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FISCAL NOTE

ANALYSIS CONTINUATION

The intent of the Stranded Gas Development Act, AS 43.82, is to provide a mechanism for achieving the 
fiscal certainty that potential project sponsors say they need before proceeding with the large investment 
needed to bring Alaska North Slope natural gas to market. The Act allows the state to negotiate a 
contract for payments in lieu of taxes with a project sponsor. This contract could cover all state and 
municipal taxes on a project, including state corporate income taxes, production taxes, state and 
municipal property taxes, and any special municipal assessments. The Act also allows for negotiation of 
gas valuation methods for use in determining state royalties.

This bil, CS HB16 (RES), would amend the 1998 Stranded Gas Development Act to:

- Expand the Act to include a natural gas pipeline to serve mid-America and gas-to-liquid (GTL) projects 
as eligible projects under the law. The existing statute limits the application of the Act to only liquefied 
natural gas projects. This change would allow sponsors of either an LNG project and/or a natural gas 
pipeline to mid-America and/or a GTL project to apply to the state under the provisions of the Act to 
negotiate a contract for payments in lieu of taxes.

- Replace the June 30, 2001 deadline in statute for applications with a new deadline of March 31, 2005.

- Impose a $1.5 million limit on the reimburseable expenses the state may require the project applicant(s) 
to repay the state for independent contractors used in evaluating the application or in the development of 
the contract terms. The Act allows the state to obtain reimbursement from the project applicant(s) for 
these expenses, and this bill would impose a $1.5 million on the reimbursement. The Act also is 
amended to require that the expenses be "reasonable and nonruduntant."

- It is the intent of this legislation, and the administration, that the $1.5 million limit would be shared 
between all state agencies involved with the project application. The Department of Revenue, under the 
Act, is the lead agency in this effort, and would share the reimburseable agreement funding with the 
Department of Law and Department of Natural Resources.

STATE OF ALASKA BILL NO. CSHB 16 (RES)
200? LEGISLATIVE SESSION

OPERATING EXPENSES

The Act allows the Department of Revenue under AS 43.82.240 to recover from a project applicant the 
costs of contracting with an independent consultant to assist the state in evaluating applications submitted 
under the Act and in developing contract terms. Those statutorily designated program receipts are shown 
above as the authority to receive and expend those funds.

The Act does not allow the state to seek reimbursement from a project applicant for any other costs. The 
Department of Revenue would hire a project manager for the estimated two years of contract 
development, negotiations and approval, and the personnel services, travel and equipment expenses for 
that position and other commissioner’s office expenses are shown as General Fund money.

The above costs are essentially the same as the Legislature approved for the Department of Revenue in 
passing the 1998 Stranded Gas Act.
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The Stranded Gas Developtru Act

The Stranded Gas Development Act, AS 43.82, was passed into law by the Alaska 
Legislature in 1998. During the session it was House Bill 393. The application deadline 
for a project application under the Act was June 30, 2001. There were no applications by 
that date. Legislative action is required to reopen the option for a gas project developer. 
Such a reopener failed to win legislative approval last session, and has been introduced 
again this year as HB 16, sponsored by Representatives Fate and Whitaker.

The Act’s genesis was in HB 250, which in 1997 established a North Slope Gas 
Commercialization Team in the administration to research and "ecommend changes to 
state law to encourage commercialization of North Slope gas. The team issued a report to 
the Governor in February 1998. The team’s conclusions were that the proj .et faced 
considerable risk, namely construction cost risk and gas price risk, and the state's fiscal 
system exacerbated those risks. Three of the risks of particular concern were fiscal 
uncertainty, the state’s regressive tax system, and the front-end aspects of the fiscal 
system. We will discuss these in turn.

Given the high cost o f the project, coupled with the volatility of gas prices, the project is 
financially risky. Given that the project is marginal under the current fiscal system, there 
is concern among potential project sponsors that if a project is started, the state could 
later modify the fiscal terms after the project had been built, changing its overall 
attractiveness to investors after they had invested. This is the fiscal uncertainty risk.

Second, there are two significant elements of the state’s fiscal system that make it 
regressive. Regressivity means that the state’s take in terms of share of the profits is high 
at low prices and low at high prices. Regressive systems exacerbate the risk of low prices 
to the project developers. First, the property tax is based on cost of the asset. The higher 
the cost, the higher the tax. Second, the basis of value for the severance tax and royalty is 
at the wellhead and does not consider capital and operating costs. Thus when capital and 
operating costs are high, and prices are low, the state’s take is a high percentage of the 
low profits. (Regressive systems also reduce what the state’s take could be at high prices, 
which means the state loses out on a greater slice of revenues during high prices and high 
profits.)

Third, the property tax makes for a front-end loaded system. The property tax is payable 
when construction begins, which could be several years before revenues start accruing. 
On a time value of money basis, this diminishes the rate of return on the project and 
exacerbates the risk of not recovering the investment.



After the team issued its report to the Governor, it worked with the major Prudhoe Bay 
producers to develop legislation to deal with these risks. The producers at the time had 
been studying commercializing gas through an LNG project to tidewater. The result was 
HB 393.

The law provided a mechanism for converting the state’s fiscal system from a statutory 
basis to a contractual basis. This would provide for greater fiscal certainty. The fiscal 
system would be negotiated between the administration and the project sponsors and 
approved by the Legislature. And per the Act the contract terms could provide for a more 
progressive (less regressive) system.

The process for developing the contract was as follows: A sponsor would submit a 
project plan and application to the administration for contract negotiation. The project 
had to produce 500 billion cubic feet within 20 years and be an LNG export project. (The 
original bill called for any project. It was changed to only LNG during the legislative 
process.)

The sponsor group would negotiate fiscal terms with the state. Payments to the state 
would be made in-lieu of taxes. Fiscal terms would be customized to the specific project 
structure. The term of the contract could not exceed 35 years.

The Revenue Commissioner would be the main agent for negotiating and implementing 
the contract. However, the Natural Resources Commissioner is also responsible for 
reviewing the project plan for acceptability, and for negotiating any changes in royalty 
issues. The only royalty provisions subject to negotiation under th? Act are the gas 
valuation method and the timing of royalty in-kind and royalty in-value notices.

The law allowed the commissioner of Revenue to use independent contractors to assist in 
the evaluation of any project application, and to condition the contract on an agreement 
with the project applicant that it would fully reimburse the state for the cost of the 
contractors retained for the state’s analysis. The fiscal note for the legislation authorized 
the Department of Revenue to collect and expend those application fees to cover its 
contractor costs. The Legislature in 1998 also approved General Fund money for the 
Department of Revenue to hire a full-time project coordinator for two years to help 
manage the application review and negotiations. That position was never filled because 
there was no project application.

(Note: It is the intent this year o f CSHB16(Resources) that the Department o f Revenue 
would share those reimbursable agreement funds with the Department o f Law and 
Department o f Natural Resources as necessary for those agencies to fulfill their work 
assignments in this effort.)

Page 4 of 5
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In addition to replacing state oil and gas production taxes and corporate income '.axes 
with a contract for payments, the Act also allowed the Revenue commissioner to include 
municipal sales taxes, municipal special assessments, state and municipal property taxes 
and any other state or municipal taxes in the negotiations. The intent was to wrap up as 
much as possible into the contract for payments in lieu of taxes.

Once a contract was developed, preliminary findings would be submitted to the governor. 
If the governor chose to proceed the preliminary findings would be given to the 
Legislature and the public. There would be a 30-day public review period.

After the review, the commissioner of Revenue would modify the contractual terms as 
appropriate and if acceptable to the sponsors. The final contract would be submitted to 
the governor. The governor would transmit the contract to the legislature with a request 
for authorization to execute the contract. Finally, the legislature would vote on it.

There was great concern by local municipalities that a contract could compromise the 
property tax revenues they might receive, especially given the concerns about the 
property tax discussed above. Accordingly, the Act requires that a portion of the 
payments due under the contract is paid to affected municipalities. Also, the law created a 
municipal advisory group to participate in developing contract terms.

The law also has provisions intended to help make gas available to communities, to 
promote local hire, and to deal with confidential information provided by the sponsors.
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A m e n d m e n ts
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B R U  Regulatory Commission of Alaska (399)
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A M E N D M E N T  \

23-LSU10r.Q.: 
C henous ih  

3 10/03

OFFERED EN THE HOUSE BY REPRESENTATIVE HARRIS

TO: CSHB 16(RES)

1 Page 1, line S, following "terms;":

2 Insert "providing a statement of intent for the Act relating to use of project labor

3 agreements;"

4

5 Page 1, following line 9:

6 Insert a new bill section to read:

7 "* Section 1. LEGISLATIVE INTENT. It is the intent of the legislature that, in awarding

S contracts under the Alaska Stranded Gas Development Act, a qualified sponsor or qualified

9 sponsor group and contractors of the qualified sponsor or qualified sponsor group may

/  10 develop :nd enter into^a- project labor agreem ei^vith  appropriate collective bargaining

11 organizations for each project for which a contract is entered into."

12

13 Paae 1, line 10:

14 Delete "Section 1."

15 Insert "Sec. 2."

16

17 Renumber the following bill sections accordingly.
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A M E N D  M E N T

OFFERED IN THE HOUSE 

TO: CSHB 16(RES)

1 Page 1, line S, following "terms;":

2 Insert "providing a statement of intent for the Act relating to reopening of

3 contracts;"

4

5 Page 1, following line 9:

6 Insert a new bill section to read:

7 "* Section 1. The uncodified law of the State of Alaska is amended by adding a new

S section to read:

9 LEGISLATIVE INTENT. It is the intent of the legislature that each contract for

10 payments in lieu of taxes and for royalty adjustments entered into under the Alaska Stranded

11 Gas Development Act contain a provision by which the contract may be reopened by any

12 party to the contract. The subject matter of the reopening may be dealt with through the use

13 of arbitration proceedings agreed on by the parties."

14

15 Page 1, line 10:

16 Delete "Section 1

17 Insert "S'tc. 2

IS

19 Renumber the following bill sections accordingly.

20

21 Page 2, line 29:

D elete "15

23 Insert "10

24

L -1-



1 Page 2, line 31:

2 Delete "25"

3 Insert "15 [25]"

23-LS0101\Q.6
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A M E N D M E N T  ^

OFFERED IN THE HOUSE FINANCE COMMITTEE 
BY REPRESENTATIVE CROFT

TO: CS HB 16 (RES)

Page 3, line 7, insert:
“Sec. 4. AS 43.82.210 is amended to read:
AS 43.82.210. Contract Terms Relating to Payment in Lieu of One or M ore Taxes.
(a) If the commissioner approves an application and proposed project plan under AS
43.82.140 , the commissioner may develop proposed terms for inclusion in a contract 
under AS 43.82.020 for periodic payment in lieu of one or more of the following taxes 
that otherwise would be imposed by the state or a municipality on the qualified sponsor 
or member of a qualified sponsor group as a consequence of participating in an approved 
qualified project:
(1) oil and gas production taxes and oil surcharges under AS 43.55;
(2) oil and gas exploration, production, and pipeline transportation property taxes under 
AS 43.56;
(3) [Repealed, Sec. 6 ch 34 SLA 1999].
(4) Alaska net income tax under AS 43.20;
(5) municipal sales and use tax under AS 29.45.650 - 29.45.710;
(6) municipal property tax under AS 29.45.010 - 29.45.250 or 29.45.550 - 29.45.600;
(7) municipal special assessments under AS 29.46;
(8) a comparable tax or levy imposed by the state or a municipality after June 18, 1998;
(9) other state or imunicipal taxes or categories of taxes identified by the commissioner.
(b) If the commissioner chooses to develop proposed terms under (a) of this section, the 
commissioner shall, if practicable and consistent with the long-term fiscal interests of the 
state, develop the terms in a manner that attempts to balance the following principles:
(1) the terms should, in conjunction with other factors such as cost reduction of the 
project, cost overain risk reduction of the project, increased fiscal certainty, and 
successful marketing, improve the competitiveness of the approved qualified project in 
relation to other development efforts aimed at supplying the same market;
(2) the terms should accommodate the interests of the state, affected municipalities, and 
the project sponsors under a wide range of economic conditions, potential project 
structures, and marketing arrangements;
(3) the state's and affected municipalities' combined share of the economic rent of the 
approved qualified project under the contract should be relatively progressive; that is, the 
state's and affected municipalities' combined annual share of the economic rent of the 
approved qualified project generally should not increase when there are decreases in 
project profitability, or decrease when there are increases in project profitability;
(4) the state's and affected municipalities' combined share of the economic rent of the 
approved qualified project under the contract should be relatively lower in the earlier 
years than in the later years of the approved qualified project;



(5) the terms should allow the project sponsors to retain a share of the economic rent of 
the approved qualified project that is sufficient to compensate the sponsors for risks 
under a range of economic circumstances;
(6) the terms should provide the state and affected municipalities with a significant share 
of the economic rent of the approved qualified project, when discounted to present value, 
under favorable price and cost conditions;
(7) the method for calculating the periodic payment in lieu of certain taxes under the 
contract should be clear and unambiguous; and
(8) while cost calculations for the approved qualified project under the contract should be 
based on amounts that closely approximate actual costs, agreed-upon formulas reflecting 
reasonable economic assumptions should be used if possible to promote administrative 
certainty and efficiency.
(c) Except as provided in (b) of this section, the commissioner's discretion under this 
section in developing proposed terms for a contract under AS 43.82.020 is not limited to 
consideration of the economic rent of the approved qualified project.

(d) Nothing in this chapter shall be construed to perm it the state to suspend or 
contract awav the power of taxation.

Renumber accordingly.

The amendment is designed to increase certainty by forestalling any argument or court 
challenges based on the claim that there is some hidden escape hatch to the sovereignty 
provision of the Alaska Constitution. I f the supporters of this legislation believe it really 
requires a constitutional amendment, then they should go that route, rather than creating 
all sorts o f uncertainty for future legislatures.
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FISCAL NOTE

ANALYSIS CONTINUATION

The intent of the Stranded Gas Development Act, AS 43.82, is to provide a mechanism for achieving the 
fiscal certainty that potential project sponsors say they need before proceeding with the large investment 
needed to bring Alaska North Slope natural gas to market. The Act allows the state to negotiate a 
contract for payments in lieu of taxes with a project sponsor. This contract could cover all state and 
municipal taxes on a project, including state corporate income taxes, production taxes, state and 
municipal property taxes, and any special municipal assessments. The Act also allows for negotiation of 
gas valuation methods for use in determining state royalties.

This bil, CS HB16 (RES), would amend the 1998 Stranded Gas Development Act to:

- Expand the Act to include a natural gas pipeline to serve mid-America and gas-to-liquid (GTL) projects 
as eligible projects under the law. The existing statute limits the application of the Act to only liquefied 
natural gas projects. This change would allow sponsors of either an LNG project and/or a natural gas 
pipeline to mid-America and/or a GTL project to apply to the state under the provisions of the Act to 
negotiate a contract for payments in lieu of taxes.

- Replace the June 30, 2001 deadline in statute for applications with a new deadline of March 31, 2005.

- Impose a $1.5 million limit on the reimburseable expenses the state may require the project applicant(s) 
to repay the state for independent contractors used in evaluating the application or in the developn.ent of 
the contract terms. The Act allows the state to obtain reimbursement from the project applicant(s) for 
these expenses, and this bill would impose a $1,5 million on the reimbursement. The Act also is 
amended to require that the expenses be "reasonable and nonreduntant."

- It is the intent of this legislation, and the administration, that the $1.5 million limit would be shared 
between all state agencies involved with the project application. The Department of Revenue, under the 
Act, is the lead agency in this effort, and would share the reimburseable agreement funding with the 
Department of Law and Department of Natural Resources.

STATE OF ALASKA BILL NO. CSHB 16 (RES)
2003 LEGISLATIVE SESSION

OPERATING EXPENSES

The Act allows the Department of Revenue under AS 43.82.240 to recover from a project applicant the 
costs of contracting with an independent consultant to assist the state in evaluating applications submitted 
under the Act and in developing contract terms. Those statutorily designated program receipts are shown 
above as the authority to receive and expend those funds.

The Act does not allow the state to seek reimbursement from a project applicant for any other costs. The 
Department of Revenue would hire a project manager for the estimated two years of contract 
development, negotiations and approval, and the personnel services, travel and equipment expenses for 
that position and other commissioner’s office expenses are shown as General Fund money.

The above costs are essentially the same as the Legislature approved for the Department of Revenue in 
passing the 1998 Stranded Gas Act.
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The Stranded Gas D evelopm ent A ct

T oe Stranded Gas Development Act, AS 43.82, was passed into law by the Alaska 
' 'gislature in 1998. During the session it was House Bill 393. The application deadline 

i project application under the Act was June 30, 2001. There were no applications by 
ttiu. date. Legislative action is required to reopen the option for a gas project developer. 
Such a reopencr failed to win legislative approval last session, and has been introduced 
again this year as HB 16, sponsored by Representatives Fate and Whitaker.

The Act’s genesis was in HB 250, which in 1997 established a North Slope Gas 
Commercialization Team in the adminirration tx research and recommend changes to 
state law to encourage commercialization of North Slope gas. The team issued a report to 
the Governor in February 1998. The team’s conclusions \ /ere that the project faced 
considerable risk, namely construction cost risk and gas price risk, and the state’s fiscal 
system exacerbated those risks. Three of the risks of particular concern were fiscal 
uncertainty, the state’s regressive tax system, and the front-end aspects of the fiscal 
system. We will discuss these in turn.

Given the high cost of the project, coupled with the volatility of gas prices, the project is 
financially risky. Given that the project is marginal under the current fiscal system, there 
is concern among potential project sponsors that if a project is started, the state could 
later modify the fiscal terms after the project had been built, changing its overall 
attractiveness to investors after they had invested. This is the fiscal uncertainty risk.

Second, there are two significant elements of the state’s fiscal system that make it 
regressive. Regressivity means that the state’s take in terms of share of the profits is high 
at low prices and low at high prices. Regressive systems exacerbate the risk of low prices 
to the project developers. First, the property tax is based on cost of the asset. The higher 
the cost, the higher the tax. Second, the basis of value for the severance tax and royalty is 
at the wellhead and docs not consider capital and operating costs. Thus when capital and 
operating costs are high, and prices are low, the state’s take is a high percentage of the 
low profits. (Regressive systems also reduce what the state’s lake could be at high prices, 
which means the state loses out on a greater slice of revenues during high prices and high 
profits.)

Third, the property tax makes for a front-end loaded system. The property tax is payable 
when construction begins, which could be several years before revenues start accruing. 
On a time value of money basis, this diminishes the rate of return on the project and 
exacerbates the risk of not recovering the investment.
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After the team issued its report to the Governor, it worked with the major Prudhoe Bay 
producers to develop legislation to deal with these risks. The producers at the time had 
been studying commercializing gas through an LNG project to tidewater. The result was 
HB 393.

The law provided a mechanism for converting the state’s fiscal system from a statutory 
basis to a contractual basis. This would provide for greater fiscal certainty. The fiscal 
system would be negotiated between the administration and the project sponsors and 
approved by the Legislature. And per the Act the contract terms could provide foi a more 
progressive (less regressive) system.

The process for developing the contract was as follows: A sponsor would submit a 
project plan and application to the administration for contract negotiation. The project 
had to produce 500 billion cubic feet within 20 years and be an LNG export project. (The 
original bill called for any project. It was changed to only LNG during the legislative 
process.)

The sponsor group would negotiate fiscal terms with the state. Payments to the state 
would be made in-lieu of taxes. Fiscal terms would be customized to the specific project 
structure. The term of the contract could not exceed 35 years.

The Revenue Commissioner would be the main agent for negotiating and implementing 
the contract. However, the Natural Resources Commissioner is also responsible for 
reviewing the project plan for acceptability, and lor negotiating any changes in royalty 
issues. The only royalty provisions subject to negotiation under the Act are the gas 
valuation method and the timing of royalty in-kind and royalty in-value notices.

The law allowed the commissioner of Revenue to use independent contractors to assist in 
the evaluation of any project application, and to condition the contract on an agreement 
with the project applicant that it would fully reimburse the state for the cost of the 
contractors retained for the state’s analysis. The fiscal note for the legislation authorized 
the Department of Revenue to collect and expend those application fees to cover its 
contractor costs. The Legislature in 1998 also approved General Fund money for the 
Department of Revenue to hire a full-time project coordinator for two years to help 
manage the application review and negotiations. That position was never filled because 
there was no project application.

(Note: It is the intent this year o f CSHB 16(Resources) that the Department o f Revenue 
would share those reimbursable agreement funds with the Department o f Law and 
Department o f Natural Resources as necessary for those agencies to fulfill their work 
assignments in this effort.)



In addition to replacing state oil and gas production taxes and corporate income taxes 
with a contract for payments, the Act also allowed the Revenue commissioner to include 
municipal sales taxes, municipal special assessments, state and municipal property taxes 
and any other state or municipal taxes in the negotiations. The intent was to wrap up as 
much as possible into the contract for payments in lieu of taxes.

Once a contract was developed, preliminary findings would be submitted to the governor. 
If the governor chosi. . proceed the preliminary findings would be given to the 
Legislature and the public. There would be a 30-day public review period.

After the review, the commissioner of Revenue would modify the contractual terms as 
appropriate and if acceptable to the sponsors. The final contract would be submitted to 
the governor. The governor would transmit the contract to the legislature with a request 
for authorization to execute the contract. Finally, the legislature would vote on it.

There was great concern by local municipalities that a contract could compromise the 
property tax revenues they might receive, especially given the concerns about the 
property tax discussed above. Accordingly, the Act requires that a portion of the 
payments due under the contract is paid to affected municipalities. Also, the law created a 
municipal advisory group to participate in developing contract terms.

The law also has provisions intended to help make gas available to communities, to 
promote local hire, and to deal with confidential information provided by the sponsors.
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Re: Testimony Before House Finance Committee, March 17,2003 
In Support o f HB 16

Dear Representative Williams and Representative Harris:

For tbs record, my name is Ken Thompson. T am the past President of ARCO Alaska, Inc. 
Currently I am the President and CEO of a new Alaska company called Pacific Star Energy LLC.

This letter is written in support ofHB 16 being reviewed by the House Finance Committee. The 
timing is right to support this bill that will grant the Administration authority to negotiate fiscal 
terms with North Slope gas project sponsors so that a project can be expedited. It is ray opinion 
that within the next 10 years, Alaska’s natural gas will be needed in the Lower 48 where natural 
gas supply is declining more steeply than forecast and demand is continuii.g to climb.

Pacific Star Energy is a consortiui i o f various Alaska companies across the State that are 
interested in having an equity investment ownership in any North Slope natural gas project In 
the Alaska oil industry, not one Alaska company owns a sizeable equity ownership in North 
Slope oil production nor in the TAPS oil pipeline. Rather, in the oil industry, Alaska companies 
play the important role of service and support. However, when the North Slope natural gas 
industry evolves, several Alaska companies desire an equity ownership stake in the gas pipeline 
and ancillary natural gas businesses within the State. Pacific Star Energy has been formed to pool 
together these interested companies under one “umbrella” company that is financially strong and 
capable to own an equity interest in the gas pipeline.

If Pacific Star Energy has cash flow from a natural gas pipeline project, we will then play a vital 
role in building natural gas infrastructure within the State. Pacific Star Energy is interested in 
constructing “hub” distribution centers in Alaska, natural gas processing facilities for distribution 
of natural gas liquids such as propane and butane to interior communities, and interested in 
constructing spur pipelines to Fairbanks, Anchorage, and potentially Valdez.

To date, several companies have either approved or are obtaining final approval for initial 
investment in Pacific Star Energy. Five Alaska companies -  Arctic Slope Regional Corporation; 
Cook Inlet Region, Inc.; Konhg, Inc.; Pacific Rim Leadership Development; and Jim Jansen of 
Lynden, Inc. -  have approved startup funding for this new consortium company. Several other 
companies in February and March have expressed interest in investing and pip ̂  to review 
investment in this consortium company with their Board o f Directors in April: Ahtna, Inc.; 
Chugach Alaska; Doyon Ltd.; Nana, Inc.; Sealaska Corporation; and Enstar Natural Gas. We are 
hopeful some if not all o f these companies approve investment in Pacific Star Energy.
Discussions are also planned with 5-10 other Alaska companies and institutions to continue 
building a financially strong and broad coalition o f Alaska companies to invest in the North Slope 
natural gas project

Pacific Star Energy will be working cooperatively with the major producers over the next years to 
show that our consortium of Alaska companies can participate alongside them and add positive 
value to any North Slope natural gas project. Pacific Star Energy can provide assistance in: 1) 
obtaining pipeline permitting across Native and other lands, 2) assist in government relationships, 
3) foster investments in in-state natural gas use and value added processing, 4) assist in 
transportation arrangements of gas owned by smaller producers and the State in-kind royalty gas, 
and 5) keep more profits within the State to help the State economy.

Our coalition o f Alaska companies -  Pacific Star Energy -  supports approval of HB 16.

3 6 0 1  C S t r e e t ,  S u i t e  1 4 0 0 ,  A n c h o r a g e  A K  9 9 S 0 3  
p h o n e  9 0 7 , 7 7 0 . 1 6 0 0  » f a x  9 0 7 . 7 7 0 . 1  6 J 6  • e m a i l  k c n @ p a e i f l c s t a r e n e r g y . c o m

9Z9T OLL /.OR uosduiou i u a y  e n ? : n i  r n  ; r j b u
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This bill would authorize the executive branch to negotiate a contract with sponsors of proposed projects 
to develop strnnded gas in Alaska. The payments required by the contract would replace some or all of 
the state royalties and taxes and municipal taxes that would otherwise pertain to major economic activity 
engendered by the project.

Given the extended time frame to develop and market the large volumes of stranded gas, revenue \ 
impacts expected as a result of the bill are outside the time horizon of this fiscal note.

Under AS 43.82.220, the state is responsible for evaluating and negotiating contract terms relating to 
royalties.
Prepared  by: M ark D._M yers__________________________________________________ Phone 269-8800
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A pproved  by: Tom  Irw in______________________________________________________  Date 2 /5 /2003_____________
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ANALYSIS CONTINUATION

Pursuant to these responsibilities, DNR is requesting a total of 5600,000 over a two-year period.

The line item breakdown for the two years is as follows:

Contractual:
5550.000 is to fund contractual services and advice from experts in technical, fiscal, regulatory, contract 
negotiation, legal, and financial areas. These technical, evaluative, and negotiation services would be 
required to assist the state in substantive and complex contract development and negotiation, potentially 
with multiple sponsors. The state does not have all of this expertise in-house. 575,000 of these costs will 
be incurred in preparation for the application process regardless of whether there are applicants.

As per the proposed bill, contract applications are not time-limited. Expenditures for contractual services, 
therefore, may be necessary any time. Furthermore, one North Slope producer has estimated that 
contract development and negotiations will take two years. Since there is no way of knowing now 
specifically when expenditures would be required, it may be beneficial to treat this 5550,000 as a 
continuing appropriation.

The proposed legislation allows reimbursement of the state by the applicant for the expenses of 
independent contractors used to assist in the evaluation of an application. Consequently, some or all of 
these expenditures may be recouped.

528.0 is for miscellaneous contractual expenditures such as purchase of technical reports and conference 
participation.

Other
520.0 to fund the travel for negotiations, and 52.0 for rrscellaneous supplies.

FISCAL NOTE

STATE OF ALASKA BILL NO. HB 16
2003 LEGISLATIVE SESSION
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A M E N D M E N T  ^

OFFERED IN THE HOUSE B Y REPRESENTATIVE WHITAKER

TO: CSHB 16(RES)

1 Page 1, line 4, following "group":

2 Insert "and whether a project plan submitted may be approved as a

3 qualified project plan"

4

5 Page 3, following line 1:

6 Insert a new bill section to read:

7 "* Sec. 3. AS 43.82.130 is amended to read:

8 Sec. 43.82.130. Qualified project plan. A proposed project plan submitted

9 under AS 43.82.120 may be approved as a qualified project plan under AS 43.82.140

10 if the proposed project plan

11 (1) reflects a proposal for diligent development of the project on the

12 part of the applicant;

13 (2) does not materially conflict with the obligations of a lessee to the

14 state under a lease or under a pool, unit, or other agreement with the state; [AND]

15 (3) describes satisfactory methods and terms for making gas available

16 to meet the reasonably foreseeable demand in this state for gas within the economic

17 proximity of the project during the term of the proposed contract; and

18 (4) does not unreasonably exclude from participation in the

19 project any person that, in the judgment of the commissioner, is capable of

20 participating and willing to participate in the project substantially on the terms

21 set out in the project plan as submitted; in evaluating an application for
/I

22 compliance with this paragraph, the commissioner mav j^oukfi^a qualified

23 sponsor or qualified sponsor group to amend and resubmit a proposed project

24 plan to include one or more other interested persons."

L -1-



1

2 Renumber the following bill sections accordingly.

-2-

23-LS0101\Q.3



A M E N D M E N T  4

OFFERED IN THE HOUSE FINANCE COMMITTEE 
BY REPRESENTATIVE CROFT

TO: CSHB 16 (RES)

Page 3, line 7, insert:
“Sec. 4. AS 43.82.210 is amended to read:
AS 43.82.210. Contract Terms Relating to Payment in Lieu of One or More Taxes.
(a) If the commissioner approves an application and proposed project plan under AS
43.S2.140 , the commissioner may develop proposed terms for inclusion in a contract 
under AS 43.82.020 for periodic payment in lieu of one or more of the following taxes 
that otherwise would be imposed by the state or a municipality on the qualified sponsor 
or member of a qualified sponsor group as a consequence of participating in an approved 
qualified project:
(1) oil and gas production taxes and oil surcharges under AS 43.55;
(2) oil and gas exploration, production, and pipeline transportation property taxes under 
AS 43.56;
(3) [Repealed, Sec. 6 ch 34 SLA 1999].
(4) Alaska net income tax under AS 43.20;
(5) municipal sales and use tax under AS 29.45.650 - 29.45.710;
(6) municipal property tax under AS 29.45.010 - 29.45.250 or 29.45.550 - 29.45.600;
(7) municipal special assessments under AS 29.46;
(8) a comparable tax or levy imposed by the state or a municipality after June 18, 1998;
(9) other state or municipal taxes or categories of taxes identified by the commissioner.
(b) If the commissioner chooses to develop proposed terms under (a) of this section, the 
commissioner shall, if practicable and consistent with the long-term fiscal interests of the 
state, develop the terms in a manner that attempts to balance the following principles:
(1) the terms should, in conjunction with other factors such as cost reduction of the 
project, cost overrun risk reduction of the project, increased fiscal certainly, and 
successful marketing, improve the comp.-tiliveness of the approved qualified project in 
relation to other development efforts aimed at supplying the same market;
(2) the terms should accommodate the interests of the state, affected municipalities, and 
the project sponsors under a wide range of economic conditions, potential project 
structures, and marketing arrangements;
(3) the state's and affected municipalities' combined share of the economic rent of the 
approved qualified project under the contract should be relatively progressive; that is, the 
state's and affected municipalities' combined annual share of the economic rent of the 
approved qualified project generally should not increase when there arc decreases in 
project profitability, or decrease when there are increases in project profitability;
(4) the state's and affected municipalities' combined share of the economic rent of the 
approved qualified project under the contract should be relatively lower in the earlier 
years than in the later years of the approved qualified project;



(5) the terms should allow the project sponsors to retain a share of the economic rent of 
the approved qualified project that is sufficient to compensate the sponsors for risks 
under a range of economic circumstances;
(6) the terms should provide the state and affected municipalities with a significant share 
of the economic rent of the approved qualified project, when discounted to present value, 
under favorable price and cost conditions;
(7) the method for calculating the periodic payment in lieu of certain taxes under the 
contract should be clear and unambiguous; and
(8) while cost calculations for the approved qualified project under the contract should be 
based on amounts that closely approximate actual costs, agreed-upon formulas reflecting 
reasonable economic assumptions should be used if possible to promote administrative 
certainty and efficiency.
(c) Except as provided in (b) of this section, the commissioner's discretion under this 
section in developing proposed terms for a contract under AS 43.82.020 is not limited to 
consideration of the economic rent of the approved qualified project.

(d) Nothing in this chapter shall be construed to permit the state to suspend or 
contract avvav the power of taxation.

Renumber accordingly.

The amendment is designed to increase certainty by forestalling any argument nr court 
challenges based on the claim that there is some hidden escape hatch to the sovereignty 
provision of the Alaska Constitution. I f the supporters o f this legislation believe it really 
requires a constitutional amendment, then they should go that route, rather than creating 
all sorts o f uncertainty for future legislatures.
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FISCAL NOTE

ANALYSIS CONTINUATION

The intent of the Stranded Gas Development Act, AS 43.82, is to provide a mechanism for achieving the 
fiscal certainty that potential project sponsors say they need before proceeding with the large investment 
needed to bring Alaska North Slope natural gas to market. The Act allows the state to negotiate a 
contract for payments in lieu of taxes with a project sponsor. This contract could cover all state and 
municipal taxes on a project, including state corporate income taxes, production taxes, state and 
municipal property taxes, and any special municipal assessments. The Act also allows for negotiation of 
gas valuation methods for use in determining state royalties.

This bil, CS HB16 (RES), would amend the 1998 Stranded Gas Development Act to:

- Expand the Act to include a natural gas pipeline to serve mid-America and gas-to-liquid (GTL) projects 
as eligible projects under the law. The existing statute limits the application of the Act to only liquefied 
natural gas projects. This change would allow sponsors of either an LNG project and/or a natural gas 
pipeline to mid-America and/or a GTL project to apply to the state under the provisions of the Act to 
negotiate a contract for payments in lieu of taxes.

- Replace the June 30, 2001 deadline in statute for applications with a new deadline of March 31, 2005.

- Impose a $1.5 million limit on the reimburseable expenses the state may require the project applicant(s) 
to repay the state for independent contractors used in evaluating the application or in the development of 
the contract terms. The Act allows the state to obtain reimbursement from the project applicant(s) for 
these expenses, and this bill would impose a $1.5 million on the reimbursement. The Act also is 
amended to require that the expenses be "reasonable and nonreduntant."

- It is the intent of this legislation, and the administration, that the $1.5 million limit would be shared 
between all state agencies involved with the project application. The Department of Revenue, under the 
Act, is the lead agency in this effort, and v-'ould share the reimburseable agreement funding with the 
Department of Law and Department of Natural Resources.

STATE OF ALASKA BILL NO. CSHB 16 (RES)
2003 LEGISLATIVE SESSION

OPERATING EXPENSES

The Act allows the Department of Revenue under AS 43.82.240 to recover from a project applicant the 
costs of contracting with an independent consultant to assist the state in evaluating applications submitted 
under the Act and in developing contract terms. Those statutorily designated program receipts are shown 
above as the authority to receive and expend those funds.

The Act does not allow the state to seek reimbursement from a project applicant for any othur costs. The 
Department of Revenue would hire a project manager for the estimated two years of contract 
development, negotiations and approval, and the personnel services, travel and equipment expenses for 
that position and other commissioner’s office expenses are shown as General Fund money.

The above costs are essentially the same as the Legislature approved for the Department of Revenue in 
passing the 1998 Stranded Gas Act.

Page_2_of_5
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The Stranded Gas Development Act

The Stranded Gas Development Act, AS 43.82, was passed into law by the Alaska 
Legislature in 1998. During the session it was Mouse Bill 393. The application deadline 
for a project application under the Act was June 30, 2001. There were no applications by 
that date. Legislative action is required to reopen the option for a gas project developer. 
Such a rcopener failed to win legislative approval last session, and has been introduced 
again this year as HB 16, sponsored by Representatives Fate and Whitaker.

The Act’s genesis was in HB 250, which in 1997 established a North Slope Gas 
Commercialization Team in the administration to research and recommend changes to 
state law to encourage commercialization of North Slope gas. T..e team issued a report to 
the Governor in February 1998. The team’s conclusions were that the project faced 
considerable risk, namely construction cost risk and gas price risk, and the state’s fiscal 
system exacerbated those risks. Three of the risks of particular concern were fiscal 
uncertainty, the state’s regressive tax system, and the front-end aspects of the Fiscal 
system. We will discuss these in turn.

Given the high cost of the project, coupled with the volatility of gas prices, the project is 
financially risky. Given that the project is marginal under the current fiscal system, there 
is concern among potential project sponsors that if a project is started, the state could 
later modify the fiscal terms after the project had been built, changing its overall 
attractiveness to investors after they had invested. This is the fiscal uncertainly risk.

Second, there arc two significant elements of the state’s fiscal system that make it 
regressive. Regressivity means that the state’s take in terms of share of the profits is high 
at low prices and low at high prices. Regressive systems exacerbate the risk of low prices 
to the project developers. First, the property tax is based on cost of the asset. The higher 
the cost, the higher the tax. Second, the basis of value for the se . erance tax and royalty is 
at the wellhead and does not consider capital and operating costs. Thus when capital and 
operating costs arc high, and prices are low, the state’s take is a high percentage of the 
low profits. (Regressive systems also reduce what the state’s tak. could be at high prices, 
which means the stale loses out on a greater slice of revenues during high prices and high 
profits.)

Third, the property tax makes for a front-end loaded system. The property tax is payable 
when construction begins, which could be several years before revenues start accruing. 
On a time value of money basis, this diminishes the rale of return on the project and 
exacerbates the risk of not recovering the investment.
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After the team issued its report to the Governor, it worked with the major Prudhoe Bay 
producers to develop legislation to deal with these risks. The producers at the time had 
been studying commercializing gas through an LNG project to tidewater. The result was 
HB 393.

The law provided a mechanism for converting the state’s fiscal system from a statutory 
basis to a contractual basis. This would provide for greater fiscal certainty. The fiscal 
system would be negotiated between the administration and the project sponsors and 
approved by the Legislature. And per the Act the contract terms could provide for a more 
progressive (less regressive) system.

The process for developing the contract was as follows: A sponsor would submit a 
project plan and application to the administration for contract negotiation. The project 
had to produce 500 billion cubic feet within 20 years and be an LNG export project. (The 
original bill called for any project. It was changed to only LNG during the legislative 
process.)

The sponsor group would negotiate fiscal terms with the state. Payments to the state 
would be made in-lieu of taxes. Fiscal terms would be customized to the specific project 
structure. The term of the contract could not exceed 35 years.

The Revenue Commissioner would be the main agent for negotiating and implementing 
the contract. However, the Natural Resources Commissioner is also responsible for 
reviewing the project plan for acceptability, and for negotiating any changes in royally 
issues. The only royally provisions subject to negotiation under the Act are the gas 
valuation method and the timing of royalty in-kind and royalty in-value notices.

The law allowed the commissioner of Revenue to use independent contractors to assist in 
the evaluation of any project application, and to condition the contract on an agreement 
with the project applicant that it would fully reimburse the stale for the cost of the 
contractors retained for the state’s analysis. The fiscal note for the legislation authorized 
the Department of Revenue to collect and expend those application fees to cover its 
contractor costs. The Legislature in 1998 also approved General Fund money for the 
Department of Revenue to hire a full-time project coordinator for two years to help 
manage the application review and negotiations. That position was never filled because 
there was no project application.

(Note: It is the intent this yeor o f CSHD16(Resources) that the Department o f Revenue 
would share those reimbursable agreement funds with the Department o f Law and 
Department o f Natural Resources as necessary for those agencies to fulfill their work 
assignments in this effort.)



In addition to replacing state oil and gas production taxes and corporate income taxes 
with a contract for payments, the Act also allowed the Revenue commissioner to include 
municipal sales taxes, municipal special assessments, state and municipal property taxes 
and any other state or municipal taxes in the negotiations. The intent was to wrap up as 
much as possible into the contract for payments in lieu of taxes.

Once a contract was developed, preliminary findings would be submitted to the governor. 
If the governor chose to proceed the preliminary findings would be given to the 
Legislature and the public. There would be a 30-day public review period.

After the review, the commissioner of Revenue would modify the contractual terms as 
appropriate and if acceptable to the sponsors. The final contract would be submitted to 
the governor. The governor would transmit the contract to the legislature with a request 
for authorization to execute the contract. Finally, the legislature would vote on it.

There was great concern by local municipalities that a contract could compromise the 
property tax revenues they might receive, especially given the concerns about the 
property tax discussed above. Accordingly, the Act requires that a portion of the 
payments due under the contract is paid to affected municipalities. Also, the law created a 
municipal advisory group to participate in developing contract terms.

The law also has provisions intended to help make gas available to communities, to 
promote local hire, and to deal with confidential information provided by the sponsors.
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Chapter 43.82. ALASKA STRANDED GAS DEVELOPMENT ACT 

Sec. 43.82.010. Purpose.

The purpose of this chapter is to

(1) encourage new investment to develop the state's stranded gas resources by authorizing 
establishment of fiscal terms related to that new investment without significant!" altering tax and 
royalty methodologies and rates on existing oil and gas infrastructure and production;

(2) allow the fiscal terms applicable to a qualified sponsor or the members of a qualified 
sponsor group, with respect to a qualified project, to be tailored to the particular economic 
conditions of the project and to establish those fiscal terms in advance with as much certainty as 
the Constitution of the State of Alaska allows; and

(3) maximize the benefit to the people >. f the state of the development of the state's stranded 
gas resources.

Sec. 43.82.020. Contracts for payments in lieu of other taxes and for royalty adjustments.

The commissioner may, under this chapter, negotiate terms for inclusion in a proposed contract 
with a qualified sponsor or qualified sponsor group providing for

(1) periodic payment in lieu of one or more taxes that otherwise would be imposed by the state 
or a municipality on the qualified sponsor or members of the qualified sponsor group as a 
consequence of the sponsor's or group's participation in an approved qualified project under this 
chapter; and

(2) certain adjustments regarding royalty under AS 43.82.220 .

Sec. 43.82.100. Qualified project.

Based on infonnation available to the commissioner, the commissioner may determine that a 
proposal for new investment is a qualified project under this chapter only if the project

(1) is a project for the export of liquefied natural gas;

(2) would produce at least 500,000,000,000 cubic feet of stranded gas within 20 years from the 
commencement of commercial operations; and

(3) is capable, subject to applicable commercial regulation and technical and economic 
considerations, of making gas available to meet the reasonably foreseeable demand in this state 
for gas within the economic proximity of the project.

Sec. 43.82.110. Qualified sponsor or qualified sponsor group.

The commissioner may determine that a person or group is a qualified sponsor or qualified 
sponsor group if the person or a member of the group



(1) intends to own an equity interest in a qualified project, intends to commit gas that it owns 
to a qualified project, or holds the permits that the department determines are essential to 
construct and operate a qualified project; and

(2) meets one or more of the following criteria:

(A) owns a working interest in at least 10 percent of the stranded gas proposed to be 
developed by a qualified project;

(B) has the right to purchase at least 10 percent of the stranded gas proposed to be developed 
by a qualified project;

(C) has the right to acquire, control, or market at least 10 percent of the stranded gas proposed 
to be developed by a qualified project;

(D) has a net worth equal to at least 33 percent of the estimated cost of constructing a qualified 
project;

(E) has an unused line of credit equal to at least 25 percent of the estimated cost of 
constructing a qualified project.

Sec. 43.82.120. Applications.

(a) A qualified sponsor or qualified sponsor group may submit to the department an 
application for development of a contract under AS 43.82.020 evidencing that the requirements 
of AS 43.82.100 and 43.82.110 are met. The application must be submitted in the manner and 
form and contain the information required by the department.

(b) Along with an application submitted under (a) of this section, an applicant shall submit a 
proposed project plan for a qualified project that contains the following information based on the 
information known to the applicant at the time of application-

(1) a description of the work accomplished as of the date of the application to further the 
project;

(2) a schedule of proposed development activity leading to the projected commencement of 
commercial operations of the project;

(3) a description of the development activity proposed to be accomplished under the proposed 
project plan;

(4) a description of each lease or property that the applicant believes to contain the stranded 
gas that would be developed if the project was built;

(5) a description of the methods and terms under which the applicant is prepared to make gas 
available to meet the reasonably foreseeable demand in this state for gas within the economic 
proximity of the project during the term of the proposed contract, including proposed pipeline 
transportation and expansion rules if pipeline transportation is a pan of the proposed project;



(6) a detailed description of options to mitigate the increased demand for public services and 
other negative effects caused by the project;

(7) a detailed description of options for the safe management and operation of the project once 
it is constructed;

(8) other infonnation that the commissioner of revenue, in consultation with the commissioner 
of natural resources, considers necessary to make a determination that

(A) the work accomplished as of the date of application, the schedule of proposed 
development activity, and the development activity proposed to be accomplished under the 
proposed project plan reflect a proposal for diligent development on the part of the applicant;

(B) the proposed project plan does not materially conflict with the obligations of a lessee to 
the state under a lease or under a pool, unit, or other agreement with the state; and

(C) the proposed project plan describes satisfactory methods and terms for accommodating 
reasonably foreseeable demand for gas in this state within the economic proximity of the project 
during the term of the proposed contract.

(c) The requirements of (b) of this section do not diminish the obligations of a qualified 
sponsor or member of a qualified sponsor group to the state or restrict the authority of the 
commissioner of revenue or the commissioner of natural resources under any other law or 
agreement relating to a plan of development for a lease, pool, or unit.

Sec. 43.82.130. Qualified project plan.

A proposed project plan submitted under AS 43.82.120 may be approved as a qualified project 
plan under AS 43.82.140 if the proposed project plan

(1) reflects a proposal for diligent development of the project on the part of the applicant;

(2) does not materially conflict with the obligations of a lessee to the state under a lease or 
under a pool, unit, or other agreement with the state; and

(3) describes satisfactory methods and terms for making gas available to meet the reasonably 
foreseeable demand in this state for gas within the economic proximity of the project during the 
term of the proposed contract.

Sec. 43.82.140. Review of applications and determination of qualifications.

(a) The commissioner shall review an application submitted under AS 43.82.120 to determine 
whether the provisions of AS 43.82.100 concerning a qualified project and AS 43.82.110 
concerning a qualified sponsor or qualified sponsor group have been met. The commissioner 
may approve an application only if those provisions have been met.

(b) If the commissioner approves an application under (a) of this section, the commissioner 
and the commissioner of natural resources shall review the proposed project plan submitted with 
the application to determine whether the provisions of AS 43.82.130 have been met. The



commissioner may approve the proposed project plan as a qualified project plan only if the 
commissioner of natural resources concurs in the approval.

(c) The commissioner shall send to the applicant written notice of and the reasons for the 
determinations made under (a) and (b) of this section.

Sec. 43.82.150. Actions challenging determinations on applications.

(a) Only an applicant under AS 43.82.120 who is aggrieved by a determination of the 
commissioner of revenue or the commissioner of natural resources under AS 43.82.140 may seek 
judicial review of the determination.

(b) The only grounds for judicial review of a determination made under AS 43.82.140 are

(1) failure to follow the qualification and application procedures set out in AS 43.82.100 - 
43.82.180; or

(2) abuse of discretion that is so capricious, arbitrary, or confiscatory as to constitute a denial 
of due process.

Sec. 43.82.160. Multiple applications for similar or competing qualified projects.

Nothing in this chapter prohibits different qualified sponsors or different qualified sponsor 
groups from submitting applications under AS 43.82.120 relating to similar or competing 
qualified projects or prohibits the commissioner of revenue or the commissioner of natural 
resources from reviewing and approving applications and proposed project plans under AS
43.82.140 relating to similar or competing qualified projects.

Sec. 43.82.170. Application deadline.

The commissioner of revenue or the commissioner of natural resources may not act on an 
application for a contract submitted under AS 43.82.120 unless the application is received by the 
Department of Revenue no later than June 30, 2001.

Sec. 43.82.180. Withdrawal of applications.

Subject to the terms of a reimbursement agreement under AS 43.82.240 or other agreement with 
the Department of Revenue, the Department of Natural Resources, the commissioner of revenue, 
or the commissioner of natural resources affecting the withdrawal of an application, a qualified 
sponsor or qualified sponsor group may withdraw an application submitted under AS 43.82.120 
at any time before the date that the commissioner of revenue submits a contract to the governor 
under AS 43.82.430 without further obligation under this chapter.

Sec. 43.82.200. Contract development.

If the commissioner approves an application and proposed project plan under AS 43.82.140 , the 
commissioner may develop a contract that may include



(1) terms concerning periodic payment in lieu of one or more taxes as provided in AS 
43.82.210;

(2) terms developed under AS 43.82.220 relating to

(A) timing and notice of the state's right to take royalty in kind or in value; and

(B) royalty value;

(3) terms regarding the hiring of Alaska residents and contracting with Alaska businesses 
under AS 43.82.230;

(4) terms regarding periodic payment to, or an equity or other interest in a project for, 
municipalities under AS 43.82.500 ;

(5) terms regarding arbitration or alternative dispute resolution procedures;

(6) terms and conditions for administrative termination of a contract under AS 43.82.445 ; and

(7) other terms or conditions that are

(A) necessary to further the purposes of this chapter; or

(B) in the best interests of the state.

Sec. 43.82.210. Contract terms relating to payment in lieu of one or more taxes.

(а) If the commissioner approves an application and proposed project plan under AS
43.82.140 , the commissioner may develop proposed terms for inclusion in a contract under AS
43.82.020 for periodic payment in lieu of one or more of the following taxes that otherwise 
would be imposed by the state or a municipality on the qualified sponsor or member of a 
qualified sponsor group as a consequence of participating in an approved qualified project:

(1) oil and gas production taxes and oil surcharges under AS 43.55;

(2) oil and gas exploration, production, and pipeline transportation property taxes under AS 
43.56;

(3) [Repealed, Sec. 6 ch 34 SLA 1999],

(4) Alaska net income tax under AS 43.20;

(5) municipal sales and use tax under AS 29.45.650 - 29.45.710;

(б) municipal property tax under AS 29.45.010 - 29.45.250 or 29.45.550 - 29.45.600;

(7) municipal special assessments under AS 29.46;

(8) a comparable tax or levy imposed by the state or a municipality after June 18, 1998;



(9) other state or municipal taxes or categories of taxes identified by the commissioner.

(b) If the commissioner chooses to develop proposed terms under (a) of this section, the 
commissioner shall, if practicable and consistent with the long-term fiscal interests of the state, 
develop the terms in a manner that attempts to balance the following principles:

(1) the terms should, in conjunction with other factors such as cost reduction of the project, 
cost overrun risk reduction of the project, increased fiscal certainty, and successful marketing, 
improve the competitiveness of the approved qualified project in relation to other development 
efforts aimed at supplying the same market;

(2) the terms should accommodate the interests of the state, affected municipalities, and the 
project sponsors under a wide range of economic conditions, potential project structures, and 
marketing arrangements;

(3) the state's and affected municipalities' combined share of the economic rent of the 
approved qualified project under the contract should be relatively progressive; that is, the state's 
and affected municipalities' combined annual share of the economic rent of the approved 
qualified project generally should not increase when there are decreases in project profitability, 
or decrease when there are increases in project profitability;

(4) the state's and affected municipalities' combined share of the economic rent of the 
approved qualified project under the contract should be relatively lower in the earlier years than 
in the later years of the approved qualified project;

(5) the terms should allow the project sponsors to retain a share of the economic rent of the 
approved qualified project that is sufficient to compensate the sponsors for risks under a range of 
economic circumstances;

(6) the terms should provide the state and affected municipalities with a significant share of 
the economic rent of the approved qualified project, when discounted to present value, under 
favorable price and cost conditions;

(7) the method for calculating the periodic payment in lieu of certain taxes under the contract 
should be clear and unambiguous; and

(8) while cost calculations for the approved qualified project under the contract should be 
based on amounts that closely approximate actual costs, agreed-upon formulas reflecting 
reasonable economic assumptions should be used if possible to promote administrative certainty 
and efficiency.

(c) Except as provided in (b) of this section, the commissioner's discretion under this section 
in developing proposed terms for a contract under AS 43.82.020 is not limited to consideration 
of the economic rent of the approved qualified project.

Sec. 43.82.220. Contract terms relating to royalty.



(a) Notwithstanding any contrary provisions of AS 38, the commissioner of natural resources, 
with the concurrence of the commissioner of revenue and the affected parties holding a state 
lease or unit agreement, may develop proposed terms for inclusion in a contract under AS
43.82.020 that modify the timing and notice provisions of the applicable oil and gas leases and 
unit agreements pertaining to the state's rights to receive its royalty on gas in kind or in value if

(1) the viability of the approved qualified project depends on long-term gas purchase and sale 
agreements;

(2) certainty over time regarding the quantity of royalty gas that the state may be taking in 
kind is needed to secure the long-term purchase and sale agreements;

(3) the specified period of the state's commitment to take its royalty share in value or in kind 
does not exceed the term of the purchase and sale agreements; and

(4) the modification does not impair the ability of the approved qualified project or the state to 
meet the reasonably foreseeable demand in this state for gas within economic proximity oi the 
project during the term of the contract developed under AS 43.82.020 .

(b) Notwithstanding any contrary provisions of AS 38, the commissioner of natural resources, 
with the concurrence of the commissioner of revenue and the affected parties holding a state 
lease or unit agreement, may develop proposed terms for inclusion in a contract under AS
43.82.020 that establish a valuation method for the state's royalty share of the gas production 
from an approved qualified project.

(c) The commissioner of revenue shall include any proposed terms relating to royalty 
developed in accordance with this section in the proposed contract under AS 43.82.400 .

(d) Nothing in this chapter permits modification of the state's rights that relate to timing, 
notice, and rights to receive oil royalty in kind or in value under oil and gas leases or unit 
agreements.

Sec. 43.82.230. Contract terms relating to hiring of Alaska residents and contracting with Alaska 
businesses.

(a) The commissioner shall include in a contract under AS 43.82.020 a term requiring the 
qualified sponsor or qualified sponsor group and contractors of the qualified sponsor or qualify i  
sponsor group to comply with all valid federal, state, and municipal laws relating to hiring 
Alaska residents and contracting with Alaska businesses to work in the state on the approved 
qualified project and not to discriminate against Alaska residents or Alaska businesses. Within 
the constraints of law, the commissioner shall also include in a contract under AS 43.82.020 a 
term that requires the qualified sponsor or qualified sponsor group and contractors o* the 
qualified sponsor or qualified sponsor group to employ Alaska residents and to contract with 
Alaska businesses to work in the state on the approved qualified project to the extent the 
residents and businesses are available, competitively priced, and qualified.

(b) The commissioner shall include in a contract under AS 43.82.020 a term requiring the 
qualified sponsor or qualified sponsor group and contractors of the qualified sponsor or qualified 
sponsor group to



(1) advertise for available positions in newspapers in the location where the work is to be 
performed and in other publications distributed throughout the state, including in rural areas; and

(2) use Alaska job service organizations located throughout the state and not just in the 
location where the work is to be performed in order to notify Alaskans of work opportunities on 
the approved qualified project.

(c) Subject to the voluntary agreement of the qualified sponsor, the commissioner may include 
a term in the contract providing for incentives to encourage training and hiring of Alaska 
residents.

(d) This section does not create or abridge individual rights and does not create a private right 
of action for any person.

(e) For purposes of this section,

(1) "Alaska business" means a firm or contractor that

(A) has held an Alaska business license for the preceding 12 months;

(B) maintains, and has maintained for the preceding 12 months, a place of business in the state 
that competently and professionally deals in supplies, services, or construction of the nature 
required for the approved qualified project; and

(C) is

(1) a sole proprietorship and the proprietor is an Alaska resident;

(ii) a partnership and more than 50 percent of the partnership interest is held by Alaska 
residents;

(iii) a limited liability company and more than 50 percent of the membership interest is held 
by Alaska residents;

(iv) a corporation that has been incorporated in the state or is authorized to do business in the 
state; or

(v) a joint venture and a majority of the venturers qualify as Alaska businesses under this 
paragraph;

(2) "Alaska job service organizations" means those offices maintained by the state and 
recommended by the Department of Labor and Workforce Development whose functions are to 
aid the unemployed or underemployed in finding employment;

(3) "Alaska resident" means a natural person who

(A) receives a permanent fund dividend under AS 43.23; or



(B) is registered to vote under AS 15 and qualifies for a resident fishing, hunting, or trapping 
license under AS 16;

(4) "available," as applied to an Alaska resident or Alaska business, means that the resident or 
business is available for employment at the time required and is located anywhere in the state, 
not just in the area of the state where the work is to be performed;

(5) "qualified," as applied to an Alaska resident or Alaska business, means that the resident or 
business possesses the requisite education, training, skills, certification, or experience to perform 
the work necessary for a particular position or to perform a particular service.

Sec. 43.82.240. Use of an independent contractor.

(a) The commissioner may use an independent contractor to assist in the evaluation of an 
application or in the development of contract terms under AS 43.82.200 . The commissioner may 
condition the development of a contract under AS 43.82.020 on an agreement by the applicant to 
reimburse the state for the expenses of an independent contractor under this section.

(b) An independent contractor selected under this section must sign an agreement regarding 
confidentiality and disclosures consistent with the determinations made under AS 43.82.310 
before the contractor may review information that is determined confidential under AS 43.82.310

(c) Selection of an independent contractor under this section is not subject to AS 36.30 (State 
Procurement Code).

Sec. 43.82.250. Term of contract; effective date.

The term of a contract developed under AS 43.82.020 may be for no longer than is necessary to 
develop the stranded gas that is subject to the contract; however, the term of the contract may not 
exceed 35 years from the commencement of commercial operations of the approved qualified 
project.

Sec. 43.82.260. Change of parties to an application or a contract; assignment of interests.

(a) A qualified sponsor or member of a qualified sponsor group may assign an interest in or 
add or withdraw a party to an application under AS 43.82.120 only if the commissioner has

(1) made a finding that the assignment, addition, or withdrawal is consistent with the 
requirements of AS 43.82.110 ; and

(2) given prior written approval for the assignment, addition, or withdrawal.

(b) A contract developed under this chapter may provide for the assignment to or withdrawal 
of a qualified sponsor or member of a qualified sponsor group.

(c) Upon being added to an application under this section, a party becomes a qualified sponsor 
or a member of a qualified sponsor group, as appropriate, for the relevant project.



(d) The commissioner may not unreasonably withhold approval under (a) of this section, but 
may condition the approval in any way reasonaoly necessary to protect the fiscal interests of the 
state and to further the purposes of this chapter.

(e) For purposes of this section, an assignment includes a transfer of stock or a partnership 
interest in a manner that changes control of a qualified sponsor or member of a qualified sponsor 
group.

Sec. 43.82.270. Project plans and work commitments.

A contract under AS 43.82.020 must include the qualified project plan approved under AS
43.82.140 and provisions for updating the plan at reasonable intervals until the commencement 
of commercial operations of the approved qualified project. The commissioner of revenue, in 
consultation with the commissioner of natural resources, may, as a term in a contract under AS
43.82.020 , include work commitments or other obligations in the contract to be accomplished 
before the commencement of commercial operations of the approved qualified project.

Sec. 43.82.300. Requests for information.

The commissioner of revenue or the commissioner of natural resources may request from an 
applicant information that the respective commissioner determines is necessary to perform the 
respective commissioner's responsibilities under AS 43.82.140 . If the application is approved 
under AS 43.82.140 , the respective commissioner shall require the successful applicant to 
provide financial, technical, and market information regarding the qualified project that the 
respective commissioner determines is necessary for the purpose of developing contract terms 
for the qualified project under AS 43.82.200 . If requested information is not provided, the 
commissioner of revenue may not continue to review the application under AS 43.82.140 or 
develop the contract under AS 43.82.200 - 43.82.270, as applicable.

Sec. 43.82.310. Disclosure of information; confidentiality.

(a) An applicant may request confidential treatment of information that the applicant provides 
under AS 43.82.300 by clearly identifying the information and the reasons supporting the request 
for confidential treatment. The commissioner of revenue or the commissioner of natural 
resources, as appropriate, shall keep the infonnation confidential until the commissioner 
determines whether the requirements of (b) of this section are met. If the commissioner of 
revenue or the commissioner of natural resources has not made a determination under (b) of this 
section within 14 days after receiving a request for confidential treatment, the request is 
considered denied. If the appropriate commissioner determines that the information does not 
meet the requirements of (b) of this section or if the commissioner fails to make a determination 
within 14 days, the commissioner shall return the information and any copies of it at the request 
of the applicant. If the commissioner of revenue or the commissioner of natural resources, as 
appropriate, returns information under this subsection, the commissioner shall cease review of 
the application or cease contract development under AS 43.82.200 - 43.82.270, as appropriate, 
unless the commissioner determines that the returned information is unnecess'xy to make a 
determination on the application or to develop contract terms under AS 43.82.200 - 43.82.270.

(b) If requested by the applicant, information provided to the commissioner of revenue or the 
commissioner of natural resources under AS 43.82.300 shall be kept confidential if the



commissioner receiving the information determines, upon an adequate showing by the applicant, 
that the information

(1) is a trade secret or other proprietary research, development, or commercial infoimation that 
the applicant treats as confidential;

(2) affects the applicant's competitive position; and

(3) has commercial value that may be significantly diminished by public disclosure or that 
public disclosure is not in the long-term fiscal interests of the state.

(c) Information determined to be confidential under (b) of this section is confidential under 
that subsection only so long as is necessary to protect the competitive position of the applicant, 
to prevent the significant diminution of the commercial value of the information, or to protect the 
long-term fiscal interests of the state. The commissioner of revenue or the commissioner of 
natural resources, as appropriate, may not release information that the commissioner has 
previously determined to be confidential under (b) of this section without providing the applicant 
notice and an opportunity to be heard.

(d) Notwithstanding the limitation in (c) of this section, the Department of Revenue and the 
Department of Natural Resources may provide to one another, to the Department of Law, to the 
legislature, and to the Office of the Governor any information provided under AS 43.82.300 
relevant to the implementation of this chapter or to the enforcement of state or federal laws. 
Information that is exchanged under this subsection that was determined to be confidential under
(b) of this section remains confidential except as provided in (c) of this section. The portions of 
the records and files of the Department of Revenue, the Department of Natural Resources, the 
Department of Law, the legislature, and the Office of the Governor that refiect, incorporate, or 
analyze information that is determined to be confidential under (b) of this section are not public 
records except as provided in (c) of this section.

(e) Notwithstanding the limitation in (c) of this section, information that is determined to be 
confidential under (b) of this section shall be disclosed on request by the commissioner of 
revenue, the commissioner of natural resources, or the attorney general to a legislator; to the 
legislative auditor; and, as directed by the chair or vice-chair of the Legislative Budget and Audit 
Committee, to the director of legislative finance, to the permanent employees of those divisions 
who are responsible for evaluating a contract under AS 43.82.020, and to agents or contractors of 
the legislative auditor or the director of legislative finance who are engaged to evaluate a 
contract under AS 43.82.020 . Information that is determined to be confidential under (b) of this 
section may also be disclosed by the commissioner of revenue or the commissioner of natural 
resources to an independent contractor under AS 43.82.240 or to a municipal advisory group 
established under AS 43.82.510 . Before confidential information is disclosed under this 
subsection, the person receiving the information must sign an appropriate confidentiality 
agreement.

(0 If the commissioner of revenue chooses to develop a contract under AS 43.82.020 , the 
portions of the records and files of the Department of Revenue, the Department of Natural 
Resources, the Department of Law, and a municipal advisory group established under AS 
43.82.510 that reflect, incorporate, or analyze infonnation that is relevant to the development of 
the position or strategy of the commissioner of revenue, the commissioner of natural resources.



or the attorney general with respect to a particular provision that may be incorporated into the 
contract are not public records until the commissioner of revenue gives public notice under AS 
43.82.410 of the commissioner's preliminary findings and determination under AS 43.82.400 . 
Nothing in this subsection

(1) makes a record or file of the Department of Revenue, the Department of Natural 
Resources, or the Department of Law a public record that otherwise would not be a public record 
under AS 40.25.100 - 40.25.220;

(2) affects the confidentiality provisions of (a) - (e) of this section; or

(3) abridges a privilege recognized under the laws of this state, whether at common law or by 
statute or by court rule.

Sec. 43.82.400. Preliminary findings and determination regarding the contract.

(a) If the commissioner develops a proposed contract under AS 43.82.200 - 43.82.270, the 
commissioner shall

(1) make preliminary findings and a determination that the proposed contract terms are in the 
long-term fiscal interests of the state and further the purposes of this chapter; and

(2) prepare a proposed contract that includes those terms and shall submit the contract to the 
governor.

(b) To make the preliminary findings and determination required by (a)(1) of this section, thu 
commissioner shall compare the projected public revenue anticipated from the approved 
qualified project with the estimated operating and capital costs of the additional state and 
municipal services anticipated to arise from the construction and operation of the approved 
qualified project. The commissioner shall address the reasonably foreseeable effects of the 
proposed contract on the public revenue.

(c) In conjunction with the making of preliminary findings and determination required by
(a)(1) of this section, the commissioner shall describe the principal factors, including the 
projected price of gas, projected production rate or volume of gas, and projected recovery, 
development, construction, and operating costs, upon which the determination made under (a)(1) 
of this section is based. If the commissioner has previously submitted a proposed contract to the 
governor, the commissioner shall describe any material differences between the terms of the 
currently proposed contract and the previously proposed contract.

Sec. 43.82.410. Notice and comment regarding the contract.

The commissio ter shall

(1) give reasonable public notice of the preliminary findings and determination made under 
AS 43.82 30;

(2) make copies of the proposed contract, the commissioner's preliminary findings and 
determination, and. to the extent the information is not required to be kept confidential under AS



43.82.310 , the supporting financial, technical, and market data, including the work papers, 
analyses, and recommendations of any independent contractors used under AS 43.82.240 
available to the public and to

(A) the presiding officer of each house of the legislature;

(B) the chairs of the finance and resources committees of the legislature; and

(C) the chairs of the special committees on oil and gas, if any, of the legislature;

(3) offer to appear before the Legislative Budget and Audit Committee to provide the 
committee a review of the commissioner's preliminary findings and determination, the proposed 
contract, and the supporting financial, technical, and market data; if the Legislative Budget and 
Audit Committee accepts the commissioner's offer, the committee shall give notice of the 
committee's meeting to the public and all members of the legislature; if the financial, technical, 
and market data that is to be provided must be kept confidential under AS 43.82.310 , the 
commissioner may not release the confidential information during a public portion of a 
committee meeting; and

(4) establish a period of at least 30 days for the public and members of the legislature to 
comment on the proposed contract and the preliminary findings and determination made under 
AS 43.82.400.

Sec. 43.82.420. Coordination of public and legislative review.

To the extent practicable, the commissioner shall coordinate the public comment opportunity 
provided under AS 43.82.410 (4) with a review by the Legislative Budget and Audit Committee 
under AS 43.82.410 (3).

Sec. 43.82.430. Final findings, determination, and proposed amendments; execution of the 
contract.

(a) Within 30 days after the close of the public comment period under AS 43.82.410 (4), the 
com nissioner of revenue shall

(1) prepare a summary of the public comments received in response to the proposed contract 
and the preliminary findings and determination;

(2) after consultation with the commissioner of natural resources, if appropriate, and with the 
pertinent municipal advisory group established under AS 43.82.510, prepare a list of proposed 
amendments, if any, to the proposed contract that the commissioner of revenue determines are 
necessary to respond to public comments;

(3) make final findings and a determination as to whether the proposed contract and any 
proposed amendments prepared under (2) of this subsection meet the requirements and purposes 
of this chapter.

(b) After considering the material described in (a) of this section and securing the agreement 
of the other parties to the proposed contract i -garding any proposed amendments prepared under



(a) of this section, if the commissioner determines that the contract is in the long-term fiscal 
interests of the state, the commissioner shall submit the contract to the governor.

(c) The commissioner's final findings and determination under (a) of this section are final 
agency decisions undei this chapter.

Sec. 43.82.435. Legislative authorization.

The governor may transmit a contract developed under this chapter to the legislature together 
with a request for authorization to execute the contract. A contract developed under this chapter 
is not binding upon or enforceable against the state or other parties to the contract unless the 
governor is authorized to execute the contract by law. The state and the other parties to the 
contract may execute the contract within 60 days after the effective date of the law authorizing 
the contract.

Sec. 43.82.440. Judicial review.

A person may not bring an action challenging the constitutionality of a law authorizing a contract 
enacted under AS 43.82.435 or the enforceability of a contract executed under a law authorizing 
a contract enacted under AS 43.82.435 unless the action is commenced within 120 days after the 
date that the contract was executed by the state a.id the other parties to the contract.

Sec. 43.82.445. Administrative termination of a contract.

(a) The commissioner shall include terms in a contract developed under AS 43.82.020 that 
provide for administrative termination of a party's rights under the procedures and conditions set 
out in this section if the party has

(1) ceased to meet the requirements of AS 43.82.110 as a qualified sponsor or qualified 
sponsor group;

(2) intentionally or fraudulently misrepresented, in whole or in part, material facts or 
circumstances upon which the contract was made;

(3) failed to comply with a condition or material term of the contract or a provision of this 
chapter; or

(4) failed to comply with the approved qualified project plan or any updated project plan.

(b) Before administrative termination of a contract under this section, the commissioner shall 
give notice to the parties of the commissioner's intent to terminate the contract and an 
opportunity to be heard. The commissioner may also provide the parties an opportunity to cure 
any deficiency that is the basis for the termination if the commissioner determines that curing the 
deficiency is appropriate under the circumstances.

(c) Notwithstanding (a) and (b) of this section, the commissioner may not administratively 
terminate a contract after the party has committed full project funding except as provided in (e) 
of this section.



(d) A party to a contract who is affected by the commissioner’s action to terminate under (a) of 
this section may file an appeal with the superior court under the Alaska Rules of Appellate 
Procedure.

(e) The commissioner may provide terms and conditions in a contract developed under AS
43.82.020 upon which a party's rights under the contract may be administratively terminated 
after the party commits full project funding.

Sec. 43.82.500. Obligation to share payments with municipalities.

If the commissioner develops a contract under AS 43.82.020 that includes terms that exempt a 
party to the contract, and the property, gas, products, and activities associated with the approved 
qualified project that is subject to the contract, from a municipal tax or assessment in accordance 
with AS 29.45.810 or AS 29.46.010 (b), or AS 43.82.200 and 43.82.210, the commissioner shall 
include a term in the contract that the party pay a portion of the periodic payments due under the 
contract to the revenue-affected municipality.

Sec. 43.82.505. Payments to economically affected municipalities.

If the commissioner executes a contract under AS 43.82.020 that will produce one or more 
economically affected municipalities, the commissioner shall include a term in the contract that 
provides for a portion of the periodic payments to the economically affected municipalities under 
the principles in AS 43.82.520 .

Sec. 43.82.510. Municipal advisory group.

(a) If the commissioner approves an application and proposed project plan under AS
43.82.140 and decides to develop a contract under AS 43.82.020 and 43.82.200, the 
commissioner shall notify each revenue-affected municipality and economically affected 
municipality.

(b) The mayor of a municipality notified by the commissioner under (a) of this section may 
appoint one representative to a municipal advisory group in relation to the application.

(c) Each municipal advisory group serves until a final action is taken on the application for 
which the group was appointed.

(d) Each municipal advisory group shall elect a chair.

Sec. 43.82.520. Duties of the commissioner of revenue in relation to municipal participation.

(a) The commissioner shall meet with each municipal advisory group periodically to report on 
the development of the contract provisions that affect the municipalities.

(b) In developing a contract under AS 43.82.200 - 43.82.270, the commissioner shall ensure 
that each revenue-affected municipality and economically affected municipality receives a fair 
and reasonable share of the payments provided under AS 43.82.210 in accordance with the 
following principles:



(1) the share of the payments to revenue-affected municipalities should be given priority over 
payments to economically affected municipalities with due regard to the anticipated size of the 
tax base that the contract would exempt from municipal taxation by revenue-affected 
municipalities;

(2) the share of the payments to municipalities should be determined with due regard to the 
anticipated economic and social burdens that would be imposed on the municipality by 
construction and operation of the project;

(3) the respective shares of the total payments to the state and to municipalities should be fixed 
in a manner to ensure that their respective interests are aligned;

(4) to the extent practicable, the periodic amounts paid to each of the municipalities should be 
stable and predictable; and

(5) to the extent practicable, the provisions for sharing payments with municipalities should be 
consistent with the principles established in AS 43.82.210 (b).

(c) In establishing the municipal shares under (b) of this section, the commissioner shall 
consult with the pertinent municipal advisory group.

Sec. 43.82.600. Governing law.

If a provision of this chapter conflicts with another provision of state or municipal law, the 
provision of this chapter governs.

Sec. 43.82.610. Regulations.

The commissioner of revenue, the commissioner of natural resources, and the commissioner of 
labor and workforce development may adopt regulations to cany out their respective duties 
under this chapter.

Sec. 43.82.620. Procedures for collection of amounts 'ue; security.

(a) The commissioner may adopt procedures for the collection of amounts due the state under 
a contract developed under AS 43.82.020 , including the collection of interest and penalties.

(b) The commissioner may require a party to a contract developed under AS 43.82.020 to 
provide security sufficient to guarantee amounts due under the contract.

Sec. 43.P2.630. Reports and audits.

The commissioner may require periodic reports from and may at reasonable intervals conduct 
audits and inspect the books of a party that has entered into a contract developed under AS
43.82.020 to ensure compliance with the provisions of this chapter and the regulations adopted 
under this chapter and of the terms of the contract.

Sec. 43.82.640. Annual report of the commissioner of labor and workforce development.



On an annual basis, the commissioner of labor and workforce development shall prepare and 
present to the legislature a comprehensive report on each party to a contract with the state 
developed under AS 43.82.020 , a 'd  its contractors, regarding the state residency of the 
employees working in this state on the approved qualified project that is subject to the contract. 
The commissioner of labor and workforce development shall use state data bases, including data 
from the quarterly reports by a party to the contract developed under AS 43.82,020 and its 
contractors for unemployment insurance purposes, to determine state residency of employees 
regarding compliance with AS 43.82.230 .

Sec. 43.82.900. Definitions.

In this chapter, unless the context requires otherwise,

(1) "affected municipality" means an economically affected municipality or a revenue-affected 
municipality;

(2) "commencement of commercial operations" means the start of regular deliveries of 
marketable products from an approved qualified project;

(3) "cubic foot of gas" means the quantity of gas contamed in a volume of one cubic foot at a 
standard temperature of 60 degrees Fahrenheit and a standard absolute pressure of 14.65 pounds 
per square inch;

(4) "economically affected municipality" means a municipality the commissioner of revenue 
determines will be reasonably required to provide additional public services under the terms 
proposed in an application approved under AS 43.82.140 (a); the commissioner may consider 
historical data from construction of the Trans Alaska Pipeline System, and information submitted 
by a municipality in making the determination;

(5) "economic proximity" means the distance within which a person may be willing to design, 
construct, and operate a gas line to provide service to a local consumer;

(6) "economic rent" means the estimated total gross revenue less estimated total costs for a 
qualified project over the term of a contract under AS 43.82.020 , measured in undiscounted 
nominal dollars; for purposes of this paragraph, total costs do not include a rate of return on 
capital, financing costs, or any payments to governments;

(7) "full project funding" means full approval by a party to a contract under AS 43.82.020 for 
the expenditure of the capital necessary for construction and operation of the approved qualified 
project that is subject to the contract;

(8) "gas" has the meaning given in AS 43.55.900 ;

(9) "group" means two or more persons;

(10) "lease or property" has the meaning given in AS 43.55.900 ;

(11) "periodic payment" means payment made in lieu of one or more other taxes under a 
contract under AS 43.82.020 ;



(12) "revenue-affected municipality" means a municipality that the commissioner of revenue 
reliably expects will be restricted from imposing a tax, or a portion of a tax, as a result of 
implementation of a contract developed under this chapter;

(13) "stranded gas" means gas that is not being marketed due to prevailing costs or price 
conditions as determined by an economic analysis by the commissioner for a particular project.

Sec. 43.82.990. Short title.

This chapter may be cited as the Alaska Stranded Gas Development Act.
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Sponsor Statement 

CS for House Bill 16

“An Act amending the standards applicable to determining whether, for purposes of the 
Alaska Stranded Gas Development Act, a proposed new investment constitutes a qualified 
project, and repealing the deadlines for applications relating to the development of contracts 
for payments in lieu of taxes and for royalty adjustments that may be submitted for 
consideration under that Act; and providing for an effective date.”

House Bill 16 is cleanup language for the qualification and application procedures the 
Commissioners of Natural Resources, Revenue, or Labor and Workforce Development may use 
when considering a project involving natun.1 gas. The changes update the language in order to allow 
continued interest in the development of :he resource. By expanding the areas of potential gas 
exploration and development that fall under the Act.

Presently, statute only allows for natural gas projects if the product .s to be exported in a liquefied 
form. HB 16 resolves this limitation, by expanding gas development and transportation in any form. 
With a lowering of the bar in capitol ner assets, it expands the potential for a number of companies 
including those in Alaska, to become a pait of the pipeline project.

When the Alaska Stranded Gas Development Act was passed, the language included an application 
deadline of June 30, 2001. HB 16 extends that deadline so the state and producers can resume 
contract negotiations with a clear understanding that the goal is the development of Alaska’s natural 
gas for both foreign and domestic markets.



Overv iew of CSHB16(Resourccs)
Presentation to the House Finance Committee 

Roger Marks 
Alaska Department of Revenue 

March 10, 2003

Good afternoon, Mr. Chairman and members of the committee. My name is Roger Marks. 1 am a 
petroleum economist with the Tax Division of the Department of Revenue. 1 worked on the 
original Stranded Gas Act in 1998 and am familiar with its history', intent, and mechanics. 1 
would like to provide a very brief overview of the Act at AS 43.82. A more detailed synopsis is 
with the fiscal note.

The Act originated in HB 250 in 1997 which established a North Slope Gas Commercialization 
team in the Administration to research and recommend changes to state law to encourage 
commercialization of North Slope gas. The team concluded that the project faced considerable 
risk, namely gas price risk and cost overrun risk, and that the state’s fiscal system actually 
exacerbated those risks. Two of the risks of particular concern were fiscal uncertainty and the 
state’s regressive tax system.

(A brief comment on the price risk: The cost of the project is very large: S20 billion. That is a lot 
of money to any corporation, even ones the size of Exxon, BP or ConocoPhillips. If this project 
is built and something goes wrong, such as low prices, the sponsors face very large losses. And 
even if these are relatively low-probability events, the project may not be built if a company 
cannot tolerate a loss of that size. That is why the risk-rcduction mechanism proposed in 
Congress, which is currently in place for non-conventional gas in the Lower 48. may be a very 
necessary linchpin in making this project a reality.)

By fiscal uncertainty we mean the threat of changes in fiscal provisions after a project is built, 
that may change the project's viability after it is too late to do anything about it. A project may 
be feasible under one tax system. If it is built under the assumption that the tax system in place 
will stay in place, but the tax system changes, the changes could cause heavy financial losses.

Second, there are two significant elements of the state's fiscal system that make it regressive. By 
regressive we mean that the state’s take is a high percentage of income at low prices, and a low 
percentage at high prices. First, the property tax is based on cost. The higher the cost the higher 
the tax. This is a double whammy to an investor who incurs a cost oveirun. Moreover, the 
property tax is payable when construction begins, years before revenues start accruing. On a time 
value of money basis this diminishes the rate of return, and increases the risk of not recovering 
the investment.

The second regressive elements are the severance tax and royalty. They are based on the value at 
the point where the gas comes out of the ground, and ignore upstream costs such as capital and 
operating costs. Thus when costs are high and prices are low. the state’s lake is a high percentage 
of low income. Again, this intensifies the danger of low prices.
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1 might add that a regressive system aiso limits the state’s take at high prices. Fixing that could 
be very important to the state for securing more revenue when prices are high, without 
threatening the viability of the project.

The Stranded Gas Act was the result of trying to fix these shortcomings. The law provided a 
mechanism for converting the state’s fiscal system from a statutory basis to a contractual basis. 
This would provide for greater fiscal certainty. The fiscal system would be negotiated between 
the state and the project sponsors, and approved by the legislature, after a public review period. 
Payments to the state would be made in-lieu of taxes. And per the Act the contract terms would 
provide for a more progressive (less regressive) system.

Most of the provisions subject to negotiation are the tax provisions. Given that the royalty 
represents the state’s ownership share, there was not interest in making the royalty rate subject to 
change. The only royalty provisions subject to negotiation would be the gas valuation method, 
and the timing of royalty in-kind and in-value notices.

The Commissioner of Revenue would be the primary agent for negotiating and implementing the 
contact. However, the Commissioner of Natural Resources is also responsible for reviewing the 
project plan for acceptability, and for negotiating any changes in those royalty issues.

There was concern by municipalities that a contract could compromise their property tax 
revenues. Accordingly, the Act created a municipal advisory group to participate in developing 
contract terms, and Mie Act requires that a fair and reasonable share of the payments due under 
the contract be paid to affected municipalities with regard to the size of the tax base that may be 
exempted, and the economic and social burdens imposed by construction and operation.

The Act also has provisions for sponsors to help make gas available to communities, to promote 
local hire, to deal with confidential information provided by the sponsors, and to reimburse the 
state for contractors it may use to assist in the negotiation process.

Finally, there were some questions raised as to whether this would surrender or contract away the 
power to tax, which is forbidden by our constitution. It was the administration’s judgment that 
this would not preclude future legislatures from imposing other taxes, but this contract would 
represent a solemn pledge, a moral commitment by the state, and a message to future legislatures 
that once it agrees to the terms it will not change them.
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l e g i s l a t i o n  at the en d of last v/eek and  h a s n ' t  h a d  t im e  to 
ad d r e s s  some  o t h e r  issues. However, A O G C C  h o l d s  the p o s i t i o n  
w i t h  r e s p e c t  to all oil a n d  gas d r i l l i n g  in the s t a t e  t ha t  the 

\ c o m m i s s i o n ' s  r e g u l a t i o n s  s h o u l d  b e  d i r e c t l y  t ie d  to the risk 
that i t's t r y i n g  to manage, she related. T h e r e  s h o u l d n’t be  a 
r e q u i r e m e n t  that d o e s n ' t  d i r e c t l y  r e l a t e  to w h a t  A O G C C  is tr yi n g  
to ac co mp li sh.  Therefore, the a p p r o a c h  in [HU 69] m i r r o r s  w h a t  
A O G C C  g e n e r a l l y  a t t e m p t s  to do. However, she a c k n o w l e d g e d  that 
A O G C C ' s  r e g u l a t i o n s  h a v e  h i s t o r i c a l l y  b e e n  a i m e d  a t  c o n v e n t i o n a l  
oil a n d  gas  dr illing. "To the ex ten t that w e ' r e  a w a r e  of the 
p r o b l e m s  that h a v e  b e e n  r a i s e d  o r  p o i n t e d  out  to us, w e  th in k 
that this a c c o m p l i s h e s  that," she added.

N u m b e r  2822

R E P R E S E N T A T I V E  F A T E  s u g g e s t e d  p u t t i n g  the s ta ff i ss ue  to rest. 
He t u r n e d  a t t e n t i o n  to A S  31 .0 5.0 23 (a ),  "The c o m m i s s i o n  shall 
e m p l o y  s u c h  s taf f as it c o n s i d e r s  n e c e s s a r y  to c a r r y  o u t  its 
r e s o o n s i b i l i t i e s "  a n d  d e c i s i o n s  as m a y  be d ele g a t e d .  H e  s ai d  
that takes c ar e  o f  it.

C H A I R  K O H R I N G  c l o s e d  the p u b l i c  hearing.

N u m b e r  2767

R E P R E S E N T A T I V E  F A T E  m o v e d  to r e p o r t  HB 69 out of c o m m i t t e e  w i t h  
i n d i v i d u a l  r e c o m m e n d a t i o n s  a n d  the a c c o m p a n y i n g  z e r o  fi sca l 
n o t e ( s ) . T h e r e  b e i n g  no o bjection, HB 69 w a s  r e p o r t e d  f r o m  the 
H o u s e  S p e c i a l  C o m m i t t e e  on Oil a n d  Gas.

DRAFT

HB  1 6 - S T R A N D E D  G A S  D E V E L O P M E N T  A C T  A M E N D M E N T S

DRAFT

C H A I R  K O H R I N G  a n n o u n c e d  that the final o r d e r  of b u s i n e s s  w o u l d  
be H O U S E  B I L L  NO. 16, "An A c t  a m e n d i n g  the s t a n d a r d s  a p p l i c a b l e  
to d e t e r m i n i n g  whether, for p u r p o s e s  of the A l a s k a  S t r a n d e d  Gas 
D e v e l o p m e n t  Act, a p r o p o s e d  n e w  i n v e s t m e n t  c o n s t i t u t e s  a 
q u a l i f i e d  project, a n d  r e p e a l i n g  the d e a d l i n e  for a p p l i c a t i o n s  
re l a t i n g  to the d e v e l o p m e n t  of c o n t r a c t s  for p a y m e n t s  in l i e u  of 
taxes a n d  for r o y a l t y  a d j u s t m e n t s  that m a y  be s u b m i t t e d  for 
c o n s i d e r a t i o n  u n d e r  that Act; a n d  p r o v i d i n g  for an  e f f e c t i v e  
d a t e ."

N u m b e r  2728

R E P R E S E N T A T I V E  M c G U I R E  m o v e d  to a do pt  V e r s i o n  23- LS 0 1 0 1 \ H ,  
Chenoweth, 2/6/03, as the w o r k  draft. T h e r e  b e i n g  n o  o b je ct io n, 
V e r s i o n  H w a s  b e f o r e  the committee.

N u m b e r  2711

R E P R E S E N T A T I V E  FATE, s p o n s o r  of HB 16, e x p l a i n e d  that the bill 
is a r e a u t h o r i z a t i o n  of the A l a s k a  S t r a n d e d  G as  D e v e l o p m e n t  Act  
{"the Act") w i t h  a m e n d men ts . T h e  p u r p o s e  of the Act is to a l l o w  
n e g o t i a t i o n s  b e t w e e n  p r o d u c e r s  a n d  the S t a t e  of Alaska. T he  
l e g i s l a t i o n  p r o p o s e s  n e w  l a n g u a g e  for w h a t  is a q u a l i f i e d  
project. It a l l o w s  all forms of n a t u r a l  gas t h r o u g h  the 
pipeline, i n c l u d i n g  g a s - t o - l i q u i d s  ( G T L s ) , l i q u e f i e d  n a t u r a l  gas 
(LNG), a n d  n a t u r a l  gas; the Act, b y  contrast, a l l o w e d  just LNG, 
to his  r e c o l l e ct ion . It i sn't r o u t e - sp ec if ic , he noted, s i n c e  a 
lot of b i l l s  a n d  r e s o l u t i o n s  f r o m  the p r e v i o u s  l e g i s l a t u r e  d e a l t  
w i t h  that subject. M os t  important, h e  said, it r e p e a l s  the
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d e a d l i n e  for a p p l i c a t i o n .  H e  t o l d  m e m b e r s  that e v e n  t h o u g h  the 
p r e v i o u s  v e r s i o n  a l l o w e d  for o t h e r  investors, the b i l l  s p e c i f i e s  
that A l a s k a n  b u s i n e s s e s  o r  c o r p o r a t i o n s  c a n  "go i n t o  this 

% p i p e l i n e  w i t h  e q u i t y  u p  to 10 p e r c e n t "  [of the e s t i m a t e d  c o s t  of 
c o n s t r u c t i n g  a q u a l i f i e d  p r o j e c t ] , a n d  it a l l o w s  g e n e r i c a l l y  for 
the m a r k e t  to be e i t h e r  d o m e s t i c  or  foreign.

N u m b e r  2580

R E P R E S E N T A T I V E  R O K E B E R G  r e c a l l e d  w o r k i n g  on the A l a s k a  S t r a n d e d  
Ga s D e v e l o p m e n t  A c t  s e v e r a l  y e a r s  a g o  in the H o u s e  S p e c i a l  
C o m m i t t e e  on O i l  a n d  Gas, a n d  that one b o n e  of c o n t e n t i o n  was 
w h a t  type of p r o d u c t  it w o u l d  c o v e r  a n d  the p r o h i b i t i o n  of GT L s  
b y  the Act. A l l u d i n g  to S e c t i o n  2 of V e r s i o n  H, he  a s k e d  
R e p r e s e n t a t i v e  F a t e  a b o u t  h i s  i n t e n t i o n  on c on t r a c t  d e v e l o p m e n t  
w i t h  r e g a r d  to A l a s k a - b a s e d  b u s i n e s s e s ,  as w e l l  as the r a t i o n a l e  
b e h i n d  h a v i n g  e q u i t y  n o t  e x c e e d  10 pe rcent.

R E P R E S E N T A T I V E  F A T E  r e s p o n d e d  that the p r o v i s i o n  for  A l a s k a n  
b u s i n e s s  i n t e r e s t s  is to e n c o u r a g e  A l a s k a n  b u s i n e s s e s  w i t h  the 
c a p a b i l i t y  a n d  w h i c h  c a n  b e c o m e  q u a l i f i e d  to e n t e r  i nt o  this. 
N o t h i n g  w o u l d  p r e v e n t  a c o r p o r a t i o n  that c a n  q u a l i f y  fr o m  
p a r t i c i p a t i n g ,  h e  said, w h e t h e r  it is a  N a t i v e  c o r p o r a t i o n ,  a 
c o m b i n a t i o n  o f  N a t i v e  c o r p o r a t i o n s ,  or a c o m b i n a t i o n  of A l a s k a -  
b a s e d  banks. W i t h  r e g a r d  to the 10 p er cent, he  s a i d  it is not 
jus t a n e g o t i a t i n g  tool, but  is s i m p l y  b e c a u s e  he  s u r m i s e s  that 
the p r o d u c e r s  d o n ' t  w a n t  to e x c l u d e  a n y o n e  bu t d o n ' t  w a n t  to 
d i l u t e  t h e i r  o w n e r s h i p  to the e x t e n t  that it b e c o m e s  
u n p r o f i t a b l e  a n d  i n h i b i t s  c o n s t r u c t i o n  of a p i p e l i n e .

N u m b e r  2445

R E P R E S E N T A T I V E  R O K E B E R G  a c k n o w l e d g e d  the n e e d  to h e a r  from 
witne sse s,  b u t  s a i d  he i n t e r p r e t e d  th a t  [limit of 10 pe rc e n t ]  as 
r e s t r i c t i n g  the p i p e  s i z e  a n d  c o mp ani es ' a b i l i t y  to p a r t i c i p a t e .  
H e  o f f e r e d  h i s  u n d e r s t a n d i n g  that  n o t h i n g  in the [Act] r e s t r i c t s  
a n y  A l a s k a - b a s e d  c o m p a n y  f r o m  p a r t i c i p a t i n g ;  ther efo re , the 
[new] l a n g u a g e  is r e d u n d a n t  a n d  just say s s u c h  a c o m p a n y  
c o u l d n ' t  h a v e  m o r e  th a n  10 p e r c e n t  of the equit y. H e  a s k e d  
w h e t h e r  that w a s  R e p r e  e n t a t i v e  F a t e ' s  i ntention.

R E P R E S E N T A T I V E  F A T E  answe re d,  "It w a s  the i nte n t  to en cou r a g e ,  
... so that t h e r e ' s  n o t  too b i g  of ... p a r t i c i p a t i o n  y o u  m i g h t  
see b y  s o m e b o d y  of the A l a s k a n  —  unless, of course, th e y  c a n  —  
y o u ' r e  right: m a y b e  th e y  c a n  c o m e  in w i t h  m o r e  than  10 pe rc e n t .
M a y b e  th e y  c a n  t ake all  the risk."

R E P R E S E N T A T I V E  R O K E B E R G  a s k e d  wh et her , then, [BP E x p l o r a t i o n  
(Alaska) Inc.], a n  A l a s k a - b a s e d  company, c o u l d  o n l y  i n v e s t  10 
percent.

R E P R E S E N T A T I V E  F A T E  a g r e e d  w i t h  R e p r e s e n t a t i v e  R o k e b e r g 's 
o b s e r v a t i o n  a b o u t  red un dan cy , b ut  s a i d  h e  w a n t e d  to m a k e  it 
c l e a r  that A l a s k a n  b u s i n e s s e s  c a n  inv est  in this if they 
qualify.

N u m b e r  2355

C H A I R  K O H R I N G  p o i n t e d  out that  p a r t  of the Act, A S  4 3 .8 2. 110 , 
st i p u l a t e s  th? c o n d i t i o n s  u n d e r  a n y  g r o u p  c a n  be  c o n s i d e r e d  a 
c a n d i d a t e  for p o t e n t i a l  o w n e r s h i p  in the gas pipel in e.  He sa i d  
he, too, w o n d e r e d  a b o u t  a d d i n g  that 10 p e r c e n t  p r o v i s i o n .

R E P R E S E N T A T I V E  F AT E  a g a i n  a c k n o w l e d g e d  the r e d u n d a n c y  a n d  s a i d  
the p r o v i s i o n  is to e n c o u r a g e  A l a s k a n s  to p a r t i c i p a t e .
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N u m b e r  2299

1 C H A I R  K O H R I N G  r e f e r r e d  to the fact that [the e x i s t i n g  l a n g u a g e  
of the A c t  set f o r t h  in S e c t i o n  2 of V e r s i o n  H] s a y s  the 
c o m m i s s i o n e r  m a y  d e v e l o p  a c o n t r a c t  that i n c l u d e s  [various 
terms, i n c l u d i n g  the  n e w  terms of p a r a g r a p h  (5) that d i s c u s s  
A l a s k a - b a s e d  c o r p o r a t i o n s  or b u s i n e s s e s  a n d  the 10 p e r c e n t  
p r o v i s i o n ) . He  e x p r e s s e d  c o n c e r n  that it s ee ms to g i v e  the 
c o m m i s s i o n e r  a u t h o r i t y  to m a k e  those d e c i s i o n s  w h e n  the ow n e r s  
of the p i p e l i n e  m a y  n o t  c o n c u r  w i t h  the c o m m i s s i o n e r ' s  deci si on .

R E P R E S E N T A T I V E  F A T E  r e s p o n d e d  that at o n e  t ime h e ' d  p l a n n e d  to 
take it out, b u t  h a d  d e c i d e d  to leave it in, b e c a u s e  it m i g h t  be 
a s t i m u l u s  to h e l p  p r o p e l  the p i p e l i n e  forward, a n d  b e c a u s e  it 
g iv es  a c l e a r  p o i n t  to start from  for n e g o t i a t i n g  w i t h  rega d  to 
e i t h e r  a n  A l a s k a - b a s e d  b u s i n e s s  or e v e n  the  f i n a n c i e r s  of the 
pip el ine . "And w e ' v e  l a b o r e d  long a n d  h a r d  w i t h  the s t a f f  a n d  
ot h e r  p e o p l e  f r o m  the i n d u s t r y  to d i s c u s s  this," he r emarked. 
He conclu de d,  "We'll w a i t  a n d  see at the e n d  of the d a y  ... w h a t
w e  w i l l  do w i t h  that 10 p e r c en t. "

N u m b e r  2203

R E P R E S E N T A T I V E  K E R T T U L A  n o t e d  that the o r i g i n a l  A c t  w a s  to 
e n c o u r a g e  d e v e l o p m e n t  of N o r t h  S l o p e  gas a n d  to a d d  a t i m e l i n e  
for d e v e l o p m e n t .  W i t h  V e r s i o n  H, however, it a p p e a r s  to be "all 
gas, a n y w h e r e  at a n y  time." She q u e s t i o n e d  w h e t h e r  that
b r o a d n e s s  is intended, w i t h  n o  e x p i r a t i o n  d a t e  a n d  n o  s i d e b a r s  
on w h e r e  [the gas] g o e s  o r  w h e r e  it's from.

R E P R E S E N T A T I V E  F A T E  a g r e e d  that it is b r o a d  a n d  le av e s  the r o u t e  
a n d  types of n a t u r a l  gas open-ended, w h i c h  h e  sa i d  is i n t e n d e d  
to s t i m u l a t e  d e v e l o p m e n t  of the gas p i p e l i n e  in a m o r e  r a p i d  
fashion.

N u m b e r  2028

R E P R E S E N T A T I V E  K E R T T U L A  q u e s t i o n e d  the i n c e n t i v e  if t h e r e  is no
e x p i r a t i o n  date. She  e x p r e s s e d  c o n c e r n  a b o u t  w h e n  this w o u l d
h av e  to o c c u r  a n d  w h a t  the i n c e n t i v e  r e a l l y  w o u l d  be. She 
o b s e r v e d  t hat the r o y a l t y  [may be i n c l u d e d  in the c o n t r a c t  in 
the Act, S e c t i o n  2 of V e r s i o n  H] a n d  s u g g e s t e d  that m a y  b e  the 
o n l y  incentive.

N u m b e r  2008

R E P R E S E N T A T I V E  R O K E B E R G  r e f e r r e d  to s u b p a r a g r a p h  (C) on  p a g e  2 
[Section 1 of V e r s i o n  H ] , n o t i n g  that it m e n t i o n s  "any  o t h e r  
technology", w h i c h  R e p r e s e n t a t i v e  Fate h a d  s a i d  m a y  a p p l y  to 
G T L s . R e p r e s e n t a t i v e  R o k e b e r g  r e c a l l e d  the a r g u m e n t  in 1998 
[when the A c t  was  passed] that it s h o u l d  b e  r e s t r i c t e d  b e c a u s e  
it is a d i s i n c e n t i v e  to b u i l d  a gas line. He s a i d  the bill 
r e a l l y  o pe ns  u p  that debate, w h i c h  m a y  be  the p r o p e r  o n e  to h a v e  
a g a i n  b e c a u s e  of t e c h n o l o g i c a l  c h ang es  a n d  o t h e r  c o n s i d e r a t i o n s .  
He r e q u e s t e d  t e s t i m o n y  fro m  w i t n e s s e s  a b o u t  that.

N u m b e r  1°28

R E P R E S E N T A T I V E  C R A W F O R D  r e f e r r e d  to R e p r e s e n t a t i v e  K e r t t u l a ' s  
q u e s t i o n  a n d  s a i d  it s eems [Version H) is w o r d e d  so that it 
co u l d  a p p l y  to e v e n  a v e r y  small project, r a t h e r  tha n r e l a t i n g  
to just a gas p i p e l i n e  fro m the N o r t h  Slope. He a s k e d  w h e t h e r  
that is the intent.
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[ R e p r e s e n t a t i v e  F at e  r e s p o n d e d  b y  s a y i n g  the int ent  is "to 
l a t i t u d e  64 North ."  He l ate r c o r r e c t e d  hi s s t a t e m e n t  b e c a u s e  
the o r i g i n a l  v e r s i o n  of H B  16, no t V e r s i o n  H, r e f e r r e d  to "the 
a r e a  of the s t at e l y i n g  n o r t h  of 64 d e g r e e s  Nor'-h latitud e" .)

N u m b e r  1809

R O G E R  MARKS, P e t r o l e u m  Economist, E c o n o m i c  R e s e a r c h  Section, T a x  
Division, D e p a r t m e n t  of Revenue, n o t e d  that h e ' d  w o r k e d  o n  the 
Ac t in 1998 a n d  t h e r e f o r e  h a d  so m e  f a m i l i a r i t y  w i t h  its his tory, 
intent, a n d  me ch a n i c s .  He p o i n t e d  out that the d e p a r t m e n t  h a d  
p r o v i d e d  a t h r e e - p a g e  o v e r v i e w  [in a d d i t i o n  to the anal ysi s]  as 
pa r t  of its fiscal n o t e  [for H B  16].

R E P R E S E N T A T I V E  R O K E B E R G  o b s e r v e d  that [the fiscal note] is a b o u t  
h al f  a m i l l i o n  dollars.

N u m b e r  1693

R E P R E S E N T A T I V E  K E R T T U L A  a s k e d  Mr. M a r k s  w h e t h e r  the d e p a r t m e n t  
h a d  l o o k e d  at p o s s i b l e  loss to the s ta te  in terms of r oya l t i e s .  
She a l s o  a s k e d  that he  d i s c u s s  the o r i g i n a l  inte nt  of the Act.

MR. MARKS, w h o  w a s  p a r t i c i p a t i n g  v i a  t e l ec on fer en ce , s a i d  he 
h a d n ' t  h e a r d  the first q u e s t i o n  a n d  so b e g a n  a d d r e s s i n g  the 
hi story. He e x p l a i n e d  that in 1797 the l e g i s l a c u r e  p a s s e d  
HB 250, w h i c h  e s t a b l i s h e d  a N o r t h  S l o p e  gas c o m m e r c i a l i z a t i o n  
te a m  in the a d m i n i s t r a t i o n  to r e s e a r c h  a n d  r e c o m m e n d  c h a n g e s  to 
the s t a t e  l a w  to e n c o u r a g e  c o m m e r c i a l i z a t i o n  of N o r t h  S l o p e  gas; 
u n d e r  H B  250, the a d m i n i s t r a t i o n  w a s  s u p p o s e d  to i ss ue  a r e p o r t  
to the  g o v e r n o r  b y  F e b r u a r y  of 1998. T h a t  t ea m  d i d  the r e s e a r c h  
a n d  c o n c l u d e d  that the N o r t h  S l o p e  gas c o m m e r c i a l i z a t i o n  p r o j e c t  
faced c o n s i d e r a b l e  risks. B e c a u s e  of the siz e of the p r o j e c t  
n e e d e d  to m a k e  the gas co mme rc ia l,  there w e r e  b i g  cos t r i s k s  a n d  
g a s - p r i c e  r i s k s  to the s p o n s o r s .

MR. M A R K S  to l d  m e m b e r s  that, in addition, "we" c o n c l u d e d  that 
the s t a t e ' s  fiscal s y s t e m  a c t u a l l y  e x a c e r b a t e d  t h os e r i sk s 
b e c a u s e  of  three g e n e r a l  c h a r a c t e r i s t i c s .  T h e  f i r s t  w as  
u n c e r t a i n t y :  a v e r y  h i g h - c o s t  p r o j e c t  w i t h  m a r g i n a l  e c o n o m i c s
c o u l d  b e  f e a s i b l e  u n d e r  a c e r t a i n  fiscal s y s t e m  a n d  b u i l t  u n d e r  
that system, but tha t s y s t e m  c o u l d  b e  c h a n g e d  b y  statute, w h i c h  
w o u l d  s u d d e n l y  m a k e  the p r o j e c t  no t f e a s i b l e  a f t e r  it w a s  built.

MR. M A R K S  e x p l a i n e d  the s e c o n d  risk, the s o - c a l l e d  r e g r e s s i v e  
tax s y s t e m  for p r o d u c t i o n  t ax  a n d  roya lt ie s.  W h e n  p r o f i t s  ar e 
high, [the state] g e t s  a small s ha re  of the p rof it s;  w h e n  
p r o f i t s  a r e  low, it ge t s  a l arg e share. Th a t  e x a c e r b a t e s  the 
l o w - p r i c e  r i s k  to sponsors, he  said, b e c a u s e  m a k i n g  l ar ge 
p a y m e n t s  to the s t a t e  w h e n  p r i c e s  ar e l o w  c o u l d  i n c r e a s e  the 
p o s s i b i l i t y  of l os i n g  m o n e y  o r  n o t  r e c o v e r i n g  t h ei r invest men t.

MR. M A R K S  d i s c u s s e d  the t hir d risk. T h e  p r o p e r t y  tax is p a y a b l e  
on c e  c o n s t r u c t i o n  starts, w h i c h  c o u l d  b e  y e a r s  b e f o r e  r e v e n u e  is 
ge ne r a t e d .  On a "time v a l u e  of mo ne y" [basis], it l o w e r s  the 
sponsors' r at e  of r e t u r n  a n d  i n c r e a s e s  the p r o b a b i l i t y  th a t  they 
w o n ' t  b e  a b l e  to r e c o v e r  t h e i r  investment.

N u m b e r  1452

MR. M A R K S  tol d  m e m b e r s  that a f t e r  the t e a m  i s s u e d  its r e p o r t  to 
the g o v e rno r,  it w o r k e d  w i t h  the m a j o r  Pr u d h o e  Ba y p r o d u c e r s  to 
d e v e l o p  l e g i s l a t i o n  to de a l  w i t h  t hose risks. The  r e s u l t  wa s 
HB 393, w h i c h  u l t i m a t e l y  b e c a m e  t j A l a s k a  S t r a n d e d  Gas 
D e v e l o p m e n t  Act, A S  43.82. In general, the law p r o v i d e d  a
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m e c h a n i s m  for c o n v e r t i n g  the s t a t e ' s  fiscal s y s t e m  f r o m  a 
s t a t u t o r y  b a s i s  to a c o n t r a c t u a l  basis, w h i c h  p r o v i d e s  for 
g r e a t e r  fi s c a l  c ert ai nt y.  T h e  f i s c a l  s y s t e m  w o u l d  be n e g o t i a t e d  
b e t w e e n  the a d m i n i s t r a t i o n  a n d  the p r o j e c t  sponsors; p o s s i b l y  as 
pa r t  of the t er ms  of the n e g o t i a t i o n ,  a less r e g r e s s i v e  f i s c a l  
s y s t e m  c o u l d  b e  p u t  in place. Mr. M a r k s  n o t e d  a n o t h e r  p r o b l e m  
w i t h  a r e g r e s s i v e  system: at h i g h  prices, the s t a t e  p r o b a b l y
gets  less m o n e y  than it could.

N u m b e r  1362

MR. M A R K S  d i s c u s s e d  the g e n e r a l  m e c h a n i c s  of the p r o c e s s .  A  
s p o n s o r  w o u l d  su bm i t  a p r o j e c t  p l a n  a n d  a p p l i c a t i o n  to the 
a d m i n i s t r a t i o n ;  if a c c e p t a b l e  u n d e r  the terms of the Act, the 
a d m i n i s t r a t i o n  w o u l d  then b e g i n  n e g o t i a t i n g  the f i s c a l  t erms 
w i t h  the sponsor. N o t i n g  that u n d e r  the A c t  all ta x p r o v i s i o n s  
in the c u r r e n t  s t a t u t e s  w o u l d  be  o n  the table, Mr. M a r k s  
e x p l a i n e d  tha t b e c a u s e  the r o y a l t y  r e p r e s e n t s  the s t a t e ' s  
o w n e r s h i p  interests, it wa s the j u d g m e n t  of the a d m i n i s t r a t i o n  
that the s t a t e  s h o u l d  ke e p  the o n e - e i g h t h  - w h i c h  is 12.5 
p e r c e n t  - r o y a l t y  rate for P r u d h o e  Bay  gas, b u t  t hat s ome 
r o y a l t y  p r o v i s i o n s  c o u l d  b e  n e g o ti ate d,  namely, the t i m i n g  for 
taki ng  r o y a l t y - i n - k i n d  (RIK) or r o y a l t y - i n - v a l u e  ( R I V ) ] g a s  a n d  
the p r o v i s i o n s  for e s t a b l i s h i n g  the v a l u a t i o n  m e t h o d  f o r  the 
royalty.

MR. M A R K S  e x p l a i n e d  that o n c e  a c o n t r a c t  w a s  n e g o t i a t e d ,  
p r e l i m i n a r y  f i n d i n g s  w o u l d  b e  s u b m i t t e d  to the g o v e r n o r ;  i f  the 
g o v e r n o r  c h o s e  to p ro ceed, t h o s e  f i n d i n g s  w o u l d  b e  g i v e n  to the 
l e g i s l a t u r e  a n d  the p u b l i c  for a 3 0 - d a y  r e v i e w  p e ri od.  A f t e r  
that, the c o m m i s s i o n e r  of r e v e n u e  w o u l d  m o d i f y  the c o n t r a c t u a l  
terms as a p p r o p r i a t e ,  a n d  if a c c e p t a b l e  to the spo nsor; a final 
c o n t r a c t  w o u l d  b e  s u b m i t t e d  to the go vernor; the g o v e r n o r  w o u l d  
tr an s m i t  the c o n t r a c t  to the l e g i s l a t u r e  w i t h  the r e q u e s t  for 
a u t h o r i z a t i o n  to e x e c u t e  the c o n t ra ct;  a n d  the l e g i s l a t u r e  w o u l d  
v o t e  on it.

MR. M A R K S  a d d r e s s e d  o t h e r  p r o v i s i o n s .  C a l l i n g  the p r o p e r t y  tax 
the b r e a d  a n d  b u t t e r  for m u n i c i p a l i t i e s ,  he e x p l a i n e d  that 
m u n i c i p a l i t i e s  w e r e  c o n c e r n e d  a b o u t  t he ir  interests' n o t  b e i n g  
r e p r e s e n t e d  in a n e g o t i a t i o n .  As p a r t  of the Act, t he re f o r e ,  a 
m u n i c i p a l  a d v i s o r y  g r o u p  w a s  set u p  to p a r t i c i p a t e  in d e v e l o p i n g  
the c o n t r a c t  terms. In addition, there a r e  p r o v i s i o n s  i.a the 
A c t  for m a k i n g  ga s a v a i l a b l e  to c o m m u n i t i e s ;  for l o ca l hire; a n d  
for d e a l i n g  w i t h  c o n f i d e n t i a l  i n f o r m a t i o n  p r o v i d e d  b y  the 
s p o n s o r s .

N u m b e r  1208

MR. M A R K S  a l s o  p o i n t e d  out that t he re  was  a q u e s t i o n  of the 
c o n s t i t u t i o n a l i t y  of the A c t  as a whole, a n d  w h e t h e r  this 
s w i t c h i n g  to a c o n t r a c t  [basis] b y  o n e  l e g i s l a t u r e  is b i n d i n g  a 
future l eg is l a t u r e .  N o t i n g  that A r t i c l e  IX [Section 1] of the 
st at e c o n s t i t u t i o n  says that the p o w e r  of ta xa t i o n  s h a l l  n e v e r  
be surr en der ed , suspended, or c o n t r a c t e d  away, Mr. M a r k s  
r e p o r t e d  that it was the D e p a r t m e n t  of L a w ' s  j u d g m e n t  that [the 
Act] w a s  c o n s t i t u t i o n a l  b e c a u s e  it w as  s im p l y  p u t t i n g  fiscal 
terms i n t o  a c o n t r a c t u a l  form. Cert ai nl y,  he said, a f u t u r e  
l e g i s l a t u r e  w o u l d  be  a b l e  to a d d  tax terms a f t e r  the c o n t r a c t  
w a s  in place, but the c o n t r a c t  itse lf  w o u l d  be "a s o l e m n  p l e d g e  
or a m o r a l  c o m m i t m e n t  by  the s t a t e  that o n c e  it a g r e e s  to this 
contract, it w o u l d  n o t  c h a n g e  it." L i k e n i n g  it to "a m e s s a g e  to 
the f ut u r e  f r o m  on e l e g i s l a t u r e  to ano th er, " Mr. M a r k s  s a i d  it 
w as  the a d m i n i s t r a t i o n ' s  p o s i t i o n  that it w a s n ' t  a i r t i g h t  but 
was "a s t r o n g  m o r a l  m es s a g e . "
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N u m b e r  1101

MR. M A R K S  i n f o r m e d  the c o m m i t t e e  that the D e p a r t m e n t  of R e v e n u e  
g e n e r a l l y  s u p p o r t s  HB  16. He a d d e d  that p o s s i b l y  the
a d m i n i s t r a t i o n  w o u l d  s u b m i t  some ame nd ments, a l t h o u g h  he w a s n ' t  
a w a r e  of w h a t  t h e y  w o u l d  be.

N u m b e r  1070

MR. MARKS, in r e s p o n s e  to a q u e s t i o n  fro m R e p r e s e n t a t i v e  
Rokeberg, s a i d  h e ' d  o n l y  h a d  [Version H] for about o ne- h a l f  h o u r
an d h a d n ' t  h a d  t i m e  to s t u d y  it.

R E P R E S E N T A T I V E  R O K E B E R G  r e f e r r e d  to [Section 1], the p r o p o s e d
a m e n d m e n t s  to A S  4 3 . 8 2 . 1 0 0  u n d e r  the h e a d i n g  " Qu ali fi ed  
p r o j e c t . "  He  a s k e d  w h e t h e r  the n e w  l an g u a g e  in s u b p a r a g r a p h s  
(A), (B ), a n d  (C) w o u l d  a f f e c t  the d e p a r t m e n t ' s  fiscal note.

MR. M A R K S  s a i d  he  d i d n ' t  b e l i e v e  so.

N u m b e r  1023

R E P R E S E N T A T I V E  K E R T T U L A  o f f e r e d  h e r  u n d e r s t a n d i n g  that p ar t  of
the i nt e n t  w i t h  th e A c t  w a s  to "try to get the g as  going." She 
a s k e d  Mr. M a r k s  w h e t h e r  the l a c k  of a n  e x p i r a t i o n  da t e  [in the 
bill] c o u l d  a c t u a l l y  r e s u l t  in some  d i s c o u r a ge men t,  a n d  w h e t h e r
h e ' d  e v e r  l o o k e d  at the e c o n o m i c  p i c t u r e  in terms of w h e t h e r
h a v i n g  a n  e x p i r a t i o n  d a t e  w o u l d  p r o v i d e  moti va ti on .

MR. M A R K S  s ai d  [the d e p a r t m e n t ]  h ad n ' t  l o o k e d  at that question.

N u m b e r  0955

R E P R E S E N T A T I V E  K E R T T U L A  r e f e r r e d  to the r e g r e s s i v e  n a t u r e  of the 
tax. S h e  a s k e d  Mr. M a r k s  w h e t h e r  [the department] has l oo k e d  at 
s h i f t i n g  that tax so that w h e n  the r e t u r n  is high, the tax is
high, a n d  w h e n  the r e t u r n  is low, the s tate w o u l d  "shift
a r o u n d ."

MR. M A R K S  s ai d  that is e x a c t l y  wh a t  w a s  e n v i s i o n e d  to be s h i f t e d  
to. He added, "That 's  w h a t  w e  call a p r o g r e s s i v e  system, ... 
which, again, r e d u c e s  the r i s k  of low  p r i c e s  to the spo ns or s and  
giv es  the s t a t e  the o p p o r t u n i t y  to m a k e  mo r e  m o n e y  w h e n  p r i c e s  
are  h i g h . "

N u m b e r  0917

R E P R E S E N T A T I V E  K E R T T U L A  a s k e d  w h e t h e r  that is wh a t  it is 
e n v i s i o n e d  that the c o m m i s s i o n e r  w o u l d  n e g o t i a t e  for in the
c o n t r a c t .

MR. M A R K S  n o t e d  that e i g h t  p r i n c i p l e s  to str iv e for in the A c t
are l i s t e d  in e x i s t i n g  A S  4 3 . 8 2 . 2 1 0 ( b ) .  C a l l i n g  it a blend, he
s a i d  s o m e  of t h o s e  "sort of c o u n t e r  e a c h  o t h e r , " bu t that on e 
p r i n c i p l e  - w h i c h  is o n e  d i r e c t i o n  n e g o t i a t i o n  w o u l d  take - is 
that all  things b e i n g  equal, a p r o g r e s s i v e  s y s t e m  is b e t t e r  than 
a r e g r e s s i v e  one.

N u m b e r  0793

J O E  M A RU SH ACK , V i c e  Pr esident, A l a s k a  N o r t h  S lo pe Ga s
C o m m e r c i a l i z a t i o n ,  C o n o c o P h i l l i p s  Alaska, t e s t i f i e d  that his 
c o m p a n y  is w o r k i n g  h a r d  to c o m m e r c i a l i z e  A l a s k a  N o r t h  S lop e 
(ANS) g as  t h r o u g h  d e v e l o p m e n t  of a g as  p i p e l i n e  f rom Alas ka
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th r ou gh  C a n a d a  to the L o w e r  48. U r g i n g  p a s s a g e  of H B  16, he 
said it is n e e d e d  so that C o n o c o P h i l l i p s  A l a s k a  a n d  o t h e r s  m a y  
in it i a t e  formal d i s c u s s i o n s  w i t h  the state, l e a d i n g  to a fiscal 
a g r e e m e n t  on c o m m e r c i a l i z a t i o n  for A N S  gas.

MR. M A R U S H A C K  r e p o r t e d  that C o n o c o P h i l l i p s  A l a s k a  ha s p u r s u e d  a 
c le ar  s t r a t e g y  to c o m m e r c i a l i z e  A N S  gas  for m o r e  than a y e a r  a n d  
a half, i n c l u d i n g  f e d e r a l  e n a b l i n g  l e g i s l a t i o n  to p r o v i d e  a m o r e  
time ly  a n d  c e r t a i n  U.S. p e r m i t t i n g  a n d  r e g u l a t o r y  framework; 
federal fiscal l e g i s l a t i o n  that w o u l d  m i t i g a t e  the r i s k  of 
u n e x p e c t e d l y  l o w  g a s  prices; and s t a t e  fiscal l e g i s l a t i o n  like 
H B  16 that p r o v i d e s  a m e c h a n i s m  for h is  company, the state, a nd  
ot he rs  to a d d r e s s  is s u e s  r e g a r d i n g  h o w  the gas w i l l  be  valued, 
h o w  it w i l l  b e  taxed, h o w  local i m p ac ts w i l l  be a d dr ess ed , a n d  
h o w  d e v e l o p m e n t  c o s t s  will  be treated.

MR. M A R U S H A C K  s a i d  that s i n c e  at least 1973, A l a s k a n s  a n d  
c o m p a n i e s  th e y  w o r k  for h a v e  l a b o r e d  to o v e r c o m e  s i g n i f i c a n t  
c h a l l e n g e s  :a b r i n g i n g  A l a s k a n  gas to the market. He c i t e d  
c h a l l e n g e s  o l  the n a t u r a l  e n v i r o n m e n t  s uch as terrain, climate, 
e l e v a t i o n  ch anges, a n d  s e a s o n a l  c o n s t r u c t i o n  limits; t e c h n i c a l  
c h a l l e n g e s  that h a v e  r e q u i r e d  u s e  of n e w  m a t e r i a l s  a n d  e q u i p m e n t  
s p e c i f i c a l l y  c o n s t r u c t e d  for this projec t;  an d th e n a t u r e  of 
this comm od it y, w i t h  p r i c e  u n c e r t a i n t y  a n d  v o l a t i l i t y  b e i n g  at 
odds w i t h  the h u g e  i n v e s t m e n t  a n d  l o n g - t e r m  fiscal c o m m i t m e n t s  
required. On the  o t h e r  hand, h e  said, A l a s k a n s  h a v e  a h u g e  
o p p o r t u n i t y  for a d d i t i o n a l  jobs in c o n s t r u c t i o n  a n d  o p e r a t i o n  of 
the pipeline, a n d  the s t a t e  t r e a s u r y  ha s the p r o s p e c t  of a 
s i g n i f i c a n t  n e w  r e v e n u e  stream, funds for a d d i t i o n a l  se rvices. 
S u g g e s t i n g  the s t a t e ' s  c o m m u n i t i e s  h a v e  an o p p o r t u n i t y  to s h a r e  
in the c r e a t i o n  of  n e w  wealch, he to l d  me mbers:

T h e  p r o j e c t  c a n  b e c o m e  a reality, a n d  the time  to m o v e  
f o r w a r d  t o g e t h e r  is now. P a s s a g e  of HB 16 is the 
f ir st  st e p  t hat the A l a s k a n  g o v e r n m e n t  c o u l d  take 
t o wa rd s a d d r e s s i n g  n e c e s s a r y  l e g i s l a t i o n  to m o v e  the 
ga s p i p e l i n e  p r o j e c t  forward. However, I a s k  c a u t i o n  
r e g a r d i n g  a n y  n e w  a m e n d m e n t s  or  m o d i f i c a t i o n s  that m a y  
h a v e  u n i n t e n d e d  c o n s e q u e n c e s  a n d  c a u s e  f u r t h e r  delays.
W e  n e e d  a c l e a n  bill that o p e n s  u p  the s t r a n d e d  gas 
A c t  p roc e s s ,  n o t  o n e  that ad d s  ch al le nge s.  In 
closing, C o n o c o P h i l l i p s  a sk s  that y o u  p a s s  this 
legi sl ati on .

MR. M A R U S H A C K  r e q u e s t e d  c l a r i f i c a t i o n  as to w h e t h e r  the 
c o m m i t t e e  w a s  a d d r e s s i n g  H B  16 o r  [Version H ] , but s a i d  h e  w a s  
p r e p a r e d  to d i s c u s s  either.

C H A I R  K O H R I N G  c l a r i f i e d  that b e f o r e  the c o m m i t t e e  wa s V e r s i o n  H. 

N u m b e r  0531

R E P R E S E N T A T I V E  C H E N A U L T  a s k e d  Mr. M a r u s h a c k  for his th ou g h t s  on 
V e r s i o n  H a n d  w h e t h e r  it h e l p s  or h i n d e r s  the project.

MR. M A R U S H A C K  a n s w e r e d  that he h a d n ' t  s t u d i e d  it in g r e a t  
detail, h a v i n g  r e c e i v e d  it a few m i n u t e s  b e f o r e  the hearing, but 
that it a p p e a r s  to g e n e r a l l y  w o r k  - a n d  p r o v i d e  w h a t  hi s c o m p a n y  
ne ed s it for - b y  r e m o v i n g  the [a pp li c a t i o n  d ea dline] d a t e  a n d  
o p e n i n g  up  the A c t  so it a d d r e s s e s  a n a t ur al  gas pipel in e.  
However, he e x p r e s s e d  c o n c e r n  that Se c t i o n  2 m a y  be s o m e w h a t  
c o n t r a r y  to c o m m e r c i a l  n e g o t i a t i o n s .  He s a i d  it seems the s t a t e  
sh o u l d n ' t  d i c t a t e  w h o  the p a r t i e s  h o l d i n g  an e q u i t y  i n t e r e s t  in 
a c o m m e r c i a l  c o n t r a c t  w o u l d  be. T h e  (indisc.) a n d  the A c t  
alx*eady c o n t e m p l a t e  tha t a n y  c o m p a n y  ca n p a r t i c i p a t e  if it
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b r i n g s  v a l u e  to the table. He added:

A n y  p a r t y  that  b r i n g s  v a l u e  to the t a bl e is a p a r t y
that the c o m p a n i e s  c a n  p r o b a b l y  w o r k  w i t h  a n d
n e g o t i a t e  with. I a l s o  w o u l d n ' t  see tha t it m a k e s  
s en se  ... for a n y b o d y  w h o  can c r e a t e  v a l u e  to  be  
l i m i t e d  to 1 percent, 10 percent, 50 per ce nt . But 
t hos e a r e  c o m m e r c i a l  n e g o t i a t i o n s .  ... W e ' v e  h a d  s o m e
d i s c u s s i o n s  w i t h  c e r t a i n  i n d i v i d u a l s  l ik e  this, a n d  w e  
al wa y s  g i v e  the s am e  m ess a g e :  If t h er e' s true v a l u e
there, w e ' l l  p r o b a b l y  g o i n g  to b e  a b l e  to ... b r i n g
that to the table. If t h e r e ' s  r e a l l y  n o t  true v a l u e
there, w e  h a t e  to se e a c t i v i t i e s  that w o u l d  m a k e  the
n e g o t i a t i o n s  - a n d  h a v e  u n i n t e n d e d  c o n s e q u e n c e s  
d e l a y  this p r o j e c t  ... ev e n  further.

N u m b e r  0381

R E P R E S E N T A T I V E  M c G U I R E  a s k e d  w h e t h e r  there is a n y  h a r m  in 
k e ep in g (Section 2] in there, though.

MR. M A R U S H A C K  a c k n o w l e d g e d  that hi s i n t e r p r e t a t i o n  m a y  b e  wrong, 
but  s a i d  it a p p e a r s  that i n d i v i d u a l s  m a y  b e  l o o k i n g  for a 
c o m m e r c i a l  a d v a n t a g e  t h r o u g h  the l e g i s l a t i v e  pr oc e s s .  "And w e  
d o n ’t think th at 's  h e l p f u l  at a ll," he  remarked. He  in di c a t e d ,
however, that if it low e r s  the c o s t  a n d  c r e a t e s  a m o r e  v i a b l e  
project, t he n  it c r e a t e s  i n c r e m e n t a l  v a l u e  a n d  is "a n e g o t i a t i o n  
that g e n e r a l l y  l e a d s  to suc ces s. "

N u m b e r  0325

R E P R E S E N T A T I V E  R O K E F N R G  a s k e d  w h e t h e r  C o n o c o P h i l l i p s  is an 
A l a s k a - b a s e d  company.

MR. M A R U S H A C K  a n s w e r e d  that Ph il l i p s  P e t r o l e u m  C o m p a n y  [which 
m e r g e d  w i t h  C o n o c o  Inc. in 2002] w as  a D e l a w a r e  c o r p o r a t i o n  w i t h  
"branches, if y o u  w i l l , "  in v a r i o u s  a r e a s  i n c l u d i n g  A l a sk a.  
"Whethe r that c o n s t i t u t e s  a n  A l a s k a n  c o m p a n y  p e r  se, I d o n ' t  
k n o w  for sure," h e  added. "I c o n s i d e r  m y s e l f  to be a n  Al as k a n ,  
but h o p e f u l l y  ... I w o u l d  n o t  h a v e  m y  o w n e r s h i p  i n t e r e s t  l i m i t e d  
one  w a y  o r  a n o t h e r  if I w a n t e d  to d o  this p r o j e c t . "

R E P R E S E N T A T I V E  R O K E B E R G  r e m a r k e d  that one c o r p o r a t e  p r e d e c e s s o r  
of C o n o c o P h i l l i p s  w a s  A R C O  Alaska, Inc., w h i c h  at l e a s t  s h o u l d  
have h a d  an A l a s k a n  b u s i n e s s  license. D e e m i n g  Mr. M a r u s h a c k  to 
be an e x p e r t  on it, R e p r e s e n t a t i v e  R o k e b e r g  the n a s k e d  w h e t h e r  
he b e l i e v e s  it w o u l d  be h e l p f u l  or  n e c e s s a r y  fo r the b i l l  to 
i n c l u d e  a p r o v i s i o n  " a l l o w e d  b y  s p ec ia l A c t  of C o n g r e s s  a l l o w i n g  
the A l a s k a  r a i l r o a d  to i s su e IDB [Industrial D e v e l o p m e n t  
Bonds]," w h i c h  h e  s u g g e s t e d  m a y  b e  a p p l i c a b l e  to this p r o j e c t .

MR. M A R U S H A C K  a n s w e r e d  that f<~,r the b o n d i n g  p o t e n t i a l  w h i c h  he 
b e l i e v e d  R e p r e s e n t a t i v e  R o k e b e r g  w a s  t a l k i n g  about, if it w e n t  
t h ro ug h an In te r n a l  R e v e n u e  S e r v i c e  (IRS) test a n d  t r u l y  p a s s e d  
all the r e q u i r e m e n t s  so that p e o p l e  l e n d i n g  m o n e y  to th e p r o j e c t  
c o u l d  see that it a c t u a l l y  w o u l d  h a v e  a t a x - e x e m p t - b o n d  basis, 
then it a b s o l u t e l y  w o u l d  p r o v i d e  i n c r e m e n t a l  value. T o  the 
ext en t that the s t r e n g t h  of the federal g o v e r n m e n t  is b e h i n d  the 
fin an ci ng - w h i c h  h e  s a i d  h e  u n d e r s t a n d s  that tne b o n d s  m a y  oe 
able  to d o  - the i n t e r e s t  r ate c o u l d  be reduced; th a t  w o u l d  
reduce the tariff, r a i s e  the w e l l h e a d  value, a n d  i n c r e a s e  
royalties. Mr. M a r u s h a c k  p o i n t e d  out that h e  c o u l d n ' t  sa y
w h e t h e r  that p a r t i c u l a r  m e c h a n i s m  w o u l d  pa s s  a n  IRS test, and  
e m p h a s i z e d  the n e e d  to get  an IRS r u l i n g  that w o u l d  a l l o w  the 
p e o p l e  l e n d i n g  m o n e y  to this (project] to h a v e  e n o u g h  a s s u r a n c e
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that t he y  w o u l d  le n d  u n d e r  those s orts of terms.

N u m b e r  0050

R E P R E S E N T A T I V E  R O K E B E R G  i n d i c a t e d  there p o s s i b l y  c o u l d  b e  200 
b a s i s  p o i n t s  as a r e d u c e d  i n t e r e s t  rate. He s u g g e s t e d  that a 
IRS r u l i n g  m a y  p r o v i d e  f u r t h e r  p rot ec ti on , p a r t i c u l a r l y  if 
r e l a t e d  s p e c i f i c a l l y  to the p r o j e c t  lay i n c l u d i n g  it in the Act.

TAPE 03-4, SIDE A
N u m b e r  0001

MR. M A R U S H A C K  r e l a t e d  (his company's] a n a l y s i s  that it w o u l d  be  
p e r h a p s  m o r e  like  100 b a s i s  points. R egardless, h e  said, if the 
in t e r e s t  rate r e a l l y  w e r e  reduced, it w o u l d  c r e a t e  i n c r e m e n t a l  
value. He al s o  o f f e r e d  the b e l i e f  that f i n a n c i n g  d o e s n ' t  m a k e  a 
b a d  p r o j e c t  good; rather, it is u s e d  to m a k e  a g o o d  p r o j e c t  
b e t t e r  a n d  a c t u a l l y  get it off the ground. 'So w e  w o u l d  lo o k  at 
this ... on an u n f i n a n c e d  b a s i s  to b e g i n  with, a s s u m i n g  y o u  h a d  
full e q u i t y  i n t e r e s t  in this, a n d  then, if that p a s s e d  all the 
tests, so y o u  ... t hou gh t y o u  c o u l d  a c t u a l l y  sel l t ha t  to the 
fi n a nc ia l community, then y o u ' d  d o  that a n d  h o p e f u l l y  m a k e  a 
m o r e  e c o n o m i c  p r o j e c t  at that p o i n t  in time," he co nc l u d e d .

R E P R E S E N T A T I V E  R O K E B E R G  s u g g e s t e d  that this is k n o w n  to be  a 
g o o d  proje ct , b u t  just n e e d s  to p e n c i l  out.

N u m b e r  0121

R E P R E S E N T A T I V E  F A T E  asked, if t he re  w e r e  a "mix an d ma t c h "  of 
fi n a n c i a l  r a t i n g s  on  this project, h o w  the i n v e s t m e n t  b a n k e r s  
w o u l d  l o o k  at it.

MR. M A R U S H A C K  replied;

T h i s  h a p p e n s  all the time, a n d  it d e p e n d s  o n  ... h o w  
y o u  w a n t  to s t r u c t u r e  this - w h e t h e r  it's p r o j e c t  
financed, w h e t h e r  it's f i n a n c e d  b y  the a b s o l u t e  
b a l a n c e  s h ee t of the co mpanies. I d o n ' t  t h i n k  w e ' r e  
at a p o i n t  ye t w h e r e  w e  k n o w  the a n s w e r  to that, ... 
a n d  w e  d o n ' t  e ve n  k n o w  w h o  w o u l d  own  this p i p e l i n e  
y e t .

C urrently, ... or at l east last year, w e  w e r e  w o r k i n g  
w i t h  B P  a n d  E x x o n M o b i l  C or poration, C o n o c o P h i l l i p s ;  
th os e c o m p a n i e s  h a v e  v e r y  s tro n g  b a l a n c e  s h e e t s  a n d  
c o u l d  get r e l a t i v e l y  g o o d  fin an ci ng rates. Bu t h o w  
that  w o u l d  a ll  b l e n d  together, I think, is one  of the 
th in g s  that n e e d s  to be w o r k e d  out, w h i c h  is a c t u a l l y  
s o m e t h i n g  that I t hin k n e e d s  to h a p p e n  in H B  16.

I b e l i e v e  that o n e  of the real a d v a n t a g e s  to ... y o u r  
b i l l  is that it's g o i n g  to a l l o w  p e o p l e  from the s t a t e  
a n d  p e o p l e  from the p r o d u c e r s  to sit a r o u n d  ... the 
t a b l e  for a long p e r i o d  of time a n d  talk  a b o u t  iss u e s  
ju s t  like this: W h a t  do e s  f i n a n c i n g  d o  to this
p r o j e c t ?  C a n  y o u  get fi na n c i n g ?  Wh a t  if the s t a t e  
n e e d s  s o m e t h i n g  that is in co nf l i c t  w i t h  w h a t  the 
fin an ci al p e o p l e  t h i n k  they n e e d  to see?

T h e r e ' s  a m y r i a d  of issues, w h i c h  is w h y  I th ink  thi s 
b i l l  is i m p o r t a n t  to g et p a s s e d  r igh t now, b e c a u s e  I 
d o n ' t  a c t u a l l y  see us g e t t i n g  t h r o u g h  this re a l  
qu ickly. I h o p e  w e  do, but  I t hin k it's g o i n g  to b e  
v e r y  c o m p l i c a t e d  a n d  take  a lot of w o r k  from the s t a t e
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a n d  t h e  p r o d u c e r s ,  a n d  a lot of s h a r i n g  of 
i n fo nn at io n, p r o b a b l y  b r i n g i n g  in ex perts. It's ju s t  
a v e r y  c o m p l i c a t e d  p ro ject. T h e r e ' s  n o t h i n g  like it 
on  earth.

N u m b e r  0276

R E P R E S E N T A T I V E  C R A W F O R D  asked, s i n c e  this b il l  a p p a r e n t l y  o p e n s  
it u p  to a n y  p r o j e c t  at a n y  time, w h e t h e r  Mr. M a r u s h a c k  s e e s  
that as k e e p i n g  it a c l e a n  b il l  or  w h e t h e r  it a d d s  h ur dles.

MR. M A R U S H A C K  replied:

Cl ea rl y,  C o n o c o P h i l l i p s  is f o c u s e d  on a L o w e r  48 
p i p e l i n e .  W e ' v e  r u t  a lot of t i m e  a n d  e f f o r t  i nt o  
that. A n d  if thi bil l  pass es , w e  ar e g o i n g  to c o m e  
f o r w a r d  a n d  a s k  tc qualify, a n d  w a n t  to n e g o t i a t e  on  a 
L o w e r  48 p i n e l i n e  u s in g A N S  g a s  ... as the p r o d u c t  f o r  
that. But h a v e  no  p r o b l e m  w i t h  o p e n i n g  this u p  to 
o t h e r  o p p o r t u n i t i e s  .... F o r  instance, ... I ' m  n o t  
sur e  this w o r k s  for E v e r g r e e n  [ R e s o u r c e s ] , b u t  I h o p e  
E v e r g r e e n  is t r e m e n d o u s l y  s u c c es sf ul,  a n d  if t h e r e ' s  
o t h e r  o p p o r t u n i t i e s  ou t there, I t h i n k  t h a t ' s  a g o o d  
thing.

I d o n ' t  k n o w  if this is w h e r e  y o u ' r e  h e a d i n g  o r  not: 
th e r e ' s  c l e a r l y  a p r o b l e m  w e  fa c e  in W a s h i n g t o n  (D.C.) 
w i t h  th e c o n c e p t  of c o m p e t i n g  p r o j e c t s  - a lot of 
c o n f u s i o n  a b o u t  ... w h a t  d o e s  A l a s k a  r e a l l y  want, do  
th e y  r e a l l y  w a n t  a L o w e r  48 p i p e li ne , do t h e y  w a n t  
s o m e t h i n g  else. A n d  ... m y  m e s s a g e  is always, "I 
t h i n k  thi s is a b o u t  the o n l y  p r o j e c t  th a t  w o r k s  r i g h t  
now, a n d  w e  s h o u l d  a b s o l u t e l y  f ocus on that." But ...
I ' m  n o t  r e c o m m e n d i n g  that w e  l imit u t i l i z a t i o n  of this  
to a L o w e r  48 p i p e l i n e  r i g h t  now. I d o n ' t  t h i n k  
t h a t 's n e c e s s a r y .

N u m b e r  0452

K E N  KONRAD, S e n i o r  V i c e  President, B P  E x p l o r a t i o n  (Alaska) Inc., 
n o t i n g  that h e  is the c o m p a n y ' s  v i c e  p r e s i d e n t  for gas, o f f e r e d  
the f o l l o w i n g  te stimony:

S i g n i f i c a n t  time, effort, a n d  m o n e y  has b e e n  d e d i c a t e d  
to d e v e l o p  a v i a b l e  g a s  p i p e l i n e  p r o j e c t  to 
c o m m e r c i a l i z e  A l a s k a ' s  e n o r m o u s  ga s re source. T h r o u g h  
2002  a n d  c o n t i n u i n g  into  this year, BP ha s u n d e r t a k e n  
f u r t h e r  t e c h n o l o g y - a n d - d e s i g n  o p t i m i z a t i o n  w o r k  o n  the 
p r o j e c t  in a n  e f f o r t  to r e d u c e  the cost  of this $20- 
b i l l i o n  p roj ec t.  W e ' r e  v.v .ng c l o s e l y  w i t h  state, 
federal, a n d  C a n a d i a n  a g e n c y  s t a f f  a r o u n d  a d v a n c e d  
m a t e r i a l s  a n d  design, a n d  a r e  i n v i t i n g  t h e m  to w i t n e s s  
k e y  t e s t s  BP w il l  be u n d e r t a k i n g  t his y e a r  to v a l i d a t e  
m u c h  of the w o r k  w e ' v e  done. R e s u l t s  to d a t e  a re  v e r y  
e n c o u r a g i n g .  However, t e c h n i c a l  w o r k  a l o n e  w i l l  n o t  
be  s u f f i c i e n t  to m a k e  an  A l a s k a  g a s  p i p e l i n e  a 
reality.

B e f o r e  a p r o j e c t  can a d v a n c e  to the ne x t  stage, th re e 
k e y  g o v e r n m e n t  a c t i o n s  arc need ed:  a c l e a r  a n d
p r e d i c t a b l e  r e g u l a t o r y  p r o c e s s  w i t h  the C a n a d i a n  
g o v e r n m e n t  a n d  First Nations, a c l e a r  a n d  p r e d i c t a b l e  
s t a t e  fiscal f r a m e w o r k  a r o u n d  g a s  in Alaska, a n d  the 
p a s s a g e  of i m p o r t a n t  U.S. f e de ra l l e g isl at io n.  W h i l e  
s u c c e s s  is n e e d e d  on all t h r e e  fronts, the o ne  t hing
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A l a s k a  i ts e l f  c a n  do  co a d v a n c e  a n  A l a s k a  gas p i p e l i n e  
is to sit d o w n  a n d  w o r k  w i t h  i n d u s t r y  to d e v e l o p  a 
fiscal f r a m e w o r k  for gas that p r o v i d e s  c o n f i d e n c e  that 
the r ules of the g a m e  w o n ' t  c h a n g e  later. A c h i e v i n g  
this m u t u a l l y  a g r e e d  f r a m e w o r k  will  a ls o  send a 
p o w e r f u l  s ig n a l  to W as hi ngt on , D.C., th a t  A l a s k a  is 
i n d e e d  r e a d y  to see ... a g as  p i p e l i n e  p r o j e c t  
a d v a n c e .

N u m b e r  0602

MR. K O N R A D  c ont in ue d:

W e ' r e  v e r y  e n c o u r a g e d  that o u r  n e w  g o v e r n o r  has 
a l r e a d y  s p o k e n  to h is  d e s i r e  to a d v a n c e  the 
d e v e l o p m e n t  of a p r e d i c t a b l e  fisc al  f r a m e w o r k  for gas, 
a n d  are s i m i l a r l y  e n c o u r a g e d  tha t the n e w  l e g i s l a t u r e  
a p p e a r s  r e a d y  to s u p p o r t  a d v a n c i n g  this  i m p o r t a n t  
agenda. ... R e a u t h o r i z i n g  the s t r a n d e d  gas A c t  v i a  
H o u s e  B il l  16 is a g o o d  idea. We  s u p p o r t e d  the 
o r i g i n a l  s t r a n d e d  ga s A c t  w h e n  it w a s  d e b a t e d  a n d  
c o n t i n u e  to do so. H o u s e  Bil l 16 c a n  p r o v i d e  a 
f r a m e w o r k  that s u p p o r t s  n e g o t i a t i o n  t o w a r d  a c l e a r  a n d  
p r e d i c t a b l e  fiscal r e g i m e  in Alaska, a n d  as such, w i l l  
h e l p  s u p p o r t  f o r w a r d  p r o g r e s s  o n  gas 
c o m m e r c i a l i z a t i o n .

But we  d o n ’t n e c e s s a r i l y  n e e d  to w a i t  on  p a s s a g e  of 
this bil l to b e g i n  e n g a g i n g  on the topic. D i a l o g  w i t h  
a small, e x p er ie nce d,  informed, a n d  e m p o w e r e d  
n e g o t i a t i n g  t e a m  m a d e  u p  of r e p r e s e n t a t i v e s  of the 
s t a t e  a n d  the p r o d u c e r s  ca n c o m m e n c e  a ny time. U n d e r  
a n y  c ir cu ms ta nce , a n y  a g r e e m e n t s  w o r k e d  w i t h  the s tate 
w i l l  r e q u i r e  l e g i s l a t i v e  r e v i e w  a n d  approval.

W e  d o  b e l i e v e  that if H B  16 a dvances, it's i m p o r t a n t  
that the b i l l  r e t a i n s  its f ocus a n d  s i m p l i c i t y  as it 
m o v e s  t h r o u g h  the l e g i s l a t i v e  pr ocess. Otherwise, 
there's p o t e n t i a l  failu re  in the e v e n t  the bil l 
b e c o m e s  o v e r b u r d e n e d  w i t h  e x t r a n e o u s  p ro v i s i o n s .

N u m b e r  0717

MR. K O N R A D  i n f o r m e d  m e m b e r s  that h e ' d  just r e c e i v e d  V e r s i o n  H 
o n e - h a l f  hou r  e a r l i e r  a n d  h a d n ' t  h a d  a c h a n c e  to r e v i e w  it. He  
s a i d  it a p p e a r s  to be " r e a s o n a b l y  clean ,"  a l t h o u g h  he  s a i d  h e ' d  
w a n t  to look at the o w n e r s h i p  p r o v i s i o n  m o r e  c l o s e l y  to m a k e  
su r e  it d o e s n ' t  i n a d v e r t e n t l y  r e s t r i c t  hi s c o m p a n y ' s  a b i l i t y  to 
r e t a i n  an  i n t e r e s t  in the project.

MR. K O N R A D  r e i t e r a t e d  that the o ne  t hi ng the s t a t e  ca n d o  to 
h e l p  m o v e  a gas line f o r wa rd is to take t a n g i b l e  steps t o w a r d s  
a c h i e v i n g  fiscal certai nt y. "That, c o m b i n e d  w i t h  U.S. f e d era l 
l e g i s l a t i o n  a n d  c o n t i n u e d  r e g u l a t o r y  p r o g r e s s  in Canada, wil l 
a l l o w  A l a s k a  to r e a l i z e  the e x t r a o r d i n a r y  o p p o r t u n i t i e s  for 
jobs, revenue, a n d  e c o n o m i c  stability, as the g as  p i p e l i n e  c a n  
o f f e r  for d e c a d e s  a n d  d e c a d e s  to co me ," he t o l d  me mb ers . H e  
c o n c l u d e d  by s a y i n g  that "BP sta nd s r e a d y  to w o r k  p r o d u c t i v e l y  
w i t h  the s ta te  t o w ard s a c l e a r  a n d  p r e d i c t a b l e  fiscal re gime,"

N u m b e r  0809

R E P R E S E N T A T I V E  R O K E B E R G  i n q u i r e d  a b o u t  the p o l i t i c a l  s i t u a t i o n  
w i t h  r eg a r d  to "the F irs t N a t i o n s  issue" in C a n a d a  as w e l l  as 
the c u r r e n t  p o s i t i o n  in O t t a w a  on g r a n t i n g  p e r m i t s  and  g o i n g
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f o r w a r d  o n  this p r o j e c t .

MR. K O N R A D  r e p l i e d  that [his company] c o n t i n u e s  to h a v e  a n u m b e r  
of " f a i r l y  p r o d u c t i v e "  c o n v e r s a t i o n s  w i t h  b o t h  the F i r s t  N a t i o n s  
p e o p l e  a n d  the C a n a d i a n  regulat or s,  w h o  "have t a b l e d  a c o n c e p t  
that w e  b e l i e v e  c a n  w o r k  ... to co m e  u p  w i t h  ... a simple, 
s i n g l e  r e g u l a t o r y  p r o c e s s . "  He said t here is s ti ll  a l i t t l e  
w ay s  to go in terms of  a c t u a l l y  f o r m a l i z i n g  that. Mr. K o n r a d  
told m e m b e r s  that h e  b e l i e v e s  thin gs are en co u r a g i n g ,  a l t h o u g h  
c l e a r l y  the b i g  f ocus ri gh t n o w  in C a n a d a  is e n s u r i n g  ta ngi b l e  
p r o g r e s s  on the M a c k e n z i e  V a l l e y  project. He e x p r e s s e d  s u p p o r t  
for that, o f f e r i n g  h i s  b e l i e f  that the two p r o j e c t s  are 
c o m p l e m e n t a r y  a n d  w i l l  s e q u e n c e  naturally, a n d  s a i d  the N o r t h  
A m e r i c a n  m a r k e t  c a n  " c e r t a i n l y  u s e  all the ga s it c a n  get." He 
added, "Ev er y i n d i c a t i o n  is that th e y  w ill b e  s u p p o r t i v e  of our  
p r o j e c t  on c e  w e  g e t  s o m e  of these o t h e r  k e y  g o v e r n m e n t  a c t i o n s  
in p l a c e ."

N u m b e r  0931

R E P R E S E N T A T I V E  R O K E B E R G  a s k e d  w h e t h e r  the [Canadian] federal 
g o v e r n m e n t  is a c t u a l l y  "in the way" a n d  w h e t h e r  his c o m p a n y  is 
a c t u a l l y  a b l e  to n e g o t i a t e  w i t h  t h e m  now.

MR. K O N R A D  a n s w e r e d  that he d o e s n ’t t h i n k  th e y ' r e  s t a n d i n g  in 
the w a y  at all. H e  s a i d  a n u m b e r  of ideas h a v e  b e e n  tabled, bu t 
in g e n e r a l  there is c o n c u r r e n c e .  He added, "However, like 
e v e r y o n e  else, th e y  h a v e  fi nit e resou rc es;  t h e y ' r e  f o c u s e d  r i g h t  
n o w  o n  the M a c k e n z i e  V a l l e y  projec t.  But  w e  c e r t a i n l y  h a v e  
e x p e c t a t i o n s  ... that  d u r i n g  this y e a r  w e ' l l  h a v e  h a d  t a n g i b l e  
... a n d  c o m p l e t e  p r o g r e s s  in the r e g u l a t o r y  arena."

R E P R E S E N T A T I V E  R O K E B E R G  o f f e r e d  his u n d e r s t a n d i n g  that m a n y  
s e l l e r s  of gas in the [Lower 48] fear that w h e n  this "bubb le  of 
gas" f r o m  the M a c k e n z i e  R i v e r  a r e a  a n d  A l a s k a  h i t s  the m a r k e t  it 
will  c a u s e  the m a r k e t  to be  depre ss ed , an d t ha t  t h e r e f o r e  those 
s e ll er s a r e  l o b b y i n g  in W a s h i n g t o n  [D.C.] a g a i n s t  i n c e n t i v e s  to 
b u i l d  a line. He a s k e d  w h e t h e r  that is on e of the b i g g e s i  
p r o b l e m s  [the pr od u c e r s ]  are  d e a l i n g  with.

MR. K O N R A D  r e s p o n d e d  that, clearly, a n u m b e r  of p a r t i e s  ar e 
s a y i n g  a n u m b e r  of things, a n d  t hat it is far f r o m  simple. He 
s a i d  that in Canada, however, "things feel ... p r e t t y  good," a n d  
that the g r o u p  t her e is a l m o s t  r e a d y  to f il e  p er mits; that 
p r o j e c t  s i m p l y  is a h e a d  of the A l a s k a n  p r o j e c t .  He i n d i c a t e d  
his c o m p a n y  c o n t i n u e s  to tell p e o p l e  in Canada, W a s h i n g t o n  
[ D . C . ], a n d  A l a s k a  that c l e a r l y  in the 2 0 1 0 - p l u s  t i m e f r a m e  the 
m a r k e t  w i l l  be a b l e  to e a s i l y  a c c o m m o d a t e  t h e s e  v o l u m e s  of gas. 
A  q u e s t i o n  on a n a t i o n a l  p o l i c y  i ss ue  is w h e t h e r  the p r e f e r e n c e  
is to h a v e  gas f r o m  Alaska, im p o r t  LNG, o r  b u r n  oil in p o w e r -  
g e n e r a t i o n  plants. H e  s a i d  it i s n ' t  a m a t t e r  of too m u c h  gas 
c o m i n g  into the marke t.

N u m b e r  1127

R E P R E S E N T A T I V E  K E R T T U L A  a s k e d  Mr. M y e r s  to d e s c r i b e  w h a t  
V e r s i o n  H p o s s i b l y  c o u l d  a p p l y  to, p a r t i c u l a r l y  w i t h  r e g a r d  to 
a n y  o t h e r  t e c h n o l o g y  or area.

N u m b e r  .1170

M A R K  MYERS, Di rector, D i v i s i o n  of Oil & Gas, D e p a r t m e n t  of 
Na t u r a l  R esources, ans we re d:

I b e l i e v e  it w o u l d  q u a l i f y  for, certainly, a n y  g a s - t o -
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l i q u i d s  p r o j e c t s ,  b a s i c a l l y  a n y  s t a t e w i d e  p r o j e c t  that 
c o u l d  p r o d u c e  the  v o l u m e  q u a l i f i c a t i o n s  of 500 b e f  
o v e r  the 2 0 - y e a r  period. It c o u l d  p o t e n t i a l l y  apply,
... I b el ieve, to n a t u r a l  g a s  l i q u i d s  s h i p p e d  down, 
say, ... a c o n v e n t i o n a l  o il  p i p e l i n e  like we  do n o w  on  
the Slope. So, b a si ca lly , it w o u l d  b e  s l o p e w i d e  a n d  
c e r t a i n l y  w o u l d  a p p l y  to L N G  as w e l l  as c o n v e n t i o n a l  
gas. It is c o n c e i v a b l e  in  som e basins, like the 
N e n a n a  basin, there m a y  b e  s u f f i c i e n c y  of gas, 
a s s u m i n g  t h e r e  w a s  a w a y  to e x p o r t  it b e y o n d  the 
F a i r b a n k s  m a r ke t,  to a p p l y  - a n d  p o s s i b l y  for coal b e d  
m et hane, [although] that w o u l d  be a l a r g e  q u a n t i t y  of 
coal b ed  m e t h a n e  gas to p r o d u c e  ... o ve r  a 2 0 - y e a r  
period. So, certa in ly , it ' s  b r o a d  a n d  flexible.

N u m b e r  1232

R E P R E S E N T A T I V E  K E R T T U L A  a s k e d  if t he re  is a real n e e d  for 
i n c e n t i v e s  for all p o s s i b l e  p r o j e c t s ,  no  m a t t e r  w h e n  o r  where.

MR. M A R K S  o f f e r e d  the j u d g m e n t  t hat g i v e n  the s ize of a l l  t hese 
pr ojects, they a r e  risky. F i s c a l  u n c e r t a i n t y  a dd s  to the o t h e r  
fi n a n c i a l  risks, h e  said, a n d  t h e s e  p r o j e c t s  a r e  m a r g i n a l  o r  "on 
the line" now, so a n y  r i s k  r e d u c t i o n  is g o o d  a n d  will h e l p  t he se  
p r o j e c t s .

R E P R E S E N T A T I V E  K E R T T U L A  asked, "Ho w far d o w n  w o u l d  y o u  r e d u c e  
that risk?"

MR. M A R K S  a n s w e r e d  that h e  b e l i e v e s  fis cal  [uncertainty] is a 
ri s k  that ca n b e  reduced, a n d  that he w o u l d n ' t  c h a r a c t e r i z e  it 
as "going down" b e c a u s e  the s t a t e  w o u l d n ' t  n e c e s s a r i l y  c o m e  o ut
b e h i n d  as a re s u l t  of s i m p l y  n a i l i n g  d o w n  its fiscal system. He
co ntinued:

In ad dition, this Ac t p r o v i d e s  the o p p o r t u n i t i e s  to 
i m p r o v e  the fi s c a l  s y s t e m  so that, indeed, u n d e r
c e r t a i n  c o n d it io ns,  e s p e c i a l l y  t ho se  of h i g h  prices, 
the s t a t e  c a n  ... c o m e  out  much, m u c h  b e t t e r  than w h a t  
it w o u l d  do ... u n d e r  the c u r r e n t  f is c a l  system. So I 
d o n ' t  b e l i e v e  the s t at e ... is g i v i n g  u p  a n y t h i n g  b y  
g o i n g  into th i s  p r o c e s s  and, indeed, c o u l d  ... c o m e  
out  far, far b e t t e r  t h a n  w h a t  it is now.

N u m b e r  1373

R E P R E S E N T A T I V E  K E R T T U L A  e x p r e s s e d  a "l aw yer 's  c o m m e n t  o r
con cern" a b o u t  o p e n i n g  this up. She a s k e d  h o w  d i f f i c u l t  it 
w o u l d  be to r e w r i t e  the s t a t u t e  so that i n s t e a d  of r e l y i n g  on a 
contract, the p r o v i s i o n  Mr. M a r k s  was  t a l k i n g  a b o u t  - in terms 
of m a k i n g  it a p r o g r e s s i v e  r a t h e r  than r e g r e s s i v e  tax s c h e m e  - 
w o u l d  b e  pu t in sta tute; that way, all p a r t i e s  w o u l d  k n o w  w h a t  
they a r e  getting.

MR. M A R K S  a n s w e r e d  that the s t a t u t e s  c o u l d  c e r t a i n l y  b e  c h a n g e d  
to m a k e  a m o r e  p r o g r e s s i v e  system, w h i c h  w o u l d  r e d u c e  the ri sks  
a s s o c i a t e d  w i t h  a r e g r e s s i v e  o r  " f r o n t - e n d - l o a d e d "  tax system. 
However, the i ss ue of fi sc al  u n c e r t a i n t y  w o u l d  remain. In 
f u r t h e r  response, h e  e x p l a i n e d  tha t the s t a t e  c o u l d  e s t a b l i s h  a 
s t a t u t o r y  fiscal r e g i m e  a n d  y e t  a s p o n s o r  w o u l d  q u e s t i o n  w h e t h e r  
to s p e n d  $20 b i l l i o n  w i t h o u t  k n o w i n g  w h a t  the tax rate w o u l d  be, 
w h i c h  m a y  m a k e  th e p r o j e c t  u n e c o n o m i c a l .  O n c e  the p r o j e c t  is 
built, o n e  c an 't  " u n b u i l d  it," he  p o i n t e d  out, a n d  so just 
h a v i n g  it be s u b j e c t  to c h a n g e s  in the [state's] fiscal s y s t e m  
ad d s  to the u n c e r t a i n t y  a n d  fis ca l risk.
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N u m b e r  1483

C H A I R  K O H R I N G  a n n o u n c e d  that H B  16 w o u l d  be  h e l d  o v e r  at the 
re q u e s t  of the sponsor, is w e l l  as to de a l  w i t h  q u e s t i o n s  a b o u t  
Se c t i o n  2 of V e r s i o n  H  a n d  to h a v e  d i s c u s s i o n s  w i t h  o t h e r  
groups. He e x p r e s s e d  s u p p o r t  for the c o n c e p t  of the b ill a n d  an  
inue nt  to m o v e  it f o r w a r d  soon. [HB 16 w a s  h e l d  over.]
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FISCA L NOTE

A NALYSIS CO N TINU ATIO N  

BILL DISCUSSION

The intent of the Stranded Gas Development Act, AS 43.82, is to provide a mechanism for achieving the 
fiscal certainty that potential project sponsors say they need before proceeding witl. the large investment 
needed to bring Alaska North Slope natural gas to market. The Act allows the state to negotiate a 
contract for payments in lieu of taxes with a project sponsor. This contract could cover all state and 
municipal taxes and royalties on a project, including state corporate income taxes, production taxes, 
royalties, state and municipal property taxes, and any special municipal assessments.

This bill (House Bill 16) would amend the 1998 Stranded Gas Development Act to:

- Expand the Act to include a natural gas pipeline to serve mid-America as an eligible project under the 
law. The existing statute limits the application of the Act to only liquefied natural gas projects. This 
change would allow sponsors of either an LNG project and/or a natural gas pipeline to mid-America to 
apply to the state under the provisions of the Act to negotiate a contract for payments in lieu of taxes. This 
amendment also would limit eligible applicants under the Act to only a natural gas pipeline to mid-America 
that would parallel the Trans-Alaska Pipeline System and the Alaska Highway, thereby eliminating from 
inclusion in the Act the so-called "over-the-top" route.

- Eliminate the June 30, 2001 deadline in existing statute for project applications. This legislation does not 
introduce a new deadline, but rather simply eliminates any deadline in statute.

- Add a requirement that only those projects producing gas from north 64 degrees north latitude (roughly 
Delta Junction) would qualify for the provisions of the Act.

STATE OF ALASKA B ILL NO. HB 16
2003 LEGISLATIVE SESSION

OPERATING EXPENSES

The Act allows the Department of Revenue under AS 43.82.240 to recover from a project applicant the 
costs of contracting with an independent consultant to assist the state in evaluating applications submitted 
under the Act and in developing contract terms. Those statutorily designated program receipts are shown 
above,

The Act does not allow the state to seek reimbursement from a project applicant for any other costs. The 
department would hire a project manager for the estimated two years of contract development, 
negotiations and approval, and the personnel services, travel and equipment expenses for that position 
and other commissioner's office expenses are shown in the fiscal note as General Fund money.

The above costs are essentially the same as the Legislature approved for the Department of Revenue in 
passing the 1998 Stranded Gas Act.
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The Stranded Gas Development Act

The Stranded Gas Development Act, AS 43.82, was passed into law by the Alaska 
Legislature in 1998. During the session it was House B ill 393. The application deadline 
for a project application under the Act was June 30, 2001. There were no applications by 
that date. Legislative action is required to reopen the option for a gas project developer. 
Such a reopener failed to win legislative approval last session, and has been introduced 
again this year as HB 16, sponsored by Representatives Fate and Whitaker.

The Act’s genesis was in HB 250, which in 1997 established a North Slope Gas 
Commercialization Team in the administration to research and recommend changes to 
state law to encourage commercialization o f North Slope gas. The team issued a report to 
the Governor in February 1998. The team’s conclusions were that the project faced 
considerable risk, namely construction cost risk and gas price risk, and the state’s fiscal 
system exacerbated those risks. Three o f the risks o f particular concern were fiscal 
uncertainty, the state’s regressive tax system, and the front-end aspects o f the fiscal 
system. We win liscuss these in turn.

Given the high cost o f the project, coupled with the volatility  o f gas prices, the project is 
financially risky. Given that the project is marginal under the current fiscal system, there 
is concern among potential project sponsors that i f  a project is started, the state could 
later modify the fiscal terms after the project had been built, changing its overall 
attractiveness to investors after they had invested. This is the fiscal uncertainty risk.

Second, there are two significant elements o f the state’s fiscal system that make it 
regressive. Regressivity means that the state’s take in terms o f share o f the profits is high 
at low prices and low at high prices. Regressive systems exacerbate the risk o f low prices 
to the project developers. First, the property tax is based on cost o f the asset. The higher 
the cost, the higher the tax. Second, the basis o f value for the severance tax and royalty is 
at the wellhead and does not consider capital and operating costs. Thus when capital and 
operating costs are high, and prices are low, the state’s take is a high percentage o f the 
low profits. (Regressive systems also reduce what the state’s take could be at high prices, 
which means the state loses out on a greater slice o f revenues during high prices and high 
profits.)

Third, the property tax makes for a front-end loaded system. The property tax is payable 
when construction begins, which could be several years before revenues start accruing. 
On a time value o f money basis, this diminishes the rate o f return on the project and 
exacerbates the risk o f not recovering the investment.
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After the team issued its report to the Governor, it  worked with the major Prudhoe Bay 
producers to develop legislation to deal with these risks. The producers at the time had 
been studying commercializing gas through an LNG project to tidewater. The result was 
HB 393.

The law provided a mechanism for converting the state’s fiscal system from a statutory 
basis to a contractual basis. This would provide for greater fiscal certainty. The fiscal 
system would be negotiated between the administration and the project sponsors and 
approved by the Legislature. And per the Act the contract terms could provide for a more 
progressive (less regressive) system.

The process for developing the contract was as follows: A  sponsor would submit a 
project plan and application to the administration for contract negotiation. The project 
had to produce 500 billion cubic feet w ithin 20 years and be an LNG export project. (The 
original b ill called for any project. It was changed to only LNG during the legislative 
process.)

The sponsor group would negotiate fiscal terms with the state. Payments to the state 
would be made in-lieu o f taxes. Fiscal terms would be customized to the specific project 
structure. The term o f the contract could not exceed 35 years.

The commissioner o f Revenue would be the primary agent for negotiating and 
implementing the contract. However, the commissioner o f Natural Resources is also 
responsible for reviewing the project plan for acceptability, and for negotiating changes 
in royalty terms, i f  any.

The law allowed the commissioner o f Revenue to use independent contractors to assist in 
the evaluation o f any project application, and to condition the contract on an agreement 
with the project applicant that it would fu lly  reimburse the state for the cost o f the 
contractors retained for the state’s analysis. The fiscal note for the legislation authorized 
the Department o f Revenue to collect and expend those application fees to cover its 
contractor costs. The Legislature also approved General Fund money tor the Department 
o f Revenue to hire a full-time project coordinator for two years to help manage the 
application review and negotiations. That position was never filled because there was no 
project application.

In addition to replacing state oil and gas production taxes and corporate income taxes 
with a contract for payments, the Act also allowed the Revenue commissioner to include 
municipal sales taxes, municipal special assessments, state and municipal property taxes 
and any other state or municipal taxes in the negotiations. The intent was to wrap up as 
much as possible into the contract for payments in lieu o f taxes.



Once a contract was developed, preliminary findings would be submitted to the governor. 
I f  the governor chose to proceed the preliminary findings would be given to the 
Legislature and the public. There would be a 30-day public review period.

A fter the review, the commissioner o f Revenue would modify the contractual terms as 
appropriate and i f  acceptable to the sponsors. The final contract would be submitted to 
the governor. The governor would transmit the contract to the legislature with a request 
for authorization to execute the contract. Finally, the legislature would vote on it.

There was great concern by local municipalities that a contract could compromise the 
property tax revenues they might receive, especially given the concerns about the 
property tax discussed above. Accordingly, the Act requires that a portion o f the 
payments due under the contract is paid to affected municipalities. Also, the law created a 
municipal advisory group to participate in developing contract terms.

The law also has provisions intended to help make gas available to communities, to 
promote local hire, and to deal with confidential infoimation provided by the sponsors.
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