w ith  p ro v id in g  a c c e ss  to  m a rk e ts  fo r th a t g as ; 

the  A la s k a  N o r th  S lo p e  h as  the  la rg e s t k n o w n  d isc o v e re d  n a tu ra l g as  re so u rc e s , e s tim a te d  to  

be 35 tri l lio n  c u b ic  fee t, in  the  U n ite d  S ta te s  a n d  h a s  u n d is c o v e re d  gas re so u rc e s  e s tim a te d  to  

be  in  e x c e s s  o f  100 tr i l lio n  c u b ic  fee t;

(2 ) d e m a n d  fo r n a tu ra l g as  in  th e  lo w e r  4 8  s ta te s  is e x p e c te d  to  e x p e r ie n c e  

reco rd  g ro w th ; the  lo w er 48  s ta te s  h av e  a n  in a d e q u a te  re so u rc e  b a se  to  m e e t th is  e x p e c te d  

d em a n d , a n d  th e re  is an  u rg e n c y  to  m a k e  an  A la s k a  n a tu ra l g a s  p ip e lin e  p ro je c t m o v e  fo rw ard  

to  fill th is  g a p  w ith  N o rth  A m erica n  g as  ra th e r  th a n  w ith  g as  f ro m  u n c e r ta in  so u rc e s  o v e rse a s ;

(3 ) it is im p o rta n t fo r  the  U n ite d  S ta te s  to h av e  a  re lia b le  an d  a ffo rd a b le  so u rc e  

o f  d o m e s tic  n a tu ra l g as  fo r  e n e rg y  fo r  its e c o n o m y , fo r th e  w e ll-b e in g  o f  its  c itiz e n s , fo r th e  

g ro w th  o f  its  b u s in e sse s , a n d  fo r th e  n a tio n a l se c u rity ;

(4 ) th e  N o rth  S lo p e  o f  A la sk a  is o n e  o f  th e  few  k n o w n  lo c a tio n s  in  the  U n ite d  

S ta tes  th a t c an  su p p ly  s ig n if ic a n t n a tu ra l g as  s u p p lie s  to  th e  lo w e r 48  s ta te s  fo r  y ea rs  to  co m e;

(5 ) d u rin g  th e  p as t th re e  d e c a d e s , se v e ra l c o m p a n ie s  and  e n titie s  h a v e  s tu d ie d  

d iffe ren t w a y s  to  c o m m e rc ia liz e  A la s k a  N o r th  S lo p e  g a s  a n d  h av e  b e e n  u n su c c e ss fu l in 

id e n tify in g  an  e c o n o m ic  p ro je c t; m o s t re c e n tly , the  th re e  m a jo r  p ro d u c e rs , th ro u g h  th e ir  

A la sk a  G a s  P ro d u c e rs  P ip e lin e  T e a m , h av e  s tu c  - d  a  so u th e rn  ro u te  a p p ro x im a te ly  fo llo w in g  

a  ro u te  a lo n g  th e  T ra n s  A la sk a  P ip e lin e  S y s te m  fro m  P u m p  S ta tio n  O n e  lo D e lta  Ju n c tio n  and  

a lo n g  th e  A la s k a  H ig h w a y  th ro u g h  A la sk a  a n d  C a n a d a  to  th e  lo w e r  48  s ta te s  a n d  a  n o rth e rn  

ro u te  o f f  th e  sh o re  o f  th e  A rc tic  N a tio n a l W ild life  R e fu g e  in  th e  B e a u fo rt  S ea , and  have  

c o n c lu d e d  th a t  n e ith e r  is  su ff ic ie n tly  e c o n o m ic , g iv e n  th e  m a g n itu d e  o f  th e  r isk s  a sso c ia te d  

w ith  the  p ro je c t;  h o w e v e r, at least o n e  p ro d u c e r  h a s  in d ic a te d  a  w ill in g n e ss  to  p ro ce ed  fu rth e r 

i f  fed era l a n d  s ta te  e n a b lin g  le g is la tio n  w ith  p ro v is io n s  to  m itig a te  lo n g -te rm  n a tu ra l gas p ric e  

r isk s an d  fo r fisca l c e r ta in ty  a n d  in c e n tiv e s  is e n a c te d ;
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(6 ) th e  m a jo r  p ro d u c e rs  h av e  p ro p o se d  n ew  fed e ra l e n a b lin g  le g is la tio n  th a t 

th e y  b e lie v e  w ill e x p e d ite  th e  c o n s tru c tio n  and  o p e ra tio n  o f  a  n a tu ra l g a s  p ip e lin e  f ro m  the  

N o r th  S lo p e  to  th e  lo w e r  48  s ta te s ;

(7 ) in  a d d itio n  to  th e  s ta te ’s re c e ip t  o f  re v e n u e  f ro m  ta x e s  and  ro y a ltie s . 

A la s k a n s  w ill b e n e f it  f ro m  th e  c o m m e rc ia liz a tio n  o f  A la sk a  N o r th  S lo p e  n a tu ra l g as  th ro u g h  

o p p o r tu n itie s  fo r  in -s ta te  u se  o f  th e  n a tu ra l g as  and  fo r  p a r t ic ip a tio n  by  A la s k a n s  in  

c o n s tru c tio n , m a in te n a n c e , a n d  o p e ra tio n  o f  a n a tu ra l gas p ip e lin e  p ro je c t;

(8 ) b e c a u s e  o f  th e  h ig h  c o s t o f  p ro v id in g  a c c e s s  to  m a rk e ts  fo r  A la sk a  N o r th  

S lo p e  g as , e x p lo ra tio n  e ffo rts  o n  the  N o rth  S lo p e  h av e  h is to r ic a lly  fo c u s e d  on  o il; re c e n tly , 

so m e  c o m p a n ie s  h av e  e x p re sse d  in te re s t in  gas e x p lo ra tio n ; i f  th e  in fra s tru c tu re  n e e d e d  to  

p ro v id e  a c c e s s  to  m a rk e t  fo r  A la s k a  N o rth  S lo p e  gas w e re  a v a ila b le , n e w  gas e x p lo ra tio n  

e ffo r ts  m ig h t b e  in itia te d  o n  th e  A la s k a  N o r th  S lo p e  and  in  o th e r  b a s in s  th a t  c u rre n tly  re m a in  

la rg e ly  u n e x p lo re d  fo r  o il a n d  g as ; it is  v ita l lo  th e  S ta te  o f  A la s k a  th a t  th e re  b e  c o n tin u e d  a n d  

ro b u s t  e x p lo ra tio n  a n d  d e v e lo p m e n t o f  n a tu ra l gas re so u rc e s  o n  the  A la s k a  N o rth  S lo pe;

(9 ) A la s k a n s  n e e d  a  p o r tio n  o f  th e  g as  f ro m  a  n a tu ra l g a s  p ip e lin e  p ro je c t fo r  

in -s ta te  u se ; h o w e v e r , it is u n lik e ly  th a t m a rk e ts  w ill d e v e lo p  w ith in  th e  s ta te  th a t w o u ld  n e e d  

m o re  th a n  a  re la tiv e ly  sm a ll p o rtio n  o f  th e  v o lu m e  o f  g as  a lre a d y  d is c o v e re d  on  th e  A la s k a  

N o rth  S lo p e ; it is  v ita l fo r  e c o n o m ic  d e v e lo p m e n t th a t A la s k a  c o m m u n itie s  a n d  b u s in e ss e s  

h a v e  a c c e ss  u n d e r  fa ir  a n d  re a so n a b le  te rm s to th e  p ip e lin e  fo r  in -s ta te  u se  o f  A la sk a  N o r th  

S lo p e  n a tu ra l gas;

(1 0 )  th e  c o n s tru c tio n  a n d  o p e ra tio n  o f  a  n a tu ra l g as  p ip e lin e  in th e  s ta te  an d  

th e  sa le  o f  A la s k a  N o r th  S lo p e  g as is c ritic a l to  th e  h ea lth  a n d  w e lfa re  o f  th e  s ta te ;

(1 1 )  fo r a  n a tu ra l g as  p ip e lin e  p ro je c t  to  b e c o m e  e c o n o m ic a lly  v ia b le  a n d  

c o m p e tit iv e , th e  e s tim a te d  c o s ts  o f  c o n s tru c tin g  th e  p ro je c t a n d  th e  a s so c ia te d  fin a n c ia l r isk  

m u s t  b e  re d u c e d  s ig n if ic a n tly ; c h a n g e s  in the  lo c a l, s ta te , a n d  fed e ra l ta x  s tru c tu re  m a y  a lso  be  

n e c e s sa ry  to  m a k e  c o m m e rc ia l iz a tio n  o f  the  g as  re so u rc e s  e c o n o m ic a lly  v ia b le  by , in  p a r t , 

s tru c tu r in g  ta x  a n d  ro y a lty  in c e n tiv e s  re la te d  to  th e  p ro je c t a n d  p ro v id in g  a s  m u c h  c la rity  an d  

c e r ta in ty  a s  p o s s ib le  re g a rd in g  th e  tax es  th a t w o u ld  a p p ly  to  a  p ro je c t th ro u g h o u t its  life;

(1 2 )  a rt. IX , sec . 4 , C o n s titu tio n  o f  th e  S ta te  o f  A la s k a , e m p o w e rs  th e  

le g is la tu re  to  c re a te  tax  e x e m p tio n s  b y  g en e ra l la w , and  th e  c re a tio n  o f  tax  e x e m p tio n s  to  

m a k e  A la s k a  N o r th  S lo p e  g as  c o m m e rc ia lly  v ia b le  and  c o m p e tit iv e  is c o n s is te n t w ith  th e
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leg is la tu re 's  re sp o n s ib ili ty  u n d e r  art. V III , sec . 2 , C o n s titu tio n  o f  th e  S ta te  o f  A lask a ;

(1 3 ) g o o d  fa ith  e ffo rts  by  p ro d u c e rs  a n d  o th e r  c o m p a n ie s  e n g a g e d  in  the  

d es ig n , c o n s tru c tio n , a n d  o p e ra tio n  o f  th e  n a tu ra l g as  p ip e lin e  v o lu n ta r i ly  to  p ro v id e  

e m p lo y m e n t o p p o r tu n itie s  fo r A la s k a  re s id e n ts  a n d  o p p o r tu n itie s  fo r  A la s k a  b u s in e sse s  a re  in 

th e  lo n g -te rm  in te re s ts  o f  th e  s ta te ;

(1 4 ) th e re  h as  b ee n  a  h is to ry  o f  c o s tly  d is p u te s  b e tw e e n  p ro d u c e rs  o f  o il a n d  

th e  s ta te  o v e r  th e  d e te rm in a tio n  o f  th e  p ro d u c tio n  ta x e s  d u e  fo r  o il p ro d u c e d  a n d  so ld , in  p a r t  

b ec au se  o f  d is p u te s  o v e r  th e  d e fin itio n  o f  te rm s p e r t in e n t  to  th e  c a lc u la t io n  o f  th e  tax ;

(1 5 ) it is  in  th e  s ta te 's  b es t in te re s t to  p ro v id e  c la r i ty  a n d  c e r ta in ty  to  th e  

p ro c e ss  o f  d e te rm in in g  a  p ro d u c e r 's  ta x  a n d  ro y a lty  liab ility ', A S  4 3 .8 2  (A la sk a  S tran d e d  G as 

D e v e lo p m e n t A c t)  p ro v id e s , a m o n g  o th e r  p ro v is io n s , in  A S  4 3 .8 2 .0 2 0 , 4 3 .8 2 .2 0 0 , an d  

4 3 .8 2 .2 1 0 , m e c h a n is m s  fo r th e  s ta te  and  th e  sp o n so r  o f  a  N o r th  S lo p e  n a tu ra l gas p ip e lin e  

p ro je c t to  n e g o tia te  a  c o n tra c t th a t c o u ld  p ro v id e  th a t  c la r ity  a n d  c e r ta in ty  a n d  reso lv e  o th e r  

im p o rta n t issu e s , in c lu d in g  a c c o m m o d a tin g  th e  in te re s ts  o f  a ffe c te d  m u n ic ip a litie s .

* Sec. 2 . T h e  u n c o d if ie d  law  o f  th e  S ta te  o f  A la s k a  is a m e n d e d  b y  a d d in g  a  n ew  se c tio n  to  

read :

F IN D IN G S , IN T E N T , A N D  P U R P O S E  O F  S E C T IO N S  4  - 6 A N D  14. (a) T h e  

A la sk a  S ta te  L e g is la tu re  f in d s  th a t

(1 ) th e  A la sk a  R a ilro a d  C o rp o ra tio n  is  u n iq u e ly  su ite d  to  se rv e  e sse n tia l 

fu n c tio n s  o f  th e  s ta te  b y  p ro v id in g  f in a n c in g  fo r a  fa c ility  fo r th e  tra n sp o r ta t io n  o f  c e rta in  

n a tu ra l gas re so u rc e s  lo c a te d  w ith in  th e  sta te ;

(2 ) p ro v id in g  f in a n c in g  fo r th a t fa c ility  fu rth e rs  the  p u rp o s e s  o f  b o th  th e  s ta te  

a n d  the  A la sk a  R a ilro a d  C o rp o ra tio n  b y  a ssu rin g  th a t th e  s ta te 's  n a tu ra l g a s  re so u rc e s  w ill be  

tra n sp o rte d  to  th e ir  a p p ro p ria te  m a rk e ts , th u s  c re a tin g  re v e n u e  fo r  th e  A la s k a  R a ilro ad  

C o q )o ra tio n  a n d  fo r  the  s ta te  a n d  p ro v id in g  e m p lo y m e n t o p p o r tu n itie s  fo r  re s id e n ts  o f  the  

sta te ;

(3 ) th e  fa c ili ty  a lso  w ill en h a n ce  a n d  im p ro v e  th e  s ta te 's  a b il i ty  to  d e v e lo p  a n d  

tra n sp o rt o th e r  n a tu ra l re so u rc e s  o f  th e  s ta te , in c lu d in g  o il a n d  g as  re s o u rc e s  lo ca ted  o f f  th e  

N o rth  S lo p e  o f  th is  s ta te ; a n d

(4 ) th ese  re su lts  a re  e sse n tia l p u rp o se s  o f  the  s ta te  a n d  th e  a c h ie v e m e n t o f  

th ese  p u rp o ses  is  c ritic a l to  the  h e a lth  and  w e lfa re  o f  the  s ta te .
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(b) A  p u rp o se  o f  secs . 4 - 6  a n d  14 o f  th is  A c t is to  c la rify  th e  s ta tu to ry  fu n c tio n s  and  

p o w e rs  o f  th e  A la s k a  R a ilro a d  C o rp o ra tio n  b y  e x p re ss ly  in c lu d in g  th e  p o w e r to p ro v id e  

f in a n c in g  fo r  tra n sp o r ta t io n  fa c ilitie s  a s  d e sc r ib e d  in th o se  se c tio n s  o f  th is  A ct.

(c) It is  th e  in te n t o f  th e  le g is la tu re  tha t

(1 )  secs . 4  - 6 and  14 o f  th is  A c t b e  c o n s tru e d  b ro a d ly  to  p e rm it th e  A la sk a  

R a ilro a d  C o rp o ra tio n  th e  g re a te s t f le x ib ili ty  to  a c c o m p lish  th e  p u rp o se  d esc rib e d  in  (b ) o f  th is 

se c tio n  w ith in  th e  l im ita tio n s  se t o u t in th o se  se c tio n s  o f  th is  A c t; a n d

(2 ) o th e r  p ro v is io n s  o f  A S  4 2 .4 0  in  e x is te n c e  b e fo re  th e  e n a c tm e n t o f  se cs . 4 - 

6 a n d  14 o f  th is  A c t  b e  s im ila r ly  c o n s tru e d  to  c o m p le m e n t th e  p ro v is io n s  o f  th is  A ct.

* S ec . 3. A S  3 8 .3 5  is a m e n d e d  by  a d d in g  a  n e w  se c tio n  to  read :

Sec. 38.35.240. Expeditious priority trea tm ent by state officials and 

agencies in su pp ort  of development and construction of an Alaska North Slope 

na tura l gas project under this chapter, (a ) In  th e  d e v e lo p m e n t and  c o n s tru c tio n  o f  

an A la s k a  N o r th  S lo p e  n a tu ra l g as  p ro je c t th a t re q u ire s  th e  g ra n t  o f  a  r ig h t-o f-w a y  

lease  u n d e r  th is  c h a p te r , e v e ry  s ta te  o ff ic ia l a n d  a g e n c y  sh a ll g iv e  full c o o p e ra tio n  to 

the  c o m m iss io n e r , o r to a n y  o ff ic ia l to  w h o m  d e le g a tio n  o f  the  a u th o r ity  o f  the  

c o m m iss io n e r  is  m a d e  by  o r  u n d e r  law , c o n s is te n t w ith  the  p ro v is io n s  o f  th e  law  

a d m in is te re d  by  th e  o ffic ia l o r  ag e n cy , b y  is su in g  o r  g ra n tin g  n e c e s sa ry  p e rm its , 

c e rtif ic a te s , a u th o r iz a tio n s , and  s im ila r  a c tio n s  re q u ire d  to  be  ta k e n  at th e  e a r lie s t 

p ra c tic a b le  d a te , w ith  ac tio n  to  be  ta k e n  o n  an  e x p e d ite d  b a s is  a n d , n o tw ith s ta n d in g  

any o th e r  p ro v is io n  o f  law , h a v in g  p re c e d e n c e  o v e r  a n y  lik e  m a tte r  p e n d in g  b e fo re  th e  

o ffic ia l o r  a g e n cv .

(b ) In th e  c o m m iss io n e r 's  c o n s id e ra tio n  o f  an  a p p lic a tio n  u n d e r  th is  c h a p te r  

fo r a  le a se  fo r  th e  A la sk a  N o rth  S lo p e  n a tu ra l g as  p ro je c t, th e  c o m m iss io n e r  m a y  lim it 

the  sc o p e  o f  re v ie w , a n a ly s is , and  fin d in g  fo r th e  a p p lic a n t 's  p ro p o se d  lea se  

a p p lic a tio n  u n d e r  th is  c h a p te r  to  a  p a r tic u la r  p h a se  o f  th e  p ro je c t  if, in  th e  ju d g m e n t o f  

the  c o m m iss io n e r , th e  p ro je c t is c a p a b le  o f  p ro c e e d in g  in  d is c re te  p h a se s  and

(1 ) the  u se s  a n d  a c tiv itie s  in v o lv in g  th e  p ro je c t on  the  lan d  fo r w h ich  

the  a p p ro v a l is to  b e  g ran ted  a re  p a rt o f  th a t d is c re te  p h ase ;

(2 ) b e fo re  th e  n e x t p h a se  o f  the  p ro je c t m a y  p ro c e e d , th e  c o m m iss io n e r  

g iv es  p u b lic  n o tic e  a n d  o p p o rtu n ity  fo r c o m m e n t a b o u t th a t p h a s e , u n le ss  the  use o r
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a c tiv ity  to  b e  a p p ro v e d  is su b je c t to  a  c o n s is te n c y  d e te rm in a tio n  u n d e r  A S  4 6 .4 0  and  

p u b lic  n o tic e  and  the  o p p o rtu n ity  to  c o m m e n t a re  p r o v id 'd  u n d e r  A S  4 6 .4 0 .0 9 6 (c ) ;

(3) th e  c o m m iss io n e r 's  ap p ro v a l is re q u ire d  b e fo re  th e  n ex t p h a se  o f  

th e  p ro je c t m a y  p ro ce ed ; and

(4 ) th e  c o m m iss io n e r  se ts  o u t th e  re a so n s  fo r  p ro c e e d in g  o n  the  

a p p lic a tio n  in  d isc re te  p h ases .

(c ) In  th is se c tio n , " A la sk a  N o r th  S lo p e  n a tu ra l g as  p ro je c t"  m e a n s  "N orth  

S lo p e  n a tu ra l g as  p ip e lin e "  as se t o u t in  A S  3 8 .3 5 .1 2 0 (a )(1 )(B ) , in c lu d in g  the  fac ilitie s  

th a t a re  n e c e s sa ry  fo r, a n d  to  th e  e x te n t u se d  fo r, tre a tin g  a n d  c o n d itio n in g  the  g as  to 

b e  tra n sp o r te d , and  th e  c o m p o n e n ts  o f  th e  p ro c e s s in g  p la n ts  a s so c ia te d  w ith  natu ra l 

g as  c o n d itio n in g , to  b e  c o n s tru c te d  o r  m o d if ie d  to  fo llo w  g e n e ra l ly  a  ro u te  that 

p a ra lle ls  th e  T ra n s  A la s k a  P ip e lin e  S y s te m  a n d  th e  A la s k a  H ig h w a y  to  th e  C an a d ia n  

b o rd e r , o r  to  t id e w a te r  fo r  l iq u e fie d  n a tu ra l g as , a n d  a n y  s p u r  lin e s  to  se rv e  p eo p le  in 

th e  s ta te , to  tra n sp o rt  n a tu ra l g as  d e r iv e d  fro m  the  a re a  o f  th e  s ta te  ly in g  n o rth  o f  64 

d e g re e s  N o r th  la titu d e .

* Sec. 4 . A S  4 2 .4 0 .2 5 0  is a m e n d e d  b y  a d d in g  a  n ew  p a ra g ra p h  to  rea d :

(31) p ro v id e  f in a n c in g  fo r th e  a c q u is it io n , c o n s tru c tio n , im p ro v em en t, 

m a in te n a n c e , e q u ip p in g , and  o p e ra tio n  o f  fa c ilitie s  fo r  th e  tra n s p o r ta t io n  o f  n a tu ra l gas 

re s o u rc e s  w ith in  a n d  o u ts id e  th e  s ta te  w ith o u t re g a rd  to  w h e th e r  th e  fa c il i tie s  a re  or 

w ill b e  o w n e d  in w h o le  o r in  p a rt b y  th e  c o rp o ra tio n  o r  lo c a te d  o n  la n d  o w n e d  b y  the  

c o rp o ra tio n .

* S ec . 5. A S  4 2 .4 0 .6 3 0  is a m en d e d  b y  a d d in g  a  n e w  su b se c tio n  to  rea d :

(b ) B e fo re  issu in g  b o n d s  to  p ro v id e  the  f in a n c in g  d e sc rib e d  in 

A S  4 2 .4 0 .2 5 0 (3 1 )  fo r  a  fac ility  to  b e  o w n e d  in  w h o le  o r in  p a rt b y  a n  e n tity  o th e r  than  

th e  c o rp o ra tio n , the  c o rp o ra tio n  sh a ll e n te r  in to  a c o n tra c t, le a se , o r  o th e r  fo rm  o f  

a g re e m e n t th a t w ill , in the  ju d g m e n t o f  the  c o rp o ra tio n , p ro v id e  su ffic ien t 

c o n s id e ra t io n  to

(1 ) p ay  th e  p rin c ip a l o f  a n d  in te re s t o n  the  b o n d s  a s  th e y  b e c o m e  d u e;

(2 ) c re a te  a n d  m a in ta in  th e  re s e rv e s  fo r th e  p a y m e n ts  tha t the 

c o rp o ra tio n  c o n s id e rs  n e c e ssa ry  o r  d e s ira b le ; and

(3 ) pay  all c o s ts  n e c e ssa ry  to  s e n d e e  o r  a d d itio n a lly  se c u re  the  bo n d s,
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in c lu d in g  tru s te e 's  fee s  and  b o n d  in su ra n c e  p re m iu m s, u n le ss  th e se  c o s ts 'a re  to  b e  p a id  

by  a  p a r ty  o th e r  th a n  the  c o rp o ra tio n .

* Sec. 6 . A S  4 2 .4 0  is a m e n d e d  by a d d in g  a  n e w  se c tio n  to  read :

Sec. 42.40.695. Public purpose of bonds. B o n d s  o f  th e  c o rp o ra tio n  is su e d  to  

f in a n ce  fa c ili tie s  d e sc rib e d  in  A S  4 2 .4 0 .2 5 0 (3 1 )  a re  is su e d  b y  a  p u b lic  c o rp o ra tio n  a n d  

an  in s tru m e n ta lity  o f  the  s ta te  fo r an  e sse n tia l p u b lic  and  g o v e rn m e n ta l p u rp o se .

* S ec . 7 . A S  4 3 .5 6 .0 2 0 (a )  is a m en d e d  to  read :

(a) T h e  fo llo w in g  a re  e x e m p t fro m  local ta x e s  le v ie d  o r a u th o riz e d  u n d e r  

A S  4 3 .5 6 .0 1 0 (b ):

(1 ) p ro p e rty  r ig h ts  a tta c h e d  to  o r in h e re n t in  th e  r ig h t to  e x p lo re  fo r  o r 

p ro d u c e  o il o r  gas;

(2 ) o il o r gas lea ses  o r  p ro p e rtie s , w h e th e r  p ro d u c in g  o r n o t;

(3 ) o il o r  gas in  p la c e ;

(4 ) o il o r  gas p ro d u c e d  o r  ex trac te d  in  the  s ta te ;

(5 ) the  v a lue  o f  in ta n g ib le  d rillin g  e x p e n se s  a n d  e x p lo ra tio n  e x p e n se s ;

(6 ) an  in te re s t in  p ro p e r ty  d esc rib ed  in A S  4 3 .5 5 .0 1 7 (a ):;

(7) an interest in taxable property th a t  is p a r t  of an Alaska North 

Slone na tura l gas project, w hether or not, under AS 43.82. the project has been 

determ ined bv the commissioner of revenue to meet the requirem ents of 

AS 43.82.100, from the project's construction commencement date, as determ ined 

bv the commissioner, until December 31 of the second calendar year a fte r  the 

calendar vear  in which the project is placed in service, bu t no t later than 

December 31, 2015: for purposes of this parag raph . "A laska N orth Slope na tura l 

gas projec t" has the meaning given in AS 38.35.240.

* Sec. 8 . A S  4 3 .5 6 .0 2 0 (b )  is  a m en d e d  to  rea d :

(b ) T h e re  is e x e m p t fro m  sta te  tax es  le v ie d  o r  a u th o r iz e d  u n d e r 

A S 4 3 .5 6 .0 1 0 (a ) ,

m  b efo re  th e  c o n s tru c tio n  c o m m e n c e m e n t d a te , p ro p e rty  th a t is 

c o m m itte d  by  c o n tra c t o r o th e r  a g re e m e n t fo r u se  in  th is  s ta te  p r im a rily  fo r  the  

p ro d u c tio n  o r p ip e lin e  tra n sp o rta tio n  o f  gas o r  u n re f in e d  o il, o r  in th e  o p e ra tio n  o r 

m a in te n a n c e  o f  fac ilitie s  fo r th e  p ro d u c tio n  o r p ip e lin e  tra n sp o r ta tio n  o f  gas o r
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u n re f in e d  o i l ; nnd

(2 ) taxable p roperty  described in (a)(7) of this section, subject to 

the procedures set out in (dl of this section.

* S ec . 9 . A S  4 3 .5 6 .0 2 0  is a m e n d e d  b y  a d d in g  n ew  su b se c tio n s  to  read :

(d ) F o r  th e  A la s k a  N o r th  S lo p e  n a tu ra l gas p ro je c t, the  e x e m p tio n s  p ro v id e d  in

(a )(7 )  a n d  (b )(2 )  o f  th is  se c tio n  d o  n o t ap p ly  u n le ss  a  ta x p a y e r, o r  a  p e rso n  a c t in e  

u n d e r  c o n tra c t  w ith  th e  ta x p a y e r  o r  th e  p ro je c t 's  sp o n so r,

(1 ) c o m p lie s  w ith  a ll re lev a n t re q u ire m e n ts  o f  15 U .S .C . 7 1 7 z  (N a tu ra l 

G a s  A c t)  a n d  15 U .S .C . 71 9  - 7 1 9 o  (A la sk a  N a tu ra l G a s  T ra n sp o r ta tio n  A c t o f  1976), 

a s  a p p lic a b le  to  th e  p ro je c t;

(2 ) c o m p lie s  w ith  a ll v a lid  fed e ra l, s ta te , a n d  m u n ic ip a l la w s  re la tin g  to  

h ir in g  A la s k a  re s id e n ts  a n d  c o n tra c tin g  w ith  A la s k a  b u s in e s s e s  to w o rk  in  th e  s ta te  in 

th e  d e s ig n  c o n s tru c tio n , a n d  o p e ra tio n  o f  th e  p ro je c t to  th e  e x te n t th e  re s id e n ts  and  

b u s in e s s e s  a re  a v a ila b le , c o m p e tit iv e ly  p r ic e d , a n d  q u a lif ie d , a n d  th e  ta x p a y e r  o r 

p ro je c t  s p o n s o r  d o es  n o t d is c r im in a te  a g a in s t A la s k a  re s id e n ts  o r  b u s in e sse s ;

(3 ) a d v e r tise s  fo r  a v a ila b le  p o s itio n s  in  n e w sp a p e rs  in  th e  lo c a tio n  

w h e re  th e  w o rk  is to  b e  p e rfo rm e d  a n d  in  o th e r  p u b lic a tio n s  d is tr ib u te d  th ro u g h o u t th e  

s ta te , in c lu d in g  in  ru ra l a re as , a n d  u se s  A la s k a  jo b  se rv ic e  o rg a n iz a tio n s  lo c a te d  

th ro u g h o u t th e  s ta te  a n d  n o t ju s t  in  th e  lo c a tio n  w h e re  th e  w o rk  is to  b e  p e rfo rm e d  in 

o rd e r  to  n o tify  A la sk a n s  o f  w o rk  o p p o rtu n itie s  on  th e  p ro je c t;

(4 ) w ith in  th e  c o n s tra in ts  o f  law , e n c o u ra g e s  th e  o w n e r 's  cont: a c to rs  to  

tra in  a n d  su b se q u e n tly  to  h ire  s ta te  re s id e n ts  c o n s is te n t w ith  (2 ), (3 ) , a n d  (5) o f  th is  

su b se c tio n ;

(5 ) re c ru its , w ith in  th e  c o n s tra in ts  o f  law , a n d  e m p lo y s  s ta te  re s id e n ts  

a s  w o rk e rs  o n  a v a ila b le  jo b s ;  the  o w n e r  sh a ll p re p a re  a n d  su b m it to  th e  c o m m iss io n e r  

o f  la b o r  a n d  w o rk fo rc e  d e v e lo p m e n t

(A ) o n  a n  a n n u a l b as is , a  re p o r t  th a t  se ts  o u t in  detail the  

sp e c if ic  m e a su re s  th a t the  o w n e r  a n d  th e  o w n e r 's  c o n tra c to rs  h av e  tak en  o r a re  

p la n n in g  to  tak e

(i) to  rec ru it q u a lif ie d  s ta te  re s id e n ts  fo r a v a ila b le  jo b s

and  th a t d e sc r ib e s  j o b  tra in in g  o p p o rtu n itie s ; and
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(ii) to  u se  A la s k a  b u s in e s s e s ;

(B ) on  a  q u a r te r ly  b as is , a  re p o r t  c o n c e rn in g  th e  u se  o f  s ta te  

re s id e n ts , in c lu d in g  th e  n u m b e r  o f  re s id e n ts  h ire d  o r  e m p lo y e d  d u r in g  the  

p re v io u s  p e rio d ;

(6 ) m a k es , to  th e  e x te n t  p e rm itte d  b y  la w , re a s o n a b le  e ffo rts

(A ) to  e m p lo y  A la s k a  f irm s  th a t  a re  a v a ila b le  a n d  q u a lif ie d  to  

p e rfo rm  e n g in e e rin g  a n d  c o n s tru c tio n  s e rv ic e s ; a n d

(B ) to  fa b r ic a te  o r  m a n u fa c tu re  in  th e  s ta te  n ee d e d  g as 

p ro d u c tio n  and  p ip e lin e  m o d u le s  a n d  o th e r  fa c ili tie s ;

(7 ) a g re es  to  a p p ly , a n d  d o es  a p p ly  th e  fu ll v a lu e  o f  th e  ta x  e x e m p tio n s  

p ro v id e d  in (a )(7 ) a n d  (b )(2 )  o f  th is  s e c tio n  a n d  A S  4 3 .5 5 .0 3 0 (2 )(A )  a n d  (C ) to re d u c e  

the  n a tu ra l g as  p ip e lin e  ta r iff ; and

(8 ) a g re es  to  su b m it an  a p p lic a tio n  u n d e r  A S  4 3 .8 2 .1 2 0 .

( e) T h e  p ro v is io n s  o f  (d ) o f  th is  s e c tio n  d o  n o t  c re a te  o r  a b r id g e  in d iv id u a l 

r ig h ts  and  d o  n o t c re a te  a  p r iv a te  r ig h t  o f  a c tio n  o r  c la im  b y  a n y  p e rso n .

* Sec. 10. A S  4 3 .5 6 .0 3  i a m e n d e d  to  read :

Sec. 43.56.u30. In place of other taxes. E x c e p t fo r  th o s e  ta x e s  im p o se d  

u n d e r  A S  4 3 .5 5 , th e  ta x e s  le v ie d  o r  a u th o r iz e d  u n d e r  A S  4 3 .5 6 .0 1 0 (b )  a re  in  p la c e  o f  

all other

(1 ) [A L L  O T H E R ] ad  v a lo re m  ta x e s  o r  o th e r  ta x e s  im p o se d  b y  a  

m u n ic ip a lity  o n  p ro p e rty  su b je c t to  tax  u n d e r  th is  c h a p te r  o r  e x e m p te d  f ro m  ta x a tio n  

by  A S  4 3 .5 6 .0 2 0 ; and

(2 ) [A L L  O T H E R ] ta x e s  im p o se d  b y  a  m u n ic ip a l i ty  on  o r  w ith  re sp e c t 

to  th e  p ro p e rty  su b jec t to  tax  u n d e r  th is  c h a p te r  o r  e x e m p te d  f ro m  ta x a tio n  b y  

A S  4 3 .5 6 .0 2 0 , in c lu d in g , b u t n o t lim ite d  to ,

(A ) ta x e s  o n  th e  re ta il sa le  o r  u se  o f  th e  p ro p e r ty  e x c e p t fo r  the  

re ta il sa le s  tax  on  the  f irs t $ 1 ,0 0 0  o f  e ac h  sa le ; however, the exception for 

retail sales or use taxes on the first S1.000 of each sale does not apply to a 

retail sale or use involving property used o r  comm itted hv contract or 

o ther agreement for use in the development, construction, operation, or 

maintenance of an Alaska North Slone na tu ra l  gas project as that term is
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d e f in e d  in A S  3 8 .3 5 .2 4 0 ;

(B ) tax es  on  th e  sa le  o r u se  o f  gas o r u n re fin e d  o il;

(C ) ta x e s  on  th e  sa le  o r  u se  o f  s e rv ic e s  u sed  in  o r a s so c ia te d  

w ith  th e  p ro p e rty  o r in  its m a in te n a n c e  o r  o p e ra tio n  e x c e p t fo r th e  sa le s  ta x  on  

th e  firs t $ 1 ,0 0 0  o f  each  sa le ; h o w e v e r , th e  e x c e p t io n  f o r  r e ta i l  s a le s  o r  u se  

ta x e s  on  th e  f i r s t  S 1 .00 0  o f  e a c h  sa le  d o e s  n o t  a p p ly  to  a  r e ta i l  sa le  o r  u se  

in v o lv in g  s e rv ic e s  u se d  in o r  a s s o c ia te d  w ith  th e  p r o p e r ty  u s e d  o r  

c o m m it te d  b v  c o n t r a c t  o r  o th e r  a g r e e m e n t  f o r  u s e  in  th e  d e v e lo p m e n t ,  

c o n s t r u c t io n ,  o p e r a t io n ,  o r  m a in te n a n c e  o f  a n  A la s k a  N o r th  S lo p e  n a t u r a l  

g a s  p r o je c t  a s  t h a t  te rn )  is d e f in e d  in A S  3 8 .3 5 ,2 4 0 :

(D ) tax es  on  o r  m e a su re d  b y  g ro ss  o r  n e t in c o m e  fro m  th e  

p ro p e r ty , in c lu d in g  in c o m e  fro m  th e  e x p lo ra tio n  fo r, p ro d u c tio n  o f, o r  p ip e lin e  

tra n sp o rta tio n  o f  gas o r u n re fin ed  o il o r  p ro p e rty ; and

(E ) a n y  lic e n se , e x c ise , fee , charge*  o r o th e r  tax  o n  o r  

p e r ta in in g  to  the  p ro p e rty  o r  se rv ic es .

* S ec . 11 . A S  4 3 .5 6 .2 1 0 (2 )  is a m e n d e d  to read :

(2 ) "co n stru c tio n  c o m m e n c e m e n t d a te "  m e a n s , fo r  p r o p e r ty  s u b je c t  

to  t a x  u n d e r  th is  c h a p te r  u se d  in th e  e x p lo ra t io n  fo r , p r o d u c t io n  o f, o r  p ip e lin e  

t r a n s p o r t a t io n  o f  u n re f in e d  o il t h r o u g h  a fa c ili ty  th e  c o n s t r u c t io n  o f  w h ic h  w a s  

b e g u n  b e fo re  A p r i l  1, 197 4 , th e  e a rlie r  o f  A p ril 1, 1974* o r  th e  d a te  th e  fo llo w in g  

o c c u r, a n d ,  f o r  p r o p e r t y  s u b je c t  to  ta x  u n d e r  th i s  c h a n te r  u s e d  in  th e  e x p lo ra t io n  

fo r ,  p r o d u c t io n  o f. o r  p ip e lin e  t r a n s p o r ta t io n  o f  N o r th  S lo p e  n a t u r a l  g as  t h r o u g h

a n  A la s k a  N o r th  S lo p e  n a t u r a l  g a s  p ro je c t ,  a s  t h a t  te r m  is d e f in e d  in

A S  3 8 .3 5 .2 4 0 , th e  d a te  on  w h ic h  a ll o f  t h e  fo llo w in g  h a v e  o c c u r r e d :

(A ) th e re  h as b ee n  issu ed  to  the  o w n e r  o r  an  a g e n t o f  the  o w n e r  

r ig h t-o f-w a y  p e n n its , lea ses , a n d  title  a n d  o th e r  r ig h ts  in  lan d , and  o th e r

a p p ro v a ls , p e rm its , lic en se s , an d  c e rtif ic a te s , by  fe d e ra l, ita te*  and  lo c a l

a g e n c ie s  th a t a  re a so n a b le  a n d  p ru d e n t p e rso n  w o u ld  c o n s id e r  a d e q u a te  to  

c o m m e n c e  c o n s tru c tio n  o f  th e  fac ilitie s  in the  e x p e c ta tio n  th a t a ll o th e r  

a p p ro v a ls , p e rm its , lic en ses , a n d  c e rtif ic a te s  n e c e s sa ry  fo r the  c o m p le tio n  o f  

fa c il i tie s  w ill be  o b ta in e d ;
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(B ) all a p p ro v a ls , p e rm its , lic e n se s j a n d  c e r tif ic a te s  a re  in  full 

fo rce  a n d  e ffe c t, u n re v o k e d  a n d  w ith o u t a n y  m o d if ic a tio n  th a t m ig h t je o p a rd iz e  

the c o m p le tio n  o r  c o n tin u e d  c o n s tru c tio n  o f  th e  fac ilitie s ; a n d

(C ) n o  o rd e r , ju d g m e n t, d e c re e , d e te rm in a tio n ^  o r a w a rd  o f  a  

fe d e ra l, s ta te , o r lo c a l c o u rt o r a d m in is tra tiv e  o r  re g u la to ry  a g e n c y  e n jo in in g , 

e ith e r  te m p o ra r ily  o r  p e rm a n e n tly , the  c o n s tru c tio n  o r  th e  c o n tin u a tio n  o f  

c o n s tru c tio n  o f  th e  fa c ili tie s  is  in e ffec t;

* S ec . 12. A S  4 3 .8 2 .1 0 0  is a m e n d e d  to  read :

S ec . 4 3 .8 2 .1 0 0 . Q u a l i f ie d  p r o je c t .  B a se d  on  in fo rm a tio n  a v a ila b le  to  the  

c o m m iss io n e r, th e  c o m m iss io n e r  m a y  d e te rm in e  th a t a  p ro p o sa l fo r  n e w  in v e s tm e n t is 

a  q u a lif ie d  p ro je c t u n d e r  th is  c h a p te r  o n ly  i f  the  p ro je c t

(1 ) is a  p ro je c t  t h a t  p r in c ip a l ly  in v o lv e s

(A ) th e  t r a n s p o r ta t io n  o f  n a t u r a l  g a s  bv  p ip e lin e  to  o n e  o r  

m o re  m a r k e t s  o u ts id e  th e  s ta te ,  in c lu d in g  a n  A la s k a  N o r th  S lo n e  n a t u r a l  

g as  p r o je c t  a s  t h a t  t e r m  is d e f in e d  in A S  3 8 .3 5 .2 4 0 ; o r

(B) [F O R ] th e  e x p o rt o f  l iq u e f ie d  n a tu ra l g a s  f ro m  th e  s ta te  to  

o n e  o r  m o re  o th e r  s t a te s  o r  c o u n t r ie s :

(2 ) w o u ld  p ro d u c e  a t lea s t 5 0 0 ,0 0 0 ,0 0 0 ,0 0 0  c u b ic  fee t o f  s tra n d e d  gas 

w ith in  20  y e a rs  fro m  the  c o m m e n c e m e n t o f  c o m m e rc ia l o p e ra tio n s ; a n d

(3 ) is c a p a b le , su b jec t to  a p p lic a b le  c o m m e rc ia l  reg u la tio n  and  

tec h n ica l and  e co n o m ic  c o n s id e ra tio n s , o f  m a k in g  g a s  a v a ila b le  to  m e e t the  re a so n a b ly  

fo re se e a b le  d e m a n d  in th is  s ta te  fo r g as  w ith in  th e  e c o n o m ic  p ro x im ity  o f  th e  p ro ject.

* S ee . 13. A S  4 3 .8 2 .1 7 0  is a m e n d e d  to  read :

S ec . 4 3 .8 2 .1 7 0 . A p p l ic a t io n  d e a d lin e . T h e  c o m m iss io n e r  o f  re v e n u e  o r  the 

c o m m iss io n e r  o f  n a tu ra l re so u rc e s  m ay  n o t a c t  o n  a n  a p p lic a tio n  fo r a  con trac t 

su b m itte d  u n d e r  A S  4 3 .8 2 .1 2 0  u n le ss  th e  a p p lic a tio n  is re c e iv e d  by  th e  D e p artm e n t o f  

R e v e n u e  no  la te r  than  A p r i l  1, 2 0 0 4  [JU N E  30, 2001 ].

* S ec . 14. T h e  u n c o d if ie d  law  o f  th e  S ta te  o f  A la sk a  is  a m e n d e d  b y  a d d in g  a  n ew  se c tio n  to 

read :

L E G IS L A T IV E  A U T H O R IZ A T IO N  A N D  A P P R O V A L , (a ) S u b je c t to the 

re q u ire m e n ts  o f  A S  4 2 .4 0 .6 3 0 (b ) , e n a c te d  by  sec. 5 o f  th is  A c t. th e  A la sk a  R ailro ad
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1 C o rp o ra tio n  is a u th o riz e d  to  issu e  b o n d s  u n d e r  th e  p o w e r  g ra n te d  to  it in A S  4 2 .4 0  to  f in a n ce

2 th e  c o n s tru c tio n  o f  a  n a tu ra l g as  p ip e lin e  a n d  re la te d  fa c ilitie s  fo r th e  tra n sp o r ta tio n  o f  n a tu ra l

3 g as  rec o v e re d  from  th e  N o rth  S lo p e  o f  th is  s ta te . T h e  m a x im u m  p r in c ip a l a m o u n t o f  b o n d s

4 th a t the  A la s k a  R a ilro a d  C o rp o ra tio n  m a y  issu e  u n d e r  th is  se c tio n  is  $ 1 7 ,0 0 0 ,0 0 0 ,0 0 0 . T h e

5 A la sk a  R a ilro a d  C o rp o ra tio n  m a y  issu e  the  b o n d s  in  a  s in g le  is su a n c e  o r in  se v e ra l is su a n c e s ,

6 w ith o u t l im ita tio n  as to  n u m b e r  o f  is su a n c e s  o r  t im in g , a n d  a s  th e  A la s k a  R a ilro a d

7 C o rp o ra tio n  d e te rm in e s  b e s t fu rth e rs  th e  p u rp o se  o f  f in a n c in g  th e  g as  p ip e lin e  a n d  re la te d

8 fac ilitie s  d e sc rib e d  in th is  se c tio n . T h e  A la sk a  R a ilro a d  C o rp o ra tio n  sh a ll n e g o tia te  w ith  the

9 p ro d u c e rs  o f  th e  g as  o r  w ith  on e  o r  m o re  o th e r  e n titie s  a s  th e  A la s k a  R a ilro a d  C o rp o ra tio n

10 c o n s id e rs  a p p ro p ria te , a n d  sh a ll e n te r  in to  a g re e m e n ts  w ith  th o se  p ro d u c e rs  o r  o n e  o r  m o re

11 o th e r  e n titie s  to  p ro v id e  re v e n u e  su ff ic ie n t to  a c c o m p lish  th e  p u rp o se s  d e s c r ib e d  in

12 | A S  4 2 .4 0 .6 3 0 .

13 (b ) T h is  se c tio n  c o n s titu te s  the  a p p ro v a l re q u ire d  b y  A S  4 2 .4 0 .2 8 5  fo r  th e  is su a n c e  o f

14 the  b o n d s  d e sc rib e d  in th is  se c tio n .

15 * Sec. 15 . T h e  u n c o d if ie d  law  o f  the  S ta te  o f  A la s k a  is a m e n d e d  b y  a d d in g  a  n e w  se c tio n  to

16 read :

17 R E T R O A C T IV IT Y . S e c tio n s  12 and  13 o f  th is  A c t a re  re tro a c tiv e  to  J u ly  1, 2 0 0 1 .

18 * S ec . 16. S e c tio n s  7 - 11 o f  th is  A c t a re  e ffe c tiv e  Ja n u a ry  1, 2 0 0 3 .

19 * S ec . 17 . E x c e p t as p ro v id e d  in  sec . 16 o f  th is  A c t, th is  A c t ta k e s  e ffe c t im m e d ia te ly  u n d e r

20  A S  0 1 .1 0 .0 7 0 (c ) .
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