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FISCAL NOTE

STATE OF ALASKA
2007 LEGISLATIVE SESSION

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

Sponsor Rules Committee
Requester House Finance

Expenditures/Revenues

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2008
Personal Services
Travel
Contractual
Supplies
Equipment
Land f<Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0

CAPITAL EXPENDITURES 500,000.0*

CHANGE IN REVENUES ( TUT

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1001 GF

1005 GF/Prograrn Receipts

1037 GF/Mental Health

Other (Specify Typo-Do not abbreviate)
TOTAL 0.0

Estimate of any current year (FY2007) cost:

Fiscal Note Number: 11(3177CS(RES)-ONR-0&G-<M-30-07

Bill Version: CS HB 177 (RES)

() Publish Dete:

Dept. Affected: Natural Resources
‘RDU Resource Development

Component Alaska Gasline Inducements Act

Component No. new

(Thousands of Dollars)

FY 2010 FY 2011 FY 2012 FY 2013

0.0 0.0 0.0 0.0

(Thousands of Dollars)

0.0 0.0 0.0 0.0

Check tills box (X) if funding for this bill is included In the Governor's FY 2008 budget proposal: |

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach & separate page ifnectessary)

This bill authorizes tho Alaska Gasline Inducement Act (AGIA) which would crento a compelitivo public process for
inviting applications for a license under this Act. Tho application process would includo certain application
requirements beforo an application can bho considered as well as criteria by which the Commissioners of Natural

Resources and Rovonuo will ovaluolo all qualifying applications.

the Act would also create inducements including: state matching contributions for pipeline construction inan amount
not to exceed S500 million and tho benefit of a slato gas pipeline coordinator.

(Continued on next page).

Prepared by:  Kevin Banks, Acting Director

Phono 2G9-S80Q

Division Oiland Gas
Approved by: - Tom Inwin, Commissioner.

Date/Timo d/30/2007
Dak /3207

Aguncy Natural Resources

1 awncoaon)
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FISCAL NOTE

STATE OF ALASKA BILL NO. cshbv/.res)
2007 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Under the AGIA, the licensee or its designated affiliate would be entitled to state matching contributions for qualified
expenditures (post license costs incurred by the licensee that aro directly and reasonably related to obtaining a
certificate of public necessity and convenience or amending a certificate of public convenience from the FERC or RCA

for development of the project).

On or before the close of the first binding season, the stato will match up to 50 percent of the licensee's qualified
expenditures pursuant to the amount specified in tho application. After the close of tho first binding open season, the
slate shall match the qualified expenditures at the amount specified but the amount may be no greater than 80 percent.
Over a five year period, these contributions may not exceed $500 million. The present value of the stale's « dal $500
million contribution would be roughly $415 million, because stato spending will be spread over several yeais.

AGIA will generate a number of project benefits that could more than offset its costs. Tho size of these benefits will
depend on ultimate project scope and market prices, which AGIA leaves to the competitive process. Actual benefits will
vary depending upon project terminus (Alberta, Chicago), sizo (1.2 Bcf/day, 4.5 Bcf/day), mode of transport (pipeline
only, pipeline plus LNG facilities), among other things. Illustrative benefits shown here assume a 4.3 Bcf/day project to
Alberta, Canada with a construction cost that is 50% greater than assumed in 2001. Results are presented in present
value dollars, assuming a discount rate of 5%, to recognize that a dollar of state benefit received in the future will be

worth less than a dollar spent today.

First, AGIA is likely to result in a project sooner than if no pipeline legislation is passed. By having the slate agree to
shoulder a large share of the up-front capital that is particularly risky, AGIA ensures that in exchango project
proponents commit to move tho project forward past clearly defined benchmarks. Because AGIA results in a project
sooner, the current value of project revenues to the state is enhanced Assuming a gas price of $5.50, if AGIA
accelerates project startup by one year, from 2017 to 2016, slate benefits will exceed $1.6 billion; a two-year
acceleration in the project returns $3.2 billion; a three-year acceleration generates $4.9 billion

Second, AGIA’'s requirement of a minimum 70 percent share of debt in the determination of tariffs ensures that the
stale will not pay unnecessarily high transportation costs. Without this protection, project tariffs could be calculated on
the basis of GO or oven 50 percent debt and still pass regulatory scrutiny. The tariff benefits of a 70 percent debt
structure, rather than 60 percent or 50 percent, aro 26 cents and 55 cents per MMBtu, respectively. The savings to tho
stato aro $1.25 billion and $2.63 billion, respectively. Meanwhile, lower tariffs improve project economics for holders of
both existing and yet to be discovered gas reserves, thereby increasing tho likelihood that tho project will commence
sooner. The degree to which such savings aro realized depends on how, absent AGIA's requirements, project tariffs

would otherwise havo been determined.

Third, AGIA's pipeline access provisions promise to increase competition for exploration and development of Alaska's
gas resources, leading to earlier and more significant pipeline expansions. The value to the stato of such expansions is
scenario specific, and cannot be accurately predicted. That said, if AGIA's expansion provisions caused tho pipeline to
expand by 10% in year 3 of its operations, whereas without AGIA such an expansion would not occur, the increase in
state royalty and taxes would be roughly $3 billion in today's dollars. Even if tho chances that such on expansion would
otherwise not occur wore only one in five the AGIA investment ol $500 million would more than pay for llself in this

provision alono.

Finally, AGIA will diroctly nsuro lower tariffs. Tho state's direct Investment In up-front development costs would reduce
tho cost of moving gas to Alberta by roughly 4 cents. Tho presentvnluo royalty and tax benefits of this 4 cent tariff
reduction come to $183 million. Put differently, assuming $5.50 gas price-:, during pipeline operation tho state will
receive roughly 45% of the value of its contribution in increased royal and production tax benefits. And ut gas prices
of $7.50 or higher tho state’s up-front contribution actually generates more in royalty and tax benefits than it costs

Was appropriated last yoor (SLAP000/Ch13/Soc14) from the goner. | fund to Alaska I lousin Fmance Corporation for
tho%xr)poso 0 und|ngpap|PaJ projocts inc ?/0? agng financing oxponsog and may%e ovaﬂn%lo to partlaﬁly Ium§ tr?o matching grant
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FISCAL NOTE

STATE OF ALASKA Hscal Nate: 7

2007 LEGISLATIVE SESSION Bll Verson: CSHB 177(RES)
(B Publish Dete: A7

Revision Date/Time (Note if correction): Department:  Labor and Workforce Development

Title: Natural Gas Pipeline Project RDU: Office of the Commissioner
Component: Commissioner's Office

Sponsor: Rules Committee

Requester: House RES Component Number. 340

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013

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 6,500.0  18,750.0 j 11,500.0  11,500.0  11,500.0 j 11,500.0
CHANGE INREVENUES (___ )

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match
1004 GF 0.500.0  18,750.0 11,500.0  11,500.0  11,500.0  11,500.0

1005 0" 'Program Receipts
1037 Gi /Mental Health

Other (Specify Type-Do not abbreviate)
TOTAL 6,500.0  18,750.0 11,5000  11,500.0  11,500.0  11,500.0

Estimate of any current year (FY2007) cost: None
Mark this box (X) if funding for this bill is included in tho Governor's FY 2008 budget proposal:

POSITIONS
Full-time
Part-timo
Temporary

ANALYS'S. (Attach a separatapago ifnocossary)

See Attached.

Prepared by: Guy Bell, Assistant Commissioner Phono: 465-2700
Division: Commissioner's Office Dnto/Timo: 4/12/07 4:11 PM

Approved by Click Bishop, Commissioner Palo: 4/12/X07
Agency. Department of Labor and Workforco Development

JBTH000 Pago 1of4




FISCAL NOTE H7

STATE OF ALASKA. BILL VERSION: CSHB 177(RES)
2007 LEGISLATIVE SESSION

ANALYSIS: (continued)

The Alaska Gasline offers Alaskans the opportunity for thousands of high paying jobs with tremendous
legacy potential. To ensure Alaskans are considered first for these jobs, the state needs to invest up-front
in determining the best way to deliver that workforce by placing Alaskans first, maximizing job opportunities
for all Alaskans, including rural Alaskans and Alaska Natives, developing a training plan taking into account
existing skills versus required skills, and developing training infrastructure, and implementing and

expanding (raining programs so employers hire Alaskans qualified for pipeline jobs.

This fiscal note outlines the Alaska Department of Labor and Workforce Development's (DOLWD)
estimate of the cost of a comprehensive training program to deliver a prepared Alaska workforce for the
Alaska Gas Pipeline. The investment is broken down over a six year period as follows:

FY 08 Gasline Project Budget Request: $ 6,500.0 GF

1. Pipeline Training Center S4.100.0 GF

This would fund a grant to the Alaska Works Partnership to build and equip a comprehensive pipeline
trades training facility in Fairbanks. The facility would contain classroom and shop space for pipeline trades
training classes. The center will also include a gas compressor training module. Trades to be trained would
include but not be limited to pipefitters, heavy equipment operators, plumbers, carpenters, mechanics and
electricians. It is estimated that up to 8,000 Alaskans will be trained at this facility through FY 13.

2. Strategic Planning and Research $ 850.0 GF
This would fund three activities: (1) strategic planning to be overseen by the Commissioner of the

Department of Labor and Workforce Development and the Alaska Workforce Investment Board; (2) Gas
line Occupational Supply and Demand Analysis; and (3) Rural Alaskan and Alaska Native Skills Inventory

and Gasline Employment Interest.

Commissioner's Office, Gaslino Workforce Plan $275.0 GF
Funding to retain experts to assist the Commissioner and the Workforce Investment Board in developing a

comprehensive Gasline Workforce Development strategy. Areas of technical assistance include innovative
training strategies, training technology upgrades, workforce health and safety issues and development of
an outcome driven workforce analysis system. This support will allow the Commissioner's Office to
incorporate the specialized knowledge associated with meeting the workforce development needs ofa
mega project with tho resources already available through the various divisions of tho department. Tho
department will ensure that Alaska’'s workforce development concerns for the gas line aro well described

and articulated to potential producers or contractors.

Pago 20f 4



FISCAL NO TE il

STATE OF ALASKA HILL VERSION: CSHB 177(RES)
2007 LEGISLATIVE SESSION

ANALYSIS: (continued)

Research &Analysis Section $250.0 G~

Tho department’'s Research & Analysis Section (R&A) will assess the supply and demand for labor
resulting from both the construction and operation of the gas pipeline. In an effort to ensure that a qualified
workforce exists at the time of gasline construction, DOLWD will conduct an occupational supply and

demand analysis to identify potential workforce gaps.

R &A will assist with the development of strategies to close the projected skills gap. Strategies may include
the identification of "training gaps" and the development of career information products that encourage

Alaskans, of all ages, to consider potential shortage occupations when planning their careers,

Alaska Labor Exchange System Improvement $325.0 GF

Tho Employment Security Division will improve the web-based, Alaska Labor Exchange System (ALEXsys)
to allow the department to complete a state-wide inventory of workers’ individual skill sets and better
identify a qualified Alaskan workforce and potential training opportunities for Alaskans in preparation for the

construction and maintenance phases of the Alaska gasline.

3. Direct Training $ 500.0 GF
This investment will continue and expand the extremely successful pipeline trades training program in

Fairbanks. The department will lake steps to ensure thatjobs are immediately available at the end of each

training program by obtaining the commitment to apprentice agreements from employers.

4. University of Alaska S 750.0 GF
Engineering and Construction Management programs,

5. Alaska Laborers Training School $ 300.0 GF
To purchase a D3 Rock Drill to enhance training delivery.

FY 09 Gas Pipeline Project Budget Request: $ 18,750.0 GF

1. Other Trainino Infrastructure S 15,000.0 GF
Provide essential upgrades to various training facilities throughout tho slate to provide site-specific

specialized training. Potential sites include AVTEC and Regional Training Centers located throughout rural

Alaska.

3. Direct Training $ 2,500.0 GF
This investment will continue and expand the extremely successful pipeline training in Fairbanks, and other

targeted training as determined by the training priorities developed by tho department and tho Alaska

W orkforce Investment Board. Tho departmen' "ill take steps to ensure that jobs aro immediately available

at the end of each training program by r "e commitment to apprentice agreements from

employers.

Pago 30f4



FISCAL NOTE #

STATE OF ALASKA BILL VERSION: CSHB 177(RES)
2007 LEGISLATIVE SESSION

ANALYSIS: (continued)

4. University of Alaska S 1,250.0 GF
Engineering and Construction Management programs.

FY 10 to FY 13 Gas Pipeline Project Budget Request: $ 46,000.0 GF
1. Direct Training S 40.000.0 GF
Annual investment of $10 million to continue and expand training. The department will take steps to ensure

thatjobs are immediately available at the end of each training program by obtaining the commitment to

apprentice agreements from employers.

2. University of Alaska $ 6.000.0 GF
Provide $1,500.0 annually to support Engineering and Construction Management programs.

Pago 4of4



FISCAL NOTE

STATE OF ALASKA Fiscd Nolo Nurroer:

2007 LEGISLATIVE SESSION Bl Version: CSHB 177(RES)
(B Publish Dete: 4125107

Revision Date/Time (Note if correction): Dept. Affected: . OOG.

Title "An Act relating to tho Alaska Gasline ‘RDU Executive Operations

Inducement Act...." Component Executive Office
Sponsor Rules Committee
Requester House Resources Committee Component No.

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include Inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2008 FV 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 78.6 368.6 378.2 385.9 396.6 404.6
Travel 8.0 20.0 20.0 20.0 20.0 20.0
Contractual 18.2 56.4 56.4 56.4 56.4 56.4
Supplies 8.0 20.0 20.0 20.0 20,0 20.0
Equipment 20.0

Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 132.8 465.0 474.6 482.3 493.0 501.0
CAPITAL EXPENDITURES | |
CHANGE IN REVENUES ( ) i i )
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts

1003 GF Match

1004 GF 132.8 465.0 474.6 482.3 493.0 501.0
1005 GF/Program Receipts

1037 GF/Mental Health

Other (Specify Typo-Do not abbreviate)
TOTAL 132.8 465.0 474.6 482.3 493.0 501.0
Estimate of any current year (FY2007) cost; 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2008 budget proposal:
POSITIONS
Full-time
Part-time
Temporary
ANALYS'S. (A\\achasepavalunageMnenesszv)‘)

This fiscal noto assumes the office will begin functioning at the onset of tho last quarter of FYO08.

Personal services consists of a stato gas pipeline coordinator (R28A), an inter-govemmenlal coordinator

(R24), and an executive secretary (R14).

Prepared by:  Gail Fcnumlal. Asst. Administrative Director Phono 460-3885
Division Division of Administrative Services Dato/Timo 4/20/2007, 2:40pm
Approved by: LindaJ. Poroz, Administrative Director Dalo 4/20/2007
Agency Office of tho Govornor
Pago 1 of 1
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FISCAL NOTE

STATE OF ALASKA
2007 LEGISLATIVE SESSION

Revision Dale/Time (Note if correction):
Titlo AGIA

Sponsor Governor
Requester Rules Committee

Expenditures/Revenues

Hscal Noto Number:

Bil Version: HB 177

(B Publish Dete: 315107

Dept. Affected: Revenue
‘RDU Administration & Support

Component Natural Gas Commercialization

Component No.

(Thousands of Dollars)

Noto: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008

Personal Services
Travel
Contractual
Supplies
Equipment
Land . Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING

CAPITAL EXPENDITURES |

CHANGE IN REVENUES ( ) (

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Menlal Health .

Other (Specify Typo-Do not abbreviate)
TOTAL

Estimate of any current year (FY2007) cost:

294.0
25.0
1,897.0
10.0

2,226.0

2.226.0

2,226.0

FY 2009

294.0
25.0
900.0
2.0

1,221.0

1.221.0

1,221.0

784.0

FY 2010 FY 2011

294.0
25.0
450.0
2.0

771.0

294.0
25.0
10.0

2.0

331.0

(Thousands of Dollars)

771.0

771.0

331.0

331.0

2859

FY 2012

294.0
25.0
10.0

2.0

331.0

331.0

331.0

Check tills box (X) If funding for tills bill Is included in tho Governor's FY 2008 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

2

ANALYSIS: (Attach a separata pago ifnocossary)

2

2

FY 2013

294.0
25.0
10.0

2.0

331.0

331.0

331.0

Operating expenditures include costs for 2 additional economists/commercial analysts in exempt positions.

These positions would bo used to draft the tax related provisions of the request for application, assess
economic viability of projects contained in applications, including economic impacts on future state

revenues and value of inducements, and develop tho Department's recommendations for changes to the

existing gas production tax statutes and regulations that will need to bo in placo as inducement for

producer’'s gas commitments under the Alaska Gasline Inducements Act. In addition, property tax impacts

of pipeline construction to stato and municipal revenues will need to bo understood and forecasted.

Prepared by:  Roger Marks

Division Tax Division
Approved by.  Jerry Burnolt
Agency Department of Rovonuo

MWHIVDION

Phono 269-0082

Dria/Tinm 2/28/071200 AV

Dete 2/28/2007

Pago 1 of 2



FISCAL NOTE us

STATE OF ALASKA BILL NO. HB 177
2007 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

Conlractual expenditures include assistance in formulating revisions to the tax structure, studying
comparative inlernalional fiscal systems for gas to ensure changes to state’s gas production taxes leave

Alaska in a globally competitive position, and writing regulations.

Other conlractual costs are for legal support for atlorneys/law firms with appropriate specialties outside of
AGs office to advise us on (ax structures and creation of new tax structure; assessment of legal issues and
impediments to marketing options now being considered to assist in evaluation of projects; and legal
assessment of financial covenants impacting state and its project selection in standard commercial

financing arrangements and governmentally guaranteed financing scenarios.

The FY 2008 costs are also in the Oil & Gas Supplemental Bill (SB 82). In addition, that Bill contains FY
2007 costs of $123,000 personal services, $425,000 contractual, $10,000 travel, and $365,000 legal

support.

Pogo2 (2



FISCAL NOTE

STATE OF ALASKA
2007 LEGISLATIVE SESSION

Titlo Alaska Gasline Inducements Act

Sponsor Rules Committee
Requester Governor

Expenditures/Revonuos

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008

Personal Services
Travel
Conlractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING

ICAPITAL EXPENDITURES"
[CHANGE IN REVENUES ( ) T

FUND SOURCE

1002 Federal Rocoipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Othor (Specify Type-Do not abbreviate)
TOTAL

Estimate of any curront year (FY2007) cost:

Fiscal Noto Nurmber:
Bl Version: HB 177
(B Publish Dete: 3.5/07
Natural Resources
RDU Resource Development

Component Oil & Gas Development

Component No. 439

(Thousands of Dollars)

FY 2010 FY 2011 FY 2012  FY 2013

0.0 0.0 0C 0.0

(Thousands of Dollars)

0.0 0.0 0.0 0.0

6,550.0 _ *Requested as a capital project

Mark this box (X) if funding for tills bill Is included in tho Governor's FY 2008 budget proposal:

POSITIONS
Full-timo
Part-timo
Temporary

ANALYS'S: (Attach a soparatopoga ifnccossnry)

“ This fiscal note represents tho gnslino-reilnted supplemental requested in HB138/SB82, Section 2 (a).

This

was requested us a capital p'oject with an effective date of February 1,2007.

Section 2(a) - SG,550,000 general fund for gas pipeline* a>Tilyc ; projects.

This funding will bo used to pay for

consultants to adviso tho stato on tho structure of an RFP for gaslino proposals; and to cover tho cost of

outside experts and legal counsel on federal pipelmo law and tho FCRG process.
S4.135,000 will bo expended in FY07, and $2,415.000 in FYO08.

Prepared by:  Kevin Banks, Acting Director

UNR estimates that

Phono 907-269 BI300

Division Oil & Gas
Approved by: - Tom Inwin. Commissioner

DatoTTImo 3/1/2007
D.lo 3A/2107

Agency Natural Rosourcos

unnvTWo nuii)
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Nuntber:
2007 LEGISLATIVE SESSION Bill Version: HB 177
(B Pubish Dete: 3/6/07
Revision Date/Time (Note if correction): Dept. Affected: Com
Title Alaska Gasline Inducements Act rdEJ RegulatoryCommlssmn ofAIaska X0
Component Regulatory Commission of Alaska
Sponsor Rules
Requestor By Request of tho Governor Component No. 2417
Expenditures/Rovenuos (Thousands of Dollars)
Nole: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims

Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( nr
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other ( 141 RCA Receipts)
TOTAL 0.0 0.0 0.0

0.0

0.0 0.0 0.0

Estimate of any current year (FY2007) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2008 budget proposal:

POSITIONS

Full-time
Part-time
Temporary

ANALYS'S (Attach a soparato pago ifnecessary)
Tho Regulatory Commission of Alaska (RCA) regulatos pipelines and pipelino carriers operating in Alaska under AS

42 06.140(a). AS 42.06.240 requires tho RCA toissuo a certificate of public convenience and necessity for pipelino
carriers engaged in tho intrastato transportation of oil or gas by pipeline, or constructing or extending pipeline facilities.
To tho extent this legislation results in tho construction of an intrastato pipelino subject to RCA regulation, costs will bo

accounted for under tho oxisting RCA structuro.

Tho RCA's budget is funded through tho Regula'.oiy Cost Churgo (RCC) mechanism and direct charge mechanisms.
General funds aro not allocated for support of tho ngoncy, nor aro they anticipated to bo nocossary as a result of this
legislation. Tho RCC Is recalculated onch year and allows tho agency to recover Its operating costs through an
assessment on tho revenues of economically regulated utilities and pipeline carriers.

Prepared by: Kato Glard, Chair Phono 907.276.6222
Division Roqulatory Commission of Alaska Date/flmo 2/28/07 3:06 PM
Approved by Emil Natll. Commissioner Onto 2/28/207
Agency Commorco, Community, and Economic Povolopmonl

Pago 1of 1
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FISCAL NOTE

STATE OF ALASKA Hsca Nolo Nunoer: 1
2007 LEGISLATIVE SESSION Bill \Version: HB 177
(B Publish Dete: 3/5/07
Dept. Affected: Administration
Title Alaska Gasline Inducement Act RDU AQGCC
Component AOGCC
Sponsor Rulos Committee
Requester Governor Component No. 2010
Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noled below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 0.0 0.0 0.0 0.0 0.0 0.0
Travel 0.0 0.0 0.0 0.0 0.0 0.0
Contractual 0.0 0.0 0.0 0.0 0.0 0.0
Supplies 0.0 0.0 0.0 0.0 0.0 0.0
Equipment 0.0 0.0 0.0 0.0 0.0 0.0
Land & Structures 0.0 0.0 0.0 0.0 0.0 0.0
Grants & Claims 0.0 0.0 0.0 0.0 0.0 0.0
Miscellaneous 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITAL EXPENDITURES 0.0 1 0.0 | 0.0 0.0 1 0.0 1 0.0
CHANGE IN REVENUES ( ) 0.0 1 0.0 | 0.0 I 0.0 1 0.0 | 0.0
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts 0.0 0.0 0.0 0.0 0.0 0.0
1003 GF Match 0.0 0.0 0.0 0.0 0.0 0.0
1004 GF 0.0 0.0 0.0 0.0 0.0 0.0
1005 GF/Program Receipts 0.0 0.0 0.0 0.0 0.0 0.0
1037 GF/Mental Health 0.0 0.0 0.0 0.0 0.0 0.0
1162 AOGCC Receipts 00 0.0 0.0 0.0 0.0 0.0
TOTAL 0.0 0.0 0.0 0.0 0,0 0.0
Estimate of any curront year (FY2007) cost: 0.0
Mark this box (X) If funding for this bill Is includod in tho Governor's FY 2008 budget proposal:
POSITIONS
Full-time
Part-time
Temporary
ANALYSIS; (Attach & soparato pago ifnocossary)

This legislation will not have a fiscal impact upon the Alaska Gil and Gas Conservation Commission.

Prepared by: Jody J. Cotombio. Special Assistant | Phono 793-1221
Division Alaska Qil and Gas Conservation Commission Duto/Timo 3/2/07 3:19 PM
Approved by:  Rachaol Polro, Deputy Commissioner Dale 3/2/2007 1:0upm
Agoncy Dopartmonl of Administration

Pago | of 1
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WORK DRAFT WORK DRAFT

ac( (ol

CS FOR MOUSE HILL NO. 177(FIN)
INTHE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-FIFTH LEGISLATURE - FIRST SESSION

IIY TIIE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsors): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A HILL

FOR AN ACT ENTITLED
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Bullock
5/9/07

"An Act relating to the Alaska Gasline Inducement Act; providing inducements for the

construction of a natural gas pipeline and shippers (hat commit to use that pipeline;

establishing the '’aska Gasline Inducement Act matching contribution fund; providing

for an Alaska Gasline Inducement Act coordinator; making conforming amendments;

and providing for an effective date.™

HE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS >13is amended by adding a new chapter to read:

Chapter 90. Alaska Gasline Inducement Act.

Article 1. Inducement to Construction of a Natural Gas Pipeline in this State.

See. >13.90.010. Purpose. The purpose of this chapter

expedited construction of a natural gas pipeline that

is to encourage

(1) facilitates commercialization of North Slope gas resources in the

state;
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(2) promotes exploration and development of oil and gas resources on

the North Slope in the state;

(3) maximizes benefits to the people of the state from the development
of oil and gas resources in the state; and

(4) encourages oil and gas lessees and other persons to commit to ship
natural gas from the North Slope to a gas pipeline system for transportation to markets
in this state or elsewhere.

Article 2. Alaska Gasline Inducement Act License.
Sec. 43.90.100. Gas project, (a) The commissioners may award an Alaska

Gasline Inducement Act license as provided in this chapter. The person awarded a
license under this chapter is entitled to the inducement set out in AS 43.90.110.

(b) Nothing in this chapter precludes a person from pursuing a gas pipeline
independently from this chapter.
Sec. 43.90.110. Natural gas pipeline project construction inducement, (a)

Subject to the limitations of this chapter, a license issued under this chapter entitles the

licensee or its designated affiliate to receive

(1) subject to appropriation, state matching contributions in a total
amount not to exceed $500,000,000, paid to the licensee during the five-year period
immediately following the date (he license is awarded; the payment period may be
extended by the commissioners under an amendment or modification of the project

plan under AS 43.90.210; a payment under this paragraph shall be made according to

the following:
(A) on or before the close of the first binding open season, the

state shall match the licensee's qualified expenditures at the level specified in
the license; however, (lie state's matching contribution may not exceed 50
percent of the qualified expendiuu” incurred before the close of the first
binding open season;

(B) after the close of the first binding open season, the state
shall match the licensee's qualified expenditures at the level specified in the
license; however, the state's matching contribution may not exceed SO percent

of die qualified expenditures incurred after (lie close ol the first binding open

CSllit 1770-IN) -
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season;
(C) a qualified expenditure is a cost that is incurred after the

license is issued under this chapter by the licensee or the licensee's designated
affiliate, and is directly and reasonably related to obtaining a certificate ¢
amended certificate of public convenience and necessity from the Federa
Energy Regulatory Commission or the Regulatory Commission of Alaska, a
appropriate, or satisfying a requirement of an agency with jurisdiction over tin
project; in this subparagraph, "qualified expenditures” doc, not inciudi
overhead costs, litigation costs, the cost of an asset or work product acquired o

developed by the licensee before the license is issued, or civil or crimina

penalties or fines; and

(2)
has the authority prescribed in AS 43.90.250.

the benefit of an Alaska Gasline Inducement Act coordinator wh

(b) The commissioner of revenue in consultation with the commissioner ol
natural resources shall adopt regulations for determining whether an expenditure is a
qualified expenditure for the purposes of (a) of this section.

Sec. 43.90.120. Request for applications for the license, (a) The
commissioners shall commence a public process to request applications for a license
under this chapter as soon as practicable after the effective date of this chapter.

(b) The commissioners may use independent contractors to assist them in
developing the request for applications and in evaluanng applications received under

this chapter.
(c) The provisions of AS 36.30 do not apply to rcq tests for applications under

this chapter.
Sec. 43.90.130. Application requirements. An application for a license must

be consistent with the terms of the request for applications under AS 43.90.120 and

must
(1) be filed by the deadline established by the commissioners in the

request lot applications;

(2) provide a thorough description of a proposed natural gas pipeline

project for transporting natural gas from the North Slope to market, which description

3- CSIIH 177(I'N)
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may include multiple design proposals, including different design proposals for pipe
diameter, wall thickness, and transportation capacity, and which description shall

include

CSHB 177(FIN)

(A) the route proposed for the natural gas pipeline, which may
not be the route described in AS 38.35.017(b);

(B) the location of receipt and delivery points and the size and
design capacity of the proposed natural gas pipeline at the proposed receipt and
delivery points, except that this information is not required for in-state delivery
points unless the application proposes specific in-state delivery points;

(C) an analysis of the project's economic and technical
viahility, including a description of all pipeline access and tariff terms the
applicant plans to offer;

(D) an economically and technically viable work plan, timeline,
and associated budget for developing and performing the proposed project,
including field work, environmental studies, design, and engineering,
implementing practices for controlling carbon emissions from natural gas
systems as established by the United States Environmental Protection Agency,
and complying with all applicable state, federal, and international regulatory
requirements that affect the proposed project; the applicant shall address the
following:

(i) if the proposed project involves a pipeline into or
through Canada, a thorough description of the applicant's plan to obtain
necessary rights-of-way and authorizations in Canada, a description of
the transportation services to be provided and a description of rate-
making methodologies the applicant wi.l propose to the regulatory
agencies, and an estimate of rates and charges for all services;

(i) if the proposed project involves marine
transportation of liquefied natural gas, a desf -jption of the marine
transportation services to be provided and a description of proposed
rate-making methodologies; an estimate of rates and charges for all
services hy third parties; a detailed description of til! propose access
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and tariff terms for liquefaction services or, if third parties would
perform liquefaction services, identification of the third parties and the
terms applicable to the liquefaction services; a complete description of
the marine segment of the project including the proposed ownership,
control, and cost of liquefied natural gas tankers, the management of
shipping services, liquefied natural gas export, destination, rc-
gasification facilities, and pipeline facilities needed for transport to
market destinations, and the entity or entities that would be required to
ohtain necessary export permits and licenses or a certificate or amended
certificate of public convenience and necessity from the Federal Energy
Regulatory Commission for the transportation of liquefied natural gas
in interstate commerce if United States markets are proposed; and all
rights-of-way or authorizations required from a foreign country;

3 commit that if the proposed project is within the jurisdiction of thy

Energy Regulatory Commission, the applicant will
(A) conclude, by a dale certain that is not later than 36 month:

after the date the license is issued, a binding open season that is consistent with
the requirements of IS C.F.R. Part 157, Subpart 13 (Open Seasons for Alaska
Natural Gas Transportation Projects) and 18C.F.R. 157,30 - 157.39;
13 apply for Federal Energy Regulatory Commission approva

to use the pre-filing procedures set out in IS C.F.R. 15721 hy a date certain,
and use those procedures before filing an application for a certificate or
amended certificate of public convenience and necessity, except where the
procedures arc not required as a result of sec. 5 of the President's Decision
issued under 15 U.S.C. 719 et scq. (Alaska Natural Gas Transportation Act of

1976); and
() apply for a Federal Energy Regulatory Commission

certificate or amended certificate of public convenience and necessity to
authorize the construction and operation of the proposed project described in

this section by a dale certain;
(ef) if the proposed project is within the jurisdiction of the Regulatory

_ 5 CSIIH 177(- IN)
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Commission of Alaska, commit to

(A) conclude, by a date certain that is not later than 36 months
after the date the license is issued, a binding open season that is consistent with

the requirements of AS 42.06; and
(B) apply for a certificate or amended certificate of public

convenience and necessity to authorize the construction and operation of the

proposed project by a date certain;
(5) commit that after the first binding open season, the applicant will

assess the market demand for additional pipeline capacity at least every two years
through public nonbinding solicitations or similar means;

(6) commit to expand the proposed project in reasonable engineering

increments and on commercially reasonable terms that encourage exploration and
development of gas resources in this slate; in this paragraph,

GSLIB 177(1- IN)

(A) "commercially reasonable terms™ means that, subject to the
provisions of (7) of this section, revenue from transportation contracts covers
the cost of the expansion, including increased fuel costs and a reasonable
return on capital as authorized by the Federal Energy Regulatory Commission
or the Regulatory Commission of Alaska, as applicable, and there is no
impairment of the proposed project's ability to recover the costs of existing

facilities.
(B) "reasonable engineering increments" means the amount of

additional capacity that could be added by compression or a pipe addition
using a compressor size or pipe size, as applicable, that is substantially similar
to the original compressor size and pipe Size;

(7) commit that the applicant
(A) will propose and support the recovery of mainline capacity

expansion costs, including fuc! costs, from all mainline system users through
rollcd-in rates as provided in (B) and (C) of this paragraph or through a
combination of incremental and rollcd-in rates as provided in (D) of this

paragraph;
(B) will propose and support the recovery of mainline capacity
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expansion costs, including fuel costs, from all mainline system users through
rolled-in rates; an applicant is obligated under this subparagraph only if the

rolled-in rates would increase the rates

(i) not desciibcd in (ii) of this subparagraph by not more
than 15 percent above the initial maximum recourse rates for capacity
acquired before commercial operations commence; in this sub-
subparagraph, "initial maximum recourse rates" means the highest cost-
based rates for any specific transportation service set by the Federal
Energy Regulatory Commission, the Regulatory Commission of
Alaska, or the National Energy Board of Canada, as appropriate, when
the pipeline commences commercial operations;

(i) by not more than 15 percent above the negotiated
rate for pipeline capacity on the date of commencement of commercial
operations where the holder of the capacity is not an affiliate of the
owner of the pipeline project; for the purposes of this sub-
subparagraph, "negotiated rate" means the rate in a transportation
service agreement that provides for a rate that varies from the otherwise
applicable cost-based rate, or recourse rale, set out in a gas pipeline's
tariff approved by the Federal Energy Regulatory Commission, the
Regulatory Commission of Alaska, or the National Energy Board of
Canada, as appropriate; or

(i) for capacity acquired in an expansion after
commercial operations commence, to a level that is not more than 115
percent of the volume-weighted average of all rates collected hy the
project owner for pipeline capacity on the date « ‘mmercial operations

commence;
(C) will, if recovery of mainline cap..city expansion costs,

including fuel costs, through rollcd-in rate trentmctl v :Id increase the rates
for capacity described in (B) of this paragraph, propose and support the partial
roll-in of mainline expansion costs, including fuel costs, to the extent that rates
acquired before commercial operations commence do not exceed the levels

_ -7- CSIIH 1770-IN)
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1 described in (B) of this paragraph;

2 (D) may, for the recovery of mainline capacity expansion costs,
3 including fuel costs, that, under rolled-in rate treatment, would result in rates

4 that exceed the level in (B) of this paragraph, propose and support the recovery

5 of those costs through any combination of incremental and rollcd-in rates;

6 (E) will not enter into a negotiated rale agreement that would
7 preclude the applicant from collecting from any shipper, including a shipper
8 with a negotiated rate agreement, the rollcd-in rates that arc required to be
9 proposed and supported by the applicant under (B) of this paragraph or the
10 partial rolled-in rates that arc required to be proposed and supported by the
n applicant under (C) of this paragraph;

12 (8) state how the applicant proposes to deal with a North Slope gas
13 treatment plant, regardless of whether that plant is part of the applicant's proposal, and,
to the extent that the plant will be owned entirely or in part by the applicant, commit to
seek certificate authority from the Federal Energy Regulatory Commission if the
proposed project is engaged in interstate commerce, or from the Regulatory

Commission of Alaska if the project is not engaged in interstate commerce; for a

North Slope gas treatment plant that will be owned entirely or in part by the applicant,

for rate-making purposes, commit to value previously used assets that are part of the

gas treatment plant at net book value; describe the gas treatment plant, including its

design, engineering, construction, ownership, and plan of operation; the identity of any

third party that will participate in the ownership or operation of the gas treatment
plant; and the means by which the applicant will work to minimize the effect of the
costs of the facility on the tariff;

(9  propose a percentage and total dollar amount for the state's
matching contribution under AS 43.90.110(a)(1)(A) and (B) to be specified in the
license;

(10) commit to propose and support rates for the proposed project and
for any North Slope gas treatment plant that the applicant may own, in whole or in
part, that arc based on tt capital structure for rate-making that consists of not less than

70 percent debt;
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(11) describe the means for preventing and managing overruns in costs
of (he proposed project, and the measures for minimizing the effects on tariffs from

any overruns;
(12) commit to provide a minimum of five delivery points of natural
gas in this state;

(13) commit to
(A) offer firm transportation service to delivery points in this

state as part of the tariff regardless of whether any shippers bid successfully in
a hinding open season for firm transportation service to delivery points in this
state, and commit to offer distance-sensitive rates to delivery points in this
stale consistent with 18C.F.R. 157.34(c)(8); and

(B) offer distance-sensitive rates to delivery points ir. the state

consistent with 18C.F.R. 157.34(c)(8);
(14) commit to establish a local headquarters in this state for the
proposed project;
(15) to the extent permitted by law, commit to
(A) hire qualified residents from throughout the state for

management, engineering, construction, operations, maintenance, and other

positions on the proposed project;
(B) contract with businesses located in the state;

(C) establish hiring facilities or use existing hiring facilities in
the state; and

(D) use, as far as is practicable, the job centers and associated
services operated by the Department of Labor and Workforce Development

and an Internet-hased labor exchange system operated by the state;
(10) waive the right to appeal the rejection of the application as

incomplete, the issuance of a license to another applicant, or the determination under

AS 43.90.180(b) that no application merits the issuance of a license;
(I commit to negotiate, before construction, a project labor

agreement; in this paragraph, “project labor agreement" means a comprehensive
collective bargaining agreement between the licensee or its agent and the appropriate

o oo CSIIli I77IFIN)
Nvw Te:vt Uiulm lim*.d ]DELETED TEXT BRACKETED]



WORK DRAFT WORK DRAFT 25-GH1060W

labor representatives to ensure expedited construction with labor stability for the
project by qualified residents of the state;

(18) commit that the state matching contribution received by a licensee
may not be included in the applicant's rate base, and shall be used as a credit against
licensee's cost of service;

(19) provide a detailed description of the applicant, all entities
participating with the applicant in the application and the project proposed hy the
applicant, and persons the applicant intends to involve in the construction and
operation of the proposed project; the description must include the nature of the
affiliation for each person, the commitments by the person to the applicant, and other
information relevant to the commissioners* evaluation of the readiness and ability of
the applicant to complete the project presented in the application;

(20) demonstrate the readiness, financial resources, and technical
ability to perform the activities specified in the application by describing the
applicant's history of compliance with safety, health, and environmental requirements,
the ability to follow a detailed work plan and timeline, and the ability to operate within
an associated budget.

See. 43.90.140. Initial application review; additional information requests;
complete applications, (a) After the deadline established by the commissioners for
filing an application has passed, the commissioners shall open and review each
application to determine whether it is consistent with the terms of the request for
applications and meets the requirements of AS 1390.130. The commissioners shall
reject as incomplete an application that does not meet the requirements of
AS 43.90.130,

(b) To evaluate whether an application should be rejected under (a) of this
section, the commissioners may request additional information relating to the
application.

(c) If, within the time specified by the commissioners, the applicant fails to
provide the additional information requested under (b) of this section, or submits
additional information that is not responsive, the application shall be rejected.

(d) For an application not rejected under this section, the commissioners shall

CSllli 177(LIN) _ TS
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make a determination that the application, including any requested additional
information, is complete.

(e) Except as provided under AS 4390.150, and after determining which
applications are complete, the commissioners shall make all applications available to
the legislature.

Sec. 4390.150. Proprietary information and trade secrets, (a) At the
request of the applicant, information submitted under this chapter that the applicant
dentifies and demonstrates is proprietary or is a trade secret is confidential and not
subject to public disclosure under AS 40.25. After a license is awarded, all
information submitted by the licensee, retained under this chapter, and not determined
by the commissioners to be a proprietary or trade secret, shall he made public. J

(b) If the commissioners determine that the information submitted by the
applicant is not proprietary or is not a trade secret, the commissioners shall notify the
applicant and return the information at the request of the applicant,

Sec. 43.90.160. Notice, review, and comment, (a) The commissioners shall
publish notice and provide a 60-day period for public review and comment on all
applications determined complete under AS 4390.140. Except as provided under
AS 43.90.150, all applications filed under this chapter shall be made public, including
applications rejected as incomplete under AS 43.90.140.

(b) Applications received under this chapter arc not subject to public
disclosure under AS 40.25 until the commissioners publish notice under this section,
However, information that the commissioners have determined is proprietary or a
trade secret under AS 4390.150 may not be made public even alter the notice is
published under (a) of this section, except as otherwise provided in AS 43.90.150. If
information is proprietary or a trade secret and is held confidential under
AS 43.90.150, the applicant shall provide a summary of th confidential information
that > satisfactory to the commissioners, and the commissioners shall make the
summary of the information available to the public.

(e) After the commissioners determine that an application is complete under

AS 4390.140. information provided by an applicant to the commissioners under this
chapter, including information determined by the commissioners to be confidential

_ _ - CSII 177(™IN)
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under AS 4390.150, shall be disclosed to the legislative auditor, the fiscal analyst who
serves as head of the legislative finance division, members of the legislature, and their
respective agents and contractors, on request and after the individual making the
request signs a confidentiality agreement prepared by the commissioners.

Sec. 4390.170. Application evaluation and ranking, (a) The commissioners
shall evaluate all applications determined to be complete under AS 43.90HO,
consider public comments received under AS 43.90.160(2), and rank each application
according to the net present value of the anticipated cash flow to the state from the
applicant's project proposal using the factors in (b) of this section and weighted by the
project's likelihood of success based on the commissioners’ assessment of the factors
listed in (c) of this section.

(b) When evaluating the net present value of anticipated cash flow to the state
from the applicant's project proposal, the commissioners shall use an undiscounted
value and, at a minimum, discount rates of two, five, and eight percent, and consider

(1) how quickly the applicant proposes to begin construclion of the
proposed project and how quickly the project will commence commercial operation;
(2) the net back value of the gas determined by the destination market

value of the gas and estimated transportation and treatment costs;
(3) the ability of the applicant to prevent or reduce project cost

overruns that would increase the tariff;
(4) the initial design capacity of the applicant's project and the extent
to which the design can accommodate low-cost expansion;
(5) the amount of the matching contribution by the state under

AS 43.90.110(a)(1)(A) and (13 proposed by the applicant under AS 43.90.130(9); and
(6) other factors found by the commissioners to be relevant to the

evaluation of the net present value of the anticipated cash flow to the state.
(c) When evaluating the project's likelihood of success, the commissioners
shall consider
(1) the reasonableness, specificity, and feasibility of the applicant's
work plan, timeline, and budget required to be submitted under AS 4390.130,
including the applicant's plan to manage cost overruns, insulate shippers from the

CSII 177(1-IN) ' ey
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effect of cost overruns, and encourage shippers to participate in the first binding open

season;
(2) the financial resources of the applicant;

(3) the ability of the applicant to comply with the proposed
performance schedule;

(4) the applicant's organization, experience, accounting and operational
controls, technical skills or the ability to obtain them, and necessary equipment or the
ahility to obtain the necessary equipment;

(5) the applicant's record of
(A) performance on projects not licensed under this chapter;

(B) integrity and good business ethics: and
(6) other evidence and factors found by the commissioners to be
relevant to the evaluation of the project's likelihood of success.

Sec. 43.90.180. Notice to the legislature of intent to issue license; denial of
license, (a) If, after consideration of public comments received under AS 43.90.160(3)
and evaluation of complete applications under AS 43.90.170, the commissioners
determine that an application proposes a project that will sufficiently maximize the
benefits to the people of this state and merits issuance of a license under this chapter,

the commissioners shall

1) issue a determination, with written findings addressing the basis for
the determination; the determination becomes a final agency action on the effective
dale of a hill approving the issuance of the license under AS 43.90.190;

(2) publish notice of intent to issue a license under this chapter with
written findings addressing the basis for the determination; and

(3) forward the notice under (2) of this subsection, along with the
findings, supporting documentation, and determination under (L: of this subsection, to
the presiding officer of each house of the legislature for action as provided in

AS 43.90.190.
(b) If, after evaluation of complete applications under AS4390.170, the

commissioners determine that no application sufficiently maximizes the benefits to the
people of this state and merits issuance of a license under this chapter, the

s CSIlll 177(KIN)
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commissioners shall issue a written finding that addresses the basis for that

determination.
() The commissioners' determination under (b) of this section is a final

agency action.

Sec. 4390.190. Legislative approval; issuance of license, () After the
presiding officer of each house of the legislature receives a determination from the
commissioners under AS 43.90.S0, the rules committee of each house of the
legislature shall introduce a bill in the committee's respective chamber that provides
for the approval of the license proposed to be issued by the commissioners.

(b) If abill approving the issuance of the license passes the legislature within
60 days after the last date a presiding officer receives a determination hy the
commissioners under AS 43.90.180, the commissioners shall issue the license us soon
as practicable after (lie effective date of the Act approving the issuance of the license.

(c) Notwithstanding aleg' ,.ativc rule that prohibits the carryover of a bill after
the end of a special session or alter the end of a reqular session of a legislature, a bill
introduced under (a) of this section that is not passed or not withdrawn, defeated,
vetoed, or indefinitely postponed shall be carried over to any subsequent regular or
special legislative session convened during the 60-day period described in (b) of this
section in the same reading or status it was in at the time of adjournment. However, a
hill introduced under (a) of this section may not be carried over to the first regular

session of a legislature.
(d) If the legislature fails to approve (he issuance of the license, the

commissioners
(1) may not issue the license that the legislature failed to approve; and
(2) may request new applications for a license under AS 43.90.120.
Sec. 43.90.200. Certification by regulatory authority and project sanction.
(@) A licensee that is awarded a certificate or amended certificate of public
convenience and necessity from a regulatory agency with jurisdiction over the project
shall accept the certificate or amended certificate when the order granting the
certificate is no longer subject tojudicial review, or earlier at the licensee's discretion.
(h) If the licensee has credit support sufficient to finance construction of the
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project through ownership of rights to produce and market gas resources, firm
transportation commitments, or government financing, the lice..see shall sanction the
project within one year after the effective date of the certificate or amended certificate
of public convenience and necessity issued by the regulatory agency with jurisdiction

over the project.
(c) If the licensee docs not have credit support sufficient to finance

construction of the project through ownership of rights to produce and market gas
resources, firm transportation commitments, or government financing, the licensee

shall sanction the project before the later of
61 two years after the effective date of the certificate or amended

11 certificate of public convenience and necessity issued by the regulatory agency with

12 jurisdiction over the project; or

13 (2) five years after the close of the first binding open season of the
14 project.

15 (d) If the licensee fails to sanction the project as required under this section,
16 the licensee shall, upon request by the state,

17 (1) seek approval from the Federal Energy Regulatory Commission or
18 the Regulatory Commission of Alaska, as applicable, to abandon and transfer the
19 certificate or amended certificate to the state or the state's designee; and

20 (2) assign to the slate or the state's designee all engineering designs,
21 contracts, permits, and other data related to the project that arc acquired by the
- licensee during the term of the license before the date of the abandonment or transfer.
23 (e) The transfer and assignments undci (d) of this section as a result of failure
24 to comply with () or (b) of this section arc at no cost to the state or the state's
5 designee. A transfer under (c>of this section is at the licensee's net cost.

26 (0 In this section, "effective date of the certificate or amended certificate of
21 public convenience and necessity" means the date the order granting the certificate is
25 no longer subject tojudicial review, or earlier at the discretion of the licensee.

29 Sec. 4390.210. Amendment of or modification to the project plan. Subject

to the approval ot the commissioners, a licensee may amend or modTy its project plan
if the amendments or modifications improve the net present value of the project to the

30
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state, are necessary because of an order or requirement by a regulatory agency with
jurisdiction over the project, an order issued by the Alaska Oil and Gas Conservation
Commission, or the amendment or modification is necessary because of changed
circumstances outside the licensee's control and not reasonably foreseeable before the
license was issued. An amendment or modification approved under diis section must
be consistent with the requirements of AS 43.90.130 and, except for an amendment or
modification required because of an order or requirement of a regulatory agency with
jurisdiction over the project or an order issued by the Alaska Oil and Gas
Conservation Commission, may not substantially diminish the net present value of the
project to the state or the project’s likelihood of success.

Sec. 43.90.220. Records, reports, conditions, and audit requirements, () A
licensee shall maintain complete and accurate records of all expenditures and
commitments of state money received under this chapter, including receipts and
records showing the pavmenl or cost of purchased items and services, the names and
addresses of the sellers and service providers, and the dates of service or delivery.

(b) Upon reasonable notice, the commissioners may audit the records, books,
and files of the entity receiving the state money or making the expenditures and
commitments of money received from the state under this chapter.

(c) The commissioners may do the following with respect to information
relating to the project: conduct hearings or other investigative inquiries; compel the
attendance of witnesses and production of documents; and require the licensee to
furnish information in paper copy or electronic format.

(d) After a license has been issued and until commencement of commercial
operations of a natural gas pipeline, the licensee shall allow the commissioners to

(1) have a representative present at all meetings of the licensee's
governing body or bodies and equity holders that relate to the project;
(2) receive all relevant notices when and as issued and information

sent to the governing body or bodies and equity holders;
(3) enjoy the same access to information about the licensee as the

governing body member and equity owners receive; and
(4) receive relevant reports or information from the licensee that the
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commissioners reasonably request.
(e) All proprietary information, privileged information, and trade secrets

received by the commissioners or their representative under (d) of this section arc not
subject to public disclosure under AS 40.25,

(0 A licensee shall maintain the records and reports required under this
section for seven years from the date the licensee receives state money under this
chapter.

Sec. 4390.230. License violations; damages, (a) A licensee is in violation of
the license if the commissioners determine that the licensee has

(1) requested and received money from the state under this chapter for
an expenditure that is not a qualified expenditure under AS 43.90.110;

(2) except as required to conform with a requirement of a regulatory
agency with jurisdiction over the project, substantially departed from the
specifications set out in the application without state approval of a project plan
amendment or modification under AS 4390.210;

(3) violated any provision of this chapter or any other provision of

state or federal law material to the license;

(4) I'a'led to accept a certificate as required under AS 43.90.200(a) or
failed to sanction the project as required under AS 43.90.200(b); or

(5) otherwise violated a material term of the license.

(b) The commissioners shall provide written notice to the licensee identifying
a license violation. The commissioners and the licensee have 90 days after the date the
notice is issued to resolve the violation informally.

(c) The commissioners may suspend dishursement of state matching
contributions to the licensee beginning on the date that the notice of violation issued
under (b) of this section is sent to the licensee. The commissioners may resume
disbursement on the date that the commissioners determine that the violation is cured.

(d) If the commissioners and the licensee are unable to resolve the violation
within the period described in (h) of this section, the commissioners shall notify the
licensee that the violation has not been cured and provide the licensee with an
opportunity to be heard. If, alter notice and hearing, the commissioners determine that

CSIHI 177(I'IN)
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the violation has not been cured, the commissioners shall issue a written decision that
is afinal administrative action for purposes of appeal to the superior court in the state.
© If the determination issued under (d) of this section finds an unresolved

violation, the commissioners may impose one or more of the following remedies:

(1) discontinuation of state matching contributions under this chapter;

(2) recoupment of state money that the licensee has received under this
chapter to date, with interest, regardless of whether the licensee has expended or
committed that money;

(3) license revocation;
(4) assignment to the slate or the state's designee of all engineering

designs, contracts, permits, and other data related to the project that are acquired by
the licensee during the term of the license; and
(5) any other remedies provided by law or in equity.

Sec. 4390.240. Abandonment of project, (a) If the commissioners and the
licensee agree that the project is uneconomic, the project shall be abandoned, the
inducement provided for in AS 4390.110 terminated, and, except for requirements
imposed on the licensee under (g) of this section and AS 43.90.220, the state and the
licensee no longer have an obligation under this chapter with respect to the license.

(b) If the commissioners or the licensee find that the project is uneconomic
and the other party disagrees, the disagreement shall he settled by arbitration
administered by the American Arbitration Association under the substantive and
procedural laws . this state, and judgment on the award rendered by the arbitrators
may be entered in superior court in the state. In the event of arbitration, each party
shall select an arbitrator from the American Arbitration Association's National Roster,
and the two arbitrators shall appoint a third arbitrator from the American Arbitration
Association's National Roster who shall serve as the chair of the three-member
arbitration panel. Il the arbitration panel determines that the project is

(1) uneconomic, the state and the licensee no longer have an obligation
under this chapter with respect to the license, except for requirements imposed on the

licensee under (e) of this section and AS 43.90.220; or
(2) not uneconomic, the obligations of the licensee and the state
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continue as provided under this chapter and the license.

(€) The arbitration panel in (b) of this section shall make a determination that

the project is uneconomic only if the panel finds that the party claiming the project is
uneconomic has proven by apreponderance of the evidence that the

() project does not have credit support sufficient to finance
construction of the project through firm transportation commitments, government
assistance, or other external sources of financing; and

(2) predicted costs of transportation at a 100 percent load factor, when
deducted from predicted gas sales revenue using publicly available predictions of
future gas prices, would result in a producer rate of return that is below the rate
typically accepted by a prudent oil and gas exploration and production company for
incremental upstream investment that is required to produce and deliver gas to the
project.

(d) If the state makes a payment to the licensee under AS 4390/140, the
license is considered abandoned, and the state and the licensee no longer have any
obligations under this chapter with respect to the license, except that the licensee must
comply with the

(1) requirements imposed on the licensee under AS 4390220
regarding state money received by the iiccnsec before the license was considered
abandoned; and

(2) requirements of AS 43.90.440.

(e) If the commissioners and the licensee agree that the project is uneconomic
or an arbitration panel makes a final determination that the project is uneconomic, the
licensee shall, upon the state's request, transfer to the state or the s tite's designee all
engineering designs, contracts, permits, and other data related to the project that are
acquired by the licensee during the term of the license upon reimbursement by the
state of the net amount of expenditures incurred and paid by the licensee that are
qualified expenditures for the purposes of AS 43.90.110.

Sec. 4390.250. Alaska (lasline Inducement Act coordinator, (a) There is
created in the Office of the Governor the position of Alaska Gasline Inducement Act
coordinator. Administrative support for the position shall be provided by the Office of

19- CSIII 1770-IN)
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(he Governor. The position shall continue until one year after commencement of
commercial operations of the project.

() The governor shall appoint a person to the position of Alaska Gasline
Inducement Act coordinator. The individual serving as the Alaska Gasline Inducement
Act coordinator may be removed from the position at the discretion of the governor.

See. 4390.260. Expedited review and action by state agencies, (a) A review
conducted and action taken by a state agency relating to the project shall be expedited
in a manner consistent with the completion ol the necessary approvals in accordance
with this chapter.

() Notwithstanding any contrary provision of law, a state agency may not
include in any project certificate, right-of-way, permit, or other authorization issued to
the licensee a term or condition that is not required by law if the coordinator
determines that the term or condition would prevent or impairin any significant
respect the expeditious construction and operation or expansion of the project.

(c) Unless required by law, a state agency may not add to, amend, or abrogate
any certificate, right-of-way, permit, or other authorizationissued to a licensee if the
coordinator determines that the action would prevent or impairin any significant
respect the -xpeditious construction, operation, or expansion of the project.

Article 3. Resource Inducement.

Sec. 4390.300. Qualification for resource inducement, (a) Notwithstanding
any contrary provision of law, a lessee or other person that demonstrates to the
satisfaction of the commissioners that the person has committed to acquire firm
transportation capacity in the first hinding open season of the project is qualified to
receive the resource inducement set out in AS 4390310 and 4390.320 for gas
produced on the North Slope and shipped in firm transportation capacity acquired in
the first binding open season of the project. The inducement in AS 4390310 is

contractual.

(b) A gas producer receiving a voucher under AS 43.90.330 is qualified to

receive the resource inducement in AS 43.90.310 and 43.90.320 for the gas shipped in |
the firm transportation capacity described in the voucher for the period described in

AS 43.90.330.
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Sec. 4390.310. Royally inducement, (a) Before the start of the first binding
open season to be conducted by the licensee, the commissioner of natural resources
shall adopt regulations that establish a method to determine the monthly value of the
state's royalty share of gas production and establish terms under which the state will
exercise its right to switch between taking its royalty in value or in kind for gas
committed for firm transportation in the firsi hinding open season of the project or
shipped in the firm transportation capacity described in a voucher received by the gas
producer under AS 43.90.330. The regulations must

(1) minimize retroactive adjustments to the monthly value if the state's
royalty share of gas production;

(2) provide a method for establishing a fair market value for each
component of the state's "nyalty gas that is based on pricing data from icliable and
widely available industry trade publications and that uses appropriate adjustments to

reflect
(A) deductions for actual and reasonable transportation costs

for the state's royally gas, including a reasonable share of the costs associated
with unused capacity commitments on gas pipcli 'es from the North Slope to
the first destination market with reasonable market liquidity;

(B) location differentials hetween the destination markets
where North Slope gas could he sold;

(C) reasonable and actual costs for gas processing; in this
subparagraph, “gas processing” means post-production treatment of gas to

extract natural gas liquids; and
(D) deductions permitted under the J9SO Royalty Settlement

Agreement for Brudhoc Bay gas; and

3 establish terms under which the state will exercise its authority to

switch between taking its royalty gas in value and in kind to ensure that the state's
actions do not unreasonably

(A) cause the lessee or other person to hear disproportionate

transportation costs with respect to the state's royally gas;
(13 interfere with the lessee's or other person's long-term

21- CSIi 177(1-IN)
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marketing of its production.
(b) If a lessee or oilier person qualified for resource inducement under

AS 43.90.300 agrees under (c) of this section, the iesscc or other person is entitled to

elect
(1) to calculate its gas royalty obligation under the regulations adopte

under (a) of this section for natural gas transpo‘ted on  firm contract executed during
the project's first binding open season or under the methodology set out in the existing

leases from which the gas is produced, and
(V) upon the request of tiie lessee, the commissioner of natural

resources shall contractually amend the existing lease to effect the election
under this paragraph and incorporate as fixed contract terms the relevant

regulatory provisions; and
(B) the election under this paragraph remains in effect unt

new regulations are adopted as a result of a review under (d) of this section, at

which time, a lessee or other person qualified under AS 43.90.300 may change

its election under this paragraph; upon the request of the lessee, the

commissioner of natural resources shall contractually amend the lease to

incorporate as fixed contract terms the relevant revised regulatory provisions;

2 to enter into a contract with the slate that amends the existing lea

terms by providing @ mechanism that ensures that, when the stale exercises its right to
switch between taking its royalty in value or in kind for gas committed for firm
transportation in the first binding open season of the project, the lessee or other person
docs not *ar disproportionate transportation costs with respect to the state's royally
gas; and by modifying the required period of notice that the state must provide before
exercising the state's right to switch between taking its royalty in value m in kind for
gas committed for firm transportation in the first binding open season of the project.

(c) To claim the inducement under (b) of this section, a lessee or other person
qualified under AS 4390.300 shall agree, on an application form provided by the
Department of Natural Resources, that the lessee or other person, and the lessee's or
other person's affiliates, successors, assigns, and agents will not protest or appeal a
filing by the licensee to roll in expansion costs of the mainline up to a level that is

SHU 177(I'IN) -22-
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required in AS 43.90.130(7). The agreement not to protest may not preclude the lessee
Oj other person, or the lessee's or other person's affiliates, successors, assigns, and
agents from protesting a filing to roll in mainline expansion costs that licensee is r.ot
required to propose and support under AS 43.90.130(7).

(d) The commissioner of natural resources shall provide for review of the
requlations adopted under (a) of this section at least every two years after the
commencement of commercial operations to determine whether the regulations
continue to meet the requirements of (a) of this section under current conditions, and
shall amend the regulations when the requirements are not being met.

(€) No provision of this chapter precludes the election set out in (b) of this
section, rior may the commissioner of natural resources assort any provision of any
existing lease or unit agreement as precluding the elections set out in (b) of this
section,

Sec. 4390.320. Gas production tax exemption, (a) If a person qualified for
resource inducement under AS 43.90.300 agrees under (c) of this section, the person is
entitled to an annual exemption from the state's gas production tax in an an ount equal
to the difference hetween the amount of the person's gas production tax obligation
calculated under the gas production tax in effect during that tax year and the amount of
the person's gas production tax obligation calculated under the gas production tax in
effect it the start of the first binding open season held under this chapter. If the
difference is less than zero, the gas ptoduclion tax exemption is zero.

(b) The exemption under this section may b- applied within 10 years
immediately following commencement of commercial operations and only applied to
production taxes that arc levied on North Slope gas shipped through firm
transportation capacity the person acquired during the first hinding open season or
shipped in the firm transportation capacity described in a voucher received by the gas
producer uiviW AS 43.90.330.

(c) The person claiming the exemption under this section shall agree that the
person, and the person's affiliates, successors, assigns, and agents, will not protest or
appeal a filing by the licensee to toll in mainline expansion costs up to the level that
the licensee is required to propose and support under AS 43.90.130(7). The agreement
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required under this subsection may not preclude the person, or (lie person's affiliates,
successors, assigns, and agents, from protesting a filing to roll in mainline expansion
costs that the licensee is not required to propose and support under AS 43.90.130(7).

(d) In this section, "gas production tax" means the tax levied on the production

of gas under AS 4355,
Sec. 4390.330. Inducement vouchers, (a) A person that acquires firm

transportation capacity in the first binding open season of the project, that does not
hold an oil and gas lease on the North Slope, and that is not an affiliate of a person that
holds an oil and gas lease on the North Slope, may apply to the commissioners for a
voucher under this section. A voucher issued by the commissioners must describe the
firm transportation capacity in the project to which the voucher is applicable

(b) A voucher issued by the commissioners under this section entitles the
holder of the voucher to the resource inducements in AS 4390.310 and 43.90.320 for
gas shipped in the firm transportation capacity acquired by the person applying for the
voucher during the first binding open season of the project and described in the
voucher. The voucher may be transferred to a gas producer that has a binding
obligation to sell gas to the person transferling the voucher under a gas purchase
igrcement,

(c) A gas producer holding a voucher may claim the resource inducements for
gas shipped through the firm transportation capacity described in the voucher and only
on gas that is produced and delivered to the purchaser on the Nortli Slope. A gas
producer may claim the resource inducements under this subsection until the earlier of
the termination of the hinding gas purchase agreement or the expiration of the
inducements by operation of law.

(d) A person that receives a voucher under this section and a gas producer that
receives resource inducements under a voucher shall agree that the person and the gas
producer and their respective affiliates, successors, assigns, or agents will not protest
or appeal a tiling by the licensee to roll-in mainline expansion costs up to the level that
the licensee is required to propose and support under AS 43.90.130(7). The agreement
required under this subsection may not preclude the person or gas producer or their
respective affiliates, successors, assigns, or agents from protesting a filing to roll-in
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mainline expansion costs that the licensee is not required to propose and support under
AS 4390.130(7).
Article 4. Miscellaneous Provisions.

Sec. 4390400. Alaska Gasline Inducement Act matching contribution
fund; disbursements; audits, (a) There is established in the general fund an Alaska
Gasline Inducement Act matching contribution fund. The fund consists of money
appropriated to it by the legislature for disbursement to pay the state's matching
contributions under AS 43.90.110. Money appropriated to the fund may be spent for
the purposes of the fund without further appropriation. Appropriations to the fund do
not lapse under AS 37.25.010, but remain in the fund for future disbursements.
Nothing in this subsection creates a dedicated fund.

(b) The Department of Revenue shall manage the fund, and may invest money
in the fund so as to yield competitive market rates as provided in AS 37.10.071
Income earned on the fund shall be accounted for separately and may he appropriated
annually to the fund.

(c) The commissioners shall adopt regulations that provide for application to
receive matching contributions for qualified expenditures as provided under
AS 4390.110, and that provide for periodic audits of the use of money disbursed as
matching contributions under this chapter.

(d) Within 10 days after the convening of each regular session of the
legislature, the commissioners shall submit to the legislature a report th Llists all the
disbursements from the fund during the preceding fiscal year with a written
justification for each dishursement and the projected amount of money that will be
required for contributions in each of the next three fiscal years.

See. 4390410. Regulations, "flic commissioners may jointly adopt or amend
regulations for the purpose of implementing the provisions of this chapter. The
commissioner of revenue and the commissioner of natural resources may adopt or
amend regulations adopted under authority outside of this chapter as necessary to
implement the provisions of this chapter.

Sec. 4390420. Statute of limitations. A person may not bring a judicial
action challenging the constitutionality of this chapter or the constitutionality of a
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license issued under this chapter unless the action is commenced in acourt of the state
of competentjurisdiction within 90 days after the date that a license is issued.

Sec. 43.90430. Interest. When a payment due to the state under this chapter
becomes delinquent, the payment bears interest at the rate applicable to a delinquent
tax under AS 43.05.225.

Sec. 4390440. Licensed project assurances, (a) Except as otherwise
provided in this chapter, the state grants a licensee assurances that the licensee has
exclusive enjoyment of the inducements provided under this chapter before the
commencement of commercial operation. If, before the commencement of commercial
operations, the state extends to another person preferential royally or tax treatment or
grant of slate money for the purpose of facilitating the construction of a competing
natural gas pipeline project in this state, and if the licensee is in compliance with the
requirements of the license and with the requirements of slate and federal statutes and
requlations relevant to the project, the licensee is entitled to payment from the state of
an amount equal to three limes the total amount of the expenditures incurred and paid
by the licensee that are qualified expenditures for the purposes of AS 43.90.110 that
the licensee incurred in developing the licensee’s project before the dale that the state
firsf extended preferential treatment to another person. The payment under this
subsection is subject to appropriation. Upon payment by the slate of the amount owed
under this section, the licensee shall, at no additional cost to the state, assign to the
stale or t'e state's designee all engineering designs, contracts, permits, and other data
related to the project that were acquired by the licensee during the term of the license.
The payment under this subsection is in full satisfaction of all claims the licensee may
bring in contract, tort, or other law related to the events that gave rise to the payment.

() The review, processing, or facilitation of a permit, right-of-way, or
authorization by a slate agency in connection with a competing natural gas pipeline
project docs not create an obligation on the part of the state under this section.

() In this section,

(1) "competing natural gas pipeline project” means a project designed
to accommodate g3s26076, ' "More than 500,000,000 cubic feet a day of North Slope

gas to market;
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(2) "preferential royalty or tax treatment™ docs not include
(A) the state's exercise of its right to resolve disputes involving
royalties and taxes; or
(B) the state's exercise of its right to modify royalties as
authorized by law in effect on the effective date of this section.

Sec. 4390.450. Assignments, (a) A licensee may transfer ah or part of the
license, including the rights and obligations arising under the license, if, after
publishing notice of the proposed transfer, providing notice to the presiding officer of
each house of the legislature, and providing a period of not less than 30 days for public

review and comment,
(1) the transfer is approved in writing in advance by the

commissioners; and
(2) the transfer docs not increase or diminish the obligations created by

the license or diminish the likelihood of success of the project or the net present value
of the license to the state.

(b) Notwithstanding the commissioners’ approval of a transfer of all or part of
a license under (a) of this section, the transferor of the license remains subject to the
requirements of AS 4390.220 regarding all state money received by the licensee
before the effective date of the transfer.

(c) A person may transfer that person's rights to the royalty inducement under
AS 4390.310 and the gas production tax exemption under AS 43.90.320 only in
connection with a sale or merger that results in transfer of all the person's assets in the
North Slope along with the person's firm transportation capacity contracts in the
project.

(d) Except for the transfer of a voucher to a producer under AS 43.90.330(b).
a person receiving a voucher under AS 43.90.330 based on the person's acquisition of
firm transportation capacity in the first binding open season of the project may transfer
the voucher only if the transfer is in connection with the permanent assignment by the
person of 100 percent of the firm transportation capacity acquired in the first binding

open season of the project,
See. 43.90.460. Conflicting laws. Nothing in this chapter shall be construed to
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repeal or abrogate the administrative, requlatory, or statutory procedures and functions
of state and federal lav governing the development and oversight of a project.

Sec. 4390470, State pipeline employment development. The commissioner
of labor and workforce development shall develop ajob training program that will
provide training for Alaskans in gas pipeline project management, construction,
operations, maintenance, and other gas pipeline-related positions.

Article 5. General Provisions.

Sec. 4390.900. Definitions. In this chapter, unless the context otherwise
requires,

(1) "affiliate means another person that controls, is controlled by, or is
under common control with a person, and includes a division that operates as a

functional unit;
(2) "Alaska Gasline Inducement Act coordinator or "coordinator"

means the person appointed under AS 4390.25t);

(3) "amended certificate” means a certificate of public convenience
and necessity issued by the Federal Energy Regulatory, Commission under authority
of 151J.5.C. 719 ct seq. (Alaska Natural Gas Transportation Act of 1976) that is
amended to comply with the terms of the license;

(4) "applicant" means a person or group of persons th. t files an

application fora license;
(5) "commencement of commercial operations™ means the first flow of

gas in the project that generates reventu to the owners;
(6) "“commissioners” means the commissioner of revenue and the

commissioner of natural resources, acting jointly;

(7) “control" means the possession of owners!..p interest or authority
sufficient to, directly oi indirectly, and whether acting alone or in conjunction with
others, direct or cause the direction of the management or policies of a company, and
IS rebuttably presumed it the voting interest held is 10percent or more;

(8) "equity holder" means the

(A) stockholders of a corporation;
(U) members of a limited lialvlily company;
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(C) partners of a partnership;

(D) joint venturers of ajc hit ventuie;

(E) members of a governmental authority and similar person;
or

(F) holders of any other entity or person;

(9 "gas treatment plant" means a facility downstream of the point 0
production that conditions gas and removes nonhydrocarbon substances from the gas
for the purpose of rendering the gas acceptable for lender and acceptance into a gas
pipeline system.

(10) "governing hody" means a corporation's board of directors, a
limited liability company's managing members, a partnership's general partners, ajoint
venturer's joint venturers, a governmental authority's board or council members, and
similar entities;

(1i) "lease" means an oil and gas, or gas, lease issued by this state;

(12) "lessee” means a person that holds a working interest in an oil and
gas, or gas, lease issued by this state;

13) "license” means a license issued under this chapter;

(14) "licensee™ means the holder of a license issued under this chapter

and all affiliates, successors, assigns, and agents of the holder;
(15) "net present value" means the discounted value of a future stream

of cash flow;
(16) "North Slope™ means mat part of the state that lies north of 63

degrees North latitude;
(17) "open season” means the process that complies with IS C.F.R.
Fart 157, Subpart 1) (Open Seasons for Alaska Natural Gas Transportation Projects);
(18) "paint of production™ has the meaning given in AS 4355.900;
(19) "project” means a natural gas pipeline project authorized under a
license issued under this chapter;
(20) “proprietary,” when used to describe information, means that the
information is treated by an applicant as confidential and the public disclosure of that
information would adversely affect the competitive position of the applicant or
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1 materially diminish the commercial value of the information to the applicant;

2 (21) "recourse rates” means cost-based rates with a minimum and
3 maximum range that arc approved by the Federal Energy Regulatory Commission, the
4 Regulatory Commission of Alaska, or the National Energy Board of Canada, as
5 appropriate, and set out in the pipeline's tariff; “recourse rates” includes only those
6 rates that the pipeline must make available to all shippers;

7 (22) “sanction" means to make financial commitments to go forward
8 with the project as evidenced by entering into financial commitments of at least
9 $1,000,000,000 with third parlies;

10 (23) "trade secret" has the meaning given in AS 45.50.940;

n (24) "under common control with" has the meaning given "control" in
2

13

this section;
(25) "unit agreement" means an agreement executed by the working

14 interest owners and royalty owners creating the unit.
15 Sec. 4390.990. Short title. This chapter may be cited as the Alaska Gasline
16 Inducement Act.

17 *Sec. 2 AS 36.30.850(h) is amended by adding a new paragraph to read:

18 (45) contracts for an arbitration panel to determine whether a project is
19 uneconomic under AS 4390.240, and contracts for the development of application
20 provisions for licensure and for the evaluation of those applications under AS 43.90.
21 *Sec.3.AS 38.05.020(b) is amended to read:

2 (b) The commissioner may

23 (1) establish reasonable procedures and adopt reasonable regulations
24 necessary to carry out this chapter and, whenever necessary, issue directives or orders
5 to the director to carry out specific functions and duties; regulations adopted by the
26 commissioner shall be adopted under AS 44.62 (Administrative Procedure Act);
21 orders by the commissioner classifying land, issued after January 3, 1959, are not
25 required to be adopted under AS 44.62 (Administrative Procedure Act);

29 (2) enter into agreements considered necessary to carry out the
30 purposes of this chapter, including agreements with federal and state agencies;

31 (3) review any order or action of the director;
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(4) exercise He powers and do the acts necessary to caiTy out the
provisions and objectives of this chapter;

(5) notwithstanding the provisions of any other section of this chapter,
grant an extension of the time within which payments due on any exploration license,
lease, or sale of state land, minerals, or materials may be made, including payment of
rental and royalties, on a finding that compliance with the requirements is or was
prevented by reason of war, riots, or acts of God;

(6) classify tracts for agricultural uses;
(7) after consulting with the Board of Agriculture and Conservation

(AS 03.09.010), waive, postpone, or otherwise modify the development requirements

of a contract for the sale of agricultural land if
(A) the land is inaccessible by road; or
(B) transportation, marketing, and development costs render

the required development uneconomic;
(8) rcconvcy or relinquish land or an interest in land to the federal

government if
(A) the land is described in an amended application for an

allotment under 43 U.S.C. 1617; and
(B) the reconveyance or relinquishment is
(i) for the purposes provided in 43 U.S.C. 1617, and

(ii) in the best interests of the state;
(9 lead and coordinate all matters relating to the state's review and

authorization of resource development projects:
(10) exercK 1the powers and do Cie acts necessary to carry out the

provisions and objectives of AS 4390 that relate to this chapter.

* See. 4. AS 39.25110 is amended by adding a new paragraph to read:
(41) the Alaska Gasline Inducement Act coordinator appointed under

AS 43.90.250.
*Sec. 5. AS 40.25.120(3) is amended to read:
() Every person has a right to inspect a public record in the state, including

public records in recorders' offices, except

_ -31- CSIIB 177(FIN)
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(1) records of vital statistics and adoption proceedings, which shall be

treated in the manner required by AS 1850;

(2) records pertaining to juveniles unless disclosure is authorized by
law;

(3) medical and related public health records;

(4) records required to be kept confidential by a federal law or
regulation or by state law;

(5) to the extent the records are required to be kept confidential under
20 U.S.C. 1232gand the regulations adopted under 20 U.S.C. 1232gin order to secure

or retain federal assistance;
(6) records or information compiled for law enforcement puiposes, but

only to the extent that the production of the law enforcement records or information
(A) could reasonably be expected to interfere with enforcement

proceedings;

(B) would deprive a person of a right to a fair trial or an
impartial adjudication;

(C) could reasonably he expected to constitute an unwarranted
invasion of the personal privacy of a suspect, defendant, victim, or witness;

(D) could reasonably be expected to disclose the identity of a

confidential source;
(E) would disclose confidential techniques and procedures for

law enforcement investigations or prosecutions;
(F)  would disclose gquidelines for law enforcement
investigations or prosecutions if the disclosure could reasonably be expected to

risk circumvention of the law; or
(G) could reasonably be expected to endanger the life or

physical safety of an individual;

(7) names, addresses, and other information identifying a person as a
participant in the Alaska Higher Education Savings Trust tinder \S 14.40.802 or the
advance college tuition savings program under AS 1440803 « 1440817,

(8) public records containing information that would disclose or might

OSIIt 177(-IN) -32-
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lead to the disclosure of a component in the process used to execute or adopt an
electronic signature if the disclosure would or might cause the electronic signature to
cease heing under the sole control of the person using it;
9  reports submitted under AS 0525030 concerning certain
collisions, accidents, or other casualties involving hoats;
(10) records or information pertaining to a plan, program, or
procedures for establishing, maintaining, or restoring security in the state, or to a
detailed description or evaluation of systems, facilities, or infrastructure in the state,
but only to the extent that the production of the records or information
(A)  could reasonably be expected to interfere with the
implementation or enforcement of the security plan, program, or procedures;
(B) would disclose confidential guidelines for investigations or
enforcement and the disclosurecould reasonably ~ be expected to risk

circumvention of the law; or
(C) could reasonably be expected to endanger the life or

physical safety of an individual or topresent a realand substantial riskto the
public health and welfare;

(11) the written notification regarding a proposed regulation provided
under AS 24.20.105 to the Department of Law and the affected state agency and
communications between the Legislative Affairs Agency, the Department of Law, and
the affected state agency under AS 24.20.105,

(12) reeords that are

(A) proprietary, privileged, or a trade secret in accordance
with AS 4390.150 or 4390.220(e):
(B) applications Unit are received under AS 4390 until

notice is published under AS 43.90.160.

*Sec. 6. The uncodified law of the State of Alaska is amended by adding a new section to
read:

FIRST REQUEST FOR APPLICATIONS FOR THE LICENSE. It is the intent of the

30 legislature that the first request for applications for the license by the commissioners under
3 AS 4390120, as enacted in sec. 1of this Act, be issued within 90 days after the effective date

-33- CSHII 177(1-IN)
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of this Act.
* Sec. 7. The uncodified law of the State of Alaska is amended by adding anew section t
read:

EXPEDITED CONSIDERATION OF COURT CASES. It is the intent of th
legislature that the courts of the stale, when considering a case related to the development and
construction of a natural gas pipeline under this Act or to the commitment of a shipper to
acquire firm transportation capacity during the first binding open season for a project
developed under this Act, expedite the resolution of the case by giving the case priority over
all other civil cases to the extent permitted under the Alaska Rules of Court.

* Sec. 8 The uncodified law of the State of Alaska is amended by adding a new section to
read:

SEVERABILITY. Under AS 01.10.030, if any provision of this Act, or the application
of it to any person or circumstance, is held invalid, the remainder of this Act and the
application to other persons or circumstances are not affected.

* Sec. 9. This Act takes effect immediately under AS 01.10.070(c).

CSIlli 177(FN) 3
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AMENDM ENT

OFFERED IN THE HOUSE
TO: CSHB 177(FIN), Draft Version "V'1

Page 1 line 3
Delete "matching contribution”
Insert "reimbursement”

Page 2 line 17, following "contributions":
Insert “in the form of reimbursements"

Page 2, line 24
Delete "match"
Insert "reimburse"

Page 2 line 25:
Delete "matching contribution™
Insert "'reimbursements”

Page 2 line 29
Delete "match"
Insert "'reimburse"

Page 2 line 30
Delete "matching contribution™
Insert "reimbursements”

ASM -1

25-QH1060\V,2
Bullock
5/10/07



Page 8 line 26.
Delete "matching contribution™
Insert "reimbursement”

Page 10 line 3.
Delete "matching contribution"
Insert "'reimbursement™

Page 12 line 23;
Delete "matching contribution™
Insert "reimbursement”

Page 17, lines 24 -25.
Delete "matching contributions™

Insert "reimbursements"

Page 18 line 5
Delete "matching contributions™
Insert "'reimbursements”

Page 25, line 4:
Insert “matching contribution™

Insert "reimbursement"

Page 25, line 6.
Delete "matching contribution™
Insert "reimbursement"

Page 25, lines 7-8:
Delete "matching contributions™
Insert "reimbursements"”

25-Gll 1060W.2



Page 25, line 17
Delete "matching contributions

Insert "reimbursements”

Page 25, line 19
Delete "matching contributions™
Insert "'reimbursements"

Page 25 line 24:
Delete "contributions"
Insert "reimbursements"

25-GHIOB0YV.2
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AMENDMENT

OFFERED IN THE HOUSE
TO: CSI-IB 177(FIN), Draft Version "V*

Page 15 line 25:
Delete "is at the licensee's net cost"
Insert “shall be subject to the state's payment to the licensee of the net amount of

expenditures incurred and paid by the licensee that are qualified expenditures for the purposes
of AS 4390.110"
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AMENDMENT

OFFERED IN THE HOUSE
T0: CSIiB 177(FIN), Draft Version "V"

Page 14 line 29;
Delete "when"
Insert "'on or hefore the date™

Page 14 line 30:
Delete " or earlier at the licensee's discretion”

Page 15 line 27:
Following "means the":
Insert “earlier of the"
Following “certificate™:
Insert "or amended certificate"

Page 15 line 28:
Delete “earlier at the discretion of the licensee"
Insert “the date the licensee accepts the certificate or amended certificate”

Bullock
5/10/07
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HOUSE FINANCE COMMITTEE AMENDMENT NO.
To OS for House Dill No. 177(FIN)
AS 4390210
16 Line 2-DeL " “an Aider issued by” and insert “or”
U T

8- Delete “on order issued by”
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HOUSE FINANCE COMMITTEE AMENDMENT NO.
To CS for Hous* DIl No. [77(FIN)

AS 4390210
Page 16 line Z7- Subsection (d)(2)
Delete “when and asissued” . nt
* frsert "hen and s RéfuwtttganBW IgafomgtosuTiMig: T



HOUSE FINANCE COMMITTEE AMENDMENT NO.
To CS for House Bill No. 177(FIN)

AS 43.90.300(h)
Page 20, line 20
Delete “inducement™ and insert “inducements”

a.hptul
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AMENNDMENT

OFFERED IN THE HOUSE

T0: CSHB 177(FIN), Draft Version "V"

Page 3, lines 4-5:
Delete "or amended certificate"

Page 5 lines 9-10:
Delete "or amended certificate™

Page 5, lines 22 -23;
Delete "or amended certificate"

Page 5, line 28
Delete "or amended certificate"

Page 6, line 5:
Delete "or amended certificate"

Page 14 line 27.
Delete "or amended certificate™

Page 14 line 29;
Delete "or amended certificate

Page 15 line 3
Delete "or amended certificate"

25-G111060W .5
Bullock
5/10/07
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9

10
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Page 15 lines 10 -1t
Delete "or amended certificate"

Page 15 line 19
Delete "or amended certificate

Page 15 line 26:
Delete "or amended certificate

11Page 28, lines 15-18

12

13
14
15
16
17

18
19
20
2l
22

23

24
25

Delete all material.
Renumber the following paragraphs accordingly.

Page 28, following line 20:

Insert a new paragraph to read:
"(4) “certificate of public convenience and necessity" and “certificate"

means a certificate of public convenience and necessity issued by the Federal Energy
Regulatory Commission or the Regulatory Commission of Alaska orfta Certificate of *°

public convenience and necessity issued by the Federal Energy Regulatory
Commission under 15 1J.5.C. 719 et scq. (Alaska Natural Gas Transportation Act of

1976) itnrt~h-iimetrded4Q-cim iplv willuhe-tortiis-uf the lixumc."

Renumber the following paragraphs accordingly.
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AMENDMENT

OFFERED IN THE HOUSE
TO: CSHB 177(FIN), Draft Version "V"

1 Page 29, line 25, following "Projects)":
2 Insert "or similar process for soliciting commitments for pipeline capacity under the
3 requlations, policies, rules, or precedent of the Regulatory Commission of Alaska"
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AMEND MENT

OFFERED IN THE HOUSE BY REPRESENTATIVE CHENAULT
TO: CSIIB 177(FN), Draft Version "V"

Page 11, line 29:
Delete “an application is"
Insert “all applications that have not been rejected are”

Page 11, line 30:
Delete "an applicant™
Insert “the applicants"

Page 16 line &
Delete "net present”

Page IS, line 19
Delete "find"
Insert "determine"

Page 26, line 9
Delete "operation”
Insert "operations"



HOUSE FINANCE COMMITTEE AMENDMENT NO.
To CS for House Bill No. 177(FIN)

AS 4390.210
Page 16, Line 9

Delete “net present”



HOUSE FINANCE COMMITTEE AMENDMENT NO.
To CS for House Bill No. 177(FIN)

AS 43.90.240(h)
Page 18 Line 19-20 £0-0
Revise first sentence to read:

"|f the commissioners [or] and the licensee do not agree Hind] that the project is
uneconomic [and the other party disagrees]. O'e .."
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HOUSE FINANCE COMMITTEE AMENDMENT NO.
To CS for House Bill No. 177(FIN)

AS 43.90.440(a)

Page 26, Line 9

Insert “s” at end of “operation”
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HOUSE FINANCECOMMI TEE AMENDMENT NO.
To CS for House Bfll No. 177(FIN)

A8 4390.110()(2)

Page2 line 18

Delete “five" and Insert “seven™ to read: M -a—

“paid to foe licensee during foe seven-year pefiod iﬁﬁédiately following...

ST
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HOUSE FINANCE COMMITTEE AMENDMENT NO.
To CS for House Bill No. 177(FIN)

AS 4390.110(a)(1)(B)
Page 2 Line 30
Delete “80” and insert “90”
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HOUSE FINANCE COMMITTEE AMENDMENT NO.
To CS forHouse Bill No. 177(FIN)

4310,170(b)(5)
Page 12 Line 24
Delete “and"” at theend oftho sentence.  *T

p - i [V -eN z-W *

Insert anew section 45.9(M7(5(bxe6) that reads:

cv) . .

Aeconomic valuo resulting from payments required to be made to the state under tho

aWsofthepropoMJjfl*wp/

Renumber the

PO
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AMENDMENT

To: CSI-1B 177(FIN) 25-GH1060YV

Offered in:House Finance Committee By: Rep. Kelly
Rep. Hawker

AS 4390.310(c)
Page 23, Line 1
Insert after “that is required in AS 43.90.130(7)" in the last sentence the following:

“if the Federal Energy Regulatory Commission does not have a rebuttable presumption in
effect that rollcd-in treatment applies to the cost of the expansion of (he project.”

43.90.320(0)

Page 23, Line 31
Insert after “that is required in AS 43.90.130(7)” in the last sentence the following:

“If the Federal Energy Regulatory Commission does not have a rebuttable presumption in
effect that rollcd-in treatment applies to the cost of the expansion of the project."

43.90.330(d)
Page 24, Line 29
Insert after “that is required in AS 43.90.130(7)" in the last sentence the following:

“if the Federal Energy Regulatory Commission does not have a rebuttable presumption in
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AMENDMENT

BY REPRESENTATIVES KELLY,

OFFERED IN THE HOUSE
CHENAULT, AND THOMAS

T0: CSHB 177(FIN), Draft Version "V"

Page 9, line 29, through page 10, line 2

Delete all material and insert;
"(17) commit to negotiate, before construction, a project labor

agreement to expedite construction and labor stability for the project by qualified state

residents:"

n
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AMENDMENT
OFFERED IN THE HOUSE
TO:CSHB177(FIN)
Pg. B5Lline 5
Following «a
IrscrL—*]:% percent oi”
B/ Tine 21
Following “of’

Insert “50 percenHof’
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80/20 Scenario
Expense

$200 million
$500 m illion
$700 million

90/10 Scenario
Expense

$200 m illion
$500 m illion
$700 m illion

90/10 Scenario
Expense

$100 million
$500 m illion
$700 million

State
$100 M illion
$400 M illion
$500 m illion

State
$100 M illion
$400 M illion
$500 m illion

State
$50 M illion
$450 M illion
$500 m illion

Licensee

$100 M illion
$100 M illion
$200 M illion

Licensee

$100 M illion
$100 M illion
$200 M illion

Licensee
$50 M illion
$50 M illion
$100 M illion

rvv~~"
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BY REPRESENTATIVE GARA

T0: CSHB [77(FIN), Draft Version "V"

Page 9, line 19 following “project":

Insert "to the maximum extent feasible and*conomic®

Page 1V, line 20, following "state"

Insert " to the maximum extent feasible and Economic™
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AMENDMENT it jk 3

OFFERED IN THE HOUSE
TO: CSHB 177(FIN), Draft Version "V*

Page 22, lines 19-26:
Delete all material and insv if:

"(2) to enter into a contract with the state that amends the existing

lease terms by

(A) providing a mechanism that ensures that, when the state
exercises its right to switch between taking its royalty in value or in kind for
gas committed for firm transportation in the first binding open season of the
project, the lessee or other person does not bear disproportionate transportation
costs for the state's royalty gas; and by modifying the required period of notice
that the state must provide before exercising the state’s right to switch between
taking its royalty in value or in kind for gas committed for firm transportation
in the first binding open season of the project; or

(B) eliminating the ability of the state to take its royalty in kind
on gas produced on the North Slope that is shipped in firm transportation
capacity the lessee or other person acquired in the first binding open season of
the project or shipped in firm transportation capacity described in a voucher
received by the gas producer under AS 43.90.330 subject to the following
conditions;

() the lessee or other person shall agree to sell gas for
in-state residential, commercial, and electrical generation use at in-stale
delivery points at a price that does not exceed the value calculated
under the method adopted under (a)(2) of this section, without the
deductions under (a)(2)(D) of this section, plus the amount of the

1-
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distance-sensitive transportation charge incurred in delivering gas to

the in-state delivery point;

(ii) if the lessee or other person that has exercised this
election fails to offer a volume of gas at the in-state delivery points that
s at least equal to the volume of the state's royalty in value gas
associated with the lessee's or other person's gas qualified for the
benefit under this section, the commissioner of natural resources may
terminate the election; on termination of the election, the provisions of
the lease before amendment under this subparagraph relating to the
state's taking its royalty gas in kind or in value shall apply;

(i) a lessee or other person may make this election
provided they have resolved any contractual impediment to the state's
ability to exercise its right to switch between royalty in value and
royalty in kind for the duration of the election; and

(v)  in this subparagraph, “in-state residential,
commercial, and electrical generation use" means gas consumed in the

state and does not include exported gas."



CS FOR HOUSE BILL NO. 1770'IN)
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-FIFTH LEGISLATURE- FIRST SESSION

BY THE HOUSE FINANCE COMMITTEE

Offered: 5/10/07
Referred:

A BILL
FOR AN ACT ENTITLED

"An Act relating to the Alaska Gasline Inducement Act,; providing inducements for

the construction ofa natural gas pipeline and shippers that commit to use that

pipeline; establishing the Alaska Gasline Inducement Act matching contribution

fund; providing for an Alaska Gasline Inducement Act coordinator; making

conforming amendments; and providing for an effective date.”

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section |. AS 43 is amended by adding a new chapter to read:

Chapter 90. Alaska Gasline Inducement Act.
Article 1. Inducement to Construction of a Natural Gas Pipeline in this State.

Sec. 43.90.010. Purpose. The purpose of this chapter is to encourage

expedited construction ofa natural gas pipeline that
(1) facilitates commercialization of North Slope gas resources in the

State;
(2) promotes exploration and development of oil and gas resources on

the North Slope;
(3) maximizes benefits to the people of the state from the development

of oil and gas resources in the state; and
4) encourages oil and gas lessees and other personsjo

commit to ship natural gas from the North Slope to a gas pipeline system for

transportation to markets in this state or elsewhere.



Article 2. Alaska Gasliue Inducement Act License.

Sec. 43.90.100. Gas project, (a) The commissioners/nay award an Alaska
Gasline Inducement Act license as provided in this chapter. The person awarded a
license under this chapter is entitled to the inducement set out in AS 43.90.110.

(b) Nothing in this chapter precludes a person from pursuing a gas pipeline
project independently from this chapter.
Sec. 43.90.110. Natural gas pipeline project construction inducement, (a)

Subject to the limitations of this chapter, a license issued under this chapter entitles

the licensee or its designated affiliate to receive

Deleted: ofrevenue and the
commissioner o f natural resources,

acting jointly.

(1) subject to appropriation, state matching contributions in a total amount

not to exceed $500,000,000, paid to the licensee during the five-year period
immediately following the date the license is awarded; the payment period may be

extended bv the commissioners under an amenument or modification of the project

plan under AS 43.90.210; a payment under this parag-.aph shall be made according to

the following:
(A) on or before the close of the first binding open season, the

statu shall match the licensee's qualified expenditures at the level specified in
the license; however, the state's matching contribution may not exceed 50

percent of the qualified expenditures incurred before the/.-lose of the first

binding open season;

I Deleted: end

(B) after the close of the first binding open season, the state shall

match the licensee's qualified expenditures at the level specified in the license;

however, the state’s matching contribution may not be greater than 80 percent of

the qualified expenditures incurred after the close of the first binding open season;

(©) a qualified expenditure is a cost that is incurred after the
license is issued under this chapter, is incurred by the licensee or the licensee's
designated affiliate, and is directly and reasonably related to obtaining a
certificate or amended certificate of public convenience and necessity from the
Federal Energy Regulatory Commission or the Regulatory Commission of

Alaska, as appropriate, or satisfying any other requirement of an agency with

jurisdiction overjhe project; in tin - subparagraph "qualified expenditure" docs not

Deleted: for development of



include overhead costs, litigation costs, the cost of an asset or work product
acquired or developed by the licensee before the license is issued, civile criminal fDeleted: penaties.
penalties, or fines; and
2 the benefit of an Alaska Gasline Inducement Act coordinator who
has the authority prescribed in AS 43.90,250.

(b) The commissioner of revenue in consultation with the commissioner of
natural resources shall adopt regulations for determining whether an expenditure is a
qualified expenditure for the purposes of (a) of this section.

Sec. 43.90.120. Request for applications for the license, (a) The
commissioners shall commence a public process to request applications fora license
under this chapter as soon as practicable after the effective date of this chapter.

(b) The commissioners may use independent contractors to assist them in
developing the request for applications and in evaluating the applications received.

(c) The provisions of AS 36.30 do not apply to requests for applications under
this chapter.

Deleted: In order io be considered for

Sec. 43.90.130. Application requirements.,An application for a license must the |

license, an applicant sltall file

be consistent with the terms of the request for applications under AS 43.90.120 and

Deleted: an
Dcl»ted: thatis

(1) befiledjjy the deadline established by the (Deleted: shal

| Deleted: the application

commissioners in the request for applications;
(2) provide ajhoroueh description ofa proposed natural gas pipeline | Deleted: demed
project for transporting natural gas from the North Slope to market, and which may
include multiple design proposals, including different design proposals for pipe
diameter, wall thickness, and transportation capacity, and which shall include
(A) the route proposed for the natural gas pipeline, which may
not be the route described in AS 38.35.017(b);
(B) the location of receipt and delivery points and the size and
design capacity of the proposed natural gas pipeline at the proposed receipt and
delivery points, except that this information is not required for in-state delivery

points unless the application proposes specific in-state delivery points;



(©) an - jlysisgf.the project’s economic and technical viability,
including a®esc _lion ofall pipeline access and tariff terms the applicant plans to
offer;

(D) an economically and technically viable work plan, timeline, and
associated budget for developing and performing the proposed projectjncluding
field work, environmental studies, design and engineering, implementing
practices for controlling carbon emissions from natural gas systems as established
by the United States Environmental Protection Agency, .md complying with all
applicable state, federal, and international regulatory requirements that affect the
proposed project; the applicant shall address the following:

(i) if die proposed project involves a pipeline into or
through Canada, a.thorough description of die applicant's plan to
obtain necessary rights-of-way and authorizations in Canada, a description of
the transportaiion services to be provided and a description of rate-
making methodongies the applicant will propose to the regulatory
agencies, an estimate o f rates and charges for all services;

(ii) if the proposed project involves marine
transportation of liquefied natural gas, a description of the marine
transportation services to be provided and a description of proposed
rate-making methodologies; an estimate of rates and charges for all
services by third parties; a detailed description ofall proposed access
and tariff terms for liquefaction services or, ifyhird parties would
perform liquefnerion services, the identification ofjhe third partie.*and
the terms applicable to the nquefaction services; a complete description
of the marine segment of the project, including the proposed
ownership, control, and cost of liquefied natural gas tankers, the
management o f shipping services, liquefied natural gas export
destination, re:gasifieation facilities and pipeline facilities needed for
transport to market destinations; the entity or entities that would be
required to obtain necessary export permits and licenses or a certificate

or amended certificate of public convenience and necessity from the

Deleted: demonstrating
Deleted: ofthe project

Deleted: demited

Deleted: and work asiociaied with the

project lint include:

Deleted: detailed

Deleted:a
| Deleted: y
Deleted: ilui

Deleted: y



Federal Energy Regulatory Commission for the transportation of
liquefied natural gas in interstate commerce if United States markets
are proposed; and all rights-of-way or authorizations required from a
foreign country;
(3) commit that if the proposed project is within thejurisdiction of the Federal
Energy Regulatory Commission.,the applicant will
(A) conclude, by a date certain that is not later than 36 months
after llie date the license is issued, a binding open season that is consistent with
the requirements of 18 C.F.R. Part 157, Subpart B (Open Seasons for Alaska
Natural Gas Transportation Projects) and 18 C.F.R. 157.30 - 157.39;
(B) apply for Federal Energy Regulatory Commission approval
to use the pre-filing procedures set out in 18 C.F.R. 157.21 by a date certain,
and use those procedures before filing an application for a certificate or
amended certificate of public convenience and necessity, except where the
procedures are not required as a result of section 5 of the President's Decision
issued pursuant to the Alaska N'jtural Gas Transportation Act of 1976; and
(C) apply for a Federal Energy Regulatory' Commission
certificate or amended certificate of public convenience and necessity to
authorize die construction and operation of the proposed project described in
this section by a date certain;
(4) if die proposed project is within the jurisdiction of the Regulatory
Commission of Alaska, commit to
(A) conclude, by a date certain that is not later than 36 months
after the date the license is issued, a binding open season that is consistent with
the requirements of AS 42.06; and
(B) apply fora cetificate or amended certificate of public
convenience and necessity to authorize die construction and operation of the
proposed project by a date certain;
(5) commit thm after the first binding open season, theppplic.mt will
assess the market demand for additional pipeline capacity at least every two years

through public nonbinding solicitations or similar means;



(6) commit to expand the proposed project in reasonable engineering
increments and on commercially reasonable terms that encourage exploration and
development of gas resources in this state; in this paragraph,

(A) "commercially reasonable terms" means that, subject to the
provisions of (7) of this section, revenue from transportation contracts covers
die cost of die expansion, including increased fuel costs, and a reasonable
return on capital as authorized by the Federal Energy Regulatory Commission
or the Regulatory Commission of Alaska, as applicable, and there is no
impairment of the proposed project’s ability to recover the costs of existing
facilities;

(B) "reasonable engineering increments" means the amount of
additional capacity that could be added by compression or a pipe addition
using a compressor size or pipe size, as applicable, that is substantially similar
to the original compressor size and pipe size;

(7) .commit that the applicant

(A) will propose and support the recovery of mainline capacity
expansion costs, including fuel costs, from all mainlin- v ..;m users through
rollcd-in rates as provided in (B) and (C) of this paragraph or through a
combination ofincremental and rolled-in rates as provided in (1)) of this

paragraph;

(B) will propose and support the recovery of mainline capacity
expansion costs, including fuel costs, from all mainline system users through
rolled-in rates; an applicant is obligated under tin's subparagraph only if the
rolled-in rates would increase the rates

(i) not described in (ii) of this subparagraph by not more
than 15 percent above the initial maximum recourse rates for capacity
acquired before commercial operations commence; in this sub-
subparagraph. "initial maximum recourse rates" means the highest cost-
based rates for any specific transportation service set by the Federal
Energy Regulatory Commission, the Regulatory Commission of

Alaska, or the National Energy Board ofCanada, as appropriate, when

&
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the pipeline commences commercial operations;
(i) by not more than 15 percent above the negotiated
rate for pipeline capacity on the date ofcommencement of commercial
operations where the holder of the capacity is not an affiliate of the
owner of the pipeline project; for the purposes of this sub-
subparagraph, "negotiated rate" means the rate in a transportation
service agreement that provides for a rale that varies from the otherwise
applicable cost-based rate, or recourse rate, set out in a gas pipeline's
tariffapproved by the Federal Energy Regulatory Commission, the
Regulatory Commission of Alaska, or the National Energy Board of
Canada, as appropriate; or
(iii) for capacity acquired in an expansion after

commercial operations commence, to a level that is not more than 115
percent of the volume-weighted average ofall rates collected by the
project owner for pipeline capacity on the date commercial operations
commence;

(C) will, ifrecovery of mainline capacity expansion costs,
including fuel costs, through rollcd-in rate treatment would increase the rates
for capacity described in (B) ofthis paragraph, propose and support the partial
roll-in of mainline expansion costs, including fuel costs, to the extent that rates
acquired before commercial operations commence do not exceed die levels
described in (B) of this paragraph;

(D) may, for the recovery of mainline capacity expansion costs,
including fuel costs, that, under rolled-in rate treatment, would result in rates
that exceed the level in (B) of this paragraph, propose and support the recovery
ofthose costs through any combination of incremental and rolled-in rates;

(E) will not enter into a negotiated rate agreement that would
preclude the applicant from collecting from any shipper, including a shipper
with a negotiated rate agreement, the rollcd-in rates that are required to be
proposed and supported by die applicant under (B) of this paragraph or the

partial rollcd-in rates that are required to be proposed and supported by the



applicant under (C) of this paragraph;

(8) state how the applicant proposes to deal with a North Slope gas
treatment plant regardless of whether that plant is part of the applicant’s proposal,
and, to the extent that the plant will be owned entirely or in part by the applicant,
submit to seek certificate authority from the Federal Energy Regulatory Commission
if the proposed project is engaged in interstate commerce or from the Regulatory
Commission of Alaska if the project is not engaged in interstate commerce; for a
North Slope gas treatment plant that will be owned entirely or in part by the applicant,
for rate-making purposes, commit to value previously o”rtled assets that are partof
the gas treatment plant at net book value; describe tile gas treatment plant, including
its design, engineering, construction, ownership, and plan ofoperation, the identity of
any third party that will participate in the ownership or operation ofthe gas treatment
plant, and the means by which the applicant will work to minimize the effect of the
costs of the facility on the tariff;

(9) propose a percentage and total dollar amount for the state's

| Deleted:,

matching contribution under AS 43.90.110( 1)(A) and (B fto be specified in the

license;

(10) commit to propose and support rates for the proposed project and
for any North Slope gas treatment plant that the applicant may own, in whole or in

part, that are based on a capital structure for rate-making that consists of not less than

70 percent debt;
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(11) describe die means for preventingpnd managingpvcrruns in costs4)f the
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proposed project, and the measures for minimizing the effect on tariffs from any Deleted: for

overruns;
(12) commit to provide a minimum of five delivery points of natural
gas in this state;
(13) commit to
(a) offer firm transportation service to delivery points in this state as part of the
tariffregardless of whether any shippers bid successfully in a binding open season

Deletect

for firm transportation service to delivery points in this state,and
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(b) pffer distance-sensitive rates to delivery points in this state
consistent with 18 C.F.R. 157.34(c)(8);
(14) commit to establish a local headquarters in this state for the
proposed project;
(15) to the extent permitted by law, commit to
(A) hire qualified residents from throughout the state for
management, engineering, construction, operations, maintenance, and other
positions on the proposed project;
(B) contract with businesses located in the state;
(C) establish hiring facilities or use existing hiring facilities in
the state; and
(D) use, as faras is practicable, the job centers and associated
services operated by the Department of Labor and W orkforce Development
and an Internet-based labor exchange system operated by the state;
(16) waive the right to appeal the rejection of an application as
Deleted: t0 appeal
incomplete, the issuance ofa license to another applicant orjhe determination under
AS 43.90.180(b) that no application merits the issuance ofa license;
(17) commit to negotiate, before construction, a project labor
agreement; in this paragraph, "project labor agreement” means a comprehensive
collective bargaining agreement between the licensee or its agent and the appropriate
labor representatives to ensure expedited construction with labor stability for the
project by qualified residents of the state;
(18) commit that the state matching contribution received by the
licensee may not be included in the applicant’s rate base and shall be used as a credit
against the licensee's cost ofservice;
Deleted: other
(19) provide a detailed description ot the applicant and ;ill entities
participating with the applicant in die application and the project proposed by the
applicant; and persons the applicant intends to involve in the construction and
operation of the proposed project; the description must inclti Ic the nature of the
affiliation for each person, the commitments by the person to the applicant, and other

information relevant to the commissioners' evaluation ofthe readiness and ability of
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the applicant to complete the project presented in the application; and

(20) otherwise demonstrate the readiness and financial and technical ability to j

perform the activities specified in the application, including the applicant’s history in ZD

j Deleted: tic
safety, health, and environmental compliance and in following” detailed work plan,

i Deleted: the
timeline, and operation within,'in associated budget.

Sec. 43.90.140. Initial application review; additional information requests;

complete applications, (u) Upon expiration of the deadline for the filinu of applications

Deleted: T
under AS 43.90.130. the commissioners shall open all applications and review each

application filed under AS 43.90.130 to determine whether it is consistent with the terms
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of the request for applications and meets the requirementsp (AS 43.90.130. The

Deleted: the (emu of (he request Tor
commissioners shall reject as incomplete an application that does not meetjhe applications or
requirements£f AS 43.90.130. Deleted: in

(b) l'o evaluate whether an application should be rejected under (a) of this
Deleted: The

section, jhc commissioners may request additional information relating to the
Deleted: A

application.

(c) If, within the time specified by the commissioners, the applicant fails to
provide the additional information requested under (b) of this section, or submits
additional information that is not responsive, the application shall be rejected.

(d) Foran application not rejected under this section, the commissioners shall
make adetermination that the application, including any requested additional
information, is complete.

(e) lIvxcept as provided under AS 43.90.150. and alter detennininu which
application* are complete, the commissioners shall make all applications »yailablc to
the legislature

Sec. 43.90.150. Proprietary information and trade secrets, (a) At the
request of the applicant, information submitted under this chapter that the applicant
identifies and demonstrates is proprietary or is a trade secret is confidential and not

subject to public disclosure under AS 40.25, unless the applicant is granted a license
under this chapter. After a license is awarded, all information submitted by the
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licensee under this chapter,/etained for the purposes of this chapter, and not
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determined bv the commissioners to be proprietary or a trade secret shall be made
public.

(b) If the commissioners determine that the information submitted by the
applicant is not proprietary or is not a trade secret, the commissioners shall notify the
applicant and return the information at the request of the applicant.

Sec. 43.90.160. Notice, review, and comment, (a) The commissioners shall
publish notice and provide a 60-day period for public review and comment on all
applications determined complete under AS 43.90.140. Except as provided under AS
43.90.130, all applications tiled under this chapter shall be made public, regardless of
whether thev are deemed complete.

(b) Applications received under this chapter are not subject to public
disclosure under AS 40.25 until the commissioners publish notice under this section.
However, information that the commissioners have determined is.proprietary or a
trade secretTunder AS 43.90.150 may not be made public even after the notice is
published under (a) of this section, except as provided in AS 43.90.150. If
information isproprietary or is a trade secret under AS 43.90.150, the applicant shall
provide a summary of the confidential information that is satisfactory to the

commissioners, and the commissioners shall make the summary ofthe confidential

information available to the public.

(c) When the commissioners determine that the applications are complete

under AS 43.90.140. information provided by an applicant to the commissioners
under this chapter, including information determined by the commissioners to be
confidential under AS 43.90.150, shall be disclosed to the legislative auditor, the
fiscal analyst who serves as head of the legislative finance division, pud members of
the legislature, and their respective agents and contractors on request and after the
individual making the request signs a confidentiality agreement prepared by the
commissioners.

Sec. 43.90.170. Application evaluation and ranking, (a) 1he commissioners
shall evaluate all applications determined to be complete under AS 43.90.140,
consider public comments received under AS 43.90.160(a), and rank each application

according to the net present value of the anticipated cash flow to the state from the
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applicant's project proposal using the factors in (b) of this section and weighted by the
project's likelihood of success based on the commissioners' assessment of the factors
listed in (c) of this section.

(b) W hen evaluating the net present value of anticipated cash flow to the state
from the applicant's project proposal, the commissioners shall use an undiscounted
value and, at a minimum, discount rates of two, five, and eight percent, and consider

(1) how quickly the applicant proposes to begin construction of the
proposed project and how quickly the project will commence commercial operation;
(2) the net back value of the gas determined by the destination market
value ofthe gas and estimated transportation and treatment costs;
(3) die ability of the applicant to prevent or reduce project cost
overruns that would increase the tariff;
(4) the initial design capacity ofthe applicant's project and the extent
to which the design can accommodate low-cost expansion;
(5) the amount of the matching contribution by the state under

AS 43.90.110(a)(1)(A) and (B) proposed by the applicant under AS 13.90.130(9);

and
(6) other factors found oy the commissioners to be relevant to the
) o Deleted: ,including the value ofsute
evaluation ofthe net present value of the anticipated cash flow to the statq, income lax or equivalent payment in lieu
oftax and supplemental profit-sharing to
(c) W hen evaluating the project's likelihood of success, the commissioners tlic state if contractually stipulated

shall consider

(1) the reasonableness, specificity, and feasibility of the applicant's
work plan, timeline, and budget required to be submitted under AS 43.90.130,
including the applicant's plan to manage cost overruns, insulate shippers from the
effect of cost overruns, and encourage shippers to participate in the first binding open
season;

(2) die financial resources of the applii ant;

(3) the ability of the applicant to comply with the proposed
performance schedule;

(4) the applicant’s organization, experience, accounting and operational

controls, technical skills or the ability to obtain them, necessary equipment or the



ability to obtain the necessary equipment;
(5) the applicant's record of
(A) performance on projects not licensed under this chapter;
(B) integrity and good business ethics; and
(6) other evidence and factors found by the commissioners to be
relevant to the evaluation of the project's likelihood of success.

(d) In this section, "net present value"” means the discounted value ofa future
stream of cash flow.

Sec. 43.90.180. Notice to the legislature of intent to issue license; denial of
license, (a) If, after consideration of public comments received under AS
43.90.160(a) and evaluation ofcomplete applications under AS 43.90.170, the
commissioners determine that an application oroposcs a project that will sufficiently
m> ximize the benefits to the people of this o 'nd merits issuance of a license
under this chapter, the commissioners shall

(1) issue a determination, with written findings addressing the basis for
f
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the determination; the determination becomes a final agency action pn the effective

date of the legislative approval under with AS 43.90.190( b);

(2) publish notice ofintent to issue a license under this chapter with

written findings addressing the basis for the determination; and
CDeIeled: submit

(3) .forward the notice under (2) ofthis subsection, plong with the findings,
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supporting documentation, and determination finder Q,) of this subsection, to the (Deleted: accpy ofthe notice puhlislittl

presiding officer ofeach house of the legislature for action as provided in AS 1Deleted: 2

43.90.190.
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(b) 1f, after.evaluation of complete applications under AS 43.90.170, the
commissioners determine that no application sufficiently maximizes the benefits to
the people of this state and merits issuance ofa license under this chapter, the

commissioners shall issue a written finding that addresses the basis for that

determination.
Deleted: Ihb

(c) The commissioners' determination under j(b) of this section is a final

agency action.

Sec. 43.90.190. Legislative approval; Issuance of license, (a) After the
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presiding officer ofeach house of the legislature receives a determination from the
commissioners under AS 43.90.180, the rules committee of each house of the
legislature shall introduce a bill in the committee's respective chamber that provides
for the approval of the license proposed to be issued by the commissioners.

(b) Ifa bill approving the issuance of the license passes the legislature within
90 days after the last date a presiding officer receives a determination by the
commissioners under AS 43.90.180, the commissioners shall issue the license as
soon as practicable after the effective date of the Act approving the issuance of the
license.

(c) Notwithstanding a legislative rule that prohibits the carryover ofa bill after
the end ofa special session or after the end of a regular session of a legislature, a bill
introduced under (c) of this section that is not passed or not withdrawn, defeated,
vetoed, or indefinitely postponed shall be carried over to any subsequent regular or
special legislative session convened during the 90-day period described in (b) of this
section in the same reading or status it was in at the time ofadjournment. However, a
bill introduced under (a) of this section may not be carried over to the first regular
session ofa 1 islature.

(d) Ifthe legislature fails to approve the issuance ofthe license, the
commissioners

(1) may not issue the license that the legislature failed to approve; and

(2) may request new applications for a license under AS 43.90.120.
Sec. 43.90.200. Certification by regulatory authority anti project sanction.
(a) A licensee that is awarded a certificate or amended certificate of public

convenience and necessity from a regulatory agency with jurisdiction over the project
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shall accept the certificate or amended certificate when jhe order granting die

certificate is no longer subject tojudicial review or earlier at the licensee’s Jicrction. Deleted: ippcil reLaiiiig to (he
certificiie or iraeiklcil certificate luvc
(b) Ifthe licensee has credit support sufficient to finance construction of the ttpucd

project through ownership of rights to produce and market gas resources, firm

transportation commitments, or government financing, the licensee shall sanction the



project within one year after the effective date of the certificate or amended
certificate ofpublic convenience and necessity issued by the regulatory agency with
jurisdiction over the project.
(c) If the licensee docs not have credit support sufficient to finance
construction of the project through ownership ofrights to produce and market gas
resources, firm transportation commitments, or government financing, the licensee

shall sanction the projectj>y the later of:

| Deleted: witnin

| Deleted: live

(i) jwo years after the effective date of the certificate or amended

certificate of public convenience and necessity issued by the regulatory agency with
jurisdiction over the oiect: or
(ii) five years after the conclusion of the first open season of the
project.
(d) Ifthe licensee fails to sanction the projectors required under this
section, the licensee shall, upon request by the state,

(1) seek approval from the Federal Energy Regulatory Commission or
the Regulatory Commission of Alaska, as applicable, to abandon and transfer the
certificate or amended certificate to the state or the state's designee; and

2) assign to the state or the state's designee all, engineering designs,
contracts, permits, and other data related to the project that are acquired by the

licensee during the term of the license before the date of the abandonment or transfer.
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(e) The transfer and assiunments; “er (d) ofthis section as a result of failurecertii.-.c otpublic convenience m 1

to comply with (a) or (b) of this section is at no cost to the state or the state's
designee.. A transfer under (c) of this section is at 50 percent of the licensee's net
cost.

(0 In this section, "effective date of the certificate or amended certificate"
means the date the order granting jhe certificate or amended certificate ts no longer
subject to judicial review or earlier at the licensee's dicretion,

Sec. 43.90.210. Amendment of or modification to the project plan. Subject
to the approval of (he commissioners, a licensee may amend or modify its project
plan if the amendments or modifications improve the net present value ofthe project

to the state, are necessary because ofan order issued by the Alaska Oil and Gas

-15-

necessity or transfer

Deleted: alterwhich all right* of
administrative appeal relating to

Deleted: have expired.



Conservation Commission, or are necessary as a result of changed circumstances

outside die licensee's control and not reasonably foreseeable before die license was r-m
issued. An amendment or modification approved under this section must be consistent

widi the requirementsp£AS 43.90.130 and, except for an amendment or modification

required because ofan order orrequirement ofa reuulatorv micnev with jurisdiction
over the project or issued by die Alaska Oil and Gas Conservation Commission, may
not substantially diminish the .value of the project to the state pr the project’s
likelihood ofsuccess

Sec. 43.90.220. Records, reports, conditions, and audit requirements, (a) A
lic.asee shall maintain complete and accurate records of all expenditures and
commitments ofstatepioney received under this chapter, including receipts and
records showing the payment or cost of purchased items and services, the names and
addresses of die sellers and service providers, and the dates ofservice or delivery.

(b) Upon n isonable notice, the commissioners may audit the records, books,
and files o f die entity receiving the state money or making the expenditures and
commitments of moncv received from the state under this chapter.

(c) The commissioners mav do the following wjth respect to information relating
to die projectj conduct hearings or other investigative inquiries;compel the
attendance ofwitnesses and production of documents; and require the licensee to
furnish information jnpaper copy or electronic format.

(d) After a license has been issued and until commencement of commercial
operations, the licensee shall allow the commissioners to

(1) have a representative present at all meetings of the licensee's
governing body or bodies and meetings of equity holders that relate to die project;
(2) receive all relevant notices when and as issued and information sent to the
governing body and equity holders;
(3) enjoy the same access to information about the licensee as the
governing body members and equity owners receive; and

(4) receive relevant reports or information from the licensee that the

commissioners reasonably request.
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All proprietary or privileged information or Iradc secrets received bv die state under
this .subsection shall not be subject to public disclosure under AS 40.25.

(e) A licensee shall maintain ihe records and reports required under this
section for seven years front the date the licensee receives state money under this
chapter.

Sec. 43.90.230. License violations; damages, (a) A licensee is in violation of
the license if the commissioners determine that the licensee has

. ) . | Deleted: committed
(1) requested and received/noneyjrom the state under this chapter for an

1 Deleted: received
expenditure that is not a qualified expenditure under AS 43.90.110;

(2) exceptas required to conform with a requirement ofa reuulatorv agency
with jurisdiction over the project, substantially departed from the specifications set
out in the application without state approval ofa project plan amendment or
modification under AS 43.90.210;

(3) violated any provision of this chapter or any other provision of
(Deleted: or
state or federal law material to the license;,
(4) failed to accept a ccrtifi te as required bv AS 43.90.200(a) or failed to
sanction the project as required bv AS 43.90.200(b): or
(5) otherwise violated a material term of the license.

(b) The commissioners shall provide written notice to the licensee identifying
a lit’nse violation. The commissioners and the licensee have 90 days after the date
the notice is issued to resolve the violation informally.

(c) The commissioners may suspend disbursement of state matching
contributions to the licensee beginning on the date that the notice of violation issued
under (b) of this section is sent to the licensee. The commissioners may resume
disbursement on the date that the commissioners determine that the violation is cured,

(d) Ifthe commissioners and the licensee are unable to resolve the violation
within the lime specified in (b) of this section, the commissioners shall provide the
licensee with notice that the violation has not been cured and provide the opportunity
for the licensee to be heard. Ifafter notice and hearing the commissioners determine

that the violation has not been cured, the commissioners shall issue a written decision

that is a final administrative action for purposes ofappeal to the superior court in the
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state.

(c) If the determination issued under (d) of this section finds an unresolved
violation, the commissioners may impose one or more ofthe following remedies:
(1) discontinuation ofstate matching contributions under this chapter;
(2) recoupment of state money that die licensee has received under this
chapter to date, with interest, regardless of whether the licensee has expended or
committed diat money;
(3) license revocation;
I Deleted: project dau,
(4) assignment to the state or the state's designee ofall,engineering designs,
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contracts, permits, and other data yelated to the project diat are acquired by the
licensee during the term of the license; and
(5) any other remedies provided by law or in equity.
Sec. 43.90.240. Abandonment of project, (a) If the commissioners and the
licensee agree that the project is uneconomic, the project shall be abandoned, the
inducements provided for in AS 43.90.110 terminate, and, except for requirements [ Deleted: d
imposed on the licensee under (e) of this section and AS 43.90.320. the state and die

. . . . ) ) Td|eted except for requirements
licensee no longer have an obligation under this chapter with respect to the liccnsq, imposed on the licensee under (e) o f this

section and AS 43.90.220
(b) If the commissioners pnd the licensee do not agree thatjhc project is iDeIeted: o
uneconomic, the disagreement shall be settled by arbitration administered by the I Deleted: determine
American Arbitration Association under (he substantive and procedural laws of this Deleted:  ans e omer poy disagrees
state, and judgment on the award rendered by the arbitrators may be entered in a
superior court in the state. In the event of arbitration, each party shall select an
arbitrator from the American Arbitration Association’s National Roster and the two
arbitrators shall appoint a third arbitrator from the American Arbitration Association's
National Rosier who shall serve as the chair of the three-member arbitration panel. If
the arbitration panel determines that the project is
(1) uneconomic, the state and the licensee no longer have any
obligation under this chapter with respect to the license, except for requirements
imposed on the licensee under (e) of tins section and AS 43.90,220; or

(2) not uneconomic, the obligations of the licensee and the state

continue as provided under this chapter and the license.



(c) The arbitration panel in (b) of this section shall make a determination that
the project is uneconomic only if the panel finds that the party claiming the project is
uneconomic has proven by a preponderance of the evidence that the
(1) project does not have credit support sufficient to finance
construction of the project through firm transportation commitments, government
assistance, or other external sources of financing; and
(2) predicted costs of transportation at a 100 percent load factor, when
deducted from predicted gas sales revenue using publicly available predictions of
future gas prices, would result in a producer rate of return that is below the rate
accepted by a prudent oil and gas exploration and production company for
incremental upstream investment that is required to produce and deliver gas to the
project.
(d) Ifthe state makes a payment to the licensee under AS 43.90.440, die
license is considered abandoned, and the state and the licensee no longer have any
obligations under this chapter with respect to the license, except that the licensee must
comply with the
(1) requirements imposed on the licensee under AS 43.90.220
regarding slate money received by the licensee before the license was considered
abandoned; and
(2) requirements of AS 43.90.440.
(e) If the commissioners and the licensee agree that the project is uneconomic
or an arbitration panel makes a final determination that the project is uneconomic, the
Deleted: dcincr
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acquired by the licensee during the term of the license upon reimbursement by the
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qualified expenditures for die purposes of AS 43.90.110.
See. 43.90.250. Alaska Gasline Inducement Act coordinator, (a) There is
created in the office ofthe governor die position of Alaska Gasline Inducement Act

coordinator. Administrative support for the position shall be provided by the office of

the governor. The position shall continue until one year after commencement of



commercial operations of the project.

(b) The governor shall appoint a person to the position of Alaska Gasline
Inducement Act coordinator. The individual serving as the Alaska Gasline
Inducement Act coordinator may be removed from the position at the discretion of
the governor.

See. 43.90.260. Expedited review and action by state agencies, (a) A review
conducted and action taken by a sta e agency relating to the project shall be expedited
in a manner consistent with the completion of the necessary approvals in accordance
with this chapter.

(b) Notwithstanding any contrary provision of law, a state agency may not
include in any project certificate, right-of-way, permit, or other authorization issued
to the licensee a term or condition that is not required by law if the coordinator
determines that the term or condition would prevent or impair in any significant
respect the expeditious construction and operation or expansion of the project.

(c) Unless required by law, a state agency may not add to, amend, or abrogate
a certificate, right-of-way, permit, or other authorization issued to a licensee if the
coordinator determines that the action would prevent or impair in any significant
respect the expeditious construction, operation, or expansion of the project.

Article 3. Resource Inducement.

Sec. 43.90.300. Qualification for resource inducement, (a) Notwithstanding
any contrary provision of law, a lessee or other person that demonstrates to the
satisfaction of the commissioners that the person has committed to acquire firm
transportation capacity in the first binding open season of the project is qualified to
receive the resource inducement set out in AS 43.90.310 and 43.90.320 fcr gas
produced on the North Slope and shipped in firm transportation capacity acquired in
the first binding open season of the project. 'l he inducement in AS 43.90.310 is
contractual.

(b) A gas producer receiving a voucher under AS 43.90.330 is qualified to
receive the resource inducements in AS 43.90.310 and 43.90.320 for the gas shipped

in the firm transportation capacity described in the voucher for the period described in

AS 43.90.330.

Deleted: (c) The Alaska
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Sec. 43.90.310. Royalty inducement, (a) Before the start of the first binding
open season to be conducted by the licensee, the commissioner of natural resources
i Deleted: provide
shall adopt regulations thatgstablish u method to determine the monthly va! ae of the
1 Deleted: piovide
state's royalty share of gas production and establish terms under which the state will
exercise its right to switch between taking its royally in value or in kind for gas
committed for firm transportation in the first binding open season of the project or
shipped in the firm transportation capacity described in a voucher received by the gas
producerunder AS 43.90.330. The regulations must
(1) minimize retroactive adjustments to the monthly value of the state's
royalty share of gas production;
(2) provide a method for establishing a fair market value for each
component ofthe slate's royalty gas that is based on pricing data from reliable and
widely available industry trade publications and that uses appropriate adjustments to
retlcct

(A) deductions for actual and reasonable transportation costs
for the state’s royalty gas. including a reasonable share of the costs associated
with unus d capacity commitments on gas pipelines from the North Slope to
the first destination market with reasonable market liquidity;

(B) location differentials between the destination markets
where North Slope gas could be sold;

(C) reasonable and actual costs for gas processing; for purposes of this
subsection, "aas procc-ssine** means post-production treatment of gas to extract
natural eas liquids; and

(D) deductions permitted under the 19K0 Royalty Settlement
Agreement for Prudhoe Bay gas; and

(3) establish terms under which the state wi'l exercise its authority to
switch between taking its royalty gas in value and in kind to ensure that the
state’s actions do not unreasonably

(A) cause the lessee or other person to bear disproportionate
transportation costs with respect to the state's royalty gas;

(B) interfere with the lessee's or other person's long-term



marketing of its production.

(b) Ifa lessee or other person qualified for resource inducement under
AS 43.90.300 agrees under (c) of this section, the lessee or other person is entitled to
elcch
(1) to calculate its gas royalty obligation under the regulations adopted
under (a) of this section for natural gas transported on a firm iuntract pd
executed durint: the project's first binding open season or under the
methodology set out in the existing leases from which the gas is produced, and
(A) upon the request of the lessee, the commissioner of natural
resources shall contractually amend the existing lease to effect the election
under this paragraph and incorporate as fixed contract terms the relevant
pegulatory provisions; and
(B) the election under this subsection remains in effect until
new regulations are adopted as a result of a review under (d) of this section, at
which time, a lessee or other person qualified under AS 43.90.300 may change
its election under thiskubsection; upon the request of the lessee, the
commissioner of natural resources shall contractually amend the lease to
incorporate as fixed contract terms the relevant revised regulatory provisions;
or
(2) to enter into a contract with the state that amends the existing lease
terms by providing a mechanism that ensures thutiwhen the state cxcrciws »>
rieht to switch between i.ikine its royalty in value or in kind for gas committed n r
firm transportation in the first bindin open. *c.ison of the project, the lessee ox other
person shall not bear disproportionate transportation cists with respect to the state's
royalty gas; and /nodiKing the required period of notice that the state inu -t prov ide
before exercising the state's right to switch between taking its royalty in value or in
kind for gas committed for firm transportation in the fust binding open season of the
project;.
(c) To claim the inducement under (b) of (his section, a lessee or other
person qualified under \S 43 9t) 3<fi shall agree, on an application fotm provided by

the Department of Natural Resources, that the lessee or otherperson, and the lessee's

1
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or other person's affiliates, successors, assigns, and agents will not protest or appeal a
filing by the licensee to roll in expansion costs of the mainline up to a level that is
required in AS 43.90.130(7). The agreement not to protest may not preclude the
lessee or otherperson, or the lessee’s or other person's affiliates, successors, assigns,
and agents from protesting a filing to roll in mainline expansion costs that licensee is
not required to propose and support under AS 43.90.130(7).

(d) The commissioner of naturul resources shall provil: for review of the
regulations adopted under (a) of this section at least every two years after the
commencement of commercial operations to determine whether the regulations
continue tojreet die requirements ol'(a) of this section under current conditions, and

shallTshall amend the regulations when the requirements pro not being met.

(c) No provision of this chapter precludes the election set out in (b) of this
section, nor may the commissioner of natural resources assert any provision ofany
existing lease or unit agreement as precluding the elections set out in (b) of this
section.

Sec. 43.90.320. Gas production tax exemption, (a) Ifa person qualified for
resource inducement under AS 43.90.300 agrees under (c) of this section, the person
is entitled to an annual exemption from the state’s gas production tax in an amount

equal to the difference between the amount of the person's gas production tax
obligation calculated under the gas production tax in effect durin” that tax year and
the amount ofthe person's gas production tax obligation calculated under the gas
production tax in effect at the start of the first binding open season held under this
chapter. If the difference is less than zero. the gas production tax exemption is zero

(b) The exemption under this section may be applied within the 10 years
immediately following commencement of commercial operations and only applied to
production taxes that arc levied on North Slope gas shipped through firm
transportation capacity th. jcrson acquired during the first binding open season or
shipped in the firm transportation capacity described in a voucher received by the gas
producer under AS 43.90.330.

(c) The person claiming the exemption under this section shall agree tliat the

pc.son and the person's affiliates, successors, assigns, and agents will not protest or



appeal a filing by the licensee to roll in mainline expansion costs up to the level that
the licensee is required to propose and support under AS 43.90.130(7),djie
agreement required under this subsection may not preclude the person or the person's
affiliates, successors, assigns, and agents, from protesting a filing to roll in mainline
expansion costs that the licensee is not required to propose and support under AS

43.90.130(7).

(d) For purposes of this section, “gas production tax" means the tax on aas in
AS 43.55.

Sec. 43.90.330. Inducement vouchers, (a) A person that acquires firm
transportation capacity in the first binding open season of the project, that does not
hold an oil and gas lease on the North Slope, and that is not an affiliate ofa person
that holds an oil and gas lease on the North Slope, may apply to the commissioners
for a voucher under this section. A voucher issued by the commissioners must
describe the firm transportation capacity in the project to which the voucher is
applicable.

(b) A voucher issued by the commissioners under this section entitles the
holder of the voucher to the resource inducements in AS 43.90.310 and 43.90.320 for
gas shipped in the firm transportation capacity acquired by the person applying for
the voucher during the first binding open season of the project and described in the
voucher. The voucher may be transferred to a gas producer that has a binding
obligation to sell gas to the person transferring the voucher under a gas purchase
agreement.

(c) A gas producer holding a voucher may claim the resource inducements for
gas shipped through the firm transportation capacity described in the voucher and
only on gas that is produced and delivered to the purchaser on the North Slope. A ga
producer may claim the resource inducements under this subsection until the earlier
ofthe termination ofthe binding gas purchase agreement or the expiration of the
inducements by operation of law.

(dj lheperson th.ii_receiyes a voucher under this section, and a gas producerthat
receives resource inducement* under a voucher shall agree that the person or cax

EL'duccr. and their respective affiliates -.accessors, .t-dviisjind agent* .uH not

2%
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protest or appeal a filinu bv the licensee to roll in mainline expansion costs up to the
level that the licensee is required to propose and support under AS 43.90.130(7). The
aurccmecent required under this subsection may not preclude the person or uns producer
or their respective affiliates. successors, assigns, or acents from protestine a filinu to
roll in mainline expansion costs that the licensee is not required to propose and

support under AS 43.90.130(7).

Article 4. Miscellaneous Provisions.

Sec. 43.90.400. Alaska Gasline Inducement Act matching contribution
fund; disbursements; audits, (a) There is established in the general fund an Alaska
Gasline Inducement Act matching contribution fund. The fund consists of money
appropriated to it by the legislature for disbursement to pay the state’s matching
cont;ibutions under AS 43.90.110. Money appropriated to the fund may be spent for
the purposes of die fund without further appropriation. Appropriations to die fund do
not lapse under AS 37.25.010, but remain in the fund for future disbursements.
Nothing in this subsection creates a dedicated fund.

(b) The Department of Revenue shall manage the fund, and may invest money
in the fund so as to yield competitive market rates as provided in AS ~7.10.071.
Income earned on the fund shall be accounted for separately and may be appropriated
annually to the fund.

(¢) The commissioners shall adopt regulations that provide for application to
receive mulching contributions for qualified expenditures as provided under AS
43.90.110. and that provide for periodic audits ofthe use of money disbursed as
matching contributions under this chapter.

(d) Within 10 days after the convening of each regular session o f the
legislature, the commissioners shall submit to the legislature a report that lists the
disbursements from the fund during the preceding fiscal year with a written
justification for each disbursement and the projected amount of money that will be
required forcontributions in each ofthe next three fiscal years.

Sec. 43.90.410. Regulations. Hie commissioners/nay jgimlvadopt or amend

regulations/or the purpose of implementing the provisions of this chapter. The

-2
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commissioner oi revenue and the commissioner 01 natural resources may adopt or
amend regulations adopted under authority outside of this chapter as necessary to
implement the provisions of this chapter.

Sec. 43.90.420. Statute of limitations. A person may not bring ajudicial
action challenging the constitutionality of this chapter, or the constitutionality ofa
license issued under this chapter unless the action is commenced in a court of the
state of competent jurisdiction within 90 days after the date that a license is issued.

See. 43,90.430. Interest. When a payment due to the state under this chapter
becomes delinquent, the payment bears interest at the rate applicable to a delinquent
tax under AS 43.05.225.

Sec. 43.90.440. Licensed project assurances, (a) Except as otherwise
provided in this chapter, the state grants a licensee ass>rances that the licensee has
exclusive enjoyment of the inducement provided under this chapter before the
commencement of commercial operations. If, before the commencement of
commercial operations, the sia.o extends to another person preferential royally or tax
treatment or grant of state money for the purpose of facilitating the construction ofa
competing natural gas pipeline project in this state, and if the licensee is in
compliance with the requirements of the license and with the requirements o f state
and federal statutes and regulations relevant to the project, the licensee is entitled to
payment from the state of an amount equal to three times the total amount of the
expenditures incurred and paid by the licensee that are qualified expenditures for the
purposes of AS 43.90.110 that the licensee incurred in developing the licensee's
project before the date that the state lirst extended preferential treatment to another
person. Ilie payment under this subsection is subject to appropriation. Upon payment
by the state of the amount owed under this section, tire licensee shall, at no additional
cost to the state, assign to the state or the state's designee all engineering designs,
contracts, permits, and other data related to the project that were acquired by the
licensee during the term of the license Hie pavmeni under this subsection is in lull
satisfaction of all claims the licensee tu.iv brine in contract, ton or other law, related
to the events that gave rise to the payment.

(b) In this section,

( Deleted: clumge




(1) "competing natural gas pipeline project" means a project designed
to accommodate throughput of more than 500,000,000 cubic feet a day of North
Slope gas to market;
(2) "preferential royalty or tax treatment" does not include
(A) the state’s exercise ofits right to resolve disputes involving
royalties and taxes;.or
(B) the state's exercise of its:ight to modify royalties as
authorized by law in effect on tho effective dale of this section; pnd
(3) the review, procession and facilitation of permits, riuhts of wavs and
authorizations bv state aucncics in connection with a competing natural uas pipeline
project shall not create any obligation on the part of the state under this section.

Sec. 43.90.450. Assignments, (a) A licensee may transfer all or part of the
license, including the rights and obligations arising under the license, if, after
publishing notice of die proposed transfer, providing notice to the presiding officer of
each house of the legislature, and providing a period not less than 30 days for public

review and comment,

(1) the transfer is approved in writing in advance by the

commissioners; and
(2) the transfer does not increase or diminish the obligations created by
the license or diminish the likelihood ofsuccess of the project or the net present value
of the license *o the state.
(b) Notu ithstanding the commissioners' approval of a transfer of all or part of
a license under (a) of this section, the transferor of the license remains subject to the
requirements of AS 43.90.220 regarding all state money received by the licensee

before the effective date of the transfer.
(e) A person may transfer that person's rights to the royalty inducement under
AS 43.90,310 and the gas production tax exemptionunder AS 43.90.320 only in
connection with a sale or merger that results in transfer of all die person's assets in the
North Slope, along with the person’s firm transportation capacity contracts in the

project.
(d) Except for the transfer of a voucher to a producer under AS 43.90.330(b).

27-
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a person receiving a voucher under AS 43.90.330 based on the person's acquisition of
firm transportation capacity in the first binding open season of the project may
transfer the voucher only if the transfer is in connection with the permanent
assignment by die person of 100 percent of die firm transportation capacity acquired
in the first binding open season of the project,

Sec. 43.90.460. Conflicting laws. Nothing in this chapter shall be construed to
repeal or abrogate the administrative, regulatory, or statutory procedures and
functions of state and federal law governing the development and oversight ofa
project.

Sec. 43.90.470. State pipeline employment development. The commissioner
of labor and workforce development shall develop ajob training program that will
provide training for Alaskans in gas pipeline project management, construction,
operations, maintenance, and other gas pipeline-related positions.

Article 5. General Provisions.

Sec. 43.90.900. Definitions. In this chapter, unless the context otherwise

requires,

(1) "affiliate” means another person that controls, is controlled by, or is
under common control with a person and includes a division that operates as a
functional unit;

(2) "Alaska Gasline Inducement Act coordinator” and "coordinator”
means the person appointed under AS 43.90.250;

(3) “amended certificate” means a certificate of public con’, cnience and
necessity issued bv the Federal Enerttv Reuulatorv Commission under authority of the

Alaska Natural Gas transportation Act of 1976 that is amended to comply witli the
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commissioner of natural resources, acting jointly;
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Q) "control" means the possession of ownership interest or authority
sufficient to, directly or indirectly, and whether acting alone or in conjunction with
others, direct or cause the direction of the management or policies ofa company, and
is rebuttably presumed if die voting interest held is 10 percent or more;
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(£) "equity holder" means the
(A) stockholders ofa corporation;
(B) members ofa limited liability company;
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(D) joint venturers ofajoint venture;

(E) members ofa governmental authority and similar persons;

or
(F) holders of anv r-dier entity or person;
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(,17) "open season"™ means the process that complies with 18 C.F.R. gas" meaits natural gas produced on the
North 1
Part 157, Subpart B (Open Seasons for Alaska Natural Gas Transportation Projects); Slope;
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Q9) "project" means a natural gas pipeline project authorized under a
license issued under this chapter;
(20) "proprietary” means that thv. information is treated bv the
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i Deleted: 17
(2J1) "recourse rates" means cost-based rates with a minimum and
maximum range that are approved by the Federal Energy Regulatory
Commission, the Regulatory Commission of Alaska, or the National Energy Board of
Canada, as appropriate, and set out in the pipeline's tariff; "reeourse rates" includes
only those rates that the pipeline must make available to all shippers;
:Deleted: IS
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(2J) "under common control with" has the meaning given "control" in

this section;
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(25) "unit agreement” means an agreement executed by the working

interest owners and royalty owners creating the unit.
Sec. 43.90.990. Short title. This chapter may be cited as the Alaska Gasline

Inducement Act.

kSec. 2. AS 36.30.850(b) isamended by adding a new paragraph to read:

(45) contracts for an arbitration panel to determine whether a project is
uneconomic under AS 43.90.240, and contracts for the development ofapplication
provisions for licensure and for the evaluation ofthose applications under AS 43.90.

"Sec. 3. AS 39.25.110 is amended by adding a new paragraph to read:

(41) the Alaska Gasline Inducement Act coordinator appointed under

AS 43.90.250.



* Sec. 4. AS 40.25.120(a) is amended to read:
(a) Every person lias a right to inspect a public record in the state, including
public records in recorders' offices, except
(1) records of vital statistics and adoption proceedings, which shall be
treated in the manner required by AS 18.50;
(2) records pertaining tojuveniles unless disclosure is authorized by
law;
(3) medical and related public health records;
(4) records required to be kept confidential by a federal law or
regulation or by state law;
(5) to the extent the records are required to be kept confidential under
20 U.S.C. 1232g and the regulations adopted under 20 U.S.C. 1232g in order to
secure or retain federal assistance;
(6) records or information compiled for law enforcement purposes, but
only to the extent that the production ofthe law enforcement records or information
(A) could reasonably be expected to interfere with enforcement
proceedings;
(13) would deprive a person of a right to a fair trial or an
impartial adjudication;
(C) could reasonably be expected to constitute an unwarranted
invasion of the personal privacy of a suspect, defendant, victim, or witness;
(D) could reasoncoly be expected to disclose the identity ofa
confidential source:
(E) would disclose confidential techniques and procedures for
law enforcement investigations or prosecutions;
(F) would disclose guidelines for law enforcement
investigations or prosecutions if the disclosure could reasonably be expected to
risk circumvention of the law; or
((i) could reasonably be expected to endanger the life or
physical safety ofan individual;

(7) names, addresses, and other information identifying a person as a



participant in the Alaska Higher Education Savings Trust under AS 14.40.802 or the
advance college tuition savings program under AS 14.40.803 - 14.40.817;
(8) public records containing information that would disclose or might
lead to the disclosure ofa component in the process used to execute or adopt an
electronic signature if the disclosure would or might cause the electronic signature to
cease being under the sole control of the person using it;
(9) reports submitted under AS 05.25.030 concerning certain
collisions, accidents, or other casualties involving boats;
(10) records or information pertaining to a plan, program, or
procedures for establishing, maintaining, or restoring security in die state, or to a
detailed description or evaluation ofsystems, facilities, or infrastructure in the state,
but only to the extent that die production of the records or infornia‘"',n
(A) could reasonably be expected to interfere with die
implementation or enforcement of the security plan, program, or procedures;
(B) would disclose confidential guidelines for investigations or
enforcement and die disclosure could reasonably be expected to risk
circumvention of the law; or
(C) could reasonably be expected to endanger the life or
physical safety ofan individual or to present a real and substantial risk to the
public health and welfare;
(11) the written notification regarding a proposed regulation provided
under AS 24,20.105 to die Department of Law and the affected state agency and
communications between the Legislative Affairs Agency, the Department of Law.
and the affected state agency under AS 24.20.105j
(12) records that are
(A) proprietary, privileged or a trade secret in accordance with
AS 43.90.150 or AS 43.90.220(d);
(B) applications that are received under AS 43.90.120 -
43.90.140 until notice Is published under AS 43.90.1(i().

* Sec. 5. The uncodified law of the State of Alaska is amended by adding a new

section to lead:



FIRST REQUEST FOR APPLICATIONS FOR THE LICENSE. It is the intentof
the legislature that the first request for applications for the license by the commissioners
under AS 43.90.120, enacted by sec. 1 ofthis Act, be issued within 90 days after the

effective date of this Act.

* Sec. 6. The uncodified law of the State of Alaska is amended by adding a new
section to read:

EXPEDITED CONSIDERATION OF COURT CASES. Itis the intent ofthe
legislature that the courts of the state, when considering a case related to the development
and construction of a natural gas pipeline undci .'tis Act or to the commitmentofa
shipper to acquire firm transportation capacity during the first binding open season for a
project developed under this Act, expedite the resolution of the case by giving the case
priority over all other civil cases to the extent permitted under the Alaska Rules of Court.

*Sec. 7. The uncodified law of the State of Alaska is amended by adding a new
section to read:

SEVERABILITY. Under AS 01.10.030, ifany provision of this Act, or the
application of it to any person or circumstance, is held invalid, the remainder of this Act
and the application to other persons or circumstances are not affected.

Sec. 8. AS 38.05.020(b) is amended bv addinc a new parai’raoh to read:
(10) exercise the powers and do the acts necessary to earrv out the provisions and
objectives of AS 43.90 that relate to this chapter:

See. 9. This Act takes effect immediately under AS 01.10.070(c).
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Rolled In Rates
Question has been answered
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 Fair
- One service, one price. Not a subsidy!

- Canadian pipelines and shippers apply this methodology

- US market did likewise until pipeline grid adequately matured

e Effective

- Alberta example: roughly 75 Tcfof known reserves has become

over 200 Tcfof production with that much more yet to be

produced

« Required

- Frontier basin development requires different methodology than

developed supply basin

- FERC recognized this when itestablished the rolled-in rate

presumption



Summary of economics of n
AGIA rolled-In rate provisions/"-
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o+ AGIA rolled-in rates promote competition,

exploration and development,

» Rolled-in rates are in the state’s interest given

uncertainty of where expansion gas will come.

» Despite protests to the contrary, the objective
evidence indicates that rolled-in rates:
im pose relatively modest costs on Producers
are significantly off-set by AG IA's $500M

are unlikely to affect Producer decisions to ship



Rolled-1n Rates
What They Are - lllustration
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Initial T oIl

Initial C o st Throughput
$100 100 $100/100

= $1.00/unit
Expansion Cost Exp. Throughput Rolled in Toll
$30 18 $(100+30)/(100+18)

= $1.10/unit
Expansion Cost Exp. Throughput Increment. Toll
$30 18 $30/18 wunit

= $1 .67 /unit



Tariff Effects of Expansions
FERC-L48 Rate Policy ($5.50)
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Lower-ss FERC policy, Initial Shippers' Rates
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Tariff Effects of Expansions
FERC-L48 Rate Policy ($5.50)
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ClLower-4s FERC policy, Initial Shippers' Rates

(dLower-4s FERC policy, 1st Expansion (2o18) Shippers' Rates
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Tariff Effects of Expansions
FERC-L48 Rate Policy ($5.50)
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H Lower-4s FERC policy, Initial Shippers' Rates
CdLower-4s FERC policy, 1st Expansion Shippers' Rates (2018)
B Lower-4s FERC policy, 2nd Expansion Shippers' Rates (2021)
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Tariff Effects of Expansions a
FERC-L48 Rate Policy ($5.50)

The Alaska Gasline Inducement Act

n Lower-4s FERC policy, Initial Shippers' Rates

n Lower-ss FERC policy, 15t Expansion Shippers' Rates (2016)
mlower-ss FERC policy, 2nd Expansion Shippers' Rates (2021
(dLower-4s FERC policy, srd Expansion Shippers' Rates (2023)
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Assumes $5.50 real Chicago gas prices



AGIA vs. FERC-L48
Rate Policies ($5.50)

The Alaska Gasline Inducement Act

AGIA policy: Initial, stDand 2 nd Expansion Shippers' Rates
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AGIA vs. FERC-L48
Rate Policies (cont) ($5.50)

SIAGIA policy, Initial, 1st and 2nd Shippers' Rates
S AGIA policy, 3rd Expansion Shippers' Rates (2023)
O Lower-48 FERC policy, 3rd Expansion Shippers' Rates (2023)
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Exploration economics
AGIA vs. FERC policy

The Alaska Gasline Inducement Act

Without rolled-in rates itis unlikely that 3rd

(looped) expansion will occur.

C Expected value of generic prospect is very
negative under incremental rate treatment:
-$15.7 million for OCS prospect
-$19.7 million for onshore prospect
Expected value of generic prospect is positive

under AGIA rate treatment:;

$18.1 million for OCS prospect

$6.4 million for onshore prospect

11



Exploration economics
AGIA vs. FERC policy (cont.)

The Alaska Gasline Inducement Act

o Without rolled-in rates itis unlikely that 2 nd

expansion (full in-fill compression) will occur.

+ Expected value of generic onshore prospect is
negative under incremental rate treatment:

$4.1 million for OCS prospect
-$4.6 million for onshore prospect

» Expected value of generic prospect (both on and

offshore) is positive under AGIA rate treatment:

$29.5 million for OCS prospect

$14.9 million for onshore prospect

12



State Revenue, AGIA

The Alaska Gasline Inducement Act

 State revenue from an expansion depends on
Where the gas comes from
State lands: 12 .5% royalty + PPT
Federal lands: 1/2 fed. royrlty + PP T

Outer Continental S helf (OCS): 0% royalty, no PPT
o+ We don'tknow from where gas for a given
expansions will come

» Given such uncertainty itturns out that the state

is clearly better off with AGIA's rolled-in rate

provisions



State Revenue: Background

. Base Case: 4.5 Bcfl/lday,

Initial tariff of $1.96 (includes GTP)

The Alaska Gasline Inducement Act

pipeline to Alberta, 2016

. l1st Expansion: 1 Bec¢cf, infill com pression, 2018
- Capital cost of $1.1 billion
- Tariffof $1.96

. 2nd Expansion: 1 Bc¢cf, infill com pression, 2021

- Capital cost $2.1 billion

- Tariff of $2.93/$2.10 for incremental/rolled-in

3rd Expansion: 1 Bc¢cf, looping, 2023

- Capital cost $4.1 billion

- Tariffof $3.56/$2.47 for incremental/rolled-in

Note: Volumes reported at pipe

rates include fuel

rate treatment

rate treatment

inlet;

14



State Revenue: Background
To Scenarios ($5.50 gas)

Case A: “State gas first”

lst bcf from state lands (2018)

2ndbcf from NPR-A (2021)
3rd bcf from OCS (2023)

Case B: “"State gas second?”

1st bcf from NPR-A (2018)

2nd bcf from state lands (2021)
3rd bcf from OCS (2023)

Case C: “State gas last”

lst bcf from OCS (2018)

2ndbcf from NPR-A (2021)

3rdbcf from

state lands (2023)

The Alaska Gasline Inducement Act

15



State Revenue, AGI A Rates:

................. Thi Alaska Gasline Inducement Act

e Without rolled-In rates Kisvery unlikely
all expansions would occur. But fthey did:

[AGIA revenue] - [L48 FERC revenue] =

State NPV5difference, $2007 (billion)

Case A Case B Case C Expected

State gas first State gas 2nd State gas last Value

$3.50 (0.91) (0.79) 0.15 (0.52)
$5.50 (0.75) (0.58) 0.25 (0.36)
$7.00 (0.71) (0.52) 0.05 (0.39)

16



State Revenue, AGI A Rates: .
No Loopling

The Alaska Gasline Inducement Act

Without rolled-in rates kisvery .. . ., the
last expansion won Toccur. KdoesnT

[AGIA revenue] - [L48 FERC revenue] =

State NPVs difference, $2007 (billion)

Case A Case B Case C Expected

State gas first State gas 2nd State gas last Value

$3.50 (1.13) (1.05) 0.85 (0.4 4)
$5.50 (0.7 4) (0.65) 3.30 0.614
$7.00 (0.56) (0.46) 5.00 1.33

17



State Revenue, AGI A Rates:
No Looping, No Full in-fll

The Alaska Gasline Inducement Act

e Without rolled-inrates k1S... . ., . . ... ..
... hor. .. expansion occur. lthey dontT

[AGIA revenue] - [L48 FERC revenue] =

State NPVD5S difference, $2007 (billion)

Case A Case B Case C Expected
State gas first State gas 2nd State gas last Value
$3.50 1.71 1.67 2.18 1.85
$5.50 5.63 5.57 6 .28 5.83
$7.00 8.51 8 .45 9.27 8.75

18



Producer Upstream Returns

NPVIO($B) IR R
$4.00 6.1 39.7 %
$5.50 12.1 62.9 %
$7.00 17.8 79.2%

Prices are

real,

$2007,

The Alaska Gasline Inducement Act —

NPVIO per BOE

$0.74
$1.46

$2.15

escalating at 2% /year

19



Worst-Case Producer
Effects of AGI A Rates
e The followving shows Producer upstream
Investment measures given the three
expansions under the Worst case”df no
producer gas Inany of the expansions.

NPVm (SB)  IRR P/j NPVin per BOE % ANPV AIRR % AP/
$4.00 5.8 39.6% 4.1 $0.70 -5.4% 0.10%  -4%
$5.50 11.7 62.8% 7.3 $1.41 -3.3% 0.10%  -3%
$7.00 17.4 79.0% 10.3 $2.10 -2.3% 0.13%  -2%

Prices are real, $2007, escalating at 2% /year



Project C om parison
Producer Net Cash Flow (NPV10)

($35 and $25 oil and 6/1 oillgas ratio)
The Alaska Gasline Inducement Act

Project comparison data from EconOne presentation to LB&A Committee, 6/14/06. EconOne data 21
assumes 100% Producer pipeline ownership; upstream return data assumes 0% pipeline ownership.



Project C om parison
Internal R ate of Return (IR R)

($35 and $25 oil and 6/1 oillgas ratio)
The Alaska Gasline Inducement Act

100%

p@To 9o

i"n~¥n~iiiiirrrrrrnrrriiin irrrrrrrn iiiiiiiiiiiMin'l
75 50 25

Percer lie

Project comparison data from EconOne presentation to LB&A Committee, 6/14/06. EconOne data 22
assumes 100% Producer pipeline ownership; upstream return data assumes 0% pipeline ownership.



Project C om parison
P rofitability Index R atio (PIR 10)

($35 and $25 oil and 6/1 oillgas ratio)
The Alaska Gasline Inducement Act

~ - Alaska Gasline - Alberta (PPT fiscal terms)

6
Alaska Gasline -Alberta (2005 fiscal terms)
5
4
Alaska Gasline - Chicago (2005 fiscal terms)
2
1

50

Percentile

Project comparison data from EconOne presentation to LBEA Committee, 6/14/06. EconOne data
assumes 100% Producer pipeline ownership; upstream return data assumes 0% pipeline ownership.



Worst-Case Producer
Effects of AGIA Rates -NPV

The Alaska Gasline Inducement Act

Frequency Distribution Producer Upstream NPV10

18% i

AGIA - No Expansion
AGIA - w/ Expansion

FERC w/ Expansion

24

13.0 13.0 NPV ($ Billions)



Worst-Case Producer
Effects of AGI A Rates -IRR

e Wa Qouooev

16%
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The Alaska Gasline Inducement Act

Frequency Distribution Producer Upstream IRR
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Worst-Case Producer
Effects of AGI A Rates - VI

The Alaska Gasline Inducement Act

Frequency Distribution Producer UpStream

Ra ¥ Rwaweooy,
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Summary

n—i~ The Alaska Gasline Inducement Act [ S

AGIA rolled-in rates promote competition,

exploration and development.

Given uncertainties, AGIA 's rolled-in rates are

clearly in the state's monetary interest,

Protests notwithstanding, the objective evidence
indicates that AGIA's rolled-in provisions cost
the Producers only modestly and are unlikely to

affect initial investment decisions.

27






Overview of “FERC 1ssues

The Alaska Gasllne Inducement Act

FERC S new mandatory expansion
authority

* Not a panacea

AGIA S rolled In rate provisions

e In harmony with FERUC C policy

“Negotiated”Versus “Recourse?” tates

e AGIA requires that negotiated rates do not thwart
the possibility of rolled-in rates, and helps foster

m eaningful pipeline access



FERC S authority to order
expansions Is problematic

The Alaska Gasllne Inducement Act

ANGPA Sec. 105— FERC C can mandate expansion only if
FERZC C finds that several criteria are first met, including:

1) No “rate subsidy”

2) No adverse effect on “financial or economic viability” of
project

3) No adverse effect on “overall operations” of project

4) Cannot diminish the “contract rights of existing

shippers to previously subscribed certificated capacity

5) Find that adeguate downstream <capacity exists or will

e xist



Section 105 provisions
invite lrtigation

' The statute is unprecedented

hbeen tested in court.

The Section 105 criteria are

ambiguous, and fertile ground

Litigation necessarily involves:

1) Delay

2) Uncertainty

The duration of delay is likely to

in years, not months

The Alaska Gasllne Inducement Act

and has not

potentially

for litigation.

be measured



AGIA avoilds Section 105 A\

The Alaska Gasllne Inducement Act —

e AGIA requires the licensee 1o:

1) Regularly test the market for new capacity;
2) Expand in reasonable engineering increments;

3) Expand under commercially reasonable term s

e AGIA thus avoids uncertainty/delay of
Irtaigataon.



FERC Rolled-sn Rate Policy /?
In Alaska b

_ The A'aska Gaslinc Inducement Act

v 2004 ANGPA mandate to FERC

- Open season regulations should: “promote
competition in the exploration, development and

production of Alaska natural gas.” (8103(e)(2)(b)).

+ FERC's implementation of that directive:

- “incremental pricing of expansion could put expansion
shippers at a significant rate disadvantage compared
with initial shippers, and accordingly could discourage
exploration, development and production of Alaska

natural gas.” (Order 2005 at 123)



FERC Rolled-in Rate Policy
In Alaska

The Alaska Gasllinc Inducement Act

« FERC’'s Open Season regulations provide a
rebuttable presumption in favor of rolled-in rates.

o This departure from lower-43 policy was in
recognition of Alaska’s unique circumstances.

“O ur existing lower-48 states policy favoring

increm ental rates for expansions does not apply in
the case of an A laska natural gas project. T here is
likely to be only one A laska pipeline so there will be

little or no opportunity for com petition betw een

oipelines.” (O rder 2005 at 123).



FERC Rolled-in Rate Policy
In Alaska

The Alaska Gaslinc Inducement Act

« A rate increase is not necessarily a subsidy.
(see, order 2005-A at 50).

“An alternative ...definition of subsidization could b e
w hether the expansion rate is no higher than the
actual initial rate or of an initial rate w ithout built in

subsidies.” (O rder 2005-A at 4 9)

o FERC leftopen the question of whether to allow
rolled-in rates to a level that is no higher than
the initial rate without subsides.

o Total Government contributions (“built in
subsidies”) reduce rates by more than 15%



Government Rate
Contributions: Summary

The Alaska Gasline Inducement Act

Government contributions total about 250, and
reduce initial rates from $2.25 to $2.00

Initial rates are therefore subsidized by
government by about 12.5%

But owners of Gas Treatment Plant also get a
Federal Investment Tax Credit

If this subsidy is included then total government
subsidies exceed 15%



FERC Process

The Alaska Gasllne Inducement Act

“A pipeline company

PROPOSES

But the FERC

DISPOSES.

(an old industry adage)

10



KJ

FERC Process /A\ !

The Alaska Gasllne Inducement Act

AGIA does not intrude on FERC's authority

AGIA requires the licensee to PROPOSE rolled-

In rates

FERC will DISPOSE

AGIA prevents Producers from negotiating rates
with themselves (or others) that preclude
collection of rolled-in rates



“Negotiated” versus §
“Recourse” rates

The Alaska Gasllne Inducement Act

Recourse rates:

Old fashioned, cost-based, just and
reasonable rates established In FERC rate

proceedings.

All shippers must have access to recourse
rates as an alternative . negotiated rates
... recourse rates are a “lifeline”).



“Negotiated” versus
“Recourse” rates

The Alaska Gasllrse Inducement Act

Negotiated Rates

Negotiate rates are just that. Negotiated

Virtually anything can be negotiated

Negotiated rates are now the norm for new
pipeline capacity in the Lower-48

13



FERC regulates recourse
rates, not negotiated rates

The Alaska Gnsllne Inducement Act

FERC sets recourse rates through
regulatory process

Shipper and pipeline set negotiated rates
through commercial process

14



AGIA’s restrictions on
negotiated rates

i, The Alaska Gasline

AGIA requires commitment by licensee not to
enter negotiated rate contracts that preclude
rate increases due to roll-in of expansion costs
up to 15% above original negotiated rates.

By spreading expansion costs over all billing
determinants, AGIA ensures that rolled-in rate
treatment can - as a practical matter - Dbe
offered to expansion shippers.

15



A ppendix
N egotiated rate exam ple

(R ockies E xpress)
- The Alaska Gasline Inducement Act

Rockies Express Open Season Notice (for
zone 3 “end-to-end” service):

1. Estimated “recourse rate:” $1,427.

2. Negot. rate (fixed rate, non-Anchor
shipper). $1,094

3. Negot. rate (adjustable (depending on
price of steel), non-Anchor shipper):
From $1.04 to $1.14

16



A ppendix
N egotiated rate exam ple

(R ockies E xpress)
—_ —_ . The Alaska Gasline Inducement Act

Negotiated rates are for life of contract
(minimum 10 years).

No risk of rate change due to cost overruns,
changes in volume commitments, cost of
capital, etc.

17



A ppend.ix

B reakdow n of E ffects of

G overnment Contributions o0on R ate s

The Alaska Gasline Inducement Act

. B ase rate: AIl government contributions included

- For a pipeline into Alberta, tariff = $2.00

. Federal loan guarantee: reduces cost of debt

- W ithout loan guarantee, tariff rises to $2.10

. A ccelerated depreciation: 7-year vs. 15-year
- W ith 15-year depreciation tariff rises to $2.19
. A GIA contribution: $500 million reduces rate b ase

- W ithout AGIA contribution, tariff rises to $2.25

18



e C ase A ssum ptions for

R ates to A Iberta

The Alaska Gasline Inducement Act

B ase rate assum es the following government subsidies:

- Federal loan guarantee (assumed here to reduce debt costs by 0.75% )

- Accelerated 7-year tax depreciation (part of Federal enabling legislation)

- AGIA contribution of $500 million (50% wuntil open season, 80% after)

A nd assum es further:
- 70/30 debt/equity ratio
- 14% ROE
- 6. 5% cost of debt
- 30 year depreciation schedule
- 25-year FT contracts
- Cost input price escalation at 2% /year
- Pipeline cost to Alberta of $20.5 billion ($2007)

- Rates calculated on a levelized cost of service basis

19



A ppend.ix
Federal L oan G uarantee:

V alue is S cenario-dependent
- — The Alaska Gasline Inducement Act

Alaska Natural Gas Pipeline
I Value of [federal] loan guarantee offers significant benefits

150-200 bp savings

Presentation from Goldman Sachs to State of Alaska on June 3, 2004
"Partnering and Risk Allocation Strategies for the Alaska Natural Gas Pipeline”
Assumes creative use of loan guarantees to achieve maximum benefits

Federal Loan Guarantee could reduce taxable yields by approximately 50

basis points.
Presentation from JP Morgan to Legislative Budget and Analysis Committee, June 16, 2004
"Interim Hearings: Alaska Natural Gas Pipeline Issues"
Assumes underlying credit rating of A, at most 60% debt

“...application of the DOE Guarantees to Alaska LLC’ debt will probably lower the
cost of borrowing with respect to such debt by approximately 50 to 100 basis

points, depending on market conditions.”
Dept, of Revenue, SGDA Contract FIF

20



*£005027>9-3065 Issued hy FERC OSEC 02/09/2005 in Docket#: RM05-1-000

110 FERC 1161,095
UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Pal Wood, Ill, Chairman;
Nora Mead Brownell, Joseph T. Kelliher,

and Suedeen G. Kelly.

Regulations Governing the Conduct of Open Docket No. RM05-1-000
Season for Alaska Natural Gas Transportation
Projects

ORDER NO. 2005
FINAL RULE
(issued February 9, 2005)

1 The Federal Energy Regulatory Commission is amending its regulations to
establish requirements governing the conduct of open seasons for capacity on proposals
to construct Alaska natural gas transportation projects. This Final Rule fulfills the
Commission’s responsibilities to issue open season regulations under section 103 of the
Alaska Natural Gas Pipeline Act (the Act), enacted on October 13, 200*1.'

Section 103(e)(1) of the Act directs the Commission, within 120 days from enactment of
the Act, to promulgate regulations governing the conduct of open seasons for Alaska
natural gas transportation projects, including procedures for allocation of capacity. As
required by section 103(e)(2) of the Act, these regulations (1) include the criteria for and
timing of any open season, (2) promote competition in the exploration, development, and
production of Alaska natural gas, and (3) for any open seasons for capacity exceeding the
initial capacity, provide for the opportunity for the transportation of natural gas other than
from the Prudhoe Bay and Point Thomson units.

1 Public Law 10S-324, October 13, 2004, 11S Slat. 1220.
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G. Rate Treatment for Expansions

111. As noted above, one of the issues that received substantial attention in the prc-
NOPR comments is whether the Commission should require rolled-in rate treatment for
Alaska pipeline expansions. Although the NOPR’s proposed regulations are silent on
this subject, the NOPR requested comment on whether, in the event the Commission
issues regulations with respect to the Commission’s authority to require expansion of any
Alaska natural gas transportation project, those regulations should address the rate
treatment (rolled-in or incremental) of any such expansion.

112. Other than the North Slope Producers and Alliance, there is much support for
rolling-in the costs of both voluntary and involuntary expansions, although there is
disagreement about when the issue should be resolved. ChcvronTexaco states that the
subject of appropriate rate treatment for expansions is a subject deserving of substantial,
detailed consideration that should be addressed after dealing with the more pressing task
of issuing the open season rules. Northwest Industrial Gas Users also believes that the
issue can be addressed later. Alaska agrees that expansion pricing is a complex subject
that should be examined thoroughly, and asserts that instead of addressing the issue in
this rulemaking, the Commission should issue a notice regarding expansion 'ate treatment
for Alaska natural gas transportation projects in early 2005. Alaska observes that the
arguments in support of rolled-in pricing are strong, but suggests that rolled-in pricing
might not be appropriate in all circumstances. Alliance believes that because the
appropriateness of rolled-in or incremental rate treatment for any expansion should be
made on a fact-specific basis, and not by rule that predetermines, before the
circumstances of a given expansion are even known, how that expansion should be

priced.

113. Pacific Star and Alaska Venture Capital state that the Commission should give an
early indication that it will support rolled-in rates for expansions of any Alaska natural
gas transportation project. Pacific Star states that it agrees with the statement at the
technical conference by TransCanada, ANGDA, Anadarko, BLM, and MMS that rate
uncertainty will discourage exploration and development and that expansions of the
pipeline could present widely varying rale consequences. Pacific Star also states that
concerns over existing shippers’ subsidizing rolled-in expansions should be weighed
against the facts that initial shippers are benefiting from substantial subsidies through the
$18 billion loan guarantee and a 7-year accelerated depreciation. Alaska Venture
Capital/Brook Range similarly believes that the Commission should give an early
indication that it will support rolled-in pricing under scenarios outside the Commission’s
existing policy, under which the Commission approves rolled-in rates only where the
rolled- in rate is equal to or less than the existing recourse rate. According to Alaska
Venture Capital/Brook Range, a policy calling for different rates for similar services
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would place explorers and smaller producers at a competitive disadvantage. This would,
in turn, discourage exploration and development of Alaska natural gas, contrary to the

mandate of the Act.

114. TransCanada, MidAmerican/AGTA, and DOI encourage the Commission to adopt
a rebuttable presumption favoring rolled-in rales. TransCanada states that any shippers
concerned about the effect of such treatment can seek to avoid it through negotiated rates.
MidAmerican/AGTA qualifies its support for this presumption by stating that the
presumption should apply only to reasonably-engineered increments of mainline
expansions supported by long-term contracts similar to those supporting the initial
project. DOI states that rolled-in rate treatment is more equitable to future shippers, and
that, because Canada has adopted rolled-in rates for expansions, it would provide rate

consistency for the entire system.

115. Alaska Legislators, Anadarko, Shell, Calpine, Arctic Slope, and Doyon all contend
that rolled-in pricing should be required for pipeline ex- nsions. Alaska Legislators
contend that incremental treatment for expansions would discriminate against expansion
shippers who, merely because of the timing of their capacity needs, may pay higher rates
than initial shippers. This, according to the Alaska Legislators, ignores the fact that the
need for expansion is the consequence of the demands of all shippers. Alaska Legislators
state that the Commission must balance the interests of the existing customers against
interests of other stakeholders in determining whether or not pre-existing shippers should
get the benefit of rate decreases for expansions that lower the average per unit cost of
transportation, but face the possibility of rate increases that increase the average per unit
cost of transportation. Alaska Legislators also note that the current Commission policy
on expansion pricing was developed to address pipeline to pipeline competition, which
will not arise in Alaska.

116. In addition to arguing that incremental rates operate to discriminate against
expansion shippers, Alaska Legislators argue that the prospect of incremental rates will
also act to reduce competition and impede the development of Alaska natural gas.
Alaska Legislators state that exploration and development of Alaska reserves requires a
long lead-time due to seasonal restrictions and the remoteness of the resource. '7 Alaska

* Alaska Legislators refers to a statement made at the technical conference by Jeff
Walker, of DOI's Mineral Management Service that it takes at least nine years for an
exploration project to mature into production.
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Legislators contend that this long lead time makes it difficult for an explorer tojudge
when it is feasible to commit to capacity on the pipeline. The result, state Alaska
Legislators, is that the explorers and developers may be deterred from investing the large
sums required to drill for Alaska natural gas, when they are unsure whether their future
capacity needs will be met at a time when inexpensive expansion through increased
compression will be available, or whether the expansion they require would involve
costly looping. The Alaska Legislators also argue that Canada has a long-standing policy
of requiring rolled-in rates for expansions which could make exploration in Canada much
more attractive to exploration and production companies.

117. Anadarko, also convinced that expansions under section 103 of the Act must be
priced on a rolled-in basis, argues that this is critical to avoid a rate structure or policy
that discriminates on the basis of time of entry onto the pipeline. Anadarko maintains
that it is important to establish this requirement in the initial open season process in order
to inform those prospective shippers that their rates might increase as expansions are
rolled-in. Alaska Legislators provide a history of the Commission’s expansion rate
policy, varying over time in order to address different goals as deemed necessary to
address changing market dynamics. In short. Alaska Legislators assert that the current
Commission policy favoring incremental expansion rates seeks to address issues of
competing pipelines, competitive markets, optimal construction, and protecting captive
customers, all valid considerations of the market setting in the lower 48 states, but wholly
inapplicable to an Alaska natural gas transportation project or the Alaska market.
According to Alaska Legislators, the Act instincts the Commission, through its open
season regulations, to focus on reducing barriers, not to competitive markets, but rather,
to entry in exploration and development of Alaska natural gas. Alaska Legislators
conclude that to achieve this mandated goal, the open season regulations must be revised
to include rolled-in pricing as one of the criteria for open seasons for pipeline expansions

118. Shell and Calpine also argue that Commission’s 1999 pricing policy for
expansions has no application to the circumstances of an Alaska natural gas
transportation project where there is no clement of pipeline competition or preventing
overbuilding. Shell is concerned that companies might not invest hundreds of millions in
exploration and development costs if they may have to pay for expansions on an
incremental basis, while competitors benefited from earlier, inexpensive expansion.
Calpine stresses that since an Alaska natural gas transportation project will be called to
transport all Alaska gas, notjust gas from Prudhoe Bay and Point Thomson reserves, a
larger picture is required in assessing any policy against subsidization. Calpine maintains
that an Alaska pipeline should be viewed as a 10 Bcf/d pipeline that will be built, in
phases, over time, as opposed to a 4.5 Bcf pipeline that might be expanded from time to
time. Under this picture, shippers on the first phase facilities will benefit from lower
initial rates due to the Act's loan guarantees, however the Act was not only concerned
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with facilitating the development of a project that carries Prudhoe Bay and Point
Thomson production to market, but also the development and transportation of Alaska’s

unproven reserves.

119. Arctic Slope is also concerned that unless rolled-in rates are mandated, there may
never be an expansion of the pipeline beyond capacity created through infill compression
and added compression horsepower. Arctic Slope estimates that rolled-in rates for
expansions would probably be only a little higher than the initial rates since expansion
costs would be borne by the entire pipeline throughput. However, the impact of
incrementally-priced expansions on the incremental shippers, which would be based
entirely on the incremental throughput quantities, would be very severe.

120. Alliance and the North Slope Producers assert that rates for expansion should be
determined on a fact-specific, case-by-case basis, not on a pre-determincd, rolled-in basis
under the open season rules. The North Slope Producers stress that absent information
regarding design, timing, and other project attributes, it would be inappropriate either to
require or to favor rolled-in rates. In addition, the North Slope Producer? “oint to section
105(b)(1) of the Act wherein, they state, Congress identified either rolled-in or
incremental rates as appropriate for mandatory expansions. They add that if rolled-in
rates were made applicable to voluntary expansions in the final open season rule, the
result would be that such expansions would become involuntary and they would be

discouraged.

121. Additionally, the North Slope Producers state that the Commission’s existing, fact-
specific policy recognizes the risks inherent in major infrastructure projects and seeks to
prevent uneconomic pipeline expansions, as well as subsidization by existing customers,
and should not be lightly discarded. Responding to the assertion that the NEB requires
rolled-in rates for Canadian expansions, the North Slope Producers state that altho 'h
NEB has adopted rolled-in rates in expansion cases, NEB addresses the issue on a ase-

by-casc basis.

122.  Finally, the North Slope Producers claim that explorers do not require absolute
rate certainty in order to decide whether to participate in open seasons: an anticipated
range that supports future economics is sufficient. On the other hand, the North Slope
Producers slate that initial shippers who fear that they may be called on to subsidize
future shippers may not bid for initial capacity. In 'his connection, the North Slope
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Producers contend that one of the Commission’s goals is to protect captive customers
from rate increases arising from costs unrelated to their service, resulting in rate
uncertainty and increased contractual risk.

123. In this rule, the Commission does not adopt a firm pricing policy for future
expansions of an Alaska natural gas transportation project, but we do take this
opportunity to provide guidance on this important issue, as it will assist participants in the
initial open season. We conclude that there should be a rebuttable presumption in favor
of rolled-in pricing for project expansions. Our existing lower-48 states policy favoring
incremental rates for expansions does not apply in the case of an Alaska natural gas
transportation project. There is likely to be only one Alaska pipeline, so there will be
little or no opportunity for competition between pipelines. Incremental pricing of
expansion could put expansion shippers at a significant rate disadvantage compared with
initial shippers, and accordingly could discourage exploration, development and
production of Alaska natural gas. Having markedly different rates for similar service
could be in conflict with one of the chief objectives of the statute, which is to encourage
further exploration and development of Alaska natural gas. On the other hand, consistent
with the arguments of a number of commenters, a presumption in favor of rolled-in
pricing may spur investment in and development of Alaska reserves, and the ultimate
delivery of that gas to the lower 48 states.

124, We cannot at this point, without a specific project proposal or the facts
surrounding a proposed expansion before us, define exactly what will be required to
overcome the presumption. As a general matter, we have historically not favored
requiring existing shippers to subsidize the rates of new shippers. We do not intend to
discard this principle, but rather to indicate that we will not lightly authorize expansion
rates that would have an unduly negative impact on the exploration and development of
Alaska reserves. Witnesses at the technical conference acknowledged that defining
subsidization is difficult without specific facts to review, and that fact was restated in
several of the comments filed. We agree. But a basic observation may be useful here.
For example, a rolled-in expansion rate that is less than or equal to the rate paid by the
initial shippers would not be considered a subsidy. Whether a rolled-in expansion rate
that is hiuher than original rates is a “subsidy" is a question that necessarily would have
to be reviewed in the context of a future NGA section 7 filing. At that time, Pacific

"HSee, e.g., Transcontinental Gas Pipe Line Corp. 106 FERC 61,299 (2004).
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Star’s arguments relating to whether the federal government’s loan guarantees and
accelerated depreciation amount to a “subsidy” of initial shippers’ rates may be raised.

125. In conclusion, to provide guidance to potential shippers in advance of the initial
open season that is the subject of this rule, the Commission intends to harmonize both
objectives (rate predictability for initial shippers and reduction of barriers to future
exploration and production) in designing rates for future expansions of any Alaska
natural gas transportation project. It is consistent with onr guiding principle that
competition favors all of the Commission’s customers, as well as with the objectives of
the Act, to adopt rolled-in rate treatment up to the point that would cause there to be a
subsidy of expansion shippers by initial shippers, if any subsidy were to be found.

126. Anadarko states that the open season regulations must prohibit pipelines from
bundling ancillary services with transportation. In particular, Anadarko is concerned that
sponsors might include in a tariff and an open season the bundled cost of a gas
conditioning plant that would extract C02 despite the fact that such extraction would not
be required of gas from many new Alaska gas fields which likely will be of pipeline
quality. MidAmerican/AGTA and Enbridge agree that the open season process should
preclude applicants from tying receipt of capacity to taking ancillary services, such as g«.,
conditioning, treating, or processing. TransCanada simply states that it has no objection

to proscription of tying.

127. DOl and MidAmerican/AGTA agree that rates for ancillary services should not be
bundled with transportation rates. However, DOI contends that the State of Alaska
should address the need for rules concerning non-discriminatory access to gathering and
other production-related facilities, whereas MidAmerican/AGTA claims that the
Commission should assert and jurisdiction over gas treatment plants and require separate
open seasons and cost-based tariff structures for gas processing. On the other hand, the
North Slope Producers contend issues of tying or bundling of services can be dealt with
through established Commission processes and policies at the appropriate time, and need
not be addressed in the open season. Alliance views the tying issue in the context of
requiring designated downstream capacity, and suggests that as a practical matter, that
should not be prohibited.

128. The Commission is stating in the final rule at section 157.34(c)(6) that the open
season notice must contain an unbundled transportation rate. Moreover, section 157.34
(c)(10) prohibits a prospective applicant from requiring prospective shippers to process or
treat their gas at any designated facility. The Commission is satisfied that it can address
any other discriminatory conduct in connection with gas quality requirements or other
ancillary services through the provisions of section 157.35 in conjunction with existing
Commission policies and procedures.
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Tanana Chiefs Conference
AGfA Project Labor Agreement Resolution

WJierous; Tnnana Chiefs Conference represents forty two sovereign Alaska Native Tribes
whose Lriba! lands include the majority ofright of way for any and nil of the proposed
southern route gas line projects being presently considered, and o
« 0
Whereas, Tnmum Chiefs Conference represents a large potential workforce of underutili/.ed

tribal members, both male and female, skilled and non-skilled, and

Whereas, Tatiana Chiefs Conference has a sincere desire to build the capacity and skill levels of
that workforce Ib help address village infrastructure construction projects and bring
increased economic opportunity to its tribal members both now, and in tire future, and

Whereas, Tamma duels Conference and some of its sub-regions and tribes have negotiated
project, Irit 'l and oilier collective bargaining agreements with some of the
construction unions, mainly with die Laborers Union and Operating Engineers, with
vety positive outcomes, and _ ]

Whereas, As aresult. Tanana Chiefs Conference has seen n marked increase in participation by
its tribal members with regards to job opportunities, training programs and
apprenticeship programs along with pension plan participation and medical plan
tpnitidpaiiun above and beyond IHS coverage, and .

Whereas, Tanana Chiefs Conference is fully supportive of Alaska Nalivchire and Alaska Local
hire on whatever gusline project is finally decided upon, and

Whereas, Tanana Chiefs Conference members supports construction project agreements that
along with skills training, pension plans, and medical plans will deliver enforceable
Alaska Native, and local, hire language for the construction of whatever gusline
project is decided upon, and T

Whereas, Tanana Chiefs Conference docs not want to repeal what happened during the Trans
Alaska Pipeline System Project regarding Alaska Native preference opportunities by
not being a part of a comprehensive Project I-abor Agreement at the project’s
inception, and

Whereas, Governor Palm's AGIA bill calls for a negotiated Project l.abor Agreement for
whatever gusline project is finallv decided upon, and

Whereas, Tanana Chiefs Conference has recognized that in light of applicable case law, the
best vehicle to define real Alaska residency and real Alaskan Native status lo ensure

4 Kid4wW H ««
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preference and participation for ils tribal members on any proposed gasline project is
Ibrough a Project Labor Agreement,

Therefore Be It Resolved:;

« * " »

That the Tanana Chiefs Conference supports the Governor Sarah Palin’s ACRA plan amendments as
long as there Is a Project Labor Agreement that contains as one of its tenants, enforceable project - ,
participation preference for qualified Alaska Native p.n des in numbers and percentages that are 1
generally reflective of the population demographies of the Slate of Alaska at the Lime the project me

begins, v , . .
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N o producers No pipeline !
Project is too risky - too big, too com plex, too

ex pensive -to move forward without producers
Potential gas buyers see no producers as no progress

- Buyers’”dilemma, switch to coal, go off-shore or wait for Alaska?
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Tlie oil & gas industry will invest over
Investment of $125 billion $40 billion in capital In Canada in 2006

Northern Canada .
International
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- Extensive new pipeline
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Binding shipper commitment is required prior to

on regulatory applications

- Not commercially prudent to assume producers will show, or that gas

“acquired?”

- Risk too high even with government cost sharing

Even binding shipper/pipeline agreements

including:

An acceptable FERC Certificate

- Acceptable Financing

- Shipper resolution of Alaska state taxation

- Defined project milestones / timing

An unconditional commitment to proceed
- Regulatory certificates may have conditions

- Events between application and certificate

will have

issues

spending significant $ s

can be

conditions

will not happen

making project uneconomic

could make

project uneconomic



No company has the exclusive rightto build a
pipeline to ship Alaskan gas in Canada

2 O ptions to Permit the Project Through C anada
N P A NEB - CEAA
Northern Pipeline Act passed in 1977 Modern, efficient and transparent regulatory
Socio-economic baseline impact developed Process
late 1970s Dove-tails with FERC
Certificates of Public Convenience and Consistent with NAFTA

Necessity issued to Foothills Pipeline to
build the Can portion of the Alaska Natural

Gas Transportation System proposal. First Nations participation

Contemporary, well understood processes:

Enshrines a 30-year old project never : :
. Environmental assessments and practices
undertaken that has now significantly P

changed Economic benefits through open competition



“As we move forward, lam guided by five principles that I believe can be

applied to all pipeline decisions:

- First, they must not interfere with market forces. W e will let the

market decide.
- Second, our decisions must be supportive of a modern regulatory regime
- Third there must be a project management approach
- Fourth, the pipelines must support Aboriginal economic development

- Finally, decisions must ensure that Canadian benefits are realized?”

Honourable Jim Prentice

Minister of Indian Affairs and Northern Deve'opment
Presentation to Canadian Energy Pipeline Association Annual Dinner

May 2006



E nbridge believes:
. Outstanding fiscal issues are the project’s “elephant in the living room.”

An unconditional commitment to advance the project is not achievable

AGIA will best serve Alaskans if it allows for the creativity and innovation that

drives the market place.

Government financial assistance is not essential

Government can achieve key goals without adding to regulatory process
Canada will be ready for this project

Alaska should ensure that itdoes not create a process that is all about

process
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Alaska Natural Gas Pipeline

Enbridge Irc."sassessment of issLes pertainirg to the Canadian portaan of the Alaska Pipelire

Background Of The Northerm Pipelire Act CN\PA)

In the mid-1970% the Uniited States and Canada sufferad from sigificant energy shortages and
sty concerms. The two aauntriies agreed that greater energy supply and ssaurity ooulld be
achieved through the development and costructian of a pielire tretwould trargoort retural gas
fran Alad@a™s North Slope through Canada 1o the loner 48 states. This agreement was embodied
inan exchange of diplaratic kettas between Canada and the Uniited States (@liectinely, the
"Treaty *), which set aut the size and pressure of the pigelire, the fisal regine tretwas togoply
and the raute alag which the pipelirewas to be huit

In 1978 tre Govermment of Canada passed the NPA norder to faalitae tre planing and
axrstruction of tre pipelire tret Canada and the Lhiited Stattes had agreed 1o nthe Treaty; n
fax, tre Treaty i includsd as Annex o the NPA.

In Enbndge”s view, the NPA isgxcific to the pipelire contenplated inthe agreement between
Canada and the U.S. sstaut ntie Trecy; indsed, the definition of” picel ire” inthe NPA means
"the pipelire fathe tramsmission of retural gas fram Alaska across Canada alog the route set
aut nAnnex 1(tre Treaty] tothe Agreament. . " Accordinglly, the cefiniian of " pielire " nthe NPA
camot be separated fram tre pipelire refarrad o nthe Canada-U.S. agreement. They are one
and ttesame.

ks iInportant 1o recognize trat this isdll trat the NPA does. kot an amilbus statute dealling
with the development of rorthem pielines gererally or even a gareral statute dealling with tre
trangoortation of Alaskan gas through Canada, Eoally nportantly, the NPA does not make any
changes 1o the powers of Canada™s Natiaal Energy Board ('NEB”) to cosicer alterretine
intermatiaal pipelines fran Alaska o or through Caneda.

h 1978, naottamplation of the castructaon of “the pcelre”, saveral Gartificates of Rblic
Convenience and Neaessity (CPCNs'™) were 1ssued pursuant tothe NPA. Under the terms of the
Treaty tha pipelirewas 1o be finided by 1983. Honever, because of danging economic
ciraustances, oy tre " Preduilld* portias of tre project defined ntte Treaty were hult

No Party Has BExclusive Rigts To BulldA Pipelire InCanada To Trangport Alaskan Gas

There Bno reference nthe NPA (@ nany other piece of Canadian legiskation ttetwe are anare
of) tret prchibits the development of an altarrative pipelire o ship r. iskan gas through Canada.

Erbridge does rot disoute tret the ridis granted under the NPA are eclusive, but those ridits
do rot preclude pragressing another project under the Natiaell Energy Board /Canadian
Eviromental Assessment Act

The NPA IsProject Secific

The NPA was passed norter toginve effact to the Treaty. The Treaty cottenpllates avery
gecific pipelire pogect, ngtdown to geecifyirg the fisal riegine,, te route o be folloned and
the goerating pressures and the diareter of pipe to be usad. Reference 1o the pipelire goscified
ntre Treaty sthen used nthe NPA todefire the term “pipelire” farthe purposes of e NPA. N
Erbridge”™s view, the CPCNs are rota gareral authorization far the castruction of " 9 pielire



fran Alaska through Canada -the CPCNs are at most a partial auttorization far the costruction
of tre pipelire gecifiad inthe Treaty.

The progject aurrentlly envisioned ot the pipelire goecified intre Treaty. For exarple, tre
Treaty seecifies a pipelirewrth an il cgpecity of 2.4 lcfd, whille aurant proposalls contenpllate
an nitel capecity of about 4.5 befd. The Trealy goecifies 54 dianeter pipe vwhile aurent
proposals cotenplate 48 or 52°°diareter pige. The Treaty oecifies 1120 psi pressure. Qurnrant
prgposals contenplate 2500 =. Ihaddition aunvant prgposals contenpllate a differant termiretion
pointand incluce liquics nthe gas strean. Indart, the auvant proposal ssigwficantdy diffaat
then the pipelire approved nthe CPCNs.

Absent formal amendments, kEsquesticreble whether variatias coulld ¢ cur under the Treaty.
History supports this view. For exanplle in 1978 the Govermments of Canada and the Unirted
States believad tnecessary to execute an amendment to the Treaty when they deciided O
change the pipe diareter fron 56" o 51"

Ihaddtion ishould be noted that historically the NPA  has ot covered dll necessary falities. For
examle, the NPA did not goply to the decarpression / reconpression fdlity tretwas rstalled
nthe Bte 1990"s at Empress Alberta, as partof the Pre-uilld system. That fallitywas approved
under the NEB prooess.

CPCNs

Whille there B0 "'aunset clase” oreqiry date nthe NPA,  itshoulld be noted thet such
lagislation nCanada rarely includes exiry dates.

CPCNs can lgese ot exercised na tinely fashion, or fother fectors have intenaed.

In this particular case:
@® The CPCNs are s.hject toaxditias, includirg Schedule Mof the NPA

Gonstruction of the project cannot Start tonorrow. Under Schedulle llofFtteNPA, a
number of coditias need 1o be satisfied before the CPCNs can be rellied yoon.

One of the codirtians (&.13) of Schedulle Wl recuires the fillirg of contracts between
producers and shippers and between shipeers and the company [tte holder of the
CPCNs], Thismakes shipper support aiitical 1o the hollder of the CPCNs.

The codirttias nSchedulle W also inclucke the requirement to goply farand recene di
necessary regullatory goprovals required far thework (s.17). Such goprovals would
iclue, farexanple, land use pemits, water use pamits, fideries auttorizatias,
an%l%ble waters authorizatias and tinber attirg pemirts inthe Yukon, British Colunbia

The Northem Pipelire Agency, which adni <the NPA, does ot isse these
necessary regulatory goroals; treyare B K der any number of other Canadiian
Acts, including the Canadiian BEviromental v e, -ssrent Act and the Yukon
Envirommental and Socio-economicAsr - m tAct. Under the NPA, each gooroval
would require itsown parel. Lhlikeanu \- _NEB piocess, the NPA offersno
gaoortuninty to coordinate feckeral and pro\ 1L denviromental reviens and does ot
inclucke the statutory advantages ofmodem regulatory schemes. The NPA arid tte
Northem PlpellreAgency have no authority tooerride provircial juristiciion n
enviromental natters



The CPCNs were granted in an era of limited environmental review

The enviromental review ttetwas carpleted when the CPC, kswere arigirally granted
would rot, nBEbridges view, meet aurant standards farenviromental reviens. Inobed,
when tre arigiral enviromental revievwas done #was carpleted under an
Eviromental Assessment Review Parel (EARPY), a process trathas since been
replaced by processes under tte Canadian Bwviromental Assessment Act. At tre tine,
the EARP parel recommended rejectian of cartain routes and concluded thet: itdid not
have enough informatian on which tomake a decision. As Bnbriidge understands i twas
anlywhen the federal govermment firdlly overroce the panel and ordered to recansiider
its rejection of cartain routes tretgpproval was achiieved.

Stridter standarts are nplace toohy.

@  The CPCNs were granted priarto Canadian aourts esteblishing rulles requirirg
araultation with Arst Nations whenever adtimities take pllace in treirtraditicel or

teaty lats.
Canada”s recognirtian and protection of the rights of itsaboriginal people has changed.
From the early 1980"s a series of court decisias have recognized and upheld the

arstitutical ngts of Canada™s ArstNations to be cosulited na comprehensive
manner whenever development actavities are proposed within tresr treditioal lads or

treaty aress.

@) The NPA and the CPCNs are inoosistantwith modermn interratical trace
agreements

The NPA pre-cates the North American Free Trade Agreement ( NAFTA'™) and was rnot
exempted fram the gplication ofF NAFTA when NAFTA was brought into force n 194.

Schedule M ofthe NPA, which sets aut the conartias which must be met priar tobeing
able torelyon the CPCNs, reguires (nArtacke 10) thet Canadian content be maximized
as faras practaceble and that max imum advarntage be taken of qyortunirtaies provided by
tre pipelire to esteblish and expand sypliers nCanada tretcan make a lag term
antribution o tre Caradian rdstrial bese. A rgport must be suomintted specifyirg how
tre requiramentwilll be conplied with This requirament srot disoeticary, but

mendatory .

Erbridge sadvisad tret prefarantial requirements farCanadian products and services
are attrary toNACTA  Inadditian, Enbridge understands tret the Canadian cotent
preferences geecified under the NPA could violate Canada SWor ld Trade Orgeniization
doligatias uder Artidle llof tte General Agreement on Tariffsand Trade (GATT ).

The pipelire vill be the largest infrastructure project nNorth Averica. Accordingly, tte
econamic stakes fTargypliaers are huge.  Ifone were toaooept the positian thai the NPA
provides an eclusive gortunity to the holder of the CPCNs ttet isnot avai "eble to other
NAFTA inestars, koould be argued thet the NPA violates the provisias under Artidie
1102 ofF NAFTA This opens the door farclaims by other NAFTA Inestors

Enbridge believes the Canadian Govermment would need toseek an exerption fran tre
United States farthe NPA toawoid the potenal far Iiticption under NAFTA,  but disoutes
uder GATT may be uavoideble.




Rights-of-way (“ROW™")

InB.C. and Allerta, right=of~nay acuisitian under eftter the NPA or an NEB process woulld start
fran tre same point inthe process. While there are edastirg map rotatias NB.C. and Allerta,
map notatias are rot interests in lad and alllov no automatic gt tbe coverted mntoa ROW.

To Bbridge™s knovledge, the anly ROW which edsts B intre Yukon. That ROW anly allons for
inestigatory activities such as geolagical inestigatias and auneyirng; itdoes rot allovfar
arstruction. Construction cannot cocur without priiorwriittien consent of the Canadilan Federal
Cabinet Minister designated far thet purpose by the Canadian cbiret. kisunlilely tet the
Ministerwould approve arstruction priar todl the requiraments sstout nPart lof the NPA
being net.



AGIA Testimony May 1st& 2nd 2007. Prepared by David Gottstcin

Hello Mr. Chairman and members of the committee, my name
IS David Gottstcin, and | along with Former Governor Walter
Hickel, Co-Chair the group Backbone. Thank you for the

opportunity to testify before you today.

| also thank Kou for your efforts in working through the details
of AGIA. What | would like to focus on today Is perhaps the
broad issues that sometimes get lost in the defails.

Backbone is in support of AGIA and its major components
because it provides for a competitive process, creates material
Incentives, and attempts to provide for the maximum benefit to
the residents of Alaska. Even a recent Dittman poll indicates
that the public, by more than two to one, believe the $500
million incentive package is worthwhile.

My biggest caution to you today is to be very very careful as to
who you listen to. What we know undeniably is that the
representatives of the North Slope producers are paid to
Persuade and convince Iyou that what is good for them is good
or the State. It issimp Y paid advertlsm(g without any checks
and balances. As a resu hey say must be
challenged.

Let me offer some examples. They say that only the producers
are capable of financing and building a pipeling of this
magnitude. That couldn’t be further from the truth, and we
trust that Alaska’s leaders are smart enough not to believe it.

Even if the likes of TransCanada, Mid-America and Sempra
weren't already at our doorsteps, each fully capable and
experienced enoug}h to bring the appropriate parties to the
table with a bona-fida bid, the private equity markets alone
have over a trillion, yes that is a trillion dollars of money under
management constantly looking for deals.

t much of what



And with the forecasted price of gas and the Federal loan
guarantees, they, along with the investment banking
community will be chomping at the bit to get a piece of such an
investment grade investment opportunity. So don’t let the
Producer’s spin doctors convince you otherwise. The only
thing that is necessary to get a pipeline financed and going is
access to a sufficient quantity of gas to make it economical. Ft.
Thomson and our royalty gas alone docs that.

In football it’s touchdowns, in baseball it’s runs, in the North
Slope producers attempt to control the process, maintain a
monopoly grip, and own the pipeline, it’s propaganda and
influence peddling. This is a standard practice all over the
world when it comes to big companies and big profit
opportunities. If they can’t control it, they want to stop th c
process, or at least slow it down as much as possible.

Let’s dispel another fabrication; That the AGIA process is an
exclusive one. As I read it, it is come one come all, and is not
exclusive at all. The main beauty of AGIA is thatitis a
defined competitive process that will result in a pipeline sooner
rather than later. It will provide more to our residents, as it
will attract a more vibrant bidding pool that by definition will
require more from the winning participants. AGIA doesn’t
preclude the chosen licensee from enriching their pipeline
proposal by adding additional participants and aspects after a
successful bid, as long as it doesn’t mean less for the State.

The State has so much at stake, and is in a powerful position to
choose what is in the best interests of our state, that it would be
a shame to abdicate that in lav r of what is truly an exclusive
non-competitive process of dealing just with the producers just
because the foxes say they know what is best for the henhouse.

Do we really want to repeat the mistake of putting our fiscal
future in the hands of tl.-osc with a long and proven history of



overcharging on the oil pipeline, and only paying up when the
court of last resort rules so, or after a successful negotiation for
a fraction of the dollars at stake, as a result of a political
settlement? Can we really take what the Producers say
seriously when they won’t even attempt to engage in any truly
honest and meaningful dialogue?

But it gets worse. They keep saying they own the gas. They
don’t. They have strong economic rights to produce the gas
conditioned upon certain performance requirements. All you
have to do is reference our constitution and the Mineral
Leasing Act setting forth our rights and obligations to

understand that.

The sincerity in which these hyperboles are put forward has
me believe that the presenters believe it, because their bosses
want them to believe it. When in fact, we own the resources,
and when our tenant violates the lease, we not only have a
right, but a duty to wrestle control back of our vast gas
resources and make them available to a hungry nation.

But there’s more; The North Slope producers, through a slight
of hand amendment gimmickry arc attempting to accomplish
with amendments what they are failing to accomplish with
their aforementioned propaganda, by asking you to provide for
non-conforming bids and or to require their upstream
participation. This would put them right back in control of

our destiny.

| think your esteemed colleague Representative Doogan might
have said it best about the Producer’s attempt to build a
pipeline when he said I f they wanted to build one, they’d be
building one. They arc immensely profitable companies. The
federal government is offering loan guarantees. And they
control the most important chip in the entire game, the North
Slope gas that makes a pipeline possible. They have everything



they need to build a pipeline. They aren’t building one. The
only logical conclusion is that they don’t want to build one.”

believe Representative Doogan is right, or at least the three
producers won’t be able to get together and agree to a project
to more forward anytime in the foreseeable future. The North
Slope producers were offered everything imaginable under the
Stranded Gas Act, and still chose defiance. The people spoke
in the last election, recognizing the Murkowski plan
represented a huge giveaway. Why should we think if we offer

them less, they will do more now?

We arc in a game of chicken with the North Slope Producers,
and we lose if we don’t have the backbone to secure access to
our gas and offer it in a free market and open process. The
nanosecond that a line is approved, | believe the producers will
participate, rather than being left out of one of the biggest
investment opportunities in U.S. history, risk losing their leases
due to obvious non-pcrformancc, or face the wrath of Congress
for their intransigence. We urge you to limit amendments to
ones that increase the likelihood of a successful open season
process rather than ones that tilt in favor of Producer control.

The sad thing is that the corporate heads of the North Slope
producers are spending all their time trying to lean us back to
their own exclusive sole-sourcc process, instead of trying to be
competitive. They are gambling that propaganda is a cheaper
way to get what they want than the cost of being competitive.
In a time when our legislative and public processes are subject
to heightened Federal judicial scrutiny due to the potential of
conflicts of interest, let’s prove them wrong. Let’s pass AGIA
with the few meaningful amendments that in your wisdom will
increase the chances of a good pipeline and route sooner than
later. Don’t force a special session, and thereby increase the
risk of failure to act. Thank you for your time and the

opportunity to comment.



Testimony by the Honorable Walter J. Hickel, House and Senate

Finance Committees, May 1,2007 -Juneau

Thank you for inviting us to testify here today.

Our North Slope natural gas is Alaska’'s greatest opportunity to guarantee the
long-term viability of our state.

And Alaska is on the right course to make agasline a reality in this
generation.

It's a large project worthy or our great state.

| am just back from Moscow wheie | have been working with Russian
leaders on two other great projects.

The opening of the Northern Sea Route to the world ....a decision that will
link the Pacific and the Atlantic oceans.

It will be a breakthrough of the same dimension as the Panama Canal.

And we don'thave to build a canal!

The second great project is a tunnel beneath the Bering Strait, linking the
U.S. and Russia.

Those who attended the Conference last Tuesday in Moscow realize how
serious the Russians arc about this visionary concept.

This link between the United States and Russia is going to happen.

And it'sgoing to change the world.

Alaska's immediate opportunity, however, isour North Slope natural
gas.

And itis up toour Governor and this legislature to make sure it is used lor
the maximum benefit of our people, as mandated by our constitution.



Keep in mind that the people of Ah ska...the voters who elected you...are
the owners of this gas.

You and Governor Palin are the trustees of their inheritance...

..won in our statehood battle and our Statehood Act.

The companies who hold Prudhoe Bay leases have purchased the right to
“produce” our gas.

That'swhy we call them the “producers.”
But they don'town the gas.

And they are required, through the leases they hold, to sell our gas it they
can earn a “reasonable profl.

So let's get started.
Governor Sarah Palin's plan isagood one.

She has thrown open the process to make sure that the State finds the very
best and most timely project.

Her team has designed legislation to put the needs of Alaskans first.

It means revenues for slate government.

...gas for our homes...

...gas forour businesses...

...and gas for our remote villages that are in desperate need of affordable
energy.

It means making sure that the valuable gas liquids...

..are available for in-state processing to create high-paying legacyjobs for
generations of Alaskans.



It means a pipeline that encourages exploration...by the producers and by
other companies, large or small, that believe they can find more gas.

Beliefis the key to prospecting...and it is the key to life.

Believe me; we haven'tbegun to explore the natural gas potential of our
state.

And we need a pipeline that will accommodate the discoveries of those
believers.

In my view, this does NOT mean shipping our gas through Canada.
Any Canadian route has to resolve...

UFirst Nation”™ land claims.
Treaty problems.

A long, expensive route.

Legal issues among competing Canadian interests.

And one bidder who wants to use our gas in the Alberta tar sands to produce
oil...

...an outrageous plan for trillions of cubic feet of clean Alaska gas so needed
by our nation and the world.

In my view and in the view of the majority of Alaskans...

'maximum benefit” means an All Alaska Gaslinc....from Prudhoc to
Valdez.

It means a pipeline started sooner and completed several years sooner,
It means an energy source forour villages and cities.

It means feedstock for value-added industries and jobs in Alaska.



We addressed the same issue in the 1960s and 1970s over North Slope oil.
We had to force the oil companies to drill at Prudhoe.
When | was elected Governor in 1966, BP had already given up.

So had all the others except Atlantic Richfield.

In early 1967,1 flew to Prudhoe to meet with their head geologist Harry
Jamison.

And he announced that they, too, were going to pull out.

(Ad lib:  “You drill, or I will.”)

In 1968, that rig discovered the biggest oil field in the history of North
America.

But two years later as Interior Secretary | had to lake Exxon to the mat, or
there wouldn'thave been a trans-Alaska oil pipeline.

(Ad lib:  “Or I’'m going public!”)

Now we have another Governor who is ready to stand up for Alaska and
Alaskans.

And the people are behind her.

Ladies and gentlemen of the State Legislature, this is your moment to step
forward and stand with her.

The people of Alaska want a gasline now.

Together you can make history, and Alaska will long remember this
generation of leadership.

Thank you.
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B Net Reduction

An Opportunity...and a Challenge

BP wants and needs a successful gas pipeline
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BP Disagrees with Administration's Economics \ '}

. Project is not "wildly profitable?"

- Can't separate upstream economics from midstream commitments

- Economics must be based on the complete project

. Firm transportation comm itm ents m ust be accounted for

in project economics
-- Upstream pays for the midstream

- Without FT there is no project

Long-term cash generation is highly im portant

- Cash flow weil! beyond 10 years remains vital

9 Need common understanding of project to determ ine

best way forw ard
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What is so important about FT?

Firm Transportation commitments (FT) by the
are needed for a gas pipeline company to get
- "No customers, no credit, no pipeline” (TransCanada)

"No producers, no pipeline” (Enbridge)

FT is a binding financial obligation

- not simply "committing gas to a pipeline"

resource

financing

Requires multi-billion dollar com m itm ents by resource

Assuming 4.5 bcfd, $3.50/mcf, 25 year term $144

Long term commitm ents represent real risk

- Two risks:

billion

OwW ners

OwW ners

* Price risk (over time, market price will not cover FT cost and produce an

acceptable return on the investment)

* Supply risk (will not have sufficient gas to use the FT commitment over time)

- Risk is borne by those making the commitments
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Project Risk Resides with the Resource Owners fy
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BP Messages on AGIA

AGIA needs significant modification to result in a successful

project

As drafted, BP will not be able to submit a bid under AGIA

As drafted, it is difficult to envision circum stances that would

allow BP to make a firm transportation commitm ent to a

licensed project under AGIA

W hy?...

- Negotiated rate protection unavailable upon expansion

Subsidization of competitors is commercially unreasonable

Resource terms insufficient to justify FT commitment

BP intends to bid if AGIA is appropriately modified



Key Concerns Preventing B P Bid Under AGIA

In the order they appear in HB-177

. .130(2)fB) / .210 - "Detailed" description of design requires

substantial customer consultation, engineering

- FERC Order 2005 requires "good faith estimate"

. .130(2)(C-D) - Can't "demonstrate"” economic viability

- "nobody can say today whether this project is economic or not" (Mid-
American Energy); need bottoms-up cost and revenue estimate

. m130(7') - Requires subsidization of competitors & eliminates

negotiated rate protections

- contrary to ANGPA & FERC rules
- Imposes unreasonable commercial risk

. .130f13) - Commitment to reserve capacity for in-state delivery

points, regardless of open season outcome
imposes unreasonable commercial risk
not consistent with FERC Order 20C5 [157.34(c)(8)]

. .150(a) - Release of proprietary information to competitors

after license award creates huge exposure



Key Concerns Preventing BP Bid Under AGIA

In the order they appear in HB-177

# .200(a) - Must accept FERC <certificate despite conditions
- could add significantly to project cost

# .200(b) - Must sanction project within one year of FERC

certification, regardless of cost
- failure to sanction results in loss of all data to state (engineering, design,
contracts, permits, etc.)

# .230(a)(2) / .210 - In breach if substantial deviation from plan

set out in application
Unless it increases NPV, is ordered by AOGCC or isn't foreseeable

FERC, BLM, municipal agencies, Canada, etc. could require changes to
project specs outside state control

# .240(c) - Effectively no way to abandon an uneconomic
project; licensee subject to dam ages
# .310 - .320 - Fiscal term s insufficient; risk of no FT customers

"Nno customers, no credit, no pipeline" (TransCanada)
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How AGIA can help deliver a successful project Q

. A ddress areas of key concern Ilisted on prior slides

® Allow applicants to respond to State's objectives

- Prescribing solutions up front will not result in the best project

. Avoid exclusivity to ensure a pipeline gets built
Even as amended, AGIA creates exclusivity

- Federal moael encourages competition in the marketplace

. A ddress fiscal term s to encourage FT commitm ents
needed for a successful project

Allow resource owners to make offer in bid

. Allow due process of appeal, remove potential O rder

2004 conflict, other clarifying edits
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B> Net Reduction

BP's ViIsion for Alaska

€ BP has a long history in Alaska....

9 ... .and we

9 That futur

. BP wants

e

to

look forward to a 50-year future

is only possible with a gas pipeline

bid

under AGIA and hopes it will be modified appropriately

O Light Oil n \Vigcous O Heavy m Gas
— Current decline with continued investment
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. Jobs for Alaskans

0 Additional revenue for future generations

Increased economic activity

& New businesses created

# Long term gas supply
opportunity for Alaskans

# A more diversified economy

for decades



