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Introduction to Documents

The State and the North Slope Oil and Gas Producers have reached consensus on a new and 
comprehensive approach to commercializing Alaska’s vast natural gas resources.

For the first time, the State and the Producers have aligned their interests towards building a world-scale 
LNG project, which will provide reliable supplies o f natural gas to Alaska, provide opportunities for 
expansion o f gas exploration outside the North Slope, and open foreign markets to Alaska natural gas. 
All the parties have agreed on a process o f commensurate, proportionate steps that reflect a common- 
sense commercial approach to building a project o f  this scale, complexity and cost.

The State’s overarching goal is to facilitate a project that provides the maximum benefits for Alaskans. 
To that end, the State hired independent experts to assess how the State could both enhance the project’s 
competitiveness, assure the highest returns to the State for the use o f  its natural resources, and provide 
new jobs for Alaskans. Those experts concluded that the State could materially advance the project, 
without sacrificing its royalty and taxes, by taking an ownership interest in the project. The agreements 
and legislation described below, and enclosed in this packet, together serve to advance this major project 
in a fashion that provides very substantial benefits for the people o f  Alaska.

The Heads of Agreement (“HOA”) outlines the guiding principles and understandings for the 
Producers and the State to advance the Alaska LNG (“AKLNG”) project. It lays out the road map in 
plain terms so that the public and the Alaska Legislature will understand the proposed commercial 
structure o f  the project, including State ownership and Producer obligations, before the Legislature 
deliberates and votes on Enabling Legislation that authorizes the State to proceed.

The State has also built on its relationship with TransCanada to enlist this pre-eminent North American 
pipeline company as its partner in the AKLNG project under a more traditional commercial arrangement 
than existed under the Alaska Gasline Inducement Act (“AGIA”). This arrangement will ensure that the 
State has an experienced and reliable partner in the project and help spread project risk to another party.

The M emorandum of Understanding between the State and TransCanada (“MOU”) outlines, with 
commercial specificity, the conditions under which TransCanada proposes to participate in the AKLNG 
project, including capital structure, and Project expansion provisions. The MOU also provides an option



for the State to increase its return from the Project by acquiring an ownership interest in TransCanada’s 
equity position in the mid-stream Gas Treatment Plant and pipeline.

Senate Bill 138 (SB 138), the proposed legislation relating to the Commercial Production o f North 
Slope Natural Gas, authorizes DNR and DOR to enter into the project’s commercial arrangements 
described in the HOA and the MOU. Among other things, the bill establishes a subsidiary within the 
Alaska Gasline Development Corporation (“AGDC”), which is progressing the in-state natural gas 
pipeline, to pursue an equity interest in a large-diameter natural gas project and associated facilities; 
authorizes DNR to negotiate terms for project services and disposition and sale o f  gas in a North Slope 
natural gas project; provides a mechanism for the State to accept royalties and taxes in-kind; allows 
DNR and DOR to maintain confidentiality o f  Project information essential to a major project o f  this 
scope; provides for review o f such information by the Legislature (in executive session); clarifies the 
essential Project contracts that must be brought back to be approved by the Legislature; authorizes DNR 
to modify certain lease terms on properties that provide gas to any North Slope natural gas project; and 
makes changes to A laska’s Oil and Gas production tax.

It is important to note that the State preserved AGD C’s in-state natural gas pipeline project. W hile the 
AKLNG Project will be progressing through the HOA, MOU and proposed legislation, AGDC will 
continue full speed ahead to progress its in-state natural gas pipeline project. AGDC will be the State’s 
insurance policy if  the AKLNG project falters.

Together, this package o f agreements and proposed legislation represent a comprehensive approach to 
getting A laska’s gas to Alaskans, getting jobs to Alaskans, and moving forward to markets beyond.
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Introduction to Heads of Agreement (HOA) and the 
Memorandum of Understanding (MOU)

The Alaska LNG (“AKLNG”) project will be world-scale and will supply domestic natural gas to
Alaskans, create jobs for Alaskans, and open up Alaska natural gas for export to Asian-Pacific markets 
such as Japan, Korea, China and India.

But an LNG project on this scale is significantly more complex, commercially and technically, than the 
natural gas pipeline projects that the State has previously considered. The AKLNG project will require 
construction o f  one o f the world’s largest gas treatment plants on the North Slope, installation o f a large- 
diameter, 800-mile gas pipeline running from the North Slope to Nikiski, five or more in-state offtake 
points, construction o f a world-class liquefaction plant that can process up to 18 million tons o f LNG per 
year, LNG storage tanks, and a marine terminal. The AKLNG project is estimated to cost between $45 
and $65 billion dollars.

Successful LNG projects require the participants to negotiate and sign numerous complex commercial 
contracts covering areas as diverse as Pre-Front End Engineering and Design (“Pre-Feed”), Front End 
Engineering and Design (“FEED”), Engineering Procurement and Construction (“EPC”), project 
ownership and finance, gas balancing, gas processing, pipeline transportation, liquefaction, marine 
transportation, and LNG sales and purchase, to name just a few.

In order to advance a project o f this size and complexity, and to lay the ground work for all the final 
contracts, all necessary parties m ust first have aligned interests. They must have general agreement on 
essential terms and agreement on the road map going forward. An agreement is the critical first step.

W ith the AKLNG project, this first step has been realized in the Heads o f  Agreement and Memorandum 
o f  Understanding.

Heads of Agreement

A “Heads o f  Agreement” is an understanding traditionally used among major natural gas project parties 
to outline the guiding principles and main issues necessary to advance a major natural gas project. It 
represents an important step on the path to legally binding project contracts and sets out the roles and 
responsibilities o f  the parties. It is not designed to cover all topics in detail, but is detailed enough to



demonstrate to the parties that they have agreement on the essential project development principles and 
the road map going forward.

The State administration, AGDC, TransCanada, ExxonMobil, ConocoPhillips Alaska and BP 
Exploration Alaska have negotiated and signed such a Heads o f  Agreement for the AKLNG project.
This Heads o f  Agreement was made public in advance o f the opening o f  the Legislature so that the 
citizens o f  Alaska and the Alaska Legislature can understand the terms under which the AKLNG project 
is proposed to move forward before the Alaska Legislature is asked to deliberate and vote on enabling 
legislation that would authorize the State to proceed.

The Heads o f Agreement has 10 main articles in addition to the definitions in Article 1. Below is a b rief 
description o f  the subject matter o f  these articles.

Article 2 describes the set o f guiding principles for the AKLNG project.

Article 3 identifies the benefits to all the parties if  the project succeeds.

Article 4 describes the road map going forward. It sets out the details o f  the phased approach to project 
development, sets out the intention o f the parties to complete the approximately $500 million dollar 
necessary Pre-FEED stage within 24 months, and recognizes the necessity o f  negotiating the detailed 
commercial contracts and o f obtaining enabling legislation necessary to proceed to the critical FEED 
stage o f  the project.

Article 4 also recognizes that the parties will need to reassess the project information gathered during 
Pre-FEED before making a commitment in excess o f a billion dollars to full-scale FEED.

Article 5 describes State participation in the project. In general terms, the State will participate in the 
AKLNG project consistent with the State Gas Share (which is the sum of the State’s share o f  royalty-in- 
kind and “Tax as Gas”).

Article 5 also describes that the State intends to enter into project implementation agreements with 
TransCanada, and an AGDC subsidiary to be created to hold and manage the State’s ownership and 
participating interest in the project. It also provides for transparency through information flow to the 
State o f Alaska, subject to confidentiality protections.

Article 6 describes the anticipated regulatory framework o f  the project. Article 6 sets out the project 
access and pro-expansion principles that all the parties have agreed to, as well as the process to obtain 
FERC confirmation o f these principles.

Article 7 describes the necessity for the State, through Enabling Legislation, to establish and authorize 
its terms o f participation in the project and acceptance o f the State Gas Share.

Article 8 describes modifications to the State’s royalty and gas production tax regime that all parties to 
the Heads o f  Agreement believe is necessary for Alaska natural gas to compete in world markets and for 
the project to be a success.



Article 9 discusses Producer paym ents in lieu o f property taxes and project impact payments to offset 
increased services and other costs.

O Article 10 acknowledges the necessity o f State support in numerous areas, including permitting, 
infrastructure, and support for an export license.

Article 11 contains robust commitments to Alaska hire and content, and the parties’ commitment to 
negotiate in good faith project labor agreements.

M em orandum  o f Understanding

In contrast to a Heads o f  Agreement, the M emorandum o f Understanding (“MOU”) is a bi-lateral 
understanding, which outlines more specifically the terms and details o f  an agreement between two 
parties in anticipation o f  the parties entering into binding contracts within the scope o f the larger project.

TransCanada has significant experience with respect to understanding the commercialization o f  Alaskan 
natural gas. It is the pre-eminent builder and owner o f major pipelines in North America. The State and 
TransCanada both believe that TransCanada’s participation in the AKLNG project on behalf o f  the 
State, but in a more traditional commercial agreement than it previously had with the State under the 
AGIA project, will provide substantial benefits to both parties.

Exhibit C o f the MOU between the State and TransCanada describes in some detail the commercial 
terms under which TransCanada will participate in the AKLNG project and provide midstream services 
(Gas Treatment Plant and pipeline transportation) to the State for its State Gas Share.

O Exhibit B o f the MOU also describes the State’s option to obtain up to 40% ownership participation in 
TransCanada’s midstream project ownership entity.

W hile more detailed commercial contracts for ownership, financing, transportation and project services 
m ust be negotiated as the project advances, the MOU, and particularly its Exhibits, set out the essential 
terms o f  the midstream services TransCanada will provide, including key processing and transportation 
commercial terms, pipeline and Gas Treatment Plant expansion terms, as well as the State’s option to 
obtain up to 40% ownership participation in TransCanada’s midstream project ownership entity.

Once enabling legislation is approved, the parties can take the next critical step in development to refine 
the costs, technical engineering, regulatory and fiscal challenges the project faces -  challenges that must 
be addressed before the parties commit the billions o f dollars necessary to complete the project.

o
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EXXONMOBIL ALASKA PRODUCTION INC.

CONOCOPHILLIPS ALASKA, INC.

BP EXPLORATION (ALASKA) INC.

FOR THE ALASKA LNG PROJECT
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T H IS  H E A D S  O F A G R E E M E N T  is  m a d e  th is  14th d ay  o f  January, 2 0 1 4  (“E ffe c tiv e  D a te ”) b y  
and am on g:

(1 )  T h e  A d m in istra tio n  o f  th e S tate o f  A la sk a , b y  and through  th e C o m m iss io n e r  o f  the  
D ep artm en t o f  N atu ral R eso u rces (“D N R ”) and th e C o m m iss io n e r  o f  th e  D ep artm en t o f  
R e v e n u e  (“A d m in istra tio n ” or “C o m m iss io n e r s”);

(2 )  A la sk a  G a slin e  D e v e lo p m e n t  C orp oration  (“A G D C ”);

(3 )  T ransC an ada A la sk a  D e v e lo p m e n t Inc. (“T A D I”);

(4 )  E x x o n M o b il A la sk a  P rod u ction  Inc. (“E M A P ”);

(5 )  C o n o c o P h illip s  A la sk a , Inc. (“C o n o c o P h illip s”); and

(6 )  B P  E x p lo ra tio n  (A la sk a ) Inc. (“B P ”).

T h e  A d m in istra tio n , A G D C , T A D I, E M A P , C o n o c o P h illip s , and B P  m a y  h ere in after b e  
c o l le c t iv e ly  referred  to as th e “P arties” and sep ara te ly  as a “Party” . T A D I, E M A P , 
C o n o c o P h illip s , and B P  (an d  their re sp ec tiv e  A ff ilia te s  p articip atin g  in  th e A la sk a  L N G  P roject) 
and A G D C  are c o l le c t iv e ly  referred  to as th e  “A la sk a  L N G  P arties” and E M A P , C o n o c o P h illip s  
and B P  (and th eir  re sp e c tiv e  u pstream  A la sk a  A ff ilia te s )  are c o l le c t iv e ly  referred  to  as the  
“P rod u cer P arties” .

RECITALS

(A )  E a ch  o f  th e  P rod u cer P arties o w n s natural g a s reso u rces o n  th e  A la sk a  N o rth  S lo p e  and  
ea c h  P rod u cer P arty  h as exp lored  and p u rsu ed , in d iv id u a lly  and jo in t ly , v a r io u s  m ea n s o f  
b rin g in g  A N S  natural g a s  to  m arket in  p rev io u s  p rojects, in c lu d in g  th e A la sk a  N atural G as  
T ran sp orta tion  S y ste m  project, liq u e fied  natural g a s  exp ort p rojects, g a s-to -liq u id s  
c o n v e r s io n  p ro jects , th e  A la sk a  G a s P rod u cers P ip e lin e  T ea m  project, th e D en a li G as  
P ip e lin e  p ro ject and the A la sk a  P ip e lin e  Project.

(B )  T h e  P arties are cu rren tly  u nd ertak ing  w o rk  to  ev a lu a te  a p ro ject to  p o ten tia lly  
c o m m e r c ia liz e  A N S  natural g a s reso u rces through  th e  A la sk a  L N G  P roject (as that term  is  
d efin e d  b e lo w ). T h e  A d m in istra tion  and A G D C  b e lie v e  that th e  A la sk a  L N G  P roject m a y  
p ro v id e  an  op p ortu n ity  fo r  A G D C  to  p ro v id e  g a s  to  A la sk a n s at th e lo w e s t  p o s s ib le  cost.

(C ) In O cto b er  2 0 1 1 , in  re sp o n se  to  ch a n g ed  c ircu m sta n ces, in c lu d in g  a su bstan tia l in crease in  
U .S . sh a le  g a s re serv es  in  th e  L o w er  4 8  sta tes, G overn or P a m e ll req u ested  th e  L ic e n se e  
u nd er th e  A la sk a  G a slin e  In d u cem en t A c t  (“A G IA ”) to w o rk  c o o p e r a t iv e ly  w ith  the  
P rod u cer P arties to eva lu a te  th e  e c o n o m ic  fe a s ib ility  o f  an L N G  alternative , w h ic h  w o u ld  
in c lu d e  L N G  exp ort v o lu m e s  and th e op p ortu n ity  for d e liv e r ie s  o f  in -sta te  gas. T h e  
L ic e n se e  (an  A ff ilia te  o f  T A D I) had  p r e v io u s ly  (w ith  an A ff ilia te  o f  E x x o n M o b il)  b een  
fo c u se d  o n  a p ro ject to  transport A la sk a  g a s to  A lb erta  for further d e liv e r y  to  N orth  
A m e rica n  m arkets.
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(D ) In January o f  2 0 1 2 , th e C E O s o f  E x x o n M o b il, B P  and C o n o c o P h illip s  m et w ith  G overn or  
P arnell and o n  M arch  3 0 , 2 0 1 2 , the C E O s issu e d  a letter in fo rm in g  th e G overn or  o f  their  
p rogress and p lan n ed  a ctiv itie s  in  pursuit o f  an L N G  exp ort p roject u t iliz in g  A N S  gas  
resou rces, w h ic h  w o u ld  a lso  p rov id e  th e  op p ortu n ity  for  in -sta te  g a s  d e liv e r ie s , and n o tin g  
th e im p ortan ce o f  es ta b lish in g  ap propriately  structured  and stab le f isc a l arrangem en ts (se e  
E xh ib it I-A ).

(E ) In O ctob er o f  2 0 1 2 , E x x o n M o b il, B P , C o n o c o P h illip s  and T A D I in fo rm ed  th e G o v ern o r o f  
the s ig n ifica n t ear ly  e fforts  to p rogress w h at is  n o w  k n o w n  as th e  A la sk a  L N G  Project, 
in c lu d in g  th e esta b lish m en t o f  an  in tegrated  tea m  w ith  sp e c ia liz e d  sk ills  to further pursue  
and ad van ce  th e w ork . N u m er o u s p o ten tia l o p tio n s  to  c o m m er c ia lize  th e A N S  gas  
reso u rces w ere  a n a ly zed  d ue to  th e c o m p le x  nature o f  d e v e lo p in g  th e  v a st  A N S  gas  
resou rces. T h e le tter a lso  d escr ib ed  th e c h a lle n g e s  fa c in g  d ev e lo p m en t o f  th e  A la sk a  L N G  
P roject and th e n eed  for a h ea lth y , lon g -term  o il b u s in e ss , u n d erp in ned  b y  a c o m p etit iv e  
f isca l fram ew ork  ( s e e  E xh ib it I-B ).

(F ) In February o f  2 0 1 3 , th e P roducer Parties and T A D I agreed  o n  a co n ce p t for  th e  p o ten tia l 
A la sk a  L N G  P roject and b eg a n  to  u nd ertak e in itia l P re-F E E D  a c tiv itie s  w h ic h  is  an  
im portant and su bstan tia l step  in  m ajor p roject d ev e lo p m en ts . T h o se  P arties are currently  
co n sid er in g  ram p in g  up P re-F E E D  a ctiv itie s  ( s e e  E x h ib it  I-C ).

(G ) T h e A la sk a  L N G  P arties are currently  n eg o tia tin g  co m m er c ia l agreem en ts for  P re-F E E D  to  
m o v e  to  th e n ex t p h a se  o f  the A la sk a  L N G  P roject b a sed  o n  the co n ce p t d ev e lo p m en t and  
su c c e ss fu l 2 0 1 3  su m m er fie ld  se a so n  w ork  p erform ed  b y  th e  P rod ucer P arties and T A D I.

(H ) F u n d in g  b y  the S tate o f  A la sk a  (“S tate”) u nd er A G IA  has su pp orted  so m e  k e y  a ctiv itie s  
in c lu d in g  th e  2 0 1 3  su m m er f ie ld  season . N o w  that it is  ev id e n t that an L N G  exp ort p roject 
(a lo n g  w ith  the op p ortu n ity  for in -sta te  d e liv e r y  o f  ga s), rather than  a p ip e lin e  to  A lberta , 
C anada, is th e le a d in g  c a se  to c o m m er c ia lize  A N S  g a s resou rces, the A d m in istra tion , the  
A G IA  L ic e n se e  and T A D I h a v e  co n c lu d ed  that it is  appropriate to  tran sition  from  the  
A G IA  lic e n se  and to  fo cu s  efforts o n  th e A la sk a  L N G  Project.

(I) In 2 0 1 3 , th e L eg isla tu re  p a ssed  and G overn or P a m e ll s ig n ed  le g is la t io n  for A G D C  to  
p ursue an in -sta te  g a s  p ip e lin e , the A la sk a  S tan d  A lo n e  P ip e lin e  (“A S A P ”) project. T h e  
A d m in istra tion  and A G D C  in tend  that A G D C S  w o u ld  p articipate in  th e A la sk a  L N G  
P roject, and A G D C  w o u ld  estab lish  m em b ersh ip  o n  th e  board o f  A G D C S  w h ic h  m ay  
in c lu d e  the C o m m iss io n e rs , to  the ex ten t p erm itted  b y  law . T h e A d m in istra tion  a lso  
in ten d s to se ek  fu n d in g  for  A G D C  (or A G D C S , w h e n  form ed ) p artic ip a tion  in  th e  A la sk a  
L N G  Project. A G D C  w ill  a lso  co n tin u e  to  pursue th e A S A P  project. A G D C  and the 
A la sk a  L N G  P arties in ten d  to coop erate  w ith  o n e  another on  tech n ica l and en g in eer in g  
m atters to  a ch ie v e  e f f ic ie n c ie s  and share tech n ica l data to  e f fe c t iv e ly  m a n a g e  resou rces.

(J) T h e A la sk a  L N G  P arties w ish  to  ram p up th e P re-F E E D  p h a se  o f  th e A la sk a  L N G  P roject,
w h ic h  is  estim ated  to  c o s t  o v er  $ 4 0 0  m illio n , but are se e k in g  u n d erstan d in gs w ith  the State  
co n cern in g  the S ta te ’s and the P rod ucer P a rtie s’ d esire  for State p artic ip ation  in  th e  A la sk a
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L N G  P roject, co n s is te n t w ith  certain  f isc a l and co m m erc ia l p r in c ip le s  d escr ib ed  in  th is  
H O A , prior to  ram p in g  up th e P re-F E E D  p h a se . S im ilar ly , th e A d m in istra tio n  is  se ek in g  
u n d erstan d in gs from  th e  A la sk a  L N G  P arties to  a d v a n ce  th e A la sk a  L N G  P roject.

(K ) T h e  A d m in istra tio n  h as d eterm in ed  that S ta te  p articipation  in  th e A la sk a  L N G  P roject  
co u ld  y ie ld  s ig n if ica n t o v era ll b en efits  for th e  S tate. T h e P arties r e c o g n iz e  that en ab lin g  
le g is la t io n  to  fa c ilita te  S ta te  p artic ip ation  in  a d v a n c in g  an L N G  exp ort p ro ject to  d ev e lo p  
A la sk a  g a s reso u rces is  desirab le.

(L ) T h e P rod u cer P arties and th e  A d m in istra tion  h a v e  d e v e lo p e d  g u id in g  o b je c t iv e s  to  p rogress  
th e A la sk a  L N G  P roject, w h ic h  in c lu d e  crea tin g  an  en v iron m en t to: (a) en a b le  th e  A la sk a  
L N G  P roject to  b e  c o m p le te d  in an  ex p ed ited  and reason ab le  fash ion ; (b ) m a x im iz e  the  
v a lu e  o f  A N S  reso u rces to  th e S tate, P rod u cer P arties and other stak eh old ers; and (c)  
ex p a n d  th e  co n tr ib u tio n  o f  A N S  resou rce d e v e lo p m en t to  A la sk a ’s e c o n o m ic  grow th .

(M ) T h e  P arties h a v e  en tered  in to  d isc u ss io n s  as to  h o w  th e y  m a y  co o p era te  w ith  each  other to  
jo in t ly  p u rsu e th e  A la sk a  L N G  P roject. A c c o r d in g ly , th is H O A  es ta b lish es  certa in  gu id in g  
p rin c ip le s  and  u n d erstan d in gs to  support a d v a n cem en t o f  th e A la sk a  L N G  P roject and that 
w o u ld  lea d  to  im portan t co m m erc ia l and op era tin g  arrangem en ts b e tw e e n  th e  Parties.

N O W , T H E R E F O R E , th e  P arties agree as fo llo w s:

ARTICLE 1: DEFINITIONS

1.1 . “Affiliate ” m ea n s,

a. In re la tion  to  T A D I o r  a Producer Party, an y  co m p a n y , corporation , partnersh ip  or 
other le g a l en tity  (in  th is  d efin itio n , ea ch  su ch  en tity  and each  P arty are so m etim es  
referred  to  as a “C o m p a n y ”), that:

( i)  Is d ire c tly  or in d irectly  o w n e d  or co n tro lled  b y  su ch  Party;

( ii)  D ir e c t ly  or in d irectly  o w n s  or co n tro ls  su ch  Party; or

( iii)  Is d irectly  o r  in d irectly , o w n e d  or con tro lled  b y  a C o m p a n y  that a lso , 
d irectly  or in d irectly , co n tro ls  su ch  Party; and

b. In  re la tion  to  A G D C , th o se  S tate en titie s  that o th e rw ise  m e e t th e req u irem en ts o f  the 
d e fin itio n  a b o v e , w h e n  actin g  o n ly  in  th e S ta te ’s proprietary ca p a city , in c lu d in g  o ther  
in d ep en d en t S tate corporations.

F or th e p u rp o se  o f  th is  d efin itio n , a C o m p a n y  is  d irectly  o w n e d  or co n tro lled  b y  another  
C o m p a n y  that o w n s  or co n tro ls  sh ares or o ther in terests carrying  in  th e aggrega te  m ore  than 50  
p ercen t o f  th e  v o t in g  r igh ts ex e rc isa b le  at a gen era l, sharehold ers, or m em b ers m ee tin g  o f  the  
f ir st-m en tio n ed  C o m p a n y , or the r ight to ap p oin t or d ism iss  a m ajority  o f  th e d irectors th ereof, or 
th e  p o w e r  to  d irect or c a u se  th e d irection  o f  th e m an agem en t or p o lic ie s  through  th e  ow n ersh ip  
o f  secu r itie s , b y  con tract or o th erw ise . A  C o m p a n y  is  in d irectly  o w n e d  or co n tro lled  b y  a
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C o m p a n y  or C o m p a n ies  (th e “parent C o m p a n y  or C o m p a n ies”) i f  a ser ies  o f  C o m p a n ies  can  b e  
sp ec ified , b eg in n in g  w ith  th e  parent C o m p a n y  or C o m p a n ies  and en d in g  w ith  th e  p articu lar  
C om p an y , so  re la ted  that ea ch  C o m p a n y  o f  th e ser ies , e x c ep t the parent C o m p a n y  or C o m p a n ies ,  
is  d irectly  co n tro lled  b y  o n e  or m o re  o f  th e C o m p a n ies  in  th e series.

1.2. “A G D C ’ m ea n s th e  A la sk a  G a slin e  D e v e lo p m e n t C orp oration  as se t  forth  in  A S  3 1 .2 5 .

1.3. “A G D C S” m ea n s a w h o lly -o w n e d  su b sid iary  o f  A G D C  to  b e  form ed  for th e sp e c if ic  
p u rp ose o f  p artic ip atin g  in  th e  A la sk a  L N G  Project.

1.4. “Alaska LN G  P roject” m ea n s, c o lle c tiv e ly , th e p roject co m p o n e n ts  c o n s is t in g  o f  th e  
L N G  Plant, th e  G as P ip e lin e , th e  G as T reatm ent P lant, th e P B U  G as T r a n sm issio n  L in e , and th e  
P T U  G as T r a n sm issio n  L ine.

1.5. “Alaska North Slope”  or “A N S ” m ean s that part o f  A la sk a  that l ie s  north o f  68  d eg re es  
N o rth  latitude.

1.6. “Enabling Legislation” m ea n s le g is la tio n  en acted  b y  th e  A la sk a  L eg isla tu re  that h as  
b e c o m e  e ffe c t iv e  as p ro v id ed  in  A S  0 1 .1 0 .0 7 0 , and that at a m in im u m :

a. P rov id es for  a co n fid en tia l p ro ce ss  that w o u ld  a llo w  th e A d m in istra tion  to  p articip ate  
in  d e v e lo p in g  term s for con tracts a sso c ia ted  w ith  a project, in c lu d in g  b ut n ot lim ited  
to  (1 )  p ro jec t-en a b lin g  con tracts, w h ic h  con tracts are su bject to  su b seq u en t le g is la t iv e  
ratification , (2 )  th e  fron t-en d  en g in eer in g  and d e s ig n  w ork  agreem en ts and (3 )  o ther  
p roject im p lem en ta tio n  contracts; and

b. A llo w s  for contract term s w h ic h  co u ld  in c lu d e  term s that address: S tate participation;
a S tate share o f  g a s  (ro y a lty  in  k ind  and g a s in  lieu  o f  p ro d u ctio n  tax es); p rop erty
taxes; u p stream  c o s ts  and le a se  exp en d itu res; in -sta te gas d e liv er ies; ow n ersh ip  
in terests; op era tin g  agreem en ts; g a s treatm en t, transportation , and liq u e fa c tio n  
se r v ic e s  agreem en ts; S tate L N G  or g a s  sa le s  contracts; contract d uration  and  
d urability; p er io d ic  p roject reporting; A la sk a  hire; A lask a  con tractin g; and other  
term s n ece ssa r y  to  ad van ce  p rojects to  c o m m er c ia lize  A la sk a ’s natural g a s  resou rces.

1.7. “F E E D ” m ea n s a fron t-en d  en g in ee r in g  and b a s ic  en g in eer in g  d e s ig n  stu d y , 
w h ich , w ith o u t lim ita tion , w o u ld  in c lu d e  th e fo llo w in g :

a. S u ffic ie n t ly  d eta ile d  b a sic  en g in eer in g  p a ck a g es  for the co m p o n en ts  o f  th e A la sk a  
L N G  P roject and a con tractin g  stra tegy  to en ab le  con tractor b id d in g  for  th e  
E n g in eerin g , P rocu rem en t and C on stru ction  (“E P C ”) contracts;

b. A  resou rcin g , c o m m iss io n in g  and start-up plan;

c. T h e fin a liza tio n  o f  the k e y  p roject agreem en ts requ ired  to im p lem en t th e A la sk a  L N G
Project;

d. A  tech n ica l and co m m er c ia l d efin itio n  o f  the A la sk a  L N G  Project;
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e. A  d eta iled  u p d ate  o f  th e A la sk a  L N G  P roject ec o n o m ic s , f in a n c in g  and co m m erc ia l 
assu m p tio n s , in c lu d in g  an u p d ated  es tim a te  o f  cap ita l c o s ts  su ff ic ie n t  for  a fina l 
in v estm en t d ec is io n ;

f. A  fin a l a sse ssm en t o f  en v iron m en ta l, so c ia l and h ealth  im p acts o f  th e  A la sk a  L N G  
Project;

g. L o n g -lea d  p rocu rem en t activ ities;

h. O ther a c t iv itie s  n ece ssa r y  to  en a b le  a fin a l in v estm en t d e c is io n  to  b e  taken  b y  th e  
A la sk a  L N G  P arties su ch  as but n ot lim ited  to  fin an cin g , p erm ittin g  and registration; 
and

i. T h e b id d in g  and internal se le c tio n  o f  E P C  contractors, as ap p licab le .

T h e d e ta ile d  w o rk  p lan  and d e liv era b les  o f  F E E D  w ill  b e  d ev e lo p e d  d uring P re-F E E D .

1.8. “FEED A greem ent” m ea n s the agreem en t or agreem en ts u nd er w h ic h  F E E D  w o u ld  b e  
u n d ertak en  for th e A la sk a  L N G  Project.

1.9 . “F E R C ” m ea n s th e F ed era l E n erg y  R eg u la to ry  C o m m iss io n .

1 .10 . “Gas P ipeline” m ea n s th e  A la sk a  L N G  P roject co m p o n en t co n s is tin g  o f  a m a in  natural 
gas p ip e lin e  from  th e  o u tle t f la n g e  o f  th e  G T P  o n  th e A la sk a  N orth  S lo p e  to  th e in let f la n g e  o f  
th e L N G  P lan t, in c lu d in g  th e structures, eq u ip m en t, u n d er ly in g  land rights and all other  
a sso c ia te d  sy s te m s , but e x c lu d in g  an y  o ther g a s p ip e lin e s  tak in g  g a s from  an y  O ffta k e  P oin t.

1 .11 . “Gas Treatment P lan t” or “GTP” m ean s th e A la sk a  L N G  P roject c o m p o n e n t co n s is tin g  
o f  fa c il it ie s , in c lu d in g  th e structures, eq u ip m en t, u n d er ly in g  land righ ts and a ll o ther a sso c ia ted  
sy stem s and re la ted  a c tiv itie s  to  re ce iv e  natural g a s from  the P B U  G as T ra n sm iss io n  L in e , the  
P T U  G a s T r a n sm iss io n  L in e , or other fa c ilit ie s , treat th e natural g a s  to  p ip e lin e  q u a lity  
sp e c ific a tio n s , d isp o s e  o f  or d e liv er  b y -p rod u cts, d e liv er  liq u id  p rod u cts for further 
tran sportation , and d e liv e r  treated  natural gas for transportation  through th e G a s P ip elin e .

1 .12 . “HOA ” m ea n s th is  H e a d s o f  A g reem en t, in c lu d in g  its R ec ita ls  and A p p e n d ix  A .

1.13 . “In itia lP ro ject Term ” h as th e m ea n in g  p rov id ed  in  S ec tio n  9 .2 .

1 .14 . “Joining P arty” h as th e m ea n in g  p ro v id ed  in  S e c tio n  13.6 .

1 .15 . “Licensee” m ea n s, c o lle c tiv e ly , T ransC anada A la sk a  C om p an y , L L C , a D e la w a re  

lim ited  lia b ility  c o m p a n y , and F o o th ills  P ip e  L in es  Ltd.

1 .16 . “L N G ” m ea n s a n y  h ydrocarb on  or m ixtu re o f  hydrocarb on s co n s is tin g  p red o m in a n tly  o f  
m eth an e in  a liq u id  sta te  at or b e lo w  its b o ilin g  p o in t at a p ressu re o f  a p p ro x im a te ly  o n e  
atm osp here.
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1.17 . “LN G  P lan t” m ea n s th e A la sk a  L N G  P roject co m p o n e n t co n s is tin g  o f  an  L N G  p lan t  
fa c ility , in c lu d in g  th e structures, eq u ip m en t, u n d er ly in g  land rights and all o ther a sso c ia ted  
sy stem s, for p re-p ro c ess in g  and liq u efa ctio n  o f  natural ga s, and storage and o ff- lo a d in g  o f  
liq u e fied  natural g a s, in c lu d in g  term inal fa c ilit ie s  and a u x ilia ry  m arin e v e s s e ls .

1 .18 . “M O U ” has the m ea n in g  p rov id ed  in  S ectio n  5 .4 .

1 .19 . “NGA Section 3 ” has th e m ea n in g  p rov id ed  in  S e c t io n  6 .1 .

1.20. “ Offtake Point(s)” h as th e m ea n in g  p rov id ed  in  S e c t io n  6 .5 .

1.21. “P B U  Gas Transmission L in e” m ean s th e A la sk a  L N G  P roject co m p o n e n t c o n s is t in g  o f  
a natural gas tra n sm iss io n  lin e  from  th e  ou tlet f la n g e  o f  th e P m d h o e  B a y  U n it C entral G as  
F a c ility  to  th e  in let f la n g e  o f  th e G T P  in clu d in g  th e  structures, eq u ip m en t, u n d er ly in g  land  rights  
and a ll o ther a sso c ia ted  sy stem s.

1 .22 . “PIL T ” m ea n s a p a y m en t in  lieu  o f  property  tax  as se t forth  in S e c t io n  9 .3 .1  .a.

1 .23. “Pre-F EE D ” m ea n s p re-fron t-en d  en g in eer in g  and d e s ig n  w ork  and a c tiv itie s  on  th e  
ap proved  co n cep t in  p reparation  for F E E D  for th e  A la sk a  L N G  Project, in c lu d in g  tec h n ica l and  
e x e c u tio n  stu d ies and  o p tim iz a tio n  and F E E D  / E P C  in v ita tio n  to  tender d e v e lo p m en t in c lu d in g  
su ff ic ien t d e s ig n  d eta il and  en v iron m en ta l fie ld  w o rk  to  support F E R C  a p p lica tio n s and f ilin g s .

1 .24. “P T U  Gas Transmission L ine” m ean s th e A la sk a  L N G  P roject co m p o n e n t c o n s is t in g  o f  
a natural g a s tra n sm issio n  lin e  from  th e  ou tlet f la n g e  o f  th e  P o in t T h o m so n  U n it  p rod u ction  
fa c ility  to the in let f la n g e  o f  th e G T P in clu d in g  th e  structures, eq u ip m en t, u n d er ly in g  lan d  rights  
and a ll o ther a sso c ia ted  sy stem s.

1 .25 . “R IK ” m ea n s ro y a lty  in  k in d  as p rov id ed  in  S e c tio n  8 .1 .1 .

1 .26 . “R IV ” m ean s ro y a lty  in  v a lu e  as p rov id ed  in S e c t io n  8 .1 .1 .

1 .27 . “State Gas Share” m ea n s, c o lle c tiv e ly , th e S ta te ’s share o f  R IK  g a s and T a x  as G a s as 
p rov id ed  in  S e c tio n  8 .3 .

1 .28 . “Tax as Gas” or “TAG” h as the m ean in g  p rov id ed  in  S ectio n  8 .2 .

1 .29 . “ Transfer”  m ea n s an y  sa le , a ssig n m en t, con trib u tion  or other d isp o s itio n  (a ) b y  an
A la sk a  L N G  Party o f  a ll or part o f  its participating  in terests in  th e  A la sk a  L N G  P roject or (b ) b y
an A la sk a  L N G  Party or its  A ff ilia te s  o f  a ll or part o f  its rights and o b lig a tio n s  in  an y  A N S  le a se  
from  w h ic h  g a s w o u ld  b e  p rod u ced  in to  th e A la sk a  L N G  Project, to  a  tran sferee (in c lu d in g  
w ith o u t lim ita tion  b y  m erger or co n so lid a tio n ).

1 .30 . “Transmission L in es” m ea n s th e  A la sk a  L N G  P roject co m p o n e n ts  c o n s is t in g  o f  th e P B U  
G as T r a n sm issio n  L in e  and th e P T U  G as T ra n sm issio n  L ine.

Page 7
o
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ARTICLE 2: PRINCIPLES

2.1  T h is  H O A  se ts  o u t the g u id in g  p r in c ip le s  u p on  w h ic h  th e P arties w ish  to  p rogress w ork  
for  ev a lu a tio n  o f  th e  A la sk a  L N G  Project. It is  u n d erstood  and agreed  that i f  th e  L eg isla tu re  
p a sse s  E n a b lin g  L e g is la t io n  that is  accep ta b le  to  th e P arties, th e P arties w o u ld  n eg o tia te  
con tracts, w h ic h  w o u ld  in corp orate  the p r in c ip le s  con ta in ed  in  A r tic le s  5 th rou gh  12. In en tering  
in to  th is  H O A , it is  th e  in tent o f  th e  Parties that th is  H O A  p ro v id e  A la sk a n s w ith  a roadm ap for  
h o w  th e  P arties in ten d  to a d v a n ce  th e  A la sk a  L N G  Project.

ARTICLE 3: BENEFITS OF THE ALASKA LNG PROJECT

3.1 A  su c c e ss fu l A la sk a  L N G  P roject w o u ld  p ro v id e  su bstan tia l b en e f its  to  th e  S tate, A la sk a  
L N G  P arties, and o th er  stak eh o ld ers, in c lu d in g , but n ot lim ited  to:

a. T h e  o p p o rtu n ity  for c o m p e tit iv e ly  p r iced , re lia b le  in -sta te  g a s  su pp ly;

b. C o m m er c ia liz a tio n  o f  A N S  g a s reso u rces th rough  the sa le  o f  L N G  to  g lo b a l m arkets
and a c c e s s  for in -sta te  g a s  dem and;

c. C reating  jo b s  for A la sk a n s in the exp loration , d ev e lo p m en t, p ro d u ctio n  and  
tran sportation  o f  natural gas;

d. In creased  op p ortu n ities for A la sk a -b a sed  contractors;

e. A d d itio n a l re v en u e s  to  th e  S tate and A la sk a  L N G  Parties; and

f. Infrastructure for  d e v e lo p m en t o f  o n sh o re  and o ffsh o re  state and fed era l lan ds to
en h a n ce  A la sk a  o il  and g a s ex p lo ra tio n  and p ro d u ctio n  op p ortu n ities for  th e  P rod ucer  
P arties and o ther exp lorers and p rod ucers.

ARTICLE 4: ALASKA LNG PROJECT WORK

4 .1  E x e c u tio n  o f  th e  A la sk a  L N G  P roject in v o lv e s  a p h ased  d e v e lo p m en t p ro ce ss . T o  date, 
o n e  or m o re  o f  th e  A la sk a  L N G  P arties h a v e  a cc o m p lish e d  certain  w o rk , and th e  A la sk a  L N G  
P roject is  p o ise d  to  ram p up th e P re-F E E D  p h a se . T h e p u rp o se  o f  P re-F E E D  is  to  p rogress  
tec h n ica l w o rk  that w o u ld  p ro v id e  each  o f  th e  A la sk a  L N G  P arties w ith  su ff ic ie n t  in form ation  
for e v a lu a tin g  th e tec h n ica l, c o s t  and sc h e d u le  a sp ec ts  o f  th e  A la sk a  L N G  P roject. T h e Pre- 
F E E D  w o rk , w h e n  u se d  w ith  o ther in form ation  regard in g the co m m erc ia l, le g a l, e c o n o m ic ,  
f in a n cia l, m ark etin g , t im in g  and o ther n e c e ssa r y  a sp ec ts  o f  th e A la sk a  L N G  P roject, w ill  a ssist  
th e A la sk a  L N G  P arties in  d eterm in in g  h o w  to  p ro ceed  w ith  th e  p h a sed  p roject d ev e lo p m en t  
p r o c e ss , in c lu d in g  w h eth er  to  p ro ceed  to th e  F E E D  p h a se  o f  th e  A la sk a  L N G  P roject. T h e  F E E D  
p h a se  w o u ld  in v o lv e  th e  ex p en d itu re  o f  b illio n s  o f  d o llars to p rogress th e A la sk a  L N G  P roject to  
th e fin a l in v estm en t d e c is io n  (“F ID ”).

4 .2  S u b ject to  th e  A la sk a  L N G  P arties ex e c u tin g  a n ew  co m m er c ia l a g reem en t for ram p ing  
up P re-F E E D  w ork , th e A la sk a  L N G  P arties w ill  co n tin u e  that w o rk  through  co m p letio n ,
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p rov id ed  E n ab lin g  L e g is la tio n  a ccep ta b le  to  th e  P arties is  p a ssed  and o ther support re feren ced  in  
A rtic le  10 is  m ain ta in ed  or p rogressed . T h e P re-F E E D  w o rk  is  ex p ec ted  to  ram p up in  th e  
se co n d  quarter o f  2 0 1 4 , and is  an tic ip ated  to  take b e tw e e n  18 and 2 4  m o n th s to  co m p le te , w ith  a 
d eterm in ation  o n  p ro ce ed in g  to  th e F E E D  p h a se  ex p ec ted  to  o ccu r  w ith in  a p p ro x im a te ly  36  
m o n th s after ram p up o f  P re-F E E D . D u rin g  P re-F E E D , th e A la sk a  L N G  P arties w il l  co n tin u e  to  
p ro v id e  regular A la sk a  L N G  P roject u pd ates to  th e A d m in istra tion , th e A la sk a  L eg is la tu re  and  
th e p u b lic .

4 .3  U p o n  co m p le tio n  o f  P re-F E E D  d e liv era b les  for th e  A la sk a  L N G  P roject, th e  A la sk a  L N G  
P arties w il l  d ec id e  w h eth er  to  p ro ce ed  w ith  F E E D  for the A la sk a  L N G  Project. E ach  A la sk a  
L N G  Party w ill  m ak e that d e c is io n  in  its  s o le  d iscretion .

4 .4  A  d e c is io n  b y  th e A la sk a  L N G  P arties to a d v a n ce  th e  A la sk a  L N G  P roject to  F E E D  is  
su b ject to , am on g  o ther things:

a. E n ab lin g  L e g is la tio n  and other la w s  and re g u la tio n s o f  th e S tate to  ad van ce  the  
A la sk a  L N G  P roject, in c lu d in g  n ece ssa r y  f isca l and co m m er c ia l term s as se t forth  in  
th is  H O A ;

b. A p p rova l b y  th e  m a n a g em en t or ap p rov in g  au th ority  o f  the P arties, as ap p licab le;

c. D eterm in ation  o f  A la sk a  L N G  P roject co m p o n e n t s iz in g , g a s q u a lity  sp ec ifica tio n s , 
and e x p a n sio n  term s; and

d. E x e cu tio n  o f  con tracts as con tem p la ted  b y  S e c t io n  7 .4 , as w e ll  a s g a s treatm ent, 
transportation , and liq u e fa c tio n  se r v ic e s  a greem en ts, and th e e x e c u tio n  o f  th e F E E D  
A greem en t.

4 .5  D urin g  th e P re-F E E D  p h a se , ea ch  o f  th e P rod u cer P arties and the S tate w o u ld  in itia te  
p relim inary , in d iv id u a l L N G  or g a s  sa le s  or sh ip p in g  efforts. D u rin g  th e F E E D  p h a se , ea ch  o f  
th o se  P arties w o u ld  se ek  to  e x e c u te  in d iv id u a l L N G  (or gas) sa le s  and sh ip p in g  agreem en ts.

4 .6  D u rin g  th e P re-F E E D  p h a se , th e Parties w o u ld  w ork  to  d ev e lo p  m u tu a lly  a greeab le  gas  
o ffta k e  and b a lan c in g  agreem en ts to  fa c ilita te  g a s o ffta k e  b y  ea c h  o f  th e  P arties w ith  regard  to  
their rights to ca p a c ity  in  th e A la sk a  L N G  Project.

ARTICLE 5: STATE PARTICIPATION IN THE PROJECT

5.1 T h e A d m in istra tion  h as d eterm in ed  that S tate p artic ip ation  in  th e A la sk a  L N G  P roject
co u ld  y ie ld  s ig n ifica n t o v era ll b e n e fits  for the State, in clu d ing:

a. P rotectin g  th e S ta te ’s m ineral in terests and m a x im iz in g  the v a lu e  o f  its  resou rces;

b. Im p rovin g  a lign m en t o f  in terests b e tw e e n  th e S tate and the P rod ucer Parties;
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c . T ran sp aren cy  for th e  A d m in istra tio n  (w h e n  actin g  in  its  p roprietary ca p a c ity  in
regards to  th e S ta te  G as Share, and w ith  re levan t co n fid e n tia lity  p ro tec tio n s)
regard in g  th e A la sk a  L N G  P roject;

d. A c c e s s  and p ro -ex p a n s io n  p r in c ip le s  for th e  A la sk a  L N G  Project;

e. C reating  an op p ortu n ity  for d e liv e r in g  gas to  A lask an s;

f. A n  op p ortu n ity  for ad d ition a l S tate reven u es; and

g. R ed u c in g  v a lu a tio n  and other p o ten tia l d isp u tes b e tw e en  th e P rod u cer P arties and the  
State.

5 .2  T h e  P rod u cer P arties b e l ie v e  that S tate p artic ip ation  in  k e y  a sp ec ts  o f  th e  A la sk a  L N G  
P roject, in c lu d in g  its  in v estm en t and sh arin g  o f  o th er c o s ts , in  b a la n ce  w ith  a share o f  g a s from  
th e  A la sk a  L N G  P roject, is  a s ig n ifica n t en ab ler  o f  a su c c e ss fu l p roject o f  that s iz e  and  
c o m p le x ity . A c c o r d in g ly , th e  P rod u cer P arties support S tate p artic ip ation  in  th e A la sk a  L N G  
P roject.

5 .3  S u b ject to  th e  p a ssa g e  o f  E n ab lin g  L e g is la t io n  and e x e c u tio n  o f  p ro jec t-en a b lin g  
con tracts, in c lu d in g  sa tisfa cto ry  arrangem en ts for  d isp o s itio n  o f  th e S ta te ’s share o f  L N G , the 
S tate  w o u ld  p artic ip ate  in  th e A la sk a  L N G  P roject at a p articip atin g  in terest share in  the A la sk a  
L N G  P roject c o m p o n e n ts  co n s is te n t  w ith  th e S tate G a s Share in  th o se  co m p o n en ts . T h e Parties  
a n tic ip a te  the S ta te ’s p artic ip atin g  in terest share in  ea c h  co m p o n en t w o u ld  b e  ap p rox im ately  
20%  to  25% .

5 .4  T h e  A d m in istra tion  in ten d s to  en ter in to  p roject im p lem en ta tio n  agreem en ts w ith  o n e  or  
m o re p arties to  h o ld  th e  S ta te ’s p artic ip atin g  in terest in  the A la sk a  L N G  P roject, w h ic h  co u ld  
in c lu d e  T A D I and A G D C , re c o g n iz in g  that th e A d m in istra tion  has en tered  a m em oran d u m  o f  
u n d erstan d in g  (“M O U ”) w ith  T A D I  and certa in  o f  its  A ffilia te s . T h e A d m in istra tion , w ith  the  
co n cu rren ce  o f  T A D I  and certa in  o f  its  A ff ilia te s ,  p lan s o n  p u b lic ly  re le a s in g  th e M O U  
co n tem p o r a n e o u s ly  w ith  th e p u b lic  re le a se  o f  th is  H O A .

5 .5  D u rin g  th e P re-F E E D  p h ase , th e P rod u cer Parties, T A D I, and A G D C  (in c lu d in g  
rep resen ta tiv es  o f  th e  A d m in istra tion  w h e n  th o se  rep resen ta tives are actin g  in  a proprietary  
c a p a c ity  in  regard to  th e S tate G as Share, and w ith  re levan t co n fid e n tia lity  p ro tec tio n s) w o u ld  
n e g o tia te  in  g o o d  fa ith  to  en ter in to  the agreem en ts for  F E E D  for th e  A la sk a  L N G  P roject. T o  
supp ort th o se  n eg o tia tio n s , th e A la sk a  L N G  P arties w o u ld  p ro v id e  for rea so n a b le  d isc lo su r e  o f  
in fo rm a tio n  re la ted  to  the S ta te ’s p artic ip atin g  in terest in  the A la sk a  L N G  P roject to  
rep resen ta tives o f  th e  A d m in istra tion  w h e n  th o se  rep resen ta tives are actin g  in  a proprietary  
ca p a c ity  in  regard to  th e S tate G a s Share, and w ith  re levan t co n fid e n tia lity  p ro tec tion s.

5 .6  T h e  A la sk a  L N G  P arties support the p r in cip le  o f  p ro v id in g  a c c e s s  to  in form ation  related  
to  th e  c o m p o n e n ts  o f  th e A la sk a  L N G  P roject in  w h ic h  that A la sk a  L N G  Party h as an  ow n ersh ip  
in terest or, prior to  o w n e rsh ip  b e in g  esta b lish ed , a p articip atin g  in terest. W ith  resp ect to  A G D C , 
a c c e s s  to  in fo rm a tio n  w o u ld  in c lu d e  a c c e s s  for  th o se  rep resen ta tives o f  th e A d m in istra tion  
a sso c ia ted  w ith  A G D C  w h e n  th o se  rep resen ta tives are actin g  in  a proprietary ca p a c ity  in  regard  
to  th e  S tate G as Share, and w ith  re levan t co n fid e n tia lity  p ro tec tion s. D isc lo su r e  o f  su ch
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in form ation  w o u ld  b e  in  a ccord an ce  w ith  a p p lica b le  la w , su b ject to  re lev a n t co n fid e n tia lity  
p rotection s and su ffic ien t to  a llo w  ea ch  A la sk a  L N G  Party to  m ee t its  rea so n a b le  b u s in e s s  n eed s, 
in c lu d in g  o b lig a tio n s  to  cu sto m ers, in  resp ect o f  th e  A la sk a  L N G  P roject. T h e A la sk a  L N G  
P arties w o u ld  n eg o tia te  in  g o o d  fa ith  to  im p lem en t th e se  p rin cip les in  su b seq u en t p roject 
im p lem en ta tio n  agreem en ts.

ARTICLE 6: REGULATORY FRAMEWORK, ACCESS AND EXPANSION

6.1 T h e Parties h a v e  d isc u sse d  a ta ilored  regu la tory  fram ew ork  for th e A la sk a  L N G  P roject 
u nd er S ec tio n  3 o f  th e N atu ral G as A ct, 15 U .S .C . § 7 1 7 b  (“N G A  S ec tio n  3 ”), and r e c o g n iz e  the  
a v a ila b ility  o f  th is fram ew ork  to m eet th e  n eed s  o f  all Parties.

6 .2  D u rin g  P re-F E E D , th e  A la sk a  L N G  P roject w ill  b e  a d van ced  under N G A  S e c t io n  3.

6 .3  A c c e s s  and P ro -E x p a n sio n  P rin c ip les.

a. T h e Parties w il l  a d v a n ce  d ev e lo p m en t o f  a co m m er c ia l structure that is  co n sis te n t  
w ith  th e regu la tory  fram ew ork .

b. A G D C  and T A D I sh ares o f  ca p a c ity  in  th e A la sk a  L N G  P roject c o m p o n e n ts  w o u ld  
b e  o w n e d  and op erated , in  w h o le  or in  part, o n  term s that w o u ld  p rov id e  a c c e s s  for  
th ird-parties, for  b oth  in -sta te  and exp ort v o lu m e s . T h ese  a c c e s s  term s w o u ld  b e  
d ev e lo p e d  b y  th e S tate, A G D C  and T A D I and w o u ld  u tiliz e  con tract carriage  
p rin cip les.

c. E ach  P rod ucer P arty ’s in d iv id u a l ca p a c ity  in  th e  A lask a  L N G  P roject c o m p o n e n ts  
w o u ld  b e  o w n e d  and op erated  o n  a p roprietary b a sis .

d. T h e P arties w o u ld  jo in t ly  d e v e lo p  a ccep ta b le  term s regard ing fire w a lls  and  FE R C  
ad ju dication , w h ere  appropriate.

e. E xp a n sio n  term s co n s is te n t w ith  th e “P ro-E xp an sion  P r in c ip les” set forth  in  
A p p en d ix  A  w o u ld  a lso  b e  agreed  b y  the Parties.

6 .4  Prior to  en tering  F E E D , th e  fo llo w in g  w ill  b e  p ursued  in  in teraction s w ith  th e FER C :

a. T h e P arties w ill  support, in c lu d in g  h o ld in g  d isc u ss io n s  (as p erm itted  b y  F E R C  ru les)  
w ith  th e  F E R C  s ta f f  regard in g  th e  ap p lica tion  and im p lem en ta tio n  o f  N G A  S e c tio n  3 

to  th e A la sk a  L N G  Project.

b. B a sed  on  th o se  d isc u ss io n s , th e P arties w ill  m ee t to  co n sid er  th e jo in t  f il in g  o f  a 
p etitio n  for d eclaratory  order w ith  FE R C  to  con firm  th ese  p rin cip les.

E ach  Party m u st b e sa tis f ied  w ith  th e co m m erc ia l term s and regu latory fram ew ork  p rior to  the  
e x e c u tio n  o f  th e F E E D  A g reem en t for th e A la sk a  L N G  P roject.
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6 .5  T o  a ssist  in  ad d ressin g  in -sta te  g a s  d em an d , th e  A la sk a  L N G  P roject w o u ld  in c lu d e  at 
lea st f iv e  in -sta te  o ffta k e  p o in ts  (“O fftak e  P o in t(s )”), w ith  th e sp e c if ic  lo c a tio n s  d eterm in ed  b y  
th e A d m in istra tio n  in  c o n su lta tio n  w ith  A G D C . A n y  P arty m a y  d e liv e r  g a s  to  an O ffta k e  P oin t. 
A n y  fa c il it ie s  ta k in g  g a s from  an  O fftak e  P o in t, in c lu d in g  fa c ilit ie s  a sso c ia ted  w ith  od oriza tion , 
red u ctio n  o f  g a s p ressu re, or con tro l o f  g a s h ea tin g  v a lu e  or g a s q u a lity , are n ot part o f  the  
A la sk a  L N G  P roject and w o u ld  n eed  to b e  fu n d ed , in sta lled  and m ain ta in ed  b y  third p arties.

6 .6  T h ird-party  g a s to  b e  d e liv e re d  in to  a n y  co m p o n e n t o f  the A la sk a  L N G  P roject m u st m ee t  
th e g a s  q u a lity  sp e c if ic a t io n s  o f  th e  a p p lica b le  A la sk a  L N G  Project co m p o n en t, and  m u st n ot  
a d v e r se ly  a ffe c t  th e  c o s t  o f  se rv ic e , tec h n ica l a sp ec ts  or L N G  q u a lity  from  th e  A la sk a  L N G  
P roject fa c ilit ie s .

ARTICLE 7: GENERAL ENABLING LEGISLATION

7.1 A lig n m e n t a m o n g  p arties is  cr itica l to th e su c c e s s  o f  a p roject o f  th e s c o p e  and m agn itu d e  
n e c e ssa r y  to d e v e lo p  A la sk a  g a s  resou rces. G en era l le g is la tio n  to  a llo w  S tate p artic ip ation  and  
g a s sh are in  an y  su c h  p roject is  cr itica l for the p ro g re ss io n  and im p lem en ta tio n  o f  a project. 
D e p e n d in g  on  th e sc o p e , s iz e  and other factors a sso c ia ted  w ith  a particu lar project, th e  le v e l o f  
S tate p artic ip ation  m a y  vary. F o r  p ro jects that q u a lify  u nd er th e gen era l la w , a m ec h a n ism  to  
p ro v id e  p ro jec t-en a b lin g  term s w o u ld  b e  n eed ed .

7 .2  T o  fa c ilita te  A la sk a  gas d ev e lo p m en t and h e lp  ad van ce  th e A la sk a  L N G  P roject and o ther  
q u a lify in g  p ro jects, th e  A d m in istra tion  w ill  su b m it p rop osed  gen eral le g is la t io n  to  th e  A la sk a  
L eg isla tu re  in th e  2 0 1 4  regu lar le g is la t iv e  s e s s io n  to:

a. E sta b lish  term s for  S ta te  p artic ip ation  and S tate g a s share co n sis te n t w ith  A rtic le s  5 , 8 
and 9;

b. P ro v id e  for a co n fid e n tia l p ro ce ss , su b ject to  su b seq u en t le g is la t iv e  ra tifica tion , to  
d ev e lo p  term s for p ro jec t-en a b lin g  contracts; and

c. A llo w  for in c lu s io n  o f  contract term s w h ic h  co u ld  in c lu d e  and address: S tate  
participation; a S tate share o f  g a s (ro y a lty  in  k in d  and g a s in  lieu  o f  p rod u ction  taxes);  
prop erty  taxes; u p stream  c o s ts  and le a se  exp en d itu res; in -sta te  g a s d e liv er ies;  
o w n ersh ip  in terests; op eratin g  agreem en ts; g a s treatm ent, transportation , and  
liq u e fa c tio n  se rv ic es  agreem en ts; S ta te  L N G  or g a s sa le s  contracts; con tract duration  
and durability; p er io d ic  p roject reporting; A la sk a  hire; A la sk a  con tractin g; and other  
term s n e c e ssa r y  to  a d v a n ce  p ro jects  to co m m e r c ia liz e  A la sk a ’s natural g a s resou rces.

7 .3  D u rin g  th e term  o f  th e H O A , and to  th e ex ten t perm itted  b y  la w , ea ch  P arty agrees to  
in c lu d e  an d  support th e p r o v is io n s  o f  A rtic les  5 through  12, in c lu s iv e , in  any future le g is la tio n  or  
con tractu al arrangem en ts that co u ld  ap p ly  to  th e  A la sk a  L N G  P roject.

7 .4  D ep en d in g  o n  th e en actm en t o f  E n a b lin g  L e g is la tio n  accep tab le  to  th e  Parties, th e  
A d m in istra tion  and th e A la sk a  L N G  P arties w o u ld  u se  c o m m er c ia lly  rea so n a b le  e fforts  to  
n eg o tia te  p ro jec t-en a b lin g  con tracts co n sis te n t w ith  that le g is la t io n  and th is  H O A .
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7 .5  T h e A d m in istra tion  w ill  su b m it to  the A la sk a  L eg isla tu re , and th e  P arties w ill  support, to  
th e ex ten t perm itted  b y  la w , le g is la t io n  in  a 2 0 1 5  le g is la t iv e  se s s io n  to  ra tify  an y  A la sk a  L N G  
P roject-en ab lin g  con tracts d e v e lo p e d  b y  the P arties u nd er th e  p ro ce ss  au th orized  in  th e  2 0 1 4  
le g is la tio n  and ad dress an y  other m atters the P arties m u tu a lly  ag ree  are n e c e ssa r y  for  
ad van cem en t o f  the A la sk a  L N G  Project.

7 .6  T h e A d m in istra tion  re c o g n iz e s  that p rojects p ro p o sed  u nd er th e gen era l la w  w il l  h ave  
d ifferen t n eed s , r e flec tin g  th e c o m p le x ity  and m a g n itu d e o f  th e in v estm en ts  requ ired  for the  
p roject, and that th e co rresp o n d in g  d uration  o f  an y  su ch  p ro ject con tracts m a y  vary.

ARTICLE 8: ROYALTIES AND PRODUCTION TAXES

8.1 Royalty.

8.1 .1  A la sk a  la w , as se t forth  in  A S  3 8 .0 5 .1 8 2 (a ) , p ro v id es  that “ro y a lties  on  o il  and gas  
sh a ll b e  tak en  in  k ind  u n le ss  th e co m m iss io n e r  d eterm in es that th e tak in g  in  m o n e y  
w o u ld  b e  in  th e b est in terest o f  the sta te .” T h u s, a b sen t a f in d in g  b y  the  
C o m m iss io n e r  o f  D N R  that the tak in g  o f  its  ro y a lty  in  m o n e y  (c o m m o n ly  referred  
to  as ro y a lty  in  v a lu e , or “R IV ”) for  ro y a lties  gen erated  as a resu lt o f  th e  A la sk a  
L N G  P roject w o u ld  b e  in  th e  b est  in terest o f  th e S tate, th e ro y a lties  gen era ted  as a 
resu lt o f  th e A la sk a  L N G  P roject m u st b e  taken  in  k in d  (“R IK ”).

8 .1 .2  T h e N o v e m b e r  2 0 1 3  “A la sk a  N orth  S lo p e  R o y a lty  S tu d y” p erform ed  b y  B la ck  &  
V ea tch  (“R o y a lty  S tu d y”) at th e d irection  o f  th e  C o m m iss io n e r  o f  D N R  id en tifie s  
severa l p o ten tia l is su e s  relatin g  to  th e  S tate tak in g  R IK  for an  L N G  exp ort p roject  
in c lu d in g  th e S ta te ’s current lack  o f  L N G  m ark etin g  exp ertise .

8 .1 .3  S u b ject to  th e  p a ssa g e  o f  E n ab lin g  L e g is la t io n  and e x e c u tio n  o f  p ro jec t-en a b lin g  
con tracts in c lu d in g  sa tisfactory  arrangem en ts for  d isp o s itio n  o f  th e S ta te ’s share o f  
LNG :

8 .1 .3 .1  T h e  S tate w il l  take as R IK  th e fu ll ro y a lty  p ercen ta g e  p erm itted  u nd er the  
le a se s  from  w h ic h  gas w ill  b e  p rod u ced  in to  the A la sk a  L N G  P roject for  
th e  In itial Project T erm .

8 .1 .3 .2  A t least 3 6  m o n th s prior to  th e exp ira tion  o f  the In itia l P roject T erm , the  
State w ill  p ro v id e  th e P roducer P arties ad van ce w ritten  n o t ic e  o f  an y  
in ten tion  to e lec t  to r e c e iv e  R IV , w h ich  e le c tio n  c o u ld  o n ly  tak e e ffec t  
after th e  In itial P roject T erm . I f  th e  S tate so  e le c ts  to  r e c e iv e  its  roya lty  
share in  v a lu e  at any tim e after the In itia l P roject T erm , th e relevant  
parties w ill  n eed  to  agree o n  the term s for  ro y a lty  v a lu a tio n  and  
corresp on d in g  im p acts , i f  any, o n  th e ow n ersh ip  in  and ca p a c ity  a c c e s s  to  
th e A la sk a  L N G  P roject co m p o n en ts .

8 .1 .3 .3  T h e  S tate and P rod ucer P arties w il l  m o d ify  any s lid in g  sc a le  r o y a lty  and  
n et p ro fits  share roya lty  p r o v is io n s  in  S tate le a ses  from  w h ic h  g a s  w ill  b e
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p rod u ced  in to  th e A la sk a  L N G  P roject to  p ro v id e  for a f ix e d  p ercen ta g e  
ro y a lty  and the S tate w il l  tak e as R IK  as p ro v id ed  in  S ec tio n  8 .1 .3 .1 .

8 .2  Gas Production Tax. W ith  regard to  g a s p rod u ction  ta x es , w h ich , a ssu m in g  E n abling
L e g is la t io n  is  en a cted , co u ld  b e  taken  b y  th e  S tate eith er in  ca sh  or as g a s (th e latter b e in g  
referred  to  h ere in  a s “T a x  as G a s” or “T A G ”), and su b ject to  S e c tio n  8 .1 .3 .1  and e x e c u tio n  o f  
p ro jec t-en a b lin g  con tracts in c lu d in g  sa tisfactory  arrangem en ts for d isp o s itio n  o f  th e S ta te ’s share  
o f  L N G :

8 .2 .1  F or th e  A la sk a  L N G  P roject co n tem p la ted  u nd er th is H O A , th e S tate w il l  p rov id e  
ea ch  P rod u cer Party w ith  th e  right to  e x e r c ise  a o n e  tim e , irrevocab le  e lec tio n , w ith  
n o  su n se t requ irem en t, to m ak e g ro ss  g a s p ro d u ctio n  tax  p a y m en ts that are eq u al to  
a f ix e d  p ercen ta g e  o f  that P rod ucer P arty’s ta x a b le  gas. E ach  P rod u cer P arty’s 
f ix e d  p erc en ta g e  g a s  p a y m en ts w ill  b e  m ad e in  lie u  o f  th e  p rod u ction  tax  p aym en ts  
d u e b y  that P rod ucer Party o n  g a s p rod u ced  u nd er A la sk a  law .

8 .2 .2  U p o n  an  e le c tio n  b y  a P rod ucer P arty u nd er S e c tio n  8 .2 .1 , th e S tate w ill  r e c e iv e  a 
f ix e d  p ercen ta g e  o f  that P rod u cer P arty’s g a s at a f ix e d  rate o f  its  taxab le  gas, 
d eliv e re d  to  the S tate at each  d e liv e r y  p o in t in to  a T r a n sm issio n  L ine. T h e  Parties  
an tic ip a te  that T A G  w o u ld  b e  a p p ro x im a te ly  7%  to  13% .

8 .2 .3  T h e T A G  w o u ld  b e  structured to  a llo w  th e g a s v o lu m e s  to  rem ain  b o o k a b le  as 
re se rv es  b y  the P rod u cer Parties.

8 .3  State Gas Share

8 .3 .1  A ll R IK  g a s  and T A G  p rov id ed  b y  th e P roducer P arties and r e c e iv e d  b y  th e State, 
( c o lle c t iv e ly  “S tate  G as Share”), w il l  b e  d e liv e re d  w ith  cu sto d y  and title  
tran sferrin g to  th e S ta te  at th e  d e liv e r y  p o in t in to  a T r a n sm issio n  L ine.

8 .3 .2  T h e S tate w ill  b e  resp o n sib le  for  d isp o s it io n  o f  th e  S tate G as Share b ey o n d  the 
d e liv e r y  p o in ts , in c lu d in g  th e S tate share o f  L N G  m a d e  from  th e S tate G as Share.

8 .3 .3  C o n siste n t w ith  a d v ice  from  an titm st co u n se l, th e  P rod ucer P arties are w illin g , in  
co n ju n ctio n  w ith  a f isc a l arrangem ent for an A la sk a  L N G  P roject under w h ic h  the  
State h as a S tate G a s Share, to  agree that ea ch  P rod ucer Party, i f  a sk ed  b y  th e  State, 
w o u ld  o ffe r  to n eg o tia te  sep ara te ly  w ith  th e S tate in  g o o d  fa ith  to en ter in to  an  
agreem en t w ith  th e S tate regard in g  th e  p u rch ase o r  o ther d isp o s itio n  o f  a p ortion  o f  
th e L N G  that is  m a d e  from  th e S ta te ’s d e liv e r ie s  o f  natural gas to  the A la sk a  L N G  
P roject, w ith  ea ch  P rod ucer Party n eg o tia tin g  a p o ten tia l agreem en t regard in g  the  
p u rch ase or other d isp o s it io n  o f  a p ortion  that eq u a ls or e x c e e d s  that P roducer  
P arty’s r e sp ec tiv e  p rop ortion ate share o f  th e  total o f  th e  P rod ucer P arty’s ca p a cities  
( i.e ., e x c lu s iv e  o f  th e  cap acity  o w n e d  o r  u sed  b y  th e  S ta te) in  th e L N G  Plant 
co m p o n e n t o f  th e A la sk a  L N G  P roject.
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ARTICLE 9: OTHER PROJECT-ENABLING TERMS

9.1 A lig n m e n t o f  th e Parties is  cr itica l to  the su c c e ss  o f  an L N G  exp ort p roject o f  th is  sco p e
and m agn itu d e. A la sk a  L N G  P roject f isca l term s are b a sed  o n  the p r in cip le  o f  a fair and  
transparent b a lan ce  o f  risk  and rew ard.

9 .2  P ro ject-en ab lin g  con tracts n eg o tia ted  b e tw e en  th e  P arties w ill n eed  to  b e o f  su ffic ien t  
duration  to  support in v estm en t d e c is io n s  o f  the A la sk a  L N G  P arties, to  p erm it rea liza tio n  o f  a 
c o m p etit iv e  e c o n o m ic  return, to  en ab le  n ece ssa r y  fin a n cin g , and to  support g a s and L N G  sa les  
agreem en ts (“In itia l P roject T erm ”).

9 .3  T h e Parties in ten d  that th e fo llo w in g  f isca l term s, su b ject to th em  b e in g  c o m m er c ia lly
a ccep ta b le  to a ll Parties, w o u ld  b e  in c lu d ed  in  the p ro jec t-en a b lin g  con tracts for  th e A la sk a  L N G  
Project.

9 .3 .1  S u b ject to co n su lta tio n  b y  the A d m in istra tion  w ith  lo c a l govern m en ts:

a. P a y m en ts in  lie u  o f  p rop erty  tax  (“P IL T ”) w o u ld  b e  p a id  b y  th e A la sk a  L N G  
Parties o n  each  co m p o n en t o f  th e A la sk a  L N G  Project. F or the A la sk a  L N G  
P roject, th e  P IL T s w o u ld  b e  o n  a u n it rate p er  throughput b a s is  (e .g ., cen ts  
p er th ou san d  cu b ic  fee t, e tc .)  and co u ld  b e  le v e l or esca la tin g  d ollar  
p a y m en ts for th e A la sk a  L N G  P roject com p on en ts .

b. T h e  P arties w o u ld  esta b lish  a ser ies  o f  im p a ct p a y m en ts  to b e  p a id  b y  the 
A la sk a  L N G  P arties to  h e lp  o ffse t  in creased  se rv ic e  and other c o s ts  b orn e b y  
th e S tate and lo c a l go v ern m en ts d uring  c o n stm c tio n  o f  the A la sk a  L N G  
Project.

9 .3 .2  O ther term s that th e P arties m ay  m u tu a lly  agree  are n ece ssa r y  to  support a 
c o m m er c ia lly  v ia b le  q u a lified  p roject, in c lu d in g  p ro v is io n s  to  m ak e th e  contractual 
term s p red ic tab le  and durable.

ARTICLE 10: ADDITIONAL STATE SUPPORT FOR THE ALASKA LNG PROJECT

10.1 T h e A d m in istra tion  a c k n o w led g es  that S tate support for  the A la sk a  L N G  P roject is  
n eed ed  in  a n u m b er o f  areas to  p rogress a su c c e ss fu l A la sk a  L N G  Project. T h ese  in c lu d e , but are 
not lim ited  to , support for:

a. U s e  o f  em in en t d o m a in  rights to  fa c ilita te  im p lem en ta tio n  o f  th e  A la sk a  L N G  P roject 
d esig n , p erm ittin g , fin an cin g , fu n d in g  ap proval, con stru ction  and op era tion  o f  the  
A la sk a  L N G  Project, in c lu d in g  drafting, in trod u cin g  and su p p ortin g  le g is la t io n  w h ere  
n ecessary;

b. A n y  D O E  exp ort lic e n se  ap p lica tion  and an y  related  D O E  regu la tory  p r o c e ss  for the  
A la sk a  L N G  Project;

Page 15
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c . A p p rop ria tion s and p erm ittin g  for th e co n stru ctio n  o f  n ece ssa r y  in -sta te  infrastructure  
(e .g ., road s, b r id g es), in c lu d in g  drafting, in trod u cin g  and supp ortin g  le g is la tio n ;

d. O ther lo c a l, S tate and  federal p erm ittin g  req u irem en ts for  th e A la sk a  L N G  Project;

e. A  h ea lth y , lo n g -ter m  o il  b u sin ess; and

f. O ther areas, in c lu d in g  drafting, in tro d u cin g  and en a ctin g  le g is la t io n  in  the 2 0 1 5  
le g is la t iv e  s e s s io n  to  c la r ify  S tate regu la tory  authority , i f  and to th e  ex ten t requ ired  to  
e f fe c t  th e  A la sk a  L N G  P roject reg u la tio n  p ro v id ed  in  A rtic le  6  (e .g ., am en d m en t o f  
th e A la sk a  R ig h t-o f-W a y  L e a sin g  A ct to  ad dress c o m m o n  carrier p ip e lin e  and other  
req u irem en ts, i f  requ ired).

ARTICLE 11: ALASKA HIRE AND CONTENT

11.1 F or th e A la sk a  L N G  P roject, the A la sk a  L N G  P arties w ill ,  w ith in  the con stra in ts o f  law:

a. E m p lo y  A la sk a  resid en ts  and contract w ith  A la sk a  b u s in e s se s  to  th e ex ten t th e y  are 
q u a lified , a v a ila b le , ready, w illin g , and c o s t  co m p etitiv e ;

b. U se , as far as is p racticab le , jo b  cen ters and a sso c ia ted  se rv ic es  op erated  b y  the S tate  
D ep artm en t o f  L ab or and W ork force  D ev e lo p m e n t;

c. P artic ipate w ith  th e S tate D ep artm en t o f  L abor and W ork force  D e v e lo p m e n t to  
u pd ate th e  tra in in g  p lan  for  an L N G  exp ort p roject in c lu d in g  m arin e op eration s;

d. A d v e r tise  fo r  a v a ila b le  p o s it io n s  lo c a lly  and u se , as far as p racticab le , A la sk a  jo b  
se r v ic e  o rg a n iza tio n s  to  n o tify  th e A la sk a  p u b lic ; and

e. W ork  w ith  th e  S tate D epartm ent o f  L ab or and W ork force  D e v e lo p m e n t and other  
o rg a n iza tio n s  to  p ro v id e  training.

1 1 .2  P rior to  con stru ction , th e A la sk a  L N G  P arties co m m it to  n eg o tia te  in  g o o d  fa ith  project 
lab or a greem en ts for  th e  A la sk a  L N G  Project.

ARTICLE 12: OTHER UNDERSTANDINGS

12.1 T h e  P arties r e c o g n iz e  that th is  H O A  d o es  n o t ad dress a ll o f  th e m atters that m u st b e d ea lt  
w ith  or a ll o f  th e term s and co n d itio n s  n ee d e d  to  f in a liz e  p ro jec t-en ab lin g  con tracts a m o n g  the  
P arties co n ce rn in g  a p o ten tia l project. T h e P arties in ten d  to  w o rk  to g eth er  and u se  c o m m er c ia lly  
rea so n a b le  efforts to  reach  agreem en t on  ad d ition a l term s and c o n d itio n s  a ccep ta b le  to  a ll o f  the  
Parties.

1 2 .2  In  ad d ition , th e  P arties w ill  reason ab ly  su pp ort co o p era tio n  b e tw e e n  th e  A la sk a  L N G  
P roject and th e A S A P  p roject o n  a tech n ica l and en g in ee r in g  b a sis  so  the S ta te ’s o p tio n s  to  
co n n ec t th e A N S  g a s  resou rce  to  A la sk a n s are e f f ic ie n tly  p rogressed .
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ARTICLE 13: MISCELLANEOUS 

13.1. Term and Termination

a. T h is  H O A  w ill  b e c o m e  e ffe c t iv e  as o f  the E ffe c tiv e  D ate .

b. T h is  H O A  term in ates D ec em b e r  31 , 2 0 1 5 , u n le ss  ex ten d ed  b y  m u tu a l a g reem en t o f
the Parties.

13.2. Amendment and Modification

N o  am en d m en t, m o d ific a tio n , su p p lem en t or varia tion  o f  th is  H O A  w il l  b e  e f fe c t iv e  u n le ss  in  
w ritin g  and s ig n ed  b y  or o n  b e h a lf  o f  ea ch  Party.

13 .3 . Survival

T h e p r o v is io n s  o f  A rtic le s  1 (D e fin it io n s)  and 13 (M isc e lla n e o u s)  w ill  co n tin u e  in  fu ll fo rce  and  
e ffe c t  n o tw ith sta n d in g  term in ation  o f  th is  H O A .

13 .4 . No Liability or Damages

1 3 .4 .1 . N o th in g  in  th is  H O A  requires any Party to  reach  or e x e cu te  an y  le g a lly  b in d in g  or  
en fo rcea b le  a greem en t(s) or to  refrain  from  en g a g in g  in  an y  b u s in e s s  w h a tso ev er , 
nor d o e s  an y  Party h a v e  an y  lia b ility  in  co n n e c t io n  w ith  th e su b ject m atter o f  th is  
H O A .

1 3 .4 .2 . N o  Party is  lia b le  to an y  other Party  or its  A ff ilia te s , o ffic e r s , e m p lo y e e s  or  
agen ts, for  an y  d irect, indirect, sp ec ia l, in cid en ta l, co n se q u en tia l or p u n itiv e  
d a m a g es or o th erw ise  lia b le  for an y  lo s s  o f  actual or p o ten tia l p ro fits , lo s s  o f  
p rod u ction  or b u sin ess  interruption  arisin g  ou t o f  or in  an y  w a y  co n n e c te d  w ith  
th is  H O A , in c lu d in g  any b reach  o f  th e term s o f  th is  H O A .

13.5. Governing Law

T h e la w s o f  th e S tate o f  A lask a , w ith o u t g iv in g  e ffe c t  to  its  c o n flic ts  o f  la w s  p r in c ip le s , w ill  
go v ern  all q u e stio n s  con cern in g  th e  co n stm c tio n , v a lid ity  and in terpretation  o f  th is  H O A .

13 .6 . Transfer and Joinder

I f  an  A la sk a  L N G  Party, or its  A ffilia te , m ak es a T ransfer d uring  the term  o f  th is  H O A , th en  the  
tran sferee (“J o in in g  Party”) m a y  jo in  as a Party to  th is  H O A  b y  e x e cu tin g  a w ritten  in strum ent 
a ccep ta b le  to  th e P arties. A  Jo in in g  Party is  co n sid ered  b o th  an A la sk a  L N G  Party and a Party  
under th is  H O A .
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13 .7 . Counterparts

T h is  H O A  m a y  b e  e x e c u te d  in  an y  n um ber o f  counterparts and th is  h as th e  sa m e e f fe c t  as i f  the  
sign atu res o n  th e  cou n terp arts w e r e  on  a s in g le  c o p y  o f  th e  H O A .

o

o
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IN  W IT N E S S  W H E R E O F , the P arties cau sed  th is  H O A  to  b e  ex ecu ted  b y  their d u ly  au th orized  
rep resen ta tives  on  the d ate b e lo w  their re sp ec tiv e  s ign atu res but e f fe c t iv e  on  the E ffe c t iv e  D ate .

State of Alaska Department of Natural Resources

----------------

PrinteeTNam e: _________

T itle: 0 _____
D a te :____ I _________________________

State ofXlaska Departmen^af Revenue

B v: ( j U

Printed  N am e:  2_________

T itle: P ,tm U 7U S & l 'cQ U J^

D ate: /

AlasktPGasline Development Corporation

Printed N am e:

T itle: _____________________

D ate: / -  /  M -  /  * -/__________________

TransCanada Alaska Development Inc.

B y : _________________________________________

Printed N a m e : _____________________________

T it le : _______________________________________

D ate: ___________________________________

B y : ____________________________________________

Printed N a m e : ________________________________

T i t le : __________________________________________

D a te : __________________________________________

o
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o

IN  W IT N E S S  W H E R E O F , th e P arties ca u sed  th is  H O A  to  b e  ex e cu ted  b y  their d u ly  au th orized  
rep resen ta tiv es o n  th e  d ate b e lo w  their re sp ec tiv e  sign atu res but e f fe c t iv e  o n  th e E ffe c tiv e  D ate .

State of Alaska Department of Natural Resources

B y : ____________________________________________

P rin ted  N a m e : '___________________________

T i t le :  _

D ate:

State of Alaska Department of Revenue

B y : __________________________________________

P rin ted  N a m e:

T it le : __________

D ate:

Alaska Gasline Development Corporation

B y : ____________________________________________

P rin ted  N a m e:

T it le : __________

D ate: ______

TransCanada Alaska Development Inc.

By:

P rin ted  N a m e: \p v w v j  P 'p A  y v \  t W

T itle: I ____________

D ate: H  , _______

B y:

P r in te d '

Title. Assistant Secretary

Date: _
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ExxonMobil Pfajfak Production Inc.

By:

Printed

T it le : _____

D ate:

Na^ie:

ConocoPhillips Alaska, Inc.

B y : ___________________________

Printed N am e:

T it le :_________

D a te :_________

BP Exploration (Alaska) Inc.

B y : ___________________________

Printed N am e:

T it le :________

D a te :________
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ExxonMobil Alaska Production Inc.

B y : _____________________________________

P rin ted  N a m e : _________________________

T i t le : ___________________________________

D ate:

ConoQoPhillips Alaska, Inc.

B y : .

P rin ted  N am e:

T itle : f e g S l d g n t - ____________

D ate:

BP Exploration (Alaska) Inc.

B y : ______________________________

P rin ted  N a m e : .

T i t le : __________

D a t e : _________

o
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ExxonMobil Alaska Production Inc.

B y:______________________________

P rinted  N a m e : __________________________

T i t le : ____________________________________

D a t e :  _

ConocoPhillips Alaska, Inc.

B y:______________________

P rinted  N a m e : _______________

T i t le : _________________________

D a t e : _________________________

T itle: P resid en t

D ate: January 14. 2 0 1 4

o
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T h e  fo llo w in g  p r in c ip le s  are for  th e A la sk a  L N G  P roject regu la ted  u nd er N G A  S e c t io n  3. T h ese  
p r in c ip le s  a p p ly  to  an y  c o m p o n e n t  o f  th e A la sk a  L N G  P roject.

A . l  Alaska LNG Project Expansion. T h e p o ten tia l ex p a n sio n  o f  an y  co m p o n e n t o f  the  
A la sk a  L N G  P roject (e x c lu d in g  th e m o d if ic a tio n  o f  an  in sta lled  A la sk a  L N G  P roject 
l iq u e fa c tio n  train, or in sta lla tio n  o f  a n e w  liq u efa ctio n  train) w o u ld  b e  ad d ressed  in  the  
a g reem en ts to  b e  d e v e lo p e d  during P re-F E E D , re fle c tin g  the fo llo w in g  p rin cip les.

A . 1.1 F o llo w in g  start-up o f  the A la sk a  L N G  P roject, an y  A la sk a  L N G  Party  m a y  in itia te  
th e  p r o c e ss  for  an e x p a n sio n  o f  a n y  co m p o n e n t o f  the A la sk a  L N G  P roject in  w h ich  
that A la sk a  L N G  P arty has an in terest, u n le ss  that ex p a n sio n  w ould:

a. M a ter ia lly  and a d v erse ly  a ffe c t  or alter th e A la sk a  L N G  P roject fa c il it ie s  or  
o p era tio n s, in c lu d in g  tec h n ica l a sp ects , or sc h e d u lin g  or q u a lity  o f  d e liv e r ie s  
from  th e  A la sk a  L N G  P roject fa c ilitie s;

b. D im in ish  s e r v ic e  to th e e x is t in g  sh ip p ers or u sers o f  th e  A la sk a  L N G  Project;

c. C a u se  th e A la sk a  L N G  P roject to  b e in  v io la t io n  o f  an y  a p p lica b le  
en v iro n m en ta l or sa fe ty  la w s  or regu lation; or

d. C a u se  a v io la t io n  o f  th e  A la sk a  L N G  P roject r ig h t-o f-w a y  a greem en ts or an y  
oth er con tractu a l o b lig a tio n s  w ith  resp ect to the A la sk a  L N G  P roject fa c ilitie s .

S u b ject to  S e c t io n  A .2  regard in g  m o d ific a tio n  o f  an e x is t in g  L N G  P lant 
liq u e fa c tio n  train  and S e c tio n  A .3  regard in g  in sta lla tion  o f  n e w  L N G  P lant 
liq u e fa c tio n  trains, i f  an A la sk a  L N G  P roject e x p a n sio n  is  p rop osed , all A la sk a  
L N G  P arties w ith  an  in terest in  th e  A la sk a  L N G  P roject co m p o n en t b e in g  ex p a n d ed  
w ill  h a v e  th e  right, but n ot an y  o b lig a tio n , to  participate in  th e p ro p o sed  e x p a n sio n  
(“E x p a n s io n  P arty”). A n y  E x p a n s io n  Party m a y  req u est ad d ition a l v o lu m e s  th ereb y  
in cr ea sin g  th e  ca p a c ity  o f  th e  p ro p o sed  ex p a n sio n . If, h o w e v er , as a resu lt o f  the  
r e v ie w  o f  th e  d e s ig n  and c o s t  o f  th e p ro p o sed  ex p a n sio n , all th e  E x p a n sio n  Parties  
d eterm in e  that th e y  w ish  to  red u ce th e  s iz e  o f  th e  p ro p o sed  ex p a n sio n , th en  th e y  
m a y  d o  so . A n  A la sk a  L N G  P arty ’s ow n ersh ip  in terest in  th e p o st-ex p a n s io n  
A la sk a  L N G  P roject co m p o n en t w o u ld  b e  eq u iva len t to  th e p rop ortion  o f  its  
ca p a c ity  to  th e aggrega te  ca p a c ity  o n  the p o st-ex p a n s io n  A la sk a  L N G  P roject 
co m p o n en t.

E x p a n s io n s  can  p ro ceed  i f  th e y  m e e t th e criteria in  S ec tio n  A . 1.1 ab ove.

A . 1 .2  T h e  E x p a n s io n  P arties w ill  p a y  a ll c o s ts  related  to th e  ex p a n sio n  and w il l  h ave  
a c c e s s  to  and share th e  in crem en ta l ca p a c ity  d e v e lo p e d  b y  th e ex p a n sio n , p ro v id ed  
term s re la ted  to  im p a cts  o n  fu e l u se  for an ex p a n sio n  w o u ld  b e  ad d ressed  during  
P re-F E E D  b y  th e  Parties. T h o se  A la sk a  L N G  P arties that d o  n ot e lec t  to participate
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in  th e p rop osed  ex p a n sio n  (“N o n -E x p a n s io n  P arties” ), w ill b e  k ep t w h o le  and w ill  
n ot bear an y  c o s ts  related  to  th e ex p a n sio n , w il l  n o t h a v e  a c c e s s  to  or share in  the  
in crem en ta l ca p a c ity  d ev e lo p e d  b y  th e ex p a n sio n , and w ill  n o t bear an y  r isk s or 
ad verse  im p acts o f  the ex p a n sio n  or that m a y  resu lt from  th e  ex p a n sio n , in c lu d in g  
co n stm c tio n , op eration , co m m erc ia l v ia b ility  o f  th e  ca p a c ity  e x p a n sio n  or le v e l o f  
c a p a c ity  u tiliza tion .

A . 1.3 B o th  th e E x p a n sio n  Parties and the N o n -E x p a n s io n  P arties w il l  share in  th e b en efits  
o f  an ex p a n sio n  o f  an A la sk a  L N G  P roject co m p o n e n t (o th er than  a c c e s s  to  or 
sh arin g  o f  th e  ex p a n sio n  ca p a city ). F or e x a m p le , i f  in crem en ta l cap ita l c o s ts  o f  
e x p a n s io n  o n  a u n it o f  ca p a c ity  b a s is  are lo w e r  than  the av era g e  p re -e x p a n sio n  
cap ita l c o s ts  p er unit o f  ca p a city , th e cap ita l c o s t  w o u ld  b e  eq u a lize d , w h ic h  co u ld  
in c lu d e  so m e  rea llo ca tio n  o f  p ast c o s ts . In a d d ition , b oth  E x p a n sio n  P arties and  
N o n -E x p a n s io n  Parties w o u ld  share p ro p o rtio n a te ly  in  an y  red u ction  in  unit 
o p eratin g  costs.

A .2  Modification of Installed Liquefaction Trains. T h e p rin cip le  for  an y  m o d ific a tio n  
(e .g ., d eb o ttlen eck in g ) o f  th e in sta lled  L N G  P lant liq u e fa c tio n  trains is  that an y  p ro p o sa l for  the  
m o d ific a tio n  w o u ld  b e  su b ject to agreem en t o f  th e A la sk a  L N G  Parties w ith  an in terest in  the  
L N G  P lant liq u efa ctio n  trains, as w o u ld  b e  set forth  in  th e L N G  Plant op eratin g  agreem en t(s)  
a m on g  th o se  A la sk a  L N G  Parties.

A .3  New Liquefaction Train Installation Principles. T h e p o ten tia l in sta lla tio n  o f  a n ew  
liq u efa ctio n  train w o u ld  b e  ad d ressed  in  the a g reem en ts to  b e  d e v e lo p e d  d uring  P re-F E E D , 
re flec tin g  th e fo llo w in g  p rin cip les.

A .3 .1  F o llo w in g  start-up o f  th e A lask a  L N G  P roject, an y  A la sk a  L N G  P arty  w ith  an  
in terest in  th e L N G  P lant m a y  in itia te  th e p ro ce ss  to in sta ll a n e w  L N G  Plant 
liq u efa ctio n  train, u n le ss  that in sta lla tion  w ould:

a. M ater ia lly  and a d v erse ly  a ffect or a lter th e  A la sk a  L N G  P roject fa c ilit ie s  or 
op era tion s, in c lu d in g  tech n ica l a sp ects , or sc h ed u lin g  or q u a lity  o f  d e liv e r ie s  
from  the A la sk a  L N G  P roject fa c ilitie s;

b . D im in ish  serv ice  to  th e  e x is t in g  sh ip p ers or u sers o f  th e A la sk a  L N G  
Project;

c . C au se th e  A la sk a  L N G  P roject to  b e  in  v io la tio n  o f  a n y  a p p lica b le  
en v iron m en ta l or sa fe ty  la w s or regu la tion s; or

d. C a u se  a v io la tio n  o f  th e A la sk a  L N G  P roject r ig h t-o f-w a y  a greem en ts or  
an y  other contractual o b lig a tio n s  w ith  resp ect to  th e A la sk a  L N G  P roject 
fa c ilitie s .

A .3 .2 A ll A la sk a  L N G  Parties w ith  an in terest in  th e L N G  Plant w ill  h a v e  th e right, but 
not an y  o b lig a tio n , to  p articipate in  a p ro p o sed  liq u efa ctio n  train in sta lla tion  at the  
L N G  Plant location . A n y  A la sk a  L N G  Party e lec tin g  to  p artic ip ate  in  th e n ew  
in sta lla tion  m ay  requ est ad d ition al v o lu m e s , th ereb y  in creasin g  the ca p a c ity  o f  the
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p ro p o sed  liq u efa c tio n  train  in sta lla tion . If, h o w e v er , as a resu lt o f  th e re v ie w  o f  th e  
d e s ig n  and c o s t  o f  th e  n e w  p ro p o sed  in sta lla tion , a ll o f  th e A la sk a  L N G  P arties that 
h a v e  e le c te d  to  p articip ate in  th e  n e w  liq u efa ctio n  train in sta lla tion  d eterm in e that 
th e y  w is h  to  red u ce  th e  s iz e  o f  th e n ew  p ro p o sed  in sta lla tion , th en  th ey  m a y  d o  so . 
E ach  A la sk a  L N G  Party  that p artic ip a tes in  a n ew  p ro p o sed  liq u efa ctio n  train  
in sta lla tio n  w o u ld  h a v e  an  o w n e rsh ip  in terest in  that n ew  liq u e fa c tio n  train  
e q u iv a len t to  its  eq u ity  in terest in  that n e w  liq u e fa c tio n  train.

In sta lla tion  o f  a n e w  liq u efa c tio n  train  can  p ro ce ed  i f  it m ee ts  th e criteria in  S e c tio n  
A .3 .1 . a b ove .

A .3 .3  A n y  u se , in c lu d in g  ex p a n sio n , o f  e x is t in g  L N G  P lan t property, u tilitie s , storage and  
m arin e term in a l in  co n ju n ctio n  w ith  a n ew  liq u efa ctio n  train  in sta lla tion  w ill  b e  
su b ject to  th e  e x p a n s io n  p r in c ip le s  se t forth  in  S e c tio n  A . l  ab ove.

A .4  A la s k a  L N G  P r o je c t  G a s  Q u a lity .  N o tw ith sta n d in g  an yth in g  to th e contrary, all g a s  
en ter in g  a n y  co m p o n en t o f  th e  A la sk a  L N G  P roject m u st m ee t th e g a s q u a lity  sp ec ifica tio n  
a p p lica b le  to  that A la sk a  L N G  P roject co m p o n en t.

o

o
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CEO Letter
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o
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EjgonM obil ConocoPhillips

March 30, 2012

Governor Sean Parnell
550 West 7th Avenue, Suite 1700
Anchorage, Alaska 99501

Dear Governor Parnell,

Our three corporations, collectively and individually, value our relationship with Alaska and 
believe that its citizens across the state, as well as our shareholders around the world, share a 
common interest in responsible resource development. We write today to inform you of our 
progress in working together on the next generation of North Slope resource development.

Alaska's vast North Slope holds over 35 trillion cubic feet of discovered natural gas. To date, 
this gas has been used to enhance North Slope oil production, adding several billion barrels to 
Prudhoe and Kuparuk recoveries. However, under the right business climate, the full 
commercial potential of this world-class resource can be unlocked. North Slope gas 
commercialization will bring new job opportunities, increased state revenues, reliable in-state 
energy supplies and new exploration opportunities, which will further the development of 
North Slope oil and gas. This will be key toward reaching your goal of one million barrels of oil 
per day through the Trans-Alaska Pipeline System.

Serious discussions between our companies have taken place over the past several months, 
along with the Alaska Pipeline Project (APP) parties who are supporting the AGIA License. We 
have aligned on a structured, stewardable and transparent approach with the aim to 
commercialize North Slope natural gas resources within an AGIA framework. As a result of the 
rapidly evolving global market, large-scale liquefied natural gas (LNG) exports from south- 
central Alaska will be assessed as an alternative to gas line exports through Alberta. In addition 
to broadening market access, a south-central Alaska LNG approach could more closely align 
with in-state energy demand and needs. We are now working together on the gas 
commercialization project concept selection, which would include an associated timeline and 
an assessment of major project components including in-state pipeline routes and capacities, 
global LNG trends, and LNG tidewater site locations, among others.

Commercializing Alaska natural gas resources will not be easy. There are many challenges and 
issues that must be resolved, and we cannot do it alone. Unprecedented commitments of 
capital for gas development will require competitive and stable fiscal terms with the State of 
Alaska first be established. Appropriately structured, stable fiscal arrangements have opened 
new opportunities around the world, and will play a pivotal role in making Alaska competitive in 
the global market and unlocking the economic potential of North Slope resources.



Point Thomson is an excellent example of a challenged, world-class resource. With 
approximately 25% of known North Slope natural gas. Point Thomson development is an 
important element in consideration of North Slope gas commercialization. However, economic 
models must span decades into an uncertain future to estimate economic returns. Your 
Administration has taken the lead in forging a Point Thomson settlement that will bring long­
term resources, revenues and jobs to help Alaska's economy. With settlement now finalized, 
our companies are moving forward, as participating co-venturers, with the initial development 
phase at Point Thomson with confidence that North Slope gas development will ultimately 
bring the Point Thomson resource to market.

We agree the next generation of North Slope resource development is achievable, working 
together with the APP parties, as well as with the State of Alaska. Thank you for your 
leadership and your confidence in us to take on these challenges. We join you in a vision of 
prosperity and promise. There is much work to do and opportunities yet to discover.

Sincerely,

o
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Exhibit I-B 
Alaska LNG Project Update Letter

A la sk a  L N G  P roject S p o n so r  L etter to G o v ern o r  P arn ell dated  O ctob er 1, 2 0 1 2  

•  P roject U p d a te

o

o
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E ^ o n  Mobil ConocoPhillips <(>>
TransCanada

O cto b er  1, 2 0 1 2

Governor Sean Parnell
550 West 7lh Avenue, Suite 1790
Anchorage, Alaska 99501

Dear Governor Parnell:

On March 30, 2012, ExxonMobil, ConocoPhillips and BP submitted a letter informing you of progress in 
working together on the next generation of North Slope resource development. Since that time, the 
three producer companies and TransCanada, through its participation in the Alaska Pipeline Project 
(APP), have maintained momentum and executed important early work to select leading concepts for a 
potential project. We are writing to update you on the progress that has been made to date.

We established an integrated team, depicted on Attachment 1, committing significant resources and the 
efforts of over 200 professionals to date to progress this work. This allowed us to combine our 
respective talents and experience to advance a collective understanding of what would be required for 
liquefied natural gas (LNG) exports from Southcentral Alaska. Our team has advanced extensive work 
to refine and understand the opportunities and challenges associated with North Slope natural gas 
development.

Our companies bring together specific expertise in Arctic operations, pipeline design and construction, 
and in LNG plant design and operation. Since our joint work began at the end of March, we have built 
upon more than $700 million in past work by our collective companies, including the joint Alaska Gas 
Producer Pipeline Team effort in 2001-02, the Denali Project, and APP (including the State’s 
contribution through AGIA). As a result, our work on an LNG development project has been advanced 
to a new level of understanding. Specifically, the focus of our work includes:

• Developing a design basis for the pipeline, including areas of continuous and discontinuous 
permafrost

• Investigating multiple ways to remove and dispose of C 02 and other contaminants
• Assessing use of existing and addition of new Prudhoe Bay field facilities
• Mapping multiple pipeline routing variations
• Assessing multiple pipeline sizes
• Providing for at least five in-state gas off-take points
• Completing preliminary geohazard and marine analysis of 22 LNG site locations
• Developing a design basis for the required LNG tanker fleet
• Evaluating multiple LNG process design alternatives
• Confirming a range of gas blends from the Prudhoe Bay and Point Thomson fields can generate 

a marketable LNG product

We have narrowed the broad range of alternative development concepts and assessed major project 
components, including the gas pipeline, gas treatment to remove C 02 and other impurities, natural gas 
liquefaction, LNG storage, and marine terminal facilities as described on Attachment 2. Individually,
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Governor Sean Parnell - 2 - October 1, 2012

each of these components would represent s  world-class project. Combined, they result in a mega­
project of unprecedented scale and challenge; up to 1.7 million tons of steel, a peak construction 
workforce of up to 15,000, a permanent workforce of over 1,000 in Alaska, and an estimated total cost 
in today’s dollars of $45 to $65+ billion.

Additional accomplishments include TransCanada’s recently completed non-binding solicitation of 
interest in accordance with AGIA. TransCanada has publicly reported interest from potential shippers 
and major players from a broad range of industry sectors and geographic locations. Additionally, 
TransCanada, on behalf of the APP parties, has advised that a cooperative framework has also been 
established with the Alaska Gasline Development Corporation for information exchange.

We are encouraged by the synergies and efficiencies identified by our integrated team. While good 
progress has been made, significant environmental, regulatory, engineering and commercial work 
remains to reach upcoming decisions to bring North Slope gas to market. A diagram indicating work 
plans and key decision points is provided on Attachment 3. This attachment describes ranges and 
durations for engineering and technical work. However, these durations could be extended by external 
factors including resolution of fiscal terms, regulatory and permitting delays, and legal challenges, 
among others. As the concept selection technical work reaches closure, additional commercial 
agreements as well as support from the State of Alaska will be required in order to progress this world- 
class opportunity.

This opportunity is challenged by its cost, scale, long project lead times, and reliance upon 
interdependent oil and gas operations with declining production. The facilities currently used for 
producing oil need to be available over the long-term for producing the associated gas for an LNG 
project. For these reasons, a healthy, long-term oil business, underpinned by a competitive fiscal 
framework and LNG project fiscal terms that also address AGIA issues, is required to monetize North 
Slope natural gas resources. The producers look forward to working with the State to secure fiscal 
terms necessary to support the unprecedented commitments required for a project of this scope and 
magnitude and bring the benefits of North Slope gas development to Alaska.

Our next steps are to complete the concept selection phase and work with the State to make 
meaningful progress on the items detailed above. This work is critical as we consider decisions to 
progress the next phases of an LNG development project.

Alaska’s North Slope natural gas resources must compete in the global energy markets in order to 
deliver state revenues, in-state energy supplies, new job opportunities and other economic benefits to 
Alaskans. While North Slope gas commercialization is challenging, working together, we can maintain 
the momentum toward our shared vision for Alaska. We will continue to keep you advised of our 
progress and stand committed to work with the State to responsibly develop its considerable resources.

Randy Broiles 
ExxonMobil 
Production Company

Attachments



Attachment 1

Southcentral Alaska LNG -  Integrated Team

i

Multimillion Dollar, Four-Company Effort -  125+ Employees, 100+ Contractors

•Joint w ork commenced March 31, 2012 after completion o f the Pt. Thomson Settlement / jo in t work agreements 
•Cooperative effort among the leading North Slope producers and a leading North American pipeline company 
•Identified potentially viable LNG project options to monetize ANS natural gas
•Used company strengths, shared information / expertise; bu ilt upon past efforts, sought out new ideas
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Attachment 2

Alaska Southcentral LNG -  Project Concept Description

Liquefaction Plant
• Capacity: 15 -  18 million tonnes per annum (MTA)

3 trains (5-6 MTA / train)
• Potential areas: 22 sites assessed in Cook Inlet, Prince

William Sound and other Southcentral sites
• Footprint: 400 - 500 acres
• Peak Workforce: 3,500 - 5,000 people
• Required Steel: 100,000-150,000 tons

Producing Fields
•~35 TCF discovered North Slope resource 
•Additional exploration potential 
•Anchored by Prudhoe Bay and Pt. Thomson with 
-2 0  years supply available 

•Use of existing and new North Slope facilities 
•Confirmed range o f gas blends from PBU/PTU can 
generate marketable LNG product 

• Peak Workforce: 500 -  1,500 people

Storage I Loading
• LNG Storage Tanks, Terminal
• Dock; 1 - 2 Jetties
• Design based on 1 5 - 20 tankers
• Peak Workforce: 1,000-1,500 people

Pipeline
•Large diameter: 42’’- 48” operating at >2,000 psi 
•Capacity: 3 - 3.5 billion cubic feet per day

' • •Length: -800  miles (similar to TAPS)
•Peak Workforce: 3,500 - 5,000 people 
• Required Steel: 600,000 - 1,200,000 tons 
•State off-take: -5  points, 300-350 million cubic

Gas Treating ___________ feet per day, based on demand
•Located at North Slope or Southcentral LNG site
• Remove C 0 2 and other gases and dispose / use
• Footprint: 150 - 250 acres
• Peak Workforce: 500 - 2,000 people
• Required Steel: 250,000 - 300,000 tons 
•Among largest in world

—   ■  —------------ — — —  .......................................
Estimated Total Cost: $45 -  $65+ B illion Peak Construction Workforce: 9,000 -  15,000 jobs

Operations Workforce: ~1000 jobs in Alaska
Descriptions and co sts are preliminary in nature and subject to change. C o st range excludes inflation.
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Attachment 3

Southcentral Alaska LNG -  Work Plans / Key Decision Points
Requirements to Take Next Step:

□  Viable Technical Option(s) Identified □  Viable technical option
□  Government Support □  Government Support
□  Permits / Land Use Achievable □  Permits / Land Use Underway
O Potential Commercial Viability □  Potential Commercial Viability

□  Secure Permits / Land Use / Financing / 
Key Commercial Agreements

□  Confirm Commercial Viability
□  Execute EPC contracts

PTU
Settlem ent, 
Joint W ork  

Agreem ents

FEED
(Front-End 

Engineering & 
Design)

EPC
(Engineering, 

Procurement & 
Construction)

Est. Engineering I Technical Duration* 12-18 Months 2 -3  Years 5 -6  Years

Peak Staffing: -200 400 - 500 5 0 0 -1 ,5 0 0 9 ,00 0 -1 5 ,0 00

Cost ($): Tens of Millions Hundreds of Millions Billions Tens of Billions

V)
©

>

O
<

Evaluate:
• Range of technically viable 

options for major project 
components

• Business Structure
• In-state gas / export LNG demand

Progress:
• Preliminary engineering to 

refine concept
• Business structure
• Financing plan

Complete:
• Front-end engineering & design
• Major contract preparation
• Business structure
• Financing arrangements

Execute:
• Final engineering
• Financing
• Procurement
• Fabricate / Logistics / Construct
• Prepare for Operations

Solicit Interest of Others Solicit Interest of Others
Establish Government Support and Advance Regulatory Issues:

• Competitive oil tax environment; predictable / durable LNG project fiscal 
terms; AGIA Issues

• Assure ability to secure regulatory approvals / permits / land use
• Environmental activities / Technical data collection
• Stakeholder engagement
• File DOE Export License

Advance Gov’t / Reg. Issues:
• Key permit / land use approvals
• Stakeholder engagement
• Secure DOE Export License

Complete Gov’t / Reg. Issues:
• Secure remaining construction 

/ operating permits
• Stakeholder engagement

Start individual gas / LNG 
sales / shipping efforts

Execute individual gas / LNG 
sales / shipping agreements

Implement business 
structure & agreements

Screen commercial viability Assess commercial viability Confirm commercial viability Commission / start-up

* NOTE: Duration of various phases may be extended by protracted resolution of fiscal terms, permitting and regulatory delays, legal challenges, 
changes in commodity market outlook, time to secure long-term LNG contracts, labor shortages, material & equipment availability, weather, etc.

o o o
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Exhibit I-C  
Alaska LNG Project Concept Selection Letter

A la sk a  L N G  S p o n so r  L etter to  G overn or  P arn ell d ated  F ebruary 15, 2 0 1 3  

•  C o n cep t S e le c t io n

o
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Ej^on Mobil ConocoPhillips f t  TransCanada
O

February 15, 2013

Governor Sean Parnell
550 W est 7th Avenue, Suite 1790
Anchorage, Alaska 99501

Dear Governor Parnell,

On October 1, 2012 we updated you on the progress ExxonMobil, ConocoPhillips, BP and 
TransCanada had made to advance North Slope natural gas development. At that time, we 
described our plans for progressing concept selection. Today, we are pleased to inform you 
we have completed the concept selection phase.

Attached is a summary of the major project components, including the gas pipeline, gas 
treatment facilities and the liquefaction, storage and terminal facilities. The project design also 
includes five off-take points along the pipeline route to ensure Alaskans access to a cleaner- 
burning and dependable energy source. Capacity ranges reflect the expected seasonal 
variability. The conceptual design reflects the integrated teamwork of over 300 people on 
behalf o f our companies.

Our companies are now working toward the next decision points. As outlined in our letter of 
October 1, 2012, a competitive, predictable and durable oil and gas fiscal environment will be 
required for a project o f this unprecedented scale, complexity and cost, to compete in global 
energy markets.

A successful Alaska LNG project would result in thousands o f jobs and the opportunity for 
decades of domestically-produced natural gas for homes and businesses in Alaska. We 
remain committed to responsibly developing the State’s considerable resources and will keep 
you advised of our progress. We also have plans to update the Legislature at a Lunch and 
Learn on February 19.

Sincerely,

Randy Broiles 
ExxonMobil Production 
Company

Trond-Erik Johansen Janet Weiss
ConocoPhillips Alaska, Inc. BP Exploration Alaska

Tony Palmer
TransCanada

Attachment o
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Proposed Alaska LNG Project Concept

Pipeline

Diameter: 42”

Design Rate1: 3 -  3.5 billion cubic feet

Length: -8 0 0  miles (primarily underground)

Compressor Stations: up to 8

Gas Treatment Plant
Location: North Slope, near Prudhoe Bay

Footprint: 150 -  250 acres

Liquefaction Plant

Capacity1: 1 5 - 1 8  million tons per annum (MTA)

Facility: 3 trains

Footprint: 400 -  600 acres

Storage and Loading
LNG Storage Tanks: 2 tanks @ 160,000 cubic meters

per tank

Terminal: 1 loading jetty with 2 berths

State Off-takes
Off-takes: 5 points along pipeline route

Design Rate: 250 -  500 million standard cubic feet per 
day, based on demand

Capital Investment Estimate2: $45 -  $65 USD-Billion

1 Capacity range reflects seasonal variability
2 Does not include inflation
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MEMORANDUM OF UNDERSTANDING

THIS MEMORANDUM OF UNDERSTANDING (the “MOU”) is made effective and entered into this 
12th day of December, 2013 (the “Effective Date”), by TRANSCANADA ALASKA COMPANY,
LLC (“TC Alaska”), a Delaware limited liability company, FOOTHILLS PIPE LINES LTD. 
(“Foothills” and together with TC Alaska, the "Licensee"), a Canadian corporation, in their capacity as 
the Licensee under AGIA, TRANSCANADA ALASKA DEVELOPMENT INC. (“TADI”), a 
Delaware corporation, and THE STATE OF ALASKA (the “State”) acting through the Alaska 
Commissioner of Natural Resources and the Alaska Commissioner of Revenue (“Commissioners”) 
pursuant to their authority under Alaska Gasline Inducement Act (“AGIA”), AS 43.90.010 et seq.;

Recitals

1. The Alaska Legislature enacted AGIA in 2007 to encourage expedited construction of a 
natural gas pipeline that facilitates commercialization of North Slope oil and gas resources in the state to 
promote exploration and development of North Slope oil and gas resources in the state, to maximize 
benefits to the people of the state from the development of oil and gas resources in the state, and to 
encourage oil and gas lessees and other persons to commit to ship natural gas from the North Slope to a 
gas pipeline system for transportation to markets in this state or elsewhere.

2. On December 5, 2008, the Commissioners issued the AGIA license to Licensees. The 
Licensees, and subsequently with an affiliate of ExxonMobil, commenced to jointly develop the AGIA 
pipeline project in Alaska and Alberta as the Alaska Pipeline Project (“APP”). Over the following three 
years, the Licensee pursued the APP in compliance with AGIA requirements to timely conduct an initial 
binding open season and engage in the pre-filing process to prepare its project application to Federal 
Energy Regulatory Commission (“FERC”) for a certificate of public convenience and necessity.

3. In October 2011, in response to changed circumstances in world gas markets, including a 
substantial increase in U.S. shale gas reserves and lower natural gas prices in the U.S., significantly 
higher natural gas prices in Asia and other world markets, and the projection that the U.S. will become a 
net exporter of natural gas, Governor Parnell requested the Licensee to work cooperatively with the 
Alaska North Slope oil producers (ExxonMobil, BP and ConocoPhillips, jointly “ANS Producers”) to 
evaluate the economic feasibility of a liquefied natural gas (“LNG”) alternative.

4. In response to the Governor’s request, the Licensees requested a project plan amendment 
(“PPA”) to the AGIA license to facilitate participation by the APP with the ANS Producers in a concept 
selection assessment of an LNG alternative specifically relating to gas pipeline facilities to deliver natural 
gas from the Alaska North Slope to the tidewater of south-central Alaska for in-state use and export. The 
Commissioners approved the Licensee’s PPA authorizing the Licensee to participate in a concept 
selection process for the Alaska LNG Project with the ANS Producers. The Commissioners approved 
additional PPAs to facilitate the Licensee’s continued participation with the ANS Producers in completion 
of the concept selection phase for the Alaska LNG Project.

5. The Licensee, through its affiliate, TADI, and the ANS Producers have selected a concept 
for the Alaska LNG Project and are preparing for the pre-FEED phase of the Alaska LNG Project.

6. The Commissioners have determined that in order to facilitate the financing and expedite 
the development and construction of the Alaska LNG Project it is desirable for the State to participate 
with the Licensee and the ANS Producers in the Alaska LNG Project. State participation in the Alaska



LNG Project is expected to yield  significant benefits, including the alignment o f  interests, greater 
transparency for the State on the com m ercial terms o f  the project, and the reduction o f  disputes. A s part 
o f  its participation in the Alaska LNG Project, the State w ould  enter into certain com m ercial agreements 
with the L icensee, TA D I and the A N S Producers, subject to legislative authorization for this purpose.

7. The C om m issioners have determined that the State w ill benefit by entering into 
com m ercial arrangements with TADI for participation in the A laska LNG Project. The L icensee’s 
T A D I’s and its A ffilia tes’ extensive pipeline experience and know ledge o f  northern pipeline conditions is 
an asset to the State’s participation. The information gained and the assets developed by the L icensee and 
its A ffiliates in d eveloping the APP project under A G IA  w ill sign ificantly contribute to the developm ent 
and construction o f  the A laska LNG Project, and prom ote the State’s objectives o f  facilitating  
construction o f  a natural gas p ipeline that prom otes exploration and developm ent o f  o il and gas resources 
on the North S lope and m axim izes benefits to the people o f  the State from the developm ent o f  oil and gas 
resources.

8. The C om m issioners have determined that it is in the State’s interest to  continue its 
relationship w ith the L icensee and its A ffiliates as an experienced pipeline developer and to transition 
from the AG IA licen se to  a com m ercial relationship between the State and TADI through TA D I (an 
A ffiliate o f  the L icensee) in relation to the A laska LNG  Project. T o maintain project mom entum  and 
promote continued cooperation between the A G IA L icensee and the A N S  Producers, the C om m issioners, 
exercising their authority under A S  43 .90 .210 , have approved the L icen see’s request for PPA-1B for the 
L icensee’s continued participation with the A N S Producers in preparation for the pre-FEED phase o f  the 
A laska LNG Project and to prepare for the transition m entioned above. (Exhibit “A ”)

9. The C om m issioners have engaged in d iscussions with the L icensee, TADI and the A N S  
Producers to determ ine com m ercial arrangements that w ould  be feasib le and desirable for the State to 
participate in the A laska LNG Project. The C om m issioners, T A D I and the L icensee have determined that 
certain com m ercial arrangements are necessary in order for the State to participate with TAD I to facilitate 
the A laska LNG Project. The terms o f  those com m ercial arrangements are provided in the term sheets at 
Exhibit B  and Exhibit C to this M OU. The C om m issioners, TA D I and the L icensee acknow ledge that the 
terms provided in Exhibits B  and C have no force or effect until the effective date o f  the Enabling  
Legislation (defined below ) that authorizes the State to negotiate and execute the com m ercial agreements 
that are set out in the terms o f  the Exhibits to this M O U. The terms o f  com m ercial agreem ents that the 
State has d iscussed with A N S  Producers to facilitate the State’s  participation in the A laska LNG  Project, 
are provided in separate docum ents and are not part o f  this M OU.

10. The C om m issioners, TADI, and the L icensee agree that execution o f  the Transition 
Agreem ents (as defined below ) w ill com plete the transition o f  the relationship between the State, TADI, 
and the L icensee from A G IA  to a com m ercial arrangement. Subject to Enabling Legislation, upon 
execution o f  the Transition Agreem ents, and finalization o f  com m ercial relations w ith  A N S Producers for 
the A laska LNG  Project:

a. TA D I or its A ffiliate w ould hold an ownership interest in the midstream portion o f  the Alaska 
LNG  Project;

b. The State w ould hold an option to acquire an equity interest in the TA D I or the TADI 
A ffilia te that w ill hold T A D I’s ownership interest in the A laska L N G  Project as identified in 
the Term Sheet at Exhibit B; and

c. TADI or its A ffiliate would provide gas processing and transportation services on the Alaska  
LNG  Project for the State’s share o f  gas as identified in the Term Sheet at Exhibit C.

- 2 - o



11. The C om m issioners have com m itted that after Enabling Legislation becom es effective  
and execution  o f  the com m ercial agreem ents com m itting the A N S  Producers to initiate the pre-FEED  
phase o f  the A laska L N G  Project, the C om m issioners w ill initiate the process o f  m aking a determination  
for purposes o f  A S  43 .90 .240(a). B ecause it is not econom ically  feasib le that tw o large-scale pipeline 
projects w ill be developed  concurrently to transport A laska North Slope natural gas to market, the 
C om m issioners have com m itted to consider the com m ercial agreem ents executed by and betw een the 
State, T A D I and the A N S  Producers for developm ent o f  the A laska LNG Project as material evidence that 
the L icen see’s A G IA  licensed  project is  uneconom ic as provided in A S 43 .90.240(a).

12. The L icensee has com m itted that upon the occurrence o f  the Trigger Event and the 
execution  o f  the Transition A greem ents, the L icensee w ill agree that the project licensed under the AGIA  
L icense is  uneconom ic w ithin the m eaning o f  A S  43 .90 .240(a).

13. The purpose o f  th is M OU is to  set out the Parties' agreem ent regarding the negotiation  
and execution  o f  the Transition A greem ents upon the occurrence o f  the Trigger Event, specifically  -

a. the A laska LNG  Project Equity Option Agreem ent; and
b. the A laska LNG  M idstream Services Agreem ent.

NOW THEREFORE, in consideration o f  the prem ises and o f  the mutual covenants and 
agreem ents hereinafter set forth, each Party to  this M O U  hereby agrees as set forth below .

ARTICLE 1 
DEFINED TERMS

1.1 Defined Terms

The follow in g definitions shall, for all purposes, unless otherwise clearly indicated to the 
contrary, apply to  the capitalized terms used herein:

(a) “Affiliate” m eans in relation to  a Party any com pany, corporation, partnership or other 
legal entity (in this definition, each  such entity and each Party are som etim es referred to  
as a “Com pany”) w hich is:
(i)  directly or indirectly, ow ned or controlled by such Party;

(ii)  directly or indirectly ow ns or controls such Party; or
(iii)  directly or indirectly, ow ned or controlled by a Com pany that also, directly or 
indirectly, controls such Party.

For the purpose o f  th is definition, a Com pany is directly ow ned or controlled by another 
C om pany that ow ns or controls shares or other interests carrying in the aggregate more 
than 50 percent o f  the voting rights exercisable at a general, shareholders, or mem bers 
m eeting o f  the first-m entioned Company, or the right to  appoint or d ism iss a majority o f  
the directors thereof, or the power to direct or cause the direction o f  the m anagement or 
p olicies through the ownership o f  securities, by contract or otherwise. A  Com pany is 
indirectly ow ned or controlled by a Com pany or Com panies (the “parent Company or 
C om panies”) i f  a series o f  C om panies can be specified , beginning w ith the parent 
Com pany or C om panies and ending with the particular Com pany, so  related that each  
Com pany o f  the series, except the parent Com pany or Com panies, is  directly controlled  
by one or more o f  the Com panies in the series.
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For the purpose o f  this definition, the definition o f  a State A ffiliate includes the State o f  
A laska acting in its proprietary capacity, any State authority or independent public 
corporation o f  the State (“IPC”), any subsidiary corporations created by an IPC (“SIPC”), 
and the State governm ental entity mem bers o f  any such IPC and SIPC.

“AGIA” m eans the Alaska G asline Inducement A ct, A S  43.90, as w ell as the regulations 
promulgated thereunder.

“A G IA  License” means the license dated D ecem ber 5 ,2 0 0 8 , as am ended by project plan 
am endm ents approved on January 29, 2010, M ay 2 ,2 0 1 2 , June 1 1 ,2 0 1 3  and D ecem ber
1 2 .2 0 1 3 .

“AGIA Project Plan AmendmentlB” m eans the project plan amendment under the 
A G IA  L icense approved by the C om m issioners pursuant to  AS 43 .90 .210  on Decem ber
1 2 .2 0 1 3 , (attached hereto as Exhibit “A ”).

“Alaska LNG Midstream Services Agreement” means a Precedent A greem ent (or 
sim ilar agreem ent), and a Firm Transportation Services Agreem ent entered into between  
TA D I and the State containing the terms set out in Exhibit “C” .

“Alaska LNG Project” m eans collectively , the PBU Gas Transm ission Line, the PTU  
Gas Transmission Line, the Gas Pipeline, the Gas Treatment Plant, the LN G  Plant, and 
the M arine Terminal. For the purposes o f  this definition:

(i) “PBU Gas Transmission Line” m eans a natural gas transmission line from the 
outlet flange o f  the Prudhoe B ay U nit Central Gas Facility to the inlet flange o f  
the GTP;

(ii)  “PTU Gas Transmission Line” m eans a natural gas transm ission line from the 
outlet flange o f  the Point Thom son U nit production facility  to the inlet flange o f  
the GTP;

(iii)  “Gas Treatment Plant” or “GTP” m eans those facilities and related activities  
required to receive natural gas from the PB U  G as Transmission Line, the PTU  
Gas Transm ission Line, and/or other facilities, treat the natural gas to p ipeline 
specifications, d ispose o f  or deliver by-products, deliver liquid products for 
farther transportation, and deliver treated natural gas for transportation through 
the Gas Pipeline;

(iv ) “Gas Pipeline” m eans the main natural gas pipeline from the outlet flange o f  the 
GTP on the A laska North Slope to the inlet flange o f  the LNG Plant located in 
South Central A laska, which m ay have off-take points along the pipeline for 
deliveries o f  gas within the State o f  A laska (G as Pipeline refers to the main gas 
pipeline and does not include any gas lines downstream o f  any off-take point 
between the GTP and the LNG  Plant);

(v ) “LNG  Plant” m eans the facility, including the structures, equipm ent, underlying  
land rights and all other associated system s, for pre-processing and liquefaction  
o f  natural gas, and storage, and off-loading o f  liquefied natural gas; and “Marine 
Terminal” m eans the terminal and those facilities required to receive LNG from 
the boundary o f  the LNG Plant for marine transportation, including auxiliary  
vesse ls used in the operation o f  the terminal.

“Alaska LNG Project Equity Option Agreement” m eans an agreem ent to be entered 
into between TADI and the State containing the terms set out in Exhibit “B ” .



“A N S  P ro d u cers” has the m eaning g iven  in paragraph 3 o f  the recitals.

“C S A ” m eans the Concept Selection Agreem ent for A N S  Gas D evelopm ent dated March 
2 9 ,2 0 1 2  betw een TA D I and the A N S  Producers, as amended from tim e to  time.

“C om m ission ers” has the m eaning given  in the preamble o f  this M O U.

“E ffec tive  D a te” has the m eaning given in the preamble to this M O U.

“E n ab lin g  L eg is la tio n ” m eans legislation enacted by the A laska Legislature that has 
becom e effective  as provided under A S  01 .10 .070  , and that at a minimum:

(i)  A uthorizes the C om m issioners to  negotiate and enter into the Transition 
A greem ents, and

(ii) A uthorizes the C om m issioners to negotiate and enter into com m ercial 
arrangements w ith the A N S  Producers for the A laska LNG Project;

(iii)  Funds the State’s contingent and direct paym ent obligations for developm ent 
costs under the Precedent A greem ent and A rticle 4 .2  o f  this M O U.

“H O A ” m eans the Heads o f  A greem ent to be executed between the State, TADI, the 
A N S  Producers and A laska G asline D evelopm ent Corporation.

“M O U ” m eans this memorandum o f  understanding and the attachments hereto.

“O p erative  T e rm s” m eans the terms to be incorporated in the Transition Agreem ents set 
out in Exhibits “B ” and “C”, as sam e m ay be m odified as a result o f  the application o f  
A rticle 2 .1(e).

“P arties” m eans TransCanada A laska Company, LLC., Foothills Pipe L ines Ltd., 
TransCanada A laska D evelopm ent Inc., and the State o f  Alaska.

“P re-F E E D  J V A ” m eans the A laska LNG Project Pre-FEED Venture Agreem ent to  be 
executed, after Enabling L egislation  becom es effective , by the A N S  Producers, TADI 
and A laska G asline D evelopm ent Corporation on terms acceptable to the parties, as may 
be am ended from  tim e to  time.

“P reced en t A g reem en t” m eans the precedent agreem ent referred to in A laska LNG  
M idstream Services A greem ent Term Sheet attached hereto as Exhibit “C ”.

“T ransition  A g reem en ts” m ean the A laska LNG  Project Equity Option Agreem ent and 
the A laska LN G  Midstream Services Agreem ent.

“T rigger  E v en t” m eans the effective  date o f  Enabling Legislation that the Licensee, 
T A D I and the State determine to be acceptable. For purposes o f  determining whether the 
Enabling L egislation is acceptable, the Parties w ill evaluate whether the Enabling 
Legislation provides appropriate and sufficient authority to  the State;

(i)  to negotiate and execute the Precedent A greem ent and the A laska LNG  Project 
Equity Option Agreem ent;

(ii) to negotiate the Firm Transportation Services Agreem ent; and



(iii) to fund the State’s contingent and direct payment obligations for development 
costs under the Precedent Agreement and Article 4.2 of this MOU. o

1.2 Exhibits

The following exhibits are attached to and form part of this MOU:

Exhibit “A ” A G IA Project Plan Amendment # 1B
Exhibit “B” Alaska LN G  Project Equity Option Agreement Term Sheet
Exhibit “C ” Alaska LN G  Midstream Services Agreement Term Sheet

A R T IC L E  2 
T R A N SIT IO N  A G R EEM EN TS

2.1 Negotiation of Transition Agreements

(a) The Parties and the AN S Producers have agreed that it is necessary and a condition 
subsequent for this MOU for the Legislature to enact Enabling Legislation. The State undertakes to seek 
Enabling Legislation.

(b) The Parties agree that they shall promptly proceed in good faith to negotiate the 
Transition Agreements, to be finalized and executed after the Trigger Event.

(c) The Parties acknowledge that the Operative Terms (as defined in Exhibits “B” and “C ”)
set forth the understanding of the Parties as to the commercial principles set forth therein and, subject to 
Articles 2.1 (d) and (e) below, shall form the basis for negotiation of the Transition Agreements. The 
Parties acknowledge that the Operative Terms set forth in Exhibits “B” and “C ” have been agreed by the 
Parties and that subject to Articles 2.1 (d) and (e) below, the provisions of the Transition Agreements 
shall be consistent with the commercial principles set out in the Operative Terms. Subject to Articles 2.1 
(d) and (e) below, no Party shall negotiate any term in the Transition Agreements inconsistent with the 
Operative Terms. However, the Parties acknowledge and agree that Exhibits “B” and “C ” do not contain 
all of the terms and conditions that would be included in the legally binding Transition Agreements 
between the Parties.

(d) The Parties agree to support the approval of the Operative Terms in the Enabling 
Legislation, but acknowledge that the Enabling Legislation may include authorizations or conditions that 
vary from or conflict with the Operative Terms. In such event, and if Parties agree to accept the Enabling 
Legislation, then the Transition Agreements will reflect the Enabling Legislation terms and conditions 
notwithstanding the Parties’ acknowledgement in Article 2.1(c) above.

(e) The Parties acknowledge that insofar as the terms of the Heads of Agreement (“HOA”), 
the Pre-Feed JV A , or any future Alaska LN G  agreement to which the SOA or an entity of the SOA  
(including AG D C) is a party or which the State has approved are at variance with the Operative Terms, 
the Operative Terms shall be deemed to be amended to the extent necessary to conform to the HOA, the 
Pre-Feed JV A , or other such agreements, as the case may be, notwithstanding the Parties’ 
acknowledgements in Article 2.1(c) above.
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A R T IC L E  3 
T IM E LIN E S

3.1 Timeline Commitment

(a) TA D I and the State shall use reasonable commercial efforts to finalize, execute and 
deliver the Alaska LN G  Project Equity Option Agreement and the Alaska LN G  Midstream Services 
Agreement as soon as commercially reasonable after the Trigger Event, not to exceed ninety (90) days 
after the Trigger Event, unless extended with the joint approval of the Parties.

(b) It shall be a condition precedent to the effectiveness of each Transition Agreement that 
each other Transition Agreement be fully executed and delivered to the applicable Parties.

3.2 Notice of Enabling Legislation. Within 30 days after the effective date of the Enabling
Legislation each Party shall notify the other Parties in writing if  the Enabling Legislation is not acceptable 
to it. If  a Party fails to so notify the other Parties, then that Party shall be deemed to have given notice 
that the Enabling Legislation is acceptable.

A R T IC L E  4
T ER M , TER M IN A TIO N  AND R EIM B U R SEM EN T

4.1 Term  and Termination

This MOU shall commence on the Effective Date hereof and shall terminate upon the earliest of:

(a) execution and delivery of all of the Transition Agreements,

(b) upon written notice from any Party pursuant to Section 3.2 that the Enabling Legislation 
is not acceptable;

(c) upon written notice from one Party to the others if  the Alaska LN G  Project Equity Option 
Agreement has not been executed and delivered in accordance with Article 3;

(d) upon written notice from one Party to the others if the Alaska LN G  Midstream Services 
Agreement has not been executed and delivered in accordance with Article 3; or

(e) one hundred twenty (120) days after the Trigger Event, unless extended with the joint 
approval of the Parties,

(f) upon the last date that Enabling Legislation could be enacted in 2014 by the Legislature, 
but has not been enacted, or if  enacted in 2014 and vetoed, the last date the veto could be overridden; or

(g) July 31,2014, unless extended with the joint approval of the Parties.

4.2 Development Cost Reimbursement

Provided the Enabling Legislation becomes effective:

(a) I f  this MOU is terminated for any reason other than pursuant to Section 4.1(a), State shall 
reimburse TA D I for all the post-December 31,2013 development costs plus an amount equal to the 
associated AFU DC, at a rate o f 7.1%, net of A G IA  reimbursement received and retained by the Licensees 
under A G IA Project Plan Amendment IB , that have been incurred or committed to by TA D I or its



Affiliates under the C SA  and the Pre-FEED JVA , including but not limited to T A D I’s share of contract 
cancellation penalties and continued funding obligations under such agreements, through the date of 
termination.

(b) State obligation to reimburse TA D I under this Section 4.12 shall be T A D I’s exclusive 
remedy in law and equity for such termination.

4.3 Survival. This Article 4 shall survive termination of the MOU.

A R T IC L E  5 
R E LA T IO N S H IP  O F T H E  P A R T IE S

5.1 Relationship of the Parties. Neither this MOU nor any other documentation or 
communication between the Parties shall constitute or create a joint venture, partnership, legal entity, or 
other similar business combination or arrangement between the Parties. Each Party shall act only on an 
individual and several basis. No Party shall have the right to act as an agent for or a servant or employee 
of the other Parties, to make commitments or assume obligations for and on behalf of the other Parties, or 
to bind the other Parties for any purpose whatsoever.

A R T IC L E  6 
N O T IC E S

6.1 Notices. Any and all notices between the Parties given under or in relation to this MOU 
shall be in writing and shall be deemed to have been given if personally delivered, delivered and 
confirmed by telecopier or like instantaneous transmission device, delivered by a reputable overnight 
delivery service, or sent by certified mail (postage prepaid, return receipt requested), addressed as 
follows:

If  to the State:

Joe Balash
Commissioner, Department of Natural Resources
550 W. 7th #1400
Anchorage, A K  99501
Phone: 907-269-8431
Facsimile: 907-269-8918
joe.balash@alaska.gov

Angela Rodell
Commissioner, Department of Revenue
P.O. Box 110400
Juneau, A K  99811-0400
Phone: 907-465-2300
Facsimile: 907-465-2389
angela.rodell@alaska.gov
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I f  to Foothills, TAD I or T C  Alaska

Anthony Palmer
Vice President, Major Projects Development 
TransCanada PipeLines Ltd.
450-1st Street, S.W.
Calgary, AB T2P 5H1 
Phone: 403-920-2035 
Facsimile: 403-920-2318 
tony_palmer@transcanada.com

With a copy to:

c/o TransCanada 
450-1st Street, S.W.
Calgary, AB T2P 5H1 
Attn: Corporate Secretary 
Facsimile: 403-920-2327

Any Party may at any time or from time to time designate, by written notice to the other Parties, another 
address in lieu o f the address specified above.

A R T IC L E  7 
G O V ER N IN G  LA W  AND E F F E C T  O F M OU

7.1 Governing Law  and Jurisdiction. This MOU shall be governed by and construed in 
accordance with the laws of the Alaska, not including Alaska’s choice of law provisions, and the federal 
laws applicable therein. The Parties do hereby irrevocably and unconditionally submit to the exclusive 
jurisdiction of the courts of the State of Alaska in connection with any disputes or other matters arising 
out of or in connection with this MOU.

A R T IC L E  8 
M ISC ELLA N EO U S

8.1 Assignment. Except in the case of an assignment by a Party to an Affiliate in which 
event the assigning Party shall remain liable, no Party shall have the right to assign this MOU or any 
interest in this MOU without the prior written consent of the other Party, which consent may be withheld 
in the other Party’s sole, absolute and unfettered discretion.

8.2 Severability. I f  any provision of this MOU or the application thereof shall be found by 
any court of competent jurisdiction to be invalid, illegal, or unenforceable, to any extent and for any 
reason, and if, after good faith efforts to negotiate replacement provisions, the Parties agree that this 
MOU should not be voided, it shall be adjusted rather than voided in order to achieve the intent of the 
Parties. If  the Parties agree that this MOU should not be voided, and the intent of the Parties can be 
achieved, then the remainder of this MOU and the application of such remainder shall not be affected 
thereby, and shall be enforced to the greatest extent permitted by law. Otherwise, this MOU shall 
terminate.

8.3 Non-Waiver. No failure or delay by any Party in exercising any right, power, or 
privilege granted hereunder shall operate as a waiver thereof, nor shall any single or partial exercise 
thereof preclude any other or further exercise thereof or the exercise o f any other right, power, or 
privilege hereunder.
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8.4 Entire Agreement. This MOU constitutes the entire agreement between the Parties 
relating to the subject matter hereof, and it supersedes all prior and contemporaneous agreements, 
understandings, negotiations and discussions, whether oral or written, between the Parties with respect to 
the subject matter hereof.

8.5 Amendments. This MOU may not be modified or amended, in whole or in part, except 
by a supplemental written agreement signed by all Parties.

8.6 Construction. The Parties have participated jointly in the negotiation and drafting of this 
MOU. In the event an ambiguity or question of intent or interpretation arises, this MOU shall be 
construed as if  drafted jointly by the Parties and no presumption or burden of proof shall arise favoring or 
disfavoring any Party by virtue of the authorship of any of the provisions of this MOU.

8.7 Counterparts; Multiple Originals. This MOU may be signed and delivered in 
counterparts with the same effect as if  both Parties had signed and delivered the same copy, and when 
each Party has signed and delivered a counterpart, all counterparts together constitute one Agreement. 
Delivery of a copy of this Agreement by facsimile or other similar electronic means of communication is 
good and sufficient delivery.

8.8 No Damages/Dispute Resolution. Except with regard to Section 4.2, no Party shall be 
liable to any other Party for damages of any kind or nature as a result of a breach or default of its 
obligations under this MOU. In the event of a breach, other than a breach of Section 4.2, the sole remedy 
available to a Party is the filing of an action for specific performance.

8.9 Article and Section Headings. The Article and Section headings used in this MOU 
have been inserted only for convenience to facilitate reference and shall not be determinative in 
construing the meaning, effect, or application, of any Article, Section, or provision hereof.



o IN  W ITN E SS W H E R E O F, the Parties have signed this MOU as o f the Effective Date.

T H E  S T A T E  O F A LA S K A

By:

TR A N SCA N A D A  A LA S K A  CO M PA N Y, 
L L C

By:

By:

& me: C .O M M  I S  S/cA/t£(Z^ — P / V / ^  
"Title: ' J  O i S A C - A  <S f-f

' By:

Title- ' ^  . . .  *

N a m e :'7 ^ ^ y

™ e: P fU \< b !3 r

/Anq-eJc^ f^ B rh U l  

F O O T H IL L S  P IP E  L IN E S  LT D .

By:

Name:
Title:

TR A N SCA N A D A  A LA S K A  
D E V ELO P M EN T  IN C.

By:
Name: f^yvy 
Title:

By: By:
Name:
Title:

Name:
Title:

o
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IN WITNESS W HEREOF, the Parties have signed this MOU as o f the Effective Date.

T H E  STA TE O F A LA SKA TRANSCANADA A LA SKA  COM PANY, 
L L C

By:
Name:
Title:

-By:
Name:
Title:

By:

FO O TH IL L S P IP E LIN E S  LTD . TRANSCANADA A LA SKA  
D EV ELO PM EN T IN C.

By:

By:

Name:
Title:

Name:
Title:

ION COOK
VICE PRESIDENT -  TAXATION

By:

By:

Name:
Title:

X -  ^
"N anie^  CG O st~-----------------
Title: VICE PRUDENT-TAXATION

LEGAL > N
CONTENT



T H E  S T A T E

G o v e r n o r  S e a n  P a r n e l l

Department of Natural Resources

Department of Revenue
Angela Rodell, Commissioner

Joe Balash, Commissioner

December 12, 2013 

Mr. Tony Palmer
V ice President, M ajor Projects Development 
TransCanada Pipelines Lim ited  
4501st Street S .W .
Calgary, Alberta, T2P-5H1 Canada

Re: Approval o f A G IA  Licensees’ December 9, 2013 Request for Project Plan Amendments

Dear Mr. Palmer:

We are in  receipt o f the December 9, 2013 request by TransCanada Alaska Company, 
L L C  (“T C  Alaska”) and Foothills Pipe Lines Ltd. (jointly, the “Licensees” or “TransCanada”) 
for approval o f project plan amendments (“PPA  Request #1B ”) under section 210 o f the A laska  
G asline Inducem ent A c t.1 A s discussed herein, we grant approval o f PP A  Request #1B to the 
extent necessary to perform additional work from approximately January 1, 2014, through the 
end o f June, 2014, as further described in the work plan, time line and budget set forth in  
Appendix A  o f your application (“2014 W ork”).

B y  way o f background, in  the past two years Governor Parnell has laid out important 
benchmarks in his State o f the State addresses that have sought to maintain and accelerate 
progress on Alaska gas com mercialization and to ensure commensurate commitment by the 
Licensees and the A laska North Slope Producers (ExxonM obil, B P  and ConocoPhillips, jointly 
“A N S Producers”) in com m ercializing North Slope gas for the benefit o f Alaskans. In  his 2012 
State of the State address Governor Parnell established an important benchmark by calling on the 
A N S Producers and the A G IA  Licensees to align under an A G IA  framework for timely 
commercialization o f North Slope natural gas resources for use in-state and for markets beyond 
Alaska. In March 2012, the A N S Producers and A G IA  Licensees met this benchmark.2

1 AS 43.90, et seq. (“AGIA”). Under section 210 of AGIA, the Commissioners may approve a proposal by the 
AGIA Licensees to change their project plan if, among other things:

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

2 In his 2012 State of the State address, the Governor, among other things, also called on the relevant parties to 
reach a settlement in the state’s interests on the long- standing Point Thomson dispute and litigation, and to harden 
numbers and an associated work schedule on an Alaskan LNG project. As we stated in PPA #1A, these
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Specifically, in a March 30, 2012 letter in response to Governor Parnell, the ch ief executive 
officers o f the A N S Producers announced that they and TransCanada “have aligned on a 
structured, stewardable and transparent approach with the aim to com mercialize North Slope 
natural gas resources within an A G IA  framework.” The A N S Producers and TransCanada also 
stated that they “are now working together” with a focus on “large-scale liquefied natural gas 
(LN G ) exports from south-central Alaska . . .  as an alternative to gas line exports through 
Alberta.”

On M ay 2, 2012, in the “PP A  1 Approval”, we approved two project plan amendments in 
furtherance o f the alignment o f the A N S Producers and the A G IA  Licensees. Our PPA  1 
Approval permitted the inclusion in the project plan o f a revised work plan, time line and 
associated budget to facilitate participation by the Licensees and the A laska Pipeline Project 
(“A P P ”) in an alternative that entailed a gas pipeline and related midstream facilities to deliver 
A N S natural gas to an LN G  terminal located in South-Central Alaska. (Th is alternative was 
referred to as the “S C L N G ” project, but is now referred to as the “A K L N G ” project.) In  
addition, in the P P A  1 Approval we extended by two years to October 31, 2014, the date by 
which Licensees were to submit to the F E R C  an application for a certificate o f public 
convenience and necessity. Additionally, we made the PP A  1 Approval subject to a number o f 
conditions. A s more fully set forth in the PP A  1 Approval, the Licensees were required (1) to 
conduct a solicitation o f interest in support o f the L N G  alternative, (2) to consult with the Alaska 
Gasline Development Corporation (“A G D C ”) in the interest o f prudently avoiding unnecessary 
and duplicative expenditure o f state funds, and (3) to complete an inventory o f work product 
related to the A laska-A lberta Project.

Subsequently, on June 11, 2013 we issued the PPA  1A Approval, which noted that the 
Licensees had made significant progress toward meeting the PP A  1 Approval conditions. Our 
PPA  1A Approval addressed two project plan amendments. First, we approved the performance 
o f field work on the midstream component o f the project through December 15, 2013. Second, 
we approved an extension o f the F E R C  filin g deadline by one year to October 31, 2015.

The Licensees now seek what is in  effect a limited extension o f the project plan 
amendments that we approved in the PP A  1A  Approval. Specifically, in P P A  Request #1B, the 
Licensees state (at page 2) that the “A PP Parties and the A N S Producers have selected a S C LN G  
concept, and are planning ongoing work to support a potential S C L N G  [project], including 
preliminary P re -FEE D  studies and planning and 2014 field survey planning work” for the 
midstream pipeline facilities (the “2014 W ork”). The Licensees anticipate this 2014 W ork w ill 
span from approximately January 1, 2014 to the end o f June, 2014. The Licensees also state that 
while the 2014 W ork is being carried out, it w ill be necessary for the Licensees to continue 
limited work on existing elements o f the Alaska-Alberta project to preserve rights.

For the reasons explained below, we grant the Licensees’ request to perform the 2014 
Work. Further, we approve the work plan, timeline and budget in  Appendix A  o f P P A  Request 
#1B that defines the 2014 Work.

benchmarks were met. Importantly, construction of the multi-billion dollar development at Point Thomson has 
begun with over 30 Alaska companies and 1,000 Alaskans working on this project.



First, the Licensees’ request to perform the 2014 W ork is consistent with important 
project benchmarks established by Governor Parnell in his January 16, 2013 State o f the State 
address. There, Governor Parnell called on the A N S Producers and the Licensees to select a 
concept for the S C L N G  project by February 15, 2013. Th is benchmark was met on February 15, 
2013, when the A N S  Producers and TransCanada sent a letter to Governor Parnell reporting that 
they had completed the concept selection phase o f the S C L N G  project.3 In  his State o f the State 
address, Governor Parnell also called on the A N S Producers and Licensee to “ensure a full 
summer o f field season work w ill commence this year”. PPA  Request 1A  met this benchmark by 
proposing to perform the 2013 Work, which we approved. The Licensees’ PP A  Request #1B 
builds on the 2013 W ork by providing for the additional 2014 Work. These are positive 
developments that help to maintain and accelerate the S C L N G  project momentum, and continue 
the progress made since the Governor’s 2012 State o f the State address called on the parties to 
align under an A G IA  framework for tim ely commercialization o f North Slope natural gas 
resources, for use in-state and for markets beyond Alaska.

Second, and as we noted in the PPA  1A Approval, A N S gas commercialization efforts 
remain in a transition phase with the A N S Producers, the A P P  Parties, and the Licensees 
continuing to work together on a single effort. Th is P P A -IB  Approval supplements the PPA  1 
and P P A -1A  Approvals to amend further the licensed Alaska-Alberta project to include the 2014 
W ork and advance this transition, pave the way for more intensive work in the future, and keep 
the project’s ultimate costs as low as possible by helping to avoid a delay in the development o f 
the project.4 Consistent with this PPA -1B Approval, the Licensees may submit costs incurred as 
qualified expenditures in connection with the 2014 Work for reimbursement under A G IA  for the 
period covered in the revised work plan, timeline and budget in PP A  Request IB .

Third, and as further explained in the PPA  1 Approval and reiterated in the PPA  1A 
Approval, we find that changed circumstances continue to exist for purposes o f A S  43.90.210.5 
For example, the current efforts to develop the S C L N G  project represent the continued 
alignment o f the Licensees and all three A N S Producers on a gas com m ercialization effort. 
This is important progress that is furthered by approval here o f the requested project plan 
amendments.

Lastly, our P P A  1A Approval required that all work product related to the 2013 Work 
generated by or on behalf o f A P P  or the Licensees be transferred to the Licensees by December 
31, 2013. Further, our P P A  1A Approval required the Licensees to inventory and preserve all 
work product related to the 2013 Work, including both complete and incomplete work, and 
provide the inventory to the Commissioners. These conditions continue to apply with respect to

3 A copy of the February 15,2013 Letter, and its attachments appears as Appendix C to PPA Approval 1A.

4 PPA IB does not modify the Alaska-Alberta destination point under the AGIA License.

5 As noted in the May 2, 2012 PPA 1 Approval, such changed circumstances include: (1) a substantial increase in 
U.S. shale gas reserve estimate compared to when the License was issued; (2) continuing significantly higher natural 
gas prices in Asia and other world markets relative to U.S. prices, reflecting a higher oil to natural gas price ratio; 
(3) EIA’s updated projection that the United States will become a net exporter of natural gas in the future; and (4) 
die continued interest of the ANS Producers in aligning their work efforts behind an LNG alternative, which was 
not foreseeable at the time of the AGIA Findings and the subsequent issuance of the License in 2008.



the 2013 Work, provided that the Licensees have until June 30,2014 to satisfy the foregoing two 
conditions. W ith respect to the 2014 W ork, the same conditions apply, except that the deadline 
for the transfer o f the work product performed under this PP A  IB  Approval is June 30,2014.

CONCLUSIONS

For the reasons discussed above, in the May 2, 2012 approval o f P P A  Request 1, and in
the June 11,2013 approval o f P P A  Request 1A, the Com m issioners conclude as fo llow s:6

1. PPA  Request IB  consists o f the request to perform the 2014 Work.

2. PPA  Request IB  is necessary because o f changed circumstances outside the Lice n se e s’
control and not reasonably foreseeable before the license was issued.

3. PPA  Request IB  is consistent with the requirements o f A S  43.90.130.

4. PPA  Request IB  does not substantially dim inish the value o f the project to the state or
the project’s likelihood o f success.

5. PPA  Request IB  is approved as provided herein, subject to the conditions discussed  
herein.7

Sincerely,

Joe Balash 
Commissioner
Department o f Natural Resources

Angela Kodell 
Com m issioner 
Department o f Revenue

6 To the extent this determination does not address a specific statement or representation made in the PPA Request 
IB, it should not be construed as agreement with any such statements or representations.

7 TransCanada asserts that PPA Request 1B contains proprietary information that is confidential under AGIA and 
that the Commissioners’ March 15, 2012 determination of confidentiality under AGIA concerning PPA Request 1 
supports treating PPA Request IB  on a confidential basis. To the extent that information in PPA Request IB is 
proprietary, the Commissioners have determined that it is confidential under AGIA and the Commissioners’ March 
15,2012 confidentiality determination.



EXHIBIT B TO MEMORANDUM OF UNDERSTANDING 
BETWEEN TRANSCANADA ALASKA COMPANY, LLC, FOOTHILLS PIPE LINES, LTD, 

TRANSCANADA ALASKA DEVELOPMENT, INC.
AND THE STATE OF ALASKA

ALASKA LNG PROJECT EQUITY OPTION TERM SHEET

This Term Sheet is attached to and made a part of the Memorandum of Understanding between the
Parties and is subject to the terms and conditions of the MOU. Capitalized terms in this Term Sheet shall
have the same meaning as in the MOU, unless the context suggests otherwise.

For purposes of the MOU, Section 2.1(c), the following sets forth the operative terms of this Equity
Option Term Sheet (“Operative Terms”):

1. Upon execution of the Transition Agreements, TA D I or its Affiliate would grant the State an 
exclusive and irrevocable right to acquire (“Option”), either for its own account or through a State 
Affiliate designated by the State acting through the Commissioners (the “Optionee”), up to 40% (see 
point 2 below) of the limited partnership interests in one or more limited partnerships (or similar 
entities; see point 10 below) (the “Limited Partnership”) that would hold an equity participation 
interest (see point 2 below) in the PTU Gas Transmission Line, PBU Gas Transmission Line, GTP, 
and Gas Pipeline (collectively, the “Midstream Component”).

2. The Parties intend that the Limited Partnership’s equity participation interest in the Midstream 
Component would be equal to the greater of (a) the State’s percentage share of the natural gas 
delivered to the Midstream Component by the ANS Producers from the State’s total in-kind or in­
value interest in the AN S Producer’s natural gas production (whether royalty, production tax, or other 
gas in lieu of payment (collective, the “State’s Share”), or (b) 14.0%. The Optionee’s ownership 
interest in the Limited Partnership (maximum of 40%) would be subject to the condition that TA D I’s 
“net-net” ownership interest in the Midstream Component, through the Limited Partnership, must not 
be less than 14.0%.

3. The Limited Partnership Agreement would provide that TA D I or its Affiliate would own 100% of the 
general partner of the Limited Partnership, and such general partner would hold a minimal (less than 
1%) interest in the Limited Partnership. The General Partner would make all decisions on behalf of 
the Limited Partnership, provided that the Equity Option Agreement will provide that certain 
fundamental decisions (e.g. change to distribution policy, winding-up of Limited Partnership, sale of 
significant interest of Limited Partnership in A K  LN G ) could not be made without the approval of the 
Optionee (before the option is exercised) or the Limited Partner (after the option is exercised). The 
General Partner would be entitled to recover all of its reasonable direct and indirect costs that are 
associated with it acting as the general partner.

4. The Option would be exercisable one time only before its expiration. The Option would absolutely 
expire on the earlier of (i) December 31, 2015) (ii) the date of execution of commercial agreements 
for the commencement of FEED  for the Alaska LN G  Project, or (iii) the occurrence of any of the 
termination events listed in section 9 of the Alaska LN G  Midstream Services Agreement Term Sheet 
(Exhibit C  to the MOU), unless otherwise agreed in writing between TC  and the Optionee.



o
5. The Optionee would not be entitled, except in the sole discretion of TA D I, to exercise the Option in 

the event the Optionee or the State is in current default under the Transition Agreements or the Pre- 
FEED  JV A . The Optionee and State will be provided with notice of and opportunity to cure such 
default.

6. Conditions on the Optionee exercising the Option would be:

a. A  true up by the Optionee to the Limited Partnership of contributions, within 30 days of the 
exercise of the Option, of amounts contributed by the Limited Partnership to the Alaska LN G  
Project, at cost plus Allowance for Funds Used During Construction (“A FU D C”), at a rate of 
7.1% for the purpose of this calculation, from date of contribution by the Limited Partnership 
until date of payment.

b. Commencing on the date of exercise of the Option, Optionee shall be responsible for its share 
of the Limited Partnership’s operating costs and Alaska LN G Project costs and assume its 
obligations and liabilities as a limited partner pursuant to the Limited Partnership Agreement.

c. TA D I and the State shall use commercially reasonable efforts to finalize, execute and deliver 
the Alaska LNG Project Equity Option Agreement, including the agreement establishing the 
Limited Partnership itself, as soon as commercially reasonable after the Trigger Event, not to 
exceed 90 days after the Trigger Event, unless extended with the joint approval of the 
Parties. T C  and the SOA agree such agreements are intended to be consistent with the 
Operative Terms.

7. Conditions on the State transferring its interest in the Limited Partnership would be:

a. The State would be prohibited from transferring directly or indirectly (including through a 
change of control) all or any part of its limited partnership interest in the Limited Partnership 
to an entity (other than an entity that is a passive investor whose principal business is not 
natural gas transmission or oil transmission) that owns an interest in or operates one or more 
natural gas or oil transmission lines in North America; provided that the foregoing 
prohibition would not apply to restrict transfer by the State to a State Affiliate or a 
government fund at all times wholly owned by the State, such as the State Department of 
Revenue Constitutional Budget Reserve Fund (a “Fund”).

b. Any proposed transfer by the State, including any proposed transfer to a Fund, would be 
subject to commercially reasonable creditworthiness requirements to be established in the 
Alaska LN G  Project Equity Option Agreement. Any proposed transfer by the State to any 
person or entity other than (i) a Fund, or (ii) a State Affiliate, and any proposed transfer by a 
Fund or a State Affiliate to any person or entity, would be subject to a right of first refusal 
(“RO FR”) in favour of TA D I. Until Final Investment Decision (“FID ”), TA D I would waive 
its RO FR right with respect to a transfer of an interest in the Limited Partnership by the State 
when it is an integral part of a transfer to the same transferee of an equal or greater % 
ownership interest in the LN G  Plant Component of the Alaska LN G  Project.
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c. Any proposed transfer by the State would be subject to applicable transfer requirements and 

restrictions of the Alaska LNG Project agreements that the Limited Partnership is party to.

8. The Parties acknowledge the confidentiality provisions of the Alaska LN G  Project agreements to 
which the Limited Partnership may become a party may prohibit or restrict disclosure of Project 
information to the State. The parties agree to use reasonable efforts to allow for disclosure to the 
State (including on a restricted basis) as required under applicable Alaska law.

9. TA D I and the State agree that the Limited Partnership documentation shall, to the extent permitted by 
applicable law (as set forth in the Alaska LN G  Project Equity Option Agreement), expressly disclaim 
fiduciary duties of the parties. The Limited Partnership documentation shall provide commercially 
reasonable contractual protections for the limited partners’ rights, including the obligations of good 
faith and fair dealing between the Parties.

10. The structure for the Limited Partnership will utilize a limited liability company or similar structure 
which is tax-efficient for TA D I, unless the State and TA D I mutually agree on a different ownership 
structure. In all cases, respective roles, responsibilities and obligations of TA D I and the State as set 
forth in the Operative Terms will remain applicable to the ownership structure selected.

11. The Parties acknowledge that this Exhibit B to the MOU will become a public document once the 
MOU to which it is attached is executed by the Parties.

12. The Optionee has no right to assign or transfer all or any portion of the Option, except to a State 
Affiliate.
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EXHIBIT C TO MEMORANDUM OF UNDERSTANDING 
BETWEEN TRANSCANADA ALASKA COMPANY, LLC, FOOTHILLS 
PIPE LINES, LTD, TRANSCANADA ALASKA DEVELOPMENT, INC. 

AND THE STATE OF ALASKA 

ALASKA LNG MIDSTREAM SERVICES TERM SHEET

T his Term Sheet is attached to and made a part o f the Memorandum o f Understanding between 
the Parties and is subject to the terms and conditions o f the M OU. Capitalized terms in this 
Term Sheet shall have the same meaning as in the M OU, unless the context suggests otherwise.

For purposes o f the M OU, Section 2.1(c), the follow ing sets forth the operative terms o f this 
Midstream Services Term  Sheet (“Operative Term s”):

K E Y  IT E M S T E R M S & C O N D IT IO N S
Enabling Legislation This Term Sheet provides a framework to guide the Parties in the event 

of the enactment of the Enabling Legislation to negotiate and enter into 
a Precedent Agreement (“PA”) (or similar agreement), and to negotiate 
and enter into a Firm Transportation Services Agreement (“FTSA ”) (or 
similar agreement). Capitalized terms shall have the same meaning as 
the Definitions in the Memorandum of Understanding (“MOU”) to 
which this is attached, unless the context suggests otherwise.

Consistency with 
Commercial Agreements

This Term Sheet, in its entirety, is subject to consistency with the 
commercial agreements already entered into or to be entered into with 
the ANS Producers for the Alaska LN G  Project including agreements 
set forth in Section 2.1(e) of the MOU.

1. Purpose & Objectives Establish terms and conditions under which Transporter will provide to 
Shipper (A) GTP processing and (B) transportation services on the PTU  
Gas Transmission Line, PBU Gas Transmission Line and Gas Pipeline 
from GTP to delivery points within Alaska and to the LN G  Plant in 
South Central Alaska in the Alaska LN G  Project. The PTU  
Transmission Line, PBU Transmission Line, and Gas Pipeline are 
collectively defined as the “Pipelines” .

2. Transporter “Transporter” means TA D I or an Affiliate designated by TA D I
3. Shipper “Shipper” means State of Alaska or an Affiliate designated by the State 

of Alaska
4. Proposed Process of 

Agreements
1. This Term Sheet is attached and made a part of the MOU, and it is 

subject to the terms and conditions of the MOU.
2. As provided in Article 2.1 and Article 3.1 of the MOU, the Shipper 

and Transporter will use commercially reasonable efforts to 
negotiate and enter into a Precedent Agreement (“PA”) that 
captures the Operative Terms of this Term Sheet.

3. The Parties intend that the PA will be replaced with a Firm 
Transportation Services Agreement (“FTSA ”). The FTSA  will 
contain terms established in the PA and other customary terms 
typically found in FTSA s for similar services. The FTSA  would

o
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be executed only after execution is approved by the Alaska 
Legislature and such approval is enacted into law.

5. Daily Contracted 
Capacity

FTSA , with two-part reservation/usage rates, for capacity equal to the 
product of (i) the State Gas Share as defined in the HOA and (ii) the 
respective design capacity of the PTU Transmission Pipeline, PBU 
Transmission Pipeline, GTP and the Gas Pipeline.

6. Key Processing and 
Transportation 
Commercial Terms

1. Contract Term
• Initial Contract Term ("ICT") of 25 years following commercial 

In-Service Date (“ISD ”). IC T  to be confirmed by Transporter 
and the Shipper prior to agreement with ANS Producers for 
Front End Engineering and Design (“FE ED ”) for the Alaska 
LN G  Project, provided that the IC T  will not be less than 20 
years.

• FTSA  Renewal Right means the rights described below under 
FTSA  Renewal Right. If Shipper does not exercise its FTSA  
Renewal Right to extend the ICT, Transporter will have a Put 
Option (as described below under Put Option).

2. Toll Structure
• Levelized revenue requirement based on cost-of-service toll 

making principles.
• Reservation rate, a fixed charge expressed in $/mmBtu/month, 

will be designed to capture Depreciation Recovery, Return on 
Equity (“RO E”), Cost of Debt, Income Taxes, fixed Operations 
and Maintenance Costs (“O&M”), property taxes and other 
non-income related taxes. Reservation rate payments will be 
made by Shipper regardless of actual GTP and Pipelines 
utilization by Shipper.

• Usage rate, a variable charge expressed in $/mmBtu, will be 
designed to capture variable O&M Costs.

3. Capitalization Structure
• 70% debt and 30% equity during development and 

construction. Commencing on the 2nd anniversary of the ISD, 
and continuing through the term of the FTSA , the debt/equity 
ratio will be revised for rate purposes to 75% debt/25% equity.

• 70% debt and 30% equity for Expansions and Maintenance 
Capital.

4. Rate Base
• Initial Rate Base (“IRB ”) equal to the sum of prudent Capital 

Expenditures, (“C A P EX ”), Allowance for Funds Used During 
Construction (“A FU D C”), property taxes paid during 
construction, and working capital.

5. Maintenance Capital
• Maintenance capital will be capitalized and added to the Rate 

Base (in the manner described in “Capitalization Structure” 
above) and recovered over the then-remaining term of the 
FTSA

6. Return on Equity (“RO E”) for Initial System.
• Fixed at Final Investment Decision (“FID ”) at a base rate of 

12.0% after tax, plus a Rate Tracker Differential (as defined 
below).



7. Cost of Debt for Initial System
• Fixed at FID  at a base rate of 5.0%, plus a Rate Tracker 

Differential (as defined below).
8. Rate Tracker Differential

• The Rate Tracker Differential is the increase or decrease in the 
30-year U.S Treasuries yield at FID  relative to such yield at the 
effective date of the MOU.

9. Depreciation Recovery
• 100% o f C A P EX  shall be recovered over the IC T  through tolls.
• CA P EX  shall include the following items:

• Prudently incurred CA PEX (including AFU D C and 
property taxes) after execution of the JV A  pre-FEED  
Agreement, which shall be subject to review and audit 
by Shipper at its expense, in accordance with the 
principles set forth under "Review and Audit of CA PEX  
and O&M" below.

• Prudently incurred C A P EX  prior to the execution of the 
Pre-FEED JV A  that is directly relevant to and utilized in 
advancing the A K  LN G  Project minus any amounts 
received by Transporter or its Affiliates from the State 
through A G IA  reimbursement.

• Transporter’s Affiliate’s share of costs incurred on the 
Alaska portion of the AG IA  Project after December 5, 
2008 and prior to execution of the Pre-FEED JV A  (that 
have not otherwise been included in C A P EX  through the 
operation of paragraph ii above) to the extent such costs 
do not exceed $70 million minus any amounts received 
and retained by Transporter or its Affiliates from the 
State through AG IA reimbursement or from any State of 
Alaska entity for use of the data and assets associated 
with such costs.

• No costs associated with the ANNGTC project may be included 
in CAPEX.

• For toll design purposes, AFU DC will commence accrual upon 
approval by FER C  of the project’s request to initiate the pre­
filing process.

10. Operations and Maintenance Costs
• Prudently incurred O&M costs and taxes other than income 

taxes (such as property taxes not otherwise included in rate 
base, fuel taxes, etc.) are annual flow-through costs to the 
account of the Shipper. O&M, and annual changes, shall be 
subject to annual review and audit by Shipper at its expense, 
provided that the audit is in accordance with the principles set 
forth under “Review and Audit of CA PEX  and O&M” below.

• In consultation with Shipper, Transporter will negotiate an 
appropriate allocation of project indirect costs, including cost 
of sharing facilities, allocated labor and overhead charges with 
the ANS Producers. With respect to Transporter owner’s costs, 
allocation will be in accordance with Transporter allocation

______ policy as approved by the N EB unless otherwise agreed by the



parties.
• Variances in actual costs will be trued-up in the determination 

of the following year revenue requirement.
11. Income Taxes

• Calculated and collected on a normalized basis.
• Expenses associated with new taxes and changes to tax rate are 

flowed-through to the account of Shipper
12. Interruption of Firm Service, including Force Majeure (“FM”)

• Shipper continues to make full payment during periods of 
service interruption.

• For Transporter’s capacity on the Pipelines and GTP, all firm 
shippers (in-state and export LN G ) shall have priority over 
interruptible shippers. In the event transportation service cannot 
be scheduled to all firm shippers on any day for any reason, 
capacity shall be scheduled first to deliver to utility customers, 
and then pro rata among other firm shippers.

13. Make-up Rights
• Make-up rights will be granted for any processing and/or 

transportation capacity or service offered by Transporter and 
paid for, but not taken, by Shipper.

• Make-up rights can be exercised pro-rata with other firm 
shippers’ make-up rights whenever Transporter has excess 
processing and/or transportation capacity beyond the amount 
that it requires for satisfying its firm shippers’ capacity 
requirement.

• Any unused Make-up Rights will expire at end of the contract 
term, including any extensions or renewals.

14. Provision of Third Party Services
• For third party GTP processing and Pipelines transportation 

services that do not involve investment of incremental capital, 
90 percent of all net income (gross revenues minus incremental 
costs) received by Transporter from sources other than the 
FTSA , including but not limited to interruptible (“IT ”), 
overrun, backhaul, or park and loan services shall be credited to 
the account of Shipper (to reflect the undertaking of Shipper to 
pay for 100% of the initial system Rate Base);

• The minimum rate for IT  service shall be no less than the 100 
percent load factor equivalent of the firm rate paid by Shipper

• Shipper shall only pay variable costs for IT , overrun, and 
backhaul services that do not involve incremental capacity as a 
result of expansions.

• Subject to meeting the Creditworthiness Requirements, Shipper 
shall have the right to temporarily release unused capacity to 
third-parties at a rate to be negotiated between Shipper and the 
temporary replacement shipper. A  release of capacity through 
temporary assignment/release does not release Shipper from its 
obligations under the FTSA.

15. Fuel Gas, Line Pack, Lost and Unaccounted for Gas
• Provided by Shipper as in-kind gas contribution; or purchased

 under a charged fuel rate at Shipper option, in which case the
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charged fuel expense will be included as a separate charge.
• No allocation of fuel shall be allocated to backhaul services
• Fuel utilization to be allocated among all shippers based on 

actual monthly throughput.
16. Return of Extracted Gas to Shipper

• Extracted acid gas (C02, H2S and other impurities) will be 
returned to Shipper for disposal or further processing at the 
outlet of the GTP

17. In-State Gas Uses
• Minimum 5 in-state off-take points for non-LNG consumption
• Three tariff zones

• Zone 1 -  from North Slope to Nenana
• Zone 2 -  deliveries to B ig Lake (South Central)
• Zone 3 -  deliveries to the LN G  plant for LN G  exports

• Rates to be designed in consultation with Shipper to reflect a 
cost allocation principle based on weighted average volumetric- 
mile between deliveries to each zone

18. GTP Processing and Pipeline Transportation Services
• Processing services at the GTP and transportation services on 

the Pipelines will be offered separately to accommodate 
different needs of shippers

19. FTSA  Renewal Right
• Shipper shall have the option, exercisable not later than 2 years 

prior to the end of the IC T  (the “Renewal Date”) to renew the 
FTSA  with Transporter for all or part of its Daily Contracted 
Capacity after the expiration of the IC T  on an annual basis at a 
negotiated rate based on (i) a cost-of-service calculation 
computed on the net book value of Transporter equity interest 
in the underlying facilities used to provide GTP processing and 
pipeline transportation services to Shipper, with the rate 
recalculated to spread remaining Rate Base over the extended 
term of the FTSA , and (ii) the same toll setting terms such as 
“Capitalization Structure”, O&M, and “Income Taxes” set forth 
above, except that the rate applicable for the extension shall be 
based on a “Cost of Debt” and an ROE to be negotiated based 
on conditions existing at the time, and (iii) the contracted 
capacity as renewed by Shipper; provided, however, that the 
costs and capacity related to any expansion facilities priced 
incrementally shall be excluded from such computation. In the 
event that the net book value of the facilities has been or will be 
substantially depreciated as of the expiry of the ICT, parties 
shall consider in good faith reasonable compensation for 
Transporter to continue its role as service provider.

20. Buy-Back Right
• If  as of the Renewal Date, Shipper has not exercised its right to 

renew the FTSA  Shipper shall have a one-time option, 
exercisable by notice to Transporter within 60 days of the 
Renewal Date (the “Buy-Back Notice Date”), to buy from 
Transporter as of the end of the IC T  its equity interest in Alaska

 LN G  Project at a purchase price equal to the net book value of



Transporter equity interest in the underlying facilities used to 
provide GTP processing and pipeline transportation services as 
of the end of IC T. Any associated assignment shall be made on 
an "as is, where is" basis, without representation or warranty of 
any kind by Transporter.

21. Put Option
• If: (i) as of the Renewal Date, Shipper has not exercised its 

right to renew the FTSA  by five or more years, and (ii) as of 
the Buy-Back Notice Date Shipper has not exercised the Buy- 
Back Right, Transporter shall have the option, exercisable by 
notice to Shipper within 90 days o f the Buy-Back Notice Date, 
to put to Shipper its equity interest in Alaska LN G  Project at a 
purchase price equal to the net book value of Transporter equity 
interest in the facilities used to provide GTP processing and 
pipeline transportation services as of the end of ICT, with 
closing subject to legislative enactment. Any associated 
assignment shall be made on an "as is, where is" basis, without 
representation or warranty of any kind by Transporter.

22. Review and Audit of Pipelines and GTP CA PEX  and O&M
• Shipper and Transporter agree to develop a protocol and 

process (the “Audit Protocol”) for Shipper to access certain 
Alaska LN G  Project information to facilitate Shipper review 
and audit of costs and expenses (capital and operating), which 
will have to be consistent with the HOA and subsequent 
agreements with the ANS Producers for the Alaska LN G  
Project. The Audit Protocol will be appended to the PA and 
FTSA , and include at minimum, the following items:

• the audit shall be conducted by an independent auditing 
firm selected pursuant to State procurement code based 
on minimum qualifications to be agreed upon by the 
Shipper and Transporter for such procurement; and

• the audit rights shall be exercised through such 
independent auditing firm, who shall be required to 
abide by confidentiality restrictions to be agreed 
between Transporter and Shipper.

• The principles in the Audit Protocol for reviewing and auditing 
the Pipelines and GTP CA P EX  and O&M are as follows:

• Any costs incurred shall be deemed to be prudently 
incurred if  they are pursuant to (1) an approved Work 
Program and Budget for capital expenditures (WP&B) 
for the Alaska LN G  Project that was submitted to and 
approved by Shipper or any associated entity of the 
Shipper in advance, (2) an Alaska LN G  Project 
Operating Budget that was submitted to and approved 
by Shipper or any associated entity of the Shipper in 
advance, (3) the emergency H SE provisions of any 
underlying agreement, or (4) the approval of the Shipper 
or any associated entity of the Shipper. In the event the 
Shipper or any associated entity of the Shipper does not

___________ respond to any request for approval, as set out in (1), (2),
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or (4) above, within ten (10) business days (or such 
shorter period as set out in the agreements or resolutions 
for the Alaska LN G  Project) the Shipper will be deemed 
to have approved the costs incurred. If  the Shipper does 
respond but does not approve, the Transporter shall raise 
the concern and vote not to approve as part of the 
approval process under the applicable Alaska LN G  
Project agreements, and so long as the Transporter does 
so such costs shall be deemed prudent if they are 
approved despite the Transporter’s vote to disapprove 
under the applicable Alaska LN G  Project agreement.

• For the avoidance of doubt, (a) personnel charge out 
rates, including annual adjustments, as provided in the 
relevant Alaska LN G  Project agreement shall not be 
subject to review and audit, and (b) any expenditures in 
excess of budgeted amounts that are in accordance with 
the limitations in the applicable Alaska LN G  Project 
agreements that do not require further management 
committee approvals (currently set at 105% of budget) 
shall be deemed to be prudently incurred.

23. Assignment
• Shipper may assign its rights and obligations under the FTSA  to an 

Affiliate or third party with Transporter’s consent (not to be 
unreasonably withheld), provided the transferee assumes in writing 
such rights and obligations on terms and conditions satisfactory to 
Transporter, including the creditworthiness standards set forth in 
paragraph 10 below.

7. Pipelines and GTP  
Expansions

• In consultation with Shipper, Transporter will expand the GTP and 
Pipelines when requested by creditworthy shippers on terms that 
are acceptable to Transporter. Transporter will act reasonably in 
negotiating expansion terms with the expansion shipper. The 
capitalization structure for expansion shall be consistent with that 
set forth above. The RO E for expansion shall be reflective of the 
risk of such expansion and the cost of capital environment existing 
at the time. In the event Transporter fails to reach agreement with 
the expansion shipper, Shipper or its transferee/assignee (including 
State Affiliates and independent third parties not affiliated with the 
State or any State Affiliate) has the right to offer expansion terms, 
in its sole discretion, to such shipper and undertake the expansion 
as a direct participant in Alaska LNG Project and consistent with 
the principles established in this section.

• Upon request by potential expansion shipper, Transporter will 
provide to the potential expansion shipper and Shipper estimated 
rates which the potential expansion shipper would have to pay for 
receiving Pipelines transportation and/or GTP processing 
services. Shipper and Transporter agree that no regulatory agency 
can mandate an expansion or set expansion terms unless required 
by applicable law.

• Expansions must be in reasonable engineering increments and on 
commercially reasonable terms, including but not limited to full



recovery of expansion CA P EX  over the expansion term
• Expansions for In-State Uses and Export LN G

o Expansions to be undertaken on a sole risk basis 
o Expansion tolls and fuel assessments will be determined 

based on a methodology such as incremental and/or rolled 
in, as determined by the Shipper. The methodology will 
be established prior to entering into FEED.

•
8. Development Cost 

Reimbursement
• If  Shipper or Transporter exercises its right to terminate pursuant 

to any of the Termination Events set forth below, the Shipper shall 
pay Transporter for all the development costs incurred by 
Transporter after December 31, 2013 under the Pre-FEED JV A  or 
FEED  Agreement with the ANS Producers, including but not 
limited to contract cancellation penalties and continued funding 
obligations under such agreements, through the date of 
termination. The Shipper’s payment of development costs shall be 
net of all A G IA  payments received and retained by the A G IA  
Licensee relating to Transporter’s share of development costs for 
activities authorized under A G IA  Project Plan Amendment IB .

• Shipper will further pay Transporter an amount equal to the 
associated AFU D C, at a rate of 7.1 % for the purpose of this 
calculation, on such development costs if (i) such termination is 
exercised by Shipper or (ii) Transporter exercises the termination 
due to the failure of the Alaska Legislature to ratify the MOU, or 
the subsequent FTSA , or Shipper’s failure to meet the 
Creditworthiness Requirements at any time.

• Shipper’s obligation to reimburse Transporter for such costs shall 
be Transporter’s exclusive remedy in law and equity for such 
termination.

9. Termination Event Shipper’s Rights To Terminate (Shipper Termination Event):
• Prior to FEED :

• Any time provided a 90-day notice is given to Transporter.
• From start of FEED  through FED:

• Within 60 days from the date one or more ANS Producers 
or Transporter withdraws from the Alaska LN G  Project

• At any time if  Shipper (or the ANS Producers, if the SOA 
elects R IV ) is unable to sign agreements to sell all of its 
royalty or tax gas on terms acceptable to Shipper.

• At FID , for any reason.

Transporter Rights To Terminate (Transporter Termination Event):
• Legislature fails to provide statutory authority to DNR/DOR to 

enter into PAs by June 30,2014.
• Shipper fails to execute the PA within the specified time.
• Shipper fails to execute the FTSA  by December 31,2015.
• Shipper fails to maintain the standard o f Creditworthiness 

Requirements. Transporter shall provide notice to Shipper of a 
failure to meet such standards, and Shipper shall have a 
reasonable period to cure.
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• At FID , if  all Transporter corporate/Board approvals have not 
been obtained.

• Within 3 months from FID, if  debt financing has not been 
secured on terms and conditions satisfactory to Transporter in 
its sole discretion

E ith er T ran sp o rte r o r  Shipper m ay term inate:
• If  term(s) of the FEED  Agreement or Definitive Agreements 

is/are not acceptable to Shipper or Transporter
• Within 90 days from the date of issuance of any final 

regulatory authorizations, certificates, or permits that includes 
material unacceptable condition(s) or requirement(s) to 
Transporter or Shipper

• At FID , if  not all right-of-ways, easement and land leases have 
been secured

Conveyance of T ran sp o rte r A laska LNG P ro ject In te rest to
Shipper:

• Upon a Termination Event and payment to Transporter of the 
Development Costs, and the associated AFU D C, as applicable, 
Transporter shall assign all of its interest in the Pre-FEED JV A  
or the FEED  Agreement, including all of its equity stake in the 
A K LN G  Project, to the Shipper promptly without additional 
consideration. Any such assignment shall be made on an “as is, 
where is” basis, without representation or warranty of any kind 
by Transporter.

• Within a period of 5 years of SOA exercising its termination 
right, if  SOA participates in a pipeline project to commercialize 
North Slope gas that is substantially similar to the Alaska LN G  
Project, SOA shall offer to Transporter an option to participate 
in the GTP and Pipelines of such project on terms and 
conditions consistent with those set forth in this Term Sheet, 
except the cost of debt and RO E to be negotiated based on 
conditions existing at the time. The SOA shall not be obligated 
to offer the foregoing option to the Transporter if:

i. the Transporter is in material default of the PA or 
FTSA  at the time of the termination, and 

the material default was capable of being remedied, 
and

Transporter was offered a reasonable time period to 
remedy the material default and failed to do so.______

u.

in.

10. Creditworthiness 
Requirements

Shipper must meet and maintain the following creditworthiness 
standards through the term of the PA and FTSA.

1. A  minimum of A- credit rating issued by Standard & Poor’s 
or equivalent, and

2. Provide documentation satisfactory to Transporter that 
Shipper obligations under the PA or FTSA  are supported with 
the full faith and credit of the State of Alaska (as a sovereign) 
or other dedicated revenue source acceptable to Transporter.

As an alternate to (1) and (2) above, Shipper could provide
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collateral, in the form of cash or letter of credit in form and 
substance reasonably satisfactory to Transporter, of amount 
sufficient to cover Shipper’s proportional share of (i) projected 
capital costs during development and construction, or (ii) payment 
obligations under the FTSA  over the remaining term of the FTSA .

• Shipper continues to be liable for all obligations, including
maintaining the creditworthiness standards, under the PA or FTSA  
if  its capacity commitment is transferred to another party on a 
temporary basis such as through temporary release or assignment. 
This applies similarly to permanent assignment unless the assignee 
meets the appropriate creditworthiness standards.

1. For any assignee who is an Affiliate of the State, the 
creditworthiness standards will be the same as Shipper.

2. For any assignee who is not an Affiliate of the State, the 
creditworthiness standards will be:
• A minimum of A - credit rating issued by Standard &

Poor’s or equivalent, and
• A minimum Tangible Net Worth equal to its share of 

the projected capital cost for the period prior to In- 
Service Date (“ISD ”) and its share of the Rate Base for 
the period following the ISD.

11. No Discriminatory 
Action by Shipper

Transition Agreements to contain commercial protection for 
discriminatory changes in law or other discriminatory actions to the 
extent permitted by applicable law.

12. Dispute Resolution FER C  to be the arbiter of disputes under the PA and FTSA , provided * 
FE R C  has jurisdiction over (i) the Pipelines and GTP components of 
the A K  LN G  and (ii) the rates and services provided by the Pipelines 
and GTP components of the A KLN G . The Parties intend that FER C  (or 
any other applicable regulator having jurisdiction) should provide a 
ruling consistent with and not outside the scope of the PA or FTSA , as 
the case may be, when such agreement is read in its entirety.

13. Term Sheet Not Stand 
Alone

This Term Sheet is an integral part of the MOU and is not a stand-alone 
agreement between the Parties or Shipper and Transporter. It sets forth 
the basis on which the Parties intend to proceed forward as they 
negotiate the PA, the FTSA , and other applicable or ancillary 
commercial agreements (collectively, the “ Alaska LN G  Midstream 
Services Agreements”). Neither Party shall be legally bound to enter 
into Alaska LN G  Midstream Services Agreements, and entering into 
such Alaska LN G  Midstream Services Agreements shall be at the sole 
discretion of each Party and subject to all necessary internal approvals 
of each Party. The Parties each acknowledge that (a) the Term Sheet 
does not contain all the terms and conditions that would be included in 
the legally binding Alaska LN G  Midstream Services Agreements, and 
therefore, the Term Sheet does not constitute a binding commitment or 
offer or acceptance with respect to its terms or the transaction to be 
consummated; (b) it is the intention of the Parties that the PA and FTSA  
will be consistent with the commercial principles set out in this TS; and 
(c) the making of this Term Sheet or attachment of this Term Sheet to 
the MOU will not create any binding rights or obligations, as it is 
intended that neither party will have any right or obligations to
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complete the transactions contemplated in this Term Sheet unless and 
until the Precedent Agreement is executed and delivered at the sole 
discretion of each Party. The Alaska LN G  Midstream Services 
Agreements may contain such other provisions as are negotiated by the 
Parties on reasonable commercial terms and conditions, based on 
industry practice in other comparable pipeline transportation 
arrangements.

o

o
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T H E  S T A T E

G o v e r n o r  S e a n  P a r n e l l

D e p a r tm e n t o f  N a tu ra l R eso u rces

Department of Revenue
Angela Rodell, C om m iss ione r

Joe Balash, C om m issioner

Introduction to Senate Bill 138 relating to the 
Commercial Production of North Slope Natural Gas

T h e  recen t a lig n m en t b y  p arties  a round  a p a th  fo rw ard  on  a  la rg e-sca le  L N G  pro jec t, and th e  A lask a  

G aslin e  D ev e lo p m en t C o rp o ra tio n ’s (“ A G D C ”) p rep a ra tio n  fo r an  o pen  season  in  2015 fo r an  in -s ta te  

p ip e lin e , c rea tes an  o p p o rtu n ity  fo r a coo rd in a ted  and  co llab o ra tiv e  effort.

W ith  p artie s  w o rk in g  to g e th e r on  A la sk a ’s te rm s, and  in  A lask an s’ in terests , th e  b ill re la tin g  to the  

C o m m erc ia l P ro d u c tio n  o f  N o rth  S lope  N atu ra l G as w ill advance a  natu ral gas p ro jec t tha t w ou ld  

p ro v id e  n a tu ra l gas fo r A lask an s and m arke ts  beyond .

T h e  b ill advances a  n a tu ra l gas p ro jec t to  p ro v id e  gas to  A laskans and m ark e ts  b ey o n d  in  a  n u m b er o f  
im p o rtan t w ays.

1. T h e  b ill  w o u ld  e s ta b lis h  a n  A G D C  s u b s id ia ry  to  p u r s u e  s ta te  e q u ity  in te re s ts  in  a  la rg e -  
d ia m e te r  n a tu r a l  g as  p ip e lin e  p ro je c t  a n d  a s s o c ia te d  fa c ilitie s .

C o m m erc ia liza tio n  o f  N o rth  S lope natu ra l gas shou ld  o ccu r w ith  b o th  in -sta te  needs and export p o ten tia l 

in  m ind . T herefo re , the  b ill w o u ld  create  a su b sid ia ry  u n d e r the  A G D C , u tiliz in g  a fund  ex c lu siv e ly  fo r a 

la rg e -d iam ete r na tu ra l g as p ip e lin e  p ro jec t, to  p u rsu e  h o ld in g  state  equ ity  in terests  in  a  la rg e-d iam eter 

natu ra l gas p ip e lin e  p ro jec t th a t cou ld  include trea tm en t and  liq u efac tio n  facilities. T h e  b ill 

co n tem p la tes  a  separate , b u t co o p era tiv e  effo rt b e tw een  A G D C ’s p u rsu it o f  A S A P  and  th e  n ew ly  crea ted  

su b sid ia ry ’s p u rsu it o f  th e  A K L N G  p ro jec t th a t does n o t im pede  th e  m issio n  o f  th e  A G D C  to con tin u e  to 

ad v an ce  th e  A lask a  S tan d  A lo n e  P ip e lin e  (A S A P ) in -s ta te  natu ral gas p ip e lin e  pro ject.

2. T h e  b ill  a u th o r iz e s  th e  D e p a r tm e n t  o f  N a tu r a l  R e so u rc e s  (D N R ) to  p a r t ic ip a te  in  n e g o tia tio n s  o f  

c o n tra c ts  a n d  th e  d e v e lo p m e n t o f  te rm s  fo r  p ro je c t  se rv ic e s  a n d  o th e r  c o n tra c ts  fo r  th e  

d e v e lo p m e n t a n d  im p le m e n ta t io n  o f  a  N o r th  S lo p e  n a tu r a l  gas p ro je c t .

T h e  b ill w o u ld  p ro v id e  au th o rity  fo r the  C o m m issio n er o f  N atu ral R eso u rces to  en te r in to  sho rt-term  

com m ercia l ag reem en ts  to  advance the  p ro jec t th ro u g h  th e  d eve lopm en t and  im p lem en ta tio n  phases In 

add ition , it w o u ld  allow  the  C o m m issio n er to  n eg o tia te  term s, sub ject to  leg isla tive  app roval, fo r state  

eq u ity  in te rests  in  a  n a tu ra l gas p ro jec t, p ro jec t serv ices re la ted  to a natu ra l gas p ro jec t, and  o th er 

con tracts  fo r th e  d ev e lo p m en t and im p lem en ta tio n  o f  a  N o rth  S lope natu ra l gas p ro jec t. T o  facilita te



n eg o tia tio n s  and  co n tin u in g  d ev e lo p m en t ac tiv ities , co n fid en tia lity  o f  in fo rm atio n  w ou ld  be m ain ta ined . 
A n y  co n trac t to  b e  p re sen ted  to  th e  L eg isla tu re  fo r au th o riza tio n  w o u ld  n o t b e  confiden tia l.

3 . T h e  b ill  w o u ld  a u th o r iz e  D N R  to  m o d ify  c e r ta in  le a se  te rm s  o n  p ro p e r t ie s  t h a t  p ro v id e  g as  to  
a n y  N o r th  S lo p e  n a tu r a l  g as p ro je c t .

C u rren t s ta te  o il and  gas leases co n ta in  term s - su ch  as th o se  that a llow  the  sta te  to  sw itch  betw een  

tak in g  ro y a lty  oil and gas in -k in d  o r in -v a lu e  -  th a t m ay  h in d er the  ab ility  o f  lessees to  en ter in  to  lo n g ­

te rm  co n trac ts  fo r  sales o f  natu ra l gas p ro d u ced  o n  the  N o rth  Slope. U n d er the  b ill, i f  a na tu ra l gas 

p ro jec t sp o n so r h as d em o n stra ted  su ffic ien t p ro jec t com m itm en ts, th e  C o m m issio n er m ay  m o d ify  

ex is tin g  leases th a t co m m it gas to  a  na tu ra l gas p ro jec t, w ith  the co n cu rren ce  o f  th e  lessees. G as 

co m m itted  from  th ese  leases, w h e th e r th ro u g h  ro y a lty  o r  the  p ro d u c tio n  tax , w ou ld  b e  sub ject to  the  

cu rren t s tan d ard s  fo r sa le , ex ch an g e , o r d isposal o f  gas tak en  in -k ind  b y  the  sta te  as its  ro y a lty  share. In 

ad d itio n , and  w ith  the  co n cu rren ce  o f  lessees, th e  co m m issio n e r m ay  also  m o d ify  ex is tin g  ro y a lty  and  

n e t p ro fit share p ro v is io n s  to  ach iev e  co n sis ten cy  am o n g  leases.

4 . T h e  b il l  w o u ld  m a k e  c h a n g e s  to  A la s k a ’s O il a n d  G a s  p ro d u c tio n  ta x  t h a t  w ill a d v a n c e  th e  

p ro je c t .

T h e  cu rren t tax  structu re , w h ich  im p o ses  a net tax  on  th e  annual p ro d u c tio n  tax  v a lu e  o f  o il and  gas, is 

re ta in ed  u n til 2022. T h e  b ill in tro d u ces  a n ew  g ross tax  lev y  on  gas p ro d u ced  a fte r 2021.

F o r gas p ro d u ced  a fte r 2021 , th e  tax  lev y  on  gas w o u ld  b e  10.5 p ercen t o f  annual g ross v a lu e  at th e  p o in t 

o f  p ro d u c tio n . T h e  oil tax  lev y  w o u ld  rem a in  at 35 p ercen t o f  net annual p ro d u c tio n  tax  value. M ost 

im p o rtan tly , fo r  leases th a t h av e  b een  m o d ified  as d esc ribed  above, the  b ill w o u ld  a llow  p ro d u cers to 

p ay , fo r gas from  m o d ified  leases on ly , p ro d u c tio n  tax  o n  th a t gas w ith  gas in stead  o f  w ith  m oney , equal 

to  10.5 p e rcen t o f  the  tax ab le  gas p ro d u c tio n  from  the  m o d ified  leases. T h e  n am e o f  a  p ro d u cer and the  

v o lu m es o f  g as sub ject to  th e  e lec tio n  to  p ay  tax  as gas w o u ld  b e  p u b lic  in fo rm ation .
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S T A T E  O F  A L A S K A

January 23, 2014

The Honorable Charlie Huggins 
President o f the Senate 
Alaska State Legislature 
State Capitol, Room 111 
Juneau, A K  99801-1182

D ear President Huggins,

Alaska has significant gas resources on the N orth  Slope. Current known reserves are nearly 35 
trillion cubic feet (TCF), and US Geological Survey estimates o f technically recoverable conventional 
gas resources are more than 240 TCF. Bringing this gas to market has been the focus o f many 
efforts over the last 30 years, b u t to be successful, requires a coordinated and collaborative effort of 
many parties.

The recent alignment by parties around a path forward on a large-scale L N G  project, and the Alaska 
Gasline Development Corporation’s (AGDC) preparation for an open season in 2015 for an in-state 
pipeline, create an opportunity for that coordinated and collaborative effort. With parties working 
together on  Alaska’s terms, and in Alaskans’ interests, it is time to move forward with legislation to 
advance a natural gas project that would provide natural gas for Alaskans and markets beyond. 
Therefore, under the authority o f  Article III, Section 18 o f the Alaska Constitution, I am 
transmitting a bill designed to achieve the long-sought State goal o f commercial production o f 
N orth  Slope natural gas for the benefit of all Alaskans.

The bill will expand the purposes o f AGDC to allow it, through a separate subsidiary, to advance a 
large-diameter natural gas pipeline project by carrying the State’s equity interest in the project’s 
infrastructure, including treatm ent and liquefaction facilities. The bill would also authorize the 
Commissioner o f Natural Resources to negotiate modifications o f existing oil and gas leases to 
better manage Alaska’s interests in  its N orth Slope natural gas resources. Finally, the bill would 
amend the levy o f tax on gas under Alaska’s oil and gas production tax, providing the clarity o f 
terms any N orth  Slope natural gas project needs to proceed.

First, commercialization o f N orth  Slope natural gas should occur with both  in-state needs and 
export potential in mind. Therefore, the bill would provide authority to pursue an equity position in 
a large-diameter natural gas pipeline project that could include treatment and liquefaction facilities, 
bu t would not impede the mission o f AGDC to continue to advance the Alaska Stand Alone 
Pipeline (ASAP) in-state gasline project.

o

mailto:Govemor@Aiaska.Gov


The Honorable Charlie Huggins 
January 23, 2014 
Page 2

As to the provisions o f the bill relating to the Departm ent o f Natural Resources, the bill would 
provide the needed authority for the Commissioner o f Natural Resources to enter into short-term 
commercial agreements related to the N orth Slope natural gas project. In addition, the bill would 
allow the Commissioner o f  the Department o f Natural Resources to negotiate terms, subject to 
legislative approval, for project services related to a natural gas project. To facilitate negotiations and 
continuing development activities, confidentiality o f information would be maintained, bu t any 
contract to be presented to the Legislature for authorization would no t be confidential.

Current State oil and gas leases contain terms -  such as provisions that allow the State to switch 
between taking royalty oil and gas in-kind or in-value -  which may hinder the ability o f lessees to 
enter into long-term contracts for sales o f natural gas produced on the N orth Slope. The bill would 
allow the Commissioner o f Natural Resources to modify certain lease terms on property that 
commits gas to a natural gas project in order to facilitate commercialization. After a natural gas 
project sponsor has demonstrated sufficient project commitments, the Commissioner may modify 
existing leases that commit gas to a natural gas project, with the concurrence of the lessees. Gas 
committed from these leases, whether through royalty or the production tax, would be subject to  the 
current standards for sale, exchange, or disposal o f gas taken in-kind by the State as its royalty share.

Other provisions o f  the bill relate to the oil and gas production tax, specifically to  the tax levy on 
gas. The current tax structure, which imposes a net tax on the annual production tax value o f oil and 
gas, is retained until 2022 when the tax limitations expire for Cook Inlet oil and gas produced 
anywhere in the state but used in-state. The bill proposes changes to the tax system to facilitate 
natural gas development and provide gas for in-state sale and export. For gas produced after 2021, 
the tax levy on gas would be 10.5 percent o f annual gross value at the point o f  production. The oil 
tax levy would remain at 35 percent of net annual production tax value. Most importantly, for leases 
that have been modified as described above, the bill would allow a producer to pay, for gas from 
modified leases only, its production tax with gas instead o f  with money equal to 10.5 percent o f the 
taxable gas production from the modified leases. The Commissioner o f Revenue will continue to 
direct revenue received from the sale of gas to the General Fund.

In order to pay the production tax in-kind, the producer m ust make an irrevocable election under 
regulations adopted by the Department o f Revenue. Disputes over any tax deficiency, and interest or 
penalties on a deficiency, would be accounted for as if the tax was levied in money. Furthermore, gas 
flared, released, or allowed to escape upstream o f the point o f production, or gas used on a lease or 
property would not be subject to an in-kind election.

The bill would make changes to provisions in current law to facilitate the new gross tax levy on gas. 
The name o f a producer and the volumes o f gas subject to  the election to pay tax as gas would be 
public information. The alternate minimum tax on N orth Slope oil and gas would apply only to oil 
after 2021. The bill accounts for how producers make estimated monthly installment payments of 
tax due after 2021 and clarifies that credits may be taken only against the tax levy in money, not 
against the levy in-kind.

Development o f natural gas projects o f this scope is a new chapter in State resource development 
that will be enhanced by the State’s equity participation in either project. Given the momentum on
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developing N orth Slope gas, we m ust act now to assure that our laws provide the appropriate 
agencies with authorities and tools to allow the State to advance projects on Alaska’s terms and 
Alaskans interests.

I urge your prom pt and favorable action on this measure. 

Sincerely,

Sean Parnell 
Governor

Enclosure
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Senate F inance C o m m itte e  -  F eb rua ry  25 , 2014

S ection  1 sets out the legislative findings that the com m ercial production o f  gas deposits from  the N orth 
Slope is o f  v ital public interest tha t w ill provide benefits to the state; therefore it is the intent o f  the 
legislature that further progress tow ards this goal incorporate consideration o f  the provisions as set out 
in th is section.

S ection  2 am ends A S 31.25.005, related  to the purpose o f  the A laska G asline D evelopm ent C orporation 
(A G D C ), to  add new  subsections (4) and (5) for the advancem ent o f  a large-diam eter natural gas 
p ipeline project through acquiring an equity  interest in the large-diam eter pipeline project and 
developing  treatm ent and liquefaction facilities through the subsidiary created in new  A S 31.25.122.

S ection  3 conform s AS 31.25.010, the structure o f  A G D C  related to  dissolution, to  include reference to 
a large-diam eter natural gas pipeline project.

S ection  4 am ends AS 31.25.080(f) to allow  the A G D C  in-state gas pipeline pro ject developers to 
continue to coordinate w ith  the developers o f  large-diam eter natural gas pipeline to  the m axim um  extent 
practicable w ithout delaying the progress o f  developing the in-state natural gas pipeline. In coordinating 
w ith  the developers o f  a large-d iam eter natural gas pipeline, A G D C m ay use m oney appropriated for 
that purpose under A S 31.25.110 but m ay not use m oney appropriated fo r the in-state gas pipeline fund 
in A S 3 1.25.100. This section rem oves the descrip tion  o f  a large d iam eter natural gas pipeline, the 
‘com m on’ status o f  p ipeline facilities, and portions o f  the area description related to a gas pipeline from 
the N orth  Slope.

S ec tion  5 am ends AS 31.25.100 to  direct tha t m oney appropriated to  the in-state natural gas pipeline 
fund m ay no t be used for the large-diam eter natural gas pipeline p ro ject under new  AS 31.25.005(4) and 
(5) and AS 31.25.080(f).

S ection  6 establishes A S 31.25.110, the Large-D iam eter N atural Gas P ipeline P roject fund in order to 
fund the purposes o f  the subsidiary established in A S 31.25.122. M oney appropriated to  the Large-



D iam eter N atural Gas P ipeline P ro ject fund m ay no t be used for the purposes o f  the in-state natural gas 
p ipeline under A S 31.25.005(1). M oney appropriated  to the L arge-D iam eter N atural Gas Pipeline 
P ro ject fund for the purpose o f  AS 31.25.005(4) and (5), the large-diam eter natural gas p ipeline project, 
is to  be held in an account created  w ith in  the fund for that purpose.

S ection  7, related  to subsidiaries created  under A S 31.25.120 to  specify that a subsidiary corporation 
under th is section m ay only  use m oney appropriated  for the in-state natural gas p ipeline under 
A S 31.25.100.

S ection  8 adds new  section  A S 31.25.122 to  establish a subsidiary fo r a large-diam eter natural gas 
p ipeline project as a public corporation and a governm ent instrum entality  fo r adm inistrative purposes 
bu t w ith a legal existence independent from the state and the A G D C . The purpose o f  the subsidiary is to 
acquire state equity  in terests in com ponents o f  a large-diam eter natural gas pipeline project, including 
p ipelines, treatm ent, liquefaction and m arine term inal facilities. The subsidiary m ay use m oney 
appropriated  under AS 31.25.110 and m ay no t to  use m oney appropriated to the in-state natural gas 
p ipeline pro ject fund in A S 31.25.100. Subsection (b) creates a seven m em ber board o f  directors o f  the 
subsidiary. Subsection (d) sets out purposes, (e) allow s the A G D C  to transfer assets, except for revenues 
as restric ted  by A S 31.25.100 to the subsidiary created under this section. Som e o f  the statutory 
provisions applicable to  the A G D C  are incorporated to aid  in the operation o f  the subsidiary. Subsection
(f) re la tes to  em ployees o f  the subsidiary w hile (g) describes the conditions o f  term ination  o f  the 
subsidiary.

Section 9 am ends AS 31.25.390(5), the defin ition  o f  “ in-state natural gas p ipeline”, by adding a 
reference to A S 31.25.005(1).

Section 10 adds new  defin itions in A S 31.25.390. N ew  subsection (7) defines a “ large-diam eter natural 
gas p ipeline p ro ject” and (8) defines a “ subsidiary board” as m eaning a subsidiary under AS 31 25.122.

Section 11 am ends the authority  o f  the com m issioner o f  the D epartm ent o f  N atural R esources (D N R ) by 
adding  new  paragraphs (10) -  (13) to  AS 38.05.020(b). E ffective im m ediately, the D N R  com m issioner 
m ay en ter into com m ercial agreem ents o f  not m ore than tw o years duration for pro ject services related 
to  the N orth  Slope natural gas project. In consultation  w ith  the C om m issioner o f  Revenue, the D N R  
com m issioner m ay partic ipate in negotiations associated  w ith a N orth  Slope natural gas project. A 
contract negotiated  in w hich the state is a party  w ould  not be effective against the state w ithout 
legislative au thorization  for the governor to execute the contract. Paragraph (12) perm its the DNR 
com m issioner to enter into confidentiality  agreem ents to  m aintain  confidentiality  th roughout contract 
negotiations and contract im plem entation. C onfidential inform ation obtained under paragraph (12) shall 
be shared w ith  the legislature only  in com m ittees held in executive session or under confidentiality  
agreem ents. Final contracts subject to  approval by the legislature w ould no t be confidential.

S ection  12 adds new  paragraph (13) to allow  the D N R  com m issioner, in consultation w ith the 
com m issioner o f  revenue, to  take custody o f  gas delivered to the state under new  A S 43.55.014(b), to 
m anage p ro ject services and the d isposition  o f  gas delivered to the state under new  AS 43.55.014(b).
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Section  13 clarifies A S 38 .05 .180(i) w ith a conform ing am endm ent that the exploration incentive credit 
m ay be applied  aga inst the oil and gas production tax  levied under AS 43.55.011.

S ections 14 a n d  15 adds a new  subsection (hh) to  the A laska Land A ct, AS 38.05.180, w hich deals w ith 
oil and gas leasing, to  perm it the D N R  com m issioner to  propose m odifications to existing oil and gas 
leases re lating to the s ta te ’s ability  to take royalty  gas in kind or in value, the establishm ent o f  values for 
the s ta te’s royalty  gas and deductions for transportation costs, and the fixation o f  royalty  rates o f  not less 
than 12.5 percent and m odifications to net profit share term s in oil and gas leases. M odifications to 
existing oil and gas leases w ould  require a w ritten  determ ination  by  the D N R  com m issioner that a N orth 
Slope natural gas p ro ject has suffic ient financial com m itm ent and com m itm ent o f  gas from  the leases to 
be m odified, in addition to concurrence o f  the lessees to  the m odification.

S ections 16 th ro u g h  19 am end AS 38.05.183, related  to sales o f  royalty  oil or gas, by adding references 
to  gas delivered to  the state under AS 43.55.014(b), the levy o f  production tax on gas to  be paid in gas 
for certain  N orth  Slope leases.

S ection  20 adds tw o new  subsections (26) and (27) in AS 38.05.965. Subsection (26) defines “N orth 
Slope natural gas p ro jec t;” subsection (27) defines “pro ject services.”

S ections 21 a n d  22 am end A S 40.25.100 related  to  the confidentiality  o f  tax  inform ation to clearly 
establish  as confidential inform ation related to contract negotiations for a N orth  Slope natural gas 
project. Section 21 references new  subsection (k) in AS 43.05.230 to except from  taxpayer 
confidentiality  provisions the nam e o f  each person tha t m akes an election to  pay the gas production tax 
from  m odified  N orth  Slope leases in gas and the am ount o f  gas subject to that election.

S ection  23 am ends A S 40.25 .120(a) to establish  an exception in public records for inform ation 
confidential under the new  provisions o f  AS 38.05.020(b) (related to contract negotiations for a  N orth 
Slope natural gas project).

S ections 24 a n d  25 am end the authority  o f  the com m issioner o f  the D epartm ent o f  R evenue (D O R) by 
adding new  paragraphs (16) and (17) in AS 43.05.010. Effective im m ediately, paragraph (16) provides 
that the D O R  com m issioner m ay consult w ith  the D N R  com m issioner on negotiations associated  w ith a 
N orth  Slope natural gas project. Section 24 am ends A S 43.05.010 by adding paragraph (17) to provide 
that the D O R  com m issioner d irect the d isposition  o f  revenues received from  gas delivered to the state 
under AS 43.55.014(b) by entering into agreem ents w ith  the D N R com m issioner.

S ection  26 adds new  subsection (k) to  AS 43.05.230 to except from  taxpayer confidentiality  provisions 
the nam e o f  each person that m akes an election to  pay, after 2022, the gas production tax  in gas and the 
am ount o f  gas subject to  that election.
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S ection  27 am ends A S 43 .20.144(f) to clarify  th a t gas subject to  an election to pay the oil and gas 
production  tax  on gas as gas under AS 43 .55.014 is included the extraction factor in the A laska N et 
Incom e T ax A ct.

S ection  28 am ends AS 4 3 .5 5 .0 1 1(e), the levy o f  the oil and gas production tax, to  add reference to the 
separate levy under AS 43 .55.014 for certain N orth  Slope gas. For oil and gas produced after January 1, 
2014 and before January  1, 2022, A S 43 .55.011(e)(2) w ould  levy on producers o f  oil and gas produced 
each ca lendar year a fla t rate tax  o f  35 percent o f  the production tax value o f  taxable oil and gas 
produced from  each lease or property  in the state. N o change is m ade to current tax  ceilings that apply to 
C ook Inlet oil and gas, gas produced outside the C ook Inlet basin and used in the state, and oil and gas 
produced from  new  fields outside the Cook Inlet basin  and south o f  the N orth  Slope.

For oil and gas produced  on or after January 1, 2022 (after expiration o f  the tax ceilings fo r C ook Inlet 
oil and gas, and gas produced outside the C ook Inlet basin and used in the state), AS 43.55.011(e)(3) 
w ould  levy on producers o f  oil produced each calendar year a flat tax  rate o f  35 percent o f  the 
production tax  value o f  taxable oil produced from  each lease or property in the state and on producers o f  
gas, and a flat tax rate o f  10.5 percent o f  the gross value at the point o f  p roduction o f  gas produced from  
each lease o r property  in the state. (O il and gas subject to AS 43.55.011 (p) continue to  be taxed at no 
m ore than  four percent o f  gross value at the po in t o f  production until 2027.) The tax on gas for which 
the D O R  com m issioner has approved an election to  pay in gas w ould be levied under A S 43.55.014.

S ec tion  29 am ends AS 4 3 .5 5 .0 1 1(f), the alternate m inim um  tax on N orth  Slope oil and gas, to  retain the 
current m inim um  tax  until January  1, 2022. A fter that date, the m inim um  tax  w ould  apply to oil 
produced on the N orth  Slope. A  m inor am endm ent adds the reference to the tax applying to leases or 
properties "that include land" to ensure that p roperty  tha t straddles 68 degrees N orth  latitude will be 
considered north  o f  68 degrees N orth  latitude for purpose o f  the alternate m inim um  tax.

S ec tion  30 adds A S 43 .55.014 w hich allow s producers to m ake an irrevocable election, under 
regulations adopted  by D O R , to pay the oil and gas production tax  in gas for gas produced from  oil and 
gas leases w hose term s have been m odified under proposed AS 38 .0 5 .180(hh). The levy w ould be 10.5 
percen t o f  the taxable gas w hen and as the gas is produced. The producer w ould  pay the tax by 
delivering the gas to  the state at the point o f  production. The D N R  w ould m anage the custody and 
d isposition  o f  gas delivered to the state. Gas subject to this provision w ould  no t include gas flared, 
released, or allow ed to escape upstream  o f  the po in t o f  production, or to gas used in lease operations or 
for repressuring. T ax  deficiencies and interest and penalties on any tax deficiency w ould be accounted 
for as i f  the tax  w as levied fo r m oney under AS 4 3 .5 5 .0 1 1(e). This section w ould take effect on January 
1, 2015 to be applied  to gas produced from  certain  N orth  Slope leases on and after January  1, 2022.

S ections 31 a n d  32 are conform ing am endm ents to the oil and gas producer education  credit, 
AS 43.55.019, to  clarify  that the credit can be applied to  tax  liability under AS 4 3 .5 5 .0 1 1(e) only.

S ection  33 am ends AS 43.55.020(a), m onthly installm ent paym ents o f  estim ated tax, to  add provisions 
for paym ent o f  tax after January 1, 2022 and to  clarify  the tax rates that apply  to  oil and gas produced
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after a certain  date. M onth ly  installm ent paym ents for oil and gas produced on or after January  1, 2022 
are in new  subsection (a)(7).

S ec tio n s 34  a n d  35 are conform ing changes to  A S 43.55.020, m onthly installm ent paym ents. 
Subsection (g) is am ended  to  account for new  tax  provisions for oil and gas produced after January 1, 
2022. A  sim ilar conform ing  change is m ade in A S 43 .55.020(h) to account for interest on overpaym ents 
o f  installm ent paym ents.

S ec tions 36 a n d  37 am ends AS 43.55.020(/) and adds subsection (m ), related to m aking settlem ents by 
a p roducer w ith  private landow ner royalty  ow ner, to  account for m aking a settlem ent w ith the royalty 
ow ner fo r gas taxable before January  1, 2022 and under new  A S 43.55.014.

S ection  38 am ends A S 43 .55 .030 , annual statem ents by producers and explorers, to require reporting  o f  
the am ount o f  gas produced  from  a  lease or property for w hich  tax is levied under AS 43.55.014 and the 
am ount o f  gas delivered to  the state under A S 43.55.014.

S ection  39 am ends A S 43.55.160(a), calculation o f  annual production tax  values, to clarify  and conform  
to the levy o f  tax under AS 4 3 .5 5 .0 1 1(e)(2) for oil and gas produced before January 1, 2022.

S ection  40 am ends AS 43.55.160(e), related to  determ ination o f  excess lease expenditures for the 
purpose o f  calcu lating  a carried-forw ard  loss credit, to account for annual production tax values for oil 
p roduced on and after January  1, 2022.

S ection  41 am ends AS 43 .55.160(f), a 20 percent gross value reduction for certain oil and gas produced 
north  o f  68 degrees N orth  latitude, so that gas produced on and after January  1, 2022 w ould not qualify 
for the gross value reduction  in this section.

S ection  42 am ends AS 43.55.160(g), a 10 percen t gross value reduction for certain oil and gas produced 
from  a un it north  o f  68 degrees N orth  latitude m ade up solely o f  leases that have a royalty  share o f  m ore 
than  12.5 percent in am ount or value o f  the production rem oved or sold from  the lease so that gas 
produced on and after January  1, 2022 w ould not qualify  fo r the gross value reduction in th is section.

S ection  43 am ends A S 43.55.160, calculation o f  annual production tax values, to  add a new  subsection 
(h) for calculation o f  annual production  tax values for oil produced on and after January  1, 2022. On and 
after January  1, 2022, gas w ould  be taxed  at a percentage o f  gross value. A ccordingly, there w ould be no 
need to calculate a production  tax value (gross value at po in t o f  production less lease expenditures) for 
gas. Producers w ould  still calculate a production tax value o f  oil taxable under AS 4 3 .5 5 .0 1 1(e) for the 
segm ents set out in A S 43.55.160(h).

S ection  44 m akes a conform ing  am endm ent to  AS 43.55.165, lease expenditures, to  exclude as a 
deduction from  lease expenditures the tax  levied under AS 43.55.014.
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S ectio n s 45 th ro u g h  47 am end, for purposes o f  the oil and gas production tax, the defin itions o f  "gas 
p rocessing  plants" and "point o f  production" fo r gas to  be upstream  o f  either the first po in t w here 
accurately  m easured , the inlet o f  a pipeline transporting  the gas to  a gas treatm ent p lant, or the inlet o f  
any gas p ipeline system  transporting  gas to m arket. Section 46 adds a defin ition  o f  "gas treatm ent plant".

S ec tion  48 m akes conform ing  am endm ents to  A S 43 .98.030, the film  production  tax  credit, to lim it the 
app licab ility  o f  the cred it to  the tax  levied by A S 43.55.011.

S ec tion  49 a m e n d s  uncodified  law  to add a new  section related to  direction that at the tim e the 
com m issioner o f  natural resources subm its the first contract to  the legislature for approval, the 
com m issioner o f  revenue shall p resent a plan and suggested legislation to allow  a resident o f  the state to 
partic ipate as a co -ow ner in a N orth  Slope natural gas pipeline, and sets ou t factors th a t m ust be in the 
plan.

Section  50 allow s the D N R  and the D O R  to adopt regulations to im plem ent this Act.

S ection  51 instructs the  rev isor o f  statutes to  m ake a title change to  A S 38.05.183 to include 
AS 43.55.014(b).

S ections 52 a n d  53 set effective dates for d ifferen t sections o f  the bill. Sections 1 -10, 12, 13 19, 20, 22, 
23, 30, 31, 47 and 48 w ould be effective im m ediately. The other sections w ould be effective January 1, 
2015.
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S e c tio n  1 am ends A S 3 1 .2 5 .0 0 5 , re la ted  to  th e  p u rp o se  o f  the  A laska  G aslin e  D ev elo p m en t C orpora tion  

(A G D C ), to add  n ew  su b sec tio n s (4) and (5) fo r th e  advancem en t o f  a  la rg e -d iam ete r na tu ra l gas 

p ip e lin e  p ro jec t th ro u g h  acq u irin g  an  eq u ity  in te re st in  the  la rg e -d iam ete r p ip e lin e  p ro jec t and 

d ev e lo p in g  trea tm en t and  liq u efac tio n  fac ilities  th ro u g h  th e  su b sid ia ry  c rea ted  in  new  A S 31 .25 .122 .

S e c tio n  2 con fo rm s A S  31 .25 .010 , the  s tru c tu re  o f  A G D C  re la ted  to  d isso lu tio n , to  inc lude  re feren ce  to 
a  la rg e -d iam ete r n a tu ra l gas p ip e lin e  p ro jec t.

S e c tio n  3 am ends A S  3 1 .2 5 .0 8 0 (f) to  a llow  th e  A G D C  to  con tinue to co o rd in a te  w ith  th e  deve lopers o f  

la rg e -d iam ete r na tu ra l gas p ip e lin e  to  th e  m ax im u m  ex ten t p rac ticab le  w ith o u t delay in g  the  p ro g ress  o f  

d ev e lo p in g  th e  in -s ta te  na tu ra l gas p ipeline . In co o rd in a tin g  w ith  the  deve lopers o f  a  larg e-d iam eter 

n a tu ra l gas p ip e lin e , A G D C  m a y  u se  m o n ey  ap p ro p ria ted  fo r tha t p u rp o se  u n d e r A S 31 .25 .110  b u t m ay  

n o t u se  m o n ey  ap p ro p ria ted  fo r the  in -sta te  gas p ip e lin e  fund  in  A S 3 1.25.100. T h is sec tion  rem oves the  

d esc rip tio n  o f  a la rg e  d iam ete r natu ra l gas p ip e lin e , th e  ‘co m m o n ’ status o f  p ip e lin e  facilities, and 
p o rtio n s  o f  th e  area  d esc rip tio n  re la ted  to  a gas p ip e lin e  from  the  N o rth  S lope.

S e c tio n  4 am ends A S 3 1 .2 5 .1 0 0  to d irec t th a t m o n ey  approp ria ted  to  the  in -sta te  natu ra l gas p ip e lin e  

fund  m ay  n o t b e  u sed  fo r th e  la rg e -d iam eter na tu ra l gas p ipe line  p ro jec t u n d e r n ew  A S 31 .25 .005(4 ) and

(5) and  A S  31 .25 .080(f).

S e c tio n  5 estab lish es A S  31 .25 .1 1 0 , the  L arg e-D iam eter N a tu ra l G as P ip e lin e  P ro jec t fund in  o rd e r to  

fund  th e  pu rp o ses  o f  th e  su b sid ia ry  estab lished  in  A S 31 .25 .122 . M oney  ap p ro p ria ted  to the  L arge- 

D iam ete r N a tu ra l G as P ip e lin e  P ro jec t fund m a y  no t b e  u sed  fo r the  pu rp o ses  o f  the  in -s ta te  natu ra l gas 

p ip e lin e  u n d er A S  3 1 .25 .005(1 ). M o n ey  ap p ro p ria ted  to  the L arg e-D iam eter N a tu ra l G as P ip e lin e  

P ro jec t fund  fo r th e  p u rp o se  o f  A S  3 1 .25 .005(4 ) and  (5), the  la rg e-d iam eter na tu ra l gas p ip e lin e  p ro jec t, 
is to  b e  h e ld  in  an acco u n t c rea ted  w ith in  the  fund  fo r th a t purpose .
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S e c tio n  6 am en d s the  ca tch lin e  fo r A S  3 1 .25 .120  to sp ec ify  th a t th e  sec tio n  ap p lies to  the creation  o f  

su b sid ia ries  fo r an  in -s ta te  natu ra l gas p ip e lin e  p ro jec t. A  su b sid ia ry  co rp o ra tio n  u n d er th is  sec tion  m ay  

o n ly  u se  m o n ey  ap p ro p ria ted  fo r the  in -sta te  n a tu ra l gas p ip e lin e  u n d er A S 31 .25 .100 .

S e c tio n  7  adds n ew  sec tio n  A S  31 .25 .122  to  es tab lish  a  subsid ia ry  fo r a la rg e -d iam eter na tu ra l gas 

p ip e lin e  p ro jec t as a p u b lic  co rp o ra tio n  and  a g o v ern m en t in stru m en ta lity  fo r ad m in is tra tiv e  pu rposes 

b u t w ith  a leg a l ex is ten ce  in d ep en d en t from  th e  s ta te  and  th e  A G D C . T h e  p u rp o se  o f  the su b sid ia ry  is to 

acq u ire  s ta te  eq u ity  in te re sts  in  co m p o n en ts o f  a  la rg e -d iam ete r natu ra l gas p ip e lin e  pro ject, includ ing  

p ip e lin es , trea tm en t, liq u efac tio n  and  m arin e  te rm in al facilities. T h e  su b sid ia ry  m ay  u se  m o n ey  

ap p ro p ria ted  u n d er A S 3 1 .25 .110  and  m ay  n o t to  u se  m o n ey  ap p ro p ria ted  to  th e  in -sta te  na tu ra l gas 

p ip e lin e  p ro jec t fund  in  A S 31 .25 .100 . S ubsection  (b) creates a seven  m em b er b o ard  o f  d irec to rs o f  the  

subsid iary . S u b sec tio n  (d) sets o u t pu rposes, (e) a llow s the  A G D C  to tran sfe r asse ts, ex cep t fo r revenues 

as re s tr ic ted  b y  A S  31 .2 5 .1 0 0  to  th e  su bsid ia ry  c rea ted  u n d er th is  section . S om e o f  the  sta tu to ry  

p ro v is io n s  ap p licab le  to  the  A G D C  are  in co rp o ra ted  to  aid  in  the  o peration  o f  th e  subsid iary . S ubsection

(1) re la tes  to  em p lo y ees  o f  th e  su bsid ia ry  w h ile  (g) d esc rib es th e  co n d itio n s o f  te rm in atio n  o f  the 
subsid iary .

S e c tio n  8 am en d s A S 3 1 .25 .390(5 ), the  d efin itio n  o f  “ in -sta te  natu ra l gas p ip e lin e” , b y  add ing  a 
re fe ren ce  to  A S  31 .25 .005(1 ).

S ec tio n  9 adds n ew  d efin itio n s in  A S 31 .25 .390 . N ew  subsec tion  (7) d efin es a  “ la rg e-d iam eter natu ra l 

gas p ip e lin e  p ro jec t”  and  (8) defines a “ su b sid ia ry  b o a rd ” as m ean in g  a su b sid ia ry  u n d er A S 31 25.122.

S e c tio n  10 am en d s the au th o rity  o f  th e  co m m issio n er o f  the  D epartm en t o f  N a tu ra l R esources (D N R ) b y  

ad d in g  n ew  p arag rap h s (10) -  (13) in  A S 38 .05 .020(b ). E ffec tiv e  im m ed ia te ly , th e  D N R  com m issio n er 

m ay  en te r in to  com m erc ia l ag reem en ts o f  n o t m o re  th an  tw o  years d u ra tio n  fo r p ro jec t serv ices re la ted  

to  th e  N o rth  S lope natu ra l gas p ro jec t. In co n su lta tio n  w ith  th e  C o m m issio n er o f  R evenue , the  D N R  

co m m iss io n e r m ay  p artic ip a te  in  n eg o tia tio n s asso c ia ted  w ith  a N o rth  S lope natu ra l gas p ro jec t. A  

co n trac t n eg o tia ted  in  w h ich  th e  sta te  is a p a rty  w o u ld  not b e  e ffec tiv e  ag a in st the state  w ith o u t 

leg is la tiv e  au th o riza tio n  fo r th e  g overnor to  ex ecu te  the  contract. P arag rap h  (12) p erm its  the D N R  

co m m iss io n e r to  en te r in to  co n fid en tia lity  ag reem en ts  to  m ain ta in  co n fid en tia lity  th ro u g h o u t con tract 

n eg o tia tio n s and  co n trac t im plem en tation . F inal con tracts  sub ject to  app roval b y  th e  leg isla tu re  w ou ld  

n o t b e  con fiden tia l. T h e  leg is la tu re  m ay  b e  b rie fed  on  confiden tia l in fo rm atio n  u n d er parag raph  (12) in  
co m m ittees  h e ld  in  ex ecu tiv e  session  o r u n d er co n fid en tia lity  agreem ents.

S ec tio n  11 adds n ew  p arag rap h  (13) to a llo w  the  D N R  com m issioner, in  consu lta tion  w ith  the 

co m m iss io n e r o f  rev en u e , to  tak e  cu sto d y  o f  gas de liv ered  to  th e  state  u n d e r new  A S 4 3 .55 .014(b ), to  

m an ag e  p ro jec t serv ices and the  d isp o sitio n  o f  gas d elivered  to th e  state  u n d er new  A S  43 .55 .014(b).

S ec tio n  12 c larifies  A S 3 8 .0 5 .180(i) w ith  a co n fo rm in g  am endm en t tha t th e  exp lo ra tio n  in cen tiv e  cred it 
m ay  b e  ap p lied  ag a in st th e  o il and  gas p ro d u c tio n  tax  lev ied  u n d er A S 43 .55 .011 .
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S ec tio n s  13 a n d  14 adds a  n ew  subsec tion  (hh) to  A S  38 .05 .180 , w h ich  dea ls  w ith  o il and  gas leasing , to 

p erm it th e  D N R  co m m iss io n e r to p ro p o se  m o d ifica tio n s  to  ex isting  oil and gas leases re la tin g  to the 

s ta te ’s ab ility  to  take  ro y a lty  gas in  k ind  o r  in  v a lu e , th e  estab lish m en t o f  va lues fo r th e  s ta te ’s royalty  
gas and  d ed u c tio n s  fo r tran sp o rta tio n  costs, and  th e  fix a tio n  o f  roya lty  ra tes and m o d ifica tio n s  to net 

p ro fit share  te rm s in  oil and  gas leases. M o d ifica tio n s  to ex isting  o il and  gas leases w o u ld  req u ire  a 

w ritten  d e te rm in a tio n  b y  th e  D N R  co m m issio n er th a t a  N o rth  S lope natu ral gas p ro jec t has su ffic ien t 

financia l co m m itm en t and  co m m itm en t o f  gas fro m  the  leases to b e  m o d ified , in  ad d itio n  to concurrence 
o f  th e  lessees  to  th e  m od ifica tio n .

S ec tio n s  15 th r o u g h  18 am en d  A S 38 .05 .183 , re la ted  to  sales o f  ro y a lty  o il o r gas, b y  ad d in g  re ferences 

to gas d e liv e red  to  th e  state  u n d er A S  4 3 .55 .014(b ), the  lev y  o f  p ro d u c tio n  tax  on  gas in -k in d  fo r certain  

N o rth  S lope  leases. T h e  am en d m en ts  ensure th a t gas d elivered  to th e  sta te  u n d er A S 43 .55 .0 1 4 (b ) is 

trea ted  in  th e  sam e m an n e r as ro y a lty  gas tak en  in  kind.

S ec tio n  19 adds tw o  n ew  subsec tions (26) and  (27) in  A S 38 .05 .965 . S u b sectio n  (26) defines “N orth  

S lope n a tu ra l gas p ro jec t;”  su b sec tio n  (27) d efin es “p ro jec t serv ices .”

S ec tio n s  20 a n d  21 am end  A S 40 .25 .100  re la ted  to  th e  co n fid en tia lity  o f  tax  in fo rm atio n  to  c learly  

es tab lish  as con fid en tia l in fo rm atio n  re la ted  to  co n trac t n eg o tia tio n s fo r a  N o rth  S lope natu ra l gas 

p ro jec t. S ec tion  21 re fe ren ces  new  subsec tion  (k) in  A S 4 3 .05 .230  to excep t from  taxpayer 

co n fid en tia lity  p ro v is io n s  th e  n am e o f  each  p e rso n  tha t m ak es an  elec tion  to p ay  the  o il and  gas 

p ro d u c tio n  tax  o n  gas in -k in d  and  th e  am o u n t o f  gas sub ject to  tha t e lection.

S e c tio n  22 am en d s A S 4 0 .2 5 .1 2 0 (a ) to estab lish  an  excep tion  in  p u b lic  reco rd s fo r in fo rm ation  

confiden tia l u n d e r the  n ew  p ro v is io n s o f  A S  38 .05 .0 2 0 (b ) (re la ted  to  con tract n eg o tia tio n s  fo r a N orth  

S lope na tu ra l gas p ro jec t).

S ec tio n s  23 a n d  24  am en d  th e  au th o rity  o f  the  co m m issio n e r o f  the D ep artm en t o f  R evenue (D O R ) b y  

add ing  n ew  p arag rap h s  (16) and  (17) in  A S 43 .05 .010 . E ffective  im m ed ia te ly , p a rag rap h  (16) p ro v id es 

tha t the  D O R  co m m issio n e r m ay  co n su lt w ith  th e  D N R  co m m issio n er on neg o tia tio n s  assoc ia ted  w ith  a 

N o rth  S lope  n a tu ra l gas p ro jec t. S ec tion  24 am ends A S 43 .0 5 .0 1 0  b y  add ing  p arag rap h  (17) to  p ro v id e  

tha t the D O R  co m m issio n e r d irec t the  d isposition  o f  revenues rece iv ed  from  gas d e liv ered  to  th e  state 

u n d er A S  4 3 .5 5 .0 1 4 (b ) b y  en te rin g  in to  agreem en ts w ith  the D N R  com m issioner.

S ec tio n  25 adds n ew  su b sec tio n  (k) to  AS 4 3 .0 5 .2 3 0  to excep t from  tax p ay er co n fid en tia lity  p ro v isio n s 

the n am e o f  each  p erso n  th a t m ak es an  elec tion  to  p a y  th e  o il and gas p ro d u c tio n  tax  on gas in -k in d  and 
the  am oun t o f  gas sub ject to  th a t e lection .

S ec tio n  26  am en d s A S  4 3 .2 0 .1 4 4 (f) to  clarify  th a t gas sub ject to  an  e lec tion  to p ay  th e  o il and  gas 

p ro d u c tio n  tax  o n  gas in -k in d  u n d er A S 4 3 .55 .014  is inc lu d ed  th e  ex trac tio n  fac to r in  the  A lask a  N et 
Incom e T ax  A ct.
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S e c tio n  27  am ends A S 4 3 .5 5 .0 1 1(e), the  lev y  o f  th e  o il and  gas p ro d u c tio n  tax , to  add  re fe ren ce  to the 

sep a ra te  lev y  u n d er A S 4 3 .5 5 .0 1 4  fo r ce rta in  N o rth  S lope  gas. F o r o il and gas p ro d u ced  a fte r Jan u a ry  1, 

2 0 1 4  and  b e fo re  Jan u a ry  1, 2022 , A S  4 3 .5 5 .0 1 1(e)(2) w o u ld  lev y  on p roducers o f  o il and  gas p ro d u ced  

each  ca len d a r year a  fla t ra te  tax  o f  35 p ercen t o f  th e  p ro d u c tio n  tax  v a lu e  o f  tax ab le  oil and  gas 

p ro d u ced  from  each  lease  o r  p ro p e rty  in  the  state. N o  ch an g e  is m ad e  to  cu rren t tax  ce ilings th a t ap p ly  to 

C o o k  In let o il and gas, gas p ro d u ced  o u tsid e  th e  C ook  In let b asin  and  used  in  th e  state, and  oil and  gas 

p ro d u ced  fro m  new  fie ld s  o u ts id e  th e  C ook  In let basin  and  sou th  o f  th e  N o rth  Slope.

F o r o il and  gas p ro d u ced  o n  o r a fte r Jan u a ry  1, 2022  (a fte r ex p ira tio n  o f  the  tax  ce ilings fo r C o o k  Inlet 

o il and  gas, and  g as  p ro d u ced  o u ts id e  the C ook  In let b as in  and used  in  the  state), A S  43 .55 .0 1 1 (e )(3 ) 

w o u ld  lev y  on  p ro d u cers  o f  o il p ro d u ced  each  ca len d ar year a fla t tax  ra te  o f  35 p ercen t o f  the  

p ro d u c tio n  tax  v a lu e  o f  tax ab le  o il p ro d u ced  from  each  lease  o r p ro p e rty  in  the  state  and  on  p ro d u cers  o f  

gas, and  a fla t tax  ra te  o f  10.5 p ercen t o f  the  g ross v a lu e  at th e  p o in t o f  p ro d u c tio n  o f  gas p ro d u ced  from  

each  lease  o r p ro p e rty  in  the  state. (O il and  gas su b jec t to  A S 43 .55 .011  (p) con tin u e  to  b e  tax ed  at no 

m o re  th an  fo u r p ercen t o f  g ross va lu e  at th e  p o in t o f  p ro d u c tio n  un til 2027.) T h e  tax  o n  gas fo r w h ich  

th e  D O R  co m m iss io n e r h as  ap p ro v ed  an  e lec tio n  to p ay  in  k in d  w o u ld  b e  lev ied  u n d er A S  43 .55 .014 .

S e c tio n  28 am ends A S  4 3 .5 5 .0 1 1(f), th e  a lte rn a te  m in im u m  tax  o n  N o rth  S lope oil and gas, to  re ta in  the  

cu rren t m in im u m  tax  un til Jan u a ry  1, 2022 . A fte r th a t date, the  m in im u m  tax  w o u ld  ap p ly  to  oil 

p ro d u ced  o n  th e  N o rth  S lope. A  m in o r am en d m en t adds th e  re fe ren ce  to  th e  tax  app ly ing  to  leases or 

p ro p e rtie s  " that in c lu d e  land" to  en su re  tha t p ro p e rty  th a t s tradd les 68 d eg rees N o rth  la titu d e  w ill be  
co n sid ered  n o rth  o f  68 deg rees  N o rth  la titu d e  fo r p u rp o se  o f  the a lte rn a te  m in im u m  tax.

S e c tio n  29 adds A S 4 3 .5 5 .0 1 4  w h ich  allow s p ro d u cers  to m ak e  an  irrevocab le  e lec tion , u n d er 

reg u la tio n s  adop ted  b y  D O R , to  p ay  th e  oil and  gas p ro d u c tio n  tax  in  k in d  lev ied  b y  th is  sec tio n  in  lieu  

o f  th e  tax  o th erw ise  lev ied  on  gas b y  A S 4 3 .5 5 .0 1 1(e). T h e  e lec tio n  can  o n ly  b e  m ad e  fo r gas p ro d u ced  

from  o il and  gas leases w h o se  te rm s hav e  b een  m o d ified  u n d er A S 38 .05 .180(hh). T h e  lev y  w o u ld  be

10.5 p e rcen t o f  the tax ab le  gas w h en  and as th e  gas is p roduced . T h e  p ro d u cer w o u ld  p ay  th e  tax  b y  

d e liv erin g  th e  gas to  th e  d e liv ery  p o in t spec ified  b y  the  state. T h e  D N R  w o u ld  m anage  th e  cu sto d y  and 

d isp o sitio n  o f  gas d e liv e red  to th e  state. G as su b jec t to  th is  p ro v is io n  w ou ld  n o t inc lude  gas flared , 

re leased , o r a llow ed  to  e scap e  u p s tream  o f  th e  p o in t o f  p roduc tion , o r to  gas u sed  in  lease  o p era tio n s or 

fo r rep ressu rin g . T ax  d efic ien c ies  and  in terest and  p en a lties  on an y  tax  d efic ien cy  w o u ld  b e  accoun ted  

fo r as i f  the tax  w as lev ied  fo r m o n ey  u n d er A S 4 3 .5 5 .0 1 1(e). T h is sec tio n  w o u ld  take effec t on  Jan u ary  

1, 2015  to  b e  app lied  to  gas p ro d u ced  from  ce rta in  N o rth  S lope leases on  and  afte r Jan u a ry  1, 2022.

S e c tio n s  30  a n d  31 are  co n fo rm in g  am endm en ts to  the  oil and gas p ro d u cer ed u catio n  cred it, 

A S  43 .55 .0 1 9 , to  c larify  th a t the  cred it can  b e  app lied  to  tax  liab ility  u n d er A S 4 3 .5 5 .0 1 1(e) only.

&
S e c tio n  32 am ends A S 4 3 .5 5 .0 2 0 (a ), m o n th ly  in sta llm en t p ay m en ts  o f  estim ated  tax , to  add  p ro v isio n s 

fo r p ay m en t o f  tax  a fte r Jan u a ry  1, 2022  and  to c larify  the  tax  ra tes th a t ap p ly  to o il and  gas p ro d u ced
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afte r a  c e rta in  date. M o n th ly  in sta llm en t p ay m en ts  fo r oil and gas p ro d u ced  o n  o r a fte r Jan u ary  1, 2022 

are  in  n ew  su b sec tio n  (a)(7).

S e c tio n s  33  a n d  34 are co n fo rm in g  ch an g es to  A S 43 .55 .020 , m o n th ly  in sta llm en t paym ents. 

S u b sec tio n  (g) is am en d ed  to  acco u n t for n ew  tax  p ro v is io n s  fo r oil and  gas p ro d u ced  afte r Jan u a ry  1, 

2022 . A  s im ila r co n fo rm in g  ch an g e  is m ad e  in  A S 43 .55 .0 2 0 (h ) to accoun t fo r in te rest on  o verpaym en ts 
o f  in s ta llm en t paym en ts.

S e c tio n s  35 a n d  36  am ends A S 43 .55 .0 2 0 (/) and  adds subsec tion  (m ), re la ted  to  m ak in g  se ttlem en ts by  

a p ro d u c e r w ith  p riv a te  lan d o w n er ro y a lty  ow n er, to  accoun t fo r m ak in g  a  se ttlem en t w ith  the  royalty  
o w n e r fo r  g as  tax ab le  b e fo re  Jan u a ry  1, 2022 and  u n d er new  A S 43 .55 .014 .

S e c tio n  37 am en d s A S 4 3 .5 5 .0 3 0 , annual s ta tem en ts  b y  p roducers and  exp lo rers, to  req u ire  rep o rtin g  o f  

th e  am o u n t o f  gas p ro d u ced  from  a  lease  o r p ro p e rty  fo r w h ich  tax  is lev ied  u n d er A S  4 3 .5 5 .0 1 4  and  the 
am o u n t o f  gas de liv e red  to  th e  s ta te  u n d er A S  43 .55 .014 .

S e c tio n  38  am en d s A S  4 3 .5 5 .1 6 0 (a ), ca lcu la tio n  o f  annual p ro d u c tio n  tax  values, to  c la rify  and  conform  
to th e  lev y  o f  tax  u n d e r A S  4 3 .5 5 .0 1 1(e)(2) fo r o il and  gas p ro d u ced  b efo re  Jan u a ry  1, 2022.

S e c tio n  39 am ends A S  4 3 .5 5 .1 6 0 (e ), re la ted  to  d e term in a tio n  o f  excess lease  ex p en d itu res  for the 

p u rp o se  o f  ca lcu la tin g  a ca rried -fo rw ard  loss cred it, to  accoun t fo r annual p ro d u c tio n  tax  va lues for oil 
p ro d u ced  on  and  a fte r Jan u a ry  1, 2022 .

S e c tio n  40  am en d s A S 43 .5 5 .1 6 0 (f), a 20 p ercen t g ross v a lu e  red u ctio n  fo r ce rta in  o il and  gas p roduced  

n o rth  o f  68 deg rees  N o rth  la titude , so that gas p ro d u ced  on  and afte r Jan u a ry  1, 2022  w o u ld  no t qualify  

fo r th e  g ross va lu e  red u c tio n  in  th is section.

S ec tio n  41 am en d s A S 43 .55 .1 6 0 (g ), a  10 p e rcen t g ross v a lu e  red u ctio n  fo r ce rta in  oil and  gas p roduced  

from  a u n it n o rth  o f  68 deg rees  N o rth  la titu d e  m ad e  up  so le ly  o f  leases tha t h av e  a ro y a lty  share o f  m ore  

th an  12.5 p e rcen t in  am o u n t o r  v a lu e  o f  th e  p ro d u c tio n  rem o v ed  o r so ld  from  th e  lease  so tha t gas 

p ro d u ced  on  and  a fte r Jan u a ry  1, 2022 w o u ld  no t q u a lify  fo r the  g ross va lu e  red u c tio n  in  th is  section.

S ec tio n  42  am en d s A S  4 3 .5 5 .1 6 0 , ca lcu la tion  o f  annual p ro d u c tio n  tax  values, to add  a n ew  subsec tion

(h) fo r ca lcu la tio n  o f  annual p ro d u c tio n  tax va lu es fo r o il p ro d u ced  on  and  afte r Jan u a ry  1, 2022. O n and 

afte r Jan u a ry  1, 2022 , gas w o u ld  b e  taxed  at a  p e rcen tag e  o f  g ross value. A cco rd in g ly , th ere  w o u ld  be  no 

n eed  to  ca lcu la te  a p ro d u c tio n  tax  v a lu e  (g ross v a lu e  at p o in t o f  p ro d u c tio n  less lease  expend itu res) for 

gas. P ro d u ce rs  w o u ld  still ca lcu la te  a p ro d u c tio n  tax  v a lu e  o f  o il tax ab le  u n d er A S 4 3 .5 5 .0 1 1(e) for the  
segm en ts se t ou t in  A S  43 .55 .160(h ).

S ec tio n  43  m ak es a co n fo rm in g  am endm en t to  A S 43 .55 .165 , lease  expend itu res, to  ex c lu d e  as a 

d ed u c tio n  from  lease  ex p en d itu res  the  tax  lev ied  u n d er A S  43 .55 .014 .
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S e c tio n s  44 th ro u g h  46  am end , fo r pu rp o ses  o f  the  oil and  gas p ro d u c tio n  tax , the  d efin itions o f  "gas 

p ro cessin g  p lan ts"  and  "po in t o f  p roduction" fo r gas to  b e  u p stream  o f  e ith er th e  first p o in t w here

accu ra te ly  m easu red , th e  in le t o f  a p ipe line  tran sp o rtin g  th e  gas to  a gas trea tm en t p lan t, o r th e  in le t o f  

an y  gas p ip e lin e  sy stem  tran sp o rtin g  gas to m arke t. S ec tion  46 adds a d efin itio n  o f  "gas trea tm en t p lan t".

S e c tio n  47 m ak es  co n fo rm in g  am endm en ts to  A S  4 3 .9 8 .0 3 0 , th e  film  p ro d u c tio n  tax  credit, to  lim it the  

ap p licab ility  o f  th e  c red it to  th e  tax  lev ied  b y  A S 43 .55 .011 .

S e c tio n  48  a llo w s th e  D N R  and  the D O R  to ad o p t reg u la tio n s  to  im p lem en t th is  A ct.

S e c tio n  49 in structs  the  re v iso r o f  statu tes to  m ak e  a title  change to  A S 38 .05 .183  to  inc lude  

A S 4 3 .55 .014(b ).

S e c tio n s  50 a n d  51 se t e ffec tiv e  dates fo r d iffe ren t sec tio n s o f  th e  b ill. S ections 1 -10, 12, 13 19, 20 , 22, 

23, 30, 31, 4 7  and  48  w o u ld  b e  e ffec tiv e  im m ed ia te ly . T h e  o th er sec tions w o u ld  b e  effec tiv e  Jan u a ry  1, 

2015.

SB 138 Sectional Analysis
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A M 5 N P M E N T

OFFERED IN THE SENATE BY SENATOR BISHOP

TO: CSSB 138(FIN), Draft Version "R"

Page 2, line 4, following "gas;":

Insert "relating to the oil or gas producer education credit;’1

Page 30, line 19, following "programs,":

Insert "equipment."

Page 30, line 20, following "school":

Insert a nonprofit regional training center recognized bv the Department of

Labor and Workforce Development, and an apprenticeship program in the state that is

registered with the United States Department of Labor under 29 U.S.C. 50 - 50b

/National Apprenticeship ActV

Page 31, line 1:

Delete "and"

Following "2012,":

Insert "and sec. 36 o f this Act”

Page 31, lines 10-11:

Delete all material and insert:
"(3) for vocational education courses, programs, equipment, and 

facilities by a state-operated vocational technical education and training schooI4_a 

nonprofit regional training center recognized bv the Department of Labor and 

Workforce Development and an apprenticeship program, in the state that Jg

28-GS2806\R.l
Nauman/Bullock

3/13/14



1 registered with the United States Department of Labor under 29 U.S.C. 50 - SOb
2 (National Apprenticeship Act-): and”

28-GS2806UU
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o
t •2*



28-GS2806YR..2
Bullock

A M E N D M E N T  j f e  ^

O F F E R E D  IN  T H E  S E N A T E  B Y  S E N A T O R S  H O F F M A N , B IS H O P ,

TO: C SS B  138(F IN ), D ra ft V ersio n  "R" A N D  O L S O N

1 P a g e  2 , line 13, fo llo w in g  "d ev e lo p m e n t;" :

2 In se rt " e s ta b lish in g  th e  r u r a l  c a p ita l  e n e rg y  fu n d ;"

3

4 P ag e  11, fo llow ing  lin e  26:

5 Insert a  n ew  b ill sec tio n  to  read:

6 "* S ec. 13. A S  37.05 is am en d ed  by  ad d in g  a  n e w  sec tio n  to  artic le  6 to  read:

7 Sec. 37.05.610. R u ra l  c a p ita l  e n e rg y  fu n d , (a) T he rural cap ita l en e rg y  fund

8 is c rea ted  as a  sp ec ia l accoun t in  th e  general fund . T h e  fund  consists  o f  the  am oun t

o  9 de term ined  an d  d ep o sited  in  the  fu n d  u n d er (b) o f  th is  sec tion  and  in te re st ea rned  on

10 the fu n d  balance. T h e  purpose  o f  the  fu n d  is to  p ro v id e  a  source from  w h ich  the

11 leg isla tu re  m ay  ap p ro p ria te  m oney  to  d ev e lo p  in frastructu re  to  d e liv e r energy  to  areas

12 o f  th e  sta te  th a t a re  n o t expected  to  h av e  o r do  n o t h av e  d irec t access to  a  N o rth  S lope

13 natu ra l gas p ip e lin e .

14 (b) T h e  am o u n t to  be d ep o s ited  in  (a) o f  th is  section is 30  p ercen t o f  the

15 revenue  rece iv ed  fro m  the  state 's ro y a lty  gas tran sp o rted  in  an  A laska  liq u efied  natu ra l

16 gas p ro jec t th a t  rem a in s  after th e  p ay m en t to  th e  A lask a  p erm an en t fu n d  under

17 A S 37 .13 .010 .

18 (c) T h e  leg is la tu re  m ay  m a k e  ap p ro p ria tio n s  from  th e  ru ra l cap ita l en e rg y  fund

19 for th e  p u rp o se  d escrib ed  in  (a) o f  th is  section .

20  (d) N o th in g  in  th is  sec tion  c rea tes  a ded ica ted  fund.

21 (e) In  th is  section ,

22  (1) "A laska liq u efied  n a tu ra l gas p ro jec t"  has th e  m ean in g  g iv en  in

23 A S 31 .25 .390 ;

o 3/13/14
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28-GS2806\R.2

(2) "N o rth  S lope  n a tu ra l gas p ip e lin e"  has th e  m ean in g  g iv en  in  

A S  42 .06 .630 ."

R e n u m b e r the  fo llo w in g  b ill  sections accord ing ly .

P ag e  13, line 21:

D ele te  "sec. 13"

In se rt "sec. 14"

P ag e  17, line 11:

D ele te  "sec. 16"

In se rt "sec. 17"

P ag e  2 1 , line 3:

D ele te  "sec. 26"

In sert "sec. 27"

P ag e  2 4 , line 27:

D ele te  "sec. 29"

In se rt "sec. 30"

P ag e  52 , line 31:

D ele te  "sec. 15"

In se rt "sec. 16"

P ag e  53 , lines 1 8 - 1 9 :

D ele te  "sec. 22"

In se rt "sec. 23"

P ag e  54 , line 17:

D ele te  "sec. 13"



28-GS2806\R.2

O  2
3 P ag e  55, lin e  29:

4  D e le te  "Sections 1 - 13, 15, 16, 22 - 26, 28 , 29 , 36, 38, and  54 - 61"

5 In se r t "Sections 1 - 14, 16, 17, 23 - 27 , 29 , 30, 37, 39, an d  55 - 62"

6

7 P ag e  55, lin e  31:

8 D e le te  "S ection  37"

9 In se r t "S ection  38"

10

11 P ag e  56, lin e  1:

12 D e le te  "secs. 62 an d  63"

13 In se rt "secs. 63 and  64"

1 Insert "sec. 14"

o

o
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A M E N D M  E  N  T

OFFERED  IN T H E  SEN A TE BY SENATO R KELLY

TO: CSSB 138(FIN), Draft V ersion "R"

Page 8, lines 22 - 24:

Delete ", b u t m ay  no t use m oney  a p p ro p r ia te d  to  th e  fu n d  fo r th e  pu rposes 

d esc rib ed  in AS 31.25.005151"

Page 9, lines 8 - 9 :

D elete ", but the corporation m ay not use the m oney appropriated to the fund for the 

purposes described in A S 31.25.005(4)"

Page 9, lines 2 0 - 2 3 :

Delete "A subsidiary corporation created under this section m ay be incorporated under 

AS 10.20.146 - 10.20.166. o r  o th e r  law  ap p licab le  to  th e  in co rp o ra tio n  o f  th e  su b sid ia ry  

c o rp o ra tio n . S u b je c t to  th e  exceptions a n d "

Insert "S u b je c t to  th e "

Page 9, line 25, follow ing "[":

Insert "A SU B SID IA R Y  C O RPO RA TIO N  CREATED UN D ER TH IS SECTION 

M AY  BE IN C O R PO R A TED  UN D ER AS 10.20.146 - 10.20.166"

L -1 -



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

28-GS2806YR..4
Bullock
3/14/14

A M E N D M E N T

O F F E R E D  IN  T H E  S E N A T E  B Y  S E N A T O R  K E L L Y

TO: C S S B  138(F IN ), D raft V e rs io n  "R"

P ag e  2 , lines 5 - 7:

D ele te  all m ateria l.

P ag e  52, line 25 , th ro u g h  p ag e  53, line 8:

D ele te  all m ateria l.

R en u m b er th e  fo llo w in g  b ill sections acco rd ing ly .

P ag e  55, line 29:

D ele te  "54 - 61"

Insert "54 - 60"

P ag e  56, line 1:

D ele te  "secs. 62 and  63"

In sert "secs. 61 and  62"

L - 1 -
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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
Se n a t e  F in a n c e  Co m m it t e e

S ena to r K ev in  M eyer, Co-C hair 
S ta te  C ap ito l, Room 518 
ju n e a u , A laska 99801 1182 
P hone : (907) 465-4945 
Fax: (907) 465-3476 
S en .K ev in .M eyer@ akleg .gov

Senator Pete Kelly, C o -C ha ir 
State C ap ito l, Room 516 

Juneau, A laska 99801-1182 
Phone: (907) 465-3709 

Fax: (907) 465-4714 
Sen.Pete.Kelly@ aklcg.gov

Memo
S Fin CS SB 138 version 28-GS-2806\R 
March 13,2014
Revision 2 , L .

'  J # .By: Bruce CampbelCW

Summary of Proposed Changes
From Senate Finance CS for CCSB 138 (RES) Work Draft \Y to Work Draft \R

Title
Significantly shorter title, per instructions from Senate Finance Committee.

Intent
Intent language at the beginning of the bill is removed. (Amendment #9, Kelly)

AGDC Sections 
Page 2, line 23 Changes the term "benefit" to "maximum benefit". (Amendment #8, 

Administration)

Page 4: Removes an amendment which would have prohibited DNR and DOR 
commissioners from being appointed to the AGDC board of directors (formerly 
Section 4). (Fairclough Amendment #10) (AGDC board is not changed.)

Page 4, lines 24-27 Adds language requiring the AGDC board to appoint a program director for an 
AK LNG project. The director serves at the pleasure of the board, and reports to 
the executive director and the board. (Amendment #6, Administration)

Page 7, lines 15-19 Adds language enabling AGDC to enter into contracts relating to an AK LNG 
project, but only after consulting with the DNR and DOR commissioners. 
Outlines some of the contracts AGDC can enter into. (Amendment #7, 
Administration)

DOR Sections 
Page 24, lines 20-23 Restores a reporting requirement inadvertently left out the prior version; the 

reporting requirement is in existing statute and is not new to SB 138. (Technical 
revision)

1

mailto:Sen.Kevin.Meyer@akleg.gov
mailto:Sen.Pete.Kelly@aklcg.gov


Page 24, line 26 

Page 26, lines 7-11

Removes "REPEALED" phrase that was a drafting error in the prior version 
(Technical revision)
Restores a new subsection (k) to 43.05.230, confidentiality of taxpayer 
information, that was mistakenly left out of the prior version. The new 
subsection was originally in SB 138. The language makes public the name of 
each entity that elects to pay production tax with gas, and the amount of gas 
produced from each lease that an election applies to. (Technical revision)

Tax Sections 
Page 26 Removes two sections in the prior version that were close duplicates. The 

former Sections 33 and 34 amended the sales apportionment factor involved in 
calculating corporate income tax. The Administration may seek to add this 
language again, but is not prepared to do so at this time. (Administration / 
Technical revision)

Uncodified Sections
Page 52, line 25 to Page 53, line 8

Adds a new section to uncodified law prohibiting a public officer of the state 
who participated substantially in contract negotiations under AS 
38.05.020(b)(ll),related to an Alaska LNG project from working for or receiving 
compensation from another party, or affiliate of a party, to those contracts, for 
three years. (Olson Amendment #3)

Technical Sections
Page 55, lines 29-31 Amends effective dates based on section renumbering.

BWC/RD

o 2



A l a s k a  S t a t e  L e g i s l a t u r e
S e n a t e  F i n a n c e  C o m m i t t e e

Senator Kevin Meyer, Co-Chair 
State Capitol, Room 518 
Juneau, Alaska 99801-1182 
Phone: (907) 465-4945 
Fax: (907) 465-3476 
Sen.Kevin.Meyer@akleg.gov

Senator Pete Kelly, Co-Chair 
State Capitol, Room 516 

Juneau, Alaska 99801-1182 
Phone: (907) 465-3709 

Fax: (907) 465-4714 
Sen.Pete.Kelly@akleg.gov

C S  fo r  SB  138 (F IN )
V ers io n  28-2806YR 

D a te : M arch  13, 201,4 

B y: B ruce C a m p b e l l ^ ■

T e c h n ic a l  D ra f t in g  C o r re c t io n s

F o r ad o p tio n  b y  S enate  F inance  C om m ittee

1) Page 16, line  20: D elete : “ fo rm ” rep lace  w ith  “ fro m ”

2) P age 17, lin e  29: D ele te : “fo rm ” rep lace  w ith  “ fro m ”

3) P age 10, L ines 15 &  16, Section  12, (7)(C ). S ty le  issue, there  appears to  be  an  ex tra  
“an d ” o r o n e  too  m an y  com m as.

4) Page 19, line  25, a fte r “ from  state o il and  g as” , insert: “and  gas o n ly ”
C onfo rm s lan g u ag e  to  th e  tech n ica lly  co rrec t re feren ce  in  D N R  statu tes, p e r the  conven tion  
th ro u g h o u t 38 .05 , w h ich  re fers  to  “oil and gas and  gas on ly ” leases.

mailto:Sen.Kevin.Meyer@akleg.gov
mailto:Sen.Pete.Kelly@akleg.gov
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B u llo c k
3 /12 /14

C S  F O R  S E N A T E  B IL L  N O . 1 3 8 (F IN )

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

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

B Y  T H E  S E N A T E  F IN A N C E  C O M M IT T E E

O ffered:
R eferred:

Sponsor(s): S E N A T E  R U LE S  C O M M IT T E E  B Y  R E Q U E S T  O F  T H E  G O V E R N O R

A  B IL L  

F O R  A N  A C T  E N T IT L E D  

" A n  A c t re la t in g  to  th e  p u rp o s e s , p o w e rs , a n d  d u tie s  o f  th e  A la sk a  G a s lin e  D ev e lo p m e n t 

C o rp o ra tio n ;  r e la t in g  to  a n  in -s ta te  n a tu r a l  g as  p ip e lin e , a n  A la sk a  liq u e fie d  n a tu r a l  gas 

p ro je c t,  a n d  a s so c ia te d  fu n d s ;  r e q u ir in g  s ta te  ag en c ies  a n d  o th e r  e n ti t ie s  to  ex p ed ite  

rev iew s a n d  a c tio n s  r e la te d  to  n a tu r a l  g as  p ip e lin e s  a n d  p ro je c ts ;  r e la t in g  to  th e  

a u th o r it ie s  a n d  d u tie s  o f  th e  co m m iss io n e r o f  n a tu r a l  re s o u rc e s  re la t in g  to  a  N o r th  S lo p e  

n a tu r a l  gas p ro je c t ,  o il a n d  gas a n d  g as  o n ly  leases, a n d  ro y a lty  g as  a n d  o th e r  gas 

rece iv ed  b y  th e  s ta te  in c lu d in g  gas re ce iv ed  as p a y m e n t fo r  th e  p ro d u c tio n  ta x  on gas; 

re la tin g  to  th e  ta x  on  oil a n d  gas p ro d u c tio n , on  oil p ro d u c tio n ,  a n d  o n  gas p ro d u c tio n ;  

re la tin g  to  th e  d u tie s  o f  th e  co m m iss io n e r o f  re v e n u e  r e la t in g  to  a  N o r th  S lo p e  n a tu r a l  

gas p ro je c t a n d  g as  re c e iv e d  as p a y m e n t f o r  ta x ; re la t in g  to  c o n f id e n tia l  in fo rm a tio n  

a n d  p u b lic  r e c o rd  s ta tu s  o f  in fo rm a tio n  p ro v id e d  to  o r  in  th e  c u s to d y  o f  th e  D e p a r tm e n t  

o f  N a tu r a l  R e so u rc e s  a n d  th e  D e p a r tm e n t  o f  R e v e n u e ; r e la t in g  to  a p p o r t io n m e n t  fa c to rs

/V
WORK DRAFT WORK D RAFT WORK DRAFT

-1- CSSB 138(FIN)
Mew Text Underlined [DELETED TEXT BRACKETED]
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o f th e  A la s k a  N e t In c o m e  T a x  A ct; a m e n d in g  th e  d e f in it io n  o f  g ro ss  v a lu e  a t  th e  'p o in t  o f  

p r o d u c t io n ' f o r  gas f o r  p u rp o s e s  o f  th e  o il a n d  gas p ro d u c tio n  tax ; c la r ify in g  th a t  th e  

e x p lo ra t io n  in c e n tiv e  c r e d i t ,  th e  o il o r  g as  p ro d u c e r  e d u c a tio n  c re d it ,  a n d  th e  film  

p r o d u c t io n  ta x  c r e d i t  m a y  n o t b e  ta k e n  a g a in s t  th e  gas p ro d u c tio n  ta x  p a id  in  gas; 

r e la t in g  to  a  r e s t r ic t io n  o n  e m p lo y m e n t a f te r  le av in g  s ta te  se rv ice  fo r  a  p u b lic  o ff ic e r  

w h o  n e g o tia te s  a  c o n t r a c t  fo r  a  N o r th  S lo p e  n a tu r a l  g as p ro je c t  o r  d ev e lo p s te rm s  fo r  

in c lu s io n  in  a  p ro p o s e d  c o n tra c t  a s so c ia te d  w ith  a  N o r th  S lo p e  n a tu r a l  g a s  p ro je c t ;  

r e q u e s t in g  th e  g o v e rn o r  to  e s ta b lish  a n  in te r im  a d v is o ry  b o a r d  to  ad v ise  th e  g o v e rn o r  on  

m u n ic ip a l  in v o lv e m e n t in  a  N o r th  S lo p e  n a tu r a l  g as  p ro je c t ;  r e la t in g  to th e  d e v e lo p m e n t 

o f  a  p la n  b y  th e  A la s k a  E n e rg y  A u th o r i ty  fo r  d ev e lo p in g  in f r a s tr u c tu r e  to  d e liv e r  

a f fo rd a b le  e n e rg y  to  a r e a s  o f  th e  s ta te  t h a t  w ill n o t  h a v e  d ir e c t  access to  a N o r th  S lo p e  

n a t u r a l  gas p ip e lin e  a n d  a re c o m m e n d a tio n  o f  a fu n d in g  so u rc e  f o r  e n e rg y  

in f r a s t r u c tu r e  d e v e lo p m e n t;  r e q u ir in g  th e  c o m m iss io n e r  o f  re v e n u e  to  d e v e lo p  a  p la n  

a n d  su g g e s t le g is la tio n  fo r  m u n ic ip a li tie s , re g io n a l c o rp o ra t io n s ,  a n d  re s id e n ts  o f  th e  

s ta te  to  a c q u ir e  o w n e rs h ip  in te re s ts  in  a  N o r th  S lo p e  n a tu r a l  gas p ip e lin e  p ro je c t ;  

m a k in g  c o n fo rm in g  a m e n d m e n ts ;  a n d  p ro v id in g  fo r  a n  effec tiv e  d a te ."

B E  I T  E N A C T E D  B Y  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* S e c tio n  1. A S 31 .25 .005  is am ended to  read:

S ec. 3 1 .2 5 .0 0 5 . P u rp o s e . T he co rp o ra tio n  shall, fo r the benefit o f  th e  state , to  

the  fu llest ex ten t possib le ,

(1) d ev e lo p  a n d  h a v e  p r im a r y  re s p o n s ib i l i ty  fo r  d e v e lo p in g  n a tu r a l  

g as  p ip e lin e s , a n  A la s k a  liq u e fie d  n a tu r a l  g as  p ro je c t ,  a n d  o th e r  t r a n s p o r ta t io n  

m e c h a n ism s  to  d e l iv e r  n a tu r a l  g as  in - s ta te  f o r  th e  m a x im u m  b en e fit o f  t h e  p e o p le  

o f  th e  s ta te ;

(2) w h e n  d ev e lo p in g  n a tu r a l  g as  p ip e lin e s , an  A la s k a  l iq u e fie d

WORK D R A FT WORK D RAFT 28-GS2806\R

C SSB  138(FIN) -2-
New Text Underlined [DELETED TEXT BRACKETED]
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n a tu r a l  g as  p ro je c t,  a n d  o th e r  t r a n s p o r ta t io n  m e c h a n ism s  to  d e liv e r  n a tu r a l  gas 

in -s ta te ,  p ro v id e  eco n o m ic  b e n e f its  in  th e  s ta te , a n d  re v e n u e  to  th e  s ta te ;

(3) a s s is t th e  D e p a r tm e n t  o f  N a tu r a l  R e so u rc e s  a n d  th e  

D e p a r tm e n t  o f  R e v e n u e  to  m a x im iz e  th e  v a lu e  o f  th e  s ta te 's  ro y a lty  n a tu r a l  gas, 

n a tu r a l  g as  d e liv e re d  to  th e  s ta te  as p a y m e n t o f  ta x , a n d  o th e r  n a tu r a l  gas 

re c e iv e d  b y  th e  s ta te ;

advance an  in -s ta te  natu ra l gas p ip e lin e  as described  in  the Ju ly  1, 

2011 , p ro jec t p lan  p rep ared  u n d e r fo rm er A S 38 .34 .040  by th e  co rp o ra tio n  w hile  a 

su b sid ia ry  o f  the  A laska  H ousing  F in an ce  C orporation , w ith  m od ifica tions determ ined  

b y  th e  co rp o ra tio n  to b e  ap p ro p ria te  to  deve lop , finance, construc t, and operate  an  in ­

sta te  na tu ra l gas p ipeline  in  a  safe, p ru d en t, econom ical, and  effic ien t m anner, fo r the 

p u rp o se  o f  m ak in g  natu ra l gas, in c lu d in g  p ropane and  o th er hydro carb o n s associa ted  

w ith  na tu ra l gas o ther than  oil, av a ilab le  to  Fairbanks, the  S outhcentra l reg ion  o f  the 

state , and o th e r com m unities in  th e  state  a t the low est ra tes possib le ;

(5) a d v a n c e  a n  A la s k a  liq u e fie d  n a tu r a l  gas p ro je c t  b y  d ev e lo p in g  

in f r a s t r u c tu r e  a n d  p ro v id in g  r e la te d  se rv ices , in c lu d in g  se rv ices  r e la te d  to  

t r a n s p o r ta t io n ,  l iq u e fa c tio n , a  m a r in e  te rm in a l ,  m a rk e t in g ,  a n d  c o m m e rc ia l 

s u p p o r t ;  i f  th e  c o rp o ra t io n  p ro v id e s  a  s e rv ic e  u n d e r  th is  p a r a g r a p h  to  th e  s ta te , a  

p u b lic  c o rp o ra t io n  o r  in s t ru m e n ta l i ty  o f  th e  s ta te , a  p o litic a l su b d iv is io n  o f  th e  

s ta te ,  o r  a n o th e r  e n ti ty  o f  th e  s ta te ,  th e  c o rp o ra t io n  m a y  n o t c h a rg e  a  fee fo r  th e  

s e rv ic e  in  a n  a m o u n t g r e a te r  th a n  th e  a m o u n t n e c e s s a ry  to  re im b u rs e  th e  

c o rp o ra t io n  f o r  th e  c o s t o f  th e  se rv ice ;

(6) [(2)] en d eav o r to  develop n a tu ra l gas p ip e lin es  and  o ther 

tran sp o rta tio n  m echan ism s to  d e liv e r natu ral gas, in c lu d in g  p ro p an e  and  o th er 

h y drocarbons asso c ia ted  w ith  n a tu ra l gas o ther th an  oil, to  p u b lic  u tility  an d  industria l 

custom ers in  areas o f  th e  state to  w h ich  th e  natu ral gas, includ ing  p ro p an e  and o th er 

h y drocarbons assoc ia ted  w ith  na tu ra l gas o ther th an  o il, m ay  be d elivered  at 

com m erc ia lly  reaso n ab le  rates; and

(T) [(3)] en d eav o r to develop n a tu ra l gas p ip e lin es  and  o th er 

tran sp o rta tio n  m echan ism s th a t o ffe r com m ercially  reaso n ab le  ra tes for sh ippers and  

access for sh ippers w ho  p ro d u ce  natu ra l gas, in c lu d in g  p ropane  and  o th e r

WORK D R A FT WORK D RAFT 28-GS2806VR
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hydrocarbons associated with natural gas other than oil, in the state.

* Sec. 2. AS 31.25.010 is amended to read:

Sec. 31.25.010. Structure. The Alaska Gasline Development Corporation is a 

public corporation and government instrumentality acting in the best interest of the 

state for the purposes required by AS 31.25.005, located for administrative 

purposes in the Department o f Commerce, Community, and Economic Development, 

but having a legal existence independent of and separate from the state. The 

corporation may not be terminated as long as it has bonds, notes, or other obligations 

outstanding. The corporation may dissolve when no bonds, notes, or other obligations 

o f the corporation or a subsidiary o f the corporation are outstanding and the 

corporation or a subsidiary o f the corporation is no longer engaged in the 

development, financing, construction, or operation o f an in-state natural gas pipeline 

or an Alaska liquefied natural gas project. Upon termination o f  the corporation, its 

rights and property pass to the state.

* Sec. 3. AS 31.25.040 is amended by adding new subsections to read:

(c) To the maximum extent practicable, the board shall

(1) maximize the efficient use o f state resources; and

(2) establish appropriate separation within the corporation by 

separating personnel and functions, and by other means to the extent that separation 

may be required by contract or applicable law for the purpose o f screening and 

preventing the exchange of commercially sensitive information when developing an 

in-state natural gas pipeline, an Alaska liquefied natural gas project, and other 

transportation mechanisms to deliver natural gas in the state.

(d) The board shall appoint a program director for an Alaska liquefied natural 

gas project. The program director appointed under this section shall

(1) serve at the pleasure o f the board; and

(2) report to the board and the executive director o f the corporation.

* Sec. 4. AS 31.25.080(a) is amended to read:

(a) In addition to other powers granted in this chapter, the corporation may

(1) determine the form o f ownership and the operating structure o f an 

in-state natural gas pipeline developed by the corporation and may enter into
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agreements with other persons for jo in t ownership, joint operation, or both o f an in­

state natural gas pipeline or an Alaska liquefied natural gas project;

(2) plan, finance, construct, develop, acquire, maintain, and operate a 

pipeline system and other transportation mechanism, including pipelines, compressors, 

storage facilities, and other related facilities, equipment, and works o f public 

improvement, in the state to facilitate production, transportation, and delivery of 

natural gas or other related natural resources to the point o f  consumption or to the 

point of distribution for consumption;

(3) lease or rent facilities, structures, and properties;

(4) exercise the power o f eminent domain and file a declaration o f 

taking under AS 09.55.240 - 09.55.460 to acquire land or an interest in land that is 

necessary for an in-state natural gas pipeline or an Alaska liquefied natural gas 

project; the exercise o f  powers by the corporation under this paragraph may not 

exceed the permissible exercise o f the powers by the state;

(5) acquire, by purchase, lease, or gift, land, structures, real or personal 

property, an interest in property, a right-of-way, a franchise, an easement, or other 

interest in land, or an interest in or right to capacity in a pipeline system determined to 

be necessary or convenient for the development, financing, construction, or operation 

o f an in-state natural gas pipeline project or an Alaska liquefied natural gas project 

or part o f  an in-state natural gas pipeline project or an Alaska liquefied natural gas 

project;

(6) transfer or otherwise dispose o f all or part o f  an in-state natural gas 

pipeline project, an Alaska liquefied natural gas project, or [DEVELOPED BY 

THE CORPORATION OR TRANSFER OR OTHERWISE DISPOSE OF] an interest 

in an asset o f  the corporation;

(7) elect to provide transportation o f natural gas as a contract carrier, 

common carrier, or otherwise;

(8) provide light, water, security, and other services for property o f the

corporation;

(9) conduct hearings to gather and develop data consistent with the 

purpose and powers o f the corporation;

-5-
New Text U nderlined [DELETED TEXT BRACKETED]

CSSB 138(FIN)



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

WORK D R AFT WORK DRAFT 28-GS2806\R

(10) advocate for new pipeline capacity before the Federal Energy 

Regulatory Commission;

(11) make and execute agreements, contracts, and other instruments 

necessary or convenient in the exercise o f the powers and functions o f  the corporation 

under this chapter, including a contract with a person, firm, corporation, governmental 

agency, or other entity;

(12) sue and be sued in its own name;

(13) adopt an official seal;

(14) adopt bylaws for the regulation o f its affairs and the conduct o f its 

business and adopt regulations and policies in connection with the performance o f its 

functions and duties;

(15) employ fiscal consultants, engineers, attorneys, appraisers, and 

other consultants and employees that may, in the judgm ent o f the corporation, be 

required and fix and pay their compensation from funds available to the corporation;

(16) procure insurance against a loss in connection with its operation;

(17) borrow money as provided in this chapter to carry out its 

corporate purposes and issue its obligations as evidence o f  borrowing;

(18) include in a borrowing the amounts necessary to pay financing 

charges, to pay interest on the obligations, and to pay the interest, consultant, advisory, 

and legal fees, and other expenses that are necessary or incident to the borrowing;

(19) receive, administer, and comply with the conditions and 

requirements o f an appropriation, gift, grant, or donation o f property or money;

(20) do all acts and things necessary, convenient, or desirable to carry 

out the powers expressly granted or necessarily implied in this chapter;

(21) invest or reinvest, subject to its contracts with noteholders and 

bondholders, money or funds held by the corporation, including funds in the in-state 

natural gas pipeline fund (AS 31.25.100) and the Alaska liquefied natural gas 

project fund (AS 31.25.110). in obligations or other securities or investments in 

which banks or trust companies in the state may legally invest funds held in reserves 

or sinking funds or funds not required for immediate disbursement, and in certificates 

o f deposit or time deposits secured by obligations of, or guaranteed by, the state or the
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United States;

(22) enter into, as it determines to be necessary or appropriate, any 

swap or hedge, cap, or other contract providing for payments based on levels of or 

changes in interest rates or indices or in the cost or price o f any commodity, supply, or 

expense expected to be used or incurred in connection with the acquisition, 

construction, or operation of any facility or property owned, leased, or operated by the 

corporation, or an option with respect to any o f the foregoing;

(23) except as provided in (g) of this section, acquire an ownership 

or participation interest in an Alaska liquefied natural gas proiect. natural gas 

treatment facilities, natural gas pipeline facilities, liquefaction facilities, marine 

terminal facilities related to the infrastructure o f an Alaska liquefied natural gas 

proiect, an entity or joint venture that has an ownership interest in or is engaged 

in the planning, financing, acquisition, maintenance, construction, and operation 

of an Alaska liquefied natural gas proiect;

(24) after consultation with the commissioner of revenue and the 

commissioner o f natural resources, enter into contracts relating to an Alaska 

liquefied natural gas proiect, including contracts for services related to 

operation, marketing, transportation, gas treatment, marine terminal operation, 

or liquefaction.

* Sec. 5. AS 31 .25.080(e) is amended to read:

(e) I f  commitments to acquire firm transportation capacity for the in-state 

natural gas pipeline are received in an open season conducted by the corporation, the 

corporation shall, within 10 days after accepting and executing the written 

commitments received during the open season, report the results o f  the open season to 

the president o f the senate and the speaker o f the house o f representatives and inform 

the public o f  the results of the open season through publication on the Internet website 

o f  the corporation and in a press release or other announcement to the media. The 

results made public must include the name o f each prospective shipper, the amount of 

capacity allocated, and the period o f the commitment. If the corporation determines 

that the commitments received during the open season are not sufficient to permit the 

corporation to continue the development or construction o f the natural gas pipeline,
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the corporation shall report that to the legislature within 30 days.

* Sec. 6. AS 31.25.080 is amended by adding a new subsection to read:

(g) The power in (a)(23) o f  this section may not be exercised by an entity or 

subsidiary o f the corporation that is advancing the development an in-state natural gas 

pipeline.

* Sec. 7. AS 31.25.090 is amended by adding a new subsection to read:

(i) Subject to limitations on the disclosure o f confidential information in (g) 

and (h) o f  this section, the corporation shall provide to the commissioner o f  natural 

resources and the commissioner of revenue access to information that is related to the 

development o f  contracts under AS 38.05.020(b)(10) and (11).

* Sec. 8. AS 31.25.100 is amended to read:

Sec. 31.25.100. In-state natural gas pipeline fund. The in-state natural gas 

pipeline fund is established in the corporation and consists of money appropriated to 

it. The corporation shall determine fund management and may contract with the 

Department o f  Revenue for fund management. Unless otherwise provided by law, 

money appropriated to the fund lapses into the general fund on the day this section is 

repealed. Interest and other income received on money in the fund shall be separately 

accounted for and may be appropriated to the fund. The corporation may use money 

appropriated to the fund without further appropriation for the cost of managing the 

fund and for the planning, financing, development, acquisition, maintenance, 

construction, and operation o f the [AN] in-state natural gas pipeline described in 

AS 31.25.005(41 and for the purposes in AS 31.25.005(4), (61, and (7). but may not 

use money appropriated to the fund for the purposes described in 

AS 31.25.005(51.

* Sec. 9. AS 31.25 is amended by adding a new section to read:

Sec. 31.25.110. Alaska liquefied natural gas project fund. The Alaska 

liquefied natural gas project fund is established in the corporation and consists o f  

money appropriated to it. The corporation shall determine fund management and may 

contract with the Department o f Revenue for fund management. If money is 

appropriated to the fund to finance the cost o f an Alaska liquefied natural gas project, 

the corporation shall create an account in the fund for that purpose and hold the money
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appropriated for that purpose in that account. Interest and other income received on 

money in the fund shall be separately accounted for and may be appropriated to the 

fund. The corporation may use money appropriated to the fund without further 

appropriation for the purpose o f managing the fund, for purposes related to an Alaska 

liquefied natural gas project, and for the purpose o f transferring net revenue received 

by the corporation related to equity interest, contracts, and other activities to the 

appropriate fund as determined by the commissioner o f revenue in consultation with 

the commissioner o f natural resources, but the corporation may not use the money 

appropriated to the fund for the purposes described in AS 31.25.005(4).

* Sec. 10. AS 31.25.120 is amended to read:

Sec. 31.25.120. Creation of subsidiaries. The corporation may create 

subsidiary corporations for the purpose o f  developing, constructing, operating, and 

financing in-state natural gas pipeline projects or other transportation mechanisms; for 

the purpose o f aiding in the development, construction, operation, and financing o f  in­

state natural gas pipeline projects; or for the purpose o f acquiring [THE STATE'S 

ROYALTY SHARE OF NATURAL GAS,] natural gas from the North Slope, and 

natural gas from other regions o f the state, including the state's outer continental shelf, 

and making that natural gas available to markets in the state, including the delivery o f 

natural gas, including propane and other hydrocarbons associated with natural gas 

other than oil, to coastal communities in the state, or for export. A subsidiary 

corporation created under this section m ay be incorporated under AS 10.20.146 -

10.20.166. or other law applicable to the incorporation of the subsidiary 

corporation. Subject to the exceptions and limitations for the use o f money 

appropriated to the in-state natural gas pipeline fund (AS 31.25.100) and the 

Alaska liquefied natural gas project fund (AS 31.25.110), the [. THE] corporation 

may transfer assets o f  the corporation to a subsidiary created under this section. A 

subsidiary created under this section may borrow money and issue bonds as evidence 

o f that borrowing and has all the powers o f  the corporation that the corporation grants 

to it. Unless otherwise provided by the corporation, the debts, liabilities, and 

obligations o f a subsidiary corporation created under this section are not the debts, 

liabilities, or obligations of the corporation.
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* Sec. 11. AS 31.25.140(c) is amended to read:

(c) To further ensure effective budgetary decision making by the legislature, 

the board shall

(1) annually review the corporation's assets, including the assets o f the 

in-state natural gas pipeline fund under AS 31.25.100 and the Alaska liquefied 

natural gas proiect fund under AS 31.25.110. to determine whether assets o f  the 

corporation exceed an amount required to fulfill the purposes o f the corporation as 

defined in this chapter; in making its review, the board shall determine whether, and to 

what extent, assets in excess o f the amount required to fulfill the purposes o f the 

corporation during the next fiscal year are available without

(A) breaching an agreement entered into by the corporation;

(B) materially impairing the operations or financial integrity o f 

the corporation; or

(C) materially affecting the ability o f  the corporation to fulfill 

the purposes o f  the corporation as defined in this chapter;

(2) specifically identify in the corporation's assets the amounts that the 

board believes are necessary to meet the requirements o f (1)(C) o f  this subsection; and

(3) present to the legislature by January 10 o f each year a complete 

accounting o f all assets o f  the corporation, including assets o f the in-state natural gas 

pipeline fund under AS 31.25.100 and the Alaska liquefied natural gas proiect 

fund under AS 31.25.110. and a report o f the review and determination made under 

(1) and (2) o f this subsection; the accounting shall be audited by an independent 

outside auditor.

* Sec. 12. AS 31.25.390 is amended by adding a new paragraph to read:

(7) "Alaska liquefied natural gas project" means a natural gas project 

as described in AS 31.25.005(5) that includes collectively, the Prudhoe Bay unit gas 

transmission line, the Point Thomson unit gas transmission line, a gas pipeline, the gas 

treatment plant, a liquefied natural gas plant, and a marine terminal; in this paragraph,

(A) "gas pipeline"

(i) means the main natural gas pipeline from the outlet

flange o f  the gas treatment plant on the North Slope to the inlet flange
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of the liquefied natural gas plant located in the Southcentral region o f  

the state, which shall have off-take points along the pipeline for 

deliveries of gas in the state;

(ii) does not include any gas lines downstream of any 

off-take point between the gas treatment plant and the liquefied natural 

gas plant;

(B) "gas treatment plant" means those facilities and related 

activities required to receive natural gas from the Prudhoe Bay unit gas 

transm ission line, the Point Thomson unit gas transmission line, and other 

facilities, treat the natural gas to pipeline specifications, dispose o f  or deliver 

by-products, deliver liquid products for further transportation, and deliver 

treated natural gas for transportation through the gas pipeline;

(C) "liquefied natural gas plant" means the facility, including 

the structures, equipment, underlying land rights, and all other associated 

systems for preprocessing and liquefaction o f natural gas, and storage, and off­

loading o f liquefied natural gas;

(D) "marine terminal" means the terminal and those facilities 

required to receive liquefied natural gas from the boundary o f  the liquefied 

natural gas plant for marine transportation, including auxiliary vessels used in 

the operation of the terminal;

(E) "Point Thomson unit gas transmission line" means a natural 

gas transmission line from the outlet flange o f the Point Thomson unit 

production facility to the inlet flange o f the gas treatment plant; and

(F) "Prudhoe Bay unit gas transmission line" means a natural 

gas transmission line from the outlet flange o f the Prudhoe Bay unit central gas 

facility to the inlet flange o f the gas treatment plant.

* Sec. 13. AS 38.05.020(b) is amended to read:

(b) The commissioner may

(1) establish reasonable procedures and adopt reasonable regulations 

necessary to  carry out this chapter and, whenever necessary, issue directives or orders 

to the director to carry out specific functions and duties; regulations adopted by the
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commissioner shall be adopted under AS 44.62 (Administrative Procedure Act); 

orders by the commissioner classifying land, issued after January 3, 1959, are not 

required to be adopted under AS 44.62 (Administrative Procedure Act);

(2) enter into agreements considered necessary to carry out the 

purposes o f this chapter, including agreements with federal and state agencies;

(3) review any order or action o f the director;

(4) exercise the powers and do the acts necessary to carry out the 

provisions and objectives of this chapter;

(5) notwithstanding the provisions o f any other section o f this chapter, 

grant an extension o f  the time within which payments due on any exploration license, 

lease, or sale o f state land, minerals, or materials may be made, including payment of 

rental and royalties, on a finding that compliance with the requirements is or was 

prevented by reason o f war, riots, or acts of God;

(6) classify tracts for agricultural uses;

(7) after consulting with the Board o f Agriculture and Conservation 

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

o f  a contract for the sale o f agricultural land if

(A) the land is inaccessible by road; or

(B) transportation, marketing, and development costs render 

the required development uneconomic;

(8) reconvey or relinquish land or an interest in land to the federal

government if

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

allotment under 43 U.S.C. 1617; and

(B) the reconveyance or relinquishment is

(i) for the purposes provided in 43 U.S.C. 1617; and

(ii) in the best interests o f the state;

(9) lead and coordinate all matters relating to the state's review and 

authorization o f  resource development projects;

(10) enter into commercial agreements with a duration of not more 

than two years for project services related to a North Slope natural gas project;
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(113 in consultation with the commissioner of revenue, participate 

in the negotiation of agreements that include balancing, marketing, disposition of 

natural gas, and offtake and contracts and development o f terms for inclusion in 

those proposed agreements and contracts associated with a North Slope natural 

gas proiect; an agreement or contract negotiated under this paragraph to which 

the state is a party is not effective unless the legislature authorizes the governor 

to execute the agreement or contract;

(12) enter into confidentiality agreements to maintain the 

confidentiality of information related to contract negotiations and contract 

implementation associated with a North Slope natural gas proiect; information 

under those confidentiality agreements is not subject to AS 40.25 (Alaska Public 

Records Act), except that

(A) the terms of a proposed contract that the commissioner 

presents to the legislature for the purpose o f obtaining authorization for 

the governor to execute are not confidential; and

(B) the commissioner may share confidential information 

obtained under this paragraph with the legislature only in committees 

held in executive session or under confidentiality agreements;

(13) exercise the powers and do the acts necessary to carry out the 

provisions and objectives o f AS 43.90 that relate to this chapter.

* Sec. 14. AS 38.05.020(b), as amended by sec. 13 o f this Act, is amended to read:

(b) The commissioner may

(1) establish reasonable procedures and adopt reasonable regulations 

necessary to carry out this chapter and, whenever necessary, issue directives or orders 

to  the director to carry out specific functions and duties; regulations adopted by the 

commissioner shall be adopted under AS 44.62 (Administrative Procedure Act); 

orders by the commissioner classifying land, issued after January 3, 1959, are not 

required to be adopted under AS 44.62 (Administrative Procedure Act);

(2) enter into agreements considered necessary to carry out the 

purposes o f  this chapter, including agreements with federal and state agencies;

(3) review any order or action o f the director;
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(4) exercise the powers and do the acts necessary to carry out the 

provisions and objectives of this chapter;

(5) notwithstanding the provisions of any other section o f this chapter, 

grant an extension o f the time within which payments due on any exploration license, 

lease, or sale o f state land, minerals, or materials may be made, including payment o f 

rental and royalties, on a finding that compliance with the requirements is or was 

prevented by reason o f war, riots, or acts o f God;

(6) classify tracts for agricultural uses;

(7) after consulting with the Board o f Agriculture and Conservation 

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

o f a contract for the sale o f agricultural land if

(A) the land is inaccessible by road; or

(B) transportation, marketing, and development costs render 

the required development uneconomic;

(8) reconvey or relinquish land or an interest in land to the federal

government if

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

allotm ent under 43 U.S.C. 1617; and

(B) the reconveyance or relinquishment is

(i) for the purposes provided in 43 U.S.C. 1617; and

(ii) in the best interests o f the state;

(9) lead and coordinate all matters relating to the state's review and 

authorization o f  resource development projects;

(10) enter into commercial agreements with a duration of not more 

than two years for project services related to a North Slope natural gas project;

(11) in consultation with the commissioner o f revenue, participate in 

the negotiation o f agreements that include balancing, marketing, disposition o f  natural 

gas, and offtake and contracts and development o f terms for inclusion in those 

proposed agreements and contracts associated with a North Slope natural gas project; 

an agreement or contract negotiated under this paragraph to which the state is a party 

is not effective unless the legislature authorizes the governor to execute the agreement
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or contract;

(12) enter into confidentiality agreements to maintain the 

confidentiality o f information related to contract negotiations and contract 

implementation associated with a North Slope natural gas project; information under 

those confidentiality agreements is not subject to AS 40.25 (Alaska Public Records 

Act), except that

(A) the terms o f a proposed contract that the commissioner 

presents to the legislature for the purpose of obtaining authorization for the 

governor to execute are not confidential; and

(B) the commissioner may share confidential information 

obtained under this paragraph with the legislature only in committees held in 

executive session or under confidentiality agreements;

(13) in consultation with the commissioner of revenue, take 

custody o f gas delivered to the state under AS 43.55.014(b) and manage the 

project services and disposition and sale o f that gas;

(14) exercise the powers and do the acts necessary to carry out the 

provisions and objectives of AS 43.90 that relate to this chapter.

* Sec. 15. AS 38.05.180(i) is amended to read:

(i) The commissioner may provide for the establishment o f an exploration 

incentive credit system under which a lessee o f state land drilling an exploratory well 

on that land may earn credits based on [UPON] the footage drilled and the region in 

which the well is situated. The commissioner may also provide for credits to be earned 

by persons performing geophysical work on state land, if  that work is performed 

during the two seasons immediately preceding an announced lease sale and on land 

included within the sale area and the geophysical information is made public 

following the sale. Credits may not exceed 50 percent o f the cost o f the drilling or 

geophysical work. Credits may be used during a limited period established by the 

commissioner and may be assigned during that period. Credits may be applied against

(1) royalty and rental payments for oil and gas or for gas only payable to the state or

(2) taxes payable under AS 43.55.011 [AS 43.55]. A credit may not exceed 50 percent 

of the payment toward which it is being applied. Amounts due the Alaska permanent
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fund (AS 37.13.010) shall be calculated before the application of credits under this 

subsection.

* Sec. 16. AS 38.05.180 is amended by adding new subsections to read:

(hh) Notwithstanding Q  o f this section, the commissioner may propose 

modification to a lease from which a lessee has committed gas from that lease to a 

North Slope natural gas project. A  modification may be made under this subsection 

only after the commissioner makes the written determination under (ii) of this section 

that the lease may be modified. If a modification is made, the modification shall be in 

effect during the initial project term that has acquired the major permits required for 

the work plan and budget considered by the commissioner in the written determination 

under (ii) o f this section. A modification under this subsection may

(1) relate to switching between taking the state's royalty gas in value 

and in-kind to ensure that the lessee, the state, or another person shall bear 

proportionate costs for treatment, transportation, and liquefaction to the state's royalty 

gas, and the state's actions do not unreasonably interfere with the long-term marketing 

o f natural gas by the lessee, the state, or another person;

(2) provide a method for establishing a fair market value for each 

component o f the state's royalty gas and appropriate adjustments to reflect fair market 

deductions for reasonable costs for treatment, transportation, and liquefaction for the 

state's royalty gas form the North Slope to the destination market; in this paragraph, 

"reasonable costs for treatment, transportation, and liquefaction" may not be greater 

than actual costs;

(3) modify net profit shares for oil and gas and sliding scale royalty 

rates for gas by establishing fixed royalty rates that yield a value to the state that the 

commissioner determines to be not less than the value the state would have received 

under the terms o f the lease before a modification under this subsection.

(ii) Before making a modification to a lease under (hh) o f this section, the 

commissioner shall make a written determination that the lease may be modified. The 

determination by the commissioner must be based on a clear and convincing showing 

by the lessee that

(1) the modification
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(A) is in the best interests of the state; and

(B) will materially improve the likelihood of a successful North 

Slope natural gas project;

(2) the North Slope natural gas project has sufficient

(A) financial commitment for a work plan and budget 

necessary to support major permits and regulatory filings required by state and 

federal agencies; and

(B) commitment o f  gas by lessees; and

(3) the lease will produce hydrocarbons that will be transported on the 

North Slope natural gas project during the initial project term.

* Sec. 17. AS 38.05.180(hh), as enacted in sec. 16 o f this Act, is amended to read:

(hh) Notwithstanding (j) o f this section, the commissioner may propose 

modification to a lease from which a lessee has committed gas from that lease to a 

North Slope natural gas project. A modification may be made under this subsection 

only after the commissioner makes the written determination under (ii) o f  this section 

that the lease may be modified. I f  a modification is made, the modification shall be in 

effect during the initial project that has acquired the major permits required for the 

work plan and budget considered by the commissioner in the written determination 

under (ii) o f  this section. A modification under this subsection may

(1) relate to switching between taking the state's royalty gas in value 

and in-kind to ensure that the lessee, the state, or another person shall bear 

proportionate costs for treatment, transportation, and liquefaction to the state's royalty 

gas or gas delivered to the state u n d er AS 43.55.014. and the state's actions do not 

unreasonably interfere with the long-term marketing o f natural gas by the lessee, the 

state, or another person;

(2) provide a method for establishing a fair market value for each 

component o f the state's royalty gas and appropriate adjustments to reflect fair market 

deductions for reasonable costs for treatment, transportation, and liquefaction for the 

state's royalty gas form the North Slope to the destination market; in this paragraph, 

"reasonable costs for treatment, transportation, and liquefaction" may not be greater 

than actual costs;

WORK D RAFT " WORK D R A FT 28-GS2806\R
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(3) modify net profit shares for oil and gas and sliding scale royalty 

rates for gas by establishing fixed royalty rates that yield a value to the state that the 

commissioner determines to be not less than the value the state would have received 

under the terms o f  the lease before a modification under this subsection.

* Sec. 18. AS 38.05.183(a) is amended to read:

(a) The sale, exchange, or other disposal o f  a mineral obtained by the state as a 

royalty under AS 38.05.182, [OR] the sale, exchange, or other disposal in whole or in 

part o f a right to receive future mineral production under a state lease under this 

chapter, or the sale, exchange, or other disposal of gas delivered to the state under 

AS 43.55.014(b) shall be by competitive bid and the sale, exchange, or other disposal 

made to the highest responsible bidder, except that competitive bidding is not required 

when the commissioner, after prior written notice to the Alaska Royalty Oil and Gas 

Development Advisory Board under AS 38.06.050, determines that the best interest o f 

the state does not require it or that no competition exists.

* Sec. 19. AS 38.05.183(c) is amended to read:

(c) I f  the commissioner determines that a sale, exchange, or other disposal of a 

mineral obtained by the state as a royalty under AS 38.05.182, [OR] o f a right to 

receive future mineral production under a state lease under this chapter, or o f gas 

delivered to the state under AS 43.55.014(b) shall be made otherwise than by 

competitive bid, and the Alaska Royalty Oil and Gas Development Advisory Board 

has been notified in  writing o f that determination, the commissioner shall make public 

in writing the specific findings and conclusions on [UPON] which that determination 

is based.

* Sec. 20. AS 38.05.183(d) is amended to read:

(d) Oil or gas taken in kind by the state as its royalty share or gas delivered to 

the state under AS 43.55.014(b) may not be sold or otherwise disposed o f  for export 

from the state until the commissioner determines that the [ROYALTY-IN-KIND] oil 

or gas is surplus to the present and projected intrastate domestic and industrial needs. 

The commissioner shall make public, in writing, the specific findings and reasons on 

which the determination is based.

* Sec. 21. AS 38.05.183(e) is amended to read:
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(e) When a sale, exchange, or other disposal o f  oil or gas taken in kind by the 

state as its royalty share, or a sale, exchange, or other disposal in whole or in part o f a 

right to receive future royalty oil or gas, under a state lease under this chapter is made 

other than by competitive bid, o r  w hen a sale, exchange, o r o ther disposal of gas 

delivered to the state  under AS 43.55.014(b) is m ade o th e r than  by com petitive 

b id , the sale, exchange, or other disposal shall be awarded by the commissioner to the 

prospective buyer whose proposal offers the maximum benefits to citizens o f the state. 

The commissioner shall consider

(1) the cash value offered;

(2) the projected effects o f the sale, exchange, or other disposal on the 

economy o f the state;

(3) the projected benefits o f refining or processing the oil or gas in the

state;

(4) the ability o f  the prospective buyer to provide refined products or 

by-products for distribution and sale in the state with price or supply benefits to the 

citizens o f  the state; and

(5) the criteria listed in AS 38.06.070(a).

* Sec. 22. AS 38.05.965 is amended by adding new paragraphs to read:

(26) "initial project term" means the duration sufficient to support an 

investment decision by the sponsors o f  a North Slope natural gas project to permit 

realization o f  a competitive economic return, to enable necessary financing, and to 

support agreements for the sale o f  hydrocarbons transported on a North Slope natural 

gas project;

(27) "North Slope natural gas project" means a project to produce 

natural gas from state oil and gas leases that include land north o f 68 degrees North 

latitude for transport in a gaseous state from the North Slope;

(28) "project services" means services provided by a gas treatment 

plant, pipeline, liquefaction facility, or marine terminal, marine transportation 

services, or other services necessary to transport natural gas to market.

* Sec. 23. AS 38.34.020(a) is amended to read:

(a) A  state agency or entity conducting a review or taking action relating to a
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STATE NATURAL GAS PIPELINE PROJECT UNDER THIS CHAPTER] shall 

expedite the review or action in a manner consistent with the timely completion of the 

project.

* Sec. 24. AS 38.34.020(b) is amended to read:

(b) Notwithstanding any contrary provision o f law, a state agency or entity 

may not include in any project certificate, right-of-way, permit, or other authorization 

a term or condition that is not required by law if  the in-state gasline project 

coordinator determines that the term or condition would prevent or impair, in any 

significant respect, the expeditious construction and operation or expansion o f a 

project under AS 31.25 (Alaska Gasline Development Corporation) [THE IN­

STATE NATURAL GAS PIPELINE PROJECT],

* Sec. 25. AS 38.34.020(c) is amended to read:

(c) Unless required by law, a state agency or entity may not add to, amend, or 

abrogate any certificate, right-of-way, permit, or other authorization if  the in-state 

gasline project coordinator determines that the action would prevent or impair, in any 

significant respect, the expeditious construction, operation, or expansion o f a project 

under AS 31.25 (Alaska Gasline Development Corporation) [THE IN-STATE 

NATURAL GAS PIPELINE PROJECT].

* Sec. 26. AS 40.25.100(a) is amended to read:

(a) Information in the possession o f the Department o f Revenue that discloses 

the particulars o f the business or affairs o f a taxpayer or other person, including 

information under AS 38.05.020(b)(ll) that is subject to a confidentiality 

agreement under AS 38.05.020(b)(12). is not a matter o f public record, except as 

provided in AS 43.05.230(i) or for purposes o f investigation and law enforcement. The 

information shall be kept confidential except when its production is required in an 

official investigation, administrative adjudication under AS 43.05.405 - 43.05.499, or 

court proceeding. These restrictions do not prohibit the publication o f  statistics 

presented in a manner that prevents the identification o f particular reports and items, 

prohibit the publication o f tax lists showing the names of taxpayers who are delinquent 

and relevant information that may assist in the collection o f delinquent taxes, or
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prohibit the publication o f records, proceedings, and decisions under AS 43.05.405 -

43.05.499.

* Sec. 27. AS 40.25.100, as amended by sec. 26 o f this Act, is amended to read:

(a) Information in the possession of the Department o f Revenue that discloses 

the particulars o f the business or affairs o f a taxpayer or other person, including 

information under AS 38.05.020(b)(l 1) that is subject to a confidentiality agreement 

under AS 38.05.020(b)(12), is not a matter o f public record, except as provided in 

AS 43.05.230(i) o r (k) or for purposes o f investigation and law enforcement. The 

information shall be kept confidential except when its production is required in an 

official investigation, administrative adjudication under AS 43.05.405 - 43.05.499, or 

court proceeding. These restrictions do not prohibit the publication of statistics 

presented in a manner that prevents the identification o f particular reports and items, 

prohibit the publication o f tax lists showing the names o f  taxpayers who are delinquent 

and relevant information that may assist in the collection o f delinquent taxes, or 

prohibit the publication o f records, proceedings, and decisions under AS 43.05.405 -

43.05.499.

* Sec. 28. AS 40.25.120(a) is amended to read:

(a) Every person has a right to inspect a public record in the state, including 

public records in recorders' offices, except

regulation or by state law;

(5) to the extent the records are required to be kept confidential under 

20 U.S.C. 1232g and the regulations adopted under 20 U.S.C. 1232g in order to secure 

or retain federal assistance;

(6) records or information compiled for law enforcement purposes, but 

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

proceedings;

(B) would deprive a person o f a right to a fair trial or an 

impartial adjudication;

(C) could reasonably be expected to constitute an unwarranted 

invasion o f  the personal privacy o f a suspect, defendant, victim, or witness;

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

confidential source;

(E) would disclose confidential techniques and procedures for 

law enforcement investigations or prosecutions;

(F) would disclose guidelines for law enforcement 

investigations or prosecutions if  the disclosure could reasonably be expected to 

risk circumvention of the law; or

(G) could reasonably be expected to endanger the life or 

physical safety of an individual;

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

participant in the Alaska Higher Education Savings Trust under AS 14.40.802 or the 

advance college tuition savings program under AS 14.40.803 - 14.40.817;

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

lead to the disclosure o f a component in the process used to execute or adopt an 

electronic signature if  the disclosure would or might cause the electronic signature to 

cease being under the sole control o f  the person using it;

(9) reports submitted under AS 05.25.030 concerning certain 

collisions, accidents, or other casualties involving boats;

(10) records or information pertaining to a plan, program, or 

procedures for establishing, maintaining, or restoring security in the state, or to a 

detailed description or evaluation o f  systems, facilities, or infrastructure in the state, 

but only to the extent that the production o f the records or information

(A) could reasonably be expected to interfere with the 

implementation or enforcement o f  the security plan, program, or procedures;

(B) would disclose confidential guidelines for investigations or
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enforcement and the disclosure could reasonably be expected to risk 

circumvention of the law; or

(C) could reasonably be expected to endanger the life or 

physical safety o f an individual or to present a real and substantial risk to the 

public health and welfare;

(11) the written notification regarding a proposed regulation provided 

under AS 24.20.105 to the Department o f Law and the affected state agency and 

communications between the Legislative Affairs Agency, the Department o f Law, and 

the affected state agency under AS 24.20.105;

(12) records that are

(A) proprietary, privileged, or a trade secret in accordance with 

AS 43.90.150 or 43.90.220(e);

(B) applications that are received under AS 43.90 until notice is 

published under AS 43.90.160;

(13) information o f  the Alaska Gasline Development Corporation 

created under AS 31.25.010 or a subsidiary o f the Alaska Gasline Development 

Corporation that is confidential by law  or under a valid confidentiality agreement;

(14) information under AS 38.05.02Q(b)(ll) that is subject to a 

confidentiality agreement under AS 38.05.020(b)(12).

* Sec. 29. AS 43.05.010 is amended to read:

Sec. 43.05.010. Duties of commissioner. The commissioner o f  revenue shall

(1) exercise general supervision and direct the activities o f the 

Department o f  Revenue;

(2) supervise the fiscal affairs and responsibilities o f the department;

(3) prescribe uniform rules for investigations and hearings;

(4) keep a record o f  all departmental proceedings, record and file all 

bonds, and assume custody o f returns, reports, papers, and documents o f  the 

department;

(5) adopt a seal and affix it to each order, process, or certificate issued 

by the commissioner;

(6) keep a record o f each order, process, and certificate issued by the

-23- CSSB 138(FEN)
New Text Underlined [DELETED TEXT BRACKETED]



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

WORK D RAFT WORK DRAFT 28-GS2806\R

commissioner, and keep the record open to public inspection at all reasonable times;

(7) hold hearings and investigations necessary for the administration o f 

state tax and revenue laws;

(8) except as provided in AS 43.05.405 - 43.05.499 and in 

AS 44.64.030, hear and determine appeals o f a matter within the jurisdiction o f the 

Department of Revenue and enter orders on the appeals that are final unless reversed 

or modified by the courts;

(9) issue subpoenas to require the attendance o f witnesses and the 

production o f necessary books, papers, documents, correspondence, and other things;

(10) order the taking o f  depositions before a person competent to 

administer oaths;

(11) administer oaths and take acknowledgments;

(12) request the attorney general for rulings on the interpretation o f the 

tax and revenue laws administered by the department;

(13) call upon the attorney general to institute actions for recovery o f 

unpaid taxes, fees, excises, additions to tax, penalties, and interest;

(14) issue warrants for the collection o f unpaid tax penalties and 

interest and take all steps necessary and proper to enforce full and complete 

compliance with the tax, license, excise, and other revenue laws o f the state;

(15) report to the legislature before February 15 o f each year the total 

amount o f contributions reported and the total amount o f credit claimed during the 

previous calendar year under AS 43.20.014, AS 43.55.019, AS 43.56.018, 

AS 43.65.018, AS 43.75.018, and AS 43.77.045;

(16) consult with the commissioner of natural resources on 

negotiation of contracts and development of terms for inclusion in proposed 

contracts associated with a North Slope natural gas project.

* Sec. 30. AS 43.05.010, as amended by sec. 29 of this Act, is amended to read:

Sec. 43.05.010. Duties of commissioner. The commissioner o f revenue shall

(1) exercise general supervision and direct the activities o f  the 

Department o f Revenue;

(2) supervise the fiscal affairs and responsibilities o f the department;
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(3) prescribe uniform  rules for investigations and hearings;

(4) keep a record o f  all departmental proceedings, record and file all 

bonds, and assume custody o f  returns, reports, papers, and documents of the 

department;

(5) adopt a seal and affix it to each order, process, or certificate issued 

by the commissioner;

(6) keep a record o f  each order, process, and certificate issued by the 

commissioner, and keep the record open to public inspection at all reasonable times;

(7) hold hearings and investigations necessary for the administration o f 

state tax and revenue laws;

(8) except as provided in AS 43.05.405 - 43.05.499 and in 

AS 44.64.030, hear and determine appeals o f a matter within the jurisdiction o f the 

Department o f Revenue and enter orders on the appeals that are final unless reversed 

or m odified by the courts;

(9) issue subpoenas to require the attendance o f witnesses and the 

production o f necessary books, papers, documents, correspondence, and other things;

(10) order the taking o f depositions before a person competent to 

administer oaths;

(11) administer oaths and take acknowledgments;

(12) request the attorney general for rulings on the interpretation of the 

tax and revenue laws administered by the department;

(13) call upon the attorney general to institute actions for recovery o f 

unpaid taxes, fees, excises, additions to tax, penalties, and interest;

(14) issue warrants for the collection o f unpaid tax penalties and 

interest and take all steps necessary and proper to enforce full and complete 

compliance with the tax, license, excise, and other revenue laws o f the state;

(15) report to the legislature before February 15 o f each year the total 

amount o f  contributions reported and the total amount o f credit claimed during the 

previous calendar year under AS 43.20.014, AS 43.55.019, AS 43.56.018, 

AS 43.65.018, AS 43.75.018, and AS 43.77.045;

(16) consult with the commissioner o f  natural resources on negotiation
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o f  contracts and development o f terms for inclusion in proposed contracts associated 

with a North Slope natural gas project;

(17) direct the disposition of revenue received from gas delivered 

to the state under AS 43.55.014(b) bv entering into agreements with the 

commissioner o f natural resources related to the management of the custody and 

disposition of gas delivered to the state under AS 43.55.014(b).

* Sec. 31. AS 43.05.230 is amended by adding a new subsection to read:

(k) The name o f each person that the department has allowed to make an 

election under AS 43.55.014(a) and the amount o f gas produced from each lease or 

property to which an effective election under AS 43.55.014 applies is public 

information.

* Sec. 32. AS 43.20.144(f) is amended to read:

(f) The extraction factor of a taxpayer subject to this section is a fraction,

(1) the numerator o f  which is the sum o f the following for the tax

period:

(A) the number of barrels o f the taxpayer's oil (net o f royalty to 

an unrelated party) produced from or allocated to leases or properties o f  the 

taxpayer in this state; and

(B) one-sixth o f the number o f M cf o f the taxpayer's gas,, 

excluding reinjected gas but including gas subject to an election under 

AS 43.55.014, (net o f royalty to an unrelated party) produced from or allocated 

to leases or properties o f the taxpayer in this state [, EXCLUDING 

REINJECTED GAS]; and

(2) the denominator o f which is the sum o f the following for the tax

period:

(A) the number o f barrels o f oil o f the taxpayer's consolidated 

business (net o f royalty to an unrelated party) produced from or allocated to 

leases or properties o f the taxpayer's consolidated business everywhere; and

(B) one-sixth o f the number o f  M cf o f gas, excluding 

reinjected gas but including gas subject to an election under AS 43.55.014, 

of the taxpayer's consolidated business (net o f royalty to an unrelated party)

WORK D RAFT “ ' WORK D RAFT 28-GS2806\R
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produced from or allocated to leases or properties o f the taxpayer's 

consolidated business everywhere [, EXCLUDING REINJECTED GAS].

* Sec. 33. AS 43.55.011(e) is amended to read:

(e) There is levied on the producer o f oil or gas a tax for all oil and gas 

produced each calendar year from each lease or property in the state, less any oil and 

gas the ownership or right to which is exempt from taxation or constitutes a 

landowner's royalty interest or for which a tax is levied by AS 43.55.014. Except as 

otherwise provided under (f), (j), (k), (o), and (p) o f this section, for oil and gas 

produced

(1) before January 1, 2014, the tax is equal to the sum of

(A) the annual production tax value o f the taxable oil and gas 

as calculated under AS 43.55.160(a)(1) multiplied by 25 percent; and

(B) the sum, over all months o f the calendar year, o f  the tax 

amounts determined under (g) o f this section;

(2) on and after January 1, 2014, and before January 1, 2022, the tax 

is equal to the annual production tax value o f the taxable oil and gas as calculated 

under AS 43.55.160(a)(1) multiplied by 35 percent;

f3) on and after January 1. 2022. the tax for

(A) oil is equal to the annual production tax value of the 

taxable oil as calculated under AS 43.55.160(h) multiplied by 35 percent;

(B) gas is equal to 13 percent o f the gross value at the point 

of production of the taxable gas; if  the gross value at the point of 

production o f gas produced from a lease or property is less than zero, that 

gross value at the point of production is considered zero for purposes of 

this subparagraph.

* Sec. 34. AS 43.55.011(f) is amended to read:

(f) The levy o f  tax under (e) of this section for

oil and gas produced before January 1, 2022, from leases or 

properties that include land north of 68 degrees North latitude, other than [OIL 

AND GAS PRODUCTION SUBJECT TO (i) OF THIS SECTION AND] gas subject 

to (o) of this section, may not be less than
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(A) [(1)] four percent o f the gross value at the point o f 

production when the average price per barrel for Alaska North Slope crude oil 

for sale on the United States West Coast during the calendar year for which the 

tax is due is more than $25;

(B) [(2)] three percent o f the gross value at the point o f 

production when the average price per barrel for Alaska North Slope crude oil 

for sale on the United States West Coast during the calendar year for which the 

tax is due is over $20 but not over $25;

(C) [(3)] two percent o f  the gross value at the point o f 

production when the average price per barrel for Alaska North Slope crude oil 

for sale on the United States West Coast during the calendar year for which the 

tax is due is over $17.50 but not over $20;

m  [(4)] one percent o f the gross value at the point o f 

production when the average price per barrel for Alaska North Slope crude oil 

for sale on the United States West Coast during the calendar year for which the 

tax is due is over $15 but not over $17.50; or

(E) [(5)] zero percent o f  the gross value at the point o f 

production when the average price per barrel for Alaska North Slope crude oil 

for sale on the United States West Coast during the calendar year for which the 

tax is due is $ 15 or less; and

(2) oil produced on and after January 1. 2022, from leases or

properties that include land north of 68 degrees North latitude, may not be less 

than

(A) four percent of the gross value at the point of

production when the average price per barrel for Alaska North Slope 

crude oil for sale on the United States West Coast during the calendar 

year for which the tax is due is more than $25;

fBl three percent o f the gross value at the point of

production when the average price per barrel for Alaska North Slope 

crude oil for sale on the United States West Coast during the calendar 

year for which the tax is due is over $20 but not over $25;
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CC) two percent o f the gross value at the point o f production 

when the average price per barrel for Alaska North Slope crude oil for 

sale on the United States W est Coast during the calendar year for which 

the tax is due is over $17.50 but not over $20;

(P) one percent o f the gross value at the point of production 

when the average price per barrel for Alaska North Slope crude oil for 

sale on the United States W est Coast during the calendar year for which 

the tax is due is over $15 but not over S17.50; or

(E) zero percent of the gross value at the point of 

production when the average price per barrel for Alaska North Slope 

crude oil for sale on the United States West Coast during the calendar 

year for which the tax is due is $15 or less.

* Sec. 35. AS 43.55 is amended by adding a new section to read:

Sec. 43.55.014. Payment in gas of tax for gas. (a) For gas produced on and 

after January 1, 2022, other than gas described in (e) o f this section, the department 

shall allow a producer to make an election, under regulations adopted by the 

department, to pay in gas the production tax levied by this section in lieu o f the tax 

otherwise levied for the gas by AS 43.55.011(e). An election under this subsection 

applies only to gas produced from oil and gas leases modified under AS 38.05.180(hh) 

from which the commissioner o f  natural resources has determined to take royalty gas 

in kind under AS 38.05.182.

(b) A production tax levied by this section is equal to 13 percent o f the gas 

otherwise taxable under AS 43.55.011(e)(3) produced from each oil and gas lease to 

which an effective election under (a) o f this section applies, when and as that gas is 

produced. The producer shall pay the tax in gas by delivering that 13 percent of the 

gas to the state at the point of production.

(c) The Department o f Natural Resources shall manage under 

AS 3 8.05.020(b)(l 3) the custody and disposition o f gas delivered to the state under (b) 

o f this section.

(d) If  a deficiency in a tax levied by this section is assessed, or if  a provision 

o f this title providing for interest or a penalty based on a percentage o f a tax liability or
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tax deficiency applies to gas for which a tax is levied by this section, the amount of the 

deficiency and the tax amount on which the interest or penalty percentage is calculated 

is treated for the purpose only o f  that calculation as having been levied by 

AS 43.55.011(e) rather than this section.

(e) This section does not apply to gas

(1) flared, released, or allowed to escape upstream o f the point o f 

production o f gas; or

(2) used in the operation o f a lease or property in the state for drilling 

for or producing oil or gas, or for repressuring a reservoir.

* Sec. 36. AS 43.55.019(a) is amended to read:

(a) A producer o f oil or gas is allowed a credit against the tax levied by 

AS 43.55.011(e) [DUE UNDER THIS CHAPTER] for cash contributions accepted for

(1) direct instruction, research, and educational support purposes, 

including library and museum acquisitions, and contributions to endowment, by an 

Alaska university foundation or by a nonprofit, public or private, Alaska two-year or 

four-year college accredited by a regional accreditation association;

(2) secondary school level vocational education courses, programs, and 

facilities by a school district in the state;

(3) vocational education courses, programs, and facilities by a state- 

operated vocational technical education and training school;

(4) a facility or an annual intercollegiate sports tournament by a 

nonprofit, public or private, Alaska two-year or four-year college accredited by a 

regional accreditation association;

(5) Alaska Native cultural or heritage programs and educational 

support, including mentoring and tutoring, provided by a nonprofit agency for public 

school staff and for students who are in grades kindergarten through 12 in the state;

(6) education, research, rehabilitation, and facilities by an institution 

that is located in the state and that qualifies as a coastal ecosystem learning center 

under the Coastal America Partnership established by the federal government; and

(7) the Alaska higher education investment fund under AS 37.14.750.

* Sec. 37. AS 43.55.019(a), as amended by sec. 21, ch. 92, SLA 2010, sec. 14, ch. 7,
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FSSLA 2011, and sec. 17, ch. 74, SLA 2012, is amended to read:

(a) A producer of oil or gas is allowed a credit against the tax levied by 

AS 43.55.01 He) due under this chapter for cash contributions accepted

(1) for direct instruction, research, and educational support purposes, 

including library and museum acquisitions, and contributions to endowment, by an 

Alaska university foundation or by a nonprofit, public or private, Alaska two-year or 

four-year college accredited by a regional accreditation association;

(2) for secondary school level vocational education courses, programs, 

and facilities by a school district in the state;

(3) by a state-operated vocational technical education and training

school; and

(4) for the Alaska higher education investment fund under

AS 37.14.750.

* Sec. 38. AS 43.55.019(e) is amended to read:

(e) The credit under this section may not reduce a person's tax liability under 

AS 43.55.011(e) [THIS CHAPTER] to below zero for any tax year. An unused credit 

or portion o f a credit not used under this section for a tax year may not be sold, traded, 

transferred, or applied in a subsequent tax year.

* Sec. 39. AS 43.55.020(a) is amended to read:

(a) For a calendar year, a producer subject to tax under AS 43.55.011 shall pay 

the tax as follows:

(1) fo r oil and gas p roduced before January 1, 2014, an installment 

paym ent o f  the estimated tax levied by AS 43.55.011(e), net o f  any tax credits applied 

as allowed by law, is due for each month o f the calendar year on the last day o f the 

following month; except as otherwise provided under (2) o f this subsection, the 

amount o f  the installment payment is the sum o f the following amounts, less 1/12 of 

the tax credits that are allowed by law to be applied against the tax levied by 

AS 43.55.011(e) for the calendar year, but the amount of the installment payment may 

not be less than zero:

(A) for oil and gas not subject to AS 43.55.011 (o) or (p) 

produced from leases or properties in the state outside the Cook Inlet
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sedimentary basin, other than leases or properties subject to AS 43.55.011(f), 

the greater o f

(i) zero; or

(ii) the sum o f 25 percent and the tax rate calculated for 

the month under AS 43.55.011(g) multiplied by the remainder obtained 

by subtracting 1/12 o f the producer's adjusted lease expenditures for the 

calendar year o f production under AS 43.55.165 and 43.55.170 that are 

deductible for the oil and gas under AS 43.55.160 from the gross value 

at the point of production o f the oil and gas produced from the leases or 

properties during the month for which the installment payment is 

calculated;

(B) for oil and gas produced from leases or properties subject 

to AS 43.55.011(f), the greatest of

(i) zero;

(ii) zero percent, one percent, two percent, three 

percent, or four percent, as applicable, o f the gross value at the point o f 

production o f the oil and gas produced from the leases or properties 

during the month for which the installment payment is calculated; or

(iii) the sum o f 25 percent and the tax rate calculated for 

the month under AS 43.55.011(g) multiplied by the remainder obtained 

by subtracting 1/12 o f the producer's adjusted lease expenditures for the 

calendar year o f production under AS 43.55.165 and 43.55.170 that are 

deductible for the oil and gas under AS 43.55.160 from the gross value 

at the point of production of the oil and gas produced from those leases 

or properties during the month for which the installment payment is 

calculated;

(C) for oil or gas subject to AS 43.55.011 (j), (k), or (o), for 

each lease or property, the greater of

(i) zero; or

(ii) the sum o f 25 percent and the tax rate calculated for 

the month under AS 43.55.011(g) multiplied by the remainder obtained
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by subtracting 1/12 of the producer's adjusted lease expenditures for the 

calendar year of production under AS 43.55.165 and 43.55.170 that are 

deductible under AS 43.55.160 for the oil or gas, respectively, 

produced from the lease or property from the gross value at the point of 

production o f the oil or gas, respectively, produced from the lease or 

property during the month for which the installment payment is 

calculated;

(D) for oil and gas subject to AS 43.55.011 (p), the lesser of

(i) the sum of 25 percent and the tax rate calculated for

the month under AS 43.55.011(g) multiplied by the remainder obtained 

by subtracting 1/12 o f the producer's adjusted lease expenditures for the 

calendar year o f production under AS 43.55.165 and 43.55.170 that are 

deductible for the oil and gas under AS 43.55.160 from the gross value 

at the point o f production o f the oil and gas produced from the leases or 

properties during the month for which the installment payment is 

calculated, but not less than zero; or

(ii) four percent o f  the gross value at the point o f 

production o f the oil and gas produced from the leases or properties 

during the month, but not less than zero;

(2) an amount calculated under (1)(C) o f  this subsection for oil or gas

subject to AS 43.55.01 l(j), (k), or (o) may not exceed the product obtained by

carrying out the calculation set out in AS 43.55.01 l( j) ( l)  or (2) or 43.55.01 l(o), as 

applicable, for gas or set out in AS 43.55.011 (k)(l) or (2), as applicable, for oil, but 

substituting in AS 43.55.011Q(1)(A) or (2)(A) or 43.55.01 l(o), as applicable, the 

amount o f taxable gas produced during the month for the amount o f taxable gas 

produced during the calendar year and substituting in AS 43.55.01 l(k)(l)(A ) or

(2)(A), as applicable, the amount of taxable oil produced during the month for the 

amount o f taxable oil produced during the calendar year;

(3) an installment payment o f the estimated tax levied by 

AS 43.55.011 (i) for each lease or property is due for each month of the calendar year 

on the last day o f the following month; the amount o f  the installment payment is the
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sum of

(A) the applicable tax rate for oil provided under

AS 43.55.011 (i), multiplied by the gross value at the point o f  production o f the 

oil taxable under AS 43.55.01 l(i) and produced from the lease or property 

during the month; and

(B) the applicable tax rate for gas provided under

AS 43.55.01 l(i), multiplied by the gross value at the point o f production o f the 

gas taxable under AS 43.55.011 (i) and produced from the lease or property 

during the month;

(4) any amount o f  tax levied by AS 43.55.011, net o f any credits 

applied as allowed by law, that exceeds the total of the amounts due as installment 

payments o f  estimated tax is due on March 31 o f the year following the calendar year 

o f production;

(5) for oil and gas produced on and after January 1, 2014, and before 

January 1, 2022, an installment payment o f the estimated tax levied by

AS 43.55.011(e), net o f  any tax credits applied as allowed by law, is due for each

month of the calendar year on the last day o f the following month; except as otherwise 

provided under (6) o f this subsection, the amount o f the installment payment is the 

sum of the following amounts, less 1/12 o f the tax credits that are allowed by law to be 

applied against the tax levied by AS 43.55.011(e) for the calendar year, but the amount 

o f the installment payment may not be less than zero:

(A) for oil and gas not subject to AS 43.55.01 l(o) or (p) 

produced from leases or properties in the state outside the Cook Inlet 

sedimentary basin, other than leases or properties subject to AS 43.55.011(f), 

the greater o f

(i) zero; or

(ii) 35 percent multiplied by the remainder obtained by 

subtracting 1/12 of the producer's adjusted lease expenditures for the 

calendar year o f production under AS 43.55.165 and 43.55.170 that are 

deductible for the oil and gas under AS 43.55.160 from the gross value 

at the point of production o f the oil and gas produced from the leases or
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properties during the month for which the installment payment is 

calculated;

(B) for oil and gas produced from leases or properties subject 

to AS 43.55.011(f), the greatest o f

(i) zero;

(ii) zero percent, one percent, two percent, three 

percent, or four percent, as applicable, o f the gross value at the point o f  

production of the oil and gas produced from the leases or properties 

during the month for which the installment payment is calculated; or

(iii) 35 percent multiplied by the remainder obtained by 

subtracting 1/12 o f the producer's adjusted lease expenditures for the 

calendar year o f production under AS 43.55.165 and 43.55.170 that are 

deductible for the oil and gas under AS 43.55.160 from the gross value 

at the point of production o f the oil and gas produced from those leases 

or properties during the month for which the installment payment is 

calculated, except that, for the purposes o f this calculation, a reduction 

from the gross value at the point o f production may apply for oil and 

gas subject to AS 43.55.160(f) or (g);

(C) for oil or gas subject to AS 43.55.01 l(j), (k), or (o), for 

each lease or property, the greater of

(i) zero; or

(ii) 35 percent multiplied by the remainder obtained by 

subtracting 1/12 o f the producer's adjusted lease expenditures for the 

calendar year o f  production under AS 43.55.165 and 43.55.170 that are 

deductible under AS 43.55.160 for the oil or gas, respectively, 

produced from the lease or property from the gross value at the point o f 

production of the oil or gas, respectively, produced from the lease or 

property during the month for which the installment payment is 

calculated;

(D) for oil and gas subject to AS 43.55.01 l(p), the lesser o f

(i) 35 percent multiplied by the remainder obtained by
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subtracting 1/12 of the producer's adjusted lease expenditures for the 

calendar year o f production under AS 43.55.165 and 43.55.170 that are 

deductible for the oil and gas under AS 43.55.160 from the gross value 

at the point o f production of the oil and gas produced from the leases or 

properties during the month for which the installment payment is 

calculated, but not less than zero; or

(ii) four percent o f the gross value at the point o f 

production o f the oil and gas produced from the leases or properties 

during the month, but not less than zero;

(6) an amount calculated under (5)(C) o f  this subsection for oil or gas 

subject to AS 43.55.01 l(j), (k), or (o) may not exceed the product obtained by 

carrying out the calculation set out in AS 43.55.01 l( j) ( l)  or (2) or 43.55.011 (o), as 

applicable, for gas or set out in AS 43.55.01 l(k )(l) or (2), as applicable, for oil, but 

substituting in AS 43.55.01 l(j)(l)(A ) or (2)(A) or 43.55.01 l(o), as applicable, the 

amount o f taxable gas produced during the month for the amount o f taxable gas 

produced during the calendar year and substituting in AS 43.55.01 l(k )(l)(A ) or

(2)(A), as applicable, the amount o f  taxable oil produced during the month for the 

amount o f taxable oil produced during the calendar year;

(7) for oil and gas produced on or after January 1. 2022. an 

installment payment of the estimated tax levied by AS 43.55.011(e), net of any tax 

credits applied as allowed by law, is due for each month o f the calendar year on 

the last day of the following month; the amount o f the installment payment is the 

sum of the following amounts, less 1/12 of the tax credits that are allowed by law  

to be applied against the tax levied by AS 43.55.011(e) for the calendar year, but 

the amount of the installment payment may not be less than zero:

(A) for oil produced from leases or properties that include 

land north of 68 degrees North latitude, the greatest of

(i) zero;

(ii) zero percent one percent, two percent, three 

percent, or four percent, as applicable, of the gross value at the 

point of production o f the oil produced from the leases or
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calculated; or

(iii) 35 percent multiplied by the remainder obtained 

by subtracting 1/12 of the producer's adjusted lease expenditures 

for the calendar year o f production under AS 43.55.165 and

43.55.170 that are deductible for the oil under AS 43.55.160(h)(1) 

from the gross value at the point of production of the oil produced 

from those leases or properties during the month for which the 

installment payment is calculated, except that, for the purposes of 

this calculation, a reduction from the gross value at the point of 

production may apply for oil subject to AS 43.55.160(f) or 

43.55.160(f) and (g);

(B) for oil produced before or during the last calendar year 

under AS 43.55.024(b) for which the producer could take a tax credit 

under AS 43.55.024(a). from leases or properties in the state outside the 

Cook Inlet sedimentary basin, no part of which is north of 68 degrees 

North latitude, other than leases or properties subject to AS 43.55.011(p), 

the greater o f

(i) zero; or

(ii) 35 percent multiplied bv the remainder obtained 

bv subtracting 1/12 o f the producer's adjusted lease expenditures 

for the calendar year o f  production under AS 43.55.165 and

43.55.170 that are deductible for the oil under AS 43.55.160(h)(2) 

from the gross value at the point of production o f the oil produced 

from the leases or properties during the month for which the 

installm ent payment is calculated;

(C) for oil and gas produced from leases or properties 

subject to AS 43.55.011(p), except as otherwise provided under (8) of this 

subsection, the sum of

(i) 35 percent multiplied by the remainder obtained 

by subtracting 1/12 o f the producer's adjusted lease expenditures
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43.55.170 that are deductible for the oil under AS 43.55.160(hl(31 

from the gross value at the point of production of the oil produced 

from the leases or properties during the month for which the 

installment payment is calculated, but not less than zero; and

fiD 13 percent of the gross value at the point of 

production of the gas produced from the leases or properties 

during the month, but not less than zero;

(D1 for oil produced from leases or properties in the state, 

no part of which is north o f 68 degrees North latitude, other than leases or 

properties subject to (B1 or (Cl of this paragraph, the greater of

10 zero; or

('ii') 35 percent multiplied by the remainder obtained 

by subtracting 1/12 of the producer's adjusted lease expenditures 

for the calendar year of production under AS 43.55.165 and

43.55.170 that are deductible for the oil under AS 43.55.160(hl(41 

from the gross value at the point of production of the oil produced 

from the leases or properties during the month for which the 

installment payment is calculated;

(El for gas produced from each lease or property in the 

state, other than a lease or property subject to AS 43.55.01 l(p l, 13 percent 

of the gross value at the point of production of the gas produced from the 

lease or property during the month for which the installment payment is 

calculated, but not less than zero;

(81 an amount calculated under (7 1 (0  of this subsection may not 

exceed four percent of the gross value at the point o f production o f the oil and gas 

produced from leases or properties subject to AS 43.55.01 l(p l during the month 

for which the installment payment is calculated;

(91 for purposes o f the calculation under (lKBKiil, (SKBKiil, and 

(71(Al(iil of this subsection, the applicable percentage o f the gross value at the 

point of production is determined under AS 43.55.011(f)(U or (21 but substituting
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the phrase "month for which the installment payment is calculated" in 

AS 43.55.011(f)(1) and (2) for the phrase "calendar year for which the tax is 

due."

* Sec. 40. AS 43.55.020(g) is amended to read:

(g) Notwithstanding any contrary provision o f AS 43.05.225,

(1) before January 1, 2014, an unpaid amount of an installment 

payment required under (a)(1) - (3) o f this section that is not paid when due bears 

interest (A) at the rate provided for an underpayment under 26 U.S.C. 6621 (Internal 

Revenue Code), as amended, compounded daily, from the date the installment 

payment is due until March 31 following the calendar year o f production, and (B) as 

provided for a delinquent tax under AS 43.05.225 after that March 31; interest accrued 

under (A) o f  this paragraph that remains unpaid after that March 31 is treated as an 

addition to tax that bears interest under (B) o f this paragraph; an unpaid amount of tax 

due under (a)(4) o f this section that is not paid when due bears interest as provided for 

a delinquent tax under AS 43.05.225;

(2) on and after January 1, 2014, an unpaid amount o f an installment 

payment required under (a)(3), (5), [OR] (6), or (7) of this section that is not paid 

when due bears interest (A) at the rate provided for an underpayment under 26 U.S.C. 

6621 (Internal Revenue Code), as amended, compounded daily, from the date the 

installment payment is due until March 31 following the calendar year o f production, 

and (B) as provided for a delinquent tax under AS 43.05.225 after that March 31; 

interest accrued under (A) of this paragraph that remains unpaid after that March 31 is 

treated as an addition to tax that bears interest under (B) o f  this paragraph; an unpaid 

amount o f  tax due under (a)(4) o f this section that is not paid when due bears interest 

as provided for a delinquent tax under AS 43.05.225.

* Sec. 41. AS 43.55.020(h) is amended to read:

(h) Notwithstanding any contrary provision of AS 43.05.280,

(1) an overpayment o f an installment payment required under (a)(1),

(2), (3), (5), (6), or (7) [(a)(1) - (3), (5) OR (6)] of this section bears interest at the rate 

provided for an overpayment under 26 U.S.C. 6621 (Internal Revenue Code), as 

amended, compounded daily, from the later o f the date the installment payment is due

WORK D RAFT WORK D RAFT 28-GS2806\R
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or the date the overpayment is made, until the earlier of

(A) the date it is refunded or is applied to an underpayment; or

(B) March 31 following the calendar year of production;

(2) except as provided under (1) of this subsection, interest with 

respect to an overpayment is allowed only on any net overpayment o f the payments 

required under (a) o f this section that remains after the later o f March 31 following the 

calendar year o f  production or the date that the statement required under 

AS 43.55.030(a) is filed;

(3) interest is allowed under (2) of this subsection only from a date that 

is 90 days after the later of March 31 following the calendar year o f production or the 

date that the statement required under AS 43.55.030(a) is filed; interest is not allowed 

if  the overpayment was refunded within the 90-day period;

(4) interest under (2) and (3) o f this subsection is paid at the rate and in 

the manner provided in AS 43.05.225(1).

* Sec. 42. AS 43.55.020(7) is amended to read:

(/) For oil and gas produced on [ON] and after January 1, 2014, and before 

January 1, 2022. in making settlement with the royalty owner for oil and gas that is 

taxable under AS 43.55.011, the producer may deduct the amount of the tax paid on 

taxable royalty oil and gas, or may deduct taxable royalty oil or gas equivalent in 

value at the time the tax becomes due to the amount of the tax paid. I f  the total 

deductions o f installment payments o f estimated tax for a calendar year exceed the 

actual tax for that calendar year, the producer shall, before April 1 o f the following 

year, refund the excess to the royalty owner. Unless otherwise agreed between the 

producer and the royalty owner, the amount o f the tax paid under AS 43.55.011(e) on 

taxable royalty oil and gas for a calendar year, other than oil and gas the ownership or 

right to which constitutes a landowner's royalty interest, is considered to be the gross 

value at the point o f production of the taxable royalty oil and gas produced during the 

calendar year multiplied by a figure that is a quotient, in which

(1) the numerator is the producer's total tax liability under 

AS JJ.SS .O lK eftD  [AS 43.55.011(e)] for the calendar year o f production; and

(2) the denominator is the total gross value at the point o f production
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of the oil and gas taxable under AS 43.55.011(e) produced by the producer from all 

leases and properties in the state during the calendar year.

* Sec. 43. AS 43.55.020 is amended by adding a new subsection to read:

(m) For oil and gas produced on and after January 1, 2022, in making 

settlement with the royalty owner for oil and gas that is taxable under AS 43.55.011, 

the producer may deduct the amount o f the tax paid on taxable royalty oil and gas, or 

may deduct taxable royalty oil or gas equivalent in value at the time the tax becomes 

due to the amount o f  the tax paid. I f  the total deductions o f installment payments o f 

estimated tax for a calendar year exceed the actual tax for that calendar year, the 

producer shall, before April 1 o f the following year, refund the excess to the royalty 

owner. In making settlement with the royalty owner for gas that is taxable under 

AS 43.55.014, the producer may deduct the amount o f  the gas paid as in kind tax on 

taxable royalty gas or may deduct the gross value at the point o f production o f the gas 

paid as in-kind tax on taxable royalty gas. Unless otherwise agreed between the 

producer and the royalty owner, the amount o f the tax paid under AS 43.55.011(e) on 

taxable royalty oil for a calendar year, other than oil the ownership or right to which 

constitutes a landowner's royalty interest, is considered to be the gross value at the 

point o f production o f the taxable royalty oil produced during the calendar year 

multiplied by a figure that is a quotient, in which

(1) the numerator is the producer's total tax liability under 

AS 43.55.011(e)(3)(A) for the calendar year o f production; and

(2) the denominator is the total gross value at the point o f production 

o f the oil taxable under AS 43.55.011(e) produced by the producer from all leases and 

properties in the state during the calendar year.

* Sec. 44. AS 43.55.030(a) is amended to read:

(a) A producer that produces oil or gas from a lease or property in the state 

during a calendar year, whether or not any tax payment is due under AS 43.55.020(a) 

for that oil or gas, shall file with the department on March 31 o f the following year a 

statement, under oath, in a form prescribed by the department, giving, with other 

information required, the following:

(1) a description o f each lease or property from which oil or gas was
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produced, by name, legal description, lease number, or accounting codes assigned by 

the department;

(2) the names o f the producer and, if  different, the person paying the

tax, i f  any;

(3) the gross amount o f oil and the gross amount o f gas produced from 

each lease or property, separately identifying the gross amount of gas produced 

from each oil and gas lease to which an effective election under AS 43.55.014(a') 

applies, the amount of gas delivered to the state under AS 43.55.014(10. and the

percentage o f  the gross amount o f oil and gas owned by the producer;

(4) the gross value at the point of production o f  the oil and o f the gas 

produced from each lease or property owned by the producer and the costs o f 

transportation o f the oil and gas;

(5) the name o f the first purchaser and the price received for the oil and 

for the gas, unless relieved from this requirement in whole or in part by the 

department;

(6) the producer's qualified capital expenditures, as defined in 

AS 43.55.023, other lease expenditures under AS 43.55.165, and adjustments or other 

payments or credits under AS 43.55.170;

(7) the production tax values o f the oil and gas under AS 43.55.160(a) 

or o f the oil under AS 43.55.160(h), as applicable [AS 43.55.160];

(8) any claims for tax credits to be applied; and

(9) calculations showing the amounts, if  any, that were or are due 

under AS 43.55.020(a) and interest on any underpayment or overpayment.

* Sec. 45. AS 43.55.160(a) is amended to read:

(a) For oil and gas produced before January 1, 2022, except [EXCEPT] as 

provided in (b), (f), and (g) of this section, for the purposes o f

(1) AS 43.55.01 l(e V l)  and (21 [AS 43.55.011(e)], the annual

production tax value o f taxable oil, gas, or oil and gas produced during a calendar year 

in a category for which a separate annual production tax value is required to be 

calculated under this paragraph is the gross value at the point of production of that oil, 

gas, or oil and gas taxable under AS 43.55.011(e), less the producer's lease
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expenditures under AS 43.55.165 for the calendar year applicable to the oil, gas, or oil

and gas in that category produced by the producer during the calendar year, as

adjusted under AS 43.55.170; a separate annual production tax value shall be 

calculated for

(A) oil and gas produced from leases or properties in the state 

that include land north o f 68 degrees North latitude, other than gas produced 

before 2022 and used in the state;

(B) oil and gas produced from leases or properties in the state 

outside the Cook Inlet sedimentary basin, no part o f  which is north o f 68 

degrees North latitude and that qualifies for a tax credit under AS 43.55.024(a) 

and (b); this subparagraph does not apply to

(i) gas produced before 2022 and used in the state; or

(ii) oil and gas subject to AS 43.55.011 (p);

(C) oil produced before 2022 from each lease or property in the 

Cook Inlet sedimentary basin;

(D) gas produced before 2022 from each lease or property in 

the Cook Inlet sedimentary basin;

(E) gas produced before 2022 from each lease or property in 

the state outside the Cook Inlet sedimentary basin and used in the state, other 

than gas subject to AS 43.55.011 (p);

(F) oil and gas subject to AS 43.55.011 (p) produced from 

leases or properties in the state;

(G) oil and gas produced from leases or properties in the state 

no part o f which is north o f 68 degrees North latitude, other than oil or gas 

described in (B), (C), (D), (E), or (F) o f  this paragraph;

(2) AS 43.55.011(g), for oil and gas produced before January 1, 2014, 

the monthly production tax value o f the taxable

(A) oil and gas produced during a month from leases or 

properties in the state that include land north o f 68 degrees North latitude is the 

gross value at the point o f production o f the oil and gas taxable under 

AS 43.55.011(e) and produced by the producer from those leases or properties,

-43- CSSB 138(FES)
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less 1/12 o f  the producer's lease expenditures under AS 43.55.165 for the 

calendar year applicable to the oil and gas produced by the producer from 

those leases or properties, as adjusted under AS 43.55.170; this subparagraph 

does not apply to gas subject to AS 43.55.011 (o);

(B) oil and gas produced during a month from leases or 

properties in  the state outside the Cook Inlet sedimentary basin, no part o f 

which is north o f 68 degrees North latitude, is the gross value at the point o f 

production o f the oil and gas taxable under AS 43.55.011(e) and produced by 

the producer from those leases or properties, less 1/12 o f the producer's lease 

expenditures under AS 43.55.165 for the calendar year applicable to the oil and 

gas produced by the producer from those leases or properties, as adjusted under 

AS 43.55.170; this subparagraph does not apply to gas subject to 

AS 43.55.011(0);

(C) oil produced during a month from a lease or property in the 

Cook Inlet sedimentary basin is the gross value at the point o f  production o f 

the oil taxable under AS 43.55.011(e) and produced by the producer from that 

lease or property, less 1/12 o f  the producer's lease expenditures under 

AS 43.55.165 for the calendar year applicable to the oil produced by the 

producer from that lease or property, as adjusted under AS 43.55.170;

(D) gas produced during a month from a lease or property in 

the Cook Inlet sedimentary basin is the gross value at the point of production 

o f the gas taxable under AS 43.55.011(e) and produced by the producer from 

that lease or property, less 1/12 o f the producer's lease expenditures under 

AS 43.55.165 for the calendar year applicable to the gas produced by the 

producer from that lease or property, as adjusted under AS 43.55.170;

(E) gas produced during a month from a lease or property 

outside the Cook Inlet sedimentary basin and used in the state is the gross 

value at the point o f  production o f  that gas taxable under AS 43.55.011(e) and 

produced by the producer from that lease or property, less 1/12 of the 

producer's lease expenditures under AS 43.55.165 for the calendar year 

applicable to that gas produced by the producer from that lease or property, as
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adjusted under AS 43.55.170.

* Sec. 46. AS 43.55.160(e) is amended to read:

(e) Any adjusted lease expenditures under AS 43.55.165 and 43.55.170 that 

would otherwise be deductible by a producer in a calendar year but whose deduction 

would cause an annual production tax value calculated under (a)(1) o r (h) o f  this 

section o f  taxable oil or gas produced during the calendar year to be less than zero 

may be used to establish a carried-forward annual loss under AS 43.55.023(b). 

However, the department shall provide by regulation a method to ensure that, for a 

period for which a producer's tax liability is limited by AS 43.55.011 (j), (k), (o), or 

(p), any adjusted lease expenditures under AS 43.55.165 and 43.55.170 that would 

otherwise be deductible by a producer for that period but whose deduction would 

cause a production tax value calculated under (a)(1)(C), (D), (E), [OR] (F), or (h)(3) 

o f  this section to be less than zero are accounted for as though the adjusted lease 

expenditures had first been used as deductions in calculating the production tax values 

o f  oil or gas subject to any of the limitations under AS 43.55.01 l(j), (k), (o), or (p) that 

have positive production tax values so as to reduce the tax liability calculated without 

regard to the limitation to the maximum amount provided for under the applicable 

provision o f AS 43.55.0110, (k), (o), or (p). Only the amount o f those adjusted lease 

expenditures remaining after the accounting provided for under this subsection may be 

used to establish a carried-forward annual loss under AS 43.55.023(b). In this 

subsection, "producer" includes "explorer."

* Sec. 47. AS 43.55.160(f) is amended to read:

(f) On and after January 1, 2014, in the calculation o f  an annual production tax 

value o f  a producer under (a)(1)(A) o r (h)(1) [(a)(1)] o f  this section, the gross value at 

the point o f production o f oil or gas produced from a lease or property north o f  68 

degrees North latitude meeting one or more o f the following criteria is reduced by 20 

percent: (1) the oil or gas is produced from a lease or property that does not contain a 

lease that was within a unit on January 1, 2003; (2) the oil or gas is produced from a 

participating area established after December 31, 2011, that is within a unit formed 

under AS 38.05.180(p) before January 1, 2003, if  the participating area does not 

contain a reservoir that had previously been in a participating area established before

-45-
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December 31, 2011; (3) the oil or gas is produced from acreage that was added to an 

existing participating area by the Department o f  Natural Resources on and after 

January 1, 2014, and the producer demonstrates to the department that the volume o f 

oil or gas produced is from acreage added to an existing participating area. This 

subsection does not apply to gas produced before 2022 that is used in the state or to 

gas produced on and after January 1, 2022. A reduction under this subsection may 

not reduce the gross value at the point o f production below zero. In this subsection, 

"participating area" means a reservoir or portion o f a reservoir producing or 

contributing to production as approved by the Department o f  Natural Resources.

* Sec. 48. AS 43.55.160(g) is amended to read:

(g) On and after January 1, 2014, in addition to the reduction under (f) o f this 

section, in the calculation o f an annual production tax value o f  a producer under

(a)(1)(A) or (h)(1) [(a)(1)] o f this section, the gross value at the point of production o f 

oil or gas produced from a lease or property north of 68 degrees North latitude that 

does not contain a lease that was within a unit on January 1, 2003, is reduced by 10 

percent if  the oil or gas is produced from a unit made up solely o f leases that have a 

royalty share o f  more than 12.5 percent in amount or value o f  the production removed 

or sold from the lease as determined under AS 38.05.180(f). This subsection does not 

apply if  the royalty obligation for one or more o f the leases in the unit has been 

reduced to 12.5 percent or less under AS 38.05.180(j) for all or part of the calendar 

year for which the annual production tax value is calculated. This subsection does not 

apply to gas produced before 2022 that is used in the state or to gas produced on and 

after January 1, 2022. A reduction under this subsection may not reduce the gross 

value at the point o f production below zero.

* Sec. 49. AS 43.55.160 is amended by adding a new subsection to read:

(h) For oil produced on and after January 1, 2022, except as provided in (b),

(f), and (g) o f  this section, for the purposes o f  AS 43.55.011(e)(3), the annual 

production tax value o f oil taxable under AS 43.55.011(e) produced by a producer 

during a calendar year

(1) from leases or properties in the state that include land north o f 68 

degrees North latitude is the gross value at the point of production o f that oil, less the
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producer's lease expenditures under AS 43.55.165 for the calendar year incurred to 

explore for, develop, or produce oil or gas deposits located in the state north o f 68 

degrees N orth latitude or located in leases or properties in the state that include land 

north of 68 degrees North latitude, as adjusted under AS 43.55.170;

(2) before or during the last calendar year under AS 43.55.024(b) for 

which the producer could take a tax credit under AS 43.55.024(a), from leases or 

properties in the state outside the Cook Inlet sedimentary basin, no part o f which is 

north of 68 degrees North latitude, other than leases or properties subject to 

AS 43.55.01 l(p), is the gross value at the point o f production of that oil, less the 

producer's lease expenditures under AS 43.55.165 for the calendar year incurred to 

explore for, develop, or produce oil or gas deposits located in the state outside the 

Cook Inlet sedimentary basin and south o f 68 degrees North latitude, other than oil or 

gas deposits located in a lease or property that includes land north o f 68 degrees North 

latitude or that is subject to AS 43.55.011 (p) or, before January 1, 2027, from which 

commercial production has not begun, as adjusted under AS 43.55.170;

(3) from leases or properties subject to AS 43.55.01 l(p) is the gross 

value at the point o f  production o f that oil, less the producer's lease expenditures under 

AS 43.55.165 for the calendar year incurred to explore for, develop, or produce oil or 

gas deposits located in leases or properties subject to AS 43.55.01 l(p) or, before 

January 1, 2027, located in leases or properties in the state outside the Cook Inlet 

sedimentary basin, no part o f which is north o f 68 degrees North latitude from which 

commercial production has not begun, as adjusted under AS 43.55.170;

(4) from leases or properties in the state no part o f which is north o f 68 

degrees N orth latitude, other than leases or properties subject to (2) or (3) o f this 

subsection, is the gross value at the point o f production o f that oil less the producer's 

lease expenditures under AS 43.55.165 for the calendar year incurred to explore for, 

develop, or produce oil or gas deposits located in the state south o f 68 degrees North 

latitude, other than oil or gas deposits located in a lease or property in the state that 

includes land north o f 68 degrees North latitude, and excluding lease expenditures that 

are deductible under (2) or (3) o f this subsection or would be deductible under (2) or

(3) o f this subsection if  not prohibited by (b) o f this section, as adjusted under
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AS 43.55.170.

* Sec. 50. AS 43.55.165(e) is amended to read:

(e) For purposes of this section, lease expenditures do not include

(1) depreciation, depletion, or amortization;

(2) oil or gas royalty payments, production payments, lease profit 

shares, or other payments or distributions of a share o f  oil or gas production, profit, or 

revenue, except that a producer's lease expenditures applicable to oil and gas produced 

from a lease issued under AS 38.05.180(f)(3)(B), (D), or (E) include the share o f net 

profit paid to the state under that lease;

(3) taxes based on or measured by net income;

(4) interest or other financing charges or costs o f raising equity or debt

capital;

(5) acquisition costs for a lease or property or exploration license;

(6) costs arising from fraud, wilful misconduct, gross negligence, 

violation o f law, or failure to comply with an obligation under a lease, permit, or 

license issued by the state or federal government;

(7) fines or penalties imposed by law;

(8) costs o f arbitration, litigation, or other dispute resolution activities 

that involve the state or concern the rights or obligations among owners o f interests in, 

or rights to production from, one or more leases or properties or a unit;

(9) costs incurred in organizing a partnership, joint venture, or other 

business entity or arrangement;

(10) amounts paid to indemnify the state; the exclusion provided by 

this paragraph does not apply to the costs o f obtaining insurance or a surety bond from 

a third-party insurer or surety;

(11) surcharges levied under AS 43.55.201 or 43.55.300;

(12) an expenditure otherwise deductible under (b) o f this section that 

is a result o f an internal transfer, a transaction w ith an affiliate, or a transaction 

between related parties, or is otherwise not an arm's length transaction, unless the 

producer establishes to the satisfaction o f the department that the amount o f the 

expenditure does not exceed the fair market value o f the expenditure;
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(13) an expenditure incurred to purchase an interest in any corporation, 

partnership, limited liability company, business trust, or any other business entity, 

whether or not the transaction is treated as an asset sale for federal income tax 

purposes;

(14) a tax levied under AS 43.55.011 o r 43.55.014;

(15) costs incurred for dismantlement, removal, surrender, or 

abandonment o f a facility, pipeline, well pad, platform, or other structure, or for the 

restoration o f a lease, field, unit, area, tract o f land, body o f water, or right-of-way in 

conjunction with dismantlement, removal, surrender, or abandonment; a cost is not 

excluded under this paragraph if  the dismantlement, removal, surrender, or 

abandonment for which the cost is incurred is undertaken for the purpose o f replacing, 

renovating, or improving the facility, pipeline, well pad, platform, or other structure;

(16) costs incurred for containment, control, cleanup, or removal in 

connection with any unpermitted release o f  oil or a hazardous substance and any 

liability for damages imposed on the producer or explorer for that unpermitted release; 

this paragraph does not apply to the cost of developing and maintaining an oil 

discharge prevention and contingency plan under AS 46.04.030;

(17) costs incurred to satisfy a work commitment under an exploration 

license under AS 38.05.132;

(18) that portion o f expenditures, that would otherwise be qualified 

capital expenditures, as defined in  AS 43.55.023, incurred during a calendar year that 

are less than the product of $0.30 multiplied by the total taxable production from each 

lease or property, in BTU equivalent barrels, during that calendar year, except that, 

when a portion o f a calendar year is subject to this provision, the expenditures and 

volumes shall be prorated within that calendar year;

(19) costs incurred for repair, replacement, or deferred maintenance o f 

a facility, a pipeline, a structure, or equipment, other than a well, that results in or is 

undertaken in response to a failure, problem, or event that results in an unscheduled 

interruption of, or reduction in the rate of, oil or gas production; or costs incurred for 

repair, replacement, or deferred maintenance of a facility, a pipeline, a structure, or 

equipment, other than a well, that is undertaken in response to, or is otherwise
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associated with, an unpermitted release o f  a hazardous substance or o f gas; however, 

costs under this paragraph that would otherwise constitute lease expenditures under (a) 

and (b) o f this section may be treated as lease expenditures if  the department 

determines that the repair or replacement is solely necessitated by an act o f war, by an 

unanticipated grave natural disaster or other natural phenomenon o f an exceptional, 

inevitable, and irresistible character, the effects of which could not have been 

prevented or avoided by the exercise o f due care or foresight, or by an intentional or 

negligent act or omission of a third party, other than a party or its agents in privity o f 

contract with, or employed by, the producer or an operator acting for the producer, but 

only if  the producer or operator, as applicable, exercised due care in operating and 

maintaining the facility, pipeline, structure, or equipment, and took reasonable 

precautions against the act or omission o f the third party and against the consequences 

o f  the act or omission; in this paragraph,

(A) "costs incurred for repair, replacement, or deferred 

maintenance o f  a facility, a pipeline, a structure, or equipment" includes costs 

to dismantle and remove the facility, pipeline, structure, or equipment that is 

being replaced;

(B) "hazardous substance" has the meaning given in

AS 46.03.826;

(C) "replacement" includes renovation or improvement;

(20) costs incurred to construct, acquire, or operate a refinery or crude 

oil topping plant, regardless o f whether the products o f the refinery or topping plant 

are used in oil or gas exploration, development, or production operations; however, if  

a producer owns a refinery or crude oil topping plant that is located on or near the 

premises o f  the producer's lease or property in the state and that processes the 

producer's oil produced from that lease or property into a product that the producer 

uses in the operation o f  the lease or property in drilling for or producing oil or gas, the 

producer's lease expenditures include the amount calculated by subtracting from the 

fair market value o f the product used the prevailing value, as determined under 

AS 43.55.020(f), o f the oil that is processed;

(21) costs of lobbying, public relations, public relations advertising, or
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policy advocacy.

* Sec. 51. AS 43.55.900(10) is amended to read:

(10) "gas processing plant" means a facility that

(A) extracts and recovers liquid hydrocarbons from a gaseous 

mixture o f hydrocarbons by gas processing; and

(B) is located upstream of the inlet of any pipeline 

transporting gas to a gas treatment plant and upstream of the inlet o f any gas 

pipeline system transporting gas to a market;

* Sec. 52. AS 43.55.900(20) is amended to read:

(20) "point o f production" means

(A) for oil, the automatic custody transfer meter or device 

through which the oil enters into the facilities of a carrier pipeline or other 

transportation carrier in a condition o f pipeline quality; in the absence of an 

automatic custody transfer meter or device, "point of production" means the 

mechanism or device to measure the quantity o f oil that has been approved by 

the department for that purpose, through which the oil is tendered and accepted 

in a condition o f pipeline quality into the facilities o f a carrier pipeline or other 

transportation carrier or into a field topping plant;

(B) for gas [, OTHER THAN GAS DESCRIBED IN (C) OF 

THIS PARAGRAPH,] that is

(i) not subjected to or recovered by mechanical 

separation or run through a gas processing plant, the farthest upstream 

of the first point where the gas is accurately metered, the inlet of any 

pipeline transporting the gas to a gas treatment plant, or the inlet 

of any gas pipeline system transporting gas to a market;

(ii) subjected to or recovered by mechanical separation 

but not run through a gas processing plant, the farthest upstream of 

the first point where the gas is accurately metered after completion of 

mechanical separation, the inlet of any pipeline transporting the gas 

to a gas treatment plant, or the inlet of any gas pipeline system 

transporting gas to a market;
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(iii) run through a gas processing plant, the farthest 

upstream of the first point where the gas is accurately metered 

downstream of the plant, the inlet of any pipeline transporting the 

gas to a gas treatment plant, or the inlet of any gas pipeline system 

transporting gas to a market [;

(C) FOR GAS RUN THROUGH AN INTEGRATED GAS 

PROCESSING PLANT AND GAS TREATMENT FACILITY THAT DOES 

NOT ACCURATELY METER THE GAS AFTER THE GAS PROCESSING 

AND BEFORE THE GAS TREATMENT, THE FIRST POINT WHERE GAS 

PROCESSING IS COMPLETED OR WHERE GAS TREATMENT BEGINS, 

WHICHEVER IS FURTHER UPSTREAM];

* Sec. 53. AS 43.55.900 is amended by adding a new paragraph to read:

(25) "gas treatment plant" means a facility that performs gas treatment, 

regardless o f whether the facility also performs gas processing.

* Sec. 54. AS 43.90.900(18) is amended to read:

(18) "point o f production" has the meaning given in AS 43.55.900 as 

that section read on June 8. 2007;

* Sec. 55. AS 43.98.030(c) is amended to read:

(c) A taxpayer acquiring a transferable tax credit certificate may use the credit 

or a portion of the credit to offset taxes imposed under AS 21.09.210, AS 21.66.110, 

AS 43.20, AS 43.55.011 [AS 43.55], AS 43.56, AS 43.65, AS 43.75, and AS 43.77. 

Except as provided in (e) of this section, any portion of the credit not used may be 

used at a later period or transferred under (b) o f this section.

* Sec. 56. AS 31.25.080(f) is repealed.

* Sec. 57. The uncodified law of the State o f Alaska is amended by adding a new section to 

read:

RESTRICTIONS ON EMPLOYMENT AFTER LEAVING STATE SERVICE FOR 

CERTAIN PUBLIC OFFICERS, (a) Notwithstanding AS 39.52.180, a public officer who 

leaves state service may not, for three years after leaving state service, represent, advise, assist 

for compensation, or accept employment from a person or an affiliate of a person that was a 

party to a contract negotiated under the authority of AS 38.05.020(b)(l 1), enacted by sec. 15
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of this Act, that was under consideration or negotiated by the administrative unit served by 

that public officer, and in which the public officer participated personally and substantially 

through the exercise o f official action.

(b) This section does not prohibit an agency from contracting with a former public 

officer to act on a matter on behalf o f the state.

(c) The application o f (a) o f this section may not be waived.

(d) In this section, "administrative unit," "agency," and "public officer" have the 

meanings given in AS 39.52.960.

* Sec. 58. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

REQUESTING THE GOVERNOR TO ESTABLISH AN INTERIM ADVISORY 

BOARD. The legislature requests the governor to establish an interim advisory board under 

AS 44.19.028 to advise the governor on municipal involvement in a North Slope natural gas 

project. Members of the advisory board may include representatives of municipalities, the 

commissioner o f natural resources, the commissioner of revenue, representatives o f oil and 

gas and gas only lessees on the North Slope, and representatives of other persons expected to 

be directly involved in the development o f a North Slope natural gas project. In this section, 

"North Slope natural gas project" has the meaning given in AS 38.05.965, as amended by sec. 

22 o f this Act.

* Sec. 59. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

PLAN AND RECOMMENDATIONS TO THE LEGISLATURE ON 

INFRASTRUCTURE NEEDED TO DELIVER AFFORDABLE ENERGY TO AREAS IN 

THE STATE THAT DO NOT HAVE DIRECT ACCESS TO A NORTH SLOPE NATURAL 

GAS PIPELINE, (a) The Alaska Energy Authority, in consultation with the Alaska Gasline 

Development Corporation, the Alaska Industrial Development and Export Authority, and the 

Department o f Revenue, shall develop a plan for developing infrastructure to deliver more 

affordable energy to areas o f the state that are not expected to have direct access to a North 

Slope natural gas pipeline. The plan must identify ownership options, different energy 

sources, including fossil fuels, hydro projects, tidal, and other alternative energy sources, and 

describe and recommend the means for generating, delivering, receiving, and storing energy
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in the most cost-efficient manner. The Alaska Energy Authority may consider the 

development o f regional energy systems that can receive and store bulk fuel in quantity and 

distribute that fuel as needed within the region.

(b) The Alaska Energy Authority, in consultation with the Department o f Revenue, 

shall recommend a plan for funding the design, development, and construction of the required 

infrastructure and may identify a source o f rent, royalty, income, or tax received by the state 

that may be appropriated by the legislature to implement the plan.

(c) The Alaska Energy Authority shall provide the plan and suggested legislation for 

the design, development, construction, and financing o f the required infrastructure to the 

legislature before January 1, 2017.

* Sec. 60. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

DEVELOPMENT OF A PLAN FOR MUNICIPALITIES, REGIONAL 

CORPORATIONS, AND RESIDENTS TO PARTICIPATE IN THE OWNERSHIP OF A 

NORTH SLOPE NATURAL GAS PIPELINE, (a) A t the time the commissioner o f natural 

resources submits the first agreement or contract to the legislature for approval under 

AS 38.05.020(b)(l 1), enacted by sec. 13 of this Act, the commissioner o f revenue shall 

present a plan and suggested legislation to allow a municipality, regional corporation, or 

resident o f the state to participate as a co-owner in a North Slope natural gas pipeline. The 

plan must include the recommendations of the commissioner as to

(1) the means by which a municipality, regional corporation, or resident may 

invest in the North Slope natural gas pipeline; for a resident, the means may include providing 

an option to designate an amount o f a permanent fund dividend to be deducted for the 

investment;

(2) whether the ownership interest in a North Slope natural gas pipeline should 

be acquired from the portion of a North Slope natural gas pipeline acquired by the state, 

through the purchase o f stock in a publicly traded corporation that invests in a North Slope 

natural gas pipeline, or some other means;

(3) the means for providing notice to a municipality, regional corporation, or 

resident receiving an ownership interest that explains the type o f ownership interest and the 

rights and obligations related to that ownership interest;
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(4) whether the ownership interest received by a municipality, regional 

corporation, or resident may be transferred or assigned to another person and the means for 

transferring the interest;

(5) the means by which the proportional share o f a dividend or other income 

may be distributed to a municipality, regional corporation, resident, or transferee of an interest 

if the municipality, regional corporation, or resident receives an ownership interest acquired 

by the state in a North Slope natural gas pipeline and the state receives a dividend or other 

income from its ownership interest, and whether the payment should be subject to interest if 

not timely distributed;

(6) the means by which the commissioner may identify a publicly traded 

corporation that has an ownership interest in a North Slope natural gas pipeline that is subject 

to investment by a municipality, regional corporation, or a resident under the proposed plan; 

and

(7) the means by which an individual may qualify as a resident for purposes of 

investing in an ownership interest.

(b) In this section,

(1) "North Slope natural gas pipeline" means a natural gas pipeline project that 

transports natural gas produced in the state north of 68 degrees North latitude to a market in 

the state or to tidewater for export from the state including a facility in the state for liquefying 

natural gas for transport;

(2) "regional corporation" means a regional corporation organized under 43 

U.S.C. 1606(a) as amended.

* Sec. 61. The uncodified law of the State o f Alaska is amended by adding a new section to 

read:

TRANSITION: REGULATIONS. The Department of Revenue and the Department of 

Natural Resources may adopt regulations to implement this Act. The regulations take effect 

under AS 44.62 (Administrative Procedure Act), but not before the effective date of the 

provisions of this Act being implemented.

* Sec. 62. Sections 1 - 13, 15, 16, 22 - 26, 28, 29, 36, 38, and 54 - 61  of this Act take effect 

immediately under AS 01.10.070(c).

* Sec. 63. Section 37 of this Act takes effect January 1, 2021.
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* Sec. 64. Except as provided in secs. 62 and 63 o f this Act, this Act takes effect January 1, 

2015.
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3/9/14

C S  F O R  S E N A T E  B I L L  NO. 138(FIN)

IN TH E LEG ISLA TU R E OF THE STATE OF A LA SK A

T W EN TY -EIG H TH  LEG ISLA TU R E - SECO N D  SESSIO N

BY THE SENATE FINANCE COMMITTEE

O ffered:
Referred:

Sponsor(s): SENATE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A B I L L

F O R  A N  A C T  E N T IT L E D

"An Act relating to the purposes of the Alaska Gasline Development Corporation to 

advance an Alaska liquefied natural gas project; establishing programs for an in-state 

natural gas pipeline and an Alaska liquefied natural gas project; establishing the Alaska 

liquefied natural gas project fund; relating to the expedited review by state agencies or 

entities related to the review of natural gas projects; relating to the authority of the 

commissioner of natural resources to negotiate contracts related to North Slope natural 

gas projects, to enter into confidentiality agreements in support of contract negotiations 

and implementation, and to take custody of gas delivered to the state under an election 

to pay the gas production tax in gas; relating to the sale, exchange, or disposal of gas 

delivered to the state under an election to pay the gas production tax in gas; relating to 

the tax on oil production; relating to the tax on gas production; relating to the duties of 

the commissioner of revenue to direct the disposition of revenues received from gas
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delivered to the state and to consult with the commissioner of natural resources on the 

custody and disposition of gas delivered to the state; relating to the authority of the 

commissioner of natural resources to propose modifications to existing state oil and gas 

leases; making certain information provided to the Department of Natural Resources 

and the Department of Revenue exempt from inspection as a public record; making 

certain tax information related to an election to pay the gas production tax in gas 

exempt from tax confidentiality provisions; relating to establishing under the oil and gas 

production tax a gross tax rate for the production of gas after 2021; making the 

alternate minimum tax on oil and gas produced north of 68 degrees North latitude after 

2021 apply only to oil; relating to apportionment factors of the Alaska Net Income Tax  

Act; authorizing a producer's election to pay the gas production tax in gas for certain 

gas and relating to the authorization; relating to monthly installment payments of the oil 

and gas production tax; relating to interest payments on monthly installment payments 

of the oil and gas production tax; relating to settlements between producers and royalty 

owners for oil and gas production tax; relating to annual statements by producers and 

explorers; relating to annual production tax values; relating to lease expenditures; 

amending the definition of gross value at the 'point of production' for gas for purposes 

of the oil and gas production tax; adding definitions related to natural gas terms; 

clarifying that credit may not be taken against the levy of the gas production tax for gas 

paid in gas for purposes of the exploration incentive credit, the oil or gas producer 

education credit, and the film production tax credit; requesting the governor to establish 

an interim advisory board to advise the governor on municipal involvement in a North 

Slope natural gas project; relating to the development by the Alaska Energy Authority, 

in consultation with the Alaska Gasline Development Corporation, the Alaska Industrial
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Development and Export Authority, and the Department of Revenue, of a plan for 

developing infrastructure to deliver affordable energy to areas of the state that will not 

have direct access to a North Slope natural gas pipeline and to the recommendation by 

the Alaska Energy Authority of a funding source for energy infrastructure 

development; requiring the commissioner of revenue to develop a plan and suggest 

legislation for municipalities, regional corporations, and residents of the state to acquire 

ownership interests in a North Slope natural gas pipeline project; making conforming 

amendments; and providing for an effective date."

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

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

to read:

LEG ISLA T IV E FINDINGS AND INTENT, (a) The legislature finds that

(1) the future oil and gas development in the state is o f vital public interest, 

particularly the commercial development of the gas deposits from the North Slope; that 

development will include major infrastructure components, including a natural gas pipeline, 

associated infrastructure, a gas treatment facility, a liquefaction facility, and a marine 

terminal;

(2) much o f the infrastructure required for commercial development of North 

Slope natural gas will be within the boundaries o f local governmental entities located within 

or along the natural gas pipeline route and at the pipeline terminus at tidewater;

(3) the development o f North Slope natural gas will provide benefits to the 

state including employment opportunities and royalty and tax revenues, including tax revenue 

under A S 43.56 (Oil and Gas Exploration, Production, and Pipeline Transportation Property 

Taxes), and could provide delivery o f natural gas to communities along the natural gas 

pipeline route from the North Slope to a terminus point with liquefaction and marine terminal 

facilities;

(4) the commissioner o f natural resources will be authorized, through this 

legislation, to enter short-term commercial agreements and to negotiate with the developers

WORK DRAFT WORK DRAFT 28-GS2806\Y
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and other parties in order to secure the state's participation through contracts, w hich will be 

presented to the legislature for authorization;

(5) the interests o f  the state and local governm ental entities m ust be 

considered in contract negotiations to protect the financial and other interests o f  the state and 

those local governm ental entities.

(b) It is therefore the intent o f  the legislature to provide the com m issioner o f  natural 

resources w ith the authority  necessary to enter short-term  com m ercial agreem ents and 

negotiate contracts and develop term s for inclusion in proposed contracts, subject to 

legislative approval, associated with a N orth Slope natural gas project and that the 

com m issioner o f  natural resources, in those negotiations, consider and suggest for 

incorporation into contracts term s for state participation in a N orth Slope natural gas project 

that include

(1) subject to confidentiality agreem ents, provisions for reasonable disclosure 

o f  inform ation related to the state's interest in a N orth Slope natural gas project including 

liquefaction, to representatives o f the state adm inistration when those representatives are 

acting in a proprietary  capacity;

(2) access and pro-expansion principles, opportunities for delivery o f  gas to 

Alaskans, paym ents in lieu o f  property taxes on a unit rate per throughput basis, and serial 

im pact paym ents to be paid by the developers o f  a N orth Slope natural gas project to help 

offset increased services and other costs borne by  the state and local governm ents;

(3) to the extent perm itted by law, seek to negotiate separately w ith producers 

o f  N orth Slope gas regarding the purchase or o ther disposition o f  liquefied natural gas m ade 

from the state's share o f  natural gas delivered to a liquefaction facility in the state;

(4) to the extent perm itted by law, provisions for labor agreem ents, 

em ploym ent o f  A laska residents, contracts w ith A laska businesses, and provisions to work 

with state job  centers, associated services and jo b  training services.

* Sec. 2. AS 3 1.25.005 is am ended to read:

Sec. 31.25.005. Purpose. The corporation shall, fo r the benefit o f  the state, to 

the fullest extent possible,

(1) develop and have primary responsibility for developing natural 

gas pipelines, an Alaska liquefied natural gas project, and other transportation
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mechanisms to deliver natural gas in-state that benefits the state and the people 

of the state;

(2) when developing natural gas pipelines, an Alaska liquefied 

natural gas project, and other transportation mechanisms to deliver natural gas 

in-state, provide economic benefits in the state, and revenue to the state;

(3) assist the Department of Natural Resources and the 

Department of Revenue to maximize the value of the state's royalty natural gas, 

natural gas delivered to the state as payment of tax, and other natural gas 

received by the state;

111 advance an in-state natural gas pipeline as described in the July 1, 

2011, pro ject plan prepared under form er AS 38.34.040 by the corporation while a 

subsidiary o f  the A laska Housing Finance Corporation, w ith m odifications determ ined 

by the corporation  to be appropriate to develop, finance, construct, and operate an in­

state natural gas pipeline in a safe, prudent, econom ical, and efficient m anner, for the 

purpose o f  m aking natural gas, including propane and other hydrocarbons associated 

with natural gas o ther than oil, available to Fairbanks, the Southcentral region o f  the 

state, and other com m unities in the state at the lowest rates possible;

(5) advance an Alaska liquefied natural gas project bv developing 

infrastructure and providing related services, including services related to 

transportation, liquefaction, a marine terminal, marketing, and commercial 

support; if  the corporation provides a service under this paragraph to the state, a 

public corporation or instrumentality of the state, a political subdivision of the 

state, or another entity of the state, the corporation may not charge a fee for the 

service in an amount greater than the amount necessary to reimburse the 

corporation for the cost of the service;

(6) [(2)] endeavor to develop natural gas pipelines and other 

transportation m echanism s to deliver natural gas, including propane and other 

hydrocarbons associated  with natural gas other than oil, to public utility and industrial 

custom ers in areas o f  the state to which the natural gas, including propane and other 

hydrocarbons associated with natural gas other than oil, m ay be delivered at 

com m ercially reasonable rates; and

WORK DRAFT WORK DRAFT 28-GS2806\Y
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(7) [(3)] endeavor to develop natural gas pipelines and other 

transportation  m echanism s that offer com m ercially reasonable rates for shippers and 

access for shippers who produce natural gas, including propane and other 

hydrocarbons associated with natural gas other than oil, in the state.

* Sec. 3. AS 31.25.010 is am ended to read:

Sec. 31.25.010. Structure. The A laska Gasline D evelopm ent Corporation is a 

public corporation and governm ent instrum entality acting in the best interest of the 

state for the purposes required by A S  31.25.005, located for adm inistrative 

purposes in the D epartm ent o f  Com m erce, Com munity, and Econom ic Developm ent, 

but having a legal existence independent o f  and separate from  the state. The 

corporation m ay not be term inated as long as it has bonds, notes, or other obligations 

outstanding. T he corporation m ay dissolve when no bonds, notes, or o ther obligations 

o f  the corporation or a subsidiary o f  the corporation are outstanding and the 

corporation or a subsidiary o f  the corporation is no longer engaged in the 

developm ent, financing, construction, or operation o f  an in-state natural gas pipeline 

or an Alaska liquefied natural gas proiect. Upon term ination o f  the corporation, its 

rights and property  pass to the state.

* Sec. 4. AS 31.25.020(a) is am ended to read:

(a) The corporation shall be governed by a board o f  directors consisting o f

(1) five public m em bers; and

(2) two individuals designated by the governor that are each the head 

o f  a principal departm ent o f  the state, except that the com m issioner o f  natural 

resources and the com m issioner o f  revenue m ay not be designated to serve on the 

board [U N LESS THE PRO JECT FOR W HICH A LIC EN SE IS ISSU ED  UN D ER 

AS 43.90 H A S BEEN A B A N D O N ED  OR IS NO LO N G ER  REC EIV IN G  THE 

IN D U C EM EN TS IN AS 43 .90 .110(a) O R  THE C O M M ISSIO N ER  OF NA TU RA L 

R ESO U R C ES A N D  THE C O M M ISSIO N ER  OF REV EN U E A R E  NO LONGER 

SIG N A TO R IES ON A VALID CO N TR A C T UND ER AS 43.90],

* Sec. 5. AS 31.25.040 is am ended by adding a new  subsection to read:

(c) To the m axim um  extent practicable, the board shall

(1) m axim ize the efficient use o f  state resources; and
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(2) establish appropriate separation w ithin the corporation by 

separating personnel and functions, and by other m eans to the extent that separation 

m ay be required by contract or applicable law for the purpose o f  screening and 

preventing the exchange o f com m ercially  sensitive inform ation w hen developing an 

in-state natural gas pipeline, an A laska liquefied natural gas project, and other 

transportation m echanism s to deliver natural gas in the state.

* Sec. 6. AS 31 .25.080(a) is am ended to read:

(a) In addition to other pow ers granted in this chapter, the corporation m ay

(1) determ ine the form o f  ow nership and the operating structure o f an 

in-state natural gas pipeline developed by the corporation and m ay enter into 

agreem ents w ith o ther persons for jo in t ow nership, jo in t operation, or both o f  an in­

state natural gas pipeline or an Alaska liquefied natural gas project:

(2) plan, finance, construct, develop, acquire, m aintain, and operate a 

pipeline system  and other transportation m echanism , including pipelines, com pressors, 

storage facilities, and other related facilities, equipm ent, and w orks o f  public 

im provem ent, in the state to facilitate production, transportation, and delivery o f 

natural gas or o ther related natural resources to the point o f  consum ption or to the 

point o f distribution for consum ption;

(3) lease or rent facilities, structures, and properties;

(4) exercise the pow er o f  em inent dom ain and file a declaration o f  

taking under AS 09.55.240 - 09.55.460 to acquire land or an interest in land that is 

necessary for an in-state natural gas pipeline or an Alaska liquefied natural gas 

project: the exercise o f  powers by the corporation under this paragraph m ay not 

exceed the perm issib le exercise o f  the powers by the state;

(5) acquire, by purchase, lease, or gift, land, structures, real or personal 

property, an interest in property, a right-of-w ay, a franchise, an easem ent, or other 

interest in land, or an interest in or right to capacity  in a pipeline system  determ ined to 

be necessary or convenient for the developm ent, financing, construction, or operation 

o f  an in-state natural gas pipeline project or an Alaska liquefied natural gas project 

or part o f  an in-state natural gas pipeline project or an Alaska liquefied natural 2as 

project;
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(6) transfer or otherw ise dispose o f  all or part o f  an in-state natural gas 

pipeline p ro iec t. an Alaska liquefied natural gas proiect. or [D EVELOPED  BY 

THE C O R PO R A T IO N  OR TR A N SFER  OR O TH ERW ISE D ISPO SE OF] an interest 

in an asset o f  the corporation;

(7) elect to provide transportation o f  natural gas as a contract carrier, 

com m on carrier, or otherw ise;

(8) provide light, w ater, security, and other services for property o f the

corporation;

(9) conduct hearings to gather and develop data consistent with the 

purpose and pow ers o f  the corporation;

(10) advocate for new  pipeline capacity before the Federal Energy 

R egulatory C om m ission;

(11) make and execute agreem ents, contracts, and other instrum ents 

necessary o r convenient in the exercise o f  the pow ers and functions o f  the corporation 

under this chapter, including a contract w ith a person, firm, corporation, governm ental 

agency, or o ther entity;

(12) sue and be sued in its own name;

(13) adopt an official seal;

(14) adopt bylaws for the regulation o f  its affairs and the conduct o f  its 

business and adopt regulations and policies in connection w ith the perform ance o f  its 

functions and duties;

(15) em ploy fiscal consultants, engineers, attorneys, appraisers, and 

other consultants and em ployees that m ay, in the judgm ent o f  the corporation, be 

required and fix and pay their com pensation from  funds available to the corporation;

(16) procure insurance against a loss in connection w ith  its operation;

(17) borrow m oney as provided in this chapter to carry out its 

corporate purposes and issue its obligations as evidence o f  borrow ing;

(18) include in a borrow ing the am ounts necessary  to pay financing 

charges, to pay  interest on the obligations, and to pay the interest, consultant, advisory, 

and legal fees, and other expenses that are necessary or incident to the borrowing;

(19) receive, adm inister, and com ply with the conditions and

WORK DRAFT WORK DRAFT 28-GS2806\Y
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requirem ents o f  an appropriation, gift, grant, or donation o f  property or money;

(20) do all acts and things necessary, convenient, or desirable to carry 

out the pow ers expressly  granted or necessarily im plied in this chapter;

(21) invest or reinvest, subject to its contracts w ith noteholders and 

bondholders, m oney or funds held by the corporation, including funds in the in-state 

natural gas pipeline fund (AS 31.25.100) and the Alaska liquefied natural gas 

project fund (A S 31.25.110). in obligations or other securities or investm ents in 

which banks or trust com panies in the state m ay legally invest funds held in reserves 

or sinking funds or funds not required for im m ediate disbursem ent, and in certificates 

o f  deposit or tim e deposits secured by obligations of, or guaranteed by, the state or the 

United States;

(22) enter into, as it determ ines to be necessary or appropriate, any 

swap or hedge, cap, or other contract providing for paym ents based on levels o f  or 

changes in interest rates or indices or in the cost or price o f  any com m odity, supply, or 

expense expected to be used or incurred in connection w ith  the acquisition, 

construction, or operation o f any facility or property owned, leased, or operated by the 

corporation, or an option with respect to any o f  the foregoing^

123) except as provided in (g) of this section, acquire an ownership 

or participation interest in an Alaska liquefied natural gas project, natural gas 

treatment facilities, natural gas pipeline facilities, liquefaction facilities, marine 

terminal facilities related to the infrastructure of an Alaska liquefied natural gas 

project, an entity or joint venture that has an ownership interest in or is engaged 

in the planning, financing, acquisition, maintenance, construction, and operation 

of an Alaska liquefied natural gas project.

* Sec. 7. AS 31.25.080(e) is am ended to read:

(e) If  com m itm ents to acquire firm  transportation capacity  for the in-state 

natural gas pipeline are received in an open season conducted by the corporation, the 

corporation shall, w ithin 10 days after accepting and executing the written 

com m itm ents received during the open season, report the results o f  the open season to 

the president o f  the senate and the speaker o f  the house o f  representatives and inform 

the public o f  the results o f  the open season through publication on the Internet website
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o f the corporation and in a press release or other announcem ent to the media. The 

results m ade public m ust include the nam e o f  each prospective shipper, the am ount o f 

capacity  allocated, and the period o f  the com m itm ent. If  the corporation determ ines 

that the com m itm ents received during the open season are not sufficient to perm it the 

corporation to continue the developm ent or construction o f  the natural gas pipeline, 

the corporation shall report that to the legislature w ithin 30 days.

* Sec. 8. AS 31.25.080 is am ended by adding a new  subsection to read:

(g) The pow er in (a)(23) o f  this section m ay not be exercised by an entity or 

subsidiary o f  the corporation that is advancing the developm ent an in-state natural gas 

pipeline.

* Sec. 9. AS 31.25.090 is am ended by adding a new  subsection to read:

(i) Subject to lim itations on the d isclosure o f  confidential inform ation in (g) 

and (h) o f  this section, the corporation shall provide to the com m issioner o f  natural 

resources and the com m issioner o f  revenue access to inform ation that is related to the 

developm ent o f  contracts under AS 38.05.020(b)(10) and (11).

* Sec. 10. AS 31.25.100 is am ended to  read:

Sec. 31.25.100. In -s ta te  n a tu ra l  g as p ipeline  fu n d . The in-state natural gas 

pipeline fund is established in the corporation and consists o f  m oney appropriated to 

it. The corporation shall determ ine fund m anagem ent and m ay contract with the 

Departm ent o f  Revenue for fund m anagem ent. Unless otherw ise provided by law, 

m oney appropriated to the fund lapses into the general fund on the day this section is 

repealed. Interest and other income received on m oney in the fund shall be separately 

accounted for and m ay be appropriated to the fund. The corporation m ay use m oney 

appropriated to the fund w ithout further appropriation for the cost o f  m anaging the 

fund and for the planning, financing, developm ent, acquisition, m aintenance, 

construction, and operation o f th e  [AN] in-state natural gas pipeline d esc rib ed  in 

AS 31.25.005(4) a n d  fo r th e  p u rp o se s  in A S 31.25.005(4), (6), a n d  (7), b u t m ay not 

use m oney a p p ro p r ia te d  to  th e  fu n d  fo r  th e  p u rp o se s  d esc rib ed  in 

AS 31.25 .005(5).

* Sec. 11. AS 31.25 is am ended by adding a new section to read:

Sec. 31.25.110. A lask a  liquefied  n a tu ra l  gas p ro je c t fu n d . The Alaska
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liquefied natural gas project fund is established in the corporation and consists o f 

m oney appropriated  to it. T he corporation shall determ ine fund m anagem ent and may 

contract w ith the D epartm ent o f  Revenue for fund m anagem ent. If  m oney is 

appropriated to the fund to finance the cost o f  an Alaska liquefied natural gas project, 

the corporation shall create an account in the fund for that purpose and hold the money 

appropriated for that purpose in that account. Interest and other incom e received on 

m oney in the fund shall be separately accounted for and m ay be appropriated to the 

fund. T he corporation  may use m oney appropriated to the fund w ithout further 

appropriation for the purpose o f  m anaging the fund, for purposes related to an Alaska 

liquefied natural gas project, and for the purpose o f  transferring net revenue received 

by the corporation related to equity interest, contracts, and other activities to the 

appropriate fund as determ ined by the com m issioner o f  revenue in consultation with 

the com m issioner o f  natural resources, but the corporation m ay not use the m oney 

appropriated to the fund for the purposes described in AS 31.25.005(4).

* Sec. 12. AS 31.25.120 is am ended to read:

Sec. 31.25.120. C rea tio n  o f su b sid ia ries . The corporation m ay create 

subsidiary corporations for the purpose o f  developing, constructing, operating, and 

financing in-state natural gas pipeline projects or other transportation m echanism s; for 

the purpose o f  aiding in the developm ent, construction, operation, and financing o f in­

state natural gas pipeline projects; or for the purpose o f acquiring [THE STATE'S 

R O Y A LTY  SH A R E OF N A TU RA L GA S,] natural gas from  the North Slope, and 

natural gas from  other regions o f  the state, including the state's outer continental shelf, 

and m aking that natural gas available to m arkets in the state, including the delivery o f  

natural gas, including propane and other hydrocarbons associated with natural gas 

other than oil, to coastal com m unities in the state, or for export. A subsidiary 

corporation created under this section m ay be incorporated under AS 10.20.146 -

10.20.166, o r  o th e r  law  ap p licab le  to  th e  in co rp o ra tio n  o f th e  su b s id ia ry  

co rp o ra tio n . S u b je c t to  the  excep tions a n d  lim ita tions fo r the  use o f m oney 

a p p ro p r ia te d  to  th e  in -s ta te  n a tu ra l  gas p ipeline  fu n d  (AS 31.25.100) an d  the  

A lask a  liquefied  n a tu ra l  gas p ro ie c t fu n d  (AS 31.25.1101. th e  [. THE] corporation 

m ay transfer assets o f  the corporation to a subsidiary created under this section. A
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subsidiary created  under this section m ay borrow  m oney and issue bonds as evidence 

o f  that borrow ing and has all the pow ers o f  the corporation that the corporation grants 

to it. U nless otherw ise provided by the corporation, the debts, liabilities, and 

obligations o f  a subsidiary corporation created under this section are not the debts, 

liabilities, or obligations o f the corporation.

* Sec. 13. AS 31.25.140(c) is am ended to read:

(c) To further ensure effective budgetary decision m aking by the legislature, 

the board shall

(1) annually rev iew  the corporation's assets, including the assets o f  the 

in-state natural gas pipeline fund under AS 31.25.100 a n d  th e  A laska liquefied  

n a tu ra l  gas p ro je c t fu n d  u n d e r  AS 31 .25 .110 . to determ ine w hether assets o f  the 

corporation exceed an am ount required to fulfill the purposes o f  the corporation as 

defined in this chapter; in m aking its review , the board shall determ ine whether, and to 

what extent, assets in excess o f the am ount required to fulfill the purposes o f the 

corporation during the next fiscal year are available w ithout

(A) breaching an agreem ent entered into by the corporation;

(B) m aterially  im pairing the operations or financial integrity o f 

the corporation; or

(C) m aterially affecting the ability  o f  the corporation to fulfill 

the purposes o f  the corporation as defined in this chapter;

(2) specifically identify  in the corporation's assets the am ounts that the 

board believes are necessary to m eet the requirem ents o f  (1)(C) o f  this subsection; and

(3) present to the legislature by January 10 o f  each year a com plete 

accounting o f all assets o f  the corporation, including assets o f  the in-state natural gas 

pipeline fund under AS 31.25.100 a n d  th e  A lask a  liquefied  n a tu ra l  gas p ro jec t 

fu n d  u n d e r  A S 31.25.110, and a report o f  the review and determ ination made under 

(1) and (2) o f  this subsection; the accounting shall be audited  by an independent 

outside auditor.

* Sec. 14. AS 31.25.390 is am ended by adding a new paragraph to read:

(7) "A laska liquefied natural gas project" m eans a natural gas project 

as described in AS 31.25.005(4) that includes collectively, the Prudhoe Bay unit gas

WORK D R A FT  WORK D R A FT  28-GS2806YY
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transm ission line, the Point Thom son unit gas transm ission line, a gas pipeline, the gas 

treatm ent plant, a liquefied natural gas plant, and a m arine term inal; in this paragraph,

(A) "gas pipeline"

(i) m eans the main natural gas pipeline from  the outlet 

flange o f  the gas treatm ent plant on the North Slope to the inlet flange 

o f  the liquefied natural gas plant located in the Southcentral region o f 

the state, which shall have off-take points along the pipeline for 

deliveries o f  gas in the state;

(ii) does not include any gas lines dow nstream  o f  any 

off-take point betw een the gas treatm ent plant and the liquefied natural 

gas plant;

(B) "gas treatm ent plant" means those facilities and related 

activities required to receive natural gas from the Prudhoe Bay unit gas 

transm ission line, the Point Thom son unit gas transm ission line, and other 

facilities, treat the natural gas to pipeline specifications, dispose o f  or deliver 

by-products, deliver liquid products for further transportation, and deliver 

treated natural gas for transportation through the gas pipeline;

(C) "liquefied natural gas plant" m eans the facility, including 

the structures, equipm ent, underlying land rights, and all other associated 

system s for preprocessing and liquefaction o f  natural gas, and storage, and off­

loading o f  liquefied natural gas;

(D) "marine term inal" means the term inal and those facilities 

required  to receive liquefied natural gas from the boundary o f  the liquefied 

natural gas plant for m arine transportation, including auxiliary  vessels used in 

the operation o f  the terminal;

(E) "Point T hom son unit gas transm ission line" m eans a natural 

gas transm ission line from  the outlet flange o f  the Point Thom son unit 

p roduction facility  to the inlet flange o f  the gas treatm ent plant; and

(F) "Prudhoe Bay unit gas transm ission line" m eans a natural 

gas transm ission line from the outlet flange o f the Prudhoe B ay unit central gas 

facility to the inlet flange o f  the gas treatm ent plant.
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* Sec. 15. A S 38.05.020(b) is am ended to read:

(b) The com m issioner m ay

(1) establish reasonable procedures and adopt reasonable regulations 

necessary  to carry out this chapter and, w henever necessary, issue directives or orders 

to the d irector to carry out specific functions and duties; regulations adopted by the 

com m issioner shall be adopted under AS 44.62 (A dm inistrative Procedure Act); 

orders by the com m issioner classifying land, issued after January 3, 1959, are not 

required to be adopted under AS 44.62 (A dm inistrative Procedure Act);

(2) enter into agreem ents considered necessary to carry out the 

purposes o f  this chapter, including agreem ents with federal and state agencies;

(3) review  any order or action o f  the director;

(4) exercise the pow ers and do the acts necessary  to carry out the 

provisions and objectives o f this chapter;

(5) notw ithstanding the provisions o f  any other section o f  this chapter, 

grant an extension o f  the time w ithin w hich paym ents due on any exploration license, 

lease, or sale o f  state land, m inerals, or m aterials may be made, including paym ent o f 

rental and royalties, on a finding that com pliance with the requirem ents is or was 

prevented  by reason o f  war, riots, or acts o f  God;

(6) classify tracts for agricultural uses;

(7) after consulting w ith the Board o f  A griculture and Conservation 

(AS 03.09.010), waive, postpone, or otherw ise m odify the developm ent requirem ents 

o f  a contract for the sale o f  agricultural land if

(A) the land is inaccessible by road; or

(B) transportation, m arketing, and developm ent costs render 

the required developm ent uneconom ic;

(8) reconvey or relinquish land or an interest in land to the federal

governm ent if

(A) the land is described in an am ended application for an 

allotm ent under 43 U.S.C. 1617; and

(B) the reconveyance or relinquishm ent is

(i) for the purposes provided in 43 U.S.C. 1617; and
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(ii) in the best interests o f  the state;

(9) lead and coordinate all m atters relating to the state's review and 

authorization o f  resource developm ent projects;

(10) e n te r  in to  co m m erc ia l ag reem en ts  w ith  a d u ra tio n  of no t m ore 

th a n  tw o y ea rs  fo r  p ro jec t serv ices re la te d  to a N o rth  S lope n a tu ra l  gas p ro jec t;

(11) in co n su lta tio n  w ith  th e  com m issio n er o f  revenue, p a rtic ip a te  

in th e  n eg o tia tio n  o f  ag reem en ts  th a t  in c lu d e  b a lan c in g , m a rk e tin g , d isposition  of 

n a tu ra l  gas, a n d  o fftak e  an d  co n tra c ts  a n d  deve lopm en t o f te rm s fo r inclusion  in 

th o se  p ro p o sed  ag reem en ts  a n d  co n tra c ts  associa ted  w ith  a N o rth  S lope n a tu ra l 

gas p ro je c t;  an  ag reem en t o r  c o n tra c t  neg o tia ted  u n d e r  th is  p a ra g ra p h  to w hich 

th e  s ta te  is a p a r ty  is n o t effective unless the  leg is la tu re  au th o riz es  th e  g o v ern o r 

to ex ecu te  the  a g re e m e n t o r c o n tra c t;

(12) en te r  in to  co n fid en tia lity  ag reem en ts  to m a in ta in  the 

co n fid en tia lity  o f  in fo rm a tio n  re la ted  to  c o n tra c t n eg o tia tio n s an d  co n tra c t 

im p le m e n ta tio n  assoc ia ted  w ith  a N o rth  S lope n a tu ra l  gas p ro jec t; in fo rm atio n  

u n d e r  those co n fid en tia lity  a g reem en ts  is n o t su b jec t to AS 40.25 (A laska Public 

R eco rd s A ct), ex cep t th a t

(A) the  te rm s  o f a p ro p o sed  c o n tra c t th a t  the  com m issioner 

p re sen ts  to  th e  leg is la tu re  fo r  th e  p u rp o se  o f o b ta in in g  a u th o riz a tio n  fo r 

th e  g o v e rn o r to  execute a re  n o t co n fid en tia l; an d

(B) the co m m issio n e r m ay sh a re  co n fid en tia l in fo rm atio n  

o b ta in ed  u n d e r  th is p a r a g ra p h  w ith  the leg is la tu re  only  in com m ittees 

held  in execu tive session o r  u n d e r  co n fid en tia lity  ag reem en ts ;

(131 exercise the pow ers and do the acts necessary to carry out the 

provisions and objectives o f  AS 43.90 that relate to this chapter.

* Sec. 16. AS 38.05.020(b), as am ended by sec. 15 o f  this Act, is am ended to read:

(b) The com m issioner m ay

(1) establish reasonable procedures and adopt reasonable regulations 

necessary  to carry out this chapter and, w henever necessary, issue directives or orders 

to the director to carry out specific functions and duties; regulations adopted by the 

com m issioner shall be adopted under AS 44.62 (A dm inistrative Procedure Act);
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orders by  the com m issioner classifying land, issued after January 3, 1959, are not 

required to be adopted under AS 44.62 (A dm inistrative Procedure Act);

(2) enter into agreem ents considered necessary to carry out the 

purposes o f  this chapter, including agreem ents with federal and state agencies;

(3) review  any order or action o f the director;

(4) exercise the pow ers and do the acts necessary to carry out the 

provisions and objectives o f  this chapter;

(5) notw ithstanding the provisions o f  any other section o f this chapter, 

grant an extension o f  the time w ithin w hich paym ents due on any exploration license, 

lease, or sale o f  state land, m inerals, or m aterials m ay be m ade, including paym ent o f 

rental and royalties, on a finding that com pliance with the requirem ents is or was 

prevented by reason o f  war, riots, or acts o f  God;

(6) classify tracts for agricultural uses;

(7) after consulting with the Board o f  A griculture and Conservation 

(AS 03.09.010), w aive, postpone, or otherw ise m odify the developm ent requirem ents 

o f  a contract for the sale o f  agricultural land if

(A) the land is inaccessible by road; or

(B) transportation, m arketing, and developm ent costs render 

the required  developm ent uneconom ic;

(8) reconvey or relinquish land or an interest in land to the federal

governm ent if

(A) the land is described in an am ended application for an 

allotm ent under 43 U.S.C. 1617; and

(B) the reconveyance or relinquishm ent is

(i) for the purposes provided in 43 U.S.C. 1617; and

(ii) in the best interests o f  the state;

(9) lead and coordinate all m atters relating to the state's review  and 

authorization o f  resource developm ent projects;

(10) enter into com m ercial agreem ents with a duration o f  not more 

than two years for project services related to a N orth Slope natural gas project;

(11) in consultation w ith  the com m issioner o f  revenue, participate in

WORK D R A FT  WORK D R A FT 28-GS2806\Y
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the negotiation  o f  agreem ents that include balancing, m arketing, disposition o f  natural 

gas, and offtake and contracts and developm ent o f  term s for inclusion in those 

proposed agreem ents and contracts associated with a N orth Slope natural gas project; 

an agreem ent or contract negotiated under this paragraph to w hich the state is a party 

is not effective unless the legislature authorizes the governor to execute the agreem ent 

or contract;

(12) enter into confidentiality  agreem ents to maintain the 

confidentiality  o f  inform ation related to contract negotiations and contract 

im plem entation associated with a N orth Slope natural gas project; inform ation under 

those confidentiality  agreem ents is not subject to AS 40.25 (A laska Public Records 

Act), except that

(A) the term s o f  a proposed contract that the com m issioner 

presents to the legislature for the purpose o f  obtaining authorization for the 

governor to execute are not confidential; and

(B) the com m issioner m ay share confidential inform ation 

obtained under this paragraph w ith the legislature only in com m ittees held in 

executive session or under confidentiality  agreem ents;

(13) in co n su lta tio n  w ith  th e  co m m issio n er o f revenue, take  

custody  o f  gas d elivered  to th e  s ta te  u n d e r  AS 43 .55.014(b) a n d  m anage  the 

p ro je c t serv ices an d  d isposition  an d  sale  o f th a t  gas:

(14) exercise the pow ers and do the acts necessary  to carry out the 

provisions and objectives o f  AS 43.90 that relate to this chapter.

* Sec. 17. AS 38 .0 5 .180(i) is am ended to read:

(i) The com m issioner m ay provide for the establishm ent o f  an exploration 

incentive credit system  under w hich a lessee o f  state land drilling  an exploratory well 

on that land m ay earn credits based on [UPON ] the footage drilled and the region in 

w hich the w ell is situated. The com m issioner m ay also provide for credits to be earned 

by  persons perform ing geophysical w ork on state land, i f  that w ork is perform ed 

during the tw o seasons im m ediately preceding an announced lease sale and on land 

included w ithin the sale area and the geophysical inform ation is m ade public 

follow ing the sale. C redits m ay not exceed 50 percent o f  the cost o f  the drilling or

WORK D R A FT  WORK D R A FT  28-GS2806\Y
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geophysical work. Credits m ay be used during a lim ited period established by the 

com m issioner and m ay be assigned during that period. Credits m ay be applied against

(1) royalty  and rental paym ents for oil and gas or for gas only payable to the state or

(2) taxes payable under AS 43.55.011 [AS 43.55], A  credit m ay not exceed 50 percent 

o f  the paym ent tow ard which it is being applied. A m ounts due the Alaska perm anent 

fund (AS 37.13.010) shall be calculated before the application o f  credits under this 

subsection.

* Sec. 18. AS 38.05.180 is am ended by adding new subsections to read:

(hh) N otw ithstanding (j) o f  this section, the com m issioner m ay propose 

m odification to a lease from w hich a lessee has com m itted gas from  that lease to a 

North Slope natural gas project. A m odification m ay be m ade under this subsection 

only after the com m issioner m akes the w ritten determ ination under (ii) o f  this section 

that the lease m ay be m odified. I f  a m odification is made, the m odification shall be in 

effect during the initial project term  that has acquired the m ajor perm its required for 

the work p lan  and budget considered by the com m issioner in the w ritten determ ination 

under (ii) o f  this section. A m odification under this subsection m ay

(1) relate to sw itching betw een taking the state's royalty  gas in value 

and in-kind to ensure that the lessee, the state, or another person shall bear 

proportionate costs for treatm ent, transportation, and liquefaction to the state's royalty 

gas, and the state's actions do not unreasonably interfere with the long-term  m arketing 

o f  natural gas by the lessee, the state, or another person;

(2) provide a m ethod for establishing a fair m arket value for each 

com ponent o f  the state's royalty gas and appropriate adjustm ents to reflect fair market 

deductions for reasonable costs for treatm ent, transportation, and liquefaction for the 

state's royalty  gas form  the North Slope to the destination m arket; in this paragraph, 

"reasonable costs for treatm ent, transportation, and liquefaction" m ay not be greater 

than actual costs;

(3) m odify net profit shares for oil and gas and sliding scale royalty 

rates for gas by establishing fixed royalty rates that yield a value to the state that the 

com m issioner determ ines to be not less than the value the state w ould have received 

under the term s o f  the lease before a m odification under this subsection.
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(ii) Before m aking a m odification to a lease under (hh) o f this section, the 

com m issioner shall m ake a w ritten determ ination that the lease m ay be m odified. The 

determ ination by the com m issioner m ust be based on a clear and convincing showing 

by the lessee that

(1) the m odification

(A) is in the best interests o f  the state; and

(B) will m aterially im prove the likelihood o f  a successful North 

Slope natural gas project;

(2) the North Slope natural gas project has sufficient

(A) financial com m itm ent for a w ork plan and budget 

necessary  to support m ajor perm its and regulatory filings required by state and 

federal agencies; and

(B) com m itm ent o f  gas by lessees; and

(3) the lease will produce hydrocarbons that w ill be transported on the 

North Slope natural gas project during the initial project term.

* Sec. 19. AS 3 8 .0 5 .180(hh), as enacted in sec. 18 o f  this Act, is am ended to read:

(hh) N otw ithstanding (j) o f  this section, the com m issioner m ay propose 

m odification to a lease from which a lessee has com m itted gas from that lease to a 

North Slope natural gas project. A m odification m ay be m ade under this subsection 

only after the com m issioner makes the w ritten determ ination under (ii) o f  this section 

that the lease m ay be modified. I f  a m odification is m ade, the m odification shall be in 

effect during the initial project that has acquired the m ajor perm its required for the 

w ork plan and budget considered by the com m issioner in the w ritten determ ination 

under (ii) o f  this section. A m odification under this subsection m ay

(1) relate to sw itching betw een taking the state's royalty  gas in value 

and in-kind to ensure that the lessee, the state, or another person shall bear 

proportionate costs for treatm ent, transportation, and liquefaction to the state's royalty 

gas o r  gas d e liv e red  to the  s ta te  u n d e r  AS 43.55.014. and the state 's actions do not 

unreasonably interfere w ith the long-term  m arketing o f  natural gas by the lessee, the 

state, or another person;

(2) provide a m ethod for establishing a fair m arket value for each
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com ponent o f  the state's royalty gas and appropriate adjustm ents to reflect fair m arket 

deductions for reasonable costs for treatm ent, transportation, and liquefaction for the 

state's royalty  gas form the N orth Slope to the destination m arket; in this paragraph, 

"reasonable costs for treatm ent, transportation, and liquefaction" m ay not be greater 

than actual costs;

(3) m odify net profit shares for oil and gas and sliding scale royalty 

rates for gas by establishing fixed royalty  rates that yield a value to the state that the 

com m issioner determ ines to be not less than the value the state w ould have received 

under the term s o f  the lease before a m odification under this subsection.

* Sec. 20. AS 38.05.183(a) is am ended to read:

(a) The sale, exchange, or other disposal o f  a m ineral obtained by the state as a 

royalty under AS 38.05.182, [OR] the sale, exchange, or other disposal in whole or in 

part o f  a right to receive future m ineral production under a state lease under this 

chapter, o r  th e  sale, exchange, o r  o th e r  d isposal o f  gas de liv ered  to  the  s ta te  u n d e r  

AS 43 .55 .014(b) shall be by com petitive bid and the sale, exchange, or other disposal 

m ade to the highest responsible bidder, except that com petitive bidding is not required 

when the com m issioner, after prior w ritten notice to the A laska Royalty Oil and Gas 

D evelopm ent A dvisory Board under AS 38.06.050, determ ines that the best interest o f  

the state does not require it or that no com petition exists.

* Sec. 21. AS 38.05.183(c) is am ended to read:

(c) I f  the com m issioner determ ines that a sale, exchange, or other disposal o f  a 

m ineral obtained by the state as a royalty  under AS 38.05.182a [OR] o f  a right to 

receive future m ineral production under a state lease under this chapter, o r  o f  gas 

de liv e red  to  th e  s ta te  u n d e r  AS 43.55.014(b) shall be m ade otherw ise than by 

com petitive bid, and the Alaska R oyalty  Oil and Gas D evelopm ent Advisory Board 

has been notified in writing o f that determ ination, the com m issioner shall m ake public 

in writing the specific findings and conclusions on [UPON] w hich that determ ination 

is based.

* Sec. 22. AS 38 .05 .183(d) is am ended to read:

(d) Oil or gas taken in kind by the state as its royalty  share o r  gas delivered  to 

th e  s ta te  u n d e r  AS 43.55.014(b) m ay not be sold or otherw ise disposed o f  for export
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from the state until the com m issioner determ ines that the [RO Y A LTY -IN -K IN D ] oil 

or gas is surplus to the present and projected intrastate dom estic and industrial needs. 

The com m issioner shall m ake public, in w riting, the specific findings and reasons on 

w hich the determ ination is based.

* Sec. 23. AS 38.05.183(e) is am ended to read:

(e) W hen a sale, exchange, or other disposal o f oil or gas taken in kind by the 

state as its royalty  share, or a sale, exchange, or other disposal in w hole or in part o f  a 

right to receive future royalty oil or gas, under a state lease under this chapter is made 

other than by  com petitive bid, o r  w hen  a sale, exchange, o r  o th e r  d isposal o f gas 

de liv ered  to  the  s ta te  u n d e r  AS 43.55.014(b) is m ade o th e r  th an  by com petitive 

b id , the sale, exchange, or other disposal shall be aw arded by the com m issioner to the 

prospective buyer w hose proposal offers the m axim um  benefits to citizens o f  the state. 

The com m issioner shall consider

(1) the cash value offered;

(2) the projected effects o f  the sale, exchange, or other disposal on the 

econom y o f  the state;

(3) the projected benefits o f  refining or processing the oil or gas in the

state;

(4) the ability o f  the prospective buyer to provide refined products or 

by-products for distribution and sale in the state with price or supply benefits to the 

citizens o f  the state; and

(5) the criteria listed in AS 38.06.070(a).

* Sec. 24. AS 38.05.965 is am ended by  adding new  paragraphs to read:

(26) "initial project term " m eans the duration sufficient to support an 

investm ent decision by the sponsors o f  a N orth Slope natural gas project to perm it 

realization o f  a com petitive econom ic return, to enable necessary financing, and to 

support agreem ents for the sale o f  hydrocarbons transported on a N orth Slope natural 

gas project;

(27) "North Slope natural gas project" m eans a project to produce 

natural gas from  state oil and gas leases that include land north o f  68 degrees North 

latitude for transport in a gaseous state from the N orth Slope;
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(28) "project services" m eans services provided by a gas treatment 

plant, pipeline, liquefaction facility, or m arine term inal, m arine transportation 

services, or o ther services necessary  to transport natural gas to m arket.

* Sec. 25. AS 38.34.020(a) is am ended to read:

(a) A state agency or entity conducting a review  or taking action relating to a 

p ro ie c t u n d e r  AS 31.25 (A lask a  G aslin e  D evelopm ent C o rp o ra tio n )  [THE IN­

STATE N A TU R A L GAS PIPELIN E PRO JECT U N D ER  THIS CHAPTER] shall 

expedite the review  or action in a m anner consistent with the tim ely com pletion o f the 

project.

* Sec. 26. AS 38.34.020(b) is am ended to read:

(b) N otw ithstanding any contrary provision o f  law, a state agency or entity 

may not include in any project certificate, right-of-w ay, perm it, or other authorization 

a term  or condition that is not required by law if  the in-state gasline project 

coordinator determ ines that the term  or condition w ould prevent or impair, in any 

significant respect, the expeditious construction and operation or expansion o f  a 

p ro ie c t u n d e r  AS 31.25 (A laska G asline  D evelopm ent C o rp o ra tio n )  [THE IN­

STATE N A T U R A L  GA S PIPELIN E PRO JECT],

* Sec. 27. AS 38.34.020(c) is am ended to read:

(c) Unless required by law, a state agency or entity  m ay not add to, am end, or 

abrogate any certificate, right-of-w ay, perm it, or other authorization if  the in-state 

gasline project coordinator determ ines that the action w ould prevent or impair, in any 

significant respect, the expeditious construction, operation, or expansion o f  a p ro iec t 

u n d e r  AS 31.25 (A laska G asline  D ev elo p m en t C o rp o ra tio n )  [THE IN -STA TE 

N A TU RA L GAS PIPELIN E PROJECT],

* Sec. 28. AS 4 0 .2 5 .100(a) is am ended to read:

(a) Inform ation in the possession o f  the D epartm ent o f  R evenue that discloses 

the particulars o f  the business o r affairs o f  a taxpayer or o ther person, in c lu d in g  

in fo rm a tio n  u n d e r  AS 3 8 .0 5 .0 2 0 (b )(ll)  th a t  is su b jec t to  a co n fid en tia lity  

ag reem en t u n d e r  AS 38.05.020(b)(12), is not a m atter o f  public record, except as 

provided in AS 43.05.230(i) or for purposes o f  investigation and law enforcem ent. The 

inform ation shall be kept confidential except when its production is required in an
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official investigation, adm inistrative adjudication under AS 43.05.405 - 43.05.499, or 

court proceeding. These restrictions do not prohibit the publication o f  statistics 

presented in a m anner that prevents the identification o f  particular reports and items, 

prohibit the publication o f  tax lists show ing the nam es o f  taxpayers who are delinquent 

and re levant inform ation that m ay assist in the collection o f delinquent taxes, or 

prohibit the publication o f  records, proceedings, and decisions under AS 43.05.405 -

43.05.499.

* Sec. 29. AS 40.25.100, as am ended by sec. 28 o f  this Act, is am ended to read:

(a) Inform ation in the possession o f  the D epartm ent o f  Revenue that discloses 

the particulars o f  the business or affairs o f  a taxpayer or other person, including 

inform ation under AS 38.05.020(b)(l 1) that is subject to a confidentiality agreem ent 

under AS 38.05.020(b)(12), is not a m atter o f  public record, except as provided in 

AS 43 .05 .230(i) o r  (k) or for purposes o f  investigation and law enforcem ent. The 

inform ation shall be kept confidential except when its production is required in an 

official investigation, adm inistrative adjudication under AS 43.05.405 - 43.05.499, or 

court proceeding. These restrictions do not prohibit the publication o f  statistics 

presented in a m anner that prevents the identification o f  particular reports and items, 

p rohibit the publication o f  tax lists show ing the nam es o f  taxpayers who are delinquent 

and relevant inform ation that m ay assist in the collection o f  delinquent taxes, or 

prohibit the publication  o f  records, proceedings, and decisions under AS 43.05.405 -

43.05.499.

* Sec. 30. AS 40.25.120(a) is am ended to read:

(a) Every person has a right to inspect a public record in the state, including 

public records in recorders' offices, except

(1) records o f vital statistics and adoption proceedings, w hich shall be 

treated in the m anner required by AS 18.50;

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

law;

(3) m edical and related public health records;

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

regulation or by state law;
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(5) to the extent the records are required to be kept confidential under 

20 U.S.C. 1232g and the regulations adopted under 20 U.S.C. 1232g in order to secure 

or retain federal assistance;

(6) records or inform ation com piled for law enforcem ent purposes, but 

only to the extent that the production o f  the law enforcem ent records or inform ation

(A) could reasonably be expected to interfere w ith enforcem ent

proceedings;

(B) w ould deprive a person o f  a right to a fair trial or an 

im partial adjudication;

(C) could reasonably be expected to constitute an unw arranted 

invasion o f  the personal privacy o f  a suspect, defendant, victim , or w itness;

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

confidential source;

(E) would disclose confidential techniques and procedures for 

law  enforcem ent investigations or prosecutions;

(F) w ould disclose guidelines for law enforcem ent 

investigations or prosecutions if  the disclosure could reasonably be expected to 

risk circum vention o f the law; or

(G) could reasonably  be expected to endanger the life or 

physical safety o f  an individual;

(7) nam es, addresses, and other inform ation identifying a person as a 

participant in the A laska H igher Education Savings Trust under AS 14.40.802 or the 

advance college tuition savings program  under AS 14.40.803 - 14.40.817;

(8) public records containing inform ation that w ould disclose or m ight 

lead to the disclosure o f  a com ponent in the process used to execute or adopt an 

electronic signature if  the disclosure would or m ight cause the electronic signature to 

cease being under the sole control o f  the person using it;

(9) reports subm itted under AS 05.25.030 concerning certain 

collisions, accidents, or o ther casualties involving boats;

(10) records or infom iation pertaining to a plan, program , or 

procedures for establishing, m aintaining, or restoring security  in the state, or to a
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detailed description or evaluation o f  system s, facilities, or infrastructure in the state, 

but only to the extent that the production o f  the records or inform ation

(A) could reasonably  be expected to interfere with the 

im plem entation or enforcem ent o f  the security plan, program , or procedures;

(B) w ould d isclose confidential guidelines for investigations or 

enforcem ent and the disclosure could reasonably be expected to risk 

circum vention o f  the law; or

(C) could reasonably  be expected to endanger the life or 

physical safety o f an individual or to present a real and substantial risk to the 

public health and welfare;

(11) the written notification regarding a proposed regulation provided 

under AS 24.20.105 to the D epartm ent o f  Law and the affected state agency and 

com m unications betw een the L egislative A ffairs Agency, the D epartm ent o f  Law, and 

the affected state agency under AS 24.20.105;

(12) records that are

(A) proprietary, privileged, or a trade secret in accordance with 

AS 43.90.150 or 43.90.220(e);

(B) applications that are received under AS 43.90 until notice is 

published under AS 43.90.160;

(13) inform ation o f  the A laska G asline D evelopm ent Corporation 

created under AS 31.25.010 or a subsidiary  o f  the A laska G asline D evelopm ent 

C orporation that is confidential by  law or under a valid confidentiality  agreem ent;

(14) in fo rm atio n  u n d e r  AS 3 8 .0 5 .0 2 0 (b )(ll)  th a t  is su b jec t to a 

co n fid en tia lity  ag re e m e n t u n d e r  AS 38 .05 .020(b)(12),

* Sec. 31. AS 43.05.010 is am ended to read:

Sec. 43.05.010. D uties o f co m m issio n e r. The com m issioner o f  revenue shall

(1) exercise general supervision and direct the activities o f  the 

Departm ent o f  R evenue;

(2) supervise the fiscal affairs and responsibilities o f  the department;

(3) prescribe uniform  rules for investigations and hearings;

(4) keep a record o f  all departm ental proceedings, record and file all
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bonds, and assum e custody o f  returns, reports, papers, and docum ents o f  the 

departm ent;

(5) adopt a seal and affix it to each order, process, or certificate issued 

by the com m issioner;

(6) keep a record o f  each order, process, and certificate issued by the 

com m issioner, and keep the record open to public inspection at all reasonable times;

(7) hold hearings and investigations necessary for the adm inistration o f 

state tax and revenue laws;

(8) except as provided in AS 43.05.405 - 43.05.499 and in 

AS 44.64.030, hear and determ ine appeals o f  a m atter w ithin the jurisdiction o f  the 

D epartm ent o f  R evenue and enter orders on the appeals that are final unless reversed 

or m odified by the courts;

(9) issue subpoenas to require the attendance o f w itnesses and the 

production o f  necessary  books, papers, docum ents, correspondence, and other things;

(10) order the taking o f  depositions before a person com petent to 

adm inister oaths;

(11) adm inister oaths and take acknow ledgm ents;

(12) request the attorney general for rulings on the interpretation o f the 

tax and revenue laws adm inistered by the departm ent;

(13) call upon the attorney general to institute actions for recovery o f  

unpaid taxes, fees, excises, additions to tax, penalties, and interest;

(14) issue warrants for the collection o f  unpaid tax penalties and 

interest and take all steps necessary and proper to enforce full and com plete 

com pliance w ith the tax, license, excise, and other revenue laws o f  the state;

(15) consu lt w ith  th e  com m issioner o f n a tu ra l  reso u rces  on 

n eg o tia tio n  o f  c o n tra c ts  an d  d ev e lo p m en t o f te rm s  fo r in c lusion  in p ro p o sed  

co n trac ts  a sso c ia ted  w ith  a N o rth  S lope n a tu ra l  gas p ro je c t [REPEALED],

* Sec. 32. AS 43.05.010, as am ended by sec. 31 o f  this Act, is am ended to read:

Sec. 43.05.010. D uties o f co m m issioner. The com m issioner o f  revenue shall

(1) exercise general supervision and direct the activities o f  the 

D epartm ent o f  R evenue;
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(2) supervise the fiscal affairs and responsibilities o f  the departm ent;

(3) prescribe uniform  rules for investigations and hearings;

(4) keep a record o f  all departm ental proceedings, record and file all 

bonds, and assum e custody o f  returns, reports, papers, and docum ents o f the 

departm ent;

(5) adopt a seal and affix it to each order, process, or certificate issued 

by the com m issioner;

(6) keep a record o f  each order, process, and certificate issued by the 

com m issioner, and keep the record open to public inspection at all reasonable times;

(7) hold hearings and investigations necessary for the adm inistration o f 

state tax and revenue laws;

(8) except as provided in AS 43.05.405 - 43.05.499 and in 

AS 44.64.030, hear and determ ine appeals o f  a m atter within the jurisd iction o f  the 

Departm ent o f  R evenue and enter orders on the appeals that are final unless reversed 

or m odified by the courts;

(9) issue subpoenas to require the attendance o f  w itnesses and the 

production o f  necessary  books, papers, docum ents, correspondence, and other things;

(10) order the taking o f  depositions before a person com petent to 

adm inister oaths;

(11) adm inister oaths and take acknow ledgm ents;

(12) request the attorney general for rulings on the interpretation o f  the 

tax and revenue laws adm inistered by the departm ent;

(13) call upon the attorney general to institute actions for recovery o f  

unpaid taxes, fees, excises, additions to tax, penalties, and interest;

(14) issue warrants for the collection o f  unpaid tax penalties and 

interest and take all steps necessary and proper to enforce full and com plete 

com pliance w ith the tax, license, excise, and other revenue laws o f  the state;

(15) report to the legislature before February 15 o f each year the total 

am ount o f  contributions reported and the total am ount o f  credit claim ed during the 

previous calendar year under AS 43.20.014, AS 43.55.019, AS 43.56.018, 

AS 43.65.018, AS 43.75.018, and AS 43.77.045;
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(16) consult with the com m issioner o f natural resources on negotiation 

o f  contracts and developm ent o f  term s for inclusion in proposed contracts associated 

w ith a N orth Slope natural gas pro ject;

(17) d irec t th e  d isp o sitio n  o f revenue received from  gas delivered  

to  th e  s ta te  u n d e r  AS 43 .55.014(b) by en te rin g  into ag reem en ts  w ith  the 

co m m iss io n e r o f  n a tu ra l  re so u rces  re la te d  to  th e  m an ag em en t o f the  custody  and  

d isp o sitio n  o f gas d elivered  to th e  s ta te  u n d e r  AS 43 .55.014(b).

* Sec. 33. AS 43.20.144(d) is am ended to read:

(d) The sales factor o f  a taxpayer subject to this section is a fraction,

(1) the num erator o f  w hich is the sum o f  the follow ing for the tax

period:

(A) the tariffs o r  fees allowed and received by or for the 

taxpayer for transporting oil or gas, exc lud ing  gas d e liv ered  by th e  ta x p a y e r  

to th e  s ta te  u n d e r  an election  m ad e  u n d e r  AS 43.55.014, by pipeline in this 

state, regardless o f  w hether the tariffs are paid by third parties or by entities 

w ithin the taxpayer's consolidated business; and

(B) the total sales o f  the taxpayer in this state, determ ined in 

accordance w ith AS 43.19 (M ultistate Tax Com pact), but excluding those sales 

already included in the tariffs described in (A) o f  this paragraph an d  

c o n s tru c tiv e  o r  deem ed  sales o f  gas delivered  to  the  s ta te  by  th e  ta x p a y e r  

u n d e r  an  election m ade u n d e r  AS 43 .55 .014; and

(2) the denom inator o f  w hich is the sum o f  the follow ing for the tax

period:

(A) the tariffs o r  fees allowed and received  by or for the 

taxpayer's consolidated business for transporting oil or gas, exc lud ing  gas 

d e liv e red  by the  ta x p a y e r  to  th e  s ta te  u n d e r  an  election  m ade u n d e r  

AS 43.55.014, by pipeline everyw here, regardless o f  w hether the tariffs are 

paid by third parties or by entities w ithin the taxpayer's consolidated business; 

and

(B) the total sales o f  the taxpayer's consolidated business 

everyw here, determ ined in accordance with AS 43.19 (M ultistate Tax
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C om pact), but excluding those sales already included in the tariffs described in 

(A) o f  this paragraph a n d  co n s tru c tiv e  o r  deem ed  sales o f gas d elivered  to 

th e  s ta te  by th e  ta x p a y e r  u n d e r  an  election m ad e u n d e r  AS 43.55.014 o r to 

a n o th e r  tax in g  ju risd ic tio n  u n d e r  a p rov ision  in th a t  ju risd ic tio n  th a t is 

s im ila r to AS 43.55.014.

* Sec. 34. AS 43.20.144(d) is am ended to read:

(d) The sales factor o f  a taxpayer subject to this section is a fraction,

(1) the num erator o f  w hich is the sum o f  the follow ing for the tax

period:

(A) the tariffs o r  fees allowed and received by or for the 

taxpayer for transporting oil or gas o th e r  th an  gas de liv e red  by th e  tax p ay e r 

to  th e  s ta te  u n d e r  an  elec tion  m ad e  u n d e r  AS 43.55.014 by pipeline in this 

state, regardless o f  w hether the tariffs are paid by third parties or by entities 

w ithin the taxpayer's consolidated business; and

(B) the total sales o f  the taxpayer in this state, determ ined in 

accordance with AS 43.19 (M ultistate Tax Com pact), but excluding those sales 

already included in the tariffs described in (A) o f  this paragraph and  

co n stru c tiv e  o r  deem ed  sales o f gas delivered  to  th e  s ta te  by th e  tax p ay e r 

u n d e r  an  election m ad e  u n d e r  AS 43.55.014; and

(2) the denom inator o f  w hich is the sum o f  the follow ing for the tax

period:

(A) the tariffs allow ed and received by  o r for the taxpayer's 

consolidated business for transporting oil or gas by pipeline everywhere, 

regardless o f  w hether the tariffs are paid by third parties or by  entities within 

the taxpayer's consolidated business; and

(B) the total sales o f  the taxpayer's consolidated business 

everyw here, determ ined in accordance with AS 43.19 (M ultistate Tax 

Com pact), but excluding those sales already included in the tariffs described in

(A) o f  this paragraph an d  co n stru c tiv e  o r  deem ed sales o f gas delivered  to 

the  s ta te  by th e  ta x p a y e r  u n d e r  an  election m ad e  u n d e r  AS 43.55.014 or to  

a n o th e r  tax in g  ju risd ic tio n  u n d e r  a p rov ision  in th a t  ju risd ic tio n  th a t  is
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s im ila r  to AS 43.55.014.

* Sec. 35. AS 4 3 .2 0 .144(f) is am ended to read:

(f) The extraction factor o f  a taxpayer subject to this section is a fraction,

(1) the num erator o f  w hich is the sum o f the follow ing for the tax

period:

(A) the num ber o f  barrels o f  the taxpayer's oil (net o f royalty  to 

an unrelated  party) produced from  or allocated to leases or properties o f  the 

taxpayer in this state; and

(B) one-sixth o f  the num ber o f  M cf o f  the taxpayer's gas2 

ex c lu d in g  re in jec ted  gas b u t in c lu d in g  gas su b jec t to  an  election  u n d e r  

A S 43.55.014, (net o f  royalty  to an unrelated party) produced from or allocated 

to leases or properties o f  the taxpayer in this state [, EX CLU D IN G  

R EIN JE C TE D  GAS]; and

(2) the denom inator o f  w hich is the sum o f  the follow ing for the tax

period:

(A) the num ber o f  barrels o f  oil o f  the taxpayer's consolidated 

business (net o f  royalty to an unrelated party) produced from  or allocated to 

leases or properties o f the taxpayer's consolidated business everyw here; and

(B) one-sixth o f  the num ber o f  M cf o f  gas, exc lud ing  

re in je c te d  gas b u t in c lu d in g  gas su b jec t to an  election u n d e r  AS 43.55.014, 

o f  the taxpayer's consolidated business (net o f  royalty to an unrelated party) 

produced from  or allocated to leases or properties o f  the taxpayer's 

consolidated  business everyw here [, EX CLU D IN G  REIN JEC TED  GAS],

* Sec. 36. AS 4 3 .5 5 .0 1 1(e) is am ended to read:

(e) T here is levied on the producer o f  oil or gas a tax for all oil and gas 

produced each calendar year from  each lease or property in the state, less any oil and 

gas the ow nership or right to w hich is exem pt from  taxation or constitutes a 

landowner's royalty  interest o r  fo r  w hich  a tax  is levied bv AS 43 .55 .014 . Except as 

otherw ise provided under (f), (j), (k), (o), and (p) o f  this section, fo r  oil a n d  gas 

p ro d u ced

(1) before January 1, 2014, the tax is equal to the sum  o f
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(A) the annual production tax value o f  the taxable oil and gas 

as calculated under AS 43.55.160(a)(1) m ultiplied by 25 percent; and

(B) the sum, over all months o f  the calendar year, o f  the tax 

am ounts determ ined under (g) o f  this section;

(2) on and after January 1, 2014, an d  befo re  J a n u a ry  1, 2022. the tax 

is equal to the annual production tax value o f  the taxable oil and gas as calculated 

under AS 4 3 .5 5 .160(a)(1) m ultiplied by 35 percent;

(3) on and  a f te r  J a n u a ry  1, 2022, the  tax  fo r

(A) oil is eq u a l to  th e  a n n u a l p ro d u c tio n  tax  value o f the 

tax ab le  oil as ca lcu la ted  u n d e r  AS 43.55.160(h) m u ltip lied  by 35 p e rcen t:

(B) gas is eq u a l to  13 p e rc e n t o f th e  g ross va lu e  a t th e  po in t

o f  p ro d u c tio n  of th e  tax ab le  gas; if the  g ross value  a t the  p o in t of

p ro d u c tio n  o f gas p ro d u c ed  fro m  a lease o r p ro p e r ty  is less th a n  ze ro , th a t 

g ross v a lu e  a t the  p o in t o f  p ro d u c tio n  is co n sid ered  ze ro  fo r p u rp o ses  of 

th is  s u b p a ra g ra p h .

* Sec. 37. AS 4 3 .5 5 .0 1 1(f) is am ended to read:

(f) The levy o f  tax under (e) o f  this section for

0 1  oil and gas produced befo re  J a n u a ry  1, 2022, fro m  leases o r

p ro p e rtie s  th a t  in c lu d e  land  north o f  68 degrees N orth latitude, other than [OIL 

AND GAS PRO D U C TIO N  SU B JEC T TO (i) OF THIS SECTIO N  AN D ] gas subject 

to (o) o f  this section, m ay not be less than

(A) [(1)] four percent o f  the gross value at the point o f  

production w hen the average price per barrel for A laska N orth Slope crude oil 

for sale on the United States W est Coast during the calendar year for which the 

tax is due is m ore than $25;

(B) [(2)] three percent o f  the gross value at the point o f 

production  when the average price per barrel for A laska N orth Slope crude oil 

for sale on the U nited States W est Coast during the calendar year for which the 

tax is due is over $20 but not over $25;

(C ) [(3)] two percent o f  the gross value at the point o f 

p roduction when the average price per barrel for A laska N orth Slope cm de oil
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for sale on the United States W est Coast during the calendar year for w hich the 

tax is due is over $ 17.50 but not over $20;

(D) [(4)] one percent o f  the gross value at the point o f  

production when the average price per barrel for A laska North Slope crude oil 

for sale on the United States W est C oast during the calendar year for w hich the 

tax is due is over $ 15 but not over $ 17.50; or

(E) [(5)] zero percent o f  the gross value at the point o f  

production when the average price per barrel for A laska North Slope crude oil 

for sale on the United States W est Coast during the calendar year for w hich the 

tax is due is $15 or less; and

(2) oil p ro d u ced  on an d  a f te r  J a n u a ry  1, 2022. from  leases o r 

p ro p e rtie s  th a t  in c lu d e  land  n o rth  o f 68 degrees N orth  la titu d e , m ay n o t be less 

th an

(A) fo u r  p e rc e n t o f th e  gross value  a t the p o in t o f

p ro d u c tio n  w hen the av e rag e  p rice  p e r b a r re l  fo r  A lask a  N o rth  S lope 

c ru d e  oil fo r  saie on th e  U n ited  S ta tes  W est C o ast d u rin g  the  c a le n d a r  

y e a r  fo r  w h ich  th e  tax is d u e  is m o re  th an  $25;

(B) th ree  p e rc e n t o f th e  gross va lu e  a t the  p o in t of 

p ro d u c tio n  w hen the av e rag e  p r ic e  p e r b a r re l  fo r  A lask a  N o rth  S lope 

c ru d e  oil fo r  sale on the  U n ited  S ta tes  W est C o as t d u rin g  the c a le n d a r  

y e a r  fo r  w h ich  th e  tax  is d u e  is o v er $20 b u t no t o v er $25;

(C ) two p e rc e n t o f  th e  gross value  a t  th e  p o in t o f  p ro d u c tio n  

w h en  th e  av e rag e  p rice  p e r  b a r re l  fo r  A laska  N o rth  S lope c ru d e  oil fo r  

sale  on th e  U nited  S ta tes W est C o a s t d u rin g  the  c a le n d a r  y ea r fo r  w hich

th e  tax  is d u e  is over $17.50 b u t n o t o v er $20;

(D) one p e rc e n t of th e  g ross v a lu e  a t  th e  p o in t o f p ro d u c tio n  

w h en  th e  av e rag e  p rice  p e r  b a r re l  fo r  A lask a  N o rth  S lope c ru d e  oil fo r  

sale  on th e  U nited  S ta tes W est C o as t d u rin g  th e  c a le n d a r  y e a r fo r w hich  

th e  tax  is d u e  is over $15 b u t n o t o v er $17.50; o r

(E ) zero  p e rc e n t o f  th e  gross value  a t the  p o in t o f

p ro d u c tio n  w hen  the  av e rag e  p rice  p e r  b a r re l  fo r  A lask a  N o rth  S lope
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c ru d e  oil fo r  sale on the  U n ited  S ta tes W est C o ast d u rin g  the  ca le n d a r

y e a r  fo r  w hich  the tax  is due is $15 o r  less.

* Sec. 38. AS 43.55 is am ended by adding a new  section to read:

Sec. 43.55.014. P ay m en t in gas o f tax  fo r gas. (a) For gas produced on and 

after January  1, 2022, other than gas described in (e) o f  this section, the departm ent 

shall allow  a producer to m ake an election, under regulations adopted by the 

departm ent, to pay in gas the production tax levied by this section in lieu o f  the tax 

otherw ise levied for the gas by AS 4 3 .5 5 .0 1 1(e). An election under this subsection 

applies only to gas produced from oil and gas leases m odified under AS 38 .0 5 .180(hh) 

from w hich the com m issioner o f natural resources has determ ined to take royalty  gas 

in kind under A S 38.05.182.

(b) A production tax levied by this section is equal to 13 percent o f  the gas 

otherw ise taxable under AS 43.55.01 1(e)(3) produced from each oil and gas lease to 

w hich an effective election under (a) o f  this section applies, when and as that gas is 

produced. The producer shall pay the tax in gas by delivering that 13 percent o f  the 

gas to the state at the point o f production.

(c) T he D epartm ent o f  N atural Resources shall m anage under 

AS 38.05.020(b)(13) the custody and disposition o f gas delivered to the state under (b) 

o f  this section.

(d) If a deficiency in a tax levied by  this section is assessed, or i f  a provision 

o f  this title providing for interest or a penalty  based on a percentage o f  a tax liability or 

tax deficiency applies to gas for which a tax is levied by this section, the am ount o f  the 

deficiency and the tax amount on w hich the interest or penalty percentage is calculated 

is treated for the purpose only o f that calculation as having been levied by  

AS 4 3 .5 5 .0 1 1(e) rather than this section.

(e) This section does not apply to gas

(1) flared, released, or allow ed to escape upstream  o f  the point o f  

production o f  gas; or

(2) used in the operation o f  a lease or property in the state for drilling 

for or producing oil or gas, or for repressuring a reservoir.

* Sec. 39. AS 43.55.019(a) is am ended to read:
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(a) A producer o f  oil or gas is allowed a credit against the tax levied by 

AS 43.55.011(e) [DUE UND ER THIS CH APTER] for cash contributions accepted for

(1) direct instruction, research, and educational support purposes, 

including library and m useum  acquisitions, and contributions to endow m ent, by an 

Alaska university  foundation or by a nonprofit, public or private, A laska tw o-year or 

four-year college accredited by a regional accreditation association;

(2) secondary school level vocational education courses, program s, and 

facilities by a school district in the state;

(3) vocational education courses, program s, and facilities by  a state- 

operated vocational technical education and training school;

(4) a facility or an annual intercollegiate sports tournam ent by a

nonprofit, public or private, A laska tw o-year or four-year college accredited by a

regional accreditation association;

(5) A laska N ative cultural or heritage program s and educational 

support, including m entoring and tutoring, provided by a nonprofit agency for public 

school s ta ff and for students who are in grades kindergarten through 12 in the state;

(6) education, research, rehabilitation, and facilities by  an institution 

that is located in the state and that qualifies as a coastal ecosystem  learning center 

under the C oastal A m erica Partnership established by the federal governm ent; and

(7) the Alaska higher education investm ent fund under AS 37.14.750.

* Sec. 40. AS 43.55.019(a), as am ended by sec. 21, ch. 92, SLA 2010, sec. 14, ch. 7,

FSSLA 2011, and sec. 17, ch. 74, SLA 2012, is am ended to read:

(a) A producer o f  oil or gas is allow ed a credit against the tax levied by 

AS 43.55.011(e) due under this chapter for cash contributions accepted for

(1) direct instruction, research, and educational support purposes, 

including library and m useum  acquisitions, and contributions to endow m ent, by an 

A laska university  foundation or by a nonprofit, public or private, A laska tw o-year or 

four-year college accredited by a regional accreditation association;

(2) secondary school level vocational education courses, program s, and 

facilities by a school district in the state;

(3) by a state-operated vocational technical education and training
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school; and

(4) for the A laska higher education investm ent fund under

AS 37.14.750.

* Sec. 41. AS 43.55.019(e) is am ended to read:

(e) T he credit under this section m ay not reduce a person's tax liability under 

AS 43.55.011(e) [THIS CHAPTER] to below zero for any tax year. An unused credit 

or portion o f  a credit not used under this section for a tax year m ay not be sold, traded, 

transferred, or applied in a subsequent tax year.

* Sec. 42. AS 43.55.020(a) is am ended to read:

(a) For a calendar year, a producer subject to tax under AS 43.55.011 shall pay 

the tax as follows:

( I )  fo r  oil an d  gas p ro d u ced  before January  1, 2014, an installment 

paym ent o f  the estim ated tax levied by AS 43 .5 5 .0 1 1(e), net o f  any tax credits applied 

as allow ed by law, is due for each m onth o f  the calendar year on the last day o f  the 

follow ing m onth; except as otherw ise provided under (2) o f  this subsection, the 

am ount o f  the installm ent paym ent is the sum o f  the follow ing am ounts, less 1/12 o f 

the tax credits that are allow ed by  law  to be applied against the tax levied by 

AS 43 .5 5 .0 1 1(e) for the calendar year, bu t the am ount o f  the installm ent paym ent may 

not be less than zero:

(A) for oil and gas not subject to AS 43.55.011 (o) or (p) 

p roduced from  leases or properties in the state outside the Cook Inlet 

sedim entary  basin, other than leases or properties subject to AS 43.55.011(f), 

the greater o f

(i) zero; or

(ii) the sum o f  25 percent and the tax rate calculated for 

the m onth under AS 43 .55 .011(g) m ultiplied by the rem ainder obtained 

by subtracting 1/12 o f the producer's adjusted lease expenditures for the 

calendar year o f  production under AS 43.55.165 and 43.55.170 that are 

deductible for the oil and gas under AS 43.55.160 from  the gross value 

at the point o f  production o f  the oil and gas produced from  the leases or 

properties during the m onth for which the installm ent paym ent is

WORK D R A FT  WORK D R A FT  28-GS2806\Y
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calculated;

(B) for oil and gas produced from leases or properties subject 

to AS 43 .5 5 .0 1 1(f), the greatest o f

(i) zero;

(ii) zero percent, one percent, two percent, three 

percent, or four percent, as applicable, o f  the gross value at the point o f  

production o f  the oil and gas produced from the leases or properties 

during the month for w hich the installm ent paym ent is calculated; or

(iii) the sum  o f  25 percent and the tax rate calculated for 

the month under AS 4 3 .5 5 .0 1 1(g) m ultiplied by the rem ainder obtained 

by subtracting 1/12 o f  the producer's adjusted lease expenditures for the 

calendar year o f  production under AS 43.55.165 and 43.55.170 that are 

deductible for the oil and gas under AS 43.55.160 from the gross value 

at the point o f  production o f  the oil and gas produced from those leases 

or properties during the m onth for which the installm ent paym ent is 

calculated;

(C) for oil or gas subject to AS 43.55.011 (j), (k), or (o), for 

each lease or property, the greater o f

(i) zero; or

(ii) the sum  o f  25 percent and the tax rate calculated for 

the m onth under AS 43 .5 5 .0 1 1(g) m ultiplied by the rem ainder obtained 

by subtracting 1/12 o f  the producer's adjusted lease expenditures for the 

calendar year o f  production under AS 43.55.165 and 43.55.170 that are 

deductible under AS 43.55.160 for the oil or gas, respectively, 

produced from the lease or property from the gross value at the point o f 

production o f  the oil or gas, respectively, produced from  the lease or 

property during the m onth for which the installm ent paym ent is 

calculated;

(D) for oil and gas subject to AS 43.55.011 (p), the lesser o f

(i) the sum o f  25 percent and the tax rate calculated for 

the m onth under AS 43 .55 .011(g) m ultiplied by the rem ainder obtained

-36-
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by subtracting 1/12 o f  the producer's adjusted lease expenditures for the 

calendar year o f  production under AS 43.55.165 and 43.55.170 that are 

deductible for the oil and gas under AS 43.55.160 from the gross value 

at the point o f  production o f  the oil and gas produced from  the leases or 

properties during the m onth for which the installm ent paym ent is 

calculated, but not less than zero; or

(ii) four percent o f  the gross value at the point o f

production o f  the oil and gas produced from the leases or properties

during the m onth, but not less than zero;

(2) an am ount calculated under (1)(C) o f  this subsection for oil or gas 

subject to AS 43.55.011 (j), (k), or (o) m ay not exceed the product obtained by 

carrying out the calculation set out in AS 43.55.01 l( j ) ( l )  or (2) o r 43.55.01 l(o ), as 

applicable, for gas or set out in AS 43.55.011 (k)( 1) or (2), as applicable, for oil, but 

substituting in AS 43.55.01 l( j) ( l) (A ) or (2)(A) or 43.55.011 (o), as applicable, the 

am ount o f  taxable gas produced during the month for the am ount o f  taxable gas 

produced during the calendar year and substituting in AS 43.55.01 l(k )( l) (A ) or

(2)(A), as applicable, the am ount o f  taxable oil produced during the m onth for the 

am ount o f  taxable oil produced during the calendar year;

(3) an installm ent paym ent o f  the estim ated tax levied by 

AS 43.55.011 (i) for each lease or property  is due for each m onth o f  the calendar year 

on the last day o f  the follow ing m onth; the am ount o f  the installm ent paym ent is the 

sum  o f

(A) the applicable tax rate for oil provided under

AS 43.55.011 (i), m ultiplied by the gross value at the point o f  production o f  the 

oil taxable under AS 43.55.011 (i) and produced from  the lease or property 

during the m onth; and

(B) the applicable tax rate for gas provided under

AS 43.55.01 l(i), m ultiplied by the gross value at the point o f  production o f  the 

gas taxable under AS 43.55.011 (i) and produced from the lease or property 

during the month;

(4) any am ount o f  tax levied by AS 43.55.011, net o f  any credits
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applied as allow ed by law, that exceeds the total o f  the am ounts due as installm ent 

paym ents o f  estim ated tax is due on M arch 31 o f  the year follow ing the calendar year 

o f  production;

(5) fo r  oil an d  gas p ro d u c ed  on and after January  1, 2014, an d  before 

J a n u a ry  1, 2022, an installm ent paym ent o f  the estim ated tax levied by 

AS 43 .5 5 .0 1 1(e), net o f  any tax credits applied as allow ed by law, is due for each 

month o f  the ca lendar year on the last day o f  the following m onth; except as otherw ise 

provided under (6) o f  this subsection, the am ount o f  the installm ent paym ent is the 

sum o f  the follow ing am ounts, less 1/12 o f the tax credits that are allow ed by law to be 

applied against the tax levied by AS 43 .5 5 .0 1 1(e) for the calendar year, but the am ount 

o f  the installm ent paym ent m ay not be less than zero:

(A) for oil and gas not subject to AS 43.55.01 l(o ) or (p) 

produced from  leases or properties in the state outside the Cook Inlet 

sedim entary  basin, other than leases or properties subject to AS 43.55.011(f), 

the greater o f

(i) zero; or

(ii) 35 percent m ultiplied by the rem ainder obtained by 

subtracting 1/12 o f  the producer's adjusted lease expenditures for the 

calendar year o f  production under AS 43.55.165 and 43.55.170 that are 

deductib le for the oil and gas under AS 43.55.160 from  the gross value 

at the point o f  production o f  the oil and gas produced from  the leases or 

p roperties during the m onth for which the installm ent paym ent is 

calculated;

(B) for oil and gas produced from leases or properties subject 

to AS 4 3 .5 5 .0 1 1(f), the greatest o f

(i) zero;

(ii) zero percent, one percent, tw o percent, three 

percent, or four percent, as applicable, o f  the gross value at the point o f  

production o f the oil and gas produced from the leases or properties 

during the month for w hich the installm ent paym ent is calculated; or

(iii) 35 percent m ultiplied by the rem ainder obtained by
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subtracting 1/12 o f  the producer's adjusted lease expenditures for the 

calendar year o f  production under AS 43.55.165 and 43.55.170 that are 

deductible for the oil and gas under AS 43.55.160 from the gross value 

at the point o f  production o f  the oil and gas produced from those leases 

or properties during the m onth for w hich the installm ent paym ent is 

calculated, except that, for the purposes o f  this calculation, a reduction 

from the gross value at the point o f  production m ay apply for oil and 

gas subject to AS 43.55.160(f) or (g);

(C) for oil or gas subject to AS 43.55.011 (j), (k), or (o), for 

each lease or property, the greater o f

(i) zero; or

(ii) 35 percent m ultiplied by the rem ainder obtained by 

subtracting 1/12 o f  the producer's adjusted lease expenditures for the 

calendar year o f  production under AS 43.55.165 and 43.55.170 that are 

deductib le under AS 43.55.160 for the oil or gas, respectively, 

produced from the lease or property from the gross value at the point o f 

production o f the oil or gas, respectively, produced from the lease or 

property during the m onth for w hich the installm ent paym ent is 

calculated;

(D) for oil and gas subject to AS 43.55.011 (p), the lesser o f

(i) 35 percent m ultiplied by the rem ainder obtained by 

subtracting 1/12 o f  the producer's adjusted lease expenditures for the 

calendar year o f  production under AS 43.55.165 and 43.55.170 that are 

deductible for the oil and gas under AS 43.55.160 from the gross value 

at the point o f  production o f  the oil and gas produced from  the leases or 

properties during the m onth for w hich the installm ent paym ent is 

calculated, but not less than zero; or

(ii) four percent o f  the gross value at the point o f  

production o f  the oil and gas produced from the leases or properties 

during the m onth, but not less than zero;

(6) an am ount calculated under (5)(C) o f  this subsection for oil or gas
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subject to AS 43.55.011 (j), (k), or (o) m ay not exceed the product obtained by 

carrying out the calculation set out in AS 4 3 .5 5 .0 1 1 0 (1 ) or (2) or 43.55.011 (o), as 

applicable, for gas or set out in AS 43.55.01 l(k )( l)  or (2), as applicable, for oil, but 

substitu ting  in AS 43.55.01 l( j) ( l) (A ) or (2)(A) or 43.55.011 (o), as applicable, the 

am ount o f  taxable gas produced during the m onth for the am ount o f  taxable gas 

produced during the calendar year and substituting in AS 43.55.01 l(k )( 1 )(A) or

(2)(A ), as applicable, the am ount o f  taxable oil produced during the m onth for the 

am ount o f  taxable oil produced during the calendar year;

(7) fo r oil and  gas p ro d u c ed  on o r a f te r  J a n u a ry  1, 2022. an  

in s ta llm e n t p a y m e n t o f the e s tim ated  tax  levied by AS 43.55.011(e). n e t o f any  tax  

c red its  ap p lied  as allow ed by law , is d u e  fo r each  m onth  o f th e  c a le n d a r  y ea r on 

th e  la s t day  o f  th e  follow ing m o n th ; th e  a m o u n t o f  the  in s ta llm en t p ay m en t is the  

sum  o f th e  fo llow ing  am o u n ts, less 1/12 o f  th e  tax  cred its  th a t  a re  a llow ed  by law  

to be ap p lied  ag a in s t the  tax  levied by  AS 43.55.011(e) fo r th e  c a le n d a r  y ea r, b u t 

th e  a m o u n t o f  th e  in sta llm en t p a y m e n t m ay n o t be less th a n  ze ro :

(A) fo r oil p ro d u c e d  fro m  leases o r  p ro p e rtie s  th a t  in c lu d e  

lan d  n o r th  o f 68 degrees N o rth  la titu d e , th e  g rea te s t o f

(i) zero ;

(ii) ze ro  p e rcen t, one p ercen t, tw o p e rcen t, th re e  

p e rc e n t, o r  fo u r p e rc e n t, as ap p licab le , o f th e  g ross value  a t  th e  

p o in t o f p ro d u c tio n  o f  th e  oil p ro d u c ed  fro m  th e  leases o r  

p ro p e rtie s  d u rin g  th e  m o n th  fo r w hich  the  in s ta llm e n t p ay m en t is 

ca lcu la ted ; o r

(iii) 35 p e rc e n t m ultip lied  by th e  re m a in d e r  o b ta in ed  

by su b tra c tin g  1/12 o f  th e  p ro d u c e r 's  a d ju s ted  lease ex p en d itu re s  

fo r  th e  ca le n d a r y ea r o f p ro d u c tio n  u n d e r  AS 43.55.165 an d

43.55.170 th a t  a re  d ed u c tib le  fo r  the  oil u n d e r  AS 43.55.160(h)(1) 

fro m  th e  gross va lu e  a t  th e  p o in t of p ro d u c tio n  o f  th e  oil p ro d u c ed  

fro m  those  leases o r  p ro p e rtie s  d u rin g  th e  m o n th  fo r w hich  th e  

in s ta llm e n t p ay m en t is ca lcu la ted , excep t th a t , fo r  th e  p u rp o se s  o f 

th is  ca lcu la tio n , a re d u c tio n  fro m  th e  gross va lu e  a t  th e  p o in t o f
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p ro d u c tio n  m ay ap p ly  fo r oil su b jec t to AS 43.55.160(f) or 

43.55.160(f) an d  (g);

(B) fo r  oil p ro d u c ed  befo re  o r  d u rin g  th e  la s t c a le n d a r  year 

u n d e r  AS 43.55.024(b) fo r  w h ich  th e  p ro d u c e r  cou ld  ta k e  a tax  c red it 

u n d e r  AS 43.55.024(a), from  leases o r p ro p e rtie s  in th e  s ta te  ou tside  the 

C ook  In le t sed im en ta ry  b as in , no p a r t  o f w hich  is n o r th  o f 68 degrees 

N o rth  la titu d e , o th e r  th a n  leases o r  p ro p e rtie s  su b jec t to AS 43.55.01 l(p ), 

th e  g re a te r  o f

(i) ze ro ; o r

(ii) 35 p e rc e n t m u ltip lied  bv the  re m a in d e r  o b ta in ed  

by su b tra c tin g  1/12 o f th e  p ro d u c e r 's  a d ju s te d  lease ex p en d itu res  

fo r  th e  c a le n d a r  y e a r  o f p ro d u c tio n  u n d e r  AS 43.55.165 an d

43.55.170 th a t  a re  d ed u c tib le  fo r the  oil u n d e r  AS 43.55.160(h)(2) 

fro m  the  g ross v a lu e  a t  th e  p o in t o f  p ro d u c tio n  o f th e  oil p ro d u c ed  

fro m  th e  leases o r  p ro p e rtie s  d u r in g  th e  m o n th  fo r  w hich  th e  

in s ta llm e n t p ay m en t is ca lcu la ted ;

(C ) fo r oil a n d  gas p ro d u c ed  fro m  leases o r  p ro p e rtie s  

su b je c t to  AS 43.55.011(p), excep t as o th erw ise  p ro v id ed  u n d e r  (8) o f  th is 

su b sec tio n , th e  sum  of

(i) 35 p e rc e n t m u ltip lied  bv  th e  re m a in d e r  o b ta in ed  

by su b tra c tin g  1/12 o f th e  p ro d u c e r 's  a d ju s te d  lease ex p en d itu res  

fo r  the  ca le n d a r  y e a r  o f p ro d u c tio n  u n d e r  AS 43.55.165 an d

43.55.170 th a t  a re  d ed u c tib le  fo r th e  oil u n d e r  AS 43.55.160(h)(3) 

f ro m  the  gross value a t th e  p o in t o f  p ro d u c tio n  o f  th e  oil p ro d u ced  

fro m  th e  leases o r  p ro p e rtie s  d u r in g  th e  m on th  fo r  w hich  th e  

in s ta llm e n t p ay m en t is ca lcu la ted , b u t n o t less th a n  ze ro ; an d

(ii) 13 p e rc e n t o f th e  g ross v a lu e  a t  th e  p o in t o f 

p ro d u c tio n  of th e  gas p ro d u c ed  fro m  th e  leases o r  p ro p e rtie s  

d u r in g  th e  m o n th , b u t n o t less th an  ze ro :

(D) fo r oil p ro d u c ed  fro m  leases o r  p ro p e rtie s  in the  sta te , 

no p a r t  o f w h ich  is n o rth  of 68 d eg rees N o rth  la titu d e , o th e r  th a n  leases o r

-41-
New Text Underlined [DELETED TEXT BRACKETED]

CSSB 138(FIN)



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

WORK D R A FT WORK D R A FT 28-GS2806\Y

p ro p e r tie s  su b jec t to  (B) o r  (C ) of th is  p a ra g ra p h , th e  g re a te r  o f

(i) ze ro ; o r

(ii) 35 p e rc e n t m u ltip lied  by th e  re m a in d e r  ob ta in ed  

by su b tra c tin g  1/12 o f the  p ro d u c e r 's  a d ju s te d  lease ex p en d itu res  

fo r  th e  c a le n d a r  y e a r  o f p ro d u c tio n  u n d e r  AS 43.55.165 and

43.55.170 th a t  a re  d ed u c tib le  fo r the  oil u n d e r  AS 43.55.160(h)(4) 

fro m  the  g ross value  a t  th e  po in t of p ro d u c tio n  o f  the oil p ro d u ced  

fro m  th e  leases o r  p ro p e rtie s  d u r in g  th e  m o n th  fo r  w hich the  

in s ta llm e n t p a y m e n t is ca lcu la ted ;

(E) fo r  gas p ro d u c ed  from  each  lease o r  p ro p e r ty  in the

s ta te , o th e r  th a n  a lease o r  p ro p e r ty  su b jec t to  AS 43.55.01 l(p ) , 13 p e rcen t

o f  the  g ross value  a t th e  p o in t o f  p ro d u c tio n  o f th e  gas p ro d u c ed  from  the 

lease o r  p ro p e r ty  d u rin g  th e  m o n th  fo r w h ich  th e  in s ta llm e n t p ay m en t is 

ca lcu la ted , b u t n o t less th a n  zero ;

(8) an  a m o u n t ca lcu la ted  u n d e r  (7)(C ) o f th is  subsec tion  m ay no t 

exceed fo u r  p e rc e n t o f the  g ross v a lu e  a t  th e  p o in t of p ro d u c tio n  o f the  oil and  gas 

p ro d u c ed  fro m  leases o r  p ro p e rtie s  su b je c t to  AS 43.55.01 l(p )  d u rin g  th e  m onth  

fo r w h ich  the  in s ta llm e n t p ay m en t is ca lcu la ted :

(9) fo r  p u rp o ses  o f th e  ca lcu la tio n  u n d e r  (l)(B )(ii) , (5)(B)(ii), and

(7)(A)(ii) o f  th is  su b sec tio n , th e  a p p lic a b le  p e rcen tag e  o f th e  g ross value  a t the  

p o in t o f p ro d u c tio n  is d e te rm in e d  u n d e r  AS 43.55.011(f)(1) o r  (2) b u t su b stitu tin g

th e  p h ra s e  "m o n th  fo r w hich  th e  in s ta llm e n t p ay m en t is c a lc u la te d '1 in

AS 43.55.011(f)(1) a n d  (2) fo r th e  p h ra se  " c a le n d a r  y e a r  fo r  w hich  the  tax  is 

d u e ."

* Sec. 43. AS 43.55.020(g) is am ended to read:

(g) N otw ithstanding any contrary provision o f  AS 43.05.225,

(1) before January 1, 2014, an unpaid am ount o f  an installm ent 

paym ent required  under (a)(1) - (3) o f  this section that is not paid w hen due bears 

interest (A) at the rate provided for an underpaym ent under 26 U.S.C. 6621 (Internal 

Revenue C ode), as am ended, com pounded daily, from  the date the installm ent 

paym ent is due until M arch 31 follow ing the calendar year o f  production, and (B) as
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1 provided for a delinquent tax under AS 43.05.225 after that M arch 31; interest accrued 

under (A) o f  this paragraph that rem ains unpaid after that M arch 31 is treated as an 

addition to tax that bears interest under (B) o f  this paragraph; an unpaid am ount o f  tax 

due under (a)(4) o f  this section that is not paid when due bears interest as provided for 

a delinquent tax under AS 43.05.225;

(2) on and after January 1, 2014, an unpaid am ount o f  an installment 

paym ent required  under (a)(3), (5), [OR] (6 ), o r  (7) o f  this section that is not paid 

when due bears interest (A) at the rate provided for an underpaym ent under 26 U.S.C. 

6621 (Internal Revenue Code), as am ended, com pounded daily, from the date the 

installm ent paym ent is due until M arch 31 follow ing the calendar year o f  production, 

and (B) as provided for a delinquent tax under AS 43.05.225 after that M arch 31; 

interest accrued under (A) o f  this paragraph that rem ains unpaid after that M arch 31 is 

treated as an addition to tax that bears interest under (B) o f  this paragraph; an unpaid 

am ount o f  tax due under (a)(4) o f  this section that is not paid when due bears interest 

as provided for a delinquent tax under AS 43.05.225.

Sec. 44. AS 43.55.020(h) is am ended to read:

(h) N otw ithstanding any contrary provision o f  AS 43.05.280,

(1) an overpaym ent o f  an installm ent paym ent required under (a)(1),

(2), (3), (5), (6), o r  (7) [(a)(1) - (3), (5) O R (6)] o f  this section bears interest at the rate 

provided for an overpaym ent under 26 U.S.C. 6621 (Internal Revenue Code), as 

am ended, com pounded daily, from  the later o f  the date the installm ent paym ent is due 

o r the date the overpaym ent is m ade, until the earlier o f

(A) the date it is refunded or is applied to an underpaym ent; or

(B) M arch 31 follow ing the calendar year o f  production;

(2) except as provided under (1) o f  this subsection, interest with 

respect to an overpaym ent is allow ed only on any net overpaym ent o f  the paym ents 

required under (a) o f  this section that rem ains after the later o f  M arch 31 follow ing the 

calendar year o f  production or the date that the statem ent required under 

AS 43.55.030(a) is filed;

(3) interest is allowed under (2) o f  this subsection only from a date that 

is 90 days after the later o f  M arch 31 follow ing the calendar year o f  production or the
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date that the statem ent required under AS 43.55.030(a) is filed; interest is not allowed 

if  the overpaym ent was refunded w ithin the 90-day period;

(4) interest under (2) and (3) o f  this subsection is paid at the rate and in 

the m anner p rovided  in AS 43.05.225(1).

* Sec. 45. AS 43 .55.020(/) is am ended to read:

(/) F o r  oil an d  gas p ro d u ced  on  [ON] and after January 1, 2014, an d  before 

J a n u a ry  1, 2022, in m aking settlem ent w ith the royalty ow ner for oil and gas that is 

taxable under AS 43.55.011, the producer m ay deduct the am ount o f  the tax paid on 

taxable royalty  oil and gas, or m ay deduct taxable royalty oil or gas equivalent in 

value at the tim e the tax becom es due to the am ount o f  the tax paid. If the total 

deductions o f  installm ent paym ents o f  estim ated tax for a calendar year exceed the 

actual tax for that calendar year, the producer shall, before April 1 o f  the following 

year, refund the excess to the royalty owner. Unless otherw ise agreed between the 

producer and the royalty  owner, the am ount o f  the tax paid under AS 43 .55 .011(e) on 

taxable royalty  oil and gas for a calendar year, other than oil and gas the ow nership or 

right to w hich constitutes a landow ner's royalty  interest, is considered to be the gross 

value at the po int o f  production o f  the taxable royalty oil and gas produced during the 

calendar year m ultiplied by a figure that is a quotient, in w hich

(1) the num erator is the producer's total tax liability under 

AS 43.55.011(e)(2) [AS 43 .55 .011(e)] for the calendar year o f  production; and

(2) the denom inator is the total gross value at the point o f  production 

o f  the oil and gas taxable under AS 4 3 .5 5 .0 1 1(e) produced by the producer from all 

leases and properties in the state during the calendar year.

* Sec. 46. AS 43.55.020 is am ended by adding a new  subsection to read:

(m) For oil and gas produced on and after January 1, 2022, in m aking 

settlem ent w ith the royalty ow ner for oil and gas that is taxable under AS 43.55.011, 

the producer m ay  deduct the am ount o f  the tax paid on taxable royalty oil and gas, or 

m ay deduct taxable royalty oil or gas equivalent in value at the tim e the tax becom es 

due to the am ount o f  the tax paid. If  the total deductions o f  installm ent paym ents o f  

estim ated tax for a calendar year exceed the actual tax for that calendar year, the 

producer shall, before April 1 o f the follow ing year, refund the excess to the royalty

WORK D R A FT  WORK D R A F T  28-GS2806\Y
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owner. In m aking settlem ent w ith the royalty ow ner for gas that is taxable under 

AS 43.55.014, the producer m ay deduct the am ount o f  the gas paid as in kind tax on 

taxable royalty  gas or may deduct the gross value at the point o f  production o f the gas 

paid as in-kind tax on taxable royalty  gas. Unless otherw ise agreed betw een the 

producer and the royalty owner, the am ount o f  the tax paid under AS 43 .55 .011(e) on 

taxable royalty  oil for a calendar year, other than oil the ow nership or right to which 

constitutes a landow ner's royalty interest, is considered to be the gross value at the 

point o f  production o f  the taxable royalty  oil produced during the calendar year 

m ultiplied by a figure that is a quotient, in w hich

(1) the num erator is the producer's total tax liability under 

AS 43.55.01 1(e)(3)(A) for the calendar year o f  production; and

(2) the denom inator is the total gross value at the point o f  production 

o f  the oil taxable under AS 43 .5 5 .0 1 1(e) produced by the producer from all leases and 

properties in the state during the calendar year.

* Sec. 47. AS 43.55.030(a) is am ended to read:

(a) A producer that produces oil or gas from  a lease or property  in the state 

during a calendar year, w hether or not any tax paym ent is due under AS 43.55.020(a) 

for that oil or gas, shall file w ith the departm ent on M arch 31 o f  the follow ing year a 

statem ent, under oath, in a form prescribed  by the departm ent, giving, w ith other 

inform ation required, the following:

(1) a description o f  each lease or property from w hich oil or gas was 

produced, by  nam e, legal description, lease num ber, or accounting codes assigned by 

the departm ent;

(2) the nam es o f  the producer and, i f  different, the person paying the

tax, if  any;

(3) the gross am ount o f  oil and the gross am ount o f  gas produced from 

each lease or property, sep a ra te ly  id en tify in g  the  g ross a m o u n t o f  gas p ro d u c ed  

fro m  each  oil a n d  gas lease to w h ich  an  effective election u n d e r  AS 43.55.014(a) 

app lies, th e  a m o u n t o f  gas de liv e red  to  th e  s ta te  u n d e r  AS 43.55.014(b), and the

percentage o f  the gross am ount o f  oil and gas ow ned by the producer;

(4) the gross value at the point o f  production o f  the oil and o f  the gas
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produced from  each lease or property owned by the producer and the costs o f  

transportation o f  the oil and gas;

(5) the nam e o f  the first purchaser and the price received for the oil and 

for the gas, unless relieved from this requirem ent in w hole or in part by the 

departm ent;

(6) the producer's qualified capital expenditures, as defined in 

AS 43.55.023, o ther lease expenditures under AS 43.55.165, and adjustm ents or other 

paym ents or credits under AS 43.55.170;

(7) the production tax values o f  the oil and gas under AS 43.55.160(a) 

o r  o f th e  oil u n d e r  AS 43.55.160(h), as ap p licab le  [AS 43.55.160];

(8) any claim s for tax credits to be applied; and

(9) calculations show ing the am ounts, if  any, that were or are due 

under AS 43.55.020(a) and interest on any underpaym ent or overpaym ent.

* Sec. 48. AS 43.55.160(a) is am ended to read:

(a) F o r  oil an d  gas p ro d u c ed  b efo re  J a n u a ry  1, 2022, excep t [EXCEPT] as 

provided in (b), (f), and (g) o f  this section, for the purposes o f

(1) AS 43.55.011(e)(1) an d  (2) [AS 43 .5 5 .0 1 1(e)], the annual

production tax value o f  taxable oil, gas, o r oil and gas produced during a calendar year 

in a category for w hich a separate annual production tax value is required to be 

calculated under this paragraph is the gross value at the point o f  production o f  that oil, 

gas, or oil and gas taxable under AS 43 .55 .011(e), less the producer's lease 

expenditures under AS 43.55.165 for the calendar year applicable to the oil, gas, or oil 

and gas in that category produced by the producer during the calendar year, as 

adjusted under AS 43.55.170; a separate annual production tax value shall be 

calculated for

(A) oil and gas produced from leases or properties in the state 

that include land north o f  68 degrees N orth latitude, o ther than gas produced 

before 2022 and used in the state;

(B) oil and gas produced from leases or properties in the state 

outside the C ook Inlet sedim entary basin, no part o f  w hich is north o f  68 

degrees N orth latitude and that qualifies for a tax credit under AS 43.55.024(a)

WORK D R A FT WORK D R A FT 28-GS2806\Y
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and (b); this subparagraph does not apply to

(i) gas produced before 2022 and used in the state; or

(ii) oil and gas subject to AS 43.55.011 (p);

(C) oil produced before 2022 from each lease or property in the 

C ook Inlet sedim entary basin;

(D) gas produced before 2022 from each lease or property in 

the C ook Inlet sedim entary basin;

(E) gas produced before 2022 from each lease or property in 

the state outside the Cook Inlet sedim entary basin and used in the state, other 

than gas subject to AS 43.55.011 (p);

(F) oil and gas subject to AS 43.55.01 1 (p) produced from 

leases or properties in the state;

(G ) oil and gas produced from leases or properties in the state 

no part o f  w hich is north o f  68 degrees N orth latitude, other than oil or gas 

described in (B), (C), (D), (E), or (F) o f  this paragraph;

(2) AS 43 .55 .011(g), for oil and gas produced before January 1, 2014, 

the m onthly  production tax value o f  the taxable

(A) oil and gas produced during a m onth from  leases or 

properties in the state that include land north o f  68 degrees N orth latitude is the 

gross value at the point o f  production o f  the oil and gas taxable under 

AS 4 3 .5 5 .0 1 1(e) and produced by the producer from those leases or properties, 

less 1/12 o f  the producer's lease expenditures under AS 43.55.165 for the 

calendar year applicable to the oil and gas produced by  the producer from 

those leases or properties, as adjusted under AS 43.55.170; this subparagraph 

does no t apply  to gas subject to AS 43.55.011 (o);

(B) oil and gas produced during a m onth from leases or 

properties in the state outside the C ook Inlet sedim entary basin, no part o f  

w hich is north o f  68 degrees N orth latitude, is the gross value at the point o f  

production  o f  the oil and gas taxable under AS 43 .55 .011(e) and produced by 

the producer from  those leases or properties, less 1/12 o f  the producer's lease 

expenditures under AS 43.55.165 for the calendar year applicable to the oil and
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gas produced by the producer from  those leases or properties, as adjusted under 

AS 43.55.170; this subparagraph does not apply to gas subject to 

AS 43.55.01 l(o);

(C) oil produced during a month from a lease or property in the 

Cook Inlet sedim entary basin is the gross value at the point o f  production o f 

the oil taxable under AS 4 3 .5 5 .0 1 1(e) and produced by the producer from that 

lease or property, less 1/12 o f  the producer's lease expenditures under 

AS 43.55.165 for the calendar year applicable to the oil produced by the 

producer from that lease or property, as adjusted under AS 43.55.170;

(D) gas produced during a month from a lease or property in 

the C ook Inlet sedim entary basin is the gross value at the point o f  production 

o f  the gas taxable under AS 43 .55 .011(e) and produced by the producer from 

that lease or property, less 1/12 o f  the producer's lease expenditures under 

AS 43.55.165 for the calendar year applicable to the gas produced by the 

producer from that lease or property, as adjusted under AS 43.55.170;

(E) gas produced during a month from  a lease or property 

outside the Cook Inlet sedim entary basin and used in the state is the gross 

value at the point o f  production o f  that gas taxable under AS 43 .55 .011(e) and 

produced by the producer from  that lease or property, less 1/12 o f  the 

producer's lease expenditures under AS 43.55.165 for the calendar year 

applicable to that gas produced by the producer from  that lease or property, as 

adjusted  under AS 43.55.170.

* Sec. 49. AS 43.55.160(e) is am ended to read:

(e) A ny adjusted lease expenditures under AS 43.55.165 and 43.55.170 that 

would otherw ise be deductible by a producer in a calendar year but whose deduction 

would cause an annual production tax value calculated under (a)(1) o r  (h) o f this 

section o f  taxable oil or gas produced during the calendar year to be less than zero 

m ay be used to establish a carried-forw ard annual loss under AS 43.55.023(b). 

However, the departm ent shall provide by regulation a m ethod to ensure that, for a 

period for w hich a producer's tax liability is lim ited by  AS 43.55.01 l(j), (k), (o), or 

(p), any adjusted  lease expenditures under AS 43.55.165 and 43.55.170 that w ould
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otherw ise be deductible by a producer for that period but w hose deduction would 

cause a production tax value calculated under (a)(1)(C), (D), (E), [OR] (F), o r  (h)(3) 

o f  this section to be less than zero are accounted for as though the adjusted lease 

expenditures had first been used as deductions in calculating the production tax values 

o f  oil or gas subject to any o f  the lim itations under AS 43.55.011 (j), (k), (o), or (p) that 

have positive production tax values so as to reduce the tax liability calculated without 

regard to the lim itation to the m axim um  am ount provided for under the applicable 

provision o f  AS 43.55.011 (j), (k), (o), or (p). Only the am ount o f  those adjusted lease 

expenditures rem aining after the accounting provided for under this subsection may be 

used to establish  a carried-forw ard annual loss under AS 43.55.023(b). In this 

subsection, "producer" includes "explorer."

* Sec. 50. AS 43.55.160(f) is am ended to read:

(f) On and after January 1, 2014, in the calculation o f  an annual production tax 

value o f  a producer under (a)(1)(A ) o r  (h)(1) [(a)(1)] o f  this section, the gross value at 

the point o f  production o f  oil o r gas produced from a lease or property north o f  68 

degrees N orth  latitude m eeting one o r m ore o f  the follow ing criteria is reduced by  20 

percent: (1) the oil or gas is produced from  a lease or property that does not contain a 

lease that was w ithin a un it on January  1, 2003; (2) the oil or gas is produced from a 

participating area established after D ecem ber 31, 2011, that is w ithin a unit formed 

under AS 3 8 .0 5 .180(p) before January  1, 2003, i f  the participating area does not 

contain a reservoir that had previously been in a participating area established before 

Decem ber 31, 2011; (3) the oil or gas is produced from acreage that was added to an 

existing partic ipating area by the D epartm ent o f  N atural Resources on and after 

January 1, 2014, and the producer dem onstrates to the departm ent that the volum e o f 

oil or gas produced is from acreage added to an existing participating area. This 

subsection does not apply to gas produced before 2022 that is used in the state o r to 

gas p ro d u c e d  on an d  a f te r  J a n u a ry  1, 2022 . A  reduction under this subsection m ay 

not reduce the gross value at the point o f  production below  zero. In this subsection, 

"participating area" m eans a reservoir o r portion o f  a reservoir producing or 

contributing to production as approved by  the D epartm ent o f  N atural Resources.

* Sec. 51. AS 43.55.160(g) is am ended to read:
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(g) On and after January 1, 2014, in addition to the reduction under (f) o f  this 

section, in the calculation o f  an annual production tax value o f  a producer under

(a)(1)(A ) o r  (h)(1) [(a)(1)] o f  this section, the gross value at the point o f  production of 

oil or gas produced from a lease or property  n o rth  o f  68 deg rees  N o rth  la titu d e  that 

does not contain a lease that was w ithin a unit on January 1, 2003, is reduced by 10 

percent if  the oil or gas is produced from  a unit m ade up solely o f  leases that have a 

royalty  share o f  m ore than 12.5 percent in am ount or value o f  the production removed 

or sold from  the lease as determ ined under AS 38.05.180(f). This subsection does not 

apply i f  the royalty  obligation for one or m ore o f  the leases in the unit has been 

reduced to 12.5 percent or less under AS 38 .05.180(j) for all or part o f  the calendar 

year for w hich the annual production tax value is calculated. This subsection does not 

apply to gas produced before 2022 that is used in the state o r  to gas p ro d u c ed  on and  

a f te r  J a n u a ry  1, 2022 . A reduction under this subsection m ay not reduce the gross 

value at the point o f  production below  zero.

* Sec. 52. AS 43.55.160 is am ended by adding a new subsection to read:

(h) For oil produced on and after January 1, 2022, except as provided in (b),

(f), and (g) o f  this section, for the purposes o f  AS 43 .55 .011(e)(3), the annual 

production tax value o f  oil taxable under AS 43 .55 .011(e) produced by a producer 

during a calendar year

(1) from  leases or properties in the state that include land north o f  68 

degrees N orth latitude is the gross value at the point o f  production o f  that oil, less the 

producer's lease expenditures under AS 43.55.165 for the calendar year incurred to 

explore for, develop, or produce oil or gas deposits located in the state north o f  68 

degrees N orth latitude or located in leases or properties in the state that include land 

north o f  68 degrees N orth latitude, as adjusted under AS 43.55.170;

(2) before or during the last calendar year under AS 43.55.024(b) for 

w hich the producer could take a tax credit under AS 43.55.024(a), from  leases or 

properties in the state outside the C ook Inlet sedim entary basin, no part o f  w hich is 

north o f  68 degrees North latitude, o ther than leases or properties subject to 

AS 43.55.011 (p), is the gross value at the point o f  production o f  that oil, less the 

producer's lease expenditures under AS 43.55.165 for the calendar year incurred to
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explore for, develop, or produce oil or gas deposits located in the state outside the 

C ook Inlet sedim entary  basin and south o f  68 degrees N orth latitude, other than oil or 

gas deposits located in a lease or property that includes land north o f  68 degrees North 

latitude or that is subject to AS 43.55.011 (p) or, before January 1, 2027, from which 

com m ercial production has not begun, as adjusted under AS 43.55.170;

(3) from leases or properties subject to AS 43.55.011 (p) is the gross 

value at the point o f  production o f  that oil, less the producer's lease expenditures under 

AS 43.55.165 for the calendar year incurred to explore for, develop, or produce oil or 

gas deposits located in leases or properties subject to AS 43.55.011 (p) or, before 

January 1, 2027, located in leases or properties in the state outside the C ook Inlet 

sedim entary basin, no part o f  w hich is north o f  68 degrees N orth latitude from  which 

com m ercial production has not begun, as adjusted under AS 43.55.170;

(4) from leases or properties in the state no part o f  w hich is north o f  68 

degrees N orth latitude, other than leases or properties subject to (2) or (3) o f  this 

subsection, is the gross value at the point o f  production o f  that oil less the producer's 

lease expenditures under AS 43.55.165 for the calendar year incurred to explore for, 

develop, or produce oil or gas deposits located in the state south o f  68 degrees North 

latitude, o ther than oil or gas deposits located in a lease or property  in the state that 

includes land north o f  68 degrees N orth latitude, and excluding lease expenditures that 

are deductible under (2) or (3) o f  this subsection or w ould be deductible under (2) or

(3) o f  this subsection i f  not prohibited by  (b) o f  this section, as adjusted under 

AS 43.55.170.

* Sec. 53. AS 43.55.165(e) is am ended to read:

(e) For purposes o f  this section, lease expenditures do not include

(1) depreciation, depletion, or am ortization;

(2) oil or gas royalty  paym ents, production paym ents, lease profit 

shares, or o ther paym ents or distributions o f  a share o f  oil or gas production, profit, or 

revenue, except that a producer's lease expenditures applicable to oil and gas produced 

from a lease issued under AS 38.05.180(f)(3)(B), (D), or (E) include the share o f  net 

profit paid to the state under that lease;

(3) taxes based on or m easured by net incom e;
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(4) interest or other financing charges or costs o f  raising equity or debt

capital;

(5) acquisition costs for a lease or property or exploration license;

(6) costs arising from fraud, wilful m isconduct, gross negligence, 

violation o f  law, or failure to com ply w ith an obligation under a lease, permit, or 

license issued by the state or federal governm ent;

(7) fines or penalties im posed by law;

(8) costs o f  arbitration, litigation, or other dispute resolution activities 

that involve the state or concern the rights or obligations am ong ow ners o f  interests in, 

or rights to production from, one or m ore leases or properties or a unit;

(9) costs incurred in organizing a partnership, jo in t venture, or other 

business entity  or arrangem ent;

(10) am ounts paid to indem nify the state; the exclusion provided by 

this paragraph does not apply to the costs o f  obtaining insurance or a surety bond from 

a third-party  insurer or surety;

(11) surcharges levied under AS 43.55.201 or 43.55.300;

(12) an expenditure otherw ise deductible under (b) o f  this section that 

is a result o f  an internal transfer, a transaction with an affiliate, or a transaction 

between related parties, or is otherw ise not an arm's length transaction, unless the 

producer establishes to the satisfaction o f  the departm ent that the am ount o f  the 

expenditure does not exceed the fair m arket value o f  the expenditure;

(13) an expenditure incurred to purchase an interest in any corporation, 

partnership, lim ited liability com pany, business trust, or any other business entity, 

w hether or not the transaction is treated as an asset sale for federal incom e tax 

purposes;

(14) a tax levied under AS 43.55.011 o r  43.55.014;

(15) costs incurred for dism antlem ent, rem oval, surrender, or 

abandonm ent o f  a facility, pipeline, w ell pad, platform , or other structure, or for the 

restoration o f  a lease, field, unit, area, tract o f  land, body o f  water, or right-of-w ay in 

conjunction w ith dism antlem ent, rem oval, surrender, or abandonm ent; a cost is not 

excluded under this paragraph if  the dism antlem ent, rem oval, surrender, or

WORK D R A FT  WORK D R A FT 28-GS2806\Y
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abandonm ent for which the cost is incurred is undertaken for the purpose o f  replacing, 

renovating, or im proving the facility, pipeline, well pad, platform , or other structure;

(16) costs incurred for containm ent, control, cleanup, or removal in 

connection w ith any unperm itted release o f  oil or a hazardous substance and any 

liability for dam ages im posed on the producer or explorer for that unperm itted release; 

this paragraph does not apply to the cost o f  developing and m aintaining an oil 

discharge prevention and contingency plan under AS 46.04.030;

(17) costs incurred to satisfy a work com m itm ent under an exploration 

license under AS 38.05.132;

(18) that portion o f  expenditures, that w ould otherw ise be qualified 

capital expenditures, as defined in AS 43.55.023, incurred during a calendar year that 

are less than the product o f  $0.30 m ultiplied by the total taxable production from  each 

lease or property, in BTU equivalent barrels, during that calendar year, except that, 

when a portion o f  a calendar year is subject to this provision, the expenditures and 

volum es shall be prorated within that calendar year;

(19) costs incurred for repair, replacem ent, or deferred  m aintenance o f 

a facility, a pipeline, a structure, or equipm ent, other than a w ell, that results in or is 

undertaken in response to a failure, problem , or event that results in an unscheduled 

interruption of, or reduction in the rate of, oil or gas production; or costs incurred for 

repair, replacem ent, or deferred m aintenance o f  a facility, a pipeline, a structure, or 

equipm ent, other than a well, that is undertaken in response to, or is otherw ise 

associated with, an unperm itted release o f  a hazardous substance or o f  gas; however, 

costs under this paragraph that w ould otherw ise constitute lease expenditures under (a) 

and (b) o f  this section may be treated as lease expenditures i f  the departm ent 

determ ines that the repair or replacem ent is solely necessitated by an act o f  war, by an 

unanticipated grave natural disaster or o ther natural phenom enon o f  an exceptional, 

inevitable, and irresistible character, the effects o f  w hich could not have been 

prevented or avoided by the exercise o f  due care or foresight, o r by an intentional or 

negligent act or om ission o f  a third party, other than a party or its agents in privity o f 

contract w ith, or em ployed by, the producer or an operator acting for the producer, but 

only if  the producer or operator, as applicable, exercised due care in operating and
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m aintain ing the facility, pipeline, structure, or equipm ent, and took reasonable 

precautions against the act or om ission o f  the third party  and against the consequences 

o f  the act or om ission; in this paragraph,

(A) "costs incurred for repair, replacem ent, or deferred 

m aintenance o f  a facility, a pipeline, a structure, or equipm ent" includes costs 

to dism antle and remove the facility, pipeline, structure, or equipm ent that is 

being replaced;

(B) "hazardous substance" has the m eaning given in

AS 46.03.826;

(C) "replacem ent" includes renovation or im provem ent;

(20) costs incurred to construct, acquire, or operate a refinery or crude 

oil topping plant, regardless o f  w hether the products o f  the refinery or topping plant 

are used in oil or gas exploration, developm ent, or production operations; however, if  

a producer owns a refinery or crude oil topping plant that is located on or near the 

prem ises o f  the producer's lease or property  in the state and that processes the 

producer's oil produced from that lease or property into a product that the producer 

uses in the operation o f  the lease or property  in drilling for or producing oil or gas, the 

producer's lease expenditures include the am ount calculated by subtracting from the 

fair m arket value o f  the product used the prevailing value, as determ ined under 

AS 43 .55 .020(0 , o f  the oil that is processed;

(21) costs o f  lobbying, public relations, public relations advertising, or 

policy advocacy.

* Sec. 54. AS 43.55.900(10) is am ended to read:

(10) "gas processing plant" m eans a facility that

(A) extracts and recovers liquid hydrocarbons from  a gaseous 

m ixture o f hydrocarbons by gas processing; and

(B) is located upstream  o f  th e  in le t o f  any p ipeline  

t ra n s p o r tin g  gas to  a gas treatm ent p la n t  and upstream  o f  the inlet o f  any gas 

pipeline system  transporting gas to a m arket;

* Sec. 55. AS 43.55.900(20) is am ended to read:

(20) "point o f  production" m eans
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1 (A) for oil, the autom atic custody transfer m eter or device 

through w hich the oil enters into the facilities o f a carrier pipeline or other 

transportation carrier in a condition o f  pipeline quality; in the absence o f an 

autom atic custody transfer m eter or device, "point o f  production" m eans the 

m echanism  or device to m easure the quantity o f  oil that has been approved by 

the departm ent for that purpose, through which the oil is tendered and accepted 

in a condition o f  pipeline quality into the facilities o f  a carrier pipeline or other 

transportation carrier or into a field topping plant;

(B) for gas [, O T H E R  THAN GAS D ESC RIBED  IN (C) OF 

THIS PA RA G RA PH ,] that is

(i) not subjected to or recovered by m echanical 

separation or run through a gas processing plant, the fa r th e s t u p s trea m  

o f th e  first point where the gas is accurately m etered, th e  in let o f any 

p ip e lin e  tra n sp o r tin g  th e  gas to  a gas tre a tm e n t p lan t, o r th e  in le t 

o f an y  gas p ipeline system  tra n s p o r tin g  gas to  a m a rk e t;

(ii) subjected to or recovered by m echanical separation 

but not run through a gas processing plant, the fa r th e s t  u p s trea m  of 

th e  first point where the gas is accurately m etered after com pletion o f 

m echanical separation, th e  in le t o f any  p ipe line  tra n s p o r tin g  th e  gas 

to  a  gas tre a tm e n t p la n t, o r  th e  in le t o f  any  gas p ipeline system  

tra n s p o r tin g  gas to a m a rk e t ;

(iii) run through a gas processing plant, the fa r th e s t  

u p s tre a m  of th e  first point where the gas is accurately m etered 

dow nstream  o f the plant, th e  in le t o f any p ipeline  tra n s p o r tin g  th e  

gas to  a gas tre a tm e n t p lan t, o r  the  in le t o f an y  gas p ipeline system  

tra n s p o r tin g  gas to  a m a rk e t [;

(C) FOR GAS RU N  TH RO U G H  AN IN TEG RA TED  GAS 

PR O C ESSIN G  PLANT AND GAS TR EA TM EN T FA CILITY  THAT DOES 

N O T A C C U R A TELY  M ETER TH E G AS A FTER TH E GAS PRO CESSING  

A N D  B EFO R E THE GAS TR EA TM EN T, THE FIRST PO IN T W HERE GAS 

PR O C E SSIN G  IS COM PLETED O R W H ERE GAS TR EA TM EN T BEGINS,

-55-
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W H IC H EV ER  IS FU R TH ER  UPSTREA M ];

* Sec. 56. AS 43.55.900 is am ended by adding a new paragraph to read:

(25) "gas treatm ent plant" m eans a facility that perform s gas treatment, 

regardless o f  w hether the facility also perform s gas processing.

* Sec. 57. AS 43.90.900(18) is am ended to read:

(18) "point o f  production" has the m eaning given in AS 43.55.900 as 

th a t  section  re ad  on J u n e  8, 2007 ;

* Sec. 58. AS 43.98.030(c) is am ended to read:

(c) A taxpayer acquiring a transferable tax credit certificate m ay use the credit 

or a portion o f  the credit to offset taxes im posed under AS 21.09.210, AS 21.66.110, 

AS 43.20, AS 43.55.011 [AS 43.55], AS 43.56, AS 43.65, AS 43.75, and AS 43.77. 

Except as provided in (e) o f  this section, any portion o f  the credit not used m ay be 

used at a later period or transferred under (b) o f  this section.

* Sec. 59. AS 31 .25.080(f) is repealed.

* Sec. 60. The uncodified law o f  the State o f  A laska is am ended by adding a new  section to 

read:

REQ U ESTIN G  TH E G O V ER N O R  TO ESTA BLISH  AN IN TERIM  A DV ISO RY  

BOARD. The legislature requests the governor to  establish an interim  advisory board  under 

AS 44.19.028 to advise the governor on m unicipal involvem ent in a N orth Slope natural gas 

project. M em bers o f  the advisory board m ay include representatives o f  m unicipalities, the 

com m issioner o f  natural resources, the com m issioner o f  revenue, representatives o f  oil and 

gas and gas only lessees on the North Slope, and representatives o f  other persons expected to 

be directly involved in the developm ent o f  a N orth Slope natural gas project. In this section, 

"North Slope natural gas project" has the m eaning given in AS 38.05.965, as am ended by  sec. 

24 o f  this Act.

* Sec. 61. The uncodified law o f  the State o f  A laska is am ended by  adding a new  section to 

read:

PLAN A N D  R EC O M M EN D A TIO N S TO  THE LEG ISL A T U R E  ON 

IN FR A STR U CT U RE N EED ED  TO D ELIV ER  A FFO RD A B LE EN ER G Y  TO  A R EA S IN 

THE STATE TH A T DO N O T HAVE D IR EC T A C C ESS TO A NO RTH  SLO PE N A TU RA L 

GAS PIPELINE, (a) The A laska Energy A uthority , in consultation with the A laska G asline

WORK D R A FT  WORK D R A FT 28-GS2806\Y
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D evelopm ent C orporation, the Alaska Industrial D evelopm ent and Export Authority, and the 

D epartm ent o f  R evenue, shall develop a plan for developing infrastructure to deliver more 

affordable energy to areas o f  the state that are not expected to have direct access to a North 

Slope natural gas pipeline. The plan m ust identify ow nership options, different energy 

sources, including fossil fuels, hydro projects, tidal, and other alternative energy sources, and 

describe and recom m end the m eans for generating, delivering, receiving, and storing energy 

in the m ost cost-efficient manner. The A laska Energy A uthority  m ay consider the 

developm ent o f  regional energy system s that can receive and store bulk fuel in quantity and 

distribute that fuel as needed within the region.

(b) The A laska Energy Authority, in consultation with the D epartm ent o f  Revenue, 

shall recom m end a plan for funding the design, developm ent, and construction o f  the required 

infrastructure and m ay identify  a source o f  rent, royalty, incom e, or tax received by the state 

that m ay be appropriated by the legislature to im plem ent the plan.

(c) The A laska Energy A uthority shall provide the plan and suggested legislation for 

the design, developm ent, construction, and financing o f the required infrastructure to the 

legislature before January  1, 2017.

* Sec. 62. The uncodified  law o f  the State o f  A laska is am ended by adding a new  section to 

read:

D E V E LO PM EN T OF A PLAN FO R M U N ICIPA LITIES, R EG IO N A L 

C O R PO R A T IO N S, A N D  RESIDENTS TO PA R TIC IPA TE IN TH E O W N ER SH IP OF A 

N O R TH  SLOPE N A TU R A L GAS PIPELIN E, (a) At the tim e the com m issioner o f  natural 

resources subm its the first agreem ent o r contract to the legislature for approval under 

AS 38 .05 .020(b)( 11), enacted by  sec. 15 o f  this Act, the com m issioner o f  revenue shall 

present a plan and suggested legislation to allow  a m unicipality, regional corporation, or 

resident o f  the state to participate as a co-ow ner in a North Slope natural gas pipeline. The 

plan m ust include the recom m endations o f  the com m issioner as to

(1) the m eans by which a m unicipality, regional corporation, or resident m ay 

invest in the N orth Slope natural gas pipeline; for a resident, the m eans m ay include providing 

an option to designate an am ount o f  a perm anent fund dividend to be deducted for the 

investm ent;

(2) w hether the ow nership interest in a North Slope natural gas pipeline should
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be acquired from the portion o f  a North Slope natural gas pipeline acquired by the state, 

through the purchase o f  stock in a publicly traded corporation that invests in a North Slope 

natural gas pipeline, or som e other means;

(3) the m eans for providing notice to a m unicipality, regional corporation, or 

resident receiving an ow nership interest that explains the type o f  ow nership interest and the 

rights and obligations related to that ow nership interest;

(4) w hether the ow nership interest received by a m unicipality, regional 

corporation, or resident m ay be transferred or assigned to another person and the m eans for 

transferring the interest;

(5) the m eans by which the proportional share o f  a dividend or other incom e 

may be distributed to a m unicipality, regional corporation, resident, or transferee o f  an interest 

i f  the m unicipality, regional corporation, or resident receives an ow nership interest acquired 

by the state in a North Slope natural gas pipeline and the state receives a dividend or other 

incom e from its ow nership  interest, and w hether the paym ent should be subject to interest if  

not tim ely distributed;

(6) the m eans by which the com m issioner m ay identify a publicly traded 

corporation that has an ow nership interest in a N orth Slope natural gas pipeline that is subject 

to investm ent by a m unicipality , regional corporation, or a resident under the proposed plan; 

and

(7) the m eans by which an individual m ay qualify as a resident for purposes o f  

investing in an ow nership interest.

(b) In this section,

(1) "North Slope natural gas pipeline" m eans a natural gas pipeline project that 

transports natural gas produced in the state north o f  68 degrees N orth latitude to a m arket in 

the state or to tidew ater for export from the state including a facility in the state for liquefying 

natural gas for transport;

(2) "regional corporation" m eans a regional corporation  organized under 43 

U.S.C. 1606(a) as am ended.

* Sec. 63. The uncodified law o f  the State o f  A laska is am ended by  adding  a new  section to 

read:

TRAN SITIO N : R EG U LA TIO N S. The D epartm ent o f  Revenue and the D epartm ent o f
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Natural Resources m ay adopt regulations to im plem ent this Act. The regulations take effect 

under AS 44.62 (A dm inistrative Procedure A ct), but not before the effective date o f  the 

provisions o f  this Act being  im plem ented.

* Sec. 64. Sections 1 - 15, 17, 18, 24 - 28, 30, 31, 39, 41, and 57 - 63 o f  this Act take effect 

im m ediately under A S 01 .10.070(c).

* Sec. 65. Section 40 o f  this Act takes effect January  1, 2021.

* Sec. 66. Except as provided in secs. 64 and 65 o f  this Act, this Act takes effect January 1, 

2015.
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FISCAL NOTES



FISCAL NOTE

Identifier (file name) Fund Cap-Large  Diameter Pipeline Fund-1-21-14 
Title Commercial Production of North Slope Natural G as

STATE O F ALASKA
2014 L EG ISLA TIV E SESSION

Sponsor
Requester

Rules by request of the Governor
Governor

Bill Version
Fiscal Note Number
(S) Publish Date

Dept. Affected
Appropriation
Allocation

SB 138
1
1/24/14

Fund Capitalization
C a p s spent a s  duplicated funds 

Large Diameter Natural G as Pipeline

OMB Component Number
Project Fund

Expenditures/Revenues (T h o u s a n d s  of D o lla rs)
Note: Amounts do not include inflation unless otherwise noted below.

FY15
Appropriation

Requested

Included in 
Governor's 

FY15 Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY15 FY15 FY16 FY17 FY18 FY19 FY20
Personal Services 
T  ravel 
Services 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0 0.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 G F  Match
1004 G F
1005 GF/Prgm  (D G F)
1007 I/A Rcpts (Other)
1061 C IP  Rcpts (Other)

0.0 0.0 0.0 0.0 0.0 0.0 0.0

POSITIONS
Full-time
Part-time
Temporary

ICHANGEIN REVENUES

Estimated SUPPLEMENTAL (FY14) operating costs   (separate supplemental appropriation required)
(discuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY15) costs 83,714.0 (F Y 1 4  (separate capital appropriation required)
(discuss reasons and fund source(s) in analysis section)

ASSOCIATED REGULATIONS
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? No
If yes, by what date are the regulations to be adopted, amended, or repealed? ______________  D iscuss details in analysis section.

Why this fiscal note differs from previous version (if initial version, please note as such)
N/A, initial version of bill.

Prepared by Miles Baker, Director of Governmental Relations  Phone (907) 330-6360
Division Alaska Gasline Development Corporation  Date/Time 1/20/14 12:00 AM

Approved by Dan Fauske, President  Date 1/20/2014_____
Division Alaska Gasline Development Corporation____________________________________

(Revised 8/16/2013 OMB) Page 1 of 2



FISCA L N O TE ANALYSIS #1

Analysis

STA TE O F ALASKA B ILL NO. SB 138
2014 L EG ISLA TIV E SESSION

This fiscal note capitalizes the fund at $83,714.0. The bill has an immediate effective date and thus requires the FY14 
capitalization of the fund.

(Revised 8/16/2013 OMB) Page 2 of 2



FISCAL NOTE

Identifier (file name) D C C E D -A G D C -A K LN G -1 -2 1 -1 4

STA TE O F ALASKA
2014 LEG ISLA TIV E SESSION

Title Com m ercial Production of North Slope Natural G as

Sponsor
Requester

Rules by request of the Governor
Governor

Expenditures/Revenues

Bill Version
Fiscal Note Number
(S) Publish Date

SB 138

1/24/14

Dept. Affected mmerce, Community and Econom ic Developm 
Appropriation Alaska Gasline Development corp. 
Allocation New

OMB Component Number

(Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.

F Y15
Appropriation

Requested

Included in 
Governor's 

FY15 Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY15 FY15 FY16 FY17 FY18 FY19 FY20
Personal Services 
T  ravel 
Services 
Commodities 
Capital Outlay 
Grants, Benefits 
Miscellaneous

410.0 410.0 410.0
432.0 432.0

2,960.0 2,960.0

TOTAL OPERATING 3,802.0 0.0 3,802.0 410.0 0.0 0.0 0.0

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 G F  Match
1004 G F
1005 GF/Prgm  (D G F )
1007 I/A Rcpts (Other)
1178 temp code (U G F) 3,802.0 3,802.0 410.0

3,802.0 0.0 3,802.0 410.0 0.0 0.0 0.0

POSITIONS
Full-time
Part-time
Tem porary

1 1 1

ICHANGEIN REVENUES \
Estimated SUPPLEMENTAL (FY14) operating costs 700.0 (separate supplemental appropriation required)
(d iscuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY15) costs  (separate capital appropriation required)
(d iscuss reasons and fund source(s) in analysis section) FY 14 Capital Request is $83.7 million

ASSOCIATED REGULATIONS
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? No
If yes, by what date are the regulations to be adopted, amended, or repealed? ______________  D iscuss details in analysis section.

Why this fiscal note differs from previous version (if initial version, please note as such)
N/A, initial version of bill.

Prepared by Miles Baker, Director of Governmental Relations  Phone (907) 330-6360
Division A laska Gasline Development Corporation  Date/Time 1/20/14 5:35 PM

Approved by Dan Fauske, President  Date 1/20/2014______
Division A laska Gasline Development Corporation___________________________________

(Revised 8/16/2013 OMB) Page 1 of 2



FISCA L N O TE ANALYSIS #2

Analysis

STA TE O F ALASKA B ILL NO. SB 138
2014 LEG ISLA TIV E SESSION

This bill would authorize the Alaska Gasline Development Corporation (AGDC) to participate in advancing a large-diameter 
natural gas pipeline project (AKLNG) in addition to the in-state natural gas pipeline project described in AS 31.25.005 (1), 
commonly known as the Alaska Stand Alone Pipeline (ASAP). In it's current form, the bill does the following:

Authorizes AGDC to develop, finance, construct and operate facilities for natural gas liquefaction and treatment associated 
with a large-diameter natural gas pipeline (AKLNG) project.

Establishes a new subsidiary corporation within AGDC for the purpose of advancing the corporation's AKLNG efforts. 
Identifies the composition of the board of directors for the new subsidiary corporation and addresses other administrative 
issues related to that board.

Establishes a new Large-Diameter Natural Gas Pipeline Project Fund to fund the AGDC's involvement in AKLNG project.

Restricts funds appropriated to the In-State Natural Gas Pipeline Fund (1229) solely for work associated with the ASAP 
project, and restricts funds appropriated to the new Large-Diameter Natural Gas Pipeline Project Fund to work associated 
with the large-diameter, AKLNG project.

Operating Costs:
The operating costs associated with AGDC's involvement with the AKLNG project are estimated to be $700.0 for FY 14, 
$3,802.0 for each of the first two years (FY15 & FY16) and $410.0 for FY17, for a total of $8,714.0. AGDC would draw these 
funds from the new Large-Diameter Natural Gas Pipeline Project Fund. Operating costs consist of personal services, travel 
and contractual services associated with negotiating multiple commerical contracts relative to the state's participation in the 
AKLNG project. The one position shown is for a senior executive level employee with an oil & gas commercial background 
that will act as the Corporation's chief negotiator for the commercial and legal agreements relating to the AKLNG Project.

Capital Costs:
The capital costs associated with AGDC's involvement in the pre-feed phase of the AKLNG project are estimated to be $75.0 
million. The project would begin immediately and those funds would begin to be drawn upon passage of enabling legislation 
in FY 14. AGDC would draw these funds out of the new Large-Diameter Natural Gas Pipeline Project Fund.

(Revised 8/16/2013 OMB) Page 2 of 2



FISCAL NOTE

Identifier (file name) D N R -N SG -1-21-14

STATE O F ALASKA
2014 L EG ISLA TIV E SESSION

Title Com m ercial Production of North Slope Natural G as

Sponsor
Requester

Rules by Request of the Governor
Governor

Expenditures/Revenues

Bill Version
Fiscal Note Number
(S) Publish Date

Dept. Affected
Appropriation
Allocation

SB 138

1/24/14

Natural Resources
Administration & Support Services

New

OMB Component Number

(T h ou san d s of D ollars)
Note: Amounts do not include inflation unless otherwise noted below.

F Y15
Appropriation

Requested

Included in 
Governor's 

FY15 Request

Out-Year Cost Estimates

OPERATING EXPENDITURES FY15 FY15 FY16 FY17 FY18 FY19 FY20
Personal Services
Travel
Services
Commodities
Capital Outlay
Grants, Benefits
Miscellaneous

1,769.7 1,769.7 . . . . . . . . . . . .

102.0 102.0
7,090.0 7,090.0

TOTAL OPERATING 8,961.7 0.0 8,961.7 *** *** *** ***

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 G F  Match
1004 G F 8,961.7 8,961.7
1005 GF/Prgm  (D G F)
1007 I/A Rcpts (Other)
1156 Rcpt S v c s  (D G F )

TOTAL 8,961.7 0.0 8,961.7 *** *** *** ***

POSITIONS
Full-time
Part-time
Temporary

6 6

CHANGE IN REVENUES

Estimated SUPPLEMENTAL (FY14) operating costs 0.0 (separate supplemental appropriation required)
(d iscuss reasons and fund source(s) in analysis section)

Estimated CAPITAL (FY15) costs 0.0 (separate capital appropriation required)
(d iscuss reasons and fund source(s) in analysis section)

ASSOCIATED REGULATIONS
Does the bill direct, or will the bill result in, regulation changes adopted by your agency? Y e s
If yes, by what date are the regulations to be adopted, amended, or repealed? 3/31/2015 D iscuss details in analysis section.

Why this fiscal note differs from previous version (if initial version, please note as such)___________________________________
Initial Version

Prepared by Esther Tem pel, Legislative Liaison  Phone 465-4730
Division Com m issioner’s  Office Date/Time 1/20/14 12:30 PM

Approved by Joe Balash, Com m issioner_________________________________________________  Date 1/20/2014
Division Department of Natural Resources___________________________________________

(Revised 8/16/2013 OMB) Page 1 of 3



FISCAL N O TE ANALYSIS #3

Analysis

STA TE O F ALASKA B ILL  NO. SB 138
2014 L EG ISLA TIV E SESSION

This bill establishes the framework for state participation in a large natural gas project by giving the Commissioner of the 
Department of Natural Resources (DNR) the authority to enter into upstream and downstream commercial agreements 
related to a North Slope natural gas project. It also gives the DNR Commissioner, in consultation with the Commissioner of 
Revenue, the authority to manage the project services and disposition and sale of tax-as-gas (TAG) gas from the 
Department of Revenue (DOR).

With passage of this bill, the DNR Commissioner, in consultation with the DOR commissioner, will enter into contractual 
agreements related to the state's equity position in the project. DNR’s role is to make sure that the state's equity 
participation complements and facilitates the state's royalty and TAG gas marketing efforts. The contracts, equity 
arrangements, and gas sales agreements will be subject to legislative approval and will define the state's relationship with 
the parties and potential gas customers during the life of a North Slope natural gas project. Each contract, arrangement, 
and agreement will be conditioned on continued progress of a North Slope gas project and will establish how value will be 
shared among the parties and manage the state's exposure to commercial risks.

Most of these agreements will be negotiated during the 12-18 months following passage of this legislation so that the 
state and the other parties in the project can be in a position to commit to the Front-End Engineering Design (FEED) 
phase. This pre-FEED work will provide the state with the information necessary to make the investment decision to enter 
into FEED. Equity partners will spend more than a billion dollars during FEED.

With the rights and obligations defined in the agreements, DNR will be able to structure its royalty and TAG gas marketing 
efforts. The marketing organization may include the potential utilization of a marketing subsidiary of AGDC or may 
leverage the Producers marketing organizations and expertise, per Article 8.3 of the Fleads of Agreement (HOA), resulting 
in a smaller state organization than might otherwise be required.

The DNR commissioner will need the support, expertise, and involvement of a variety of experts to inform the state's 
decisions, including:

• When the state takes its royalty and TAG gas, it will become more aligned with the North Slope gas producers than has 
ever been the case historically. They will enter into production offtake agreements and gas balancing agreements. The 
DNR Commissioner may modify the state's oil and gas lease terms, including modification of the lease royalty rates, 
treatment of lease net profit share provisions, field costs, and the state's rights to take royalty gas in-value.

• The DNR commissioner will enter agreements to define gas treatment costs, transportation tolls/tariffs, and 
liquefaction services. These agreements will also be designed to manage capacity and arrange for expansion of the 
project, if needed, and must accommodate changes in equity ownership. DNR will forge contractual arrangements with 
the producers and other industry parties participating in the project as well as state entities who may be part of the 
project initially or who may take over ownership later.

• The marketing of the state's gas will depend on the rights and obligations that will be defined in the agreements. As 
time progresses, DNR must make decisions about how it will supply royalty and TAG gas to the domestic and 
international markets. Gas supply agreements are likely to be long-term and may include mechanisms to attract 
additional investment capital into the project. Planning and design of the marketing organization will occur during the 
pre-FEED phase.

(Revised 8/16/2013 OMB) Page 2 of 3



FISCA L NOTE ANALYSIS #3

Analysis Continued

STA TE O F ALASKA B ILL NO. SB 138
2014 L EG ISLA TIV E SESSION

Allocation: DNR will create a separate allocation code for expenditures related to the commercial production of North 
Slope natural gas for ease of tracking appropriations.

Expenditures: DNR will create in-house capacity to provide the administration with consistent and well-informed advice 
throughout the initial negotiations and to manage experts as needed through this process. This team will provide 
consistent support throughout the pre-FEED phase and will be in place to manage the marketing role. Establishing this 
capacity now and preserving it as the project develops is essential to facilitate the state's effective participation in the 
project.

The team will be involved in negotiating, crafting agreements, managing expert consultants at each of the project phases, 
monitoring the agreements as the project progresses and conditions are met or changed, and preserving and protecting 
confidential information provided by the state's counterparties.

This team will include a lead expert analyst; four subject matter experts specializing in commercial aspects of upstream, gas 
treatment and pipeline transportation, liquefaction, and international marketing; and a project assistant responsible for 
contract management, recordkeeping and administrative support, as follows:
- 1 Lead Expert Analyst (exempt)- $349.8 annual salary and benefits
- 4 Subject Matter Expert Analysts (exempt) - $323.7 annual salary and benefits each (total of $1,294.8)
- 1 Project Assistant (range 20) - $125.1 annual salary and benefits 
Total Personal Services: $1,769.7

It is anticipated that the lead expert analyst and four subject matter expert analysts will need to make trips to Asia to 
conduct market research and outreach. DNR estimates that each will make quarterly trips at an estimated cost of $5.1 per 
trip. Total Travel Expenses: $102.0

Contract services include:
- $4,000.0 for substantial subject matter expertise to support the DNR commissioner and team including deal origination, 
deal analysis, market monitoring, infrastructure analysis, commercial contracting, financial and credit analysis, risk control 
and analysis, and imbalance reconciliation
- Reimbursable Service Agreements to the Department of Law: $3,000.0 for legal advice from outside counsel on 
commercial and financial agreements, transactional negotiations and agreements, federal jurisdictional, statutory and 
regulatory issues and in-house attorney services ($250.0 per month)
- DOA core service charges, lease space, and office supplies: $15.0 per position ($90.0 for 6 positions)
Total Contract Services: $7,090.0

It is anticipated that the decision to proceed into FEED will take place by the end of FY16. Impacts in FY17 and beyond are 
indeterminate at this time; however, pre-FEED will help determine the potential costs leading up to the FEED phase.

Revenues: No new revenues from a large gas project would be expected during the timeframe (through FY20) of this fiscal 
note. Revenues from a North Slope gas project could be realized as soon as FY22.

Regulations: DNR expects it will need to amend its regulations as they pertain to the disposition of royalty oil and gas to 
include TAG gas.

(Revised 8/16/2013 OMB) Page 3 of 3



PUBLIC TESTIMONY



Senator, March 11,2014

I a m  p ro m p ted  to  w rite  each  o f  you to express m y g ro w in g  concern  over a m ajo r uncerta in ty  
asso c ia ted  w ith  Senate B ill 138 -  tha t is, h o w  m uch  revenue  w ill the S tate lose by tu rn in g  over to 
T ran sC an ad a  w hat w o u ld  o th erw ise  be the S ta te ’s in te rest in the  gasline?

SB 138 co n ta in s  tw o parts: the  H eads o f  A g reem en t w h ich  I u rge tha t you  pass th is session. This 
b rin g s  gas o w n ers  and  the  S ta te  in a lignm ent as each  party  ow ns N o rth  S lope gas.

T he second  p art is the M O U  betw een  the S tate and  T rans C anada. U nlike the  2007  A G IA  
ag reem en t, the  n ew  M O U  w o u ld  pay  for T ran sC an ad a’s serv ices w ith  w hat o therw ise  w ould  be 
the S ta te 's eq u ity  in te rest in  the gas line. T he ta r if f  to  the S tate is fixed  at 12%, w h ich  is in flation  
p roo fed . T h is ta r if f  is m ore  th an  tw ice w hat the S ta te  cou ld  bo rro w  by  issu ing  revenue bonds or 
tax -ex em p t bonds.

R eports  hav e  no ted  tha t the  M O U  is a very com p lex  docum ent. Som e o f  the law yers w ho have 
ap p eared  at the co m m ittee  h earin g s o f  ju risd ic tio n  ack n o w led g e  parts are d ifficu lt to 
co m p reh en d , let a lone exp la in . A ny leg islato r w ho takes the tim e to  try  to d igest the do cu m en t 
w o u ld  agree.

S o m e take co m fo rt in th e ir b e lie f  that the M O U  is n o n -b in d in g  and  the state  can  "take the o f f  
ram p  at any  tim e". T h is can  be unrealistic . T ake a  q u ick  look  back at 2007  w hen TC  en tered  in  to 
the first A G IA  ag reem en t w ith  the  state. So far the state  has expended  m ore than  $300 m illion  
w ith  m ore to  com e, and  w e hav e  yet to  get a full ex p lan a tio n  o f  w hat the S tate rece ived  fo r its 
m oney .

C o m m iss io n e r o f  R evenue R o d ell stated  th a t w ith  T C ’s p artic ip a tio n  the co st to  th e  state w ou ld  
be $300  m illio n  an n u a lly  in  lo st revenue once the gas beg in s to  flow . T he arg u m en t favo ring  th is 
ap p ro ach  is th a t the  cap ita l co sts  o f  the p ro ject w o u ld  be  in  the b illions and  w ould  com e at a  tim e 
(2 0 1 5 -2 0 2 1 ) o f  d ec lin in g  S ta te  revenues. TC  w ou ld  get the  S ta te ’s share o f  the gasline  by 
fron ting  th ese  costs. --

C o m m iss io n e r R odell said  th a t the  cost o f  lost revenue  w as w orth  the financing  th a t TC  w ould  
prov ide.

R ea lly ?  W hy  h av e  w e n o t seen  a side by side co m p ariso n  o f  the costs and  rew ards to the S tate o f  
T C  h o ld ing  the  S ta te ’s share o f  th e  p ipeline w ith  the costs  and  rew ards to  the  S tate o f  the S tate 
h o ld in g  the S ta te 's  share o f  the  p ipeline.

T h is  is a m ajo r po licy  call th a t has taken  p lace  w ith o u t L eg isla tive  scrutiny.

T h e re  are m a jo r costs to  th e  S ta te  o f  do ing  this. T h e  “ lo an ” is risk  free to  T C  because the  S tate 

p ay s  all o f  its  costs, in c lu d in g  deprecia tion  for T C 's  up front capital costs (E x h ib it C Item  6) and 
an  in fla tion  p ro o fed  cost o f  m o n ey  at a  base ra te  o f  5% . M oreover, T ran sC an ad a  w ill s im p ly  use



th e  S ta te ’s T ake or P ay  ag reem en t to transport ou r gas as security  for the o b liga tion  it undertakes 
to  p ay  fo r the  S ta te ’s share.

W h a t is the  S ta te ’s a lte rn a tiv e?  T here  has been  no d iscu ssio n  in  the L eg islatu re abou t go ing  to 
th e  in v estm en t m arke t to  d e te rm in e  w hether rev en u e  b o nds o r o ther financing  is ava ilab le  that 
w o u ld  n o t requ ire  the sta te  to  pay  dow n its sav ings du rin g  the 8 to 10 years befo re revenue starts 
to flo w  and  w o u ld  no t req u ire  the  state to  g ive up its equ ity  in terest in  the gas line.

O th e r q u estio n s  rem a in  yet to  be answ ered:

•  W h y  share p ip e lin e  o w n ersh ip  w ith  a no n -g as  ow ning  com pany  w hen the p roducers have 
the  cap ac ity  to , and  v ery  w ell m ay, co n stru c t the  L N G  line them selves?

•  H av in g  repaid  90%  o f  T C ’s expense for its w o rk  in  the p ipeline, w hat is the ju stif ica tio n  
fo r T C  to  ob ta in  any  p o rtio n  o f  the sta te 's  eq u ity  share?

•  W hy the  specia l trea tm e n t fo r this p articu la r co m pany? W hy no t s im ply  pay  T ransC anada 
fo r its serv ices like an y  o th e r com pany  th a t p ro v id es  serv ices to  the state?

W h en  I w as in  the b ank ing  b u sin ess , one o f  the ru les  o f  the  road for a  lend ing  officer, w as i f  you 
w ere  lend ing  y o u r ow n  p erso n a l funds, w ould  y ou  risk  m ak ing  the loan? K now ing  w hat 
y o u k n o w , b u t m ore  im p o rtan tly , being  concerned  ab o u t w hat you don 't know , are key  factors in 
m ak in g  th is  ca ll?

A  p ru d en t ap p ro ach  w o u ld  be fo r the L eg isla tu re  to  ad v an ce  passage o f  the H O A  th is  session. 
T h e n  b e tw een  sessions d ev e lo p  a lternate  m eans o f  financ ing  A laska 's equ ity  po rtio n  o f  the gas 
lin e , so th a t A lask a  does n o t “ ex p en d -d o w n ” its sav ings in  the 8 to 10 years befo re first gas flow s 
an d  the state  can  re ta in  its equity .

B e s t w ishes fo r a su ccessfu l session .

S incerely ,

F rank  H. M urkow ski



A T i A  S I C A  A F L - C I O
3333 Denali Street, Suite 125 • Anchorage, Alaska 99503 • 907-258-6284 • Fax 777-7276

V IN C E  B E L T R A M I

Executive President
B R U C E  L U D W IG

Secretary / Treasurer

D ear Senator Kelly, Co C hair Senate Finance Committee:

Per our conversation on the Project Labor Agreement issue in SB 138 intent language, I am providing you 
w ith the following information.

A  PLA is the only legal way to guarantee local hire. The referral o f applicants by each individual union 
hall must comply with the published rules governing its referral system and/or the appropriate craft 
apprenticeship program. These referral rules establish referral priorities based on training, minimum 
qualifications, experience in the industry and area residence in accordance with Title 29, Chapter 7, 
Subchapter II, o f  the National Labor Relations Act (NLRA). The NLRA is unique in that it makes union 
referral under a bonafide collective bargaining agreement (including a PLA) the only legally enforceable 
m ethod for establishing a resident hire preference.

Under a PLA, contractors make exact bids. Costs are established for labor. Those costs include wages and 
benefits including health insurance, and workers' compensation.

A typical PLA includes no-strike, no lock-out agreements. And for additional headache relief, a PLA 
includes procedures for settling - quickly - any problems or disputes that might develop during the 
project.

A  project under a PLA can be bid on by union and non-union contractors. PLAs never restrict bidding 
solely to union contractors. A PLA is available to any contractor willing to accept the terms o f the 
agreement.

The project contractor would be required to work under the terms o f the PLA on that project only. The 
agreement would not affect any other work or employees the contractor has outside the project.

A non-union contractor is allowed to bring their employees with them to the project. No their employees 
do not have to jo in  the union but would be required to pay an agency fee if they choose not to join.

A n agency fee payer is entitled to all the union protections and negotiated benefits under the PLA.

The non-union employee working under the PLA would be eligible for medical benefits provided under 
the agreement after reaching and maintaining the minimum hours bank.

In the PLA negotiations the pension funds are open to discussion and agreement on a plan that covers the 
needs o f  the parties.

S « W D



D o n i e c e  G o t t

Subject:

Sen. Pete Kelly
Friday, March 07, 2014 9:22 AM 
Senate Finance Committee 
FW: natural gas pipeline bill SB 138

Public testimony

JLf
Joe Byrnes
Staff for Senator Pete Kelly 
907-456-3709

E
F ro m : George Phipps rmailto:akqeoak48@qmail.com1 
S e n t: Friday, March 07, 2014 04:40
To: Sen. Kevin Meyer; Sen. Pete Kelly; Sen. Anna Fairclough; Sen. Mike Dunleavy; Sen. Lyman Hoffman; Sen. Donny
Olson; Sen. Click Bishop
S u b je c t: natural gas pipeline bill SB 138

D ear Senators,

t  )  support the use o f  a Project Labor Agreement (PLA) in building large diameter natural gas line, and the 
"intent" language in SB 138. PLA’s are the only legal way to insure that local hires, apprentices, and local 
contractors are on the project.

Sincerely, George Phipps 
4376 Dartmouth Rd #18 
Fairbanks, Am 99709

l

mailto:akqeoak48@qmail.com1


D o n i e c e  G o t t

d
ro m : Sen. Pete Kelly
e n t:  Friday, March 07, 2014 9:23 AM

To: Senate Finance Committee
S u b je c t: FW: SB 138

Public testimony

Joe Byrnes
S taff fo r Senator Pete Kelly 
907-456-3709

 Original Message-----
From: Cheryl Venechuk fmailtoxherylvenechukffihotmail.comj 
Sent: Thursday, March 06, 2014 20:37 
To: Sen. Mike Dunleavy
Cc: Sen. Kevin Meyer; Sen. Pete Kelly; Sen. Anna Fairclough; Senator.Mike.Dunleavev(5)akleg.gov; Sen. Click Bishop; Sen. 
Donny Olson; Sen. Lyman Hoffman 
Subject: SB 138

Dear Senators,

I greatly support the use of a Project Labor Agreement (PLA) in building a large diameter natural gas line, and the intent 
language in SB 138. Living in rural Alaska, I depend on local hire to get a good job so I can pay my bills which make the 
economy work. We are a hard working family, I have a child at the University of Alaska Fairbanks and an 8th grader at 
Tri-Valley School. We are surveyors, coal miners, raised five children here which all live and work in Alaska. I 
understand sacrifice for country and fellow man as one of my children is a Captain in the United States Marine Corp. We 
are asking you, to remember those who care and work hard to make the State of Alaska a wonderful place to live, and 
raise our children. God Bless America!

Sincerely,

Cheryl Venechuk 
PO Box 338 
Healy
Alaska. 99743

o
1



D o n i e c e  G o t t

F ro m :
Sent:
To:
S ubject:

Sen. Pete Kelly
Friday, March 07, 2014 9:26 AM 
Senate Finance Committee 
FW: P

Public  testimony

Joe Byrnes
Staff for Senator Pete Kelly 
907-456-3709

F ro m : sabrina martino rmailto:sabrina.m.martino(5)qmail.coml 
S e n t: Thursday, March 06, 2014 18:00
To: Sen. Pete Kelly; Sen. Anna Fairclough; Sen. Click Bishop; Sen. Donny Olson; Sherry Ingham 
S u b je c t:  P

D ear Senators,

I support the use o f a Project Labor Agreement (PLA) in building large diameter natural gas line, and the 
"intent" language in SB 138. PLA's are the only legal way to insure that local hires, apprentices, and local 
contractors are on the project.

Sincerely,
Sabrina MartinolA

o

o
1
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D o n i e c e  G o t t

F ro m : Sen. Pete Kelly
3 e n t:  W ednesday, March 05, 2014 3:52 PM
T o : Senate Finance Committee
S ub ject: FW: CS (RES) SB 138 Governor's gas pipleine bill - Alaska Pipeline employer

P ub lic  testimony

Joe Byrnes
Staff for Senator Pete Kelly 
907-456-3709

F ro m : Matthews, Dave fmailto:DMatthews@priceqreQorv.com]
S e n t:  Wednesday, March 05, 2014 15:46 
T o : Sen. Pete Kelly; Sen. Kevin Meyer
Cc: Sen. Anna Fairclough; Sen.Bishop.Click@akleQ.Qov: Sen. Mike Dunleavy; Sen. Donny Olson; Sen. Lyman Hoffman 
S u b je c t:  CS (RES) SB 138 Governor's gas pipleine bill - Alaska Pipeline employer

denato r Mike Kelly and Kevin Meyer

P rice  Gregory International is a long time Alaska pipeline contractor who first came to the State in 1974 to 
b u ild  Section 3 o f the TAPS. We have remained in Alaska since then, helping with infrastructure development 
projects. We have an understanding o f  the Alaska labor market and resource capacities. We are also a 
N ational and International company performing all aspects o f  large diameter long haul pipeline planning and 
installation services.

I understand the Governors gas pipeline bill is now working in Senate Finance. I write to you this note and ask 
you  support the intent language incorporated in the Resource CS for SB 138. It is good for Alaska, good for 
A lask an ’s and good for Alaskan contractors.

T hank  you

D avid  L. Matthews

V ice President and Alaska Area Manager

l

mailto:DMatthews@priceqreQorv.com
mailto:Sen.Bishop.Click@akleQ.Qov


UJ

o ;
dm atthews@ pricegreaory.com  

h: 907-278-4400 

Fax: 907-278-3255

P r i c e  G r e g o r y  I n te r n a t io n a l, In c .

PR IC E  GREGORY

o
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D o n i e c e  G o t t

- ro m : Sen. Pete Kelly
J e n t: Thursday, March 06, 2014 10:21 AM
To: Senate Finance Committee
S u b ject: FW: Project Labor Agreement

P ub lic  testimony

Joe Byrnes
Staff for Senator Pete Kelly 
907-456-3709

D
F ro m : Janie fmailto:iwilliams@alaska.netl 
S e n t: Thursday, March 06, 2014 10:10 
To: Sen. Pete Kelly 
S u b je c t: Project Labor Agreement

Dear Mr. Kelly,

I support the use of a Project Labor Agreement (PLA) in building large diameter natural gas line, and the "intent" language 
SB 138. PLAs are

-.ie only legal way to insure that local hires, apprentices, and local contractrs are on the project. This is crucial both to our 
state and our local economies.

Sincerely,

Jane Williams 
1963 Gilmore Trail 
Fairbanks, Alaska 99712

O
l
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D o n i e c e  G o t t

Sen. Pete Kelly
Thursday, March 06, 2014 10:32 AM 
Senate Finance Committee 
FW: Keep the "Intent" Language

F ro m :
S e n t:
To:
S u b ject:

P ub lic  testimony

Joe Byrnes
Staff for Senator Pete Kelly 
907-456-3709

F ro m : jacob howdeshell Fm ailto:howdyv21@ hotm ail.com 1 
S e n t:  Thursday, March 06, 2014 10:28
T o : Sen. Kevin Meyer; Sen. Pete Kelly; Sen. Anna Fairclough; Senator.Mike.Dunleavev@aklea.QOv: Sen. Click Bishop; 
Sen. Donny Olson; Sen. Lyman Hoffman 
S u b je c t:  Keep the "In ten t" Language

„Pear Senators,

o

I support the use o f a Project Labor Agreement (PLA) in building large diameter natural gas line, and the 
"intent" language in SB 138. PLA's are the only legal way to insure that local hires, apprentices, and local 
contractors are on the project. If  we are to keep the workforce local, Alaska needs legally enforceable language 
tha t supports the training and recruitment o f skilled local labor. This continues to spur on economic growth in 
all sectors in Alaska, as the earnings for the majority o f the workforce will stay in our respective communities.

S incerely,

Jacob  A. Howdeshell 

v28 Faultline St. Apt. 4

l
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N o rth  Pole, AK 99705

o



D o n i e c e  G o t t

(XF ro m :
3 e n t :
T o :
S u b ject:

Sen. Pete Kelly
Thursday, March 06, 2014 10:20 AM 
Senate Finance Committee 
FW: SB 138

P u b lic  testimony

Joe Byrnes
Staff for Senator Pete Kelly 
907-456-3709

m

F ro m : w ilbur2  rmailto:wilbur2(a)alaska.net1 
S e n t:  Thursday, March 06, 2014 10:07 
T o: Sen. Pete Kelly
Cc: Sen. Kevin Meyer; Sen. Pete Kelly; Sen. Anna Fairclough; Senator,Mike.Dunleavev@ aklea.gov: Sen. Click Bishop; Sen. 
D on ny  Olson; Sen. Lyman Hoffman 
S u b je c t:  SB 138

'e a r  Senators,

I su p p o rt the use of a Project Labor Agreem ent (PLA) in building large diameter natural gas line, and the "intent" language 
in SB  138. PLA's are the only legal way to insure that local hires are on the project. I am a retired union worker and will 
vo te  aga ins t anyone who doesn't support local hire. For me this trumps all other political issues in this state.

S incere ly ,

Paul Jagow

PO B ox 72257,

F a irbanks, Alaska 99707

o
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D o n i e c e  G o t t

From :
S ent:
To:
S ubject:

Sen. Pete Kelly
Thursday, March 06, 2014 11:25 AM 
Senate Finance Committee 
FW: sb138

Public testimony

Joe Byrnes
Staff fo r Senator Pete Kelly 
907-456-3709

K3
F ro m : w hill l~m ailto:whill@ alaska.netl 
S e n t: Thursday, March 06, 2014 11:03
To: Sen. Kevin Meyer; Sen. Pete Kelly; Sen. Anna Fairclough; Senator.Mike.Dunleavev@ aklea.gov: Sen. Click Bishop; 
Sen. D onny Olson; Sen. Lyman Hoffman 
S u b je c t: s b l3 8

D ear Senators,

I suppo rt the use of a Project Labor Agreem ent (PLA) in building large diameter natural gas line, and the "intent" language 
in SB 138. PLA's are the only legal way to insure that local hires, apprentices, and local contractors are on the project.

S incere ly, 

w oody hill 

po box 57322

north pole AK  99705 whill@ alaska.net

o

o
1
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D o n i e c e  G o t t

: ro m : Sen. Pete Kelly
Sent: Thursday, March 06, 2014 9:29 AM

T o: Senate Finance Committee
S ub ject: FW: SB 138 PLA Language

P ub lic  testimony

Joe Byrnes
Staff for Senator Pete Kelly 
907-456-3709

S3
F ro m : Bryan [mailto:brvmus@hotmail.coml 
S e n t:  Thursday, March 06, 2014 09:23
T o : Sen. Kevin Meyer; Sen. Pete Kelly; Sen. Anna Fairclough; Senator.Mike.Dunleavev@aklea.aov: Sen. Click Bishop; 
Sen. Donny Olson; Sen. Lyman Hoffman 
S u b je c t:  SB 138 PLA Language

D ear Senators,

I support the use o f a Project Labor Agreement (PLA) in building large diameter natural gas line, and the 
"intent" language in SB 138. PLA's are the only legal way to insure that local hires, apprentices, and local 
contractors are on the project.

S incerely,

Q ryan Imus

l
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1200  Vasi Way 

N o rth  Pole, AK 99705



D o n i e c e  G o t t

ro m : Sen. Pete Kelly
e n t:  Thursday, March 06, 2014 9:27 AM

To: Senate Finance Committee
S u b ject: FW:

P ub lic  testimony

Joe Byrnes
Staff for Senator Pete Kelly 
907-456-S709

F ro m : nina cassity rmailto:boomer2max(a)vahoo.coml 
S e n t:  Thursday, March 06, 2014 09:13
To: Sen. Lyman Hoffman; Sen. Kevin Meyer; Sen. Click Bishop; Sen. Pete Kelly; Sen. Anna Fairclough;
Senator.Mike.Dunleavev@aklea.aov: Sen. Donny Olson
S u b je c t:

0
Senators,

1 support the use o f a Project Labor Agreement (PLA) in building large diameter natural gas line, and the 
“ in ten t” language in SB 138. PLA ’s are the only legal way to insure that local hires, apprentices, and local 
contractors are on the project.

S incerely, Nina S. Cassity

P.O . BX  55234 
N orth  Pole, AK. 99705

l
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D o n i e c e  G o t t

rom :
ent:

To:
Subject:

Public testimony

Joe Byrnes
Staff fo r Senator Pete Kelly 
907-456-3709

 Original Message-----
From: kimberly Baseden fmailto:kimberly baseden^hotmail.coml 
Sent: Thursday, March 06, 2014 09:16 
To: Sen. Pete Kelly 
Subject: Support PLA

Dear Senators,

I support the use of a Project Labor Agreement (PLA) in building large diameter natural gas line, and the "intent" 
'anguage in SB 138. PLA's are the only legal way to insure that local hires, apprentices, and local contractors are on the 
,roject.

Sincerely,
Kimberly Baseden 
Local 302 apprentice

Sen. Pete Kelly
Thursday, March 06, 2014 9:26 AM 
Senate Finance Committee 
FW. Support PLA

o
1
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D o n i e c e  G o t t

ro m :  
e n t:

To:
S u b jec t:

P ub lic  testimony

Joe Byrnes
Staff for Senator Pete Kelly 
907-456-3709

F ro m : Maryann Keane rmailto:marvannkeane@hotmail.coml 
S e n t:  Thursday, March 06, 2014 12:02
To: Sen. Kevin Meyer; Sen. Pete Kelly; Sen. Anna Fairclough; Sen. Mike Dunleavy; Sen. Click Bishop; Sen. Donny Olson; 
Sen. Lyman Hoffman 
S u b je c t: PLA Support!

D ear Senators,

I support the use o f  a Project Labor Agreement in the building o f a large diameter natural gas line. I've lived in 
A laska m y entire life and would like to see my friends and neighbors employed before outsiders. Employed 
safely, w ith proper training.

It is also important to make the effort to keep the income earned from this project in Alaska, using Alaskan 
resources, spent on Alaskan businesses.

-M aryann Keane 

Fairbanks, Alaska

Sen. Pete Kelly
Thursday, March 06, 2014 1:25 PM 
Senate Finance Committee 
FW: PLA Support!

o
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D o n i e c e  G o t t

F ro m : Sen. Pete Kelly
Sent: Thursday, March 06, 2014 3:23 PM
To: Senate Finance Committee
S u b ject: FW:

P ub lic  testimony

Joe Byrnes
Staff for Senator Pete Kelly 
907-456-3709

F ro m : al32ak@yahoo.com rmailto:al32ak(@vahoo.coml 
S e n t: Thursday, March 06, 2014 14:13
To: Sen. Pete Kelly; Sen. Anna Fairclough; Senator.Mike.Dunleavev@akleQ.gov: Sen. Click Bishop; Sen. Donny Olson;
Sen. Lyman Hoffman
S u b je c t:

D ear Senator, I support the use o f a Project Labor Agreement (PLA) in building large diameter natural gas line, 
and the "intent" language in SB 138. PLA's are the only legal way to insure that local hires, apprentices, and 

ica l contractors are on the project. Sincerely, Alan Osberg 1707 southern ave. Fairbanks, Alaska 99709 
Sent from Yahoo Mail on Android

o
1
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D o n i e c e  G o t t

a c ro m :
J e n t:
To:
S u b ject:

Sen. Pete Kelly
Thursday, March 06, 2014 3:20 PM 
Senate Finance Committee 
FW: PLA

Public testimony

Joe Byrnes
S taff for Senator Pete Kelly 
907-456-3709

 Original Message-----
From: Tawnie fmailto:tawniesaunders(5)gmail.com| 
Sent: Thursday, March 06, 2014 14:58 
To: Sen. Pete Kelly 
Subject: PLA

Dear Senators,

Osupport the use of a Project Labor Agreement (PLA) in building large diameter natural gas line, and the "intent" 
inguage in SB 138. PLA's are the only legal way to insure that local hires, apprentices, and local contractors are on the 
project. As a life long Alaskan, I understand the importance of securing better work standards for our people. Thank you.

Sincerely,
Tawnie Saunders 
402 N Grange Hall Rd 
Fairbanks, AK 99712

o
1
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D o n i e c e  G o t t

ac rom :
<ent:

To:
S ubject:

Sen. Pete Kelly
Thursday, March 06, 2014 3:40 PM 
Senate Finance Committee 
FW: Pipeline

Public testimony

Joe Byrnes
Staff fo r Senator Pete Kelly 
907-456-3709

 Original Message-----
From: jim  burke [mailto:iimburke(a>hotmail.com1 
Sent: Thursday, March 06, 2014 13:18 
To: Sen. Pete Kelly 
Subject: Pipeline

Sent from my iPDear Senators,

support the use of a Project Labor Agreement (PLA) in building large diameter natural gas line, and the "intent" 
language in SB 138. PLA's are the only legal way to insure that local hires, apprentices, and local contractors are on the 
project.

Sincerely,
James A Burke

o
1
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D o n i e c e  G o t t

r t f
->
P ro m :
ie n t :
T o :
S u b ject:

Sen. Pete Kelly
Thursday, March 06, 2014 3:41 PM
Senate Finance Committee
FW: Project Labor Agreement for gas line

Public testimony

Joe Byrnes
S ta ff for Senator Pete Kelly 
907-456-3709

 Original Message-----
From: John [mailto:iohnthewolfdogPvahoo.com1 
Sent: Thursday, March 06, 2014 12:43
To: Sen. Kevin Meyer; Sen. Pete Kelly; Sen. Anna Fairclough; Sen. Click Bishop; Sen. Lyman Hoffman; Sen. Donny Olson 
Subject: Project Labor Agreement for gas line

Dear Senators,

I support the use of a Project Labor Agreement (PLA) in building large diameter natural gas line, and the "intent" 
-'anguage in SB 138. PLA's are the only legal way to insure that local hires, apprentices, and local contractors are on the

roject.

Sincerely, 
John Hudson

o
1
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D o n i e c e  G o t t

S u b ject:

Sen. Pete Kelly
Thursday, March 06, 2014 4:44 PM 
Senate Finance Committee
FW: Support of AK resident and contractor hire related to SB 138

P ub lic  testimony

Joe Byrnes
S ta f f  fo r  Se n a to r Pete Kelly 
907-456-3709

F ro m : Jeff.Dovle(5)ch2m.com fmailtoJeff.Dovle@ch2m.com]
S e n t:  Thursday, March 06, 2014 16:30
T o: Sen. Pete Kelly; Sen. Kevin Meyer; Sen. Anna Fairclough; Sen.Bishop.Click@akleq.gov; Sen. Mike Dunleavy; Sen. 
Lyman Hoffman; Sen. Donny Olson
Cc: Tom.Maloney@CH2M.com
S u b je c t:  Support of AK resident and contractor hire related to SB 138 

Tear Senators,

T hanks for your leadership and efforts in Juneau this year and for your work on draft SB 138. As an Alaskan 
resident since 1970 with two AK bom children in the Anchorage school system, a 20+ year career in the oil 
industry, leader o f an AK-based construction company that has supported the oil industry continuously for over 
20 years, I am writing to encourage you to include language in this bill that supports AK resident hire and the 
use o f  A K  contractors. It is my strong desire to remain in this state in support o f the AK oil and gas industry 
through the end o f my career. My son, who is approaching college age, has expressed an interest in following 
m y career path in support o f the AK oil and gas industry.

T hanks for your consideration and again, for your leadership in Juneau.

S incerely, Jeff

T f D oyle 

V ice President

l
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A C H 2 M  H ILL C om pany
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A nchorage, AK 99508 
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D o n i e c e  G o t t

Fo F ro m : Sen. Pete Kelly
e n t:  Thursday, March 06, 2014 4:46 PM

T o : Senate Finance Committee
S u b ject: FW: language to negotiate a Project Labor Agreement (PLA).

P ub lic  testimony

Joe Byrnes
Staff for Senator Pete Kelly 
907-456-3709

D
F ro m : jacob dobbs rmailto:iake.dobbs@outlook.com1 
S e n t:  Thursday, March 06, 2014 16:43
To: Sen. Kevin Meyer; Sen. Pete Kelly; Sen. Anna Fairclough; Senator.Mike.DunleavevOaklea.aov; Sen. Click Bishop; 
Sen. Donny Olson; Sen. Lyman Hoffman
S u b je c t: language to negotiate a Project Labor Agreement (PLA).

D ear Senators,

o
I support the use o f  a Project Labor Agreement (PLA) in building a large diameter natural gas line, and the 
“in ten t” language in SB 138. PLA ’s are the only legal way to insure that local hires, and local contractors are on 
the project.

Sincerely,

Jacob Dobbs

424 V alley View Drive

Fairbanks, Alaska 99712

o
1
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D o n i e c e  G o t t

S ub ject:

LIO Anchorage
Tuesday, March 04, 2014 9:48 AM 
Senate Finance Committee 
FW: SB138 testimony today...

F ro m : imacinakgialaska.net fmailto:imacinak@alaska.nefl
S e n t:  Tuesday, March 04, 2014 9:10 AM
To: LIO Anchorage
S u b je c t: SB138 testimony today...

I do not support the suspension o f the state, or municipalities rights and duties to fairly raise taxes on any 
gasline, as is the process with oil. Alaska will be better o ff not mixed up in a secretly arranged effort to destroy 
the p eo p le 'r  rights to levy taxes on our resources where and WHENEVER those legal taxing authorities deem it 
necessary within Alaska. We shouldn't have to diminish our own fiscal rights just to access state-owned gas for 
our ow n people. SB138 is as bad or qorse as SB21,...which is now being uncovered as the massive giveaway it 
is to the tune o f nearly two billion dollars a year from our side o f the table to theirs,..for empty promises and 
m isrepresentations that that were made in order to rush SB21 through the legislature last year. I also do not 
support taking TC as a partner in a no-bid situation b ro u g h t on by the s ta te 's  fear of litigation over AGIA. I 
urge us to pay off TC, take the geologic and  o ther info w e paid  for w ith the 300 million, and go out for bid 
like a  normal contract. This is the Anchorage LIO debacle on steroids,., for not bidding as per state contract law. 
- jo h n  M cDowell,..Anchorage.

o
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D o n i e c e  G o t t

d
F ro m : M <merrick@gci.net>

e n t: Thursday, March 06, 2014 7:16 PM
To: Senate Finance Committee; Senate Finance Committee
S ubject: SB-138 Testimony

Re. SB-138

D ear Senate Finance:

I am  following up per the request o f Senate Finance Co-Chair Kelly, and Senator Fairclough from my previous 
public testimony on Monday morning March 3, 2013.

First, thank you for your interest in the gas line (SB -138) and for the questions you posed to me on Monday.

S B -138 has a structural flaw that nearly ensures a gasline will not be built, nor built under terms favorable to 
A laska. A s you are now aware the transnational corporations that would effectively be in charge o f this project 
under this legislation are competitors. These corporations have LNG projects that directly compete with 
A laska. It is imperative that the legislature focus on this issue and craft legislation that ensures Alaska is NOT 
in a subordinate position to those who compete with us. I f  we fail to do this, we will not have a gas line that is 
clearly critical to our economic well being. The budget deficits for this and for all fiscal years in the 
foreseeable future ensure that Alaska will deplete the CBR and SBR without new, diversified revenue.

The following are questions that must be addressed:

The CEO o f  ExxonMobil, Rex Tillerson, was interviewed by PBS host Charlie Rose a year ago. (Air date 
3/6/2013. "An hour with Rex Tillerson, Chairman and CEO of
ExxonM obil.") Link: http://www.charlierose.com/watch/60189811 (You can watch this online.)

I im plore you to watch this program. Tillerson was asked when Exxon knew about the massive amount o f shale 
gas in the Lower 48. Tillerson responded; "...about ten years ago..." That would be 11 years ago now, or about 
five years before AGIA was signed into law. What is relevant is that Exxon knew we would be wasting time 
and m oney studying a pretend gas line project to the Lower 48. In about 2007 I implored DNR commissioner 
Tom  Irw in (whom I've known and liked for over 20 years) to not waste time studying a project to the Lower 48 
based upon what the experts I was speaking with were telling me, specifically, that the "shale gale" in the Lower 
48 w ould preclude such an expensive project. Irwin was utilizing consultants Black and Veatch whose advice 
was terrible. The bottom line is Exxon was happy to see Alaska waste years o f time and significant monetary 
resources studying a project that would never be built. In this way the public and elected officials would be 
pacified thinking the effort was legitimate. What Exxon did was act in its own best interests as any corporation 
is obligated to do. Exxon has LNG projects that compete with Alaska. Why wouldn't Exxon be content to keep 
A laska gas warehoused? Allowing Alaska gas on to the would market would depress profits for Exxon relative 
to its other LNG projects.

n ,ease spend time reviewing whether it is in Alaska's best interests to have another producer owned 
v  Jpeline. Review the extraordinary, continuing fraud employed with TAPS, namely fraudulent tariffs, designed 

to keep competition off the North Slope. What has this ownership model cost Alaskans in lost competition and

l
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reduced  revenues? It is in the billions.

P lease  review- in detail- how Exxon and the Parnell administration were NOT responsive to the extraordinary 
m arke t demand the Alaska Gasline Port Authority demonstrated in the 2012 Solicitation of Interest 
Exxon/TransC anada was required to hold under AGIA. When the markets came here, and were looking for 5 
b illio n  cubic feet o f  natural gas, per day. Exxon. TransCanada. and the Parnell administration failed to 
respond. What better evidence do we need that allowing those multinational corporations to decide when, and 
if  a  project gets built is resolutely not in Alaska's best interest?

P lea se  review the question o f the route selection. As we discussed on Monday, the proper route for a large 
d iam eter gasline to tidewater is the same route- for the same reasons- that was selected for the Trans Alaska Oil 
P ipeline. (Prudhoe Bay to Valdez). The push for a route to Cook Inlet is designed for the kind o f project- 
k illing  delays that will ensure Alaska's gas will miss the market- resulting in no project. The TAPS route has 
b een  demonstrated to work with the oil pipeline, and the work o f  Yukon Pacific demonstrated that it was 
possib le  to obtain a completed Final Environmental Impact Statement (FEIS), a presidential finding and a valid 
ex p o rt license. Why would we step over this work to waste time on a route (to Cook Inlet) that has substantial 
unansw ered questions? To name a few, seismic concerns at the liquefaction facility, endangered Cook Inlet 
B eluga Whales, a shallow inlet that limits world class LNG tankers, ice choked waters, and no Coast Guard 
V essel M anagement and Tracking System.

A gasline route that parallels TAPS ensures Fairbanks will have proximate access to gas- o f big concern to 
G V E A , the military bases, and crude oil refiners. The effort by Flint Hills to close its refinery illustrates, to a 
degree, its lack o f confidence in the approach the Parnell administration has selected for a gas line. We should 
also w ant a route that ensures proximate access to cheap natural gas for the mining industry (potential) that 
ex ists along the Richardson Highway.

lease review and ask why the Parnell administration continues to rely on the same consultants who were so 
spectacularly  wrong on the proposed pipeline to the Lower 48. Are they credible?

Please m eet with the markets, or those who are representing the markets. When the markets are making it clear 
they need gas by 2019 and the plan before you utterly ignores this interest, proponents o f such a plan should be 
fired for gross incompetence. The markets do not need Alaska. But we need them. If  we continue to abuse 
these custom ers they will go elsewhere for LNG. We have already lost markets to Canada. We will lose this 
critical project if  we do not heed what the markets are telling us. You have heard about all the other projects we 
are com peting with; in Canada, the G ulf Coast of the USA, Papua New Guinea, Australia, Qatar, and even 
Russia.

I have w orked on this issue diligently for the better part o f a decade as a board-member o f the Alaska Gasline 
Port Authority. I've met with the markets, I've met with many experts who have shared important information 
about how  to advance this project. I've also gone on record many times about how to advance this 
project. W hen others were pitching a pipeline to the Lower 48 we were saying that was not going to 
work. W hen others said LNG export would not work, we were providing factual information about how 
econom ic and profitable such a project would be for Alaska. Years before those who now argue for Alaska 
taking an equity interest in the project we were saying that was an important step that could bring Alaska new, 
diversified (equity return) revenue.

But m ost important, I am representing the wishes o f Alaska voters who got it exactly right when they asked us 
to build, or cause to be built, a large diameter gasline to Valdez.

f )
mally, I thought Sen. Meyer was on the right track the other day when AGDC testified before Senate 

Finance. Sen. Meyer noted the significant budget deficits we face and wondered if  the money slated for

2



A G D C  could be better spent. Continue that discussion. Please. The proposed AGDC bullet line makes no 
econom ic sense. To repeat, that project makes not one bit o f  economic sense. If  the objective is to get gas to 
A laskans, why in the world would we spent a $8 billion dollar capex to achieve that result when an investment 
kof tens- to  a few hundred million in the Cook Inlet achieves that result? It makes no sense to spend $8 billion 
w hen  a much smaller investment can do the job. You must spend time with the Cook Inlet developers who 
have spent our money to develop in that basin. There is a lot o f gas in the Cook Inlet. We have an estimated 
200 year supply there. Even the DNR commissioner has asked that the LNG export facility at Nikiski be re­
opened to  provide for a way to move Cook Inlet gas to the markets. It is a incredible waste o f money to be 
spending money on two separate gas line projects.

The current policy o f the administration is so flawed as to be incoherent. We dole out incredible sums o f 
m oney to encourage gas development in the Cook Inlet basin. When those Cook Inlet drillers seek to provide 
gas to A laska markets they are rebuffed by AIDEA. We then spend hundreds o f millions trying to convey gas 
(A G D C) to the Cook Inlet with a non economic gasline after drillers in the Cook Inlet make it very clear the gas 
they 've developed can always beat the bullet line price. We then throw $300 million at AGIA and when the 
m arkets respond they are ignored, and even insulted. What message does this send to the markets? That Alaska 
is a banana Republic? Frankly this lack o f  strategic vision and basic common sense is stunning.

W e need the legislature to step up and ratify an approach that is economic, consistent with the wishes o f Alaska 
voters, and dovetails with the interest o f the markets.

Sincerely,

M errick Peirce

Boardm em ber, CFO AGP A.

o
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Testim ony o f C h arlo tte  B row er 
M ayor, N orth  Slope B orough, A laska 

M arch  6 ,2014

B efore the 
Senate F inance C om m ittee 

A laska S tate  L egislature 
Legislative H earin g  on SB138

Good morning Co-chairman Kelly, Co-chairman Meyer, and Senators.

My name is Charlotte Brower. I am honored to be the Mayor of the North Slope 

Borough, the wife of a whaling captain, and am blessed with six children and 

twenty-five grandchildren.

Thank you for the opportunity to speak on SB 138, a bill that authorizes the State of 

Alaska to move forward on developing a natural gas pipeline from the North Slope 

to tidewater.

Today I would like to talk about some of the concerns and interests of the North 

Slope Borough regarding SB 138 and the Heads of Agreement, which is a separate 

document that outlines the guiding principles of the Alaska LNG Project. I’m also 

here to offer some suggestions on how those concerns could be addressed by this 

committee, the Legislature, the Governor, and his Administration.



Before we talk about concerns, its important that say ‘Thank You’ to our Good 

Lord for the opportunity to be having this discussion on how to build a 40 to 50 

billion-dollar project to develop our natural gas. How many other legislators or 

mayors would love to trade places with us right now?

The Alaska LNG Project envisions a 20 to 25 percent ownership by the State of 

Alaska. This requires the Legislature to evaluate complicated policy decisions and 

risks and costs on a level equal with decisions made by Fortune 500 companies. 

Please let me take a moment to acknowledge our appreciation for your efforts on 

behalf of our residents. You are truly deciding the future of our state, and on 

behalf of the North Slope Borough, I commend you. Quyanaqpak.

As Alaskans, we’ve learned from the past that large projects like this can set a 

positive course for our future. But we also know that in order to provide the 

maximum possible benefits, we have to be prepared for the impacts. For example, 

the Trans Alaska Oil Pipeline has provided billions of dollars of revenue and jobs, 

but we also learned lessons about demands for public services to deal with social 

services, job training, infrastructure, public safety, and education.



That brings me to the points that should be addressed in Senate Bill 138 and the 

Heads o f Agreement document before this committee.

The Heads of Agreement has language in Article 9.3 that states the “Parties” intend 

for the project’s fiscal terms to be included in project-enabling contracts. Subject 

to “consultation” with local governments, the Administration will establish 

payments in lieu of property tax (PILT), which are to be based on a unit rate per 

throughput basis. In other words, the payment is calculated as cents per thousand 

cubic feet of natural gas.

The reason for concern is that the process for “consultation” is not defined. We 

see that the process for enabling contracts is an “up or down” ratification vote by 

the Legislature after the Administration submits them to you for approval. If  the 

local taxing authority of municipal governments is going to be modified to provide 

fiscal certainty, we must be part of the process.

Let me turn now to the language in Senate Bill 138.

The current language in SB 138 addresses the taxing authority of local municipal 

governments in three different sections.



First, the Senate Resources Committee added Legislative Intent language in 

Section 1 that the interests of local governmental entities “must be considered in 

contract negotiations to protect the financial and other interests” of the local 

governmental entities. The addition of this language is recognized and 

appreciated, but it does not have the force of law, and does not go far enough.

Second, in Section 8 o f the bill, the state-created subsidiary is given the legal 

provisions created in current law for the Alaska Gasline Development Corporation, 

known as “AGDC”. This includes the language in Alaska Statute 31.25.260, 

which exempts AGDC from municipal taxes for any property owned by AGDC.

In addition, this section of law further exempts taxable property for any joint 

venture or partnership with AGDC during construction of the pipeline.

This creates confusion because the new subsidiary for the large-diameter project is 

given the all the benefits provided to AGDC, but they are two completely separate 

and distinct projects. In the case of the Alaska LNG Project in SB 138, there is a 

very large project that proposes to have significant state ownership. This was not 

the model that was envisioned when the Legislature discussed the formation of 

AGDC last year during the hearings on House Bill 4.



Third, the Commissioners of the Departments of Natural Resources and Revenue 

are provided authority to negotiate enabling contracts that must be ratified by the 

Legislature. Based on the language in the HOA, these enabling contracts will be 

used to establish a PILT system and also establish a series of impact payments 

during project construction.

I am here today to request your consideration for making amendments to SB 138 

and other changes that will protect the interests of local governments. Before 

discussing those amendments, I would like to provide some background.

Less than three weeks ago I was fortunate enough to offer testimony to the House 

Resources Committee in Juneau to support of HJR26. HJR26 is a resolution 

calling upon the United States Congress to pass legislation that establish a revenue 

sharing program from the proceeds of oil and gas development on the outer 

continental shelf off our shores. Earlier this week, HJR26 passed the Senate on a 

vote of 17 -  0. Thank you for your vote. By working together as Alaskans, we are 

sending a message for receiving a fair and equitable distribution of revenues that 

come from energy development off our shores.



It was our combined message as state and local governments that we will need 

resources to keep up with infrastructure requirements, expand emergency response 

and search and rescue capabilities, and work to maintain healthy communities and 

a healthy ecosystem.

When it comes to dealing with the impacts of oil and gas development, the basic 

discussion between offshore and onshore is not really that much different. As the 

local government responsible for providing basic essential services, the North 

Slope Borough is there to help provide for cost o f schools, emergency response, 

health and social services, and public safety.

Like most other municipal governments, the North Slope Borough relies upon our 

authority to levy a property tax in order to generate the revenue to provide these 

public services. That is why any discussion to exempt property taxes from a 

project o f this magnitude gives me cause for concern.

This is not the first time we’ve discussed the development of a natural gas pipeline 

and the issue o f fiscal stability for the project. And I continue to believe that 

municipal taxes are not the issue that makes or breaks the margin on a project that 

could exceed $50 billion.



On behalf of the North Slope Borough, I would like to request your consideration 

for the following amendments to Senate Bill 138:

1) The newly created subsidiary should not be provided the tax exemptions 

provided to AGDC for the small in-state project. In particular, the tax 

exemptions under AS 31.25.260 should not apply to the large-diameter 

project in SB 138.

2) Let’s explore ways for municipalities to participate in the project. For the all 

the reasons that the project benefits from participation by the State of 

Alaska, perhaps many of the concerns of municipalities could be addressed 

in the same manner. For example, perhaps municipal governments could 

access revenues and get access to natural gas by having an ownership stake 

in a portion of the project.

3) The Governor has authority to issue Administrative Orders that could 

establish an advisory working group of municipal officials, Administration 

officials, industry participants, and others. Perhaps this approach could be 

explored to get conversations started to resolve some o f these concerns.



No one wants to see a natural gas pipeline more than myself. I see the opportunity 

for my grandchildren to have good jobs, and I also want to see access to affordable 

energy for my grandchildren’s children.

In order to get jobs and access to affordable energy, our villages will need good 

schools, housing, and other basic services in order to take advantage of the 

opportunities. And for that reason, I am here today to speak up for the ability of 

our municipal government to have the authority to meet those needs.

Quyanaqpak



A l a s k a  S t a t e  L e g i s l a t u r e

S e n a t e  F i n a n c e  C o m m i t t e e

Senator Kevin Meyer, Co-Chair 
State Capitol, Room 518  
Juneau, Alaska 99801-1182  
Rhone: (907) 405-4945  
Fax: (907) 485-9470  
Sen.Kevin.Meyer@akleg.gov

Senator Pete Kelly, Co-Chair 
State Capitol, Room 518  

Juneau, Alaska 99801-1182  
Rhone:(907) 485-8709  

Fax: (907) 485-4714  
Sen. Pete. Kelly@akleg.gov

The Honorable 
Luke Hopkins, Mayor 
Fairbanks North Star Borough 
PO Box 71267 
Fairbanks, Alaska 99707

The Honorable 
Mike Navarre, Mayor 
Kenai Peninsula Borough 
144 North Binkley Street 
Soldotna, Alaska 99669

The Honorable 
Charlotte Brower, Mayor 
North Slope Borough 
PO Box 69
Barrow, Alaska 99723

March 3, 2014

Dear Mayor Hopkins, M ayor Navarre, and Mayor Brower:

We are looking forward to you participating in the discussion on SB 138 and hope you can add 
to our understanding o f  the proposal following your discussion with Governor Parnell. Would 
you be able to participate on Thursday, March 6 at 9:00 am?

In preface to this discussion:
1. The Alaska Constitution allows the Legislature to delegate taxing powers to organized 

boroughs.
2. The Governor’s Heads o f Agreement (HOA) proposes to discuss with you and back 

before the Legislature an alternative tax model (Payment in Lieu o f Taxes) which may 
provide a more stable long term alternative to the depreciating property tax. As 
envisioned, the proposal would provide a stable flat rate o f income, instead of a high 
initial income that declines over time.

3. The Department o f Revenue projects the property tax portion to be substantial, in round 
numbers, property taxes could be V* to 1/3 o f the “total government take.”

4. The State’s equity investment of several billion dollars could generate $1 billion for the 
municipalities and 2 - 3  billion for the rest of the State for 20 to 30 years or more.

5. Section 9.3.1 o f  the HOA envisions not only that Municipalities would receive the above 
PILT, but also “impact funds.”

Questions we would like you to be able to discuss include:
1. Do you envision your communities sharing in the equity and risk as the State considers 

investing in our economic future?
2. Would you forego the potential “impact funds” as part o f your financial participation?
3. Are there other means the organized boroughs and cities could offer for their 

participation?

mailto:Sen.Kevin.Meyer@akleg.gov
mailto:Kelly@akleg.gov


4. Should we direct the Commissioner of Revenue to analyze and develop a mechanism to 
better enable you to manage the funds?

a. Mayor Hopkins raises the issue o f communities without the pipeline receiving 
payments: Should a share be set aside for all communities? Perhaps 20%?

b. Should we ask the Commissioner to analyze catastrophic emergencies and 
determine what percentage should be set aside in a reserve fund? Perhaps 50%?

c. O f the few communities receiving direct payments, what percent should be set 
aside for major maintenance and unfunded liabilities, including retirement 
obligations now passed on to the remainder of the State?

5. Can you explain your concerns about the tax exempt provisions we passed last year in 
HB 4 that exempted AGDC from state and municipal taxes?

6. What else should we consider adding to this bill to ensure full consideration o f the 
fairness between your communities and all other state citizens?

Thank you for your efforts on behalf of the Alaskans who live and work in your communities.

Senator Kevin Meyer 
Co-Chair Finance

CC: Mayor Clay Walker, Denali Borough
Mayor Larry DeVilbiss, Matanuska-Susitna Borough 
Mayor Dan Sullivan, Municipality o f Anchorage



Fairbanks North Star Borough Mayor’s Office
809 Pioneer Road PO Box 71267 Fairbanks. Alaska 99707-1267 (907)459-1300 fax (907)459-1102

February 28, 2014

Honorable Senator Pete Kelly Honorable Senator Kevin MeyerState Capitol Room 516 State Capitol Room 518Juneau, Alaska 99801 Juneau, Alaska 99801
Senator Kelly and Senator Meyer,
On behalf of the three mayors, Mayor Mike Navarre of Kenai Penn. Borough, 
Mayor Charlotte Brower of North Slope Borough and, myself, Mayor Hopkins, 
Fairbanks North Star Borough, we request the opportunity to testify in person at 
the Finance Committee hearings on Senate Bill 138, March 3-5, 2014 to allow to 
join me before your committee. We have also requested a meeting with 
Governor Parnell, Commissioners Balash and Rodell on these issues.
Legislation that could affect municipal taxation under AS 45.63 and AS 29.23 is 
of concern to our boroughs. This borough expects, consistent with current 
practice and law that property associated with construction of a major gas line 
will be located within our boundaries even though we fall outside the actual 
pipeline route. For example, Anchorage currently receives property tax revenue 
from TAPS even though the pipeline itself is not located in its boundaries. This 
borough also is concerned that existing tax revenue contributing to our current 
stable tax base is not negatively impacted or eroded in future negotiations.
Since!
ike Hopkins, Mayor Fairbanks North Star Borough 907.459.1300 office; 907.347.0066 cell
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February 27, 2014

Com missioner A ngela Rodell 
Alaska D epartm ent o f  Revenue 
PO Box 110400 
Juneau, A laska 99811

Com missioner Joe Balash 
Alaska D epartm ent o f  N atural Resources 
550 W. 7th A venue, Ste. 1260 
.Anchorage, A laska 99501

I

Dear C om m issioners Rodell and Balash,

As local governm ent leaders, we are encouraged by the prospect o f  construction o f  a 
natural gas pipeline. We support continued efforts toward com pletion o f  a successful 
project and the econom ic benefits it will bring to the State o f  A laska, our com m unities and 
our residents.

We have had the opportunity  to review the enclosed letter DOR D eputy C om m issioner 
Michael Paw low ski sent to Kathie W asserman, Executive D irector o f  the Alaska 
Municipal League, on  February 17, 2014. Although we w ould have preferred to be 
involved in the H eads o f  A greem ent negotiations and any decision regarding local property 
taxes at that stage, we are pleased to know  that the State will collaborate with local 
governments in the developm ent o f  any payment in lieu o f  taxes (PIL T ) and schedule o f  
impact paym ents.

This letter is intended to seek additional and definitive clarification regarding the S ta te’s 
intention as it relates to local property taxes. Mr. Pawlowski stated in the February 17, 
2014 letter that the H eads o f  Agreement (and subsequently, any related legislation) will 
only impact developm ent related to the Alaska LNG project. We w ould greatly appreciate 
a confirmation that existing oil and gas property will not be affected by any agreem ents 
associated w ith the A laska LNG project, but instead will rem ain taxable under the current 
AS 43.56 and AS 29.45 ad valorem  tax regime.

Given that the H eads o f  A greem ent only includes new infrastructure downstream  o f  the 
Prudhoe Bay and Point Thom pson units, as Mr. Pawlowski pointed out in his letter, we 
request that the adm inistration put forth an amendm ent to SB 138 and HB 277 clearly 
stating that existing oil and gas property will not be subject to the future negotiations 
contemplated by this legislation.



Comms. R odell and Balash 
State o f  A laska

February 27. 2014
Page 2 of 2

Second, w e request additional inform ation regarding the role o f  m unicipalities in such 
future negotiations, w hich Mr. Pawlow ski describes in his letter as a "consensus 
approach.” In particular, we request confirm ation that local governm ent leaders will be 
directly involved in the negotiation process and will be party  to the confidential 
agreem ents.

W hile we understand that negotiations will not begin until SB 138/HB 277 are approved 
by the legislature, it is im perative that this legislation provides for the protection o f  
existing local property  tax structures and clearly outlines the role that m unicipalities will 
have in shaping future negotiations. We have been working on legislation to address these 
concerns, and we w ould be happy to propose am endm ents or to m eet with the 
adm inistration  to draft language that addresses our m utual interests.

We look forw ard to receiving your response and hope to develop a clear plan for the 
m eaningful partic ipation o f  local governm ent representatives as the adm inistration  moves 
ahead w ith  the A laska LNG project.

S incerely,

M ayor Luke Hopkins M ayor Mike N avarre
Fairbanks N orth  S tar B orough Kenai Peninsula Borough

M ayor C harlo tte B row er M ayor Dave Cobb
N orth Slope Borough City o f  Valdez

Cc: G overnor Sean Parnell
House Speaker Mike Chenault 
Senate President Charlie Huggins 
DO R Deputy C om m issioner M ichael Paw lowski 
AM L Executive D irector Kathie W asserm an

Enclosure
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THE STATE D e p a r tm e n t  o f  R e v e n a e•’ALASKA \ng*ta M RcxJcll C'otnmisxwner

G o vtR N O R  SI in  P a «V111

February 17,2014

Kathie Wssserman 
Executive Director 
Alaska Municipal League 
217 Second Street Suite 200 
Juneau, AK 99801

Dear Ms. Waaaennan:

Thank you for the opportunity to meet with you and Mr. Gillespie on Thursday February 6,2014 
regarding property taxes and the Alaska LNG project. As 1 explained at the meeting, property taxes os 
the Alaska LNO project are a material portion of the overall government take and wiQbe a key element 
o f die overall fiscal structure. However, in developing the Heads of Agreement the Administration 
recognized that it was premature to discuss property taxes far the project given it la in  the early stages at 
development

With the passage o f SB 138 the project will enter a new stage where hundreds of millions willbeapest 
by the projects’ sponsors to advance die Parties* understanding o f the project and assesi fix potential, 
market for LNG from Alaska. It is during this phase, (he Pre-front End Engineering and Design (Pie* 
PEED) stage that discussions around the appropriate property tax regime for the project will noedfo 
oocar.

That is why in fee Heads of Agreement (page IS, provision 9.3.1) the Administration, agreed, fa 
consultation with local governments, to develop a Payment in Lieu o f Tax (PILT) and schedule of 
impact payments far the project The base for any PILT or impact payment lyatem laundefioed and the 
Administration has always viewed the development of such a concept ae only workfag iff! is a 
consensus approach developed with local governments, should SB 138 paaa the Legislature and (ha 
Alaska LNG project takes a significant step forward, it is our intent to initiate discussions with local 
governments on this issue. I hope duri the Alaska Municipal League can play an important role in 
assisting die State in working with local governments.

While we look forward to meaningful momentum on the Alaska LNG project and die opportunity to be 
working with you to advance a large-scale natural gas project, it is important to note that our collective 
work on property tax issues would be centered on tJboAJaska LNG project and not upstream assets or 
other taxable property. This is because the property tax referenced in the Heads of Agreement it limited 
to that property tax “for the Alaska LNG project;” the definition orthe Alaska LNG project can be found 
in dm Heads o f Agreement on pogc 5, section 1.4 nnd includes only the new infrastructure downstream 
of the Prudhoe Bay and PL Thomson units.
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In considering this opportunity it is important to remember that any revisions to property tax fix the 
project would need to be returned to the legislature for consideration in a future legislative session.

Again, thank you so much Tor the opportunity to meet with you. We look forward, wi(h foe psasage of 
SB 138, to finally seeing the momentum on a large-scale natural gas project necessary to start having 
discussions with you and local governments about maximizing this opportunity for Alaskans.

Sincerely.

Michael Pawlowski 

Deputy Comminkmer 

Department of Revenue



To: Senate Finance Committee Members
From: Lisa Weissler, Attorney
Date: March 4, 2014
Re: CSSB 138(RES), Public Comment

Substantive changes to CSSB 138 (RES) are needed in order to protect the state's sovereign role and 
public interests in an LNG gas pipeline project.

State ownership in a gas pipeline is a major public policy decision with many risks and benefits that 
warrants a thorough and public discussion, including whether there are other viable financial or 
regulatory options that provide similar benefits with fewer risks to the state.

If equity participation is found to be in the state's best interest, legislation is needed to establish 
how the state participates in the project, how public interests will be protected and what can and 
cannot be included in any contracts or agreements. It is important to establish in law any conditions 
for the state's equity participation because once the state enters into commercial agreements, its 
role as a sovereign is limited.

Similar to the Stranded Gas Development Act, an Alaska LNG Project Act would include statutory 
provisions relating to:

• Principles and conditions for state equity participation
• Establishment of a state-owned public corporation or authority to manage the project
• Principles and conditions for state participation as a shipper

o Gas treatment, transport and marketing of state gas
• Timing and procedures for legislative consultation and authorizations
• Disclosure of information; confidentiality procedures
• Timing o f state commitments
• Instate gas deliveries and affordable energy
• Municipal participation and impacts
• Payment in lieu o f taxes
• Gas royalty and tax
• Pipeline access and expansion
• Specific protections for the state oil tax and royalty structure
• DNR commissioner findings and a determination that a proposed contract is in the state's 

best interests; subject to public review and comment
• Alaska hire
• Other provisions as necessary to protect the state's interests

Clear statutory language governing state participation and future negotiations will strengthen the 
state's hand as the administration works to develop contracts and other agreements for legislative 
review and approval, and will help protect the state's interests as the project proceeds.



D o n i e c e  G o t t

Subject:

Fro m :
Sent:

Sen. Pete Kelly
Monday, March 03, 2014 4:57 PM
Senate Finance Committee
FW: Make Your Voice Heard on Alaska's Gasline

Public testimony

Joe Byrnes
Staff for Senator Pete Kelly  
907-456-3709

W i

F ro m : Samantha Kirstein rmailto:skirstein(a)fairbanksfoodbank.org 1 
S e n t: Monday, March 03, 2014 16:11
To: Sen. John Coghill; Sen. Pete Kelly; Sen. Click Bishop; Rep. Steve Thompson; Rep. Tammie Wilson; Rep. Doug 
Isaacson; Rep. Pete Higgins; 'Representative.Scott.Kowasaki@akleg.gov'; Rep. David Guttenberg 
S u b je c t: FW: Make Your Voice Heard on Alaska's Gasline

The G overnor asked us to make our voices heard (again) on Alaska’s Gasline (see below). I think I am out o f 
rords. PLEASE follow through this time to make this happen. Our people (1) need good work to support their 

fam ilies so that they do not have to be served by a food bank; and (2) need less expensive energy to heat our 
hom es and generate electricity. THIS IS REALLY IMPORTANT. Thank you for getting us this far. PLEASE 
don’t stop now.

"N o  one o f us is as sm art as all o f us w orking  together"

S am a n th a  C astle K irstein

Executive Director

Qirbanks Community Food Bank 
5 26th Avenue 

Fairbanks, Alaska 99701

l

mailto:skirstein(a)fairbanksfoodbank.org


Testimony of Richard A. Fineberg on SB 138 before the Senate Finance Committee March 4, 2014
Five sc o re  and se ve ra l yea rs  ago, p h ilo s o p h e r and w rite r G eorge  S a n ta ya n a  spoke  
th e se  fa m o u s  w o rds :

T h o s e  w h o  ca n n o t re m e m b e r th e  p as t a re  co nd em ne d  to  re p e a t it

N ow  w e  a re  e n g a g e d  in a n o th e r g re a t g a s  line  d ream  th a t is a lso  d e d ica te d  to the  
S a n ta ya n a  p ro p o s itio n  th a t

M ira c le s  a re  p ro p itio u s  acc iden ts , th e  n a tu ra l ca use s o f w h ich  a re  too_____________
c o m p lic a te d  to  be rea d ily  unde rs tood .

F ou r d e c a d e s  o f h is to ry  have  ta u g h t us th a t th e  th re e  m a jo r p ro du ce rs  w ho  contro l 
ro u g h ly  90  p e rce n t o f N orth  S lope  oil p ro d u c tio n  and an even la rg e r sh a re  o f T A P S  have  
o v e rc h a rg e d  on th e  p ipe line , a ug m e n tin g  h e fty  p ro fits  by reduc ing  s ta te  ta xe s  w h ile  
p e n a liz in g  p o te n tia l c o m p e tito rs . In th e  las t tw o  w e e ks  sepa ra te  new s re p o rts  -  from  the  
s ta te  S u p re m e  C o u rt and th e  F edera l E ne rgy  R e g u la to ry  C om m iss io n  -  ind ica te  th a t 
th e se  m a jo rs , w h o  racke d  up  b illions o f d o lla rs  in e x tra  p ro fits  from  T A P S  o ve rcha rges , 
co n tin u e  to  se ek  n e w  w ays  to  m an ip u la te  T A P S  ta riffs  to  the  d e tr im e n t o f s ta te  in te rests . 
M e a nw h ile , e ve ry  m a jo r n a tu ra l gas p ro je c t has fa iled .

T e s tify in g  on the  re ce n t sh ift in g a s  line h op es  from  “ M y w ay is the  h ig h w a y ” to  the  
fa n ta s y  o f A s ia n  LN G , kn o w le d g e a b le  c o n s u lta n ts  have  iden tified  th e  fo llo w in g  
s ig n ific a n t p ro b le m s :

-  n a tu ra l gas  is less  va lu a b le  than  c rud e  oil;
-  n a tu ra l gas  p ric ing  is m o re  vo la tile  and  s ig n ifica n tly  m ore  o p a q u e  th an  oil p ric ing ;
-  a m uch  la rg e r p e rce n ta g e  o f the  m a rke t va lu e  o f na tu ra l gas is tie d  up  in tha t 
p ip e lin e  d e live ry  sys te m ;
-  th e  co s t o f th e  N orth  S lo pe  LN G  p ro ie c t ran ge s  from  $45 to  $65  b illion ; and
-  p ro je c t d e la ys  w o u ld  be  e x tre m e ly  d e tr im e n ta l to  po ten tia l p ro fits .

D esp ite  th e s e  in d ica tio n s  th a t in ve s tm e n t in a N orth  S lope  natu ra l g a s  line  w ou ld  be a 
h ig h -r is k  ve n tu re , I no te  w ith  in te res t th a t in SB  138 d e libe ra tion s  las t w e e k  the  S ena te  
F in a n ce  C o m m itte e  p laced  less  than  a d oze n  d o cu m e n ts  on the  reco rd , inc lu d ing  an 
e xe cu tive  s u m m a ry  o f a rep o rt th a t w as1 2  ye a rs  o ld. By com parison , d u rin g  the  sam e  
period  th e  co m m itte e  te n d e re d  31 d o cu m e n ts  on a bill e s tab lish ing  an A la ska  
S e n te n c in g  C o m m iss io n  and 17 d o cu m e n ts  on a reso lu tion  u rg ing  C o n g re ss  to  p rov ide  
e q u ita b le  o il and  g a s  sh a rin g  fo r  a reas a d ja ce n t to  th e  O u te r C o n tin e n ta l Shelf.

In h is d e c la ra tio n  on th e  ca usa l re la tio n sh ip  b e tw een  igno rance  o f h is to ry  and  the  
rep e titio n  o f m is takes , S a n ta ya n a  a lso  sa id  th is :

w h e n  e xp e rie n ce  is no t re ta ined  . . . in fa n cy  is perpe tua l.

If the  sh o e  fits , do  no t w e a r it. Ins tead  o f p u rsu in g  ch ild ish  na tu ra l gas  fa n ta s ie s , a lte r 
yo u r c o u rse  to  fo c u s  on o il and  ca re fu lly  c o n s id e r th e  lessons o f h is to ry .



THE STATE

G o v e r n o r  S e a n  P a r n e l l

Departm ent o f Natural R esources

Department of Revenue
Angela Rodell, Commissioner

Joe Balash. Commissioner

M arch 11,2014
W hite Paper: T ransC anada Participation in the AKLNG Project

The State has proposed, through Senate Bill 138 and House Bill 277, to take an equity interest in the AKLNG 
project equal in percentage to the “State Gas Share,” which would be the percentage of gas production tax 
(taken as gas instead of as money) and royalty gas. Accordingly, the State has analyzed issues related to 
ownership of approximately 20% to 25% of the project.

Alaskans will see significant benefits from large-scale gas commercialization that yields new supplies of in­
state gas, revenue streams and jobs. However, LNG projects of this magnitude are expensive and cany 
financial risks. To mitigate these risks, it is prudent for the State to bring on a partner or partners.

With passage of this legislation, TransCanada Corp. may hold the State’s ownership interest in the project’s 
Gas Treatment Plant and Pipeline. The provisions pertaining to TransCanada are based on a Memorandum of 
Understanding (MOU) between the commissioners of Natural Resources and Revenue, and TransCanada.

More detailed agreements between the parties will be required to advance the project and these also will be 
subject to legislative review and approval. These agreements will transition the State and TransCanada out of 
the Alaska Gasline Inducement Act (AGIA) and establish a relationship with TransCanada that is more 
similar to traditional pipeline/customer relationships that exist around the world.

State/T ransC anada Partic ipation  Options

The State considered three options for equity participation in the GTP/Pipeline components of the project:

• State Alone:
o The State would hold its 20%-25% interest in all components of the AKLNG Project

• State with TransCanada:
o TC would hold the State’s 20%-25% interest in the GTP/Pipeline and the State would hold its 

20%-25% interest in the LNG Plant.
• State with TransCanada with buy back option:

o TC would hold the State’s 20%-25% interest in the GTP/Pipeline and the State would hold its 
20%-25% interest in the LNG Plant 

o At the beginning of the Front End Engineering & Design (FEED) stage, the State would 
exercise an option to buy back an interest of between 30% and 40%' of the share held by TC 
in the GTP/ Pipeline, with TC’s share to be maintained at a minimum of 14 percent of the 
total GTP and Pipeline components of the project, 

o If the State exercises this option, it will receive between 30% and 40% of the equity return 
TransCanada receives, but will also be responsible for between 30% and 40% of 
TransCanada’s project costs during FEED, construction and operation.

1 30% of a 20% State Share of the GTP and Pipeline elements of the project would equate to 6% of the GTP and Pipeline components. 40% of a 
25% State Share of the GTP and Pipeline elements of the project would equate to 10% of the GTP and Pipeline components.



G T P P i p e l i n e L N G  P l a n t

S O A  A l o n e S O A : 20% SOA: 20% SOA: 20%

SOA + TC
No B uyback

TC: 20% TC: 20% SOA: 20%

SOA + TC 
w ith  B uyback

TC: 14% TC: 14%

SOA: 6% SOA: 6%
SOA: 20%

Exhibit 1: How the State would share its responsibility for its share of the project, under various options, assuming that the 
State holds 20 percent interest in project; all graphics based on analysis by Black & Veatch, unless otherwise noted.

Under the terms of the MOU, in conjunction with TransCanada’s upfront investment in the AKLNG Project, 
the State may enter into a 25-year agreement with TransCanada wherein the company would provide the State 
with gas treating and transportation services for the State’s share of the gas in exchange for a tariff payment 
from the State. Through this arrangement (See Exhibit 2), the State would reduce its upfront capital risk in 
this large project and defer a portion of its payments to when the project is operational and revenues are 
realized.

ONCE PROJECT IS OPERATIONAL, STATE PAYS TC A NEGOTIATED TARIFF FOR 60- 
100% OF GTP AND PIPELINE CAPACITY USED TO MOVE STATE GAS

PROJECT DEVELOPMENT 
& CONSTRUCTION

♦
TC PAYS 60%-100% OF 

STATE’S UP FRONT 
CAPITAL COST FOR GTP 

AND PIPELINE

PROJECT OPERATION

Exhibit 2: TransCanada bears upfront capital cost and receives a tariff from the State for 25 years.
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R educing Project Costs and A ssociated Risks

While investment in the AKLNG project is expected to bring significant benefits to the State, as with any 
investment, it is important for the State to prudently address risks such as cost overruns. Through its equity 
participation in the AKLNG project, TransCanada will help manage those risks by shouldering some of the 
cost obligations during construction, when cash calls will not be supported by project revenues. This will also 
help the State maintain sufficient cash reserves to address important public functions, such as public safety, 
health and education.

TransCanada’s participation in the project reduces the State’s investment in the project by billions of dollars, 
depending on the total equity stake ultimately taken by the State. Assuming that the State holds 20 percent 
interest in project, the range of the State’s responsibility to finance project costs, based on the different 
options in the agreement with TransCanada, as well as the State’s “go it alone” option, are shown below in 
Exhibit 3.

TIMELINE:

PROJECT STAGE: 

STATE INVESTMENT

2016 2017 2018 2019 2020 I 2021 2022 I 2023
FID

CONSTRUCTION

SOA GO IT ALONE: $87M $360M $10.6B

TC NO BUYBACK: $35M $144M $5.4B

Pay TC Dev. Costs o f ~$57M Pay TC Dev. Costs o f ~$304M

(Incl. AFUDC o f$5M ) (Incl. AFUDC o f$36M )

TC WITH 30% 
BUYBACK: $35M $226M $6.9B

Pay TC Dev. Costs o f ~$57M Pay TC Dev. Costs of ~$185M

(Incl. AFUDC o f $5M) (Incl. AFUDC o f $22M)

Exhibit 3: Cost implications of equity options and the “off ramps” available for the State to either move forward or withdraw 
from the project.

V alue of P roject M om entum

While the State could initiate a process to pursue other partners to assure itself of having procured the “best 
deal,” the time necessary to complete such a process would likely have an adverse impact on the momentum 
of the AKLNG project.2 From a fiscal perspective, the benefit of obtaining better terms is minimal compared 
with the associated cost of delaying the project to engage in that effort. As seen in Exhibit 4, the value of

2 By way of comparison, it took approximately two years for the competitively-bid AGIA license process to be completed. Given that 
TransCanada was the only company to submit a complete a compliant application during the AGIA process, it is not assured that the 
State would readily identify other companies willing to offer better terms.
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retaining momentum in the project is significant since each year’s delay in the project is estimated to cost the 
State $800 million in net present value. In contrast, the estimated value of procuring better commercial terms 
-  either by reducing the return on equity required by 1 %, or by reducing the equity portion of the capital 
structure by 5% -  are only $100 million and $200 million respectively in additional net present value to the 
State.

$14
S ta te  o f  A la s k a  N P V 10

</V<3-

$12

$11

$10

$13.0 | $13.0 $12 9

Each 5 %  decrease in  
equ ity  ra tio  is 

equ iva len t to  $200M M  
in  add itiona l NPV to  

State

VPo'-OP"-

asin rsi
u~ir-*

Debt/Equity %

$12.8

Each 1% decrease in 
ROE is equ iva lent to  

$100M M  in  add itiona l 
NPV to  State

^  1  U J U J U J

o  I  O O O
r s i  cc cc cc
O V  I  o ?

s P
O '

v P© x
o  o *—1 CM
o o  1 ^ e—t T—1

ROE

$12.8

Each year’s delay in 
pro ject opera tion  is 
equ iva lent to  loss of 
$800M M  in  NPV to  

State

CJQ
O

S is>- cu .h Q

11.2

>- 01

Project Delay

Exhibit 4: The cost to the State from project delays could outweigh the benefit of securing better commercial terms 
(debt/equity or ROE).3

Experienced T h ird  P arty

TransCanada is a pre-eminent pipeline builder in North America and brings to this project a wealth of 
northern pipeline experience -  particularly with a detailed working knowledge of Alaska conditions.

Along with those advantages, TransCanada’s participation in the AKLNG project brings into the project a 
partner whose sole interest lies in energy transportation. As a transportation company, TransCanada is aligned 
with the State’s interests in project expansions that accelerate further oil and gas exploration and development 
in the State, and by companies other than the major producers.

3 Assumes the State holds a 25% interest in the project.



o
[project tS Billions) In-Service Date Performance Performance |

Becancour 0.5 Q3 2006 6% under 15 days late
Tamazunchale 0.2 Q4 2006 8% under 30 days early
Cartier Wind (Phases l-lll) 0.6 Q4 2006/07/08 3% under 14 days early
Michigan Storage Expansion 0.1 Q4 2007/08 10% under On time
Portland Energy Centre 0.7 Q1 2009 2% under 21 days early
KibbyWind (Phases 1& II) 0.4 Q4 2009/10 On budget On time
Alberta Pipe 0.2 2009/10 29% under On time
North Central Corridor 0.8 Q2 2010 15% under On time
Haiton Hills 0.7 Q3 2010 On budget On time
Groundbirch 0.2 Q4 2010 44% under 30 days late

Keystone (Phases 1 & II) 6.0 Q3 2010/Q1 2011 12% over On time
Bison 0.6 Q1 2011 11 % over 60 days late
Coolidge 0.5 Q2 2011 12% under On time
Guadalajara 0.4 Q2 2011 On budget On time

* TransCanada share In Canadian dollars. Excludes interest during construction. Estimated Keystone (Phases I & II) costs.
February 27, 2014

[TransCanada Capital Project Performance

Capital Cost' Schedule

Exhibit 5: TransCanada has an exceptional record of delivering pipeline projects on time and on budget; chart furnished by 
TransCanada to Alaska Senate Finance Committee.

Economic Im pact of T ran sC an ad a’s Participation

Offsetting or sharing risks with a partner is generally accompanied by a cost to allow that partner earn a return 
on its investment and to compensate it for incurring the associated risks. This is the reason for the State to 
enter into a 25-year agreement with TransCanada wherein the company would provide the State with gas 
treating and transportation services in exchange for a tariff payment.

The MOU with TransCanada specifies that the tariff paid by the State to TransCanada will be calculated using 
a favorable capital structure consisting of 75% debt (which is generally cheaper) and 25% equity (which is 
generally more expensive), a competitive return on equity of 12% and a cost of debt of 5%. These terms are 
more favorable to the State than recent capital structures and ROEs approved by the Federal Energy 
Regulatory Commission for new projects, and they are competitive with the terms negotiated for TC’s AGIA 
project, as well as the Denali project’s terms.

An examination of the economic impact of the project -  between now and the first 25 years of the project’s 
operation -  indicates that TransCanada’s participation is expected to result in a relatively small reduction of 
the State’s total cash flows, while having only a minimal impact on a net present value basis.

o
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TransCanada participation 
reduces the State's total cash 

flows with buy back option

ca

Go It A lone TC TC
No Buyback 40%  Buyback

Minimal impact on the State 
on an NPV basis with 

TransCanada participation.

CO
■uy
o(N

G o  It A lone T C TC
No B uyback 4 0 %  Buyback

STATE OF ALASKA CASH FLOWS STATE OF ALASKA NPV10

Exhibit 6: TransCanada’s participation is expected to reduce the State’s total cash flows but not materially impact net present 
value. Assumes the State holds a 25% interest in the project.

Generally speaking, the State can invest less and earn more by taking a 25% interest in the AKLNG Project 
with TransCanada than taking a 20% interest and “going it alone.” A comparison of these options, in terms of 
State costs and future revenue -  are provided in Exhibit 7 and Exhibit 8 below.

53

|  52
ffj

C
Eo

$1

$0

State o f Alaska Investm ent Requirem ent (U nlevered)

-  — -E q u ity  A lternative 20% - Go it Alone

20%-State Go It Alone 28 58 120 140 90 1,500 2,600 2,600 2,200 1,700 11,000
25%-TC No Buy Back 14 29 60 70 50 1,000 1,600 1,700 1,400 1,100 7,000

25% - TC with Buy Back 14 29 170 120 70 1,300 2,300 2,300 1,900 1,500 9,700

Exhibit 7: The State’s costs for a 20% ownership “going it alone” are expected to be $1.3-4 billion higher than for a 25% 
ownership with TransCanada.
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Exhibit 8: State revenues for a 20% ownership “going it alone” are expected to be $400-500 million lower annually than for a 
25% ownership with TransCanada.

Sum m ary

The AKLNG Project is a significant undertaking that is expected to reap benefits to Alaskans over the long­
term. The State’s equity participation in the project improves the commercial attractiveness of the project, 
allows the interests of the various stakeholders to be aligned and helps to advance the project through its 
development stages.

Bringing in TransCanada as a partner allows the State to share the project’s risks while receiving the benefits 
of private-sector experience and expertise. The costs to the State associated with this partnership are expected 
to be offset by the various benefits from TransCanada’s participation in the AKLNG project including:

• Reducing the State’s cash outlays, protecting its cash reserves and credit rating
• Helping maintain momentum on the project
• Bringing in a preeminent pipeline company with northern pipeline experience
• Bringing in a third party whose interests lie in facilitating access and expansions
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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

S e n a t e  F i n a n c e  C o m m i t t e e

Senato r Kevin Meyer, Co-Chair 
S tate Capitol, Room 518 
Juneau , Alaska 99801-1182 
Phone: (907) 465-4945 
Fax: (907) 465-3476 
Sen.Kevin.Meyer@aklejf.gov

Senator Pete Kelly, Co-Chair 
State Capitol, Room 516 

Juneau, Alaska 99801-1182 
Phone: (907) 465-3709 

Fax: (907) 465-4714 
Sen.Pete.KeIly@akIeg.gov

M e m o
D ate: March 11, 2014

V y A s * / . '

Proposed Changes in Senate Finance CS for CCSB138 (RES)

Title

Paee 1. lines 2-5

The CS adds title language related to the new direction to the Alaska Gasline Development Corporation 
(AGDC) to advance an Alaska liquefied natural gas project, and sets up a new fund within AGDC for that 
purpose. Also, conforming changes were added related to expedited review by state agencies of AGDC 
proposals. Creation of a new subsidiary was removed.

Paee 2. line 21. to paee 3. line 5

The CS adds direction to the governor to establish an advisory board on municipal involvement in an 
Alaska liquefied natural gas project; and direction to Alaska Energy Authority (AEA) to develop an energy 
infrastructure plan.

Paee 3. line 6

Finally, the title reflects the addition of local governments and Native corporations to those who may be 
able, along with Alaskans, to own part of a pipeline project through a plan to be developed by 
Department of Revenue.

Intent Language

Page 4. line 24

The CS modifies the intent language added in Senate Resources. On page 4, line 21 and line 24, the word 
"maximum" is removed before "benefit", for clarity. Also, the term "project labor agreements" is 
amended to read "labor agreements." (SENATE AMENDMENT)

AGDC Sections

o
The CS makes extensive changes relating to AGDC, including removal of language creating a new 
subsidiary corporation to do a liquefied natural gas project, giving that duty instead to AGDC.

1

mailto:Sen.Kevin.Meyer@aklejf.gov
mailto:Sen.Pete.KeIly@akIeg.gov


o Page 4. line 30. to page 5. line 9

Adds new overall direction to AGDC, giving AGDC the primary state role in advancing an Alaska liquefied 
natural gas project. Clarifies that AGDC's overriding mission is to develop projects that benefit the state 
and Alaskans, including delivering gas instate, providing economic benefits, and providing revenue to 
the state. Also, adds that AGDC's work developing projects should assist the Department of Revenue 
and Department of Natural Resources in their duties to maximize the value of the state's royalty gas and 
gas delivered as production tax.

Page S. lines 18-25

Modifies original direction to participate in an Alaska liquefied natural gas project; adds that AGDC can't 
charge a state entity more for gas services than it costs to provide those services.

Page 6. lines 7-8

Adds to AGDC's structure that it is created to act in the best interests of the state, based on its purpose. 

Page 6. lines 24-28

In clarifying the relationship between AGDC and state departments also directly involved in a gas 
project, prohibits the commissioners of Revenue and Natural Resources from serving on AGDC's board. 
Originally, HB 4 prohibited the commissioners from board service while AGIA (Alaska Gasline 
Inducement Act) was in effect.

Page 6. line 29 to page 7. line 6

Adds a new subsection directing AGDC's board, to the maximum extent possible, to maximize the 
efficient use of state resources and to establish appropriate firewalls and separations within the 
corporation to protect commercially sensitive information.

Page 7. Section 6

Makes conforming changes. The prior version created a subsidiary to work on an Alaska liquefied natural 
gas project. This version removes creation of a statutory subsidiary, and instead directs the corporation 
to work on an Alaska liquefied natural gas project and adds distinctions in AGDC's duties and 
responsibilities between an instate natural gas pipeline and an "Alaska liquefied natural gas project."

Page 9. lines 6-7

Conforming; adds the new "Alaska liquefied natural gas project fund."

Page 9. lines 18-24

Adds a new ability to AGDC to acquire an ownership role in an Alaska liquefied natural gas project, 
including liquefaction facilities. Later, on page 10, lines 7-10, adds a new subsection that restricts a part

o 2



of AGDC working on an instate gas pipeline from exercising the new powers related to a liquefaction 
project.

Page 9. lines 26-27

Conforming; only an instate natural gas pipeline regulated by the Regulatory Commission of Alaska is 
required to hold an open season. An Alaska liquefied natural gas project would not have to, and so 
would not have to disclose results.

Page 10. lines 11-15

Adds a new subsection directing AGDC to provide information relevant to royalty and tax paid with gas 
contracts to DNR and DOR, subject to confidentiality agreements.

Page 11. lines 27-30

Clarifies that AGDC can create subsidiaries incorporated as nonprofits, or otherwise.

Paee 12. section 13

Conforming; adds the new Alaska liquefied natural gas project fund explicitly to AGDC's annual fund 
reporting requirements under the Executive Budget Act.

Page 12. line 29. to page 13. line 31

Removes changes to the definition of "instate natural gas pipeline." Adds new term, "Alaska liquefied 
natural gas project," and defines it in the same terms as in the Heads of Agreement for the AK LNG 
project.

Page 56. line 14

Repeals 31.25.080(f), which previously directed AGDC to accommodate a larger project on certain 
infrastructure. As this direction is now more fully articulated in AGDC's purpose and the new Section 5, 
31.25.080(f) is no longer required.

DNR authority sections

Page 15. lines 7-8

Clarifies that agreements to be entered into by the Department of Natural Resources Commissioner 
include, but are not limited to, balancing, marketing, disposition of gas, and offtake agreements. 
(FAIRCLOUGH AMENDMENT)

Page 15. lines 21-23

Conforming to legislative drafting style; re-words the requirement that the commissioner may share 
confidential information with the legislature only in executive sessions or under confidentiality 
agreements.



o

Re-works sections 18 and 19 (related to the commissioner's ability to modify leases) for greater clarity. 
(ADMINISTRATION AMENDMENT)

Page 18. lines 29-31

Modifications to net profit shares and sliding scale royalty rates have to yield a value to the state that is 
no less than the value the state would have received before a modification. Previously, the lower 
threshold for modifications was set at 12.5%. (ADMINISTRATION AMENDMENT)

Page 20. lines 14-15:23-24: and 30-31. and page 21. lines 9-11

Conforming changes for clarity.

Page 21. lines 23-28

Adds and defines new term, "initial project term." (ADMINISTRATION AMENDMENT)

Page 22. line 4-24

Adds three new sections with conforming changes. House Bill 369 of 2010 gave special treatment to 
permits, authorizations and rights-of-way issued to an instate natural gas pipeline project. The changes 
make those provisions apply to any project under AGDC. (ADMINISTRATION AMENDMENT)

Public information sections

No changes

DOR authority sections

Page 28-MISSING SECTION, MISSING (15)

Tax sections

Page 28. line 9. to page 29. line 5

The original bill amended the extraction factor used in calculating corporate income tax to 
accommodate the new concept of taking gas as production tax. This section is new, and amends the 
sales factor, which is also used in calculating corporate income tax, to incorporate the new tax as gas 
concept. (ADMINISTRATION AMENDMENT)

(Currently duplicated as drafting error as new section 34, page 29, line 6 to page 30, line 1 -  this needs 
to be deleted.)

Page 18. line 8. to page 20. line 9

Page 30. line 10 and lines 19-20

o
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o Clarifies that reinjected gas is not included in calculations for determining corporate income tax due.

Page 31. line 11

Increases the tax on gas from 10.5% to 13% (KELLY AMENDMENT)

Page 33. line 6

Removes the qualifier "irrevocable" from the election a producer can make to pay tax with gas. (KELLY 
AMENDMENT)

Page 33. line 12 and line 15

Conforms to the prior change increasing the gas tax to 13%.

Page 34. line 21. to page 35. line 3

Conforming change related to the conforming changes already in the prior version related to the 
educational tax credit.

Page 42. line 11

Conforming to the new 13% gas tax.

Page 56. lines 6-7

The bill changes the definition of "point of production." As the term is used in the Alaska Gasline 
Inducement Act, this new section 57 clarifies that point of production for purposes of AGIA is defined as 
it was when AGIA was enacted. (ADMINISTRATION AMENDMENT)

Technical sections

Page 56. lines 15-25

Adds new direction to the governor to establish an advisory board on municipal involvement in a North 
Slope gas project. (OLSON AMENDMENT)

Page 56. line 26. to page 57. line 16

Adds new direction to the Alaska Energy Authority to develop a plan to extend energy infrastructure to 
parts of the state without direct access to a North Slope natural gas pipeline. AEA is to consult with 
AGDC, AIDEA and the Department of Revenue in developing the plan, which is due to the legislature in 
January 2017. (HOFFMAN AMENDMENT)

Page 57. lines 19-20. line 24. line 27. and page 58 lines 4.7-8.11.12. and 18

o s



In the section requiring the Department of Revenue to develop a plan for Alaskans to participate in 
owning part of a North Slope natural gas pipeline, adds that the plan should include ways for local 
governments and Native corporations to also participate. (FAIRCLOUGH/OLSON AMENDMENTS)

Paee 59. lines 4-5 and lines 7-8

Makes conforming changes to the effective dates.

Paee 59. line 6

Sets an effective date of Jan. 1,2021, for section 40, which is the conforming section related to the 
education tax credit.

BWC/RD

o
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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

S E N A T O R  P E T E  K E L L Y

SESSION:
Alaska State Capitol 
Juneau, AK 99801 
Phone: (907) 465-3709 
Fax: (907) 4 6  5-4714

To: Senator Fairclough, Chair, LB&A 
By: Bruce Campbell, staff '
Re: Testimony for Senate Fihance Committee 
Date: March 3rd, 2014

W ould Enalytica be available to answer the following questions for Senate Finance Committee 
on  Wednesday, March 5th, at 9:00 am? Or Friday, March 7th, at 9:00 am?

1) Model cash flow scenarios, cash calls on the State, o ff ramps, and ability to sell portions 
of our equity position.

2) Provide an inside explanation of the tax structure
a. Compare to other countries.
b. Are we taxing ourselves out o f the market?
c. W here is floor and where is ceiling on tax credits.
d. Oil underpinning cost recovery.
e. Overall government take.
f. State’s share vs. each o f the 3 partners

3) Discuss the Feb 27' , presentation with extended modelling to prices below $10, say to 
$7, explain how different scenarios play out at lower gas price.

4) What are potential “worst case” scenarios:
a. For example, a completed project with continuing debt obligations, and tariff 

obligations, and Asia switches back to coal.
b. How would a significant cost overrun affect the potential revenue.

5) Discuss Enalytica’s February 20 presentation to S Res, slide 12. What assumptions are 
built into the analysis about deductions for gas field expenses in the “status quo” situation 
on the left o f the slide.

a. Compare the above with expenses modelled for gas production, what does your 
modelling include as field costs by the producers. Is any o f the State’s 
infrastructure envisioned as “Additional State Support” in article 10 o f the HOA 
included in these field costs?

6) What level o f spending does the State have to maintain to be able to obtain full equity 
participation at FID?

INTERIM: 
1292 Sadler Way Suite 308 

Fairbank, AK 99701 
Phone: (907) 451-4347 

Fax: (907) 451-4348

Sen.Pete.Kelly@akleg.gov
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Cc: Esther Tempel, Administration and Black & Veatch 

Black & Veatch:
1) Discuss the Feb 19, 2004, slide on page 3. Income projection, please clarify that the 

increased income to the state from gas production is only gas, not oil and gas.

2) Feb 19, 2004, slide on page 3. How do possible modifications to oil tax revenues via 
changes in royalties (or credits?) under AS 38.05.180 (hh) affect revenues in the 
graph starting in the 2018 time frame and before first gas? (Where 2018 = earliest 
date for FID decision).

3) Discuss: Slide from Senate Resources titled: When the State is out o f Money.

th
4) Discuss the Feb 27 , presentation with extended modelling to prices below $10, say 

to $7, different scenarios at lower gas price.

5) What level o f spending does the State have to maintain through FID to be able to 
obtain full equity participation?

Administration:
1) AOGCC, Can someone explain the process for determining if  gas can be marketed 

from ANS fields?

2) Where is the administration projecting operating costs and cash reserves to be in the 
2018 to first gas timeframe?

3) The HOA references State infrastructure needed for pipeline, will our other partners 
participate in these costs?

4) HOA, Pg 16, Article 10. Requested written legal analysis from DOL.

5) AGDC: Do we need to add language to ensure lowest price o f gas at burner tip for 
Alaskans/

6) Do we need to refine directions to AGDC? Timelines? To give Alaskans hope?



Bruce Campbell

F rom : Bruce Campbell
S en t: Monday, March 03, 2014 6:39 PM
To: Tempel, Esther (DNR)
Cc: Suzanne Armstrong; Tim Grussendorf; Laura Pierre; Erin Shine; Denise Liccioli; John

Wood; Peter Fellman 
Subject: SB138 Questions for Consultants (pt 2)

Additional questions for Black & Veatch or Admin.
Thanks,
B ru ce

F ro m : Peter Fellman
S e n t: Monday, March 03, 2014 6:17 PM
To: Bruce Campbell
Cc: Sen. C lick Bishop
S u b je c t:  som e ? SB138

Are costs from the AKLNG project, measuring in the billions of dollars, being deducted from the Producers' oil 
production tax liability?

1. What is the total anticipated impact of those reductions to the State Treasury through pre-FEED, FEED, and 
FID?

2. Have you modeled the impact of the oil production tax deductions to the State Treasury during the life of 
the AKLNG project?

3. Can we see the modeling in committee?

Pete Fellman 
Chief of Staff for 
Senator Click Bishop 
Office 907-465-3613 
Cell 907-803-3571
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T r a n s C a n a d a  C a p i t a l  P r o j e c t  P e r f o r m a n c e

P r o j e c t

C a p i ta l  C o s t*  

($  B illio n s ) I n - S e r v ic e  D a te

C o s t

P e r f o r m a n c e

S c h e d u l e

P e r f o r m a n c e

B e c a n c o u r 0 .5 Q 3  2 0 0 6 6 %  u n d e r 1 5  d a y s  la te

T a m a z u n c h a l e 0 .2 Q 4  2 0 0 6 8 %  u n d e r 3 0  d a y s  e a r ly

C a r t i e r  W in d  ( P h a s e s  l - l l l ) 0 .6 Q 4  2 0 0 6 / 0 7 / 0 8 3 %  u n d e r 1 4  d a y s  e a r ly

M ic h ig a n  S t o r a g e  E x p a n s i o n 0 .1 Q 4  2 0 0 7 / 0 8 1 0 %  u n d e r O n  t im e

P o r t l a n d  E n e r g y  C e n t r e 0 .7 Q 1  2 0 0 9 2 %  u n d e r 2 1  d a y s  e a r ly

K ib b y  W in d  ( P h a s e s  1 & II) 0 .4 Q 4  2 0 0 9 / 1 0 O n  b u d g e t O n  t im e

A lb e r ta  P i p e 0 .2 2 0 0 9 / 1 0 2 9 %  u n d e r O n  t im e

N o r th  C e n t r a l  C o r r id o r 0 .8 Q 2  2 0 1 0 1 5 %  u n d e r O n  t im e

H a lto n  H ills 0 .7 Q 3  2 0 1 0 O n  b u d g e t O n  t im e

G r o u n d b i r c h 0 .2 Q 4  2 0 1 0 4 4 %  u n d e r 3 0  d a y s  la te

K e y s t o n e  ( P h a s e s  1 & II) 6 .0 Q 3  2 0 1 0 /Q 1  2 0 1 1 1 2 %  o v e r O n  t im e

B is o n 0 .6 Q 1  2 0 1 1 11 %  o v e r 6 0  d a y s  la te

C o o l i d g e 0 .5 Q 2  2 0 1 1 1 2 %  u n d e r O n  t im e

G u a d a l a j a r a 0 .4 Q 2  2 0 1 1 O n  b u d g e t O n  t im e

* TransCanada share in Canadian dollars. Excludes in terest during construction. E stim ated K eystone (P hases I & II) costs .

February 27, 2014




