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May 9, 2007

Senator Bert Stedman, Chairman 
Senate Finance Committee 
Alaska State Legislature 
Capitol Building 
Juneau, Alaska 99801

Senator Stedman,

During our recent presentation to the Senate Finance Committee you requested our 
specific comments about Senate Bill 104, the Alaska Gasline Inducement Act.

As noted in our presentation, and upon further review of SB 104, Enbridge continues to 
believe that the single most important thing you could do to improve AGIA would be to 
make the “Application Requirements” in section AS 43.90.130 objectives rather than 
absolute requirements. This would in no way preclude the state from selecting an 
applicant who met all the variables versus one that did not. It would however, allow an 
applicant who could not meet all cf the variables to still make a submission and suggest 
alternate ways of adding value. There seems to us to be only upside for the state from 
this approach, versus the current ianguage which we view as too restrictive.

We look forward to reviewing the Senate Finance Committee version of SB 104, and 
hope to see the change mentioned above included in the new version

Thank you.

Ron Brintnell
Director, Gas Development 
Ph. (403) 266 -7932 
Fax (403) 231-5781 
ron.brintnell@enbridge.com

mailto:ron.brintnell@enbridge.com
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T e s t i m o n y  b y  t h e  H o n o r a b l e  W a l t e r  J .  H i c k e l ,  H o u s e  a n d  S e n a t e  

F i n a n c e  C o m m i t t e e s ,  M a y  1 , 2 0 0 7  -  J u n e a u

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^ o f our state.

And Alaska is on the right course to make a gasline a reality in this 
generation.

I t ’s a large project worthy or our great state.

I am just back from Moscow where I have been working w ith Russian 
leaders on two other great projects.

The opening o f the Northern Sea Route to the world — a decision that w ill 
link the Pacific and the Atlantic oceans.

It w ill be a breakthrough o f the same dimension as the Panama Canal.

And we don’ t have 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 are about this visionary concept.

This link between the United States and Russia is going to happen.

And it ’s going to change the world.

A l a s k a ’s  i m m e d i a t e  o p p o r t u n i t y ,  h o w e v e r ,  is o u r  N o r t h  S l o p e  n a t u r a l  

g a s .

And it is up to our Governor and this legislature to make sure it is used for 
the maximum benefit o f our people, as mandated by our const itution.
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Keep in mind that the people o f Alaska...the voters who elected you...are 
the owners o f this gas.

You and Governor Palin are the trustees o f 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’ s why we call them the “producers.”

But they don’t own the gas.

And they are required, through the leases they hold, to sell our gas i f  they 
can earn a “ reasonable profit.

So let’s get started.

Governor Sarah Palin’s plan is a good 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 o f Alaskans first.

It means revenues for state government.

...gas for our homes...

...gas for our businesses...

...and gas for our remote villages that are in desperate need o f affordable 
energy.

It means making sure that the valuable gas liquids...

...arc available for in-state processing to create high-paying legacy jobs for 
generations o f Alaskans.



I t means a pipeline that encourages exploration...by the producers and by 
other companies, large or small, that believe they can find more gas.

Be lie f is the key to prospecting... and it is the key to life.

Believe me; we haven’ t begun to explore the natural gas potential o f our 
stale.

And we need a pipeline that w ill accommodate the discoveries o f those 
believers.

In my view, this does NOT mean shipping our gas through Canada.

Any Canadian route has to resolve...

 ’’First 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 
o il...

...an outrageous plan for trillions o f cubic feet o f clean Alaska gas so needed 
by our nation and the world.

In my view and in the view o f the majority o f Alaskans...

. . .“ maximum benefit”  means an A ll Alaska Gasline..,.from Prudhoe to 
Valdez.

It means a pipeline started sooner and completed several years sooner.

It means an energy source for our 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 I 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 w ill.” )

In 1968, that rig discovered the biggest oil field in the history o f North 
America.

But two years later as Interior Secretary I had to take Exxon to the mat, or 
there wouldn’ t have 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 o f the State Legislature, this is your moment to step 
forward and stand with her.

The people o f Alaska want a gasline now.

Together you can make history, and Alaska w ill long remember this 
generation o f leadership.

Thank you.
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E x x o n M o b i l  A G I A  T e s t i m o n y  

S e n a t e  F i n a n c e  C o m m i t t e e  5 - 1 - 0 7

FIN AN CE C O M M ITT EE :

Co-Chairmen: Senators Bert Stedman(R) / Lyman Hoffman(D)
Vice-Chair: Senator Charlie Huggins(R)
Members: Senators Kim Elton(D); Donny Olson(D); Joe Thomas(D); Fred Dyson (R-m) 

INTRODUCTION

Good afternoon Chairmen Stedman and Hoffman, Vice-Chair Huggins and members of 

the Senate Finance Committee. My name is Marty Massey. I am the U .S . Joint Interest 

Manager for ExxonMobil, a position I have held since November 2001, and I am 

responsible for the commercialization of ExxonMobil’s gas resources in Alaska.

ExxonMobil has been in Alaska for over 50 years and has been a key player in Alaska’s 

oil industry development. W e hold the largest working interest at Prudhoe Bay (36.4%) 

and our current net production in Alaska is approximately 150,000 barrels per day. We 

have benefited from our involvement in the State of Alaska, and we believe that Alaska 

has benefited from this long-term relationship as well. Commercializing Alaska’s North 

Slope gas will allow us to continue this mutually beneficial relationship for another 50 

years or more.

EXXO N M O BIL R E A D Y  TO  P R O G R E S S  P R O JE C T

The Alaska G as Pipeline Project is important to Alaska, to our nation, and to 

ExxonMobil. The project has the potential to generate billions of dollars in revenues for 

the State of Alaska, the U .S . federal government, and Canada, and could provide a 

stable and secure source of clean energy for Alaska and North America for decades to 

come. For ExxonMobil, the project is significant and has the potential to add over 1
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billion cubic feet per day of gas sales, which would be more than a 10% increase to our 

current worldwide daily gas production. This project could also add over one billion oil- 

equivalent barrels to proved reserves, nearly enough to replace a year of our 

production. Given the significant impact this project could have on our business, we 

strongly support efforts to advance a pipeline project.

As an illustration of our commitment, ExxonMobil has spent more than $180 million 

studying ways to commercialize Alaska gas. Since the 1970’s we ha'/e evaluated LNG, 

gas to liquids and gas pipeline alternatives. Based cn these studies we have 

determined that a Producer G as Pipeline Project will result in the best value for the 

State, the Producers and the nation.

G E N E R A L  F E E D B A C K  ON AG IA

I would now like to provide you with some feedback on AGIA. ExxonMobil embraces 

the concept of competition all over the world and is ready to participate in a competitive 

and market-based environment. AGIA, as it is wriiten today, does not encourage 

market-based competition due to its prescriptive nature. In addition, AGIA does not 

adequately address the significant upstream issues and risks associated with the scale 

and magnitude of the Alaska G as Pipeline Project. We have consistently advised the 

Legislature and the Administration that AGIA, in its current form, will not encourage 

competitive proposals and will not result in a commercially viable project. We strongly 

believe AGIA will not create an acceptable framework for this world-scale mega-project 

unless it allows the parties taking the risks to make a proposal that properly manages 

the risks.
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After listening to the testimony over the past several weeks, it has become clear to me 

that one of the reasons the Administration’s view of the project is so different from ours 

is due to flawed assumptions in the State’s economic model. The Administration’s 

model fails to recognize the integrated nature of this basin-opening project. The 

upstream pays for the midstream and you cannot split them apart when evaluating 

commercial viability. Any attempt to do so will deliver erroneous results. This issue is 

critically important, because if you put in place a process based on a flawed analysis, it 

will most likely fail. The Administration’s approach is not consistent with how project 

economics are evaluated, and I'll expand on this later in my testimony.

To ensure the best result, the logical way forward in our opinion is for AGIA to establish 

the State's broad key objectives, then allow applicants flexibility so that they can 

compete to meet those objectives and define the parameters that are necessary to 

make the project commercially viable. As an illustration of what I am proposing, AGIA 

could allow the applicant to demonstrate how theii proposal encourages exploration and 

development in A laska rather than specifying the method of project access and 

expansion.

If you were to amend AGIA  to make it objective driven, it would allow open competition, 

maximize the number of applicants and allow those applicants to propose innovative 

solutions to meet the State’s needs and open the basin. The State could then evaluate 

the proposals and select the one that best serves A laska’s needs and assures Alaskans 

realize tho maximum value for their resource. That process would allow ExxonMol . 

the largest leaseholder of gas on the North Slope, to compete under the AGIA process
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while providing the State complete flexibility on who is chosen to move the Alaska Gas 

Pipeline Project forward.

To understand why it’s important to use broad objectives as opposed to prescribing 

specific requirements, it is helpful to review project risks and issues surrounding its 

development that will have to be addressed by an applicant.

P R O JE C T  R IS K  / PR O D U C ER  C A P A B IL IT IE S

The tendency exists for many to underestimate the size, magnitude and risks 

associated with this project. The Alaska G as Pipeline Project is a world-scale 

undertaking with significant risks. In fact, the project would be the largest private 

investment in North America -  significantly larger than most “model” worldwide oil and 

gas “mega” projects. Let me be clear, this will be a precedent setting global mega- 

project. As you heard last week from Mr. Fred Rich of Sullivan and Cromwell (Head of 

Global Project Development and Finance), this project's financing could be many times 

greater than the largest North American project financing to date (the Alliance pipeline). 

There is not really another project that compares.

Because of this size, many factors impact commercial viability, including cost and the 

potential for cost over-runs, gas price, schedule delays, construction conditions, and 

regulatory and State fiscal uncertainties. Our previous cost estimate of $20 billion 

(which is in $2001) will be substantially higher due, in part, to increasing steel prices, 

which have nearly doubled since 2001, and because we are experiencing hyperinflation 

on industry and construction labor costs. World-wide mega-projects are also placing 

pressure on pricing and availability of global materials, and skilled manpower. In
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addition, as we have observed over many years, natural gas prices remain highly 

volatile.

The State of Alaska cannot anticipate how individual applicants will view the various 

risks I have discussed or how applicants may choose to address them. Establishing a 

set of rigid, prescribed terms in AGIA will not allow the flexibility needed by individual 

applicants to weigh and manage those risks in a way that maximizes value to the State 

and the applicant.

HOW P IP E L IN E S  A R E  FIN AN CED

The way projects are financed gives some insight into who bears the risks for projects of 

this type and how these risks are managed. Last week you heard how pipelines are 

financed from Mr. Rich. Cornmercially-sound oil, gas, and pipeline projects traditionally 

have been able to obtain financing if they have strong sponsors with proven track 

records and the financial strength to both provide upfront lender required sponsor equity 

and to backstop key project commitments. For the Alaska G as Pipeline Project, key 

project commitments take the form of completion support (either a full debt guarantee or 

additional equity overrun commitments) and firm, long-term gas tiansportalion 

commitments. Firm transportation commitments are binding obligations made by 

companies to pay for the cost of reserving long term gas capacity as shippers on a 

pipeline. These commitments are made during an “open season", which is a period 

during which any and all prospective gas shippers can make binding commitments for a 

specific volume of transportation capacity.
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As you may recall, Mr. Rich indicated that for a project of this scale and magnitude, 

financial institutions will require substantial, long-term, firm transportation commitments 

to provide funding. These commitments must be provided by creditworthy shippers 

because this tariff stream underpins the debt repayment. Furthermore, lenders not only 

look at the contractual commitments, but place equal importance on the underlying 

economics of the project. Any potential reduction in the Producer's netback is a 

concern to the lender since it increases the likelihood that the integrated project may not 

be economic, that the transportation charges are not paid, and that as a result the 

lenders are not repaid. Looking at this another way, the lenders are assessing how 

effectively the parties taking the risks are managing these risks. They will also want 

these risks reduced to a minimum to make sure they will get paid back. For this reason 

they would prefer stable fiscal regimes, project sponsors who have a proven track 

record of delivering mega projects on time and on budget, project sponsors with 

ownership in the upstream, and shippers who can support and will honor multi-billion 

dollar firm transportation agreements.

WHO BEARS PROJECT RISKS
That is why it is so important to understand who bears the project risks. Through the 

firm transportation commitments, the project development costs and the associated cost 

over-run risks are ultimately borne by the shippers. For this project, the shippers will be 

the Producers, and, directly or indirectly, the State or the State's shipper. These firm 

transportation commitments are valued in the tens of billions of dollars for our company 

alone, and could be over $100 billion for all the shippers. Shippers must make long­

term ship or pay transportation commitments and agree to pay transportation and 

treating rates that are ultimately based on the final cost of the pipeline and treating
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facilities. The only information the shippers will know in advance of making these multi­

billion dollar commitments will be a projection of the transportation charges based on 

the project sponsor's initial estimate of costs. The firm transportation commitments 

must be paid regardless of whether the shipper making those commitments actually 

transports gas through its reserved capacity and irrespective of the actual transportaticn 

charges. The shipper is also required to pay this reserved capacity commitment even if 

the market price for the gas is less than the cost of transportation.

For these reasons, the parties taking the risks for a project of this magnitude need to be 

able to manage those risks. The Producers, as shippers, cannot make firm 

transportation commitments during an open season unless they are confident the gas 

pipeline project can be built and operated cost effectively so that producing and 

shipping gas over the long-term is commercially viable.

IN TEG R A TED  G A S P IP E L IN E  P R O JE C T  ECONOM ICS

For this reason, AGIA needs to bring together the upstream and the midstream and 

provide for an integrated proposal. Any approach that evaluates them separately is 

flawed. Let me expand on this point. You heard last week that lenders evaluate the 

upstream very carefully when financing the midstream. The reason is simple -  the 

upstream pays for the midstream. Without the commitment of capital to the pipeline by 

a producer-affiliate or the huge financial obligation required for firm transportation 

commitments to a i, ird-paity pipeline, there is no way the transportation system will be 

built. Thus, any analysis of the project which excludes midstream capital or the firm 

transportation commitments is not correct. Lenders and project sponsors do not make 

that mistake because they recognize that major gas pipeline projects are built on the
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b a c k  o f  d i r e c t  c a p i t a l  c o m m i tm e n t s  o r , lo n g - te rm , fi rm  t r a n s p o r t a t i o n  c o m m i tm e n t s .

Since firm transportation commitments are legally binding commitments that are the 

backbone of any financing and essential to funding a pipeline, it only makes sense to 

account for these commitments when evaluating project economics. Surprisingly, the 

Administration’s analysis of the economics fails to incorporate these financial obligations 

associated with underpinning the pipeline. Let me expand on this point by asking you to 

think about the economics from a shipper perspective. The shipper can either make the 

investment in the midstream through one of its pipeline affiliates or make a commitment 

to a third party to build the pipeline. In the case of making the commitment to a third 

party, the shipper must pay the third party for the cost of the pipeline plus a return to the 

pipeline builder for the investment he ultimately made, not what he projected the costs 

to be when the commitment was made. So in this case the shipper is paying for the 

ultimate cost of the pipeline plus the profit the pipeline builder requires. When you think 

about it this way, the economics have to be worse for the shipper when he makes a 

transportation commitment versus directly investing in the pipeline.

Because the Administration's economic analysis is flawed, the resulting assertion that 

the producer’s stand-alone upstream economics are robust and improved without 

ownership of the pipeline is absolutely incorrect. Again, the upstream pays for tfie 

midstream and it is no more complicated than that.

Since it appears AGIA is based on this flawed economic analysis, it is critical the 

legislature address this issue and AGIA be modified to recognize who is taking the risk, 

the shipper. For ExxonMobil any decision to invest will be based on integrated project
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economics. It only makes sense for the Stale to evaluate the proposal on an integrated 

basis as well, because the State is in the same position as the producers receiving the 

bulk of its revenue from the sale of gas. Because we both receive our revenue from the 

sale of gas, we should be aligned on the best approach for minimizing transportation 

costs and maximizing netback value.

IM PO RTAN CE O F S T A T E  / P R O D U C ER  ALIG N M EN T AND B E N E F IT S  O F T H E  

PR O D U CER  P R O JE C T

Let me now talk about the importance of alignment between the State and the 

Producers and the benefits of a Producer Project.

Maximizing the value to the State of Alaska and the resource holders means selecting 

the right design concept for this mega-project and then executing the Project to deliver 

the lowest possible cost and fastest possible completion. On a project of this size and 

magnitude, project construction and operating experience should be a significant 

consideration. Only a limited number of companies have demonstrated the capabilities, 

financial strength and arctic experience to effectively participate in and manage world­

scale mega-projects.

The Producers have mega-project experience on numerous projects world-wide and 

have demonstrated su ccess in meeting project objectives. A critical component of that 

experience is the Producers’ Arctic experience in Alaska and throughout tho world. 

ExxonMobil’s arctic experience is extensive - over 40 years -  with developments in 

multiple types of arctic environments. Large projects with significant complexity in harsh 

environments are what wo do and wo are extremely qualified to take on this work.
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ExxonMobil’s global project development company is unique within industry and leads 

the industry in project cost and schedule performance.

ExxonMobil has also demonstrated world-class leadership in safety, health and 

environmental performance. ExxonMobil is a leader in operating efficiency and a 

pacesetter in operating safety.

In addition to our project and operational excellence, ExxonMobil has the financial 

strength to make this mega-project a reality. ExxonMobil has consistently maintained 

one of the strongest financial positions of any company in the world. We are one of just 

a few public companies to maintain the highest credit rating from Standard and Poor's 

(AAA) and Moody's (Aaa), and we have done so for each of the last 88 years. Our 

financial strength minimizes the likelihood that external financing requirements will 

significantly delay the project timeline, even in times of financial market turmoil.

It is important to remember that the Alaska G as Pipeline Project is a basin-opening 

project that will benefit the State and the oil and gas industry in Alaska for decades into 

the future. Basin-opening projects throughout the world have progressed and been 

successful when there is alignment between the host government and the leaseholders. 

The Producers and the State both want a pipeline project to commercialize the known 

ANS gas resources and open the basin to gas exploration.

We believe a Producer gas pipeline project will result in maximum value to the State 

and the Producers. The reason is the Producers and the State have maximum 

incentive to control costs. Low capital and operating costs, which result in lower treating
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and transportation costs, and access to premium market price, result in higher netback 

value on the gas. It’s  important to keep in mind that the State will receive the majority of 

its revenue from the value of gas sales via revenue received under its lease royalty 

agreements and from production taxes, which are valued based on the netback 

received from the gas.

Third-party owners do not share the same incentives in that they actually benefit from 

increased capital costs.

Based on the demand for workers that this Project will generate, A laskans are obviously 

key to successful project execution. Both the State and the Producers want Alaskans to 

benefit from the many job opportunities that will exist.

We believe that financial strength, experience and the ability to get the job done should 

be critical components of any evaluation of proposals. When you consider carefully the 

options available, a Producer pipeline will provide maximum value to the State of 

Alaska.

IM PO RTA N CE OF P H E D IC T A B L E  AND D U R A B LE  F IS C A L  T E R M S

I would now like to talk about fiscal predictability and its importance for a mega-project 

such as the Alaska G as Pipeline Project. For ExxonMobil to progress this mega-project 

and mitigate its inherent risks, v a will need to work together with the State on some 

very important fiscal issues. Because of the nature and magnitude of the risks 

associated with this Project, fiscal terms that are predictable and durable are necessary, 

This is a common thread for any mega-project investments. In all such cases, we are
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willing to take geologic risks, we are willing to take cost risks, and we are willing to take 

commodity price risks, but we cannot take the risk of fiscal terms changing. Let me 

expand on this further. The first two risks, geologic and cost risk are risks for which we 

have developed an industry leading expertise to manage. This is what we do day after 

day at ExxonMobil. Market risk is inevitable in a commodity business such as oil and 

gas and we manage that by attempting to ensure that we deliver those products into the 

highest value market at the lowest cost. However, the risk of a change in fiscal terms is 

of a completely different nature and completely outside our control. We must have 

agreements that will allow us to develop this mega-project under predictable and 

durable terms, so that we can make an investment decision with an adequate degree of 

certainty. This does not mean that taxes cannot change over the life of the project. 

Predictability means that the State’s tax and take terms are sufficiently understood that 

they can be defined and predictably modeled over time for purposes of evaluating the 

overall project economics. If fiscal terms can be changed in unpredictable ways in the 

future, then we are not able to make a well founded investment decision on behalf of 

our shareholders, nor will lenders be as confident in providing financing for a project of 

this size.

The Alaska G as Pipeline Project will require massive investments, billions of dollars, to 

be made over a period of many years before any revenue is generated from those 

investments. As a result, increases in taxes on oil and gas related activities during the 

life of the project could significantly impact the commercial viability of the project, offset 

the benefits of taking on a project of this magnitude, and could increase lender concern. 

Because fiscal terms could be modified under the proposed AGIA legislation, it does not 

provide the fiscal predictability necessary to ensure a commercially viable project.
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It is important for the State to recognize that for mega-project developments, 

governments do grant long term fiscal stability. These contracts include fiscal stability 

protection that in some cases runs for the length of the contract and in other cases runs 

for 40 years or more.

AGIA should allow applicants to put forward their best proposal on what is required to 

make the project commercially viable, which will allow the State the opportunity to 

consider those proposals that have the best chance of actually delivering an Alaska gas 

pipeline.

ADDITIO N AL F E E D B A C K  ON AGIA

I would like to now give some specific feedback on AGIA which is based on the 

conclusions and principles I’ve mentioned. I will also outline some additional thoughts 

on how AGIA should be modified to ensure the best chance of a successful result and 

allow the State to maximize value. As I previously stated, alignment between the State 

and the leaseholders is essential to a basin opening project of this magnitude. 

Therefore, establishing the right approach going forward is the most important activity 

for the project at this time. To be able to calculate the revenue from the upstream we 

must have clarity on the taxes and royalty from our oil and gas operations and the taxes 

and royalties must be set at a level that makes the project viable. In order to ensure a 

viable project from the outset, we believe this must be done at the beginning.

ExxonMobil recognizes the importance to the State, explorers and others of having 

access to the project so their gas can be treated and transported to markets. To ensure

‘.•1 O/ftmMfnf irancrf’ivtiniitf̂ ntiB’JMTmnyf n tl 13 5/1/2007



that a project is constructed, it must be commercially attractive to shippers at the time 

they make their initial firm transportation commitments. Shippers, particularly those who 

must invest substantially to explore for, develop and produce gas resources, will not be 

willing to enter into long-term financial commitments for the transportation of gas if they 

believe there is a substantial likelihood that their initial rates will be significantly 

increased in the future in order to accommodate expansions.

Under the Alaska Natural G as Pipeline Act, Congress struck what it determined was the 

proper balance between encouraging investment by those willing to commit to pay for 

initial capacity and encouraging exploration by providing an opportunity for future 

access to the pipeline. Because of the unique nature of the Alaska gas pipeline project, 

F E R C  approved unprecedented policies to enable a FERC-m andated expansion to 

benefit explorers.

In addition, the pipeline entity should not be lequired !o accept a F E R C  certificate 

irrespective of F E R C  imposed conditions.

Under AGIA, the proposed upstream inducements would require significant modification 

to ensure a commercially viable project is obtained. In fact, we do not believe it is 

practical to address these terms in legislation. Therefore, it would be better for AGIA to 

not prescribe specific upstream terms and allow applicants to make proposals to 

address those terms.

AGIA also prescribes activities that must be completed within a specific timeframe or 

date certain. Setting arbitrary target dates is not consistent with good project
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management practices. Further, milestones are not necessary if the project is 

commercially viable. The Producers will progress the project at the maximum prudent 

pace, consistent with the industry proven “stage-gate" process for project development 

-  there is no reason to do otherwise.

In general, AGIA lacks specifics on key fiscal terms and other requirements. To 

address these gaps, AGIA gives commissioners broad authority to adopt additional 

requirements and establish regulations. Not knowing the requirements now creates 

significant uncertainty.

Finally, because of the complexity and risk associated with this project, the parties must 

have an efficient and impartial means of handling disagreements when they arise. We 

believe project related agreements should provide for binding neutral arbitration as the 

mechanism for resolving disputes. Binding neutral arbitration is wideiy utilized in U .S . 

and international commercial agreements and is not a new concept with the State of 

Alaska. Arbitration is the method used to resolve disputes under the State’s Royalty 

Settlement Agreements.

CO N C L U SIO N

In closing, I would like to reiterate that ExxonMobil is committed to moving the Alaska 

G as Pipeline Pioject forward. However, we cannot movo tho project forward if it is not 

commercially viable. AGIA as written does not provide for a commercially viable 

project. The Administration’s stated goal for AGIa  is to increase competition through an 

open and transparent process. However, in its current form, AGIA will result in less 

competition because it fails to adequately address the issues raised by those parties

!■ I inrtncoComrHWTfrMiir,, .iy| ,ml 15 5/1/2007



who will ultimately pay for the project. It also appears AGIA is based on flawed 

^  economic assumptions. It is critical that the legislature and administration address 

these problems in AGIA  or we will end up with a process that sets unrealistic 

expectations and results in disappointment and failure. In addition, the existing 

prescriptive terms in AGIA will preclude ExxonMobil from being able to make an open, 

competitive and conforming proposal; thus, the State will be denied the opportunity to 

even consider terms from the party holding the largest discovered gas resource and has 

the capability to deliver a successful project.

, » •
5-1-07

ExxonMobil possesses the financial strength and project experience required to make 

this project a success . W e are ready to work with the Administration and the 

Legislature to establish a process that recognizes the integrated nature of the project 

and rr tigates the risks I’ve discussed to allow the project to progress. We suggest 

AGIA be amended to provide for a broad objective driven process that sets out what 

the State wants to achieve and allows each applicant to propose how best to meet 

those objectives and identify what is required from the State to advance the project. 

This process will secure more viable applications, create more competition, afford the 

State the opportunity to secure the most value and actually get the pipeline built. We 

are ready to participate in a competitive, open and transparent process as I've 

described, but unless AGIA  is modified we will not be able to participate.

What we are struggling to understand is why the State is insisting on such a prescriptive 

way forward. AG IA  should allow all interested parties to submit a conforming bid so that 

the people of the State of Alaska have the opportunity to see and compare all of the 

bids put forward to build the Alaska gas pipeline.

Hi 5/1/200/
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Thank you for your attention and for the opportunity to address this important topic 

today. I look forward to addressing your questions.
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L e g a l  N o t i c e E3

The following presentation contains forward-looking statements concerning BG Group's operations, financial 
performance, strategy, outlook and growth opportunities. Words such as "believes", "expects", “anticipates", 
"intends” or similar expressions are intended to identify such forward-looking statements.

By their nature, forward-looking statements involve uncertainty because they depend on, and relate to, future 
circumstances and events not all of which are within our control. Although BG Group believes that the expectations 
reflected in such forward-looking statements are reasonable, no assurance can be given that such expectations will 
prove to have been correct. Accordingly, results could differ materially from those set out in such forward-looking 
statements for a number of reasons, including but not limited to, changes in economic, market and competitive 
conditions; regulatory changes; governmental actions; fluctuations in commodity prices and exchange rates; supply 
and demand for oil and gas; the risks inherent in project implementation and delivery, and exploration and 
production activities; the inability or failure of co-venturers to meet contractual and/or funding obligations; natural 
disasters and adverse weather conditions; and war, sabotage and acts of terrorism. For a more detailed analysis of 
the factors that may affect our business, the results of our operations and our financial peiformance, we urge you to 
look at certain 'Risk Factors’ included in BG Group’s Annual Report and Accounts 2006. BG Group undertakes no 
obligation to update any forward-looking statements.

No part of this presentation constitutes or shall be taken to constitute an invitation or inducement to underwrite, 
subscribe for or otherwise acquire, or dispose of any ordinary shares, AD Rs or other investment in BG Group pic or 
any other entity, nor does it advise any person to do any of the foregoing and this presentation must not be relied 
upon in any way in connection with any investment decision.

N a t u r a l  g a s .  It’s  o u r  b u s i n e s s 2



B G  G r o u p  s n a p s h o t

T he  in tegra ted  gas  m a jo r

gnMQm

•  A  w o r l d  l e a d e r  i n  n a t u r a l  g a s

• A  F T S E  2 0  c o m p a n y ,  

l i s t e d  o n  L o n d o n  a n d

N e w  Y o r k  S t o c k  E x c h a n g e s

•  M a r k e t  c a p i t a l i s a t i o n  o v e r  

$ 4 9  b i l l i o n

•  P r o d u c t i o n  c i r c a  7 0 %  g a s ;

3 0 %  o i l

•  E m p l o y s  a p p r o x  4 , 7 6 6  s t a f f ;  

6 4 %  o u t s i d e  U K ,  a t  y e a r  e n d  0 6

1
3
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B u s i n e s s  m o d e l B

Resources ^  Enabling 11 Markets
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C o u n t r i e s  o f  c u r r e n t  o p e r a t i o n B

C a n a d a  

U S A _______

T r i n i d a d  & 

T o b a g o

B o l i v i a

A r g e n t i n a

Morway

U K

K a z a k h s t a n

•  I t a l y

1
T u n i s i a

A l g e r i a • T
L i b y a

i
I s r a e l  /  P A

T

O m a n n d i a
C h i n a

&

N i g e r i a  

 B r a z i l

U r u g u a y

E g y p t

T h a i l a n d

^  P h i l i p p i n e s

M a l a y s i a  ^

$ S i n g a p o r e  

M a d a g a s c a r

\
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G a s  m a r k e t  f o c u s B
c m

A t l a n t i c

s u p p l y

f o c u s

M i d d l e  

E a s t  /  ^

C a s p i a n

I n d i a

B o l i v i a  /

L o n g  t e r m  ® r a z '* 

g r o w t h

L o n g  t e r m  

g r o w t h

D e v e l o p e d  M a r k e t  D e v e l o p i n g  M a r k e t  S u p p l i e s

C o n n e c t i n g  g a s  t o  m a r k e t s 6



G l o b a l  g a s  t r a d e  -  t h e  r e c e n t  p a s t 1 3

Trinidad # '

M a r k e t s

L N G

P i p e

Australia

Source : BG Group

Industry  evo lu tion : frdm  three  m ain trade  reg ions ...
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G l o b a l  g a s  t r a d e  -  g r a d u a l l y  e v o l v i n g E3

Source : BG  Group

. to a g loba lis ing  gas  indus try  8



B G  L N G  s u p p l y  p r o j e c t s

A tla n tic  LN G  -  tota l expo rt c a p a c i t / o f  15 m tpa in ju s t 7 years

m4t>
M i m m L N G

C< M l‘ANY o r  TH INI DAD AND I < '

• T r a i n l :  3 . 1  m t p a  -  1 9 9 9  ( B G  2 6 . 0 % )

• T r a i n  2 / 3 :  6 . 6  m t p a - 2 0 0 2  ( B G  3 2 . 5 % )

• T r a i n  4 :  5 . 2  m t p a - 2 0 0 5  ( B G  2 8 . 9 % )

• B G  i n i t i a t e d  p r o j e c t  a n d  w a s  i n s t r u m e n t a l  

in  P h i l l i p s  d e s i g n

• S i n g l e  t r a i n  s t a r t - u p

Liquefied Natural Gas

E gyp tian  L N G v ^ J )

• T r a i n l :  3 . 6  m t p a  - 2 0 0 5  ( B G  3 5 . 5 % )

• T r a i n  2 :  3 . 6  m t p a  -  2 0 0 5  ( B G  3 8 . 0 % )

• E g y p t ’s  l a r g e s t  p r o j e c t  f i n a n c i n g  t o  d a t e

• U n i q u e  p r o j e c t  c o m m e r c i a l  s t r u c t u r e

• U t i l i z e d  l e s s o n s  l e a r n t  f r o m  A L N G



U S  m a r k e t  s u m m a r y
w  HB— IIIIIIB —  IIIIIHIHIIWI— I— —  ■ ■ ■  niiMirirriiuiTfra

• Lake Charles import terminal

• Phase I expansion Q4 2005
-  1 . 2  b c f / d  s u s t a i n a b l e  s e n d  o u t

-  1 . 5  b c f / d  p e a k  s e n d  o u t

-  9 . 1  b c f  t o t a l  s t o r a g e

- Phase II expansion Q2 2006
-  1 . 8  b c f / d  s u s t a i n a b l e  s e n d  o u t

-  2 . 1  b c f / d  p e a k  s e n d  o u t

• Elba Island import terminal
-  0 . 4 5  b c f / d  s u s t a i n a b l e  s e n d  o u t

-  0 . 6 7  b c f / d  p e a k  s e n d  o u t

-  4 . 0  b c f  s t o r a g e  c a p a c i t y

-  1 . 1 7  b c f / d  f i r m  s e n d  o u t  &  8 . 2  b c f  

s t o r a g e  a f t e r  s e c o n d  e x p a n s i o n

Elba Island

Lake Charles

t*

C a p a c ity  in tw o  o f the fo u r  ex is ting  US on sh o re  te rm ina ls 1 0
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L N G  i m p o r t s  -  2 0 0 3  t o  p r e s e n t  w

S h a r e  o f  U S  L N G  i m p o r t s

Source : DOE

US LNG imports (mt)

1 2 0 0 3  1 0 . 5

2 0 0 4  1 2 . 9

1 2 0 0 5  1 2 . 7

2 0 0 6  1 2 . 0

I . 1

B G D i s t r i g a s B P S h e l l S t a t o i l O t h e r

BG -  the  la rges t US LN G  im porte r in 2003, 2004, 2005  and 2006  11



'G u lfo f Alaska

Eastern North Sope(EN S)

Footh ills

A rdicN rttono/
W.ldlileRjayw

iF«ifbirU

/  Alaska

AK Peninsula

R u s s i a
rigp F Ji'rt' sl-vlclcr Un.t pff j

•Sa'jj? National rUro/rvm f'T Thompson»
^  RnrvoAJ&iui

C a n a d a

•M. iki it i S'ot i* Lii'kt MO
Slhlt I >1 C% 

to SC»'»*F* •• II..
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2.1 m illion acres in the  Footh ills  o f A N S  and .2 m illion in the  ENS ‘ 12
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A l a s k a  G a s l i n e  I n d u c e m e n t s  A c t

• BG is investing in Alaska
-  E x p l o r i n g  a l o n g  N o r t h  S l o p e  a n d  E N S

• BG supports AGIA
-  T h e  p r o c e s s  i s  f a i r ,  o p e n  a n d  i n c l u s i v e

-  B G  s u p p o r t s  t h e  m a n d a t o r y  p r o v i s i o n s  o n  a c c e s s  a n d  r a t e s

-  W i l l  e n c o u r a g e  n e w  e x p l o r e r s  t o  i n v e s t  in  A l a s k a

• AGIA provides:
-  O p p o r t u n i t i e s  f o r  i n p u t  b y  a l l  i n t e r e s t e d  p a r t i e s

-  S e v e r a l  o p p o r t u n i t i e s  f o r  l e g i s l a t o r s  t o  p r o v i d e  i n p u t :

-  I n i t i a l  l e g i s l a t i o n

-  W h e n  p i p e l i n e  a p p l i c a t i o n s  a r e  s u b m i t t e d

-  L e g i s l a t i v e  r e v i e w  o f  t h e  w i n n i n g  a p p l i c a t i o n

A G I A  w i l l  e n c o u r a g e  d e v e l o p m e n t 1 3



A l a s k a  G a s l i n e  I n d u c e m e n t s  A c t

• AGIA addresses BG’s concerns by:
-  P r o v i d i n g  a  l e v e l  p i a y i n g  f i e l d  f o r  a l l  p a r t i c i p a n t s

-  P r o v i d i n g  c e r t a i n t y  t h a t  w h e n  w e  d i s c o v e r  g a s ,  w e  w i l l  h a v e  a c c e s s  t o  p i p e l i n e  

c a p a c i t y

-  P r o v i d i n g  a  m e c h a n i s m  t o  e n s u r e  j u s t  a n d  r e a s o n a b l e  r a t e s

• AGIA creates competition to build the pipeline and possibly an LNG export 
facility

• AGIA spells out what is required of any applicant
• Clearly identifies the State’s “must haves"
• BG’s “must haves" are:

-  R e g u l a t e d  p i p e l i n e

-  O p e n  a c c e s s  p r o v i s i o n s  in  t h e  t a r i f f

-  J u s t  a n d  r e a s o n a b l e  r a t e s

A G I A  w i i r e n c o u r a g e  d e v e l o p m e n t 1 4



K e y  m e s s a g e s B

AGIA is good for Alaska and for the natural gas industry 

• AGIA will encourage the continued development of Alaska’s untapped 
natural gas reserves 

• AGIA’s purpose:
-  “ . . . t o  e n c o u r a g e  e x p e d i t e d  c o n s t r u c t i o n  o f  a  n a t u r a l  g a s  p i p e l i n e  t h a t

( 1 )  F a c i l i t a t e s  c o m m e r c i a l i z a t i o n  o f  N o r t h  S l o p e  g a s  r e s o u r c e s  o f  t h e  s t a t e ;

( 2 )  p r o m o t e s  e x p l o r a t i o n  a n d  d e v e l o p m e n t  o f  o i l  a n d  g a s  r e s o u r c e s  o n  t h e  N o r t h  

S l o p e ;

( 3 )  m a x i m i z e s  b e n e f i t s  t o  t h e  p e o p l e  o f  t h e  s t a t e  f r o m  t h e  d e v e l o p m e n t  o f  o i l  a n d  

g a s  r e s o u r c e s  i n  t h e  s t a t e ;  a n d

( 4 )  e n c o u r a g e s  o i l  a n d  g a s  l e s s e e s  a n d  o t h e r  p e r s o n s  in  t h e  s t a t e  t o  c o m m i t  

n a t u r a l  g a s  f r o m  t h e  N o r t h  S l o p e  t o  a  g a s  p i p e l i n e  s y s t e m  f o r  t r a n s p o r t a t i o n  t o  

m a r k e t s  in  t h i s  s t a t e  o r  e l s e w h e r e . ”

A l a s k a  m u s t  c o n t i n u e  t o  e n c o u r a g e  d e v e l o p m e n t 1 5
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D avid  R. H ill 
G e n e r a l  C o u n s e l  
U .S. D e p a r tm e n t  o f  E n e r g y

David R. Hill is the General Counsel of the United States 
Department of Energy (D O E). President Bush nominated Mr. Hill to 
this position on April 14, 2005; he was confirmed by the United 
States Senate on July 28, 2005, and sworn in by Secretary of 
Energy Sam uel W. Bodman on August 10, 2005.

As General Counsel, Mr. Hill is responsible for providing legal advice, counsel 
and support to the Secretary of Energy, the Deputy Secretary of Energy, and 
principal Secretarial officers at the Department. He is charged by the 
Secretary of Energy with the authority to determine the Department's 
authoritative position on any question of law, and is the Department's 
Regulatory Policy Officer.

Prior to becoming General Counsel, Mr. Hill served as Deputy General 
Counsel for Energy Policy at DOE from March 2002 to August 2005. Before 
joining the Department, Mr. Hill was a partner in the Kansas City, Missouri 
law firm of Blackwell Sanders Peper Martin, and before that was a partner 
with Wiloy, Rein & Fielding in Washington, D .C. In private practice, Mr. Hill's 
work covered a wide range of regulatory, litigation and corporate m atters, 
including regulatory m atters before the Federal Energy Regulatory 
Commission, the Environmental Protection Agency, and other federal and 
state agencies. Earlier in Mr. Hill's career, he served as a law clerk for Judge 
Jam es K. Logan of the IJ .S . Court of Appeals for the Tenth Circuit, was an 
associate at the Washington, D .C. law firm of Wilmer, Cutler (V Pickering, and 
served as associate counsel to Ihe U .S . House of Representatives Committee 
on Agriculture.

Mr. Hill is a native of Missouri and received his bachelor's degree with honors 
from the University of Missouri-Columbia College or Agriculture in 1985. He 
received his law degree with honors in 1988 from the Northwestern 
University School of Law in Chicago, where he served as editor-in-chief or the 
Northwestern Univei ity Law Review. Mr. Hill and his wife Kristina reside in 
A lexandria, Virginia with Ihoir three daughters.



Ja m e s  A . S lut;*
D e p u ty  A s s i s t a n t  S e c r e t a r y  fo r  O il a n d  N a tu r a l  G a s  
O ffic e  o f  F o s s i l  E n e r g y  
U .S . D e p a r tm e n t  o f  E n e r g y

Jim Slutz currently serves as the Deputy Assistant Secretary for Oil 
and Natural Gas in the Office of Fossil Energy of the U .S .
Department of Energy. In this position, Mr. Slutz is responsible for 
administering domestic and international oil and gas programs, 
including research and development, policy analysis, and natural gas import 
and export licensing. The oil and natural gas office leads DOE's LNG program 
which involves the analysis of safety and other technical issues.

Prior to his appointment in June 20P"7, Mr. Slutz served as the Director, 
Indiana Division of Oil and Gas, with responsibilities for overseeing oil and 
natural gas exploration and production, narural gas storage, and leasing of 
state land for exploration. From the period of 1981 to 1992, Mr. Slutz 
worked for the Ohio Depaitm ent of Natural Resources, Division of Oil and 
Gas, where he served in managerial and technical positions.

Mr. Slutz holds an MBA degree from The Ohio State University, Fisher College 
of Business, and a B .S . degree from The Ohio State University, School of 
Natural Resources.
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J uneau
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M arch  2, 2007

The H o n o ra b le  Lytla G reen  
P res iden t  of  the Senate  
A laska  State  Legis la tu re  
S ta te  Capi tol ,  R o o m  I I I  
Juneau ,  AK  99801-1182

D ea r  P res iden t  Green:

U n d e r  the a u th o r i ty  o f  Article III, Sect ion  IS, of  the Alaska C ons t i tu t ion ,  I a m  
transmitt ing,  a hill tha t  faci litates com m erc ia l iz a t ion  of  A laska ' s  N or th  S lope  na tu ra l  gas 
re sources  a n d  p r o m o t e s  c o n t in u e d  exp lo ra t ion  a n d  d e v e l o p m e n t  of those  resources.
I he  bill will i nduc e  ex p e d i t io u s  cons t ruc t ion  of  a na tu ra l  gas  p ipe l ine  to t ranspo r t  
A laska ' s  N o r th  S lope  na tu ra l  gas  to m arke t  u s ing  a p r o  ; tha t  is fair, t r an s p a re n t ,  a n d  
com pet i t ive .  O u r  n a t io n ' s  e n e rg y  m a rk e t s  a re  h u n g r y  U r A laska ' s  gas  resources ,  a n d  
A la s k a n s  h a v e  w a i t e d  for d e c a d e s  to set* these  resources  dev e lo p ed .

Earl ier  this  w eek  I h a d  several  successful  m e e t in g s  w i th  federal  officials in 
W a s h in g to n ,  D.C., i nc lud ing  the d i s t i n g u i s h e d  m e m b e r s  of  A laska ' s  C o ngre s s iona l  
de lega t ion .  I hese  m e e t ings  af f i rm ed  for m e  tha t  it is t im e  for  A laska 's  n a tu ra l  gas  
re sources  to be d e v e lo p e d  in o r d e r  to m ee t  the en e rg y  d e m a n d s  of  o u r  nat ion.  I he 
C h a i r m a n  of the Pod era I Energy  Regula to ry  C o m m is s io n ,  Joseph Kell iher , m a d e  the 
s t a t e m e n t  that m y  p lan  d o e s  " rep resen t  the bes t  h o p e  for  b u i ld in g  a p ipe l ine  to  b r ing  
A la s k a ' s  vas t  na tu ra l  gas  re sou rces  to the e n e rg y  c o n s u m i n g  low er  LS s ta te s .”

This bill set s  forth  the following:  (a) m i d s t r e a m  in d u c e m e n t s  to e n c o u ra g e  
c o m p a n ie s  to ident ify  d e v e l o p m e n t  b e n c h m a r k s  a n d  bu ild  the  gas  pipe l ine;  (b) 
u p s t r e a m  i n d u c e m e n t s  that will e n c o u ra g e  the h o ld e r s  of N o r th  S lope  g a s  reserves  to 
c o m m i t  the ir  gas  to the  project; (c) te rm s  tha t  a n  app l ica t ion  m u s t  c o n ta in  to  qual ify  to 
c o m p e t e  for  an  exclusive lu onsu to the m i d s t r e a m  in d u c em en ts ;  (d) e v a lu a t iv e  cri ter ia  
by w h ich  c o m p e t in g  app l ica t ions  will be m e a s u re d ;  (e) a p u l  lie p rocess  for r ev ie w in g  
the  appl ica t ions ;  (I) a p r o c e d u r e  bv w hich  the a p p l ica t io n s  will be r e v ie w e d  a n d  a notice 
of  intent  to issue a license tha t  will be t r a n s m i t t e d  to the  legislature;  a n d  (g) a u d i t in g  
a n d  e n fo rc e m e n t  tools to protect  s ta te  c o n t r ibu t ions  a n d  interes ts

C O M M I T T E E  C O P Y S E N A T E  B I L L  N O  . / O ' /



T he  m i d s t r e a m  in d u c e m e n t s  will inc lude  a m a tch in g  c o n t r ib u t io n  of  u p  to $500 
m i l l ion  pa id  o u t  d u r i n g  the  h ighe s t  r i sk  p h a s e  of  the project,  w h ic h  is the p e r io d  the 
l icensee  is c o m p l e t i n g  the  w o r k  necessary  to ob ta in  a cert i ficate f rom  e i the r  the Federal 
E n e rg y  R egu la to ry  C o m m i s s i o n  (EE'RC) o r  the Regu la to ry  C o m m is s io n  of  Alaska 
(RCA).  The l i censed  pro jec t  will also benef i t  f ro m  a s ta te  p r o g r a m  tha t  p ro v id e s  
t r a in in g  to A la s k a n s  for  gas  p ipe l ine  jobs.

The  bill offers  explici t  r e q u i r e m e n t s  tha t  s ta te  p e rm i t s  a n d  a u t h o r i z a t i o n s  relating 
to the p ipe l ine  be e x p e d i t e d  a n d  c o o rd in a te d  in o r d e r  to a vo id  com pl ica ted ,  t ime- 
c o n s u m i n g  a n d  conf l i c t ing  s ta te  a n d  federal  pe rm i t t ing  processes.  In o r d e r  to facilitate 
a  successfu l  pro jec t  a n d  a n  e x p e d i e n t  process ,  the bill will e m p o w e r  the  g o v e r n o r  to 
a p p o i n t  a gas  p ip e l in e  c o o r d i n a t o r  to o v e r s ee  the s ta te  p e rm i t t in g  process  a n d  w o rk  
w i t h  the federa l  p ip e l in e  c o o r d in a to r  to in tegra te  the s ta te  a n d  federa l  p e rm i t t in g  
processes .

t h e  u p s t r e a m  in d u c e m e n t s  will e n c o u ra g e  those w h o  ho ld  gas  rese rves  u n d e r  
lease  to  c o m m i t  tha t  gas  to the p ipe l ine  l icensed u n d e r  the bill. U n d e r  the " roya l ty  
i n d u c e m e n t s , "  th e  s ta te  will d e v e l o p  reg u la t io n s  to p ro v id e  p red ic tab i l i ty  in the 
d e t e r m i n a t i o n  of  roya l ty  v a lu e  a n d  the exercise  of  its r ight  to lake  its roya l ly  sha re  in 
k i n d  (as gas)  o r  in v a lu e  (as m o n e y ) .  A " g as  p ro d u c t io n  tax e x e m p t io n "  will give 
s h i p p e r s  ol g a s  an  e x e m p t i o n  f ro m  p ro d u c t i o n  tax equal  to the d i f ference  b e tw ee n  the 
tax ob l iga t ion  based  u p o n  the  tax rate in affect at O p e n  Season,  a n d  a n y  h ig h e r  rate that 
be  :o m es  effect ive  in the  ten  y e a r s  fo l lowing  c o m m e n c e m e n t  of  the  g a s  p ipe l ine  
co m m e rc i a l  op e ra t io n s .  T h es e  p rov is ions  a d d r e s s  leaseholders '  c o n c e rn s  that  they need 
to  k n o w  h o w  the ir  roya l ty  a n d  tax ob l iga t ions  will be m e a s u r e d  for  a  reasonab le  per iod  
in to  the f u tu r e  be fo re  thev  ir revocably  c o m m i t  to s h ip  the ir  gas  at  a n  ( tp e n  Season.  I he 
benef i t s  will be  a v a i lab le  to all le aseho lde rs  w h o  co m m it  g a s  to the l icensed gas  p ipe l ine  
project  during,  th e  initial i)ju*n Season.

T h e  bill will  a c c o m p l i s h  six p r im a r y  goals:  (1) ini t iate an  ap p l ica t io n  process  
o p e n  to anv pro jec t  s p o n s o r ;  (2) take  clear  s teps  to p r o m o t e  the  c o n s t ru c t io n  of a gas  
p ip e l in e  as q u ic k ly  us possible ,  (3) e n s u r e  the N o r th  Slope bas in is o p e n  to long- te rm  
g a s  ex p lo ra t io n  a n d  d e v e l o p m e n t ,  ( I) e n s u r e  reasonab le  tariff ra te s  a r e  ava i lab le  to 
t r a n s p o r t  A la ska ' s  n a tu ra l  g a s  to m ark e t ,  (5) e n s u re  N o r th  S lope  n a tu ra l  gas  is available 
to A laskans ,  a m i  (n) e n s u r e  A laskans  a re  t ra ined  a n d  r eady  for  the  n a tu ra l  gas  pipe l ine  
jobs a n d  those  jobs a r e  m a d e  ava i lab le  to A laskans

l o  ac c o m p l i sh  the  l i rst  goal ,  applical it>ns will be w e lc o m e d  f rom  a n y  en t i ty  or  a 
coa l i t ion  of  en t i t i es  in te re s ted  in cons truct ing ,  the  gas  pipel ine.  I l ow ever ,  on ly  those
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app l ica t ions  th a t  fulfill the "qua l i fy ing  app l ica t ion  r e q u i r e m e n t s "  will be c o n s id e re d  for  
the license to the m i d s t r e a m  i n d u c e m e n t  package.

To a cc o m p l i sh  the second  goal , the  bill will r eq u i re  tha t  app l ica t ions  p r o v id e  a 
de ta i led  desc r ip t io n  o f  the a p p l ican t ' s  p r o p o s e d  project,  i n c lu d in g  rou te ,  size, d e s ig n  
capaci ty ,  t im e l ine  a n d  budge t .  A pp l ic an ts  m u s t  a g ree  to ho ld  an  O p e n  Season  (to solicit 
f i rm c o m m i t m e n t s  to  sh ip  gas  on  the  p ipe l ine)  w ith in  th ree  yea r s  of  ge t t ing  the license, 
a n d  will deta i l  s teps  t o w a r d  ob ta in ing  a Cert if icate of Public  C o n v e n ie n c e  a n d  
Necess i ty  f ro m  PHRC o r  the RCA. The s la te  gas  p ipe l ine  c o o r d in a to r  will  al so e n s u r e  an  
e x p ed i t io u s  r e g u la to ry  process.

To a c c o m p l i sh  the th i rd  goal ,  app l ican t s  m u s t  c o m m i t  to e x p a n d i n g  the p ipe l ine  
project  w h e n  n e w  g a s  is available.  There  is cu r ren t ly  m o r e  th a n  35 tri llion cubic feel 
(Tcf) of  p ro v e n  rese rves  of  n a tu ra l  gas  o n  A laska ' s  N o r th  Slope.  1 low ever ,  m os t  
geologis ts  a g r e e  tha t  there  is m a n y  t imes that a m o u n t  of  N o r th  S lope  gas  a w a i t in g  
d iscovery .  By e n s u r i n g  tha t  the  p ipe l ine  will be e x p a n d e d  w h e n  m o r e  g a s  is d iscovered  
a n d  r eady  to  be s h ip p e d ,  the bill a s su res  that  A laska ' s  g a s  will s e rve  the n a t io n ' s  e n e rg y  
n e e d s  for d e c a d e s .  There fore ,  app l ican t s  m u s t  co m m it  to ev a lu a te  the d e m a n d  for 
p ipe l ine  e x p a n s io n  a t  least ev e ry  tw o  years,  a n d  to e x p a n d  w h e n  there  is suff icient  
quan t i t i e s  of  g a s  to e n s u r e  an  econom ic  expans ion .  The  cos ts  of  a n y  e x p a n s io n s  will 
then  be collected t h r o u g h  "rolled-in" rales that pass  those  e x p a n s io n  exists o n  to all 
s h ip p e r s  in the  g a s  p ipe l ine.  T h e  AGIA will c ap  the  cos t  of ro l l ed - in  price increases  at 
no  m o r e  than  15 pe rcen t  of initial rates, in r e sponse  to c o n c e rn s  r e g a rd i n g  the 
p red ic tab i l i ty  of tariff  rates.

l o acc o m p l i sh  the fou r th  goal , ap p l ican t s  will h a v e  lo c o m m i t  to p r o p o s e  a n d  
s u p p o r t  tariff ra te s  tha t  w o u ld  p ro d u c e  the lowest  reasonab le  t r a n s p o r ta t io n  cos ts  in 
o r d e r  to p r o d u c e  the h ighest  pr ice at the wel lhead .  Minimizing, t r a n s p o r ta t io n  costs  
result  in the s ta t e  m a v m i / m g  its royalty r e v e n u e  s t r e a m  .is well as  tha t  of the  
p roducers .

l o  acc om pl i sh  the fifth goal ,  ap p l i c a n t s  m us t  p ro v id e  for  a m i n i m u m  of live off ­
take po in ts  in Alaska.  This, in con junc t ion  w i th  the " d i s tanc e  sens i t ive  tariff ra te s  ', will 
a l lo w  gas  to be  w i t h d r a w n  f rom  the p ipe l ine  at reasonab le  t r anspo r ta t ion  costs  in o r d e r  
to s e rv e  res ident ia l  a n d  bus iness  needs  ac ross  the stale.

l o ac c o m p l i sh  the sixth goal ,  app l ican t s  m u s t  co m m i t  to es tab l i sh ing  a gas  
p ipe l ine  project h e a d q u a r t e r s  in Alaska,  establishing,  hiring, off ices in Alaska,  a n d  hiring, 
qual if ied  A laskans ,  th u s  g iv ing  A laskans  access to the t h o u s a n d s  of n e w  p ipe l ine  jobs.
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'1'he bill r eq u i re s  the  app l ica t ion  process  to c o m m e n c e  n o  m o re  than  three 
m o n t h s  af te r  the  bill passes,  w h e n  the com m iss ioners  of  N a tu r a l  Resources  a n d  
R e v e n u e  is sue  a r e q u e s t  for  app l ica t ions  (RFA). A pp l ica t ions  will be d u e  u n d e r  a 
d e a d l i n e  es tab l i shed  by  the com m iss ioners ;  how eve r ,  o u r  in ten t ion  is to a l low 
a p p l i c a n t s  th ree  (3) m o n t h s  to r e s p o n d  lo the  RFA.

A p p l ic a n t s  will  be d e e m e d  "qua l i f ied"  by h av in g  fulf il led the bil l ' s r equ i rem en ts .  
Q ua l i f i ed  ap p l i c a t io n s  will then  be ev a lu a te d  by the co m m is s io n e r s  of  N atu ra l  
Resources  a n d  R e v e n u e  to d e t e r m i n e  w hich  app l ica t ion  bes t  m e e ts  the  s ta led  goals.  
Before i s su ing  a w r i t t e n  d e te rm in a t io n ,  the c o m m iss ione r s  will publ ic ly  release 
c o m p le t e  ap p l i c a t io n s  a n d  take c o m m e n t s  for 60 days .  A p p l i c a n t s  c o u ld  a p p l y  to k eep  
conf iden t ia l  the  p r o p r i e t a r y  in fo rm at ion  or  t rade  secrets  i n c lu d e d  in the ir  applica t ions .

'The bill sets  fo r th  " e v a lu a t iv e  cri ter ia" to facilitate the  select ion process.  The 
e v a l u a t i v e  c ri te r ia  are: the p r o p o s e d  project t imeline,  the p r o p o s e d  m e th o d  to m a n a g e  
cos t  o v e r ru n s ,  the p r o p o s e d  tariff rates, the abil ity of the  pro jec t  des ign  to a c c o m m o d a te  
e x p an s io n ,  the p e r c e n ta g e  ot the s ta te  m a tch ing  fu n d  that will be used ,  w h e th e r  the 
pro jec t  is feasible,  a n d  the a p p l i c a n t ’s  abil ity to per fo rm .  I he  com m is s io n e r s  will 
p u b l i s h  a no ti ce  of  in ten t  to issue a na tura l  gas  p ipe l ine  projec t  l icense w i th  w r i t ten  
f in d ings ,  a n d  f o r w a r d  the notice of  intent,  w ith  f ind ings  an i l  s u p p o r t i n g  
d o c u m e n ta t i o n ,  to  t h e  leg islature.  T h e  leg islature will h a v e  30 d a y s  to d i s a p p r o v e  the 
c o m m i s s i o n e r s ’ p r o p o s e d  act ion.

T h e  bill a l so  p ro v id e s  tha t  the  licensee m us t  c o m m i t  to s p e n d  the m o n e y  
necessa ry  to bu i ld  the p ipe l ine  w i th in  o n e  y e a r  of rece iv ing a cert i f icate f rom the 1T1RC 
or  the  RCA if th e  project  has  c red i t  s u p p o r t  a d e q u a t e  lo f inance  cons t ruc t ion  of the 
project.  If necessary ,  the l icensee w o u ld  h ave  an  ad d i t io n a l  fo u r  yea rs  to obta in  
f inanc ing ,  o r  t r ans fe r  the cert if ica te a n d  all associated  w o r k  p ro d u c t  to a n o th e r  licensee 
d e s ig n a t e d  by the  state.  If the  project  becom es  u n e c o n o m ic  a f te r  the l icense is a w a r d e d ,  
the  bill p ro v id e s  a p rocess  for  re l inqu ish ing  the license tha t  will  e n a b le  the s ta te to 
reco v e r  the benefi t  of  its inv e s tm e n t  in the project a n d  issue a n o t h e r  license. I o 
e n c o u r a g e  the l icensee to s p e n d  its m o n e y  w o rk in g  to w a r d  t ’pen  Season,  a n d  
cert if icat ion,  a n d  b u i ld in g  the  gas  p ipe l ine  project,  the  s ta te  will  ag re e  that it it p rov ides  
f inancial  benef i t s  to a n o t h e r  c o m p a n y  lo e n c o u ra g e  the c o n s t ru c t io n  ot a co m p e t in g  
p ipe l ine  project  a f te r  the  lii ense  is issued ,  tIn* licensee will be ent i t led  to recover  f rom 
the  stale three  t imes  the a m o u n t  it spen t  on  the project.

I he bill ident if ies  quan t i f i ab le  va lues  the s ta te is w i l l ing  to co m m i t  It' e n c o u ra g e  
ea r ly  am i  a p p r o p r i a t e  d e v e l o p m e n t  of an  Alaska ( I.is P ipe l ine  project.  It also identi t ies  
the e l e m e n t s  necessa ry  to p ro tec t  the state,  a n d  the na t ion 's ,  long,-term interests  in
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d e v e lo p m e n t  o f  a d d i t io n a l  g as  reserves. T he  bill p ro tec ts  th e  s ta te  from  u n te n a b le  risks 
a n d  w ill in d u c e  e x p e d i te d  co n s tru c t io n  o f  a g as  p ip e l in e  th a t  p o w e rs  the  s ta le  a n d  the  
na t ion .  1 u rg e  y o u r  p ro m p t  a n d  favorab le  ac tion  on  the  bill.

S incere ly ,

S a rah  Pal in 
G o v e rn o r
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Interim Fiscal Interest Finding -  Executive Summary

Figure ES-4. Conceptual Project Timeline
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Appendix A: Alaska Stranded Gas Development Act

Chapter 43.82. ALASKA S I KA M IK I) GAS ItEV KLO PM EST ACT

Article 01. CO NTRACTS FOR PAYMENTS IN LIEU OF OTHER TAXES 

Sec. 43.82.010. Purpose.

The purpose o f  this chapter is to

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

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

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

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

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

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

(2) certain adjustments regarding royalty under AS 43.S2.220 .

Article 02. QUALIFICATION AND APPLICATION PROCEDURES 

Sec. 43.82.100. Qualified project.

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

11) principally invokes

(A) the transportation o f  natural gas by pipeline to one or more markets, together with am 
associated processing or treatment;

(II) the export o f  liquefied natural gas from the state to one or more other states or countries; 
or
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Appendix A: Alaska Stranded Gas Development Act

(C) any other technology that commercializes the shipment o f  natural gas within the state or 
from the state to one or more other states or countries;

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

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

Sec. 43.82.110. Qualified sponsor or qualified sponsor group.

The commissioner may determine that a person or group is a qualified sponsor or qualified 
sponsor group i f  the person or a member o f  the group

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

(2) meets one or more o f  the following criteria:

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

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

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

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

(li) has an unused line o f  credit equal to at least 15 percent o f  the estimated cost o f  
constructing a qualified project.

Sec. 43.S2.I20. Applications.

lai A qualified sponsor or qualified sponsor group may submit to the department an 
application for development o f  a contract under AS 43.82.020 e \ ideneing that the 
requirements o f  \S  13.82 loo and 43.82.110 are met. I he application must be submitted in 
the manner and form and contain the information required by the department.

(h) Along with an application submitted under (a) o f  this section, an applicant shall submit a 
proposed project plan for a qualified project that contains the following information based on 
the information known to the applicant at the time o f  application;
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Appendix A: Alaska Stranded Gas Development Act

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

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

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

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

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

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

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

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

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

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

(L ) the proposed project plan describes satisfactory methods and terms for accommodating 
reasonably foreseeable demand for gas in this state within the economic proximitv o f  the 
project during the term o f  the proposed contract.

(c) The requirements o f  (b) o f  this section do noi diminish the obligations o f a  qualified 
sponsor or member o f a  qualified sponsor group to the state ot restrict the authority ot the 
commissioner o f  revenue or the commissioner of natural resources under any other law or 
agreement relating to a plan o f  development fora lease, pool, or unit.

Sec. 43.82.130. Qualified project plan.
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A proposed project plan submitted under AS 43 .82 .120 may be approved as a qualified 
project plan under A S 43.82.140 if  the proposed project plan

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

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

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

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

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

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

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

Sec. 43.82.150. Actions challenging determinations on applications.

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

(b) The only grounds for judicial review o f  a determination made under AS 43 82 I .Ware

11) failure to follow the qualification and application procedures set our in AS I vS2. 
43.82.180; or

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

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

Nothing in this chapter prohibits different qualified sponsors or different qualified sponsor 
groups from submitting applications under AS 13.82.JJW relating to similar or competing
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qualified projects or prohibits the commissioner o f  revenue or the commissioner o f  natural 
resources from reviewing and approving applications and proposed project plans under AS 
43.x2.MO relating to similar or competing qualified projects.

Sec. 43.82.170. Application deadline.

The commissioner o f  revenue or the commissioner o f  natural resources may not act on an 
application for a contract submitted under AS 43.82.120 unless the application is received by 
the Department o f  Revenue no later than March 31, 2005.

Sec. 43.82.180. Withdrawal o f  applications.

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

Article 03. CONTRACT D EVELOPM ENT

See. 43.82.200. Contract development.

If the commissioner approves an application and proposed project plan under AS 4 3.8 2 .140 . 
the commissioner may develop a contract that may include

( 1) terms concerning periodic payment in lieu o f  one or more taxes as prov ided in AS
4 3 .8 2 .2 1 0 :

(2) terms developed under AS 43 .82 .220  relating to

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

(13) royalty value;

(3) terms regarding the hiring o f  Alaska residents and contracting with Alaska businesses 
uiuler AS 43 S2.23u ;

I-I I terms regarding periodic payment to. or an equity or other interest in a project lor. 
municipalities under As n2A)U ;

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

(6) terms and conditions for administrative termination o f a  contract under \ s  ; ;  \2  T C  ; 
and
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(7) other terms or conditions that are

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

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

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

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

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

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

0 )  (Repealed. See. 6 eh 37 SLA 1999].

(4) Alaska net income tax under AS 43.20:

(5) municipal sales and use tax under A S 29.45.650 - 29.45.710:

(б) municipal property tax under AS 29 .45.010 - 29.45.250 or 29.45.550 - 29.45.600:

(7) municipal special assessments under AS 29.46:

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

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

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

111 the terms should, in eoniunetion vv ith other factors such as cost reduction o f  the project, 
cost overrun risk reduction o f  the project, increased fiscal certainty, and successful 
marketing, improve the competitiveness ol the approved qualified project in relation to other 
development efforts aimed at supplying the same market:

(2) the terms should accommodate the interests o f  the state, affected municipalities, and the 
project sponsors under a wide range o f  economic conditions, potential project structures, and 
marketing arrangements;
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(3) the state's and affected municipalities' combined share o f  the economic rent o f  the 
approved qualified project under the contract should be relatively progressive; that is, the 
state's and affected municipalities' combined annual share o f  the economic rent o f  the 
approved qualified project generally should not increase when there are decreases in project 
profitability, or decrease when there are increases in project profitability;

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

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

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

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

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

(c) Except as provided in (b) o f  this section, the commissioner's discretion under this section 
in developing proposed terms fo ra  contract under \ S  43.S2.020 is not limited to 
consideration o f  the economic rent o f  the approved qualified project.

See. 43.82.220. Contract tern s relating to royalty.

(a) Notwithstanding any contrary provisions o f  AS 38. the commissioner o f  natural 
resources, with the concurrence o f  the commissioner o f  rev enue and the affected parties 
holding a state lease or unit agreement, may develop proposed terms for inclusion in a 
contract under \S  43.S2.Q2p  that modify the tuning and notice provisions o f  the applicable 
oil and gas leases and unit agreements pertaining to the state's rights to receive its royalty on 
gas in kind or in value if

111 the v lability o f  the approved qualified project depends on long-term gas purchase arid 
sale agreements;

(2) certainty over time regarding the quantity o f  royally gas that the state may be tak.ag in 
kind is needed to secure the long term purchase and sale agreements;

Alaska Dupartmont ot Ravonuu FIF-A-7



Appendix A: Alaska Stranded Gas Development Act

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

(4) the modification does not impair the ability o f  the approved qualified project or the state 
to meet the reasonably foreseeable demand in this state for gas within economic proximity o f  
the project during the term o f  the contract developed under AS 43.S2.020 .

(b) Notwithstanding any contrary provisions o f  AS 38, the commissioner o f  natural 
resources, with the concurrence o f  the commissioner o f  revenue and the affected parties 
holding a state lease or unit agreement, may develop proposed terms for inclusion in a 
contract under AS 43.X2.020 that establish a valuation method for the state's royalty share o f  
the gas production from an approved qualified project.

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

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

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

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

(h) The commissioner shall include in a contract under AS 13.82.021) 3 term requiring the 
qualified sponsor or qualified sponsor group and contractors o f  the qualified sponsor or 
qualified sponsor group to

11) advertise lor available positions in newspapers m the location where the work is to lie 
performed and in other publications distributed throughout the state, including, n rural areas; 
and

(2) use Alaska job  service organizations located throughout the state and not just in the 
location w here the work is to be performed in order to notify Alaskans o f  work opportunities 
on the approved qualified project.
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(c) Subject to the voluntary agreement o f  the qualified sponsor, the commissioner may 
include a term in the contract providing for incentives to encourage training and hiring of 
Alaska residents.

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

(e) For purposes o f  this section,

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

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

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

(C )is

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

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

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

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

(v) a join>. venture and a majority o f  the venturers qualify as Alaska businesses under this 
paragraph;

(2) "Alaska jo b  service organizations" means those offices maintained by the state and 
recommended by the Department ot Labor and Workforce Dev elopment w hose functions are 
to aid the unemployed or underemployed in finding employment;

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

i.M receives a permanent fund dividend under AS 43.23; or

(B) is registered to vote under AS 15 and qualifies for a resident fishing, hunting, or trapping 
license under AS 16;
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(4) available," as applied to an Alaska resident or Alaska business, means that the resident 
or business is available for employment at the time required and is located anywhere in the 
state, not just in the area o f  the state where the work is to be performed;

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

Sec. 43.82.240. Use o f  an independent contractor.

(a) The commissioner may use independent contractors to assist in the evaluation o f  an 
application or in the development o f  contract terms under AS 43.82.200 . The commissioner 
may condition the development o f  a contract under AS 43.82.020 on an agreement by the 
applicant to reimburse the state for the reasonable expenses o f  independent contractors under 
this section. A reimbursement o f  expenses that is required in an agreement authorized by this 
subsection may not exceed $1,300,000 for each application.

(b) An independent contractor selected under this section must sign an agreement regarding 
confidentiality and disclosures consistent with the determinations made under AS 43.82.310 
before the contractor may review information that is determined confidential under AS
43 .82 .310 .

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

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

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

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

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

( 1) made a finding that the assignment, addition, or withdrawal is consistent w ilh the 
requirements o f  \S  4 3 . N 2 . I a n d

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

(b) A contract developed under this chapter may provide for the assignment to or withdrawal 
o f a  qualified sponsor or member o f a  qualified sponsor group.
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(c) Upon being added to an application under this section, a  party becomes a qualified 
sponsor or a member o f  a qualified sponsor group, as appropriate, for the relevant project.

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

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

Sec. 43.82.270. Project plans and work commitments.

A contract under AS 43.82.020 must include the qualified project plan approved under AS
43.82.140 and provisions for updating the plan at reasonable intervals until the 
commencement o f  commercial operations o f  the approved qualified project. The 
commissioner o f  revenue, in consultation with the commissioner o f  natural resources, may, 
as a term in a contract under AS 43.s2.020 , include work commitments or other obligations 
in the contract to be accomplished before the commencement o f  commercial operations of 
the approved qualified project.

Article 04. REQUESTS FOR INFORMATION; CONFIDENTIALITY; DISCLOSURE OF 
INFORMA'I ION

Sec. 43.82.300. Requests for information.

The commissioner o f  revenue or the commissioner o f  natural resources may request from an 
applicant information that the respective commissioner determines is necessary to perform 
the respective commissioner's responsibilities under AS 43.82.140 . If the application is 
approved under AS 43.82 140 , the respective commissioner shall require the successful 
applicant to provide financial, technical, and market information regarding the qualified 
project that the respective commissioner determines is necessary for the purpose o f  
developing contract terms for the qualified nrojcct under A S 43.s2.2t)(). If requested 
information is not provided, the commissioner o f  revenue may not continue to review the 
application under AS 43.82.140 or develop the contract under AS 43.S2.2dH - 43.82.270, as 
applicable.

Sec. 43.82.310 Disclosure o f  information: confidentiality.

(a) An applic. may request confidential treatment o f  information that the applicant 
provides under \ S  43.82 3ili> by clearly identifying the information and the reasons 
supporting the request for confidential treatment. The commissioner o f  revenue or the 
commissioner o f  natural resources, as appropriate, shall keep the information confidential 
until the commissioner determines whether the requirements o f  (b) o f  this section are met. If 
the commissioner o f  revenue or the commissioner o f  natural resources has not made a 
determination under (b) o f  this section w ithin 14 days after receiving a request for
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confidential treatment, the request is considered denied. If the appropriate commissioner 
determines that the information does not meet the requirements o f  (b) o f  this section or if  the 
commissioner fails to make a determination within 14 days, the commissioner shall return the 
information and any copies o f  it at the request o f  the applicant. If  the commissioner o f  
revenue or the commissioner o f  natural resources, as appropriate, returns information under 
this subsection, the commissioner shall cease review o f  tiu application or cease contract 
development under AS 43.82.200 - 43.82.270, as appropriate, unless the commissioner 
determines that the returned information is unnecessary to make a determination on the 
application or to develop contract terms under AS 43.82.200 - 43.82.270.

(b) If  requested by the applicant, information provided to the commissioner o f  revenue or the 
commissioner o f  natural resources under AS 43.82.300 shall be kept confidential if  the 
commissioner receiving the information determines, upon an adequate showing by the 
applicant, that the information

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

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

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

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

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

(e) Notwithstanding the limitation in (c) o f  this section, information that is determined to be 
confidential under (b) o f  this section shall be disclosed on request by the commissioner o f  
revenue, the commissioner o f  natural resources, or the attorney general to a legislator; to the 
legislativ e auditor; and. as directed by the chair or vice-chair o f  the Legislative Budget and

FIF-A-12 Alaska Dopartmont of Rovonuo



Appondlx A: Alaska Stranded Gas Development Act

Audit Committee, to the director o f  legislative finance, to the permanent employees o f  those 
divisions who are responsible for evaluating a contract under AS 43.82.020, and to agents or 
contractors o f  the legislative auditor or the director o f  legislative finance who are engaged to 
evaluate a contract under AS 43.82.020 . h formation that is determined to be confidential 
under (b) o f  this section may also be disclosed by the commissioner o f  revenue or the 
commissioner o f  natural resources to an independent contractoi under AS 43.S2.240 or to a 
municipal advisory group established under AS 43.82.510 . Before confidential information 
is disclosed under this subsection, the person receiving the info mation must sign an 
appropriate confidentiality agreement.

(f) If  the commissioner o f  revenue chooses to develop a contract under AS 43.82.020 . the 
portions o f  the records and files o f  the Department o f  Revenue, he Department o f  Natural 
Resources, the Department o f  Law. and a municipal advisory group established under AS 
43.82.510 that reflect, incorporate, or analyze information that is relevant to the development 
o f  the position or strategy o f  the commissioner o f  revenue, the commissioner o f  natural 
resources, or the attorney general with respect to a particular provision that may be 
incorporated into the contract arc not public records until the commissioner o f  revenue gives 
public notice under AS 43.82.410 o f  the commissioner's preliminary findings and 
determination under AS 43.82.400 . Nothing in this subsection

(1) makes a record or file o f  the Department o f  Revenue, the Department o f  Natural 
Resources, or the Department o f  Law a public record that otherwise would not be a public 
record under AS 40 .25 .1(li) - 40.25.220;

(2) affects the confidentiality provisions o f  (a) * (e) o f  this section: or

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

Article 05. CONTRACT RKV1LW, APPROVAL, AND TERM1NA flON 

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

(a) If the commissioner develops a proposed contract under AS 43 82.200 - 43.82.270, the 
commissioner shall

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

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

(b) To make the preliminary findings and determination required by (alt I ) o f  this section, 
the commissioner shall compare the projected public revenue anticipated from the approved 
qualified project with the estimated operating and capital costs o f  the additional stale and 
municipal serv ices anticipated to arise from the construction and opeiation o f  the approved
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qualified project. The commissioner shall address the reasonably foreseeable effects o f  the 
proposed contract on the public revenue.

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

Sec. 43.82.410. Notice and comment regarding the contract.

The commissioner shall

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

(2) make copies o f  the proposed contract, the commissioner's preliminary findings and 
determination, and. to the extent the information is not required to be kept confidential under 
AS 43.82.310 . the supporting financial, technical, and market data, including the work 
papers, analyses, and recommendations o f  any independent contractors used under AS 
43.82.240 available to the public and to

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

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

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

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

public portion o f a  :ommitlee meeting; and

(4) establish a period o f  at least 30 days for the public and members o f  the legislature to 
comment on the prt posed contract and the preliminary findings and determination made 
under AS -I3.82.40t .

Sec. 43.82.420. C’oordin ition o f  public and legislative review.
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To the extent practicable, the commissioner shall coordinate the public comment opportunity 
provided under AS 43.82.410 (4) with a review by the Legislative Budget and Audit 
Committee under AS 43.82.4 If) (3).

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

(a) Within 30 days after the close o f  the public comment period under AS 43.82.410 (4). the 
commissioner o f  revenue shall

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

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

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

(b) After considering the material described in (a) of this section and securing the agreement 
o f  the other parties to the proposed contract regarding any proposed amendments prepared 
under (a) o f  this section, if  the commissioner determines that the contract is in the long-term 
fiscal interests o f  the *tate the commissioner shall submit the contract to the governor.

(e) The commissioner's final findings and determination under (a) o f  this section are final 
agency decisions under this chapter.

See. 43.82.435. Legislative authorization.

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

Sec. 43.82.4 10. Judicial review.

A person may not bring an action challenging the constitutionality o f a  law authorizing a 
contract enacted tinder AS I L82.435_or the enforceability o f a  contract executed under a law 
authorizing a contract enacted under AS 43 S2.455 unless the action is commenced within 
120 days after the date that the contract was executed by the state and the other parties to the 
contract.
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Sec. 43.82.4-J5. Administrative termination o f  a contract.

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

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

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

(3) failed to com ply with a condition or material term o f  the contract o r a  provision o f  this 
chapter; or

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

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

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

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

(e) The commissioner may provide terms and conditions in a contract developed under AS 
•l3.S2.Q2t) upon which a party's rights under the contract may be administratively terminated 
after the party commits full project funding.

Article 06. M UN ICIPAL PARTICIPATION

Sec. 43.S2.500. Obligation to share payments with municipalities.

If  the commissioner develops a contract under \ s  4 Ls2 u2o that includes terms that exempt 
a party to the contract, and the property, gas. products, and activities associated with the 
approved qualified project that is subject to the contract, from a municipal tax or assessment 
in accordance with AS 2Q.43.S 1 o or \S  30.4(1 d  I o (b). or AS 43.82.200 and 43.82.210, the 
commissioner shall include a term in the contract that the party pay a portion o f  the periodic 
payments due under the contract to the revenue-affected municipality.
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Sec. 43.82.505. Payments to economically affected municipalities.

If  the commissioner executes a contract under AS 43.82.020 that will produce one or more 
economically affected municipalities, the commissioner shall include a term in the contract 
that provides fo ra  portion o f  the periodic payments to the economically affected 
municipalities under the principles in AS 43.S2.52I).

Sec. 43.82.510. Municipal advisory group.

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

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

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

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

Sec. 43.82.520. Duties o f  the :ommissioncr o f  revenue in relation to municipal participation.

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

(h) In developing a contract under \S  4 3.82.200 - 43.82.270. the commissioner shall ensure 
that each revenue-affected municipality and economically affected municipality receives a 
fair and reasonable share o f  the payments provided under AS 43.82.210 in accordance with 
the following principles:

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

(2) the share o f t l ie  payments to municipalities should be determined with due regard to the 
anticipated economic and social burdens that would be imposed on the municipality by 
construction and operation o f  the project:

(3) the respective shares o f  the total payments to the state and to municipalities should he 
lixed in a manner to ensure that their respective interests are aligned;

(4) to the extent practicable, the periodic amounts paid to each o f  the municipalities should 
be stable and predictable; and
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(5) to the extent practicable, the provisions for sharing payments with municipalities should 
be consistent with the principles established in AS 43.S2.210 (b).

(c) In establishing the municipal shares under (b) o f  this section, the commissioner shall 
consult with the pertinent municipal advisor}' group.

Sec. 43.82.600. Governing law.

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

Sec. 43.82.610. Regulations.

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

Sec. 43.82.620. Procedures for collection o f  amounts due; security.

(a) The commissioner may adopt procedures for the collection o f  amounts due the state 
under a contract developed under AS 43.X2.020 . including the collection o f  interest and 
penalties.

(b) The commissioner may require a party to a contract developed under AS 13 82.020 to 
provide security sufficient to guarantee amounts due under the contract.

Sec. 43.82.630. Reports and audits.

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

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

On an annual basis, the commissioner o f  labor and workforce development shall prepare and 
present to the legislature a comprehensive report on each party to a contract with the stale 
developed under AS 43.S2.O20 , and its contractors, regarding the state residency o f  the 
employees working in this state on the approved qualified project that is subject to the 
contract. The commissioner o f  labor and workforce development shall use state data bases, 
including data from the quarterly reports by a parly to the contract developed under AS 
43.S2.02(i and its contractors for unemployment insurance purposes, to determine state 
residency o f  employees regarding compliance with AS 43.82.230 .

Article 08. GENERAL PROVISIONS
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Sec. 43.82.900. Definitions.

In this chapter, unless the context requires otherwise,

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

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

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

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

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

(6) "economic rent" means the estimated total gross revenue less estimated total costs for a 
qualified project over the term o f a  contract under AS •I3.S2.020 , measured in undiscounted 
nominal dollars; for purposes o f  this paragraph, total Costs do not include a rate o f  return on 
capital, financing costs, or any payments to governments;

(7) "full project funding" means full approval by a party to a contract tinder AS 43.S2.tt2Q 
for the expenditure o f  the capital necessary' for construction and operation o f  the approved 
qualified project that is subject to the contract.

(8) "gas" has the meaning given in AS 43.55 .()( )d ;

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

( 10) "lease or property" has the meaning given in AS 4 3 . 5 5 . 9 0 0  ;

l III "periodic payment" means payment made in lieu o f  one nr more oilier taxes under a 
contract under \S  «v S 3 .o 2 i ) ;

(12) "revenue-affected municipality" means a municipality that the commissioner o . venue 
reliably expects will be restricted from imposing a tax. or a portion o f a  tax, as a result o f  
implementation o f a  contract developed under this chapter;
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(13) "stranded gas" means gas that is not being marketed due to prevailing costs or price 
conditions as determined by an economic analysis by the commissioner fo ra  particular 
project.

Sec. 43.82.990. Short title.

This chapter may be cited as the Alaska »Stranded«< >+Gas* ►♦Development* ►►Act*.
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1 o f l  DOCUMENT

U N IT E D  S T A T E S  C O D E  S E R V IC E  
C o p y rig h t (c ) 2 0 0 7  M atth ew  B en d e r & C o m p an y , Inc., 

o n e  o f  the L E X IS  P u b lish in g  (T M ) C o m p an ies  
A ll rig h ts  reserved

*♦* C U R R E N T  T H R O U G H  P .L . 110-17, A P P R O V E D  4 /9 /2 0 0 7  ♦**

T IT L E  15. C O M M E R C E  A N D  TR A D E 
C H A P T E R  15D . A L A S K A  N A T U R A L  G A S  P IP E L IN E

G o  to  C o d e  A rc h iv e  D ire c to ry  fo r  th is  J u r is d ic t io n

15 USCS § 72 (hi
ij 7 2 0 d  F edera l C o o rd in a to r

(a ) E stab lish m en t. T h e re  is e s tab lish ed , a s  an  in d ep en d e n t o ff ic e  in th e  ex ecu tiv e  b ran ch , the  O ffice  o f  the F edera l C o ­
o rd in a to r  for A laska  N atu ra l G as 1 ran sp o rta tio n  P ro jec ts .

(b ) F edera l C o o rd in a to r.
( 1) A p p o in tm en t. T he  O rtic c  shall b e  h ead ed  by a F ed era l C o o rd in a to r fo r A lask a  N atu ra l G as  T ran sp o rta tio n  P ro ­

je c ts . w ho  sha ll be a p p o in ted  by  th e  P res id en t, b y  an d  w ith  the ad v ice  a n d  c o n sen t o f  th e  S en a te , to se rv e  a te rm  to  last 
un til I y ea r fo llo w in g  the co m p le tio n  o f  the p ro jec t re fe rred  to in sec tio n  103 115 USCS § 720a],

(2 ) C o m p en sa tio n . T h e  F ed era l C o o rd in a to r shall be  co m p en sa ted  a t the ra te  p re sc rib ed  fo r level III o f  th e  E x ecu tiv e  
S ch ed u le  (5  U.S.C. 551-1).
(c )  D u ties . T h e  F ed e ra l C o o rd in a to r shall be  re sp o n sib le  f o r -

(1 ) co o rd in a tin g  the ex p ed itio u s  d isch a rg e  o f  all a c tiv itie s  by  F edera l ag en c ie s  w ith  resp ec t to  an  A laska  n a lu ra ' gas 
tran sp o rta tio n  p ro jec t; and

(2 ) en su rin g  th e  co m p lia n c e  o f  F edera l ag en c ies  w ith  th e  p ro v is io n s  o f  th is d iv is io n  115 USCS ^  720 et seq .J,

(d ) R ev iew s an d  a c tio n s  o f  o th e r F edera l agencies.
( I ) E x p ed ited  rev iew s and  ac tions. A ll rev iew s co n d u c te d  and  ac tio n s tak en  b y  an y  F edera l ag en cy  re la tin g  to  an  

A laska  natu ra l g as  tran sp o rta tio n  p ro jec t au th o rized  u n d er th is sec tio n  shall b e  ex p ed ited , in a  m an n er co n sis icn t w ith  
c o m p le tio n  o f  the n ece ssa ry  rev iew s and  ap p ro v a ls  b y  th e  d ead lin e s  u n d e r th is  d iv is io n  115 USCS §§ 720 et scq .].

( 2 | P ro h ib itio n  o f  c e rta in  te rm s an d  co n d itio n s . N o F edera l agency  m ay  in c lu d e  in a n y  ce rtif ic a te , r ig h t-o f-w ay , p e r­
m it. lea se , o r  o th e r  au th o riza tio n  issued  to  an  A laska na tu ra l g as tran sp o rta tio n  p ro jec t an y  term  o r co n d itio n  that m ay  be 
p e rm itted , bu t is not req u ired , by an y  ap p lic ab le  law  i f  the F ed era l C o o rd in a to r d e te rm in es  that the term  o r  co n d itio n  
w ou ld  p rev en t or im p a ir  in an y  s ign ifican t re sp ec t th e  e x p e d itio u s  co n stru c tio n  and  o p era tio n , o r  an ex p an sio n , o f  the 
A laska  n a tu ra l gas tran sp o rta tio n  pro jec t.

(3 ) P ro h ib itio n  o f  ce rta in  notions. U n less req u ired  by  law , no Federa l ag en cy  shall ad d  to . am en d , o r  ab ro g a te  a n y  c e r­
tifica te . r ig h t-o f-w ay , perm it, lease, o r  o th e r  au th o riza tio n  issued  to  an A laska  n a tu ra l g a s  tran sp o rta tio n  p ro jec t i f  the
I cd cm l C o o rd in a to r d e te rm in es  t' at th e  ac tion  w ou ld  p reven t o r  im p a ir in a n y  s ig n ifican t re sp ec t the e x p ed itio u s  c o n ­
s tru c tio n  and  o p e ra tio n , oi an  ex p an sio n , o f  th e  A laska  n a tu ra l g a s  tran sp o rta tio n  p ro jec t.

(4) I .imitation. The Federal Coordinator shall not have authority to—
(A ) o v c r r id e -

(D the im p lem en ta tio n  o r  en fo rcem en t o t reg u la tio n s  issued  b y  the C o m m iss io n  u n d e r sec tio n  103 (15 USCS <>' 
720a\: o r

( t i l  an  o rder by  th e  C om m iss ion  lo ex p an d  the p ro jec t u n d e r sec tio n  105 115 USCS $ 720c], o r
(B ) im pose  an y  te rm s, co n d itions , o r  req u irem en ts  in ad d itio n  to th o se  im p o sed  b y  the C o m m iss io n  o r  a n y  ag en cy  

w ith  re sp ec t to  c o n stru c tio n  and  o p era tio n , o r an  e x p an sio n  of, th e  p ro jec t



15 USCS § 720d
Page 2

(e )  S ta le  co o rd ina tion .
( 1) In genera l. T h e  F edera l C o o rd in a to r and  the  S ta te  sha ll e n te r  in to  a jo in t su rv e illan ce  and  m o n ito rin g  ag reem en t 

s im ila r to  the ag reem en t in e ffec t d u rin g  co n stru c tio n  o f  the T r  .s-A laska  P ip e lin e , to b e  ap p ro v ed  by the P res id en t and 
the G o v e rn o r o f  the S ta te , fo r the p u rp o se  o f  m o n ito ring  th e  constru c tio n  o f  th e  A laska  natu ra l g a s  tran sp o rta tio n  p ro ­
je c t .

(2 ) P rim ary  re sponsib ility . W ith  respec t to an  A laska  natu ra l g as  tran sp o rta tio n  p ro jec t—
(A ) the F edera l G o v ern m en t shall h av e  p rim ary  su rv e illan ce  and  m on ito ring  re sp o n sib ility  in a reas  w h e re  the A laska  

natu ral gas tran sp o rta tio n  p ro jec t c ro sses  F edera l land o r  p riv a te  land; and
(13) the S tate  g o v ern m en t shall have  p rim a ry  su rv e illan ce  and  m o n ito ring  re sp o n sib ility  in a rea s  w h ere  the A laska 

natu ra l gas tran sp o rta tio n  p ro jec t c ro sses S ta te  land.

( 0  T ran sfe r o f  F edera l In sp ec to r func tions and  au tho rity . O n ap p o in tm en t o f  th e  F edera l C o o rd in a to r by  the P res id en t, 
a ll o f  the functions and  au th o rity  o f  the O ffice  o f  F ederal In sp ec to r o f  C o n stru c tio n  fo r th e  A la sk a  N atu ra l G as T ra n s ­
po rta tio n  System  vested  in the Secretary ' u n d e r sec tion  3 0 1 2 (b ) o f  the E nergy  P o licy  A ct o f  1992 {15 U.S.C. 719e note; 
P ub lic  L aw  102-486), inc lud ing  all func tions and  a u th o rity  desc rib ed  and  en u m era ted  in th e  R eo rg an iza tio n  P lan  N o. 1 
o f  1979 (44 Fed. Reg. 3366J) [5  USCS § 903 no te ], E x ecu tiv e  O rd e r N o. 12142 o f  Ju n e  2 1 , 1979 (44 Fed. Reg. 36927) 
[15 USCS $ 719c n o te j, and  sec tion  5 o f  the P res id en t’s d ec is io n , shall be tran sfe rred  to  th e  F edera l C o o id in a to r.

(g ) T em p o ra ry  au th o rity . T he  func tions, au th o ritie s , du ties , and  resp o n sib ilitie s  o f  the F edera l C o o rd in a to r shall be 
v ested  in the S ec re ta ry  until the  e a rlie r  o f  the ap p o in tm en t o f  the F edera l C o o rd in a to r by  the P res iden t, o r  18 m on ths 
a fte r  the d a te  o f  en ac tm en t o f  th is  A ct (en ac ted  O ct. 13. 2004  J.

H IS T O R Y :
(O ct. 13, 2004 . P .L . 108-324. D iv C , § 106, 118 Slat. 1259; D ec. 30 , 2 005 , P .L . 109-148, D iv  A , T itle  V III, § 8128 ,

1 19 Slot. 2731 .)

H IS T O R Y ; A N C IL L A R Y  L A W S  A N D  D IR E C T IV E S

A m en d m en ts;

2005 , A ct D ec. 30, 2 0 0 5 . m  subsec. (g ). su b stitu ted  "earlie r"  fo r "la ter".
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SEC. 1 1 6 . LOAN GUARANTEES.

(a) AUTHORITY- (1 ) The Secretary may enter into agreements with 1 or more 
holders o f a certificate o f public convenience and necessity issued under section 
103(b) of this division or section 9 of the Alaska Natural Gas Transportation Act of 
1976 (15  U.S.C. 719g) to issue Federal guarantee instruments with respect to 
loans and other debt obligations for a qualified infrastructure project.

(2 ) Subject to the requirements of this section, the Secretary may also enter into 
agreements with 1 or more owners o f the Canadian portion o fa  qualified 
infrastructure project to issue Federal guarantee instruments with respect to loans 
and other debt obligations for a qualified infrastructure project as though such 
owner were a holder described in paragraph (1).

(3 ) The authority of the Secretary to issue Federal guarantee instruments under 
this section for a qualified infrastructure project shall expire on the date that is 2 
years after the date on which the final certificate of public convenience and 
necessity (including any Canadian certificates of public convenience and necessity) 
is issued for the project. A final certificate shall be considered to have been issued 
when all certificates o f public convenience and necessity have been issued that are 
required for the initial transportation of commercially economic quantities of 
natural gas from Alaska to the continental United States.

(b ) CONDITIONS- ( I )  The Secretary may issue a Federal guarantee instrument for 
a qualified infrastructure project only after a certificate o f public convenience and 
necessity under section 103(b) of this division or an amended certificate under 
section 9 o f  the Alaska Natural Gas Transportation Act of 1976 (15 U.S.C. 719g) 
has been issued for the project.
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(2 ) The Secretary may issue a Federal guarantee instrument under this section tor 
a qualified infrastructure project only if the loan or other debt obligation guaranteed 
by the instrument has been issued by an eligible lender.

(3 ) The Secretary shall not require as a condition of issuing a Federal guarantee 
instrument under this section any contractual commitment or other form of credit 
support of the sponsors (other than equity contribution commitments and 
completion guarantees), or any throughput or ocher guarantee from prospective 
shippers greater than such guarantees as shall be required by the project owners.

(c ) LIM ITATIONS ON AMOUNTS- (1 ) The amount of loans and other debt 
obligations guaranteed under this section for a qualified infrastructure project shall 
not exceed 80 percent of the total capital costs of the project, including interest 
during construction.

(2 ) The principal amount of loans and other debt obligations guaranteed under this 
section shall not exceed, in the aggregate, $18,000,000,000, which amount shall 
be indexed for United States dollar inflation from the date of enactment of this Act, 
as measured by the Consumer Price Index.

(d) LOAN TERMS AND FEES- (1 ) The Secretary may issue Federal guarantee 
instruments under this section that take into account repayment profiles and grace 
periods justified by project cash flows and project-specific considerations. The term 
of any loan guaranteed under this section shall not exceed 30 years.

(2 ) An eligible lender may assess and collect from the borrower such other fees and 
costs associated with the application and origination of the loan or other debt 
obligation as are reasonable and customary for a project finance transaction in the 
oil and gas sector.

(e ) REGULATIONS- The Secretary may issue regulations to carry out this section.

(f) AUTHORIZATION OF APPROPRIA TIONS- There are authorized to be appropriated 
such sums as may be necessary to cover the cost of loan guarantees under this 
section, as defined by section 502(5) of the Federal Credit Reform Act of 1990 (2  
U.S.C. 661a(5)). Such sums shall remain available until expended.

(g ) DEFIN ITIONS- In this section:

(1 ) CONSUMER PRICE INDEX- The term ' Consumer Price Index' means the 
Consumer Price Index for all-urban consumers, United States city average, as 
published by the Bureau of Labor Statistics, or if such index shall cease to be 
published, any successor index or reasonable substitute thereof.

(2 ) ELIG IBLE LENDER- The term 'eligible lender' means any non-Federal 
qualified institutional buyer (as defined by section 230.144A(a) o f title 17,
Code of Federal Regulations (or any successor regulation), known as Rule 
144 A (a ) of the Securities and Exchange Commission and issued under the 
Securities Act o f 1933), including—

(A ) a qualified retirement plan (as defined in section 4974(c) of the
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Internal Revenue Code of 1986 (26 U.S.C. 4974(c)) that is a qualified 
institutional buyer; and

(B ) a governmental plan (as defined in section 414(d) of the Internal 
Revenue Code of 1986 (26 U.S.C. 414(d)) that is a qualified institutional 
buyer.

(3 ) FEDERAL GUARANTEE INSTRUMENT- The term 'Federal guarantee 
instrument1 means any guarantee or other pledge by the Secretary to pledge 
the full faith and credit o f the United States to pay all o f the principal and 
interest on any loan or other debt obligation entered into by a holder of a 
certificate of public convenience and necessity.

(4 ) QUALIFIED INFRASTRUCTURE PROJECT- The term 'qualified infrastructure 
project' means an Alaskan natural gas transportation project consisting o f the 
design, engineering, finance, construction, and completion of pipelines and 
related transportation and production system s (including gas treatment 
plants), and appurtenances thereto, that are used to transport natural gas 
from the Alaska North Slope to the continental United States.
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Figure 2-2. Total G overnm ental Revenue by M ajor C om ponent, FY 2006 and Forecasted FY 2007-2008

($ million)

O il  R evenue History Forecast

U nrestricted FY 2006 FY 2007 FY 2008

Property Tax 54.5 52.0 53.2

Corporate Petroleum lax 661.1 565.1 512.1

Production Tax t, 199.5 2,124.6 995.4"*

Royalties (including Bonuses, Rents, is: Interest) 1,784.) 1,583.0 1,406.4

Subtotal 3,699.2 4,324.7 2,967.2

Restricted

Royalties to Perm Fund &  School Fund (includes Bonuses is: Rents) 611.5 539.1 480.9

Tax Settlements to CBRF 43.7 90.0 20.0

NPR-A Royalties, Rents &  Bonuses 4.5 6.4 7.6

Subtotal 659.7 635.5 508.5

S u b to ta l  O il  R e v en u e 4 ,3 5 8 .9 4 ,9 6 0 .2 3 ,4 7 5 .6

O t h e r  R ev en u e  (Except Federal & Investm ent) 

U nrestricted FY 2006 FY 2007 l Y 2008

Faxes 328.5 424.7 381.4

Charges lor Services 2I.S 21.8 21.8

Fines and Forfeitures 8.5 8.5 8.5

l icenses and Permits 41.0 43.2 44.0

Rents and Royalties 8.8 14.3 11.0

O ther 39.3 19.1 17.6

Subtotal 447.9 531.6 484.3

Restricted

Faxes 86.3 86.6 131.7

Charges lor Services 225.0 237.9 277.4

Fines and Forfeitures 21.0 22.0 31.2

l icenses and Permits 30.6 37.1 37.5

Rents and Royalties 5.9 5.9 5.9

O ther 167.7 103.1 120.»

Subtotal 5.16.5 192.6 60 1.1

S u b to ta l  O t h e r  R evenue 9 8 4 ,4 1 ,024 .2 1 ,088 .4



F edera l  R e v e n u e  H is to ry  Forecast

FY 2006 FY 2007 FY 2008 

Restricted 1,966.2 3,106.1 2,476.0|   _ I   __ I   ■   1

Figure 2-2. Continued

S u b to ta l  F ed e ra l  R ev en u e 1 ,9 6 6 .2 3 ,1 0 6 .1 2 ,4 7 6 .0

I n v e s tm e n t  R ev en u e
U nrestricted

Investments 51.9 122.4 94.6

Interest Paid by O thers 1.4 1.5 1.5

Subtotal 53.3 123.9 96.1

Restricted

Investments 14.4 45.6 33.8

C onstitutional Budget Reserve Fund 73.3 189.7 147.7

O ther Treasury Managed Funds 13.4 22.3 23.0

Alaska Permanent Fund (CASH) 3,072.3 2,512.9 2,6 '75.7

Subtotal 3.173.3 2,770.5 2,880.2

S u b to ta l  In v e s tm e n t 3 ,226 .7 2 ,894 .4 2,976 .3

G ra n d  T o ta l 10,536.2 11,984.9 10,016.3

FY 200,3 has S80.7 million production tax credit outstanding.

both realized and unrealized gains and losses are included per CASH 3d as interpreted by the Finance 
Division o f  the Departm ent ol Administration in its Comprehensive Annual Financial Report.
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Figure 2-3. Tota l Government by M ajo r Component, FY  2006
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$6.3 billion
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Figure 2-4. dotal Governm ental State Revenue, FY 2006 and Forecasted FY 2007-2008 (S million)

R evenue  S o u rc e History Forecast

FY 2006 FY 2007 FY 2008

U nres tr ic ted
Oil Revenue 3.699.2 4,324.7 2.967.2 "

O ther Revenue (except Federal iY Investment) 447.9 536.1 484.3

Investment earnings 53.3 123.9 96.1

S ub to ta l 4,200.4 4,980.2 3,547.6

Restric ted
Oil Revenue 659.7 635.5 50.3.5

O ther Revenue (except federal & Investment) 536.5 492.6 604.1

Investment Farnings 3.173.3 2.770.5 2.880.2

Federal Revenue 1.966.2 3,106.1 2,476.0

Sub to ta l 6,335.7 7,004.7 6,468.8

G ra n d  Total 10,536.2 11,984.9 10,016.3

(l FY 200S has SS6.7 million production tax i rcdit outstanding.



Figure 2-5. Unrestricted General Purpose Revenue, FY 2006 and Forecasted FY 2007-2008 (S million)

History Forecast

O il  R e v e n u e  FY 2006 I Y 2007 F \ 2008

; Property Tax 5 4 .5 5 2 .0 5 3 .2

1 C orporate Income lax 661 .1 565.1- --— — t 312.1

Production Tax

Oil & Gas Production 1 ,191 .7• :
2,11-1.2 983.1

Oil & Gas Hazardous Release 7 .8 10 .4 12.3

Subtotal Production Fax 1 ,199 .5 2 ,1 2 4 .6 9 9 5 .4

Royalties (including Bonuses, Rents, & Interest)

Mineral Bonuses & Rents 11.6 33.1 14.8

Oil & Gas Royalties 1 ,7 7 2 .2 1 ,542 .0 1 .3 9 0 .3

Interest 0 .3 8.0 1.4

Subtotal Royalties 1,78-1.1 1 ,5 8 3 .0 1 ,406 .4

Total O il Revenue 3,669.2 4,324 .7 2,967.2

O th e r  Revenue (except Federal & Investment)

Sales & Use

Alcoholic Beverages 17.6 17.8 18.2

Tobacco Products -  Cigarettes 27.8 31.2 36.0

Tobacco Products -  O th er 7.6 8.1 8.4

Insurance Premium 44.3 45.4 45.9

Fleet ric and Telephone ( inoperative 0.2 0.2 0.2

M otor Fuel Tax 42.0 •il.l 41.7

Vehicle Rental
7 -r "\S 7.9

l ire Fee 1.6 1.6 1.0

Subtotal Sales & Use 148.8 153.2 159.9

C orporate Income lax 138.0 190.0 139.4

I isli

Fisheries Business 15.4 15.9 10.5

Fishery Resource 1 aiuling 4 .7 4 .5 4 .8

Subtotal 1 isli 20.1 2 0 .4 2 1 .3

I hlier

M ining 18.6 5 8 .7 58 .-1

Fstate 0 .6 0 .0 0 .0

1 .i ■> 2.4G am ing — .1 . 1

Subtotal O ther 2 1 .6 61.1 6 0 .8

Subtotal O th e r Taxes 328.5 424 .7 381.4



Figure 2-5. Con tinned 

O th e r  Revenue (except Federal & Investm ent)

History Forecast

FY 2006 FY 2007 FY 2008

Charges for Services

General G overnm ent 19.7 19.7 19.7

Natural Resources 1.9 1.9 1.9 !

O ther 0.2 0.2 0.2

Subtotal Charges for Services 21.8 21 .8 21.8

Fines &  Forfeitures 8.5 8.5 8.5

Licenses & Permits

Alcoholic Beverage 0.1 0.1 0.1

M otor Vehicle 37.7 39.8 40.6

O ther 2.3 i 2.3 2.3

Subtotal Licenses &  Permits 41.0 43.2 44.0

Rents 6c Royalties 

Land Leasing, Rental & Sales 7.4 12.8 9.4

Coals Royalties 1.1 1.2 1.3

Cabin Rentals 0.3 0.3 0.3

Subtotal Rents & Royalties 8.8 14.3 11.0

O ther

Miscellaneous 29.8 13.6 13.6

Unclaimed Property 9.5 5.5 4.0

Subtotal O th er 39.3 19.1 17.6

T ota l O t h e r  (excep t F ed era l  &  In v e s tm e n t) 4 4 7 .9 5 3 1 .6 4 8 4 .3

In v e s tm e n t  R ev en u e
Investments 51.9 122.4 94.6

Interest Paid by O thers 1.4 1.5 1.5

Subtotal Investment Revenue 53.3 123.9 96.1

Total U n re s t r ic te d  rev en u e 4 ,2 0 0 .4 4 ,9 8 0 .2 3 ,5 4 7 .6



Figure 2-6. W T I, ANS W est Coast and ANS W ellhead, !;v  2006 
and Forecasted FY 2007-2017 (Nom inal $ per barrel)

Fiscal Year W T I ANS W est Coast ANS W ellhead

2006 63.01 60.80 55.33

2007 62.42 59.81 53.97

2008 57.22 54.72 47.50

2009 56.36 53.86 47.79

2010 56.62 54.12 49.06
|

2011 57.80 55.30 50.18

2012 58.52 56.02 50.68

2013 59.40 56.90 51.36

2014 43.53 41.03 35.23

2015 44.73 42.23 36.18

2016 45.96 43.46 37.23

2017 47.22 44.72 38.40

Figure 2-7. ANS W est Coast and Futures Market O il Prices ($ per barrel)

(2) Autirtliii)* tn the tlep.iiittii'iii*> | 'i i ie  liiu i.i-.liti;; (innmnl. Iinig-mil i i in l i ' nil p i i i f  prnjeitinir* i.in  only In* ili.mgeil I'very i\sn u m i> il 
in iii* I V lp lll InK i.is liiij; |>.ii(ii ip.uilN .igttv in .i i lunge u n i tin* pi inf lu n  v n ii'ii utivi* I.ill loni.iM ini; sriMtniv



Figure 2-8. Alaska C rude Oi! and  N G L Production, FY 2006 and Forecast 2007-2008 (m il­
lion barrels per day

History Forecast

Alaska North Slope FY 2006 FY 2007 FY 2008

I’rudhoc Bay (1) 0.3)0 0.276 0.297- 1 ■1 * ■ “
Aurora 0.009 0.011 0.011

llorealis 0.017 0.016 0.015
- — - — ----------------------------- — ----------

Midnight Sun 0.006 0.004 0.004

Orion 0.007 0.009 0.012

Polaris 0.003 0,003 0.005

l.ishuruc 0.009 0.011 0.012

Niaktlk (2) 0.006 0.005 0.004

Point McIntyre 0.033 0.018 0.029

Raven 0.001 0.003 0.003

Kuparuk 0.134 0.124 0.116

Melt water 0.005 0.003 0.002

Tabasco 0.004 0.004 0.004

larn 0.020 0.019 0.015

West Sak 0.013 0.019 0.028

Milne Point 0.025 0.022 0.024

Schrader Blull 0.016 0.010 0.013

endiciut 0.019 0.014 0.016

B.ul.uni 0.001 0.001 0.001

Alpine.' (3)
Fiord (4)

N.iiu k i (5)

(hioguruk 
Nnrthstar 

Total Alaska Nnrlli Slope

increase/decrease limn prior peiiod 
"ii change Iruni prior period

0.123
0.000
0.(100
0.000
0,0%
0.845

(0.072)

0.10*5
o.oos

0.000
0.000
0.0(7
0.710

(0.105)
-I2.I1';.

0.085 
0.014 
0.010 
0.003 
0.03" 
0.76 •

0.02-1
3.3"“

t util. Intel

iin.tiM.se/decrease (torn prior period 
"it change Irnin piior period

0.018

(0.0021
-‘).3",i

O.OKi

(0.003)
-I5.0"n

0.014

(0.001)
-9.0"ll

11Hal Alaska

in, rease/destease troni prior peiiod 
"ii change Irotn piior period

0.8(i (

(0.0 " i)
".•)"i.

0.750

(0.I0S)
I2.5"n

0. "'8

0.02 5
1.0“ ,

(1) Includes N't d s
(2) Includes West Ni.iknl.
(3) Includes Qannik

( i) Ir.i lodes l iord-Ktiparuk 
(5) Includes NanuipKiipariik
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Figure 2-11. Estim ated Cum ulative Production Tax, FY 2008-2012. Under ELP-Based Production lax 
and P P T  Production Tax

Figure 2-12, P P T  C redits Claim ed and Used in 2006 (S million)

Not Used by C om pan ies 
C la im ing C red it 

S86.7 M illion

Used by C om panies 
C la im ing C red it 

S344.3 M illion

T ota l C re d its  
C la im e d  for 

C a le n d a r  Y e a r  2 0 0 6  
$ 4 3 1  Million

a s  filed on 
April 4, 2007



Figure 2-13. Total U nrestricted General Purpose Revenue, FY 2006 and Forecasted FY 2007-2017 

(S million)

Fiscal Year
Unrestricted O il 

Revenue

7 r
Unrestricted 

O ther Revenue 
(except Federal 

Investment)

Unrestricted
Im cstm cnt

Revenue

T
Total

Unrestricted
Revenue

Percent From 
Oil

2006 3,699.2 447.9 53.3 4,200.4 88%

2007 4,324.7 531.6 123.9 4,980.2 87%

2008 2,967.2 484.3 96.1 3,547.6 84%

2009 2,893.3 476.7 96.1 3,466.1 83%

2010 2,982.7 475.7 96.1 3,554.5 84%

2011 3.015.7 486.1 96.1 3,597.9 84%

2012 3,191.7 491.5 96.1 3,779.3 84%

2013 3,061.4 501.3 96.1 3,658.8 84%

2014 1,528.5 492.1 96.1 2,116.7 72%

2015 1,446.0 502.3 96.1 2,044.4 71%

2016 1,455.7 513.3 96.1 2,065.1 70%

2017 1,615.1 520.6 96.1 2,231.8 72%



A nnual State Budget 
A fter FY 08 ($ b illion)

Spring  2007 Oil 
Price Forecast121 $25 $35 $45 $55 $65

$2.3 N/A Aug 2014 J u l 2019 N/A N/A N/A

$2.7 N/A Jim 2012 Aug 2014 N/A
1

N/A N/A

$3.0 N/A Jul 2011 Dec 2012 Aug 2019 N/A N/A

$3.3 N/A Jan 2011 Nov 2 0 1 1 Feb 2016 N/A

N/A

N/A

$3.7 O ct 2016 J u l 2010 Jan 2011 J u l 2013 N/A

$3.9 May 2015 Apr 2010 Sep 2010 Jun 2012 Aug 2017 N/A

$4.0 M ar 2015 M ar 2010 Aug 2010 M ar 2012 Jan 2017 N/A

$4.3 Feb 2014 Jan 2010 M ay 2010 May 201 1 O ct 2014 N/A

$4.6 Feb 2013 Nov 2009 Feb 2010 Nov 2010 Feb 2013 Jun 2019

Figure 2-14 (1$). CRRF R un-O ut D ate W ithou t Iixcess Revenue Deposited in to C B R F "1

A nnual State B udget Spring  2007  Oil
After FY 07 ($ billion) Price Forecast121 $25 $35 $45 $55 $65

$2.3 N/A O ct 2013 Aug 2016 N/A N/A N/A

$2.7 N/A Feb 2012 Nov 2013 N/A N/A N/A

$3.0 Apr 2018 Apr 2011 Aug 2012 O ct 2017 N/A N/A

$3.3 Nov 2016 Oct 2010 ) ii 1 2 0 1 1 Jan 2015 N/A N/A

$3.7 Sep 2015 Apr 2010 O ct 2010 Jan 2013 Nov 2018 N/A

$3.9 Oct 20 Ft Feb 2010 Jun 2010 Jan 2012 l eb 2016 N/A

$4.0 Aug 201 i Feb 2010 Jun 2010 Nov 201 1 ( >ct 201 $ N/A

$4.3 Nov 2013 Nov 2009 M ar 2010 Feb 2011 Jan 2014 May 2020

$4.6 Sep 2012 O ct 2009 Dec 2009 Sep 2010 Sep 2012 Nov 2017

‘ Matrix allows reader to select specific fiscal year price (from I V 2009-beyond) to determ ine ( !BRI exhaustion date. Spring 
2007 forecasted production volumes arc used. N/A in the matrix indicates that the CBRF does not run out during matrix 
timeframe.

' Spring 2007 forecast ANS prices projections are $54.72 per barrel in I V 2008, $53.86 per barrel in FV 2009, $5 i.12 per 
barrel in IV  2010, $55.30 per barrel in FV 201 I , $56.02 per ban el in FY 2012 and $56.90 per barrel in FV 201 1. For FY 
2014-beyond, ANS prices are estimate to grow at 2.75‘Jo.
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110 F E R C  U 61,095 
U N IT E D  STA TES OF A M E R IC A  

FE D E R A L  E N E R G Y  R E G U L A T O R Y  C O M M ISS IO N

Before Com m issioners: Pat W ood, III, Chairman;
N ora  M ead Brownell, Joseph T. Kelliher, 
and Suedeen G. Kelly.

Regulations G overning the C onduct o f  O pen D ocket No. R M 0 5 -1-000
Season for A laska N atural Gas Transportation
Projects

O R D E R  NO. 2005

FINA L RULE

(Issued February 9, 2005)

1. The Federal Energy Regulatory  Com m ission is am ending its regulations to 
establish requirements governing the conduct o f  open seasons for capacity on proposals 
to construct A laska natural gas transportation projects. This Final Rule fulfills the 
C om m ission’s responsibilities to issue open season regulations under section 103 o f  the 
Alaska Natural Gas Pipeline Act (the Act), enacted on O ctober 13, 2004. '
Section 103(e)(1) o f  the Act directs the Comm ission, within 120 days from enactm ent o f  
the Act, to prom ulgate  regulations governing the conduct o f  open seasons for Alaska 
natural gas transportation projects, including procedures for allocation o f  capacity. As 
required by  section 103(e)(2) o f  the Act, these regulations (1) include the criteria for and 
timing o f  any open season, (2) prom ote competition in the exploration, developm ent, and 
production o f  Alaska natural gas, and (3) for any open seasons for capacity  exceeding  the 
initial capacity, provide for the opportunity  for the transportation o f  natural gas other than 
from the Prudhoc Bay and Point Thom son units.

1 Public Law 108-324, O ctober 13, 2004, 118 Slat. 1220.
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Docket No. RM 05-1-000 39

G. R a te  T r e a tm e n t  fo r  E x p an s io n s

111. As noted above, one o f  the issues that received substantial attention in the pre- 
N O PR  com m ents is w hether the Com m ission should require rolled-in rate treatment for 
Alaska pipeline expansions. A lthough the N O P R ’s proposed regulations are silent on 
this subject, the N O PR  requested com m ent on whether, in the event the Com m ission 
issues regulations with respect to the C om m ission’s authority to require expansion o f  any 
Alaska natural gas transportation project, those regulations should address the rate 
treatment (rolled-in or incremental) o f  any such expansion.

112. O ther than the North S lope Producers and Alliance, there is much support for 
rolling-in the costs o f  both voluntary and involuntary expansions, although there is 
disagreement about when the issue should be resolved. ChevronTexaco slates that the 
subject o f  appropriate rate treatment for expansions is a subject deserving o f  substantial, 
detailed consideration that should be addressed after dealing with the m ore pressing task 
o f  issuing the open season rules. N orthw est Industrial G as Users also believes that the 
issue can be addressed later. A laska agrees that expansion pricing is a com plex subject 
that should be examined thoroughly, and asserts that instead o f  addressing the issue in 
this rulemaking, the Comm ission should  issue a notice regarding expansion rate treatment 
for Alaska natural gas transportation projects in early 2005. A laska observes that the 
arguments in support o f  rolled-in pricing are strong, but suggests that rolled-in pricing 
might not be appropriate in all circumstances. Alliance believes that because the 
appropriateness o f  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 o f a  given expansion are even known, how that expansion should be 
priced.

113. Pacific Star and A laska Venture Capital state that the Com m ission should give an 
early indication that it will support rolled-in rates for expansions o f  any Alaska natural 
gas transportation project. Pacific Star states that it agrees with the statement at the 
technical conference by TransCanada, A N G D A , Anadarko, BLM , and M M S that rate 
uncertainty will discourage exploration and development and that expansions o f  the 
pipeline could present widely varying rate consequences. Pacific Star also states that 
concerns over existing shippers’ subsidizing rolled-in expansions should be w eighed 
against the facts that initial sh ippers are benefiting from substantial subsidies through the 
$18 billion loan guarantee and a 7-ycar accelerated depreciation. A laska Venture 
Capital/Brook Range similarly believes that the Comm ission should give an early 
indication that it will support rolled-in pricing under scenarios outside the C om m iss ion ’s 
existing policy, tinder which the C om m ission approves rolled-in rates only w here the 
rolled-in rate is equal to or less than the existing recourse rate. A ccording to Alaska 
Venture Capital/Brook Range, a policy calling for different rates for similar services
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would place explorers and sm aller producers at a competitive disadvantage. This would, 
in turn, discourage exploration and developm ent o f  A laska natural gas, contrary to the 
m andate o f  the Act.

114. TransCanada, M idA m erican/A G TA , and DOI encourage the Com m ission to adopt 
a rebuttable presumption favoring rolled-in rates. T ransCanada states that any shippers 
concerned about the effect o f  such treatment can seek to avoid it through negotiated rates. 
M idA m erican/A G TA  qualifies its support for this presum ption by  stating that the 
presum ption should apply only  to reasonably-engineered increments o f  mainline 
expansions supported by long-term contracts similar to those supporting the initial 
project. D O I 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, A nadarko, Shell, Calpine, Arctic Slope, and Doyon all contend 
that rolled-in pricing should be required for pipeline expansions. A laska Legislators 
contend that incremental treatment for expansions would discriminate against expansion 
shippers who, merely because o f  the timing o f  their capacity needs, m ay pay higher rates 
than initial shippers. This, according to the Alaska Legislators, ignores the fact that the 
need for expansion is the consequence o f  the dem ands o f  all shippers. Alaska Legislators 
state that the Com m ission must balance the interests o f  the existing customers against 
interests o f  other stakeholders in determining w hether or not pre-existing shippers should 
get the benefit o f  rate decreases for expansions that lower the average per unit cost o f  
transportation, but face the possibility o f  rate increases that increase the average per unit 
cost o f  transportation. A laska Legislators also note that the current Com m ission 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, A laska Legislators argue that the prospect o f  incremental rates will 
also act to reduce competition and impede the development o f  Alaska natural gas.
A laska Legislators state that exploration and development o f  Alaska reserves requires a 
long lead-time due to seasonal restrictions and the remoteness o f  the resource .37 Alaska

37 A laska Legislators refers to a statement made at the technical conference by Je ff  
Walker, o f  D O I’s Mineral M anagem ent Service that it takes at least nine years for an 
exploration project to m ature into production.
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Legislators contend that this long lead time makes it difficult for an explorer to judge  
when it is feasible to com m it to capacity on the pipeline. The result, state Alaska 
Legislators, is that the explorers and developers m ay be deterred from investing the large 
sum s required to drill for A laska natural gas, when they are unsure w hether their future 
capacity needs will be met at a time when inexpensive expansion through increased 
com pression will be available, or w hether the expansion they require would  involve 
costly looping. The A laska Legislators also argue that C anada has a long-standing policy 
o f  requiring rolled-in rates for expansions which could make exploration in Canada much 
m ore attractive to explorat:on and production companies.

117. Anadarko, also convinced that expansions under section 103 o f  the A ct must be 
priced on a rolled-in basis, argues that this is critical to avoid a rate structure o r  policy 
that discriminates on the basis o f  time o f  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. A laska Legislators provide a history o f  the C om m ission’s expansion rate 
policy, varying over time in order to address different goals as deem ed necessary to 
address changing market dynamics. In short, Alaska Legislators assert that the current 
Comm ission policy favoring incremental expansion rates seeks to address issues o f  
competing pipelines, com petitive markets, optimal construction, and protecting captive 
customers, all valid considerations o f  the market setting in the lower 48 states, but wholly 
inapplicable to an Alaska natural gas transportation project or the A laska market. 
According to A laska Legislators, the Act instructs the Comm ission, through its open 
season regulations, to focus on reducing barriers, not to com petitive markets, but rather, 
to entry in exploration and developm ent o f  Alaska natural gas. A laska Legislators 
conclude that to achieve this mandated goal, the open season regulations must be revised 
to include rolled-in pricing as one o f  the criteria for open seasons for pipeline expansions

118. Shell and Calpine also argue that C om m ission’s 1999 pricing policy for 
expansions has no application to the circumstances o f  an Alaska natural gas 
transporta»'o.* project where there is no element o f  pipeline competition or preventing 
overbuilding. Shell is concerned that com panies might not invest hundreds o f  millions in 
exploratio.. and development costs i f  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, not ju s t  gas from Prudhoe Bay and Point Thom son 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 lime, as opposed to a 4.5 B cf  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 A c t’s loan guarantees, however the Act was not only concerned
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with facilitating the development o f  a project that carries Prudhoe Bay and Point 
Thom son production to market, but also the development and transportation o f  A laska’s 
unproven reserves.

119. Arctic Slope is also concerned that unless rolled-in rates are mandated, there may 
never be an expansion o f  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 o f  
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-determined, 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 Producers point to section 
105(b)(1) o f  the Act v/herein, they state, Congress identified either rolled-in or 
incremental rates as appropriate for m andatory expansions. They add that i f  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 C om m ission’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 N EB requires 
rolled-in rates for Canadian expansions, the North Slope Producers state that although 
NEB has adopted rolled-in rates in expansion cases, NEB addresses the issue on a case- 
by-case basis.

122. Finally, the North Slope Producers claim that explorers do not require absolute 
rate certainty in order to decide w hether to participate in open seasons; an anticipated 
range that supports future econom ics is sufficient. On the other hand, the North Slope 
Producers state that initial shippers who fear that they may be called on to subsidize 
future shippers may not bid for initial capacity. In this connection, the North Slope
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Producers contend that one o f  the C om m iss ion’s goals is to protect captive customers 
from rate increases arising from costs unrelated to their service, resulting in rate

• 1ft
uncertainty and increased contractual risk.

123. In this rule, the Com m ission does not adopt a firm pricing policy for future 
expansions o f  an A laska 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. W e conclude that there should be a rebuttable presumption in favor 
o f  rolled-in pricing for project expansions. Our existing lower-48 states policy favoring 
incremental rates for expansions does not apply in the case o f  an A laska natural gas 
transportation project. There is likely to be only one A laska pipeline, so there will be 
little or no opportunity for competition between pipelines. Incremental pricing o f  
expansion could put expansion shippers at a significant rate disadvantage com pared with 
initial shippers, and accordingly could discourage exploration, developm ent and 
production o f  A laska natural gas. H aving markedly different rates for sim ilar service 
could be in conflict with one o f  the ch ie f  objectives o f  the statute, which is to encourage 
further exploration and developm ent c f  A laska natural gas. On the o ther hand, consistent 
with the arguments o f  a num ber o f  com menters, a presumption in favor o f  rolled-in 
pricing m ay spur investment in and developm ent o f  A laska reserves, and  the ultimate 
delivery o f  that gas to the lower 48 states.

124. W e cannot at this point, w ithout a specific project proposal o r  the facts 
surrounding a proposed expansion before us, define exactly what will be required to 
overcom e the presumption. As a general matter, we have historically not favored 
requiring existing shippers to subsidize the rates o f  new shippers. W e 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 developm ent o f  
Alaska reserves. Witnesses at the technical conference acknow ledged that defining 
subsidization is difficult without specific facts to review, and that fact was restated in 
several o f  the com m ents filed. W e 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. W hether a rolled-in expansion rate 
that is higher than original rates is a “ subsidy” is a question that necessarily w ould  have 
to be reviewed in the context o f  a future N G A  section 7 filing. At that lime, Pacific

'x See, e.g., Transcontinental Gas Pipe Line Corp. 106 FERC 1̂ 61,299 (2004).
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Star’s arguments relating to whether the federal governm ent’s loan guarantees and 
accelerated depreciation am ount to a “subsidy” o f  initial sh ippers’ rates m ay be raised.

125. In conclusion, to provide guidance to potential shippers in advance o f  the initial 
open season that is the subject o f  this rule, the Commission intends to harm onize both 
objectives (rate predictability for initial shippers and reduction o f  barriers to future 
exploration and production) in designing rates for future expansions o f  any A laska 
natural gas transportation project. It is consistent with our guiding principle that 
competition favors all o f  the C om m ission’s customers, as well as with the objectives o f  
the Act, to adopt rolled-in rate treatment up to the point that w ould  cause there to be a 
subsidy o f  expansion shippers by  initial shippers, i f  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, A nadarko is concerned that 
sponsors might include in a tariff and an open season the bundled cost o f  a gas 
conditioning plant that would extract C 0 2  despite the fact that such extraction would  not 
be required o f  gas from m any  new  A laska gas fields which likely will be o f  pipeline 
quality. M idA m erican/A G TA  and Enbridge agree that the open season process should 
preclude applicants from tying receipt o f  capacity to taking ancillary services, such as gas 
conditioning, treating, or processing. TransCanada simply states that it has no objection 
to proscription o f  tying.

127. DOI and M idAm erican/A G TA  agree that rates for ancillary services should  not be 
bundled with transportation rates. However, DOI contends that the State o f  A laska 
should address the need for rules concerning non-discriminatory access to gathering and 
other production-related facilities, whereas M idA m erican/A G TA  claims that the 
Comm ission should assert and jurisdiction over gas treatment plants and require separate 
open seasons and cost-based ta riff  structures for gas processing. On the other hand, the 
North Slope Producers contend issues o f  tying or bundling o f  services can be dealt with 
through established Comm ission processes and policies at the appropriate time, and need 
not be addressed in the open season. Alliance views the tying issue in the context o f  
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. M oreover, 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 o f  section 157.35 in conjunction with existing 
Com m ission policies and procedures.



L
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U N IT E D  STA TES O F A M E R IC A  

FED ER A L E N E R G Y  R E G U L A T O R Y  CO M M ISSIO N

1 8 C F R  Part 157 

(Docket No. R M 0 5 -1-001; Order No. 2005-A )

Regulations Governing the Conduct o f  Open Seasons for Alaska Natural Gas
Transportation Projects

(Issued June 1, 2005)

A G E N C Y : Federal Energy Regulatory  Commission.

A C T IO N : Final Rule; O rder on Rehearing.

S U M M A R Y : The Federal Energy  Regulatory Com m ission (Com m ission) generally 

reaffirms its determinations in O rder No. 2005. Order No. 2005 establishes requirements 

governing the conduct o f  open seasons for proposals to construct Alaska natural gas 

transportation projects, including procedures for allocation o f  capacity. Pursuant to the 

directive o f  section 103(e)(2) o f  the A laska Natural Gas Pipeline Act, enacted on 

October 13, 2004, the regulations prom ulgated  in Order No. 2005 (1) include the criteria 

for and timing o f  any open season, (2) prom ote competition in the exploration, 

development, and production o f  A laska natural gas, and (3) for any open seasons for 

capacity exceeding the initial capacity, provide for the opportunity for the transportation 

o f  natural gas other than from the Prudhoc Bay and Point Thom son units.

In this order, the C om m ission addresses the requests for rehearing and/or 

clarification o f  O rder No. 2005. Here, we grant rehearing in part, deny rehearing in part, 

and provide clarification o f  O rder No. 2005. In specific, we: (1) clarify that the
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Section 157.36 is intended to provide that the Comm ission m ay require design changes 
necessary to ensure that som e portion o f  a proposed voluntary expansion will be allocated 
to new  shippers or shippers seeking to transport gas from areas otl er than Prudhoe Bay or 
Point Thom son, provided such shippers are willing to sign qualifying long-term firm 
transportation agreements. To ensure clarity, we will revise section 157.36 to read as 
follows:

“In considering a proposed voluntary expansion o f  an A laska natural gas 
transportation project, the Comm ission will consider the extent to w hich the 
expansion will be utilized by  shippers other than those w ho are the initial 
shippers on the project and, in order to prom ote com petition and open 
access to the project, may require design changes to ensure that some 
portion o f  the expansion capacity will be allocated to new  shippers willing 
to sign qualifying long-term firm transportation contracts, including 
shippers seeking to transport natural gas from areas other than Prudhoe Bay 
or Point Thom son.”

II. P re su m p tio n  o f  Rolled-in  R a tes  for E x p an s io n s

A. F ina l Rule  - S  157.39

39. Section 157.39 states that “ [tjhere shall be a rebuttable presum ption that rates for 
any expansion o f  an Alaska natural gas transportation project shall be determ ined on a 
rolled-in basis.” The Comm ission stated in Order No. 2005 that by providing for this 
p re ’ umption, the Commission is advising potential shippers, in advance o f  any initial 
Alaska natural gas transportation project open season, o f  its intention to harm onize the 
objective o f  rate predictability for initial shippers with the objective o f  reducing barriers 
to future exploration and production in designing rates for future expansions o f  any 
Alaska natural gas transportation project. The Commission concluded in O rder 
No. 2005 that section 157.39 is consistent with “our guiding principle that competition 
favors all o f  the C om m ission’s customers, as well as with the objectives o f  the Act, to 
adopt rolled-in rate treatment up to the point that would cause there to be a subsidy o f  
expansion shippers by initial shippers, i f  any subsidy were to be found.”

B. R eh ea r in g /C la r if ic a t io n  R equests

40. The North Slope Producers, Enbridge, and ChevronTexaco assert that the 
presumption in fav' r o f  rolled-in rates for voluntary expansions established in 
section 157.39 creates uncertainty for shippers and project sponsors, and, therefore, 
section 157.39 should be eliminated from the regulations or substantially revised. The
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North Slope Producers and Enbridge claim that prospective initial shippers, fearing that 
in the future their rates m ay be increased to subsidize the cost o f  expansion facilities, will 
be less willing to make the long-term commitments necessary to support an Alaska 
project. This uncertainty, they predict, will discourage rather than advance the 
development o f  an Alaska pipeline or any voluntary expansion thereo f -  a result clearly 
inconsistent with A N G P A ’s prim ary goal. Moreover, the N o n n  Slope Producers and 
Enbridge suggest that m andatory expansions pursuant lo A N G PA  section 105 will 
becom e m ore attractive than voluntary expansions because o f  the explicit rate protection 
for existing shippers in section 105.

•. 1. The North Slope Producers contend that section 157.39 is unjustifiably 
inconsistent with the C om m ission’s current policy regarding rate treatment o f  
expansions, w hich is to discourage uneconom ic expansions and assure that expansions 
will not be subsidized by existing shippers. They assert that even if, as claimed by the 
Commission, only one pipeline will be built in Alaska, that distinction does not justify  
deviating from the C om m ission’s current policy.

42. The North Slope Producers charge that the Com m ission acted arbitrarily and 
capriciously in relying on A N G PA  section 103(c) to ju s tify  its conclusion to provide for a 
presumption o f  rolled-in rates for expansions. Although the North Slope Producers 
concede that the Com m ission clearly has the authority under A N G PA  and the N GA  to 
approve rates for Alaska natural gas transportation projects, they claim that A NG PA  
section 103(e) has nothing to do with rate regulation. Furthermore, state the North Slope 
Producers, even if  section 103 could be read to give the Com m ission authority to include 
rate regulations in its open season rules, the proper course would be to remove
section 157.39 from the open season rules and instead address rate policy issues only 
after the parties have the opportunity o f  developing a com plete factual record. Failing 
this, the North Slope Producers state that the Comm ission should revise section 157.39 to 
provide that the C om m ission’s current rate policies will apply to Alaska projects.

43. Enbridge also argues that the Comm ission acted arbitrarily and capriciously by 
imposing a rebuttable rolled-in presumption, even w here rolled-in pricing would increase 
existing sh ippers’ rates. A ccording to Enbridge, Order No. 2005 identifies two 
considerations, nam ely the C om m iss ion ’s disfavor o f  existing shippers subsidizing the 
rates o f  new shippers, and the C om m ission’s reluctance to authorize an expansion rate 
that would have an unduly negative impact on the exploration and development o f  Alaska 
reserves. Enbridge contends that the presumption should be “scaled back” to apply only 
to cases w here expansion rates are no higher than pre-existing rates. Enbridge points to 
the C om m ission’s acknow ledgem ent in Order No. 2005 that it “cannot at this point, 
without a specific  project proposal or the facts surrounding a proposed expansion before
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us, define exactly  w hat will be required to overcome the presum ption.” Enbridge 
contends that the C om m iss ion ’s inability to explain how  the presum ption can be rebutted 
renders rollcd-in pricing mandatory, leaving the question o f  w hether a rolled-in 
expansion rate that is higher than original rates is a subsidy to be resolved in a future 
N GA  section 7 filing.

44. ChevronTexaco stresses that because the text o f  O rder No. 2005 recognizes that 
“without a specific project proposal or the facts surrounding a proposed expansion” the 
Comm ission cannot determine what is needed to overcom e the presumption favoring 
rolled-in rates, the Comm ission should defer any determination o f  rale treatment for 
expansions until a record can be developed after a specific proposal is made. A ccording 
to ChevronTexaco, this inability to articulate when the presumption will be applied 
creates uncertainty that inhibits the developm ent o f  any A laska project.

45. ChevronTexaco states that inconsistency between the text o f  order and the text o f  
the regulations creates further uncertainty. ChevronTexaco states that while the 
regulations state that the presum ption applies to “any expansion,” O rder No. 2 0 0 5 ’s text, 
at paragraphs 124 and 125, suggests that rolled-in rates are appropriate only i f  there is no 
increase in rales for existing shippers. ChevronTexaco urges the Com m ission to clarify 
section 157.39 to state that no cross-subsidy is intended. Otherwise, the Com m ission 
should consider issuing, in lieu o f  a regulation, a policy statement which outlines the 
general direction that the Com m ission intends to take.

46. The A laska Legislators and A nadarko contend that rolled-in pricing is essential 
and justified. Anadarko asserts that the Comm ission clearly has the statutory authority to 
establish a presumption o f  rolled-in pricing for future expansions in the open season 
regulations. Both Anadarko and the A laska Legislators contend that the significant 
differences identified in the record between an Alaskan pipeline project and a p ipeline in 
the lower 48 states provide am ple justification for departing from the current pricing 
policy. The Alaska Legislators contend that even i f  there were som e factual reason for 
applying the current policy, that policy cannot be reconciled with the policy 
considerations stated in A NG PA. Both Anadarko and the Alaska Legislators state that 
incremental pricing o f  expansions cannot be reconciled with A N G P A ’s goals o f  
promoting competition in the exploration, development, and production o f  Alaska natural 
gas, and providing for the transportation o f  natural gas other than from the Prudhoe Bay 
and Point Thom son units in any  expansions o f  the Alaska pipeline facilities. The Alaska 
Legislators estimate that expanding  a pipeline, through looping, to a capacity o f  7 billion 
cubic feet (Bcf). would result in an  expansion rate 50 percent higher than existing rates if  
incrementally priced. Anadarko predicts that incremental pricing o f  expansions o f  an 
Alaskan pipeline beyond 6 B c f  would cause the pipeline to be capped at 6 Bcf,
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C. C om m iss ion  R esp o n se

47. A N G PA  section 103(i) gives the Commission broad authority  to establish “such 
regulations as are necessary” for the conduct o f  open seasons. In this regard, the 
Com m ission believes that it is appropriate to establish rate criteria that will assist 
potential shippers to make informed open season bids, and will prom ote competition, as 
required by ANG PA. As discussed in detail in Order No. 2005, these criteria include 
projected rates for in-state deliveries o f  gas, as well as a presumption for rolled-in rate 
treatment for future pipeline expansions.

48. In adopting the presum ption for rolled-in rate treatment, the Com m ission balanced 
rate predictability for initial shippers with the objective o f  reducing barriers to future 
exploration, development and production o f  Alaska natural gas. The Com m ission was 
concerned that the prospect o f  high incremental transportation rates might increase risks 
lo Alaskan producers and serve as a disincentive to future exploration and development 
o f  potentially valuable natural gas resources. On the other hand, the Com m ission does 
not wish to discourage voluntary capacity expansions.

49. The rolled-in rate presumption was not an abandonment o f  our current policy o f  
not favoring rate subsidization by existing customers o f  capacity expansions as suggested 
in the requests for rehearing. The Comm ission did, however, suggest that because o f  the 
likelihood o f  a single A laskan pipeline project, it would consider alternatives to our 
current policy on how to define or quantify subsidization by current customers. Current 
policy prim arily  considers w hether the expansion project will result in a rate higher than 
the existing transportation rate for existing customers. An alternative consideration or 
definition o f  subsidization could be w hether the expansion rate is no higher than the 
actual initial rate or o f  an initial rate w ithout built-in subsidies. The Com m ission 
believed and continues to believe that the appropriate place to review this issue is in the 
context o f a  future NGA section 7 filing. In such a proceeding, i f  the pipeline ow ners can 
show that the initial pipeline was sized appropriately, i.e., it was uneconom ic or 
inefficient to build a larger capacity pipeline, the Commission would consider this in 
overcoming the rolled-in rate presumption.

50. The text o f  Order No. 2005 referred to by ChevronTexaco docs not sim ply state 
that rolled-in rates are appropriate only  if  there is no increase in rates for existing 
shippers; it suggests that a rolled-in expansion rate that is higher than the original rate is 
not necessarily a subsidy. As noted above, we will determine w hether  a particular rate 
amounts to a subsidy when the issue is presented to us.

•
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51. Nothing in the requests for rehearing causes us to question our conclusion that a 
rebuttal presumption o f  rolled-in treatment for the expansion o f  an A laska Project is a 
reasonable approach to the difficult issues we, and prospective pipeline proponents and 
shippers, m ay face on the future. W e think that the signal we are sending is a positive 
one that will help spur natural gas exploration and developm ent in Alaska. A t the same 
time, we have not prejudged how  w e will resolve future proceedings, and all parties will 
have the opportunity to convince us o f  appropriate rate treatment i f  and when expansion 
proposals for an Alaska project are developed. W e therefore will not change the rule on 
this matter.

I I I .  L a te  Bids

A. T h e  F inal R u l e - g  157.34(d)(2)

52. Order No. 2005 added a new  provision in the Final Rule, section 157.34(d)(2), that 
a project sponsor must consider any bids tendered after the expiration o f  the open season 
by  qualified bidders, and m ay reject them only i f  they cannot be accom m odated  due to 
economic, engineering, or operational constraints, in which case the project sponsor must 
provide a detailed explanation for the rejection. The Comm ission explained that this 
requirement is designed to allow reasonable access to those shippers who may not be 
ready to participate during the established open season period, and at the same time 
provide the sponsor with flexibility in the timing o f  its open season.

B. R e h e a r in g /C la r if ic a t io n  R equests

53. The North Slope Producers and Enbridge contend that it is important for the 
timely development o f  any project that the project sponsors be able to rely on an open 
season that has a definite term. T hey  state that the open season results are needed to 
permit the project sponsor to gauge dem and and in turn finalize pipeline design. They 
assert that the late bid provisions o f  section 157.34(d)(2) will result in unreasonable risks 
and costs to the project sponsor by creating a never-ending, open-ended open season in 
which the project sponsor will be required, for each and every late bid received, to divert 
resources and incur additional costs to evaluate w hether bid can be accom m odated. In 
addition, they state that there is tremendous potential for delay at each step o f  the 
development o f  the project, i f  the project sponsor must stop and m ake design changes at 
every stage to accom m odate a late bid. Thus, they state, section 157.34(d)(2) would 
frustrate the C om m ission’s stated goal o f  adopting open season regulations that ensure 
sufficient econom ic certainty to support the construction o f a  pipeline.







The following table sumnurums tlie Group’s principal contractual obligations at December 31,2003. Further 
information on borrowings and capital lenses is given in Item 18 — Financial Statements — Note 29 on page F-17 and 

' further information on operating leases is given in Item 18 — Financial Statements — Note 17 on page F-29.

Payments due by peiiod

Con truetuul Commitments

Expected payments by period under 
contractual obligations and 
commercial commitments

Total 2004 2005 2006 2007 2008
2009 and 
thereafter

($ million)
Borrowings (a> 20,143 9,366 2,674 2,786 1,299 945 3,073
Finance lease obligations 4,634 127 243 248 2-10 248 3,528
Operating leases 8,115 1.275 1,066 895 799 728 3,352
Decommissioning liabilities 7,504 86 156 173 154 156 6,779
Environmental liabilities 2,430 •165 441 .102 276 186 660
Pensions (b) 26,682 633 649 652 659 666 23,423
Other post-employment benefits (c) 11,763 242 252 259 263 264 10,488
Unconditional purchase obligations (d) 67,828 45,491 7,076 3,133 1,828 1,655 8,585

(a) Expected payments exclude interest payments on borrowings.

(b) Represents the expected future contributions to funded pension plans and payments by unfunded pension plans.

(c) Represents the expected future payments for postretircmcnt benefits.

(d) Represents any agreement to purchase goods or services that is enforceable and legally binding and that specifies all 
significant terms. The amounts shown include arrangements to secure long-term access to supplies of crude oil, natural 
gos, feedstocks and pipeline systems. In addition, the amounts shown for 2004 include purchase commitments existing 
at December 31, 2003 entered into principally to meet the Group's short term manufacturing and marketing 
requirements. The price risk associated with these crude oil, natural gas and power contracts is discussed in Item 11 — 
Quantitative and Qualitative Disclosures about Market Risk on page 170.

The following table summarizes the nature of the Group's unconditional purchase obligations.

Payments due by period

Unconditional purchase nhligations 
payments due by period

Crude oil and oil products 
Natural gas
Chemicals and other refinery feedstocks
Utilities
Transportation
Use cf facilities and services 

Total

2009 and
Total 2004 2005 2006

oo

200S thereafter

(5 million)
22,013 19,350 844 452 422 374 601
19,439 1J,189 2,575 1,141 4S9 398 1,647
10,019 2,277 1,666 753 563 545 4,245
11,612 9.622 1,231 289 62 54 354
2,814 73S 510 365 247 204 750
1,871 315 250 133 105 SO 988

67,328 45,491 7.076 3,113 1.388 1.655 8,585
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 
OPERATIONS

company benefit plans and programs and to reduce the number of shares outstanding. Shares outstanding were reduced from
6.700 million at the end of 2002 to 6,568 million at the end of 2003. Purchases were made in both the open market and 
through negotiated transactions. Purchases may be increased, decreased or discontinued at any time without prior notice.

2002
Cash used in linancing activities was SI 1.4 billion, down S3.7 billion, reflecting lower debt reductions. Dividend payments 
cn common shares increased to S0.92 per share from S0.91 per share and totaled S6.2 billion, a payout of 54 percent. Total 
consolidated short-term and long-term debt was comparable at $10.7 billion. Shareholders' equity increased by S1.4 billion to 
$74.6 billion.

During 2002, Exxon Mobil Corporation purchased 127 million shares of its common stock for the treasury at a gross 
cost of S4.8 billion. These purchases were to offset shares issued in conjunction with company benefit plans and programs 
and to reduce the number of shares outstanding. Shares outstanding were reduced from 6,809 million at the end of 2001 to
6.700 million at the end of 2002. Purchases were made in both the open market and through negotiated transactions.

Commitments
Set forth below is information about the corporation’s commitments outstanding at December 31, 2003. It provides data for 
casv reference from the consolidated balance sheet and from individual notes to the consolidated financial statements.

roMiinllintnlt

Long-term debt (•>
-  Due in one year <*)

Asset retirement obligations ■*)
Pension obligations to 
Operating lenses <*>
Unconditional purchase obligations <‘4 
Takc-o*-n;iy obligations P>
Firm capital commitments i"

Hi is table excludes commodity purchase obligations for which an active, highly-liquid market exists and which arc 
expected to be re-sold shortly afier purchase. Inclusion of such amounts would not be meaningful in assessing liquidity ami 
cash flow, since such purchases will be offset in the same periods by cash received from sales.

I'aynienli Due by Period

Note
Reftrtnce
Number 2004

2005-
2Q0X

2009 
and 

Ik) oud

2003
Total

Amount

2002
Total

Amount

15 s —
fmillion.» o f  Jailors)
S 877 $3,879 S4,756 $6,655

1,903 — — 1,903 884
10 125 461 2,854 3,440 3,454
IK 1,180 1,720 4,937 7.K37 9,385
11 1,299 2,730 2,160 6,189 6,945
17 520 1,703 2,563 4,786 3,649

833 1,874 1,340 4,047. J.475
4,251 2,173 595 7.019 8,449

Notes
id Includes capitalized lease obligations of $370 million. Long-term debt amounts exclude the coiporation’s share of equity 

company debt, which is included in the calculation of return on average capital employed us shown on page 27.
I he intount Jue irt • tie year is included in notes and loans payable of 54,789 million (note 7)

Hie discounted present value of upstream asset retirement obligations, primarily asset removal costs at .he completion 
of lielil life.
Ihe amount by which accumulated benefit obligations (ABO) exceeded the fair value of fund assets for certain U.S. and 
non-U.S. plans at year end (note 18 on paga 65). For funded pension plans, this difference was S3.0 billion at December 
31. 2001 (U.S. $0.5 billion, non-U.S. $2,5 billion). For unfunded plans, this was the ABO amount of $4.9 billion (U.S.
$1 0 billion, non-U.S. $3.9 billion), ihe payments by period include expected contributions to funded pension plans in 
2004 and estimated benefit payments for unfunded plans in all years.

Im p //w w w ,8cc.gov/ArchivcH/cclgar/dain/34088/000119312504041877/tllOk.htm 2/15/05
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(j)

(M

17)

(»)

Minimum commitments for operating leases, shown on an undiscountcd basis, cover drilling equipment, tankers, service 
stations and other properties.
Unconditional purchase obligations (UPOs) are those long-term commitments that arc noncancelable and that third 
parties have used to secure financing for the facilities that will provide tho contracted goods or services. The 
undiscounted obligations of 54,786 million mainly pertain to pipeline throughput agreements and include £1,887 million 
of obligations to equity companies. Tho present value of the total commitments, excluding imputed interest of£l,543 
million, was 53,243 million.
Take-or-pay obligations arc noncancelable, long-term commitments for goods and services other than unconditional 
purchase obligations. The undiscountcd obligations of 54,047 million mainly pertain to transportation, refining and 
natural gas purchases and include S622 million of obligations to equity companies. The present value of the total 
commitments, excluding imputed interest of 5663 million, totaled 53,384 million.
Finn commitments related to capital projects, shown on an undiscounted basis, totaled approximately S7.0 billion at the 
end of 2003, compared with 58.4 billion at the end of 2002. These commitments were predominantly associated with 
upstream projects outside the U.S., of which the largest single commitment outstanding at the end of 2003 was $1.6 
billion associated with the development of crude oil and natural gas resources in Malaysia. The corporation expects to 
fund the majority of these commitmeuts through internal cash flow.

Guarantees

Guarantees of excise taxes/customs duties under reciprocal arrangements 
Other guarantees

Total

Equity
Company

Obl iga t ions

Other 
Third Party 
Obligat ions

$ — 
1,872

(mllllont o f  dollar])
S 983 

424

Total

$ 983 
2,296

$ 1,872 5 1,407 $3,279

The corporation and certain of its consolidated subsidiaries were contingently liable at December 31,2003 for S3,279 
million, primarily t elating to guarantees for notes, loans and perfonnance under contracts (note 17). This included S983 
million representing guarantees of non-U.S. excise taxes and customs duties of other companies, entered into as a normal 
business practice, under reciprocal arrangements. Also included in this amount were guarantees by consolidated affiliates of 
SI,872 million, representing ExxonMobil's share of obligations of

34
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L E G A L  S E R V I C E S

(907) 465-3867 or 465-2450 
FAX (907) 465-2029 
Mail Slop 3101

DIVISION OF LEGAL AND RESEARCH SERVICES 
LEGISLATIVE AFFAIRS AGENCY 

STATE OF ALASKA Slate Capitol 
Juneau, Alaska 99801-1182 

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

M EMO R A N  DU M May 9, 2007

SUBJECT: CSSB 104(FIN), Draft Version "N" 
(Work Order No. 25-GS 1060\N)

TO:

FROM:

Senator Bert Stcdman 
Attn-Steve J’ortcr,

Donald M. Bullock Jr. 
Legislative Counsel

Enclosed is a draft finance committee substitute of the governor's AGIA bill. Please 
review this draft carefully to ensure that it is consistent with the committee's intent.

There are several issues which the committee may wish to address.

Please look at AS 43 .90 .150(h) on page II. You may wish to consider whether the 
information that may he returned by the commissioners under the subsection is limited to 
what the applicant claimed was a proprietary or a trade secret. Also, does this subsection 
apply to all information submitted by the applicant if the applicant claims all information 
is proprietary? Is this subsection intended to apply only to unsuccessful applicants? If 
the information is returned under this section, but relates to a requirement in 
AS 43.90.139. should the application also be rejected?

Also, on page 11, look at lines 20 - 22. What does the following sentence refer to in 
AS 43 .90 .150:

However, information that the commissioners have determined is 
proprietary or a trade secret under AS 43.90.130 may not be made public 
even after the notice is published under (a) of this section, except as 
otherwise provided in AS 43.90.150.

Do you know what is otherwise provided in AS 13.90.150?

Please look at AS 43.90.310(b), which contains two paragraphs. Under that subsection, 
may the inducement iccipient pick both (I)  and (2 ), or pick only one of the two 
paragraphs? This issue also affects the use o f  the term "subsection" in 
AS 43 .90 .3 l()(b)( I )(B): it a person may elect to exercise the options under paragraphs (1) 
and (2 ). then "subsection" is appropriate, though perhaps should be relocated so it is clear 
the provision applies to both ( I ) and (2 ). However, il the election is between ( I ) or (2 ).



then "paragraph" may be more appropriate. My impression is that the inducement 
recipient may elect between the options in AS 43.90.310(b) or the existing lease terms. 
So, if the lease terms arc displaced by the election, then the recipient is subject to both 
paragraphs within AS 43.90.310(b). It may be that this whole subsection should be 
restructured.

Please look at the definition of "amended certificate" in AS 43.90.900(3). The definition 
is limited to a certificate issued by the Federal Energy Regulatory Commission. Is there 
an occasion where an amended certificate may be issued by the Regulatory Commission 
of 'asku 'jY a Canadian regulatory agency that would affect the license terms? 
Throughout the bill, the terms "certificate" a - ' 1 "amended certificate" appear in tandem; is 
this correct, even when not limited to FERE tilicates?

Senator Ben Stedman
May 9, 2007
Page 2
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Thank you for this opportunity to testify on Senate Bill 104. My name is Matthew 
Fagnani; I am president of WorkSafe, Inc. a subsidiary of NANA Development 

Corporation. I am also a past President of the Support Industry Alliance.

As I monitor the activity in Juneau, read the Petroleum News, and listen at the 

water cooler, I am concerned that we will not get a pipeline. As a company 

whose employees earn a living on a healthy oil and gas industry, I am concerned 

that AGIA in its current form will not get us there. I understand the purpose ' id 

method of dictating terms & soliciting applications rather than negotiating, Lc. 

when the current leaseholders are not enthusiastic about the bill - I would listen 

their concerns. Amendments to this Bill may be needed. However, what I hear 

the state implying is if you do not bid or provide gas during the open season then 

your leases may be at risk. I am paraphrasing. What I really hear is project 

delays and many years of lawsuits.

The bottom line is we need a gas line and we need one as soon a practicable. If 

AGIA fails, it will do more to damage the State and the economy of the State than 

any other single event. I for one want to see a gas pipeline project. I am very 

concerned that the state will not be able to meet its financial commitments 

beyond 2010. Each year’s delay adds to the overall cost for the project, and that 

in the end will affect the marketability of Alaskan gas. It is time to sit down and 

really negotiate a bill that will work for the leaseholders and potential bidders, the 

proverbal win-win. The future of Alaska rests with this Bill. Do right by the 

Alaskan economy and its people by fixing this Bill so it can provide for a strong 

healthy Alaskan future.

Thank you,

Matthew Fagnani 

WorkSafe, Inc.
300 West 36"’ Ave, Suite A 

Anchorage, Alaska 99503
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Testimony by Wes Nason on AGIA to Senate Finance Committee 
April 30, 2007

My name is Wes Nason. I am Vice President o f  VECO Alaska, Inc. responsible for 
pipeline construction projects.

There are lour major owners o f  North Slope natural gas who should have common 
objectives to achieve by construction o f  an Alaska Gas Pipeline Project:

1. I he State ot Alaska Jl I Lj W  u
2. BP Exploration (Alaska) Inc."
3. ConocoPhillips Alaska Inc.
4. ExxonMobil Production Company

T he common objectives arc:

1. Least cost pipeline project costs to ensure maximum value o f  gas at the wellhead 
and therefore maximum revenues, i *  tkt; j>ro('i{r ~h> ^

2. Control o f  project costs to protect value o f  gas at the wellhead

The objectives o f  AGIA, in its current form, do not acknowledge the common interests o f  
the four largest owners o f  the future gas sales.

While the honorable leaders o f  the Palin Administration believe in AGIA in its current 
form, the preponderance o f  testimony from reliable industry sources refutes this notion.
The two major Canadian gas transmission companies with an interest in participating 
have both testified that the gas producers must be part o f  the pipeline development team.

AGIA as currently written seems a transparent attempt to exclude the major producers 
and to place A laska’s fiscal future in the hands o f  a gas transmission company which may 
have no northern or permafrost experience, and no history o f  managing a project o f  this 
scope.

For a successful project, the State and the major producing companies must be in 
alignment. AGIA in its current form will not accomplish this alignment. Please make 
those changes recommended by the major producers which will allow them to have their 
proposals considered under AGIA.
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Senate Finance Testimony on SB 104 
April 30 ,2007

Mr. Chairmen and members of the Senate Finance Committee, thank you for this opportunity to 
comment on SB 104. My name is Mark I lylen and I am a lifelong Alaskan. My wife and I own 
and operate Beacon Occupational I lealth and Safety Services. Beacon’s clientele embrace 
Alaska’s remote industries, as well as. federal, state and municipal governments. This includes 
many of the contractors, producers and explorers that encompass the oil and gas industry in 
Alaska.

I have grown increasingly concerned in following the gas pipeline saga over the last couple of 
years that we are on the verge of losing a great opportunity for our state. I his gas pipeline is 
critical to the continued economic growth that we have seen over the last decade. Unemployment 
is low and state revenues are in surplus, B l11 let us not forget that it was only a few years ago 
that we were considering a slate sales and income tax. We need to get this pipeline moving 
forward and it is my opinion that the hill being considered is not going to do this. I have been 
invited and have listened to the producers, pipeline companies, explorers and the state and it 
seems clear that it is unlikely we will receive the competitive bids the state hopes for.

At i IA does not do enough to generate interest in the Request For Application (UFA) process.
First of all. none of the potential applicants I have been able to hear speak regarding AGIA (with 
the exception of the Fort Authority) have said that the $500 million is necessary. If someone can 
afford a $30-45 billion project they certainly don’t need our token incentive, which in my opinion 
can be used for many more productive things for the citizens of Alaska.

I also am concerned that AGIA is too prescriptive and w ill not generate the bid response that is
intended. Let's pass a bill that will encourage competition in the applicant process not limit
it.

We need the producers and the producers need our state and At ilA needs modifications to gel a 
licensee that has a legitimate chance of building a pipeline.

I lie oil and gas industry is critical to our slate. success. Let’s give ourselves the opportunity to 
see this gas pipeline become a reality. I ask that you please consider removing the $500 million 
incentive and putting less prescriptive terms in the bill.

Alaskans deserve the economic opportunity and security this pipeline would bring to the state.

I hank you lor your time.
Best regards,
Mark I lylcn

u  \v\s .benoonoliss.cotn
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6130 Tuttle Place 

Anchorage, AK. 99507 
Phone (907) 562-5818 

Fax (907) 562-5816 
RcctlffiDowlandBaeh.com

www.dowlandbaeh.coni

My name is Reed Christensen, I am the General Manager for Dowland-Bach 
Corporation -  a local manufacturing company that makes industrial control 
panels, chemical inject'on systems, and well head safety systems.

Thank you for this opportunity to testify on Senate Bill 104.

I would like to echo many of the thoughts already mentioned -  namely my 
concern that we need a gas line and we need it now. The oldest of my four 
children is a Freshman at East High School With the current rate of decline of oil 
running through the trans Alaska pipeline, I am concerned of how the state will 
be even in the few short years that will have passed by the time he graduates.

If it were not for the high prices of oil due to circumstances around the world 
beyond our control, we would not be arguing over what to do with the state 
surplus this year. This "windfall" will not last forever, and even if these windfall 
prices were to last indefinitely, the production is going down.

In a kind of bizarre way, these sustained high oil prices seem to have cast a layer 
of complacency across the state. The prices have partially off-set the decline as 
well as partially off-set the sense of urgency for our State's financial future. 
Meanwhile these same prices seem to have provided a catalyst for anti-big oil 
rhetoric and posturing by people and industries who are jealous of these "wind 
fall" profits.

Please do what needs to be done to Senate Bill 104 to make it a realistic 
opportunity to facilitate this gas line project. We do want commend this “open and 
transparent process;” however, the current lease holders and producers are not 
transparent and need to be included. ConocoPhillips, BP, and Exxon seem to be 
the elephant in the room that AGIA chooses not to see. I am not saying we 
should cater to every whim of the "elephant" I am saying we should not behave 
as if the elephant is not here and does not play a crucial role in the gas line 
concept.

Maybe the previous administration spent too much time focusing only on the 
producers, but this does not mean the current administration should fix that 
mistake by refusing to focus on the producers at all.

Wo need this Gas line for the whole State, please do what it takes to help make it 
happen. -  Thank You

http://www.dowlandbaeh.coni


Good Evening,

I apprec ia te  the o p p o r tu n i ty  to testify before you this evening. My Name is D cnette  Justus 

R om ano  and  I am  a F inancial A dvisor w ith  W achovia  Securities, LLC.

I have been in the in v es tm en t business in Anchorage, A laska 2 1  years  an d  have earned  the trust 

of .ny clients th rough recom m endat ions  and  in fo rm ation  pe r ta in ing  to the ir  specific goals and 

objectives. As an A dvisor to my clients assets, 1 m a k e  recom m endations  based on risk, liquidity, 

inves tm en t quality  and  tax ram ifica tions  -  w ithou t this in form ation , the investm en ts  1 m ake for 

m y clients w ould  be in ap p ro p r ia te  and  I would, therefore, be held accountable.

So w h a t  does this m a tte r  to you? EVERYTHING.! I am YOUR client, as a re  all Alaskans, and 

you arc  OUR advisors and  I feel tha t you m ay not be pu tt ing  ou r  A laskan needs before your own.

W hy do I say  this?

I have asked the Slate o f  A laska and  several Representatives repea ted ly  as to w hy the State felt a 

$500 m illion incentive w ould  be needed to secure a "com petitive" bid -  Obviously the State felt 

the bids w ould  NO r  be com petit ive  o the rw ise?  Is the State a t tem p tin g  to "Huy” com petit ion? 

W hat does a mcasley S500 million to a poten tia lly  s to Billion, p robab ly  s.jo Billion, Project offer? 

Here in lies the quality  of the b idder an d  the risk o f  the project. If the State  has  to offer $500 

million to a "bidder" 011 a project ol ibis size in o rder  to get them  in terested , I am  now  extremely 

w orried  about the project ever  being com pleted .

W hat is the app lication  evaluation  process in selecting a poten tia l Bidder? W hat a re  their risks, 

quality, liquidy and  can they afford  a tax ra te  that cannot be d e te rm ined  p r io r  to investm ent?



If there  is anyone  in  this room  w ho  m akes investm en t decisions w ith o u t u n d ers tan d in g  their tax 

R am ifications, I s trong ly  suggest they  contact a F inancial A dvisor im m ediately . Mow can any 

p erson  o r  com pany  p roperly  p re p a re  ANY Bids w ithou t k n o w in g  w h a t they tax liability i...

W h a t  is the S tate o f  A laska REALLY try ing  to do? W hy does the Stale  feel com pelled to assum e 

this r isk  w ithou t u n d e rs ta n d in g  the quality , liquidity  an d  tax issues and  how  can you expect 

o th e rs  to m ake  tha t sam e in v e s tm en t  w ithou t necessary  changes?

1 w an t this gas line and  I w an t it now  -  But I w an t a successful project, w ith  perks for the State of 

A laska for ou r recourccs, not by ou r  do ling  out $500 million dollars. I w an t com panies to bid on 

this p ro ject w ith full k now ledge  o f  w h a t  the ir  lax liability will be.

W ithou t this, m e and  all A laskans  assum e g rea te r  risk -  a risk w e  canno t afford.
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Testimony regarding Senate Bill 104 
April 30, 2007 

By
Mary E. Shields, General Manager 

Northwest Technical Services

Chairmen Stedman and Hoffman, members of the Senate Finance Committee:

Good afternoon. My name is Mary Shields and I am the General Manager of Northwest 
Technical Services.

As a long time Alaskan (since 1972) and an active participant in many areas of Alaskan 
life, I appreciate your scrutiny and close examination of the bill as posited by the 
Governor.

As we are all aware, certainly you more than anyone else, it is the responsibility of the 
Legislature to foster an investment and development climate that will add value to our 
state resources and encourage participation in this enormous project. I am concerned 
that in the Governor’s desire to be fair to all, we now have a bid process which does not 
contain the clear and objective criteria for the evaluation of applications which I would 
anticipate in any bid process. I am also concerned that providing a $500 million 
incentive would encourage those without the financial strength to carry through with a 
project of this size. Most RFPs (or, in this case an RFA) to which I have responded 
require that Northwest Technical Services show proof that we have the financial 
wherewithal to pay our employees and are very specific that any expenses incurred 
during the course of the bid are not reimbursable. As a prudent business person, I 
would expect the State of Alaska to make the same requirement -  we shouldn’t pay any 
company to bid.

I aiso have to concur with previous testimony that points out that the State of Alaska has 
a disastrous record of selecting project winners. The selection of this Licensee needs to 
follow a formalized, logical objective course. Any subjectivity in selection needs to be 
eliminated.

We all talk about making sure that we have jobs for our children and grandchildren in 
the future. They are the ones who will continue to make Alaska prosperous. With the 
continual decrease in oil production to keep TAPS filled, with the sure loss of positions

-1401 Musiiiess Park lioiilcv.ml, lllilj* N, Slo 26 * Anchorage, AK 99503-4580.907 562-1033 *907 562-5875 fas
E-Mail: nkvyjKlsjcch.toni«Wcbsilc: uww.NWTS-nk.coni



Testimony: Senate Bill 104 
April 30, 2007 
Page Two

and dollars to the state’s coffers as this happens, it is imperative that we do not fail in 
getting an acceptable bid process in place -  preferably prior to the end of the first half of 
this legislative session. We’ve all seen the charts.

I thank you for your time. I know that you want to do what is best for the state of Alaska 
and for its future generations. I ask that you make certain that SB 104 accomplishes 
that mission.

•Mill Business Park Boulevard, Bklg N. Sic 26 v Anchorage. AK 9950.3-1580, 907 562*163 ? *907 562*5875 lax
E-Mail: :il< n pdMcch com . Website: wwvv.NWTS-ak.com



- Position on the Alaska Gasline Inducement Act - 
Senate Bill 104

My name is Maynard Tapp and I worked in Alaska since 1972, I am a citizen of Alaska since 1990 and Alaskan in spirit since 
1954 when my dad worked for the U.S. Coast Guard in Barrow.

DO THE DEAL NOW
At Thursday’s (26Apr07) spot price for natural gas at $7,510 per MMBTU the states share @12.5% would be $0.94 per MMBTU.
If 1MMBTU is approximately 1,000 Cubic feet then, at a production of 4.5 Billion Cubic feet per day, the state of Alaska 
revenues loss is $4,224,375 per day.
I worked on the Gasline Study from Jan 2001 until March 2002 (15 months) this study spent approximately $125MM to get near 
the end of Conceptual Design. We accomplished a lot during that timeframe. Everyone worked hard arid fast. The results of 
that effort indicated that the producer’s wanted to move forward with the pipeline project.
It will take any new player at least 15 months say 450 days to get to the point where the producers study ended. At $4 2MM 
per day that totals $1.9 billion dollars loss in state revenues just to get to the place we are today, close to the end of 
Conceptual Design.
At the same time Prudhoe Bay production is declining at 6% per year and therefore the related state revenues from the oil 
production is declining at the same rate. And at the same time competing projects and technologies are moving forward.
The chart I am including in my testimony is one that I attained when working with a world class engineering company. It is 
used to help them determine the amount of contingency used at any point during the lifecycle of a project. It is, therefore, a 
measure of confidence that a project has regarding known and unknown costs. These milestones cannot be compressed.
You already have two to three years of testimony. Take the good stuff from the last three years, incorporate it in AGIA and 
send it to the Governor for her approval. Begin negotiations.
Will you learn anything more in the next 15 months and $1.9 billion in lost revenues?

N u l i i i i i l  G a t i  S p o t  
H o m y  H u b

BE LEADERS 
PLEASE 

DO THE DEAL NOW 
Take the good stuff from the last three years, incorporate 

it in AGIA and send i ‘ to the Governor for her approval. 
Begin negotiations.
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RE: Senate Finance Committee Testimony (SB #104) April 30, 2007

Good afternoon Chairmen Hoffman and Stcdman and Co-Chair Iluggins and 
other esteemed and distinguished members of the Senate Finance Committee. 
My name is Lynn Johnson and as most of you know, I am the President and co- 
founder of Dowland-Bach Corporation and a past President of the Alaska 
Support Industry Alliance. First of all, I would like to thank you all for all of 
your diligent and thoughtful work to date on AGIA and SB # 104. I suspect that 
you all have had numerous visits, e-mails and phone calls recently on this 
subject. The reason for all of this fuss is that Alaska needs to get going on a gas 
project now, not later. It appears to me that we are now farther away than ever 
from passing any legislation enabling construction of our natural gas pipeline to 
the lower 48. One of the major players now says they are no' even going to 
bother to submit a bid and apply for a state license to build the North Slope gas 
pipeline and I honestly suspect that the other majors arc thinking in the same 
vein. We were much closer to a pipeline twelve months ago and it seems to be 
getting worse by (he day.

As a businessman doing business with the producers, I obviously have empathy 
for their position, but this anti-big oil rhetoric has got to stop, faxes on the oil 
portion of their current business provide 88% of our current state revenue and 
have done so for years, and this is how we treat them?? We need to make keyw ’ V

changes to this bill prior to passage, including ones that include eliminating 
exclusivity and replacing prescriptive mandates with objectives.

http://www.dowlandbach.cam


In summary, if businesses such as mine are going survive, we all need to 
encourage the building of a gas pipeline in the near term by those capable of 
doing it. AGIA may well be the last chance at having this construction actually 
take place, and if we fiddle around for another five or six years, some other gas 
from another basin is going to fill the need in the Mid-West and Alaska gas will 
no longer be in such high demand. Let’s fix AGIA and then pass it by ensuring 
that it addresses the needs of Alaskans, of the developer and transporter and of 
North Slope producers and shippers. It’s Time. Thanks



UDELHOVEN
O1IM1 M liys'i ifi ‘ i* ■ Jiiciunni

184 East 53,d Avenue 
Anchorage, Alaska 99518-1222 

(907) 3*1-1 -1577 Fax (907) 522-2541

Thank you for this opportunity to testify on the AG IA Bill, the A laska Gasline Inducem ent Act. My name 
is Jim  Gilbert, and I’m President and testifying on behalf o f my company, Udelhoven Oilfield System 
Services.

O ur400-p ius  em ployees provide technical expertise to the oil and gas industry in Alaska, the Gulf of 
Mexico, Tbilisi, Georgia and Bohai Bay, China.

First and foremost, we want a gas p ro je c t... sooner rather than later, and with the greatest long-term 
benefits for the State o f Alaska, Alaskan workers, A laskan businesses and all A laskans. North Slope 
gas com m ercialization holds the key to A laska's future.

We understand the im portance and urgency of transform ing our gas potential into a gas project. The 
opportunity to m arket our gas won 't last indefinitely, and there's a very real risk of losing it a ltogether if 
we don ’t act quickly. Project costs are escalating, prospective utility custom ers are making long-term 
com m itm ents for o ther fuel sources (such as coal), the threat of being displaced from key markets by 
LNG imports is growing, and North Slope oil production continues to decline. Given the long lead time 
fo ra  gas project and gas revenues flowing into state coffers, this puts A laska ’s fiscal future in further 
peril.

As currently stated, the bid requirem ents will lim it competition in the bidding process, as well as 
creativity in satisfying the sta le 's needs. There may be more than one way to reach mutually beneficial 
outcomes, and the prescriptive nature o f the current bill guarantees they'll never be explored. It also 
likely will preclude som e prospective applicants from participating.

• The financial strength of gas producers making long-term shipping commitments outweighs tho
creditworthiness of a third-party pipeline builder in determining whether financial markets will underwrite a 
North Slope gas project. That was the message of an international megnprojcct financing expert when lie 
addrossod members of tho legislature Thursday.

Frederick Rich of Sullivan & Cromwell contradicted administration claims that pipeline companies can 
give sufficient financial guarantees to secure funding for tho multibillion-dollar project based on their own 
creditworthiness. Speaking to the Senate and House Finance committees in separate presentations, ho 
said prospective lenders will focus on tho creditworthiness of shippers signing long-term capacity 
agreements rather than that of an independent pipeline company building a pipeline.

As more than one pipeline com pany has testified during the legislative process, “no producers, no 
project." The bill offers sh ippers little more than a non-binding "trust me" com m itm ent for fiscal stability 
lasting a fraction of the project life, and does nothing to fix gas severance tax rates that even the 
adm inistration adm its are too high (22.5%).

The S500 m illion incentive is unnecessary and imprudent. Tho leg islature 's decision to make it a bid 
variable rather than a bid requirem ent was a step in the right d irection. W ith one exception, com panies 
that have testified have said tho handout isn’t needed, and wo don't believe it's the best use of stato 
funds, either. W o're concernod about any provision Hint turns pretenders into contenders for a slate
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license, and we're skeptica l about placing A laska's future into the hands o f an entity that requires a 
$500 m illion contribution in order to pursue a $30 billion project. Applicants that need to be "bought" 
w ith the $500 million may not be worth acquiring.

The process prom otes a monopoly, and the state has an abysmal record o f picking "winners." Alpetco. 
Healy clean coal. Delta barley. A laska Seafood International. A laska's h istory is strewn with the 
rem nants of projects for which the state picked "winners," and the gas line legislation is based on the 
sam e dubious premise. The state should be doing whatever it can to promote any viable gas project, 
but the Alaska Gasline Inducem ent Act virtually guarantees that the licensee picked by a pair of 
com m issioners will be the only gam e in town. Provisions like treble dam ages fo r granting streamlined 
perm itting, state-funded training and the services of a pipeline coordinator to a com peting project need 
to be amended to e lim inate "exclusivity."

The bill attempts to pre-em pt the authority of the Federal Energy Regulatory Com m ission (FERC) to 
? : , m ister access, expansion and tariff issues by dictating rolled-in tariff rates for expansions that 
w '...id increase rates as much as 15%. Let FERC do its job. If the state believes an expansion is in 
A laska 's  best interest and is eager to contribute public funds to the project w ithout securing equity, it 
could underwrite p ipeline expansions in order to maintain tariff rates. There may be instances -  for 
exam ple, gas production from federal OCS acreage -  when rolled-in rates a ren ’t in the state's interest, 
either.

Recent legislative am endm ents dictating that proposals be judged on the basis o f net present value to 
the state and the applicant's ability to deliver on its promises enhanced the bill, and further specificity is 
needed.

Both the state and sh ippers need to be involved in and have oversight o f a project execution plan that 
provides the greatest netbacks at the wellhead. A  third-party pipeline builder with no production 
interests will have no incentive to reduce costs and no ability to "guarantee" the tariff in advance.

The A laska Gasline Inducem ent Act may be our last and best chance to make a North Slope gas 
project a reality, but only if it's fixed before it's passed. In order to succeed, the bill must acknowledge 
the interests of A laskans, o f tho developer and transporter and of North Slope producers and shippers.

Thank you.

President

jriilbert((7)udelhoven com 
http:/Avww udelhoven com



T h a n k  y o u  fo r  a llo w in g  m e  to  te s t ify  on SB 104 . M y n a m e  is H illa ry  M c In to sh  
a n d  I a m  th e  c o m m u n ic a tio n s  and  d e v e lo p m e n t m a n a g e r  fo r  th e  A laska  
S u p p o r t In d u s t r y  A llia n c e , b u t I am  te s t ify in g  on m y  o w n  b e h a lf th is  e v e n in g .

I a m  c o n c e rn e d  th a t  th e  c u r re n t  v e rs io n  o f  A G IA  does  n o t a d e q u a te ly  a d d re ss  
th e  r is k s  o f  th e  a d m in is tra t io n  ch o o s in g  a lice n se e , a fa ile d  open  season  and 
c o s t o v e r ru n s .

T a k in g  in to  a c c o u n t p re v io u s  in s ta n ce s  in w h ic h  th e  s ta te  se le c te d  "w in n e rs "  
th a t  w e re n 't ,  su ch  as A ip e tc o , A laska  S ea fo od  In te rn a t io n a l,  D e lta  b a r le y  and 
H e a ly  c le a n  co a l, I h a ve  l i t t le  co n fid e n c e  th a t  th e  A d m in is tra t io n  ch o o s in g  a 
lice n se e  to  b u ild  th e  gas  lin e  w ill be a success. I a m  an e c o n o m is t by 
e d u c a tio n  a nd  f irm ly  b e lie v e  th e  m a rk e t s h o u ld  d ic ta te  w h o  s h o u ld  b u ild  th e  
gas  lin e .

T h e re  a re  m a n y  a rro w s  p o in t in g  to w a rd s  a fa ile d  o p e n  se aso n . T h e  gas ta x  
a n d  fisca l issu e s  a re n 't  re s o lv e d . T h e re  a re  no  c le a r  a nd  o b je c t iv e  c r ite r ia  fo r  
e v a lu a t in g  p ro p o s a ls . N o rth  S lope  p ro d u c e rs  th a t  w ill be  e x p e c te d  to  f in a n ce  
th e  p ro je c t  th ro u g h  th e ir  f irm  tra n s p o r ta t io n  c o m m itm e n ts  say th e y  w o n 't  
a p p ly . E ven  p ip e lin e  c o m p a n ie s  h ave  sa id , "n o  p ro d u c e rs , no gas l in e ."  I t  is 
im p e ra t iv e  A G IA  be a m e n d e d  to  e n s u re  a s u cce ss fu l o pe n  season .

W hen  it  c o m e s  to  c o s t o v e r ru n s , I am  n o t c o n v in c e d  th a t  a 3rtJ p a r ty  ho lds  
c o s t c o n tro l as a h ig h  p r io r ity .  I f  th e  b u ild e r  is g u a ra n te e d  to  re co u p  a ll 
e x p e n s e s , w h a te v e r  th e y  to iu i,  .vhe re  is th e  in c e n t iv e  to  keep  co s ts  d ow n?

B o tto m  lin e ...I  lo o k  a t c o n s tru c t io n  o f  th e  gas  lin e  th e  sa m e  w a v  I w o u ld  look  
a t  c o n s tru c t io n  o f  a n e w  h o m e . I f  I d o n 't  h a v e  e n o u g h  fa ith  in w h o  is g o ing  
to  b u ild  it ,  w h a t i t  is g o in g  to  lo o k  like  and  h o w  m u c h  it  is g o in g  to  co s t m e ...I 
s im p ly  w o u ld  n o t m a k e  th e  in v e s tm e n t.

T h e re  is s t i l l  t im e  to  m a k e  the se  m u c h -n e e d e d  a m e n d m e n ts  to  th e  b ill. I 
w a n t A G IA  to  w o rk ... th e  S ta te  o f A la ska  needs  A G IA  to  w o rk . The  fin a l 
o u tc o m e  o f  A G IA  w ill d ic ta te  A la ska 's  fu tu re . T h a n k  y o u .

H illa ry  M c In to s h  
(9 0 7 )  3 5 0 - 6 2 4 /

Testimony to the Alaska State Legislature April 30, 2007



. . . f o r  r e s p o n s i b l e  d e v e l o p m e n t  o f  A l a s k a ’s  Oil, G a s  & M in e ra l  R e s o u r c e s
360 West Benson Blvd., Suite 200 * Anchorage, A K  99503 * Phone (907) 563-2226 * Fax (907) 561-8870

SENATE FINANCE TESTIMONY 
On SB 104 

April 30, 2007

Thank you for this opportunity to testify on Senate Bill 104. My name is Paul 
Laird, and I'm general manager of the Alaska Support Industry Alliance.

Our 400-plus member companies provide the goods and services that make 
Alaska’s oil, gas and mining industries possible, and provide more than 30,000 
Alaskan jobs.

On behalf of the Alliance, I’d like to make three key points:

First and foremost, the Alliance wants a gas project.

Second, we want a gas project.

Third, we want a gas p ro ject... and we don’ t believe this bill will get us one 
unless key changes are made prior to passage.

As currently drafted, i t ’s too prescriptive and discourages competition and 
creativity in the application process. Bid requirements should be replaced with 
objectives.

It places too much emphasis on the short-term risks incurred by the pipeline 
builder and too little  on the much longer-term and greater risks of gas 
shippers. Until those risks are resolved and the state offers real long-term 
fiscal predictability, our gas pipeline will continue to be as transparent as the 
process for getting it, because there won't be one.

The $500 million "incentive”  is unnecessary and could turn pretenders into 
contenders for the license. We’re skeptical about placing Alaska’s future into 
the hands of any entity requiring a $500 million contribution from the state in 
order to pursue a $30 billion project.

We also question the mandatory use of rolled-in ta riff rates for pipeline 
expansions, establishing a virtual monopoly for the state’s licensee at the 
possible expense of other more qualified projects and allowing a couple of 
commissioners Loo much leeway in how they select a licensee.
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Chairmen Stedman and Hoffman, members of the Senate Finance Committee, 
the Alliance understands the urgency of getting a gas project sooner rather 
than later, and one that yields the greatest long-term benefits to the State of 
Alaska, Alaskan workers, Alaskan businesses and all Alaskans.

We believe the Alaska Gasline Inducement Act may be our last and best chance 
to make a North Slope gas project a reality. But we also believe that in its 
current form, i t ’s broken. We urge you to fix it by ensuring it addresses the 
needs of Alaskans, of the developer and transporter and of North Slope 
producers and shippers, then pass it.

Because the Alliance ... and our 400-plus member companies ... and their 
30,000-plus Alaskan employees ... want a gas project. And without changes, this 
bill won’t get us one.

Thank you.
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I  r e q u e s t e d  t h e  s a m e  a m o u n t  o f  t i m e  a l l o c a t e d  to  M i d - A m e r i c a  b u t  h a v e  n e v e r  

h e a r d  b a c k  f o r m  t h e  c o m m i t t e e .  T h u s ,  I a g a i n  a s k  f o r  e q u a l  t i m e  t h a t  t h e  l e g i s l a t u r e  

h a s  a c c o r d e d  t o  M i d - A m e r i c a .  M i d  - A m e r i c a  c o u l d  n o t  e v e n  g e t  t h e  l e n g t h  o f  t i m e  

3 5  t c f  w o u l d  s u s t a i n  t h e  4 .5  b c fc l  A l c a n  g a s l i n e  c o r r e c t .

I  d e s e r v e  to  b e  h e a r d  a n d  g i v e n  t i m e  e q u a l  t o  t h a t  o f  M i d - A m e r i c a  i f  I  c a n  

c o r r e c t  M i d - A m e r i c a  a n d  c o r r e c t  t h e  o i l  c o m p a n i e s .

I f  1 c a n  c o r r e c t  t h e  o i l  c o m p a n i e s  o n  th e  w e i g h t  o f  g a s  p i p e  s t e e l  in  t h e  A l c a n  

g a s l i n e  i n  t h e i r  $ 1 2 5  m i l l i o n  g a s l i n e  s t u d y .  T h e n  I d e s e r v e  to  b e  h e a r d  b y  t h e  

l e g i s l a t u r e .  N o t  o n e  o f  y o u  l e g i s l a t o r s  c a n  c a l c u l a t e  it n o r  c a n  a n y  o f  y o u r  s t a f f  n o t  

e v e n  y o u r  c o n i r a c t o r s  c a n  c a l c u l a t e  it. T h e  m u c h  h e r a l d  $ 1 2 5  m i l l i o n  e n g i n e e r i n g  

g a s l i n e  s t u d y  a n d  t h e  o il  c o m p a n i e s  c o u l d  n o t  e v e n  g e t  t h e  a m o u n t  g a s  p i p e  s t e e l  

c l o s e  t o  b e i n g  c o r r e c t ;  t h e y  w e r e  w a y ,  w a y  o f f .  N o t  o n l y  a s  t o  t o t a l  a m o u n t  o f  s t e e l  

b u t  a l s o  w h a t  a  s i n g l e  p i e c e  w e i g h t e d .  T h e y  w e r e  n o t  e v e n  t h e  s a m e  e r r o r s .

I  o f f e r e d  t o  p r o o f  r e a d  t h e  o i l  c o m p a n i e s  $ 1 2 5  g a s l i n e  s t u d y  b u t  I  t h i n k  t h e y  

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

w e i g h t s  a n d  k n e w  t h e y  w e r e  i n c o r r e c t  b e c a u s e  t h e y  w e r e  s o  f a r  o f f ;  t h e n  t o o k  le s s  

t h a n  15 m i n u t e s  c o m e  u p  w i t h  d ie  c o r r e c t  a n s w e r s .  T h e  l a s t  I  h a v e  s e e n  t h e  w e i g h t s  

g i v e n  b y  o i l  c o m p a n i e s ,  t h e  o i l  c o m p a n i e s  a r e  s ti l l  u s i n g  m y  n u m b e r s  a n d  

a p p a r e n t l y  d id  n o t  r e c a l c u l a t e  t h e i r  o w n  n u m b e r s .

G o v e r n o r  P a l m ’s g a s l i n e  l e g i s l a t i o n  is  j u s t  c h a r a d e ,  P a l i n  a n d  t h e  l e g i s l a t u r e  

a r e  s c a m m i n g  t h e  p u b l i c  i n t o  b e l i e v i n g  t h e r e  is  g o i n g  to  bo  a  g a s l i n e  w h e n  in  t a c t  

t h e r e  is  n o t  g o i n g  t o  b e  a  g a s l i n e .

S o  it  i s  p e r f e c t l y  c l e a r  t o  t h e  a u d i e n c e  —  T h e r e  is  n o t  g o i n g  t o  b e  a  g a s l i n e  

a n d  t h e  t h e r e  is  n o t  e v e n  a n y  h o p e  o f  a  g a s l i n e  —  th e  o i l  c o m p a n i e s  d o  n o t  h a v e  

e n o u g h  g a s  f o r  a  g a s l i n e ,  l e s s  th a n  h a l f  e n o u g h  g a s  f o r  a  g a s l i n e .
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T h e  A l c a n  g a s l i n e  i s  n o t  e c o n o m i c  e v e n  i f  t h e r e  w e r e  e n o u g h  g a s  f o r  t h e  g a s l i n e .

N o r  s h o u l d  t h e r e  b e  a  g a s l i n e !  T h e  G a s  is  n e e d e d  f o r  o i l  p r o d u c t i o n .  T h e  o i l  

c o m p a n i e s  c o u l d  u s e  m o r e  g a s  f r o m  s o m e w h e r e  e l s e  l i k e  P o i n t  T h o m p s o n  to  

r e b u i l d  t h e  g a s  p r e s s u r e  in  P r u d h o e  B a y  a n d  i n c r e a s e  t h e  o i l  r e c o v e r y  r a t e  a n d  

m a x i m u m i z e  t h e  o i l  r e c o v e r y  a s  w a s  d o n e  f o r  S w a n s o n  R i v e r  o n  t h e  K e n a i .

T h e  p r e m a t u r e  w i t h d r a w a l  o f  g a s  f r o m  P r u d h o e  B a y  w i l l  c o s t  t h e  S t a t e  o f  

A l a s k a  a n d  t h e  N a t i o n  b i l l i o n s  o f  b a r r e l s  o f  o t h e r w i s e  r e c o v e r a b l e  o i l  j u s t  l i k e  t h e  

p r e m a t u r e  s a l e  o f  g a s  f r o m  t h e  C o o k  I n l e t  p l a t f o r m s  l e f t  m o r e  o n c e  p r o d u c i b l e  o i l  

b e h i n d  t h a n  w a s  p r o d u c e d .  S w a n s o n  R i v e r  o n  t h e  o t h e r  h a n d ,  w h e r e  t h e  e x i s t i n g  

S w a n s o n  R i v e r  g a s  w a s  s u p p l e m e n t e d  w i t h  g a s  h o r n  th e  K e n a i  G a s  F i e l d  o b t a i n  

t h r e e  t i m e s  p e r c e n t  o f  r e c o v e r y  a s  d id  t h e  C o o k  I n l e t  p l a t f o r m s  w h e r e  t h e  g a s  w a s  

p r e m a t u r e l y  s o l d  o f f .

N e i t h e r  t h e  L e g i s l a t u r e  n o r  G o v e r n o r  P a l m  h a v e  t o l d  t h e  p u b l i c  t h a t  a 

g a s l i n e  c a n  o n l y  c o m e  a t  t h e  e x p e n s e  o f  b i l l i o n s  o f  b a r r e l s  o f  r e c o v e r a b l e  o i l .  A n d  

t h a t  w a s t e  o f  o i l  is u n c o n s t i t u t i o n a l .  T h e r e  is  n o  w a y  th e  S t a t e  o f  A l a s k a  c a n  f o r c e  

t h e  o i l  c o m p a n i e s  to  g i v e  u p  th e  g a s  n e e d  f o r  o i l  p r o d u c t i o n ;  c o m p a n i e s  a r e  

p r o t e c t e d  b y  A l a s k a ’s  C o n s t i t u t io n .

P a l i n  h a s  a l r e a d y  c o n c e d e d  t h a t  t h e  f i r s t  o p e n  s e a s o n  w i l l  b e  a  f a i l u r e  a n d  e v e n  

th e  s e c o n d  ' ‘o p e n  s e a s o n ”  w i l l  f a i l ;  P a l i n  is p l a n n i n g  to  p u r s u e  a  F E R C  l i c e n s e  to  

g e t  h e r s e l f  p a s s e d  t h e  n e x t  e l e c t i o n .

A  F E R C  l i c e n s e  in  t h e  a b s e n c e  o f  s u c c e s s f u l  o p e n  s e a s o n  i s  l e s s  t h a n  

w o r t h l e s s ;  f o r  a  F R E C  l i c e n s e  h a s  th e  p o t e n t i a l  t o  b e c l o u d  a n y  p o t e n t i a l  f u t u r e  

g a s l i n e  w i t h  l e g a l e n t a n g l e m e n t s .  P a l i n ’s  SO.5 b i l l io n  w o u l d  f u r t h e r  t h o s e  l e g a l  

e n t a n g l e m e n t s .  W h a t  s c a r e s  m e  th e  m o s t  a b o u t  P a l i n ’s  h a l f  a  b i l l i o n  d o l l a r  g i v e  

a w a y  is  t h e  f a c t  t h a t  n o t  o n l y  w i l l  A l a s k a  w i l l  l o s e  a  h a l f  a  b i l l i o n  d o l l a r s ,  w h i c h  

A l a s k a  c a n n o t  a f f o r d  a n d  b u t  a l s o  w i l l  h a v e  o b t a i n  n o t h i n g  f o r  t h e  S’ l / 2  b i l l io n .

A
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P a l i n  w i l l  p e d d l e  t o  t h e  p u b l i c  a n d  th e  l e g i s l a t u r e  t h a t  F E R C  l i c e n s e  is  w o r t h  $ 0 .5  

b i l l i o n  e v e n  w i t h o u t  a  s u c c e s s  l u l l  “ o p e n  s e a s o n ” . A  F E R C  l i c e n s e  i n  t h e  a b s e n c e  

o f  a  s u c c e s s f u l  “ o p e n  s e a s o n ”  is  w o r t h l e s s  f o r  T r a n s  C a n a d a  a l r e a d y  p o s s e s s e s  a  

d e f a c t o  A l c a n  G a s l i n e  F E R C  l i c e n s e  n o t  o n l y  t h r u  A l a s k a  b u t  a l s o  a n d  N E B  l i c e n s e  

f o r  C a n a d a .  T r a n s  C a n a d a  h a s  m a d e  it  c l e a r  to  t h e  l e g i s l a t u r e  a n d  t h e  P a l i n  

a d m i n i s t r a t i o n  t h a t  t h e  h o l d i n g  o f  a  F E R C  l i c e n s e  i n  t h e  a b s e n c e  o f  s u c c e s s f u l  

“ o p e n  s e a s o n ”  i s  n o t  u s e f u l  a n d  t h a t  T r a n s  C a n a d a  w o u l d  n o t  p r o c e e d  w i t h  F E R C  

l i c e n s i n g  a n d  n o t  e v e n  a n o t h e r  “ o p e n  s e a s o n ”  u n t i l  i t  h a d  l i n e d  u p  t h e  s u f f i c i e n t  g a s  

s h i p p e r s  a n d  g a s  b u y e r s  t o  g u a r a n t e e  a  s u c c e s s f u l  “ o p e n  s e a s o n ” .

T h e  p u b l i c  d o e s  n o t  u n d e r s t a n d  t h a t  t h o s e  w h o  a r e  c h a s i n g  t h e  g a s l i n e  a n d  

h a v e  g a s  c u s t o m e r s  in  S o u t h  4 8  a n d  a r e  c h a r g i n g  o f f  t h e i r  c o s t s  p l u s  p r o f i t  to  t h e i r  

S o u t h  4 8  g a s  c u s t o m e r s  t h u s  t h e r e  is  n o  r e a s o n  f o r  t h e m  t o  p r o c e e d  in  a  p r u d e n t  

m a n n e r .  W i t h  P a l i n ’s  $ 0 . 5  b i l l i o n  g i v e  a w a y  to  t h e  a n o i n t e d  r e c i p i e n t  w h o  w i l l  n o t  

o n l y  w r i t e  o f f  t h e i r  e x p e n d i t u r e s  b u t  a l s o  P a l i n ’s  $ 0 .5  b i l l i o n  to  t h e i r  S o u t h  4 8  g a s  

c u s t o m e r s .  T h e y  w i l l  g e t  b a c k  t h e i r  $ 0 .5  b i l l i o n  p l u s  p r o f i t  a n d  t h e  a n o i n t e d  o n e  

w i l l  g e t  t h e  S t a t e s  $ 0 . 5  b i l l i o n  p l u s  p r o f i t  b u t  t h e  S t a t e  w i l l  n o t  g e t  b a c k  A l a s k a ’s 

$ 0 .5  b i l l i o n .  T h e  r e c i p i e n t  w i l l  j u s t  k e e p  A l a s k a ’s  SO. 5 b i l l i o n  p l u s  p r o f i t .

P a l i n ’s  $ 0 . 5  b i l l i o n  i s  j u s t  t o o  g o o d  to  p a s s  u p  a n d  i t  o p e n s  t h e  b i d d i n g  p r o c e s s  

to  t h e  s c r e w i n g  o f  t h e  S t a t e  o f  A l a s k a .  W h e r e  w i t h o u t  $ 0 .5  b i l l i o n  t h e  S t a t e  is  o u t  

t i m e  a n d  g e t s  a n  e d u c a t i o n  a t  s o m e b o d y  e l s e  e x p e n s e  u n l e s s  t h e y  p u r s u e  a  F E R C  

l i c e n s e .  I f  t h e y  p u r s u e  a  F E R C  l i c e n s e ,  t h a t  l i c e n s e  w i l i  b e  u s e  J  t o  o b s t r u c t  a  l a t e r  

g a s l i n e  b u i l d e r  w h e n  t h e  a c t u a l  l i m e  c o m e s  f o r  a  g a s l i n e .  P a l i n ’s  g a s l i n e  p la n  is 

a n y t h i n g  b ut a  z e r o  s u m  g a i n  w h e n  it  J a i l s .

T h e  $ 0 , 5  b i l l i o n  j u s t  d e l a y s  t h e  S t a t e  o f  A l a s k a ,  t h e  l e g i s l a t u r e  a n d  m o s t  

i m p o r t a n t l y  t h e  p u b l i c  c o m i n g  g r i p s  w i t h  t h e  f a c t  t h a t  t h e r e  w i l l  n o t  b e  a  g a s l i n e  n o r  

is a  g a s l i n e  in  t h e  b e s t  i n t e r e s t  o f  A l a s k a  in  t h e  s h o r t  t e r m  n o r  in  t h e  l o n g  t e r m  n e e d s

3
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n o w  o r  i n  n e x t  f e w  d e c a d e s .  W h a t  g a s  t h e r e  is  s h o u l d  b e  u s e d  f o r  o i l  p r o d u c t i o n  

a n d  a f t e r  P r u d h o e  B a y  o i l  r e c o v e r y  is  c o m p l e t e ,  t h e  g a s  s h o u l d  b e  u s e  f o r  o i l  

r e c o v e r y  h i  o t h e r  o i l  r e s e r v o i r s .  A f t e r  t h e  l i g h t  o i l  r e s e r v o i r s  a r e  c o m p l e t e  t h e n  t h e  

r e c o v e r y  o f  t h e  h e a v y  o i l ,  s o m e  3 0  b i l l i o n  b a r r e l s .  T h e  l e g i s l a t u r e  a n d  P a l i n  a r e  

t r y i n g  to  k i l l  A l a s k a ’s  o i l  a n d  g a s  f u t u r e  to  a g g r a n d i z e  t h e m s e l v e s .

P r u d h o e  B a y  is  g a s  s h o r t  a n d  o i l  l o n g ;  P r u d h o e  B a y  l i k e  m o s t  o t h e r  o i l  

r e s e r v o i r s  o n  t h e  N o r t h  S l o p e  n e e d s  g a s  s u p p l e m e n t a l  g a s  i n j e c t e d  in t o  t h e m ;  s o m e  

o f  t h a t  s u p p l e m e n t a l  g a s  i n j e c t i o n  is g o i n g  o n  n o w  o n  t h e  N o r t h  S l o p e .  A l l  o f  P o i n t  

T h o m s o n  g a s  s h o u l d  b e  i n j e c t e d  in to  P r u d h o e  B a y  a f t e r  t h e  P o i n t  T h o m s o n  g a s  

r e c y c l i n g  t o  p r e v e n t  r e t r o g r a d e  c o n d e n s a t i o n  o f  t h e  g a s  l i q u i d s  is  c o m p l e t e .

T h e  p r o d u c t i o n  o f  t h e  N o r t h  S l o p e  3 0  b i l l i o n  b a r r e l s  o f  h e a v y  o i l  m a y  w e l l  

t a k e  n o t  o n l y  a l l  o f  t h e  c u r r e n t  g a s  b u t  a l s o  m o s t  o f  f u t u r e  g a s .  A l a s k a  s h o u l d  k e e p  

i t s g a s  f o r  o i l  p r o d u c t i o n  u n t i l  w e  s e e  w h a t  th e  f u t u r e  h o l d s .

A l a s k a  h a s  l o n g  p r o f i t a b l e  f u t u r e  a h e a d  o f  A l a s k a .  A l a s k a ’s  f i n a n c i a l  is 

f u tu r e  is  n o t  f a l l i n g  r e g a r d l e s s  o f  w h a t  t h e  d o o m s a y e r s  h a v e  b e e n  s a y i n g  f o r  t h e  l a s t  

t h i r t y  y e a r s .  A l a s k a  h a s  e n o u g h  p o t e n t i a l  o i l  a n d  g a s  r e s o u r c e s  t o  t a k e  A l a s k a  w e l l  

i n t o  t h e  n e x t  c e n t u r y  p r o v i d e d  w e  d o  n o t  k e e p  e l e c t i n g  l e g i s l a t u r e s  w h i c h  t r y  to  g i v e  

e v e r y t h i n g  a w a y  i n c l u d i n g  th e  P e r m a n e n t  F u n d  a n d  c h a s i n g  c o c k a m a m i e  

i n v e s t m e n t  s c h e m e s .

T h e  C o u r t s  h a v e  h e l d  t h a t  th e  p u b l i c  h a s  a  r i g h t  to  b e  h e a r d  o n  i s s u e s  b e f o r e  

th e  l e g i s l a t u r e .  I t h i n k  t h e  c o u r t s  w o u l d  o r  h a v e  a l r e a d y  h e l d  t h e  p u b l i c  h a s  a  r i g h t  

to  b e  h e a r d  n o t  o n l y  b y  th e  l e g i s l a t u r e  b u t  a l s o  b y  t h e  p u b l i c  in  l l ie  p u b l i c  h e a r i n g s  

a n d  t h i s  3 m i n u t e s  a n d  s u b m i t  t h e  r e s t  in  w r i t i n g  a n d  th e  l e g i s l a t u r e  m a y  o r  m a y  n o t  

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

c o u r t  w o u l d  c o n s i d e r s  a  p u b l i c  h e a r i n g  —  w h e r e  o n l y  t h e  i n v i t e d  g u e s t s  c a n  h a v e  

^  r e a s o n a b l e  t i m e  in  w h i c h  to  b e  h e a r d  n o t  o n l y  b y  t h e  l e g i s l a t u r e  b u t  a l s o  m o s t



n

i m p o r t a n t l y  b y  o t h e r  m e m b e r s  o f  t h e  p u b i c .  T h u s  s h o u l d  t h i s  g a s l i n e  i s s u e  e v e r  g o  

to  c o u r t ,  I w i l l  f i l e  a  f r i e n d  o f  t h e  c o u r t  b r i e f  a n d  r a i s e d  t h e  q u e s t i o n  o f  t h e  a d e q u a c y  

o f  t h e  h e a r i n g s .

W h i l e  9 9 %  p e r c e n t  o f  t h e  p u b l i c  h a v e  l i t t l e  t o  s a y  e x c e p t  t h a t  w h i c h  is 

r e d u n d a n t  a n d  o n l y  g e n e r a l  in  n a t u r e ,  s o m e  o f  u s  d o  h a v e  s e r i o u s  c h a l l e n g e s  t o  th i s  

g a s l i n e  l e g i s l a t i  o n .  S o m e  o f  t h o s e ,  w h o  t h e  l e g i s l a t u r e  l ia s  i n v i t e d ,  a r e  s o  i g n o r a n t  

o f  t h e  i s s u e s  t h e y  c a n n o t  g e t  e v e n  th e  b a s i c  f a c t s  c o r r e c t .  F o r  e x a m p l e  M i d -  

A m e r i c a  s a i d  t h a t  t h e  a l l e g e d  3 5  t c f  w o u l d  l a s t  2 2  y e a r s  a t  4 .5  b e f d .  W h i l e  M i d  -  

A m e r i c a  p r o v e d  t h a t  i t  c a n  d o  s i x t h  g r a d e  a r i t h m e t i c  M i d  -  A m e r i c a  s h o u l d  h a v e  

t a k e n  a  s i x t h  g r a d e  g e n e r a l  s c i e n c e  w h e r e  t h e y  w o u l d  h a v e  l e a r n e d  t h a t  g a s  d o e s  n o t  

f l o w  o u t  r o c k  l i k e  w a t e r  o u t  o f  t a n k .  I t  is  h a r d  to  b e l i e v e  t h a t  t h e  2 2  y e a r s  c a m e  

f r o m  s o m e o n e  in  t h e  g a s  b u s i n e s s .

T h e n  t h e r e  is  E C O N  O N E  w h o m  th e  l e g i s l a t u r e  h i r e d  a n d  p a i d  o v e r  $ 1 .5  

m i l l i o n ;  E c o n  O n e  a l s o  p r o v e d  t h e y  t o o k  s i x  g r a d e  a r i t h m e t i c  a n d  p r o u d l y  a s s e r t e d  

t h e  n o n  e x i s t e n t  3 5  t c f  w o u l d  l a s t  4 .5  b e f d  A l c a n  g a s l i n e  2 1 .5  y e a r s .  B u t  in  r e a l i t y  

th e  a l l e g e d  3 5  t c f  w o u l d  o n l y  s u s t a i n  t h e  g a s l i n e  f o r  a  l i t t l e  o v e r  a  d e c a d e .  N e x t  

E c o n  O n e  a s k e d  n o  o n e  a b o u t  t h e  c o s t  o f  t h e  A l c a n  G a s l i n e  a n d  E c o n  O n e  b u t  l ik e d  

t h e  n u m b e r  2 1 . 5  s o  w e l l  t h a t  u s e d  $ 2 1 . 5  a s  t h e  c o s t  o f  t h e  A l c a n  g a s l i n e  a s  th e  b a s e s  

o f  t h e i r  g a s l i n e  p r o f i t a b i l i t y .  G a r b a g e  in  g a r b a g e  o u t .

E v e n  t h e n  t h e  M u r k o w s k i  g a s l i n e  t e a m  h a d  s t a t e d  t h e  g a s l i n e  c o s t  w a s  S 3 0  

b i l l i o n  a n d  P e d r o  v a n  M c u r s  e v e n  c o r r e c t e d  E c o n  O n e  b e f o r e  L B A  s t a t i n g  t h e  

g a s l i n e  c o s t  w a s  $ 3 0  w i t h  a  h i g h e r  c o s t s  t o  c o m e ,  b u t  E c o n  O n e  n e v e r  c o r r e c t e d  th e  

$ 2 1 .5  b i l l i o n  n o r  w a s  E c o n  O n e  e v e r  i n s t r u c t e d  t o  c o r r e c t  t h e i r  m i s t a k e  a n d  s a d ly  

t h o s e  e r r o r s  a r c  s t i l l  b e i n g  u s e d  t o d a y  w i l l  b e  u s e d  t o m o r r o w . .

N o w  t h e  P a l i n  a d m i n i s t r a t i o n  is  u s i n g  E c o n  O n e  s t u d y  to  s u p p o r t  P l a i n ’s q u e s t  

f o r  a  g a s l i n e  k n o w i n g  f u l l  w e l l  t h a t  E c o n  O n e s  w o r k  is g a r b a g e .  A n d  th e

, iT
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l e g i s l a t u r e  is  a c c e p t i n g  P a l i n ’s  o f f e r i n g  a s  i f  t h e y  w e r e  r e a l .  P a l i n ’s g a s l i n e  

l e g i s l a t i o n  i s  a  s c a m  o n  th e  c i t i z e n s  o f  A l a s k a .

T h e r e  i s  o n l y  2 9  t c f  n o t  3 5  tc f ,  a c c o r d i n g  to  A O G C C ,  a n d  s i n c e  P o i n t  

T h o m s o n  is  in  l i t i g a t i o n  t h e r e  is  o n l y  2 0  tc f .  W h e n  o n e  s u b t r a c t s  f i e l d  fu e l  

r e q u i r e m e n t s  o v e r  t h e  l i f e  o f  a  p r o p o s e  g a s l i n e  t h e r e  is  l e s s  t h a n  15 t c f  le f t ,  a n d  a t  

g a s  r e s e r v e s  r e q u i r e m e n t  o f  13 t c f  p e r  o n e  b e f d  o f  s h i p p a b l e  g a s ,  t h a t  l e a v e s  a  

g a s l i n e  w i t h  1 .2  b e f d  o f  g a s  a t  b e s t .  T h e r e  is n o  g a s l i n e  t h a t  c a n  o p e r a t e  o n  o n l y  1 . 2  

b e f d  n o t  e v e n  t h e  s p u r  g a s l i n e s .  E v e n  t h a t  l i t t l e  a m o u n t  o f  g a s  w i t h d r a w a l  f r o m  

P r u d h o e  B a y  w i l l  c o m e  a t  a  s e v e r  r e d u c t i o n  in  o i l  r e c o v e r y .

T h e  l e g i s l a t u r e  a n d  G o v e r n o r  P a l i n  h a v e  n o t  b e e n  h o n e s t  w i t h  t h e  P u b l i c .

P a l i n  p r e s s  r e l e a s e ,  t h a t  s h e  w a s  n o t  g o i n g  l o b b y  t h e  l e g i s l a t u r e  o n  h e r  g a s l i n e  

l e g i s l a t i o n ,  o u t s i d e  o f  h e r  s t a f f s  r e p e a t e d  c h e r r y  p i c k i n g  m i s l e a d i n g  i n f o r m a t i o n ,  

w a s  b e c a u s e  it w o u l d  n o t  d o  h e r  a n y  g o o d .  I t h i n k  s h e  h a s  f i n a l l y  c o m e  to  t h e  

c o n c l u s i o n  s h e  c a n n o t  o b t a i n  a n y  s e m b l a n c e  o f  a  s u c c e s s f u l  ‘o p e n  s e a s o n ’ t h u s  n o  

h o p e  o f  a  g a s l i n e  a n d  s h e  w i l l  t a k e  w h a t  e v e r  t h e  l e g i s l a t u r e  g i v e s  h e r .

T h e  o u t l o o k  f o r  h e r  g a s l i n e  is  n i l  to  n o n e x i s t e n t .  T h e  m o s t  d a  n a g i n g  

p r e s e n t a t i o n  o c c u r r e d  w h e n  e x a s p e r a t e d  S e n .  F r e n c h  s a i d  t o / a s k e d  o f ,  C a t h y  

F o e r s t e r  o f  t h e  A O G C C ,  a f t e r  h e  c o u l d  n o t  g e t  a n y  a m o u n t  o f  g a s  o r  t i m e  t h e  g a s  

w o u l d  b e  a v a i l a b l e  f r o m  h e r .  “ W e l l ,  w e  s t i l l  h a v e  t h e  2 . 7  b e f d  ? S h e  s a i d  

s o m e b o d y  w o u l d  h a v e  t o  a p p l y  t o  A O G C C  fo r  t h a t  2 . 7  b e f d  g a s  o f f  t a k e ,  ( o r  s o m e  

p o r t i o n  o f  i t ) ,  a n d  t h e  A O G C C  w o u l d  h a v e  r e h e a r i n g  o n  t h e  R u l e  9  g a s ,  2 . 7  b e f d ,  

A f t e r  t h e  r e h e a r i n g  t h e r e  w o u l d  b e  n o  g a s  a v a i l a b l e .  T h u s  t h e  o n c e  a v a i l a b l e  g a s  f o r  

a t  l e a s t  f o r  la s t  2 0  y e a r s ,  R u l e  9  g a s  o f f  t a k e  o f  2 . 7  b e f d ,  is  n o w  e x i s t s  o n  p a p e r  

o n ly .

H a v i n g  p r e d i c t e d  t h e  d i s a p p e a r a n c e  o f  t h e  2 . 7  b e f d  e v e r  s i n c e  i t  w a s  f i r s t  

a l l o w e d ;  I w i l l  p r e d i c t  t h a t  2 . 7  b e f d  d i s a p p e a r  a g a i n  in  10 y e a r s ,  in  2 0  y e a r s .  T h e
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i l l u s i o n  o f  a  g a s  o f f t a k e  f o r  a  g a s l i n e  w i l l  a l w a y s  b e  l i k e  c h a s i n g  a  r a i n b o w ;  i t  w i l l  

a l w a y s  b e  j u s t  a h e a d  a n d  n e v e r  b e  t h e r e  w h e n  o n e  g e t s  to  w e r e  t h e y  t h o u g h t  i t  w a s .  

T h e  g a s l i n e  o f f  t a k e  is l i k e  a  m i r a g e ,  j u s t  o v e r  t h e  n e x t  h i l l  b u t  n e v e r  t h e r e .  E v e r y  

t i m e  i t  c o m e s  t i m e  to  t a k e  t h e  g a s  t h e  r e s e r v o i r  w i l l  h a v e  to  b e  r e e v a l u a t e d  a s  i f  i t  

w e r e  a  n e w  d i s c o v e r y ,  a  n e w  d i s c o v e i y  w i t h  a l l  o f  th e  p r o d u c t i o n  a n d  g a s  r e c y c l i n g '  

i n f r a s t r u c t u r e  in  p l a c e .

P a l m  w a s  c o g n i z a n t  o f  t h e  n e e d  f o r  r e h e a r i n g  o f  t h e  2 .7  b e f d  g a s  o f f t a k e ,  s h e  

w a s  C h a i r m a n  o f  t h e  A O G C C ,  a n d  s h e  m u s t  h a v e  k n o w n  w h a t  t h e  o u t c o m e  o f  a  

r e h e a r i n g  w o u l d  b e .  P a l i n  j u s t  t r i e d  to  s c a m  h e r  w a y  t h r o u g h  in  h o p e s  t h a t  t h e  

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

T h e r e  i s  n o  r e a s o n  to  p a s s  P a l i n ’s  g a s l i n e  l e g i s l a t i o n  u n t i l  t h e  A O G C C  c a n  

c o m e  b a c k  to  t h e  l e g i s l a t u r e  w i t h  a  t i m e  f o r  t h e  g a s  o f f t a k e  a n d  t h e  a m o u n t  o f  g a s  

t h a t  w i l l  b e  a v a i l a b l e  w h e n  t h a t  t i m e  f i n a l l y  c o m e s  i f  e v e r .  W h e n  S e n a t e  f i n a n c e  

h a d  M r .  J o h n  N o r m a n  b e f o r e  it ,  t h e  f i n a n c e  c o m m i t t e e  n e v e r  a s k  N o r m a n  w h a t  

w o u l d  h a p p e n  to  th e  R u l e  9  2 .7  b e f d  i f  s o m e o n e  w e r e  to  a p p l y  f o r  t h e  2 . 7  b e f d .  T h e  

c o m m i t t e e  d i d  n o t  w a n t  t o  k n o w .  T h e  l e g i s l a t u r e  c a n n o t  d u m m y  i t s  s e l f  d o w n  a n d  

m a k e  a  g a s l i n e  h a p p e n .  T h e  l e g i s l a t u r e  w i l l  s t u m b l e  o v e r  a  t h i n g  c a l l e d  r e a l i t y .  

S e n a t o r  F r e n c h  c h a i r m a n  o f  t h e  J u d i c i a r y  c o m m i t t e e  d id  t h e  s a m e  t h i n g  w h e n  it 

c a m e  t o  t h e  p o w e r  o f  t h e  S t a t e  o f  A l a s k a  t o  t a k e  th e  p r o d u c e r ’s g a s  f o r  a  g a s l i n e .  

F r e n c h  a s k e d  a l l  t h e  w a y  a r o u n d  t h e  q u e s t i o n  b u t  n e v e r  a s k e d  L e g i s l a t i v e  L e g a l  

S e r v i c e s  o r  a n y  o n e  e l s e  w h a t  t h e  p r o d u c e r s  r i g h t s  u n d e r  A l a s k a ’s  C o n s t i t u t i o n  

w o u l d  b e  t o  c o n t i n u e  u s i n g  t l ie  g a s  f o r  o i l  p r o d u c t i o n .  S t a t e  d o e s  n o t  h a v e  s n o w  

b a l l  in  h e l l  c h a n c e ,  b l i t  F r e n c h  le d  t h e  p u b l i c  a n d  th e  m e m b e r s  o f  h i s  c o m m i t t e e  to  

b e l i e v e  i t  is p o s s i b l e  t o  t a k e  t h e  p r o d u c e r s  g a s  w h e n  th e  g a s  is  b e i n g  u s e d  f o r  o i l  

p r o d u c t i o n .  S e n a t o r  F r e n c h  r a n  a  s c a m .
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Q u i t e  a  f e w  l e g i s l a t o r s  h a v e  q u i e t l y  c h a n g e d  t h e i r  m i n d s  f r o m  s u p p o r t  o f  th e  

A l c a n  g a s l i n e  t o  t h e  A l l  A l a s k a  G a s l i n e  b e c a u s e  o f  o b s t r u c t i v e  a n d  o b t u s e  a t t i t u d e  

o f  P r u d h o e  B a y  p r o d u c e r s .  T h e  O i l  c o m p a n i e s  h o u n d e d  t h e  l e g i s l a t u r e  f o r  t a x  

b r e a k s  n o t  o n l y  o n  g a s  b u t  a l s o  o i l  a n d  e v e r y  o t h e r  c o n c e s s i o n  t h e y  c o u l d  d r e a m  u p .  

W h i l e  k n o w i n g  f u l l  w e l l  t h e r e  w a s  n o  g a s  f o r  a  g a s l i n e  n o r  a  t i m e  w h e n  g a s  w o u l d  

b e  a  a v a i l a b l e  a n d  t h e y  c o l l e c t i v e  w i t h h e l d  t h o s e  f a c t s  f r o m  t h e  l e g i s l a t u r e .

T h e  o i l  c o m p a n i e s  h a v e  l e d  th e  p u b l i c  to  b e l i e v e  t h e y  w a n t  a  g a s l i n e  w h e n  in  

f a c t  t h e  o i l  c o m p a n i e s  h a v e  n o t  w a n t e d  a  g a s l i n e  e v e r  s i n c e  t h e  o i l  c o m p a n i e s  in  

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

K e n  T h o m p s o n ,  t h e  f o r m e r  P r e s i d e n t  o f  A R C O  A l a s k a ,  t o l d  L B A  in  2 0 0 4  t h a t  

w h e n  t h e  o i l  c o m p a n i e s  w e r e  t e l l i n g  t h e  l e g i s l a t u r e  a n d  t h e  p u b l i c  in  t h e  1 9 9 0 ’s t h e y  

w a n t e d  a  g a s l i n e  t h e  o i l  c o m p a n i e s  in  f a c t  d id  n o t  w a n t  a  g a s l i n e .  I  w a s  a m a z e d  a t  

t h e  u n w i l l i n g n e s s  o f  L B A  t o  p u r s u e  t h e  q u e s t i n g  o f  K e n  T h o m s o n .

R e p r e s e n t a t i v e  H a r r y  C r a w f o r d  t o l d  t h e  L B A  2 0 0 4  t h a t  E x x o n  a n d  B P  e a c h  

i n d e p e n d e n t l y  o f  t h e  o t h e r  s t a t e d  to  h i m  t h e y  w e r e  n o t  g o i n g  to  c o n s i d e r  a  g a s l i n e  

u n t i l  t h e  s e c o n d  o r  t h i r d  d e c a d e .  T h a t  w a s  a t  t h e  e n e r g y  p o r t i o n  o f  a  l e g i s l a t i v e  

c o n f e r e n c e  in  U t a h .  T h e  o p e r a t i v e  w o r d  is  c o n s i d e r  n o t  c o n s t r u c t ;  t h e  o i l  

c o m p a n i e s  a r e  n o t  g o i n g  to  e v e n  g i v e  s e r i o u s  c o n s i d e r a t i o n  to  a  g a s l i n e  u n t i l  2 0 2 0  

o r  2 0 3 0  t h e n  t h e y  m a y  s t u d y  t h e  q u e s t i o n  o f  a  g a s l i n e .  A n d  w i l l  a g a i n  c o n c l u d e  th e  

g a s  is l o o  v a l u a b l e  f o r  o i l  p r o d u c t i o n  a n d  g a s l i n e  w i l l  a g a i n  b e  i n  t h e  d i s t a n t  f u tu r e .  

B P ’s  5 0  y e a r  p l a n  is  n o t  j u s t  a  c o m m e r c i a l .  L B A  d id  n o t  w a n t  t o  k n o w  a n d  d id  n o t  

q u e s t i o n  R e p r e s e n t a t i v e  C r a w f o r d .

W h y  is  t h e  l e g i s l a t u r e  t r y  to  b a m b o o z l e  t h e  p u b l i c  i n t o  t h i n k  a  g a s l i n e  is  

p o s s i b l e  i n  d i e  n e a r  f u t u r e  ?  W h y  is  i t  t h e  l e g i s l a t u r e  d o e s  n o t  w a n t  to  t h e  p u b l i c  t h e  

t r u t h ?  W h y  is  i t  t h a t  t h e  l e g i s l a t u r e  d o e s  n o t  e v e n  w a n t  to  a s k  t h e  q u e s t i o n s  w i l l  

f e r r e t  o u t  t h e  f a c t s ?  J e r r y  M c C u t c h e o n  s u s i t n a l i y d r o n o w @ y a l i o o . c o m

&
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M e m b e r s  o f  t h e  S e n a t e  F i n a n c e  C o m m i t t e e .

M y  n a m e  is  M i k e  L i t t l e f i e l d .  I a m  a  B u s i n e s s  A g e n t  f o r  T e a m s t e r  

L o c a l  9 5 9 .  T e a m s t e r s  L o c a l  9 5 9  r e p r e s e n t s  5 0 0 0  a c t i v e  a n d / o r  

r e t i r e d  m e m b e r s  t h r o u g h o u t  t h e  s t a t e  o f  A l a s k a .  M a n y  o f  o u r  

m e m b e r s  w o r k e d  u n t o l d  h o u r s  s o m e  y e a r s  a g o ,  t o  c o n s t r u c t  t h e  o i l  

p ip e l in e .  W e  s t i l l  h a v e  m e m b e r s  w o r k i n g  o n  t h e  N o r t h  S l o p e  o r  in  

S l o p e - r e l a t e d  j o b s  w i t h i n  t h e  o i l  i n d u s t r y .  A t  o u r  g e n e r a l  

m e m b e r s h i p  m e e t i n g  in  A p r i l  w e  p l a c e d  a  5 0  y e a r  p i n  o n  o n e  o f  

o u r  m e m b e r s .

F o r  o v e r  t h i r t y  y e a r s  w e  h a v e  d i s c u s s e d  c o n s t r u c t i o n  o f  a  g a s  

p i p e l i n e  h e r e  in  A l a s k a .  M a n y  o f  o u r  m e m b e r s  p l a n n e d  o n  g o i n g  

f r o m  t h e i r  o i l  c o n s t r u c t i o n  j o b s  to  g a s - r e l a t e d  j o b s ;  h o w e v e r ,  to  

d a te ,  t h e  m a j o r i t y  h a v e  g i v e n  u p  o n  th a t  id e a .

T h e  p r e v i o u s  a d m i n i s t r a t i o n  n e g o t i a t e d  a  d e a l  w i t h  t h e  o i l  

p r o d u c e r s ,  w h i c h  w a s  b r o u g h t  to  t h e  l e g i s l a t i v e  b o d y  l a s t  y e a r .  A s  

a l l  o f  y o u  a r e  a w a r e ,  t h a t  e f f o r t  f a i l e d .

B e f o r e  y o u  th i s  a f t e r n o o n  is  S b  104 , th e  A l a s k a  G a s l i n e  

I n d u c e m e n t  A c t  o r  A G I A ,  p r e s e n t e d  b y  G o v e r n o r  P a l i n  a n d  h e r  

n e w  a d m i n i s t r a t i o n .  T e a m s t e r s  L o c a l  9 5 9  w o u l d  l i k e  t o  g o  o n  

r e c o r d  t h a n k i n g  G o v e r n o r  P a l i n  a n d  h e r  t e a m  f o r  t h e  h a r d  w o r k  p u t  

i n  t h u s  f a r  o n  A G I A ,  w h i c h  w c  b e l i e v e  m a y  b e  th e  n e c e s s a r y  

f r a m e w o r k  f o r  c o n s t r u c t i o n  o f  a  g a s  p i p e l i n e  in  A l a s k a .

S o m e  s a y  A G I A  is  a  h u g e  r i s k ,  d e s t r o y i n g  a n  o p p o r t u n i t y  f o r  a n  

A l a s k a  g a s  l in e .  S o m e  s a y  th e  b i l l  f a v o r s  t h e  p i p e l i n e  b u i l d e r s  

r a t h e r  t h a n  t h e  g a s  o w n e r s .  S o m e  e v e n  s a y  th e  s t a t e  s h o u l d  n o t  te ll  

b i d d e r s  w h a t  t o  b id .  T h o s e  o f  u s  r e p r e s e n t i n g  w o r k e r s  b e l i e v e  t h a t  

A G I A  m a y  w e l l  b e  th e  v e h i c l e  n e e d e d  to  m o v e  t h e  g a s  p i p e l i n e  
p r o j e c t  c l o s e r  to  r e a l i t y .

In  o u r  v i e w ,  A G I A  is  a  to o l  f o r  G o v e r n o r  P a l i n  t o  u s e  w h i l e  d o i n g
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h e r  j o b  in  l e a d i n g  o u r  s t a t e  J u s t  a s  o u r  m e m b e r s  n e e d  t o o l s  to  

p e r f o r m  t h e i r  j o b s  o n  d a y - t o - d a y  b a s i s .  T h e  g o v e r n o r  a n d  h e r  s t a f f  

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

q u a n t i f i a b l e  r e s u l t s .

P r e v i o u s  c o m m i t t e e s  a n d  th e  g o v e r n o r  s h o u l d  b e  a p p l a u d e d  f o r  

i n c l u d i n g  a  c o m m i t m e n t  to  n e g o t i a t e  a  p r o j e c t  l a b o r  a g r e e m e n t  in  

S B  1 0 4  a s  w e l l .  W e  d o  n o t  b e l i e v e  a n y  p i p e l i n e  c o m p a n y  w o u l d  

d i s a g r e e  t h a t  a  p r o j e c t  l a b o r  a g r e e m e n t  ( o r  P L A )  i s  n o t  j u s t i f i a b l e  

o n  a  c o n s t r u c t i o n  p r o j e c t  o f  s u c h  m a g n i t u d e .  W i t h  a  P L A  in  p l a c e ,  

w e  w i l l  b e  a b l e  to  d e f i n e  t h e  t r a i n i n g  n e e d s  o f  w o r k e r s ,  l e g a l l y  

r e q u i r e  l o c a l  h i r e  t h r o u g h  h i r i n g  h a l l s ,  a n d  d e f i n e  w a g e s ,  h o u r s  a n d  

w o r k i n g  c o n d i t i o n s  to  a s s u r e  s t a b i l i t y  d u r i n g  t h e  c o n s t r u c t i o n  o f  

t h i s  p r o j e c t .  W e  t h a n k  G o v e r n o r  P a l i n  a n d  h e r  s t a f f  f o r  t h e i r  

e f f o r t s  in  t h i s  a r e a .

A s  y o u  c o n t i n u e  y o u r  c o m m i t t e e  w o r k  o n  t h e  A G I A  l e g i s l a t i o n ,  

p l e a s e  r e m e m b e r  t h e  g a s  p i p e l i n e  is  v i t a l  to  t h e  f u t u r e  e c o n o m i c  

g r o w t h  o f  t h i s  s t a t e .  H e r e  is a  w i n d o w  o f  o p p o r t u n i t y  f o r  u s  to  

m o v e  f o r w a r d .  S u c h  o p p o r t u n i t y  w i l l  n o t  la s t  f o r e v e r .  G i v e  

G o v e r n o r  P a l i n  t h e  t o o l s  s h e  n e e d s  to  p e r f o r m  h e r  j o b  o n  b e h a l f  o f  

a l l  A l a s k a n s .  S u p p o r t  t h e  p a s s a g e  o f  H B  17 7 .
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P a u l  JL . C r a i g ,  P h . D .
A m erican Board o f  Professional P sychology  

Board Certified in Clinical Neuropsychology
pcriig(%ri.nct
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To: Senator Bert Stcdi

May 8. 2007

Rc: AGIA and rolled-

From: Dr. Paul Craig

Via Fax

On behalf of my fellow Alaskans, all o f  whom arc interested in the economic well-being 
of Alaska, please support AGIA as proposed by Governor Palin. Please do not alter the 
terms o f  AGIA. Leave the provisions for:

Mandatory Gasline Expansion;

and

Rolled-in Rates

in the bill as proposed by Governor I’alin.

Thank you for supporting AGIA and all o f  us terms as submitted by Governor Palin -  the 
governor who was clccied by a landslide i t 2006 given her fresh, fair, and competitive 
approach to dealing with construction o f  a gasline as well as the future needs and 
economic well being of Alaska.

I nm aware that the big producers would like to go back to the Murkowski proposal, for 
which VECO lobbied, which would have given three companies an exclusive 43-year 
oligopoly allowing them to control North Slope gits production - essentially forever. But 
the voters spoke when Governor Palin was elected 1 ct's support her proposal, which 
will l>c good for one and all including the three large producers even though it won’t 
provide them with the monopoly they were hoping for last year.

Thank you for supporting AGIA with rolled-in rates.



T IIE  GREATER FAIRBANKS BRANCH NAT IONAL ASSOCIATION 
FOR THE ADVANCEMENT OF COLORED PEOPLE

P.O. BOX 84437 FAIRBANKS, ALASKA 99708 
(907)-479-3977-456-2227 FAX (907) 479-3974 

________________ \\ uu.n;iiivnr;iirh;mks.nrt» > i r u i i ’ a i m i M i u i l o i u l . n i t n __________________________

Ms. \  ir**ii M, I'ri'sicliMil

NAACP Resolution in Support of A Project Labor 
Agreement in the Alaska Gasline Inducement Act 
(AGIA)

Whereas, The National Association for the Advancement of Colored People
(NAACP) was first established in 1909 for the purpose of social, 
economic and racia' equality for all citizens, and

Whereas, the Fairbanks Chapter of the NAACP was established in 1952 for
those same purposes, and

Whereas, the Fairbanks Chapter of the NAACP has as its members, and
represents, the fight for economic equality and employment 
interests of many underutilized men and women workers and 
potential workers of color and minority status in Alaska, and

Whereas, the NAACP has a positive history, both locally and statewide, of
working with the construction craft trade unions for the inclusion of 
women and minority workers through apprenticeship and other 
training programs, and

Whereas, through such inclusion in the union apprenticeship programs, many 
women and minority woikers have accrued pension, medical, legal 
and training benefits along with opportunities for lifetime careers in 
the construction industry, and

Whereas, the Fairbanks NAACP wishes to continue to build upon that history, 
and

Whereas, there is discussion and hope of a Alaska Gasline Project that could 
employ thousands of workers during its construction, and



Whereas, as a result o f a Project Labor Agreement, Alaskan workers will be 
dispatched from local Alaskan hiring halls, and

W hereas, once a Project Labor Agreement is mandated through AGIA, the 
construction craft unions will have a definable goal to train 
Alaskan workers toward, and

Whereas, this will create real opportunity fo r the underutilized m inority 
workers advocated fo r by the NAACP, and

Whereas, a Project Labor Agreement will not completely eradicate the long 
history o f out-o f-sta te hire but will maxim ize Alaskan hire, and

Whereas, the Fairbanks Chapter o f the NAACP fu lly  supports Alaska hire 
local hire, and opportunities fo r Alaskan m inority workers in the 
Alaskan construction industry,

Therefore Be I t  Resolved: On this 21th Day of April, 2007, tha t the Fairbanks 
Chapter o f the National Association fo r the Advancement o f Colored People 
supports a Project Labor Agreement in Governor Sarah Palin's AGIA as long as 
there is enforceable language as part o f said agreem ent to ensure m inority and 
women's participation on the project in numbers and percentages tha t are 
generally reflective of the demographics o f the State of Alaska at the tim e of 
the projects inception.

Approved by the Executive Board and 
Signed This Day o f April 21, 2007

Ms. Virgie M. Dunlap-Kingy/President 
Fairbanks Branch NAACP

Sworn before me on the 21st day of April, 2007

Jonna H. Weed, Notary 
My Commission Expires: <)
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MAY 0 7 2007

To the Chair,

Members o f  the committee, thank you for this opportunity to testify on the 
Alaska Gasline Inducement Act. Alaska’s natural gas has the potential to secure our 
economic future and I applaud the Governors’ efforts to cause a pipeline to be 
constructed.

A project like this comes along once in a generation. We have one chance to get it
right.

As Representative Samuels says the tariff the tariff the tariff. We need a low tariff 
to ensure that the state receives fair compensation for its resource and that independent 
companies can afford to ship their gas in the pipeline. How do we get a low tariff? One 
way is to ensure a steady, productive, and predictable cost and supply o f  labor. By 
including the requirement for a negotiated Project Labor Agreement in the bill we ensure 
labor stability through a no strike no lockout provision. We can be sure o f  a competent 
workforce that has been trained in standardized programs that include both classroom and 
extensive on the job  training, flic cost o f  labor will be known because the wages and 
benefits can be agreed to prior to the start o f  work and the use o f  in state hiring halls will 
give Alaskans the best opportunity to gel the jobs associated with the gasline.

J urge members o f  the committee to include the requirement for a licensee to 
commit to negotiate a Project Labor Agreement for construction o f  the pipeline and all 
related infrastructure. Again thank you for the opportunity.

John Brown 
Operating Lngineers 
Local 302



Senator Lyman Hoffman MAY 0 9 ?007
Senator Bert Stedman
Co-Chairmen
Senate Finance Committee
State o f  Alaska
Alaska State Capitol
Juneau, AK 99801

As Alaskans with a vested interest in Alaska’s future, the undersigned urge the Palin Administration 
and the Legislature to make one simple change to AGIA. We suggest that you amend AGIA to 
allow all interested parties including the Producers to submit their own proposal, without the 
specific requirement that it meet the exact terms o f  AGIA. In other words, “ let's see what they 
have".

M ay 8, 2007  F. E f  [: f V!Z I

The stakes are too high and the risks are too great to not consider what could prove to be the most 
favorable gasline option. Regardless o f  the outcome. Alaskan’s should be assured that no options 
were ignored, regarding the economic future o f  the state.

The Administration and the Legislature should not be reluctant to allow all parties to submit their 
own gas line proposal even if it contains different proposed fiscal terms or variations o f  criteria 
currently proposed in AGIA. There is no downside to looking at this option. If the Administration 
doesn’t believe it is in the State’s best interest, it may be rejected.

For the sake o f  the economic future o f  Alaska, we urge you to broaden the process to consider any 
and all proposed options that meet the state’s key objectives.

Respectfully,

Bob llickcl Bill Adair Chad Moore
I’rcMtleiil President 1 fresco
1 ticket ImcstinciU Compaiiv DulP.vinkle’s

Joe Ralston
Marc I.angland Sam Brice (iciietal. DSAI (Ret)
(TO President
Norlhrmi Hank Brice Inc Rev Wilhelm 

President
Ken Williamson Irene Spaiks Rowan Alaska Commercial Company
President Director (Ret. 1
Della Alaska Wholesale Klukuan. Inc. Ron Duncan 

President
1 leivi Samtvik I’ele Sorenson (ifl
President President
NANA Development l orp, Woild Wide Movers Anthony Drabck 

President A: CP*)
Marvin Da\ is Phil Smsarenko Natives til’ Kodiak. Inc.
President Sr. Adv isor
1 onyass Business l enter. Inc Nordic ( ’alista Services 1 any S. Cash 

President A: t'pi > 
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MAY J

May 4, 2007

Honorable Governor Sarah Palin 
Office of the Governor 
P.O.B. 110001 
Juneau, Alaska 99811

Dear Governor Palin,

On behalf of Alaska's cities and boroughs, I would like to offer the Alaska 
Municipal League's support for the AGIA concept.

AML is a statewide private municipal advocacy organization with the mission to 
help bring success, viability and economic health to all of Alaska's municipalities 
through lobbying efforts, training and communication. AML’s membership 
encompasses all sizes of municipalities from all areas of the state: Anchorage to 
Betties, Barrow to Metlakatla, Our membership also includes affiliate groups 
such as the Alaska Conference of Mayors, Alaska Association of Municipal 
Clerks, Alaska Municipal Management Association, Alaska Municipal Attorneys 
Association, and the Alaska Government Finance Officers’ Association, as well 
as associate businesses representing many of the industries across the state.

Our members will all be directly impacted by any legislation dealing with the gas 
line. We have discussed at length our position on the concepts currently under 
debate in the Legislature and we take this statement of our position quite 
seriously, as it will affect everyone in the State. All of AML’s member 
communities support the near future development of an Alaska gas pipeline. 
This pipeline has the potential to provide billions of tax dollars to our state and 
our municipalities, as well as much-needed jobs and business opportunities.

We strongly support an Alaska gas pipeline and would like to commend you and 
your staff for the hard work and dedication which has led to a proposal that puts 
Alaska first.

We would hope that through the process, continued importance is given to 
transparency, flexibility of ideas, creativity and a clear set of objectives.

Member of the National League of Cities and tlio National Association of Counties

http://www.akml.org


We would especially like to applaud Commissioner Tom Irwin and Commissioner 
Pat Galvin for the time, expertise and effort they have put into this process. We 
look forward to continue working with your administration and the Legislature.

■"N

O w \ ' l

Tim Bourcy 
President of the Board 
Alaska Municipal League

cc: Commissioner Tom Irwin
Commissioner Pat Galvin 
25th Alaska Legislature



Senator Lyman Hoffman, Co-Chair 
Senator Bert Stcdman, Co-Chair 
Senate Finance Committee 
State Capital Room 532 
Juneau, AK 99811-0001

M ay 10 .2007

Dear Co-Chairs and Members o f  the Finance Committee.

The top legislative priority for the Alaska State Chamber o f  Commerce 
during the last two years has been “ Build the Alaska gas pipeline to the 
contiguous U. S.” The Alaska Gasline Inducement Act (AGIA) outlines a 
series o f  inducements that the administration believes are critical to getting a 
gasline project underway. The State Chamber commends the Legislature for 
its hard work and strong efforts to bring a successful gasline project to 
fruition.

The Alaska State Chamber o f  Commerce encourages the Legislature and the 
Administration, to make necessary adjustments to the Alaska Gasline 
Inducement Act to encourage the maximum number o f  parties to submit 
proposals. It is our perspective that there are only a limited number o f  
companies capable o f  building the gasline and we believe that we must 
encourage the maximum number o f  bidders to submit proposals to the State 
for consideration.

We must establish a working process that includes all parties potentially 
involved in building a successful project, flic producers, explorers, pipeline 
companies, and the State must ilticl a way to come together to put together a 
project that will assure companies o f  the liscal viability o f  the project and 
bring the state the assurances it needs to issue a license for the project to 
move forward.

The State should not reject non-eonforming bids to the AGIA process, 
without the opportunity to measure those proposals against the potential for 
success. In the end, a successful gasline project is o f  importance, paramount 
to the State o f  Alaska.

We again reiterate our support o f  your efforts to get a gasline project under 
construction for Alaska. We look forward to continuing the dialog and 
providing support for your efforts to build a gasline for Alaska.

Yours in economic prosperity.

'  IWayne A. Stc\ ens 
President ( 'LO

www.alaskachamber.com

http://www.alaskachamber.com


The top legislative priority for the Alaska State Chamber o f  Commerce during the last 
two years has been “Build the Alaska gas pipeline to the contiguous U. S.” The Alaska 
Gasline Inducement Act (AGIA) outlines a series o f  inducements that the administration 
believes are critical to getting a gasline project underway. The State Chamber commends 
the Administration for its hard work and strong efforts to bring a successful gasline 
project to fruition.

The Alaska State Chamber believes that a successful project should create benefits to the 
State consistent with the following State priorities:

Alaskans deserve a fair share o f  revenues from a gas pipeline project 
Alaskans need the opportunity to access the gas

• Future explorers must have access to the gas pipeline
• The gas pipeline must be expandable 

Alaskans deserve Alaska Gas Pipeline jobs

The State Chamber believes that the State must insure there is a fair and inclusive process 
for all potential applicants interested in building the project. Flexibility in accepting and 
encouraging applications will bring greater participation in the process and will in the 
end, give the State the best possible set o f  options to review. The State Chamber 
encourages the Legislature and the Administration to find ways to encoi age the 
maximum number o f  proposals.

While the list o f  “must haves” identified by the AGIA legislation are important concepts 
to measure a project against, they must not eliminate alternative concepts that lead to a 
successful project. Incentives appear to he necessary since no progress has been made to 
date, hut the State Chamber seldom believes that incentives can make up lot uneconomic 
projects. Critical to the process is the need and desire to maximize the number o f  
applicants and proposals to build the much-needed project. The State should not reject 
non-conforming bids to the AGIA process without the opportunity to measure those 
proposals against the potential for success. In the end. a successful gasline project is o f  
paramount importance to the State o f  Alaska.

The Alaska State Chamber o f  Commerce encourages the Legislature and the 
Administration to make necessary adjustments to the Alaska Gasline Inducement Act to 
encourage the maximum number o f  parties to submit proposals. We must establish a 
working process that includes all parties potentially involved in building a successful 
project. The producers, explorers, pipeline companies, and the State must llnd a way to 
come together to put together a project that will assure companies o f  the fiscal viability o f  
the project and bring the state the assurances it needs to issue a license for the project to 
move forward.
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A l a s k a  S t a t e  L e g i s l a t u r e

Senator Hollis French, Chair
iSlate Capitol, Room 417 
Juneau, Alaska 99801 
Rhone: (907) 465-3892 
F ax :(907) 465-6595

S e n a t e  J u d i c i a r y  C o m m i t t e e

Changes M ade in Senale.Tudiciary to C>SSH104 (RlvS) Natural Gas Pipeline Project.

The hill order was < hanged to comport with (he hill order of die House companion hill, al die
request of legislative drafters.

Article I.
Inducement to Construction o f  a  Natural Gas Pipeline

Set lion I.'!,90,010 Purposes: No changes were made to this section.

Article 2.
Alaska Gasline Inducement Act license

Section I.' 1.90.100 (his Project: .No changes were made to this section.

Section l.'l.!)().! 10 Construction Inducement:
• l anguage was added to clnrilv that the S,500,000,000 inducement is subject to 

appropriation by the legislature.

Sec tion I,'1.90.120 Request lor Applications:
• Language requiting the administration to request applications within 90 davs was changed 

to "as soon as practicable” and a conforming amendment was made in uncodilied law 
staling the legislature's intent that it lake plac e- within 90 class.

• A provision h>r an appeals process lor solicitation and appeals relating to applications was 
deleted as the committee added language to the application requirements that applicants 
waive their iiglits to appeal.

Committee Members:
Senator Charlie I Iuggins 
Senator Hill Wieleehowslci 
Senator l.esil McGuire 
Senator Gene Therri.mlt



Section IR.OO. liJO A|)|)lic;ilion Requirements:
• language was added lo (I)) lo rccjnirt* dial applicants will describe llieir plans lo implement 

praeliees Ini controlling earbon emissions from natural e/as systems as established by the 
I IS KPA.

• The re(|nirenienls that an applicant propose and support rolled-in rates were rewritten lo 
require that the 1/5 percent will apply lo negotiated rates rather than just the maximum 
recourse rale, and that rolled in rales will include fuel costs

• language was added belter defining the provisions for a project labor agreement, and 
requiring that an applicant utilize the Department o f  la b o r 's  job centers and internet hiring 
program to the extent practicable.

• Two new requirements for applicants were added: (lb) requires applicanls lo waive appeal 
rights, both to the determination dial no applicant merits the issuance ol a license, and to 
the determination to license a pailicular applicant. New requirement (If)) requires the 
applicant provide a more detailed delineation of the parlies to an application.

Section IR.PO.I Id Initial Application Review: \ o  changes were made to this section.

Section I,'!.!)(). l.id Proprietary Information and Trade Secrets:
• I anguage was added to clarify that only inloi malioii submitted by the licensee and retained 

by the slate is subject lo disclosure

Section ITRO.IbO Notice. Review and Comment:
• Language uas deleted dial staled that applications received are “not public documents" as 

ibis was a misstatement of lad.

• Language was added ( l.uilvmg that the summaiy provided by the applicant is a siinunaiv ol 
confidential inhumation.

• A new siibscdiou was added to require that the inhumation determined b\ the 
commissioncis to be conlidenli.il would nevertheless be available lo legislators, legislative 
auditors and legislative linaucc stall and their contractors on request alter the person 
making the request signs a confidentiality agreement.

Section IR.R0.I70 Application Kvalualion and Ranking: No < hangcs wi re made to ibis section.

Section Id.! 10.1 SO Notice to Legislature:
• ( )ne change was made to clarily that the project rather than the application is judged on its 

proposed hcnclils.



Sec tion IR.'K). I!)() Legislative Approval:
• This section was redrafted to require that the legislature approve the selection ol a licensee 

through a hill to he introduced in both bodies. T h e  legislature must act within (it) days (this 
provision is a change to the I filiform Rules and will require a 2/drds vole). II the legislature 
fails lo approve the issuance of a license, the commissioners may not issue the license the 
legislature failed lo approve but may request new applications.

Section IM.R0.20I) Cerlilicalion by Regulatory Authority: No changes were made lo this section.

Section IR.P0.2M) Amendment or M odera tion  ol Project Plan:
• I.anguage was added that allows a project lo be modified il the modilicalion improves the 

net present value o f  the project

• I .anguage was added that allows a project to lie modified il necessary ol an order issued by 
the Alaska ( )il and ( bis ( ’onset valion Commission.

Section PJ.!)().220 Records. Report, Conditions, and Audit Requirements: no changes to this
section.

Section !.’l.!)0 .2.‘i() I .irensc Violation*: Damages: No changes were made to ibis section

Section IR.R0.210 Abandonment ol Project:
•  flic leim “uneconomic" was delined in the section, and rclereuees to arbitiniing 

abandonment were deleted.

• Language was added to lequire that arbitration be conducted under the substantive and 
procedural laws of Alaska, that judgments must be entered in a superior eomt in ibis state, 
that the burden o f  prool for any appeal ol an arbitration rested with the person making the 
appeal, and that all arbiliators must be selected Irom the National Roster ol the American 
Arbitration Association.

• The bill was changed to stale that is an aibilialioii panel makes a linal determination that
the project is uneconomic, the licensee shall assign studies, data etc. l<> the stale icgardless
of  which patlv requested the arbitration.

Set lion IR.RO.LLiO Casliue Inducement Act Coordinator:
• I .anguage "a s  added lo clai ilv that the pi »sil i« hi was in the oil ice ol the g< ivei m 11 , would be

supported In tin -llite of the Coveiiioi. and that the cooidin.iloi was appointed In the
( iovernor and can lie removed at the discielion ol the governor.

• l anguage ie(|lliiillg conliiillation ol the coordiiialoi was deleted.

Section l,'l.2(i() l'Apediled Review and a< lion In stale agent ies: No changes in this set lion.



Article 3.
Resource Inducement

Section 13.1)0.300 Qualification lor Resource Inducement:
• Reference lo the lax freeze was deleted from the provisions that can be made contractual.

Section 13.00.310 Royally Inducement:
• I.anguage regarding protest actions by shippers if IT.RC roll-in rale policies change were 

deleted.

Section 13.00.320 (bis Production l ax Kxcioption:
• Tax freeze provisions were changed so that lax rales are set at the start ol the first binding 

open season rather than at the end of il.

• Conforming language was added to remove contractual provisions lor the lax freeze
vouchers received In gas producers.

• I,anguage regarding protest actions by shippers il IT.RC roll-in rale policies change were 
deleted.

Section 13.00.330 Inducement Vouchers:
• A new sialic in was added lo provide lor vouchers lor persons committing to linn

lianspoi lalion lor a < eilaiu amount ol gas is agreed to in a binding sales contract with a gas
pioduccr: the vouchers may then be transferred lo the gas producer for that volume lor the 
period of die collirat I or the pel iod of the inducement, whichever expires lit si.

Article 4.
Miscellaneous Provisions

Section I3.!>(). 100 (bislinc Inducement Matching Conti ihtiliun fund: No changes vveie made to
this section,

Section 13.1)0.110 Regulations: No changes were made to this section.

Section 13.00.120 Statute ol I .ituil.iti< us;
• I bis section was amended lo cl.u ill the pr< u isi< ip applies in this chapter,

Section I.I.IK). 130 Inleiest; No changes weic made to ibis sec lion.

Section 13.00.1 10 I .ii i used Pic»j*,i‘J Assur.uu es.
■ I lie l.ingii g. was amended to claiil’v that binds must be appropriated by the legislature; 

ilia! only qualified expenditures will he leimhuised, and that existing programs to settle 
loyally disputes, uiodilv royally rales, or prov ide the benclils ol a large p n g ed  pci mil 
coordinator under existing stale law does not constitute preleieiilial ticalmciil.



Section 13.1)0. ISO Assignments:
• A provision was added to require that public notice, legislative notice and a 30 day public 

comment period precede a license transfer.

• A conforming amendment was made to address die transfer ol inducement vouchers.

Article 5.
General Provisions

• A section was added as a coulbrmiug amendment to slate it was the legislature's intent that 
a request for applications be issues within 1)0 days alter the effective dale ol ibis act.

• A section was added to uneodilied law to stale the legislature's intent that the Court 
expedite cases relating lo a pipeline under ibis act by giving the ease piiorily over all other 
c ivil cases lo the extent permitted under the Alaska Rules ol Court.
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Questions Raised by Senate Finance Committee 
Following Testimony Provided by David Van Tuyl on April 28, 2007

1. Please provide the committee with workable solutions in language to fix each of 
the major concerns raised in response lo the bill, including ways to revise .200(a) 
and .240(c), without compromising the State position.

BP provided a full mark-up of the bill to the Committee on May 3.

2. Explain the basis for the $2.39/nicf toll estimate developed in 2001. Was that in 
money-of-the day or real terms?

The $2.39/mcf toll estimated generated in 2002 in a money-of-the-day toll, levclized over 
a period o f  30 years. This was based on the $20 billion capital cost estimate, quoted in 
$2 0 0 1 .

3. Please provide similar examples of long-term fiscal stability with governments on 
pipelines elsewhere, particularly in North America.

No project in North America similar to the Alaska gas line project in terms o f  scale and 
cost by an order of magnitude. When completed, this project will be one o f  the greatest 
construction projects ever, a modern Great Wall o f  China. The project is more in line 
with resource mega-projects elsewhere in the world that have been provided long-term 
fiscal stability.

To address the fiscal risk associated with mega projects, “stabilization agreements” that 
provide "guarantees to an investor that, for a certain period o f  time, the statutes and 
regulations covering certain areas o f  |a  country’s] legal system (typically taxation, but 
sometimes other areas as well) will apply to the activities o f  said investor without 
including any change, amendment or substitution” are "a well known and widespread 
option” in foreign countries. Prado, Fiscal Stabilization Agreements with Host 
Countries: What They Are and How They Work, 51 Rocky Mtn. Min. L. Inst. 20-4 (2005)
1 “Prado” ], 'fhe prior administration’s energy consultant was able lo identify 46 countries 
with fiscal stability provisions. It is not just the political risk associated with a particular 
country that drives the need for such agreements worldwide. Rather, it is the nature o f  
the investment itself. Once an investment has been sunk, a rational taxing authority gains 
leverage over the project revenues because the project is built and subject to the 
authority’s jurisdiction. The temptation is strong to obtain a larger share of revenues 
from the “captive” investor Such agreements are particularly important for projects that 
have a high dependence on the ability lo generate substantial cash flows late in their life. 
These agreements "have become not only o f  great importance for investors 
contemplating whether or not to invest in a certain foreign jurisdiction, but they are also 
greatly appreciated protection tool for financial institutions and multilateral lending



entities, which nowadays arc even more important lo please than investors themselves.” 
Prado, tit 20-3.

In the United States and Canada, stabilization agreements are not common place for 
several reasons. First, there are relatively few mega energy projects in these jurisdictions. 
Second, these jurisdictions have a more diversified taxing regime that is not dependent on 
revenues from one industry. Nevertheless, even in the United States, fiscal stability is 
mostly found in local jurisdictions that seek to attract development by reducing and 
fixing property or other taxes or providing tax credits for a specified period. An Alaska 
solution must be broader than a one-tax approach because the Alaska project and its 
investors would be subject to levy and increased rates on many different taxes.

Although two recent cross border pipeline projects, the Alliance pipeline and the 
Maritimes and Northeast pipeline proceeded without special fiscal stability, they are 
readily distinguishable from the Alaska project. As noted above, the Alaska project is: 
( 1 ) many times larger, more expensive, and, hence, more risky, and (2) subject to a less 
diversified revenue base than that associated with the other projects.

The Alaska project is a world class project subject to world class risks. Like similar 
resource mega projects around the world, it will need fiscal certainty The solution could 
take many forms A separate process will be required, and BP is ready to work on a 
solution witli the Administration and the legislature.

4. What specific circumstances could cause this project to become uneconomic?

There are a number o f  risks this project faces that could lead to the project not being 
commercially viable. Three key risks include (1) changes in the fiscal regime, (2) capital 
cost increases, and (3) fundamental changes in market price.

(1) Fiscal Stability Risk -  The uncertainty around future taxation poses a significant risk 
to the economic viability o f  the project. Confidence in the ability of the project to 
generate long term stable cash flows will be an important consideration to investors. T he 
possibility o f  changed fiscal terms resulting in changes in future cash flows creates 
uncertainty that is impossible to model with accuracy. In addition, further taxation risk 
exists in the possibility o f  the imposition of new taxes that don’t exist today.

(2) Capital Cost Risk -  One o f  the biggest risks for the project is the uncertainty around 
the cost to build the pipeline. This is not “just another mega-project". This will be the 
largest privately-funded project in North America, crossing two countries, several 
provinces and states, and will require massive amounts o f  steel, materials, and labor. As 
such, it will present unprecedented challenges in project management, manufacturing, 
procurement, logistics, and construction. Because o f  the scope ol' the project, even 
relatively small over-runs can have large consequences. Large over-runs could cripple all 
but the largest corporations.



(3) Market Price Risk -  Oil and gas companies willingly take on commodity price risk. 
The risk is significant, as the historic volatility a id unpredictability o f  energy prices is 
likely to continue. While the North American gas market is the largest in the world, price 
competition from LNG and other sources is very real. Anyone who forecasts gas prices 
two decades into the future and suggests they can’t imagine a particular outcome might 
reference the Economist’s March 6 1999 issue. The cover story “Drowning In Oil” , 
explained why oil prices would remain low and possibly drop to $5/barrel. As it turned 
out, oil prices were starting to recover from their two-decade low in December 1998, and 
the Economist’s projections were completely off the mark. What is certain is that future 
energy prices are unknowable.

Although the above three risks are very important, they are just some of the risks faced 
by the project. Other risks include: completion risk, delay risk, size risk, marketing risk, 
competition risk from LNG and other energy sources, production risk, resource risk, 
political risk, permitting risk, firm transportation commitment risk, financing risk, and 
environmental risk. Any one of these could significantly affect the project's economics.

5. Can you provide examples of HP projects where FERC certificate conditions 
have been revised based upon negotiation, thereby leading to certificate acceptance?

While we have not identified a BP-sponsorcd project where FERC certificate conditions 
have been revised through subsequent actions, such a process is not uncommon. BP has, 
however, challenged regulatory decisions in a number of areas.

A recent example of a revision to a FERC certificate occurred with Transcontinental Gas 
Pipeline’s proposed “Market Link” expansion project from the early part of this decade 
went through several iterations with the FERC before reaching its final form.

Unfortunately, the sort of flexibility, which pipelines depend on in order to enable them 
lo respond to changing market conditions, effectively is prohibited under AGIA. Under 
43.90.200(a) (Senate Judiciary CS) "[a] licensee that is awarded a certificate o f  public 
convenience and necessity for the project by the Federal Energy Regulatory Commission 
... shall accept the certificate when all rights o f  administrative appeal relating to the 
certificate have expired." Under AGIA as drafted, no later modification of the project is 
permitted.

6. Can you please describe more fully the conflict created between Section (30 (13) 
of AGIA and FERC Order 2005?

What FERC Order 20(35 requires is that the pipeline owners provide estimated distance 
sensitive rates lo in-state delivery points. What is does not require, but AGIA appears to 
require, is that pipeline owners set aside capacity for potential in-statc shippers even if 
none sign up for capacity in an open season. The order merely requires estimated



transportation rates for all identified in-statc delivery points and those estimates not 
include the costs for service delivery outside o f  Alaska.

A GIA’s language, however, appears to require the AGIA licensee to offer in-state 
transportation service to in-state delivery points, regardless of whether any shippers bid 
successfully for in-state commitments in an open season. The language implies that 
potential capacity needs for in-statc service must be set aside and included in the initial 
construction capacity, rather than ensuring that such service be made available only if the 
capacity is actually available as is provided in FERC Order 2005.

The specific language o f  the two relevant provisions is provided below for reference: 

FERC Order 2005 - 18 C.F.R. 157.34(t
based on the In-State Study and the deliveiy points within the State of Alaska identified in 
(I) above, there must be an estimated transportation rate for such deliveries, based on 
the amount of in-state needs shown in the study. Such estimated transportation rate must 
be based on the costs to make such instate deliveries and shall not includt costs to make 
deliveries outside the State of Alaska:....

CSSB 104-43.90.130(13):
commit to offer firm transportation scn'ice to delivery points in this state as part of the 
tariff regardless of whether any shippers bid successfully in a binding open season for 
Jirm iransportation scn'ice to delivery points in this state, and commit to offer distance- 
sensitive rates to delivery points in this state consistent with IS C.F.R. 157.34(c)(8);

The difference between the two provisions is significant. Under FERC Order 2005, the 
capacity would be constructed only if in-statc shippers committed to pay for the costs. 
Under AGIA, it appears that the capacity would have to be constructed regardless o f  
whether in-statc shippers committed to pay for its costs. If they did not, the costs of the 
unsubscribed capacity would have to be shifted elsewhere, possibly even to the other 
shippers using the line who neither requested nor need the capacity.

7. Please provide more context on the application of rolled-in rates in Canada and 
how than may affect the project in whole?

The National Energy Board (NEB) in Canada does not have a policy on tolling (rolled-in, 
stand alone, incremental, etc.) or cross subsidization. According to Enbridge Pipeline’s 
May Is1 testimony to the Mouse Finance Committee, the last three cross border pipelines 
have been constructed without the ability for the initial shippers’ rates to be changed,

Ron Brintnell o f  Enbridge testified that the Alliance. Murtimes NE and Vector pipelines 
were based on negotiated rates that did not provide for rolled-in rates. Mr. Brintnell said 
in his May Is1 testimony:

"I would like to touch on the issue of rolled in rales, which you have heard that 
there is a presumption of in Canada and in particular the ability for existing 
shippers to be charged higher rates on expansions. While this true for vintage



pipeline:, new cross border gas pipelines like Alliance and Vector were developed 
with negotiated rates. In these cases initial shippers have contracts which give 
them protection from upside rate escalation above what was agreed lo in the 
contract. The NEB is supportive o f  pipelines and shippers reaching negotiated 
settlements."

When considering the appropriate tolling treatment for system expansions o f  older 
existing pipelines, the NEB has historically favored rolled-in tolls. In various decisions, 
the NEB has ruled in favor o f  rolled-in toll treatment when looking at similar projects - 
unless compelling reasons/circumstances to do otherwise arc raised.

Although rolled-in rates have generally been the norm for expansions o f  older pipelines 
in Canada, several recent large cross-border pipeline expansions have been based upon 
negotiated rates.

8. Do you have any comments on the project evaluation and ranking section of 
AGIA?

BP provided a full mark-up o f  the bill to the Committee on May 3.

9. BP is a participant in the Rockies Express pipeline. How specifically are you 
protected in those agreements from cost overruns?

The Rockies Express pipeline’s tariff provided initial shippers with the opportunity to 
obtain firm, fixed rates that would insulate the shippers against the potential o f  their 
negotiated rates being increased during the term o f  the agreement. ACdA lakes away this 
opportunity. Additionally, the pipeline’s tariff provided initial shippers with the 
opportunity lo insulate themselves from the risks o f  cost overruns during the term o f  their 
agreement. No pipeline company that has expressed any interest in constructing the 
Alaska project has offered such a guarantee.

Shippers on Rockies Express may elect negotiated rate provisions as part o f  their 
precedent agreement. The actual negotiated rates applicable to a shipper depend on 
whether the shipper qualifies as Foundation, Anchor or other Standard shipper. The 
negotiated rates applicable to each category are set forth on Appendix A to the precedent 
agreement.

The negotiated rates provide for a choice between firm, fixed rales for the term o f  the 
firm transportation agreement, or rates which are subject to a one-time adjustment for 
actually incurred steel costs. Because Rockies Express is still in the construction phase, 
shippers electing firm, fixed rates at this point (regardless o f  the outcome o f  construction) 
are insulated from the risks o f  cost overruns for the term o f  their agreement. The 
availability o f  firm, fixed rales also insulates the shippers against the potential o f  their 
negotiated rates being increased during the term o f  the agreement as a result of



a

subsequent pipeline expansions. In that regard, while shippers agree to pay the actual 
levels o f  certain variable operating costs, the precedent agreement also contains 
protections from those costs increasing above certain levels as well as a result o f  system 
expansions.

Similar protections arc prohibited under AGIA because AGIA undermines protections 
provided by negotiated rates. First, section 130(7)(B)(ii) o f  CSSB 104 (JUD) requires the 
licensee to raise “negotiated rates” to reflect any increased costs which il might incur as a 
result of an expansion. Moreover, although the Administration argues that any such 
increase would be limited to “no more than” 15%, that statement is simply wrong. As 
currently drafted, the section requires that the licensee retain the right to increase 
negotiated rates by up to “ 15 percent above the negotiated rate for pipeline capacity on 
the dote o f  commencement o f  commercial operations '' Often, negotiated rates can 
decrease (or increase) over the life of the contract by significant amounts from the initial 
rate levels. Thus, it is easy to imagine a situation in which the initial rates would be high 
relative to those applicable at subsequent times during the term o f  the negotiated rate. In 
that instance, requiring that the rates under negotiated contracts be raised in the event of 
an expansion by 15% from the rate in c> fect on the date of commencement of commercial 
operations could result in actual later rate increases by much larger (e.g., 35% or more) 
amounts.

AGIA also undermines negotiated rates in a second way. As currently drafted, AGIA 
effectively ensures that the AGIA licensee is the only entity able to put forth a pipeline 
proposal. Pipeline owners are willing to negotiate rates when shippers have alternatives 
available. In those situations, owners o f  competing pipeline projects offer shippers 
negotiated rates to attract shippers to one proposal over others. Under AGIA, however, 
the AGIA coordinator will ensure that state regulations favor one proposal over another 
in obtaining state permits. ’"bh the result that the AGIA licensee will have an effective 
monopoly over the projc In that situation, AGIA licensee has little incentive to 
negotiate rates. As a result, il is unlikely that negotiated rates (or as favorable a set of 
negotiated rates as would be available in a competitive environment) will be available for 
shipments on an AGIA-bascd pipeline.

10. W hat is the track record  for any m ajor pipeline projects m anaged by the  
producer on the North A m erican  continent?

In North America, producers largely have been involved in areas where additional 
investment is required in order to provide transportation from production areas requiring 
new or expanded transportation options. A good example is the Alliance Pipeline, which 
at the time o f  initial FERC certification was a project owned by 17 limited partners (15 of 
which were producers). The 1,855 mile pipeline, which runs from British Columbia and 
Alberta to Chicago, was proposed and built in the late 1990’s in response to capacity 
bottlenecks in existing transportation systems from the Western Canadian Sedimentary 
Basin lo Midwest US markets. Subsequent to construction, the producer interests were 
acquired and consolidated by a financial investor and a major pipeline company.
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Other examples exist in the US Deep Water G ulf of Mexico, where because the need for 
capacity is production driven and as a result o f  technological and other challenges, 
producers have taken the lead in developing new pipeline capacity. A good example there 
is BP’s Mardi Gras Transportation System, a 485-mile system composed o f  a series of 
pipelines designed to bring gas and oil produced from the Deep Water to the existing 
shelf and onshore pipeline network. B P ’s Dcstin Pipeline also is an example of a pipeline 
designed to carry gas produced from the offshore to the existing onshore infrastructure.

A more recent example is the proposed Rockies Express pipeline, in which 
ConocoPhillips has a 25% ownership interest. Rockies Express is designed to link 
increased production from the Rocky Mountain region to Midwest US markets.
Producers also own substantial interests in a number o f  major US oil pipelines throughout 
the Lower 48 states.

11. W as B P  one o f  the producers w ho partic ipated  in the A lliance P ipeline?

No. At the time o f  initial FERC certification Alliance was owned by 17 limited partners 
(15 of which were producers), but did not include BP.

7
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Honorable Bert K. Stedman 
Chairman, Senate Finance Committee 
Alaska State Legislature 
Juneau, Alaska 99801-1182

Dear Senator Stedman,

Thank you for the opportunity to provide testimony before your committee last week 
regarding the Governor's Alaska Gasline Inducement Act. As I mentioned during my 
testimony, BG strongly supports this legislation and believes it will expedite the development 
of an Alaska gas pipeline.

During my testimony, you asked that I provide your committee with a comprehensive list of 
all of the interventions BG h3s been involved in at FERC. You also asked for BG to submit 
a note regarding our specific concerns relating to open access. Enclosed is a list of cases in 
which BG intervened before the Commission, along with a filing before FERC in case RM07- 
1, which addresses the open access concerns BG has regarding the Alaska gas pipeline. In 
this particular case, I have included a filing by Anadarko, along with BG’s supporting letter.

I look forward to continue to work with the Senate and your committee on this very important 
issue. Should you have any questions please do not hesitate to contact me at 713 599 
4009.

Sincerely,

David N. Keane

enclosures

IK i MONTH AMERICA, LLC
David N, Keane
Vico President
Policy & Corporate Affairs
5444 W eslhcim or 
Suite I200
Houston. Texas 77050

tel (713) ’>90-4009 
fax (713) 599-4250



Proceedings in wliich BG has participated before the FERC

Docket No. Proceeding Participating BG Entity

RM07-1 Rulemaking -- Standards o f  Conduct for Transmission Providers BG E&P Alaska, Inc.

RP04-42-000
RP04-42-001

Southern Natural Gas Company — Update o f  Gas Quality Provisions BG LNG Services, LLC

RM06-21
RM07-4

Pacific Gas and Electric Co. and Southwest Gas Corp. -  Petition for 
Rulemaking to remove price cap applicable to capacity release 
transactions

BG Energy Merchants, LLC

ER06-1367
ER07-239

Application for market-based rate authority BG Dighton Power, LLC 
BG Energy Merchants. LLC 
Lake Road Generating, L.P.

EG99-220 Transfer in upstream ownership from Lake Road Generating 
Company, L.P.

BG Dighton Power, LLC 
BG Energy Merchants, LLC 
Lake Road Generating, L.P.

ER07-546
ER07-547

ISO New England, Inc. -  Revisions to market rules implementing 
Forward Capacity Market Settlement Agreement

BG Dighton Power, LLC 
BG Energy Merchants. LLC 
Lake Road Generating, L.P.

ER07-397 ISO-NE and NEPOOL Participants Committee — Amendment o f  
Schedule 2 o f  ISO-NE Open Access Transmission Tariff

BG Dighton Power, LLC 
BG Energy Merchants, LLC 
Lake Road Generating, L.P.

RP07-149 G ulf South -  Tariff filing to modify gas quality specifications BG Energy Merchants, LLC

EC07-50 Joint application for authorization o f  disposition o f  jurisdictional 
facilities pursuant to FPA 203

BG North America, LLC 
Lake Road Generating. L.P.



RPO1 -503-007 Natural Gas Pipeline Co. o f  America -- Tariff filing on 
Commission’s gas interchangeability

BG LNG Services, LLC

ER07-2 Order instituting inquiries regarding possible revision o f  scheduling 
and compensation mechanisms for gas-fired generators

BG Dighton Power, LLC

EL07-1
EL07-2
EL07-3
EL07-5

Order instituting inquiries regarding possible revision o f  scheduling 
and compensation mechanisms for gas-fired generators

BG Energy Merchants, LLC

CP06-474 Southern Natural Gas Co. -- Application to authorize abandonment 
by sale o f  existing facilities from Elba Express Co. (EEC) and to 
acquire facilities to be constructed by EEC

BG LNG Services, LLC

CP06-471
CP06-472
CP06-473

Elba Express Co. LLC -  Motion to construct and operate natural 
gas facilities, and lo acquire facilities to be abandoned by Southern 
Natural Gas Co.

BG LNG Services, LLC

C P 06-470 Southern Natural Gas Co. — Application to authorize abandonment 
by sale o f  existing facilities from Elba Express Co. (EEC) and to 
acquire facilities to be constructed by EEC

BG LNG Services, LLC

EC06-153 Application for approval under FPA 203 BG Dighton Power, LLC

Ec06-73 Self-certification o f  status as exempt wholesale generator BG Dighton Power, LLC

RP04-249 Florida Gas Transmission (FGT) -- gas quality and 
interchangeability standards

BG LNG Services, LLC

CP06-102 Trunkline LNG — Application to construct/operate Ambient Air 
Vaporization and natural gas liquids processing facilities

BG LNG Services. LLC

1



RM03-10 Rulemaking Amendments to Blanket Sales Certificates BG Energy Merchants, LLC

CP06-1 FGT — Application Tor Phase VII expansion o f  facilities BG LNG Services, LLC

CP04-223
CP04-293
CP04-358

KeySpan LNG, L.P. -  Application to convert storage facility into 
LNG terminal

BG LNG Services, LLC

CP05-3S8 Southern Natural Gas Co. -- Filing on gas quality and 
interchangeability standards

BG LNG Services, LLC

RP05-491 Trunklinc -- Tariff filing with increase in currently effective fuel 
reimbursement percentage and increase in electric power cost 
adjustment

BG LNG Services, LLC

RPO1-229-002 Trunkline — Tariff with negotiated rate agreement BG LNG Services. LLC

CP02-60-006 Trunklinc -- Tariff with negotiated rate agreement | BG LNG Services, LLC

CP05-357
CP05-358
CP05-359
CP05-360

Creole Trail LNG, L.P. — Application to construct/operate LNG 
import terminal: Cheniere Creole Trail — Application for related 
pipeline

BG LNG Services, LLC

CP05-130
CP05-13I
CP05-132

Dominion Cove Point LNG -- Application to expand LNG terminal; 
Dominion Transmission, Inc. — Application to expand related 
pipeline

BG LNG Services, LLC

CP02-378 Cameron LNG, LLC — Application to modify proposed LNG 
terminal's berthing facilities

BG LNG Services, LLC

RP05-168 Southern LNG — Rate filing reflecting decrease in demand BG LNG Services, LLC



surcharge for maintenance costs o f  the turning basin

RP04-326 Marathon LNG Marketing — Petition for Declaratory Order to end 
controversy over “buy/sell” arrangements in the LNG sales contract 
with BG

BG LNG Services. LLC

RP04-523 Southern LNG -  Revisions to GT&C BG LNG Services, LLC

CP04-358 Algonquin Gas Transmission (AGT) -- Application to construct and 
operate pipeline and facilities lo connect to proposed KeySpan LNG 
facility and to establish rates

BG LNG Services, LLC

RP04-263 AGT — Tariff filing to reflect three firm transportation service 
agreements with negotiated rates with USGen New England, and 
one intcrrupliblc service agreement with discounted and negotiated 
rates

BG LNG Services, LLC

CP04-64 Trunklinc — Application to construct/operate natural gas 
Iransmission faci 1 ities

BG LNG Services. LLC

R P04-117 Trunklinc -- Tariff filing to provide that on transactions where no 
compression is required to make deliveries (consuming no gas as 
compressor fuel), no fuel usage component o f  the fuel 
reimbursement percentage will be required

BG LNG Services, LLC

CP04-4
CP04-5
CP04-6

Lake Charles Express LLC -  Application to construct/operate 
pipeline and related facilities, and interconnection with Trunklinc

BG L NG Services, LLC

RP03-484 
RPO1-208

BP America, ExxonMobil & Power Marketing and Shell Offshore -- 
Complaint alleging harm resulting from lack o f  objective and 
nondiscriminatory gas quality standards in Southern LNG Tariff

BG LNG Services, LLC
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CP02-374
CP02-378
CP02-377
CP02-378

I lackbcrry LNG Terminal — Application to construct/operate LNG 
terminal and provide open access LNG tanker services to shippers 
importing LNG (name later changed to Cameron LNG after 
acquisition); comments for Draft Environmental Impact Statement

BG LNG Services, LLC

CP03-75 Freeport LNG Development -- Application to construct/operate 
LNG receiving terminal

BG LNG Services, LLC

CP02-60 Trunkline — Application to construct/operate additional facilities at 
LNG terminal in Calcasieu Parish, Louisiana

BG LNG Services, LLC

RP02-379 CMS Trunkline -- Revised tariff to increase currently effective fuel 
reimbursement percentage and increase in electric power cost 
adjustment

BG LNG Services, LLC

CP02-379
CP02-380

Southern LNG -- Application to expand Elba Island LNG import 
terminal

BG LNG Train 3 Ltd.

RP02-129 Southern LNG -- Revised tariff to reflect a rate increase under 
Section 4 NGA

BG LNG Train 3 Ltd.

CP02-60-004 Trunkline -- Application to amend authority in LNG terminal 
expansion project

BG LNG Services. LLC

CP02-57
CP02-58
CP02-59

SCG Pipeline LNG -  Application to construct, install and operate 
natural gas pipeline facilities: a request for a blanket certificate 
authorizing transportation o f  gas for others; a request for a blanket 
certificate authorizing certain facility construction and operation

BG LNG Train 3 Ltd.

CP02-56 Southern LNG — Application for approval to abandon an undivided 
interest in the capacity o f  two parallel pipelines, by sale, to St G 
Pipeline. Inc.

BG LNG Train 3 Ltd.



CP02-55 CMS Trunkline — Application to increase maximum capacity o f  its 
LNG metering facilities at Calcasieu Parish, LA; requested approval 
lo operate its pipeline system downstream o f  same

BG LNG Services, LLC

C 1*99-579 Southern LNG — Update o f  rates for Elba Island LNG Terminal BG LNG Services, LLC

CP99-579-001 
CP99-5 80-003 
C P99-581-001 
CP99-582-004

Southern LNG -  Tariff filing; update o f  initial rates o f  service 
consistent with FERC orders

BG LNG Train 3 Ltd.

RPO1-445 
RPO1-445-001

Trunklinc — Stipulation and Agreement BG LNG Services, LLC

CP01-76 
CPOI-77 
RPO 1-217

Cove Point LNG -- Application to construct/operate facilities and 
reactivate existing facilities for LNG import; application for 
authority for siting, construction, and modification o f  import 
facilities

BG LNG Services. LLC
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UiNlTED STATES O F AM ERICA 
BEFORE TH E 

FED ERA L ENERGY REGULATORY CO M M ISSION

)
Standards of Conduct for ) Docket No. RM07-I-000
Transmission Providers )

)

REPLY CO M M EN TS OF 
ANADARKO PETROLEUM  CO RPO RA TIO N

I N T R O D U C T IO N

On January 18.2007, the Federal Energy Regulatory Commission (“FERC” or 

“Commission” ) issued a Notice o f  Proposed Rulemaking proposing revisions to the Standards of 

Conduct for transmission providers (“Standards o f  Conduct NOPR").1 On March 30, 2007, the 

State of Alaska submitted timely Comments on the proposed rule, directed solely at the 

relationship between this rulemaking proceeding and federal regulation o f  an Alaska natural gas 

transportation project. Anadarko Petroleum Corporation (“Anadarko”). an oil and gas 

exploration company with significant gas-prone acreage in the State o f  Alaska, hereby submits 

Reply Comments supporting the Coir.; '.cuts filed by the State of Alaska.

Anadarko joins the Slate o f  Alaska in its request that the Commission ( I ) make it clear 

that the Standards o f  Conduct for an Alaska natural gas transportation project apply to the 

relationship between the project sponsor’s and the ultimate pipeline’s relationship with both its 

“Marketing Affiliates” and “Energy Affiliates”, and (2) confirm that the requirements o f  Order 

Nos. „005 and 2005-A. relating to the conduct o f  open seasons for an Alaska natural gas

Shiihltinh nf Coihliu I tor Transmission Proviihrs, Notice <>l I’lopowd Rulemaking, I IK I HKC’ <>1,0.11
(2007)
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transportation project,2 remain unaltered by this Commission’s actions on remand o f  National 

Fuel Gas Supply Corp. v. FFRC, 468 F.3d 831 (D. C. Cir. 2006) (“National FueD.

BA C K G R O U N D

1. Competi t ive Concerns  Affecting The  Alaska Na tura l  Gas  Pipeline

In Order Nos. 2005 and 2005-A, the Commission promulgated its first rules relating 

specifically to an Alaska natural gas transportation project. The rules were promulgated to 

satisfy a Congressional directive in the Alaska Natural Gas Pipeline Act, 15 U.S.C. § 720, ct sccj. 

(“ANGPA”) that the Commission promulgate specific rules formalizing for an Alaska pipeline 

the Commission’s policy that all new pipeline construction he preceded by a non-discriminatory 

“open season.” The open season is the process through which potential shippers bid on capacity 

on the pipeline, as designed by the project sponsor. It culminates in a final project design and the 

execution o f  precedent agreements between the project sponsor and the prospective shippers for 

some or all of the design capacity o f  the project.

In enacting the ANGPA Congress was cognizant o f  the fact that virtually all o f  the 

natural gas that would be available for commitment to an Alaska pipeline in the initial open 

season would be the Prudhoe Bay/Point Thomson reserves, identified as a result o f  the 

development of the Prudhoe Bay/Point Thomson oil and gas fields, Over 90% of these reserves 

are owned by three producers ExxonMobil Corporation, ConnocoPhillips Company, and BP 

Exploration (Alaska) Inc. (“North Slope Producers") the self-declared Alaska pipeline project 

sponsors. Therefore, to ensure that potential competitors o f  the North Slope Producers will have 

access to the pipeline, and, thereby, be positioned to move forward in their exploration programs, 

Congress required that the Commission’s open season regulations "promote competition in the

Ri'Kiil(itiiw\ < imrnniiH llir ( 't/tiihu I of < )prn Seasons tor Alaska Natural (las transportation I’rojecls,
O u la  N'd, 2UII5. 110 I'l-KC' T 6 1.095 (2005), onlcr an ivli g. Order No. 2005-A. 111 I T R C I  01,332 (2005),



exploration, development, and production o f  Alaska natural gas” and, as to open seasons for 

capacity exceeding the initial capacity, that the regulations provide the opportunity for gas other 

than that from Prudhoe Bay and Point Thomson to be transported through the pipeline.

To develop the rules, the Commission compiled a substantial record, receiving both 

written comments and oral testimony from many parties, including the State of Alaska, certain 

Alaskan elected officials, Alaskan Natives, representatives o f  potential project sponsors -  both 

the North Slope Producers and independent pipeline companies, potential shippers -  including 

the North Slope Producers and explorers, representatives o f  state and federal agencies, and the 

general public.

A primary concern expressed by the State of Alaska, explorers, independent pipeline 

companies, and federal and state agency representatives, was the fact that the North Slope 

Producers intend to own and/or control the pipeline, and, were they to succeed in doing so, 

would have every incentive to enhance and solidify their dominance in the Alaska natural gas 

production market through their control over the Alaska natural gas pipeline. This expressed 

concern related not only to the open season process but also to the on-going operating conditions 

o f  the pipeline. As lo open seasons, the primary concern expressed by these parties is the 

pipeline’s ability to hold open seasons for expansion capacity under conditions that could tilt the 

balance toward their own production -  either through timing, rates, or terms and conditions of 

service. If the North Slope Producers controlled the pipeline, the C ommission was told, the risk 

would be significant that the North Slope Producers would give themselves preferential access lo 

the pipeline and preferential terms and conditions o f  service in order to enhance their already 

dominant market position in Alaska.

I-WA .'7M M't 3



These competitive concerns arc not new, as noted in the Comments filed by the State of 

Alaska. Rather, they date back to the Alaska Natural Gas Transportation Act o f  1976 

(“ANGTA”),3 in the very early stages of the effort to develop a natural gas pipeline to transport 

Alaska’s North Slope gas to markets in the lower 48 states. That the concerns remain today is 

clear from the record in Docket No. RM05-1, and ANGPA itself, where Congress directed the 

Commission to ensure that the rules governing access to the pipeline will “promote competition 

in the exploration, development, and production of Alaska natural gas.” '

The need to establish a level playing field for explorers, both in terms o f  obtaining 

capacity and in terms of receiving service, was a fundamental objective of the Commission’s 

rulemaking proceeding in Docket No. RM05-1. To address the competitive concerns, the 

Commission found it necessary to impose “strict requirements on all proposals, and particularly 

an affiliate-ownedprojects, with respect to the public disclosure o f  information.” ' Concerned 

that even with the informational disclosure requirements there would still be an unacceptable risk 

that the producer and/or marketing affiliates o f  a project applicant would have an advantage over 

non-affiliates, the Commission specifically incorporated into its Order No. 2005 rules certain of 

the Standards o f  Conduct promulgated in Order Nos. 2004 ctsa /. to govern the relationship 

between the project sponsor and any o f  its marketing or energy affiliates. Moreover, faced with 

the prospect that the North Slope Producers, themselves, will be the project sponsors conducting 

the open seasons for capacity on the Alaska pipeline, the Commission required that any project 

applicant create a unit or division to conduct the open season, which unit or division "will be 

required to function independent of the other nou-reyiilatcd divisions o f  the project applicant as

I’ub. I.. No. U4-5XG. 00 Stut. 2903 (1976).
4 ANOPA § 103(c)(2)(H). 

hi.
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well as the project applicant’s Marketing and Energy Affiliates.”6 Through this rule, the 

Commission independently adopted and made applicable to project applicanls conducting an 

open season for an Alaska natural gas transportation project the following regulations, initially 

promulgated in Order Nos. 2004 el secj. : separation of functions (18 C.F.R. §§ 358.4(a)(1), (3),

(4), (5) and (6) and (b)(e)(3), (5) and (6) (2004)); information access (18 C.F.R. § 35S.5(b) 

(2004)); prohibitions against discrimination (IS C.F.R. {j 358.5(c)(5) (2004)) and discounts (18 

C.F.R. § 358.4(d) (2004)).7 The Commission’s application of these regulations to an Alaska 

natural gas transportation project was not the subject of a rehearing request in Docket No. 

RM05-I and was not the subject o f  the court appeal filed in that rulemaking docket.

2. The S tandards of Conduct As They Relate To An Alaska N atural Gas Pipeline

The Commission’s rulemaking adopting Standards of Conduct for transmission providers 

in Order Nos, 2004 el set/., as it relates to interstate pipelines, had its genesis in the Standards of 

Conduct developed in Order No. 497, ctseq.*  These rules were intended to address the 

propensity o f  interstate natural gas pipelines to grant special piefcrences to their marketing or 

brokering affiliates over non-affiliates/* The Alaska pipeline was not a focus o f  the rule. The 

Commission subsequently promulgated similar Standards o f  Conduct for electric transmission 

providers.1" In an effort to develop one rule applicable to all transmission providers, gas or 

electric, the Commission synthesized and expanded the application o f  its Standards of Conduct

Order No. 2005 at I’ 74.
See Order No. 2005 at P 74.
InquirY  In to  A lleg ed  A nticom pe titive  / 'ra d ic e s  Related to M arke ting  A //ilia te s  o f In terstate Pipelines, Order 

No. 497, l;l:RC Slats. & Kegs. Regulations Preambles 1986-1990 {30,820 (1988); o rd e r on reh 'g , Order No. 497- 
A, MiKC Stats & Kegs. Regulations Pieambles 1986-19 9 0 ' .10,868 (1989); o rd e r extending sunset dote. Order No. 
497-1), IT K (' Slats, & Kegs. Regulations Pieambles 1986-1990 { .10,908 (1990); o rd e r extending sunset date, ( )rder 
No. 4X7-C, II KO Stats. iX: Kegs. Regulations Preambles 1991-1996 { .10,9.14 ( 19 9 1), re  It ‘g  denied, 58 I T  RO f  
61,139 (1992); t i l l 'd  in  p a r t a n d re n itin d e d  in  p u r l s till i in n i Tenneeo (Jos v, FERC, 969 l:,2d 1187 (D.C. C’ir. 1992). 

See Order No. 497 at 131,127; Tenneeo Cos, 969 F.2d at 1194 (D.C. Cir. 1992)
See Open Access Same-Time In /iin iin t io n  System an d  Standards o f ( 'a ild iie t. Order 889, ITRC' Stats. <X: 

Kegs. Regulations Preambles Jan, 1991- Jan. 1996  ̂31,035 (1996).
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rules in Order Nos. 2004, et seq. to govern not only the relationship between transmission 

providers and their “Marketing Affiliates,” but also the relationship between transmission 

providers and their “Energy Affiliates.” 11 As relevant here, a “Marketing Affiliate” excludes 

sellers that sell gas solely from their own production or solely from their own gathering or 

processing facilities.12 Therefore, with respect to an Alaska pipeline, the Standards o f  Conduct 

would not apply lo the relationship between the pipeline and its producer affiliates if  the rule 

were restricted to “Marketing” rather than “ Energy” affiliates o f  the pipeline.

In National Fuel, the United States Court o f  Appeals District o f  Columbia Circuit vacated 

Order Nos. 2004, c‘t seq. as applied to interstate pipelines, noting that while the court had 

affirmed the rules developed in Order Nos. 497, et seq. governing the relationship between 

interstate pipelines and their “Marketing Affiliates"1 ’ there was no record evidence in the Order 

No. 2004 proceeding supporting the extension of the restrictions to the pipeline’s “Energy 

Affiliates.”

As a result o f  the court’s decision in National Fuel, the Commission is proposing in this 

rulemaking to eliminate the restrictions that Order Nos. 2004 et seq. placed on the relationships 

between an interstate pipeline and its “Energy Affiliates” and to reinstate the Order Nos. 497, et 

seq. “Marketing Affiliate” rules. The proposed rule in this proceeding makes no distinction 

between the application o f  the “Marketing Affiliate” rules to interstate pipelines, in general, and 

the application of those rules to an Alaska natural gas transportation project, despite the 

Commission’s action in Order Nos. 2005 and 2005-A. As explained in greater detail below, it is

.Viv Standards o ft.  'ondut I fo r  Transm ission Providers, Order No. 2004 ,ITRC Slots, tk Keys. Regulations 
Pieambles, 2001-2005 T 31.155 (2003); o rd e r on i v h ’x ,  Order No. 2004-A. ITRC Slats. & Kegs.. Regulations
Preambles, 2001-2005 \  31,161 (2004); o rd e r on reh  g. < >rdcr No. 2004-1). ITRC Stats. &. Regs.. Regulations
Preambles, 2001-2005 1' 31,166 (2003); o rd e r on re li jy, Order No. 2004-O, IT.RC Slats. &  Regs., Regulations
Preambles, 2001-2005 T 31,172 (2004); order on reh’g, < Jider No. 2004-D, 110 IT.RC 1 61,320 (2005).

See, proposed f;?; 358.3(e)(3)(i) and (ii).
1 ’ Tenneeo Gas v. FERC, 969 l;.2d 11X7 (D.C. Cir. 1092).
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important that the Commission clarify that its proposed rulemaking in this docket docs not 

impact the adoption o f  the specific regulations implementing the Standards o f  Conduct 

governing the relationship between an Alaska natural gas transportation project, its sponsors, and 

their Marketing and Energy Affiliates under Order Nos. 2005 and 2005-A.

DISCUSSION

Anadarko fully agrees with and supports the Slate of Alaska’s request that the 

Commission confirm that the regulations promulgated by Order Nos. 2005 and 2005-A remain 

intact, including the application of § 157.34(c)( 18)-(21), § 157.35(c) -  (d) to an Alaska natural 

gas transportation project and its sponsors. Further, Anadarko supports the request by the State 

o f  Alaska that the Commission modify its regulations at § 158.1(e) to confirm that the Standards 

of Conduct govern the not only the relationship between an Alaska natural gas transportation 

project, its sponsors, and their Marketing Affiliates, but also the relationship between an Alaska 

natural gas transportation project, its sponsors, and their Energy Affiliates. It is also important 

that the Commission confirm that as to an Alaska natural gas pipeline, the Standards of  Conduct 

apply in the pre-certification open season process, as provided in Order Nos. 2005 and 2005-A.

In this regard, Anadarko respectfully submits that the National Fuel decision does not affect the 

Commission’s regulations promulgated in Order Nos. 2005 and 2005-A.

At the heart o f  the court’s decision in National Fuel is the propo? it inn that vertical 

integration creates efficiencies and benefits for consumers, and, therefore, the Commission 

"cannot impede vertical integration between a pipeline and its affiliates without adequate 

justification.” 11 This proposition derives from the D.C. Circuit’s earlier analysis in Tenneeo, 

where it found that "in a competitive market, the efficiencies o f  the pipeline-afliliate relationship

.SVv N a tion a l F ue l Gas Supply C orp., >|6S l\3il al 840 (c it in g  Tenneeo Gas r. FFR C, 969 l'.2d 1187. 1199 
(D.C. f ir . 1992).

I WA/27M l.i‘i.’



should produce benefits for consumers.” The National Fuel court further commented that 

“advantages a pipeline gives its affiliate are improper only to the extent that they How from the 

pipeline’s anti-competitive market power; otherwise, vertical integration produces permissible 

efficiencies that cannot by themselves be considered uses of monopoly power.”15 Because the 

Commission did not have specific findings o f  affiliate abuse between a pipeline and its Energy 

Affiliates, the National Fuel court vacated Order No. 2004’s application o f  the Standards of 

Conduct to the relationship between a pipeline and its Energy Affiliates.

But, the rationale o f  National Fuel docs not apply to an Alaska natural gas transportation 

project. Firstly, an Alaska natural gas transportation project will be a monopoly. Secondly, the 

North Slope Producers own over 90% of the natural gas reserves initially available for 

transportation through the pipeline. Thirdly, the North Slope Producers may well own or 

control, either themselves or through affiliates, the Alaska natural gas transportation project. 

Finally, Congress has recognized the unique competitive issues applicable to the development of 

Alaska natural gas and access to the pipeline by directing the Commission to promulgate 

regulations governing access to that pipeline that promote competition in the exploration, 

development and production o f  Alaska natural gas.

It can safely be said that the market for interstate pipeline capacity in Alaska is not 

competitive. It can also safely be said that the North Slope Producers' control over the gas 

reserves that will anchor the project, and their resultant ability lo influence the terms and 

conditions o f  access to the pipeline, create serious competitive concerns for explorers. These 

cc ncerns take on added significance in the likely circumstance that the North Slope Producers 

will own or control the pipeline, either directly or through affiliates. The Commission

15 See National Fuel Gas, 408 I; .3d at 840 (citing Tenneeo. W )  l*’.2il at 120S)
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recognized as much in Order No. 2005 when it stated: “ the competitive conditions that arc 

unique to such a project warrant special consideration and oversight.” "’

This is not the natural gas market addressed by the D.C. Circuit in National Fuel. This is 

the Alaska natural gas market -  a market with respect to which the Commission received 

considerable evidence during the rulemaking proceeding in Docket No. RM05-1, and which has 

been the subject o f  substantial competitive analyses since the 1970’s, during which time the 

United States Department o f  Justice (“DOJ”) conducted an extensive study into the 

anticompetitive issues related to an Alaska natural gas pipeline.17 Even then, DOJ identified 

serious anticompetitive concerns associated with a producer-sponsored Alaska natural gas 

pipeline, concluding that “an ownership interest, or participation in any form in the 

transportation system, by producers o f  significant amounts o f  natural gas, or their subsidiaries o f  

affiliates, should be prohibited.” ls The DOJ Report discusses not only competition concents at 

the very outset o f  the pipeline planning process, but also competition concerns alter the initial 

construction, noting: “[ WJe cannot say that the problem has been solved just because initial 

pipeline capacity seems adequate (indeed, even if initial capacity strains technical construction 

and operating capabilities), for the case we are concerned with includes future efforts by other 

producers to enter the Alaskan field and consequential needs for expanded pipeline capacity . . . .  

I’roducer-ownership o f  the pipeline creates incentives to deny or impede such future capacity 

expansion.'

“  See Order No. 2005 at P 3.
See Report o f the Attorney General Pursuant to the Alaska Natural Gas Iransportation Aet of I ')'(> (July

I 977) (“Attorney General Report").

|M hi ul p, SO, ,v<v also id. at pp. v, 29, 30.

Id. iit p. 39.
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The competitive environment in Alaska has not improved since the time o f  the DOJ 

Report. In lacl, if anything, it has worsened, with the North Slope Producers now owning or 

controlling over 90% of the discovered natural gas reserves on the North Slope. Faced with 

these competition concerns and Congressional directives, as well as the extensive record in the 

RM05-1 rulemaking proceeding, the Commission’s decision to apply the Standards o f  Conduct 

lo the Energy Affiliates, as well as the Marketing Affiliates, o f  an Alaska natural gas 

transportation project, and to do so from the outset, is fully justified. Thus, even if the 

Commission were to have to justify its application of those rules to an Alaska natural gas 

pipeline project, ;t could clearly do so.

But, National Fuel is simply inapposite. The risk o f  anti-competitive conduct relating to 

access to an Alaska natural gas pipeline controlled by the North Slope Producers has been fully 

recognized by Congress and by the Commission. Mere, the threat o f  a producer-owned or 

controlled pipeline enabling its producer affiliates to secure capacity under terms and conditions 

not generally available to their non-affiliatcd competitors or otherwise to benefit from non-public 

information or knowledge about the operations and plans of the transmission system is readily 

apparent. The threat, here, like in Tcnnaco, stems directly from the pipeline’s monopoly position 

and the North Slope Producers’ control over Alaska’s immediately available reserves. The facts 

are clearly different from those in National Fuel.

Finally, as explained by the State o f  Alaska, and as noted above, the Commission’s 

regulations applying the Energy Affiliate rules to an Alaska natural gas transportation project 

were not challenged by any party lo the proceeding and, therefore, are final and non-appealablc. 

Accordingly, the Commission should confirm that these regulations remain in full force and 

effect, notwithstanding National Fuel.

i-W A .o u tv i: 10



CONCLUSION

For the reasons set forth above, Anadarko supports the Comments filed by the State of 

Alaska and urges the Commission to clarify that its open season regulations promulgated in 

Order Nos. 2005 and 2005-A remain in full force and effect and are not in any way affected by 

the Commission’s actions in this rulemaking proceeding. In addition, Anadarko supports 

Commission adoption of the suggested clarification to its regulations, as requested by the State 

o f  Alaska.

Respectfully submitted,

ANADARKO PETROLEUM CORPORATION.

By:__________ /§/__________________
Karol Lyn Newman 
Joseph \V. Lowell 
Morgan Lewis & Bockius, LLP 
1111 Pennsylvania Ave., NAV.
Washington, D.C. 20004 
Telephone. (202) 739-5780/5384 
fax (202) 739-3001 
klncvvman@morganlewis.com

Dated: April 30, 2007

I VVA J7.I I t.VI.’

mailto:klncvvman@morganlewis.com


April 26, 2007

Honorable Kimberly D. Bose 
Secretary
Federal Energy Regulatory Commission 
880 First Street, NE 
Washington, D.C.

RE: Reply Comments of BG E&P Alaska Inc. on Standards of Conduct for 
Transmission Providers, FERC Docket No. RM07-1

Dear Ms. Bose:

BG E&P Alaska Inc. wishes to state its concurrence in the Comments filed by the 
State of Alaska on March 30, 2007 and the Reply Comments filed by Anadarko 
Petroleum Corporation on April 27, 2007 in the above-referenced rulemaking 
proceeding.

As noted by the State of Alaska and Anadarko, the Commission’s rules 
promulgated in Docket No. RM05-1 governing the application of the Standards of 
Conduct to the sponsors of an Alaska natural gas transportation project are final, 
non-appealable rules and are fully justified by the record in that docket.
Moreover, the need for rules governing the disclosure of information to the 
Energy Affiliates of the project sponsors during the open season, and to the 
pipeline once it is in existence, are essential if there is to be any semblance of a 
level playing field between the North Slope Producers and explorers in Alaska.

The unique competitive concerns in Alaska have been recognized by Congress 
and by this Commission in the Alaska Natural Gas Transportation Act, the Alaska 
Natural Gas Pipeline Act, and the rules promulgated by the Commission in Order 
Nos. 2005 and 2005-A. Accordingly, BG E&P Alaska joins in the positions 
expressed by the State of Alaska and Anadarko.

Respectfully submitted,

David
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S A R A H  P A L IN , G O V E R N O R

550 W EST 7th AVENUE, SU ITE 800 
ANCHORAGE, ALASKA 99501-3560 
PHONE: (907) 269-8800 
FAX: (907) 269-8938

MAY 2 :j Ml
May 18. 2007

The Honorable Bcrl Stedman 
Co-Chair Senate Finance Committee 
Slate Capitol, Room 516 
Juneau, AK 99801-1182

RE: Royally and Tax Incentives Presentation to Senate Finance April 25, 2007 

Dear Senator Stedman:

On Thursday, April 25, 2 0 0 7 ,1 gave a presentation lo the Senate Finance Committee about the 
various royalty and tax incentives that are now available to the oil and gas industry in Alaska. As I 
indicated during my testimony, I was unable to prepare a formal slide presentation on short notice. 
Instead. I promised the committee that I would follow-up with a memo that would summarize my 
presentation. Here is the summary.

The catalogue o f  royalty and tax incentives now offered by the state of Alaska are available to any 
qualified company willing to commit to exploring and developing the state's oil and gas resources. 
It should be noted that, w hile there is a growing interest to find natural gas in anticipation of the 
North Slope gasline, the principal target of these incentives on the North Slope has been the 
exploration and development of oil. These incentives are sought after by explorers and developers 
who face a commercial landscape where access to regulated oil pipelines in the state is not 
constrained and where the oil pipeline version of rolled-in rates is available.

Explorers want incentives for marginal oil prospects even though the transportation cost, as a 
proportion of the market value of oil. is relatively small. Commercializing gas is challenged by the 
relatively higher cost of transportation as a proportion of market value. To illustrate this point, 
consider that the combined marine transportation and TAPS tariff is about $7.00 per barrel for ANS 
crude oil that sells in the U.S. West Coast for more than $60.00. Contrast this with a $2.00 - $2.50 
per mmBtu tariff on ANS gas that today sells for $6.50. On an energy equivalent basis, the cost of 
transportation for gas is two-to-three times the cost of transportation for oil.

The division has incorporated all of the incentives that are currently available in the prospect 
modeling done in our economic analysis of AGIA. Because they are available to every company, 
these incentives, by themselves, do not favor the explorer/developers vis-a-vis incumbent producers. 
To provide pipeline access for these players, the terms in AGIA are required.

During the hearing on April 25, 2007 committee members were given a list ol' the royalty and tax 
incentives now offered by the state. Some of these incentives are particularly Idcuscd on different 
regions in the state. During my testimony. I focused on those that applied to the North Slope.

"Develop, Conserve, and linhanee Natural Resources for Present and Put/ire Alaskans."
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Exploration Incentive Credits (EICs)

AS 38.05. lSO(i) provides royally and tax credits lor up to 50 percent of drilling c o j s  on a 
lease or 50 percent o f  seismic costs on unleascd stale lands. This provision allows DNR to 
incorporate the credit as part of a lease offered in our conventional lease sales. Since the state began 
offering EICs under this program, 22 exploratory wells qualifying for credit have been drilled on 
slate leases. This has resulted in approximately $60 million in credits for exploratory drilling since 
2004. There have been no applications for geophysical EICs.

AS 41.09.010 provides royalty and tax credits for up to 50 percent o f  drilling and seismic 
costs on unleascd state and non-state lands. It also provides up to 50 percent of the seismic costs on 
lands within an exploration license area. The program is capped at $500,000 per project with a total 
program cost capped at $30 million. Data acquired under this program must be made public after 
two years. This provision expires on July I, 2007.

Exploration Tax Credits

AS 43.55.025 provides an incentive credit for work performed between July I. 2003 and 
July 1. 2016. The applicant may receive a production tax credit of 20 percent of drilling costs if the 
well is more than 3 miles from an existing oil and gas well or more than 25 miles from an existing 
unit (more than 10 miles from a unit in Cook Inlet). An applicant who meets both conditions may 
receive a credit of 40 percent. An applicant may also receive a credit for 40 percent of seismic costs 
if outside of an existing unit.

D IR E C T E D  IN C E N T IV E S

For income tax, AS 43.20.043 provides an incentive of up to 10 percent of the qualified 
capital investment costs for any oil and gas activity south of 68° latitude. The program applies to 
cost expended after the program was initiated on June 30, 2003 and is capped at 50 percent of the 
taxpayer’s tax liability. Carry-forwards tire allowed. These credits can be transferred if the entire 
business of the taxpayer is sold. The credit ceases to apply once production starts. The applicant 
cannot "double dip" other tax credits offered by the state.

Royalty Reduction/Modification

AS 38.05.1S0(j') provides three opportunities to modify royalty rates on a lease: to 
encourage development and production in a field or pool that would not otherwise be developed; to 
provide for a lower royalty rate where a field has shut in; or provide a lower royalty rate to extend 
field life. In the first instance, the royalty rate cannot go below 5 percent and must include a 
mechanism that accommodates for changes in price and may include a mechanism for changes in 
production rates, costs, etc. The royalty rate may he reduced to as low as 3 percent in the second 
and third instances.

Royalty modification under this statute has been approved only once, for leases at the 
Oooguruk Unit development project (2006). No production has occurred to-date at Oooguruk. 
Royalty modification for Oooguruk reduced total state revenues by $ 1 11 million and added 8.4 
percentage points to the producer's IRR (including 1*1* 1'; see below.)
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Cook Inlet Platform Royally Relief

AS 38.05.180(f)(6) provides fo ra  sliding scale royalty rate between a low of 5 percent and 
the lease rate depending on per-barrel production rales measured over a three month period on 
platforms and selected units within the Cook Inlet basin. The table below illustrates how the royalty 
rates arc set.

D o lly ,  G r a y l i n g ,  K in g  S a l m o n ,  S t e e l h e a d
< 1 2 0 0  B p d  =  5 % 1 2 0 0 - 1 3 0 0  B p d  =  7 % 1 3 0 0 - 1 4 0 0  B p d  =  8 .5 % 1 4 0 0 - 1 5 0 0  Bbl = 1 0 %  > 1 5 0 0  B p d  = 1 2 .5 %
B a k e r ,  D i l l o n ,  “ A ” , “ C "
< 9 7 5  =  5 % 9 7 5 - 1 1 0 0  B p d  =  7 % 1 1 0 0 - 1 2 0 0  Bbl = 8 .5 % 1 2 0 0 - 1 3 5 0  B p d  =  1 0 % > 1 3 5 0 =  1 2 .5 %
G r a n i t e  P o i n t ,  A n n a ,  B r u c e ,  a n d  W e s t  M c A r t h u r  R i v e r  U n i t
< 7 5 0  =  5 % 7 5 0 - 8 5 0  B p d  = 7 % 8 5 0 - 1 0 0 0  Bbl = 8 .5 %  1 0 0 0 - 1 2 0 0  B p d  =  1 0 % > 1 2 0 0 =  1 2 .5 %

The Baker and “A” platforms have been shut-in. All other platforms are still in production. 

Discovery Royalty

AS 3S.05.180(f)(4) provides for a discovery royalty o f  5 percent on leases issued before 
1969. This discovery royalty is now rarely available because most o f  the leases where this discovery 
royalty may apply have expired.

AS 38.05.180(f)(5) provides for a 5 percent royalty rate in the following six fields in the 
Cook Inlet: Falls Creek, Nicolai Creek. Starichkof, North Fork. Redoubt Shoals, and West 
Foreland. In order to receive this incentive, the fields must be in production by January 1. 2004.

Lease Valuation Modification

AS 38,05.180(aa) substitutes for the lease term that requires the lessee to pay royalties based 
on the “highcr-of” actual proceeds, market value, or the actual proceeds of other lessees in the same 
field. Instead, the value of royalty production sold by the lessee lo a utility will be based on the 
contract price.

AS 38.05.18()(cc) substitutes for the lease term that requires the lessee to pay royalties based 
on the "h ig h er-o f  actual proceeds, market value, or the actual proceeds of other lessees in the same 
field. Instead, the value ol' royalty production sold by the lessee to a chemical fertilizer plant will be 
based on the contract price.

PP T  INCKN I’lVKS

Tax Ceiling based on the Fconomic Limit Factor

AS 43.55.011( j) and (k) provides that the tax payer will pay no more than the tax it would 
owe under the severance tax and HLF system. Applies to production only in the Cook Inlet.
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Qualified CapEx Credits

AS 43.55.023(a) provides a 20 percent transfcrrablc tax credit under PPT for qualified 
capital expenditures.

Loss Carry-Forward Credits

AS 43.55.023(b) provides 20 percent transfci rablc tax credits under PPT for capital 
expenditures if the taxpayer is unable to take advantage of the qualified capex credits in any year.

Transition Investment Expenditure Credits

AS 43.55.023(i) provides a non-transfcrrable tax credit based on 20 percent of the capital 
expenditures incurred by the taxpayer between 2001 and 2006. 'flic amount taken as a credit under 
this section may not exceed 10 percent o f  the taxpayer's qualified capital expenditures incurred 
during the calendar year for which the credit is taken.

Frontier Basin Production Credit

AS 43.55.023(a) provides a non-transferrable tax credit of up lo $6 million for production 
south of 68" latitude and outside of the Cook Inlet basin. 'I bis credit will sunset in 2016.

Small Producer Credit

AS 43.55.023(c) provides for a non-transfcrrable lax credit of up to $12 million for small 
producers. The tax credit is based on a sliding scale: a producer whose statewide production is 
50,000 barrels per day or less qualifies for the full $12 million tax credit, at 100.000 barrels per day 
the credit amount falls to zero.

As part of its evaluation of both the Oooguruk I nit and Nikaitchuq Unit royalty modification 
applications. DNR examined the impact of the PPT and the PPT tax incentives on new development 
economies. In both cases, the producer w ill pay more taxes on an undiscounted basis but. when 
discounted, the cash Hows to the producer are significantly enhanced. For example, at D NR’s mean 
price ($T3) the Oooguruk the producer NPV( 10) rose by nearly $00 million and 6.5 percentage 
points were added to the producer IRR, Similarly, the Nikaicluiq producer w ill realize a $120 
million in tax savings (discounted) with similar increases in producer IRR.

P R O G R A M  IN C E N T IV E S

Exploration Licensing

AS 38,05.132 provides the authority to the DNR commissioner to award an exploration 
license o f  up to 500.000 acres in return for a work commitment from 'he licensee. 1 he licensee 
pays ni) bonus bid. only a one-time $1.00 per acre fee. and no rental. The license may eventually be 
converted to a conventional oil and gas lease upon expiration of the license. Normal oil and gas 
lease obligations will apply at that point, i.e.. a 12.5 percent minimum royalty rate. rent, and term.



Division o f Oil &  Gas
5/18/07

Page 5 o f 5

DNR has issued lour licenses in three basins since the inception of this program, two in Susitna 
basin (both in 2003), and one each in Nenana (2002) and Copper River (2000) basins. Additionally, 
a license was issued but not executed by the licensee in the Bristol Bay basin (2004).

Nonconventional Gas Incentive

AS 38.05. 180(h)(2) provides that the commissioner may award a lease for only gas and offer 
a 6.25 percent royalty and reduced rent if the lease is located in a region where gas from the lease 
does not compete with gas produced from conventional oil and gas leases, i.e., gas supplied to the 
Red Dog mine.

FEDERAL OUTER CONTINENTAL SIIELI- LEASES

The U.S. Department of the Interior, Minerals Management Service, has offered leases in the 
Beaufort Sea that provides a royalty suspension volume (RSV). the initial volume of production that 
is free of royalty. The RSV differs by lease s i/e  and location. Zone A is near existing infrastructure 
in the central part o f  the Beaufort Sea planning area: Zone B includes areas east and west of the 
existing infrastructure and the deep water. The lessee receives the benefit of the RSV only if it 
successfully discovers and develops oil on the lease.

L e a s e  S i z e Z o n e  A Z o n e  B
< 771 H e c t a r e s  ( - 2 0 0 0  a c ) 1 0 M M B 1 5  M M B
7 71  -  1541  h a  ( 2 0 0 0 - 3 8 0 0  a c ) 2 0  M M B 3 0  M M B
> 3 8 0 0  h a  ( 3 8 0 0  a c ) 3 0  M M B 4 5  M M B

The RSV program is subject to a price ceiling $39 per barrel, sustained for a year and adjusted for 
inflation (the 2(M)4 ceiling = $ 4 1.47 per barrel). At this level, the lessee must pay royally on all of 
the oil produced from the lease. II the price of oil falls below $21 per barrel through a quarter, the 
lessee pays no royally and the royalty-bearing volumes suspended during this time do not count 
against the RSV.

There is no similar incentive program offered on federal lands within the NPRA.
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