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HB 16 STRANDED GAS DEVELOPMENT ACT AMENDMENTS

“An Act amending, for purposes of the Alaska Stranded Gas Development Act, the standards applicable to determining whether a 
proposed new investment constitutes a qualified project, the standards used to determine whether a person or group qualifies as a 
project sponsor or project sponsor group, and the deadline for applications relating to the development of contracts for payments in 
lieu of taxes and for royalty adjustments that may be submitted for consideration, and modifying the conditions bearing on the use of 
independent contractors to evaluate applications or to develop contract terms; providing statements of intent for the Act relating to us 
of project labor agreements and to reopening of contracts; and providing for an effective date."
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FISCAL NOTE
STA TE O F  ALASKA
2003 LE G ISL A T IV E  SESSION

Fiscal Note Number: 
Bill Version:
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2/28/03

A P R  (J 3 2003

Revision Date/Time (Note if correction):________
Title Stranded Oil & Gas Development Act

Amendments
Sponsor
Requester

Representative Fate

Dept. Affected:__________DCED______________
BRU Regulatory Commission of Alaska (399)
Component Regulatory Commission of Alaska

House Oil & Gas

Expenditures/Revenues

Component No. 

(Thousands of Dollars)

2417

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

[CHANGE IN REVENUES ~

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

i

TOTAL 0.0 0.0 0.0 CO 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Mark this box (X) if funding for tnis bill Is included in the Governr r's FY 2004 budget proposal: I

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate p age if necessary)

This bill has no fiscal impact on this agency.

Prepared by: G. Nanette Thompson. Chair______________________________ Phone 907-276-6222
Division Regulatory Commission of Alaska__________________________ Date/Time 2/5/03 6:00 PM
Approved by: Edgar Blalchford. Commissioner_________________________________ Date 2/5/2003______
Agency Department of Community & Economic Develoment___________

(R&vised 912031 OMD)
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S T A T E  O F  A L A SK A  Fiscal Note Number:
2003 L E G IS L A T IV E  S E S S IO N  Bill Version: CSHB 16(FIN)

(H) Publish Date: 3/19/03

FISCAL NOTE

Revision Date/Time (Note if correction): March 10, 2003_______ Dept. Affected]_________ Revenue_______
Title Stranded Gas_______________________________BRU Administration and Support
_____________ Development Act Amendments________________ Component Commissioner's Office
Sponsor Representatives Fate and Whitaker____________  __________________________
Requester House Oil and Gas Committee________________ Component No. 123

Expenditures/Revenues________________________________(Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services 89.5 89.5
Travel 25.0 25.0
Contractual 750.0 750.0
Supplies 2.0 2.0
Equipment 5.0 1.0
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 871.5 867.5 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) |

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 121.5 117.5
1005 GF/Program Receipts
1037 GF/Mental Health
1108 Statutorily Designated Receipts 750.0 750.0

TOTAL 871.5 867.5 0.0 0.0 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Check this box (X) if funding for this bill is included in the Governor's FY 2004 budget proposal: 

POSITIONS

' riEpriflTED oin

APR 0 M 2003

BP.NAlt. t-iivaiv)(.;t-
' 4 cowMiret

Full-time
Part-time
Temporary

1 1

ANALYSIS: (Attach a separate pope if necessary)

See attached analysis.

Prepared by: Larry Persily. Deputy Commissioner
Division Department of Revenue__________
Approved by:
Agency

Phone 465-5469
Dale/Time 3/10/03 4:32 PM

Larry Persily, Deputy Commissioner Date 3/10/2003
Department of Revenue

(Rcvkk ) <*7002 OMU)
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FISCA L N O T E  #4

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 z 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 s'ate 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 applicanl(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 O F ALASKA B ILL NO. CSHB 16(FIN)
2003 L E G ISL A T IV E  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 stale 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.

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 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 
stale 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 consliuclion 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 w ill discuss 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 lake is a high percentage o f tlie 
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 lime 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.

Page 3 of 5
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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 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 Revenue Commissioner would be the main agent for neg< dating 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 the Act are the gas 
valuation method and the timing o f royalty' in-kind and royalty in-value notices.

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 in 1998 also approved General Fund money for 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.

(Note: It is the intent this year o f  CSHB 1 ((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 fo r  those agencies to fulfill their work 
assignments in this effort.)

P age 4 of 5
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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.

After 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 w ith 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 information provided by the sponsors.
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IN  THE LEG ISLATU R E OF THE STATE OF A LA S K A

TW EN TY-TH IR D  LEG ISLATU R E - FIRST SESSION 

BY THE HO USE FINANCE C O M M IT T E E

A m ended: 3/26/03 
O ffered: 3/19/03

Sponsor(s): REPRESEN TA TIV ES FA TE, W hitaker, C hcnault, Holm, K ohring, Heinze, C raw ford ,
G uttenbcrg , Lynn

A  B IL L

FO R  AN  A C T  E N T IT L E D

1 "A n  A c t amending, fo r purposes o f the A laska Stranded Gas Development A ct, the

2 standards applicable to determ in ing w hether a proposed new investment constitutes a

3 qua lified  project, the standards used to determ ine whether a person o r group qualifies

4 as a pro ject sponsor o r pro ject sponsor group, and the deadline fo r applications r r ’ating

5 to the development o f contracts fo r payments in  lieu o f taxes and fo r royalty'

6 adjustments tha t may be subm itted fo r  consideration, and m odify ing the conditions

7 bearing on the use o f independent contractors to evaluate applications o r to develop

8 contract term s; p rov id ing  statements o f in ten t fo r  the Act re lating to use o f pro ject labor

9 agreements and to reopening o f contracts; and p rov id ing  fo r  an effective date."

10 BE IT  E N A C TE D  B Y  T H E  L E G IS L A T U R E  O F T H E  STATE OF A L A S K A :

11 *  Section 1. The uncodified law o f the State o f  Alaska is amended by adding a new section

12 to read:

23-LS0101MJ.A

CS FO R  HOUSE B ILL NO. 16(FIN) am
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1 LE G ISLA TIVE INTENT. It is the intent o f the legislature that

2 (1) in awarding contracts under the Alaska Stranded Gas Development Act. a

3 qualified sponsor or qualified sponsor group and contractors o f the qualified sponsor or

4 qualified sponsor group may develop and enter into project labor agreements w ith appropriate

5 collective bargaining organizations for each project for which a contract is entered into; and

6 (2) each contract fo r payments in lieu o f  taxes and for royalty adjustments

7 entered into under the Alaska Stranded Gas Development Act contain a provision by which

8 the contract may be reopened by any party to the contract; the subject matter o f the reopening

9 may be dealt w ith through the use o f  arbitration proceedings agreed on by the parties.

10 *  Sec. 2. AS 43.82.100 is amended to read:

11 Sec. 43.82.100. Q ua lified  pro ject. Based on information available to the

12 commissioner, the commissioner may determine that a proposal for new investment is

13 a qualified project under this chapter [O N LY ] i f  the project

14 (1) p r in c ip a lly  involves

15 (A) the transporta tion  o f na tura l gas bv pipeline t > one or

16 more markets, together w ith  any associated processing o r treatm ent:

17 (B ) [IS A  PROJECT FOR] the export o f  liquefied natural gas

18 from  the state to one o r more other states or countries: o r

19 (C) anv other technology that commercializes the shipment

20 o f na tura l gas w ith in  the state or fro m  the state to one o r more other states

21 or countries:

22 (2) would produce at least 500,000,000,000 cubic feet o f  stranded gas

23 w ith in  20 years from the commencement o f  commercial operations; and

24 (3) is capable, subject to applicable commercial regulation and

25 technical and economic considerations, o f making gas available to meet the reasonably

26 foreseeable demand in this state for gas w ith in  the economic proxim ity  o f  the project.

27 * Sec. 3. AS 43.82.110 is amended to read:

28 Sec. 43.82.110. Q ua lified  sponsor o r qua lified sponsor group. The

29 commissioner may determine that a person or group is a qualified sponsoijor qualified^)

30 sponsor group i f  the person or a member o f the group ?

31 (1) intends to own an equity interest in a qualified project, intends t o j j

: CSHB 16(FIN) am  -2- HB0016e
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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 o f  the fo llow ing criteria:

(A ) owns a working interest in at least 10 percent o f  the 

stranded gas proposed to be developed by a qualified project;

* Sec. 4. AS 43.82.170 is amended to read:

Sec. 43.82.170. A pp lica tion  deadline. The commissioner o f revenue or the 

commissioner o f  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 o f 

Revenue no later than M arch  31, 2005 [JUNE 30, 2001],

*  Sec. 5. AS 43.82.240(a) is amended to read:

(a) The commissioner may use independent contractors [AN  

INDEPENDENT CONTRACTOR) to assist in the evaluation o f  an application or in 

the development o f  contract terms under AS 43.82.200. The commissioner may 

condition the development o f a contract under AS 43.82.020 on an agreement by the 

applicant to reimburse the state for the reasonable expenses o f independent 

contractors [A N  INDEPENDENT CONTRACTOR] under :his section. A 

reim bursem ent o f expenses tha t is required in an agreement authorized bv this 

subsection may not exceed 51,500.000 fo r each application.

* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).

(B) has the right to purchase at least 10 percent o f  the stranded 

gas proposed to be developed by a qualified project;

(C) has the right to acquire, control, or market at least 10 

percent o f  the stranded gas proposed to be developed by a qualified project;

(D) has a net worth equal to at least 10 [33] percent o f the 

estimated cost o f  constructing a qualified project;

(E) has an unused line o f  credit equal to at least 1J5 [25] percent 

o f the estimated cost o f constructing a qualified project.

HB0016e -3-
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Representative Hugh (Bud) Fate

Phone: (907) 465-4976
Fax: (907) 465-3883
Toll Free: (866) 465-4976

State Capitol, Room 128 
Juneau, AK 99801

Military <k Veterans Affairs

Chair Resources 
Member:

Oil <£ Gar 
Transportation

Sponsor Statement 

CS for House Bill 16

“An Act amending, for purposes of the Alaska Stranded Gas Development Act, the standards 
applicable to determining whether a proposed new investment constitutes a qualified project, 
the standards used to determine whether a person or group qualifies as a project sponsor or 
project sponsor group, and the deadline for applications relating to the development of 
contracts for payments in lieu of taxes and for royalty adjustments that may be submitted for 
consideration, and modifying the conditions bearing on the use of independent contractors to 
evaluate applications or to develop contract terms; providing statements of intent for the Act 
relating to use of project labor agreements and to reopening of contracts; and providing for an 
effective date.”

House B ill 16 is cleanup language for the qualification and application procedures the 
Commissioners o f Natural Resources, Revenue, or Labor and W orkforce Development may use 
when considering a project involving natural gas. The changes update the language in order to allow 
continued interest in the development o f the resource. By expanding the areas o f potential gas 
exploration and development that fa ll under the Act.

Presently, statu.3 only allows for natural gas projects i f  the product is to be exported in a liquefied 
form. HB 16 resolves this lim itation, by expanding gas development and transportation in any form. 
W ith a lowering o f the bar in capitol net assets and lines o f credit, it  expands the potential fo r a 
number o f companies including those in Alaska, to become a part o f the pipeline project.

When the Alaska Stranded Gas Development Act-was passed, the language included an application 
deadline o f June 30, 2001. FIB 16 extends that deadline so the state and producers can resume 
contract negotiations with a clear understanding that the goal is the development o f Alaska’s natural 
gas for in-state, foreign and domestic markets.
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M E M O R A N D U M A p ril 2, 2003

SU BJE C T: Re draft SCS CSHB 16 (Resources), proposing amendments to the
Alaska Stranded Gas Development A c t (AS 43.82): would
inclusion in  an amendment proposed to AS 43.82.100, specifying 
the conditions o f  a qualified project, that set out a requirement that 
the project "p rinc ipa lly  involves the transportation o f  North Slope 
natural gas" prevent the project's transporting natural gas from  
other sources? (W ork Order No. 23-LS0101W )

T O :

F R O M :

Senator Scott Ogan 
Senate Resources Committee

4rJack Chenoweth
Assistant Revisor pf§t£tute: 

/  / ’ 
i s

Linda Hay has asked me to address the above-captioned question.

In  m y judgment, so long as the proposed project "p rinc ipa lly  involves" the movement o f  
North Slope natural gas to market, the pipeline contemplated could be used also to 
transport natural gas from  other sources.

The reference to "princ ipa lly  involves" was sought by the b ill sponsor in  the measure as 
introduced in  the House. The orig inal source o f  "p rinc ipa lly  involves" :s House B ill 519 
o f  the 22nd (preceding) Legislature, and it  appears in  the b ill as in trc iuced. I have no 
notes that would indicate the purpose to be addressed by that language, on ly a direction 
that the insertion (and others) be incorporated into the b il l w ithout change.

W ith  no w itte n  legislative history to guide, I  can on ly guess that, in last session's H B 
519, a principal reason fo r insertion o f  "princ ipa lly  involves" in place o f  "fo r" was to 
a llow  a measure o f  latitude for transportation in a proposed stranded gas pipeline project 
o f  natural gas not destined for out-of-Alaska sale — perhaps fo r in-state royalty gas or 
non-royalty gas sold for in-state purposes. The context in  which "princ ipa lly  involves" is 
used differs in  SCS CSHB 16 from the context in which it  was used in  HB 519, but the 
intent appears sim ilar. A  proposed project is not expected to serve exclusively as the 
means to move North Slope stranded gas, and should have some latitude as to the sources 
o f  natural gas that may eventually be transported.

JBC:lmb 
03-13 l.lm b



Chapter 43.82. A L A S K A  STRANDED GAS DEVELO PM ENT AC T 

Sec. 43.82.010. Purpose.

The purpose o f this chapter is to

(1) encourage new investment to develop the state's stranded gas resources by authorizing 
establishment o f fiscal terms related to that new investment w ithout significantly altering tax and 
royalty methodologies and rates on existing o il and gas infrastructure and production;

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

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

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

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

(1) periodic payment in lieu o f one or more taxes that otherwise would be imposed by the state 
or a m unicipality on the qualified sponsor or members o f the qualified sponsor group as a 
consequence o f 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 information available to the commissioner, the commissioner may determine that a 
proposal for new investment is a qualified project under this chapter only i f  the project

(1) is a project fo r the export o f liquefied natural gas;

(2) would produce at least 500,000,000,000 cubic feet o f stranded gas w ith in 20 years from the 
commencement o f commercial operations; and

(3) is capable, subject to applicable commercial regulation and technical and economic 
considerations, o f making gas available to meet the reasonably foreseeable demand in this state 
for gas w ith in the economic proxim ity o f 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 i f  the person or a member o f 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 essentia’ to 
construct and operate a qualified project; and

(2) meets one or more o f the fo llow ing criteria:

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

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

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

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

(E) has an unused line o f credit equal to at least 25 percent o f the estimated cost o f 
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 o f a contract under AS 43.82.020 evidencing that the requirements 
o f 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) A long w ith an application submitted under (a) o f this section, an applicant shall submit a 
proposed project plan for a qualified project that contains the fo llow ing information based on the 
information known to the applicant at the time o f application:

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

(2) a schedule o f proposed development activity leading to the projected commencement o f 
commercial operations o f the project,

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

(4) a description o f eacn lease or property that the applicant believes to contain the stranded 
gas that would be developed i f  the project was built;

(5) a description o f 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 w ith in  the economic
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proxim ity o f the project during the term o f the proposed contract, including proposed pipeline 
transportation and expansion rules i f  pipeline transportation is a part o f the proposed project;

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

(7) a detailed description o f options fo r the safe management and operation o f the p ro jt ">nce 
it  is constructed;

(8) other information that the commissioner o f revenue, in consultation w ith the commissioner 
c, natural resources, considers necessary to make a determination that

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

(B) the proposed project plan does not materially conflic t w ith the obligations o f a lessee to 
the state under a lease or under a pool, unit, or other agreement w ith  the state; and

(C) the proposed project plan describes satisfactory methods and terms for accommodating 
reasonably foreseeable demand fo r gas in this state w ith in the economic proxim ity o f the project 
during the term o f the proposed contract.

(c) The requirements o f (b) o f this section do not dim inish the obligations o f a qualified 
sponsor or member o f a qualified sponsor group to the state or restrict the authority o f the 
•ommissioner o f revenue or the commissioner o f natural resources under any other law or 

agreement relating to a plan o f 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 i f  the proposed project plan

(1) reflects a proposal fo r diligent development o f the project on the part o f the applicant;

(2) does not materially conflic t w ith the obligations o f a lessee to the state under a lease or 
under a pool, unit, or other agreement w ith the state; and

(3) describes satisfactory methods and terms for making gas available to meet the reasonably 
foreseeable demand in this state fo r gas w ith in the economic proxim ity  o f the project during the 
term o f the proposed contract.

Sec. 43.82.140. Review o f applications and determination o f qualifications.

(a) The commissioner shall review an application submitted under AS 43.82.120 to determine 
whether the provisions o f 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 i f  those provisions have been met.
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(b) I f  the commissioner approves an application under (a) o f this section, the commissioner 
and the commissioner o f natural resources shall review the proposed project plan submitted w ith 
the application to determine whether the provisions o f AS 43.82.130 have been met. The 
commissioner may approve the proposed project plan as a qualified project plan only i f  the 
commissioner o f natural resources concurs in the approval.

(c) The commissioner shall send to the applicant written notice o f and the reasons for the 
determinations made under (a) and (b) o f 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 o f the 
commissioner o f revenue or the commissioner o f natural resources under AS 43.82.140 may seek 
jud ic ia l review o f the determination.

(b) The only grounds for jud ic ia l review o f a determination made under AS 43.82.140 are

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

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

Sec. 43.82.160. M ultip le  applications fo r sim ilar 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 sim ilar or competing 
qualified projects or prohibits the commissioner o f revenue or the commissioner o f natural 
resources from rev^.w ing and approving applications and proposed project plans under AS
43.82.140 relating to sim ilar or competing qualified projects.

Sec. 43.82.170. Application deadline.

The commissioner o f revenue or the commissioner o f 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 o f Revenue no later than June 30, 2001.

Sec. 43.82.180. W ithdrawal o f applications.

Subject to the terms o f a reimbursement agreement under AS 43.82.240 or other agreement with 
the Department o f Revenue, the Department o f Natural Resources, the commissioner o f revenue, 
or the commissioner o f natural resources affecting the withdrawal o f 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 o f revenue submits a contract to the governor 
under AS 43.82.430 w ithout further obligation under this chapter.

Sec. 43.82.200. Contract development.

4



I f  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 o f one or more taxes as provided in AS 
43.82.210;

(2) terms developed under AS 43.82.220 relating to

(A ) tim ing and notice o f the state's right to take royalty in kind or in value; and

(B) royalty value;

(3) terms regarding the hiring o f Alaska residents and contracting w ith 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 o f a contract under AS 43.82.445 ; and

(7) other terms or conditions that are

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

(B) in the best interests o f the state.

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

(a) I f  the commissioner approves an application and proposed project plan under AS
43.82.140 , the commissioner ma> develop proposed terms for inclusion in a contract under AS
43.82.020 for periodic payment in lieu o f one or more o f the fo llow ing taxes that otherwise 
would be imposed by the state or a m unicipality on the qualified sponsor or member o f a 
qualified sponsor group as a consequence o f participating in an approved qualified project:

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

(2) o il 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;

5



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

(7) municipal speck, assessments under AS 29.46;

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

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

(b) I f  the commissioner chooses to develop proposed terms under (a) o f this section, the 
commissioner shall, i f  practicable and consistent w ith the long-term fiscal interests o f the state, 
develop the terms in a manner that attempts to balance the fo llow ing principles:

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

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

(3) the state's and affected municipalities' combined share o f the economic rent o f the 
approved qualified project under the contract should be relatively progressive; that is, the state's 
and affected municipalities' combined annual share o f the economic rent o f the approved 
qualified project generally should no*, increase when there are decreases in project profitab ility, 
or decrease when there are increases in project profitability;

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

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

(6) the terms should provide the state and affected municipalities w ith  a significant share o f 
the economic rent o f 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 o f 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 i f  possible to promote administrative certainty 
and efficiency.
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(c) Except as provided in (b) o f this section, the commissioner's discretion under this section 
in developing proposed terms fo r a contract under AS 43.82.020 is not lim ited to consideration 
o f the economic rent o f the approved qualified project.

Sec. 43.82.220. Contract terms relating to royalty.

(a) Notwithstanding any contrary provisions o f AS 38, the commissioner o f natural resources, 
w ith the concurrence o f the commissioner o f 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 m odify the tim ing and notice provisions o f the applicable o il and gas leases and 
unit agreements pertaining to the state's rights to receive its royalty on gas in kind or in value i f

(1) the v iab ility  o f the approved qualified project depends on long-term gas purchase and sale 
agreements;

(2) certainty over time regarding the quantity o f 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 o f the state's commitment to take its royalty share in value or in kind 
does not exceed the term o f the purchase and sale agreements; and

(4) the modification does not impair the ab ility  o f die approved qualified project or the state to 
meet the reasonably foreseeable demand in this state for gas w ith in economic proxim ity o f the 
project during the term o f the contract developed under AS 43.82.020 .

(b) Notwithstanding any contrary provisions o f AS 38, the commissioner o f natural resources, 
w ith the concurrence o f the commissioner o f 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 io r  the state's royalty share o f the gas production 
from an approved qualified project.

(c) The commissioner o f 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 o f the state's rights that relate to tim ing, 
notice, and rights to receive o il royalty in kind or in value under o il and gas leases or unit 
agreements.

Sec. 43.82.230. Contract terms relating to hiring o f 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 o f the qualified sponsor or qualified 
sponsor group to comply w ith all valid federal, state, and municipal laws relating to hiring 
Alaska residents and contracting w ith Alaska businesses to work in the state on the approved 
qualified project and not to discriminate against Alaska residents or Alaska businesses. W ithin 
the constraints o f 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 f the
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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 o f 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 o f work opportunities on 
the approved qualified project.

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

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

(e) For purposes o f 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 o f business in the state 
that competently and professionally deals in supplies, services, or construction o f the nature 
required fo r the approved qualified project; and

(C) is

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

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

( iii)  a lim ited liab ility  company and more than 50 percent o f 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 jo in t venture and a m ajority o f the venturers qualify as Alaska businesses under this 
paragraph;
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(2) "Alaska job  service organizations" means those offices maintained by the state and 
recommended by the Department o f Labor and W orkforce 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 fo r 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 o f 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 o f an independent contractor.

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

(b) An independent contractor selected under this section must sign an agreement regarding 
confidentiality and disclosures consistent w ith 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 o f an independent contractor under this section is not subject to AS 36.30 (State 
Procurement Code).

Sec. 43.82.250. Term o f contract; effective date.

The term o f 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 o f the contract may not 
exceed 35 years from  the commencement o f commercial operations o f the approved qualified 
project.

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

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

(1) made a finding that the assignment, addition, or withdrawal is consistent w ith the 
requirements o f AS 43.82.110 ; and
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(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 
o f a qualified sponsor or member o f a qualified sponsor group.

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

(d) The commissioner may not unreasonably w ithhold approval under (a) o f this section, but 
may condition the approval in any way reasonably necessary to protect the fiscal interests o f the 
state and to further the purposes o f this chapter.

(e) For purposes o f this section, an assignment includes a transfer o f stock or a partnership 
interest in a manner that changes control o f a qualified sponsor or member o f 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 
o f commercial operations o f the approved qualified project. The commissioner o f revenue, in 
consultation w ith the commissioner o f 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 o f commercial operations o f the approved qualified project.

Sec. 43.82.300. Requests fo r information.

The commissioner o f revenue or the commissioner o f 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 . I f  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 o f developing contract terms 
for the qualified project under AS 43.82.200 . I f  requested information is not provided, the 
commissioner o f 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 o f information; confidentiality.

(a) An applicant may request confidential treatment o f 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 o f revenue or the commissioner o f natural 
resources, as appropriate, shall keep the information confidential until the commissioner 
determines whether the requirements o f (b) o f this section are met. I f  the commissioner o f 
revenue or the commissioner o f natural resources has not made a determination under (b) o f this 
section w ithin 14 days after receiving a request for confidential treatment, the request is 
considered denied. I f  the appropriate commissioner determines that the infonnation docs not
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meet the requirements o f (b) o f this section or i f  the commissioner fails to make a determination 
w ith in  14 days, the commissioner shall return the information and any copies o f it at the request 
o f the applicant. I f  the commissioner o f revenue or the commissioner o f natural resources, as 
appropriate, returns information under this subsection, the commissioner shall cease review o f 
the application or cease contract development under AS 43.82.200 - 43.82.270, as appropriate, 
unless the commissioner determines that the returned infonnation is unnecessary to make a 
determination on the application or to develop contract terms under AS 43.82.200 - 43.82.270.

(b) I f  requested by the applicant, infonnation provided to the commissioner o f revenue or the 
commissioner o f natural resources under AS 43.82.300 shall be kept confidential i f  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 information 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 o f the state.

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

(d) Notwithstanding the lim ita tion in (c) o f this section, the Department o f Revenue and the 
Department o f Natural Resources may provide to one another, to the Department o f Law, to the 
legislature, and to the O ffice o f the Governor any infonnation provided under AS 43.82.300 
relevant to the implementation o f this chapter or to the enforcement o f state or federal laws. 
Inform ation that is exchanged under this subsection that was determined to be confidential under
(b) o f this section remains confidential except as provided in (c) o f this section. The portions o f 
the records and files o f the Department o f Revenue, the Department o f Natural Resources, the 
De -ailment o f Law, the legislature, and the Office o f the Governor that reflect, incorporate, or 
analyze infonnation that is determined to be confidential under (b) o f this section are not public 
records except as provided in (c) o f this section.

(e) Notwithstanding the lim itation in (c) o f this section, infonnation that is determined to be 
confidential under (b) o f this section shall be disclosed on request by the commissioner o f 
revenue, the commissioner o f natural resources, or the attorney general to a legislator; to the 
legislative auditor; and, as directed by the chair or vice-chair o f the Legislative Budget and Audit 
Committee, to the director o f legislative finance, to the permanent employees o f those divisions 
who are responsible for evaluating a contract under AS 43.82.020, and to agents or contractors o f 
the legislative auditor or the director o f legislative finance who are engaged to evaluate a 
contract under AS 43.82.020 . Information that is determined to be confidential under (b) o f this
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section may also be disclosed by the commissioner o f revenue or the commissioner o f 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  I f  the commissioner o f revenue chooses to develop a contract under AS 43.82.020 , the 
portions o f the records and files o f the Department o f Revenue, the Department o f Natural 
Resources, the Department o f Law, and a municipal advisory group established under AS 
43.82.510 that reflect, incorporate, or analyze information that is relevant to the development o f 
the position or strategy o f the commissioner o f revenue, the commissioner o f natural resources, 
or the attorney general w ith respect to a particular provision that may be incorporated into the 
contract are not public records until the commissioner o f revenue gives public notice under AS 
43.82.410 o f the commissioner's prelim inary findings and determination under AS 43.82.400 . 
Nothing in this subsection

(1) makes a record or file  o f the Department o f Revenue, the Department o f Natural 
Resources, or the Department o f 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 o f (a) - (e) o f this section; or

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

Sec. 43.82.400. Prelim inary findings and determination regarding the contract.

(a) I f  the conLnissioner develops a proposed contract under AS 43.82.200 - 43.82.270, the 
commissioner shall

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

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

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

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

Sec. 43.82.410. Notice and comment regarding the contract.

The commissioner shall

(1) give reasonable public notice o f the prelim inary findings and determination made under 
AS 43.82.400 ;

(2) make copies o f the proposed contract, the commissioner's prelim inary 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 o f any independent contractors used under AS 43.82.240 
available to the public and to

(A ) the presiding officer o f each house o f the legislature;

(B) the chairs o f the finance and resources committees o f the legislature; and

(C) the chairs o f the special committees on oil and gas, i f  any, o f the legislature;

(3) o ffer to appear before the Legislative Budget and Audit Committee to provide the 
committee a review o f the commissioner's prelim inary findings and determination, the proposed 
contract, and the supporting financial, technical, and market data; i f  the Legislative Budget and 
A ud it Committee accepts the commissioner’s offer, the committee shall give notice o f the 
committee's meeting to the public and all members o f the legislature; i f  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 infoimation during a public portion o f a 
committee meeting; and

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

Sec. 43.82.420. Coordination o f public and legislative review.

To the extent practicable, the commissioner shall coordinate the public comment opportunity 
provided under AS 43.82.410 (4) w ith 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 o f the 
contract.

(a) W ith in  30 days after the close o f the public comment period under AS 43.82.410 (4), the 
commissioner o f revenue shall
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(1) prepare a summary o f the public comments received in response to the proposed contract 
and the prelim inary findings and determination;

(2) after consultation w ith the commissioner o f natural resources, i f  appropriate, and w ith  the 
pertinent municipal advisory group established under AS 43.82.510, prepare a lis t o f proposed 
amendments, i f  any, to the proposed contract that the commissioner o f revenue determines are 
necessary to respond to public comments;

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

(b) A fte r considering the materia1. . .  bed in (a) o f this section and securing the agreement 
o f the other parties to the propose .ontrae. regarding any proposed amendments prepared under
(a) o f this section, i f  the commissioner determines that the contract is in the long-term fiscal 
interests o f the state, the commissioner shall submit the contract to the governor.

(c) The commissioner’s final findings and determination under (a) o f this section are final 
agency decisions under 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 fo r 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 w ith in 60 days after the effective date o f the law authorizing 
the contract.

Sec. 43.82.440. Judicial review.

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

Sec. 43.82.445. Administrative termination o f a contract.

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

(1) ceased to meet the requirements o f 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;
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(3) failed to comply w ith  a condition or material term of the contract or a provision o f this 
chapter; or

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

(b) Before administrative termination o f a contract under this section, the commissioner shall 
give notice to the parties o f 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 fo r the termination i f  the commissioner determines that curing the 
deficiency is appropriate under the circumstances.

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

(d) A  party to a contract who is affected by the commissioner's action to terminate under (a) o f 
this section may file  an appeal w ith the superior court under the Alaska Rules o f 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 fu ll project funding.

Sec. 43.82.500. Obligation to share payments w ith municipalities.

I f  the commissioner develops a contract under AS 43.82.020 that includes terms that exempt a 
party to the contract, and the p- operty, gas, products, and activities associated w ith the approved 
qualified project that is subject to the contract, from  a municipal tax or assessment in accordance 
w ith 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 o f the periodic payments due under the 
contract to the revenue-affected municipality.

Sec. 43.82.505. Payments to economically affected municipalities.

I f  the commissioner executes a contract under AS 43.82.020 that w ill produce one or more 
economically affected municipalities, the commissioner shall include a term in the contract that 
provides for a portion o f the periodic payments to the economically affected municipalities under 
the principles in AS 43.82.520 .

Sec. 43.82.510. M unicipal advisory group.

(a) I f  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 m unicipality and economically affected 
municipality.

(b) The mayor o f a m unicipality notified by the commissioner under (a) o f this section may 
appoint one representative to a municipal advisory group in relation to the application.
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(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 o f the commissioner o f revenue in relation to municipal participation.

(a) The commissioner shall meet w ith each municipal advisory group periodically to report on 
the development o f 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 m unicipality and economically affected m unicipality receives a fa ir 
and reasonable share o f the payments provided under AS •'.‘7.82.210 in accordance w ith the 
fo llow ing principles:

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

(2) the share o f the payments to municipalities should be determined w ith due regard to the 
anticipated economic and social burdens that would be imposed on the m unicipality by 
construction and operation o f the project;

(3) the respective shares o f 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 o f the municipalities should be 
stable and predictable; and

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

(c) In establishing the municipal shares under (b) o f this section, the commissioner shall 
consult w ith the pertinent municipal advisory group.

Sec. 43.82.600. Governing law.

I f  a provision o f this chapter conflicts with another provision o f state or municipal law, the 
provision o f this chapter governs.

Sec. 43.82.610. Regulations.

The commissioner o f revenue, the commissioner o f natural resources, and the commissioner o f 
labor and workforce development may adopt regulations to carry out their respective duties 
under this chapter.
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Sec. 43.82.620. Procedures fo r collection o f amounts due; security.

(a) The commissioner may adopt procedures fo r the collection o f amounts due the state under 
a contract developed under AS 43.82.020 , including the collection o f 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. 43.82.630. Reports and audits.

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

Sec. 43.82.640. Annual report o f the commissioner o f labor and workforce development.

On an annual basis, the commissioner o f labor and workforce development shall prepare and 
present to the legislature a comprehensive report on each party to a contract w ith  the state 
developed under AS 43.82.020 , and its contractors, regarding the state residency o f the 
employees working in this state on the approved qualified project that is subject u  the contract. 
The commissioner o f labor and workforce development shall use state data bases, including data 
from the qua- ;rly  reports by a party to the contract developed under AS 43.82.020 and its 
contractors fo i unemployment insurance purposes, to determine state residency o f employees 
regarding compliance w ith AS 43.82.230 .

Sec. 43.82.900. Definitions.

In this chapter, unless the context requires otherwise,

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

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

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

(4) "economically afiected m unicipality" means a m unicipality the commissioner o f revenue 
determines w ill be reasonably required to provide additional public services under the tennis 
proposed in an application approved under AS 43.82.140 (a); the commissioner may consider 
historical data from construction o f the Trans Alaska Pipeline System, and information submitted 
by a municipality in making the determination;

(5) "economic proxim ity" means the distance w ith in which a person may be w illing  to design, 
construct, and operate a gas line to provide service to a local consumer;
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(6) "economic rent" means the estimated total gross revenue less estimated total costs for a 
qualified project over the term o f a contract under AS 43.82.020 , measured in undiscounted 
nominal dollars; for purposes o f this paragraph, total costs do not include a rate o f return on 
capital, financing costs, or any payments to governments;

(7) "fu ll project funding" means fu ll approval by a party to a contract under AS 43.82.020 for 
the expenditure o f the capital necessary for construction and operation o f 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" ha ’ the meaning given in  AS 43.55.900 ;

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

(12) "revenue-affected m unicipality" means a m unicipality that the commissioner o f revenue 
reliably expects w ill be restricted from imposing a tax, or a portion o f a tax, as a result o f 
implementation o f 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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Overview o f  HB 16 
Presentation to Senate Finance 

Roger Marks 
Alaska Department o f  Revenue 

A p ril 3, 2003

Good morning, co-chairs W ilken and Green, and members o f  the committee. M y  name is 
Roger Marks. I am a petroleum economist w ith  the Tax D iv is ion o f  the Department o f  
Revenue. I worked on the original Stranded Gas Act in 1998 and am fam iliar w ith  its 
history, intent, and mechanics. I would like to provide a very b rie f overview o f  the Act at 
AS 43.82. A  more detailed synopsis is w ith  the fiscal note.

The Act originated in HB 250 in 1997 which established a N orth  Slope Gas 
Commercialization team in the Adm inistration to research and recommend changes to 
state law to encourage commercialization o f  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. Tw o o f  the risks o f  particular 
concern were fiscal uncertainty and the state’s regressive tax system.

(A  b rie f comment on the price risk: The cost o f  the project is very large: $20 billion. That 
is a lot o f  money to any corporation, even ones the size o f  Exxon, BP, or ConocoPhillips. 
I f  this project is built and something goes wrong, such as low  prices, the sponsors face 
very large losses. And even i f  these are relatively low  probability events, the project may 
not be built i f  a company cannot tolerate a loss o f  that size. That is why the risk reduction 
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 o f  changes in fiscal provisions after a project is 
built, that may change the project’s v iab ility  after it is too late to do anything about it. A  
project may be feasible under one tax system. I f  it is built under the assumption that the 
tax system in place w ill stay in place, but the tax system changes, the changes could 
cause heavy financial losses.

Second, there are two significant elements o f  the state’s fiscal system that make it 
regressive. By regressive we mean that the state’s take is a high percentage o f  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 overrun. Moreover, the property tax is payable when construction begins, 
years before revenues start accruing. On a time value o f  money basis this diminishes the 
rate o f  return, and increases the risk o f  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 o f  the ground, and ignore upstream costs such 
as capital and operating cos:s. Thus when costs are high and prices are low, the state’s 
take is a high percentage o f  low income. Again, this intensifies the danger o f  low  prices.



I might add that a regressive system also lim its the state’ s take at high prices. F ixing that 
could be very important to the state for securing more revenue when prices are high, 
w ithout tlireatening the v iab ility  o f  the project.

The Stranded Gas Act was the result o f  trying to f ix  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 o f  taxes. And 
per the Act the contract terms would provide for a more progressive (less regressive) 
system.

Most o f  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 tim ing o f  royalty in-kind and in-value notices.

The Commissioner o f  Revenue would be the primary agent for negotiating and 
implementing the contact. However, the Commissioner o f  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 A ct created a municipal advisory group to participate in 
developing contract terms, and the Act requires that a fair and reasonable share o f  the 
payments due under the contract be paid to affected municipalities w ith  due regard to the 
size o f  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 w ith  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 
judgement 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 w ill not change them.
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P a c i f i c ^
S t a r e n e r g y

Re: Testimony Before House Finance Committee, March 17,2003 
. In Support of HB 16

Dear Representative Williams and Representative Harris:

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

This letter is written in support of HB 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 my opinion 
that within the next 10 yean, Alaska's natural gas will be needed in the Lower 43 where natural 
gas supply is declining more steeply than forecast and demand is continuing to climb.

Pacific Star Energy is a consortium of 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 
plsy the important role of service and support However, when the North Slope natural gas 
iodustry 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” c 7rapany that is financial ty 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 Regie. Inc.; Koniag, Inc.; Pacific Rim Leadership Development; and Jim Jansen of 
Lyndon, Inc. -  have approved startup funding for this new consortium company. Several other 
companies in February and March have expressed interest in investing and plan to review 
investment in this consortium company with their Board of Directors in April: Ahtna, Inc.; 
Chugach Alaska; Doyon Ltd.; Nana, Inc.; Sealaska Corporation; and Enstar Natural Gas. We are 
hopeful some if not all of 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 of 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-scate natural gas use and value added processing, 4) assist in 
transportation arrangements of gas owned by smaller producers and the Stale in-kind royalty gas, 
and 5) keep mere profits within the Stale to help the State economy.

Our coalition of Alaska companies -  Pacific Star Energy -  supports approval ofHB 16.
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