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by or under the authority of the state, except for inheritance and
estate taxes on transfers by or in contemplation of death. Nothing in
this section affects or limits an exemption from license fees, property
taxes, or excise, 1income or any other taxes, provided under any other
law, nor does it create a tax exemption with respect to the interest

of any business enterprise or other person, other than the authority,

in any property, assets, income, receipts, project, or lease, whether
or not financed under this chapter.

Sec. 44.55.170. BONDS LEGAL INVESTMENTS FOR FIDUCIARIES. The
bonds of the authority are securities in which all public officers and
bodies of the state and all municipalities and municipal subdivisions,
all insurance companies and associations and other persons carrying on
an insurance business, all banks, bankers, trust companies, savings
banks, savings associations, including savings and loan associations
and building and loan associations, investment companies, and other
persons carrying on a banking business, all administrators, guardians,
executors, trustees and other fiduciaries, and all other persons or
entities whatsoever who are, as of the effective date of this Act, or
may hereafter be, authorized to invest in bonds or other obligations
of the state, may properly and legally invest funds, including capital
in their control or belonging to them. Notwithstanding any other pro—
visions of law, the bonds of the authority are also securities which
may be deposited with and may ire received by all public officers and
bodies of this state and all municipalities and municipal subdivisions
for any purpose for which the deposit of bonds or other obligations of
the state is, as of the effective date of this Act, or may hereafter
be, authorized.

Sec. 44.55.160. REGULATIONS, The authority may adopt regulations
to implement the purposes of this chapter.
-7- SB 603
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Sec. 44.55.170. ANNUAL AUDIT. The authority shall have its
financial records audited annually by the legislative auditor or by a
certified public accountant approved by the legislative auditor. The
legislative auditor way prescribe the form and content of the financial
records of the authority and is entitled to access to these records at
any time.

Sec. 44.55.180. ANNUAL REPORT. Before December 1 of each year,
the authority shall submit to the governor and the legislature a
comprehensive report, in form prescribed by the governor, describing
operations, 1income, and expenditures for the preceding 12-month period.

Sec. 44.55.900. DEFINITIONS. In this chapter

(1) Tauthority™ means the Alaska Gas Pipeline Financing
Authority, established under this chapter;

(2) "bonds™ means bonds, notes, or other evidences of
indebtedness of the authority;

(3 "project™ means the gas transmission pipeline (together
with all related property and facilities) to extend from the Prudhoe
Bay area on the North Slope of Alaska to a connection with the Trans-
Canada Pipeline on the Alaska-Canada border, as described in the
President®"s report entitled "Decision and Report to Congress on the
Alaska Natural Gas Transportation System", issued by the President on
September 22, 1977, under provisions of the Alaska Natural Gas Trans—
portation Act of 1976, and includes planning, design, and construction

of the pipeline and facilities.

* Sec. 2. This Act takes effect immediately in accordance with AS 01.-

10.070(c).
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Proposed amendment to H3 943 "An Act creating the Alaska Gas
Pipeline Financing Authority; and providing for an effective

date."

[Add to Sec. 44.55.010. LEGISLATIVE FINDINGS.]

(5) certain communities, especially those located near

the proposed route will bear a disproportionate share of

the socio-economic coses of the project, and the state and the
project developer will work together with local communities

to minimize these.

[Renumber (56) and (6) accordingly.]
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COMMITTEE REPORT

SENATE

FURTHER:

Date:
Mr. President:
The Committee on tlp has had
Ala Fi'v L.poi i,
under consideration and (a majority of the committee) (the committee

reports it back as follows)

( ) recommends it do pass ( ) recommends it do not pass
( ) recommends it do pass with attached amendment(s)
( ) recommends it be replaced with csS for
and () new title () same title
( ) AND attaches a Letter of Intent ( ) New Fiscal Note

( ) reports it back without recommendation

( ) and recommends it be referred to the Committee

MEMBERS SIGNING DO PASS: OTHER RECOMMENDATIONS:

Chairman
S 60 (rev. 6/77)
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MEMORANDUM
TO: Hon. Hugh Malone, Speaker, House of Representatives
FROM: Matthew D. Berman, Ph. D. , economist, Trustees for Alaska,
Anchorace, Alaska
SUBJECT: State Financial Assistance to theyAIcan Qipeline Project
v
May 15, 1978 V——

The House of Representatives 1is considering the merits of
two proposals to assist financing of the Alaska Highway Natural
Gas Pipeline project: HB 943, creating the Alaska Gas Pipeline
Financing Authority, with the power to issue tax-exempt revenue
bonds, and HCR 126, relating to direct equity investment in the
project. The Bill and the Resolution are based on the "finding"”
of the Legislature that timely construction of the pipeline is
in thebest interest of the state.

This finding may be in error, for the following reasons:

1) It is not known at present what is the magnitude of the
impact of the loss of field pressure fromgas withdrawal on the
difficulty of oil recovery;

2) The economic interests of the State of Alaska dirfer in
several crucial ways from those of the operators (or the Federal
Government) ;

3) The interaction of petroleum engineering ™nd the divergence
of economic interests may mean that it is far superior financially
for the state to have gas sales delayed for several years.

Impact of the loss of field pressure on oi.l recovery

The state"s petroleum engineering model of the Sacilerochit
formation shows that the rate of withdrawal of gas and the timing
of gas withdrawals have a substantial impact on ultimate recovery
of oil and gas from the field and on the costs of recovery of a
given amount of oil. However, this model 1is seriously out of date
since it was prepared in advance of any production data from the
field. Since billions of dollars of state revenue are at stake,
it is imperative that the Legislature request that an up-to-date
model be prepared to calculate the tradeoffs involved. This
should be done before any commitments are made to assist the
natural gas pipeline.

Divergence of state and producers®™ fTinancial intorests

There arc at least three reasons why the interests of the
State of Alaska and those of the operators are likely to diverge



on the issue of the preferred production rates over time for
the field.

1) One of these reasons, outlined in the Doscher and Dougherty
report prepared for the Legislative Affairs Office, 1is that the
capital recovery factor which the oil companies use to discount
future cash flows differs from that of the state. Two reasons
for the discrepancy are a) future oil company income will pay
corporate income taxes before it is given to the stockholders,
so the before-tax rate of return must be substantially higher
than bank interest rates; b) the rate of return which the state
can achieve on the Permanent Fund is lower bhan the after-tax
income available to the oil companies from other operations.

Both these factors tend to increase the discount rate for the
operato- ; relative to the state. This causes the operators to
want to realize income from oil (and gas) withdrawals more quickly
than the state, other things equal.

2) The state earns most of its income from royalties and
severance taxes (i.e., sales of oil and gas), while the operators
seek profits (i.e., sales less costs). This means that the state
would Ilike to have the operators undertake all activities which
incr 1ise the discounted cash flow of royalties and severance
taxes, while the oil companies also consider the cost to them of
these recovery procedures.

3) State oil revenues are earned at pump station one. The
operators, on the other hand, sell a final product to consumers,
and own tho oil transportation systems. Since the state does
not earn much income from the oil pipeline, ipeline tariffs
affect the revenues to the state much more scrongly than they
affect the profits of the producers. One of the most important
variables affecting pipeline tariffs is the rate of throughput,
cind it is clearly in the economic interests of the state to have
more throughput, other things equal.

Timing of gas sales to serve the s tate"s best interest

There 1is some minimum time path of expected natural gas
wellhead prices below which the oil companies will prefer to
reinject gas to maintain field pressure rather than sell. it.
There is also a time path of expected gas prices below which
it is in the state®"s interest to retain the gas, but this
price threshold must be much higher for the state than for tho
oil companies. Because of the complex interactions of oil field
operations and pipeline throughput on the discounted cash flows
(which differ for the state and the operators), delay of gas
sales may be the most powerful and cost-effective method of in—
suring oil conservation to maximize the financial benefits to
the state from its oil and gas resources.



These 1issues involved in the tradeoffs between gas sales and
oil revenues, and how the state interest differs from the opera-—
tors®™ interest, are of critical importance to the state if it
wishes to consider any kind of financial assistance for the
Alcan gas pipeline. The state should certainly not put itself
in the position of expediting construction of the line if delay
of construction is actually a far more favorable policy.

Before the state commits itself to any type of financial
assistance to the gas pipeline, it should commission a separate
financial analysis, using the updated oil field engineering
model, to see how state interests might best be served iIn terms
of the discounted cash flow of revenue. This financial analysis,
which should be performed indepently of the field model by
consultants not connected to the oil industry or petroleum engin—
eering, should examine the discounted cash flows arising out of
of alternative specific oil and gas production strategies. Some
of the 1issues which this study should examine are the revenue
streams associated with changes 1in the timing of gas sales, and
the advantages of using gas reinjection as a more cost-effective
means of increasing ultimate oil recovery than various recovery
operations.

IICR 83 is a Resolution currently being considered by the
House which would direct the Legislative Affairs Agency to
retain a consultant to carry out a comprehensive study of pos—
sible avenues of state financial participation in the Alcan
project. The 1issues discussed in this memorandum suggest that
this Resolution be amended to contain a provision both for a
revised oil field engineering model to be prepared and for a
financial analysis using that model to clarify the state"s
revenue position with respect to the timing of gas sales.
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM April 13, 1978

SUBJECT: Administration Conditions for State Financial
for the Northwest Pipeline Project (W.0. #5342

The Honorable John Sackett. Chairman
Senate Finance Committee

FROM Richard G. Haggar!A”
Research Analygtg

)Assistance

This memorandum is in response to a request of Ms. Judy Crondahl of your
staff that we examine the attached list of administration "conditions
for ;ﬁ,rovmon of state financing for the Noythwest Alaska na}ural gas
pipeline project, and provide an analysis of them in terms o

1, ghte inclusiveness and appropriateness of the proposed con-
itions.

2. The desirability of th% administration's proposed financing
package consisting of §1 billion in industrial revenue bonds
and $500 million n cash investment from General Fund revenues.

In general, we believe the administration's Br,opo_sed conditions for
flnancmg a portion of the Northwest Alaska Pipeline project cover the
major areas of concern in terms of state interests. Tho conditions are
quite similar in most re?gect? to those we have developed mdePendently
at the request of other ators gsee the attached. House Joint Resolu-

IS
tion which we prepared at ghe request or Rep. Bill Miles).

Asyou can see from the athached materiel, however, theye are_s?me
differences between both the administration's Br,oposed financia package
and their apParent strateg% to achieve state Aecnves, and the approach
we have developed. = Specifically, we recommendeq that the state under-
take the proposed financing assistance in two discrete steps:

1. Commit to raise ag roximately . §1,5 gillion bg pleo\?in% the

state's royalt Interest” in Prudhoe Bay as colfateral.
Tim v,aiue X? tKegroyojj.)F as would be the >sl_ta_ke's soﬁe

the pipeline.

To_;mnij.inent in sunpo rt™o

rT.
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2. Utilize this money to invest in the plpelmeerJect pro-
viding the requisite conditions were met by Northwest and the

governments involved.

Ue beljeve. this agpr?ach has one very desirable feature: it ties state
Partwl pation diy to the value of the Prudhoe Bay natural cjas. If
here IS contmumg ou t regar Ing pipeline completjon or the value of
the as t e state " will It very difficult to raise the necessag/

gartm[patlon |n the project. In our judgment, this strategy
gets at th heart of the problem: “that the federal government is the
primary source of pressure on the state for financial assistance, Whilg
simultaneously belng the source of most of the uncertainty regarding the
value of the State's interests in the North Slope gas.

Since the ?overnments ratlonale or state Partmtpatlon IS based on
presumed sfate benefits ausmg rom r%ro jec compet|on It makes a
great deal of sense, |n our Viw ake  such partlcufatlon directly
ontln%ent on these benefits. In s ort, if the tedera government or

the Canadian ?overnments involved do not satlsfacton esolve the
magor ISSUES %lng the rogect state financin gro ably not be
avallable— not ecause the state I1s unwilling t art| | ate but bhecause
the state will be unable to raise the mopey n the S eC| ied. manner, In
any event, the risk assoclated with the nvestment will be limited to

the value of the state's roYaIty share of natural gas--leaving the
state's bonding capacity relatively unimpaired, and posing no” threat to
General Fund révenues.

The a?proach to flnancmu outlined above is hased on our conviction that
the state has much more To negotiate with the federa| and Canadian
?overnments than it does with "Northwest P|E)e||ne The governments
nvolved, to a far greater degree than Nor hwest can arantee the
state the terms and condltlens under which gBe |ne ﬂncmg woul
feasible or desirable. Unfortunately, the further action

been placed jointly upon the state and Northwest desp|te the fact that
these two Part|es do not have control over many of the key elements of

the projec

Under these cucumstances We beheve |t would be a 9reat m|stake
the state tQ ttemé ﬁ %ouate irect %uaranteﬁ ?\Iard|\the veil- head
values, tarif the like with Northw st Alas orthwes : c?nnot
reasonably commit. to these matters, and If the state attempts ro force
the 1ssue, we believe the f mancm nego atlons are ||key t0 collarﬂ
a result wh|ch could lace the stae the (ﬁ)m er' in ter
of the Eroe Glve %mments by tederal o |C|as urmﬂ theu Visit
tﬂte elsature?nFeH Band 1o of this 'y Eg the e

that Tavorable regu atory decisions regarding Alaska's gas were d|rect|y
related to Alaska™s coogeratweness on"the financing issue, we believe

It Is ver Portant that the state avord any appearance of intransigence

In the curren negotlatlons
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Hone of this is to say, of course, that the state should S|mP|y move
ahead on trust and commit $1.5 trillion to the project W|thou adequate
assurances regarding government policies on natural gas. Vie do believe,
however, that™ current negot|at|ons with Northwest should be limited to
those jtems which Northwgst can reasonably be expected to deliver--local
hire, full compliance with relevant state” laws and reegu at|ons _insuring
that Alaska businesses have full access to pipeline-r Iated usiness
commumt)( Impact assessment and assistance, management role, etc. |f
Northwest can satisfy state needs in_ such areas, the state will be |n a
position to make a conditional commitment to pipeling financing assistance-
condjtional. on the ability to raise mopey based on the value ot the
royalty gas and upon satisfactory resolution of the various governmental

ISSUES remannng

By utilizing the approach outlined here, the state not only will make
favorable federal po||cy a nece33|ty, f financing assistance is to be
provided, b aso will %rotect |tsef from unexpected or uncontrolled
events In the uture. the short-run, 1t avoids the risk of a
faflure of negotiations between the state and Northwest which could
prejudice the “state's position with federal regulators.

RGH:jm
Attaéhment
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11.

12.

13.
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Proper resolution of pricing 1issues (including price,
conditioning, rolling in, etc.)

No linb.iJity for over-runs (direct or indirect)

File & support a C/ncf - miles tariff.

"Commitment" expires by x" date (Juno 198G+?)

Support sec (13.b) "take-back"™ provision before FEP.C
and elsewhere

No implied waiver of other statutory and regulatory
authorities

Option of acquiring equity or similar position

Possible conditions re: Federal Government or Producer
Participation

Local hire; EEO, etc.

Reimbursement for out-of-pocket expenses by state in
considering and negotiating financial participation

Make gas available to local communities (e.g., lUtake-off
saddles ™)

Possible Alaska purchase or "Alaska content™ provision

Local community information and cooperation to minimize
adverse impact

Support arid aid in most beneficial use of royalty gar.
and gas liquids in the State.

No commitment until entire financing package 1is together



MEMORANDUM

TO: James W. Allen
Vice President - Tinance
Northwest Alaskan Pipeline Company
FROM: Michael R. Stanfield
Vice President
Loeb Rhoades, Hornblower & Co.
Howard W. Cann, 111
Vice President
Bank of America
DATE: April 28, 197S

SUBJ: ALASKA FINANCIAL PARTICIPATION

The purpose of this memorandum is to set forth our opinions of
the potential impact of the issuance of up to $1 billion of tax-
exempt revenue bonds by the Alaskan Pipeline Financing Authority
on the credit of the State of Alaska, 1ts agencies, or political
subdivisions, on their ability to sell debt issues and on the

interest rates required tosell those debt issues.

In determining if there is any 1impact, there are severalfactors

that need to be considered:

1. The <credit behind the bonds to be sold.

2. The size and nature of the market in which the bo”ls are to
be sold.

3. The type, size and timing of other state or local Alaskan bond
to be sold.

4. The manner in which the various bond issues are soid.



MEMORANDUM Pvge Two
April 28, 1978

Impact on the Credit of the State of Ala # - In our opinion there
will be no impact on the credit of the St ce of Alaska, 1its agencies,
or political subdivisions. The bonds to be issued by the Authority
will be entirely dependent upon the collateral of the bonds pur—
chased by the Authority for repayment of principal and interest
which, in turn, are entirely dependent on the Project®"s revenues.
This direct dependence is typical of industrial revenue bond
financings, pollution control financings and many port authority
financings. The issuance of bonds by the owners of the TAPS Line
t.o fund the construction of the Valdez Port facilities 1is a typical
example. In such cases, 1investors do not consider these either
legal or moral obligations of the political subdivisions through

which 1issuance 1is facil.tated.

Impact on Ability to Sell Other Debt Issues - We do not believe
that there will be any material 1impact on the ability of the State
of Alaska, 1its agencies, or political subdivisions to market debt
issues during the period the Alaskan Pipeline Financing Authority
will be selling 1its bonds. Of course, the type, size and timing
of these Alaskan financings must, as always, be arranged 1in light

of the daily calendar at the time the financings are contemplated.

The municipal bond market 1is a very substantial market. In 1976
and 1977, $35.3 billion and $46.7 billion of long-term securities
were issued in that market. In 1977 alone, revenue bond issues
total $.<8.7 billion of which $15.1 billion were "lessee revenue"
which are, for the most part, 1issues similar to what 1is proposed

for the Project.



MEMORANDUM Page Three
April 28, 1978

The municipal market 1is subdivided by the method of sale (public
or private),and the type of buyer. The following table sets forth

the total holdings 1in 1977 by categories of buyers:

Private Households $ 77.2 billion
Commercial Banks 118.3
Casualty & Other Insurance 46.8
Others 22.8

$265.1 billion

The bonds to be sold by the Authority are to be 1issued principally
to casualty companies which are the primary "private placement”
buyers in the municipal market. Bonds sold by Alaska and the
political subdivisions are sold as public issues, and as such,

are sold primarily to private households and commercial banks. y

When considering this market size, it should be pointed out that
casualty companies are also substantial buyers of corporate pre—
ferred stocks because of the tax advantage associated with the
inter-corporate dividend exclusions under the IRS Code. Therefore
the issuance of the Authority bonds will be competing 1in the large

combined market of preferred and municipal purchasers.

Impact on Interest Rates of Alaskan Bonds - The fixed 1income
securities markets, which include government securities, municipal

securities, corporate bonds and preferred stocks, set rates by a



MEMORANDUM Page Four
April 2S, 1978

complex 1interrelationship of supply and demand, credit comparisons,

tax considerations and other factors. Due to the ways 1in which the
various markets interact, the size, timing and type of other Alaskan
issues, it is impossible to definitely state that any major 1issue

will not have some impact on other interest rates.

However, when considering the spreading of the 1issuance over

three years, the size of the municipal and preferred markets and
the private placement of Authority bonds within a specific sector
of the municipal market, the 1issuance of Authority bonds will no

have any appreciable 1impact on the rates charged to Alaskan borrowers.
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LEGISLATIVE AFFAIRS AGENCY

CONTRACT BETWEEN
STATE OF ALASKA
LEGISLATIVE AFFAIRS AGENCY
AND
BLYTH EASTMAN DILLON & COVPANY

%p?rtles of this agreement are the LEGISLATIVE AFFAIRS AGENCY, on

of the Alaska State L %|s|ature hereinafter referred to as the
"A ency", and BLYTII DILLON & COMPANY 12%1 Avenue of t He Amer-
|cas w York, New York., 10020, hereinafter referred to as the "Con-

tractor”.
THE PtJRPOSE OF THIS AGREEMENT is. to pravide through the Aogs ngy Pro es-

slona tlnanmal consulting services with respect”to Prop ate
financial [Part|0|pat|on In"or support of the Northwest Alaskan Natural
Gas peline Project

IT IS THEREFORE MUTUALLY AGREED THAT:
CLAUSE I. - STATEMENT OF WORK

g g The C?ntractor shall l@ ovide a wn ten rewew and analysis of
ﬁ) osal submitted bg W a gg meﬁ the "State
a on April 17 1978 e ed A Pan r Alaska's Financial
Part|C| ation |n t e A as a hwa}/ ro lect”. Th|s Writ-
ten reV| W and ana ySIS rov de |s ature W|th an
Independent assessment o eas| | |ty an es|ra I |t - from
the state's stand oint, rogosed anne anma asmét
ance to th% t\10r es Alaskan ProH ct glenera review an
analysis shall include consideration of the ollowing points:

1, l?r(ee to which state flnanC|aI articipation as
gfopose have neggtjlve effects on the cgeqltworthmess

the state and Its supdivisions an%t elr ability to issue
other revenue or general obligation bond
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2. The probability that the project as currentlY contem-
glated by Northwest AIaska PlPehne om a financial
dvisors”can be successtul % man? with respect to
overall ro*ect viability and the |nanC|a| and managerial
resource the sponsor.

3. The degree to which Alaska financial gartlmpatlon of the
tk/lpe and magnitude proposed would . improve chances of success-
ful financing and project completion.

4. The extent issuance o the proposed $L billion tax exem
state related debt would affect P gs In the tax exempt markg .

.. The extent that the ef |ca§y
Partm pation by the state would"be affecte
Inancial sup ort contingent upon receipt of téderal assur-
ances regardm% items_ such as wellhead r|ces tariffs, arrange-
ments foT |n-state offtake, e and in the even} such
Fontm?enmes would negative ect the value of the state's
inancial part|C| at|on In te ms of the Pro%ects Erospects
fﬂr successa comglehon aIternatwe he present plan
that might alleviate such negative effects.

6. The extent that re§U|r|ng eqislative aE proval r|or to

the roposed |nanC|aI
P p makm such

actual |ssuance of the roP venue bond ould ffect the
etficacy of the proposed financing assistance package.

gB The Contractor will be available on reasonahle notice to
estl before the Leglslatlve Council and other committees of the
legislature on the subject matter of the report.

CLAUSEIl. - PERIOD OF PERFORMANCE

A) The wr| ten review to be prepared by the Contractor. under
Mluse A aII be subm?tted F|Jn |Oa form ysm able for offset print-
ing to the PrOJect Director no later than 18 May 1978,

B)  The period oJ this confract, urhless exten ed b written apree-
ent or t[]m| ated . In accordagc% wit this c ause, sha
egm on the date it is signed by the ontract rand terminate on

30" June 1978.

C). This contract may be terminated by either party on written
ho)tlce {0 the other Y party

CLAUSE I11. - PROJECT DIRECTOR

The Project Director shall be Gregg K. Erickso irector of Research,
Leg|s[ t?ve Alf a|crs Agency, Pouchg% Juneau, Aqaska 99011,
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CLAUSE IV. - COMPENSATION AVD METHXD OF PAYMENT

A) Contractor's total compensation for preparation and subm |sron
rgt)thel Wrrrtten report descrrB Harn CIausepl? shall %e $50,000,
payable on submission of the report.

(B) Travel exgenses of the Contractor under Clayse lﬁB) shall he
authorized rn dvance bg the Pro&ect Director and shall " be reim-
bursed on the same basi as and Under Procedures governing state
emIpo ees, 1.e., pay ment? er drema state rates nd arr trans-
ﬁrr %t coach class faré. Trave POt auth orrze] In advance
not be reimbursable.  Total travel expenses shall not exceed

54 000.

CLAUSE V. - REPCRTS

The Contractor shall keep the Pro t Director informed as to the pro
ress opthe work ger ormgt? Atd ﬁﬁrcs agreement an s?r Fprovrg Prog:
progress reports as speciried by him

CLAUSE VI. - OFFICE SPACE, EQUIPMENT, CLERICAL SUPPORT

|c% Race equipment, and clerical support to the Contractor that
will e ecefsagy to celtrr But the Contractor's obligations. under this
contract shall be supplied by the Contractor at no cost to the Agency.

CLAUSE VII. - RECORDS, DOCUMENTS, AUDIT

The Cé)ntractor sBaII maint |n accurate records, inclu |nga detaHed time
records, as maY e require Y encY The recor re su éect to
rnseectron by the Agency at all reasonable times. documents, re-
Pors and wrrtrn% [0 uced In v'te course of the Work Rerformed under
his contract aré upon ﬁje lvery to the Agency or termination of this
contract the property of the Agency.

CLAUSE VIII. - CONFIDENTIALITY

It is understood by the ﬁrgencg/ that in the course of the work under this
contract the ntractor receive material under prror wrrtte]n guar-
antee of T identiality. “The A genc¥ grees that poth mg in this “con-
tract shall requrre the drsclosrlrg 0T such material prqvided that elt opg
the written ‘guarantee 1S maile he Research Division, Legislativ
Affarrs Agency, “prior to receipt ot the material.

CLAUSE IX. - CONFLICT OF INTEREST

The Contractor affi |rms that it IS not now mdrvrduallx or coIIectrver
enga% In anIX professional business relationsh |rp with any firm holding
an"interest in the northwest Alaskan Pipeline Project.
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CLAUSE X. - ALL WRITINGS CONTAINED HEREIN

This agreement contains all the terms and conditions agreed upon by the

artieS. No other understandings oral or otherwise .redarding. the sub-
ect matter,o? ttps agreement shall %e 8eemeg to emstgor togbmg elther

of the parties of this agreement.

IN WITNESS WHERECF, the parties have executed this agreement on the
dates noted.

BLYTH EASTMAN DILLON & COVPANY LEGISLATIVE AFFAIRS AGENCY =
(By direction of the Executive Director)

Q-OVVSS B.. LOVEJOY Date GREGG K. ERICKSON Date
entor Vice-President
Approved as to form:

AGENCY LEGAL COUNSEL Datc



NORTHWEST ALASKAN PIPELINE COMPANY

P.0. BOX 1526
SALT LAKE CITY, UTAH B4110
801-534-3600

May 3, 1978

The Honorable John C. Sackett
Alaska State Senate

Pouch V

Juneau, Alaska 99811

Dear Senator Sackett:

During the hearing before the Senate Finance Committee on April 27, 1978,
to consider our plan for financial participation by the state of Alaska in the
Alaska Highway Gas Pipeline Project, we stated that we would furnish your
committee with certain data from our financial advisors concerning the plan's
impact on the credit of the State and its ability to issue debt in the future.

The attached memorandum which has been prepared by representatives of
Loeb Rhoades, Hornblower & Co. and the Bank of America, two of our financial
advisors, addresses these issues. We intend to discuss these matters further with
you and your committee when we meet with you cgain on May A, 1978.

JWA:bh
Attachment

A SUBSIDIARY OF NORTHWEST ENERGY COMPANY
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LEGISLATIVE AFFAIRS AGENCY

April 25, 1978

MEMORANDUM

SUBJECT: Pipeline Financing Issues to be Addressed by Consultant

TO: The Honorable John Raﬁier
Tne Honoraple Hugh Malgne
Tne Honora e Jo n Sac ett

e fonoratle 81T

FROM Richard G, Haggart |,
Research Analyst i

As You know, the Division has been evaluating pgtentral finapcial con-
fs ulfants to assist the | g Iature I 1ts coPsr eration o themprorPosed
inancial assistance pac % or Northwest Aaskan Pi erne Co
Bhe varrous mvestme t ha krng housesconfrder lyth e Eastm
gang/ as emerge as thepreferre chor consuy tants
ave contacte | ﬁhe and” have hedrlorelr Inar |scussronﬁ with  them
wrth resp ect to esta ?hrng a consulti re atio E Ip with the Iegrs
lature. Be ore these discussjons can proceed further, vie need to deter-
mine specifically what we wish them to do for us within the time avail-

able.

Thrs memorandum sets

forward a sug?ested list of fopics, with respect to
|krab|I|ty and feas
wou lythe to address

ea |b|||t s pipeline financing which™ we
dr A%ry ad%arltrrfng ?u ther sugggest?ons would
be most v/elcome

1 Northwest Alaskan PrIﬁJelrne Comloam( has said that state fi-
nancra articipation in the Pperne 9roiect In ﬁhe manner
S#GCI led In thelr Eroposalo P | 1 8, will measurabw
crease the chanceS. 'of roIJec SUCCESS, wrthout puttmg te
state a} risk. Is this a correct assessment of the éPrr
roposa 10 what extent would state artrcrpatron s pro-

0sed, r]hance chances for successfu rorect comp etr n
onversely, if the state chose nof t ah ate ng
specified “manney, to what extent v/ouId the chances for project

sticcess be impaired?



Pipeline Financing Issues -2- April 25, 1978

2.

While the proposed bonding authority's debt issues wauld, not
be genera 08 %atrons of"the atate IS t]here a ossrthrlrty
that such a dent offering could, nonethe effect t
states bond rnq capacity’ ecrfrcall what are the
Sib ||t|es thal Investors cou percer o a "moral" or erhaﬁs
Po |t|cat commitment oo th e art or the state to rescu
oject IT completion difficylties are encountered and hence

gowngrade the state's overall credit-worthiness?

Ast te man(c %I consult%nt ha?( testif |ed that only "so man "
Al as a- re lated ponds can e may et eac %ear l.e. that
market h sorPtron cagahrty for Alaskan debt that |s
somehow mrte X a ther than Alaskas credit-worghi-

B
ness alone. 8% t this % alr asseﬁsment o{ the
maﬂ<et abrlrt to a sog aska's de t?7 Is such. a comment
applicable to the proposed financing for the pipeline?

To what extent would issuance of $1 billion of tax-exempt debt
affect rates in the tax-exempt markets?

In eneral comment on the overall soundness and easrbrlrt
o [Pro osed rnancrrl) R vr]at extent have ?]rmrar
inancing arrangements teen used in the past? With w
consequences for the parties Invol ve

Assumrnﬂ that the state were to accePt the eneral frnancrng
roac rcmse are te states nterestsas financia

artrcr ant f rotected by the terms ofthe financing

glro t?lse79 What addrtronal conditions or terms might be Te-

Both the ederal executrve and the Conlg ss have declared that
as a's ?nr at f mancra mterests In {h qatura %as
fro uctrﬂn ake state rnancra sugport of the E? vaP

orca and desirab owever, the ue of
e state's nrtergrsnt]srr(r) Ntohr(_t‘hS ope natu5ra ga%l Inténegerms
0
ﬁ %fepenzdnent on a variety ?J F deral go IC Zc ns. on well-
rrcrn pl eIrne tari treatment and condrtronrng

costs an rtyo grrcrn WWhat would be the effect of” the
state's ma rng inancin c ntingent Fpon achjevement of some
minimum value~“for North™ Slope n tura gas? Would such a
contin encg [equrrement mae state financing, as proposed,
more difficult? Impossible

|t such FontrnPent re urre[nens woulg substantially |m[[)]arr the
current Inanc qgrogrosa at mo rcatrons of alter atives
to the plan might ameliorate these difficulties, if any?
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RGH.dh

The Northwest financing groposal includes _provisions whjch
allow the state to purchase an equity [ﬁ)om |on In the |pe
ine under c rtﬁm terms and conditio | these
visjons affor state an equity position n the rercf
un er terms and cond|t|ons that are reasonable given the evel
o state Ipartm pation, and which confer upon t e state r|
benefifs w |ch are S|m||ar t those ava| a e 1o eqét
Hvestors In other grOJehts of s|m| ar risk Fn ma nitu
this IS not the cas at special or unusual provisions are
contained in the eqmty part|e|pat|on formula?” What sgemal
?r unusFa risks do they involve If the state were to act
avoraply on them7 Wht alternat|ves to the Northwest equity
art|%| at|on formula ma nt be appropriate IH view of suc
0ssibly negative considerations, “assumin t e state wished to
urchase $500 million "in equity in the pipeline?

A key. asgect of the Northwestiﬁroposal inyolves seeking Con-
ressmn aaP va o tax exe tstatus Tor the states
I(P ine relate oyour ledge, .have such exem‘;;v
ns been soug t |n the past for ot er-major p rO{ects |th

\g/ t success? eg our experlence In ta Xem %r kets a
ea |nPs what wou ¥our assessment 0 08% ity o
obtaining tax-exempt status for Alaska's plpe ent



IF!%VR QBQ(R%%S SENATOR
GALENA. ALASKA 09741

WHILE IN JUNEAU CHAIRMAN
POUCH V SENATE FINANCE COMMITTEE
JUNCAU. ALASKA 90811 MEMBER
TELEPHONE 4S5-3753 LABOR A MANAGEMENT COMMITTEE

May 3, 1978

Mr. David K. Watkiss
Watkiss & Campbell

310 S. Main, 12th Floor
Salt Lake City, Utah 84101

Dear Mr. Watkiss:

On April 27, 1978, you appeared before the Senate Finance Committee,
State of Alaska, regarding the State"s participation in the financ—
ing of the North West Alaskan pipeline.

During your testimony you said "There is no cost and no risk to the
State. We look upon this as a means for the State to declare its
interest in the project without 1in any way encumbering the State or
committing the State"s revenue."”

At the point in your presentation where you were talking about the
financing package your company had put together, you emphasized the
fact that you hoped the Committee would move on it soon "because
there®s really no risk involved.™

Senator Butrovich was concerned about "no risk to the State" and
requested a letter from you on North West Alaskan Pipeline letter—
head as to what the effect of this intent would be on the State.
Please furnish us with mis letter at the earliest date.

Sincerely,

John C. Sackett
Alaska State Senator

JCS:jb
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= ol GAS CO0.?5?5Ci*ISB PF.DPOSAL - OF iiSw0* PROVISIONS
TO: -TfD BCNFSS ®7?7Y;11 2.1, 1573
=M,,-7 &E3 lcltrivie
4/24/75
JL. unere vrill be pri.cs c¢cd” xols o;r alb c”bsirorias of riutkre:!
gas (both infeex3-t&&s and 1intrastute) between now ar.ri
January 2 f X57?f£f, On -tbs date, the £f£o!7lowing cats”ories

of natural pas will bn deresju-aieSi

- - ;"sv natural gas.
i55.tii.raj. gas frbrrs nav veils ccspsr than- 5000 * in old
reservoirs. "unless that g.cs .is dadies,ted to
inbarstata commerce ;dispecial dsvalopment 1inoar?tiva
price- gas:|}, and
- Most gas that 1Is currently being sold an intrestate

commerce- n

Special development incentive price gas from wells shallower
than S0GOlwill na carccaiatsa on July 3., 1257 yrucs.s price
controls axe n2.Imposed. |If-they are, that gas will be
deregulated at, the end of the rc-iropo.-i-cioji of price controls.

3, Natural gas taut is f£eragolatac will fa+ deregulated® for
21 least six wonhbs, Tit any tire between duly X- 1323
end July 1, X&$7 either Congress or the President {subject
to veto by both Houses of Congress), can reimpcco price

controls. The level of reimposition will be sot by
statute and will vary according to the type of cas. If
rsimposed, controls will last 13 months. The reimposition

authority can only be used onco.

The statute will estabihhih various rates of price increases
{"trend lines"™) for different categories of natural gas..

— New natx”“ral gas ceiling prices will increase at
a level equal to inflation (nhoasured by the GHP
deflator plus 0.2% plus ?2..5% through April 20,
19-81 and plus 4.0% through December 31, 1934.

The starting price will be SI.75 as of April 20,
1.977 (approximately SI. 53 today).

— Special development incentive price gas will
Increase at a levs! eguni to inflation. Thu
starting price will be SI1.75 as of April 20, 2577
(approximately 51.86 today). Special development
incentive price gas from wells shallower than
50001 will get a trend line halfway between 1its
old trend Iline and the new gar, trend line between
January 1, 1985 and the time it is deregulated.

— O0Id gas not currently covered by an existing contract
or an FPC price ceiling will increase at a level

equal, to inflation. The starting price will be
S1. 45 us of April 20, 1977 {approximate!}* Si. 54
today) -

New gas onshore will be gas from new vails 2-172 miles beyond
an old-well, or 1,000 feet deeper than on old well [the
original Carter definition) and new wells into reservoirs
that have not produced in commercial quantities before

April 20, 1977 (with exclusions for behind the pipe gas
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11.

12.

Lk o o o Kk gk
~ p UM T gt M1 Tor &5

Now gas on the Outer Continental Shelf will ba gp.sj fronm
T:""S2;i leiiuvaa a,»:tar Aprs,i 20, 3.977. Gas from reservoirs
ci."CDveré&d after July 27, 1376 in o]d leases will act the
new gas pries, but will not ba deregulated.

Spocx a,irdevelopment incentive price gas vili be gas from
new wells in an olg reservoir within 2-1/2 miles ox an ,4; 4

veil. However, toe new well must meet certain soacirgq
requirements. *

Prices ch reed under rollover contracts will be limited.
Interstate rollovers will have a ceiling price ox 54% 1if
the contract price 1is below that price. If the contract
price as above that price, the rollover will be Ilimited

to the contract price. Irtrastats rollovers vili get
$1,00 if the contract price is below that price. I

the contract price 1is above $1.00 they will get the
contract price. Price escalator clauses vail be allowed-

to operate o.n intrastate contracts on existence on the day
of enactment ox the Act, until tbs contract price equals
the r.ay gas price (with some other limitations) ,

The:re v?i!2_. bo broad allocation authority 1in times of
emergency for high priority needs. After voluntary
emergency sales a"™" exhausted, the President vili have~
authority to allocate gas TfTollowing certain priorities.
The orioritics arc:

— First, gas from boilers that have the ability.,
to use coal- This includes both intrasrate and
interstate supplies ("Glcnr. amendment gas®1). \

- Second, gas from other lov priority users served
by interstate pipelines. *©

-- Third, eras owned by low Priority end users
{"0rder™533" gas).

FKRC vili have authority to specify dm duration of
contracts (with <« minimum 15 year term for OCS contracts) ;
to provide for a right-cf-first-refusn.l on interstate
contracts; to require purchasers to file copies of contract*
and ancillary agreements; and to issue rules and regulation;
pursuant to the Act.

High cost gas will be deregulated upon the effective date
of the first incremental pricing rule. Included arc gas frc

- Devonian shale

- Hothane from coal seams;

- Mew veils drilled to a depth grester than 15,000%;
end

— Ceopre”surited brine.

FSP.C vili ba authorized to establish reasonable price
incentives to encourage investment in development of other
types of high-cost gas. The authority 1is to be exercised
in advance of driling activity and is not cost based 1in
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Is.

15.

1S.

16.

/cam

n?

Stripper veils she-;Il h*v? a $2.09 ceiling price, which vili
increase at the sams rate as nav gas - They will not be
dcrogulateb. &’ strapper v;2it is a veil prooucing nca--
associateel gas at tbs maximum efficient rare of protection
of SO mcf per hay or less for three mouths- FERC 1is
directed to provide a rule allowing vails that qualify as
stripper vslls to increase production if the producer uses
recognised production enhancement techniques-

There shall be mandatory increments! pricing for in6nstrie
boiler fuel users under a rule to be developed by FJ5RC

V/ithin 12 nonths of enactment. Schools, hospitals, and oth
similar Institutions, and agricultural users shall be
exempt. The coot will be allowed to increase to these

users until it reaches the cost of substitute fuel (7v0. 2
fuel oil as determined on a regional basis)-

The F£?.C shall develop a second incremental pricing rule
vithin IS months and submit it to Congress for review

(subject to a one house veto) . It shall provide incrcmen ta
pricing for other .low priority users.

Increments! pricing will be applied solely to users served
by interstate pipelines. It veil! be applied to that pertic
of an interstate pipeline ™ cost, of certain categories

of supply that exceed $1.45 per MJIBtu"s, adjusted for
inflation. The categories are:

-- New natural gas;
— Rollovers into the interstate system of p.7-evi* wr.lv

intrastate gas; and
— Special development incentive price gns.

Incremental pricing vili al.se* be applied to deregulated
high cost supplies if the price exceeds the price of

imported Ilio. 2 fuel oil plus 301. bRG imports wall be
incranier-tally priced. However, there will bn a grandfather
clause for approved projects. Projects pending before

the DOT, and *projects for which JFfSRC determines there

arc binding contractual or substantial financial commitment
shall be priced under the Natural Gas Act. Natural

gas imports that exceed the new natural gas ceiling price
and arc in excess of current contract volumes will also

be incrementally priced.

Thara are numerous other technical provision! . In addition
the compromise proposal doer, not address all of the

Issues before the Conferees which wxll have to be

resolved,
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l. INTRODUCTION

The purpose of this memorandum 1is to describe and
recommend a specific plan for participation by the State of
Alaska 1in financing of the Alaska Highway Pipeline Project (the
"Project™). The Project will encompass approximately 4,800
miles of pipeline consisting of four segments which will be
separately and independently financed and constructed. These

four segments, their mileage and estimated cost are:

Alaska - 731 miles - $ 3.7 billion
Canada - 2028 - 4.1
Western Leg - 911 - .8
Eastern Leg - 1117 - 1.7
4787 miles $10.3 billionjV

It is proposed that the State participate only in the funding
of the 731 mile Alaska segment.

In order to begin construction of the Project in 1980,
final commitments for debt and equity must be made by early
1979.

To meet this critical schedule, we are proposing speci—
fically that the legislature this session enact legislation
creating a financing authority (the "Authority"™) to issue $1.0
billion 1in tax-exempt revenue bonds in a manner thac would not
utilize the State"s credit or adversely affect the Stale"s
credit rating and adopt a joint resolution cstab lisning an

interim committee to study now the state can best participate

*/ The financing requirements of the Project were estimated
in the President®"s Decision and Report to Congress on
the Alaska Natural Gas Transportation System ("President®s
Decision”™) to he approximately $10.3 billion in escalated

doll ars.



in equity financing. It is essential that the committee report
back to tlie legislature early next session so the necessary

legislation can be enacted 1in time to permit the State"s equity
participation to be 1incorporated 1in the overall financial plan.

This memorandum discusses how the tax-exempt revenue
bonds would be issued and proposes a plan for State equity par —
ticipation that the interim committee should study and consider.

The plan for State participation set forth in this
memorandum would provide for an equity return to the State wupon
completion of the Project; encourage major institutional in—
vestors and commercial banks to invest in the Project, thereby
aiding the development of Prudoe Bay gas; and add the tax-
exempt debt market to the capital sources that will be called
upon to complete this 1large and complex financing.

0 The proposed Authority would be empowered to issue

$1.0 billion of tax-exempt revenue bonds ("Tax-

Exempt Revenue Bonds"™) backed by the simultaneous

purchase of a like amount of Project debt.

This transaction would raise approximately 25p of the
Project®"s debt capital but would not involve the credit of the
State. The Authority could in this way pass on to the Project
the advantage of an expanded capital market. Additionally, this
reduced interest cost would benefit the Project by reducing the
transportation cost by approximately -15.

This transaction would require an amendment to the

Internal Revenue Code (the "Code"™) specifically exempting the



Project from the restrictions set forth 1in Section 105 of the
Code. The Project docs not now qualify as an exempt Ffacility
under Section 103 of the Code, and tax-exempt status would not

be available for revenue bonds 1in the absence of such an amend—

ment. Obtaining an amendment to Section 103 will require the
cooperation of all interested parties, including the State and
its representatives and the Administration. If such an amend —
ment 1is not obtained, bonds issued by the Authority would be

taxable and neither the State nor the Project would benefit
since such bonds would be simply the equivalent of Project
bonds.
0 The State would evaluate our proposal that it

make an equity-related 1investment of $500 Mi 11 ion

in Project Convertible Debt ("Convertible Debt™).

These securities would be convertible after the Project
becomes operational, if the Partnership 1is succeeded by a
corporation, into $500 million of participating preferred
stock. The participating preferred stock would carry a fixed
dividend rate that would 1increase with the profits of the
Project according to an agreed upon formula. IfTf the Partner —
ship 1is not succeeded by a corporation, the Convertible Debt
could be exchanged after operations have begun for n preferred
income limited partnership interest..

To maximize net return to the State, this investment
could be funded principally by an appropriation of State funds.

Alternatively, but with 1less financial return to the State,



-<1-

this investment might be funded by the sale of Authority Taxable
Revenue Bonds ("Taxable Revenue Bonds"™), which would be secured
by the Convertible Debt. IT the State decides to fund all or
part of its purchase of Convertible Debt 1in this manner, how-—
ever, additional credit support beyond that of the investment
itself would be required. CSoe Section 1V for a discussion of
different ways the State could provide additional backing for
Taxable Revenue Bonds.)

As an 1investment vehicle, the Convertible Debt would
provide current income to the State during the construction
period, as well as an opportunity for the State to participate
in an equity return subsequent to the initiation of Project
operations.

At the appropriate time, the State®s investment could
be sold or distributed to 1its political subdivisions, native

corporations and 1its citizens.



Till: ALASK\ SEGMENT OF TUB PROJECT

A. Description

The Alaska segment will begin at Prudhoe Bay and par —
allel the Alyeska oil pipeline for 559 miles to Delta Junction.
At Delta Junction the pipeline will diverge from Alyeska and
followthe Alaska Highway and the existingHaines oil products

pipeline

for 192 miles to the Yukon Territoryborder.

The Alaska segment will be owned by the Partnership,

and designed, constructed, and operated by Northwest Alaskan

Pipeline

west

Company ("Northwest Alaskan"), a subsidiary of North—

Energy Company. The Partnership 1is currently comprised of

subsidiaries wholly-owned of the following six natural gas

companies:

It 1is

join

0 Northwest Energy Company

0 Northern Natural Gas Company

0 Pacific Gas and Electric Company

0 Pacific Lighting Corporation

0 Panhandle Eastern Pipe Line Company
0 United Gas Pipe Line Company

anticipated that additional natural gas companies will

the

Partnership in the future.



B. Financing Plan for Alaska Segment

The capital for constructing the Alaska segment will be
raised on a project financing basis, through the sale of equity
and debt securities by the Project. Debt service and return on
equity securities will be provided solely by the cash flow
generated from the Project®"s operations. These securities will
be designed at the time of issuance to compete successfully in
the public and private capital markets and, accordingly, will
offer the appropriate market sales of interest or dividend 1in
the case of participating preferred stock.

Under the proposed overall financing plan, a percentage
amount over and above the final capital cost estimates will be
committed to assure that sufficient funds are available to
complete the Project. Upon completion, the Partnership will
have contractual arrangements pursuant to a Federal Energy
Regulatory Commission ("FERC") approved tariff that will provide
funds adequate to pay debt service and provide an attractive
return to the equity investors. (For a more detailed discussion
of the Project®"s Financing Plan, see pages 8 to 14 of the
Discussion Memorandum Regarding, Financial Participation by the
State of Alaska in the Alaska Highway Pipeline Project, dated
March If>, 1P78, attached as Appendix 1.)

While the ratio between the equity and debt securities
of the Project, as well as the timing of any takedowns, will be
subject to various factors, 1including the financial requirements

of the Project, the fundamental element of the financing pian



is that all funds -- equity and debt -- must be committed at
the same time and remain committed throughout the construction
period. However, no commitment shall be binding (including
that of Alaska) until all equity and debt commitments necessary
to complete the Project have been received.

The project"s capital structure would consist of the

following:

0 Equity and Equity-Related Securities
1. General Partnership Interests - The owners of the
Partnership will contribute equity capital 1in a total
amount of approximately $1.0 billion. Their partner—
ship intc-ests will earn the rate of return provided by
the FERC approved tariff.
2. Convertible Debt - It is proposed that Convertible
Debt 1in a principal amount of $500 million be offered
to the State of Alaska. This debt will bear an interest
Fatc dictated by market conditions at the time of
issuance, which today would be 1in the range of 10* to
129 per annum. After the completion of construction
and the commencement of operations of the Project, the
Convertible Debt will be convertible 1into an equivalent
amount of a participating preferred stock of the corporate
successor to the Partnership or into an equivalent
limited partnership interest in the Partnership. The

participating preferred stock would have a minimum



annual dividend rate of

addition, would share in the profits

the basis of a pre-dctcrmined formula

Debt Securities

1. Series A First Mortgage Pipeline

First Mortgage Pipeline Bonds 1in

$2.0 to $3.0 billion will be offered

investors and commercial banks at an

rate that 1in today"s market would be

These securities will have various

twenty-five years, subject to sinking

2. Series B First Mortgage Pipeline

First Mortgage Pipeline Bonds in

$1.0 billion will be purchased

by

Series B First Mortgage Pipeline

annual interest rate which

interest differential allowed by law

over the 1interest rate on the

Fixempt Revenue Bonds sold by the

Authority to fund the purchase.

Mortgage Pipeline Bonds will he

provisions, and the underlying

Bonds will have concurrent

approximately

a principal

maturities

a principal

the

Bonds

incorporates

equivalent

Project

These

subject

Tax-lixcmpt

10$, and, in

of the Project c¢n

Ronds - Series A

amount of

to institutional

annual interest

approximately 10$.

of to

up

fund provisions.

Bonds - Series B

amount of

Authority. The

will have an

the maximunm

(i.e., 1/8 of 13]

amount of Tax-

through the

Series B First

to sinking fund

Revenue

maturities.



1. ALASKA ™S PART ICI PATI ON

As part of the financing plan described above, it is
proposed that the Alaska legislature this session enact legis—
lation to provide a mechanism for the 1issuance of $1.0 billion
in Tax-Exempt Revenue Bonds, the proceeds of which would be
simultaneously invested 1in $1.0 billion of the Project"s Series
B First Mortgage Pipeline Bonds and establish a committee to
consider the proposal for investment 1in $500 million of equity-
related securities of the Project. This Section 111 describes
the proposed revenue bond financing mechanism, the advantages
of Convertible Debt as an investment vehicle for Alaska and the
returns Alaska might realize from this investment and a possible

time schedule for Alaska  financial participation.

A. Revenue Bond Financing Mechanism

As was discussed earlier, the State should establish an

Authority for the 1issuance of $1.0 billion of Tax-Exempt Revenue

Bonds. Contingent upon and concurrent with the sale of the
Tax-Exempt Revenue Ronds, the Authority would purchase $1.0
billion of Series B First Mortgage Pipeline Bonds, and would

receive annually a 1/8 of I'd interest differential on the
aggregate amount of Tax-Exempt Revenue Bonds 1issued by the
Authority. This differential, amounting to $1,250,000 per
year, is the highest allowed by Federal law and would be gen—
erated from the difference 1in interest rates between the Tax-

Exempt. Revenue Bonds and the Series B First Mortgage Pipeline

Bonds.



-10-

B . Convertible Debt

During the period in which the

outstanding, the interest received by the

entire amount 1is outstanding, would be

This debt would be convertible into

stock of any successor corporation to the

conversion the State would receive a fixed

mately $55 million, which would 1increase

upon formula as the profits of the Project

In recommending that Alaska ™s

the form of a fixed 1income security

upon completion of the construction period,

considerations a>% particularly important:

1. Form of Ownership - The State,

entity, cannot utilize the Federal

relating to construction (e.g., the

Credit and interest and other

passed through to the general

However, these tax benefits

taxable general partners who

rce of the Project"s equity

all the tax benefits

entities, the financing of the

greatly facilitated at no d

addition, structuring the

by

during the construction period as

Convertible

State,

approxi

participat

Part

div

accor

equity

convertible

deductions)

partners

capital.

exclusively

Alaska

isadvantage

State"s

Convertible

Debt is

assuming the

mately $55 million.

ing preferred

nership. After

idend of approxi—

ding to an agreed

increase.

participation take

into equity

the following two

as a tax-exempt

income tax benefits

Investment Tax

which will be

in the

icant to the

ide 1lic principal

Thus, by

to these taxable

segment will be

to the State.

participation

Debt, any

Partnership.



conflict between the State

and 1its role as a

2. Return on Investment

return on the general

capitalized and subject to

upon the relationship

estimate and the

Upon completion of

operations, the return on

the FERC (estimated at

by

will be distributed first

pating preferred equity,

common equity, with the

holders of common equity

of the Project. As

the State®s return will be

currently as interest.

struction, the State would

its interest into

equivalent Ilimited

o'e/ A variable rate of return

the construction period
President"s Decision and

formulated by the FERC.

"s

regulator

partners”

actual

construction

and
amounts
based

a debtholder

Upon

participating

partnership

has
the

role as an equity investor

would be minimized.

- During construction, the

investment will be

downward adjustments depen—

construc-

*/

between the final

construction costs.

and the commencement of

common equity will be fixed

approximately 15%$). A return

to the holders of partici —

second to the holders of

to be distributed to

upon the <cash

during construction,

fixed and distributed

the completion of con—

have the option of converting

preferred stock or the

interest.

to during
the

are

equity 1investors
been mandated by
thereof

details being

requirements
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C. Timing, of Alaska’s__Investments

The debt and equity funds to be raised from all Project
investors must be committed at the same time and remain committed
during the construction period. The exact timing of any draw—
down will be determined as construction progresses. The current
thinking is that debt and equity funds will be drawn down, pro—
rata, and invested over the projected three year construction
period. Accordingly, there will be some flexibility as to when
Alaska®"s equity-related investments would be made within the

constraints of the final capital drawdown schedule.
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1v. IMPLEMENTATION OF ALASKA®"S PARTICIPATION

This Section recommends a plan for implementing the
State"s participation and discusses tho pertinent financial,
legal, and administrative 1issues on which this recommendation

is predicated.

A. Establishment of the Authority

It is recommended that the State establish through
legislation enacted during the current legislative session a
new Authority to administer the 1issuance of tax-exempt revenue
bonds for the Project.

The establishment of the Authority during the current
legislative session would greatly facilitate the financing and
completion of the Project. In doing so, the State will have
taken an important first step to participate 1in the Project"s
financing. This will be not only of considerable symbolic and
substantive assistance 1in encouraging early private sector
financial participation, but it 1is a prerequisite for Congres —
sional action 1in this session of Congress to amend Section 103

of the Code.

13 Funding the Purchase of Series
B First Morigage Pipeline Bonds

It lias been recommended that the Authority fund the
purchase of $1.0 billion of Series H First Mortgage Pipeline

Bonds through the simultaneous sale of a like amount of Tax-
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Exempt Revenue Bonds. The purchase of the Series B First
Mortgage Pipeline Bonds by the Authority would be contingent
upon a successful placement of the Tax-F.xcmpt Revenue 3onds
with dinstitutional 1investors.

Since the Partnership is a "non-exempt person" under
Section 103 of the Code, interest on Authority Bonds currently
would be subject to Federal income taxes. However, the Presi—
dent ™ Decision and the 1importance of the Project to national
energy policy strongly suggest Administration support for an
amendment to Section 103. Alaska legislation authorizing the
Authority to issue $1.0 billion of revenue bonds during this
session is essential to any effort 1in Congress to amend Section
103.

It is important to point out that the 1issuance of
Tax-Exempt Revenue Bonds would not require additional State
backing. The tax-exempt status of the Bonds 1in and of 1itself
would assure that the Bonds would appeal to a class of investors
different from those who would purchase the Project®"s First
Mortgage Pipeline Bonds. Moreover, the value of additional
credit backing 1in reducing the interest rate on the Authority"s
Tax-Exempt Revenue Bonds would be nullified by proposed Treasury
Department regulations that would Ilimit to 1/8 of 15 the spread
between the tax-exempt interest on the Authority"™s Revenue
Bonds and 1interest income on the Series B First Mortgage Pipe—
line Bonds. Accordingly, it has been concluded that additional
security for Tax-Exempt Revenue Bonds would be unnecessary and

an inefficient allocation of the State®s credit resources.
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C. Alternatives for
Fund inn the Purchase of Convertible Debt

The funding of the State"s equity-related investment
will impact the State"s ability to finance other State programs
Therefore, all alternatives for 1investment 1in the Project
should be carefully considered. The following outlines several
alternatives.

1. From the General Fund and/or the Permanent Fund -

At June 30, 1977, the General Fund Investment Account

had a balance of approximately $623 million. New

legislation could appropriate a specified amount of

monies from the General Fund for the purchase of the

Convertible Debt.

The State has projected that from 1978 through

1982 the Permanent Fund will receive approximately $632
million from various mineral 1lease rentals, royalties,
royalty sale proceeds, Federal mineral revenue sharing
payments and bonuses. New 1legislation could direct the

Commissioner of Revenue to exercise existing statutory
authority to transfer a specified amount of monies fronm
the Permanent Fund for investment in the Convertible
Debt.

The State could purchase $900 million of the
Project®"s Convertible Pebt with the monies it receives
from the General Fund, the Permanent Fund or a combina—
tion thereof. Importantly, the State®s commitment would

not become binding until all commitments necessary to
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complc te the Project are received and all conditions
necessary to protect the State®"s investment are fulfilled.

Until the State®s monies arc drawn down to fund

its commitment to the Project, they could be invested
in short term securities of the U.S. Government or its
agencies. This 1is significant because the 1income fronm

such investments could either be retained by the State
or used to fund 1its 1investment 1in the Project. Assuming
the latter, a commitment by the State to invest $500
million in the Project from 1980-1982 would not require
that the full $500 million be taken from the General

and Permanent Funds. IfTf monies were escrowed by the
State in early 1979 and invested at a 6-1/2% rate of
return, the State could meet 1its $500 million commit—
ment in 1980-1982 with an 1initial appropriation of

approximately $"142 million.

1/
2. From the Sale of Revenue Bonds
(a) Taxable vs. Tax Fxcinpt
As previously discussed, a sale by the State

of tax-exempt debt to fund 1its purchase of Con—
vertible Debt would be much 1less financially
attractive than a direct investment, by the State.

Specifically, the U.S. Treasury Department has

The 1issuance of General Obligation Bonds to fund the
purchase of Convertible Debt would require tho approval
of a majority of the votes of the State under time
consuming and costly bond referendum procedures required
by the Alaska Constitution. Their use therefore 1is not
recommended.
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proposcd arbitrage regulations that would limit

the positive "spread" between the yield on the
Convertible Debt and the 1interest paid on tax-

exempt State debt to 1/8 of 1%. The arbitrage
regulations do not apply to taxable debt. Accordingly,
the 1issuance of taxable debt would be the only
practical alternative 1if funds on hand are not
utilized.

The spread between the yield on the Conver —
tible Debt and the 1interest on such taxable debt
would be much less than the spread between the
yield on the Convertible Debt and the yield the
State is now earning on 1its existing investments
of the Genera] and Permanent Funds. Consequently,
the net 1income to the State would be significantly
higher if the State®s purchase of the Convertible
Debt were financed from State funds than if such
purchase were financed from the sale of taxable

State debt.

(b) Additional Credit .backing for Taxable
Revenue Bonds

In the event that Alaska decides to fund all
or a poruioi of its purchase of Convertible Debt
through a sa.ie of Taxable Revenue Bonds, the
State"s debt would be secured by Convertible Debt.
However, to provide meaningful assistance in

financing the Project, it would be necessary for
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the State to back its taxable debt with additional

security unrelated to the Project.

IfT the State elects to issue Taxable Revenue

Bonds, however, the two most readily available
source? of additional State backing are the Perman—
ent Fund and the State®"s "moral obligation." Both

would involve the State®s credit resources.
(i) Permanent Fund - Legislation could
direct the Commissioner of Revenue to utilize
assets of the Permanent Fund to meet any
deficiency in Taxable Revenue Bond debt
service, whether directly from monies con—
tained in the Permanent Fund and ®"edicated,
or indirectly by dedicating Permanent Fund
monies to a special reserve fund to be wused
when needed to meet any such deficiency. If
the latter approach were adopted, the special
reserve fund could be replenished in the same
manner, that 1is, by legislatively authorizing
the Commissioner of Revenue to use Permanent
Fund monies for such purpose.
(ii) "Moral Obligation of the State- Itmay
be advisable to combine a dedication of the
Permanent Fund with a legislative resolution
pledging the State®s moral obligation (r.ot

its legal obligation) to allocate funds if
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the State to back 1its taxable debt with additional
security unrelated to the Project.

If the State elects to 1issue Taxable Revenue
Ronds, howr/er, the two most readily available
sources of additional State backing are the Perman—
ent Fund and the State®s "moral obligation." Both

would 1involve the State®s credit resources.

(i) Permanent Fund - Legislation could
direct the Commissioner of Revenue to utiline
assets of the Permanent Fund to meet any
deficiency in Taxable Revenue Bond debt
service, whether directly from monies con—
tained in the Permanent Fund and dedicfted,

or indirectly by dedicating Permanent Fund

monies to a special reserve fund tobe used

when needed to meet any such deficiency. If
the latter approach were adopted, the special
reserve fund could be replenished in the same
manner, that 1is, by legislatively authorising

the Commissioner of Revenue to use Permanent
Fund monies fc r such purpose.

(i) "Moral Obligation of the State- It may
be advisable to combine a dedication of the

Permanent Fund with a legislative resolution
pledging the State®s moral obligation (not

its imgal obligation) to allocate funds if
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and when it should become necessary to meet a

deficiency 1in Taxable Revenue Bond debt

service.

Moral obligation bonds have traditionally

been used to finance public purpose projects

such as housing, health care and educational
facilities. Approximately $10 billion of the
total $250 billion tax-exempt municipal bonds

currently outstanding are backed by a moral

obligation pledge. The State of Alaska has

$240 million of bonds outstanding, issued by

the Alaska Housing Finance Corporation and

the Alaska Municipal Bond Bank Authority,

which arc the type of bonds that may be

considered to be moral obligation bonds.
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taole su”ari:es, by cegr.cnt,
estimated capital requirements under the System design

described in the President®™s Decision:

Line Total
Miles (in 3illicr,s;
Alaskan 7&; $3.7
Canadian 2,025 4.0
Eastern Leg 1,117 1.7
Western Leg 911 9
Total 4,787 $10.3*

It should be noted that these dollar amounts do
not reflect pre-delivery of Alberta gas,** minor re-rcuti:
of the 1line, or design changes consistent with th:
Canadian negotiations.: final cost estimates of the Pro ~
will not be available until full agreement 1is. reached or.
System design, governmental requirements are defined and

definitive engineering is completed.

1975 collars adjusted for assumec. "13::cn  i..it3 licn
completion of the Project.

*®  IF agreement 1is reac.oec tar tne sc c
of excee current supplies of Aide tne const:
tion of certain southern portions pellre wi;
be acceleratd, resulting in lower v-pry *~ -‘or-n;

for certain Southern mortices of t



.*

The capital for the Project is to be-raised or.
project %inancing basis. That 1s/ the Project"s debt
service and return on ecuity will he provided solelv -by
cash, flow- generated from the Project®"s operations. CTree
the proposed financing plan, first sufficient funds will
committed to assure completion of the Project. Then, up
completion, the Eroject's.sponsors wiIhAhave contractual

arrangements under a Federal Energy Regulatory Ccmmissic

ce

("FERC") approved tariff providing for sufficient funds so

4

ecover debt service and- an attractive rate of return to t

equity 1investors.

Completion of Construction - First, before construc—

tion becrins, commitments will be obtained orovicinc

for an amount of capital large enough to assure all

investors that there will be sufficient funds to com-—

plete the Project. The size-of this committed pool

will be determined through negotiations- with lenders

and investors, but will reflect evaluations cf the

Project"s final cost estimate and the estimating pro—

cedures used to develop 1it. These evaluations will

first identify the variables that could atface the

Project"s capital cost (i.e., inflation, delays, ess

Then, wusing probability analyses, a percentage amcun:

over and above the final capita, estimate will be

determined so as to reduce to sero (or as a pracsical!l



matter as close tc zero as cossitie) the probabilityv
of having msuf*ficier,t capital to complete the Fro-

It is this percentage amount that when added to the
final cost estimate will constitute the total capital
pool to assure completion, of the Project under ar.y and

all circums tar.cas.

Pipeline Operations - Second, the Project®"s operating
entities” will execute serr/ice agreements that, upcr.
completion of the Project,ewill unconditionally bind
* *
purchasers of Prudhce Bay gas to pay a FERC approved
transportation tariff that reflects"the final cost of
the proposed tariff will
provide sufficient funds to meet ail debt service, and

will be binding even in the unlikely event cf service

interruption and non-delivery cf gas.

eAs presently envisioned, the capital for
constructing the Project will be raised through the sale
of equity and debt securities. These securities will be
designed at the time of issuance to compete successfully in
the public and private capital markers and will therefore
offer the appropriate marker rates cf return. Under current
marker conditions, the debr might carry an ir.teresr .rate of
approximately 101. As for the equity rare cf return, in

previous filings and studies with FzZP.u, Northwest Alaskan



has assumed a 15% rate of return. A substantial portion of
that return would be paid cut annually as dividends tc the

equity investors.

While the percentage breakdown between the ecuityv
and debt as well as the timing of any takedowns will be
subject to market conditions, the final composition of the
investor group®and other* factors, the fundamental element
of the financing plan is that all funds®™ - equity and debt
must be Ffirmly committed at the outset ar.d throughout the

construction period.

Although it is presently contemplated that the
sponsors of each segment of the Project will be responsible
for .separately financing 1its respective capital costs, the
plan outlined above requires that all financing for the
Project be closely coordinated. Since Northwest Alaskan ™
tariff payments will not begin until all segments cf the
Project are completed, lenders and investors undoubtedly
will require that sufficient funds (whether they are raised
separately or not) be available to complete all segments.

Thus, close coordination between the segments 1is essential.

In this regard, the probability cf additional

costs above the final estimate 1is currently perceived by

t

lenders to be hicher fcr the Alaskan secment ar.c Yukon



Although natural gas transmission companies will be the
principal purchasers of the equity securities and institu—
tional 1lenders the principal purchasers of debt, securities,
the size of the Project, compared with the individual and
collective financial strength of the sponsors, necessitates
as broad a base f financial support as possible. Conse —
quently, the financing plan 1is predicated on the basis

that all beneficiaries participate in the financing.- The.se
beneficiaries would include the sponsors, the producers,

the suppliers and the State of Alaska. The following 1is a
list-of the various 1investor classes which will be asked to

commit®™ to purchase Pro"ject securities:

U.S. Transmission Companies

Canadian Transmission Companies

U.S. Banks

Canadian Banks

U.S. Long-Term Lenders

Canadian Lcng-Tarm Lenders

Producers, Suppliers, Alberta 5 Others

Alaska

It should be noted tnaa ail 1investors will be
called upcr. 10 fund their commitments to- the Project as
consorucsicr proceeds. Because the committed capital p;

will reflect the amours r.ecsssarv to ccmclete ere Project,

- a- BT.".-Ms-ir;nT






THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE

FISCAL NOTE

REQUEST A
Bill/Resolution No.
Title An Act creating the Alaska Gas Plpellne Financing Authority

Requested hv  Governor*s Office , Date

ll.  FISCAL DETAIL
Agency Affected Revenue
Pro ram Catego% ffected
udget Request Unit(s) Affected

EXPENDITURES  (Thousands of Dollars)

FY 78 FY 79 FY 80 FY 81 FY 82 FY 83

100 PERSONAL SERVICES

200  TRAVEL "
300 CONTRACTUAL

400  COMMODITIES

500  EQUIPMENT

600 LAND & STRUCTURES

700 GRANTS. CLAIMS. ETC.

TOTAL 0- 0- 0- 0- 0.

UNDING  (Thousands of Dollars)

osrnoNS

FIJLL TIME
PART TIME
TEMPORARY

. ANALYSIS (See Fiscal Note Preparation Instructions, Section II)

PARED BY
NCY Dopartnlent of Revonup
NE

165-2300

IV. DATE _fyril 20, .19/8 PRE
AGE
PHO

Original: Legislative Finance
cc: Budget and Management
Prime Sponsor (First Legislator Named)

33-001 (Rev. 12/77)
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Introduced: 4/20/78
Referred: Resources and Finance

BY THE RULES COMMITTEE BY
IN THE SENATE REQUEST OF THE GOVERNOR

SENATE CONCURRENT RESOLUTION NO. 102
IN THE LEGISLATURE OF THE STATE OF ALASKA
TENTH LEGISLATURE - SECOND SESSION
Relating to a direct investment
by the state in the Alaska natural
gas pipeline project.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

WHEREAS, Northwest Alaskan Pipeline Company has been selected by the
President and the Congress of the United States to construct a pipeline to
transport Alaskan natural gas from Prudhoe Bay to markets in the lower 48
states; and

WHEREAS, the cost of the project is estimated to be 10.5 billion
dollars, 3.7 billion dollars of which will be used to construct over 700
miles of pipeline in Alaska; and

WHEREAS, timely completion of the Alaska Highway Natural Gas project
to transport North Slope natural gas 1is a matter of vital concern to the
nation®s energy future; and

WHEREAS, construction of the project will produce important social and
economic benefits for the people of Alaska, 1including approximately 20,000
new jobs, 1increased state and local tax revenue, enhanced availability of
natural gas for Alaskan communities, and stimulus and ex~ansion oj. private
enterprise, including greater potential for development of in-state manu—
facturing, refining, and processing facilities; and

WHEREAS, Northwest Alaskan Pipeline Company has advised the state that
it would be of substantial assistance to the company in constructing the
gas line if the state were to provide financial aid, both through the means

of creating an authority with the power to issue tax-free bonds for invest—

ment in the pipeline and through the means of direct investment in the

-1" SCR 102
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pipeline; and
WHEREAS, Northwest Alaskan Pipeline Company has asserted that a direct
investment in the pipeline would be beneficial to Alaska, not only because
it would hasten the construction of the pipeline, but because it would
create a substantial return to Alaskans on the dollars invested; and
WHEREAS, unlike the creation of an authority to issue tax-free bonds,
a direct investment would be a direct commitment of taxpayersl funds to the
project and should only be undertaken afcer the legislature and the admini—
stration have had an opportunity tocompletely review all the economic data
pertaining to the pipeline, as well as the final financial plan for construc—
tion of the pipeline; and
WHEREAS, decision by the state not later than the first quarter of
1979 to participate in the direct financing of the project will materially
assist the project, and thereby realize the potential benefits of the
project for Alaskans;
BE IT RESOLVED by the Alaska State Legislature that
(1) under provisions of AS 24.20.°C0 and Rule 48(c), Uniform
Rules of the Alaska State Legislature, the Legislative Council 1is directed
to establish a joint interim committee on gas pipeline financing, consisting
of three members from each house of the legislature, to review and consider
a possible direct investment by the State of Alaska in the pipeline project;
(2) the governor, in consultation with the committee, is respect—
fully requested to determine if direct: state financial participation in the
project ippears to be in the best interest of the state;
(3 if it is decermined that such participation is desirable,
the governor, again in consultation with the committee, 1is respectfully
requested to negotiate and enter into a specific agreement for direct state

financial participation; and
(4) if such an agreement is entered into, it must be submitted

-2-
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to the legislature not later than the 15th day of the 1979 legislative

session for approval by law.

SCR 102



I, the undersigned, an employee of the State of Alaska, do hereby certify

that the microfilm images on this microform are accurate reproductions

of the original records of the State of Alaska as accumulated during the

regular course of business, and that it is the established policy and practice

of this State to microfilm its records and to dispose of the original records

after microfilm reproductions have been made.

Date



COMMITTEE REPORT

HOUSE
VAR FURTHER: F1,.A".:C
Date:
Mr. Speaker:
The Coinmitree on m. has had
[ T - Si. Frifcy iiate

under consideration and (a majority of the committee) (the committee
reports it back as follows)
( ) recommends it do pass ( ) recommends it do not pass

( ) recommends it dopass with attached amendment(s)

( ) recommends it be replaced with CS for

and () new title () same title
( ) AND attaches a Letter of Intent ( ) New Fiscal Note
( ) reports it back without recommendation
( ) and recommends it be referred to the Committee
MEMBERS SIGNING DO PASS: OTHER RECOMMENDATIONS:

Chairman
H 60 (rev. 6/77)



Original sponsor: Roles Committee by
request of the Governor

. IN THE SENATE BY THE FINANCE COMMITTEE
HOUSE CS FORCS FOR SENATE BILL NO. 603
IN THE LEGISLATURE OF TIIE STATE OF ALASKA
TENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act creating the Alaska Gas Pipeline Financing
Authority: and providing for an effective date."

_BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
i

* Section 1. AS An is amended by adding a new chapter to read:
Sec. AA.55.010. LEGISLATIVE FINDINGS. The legislature finds that

(1) if the state makes a final determination that production
of natural gas from the Prudhoc Bay reservoir will be consistent with
optimal recovery or oil and gas from the reservoir, and if the Congress
of the United States and federal regulatory agencies take favorable
action with respect to matters of Alaska natural gas policy, then timely
construction of the Alaska Highway Natural Gas Pipeline Project will be
in tho host interest of the state and of the United States;

(2) state assistance to the financing of die project will
promote an essential public purpose in assuring timely transportation to
market of Prudhoc Bay natural gas;

(3) the project is essential to the development oi the natu-
ral resources and the long-term economic growth of the state, and will
directly and indirectly provide employment in Live state;

(A) additional benefits to Alaska from the project in
increased state and local tax revenues, enhanced availability of natural
gas for Alaska coaruaniti.es, and stimulus and expansion of the private
sector economy, including greater potential for development of in-state
mamifactnrjug, refining and processing facilities;

(5) CONSt ruction of tho project, is a natter of stattswi.

-] HGS CSSB 603
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Company during inception, construction, and operation of the project;

(11) certain communities, especially those located near the
proposed pipeline right-of-v;ay, will bear a disproportionate share of
the social and economic costs of the project and the state and the
project sponsors have a responsibility to assist these local communities
in predicting, preparing for and minimizing these costs;

(12) realization of the state and national interests enumer-
ated in this section is dependent on the state making a quantifiable
judgment determination as to the amount of natural gas that can be
produced from Prudhoe Bay consistent with optimal recovery of oil and
gas reserves from the Prudhoe Bay reservoir, and upon favorable reso-
lution by the national government of the policy and regulatory issues
pertaining to the production, transportation and sale of North Slope
natural gas.

Sec. 44.55.020. CREATION OF AUTHORITY. There is created the
Alaska Cas Pipeline Financing Authority. The authority is n public
corporation of Lire state. It is an instrumentality of the state within
the Department of Revenue, but has a legal existence independent of and
separate from the state. Exercise by the authority of the powers con-
ferred by this chapter is an essential governmental function of the.
stilto.

Sec. 44.55.030. MEMBERSHIP. The membership of Lire authority
consists of the commissioner of revenue, the commissioner of commerce
and economic development, and the commissioner of natural resources.
The commissioner of revenue is chairman of the authority. If a member
in unable for any reason to attend a meeting of the authority, the

member may, by a written instrument, filed with the authority, designate
a person within his department to act. in the member's place at the
me* Lirig. For all purposes of this chapter, the designee is a member of
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the authority at the meeting.

Sec. 44.55.040. OFFICERS AND QUORUM. T'nc members may elect other
officers. Two members constitute a quorum. Action may be taken and
motions and resolutions adopted by the authority at a meeting by the
affirmative vote of at least two members.

Sec. 44.55.050. COMPENSATION. The members of the authority serve
without compensation but are entitled to the same travel pay and per
diem as provided by lav? for board members who are state employees.

Sec. 44.55.060. STAFF. The authority may employ an executive
director who may, with the approval of the authority, select and employ
additional staff as necessary. Employees of tho authority are in the
exempt service under AS 39.2.5.110. In addition to its staff of regular
employees, the authority may contract for and engage the services of
bond counsel, consultants, experts, and financial advisors the authority
considers necessary for the purpose of developing information, furnish—
ing advice, or conducting studies, 1investigations, hearings, or other
proceedings.

Sec. 44.55.070. LEGAL COUNSEL. The attorney general 1is the legal
counsel for the corporation. lie shall, advise the corporation in lg,.")!
matters and represent it in legal actions,

Sec. 44.55.080. PURPOSE OF AUTHORITY. The purpose of the autho—
rity is to assist in the financing of the project through the 1issuance
of revenue bonds as provided in Ilhis chanter.

Sec. 44.55.090. GENERAL POWERS. In furtherance of its purpose,
the authority has the following power:: in addition to its other powers:

(1) to sue and he sued;

(2) to have a seal and alter it at piensure;

(3) to make and alter bylavr.Tor its. nrgnrii.xnl ionand inter-

nal management;
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(4) to maintain an office at any place in the state;

(5) to acquire, hold, use, mortgage, encumber, or otherwise
dispose of income, revenue, funds, memberships, contracts, bonds or
other property or interests in a corporation or other legal entity, or
any other real or personal property;

(6) to accept gifts, grants, or loans from, and enter into
contracts or other transactions with, any national, state, or municipal
government, or agency or instrumentality of a government, or with any
private organization, or other source;

(7) to deposit or invest its funds subject to agreements with
bondholders and other parties; and

(8) to enter into contracts or agreements with respect to the
exercise of its powers, and to do all things necessary or convenient to
carry out its purpose and to exercise the Yy era granted in this chap—
ter.

.Sec. 44.55.100. HOMOS OF Till". AUTHORITY. (&) The authority may
borrow money and issue revenue bonds, in one or more series, the in—
terest. on which is exempt from federal income tax except when hold by a
substantial user or related person as defined in sec. 103 of tho Inter—
nal Revenue Code of 1554 as amended, up to the principal amount of
$1,000,000,000 inclusive of amounts required for fund reserves, capi—
talized interest, and costs of issuance of the bonds or notes and exclu—
sive of refunding bonds. bonds of the authority may he issued for the
purpose of purchasing or otherwise acquiring any obligation 1issued with
respect to the project in any form which is fixed and certain an to

term!; of repayment and for the establishment of reserves to secure or to

pay bonds or notes or interest on bonds or notes and all other costs of
the authority incident to and necessary for issuance of bonus or notes,

The principal and interest on the bonds are payable from the income and
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receipts or other money derived by the authority with respect to the
project, except to the extent payable out of money attributable to the
proceeds of the sale of the bonds or out of income from the temporary
investment of those proceeds.

(b) The bonds issued by the authority do not constitute an indebt-
edness or other liability of the state or of a political subdivision of
the state, but are payable solely from the income and receipts or other

money of the authority. The authority may not pledge the faith or
credit of the state or of a political subdivision of the state to the
payment of a bond, and the issuance of a bond by the authority may not
directly or indirectly or contingently obligate the state or a politica
subdivision of the state in any manner, except as specifically provided
in this chapter.

(c) bonds shall be authorized by resolution of the authority and
shall bedated and mature as the resolution provides. Bonds shall bear
interest at the rate or rates, be in the denominations, be in the form,
eiLhor coupon or registered, carry the registration privileges, be
executed in the manner, be payable in the medium of payment, at the
place or places, and be subject to the terms of redemption which the
resolulion provides.

(d) All. bonds, regardless of form or character, are negotiable
instruments for all. the purposes of the Uniform. Commercial Code.

(e) All bonds may be sold at public or private sale in the manner,
for the price, and at the time or Limes which the authority determines;.

(f) The authority may enter into financing agreements necessary or
desirable to secure the bonds. Bofoie the issuance of bonds, the au-

thority ohali make provision by agreement with the owner or user of the
project for payment by the owner or user of amounts at least sufficient’
in tho judgment of the authority to pay the principal of and interest on
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Che bonds as they become due, to establish or maintain the reserves for
payment, 1if any, as the authority considers necessary or desirable.

()] Refunding obligations may be. sold or exchanged for outstand!
obligations issued under this chapter subject to legislative approval.
If sold, the proceeds may be applied, in addition to other authorised
purposes, to the purchase, redemption or payment of the outstanding
obligations. Pending the application of the proceeds of any refunding
obligations, with any other available funds, to the payment of the
principal (accrued interest and any redemption premium on the obliga—
tions being refunded, and if so provided or permitted in the authoriza—
tion for issuance cf the refunding obligations, to the payment of any
interest on the refunding obligations and any expenses in connection
with the refunding), the proceeds may be invested in direct obligations
of, or obligations the principal of and the interest on which are un—
conditionally guaranteed by, the United States of America which mature
or which will be subject to redemption, at the option of the holders of
them, not later than tie respective dates when the proceeds, together
with the interest .accruing on them, w/ill be required for the purposes

inCCended.

With respect to the bonds of the authority and the project., the author—

ity shall submit to the legislature by the 60l:h day of the first session

finding** and recommendations on each item:
(J) the proposed methods and procedures by which the project
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will be financed including the amounts and times of issuance of bonds
the authority;

(2) the method of securing the bonds;

(3) projected debt service requirements of the bonds; and

(4) projected revenues for the period of tine during which
reasonable projections can be made, which will be available to the
authority to meet debt service requirement;

(5) the extent towhich the state®s right to withdraw its

royalty share of the natural gas stream as described in section .13(b)

by

of

the Alaska Natural Gas Transportation Act (P.L. 94-586) is protected and

assured;

(6) the amount and type of financial support which the

Frudhoc bay natural gas producers, have committed in support of the

project;

(7) documentation that the project sponsors have entered into

contracts with the state to guarantee that

(A) to the extent that qualified workers are available,

all workers employed for the construction, operation and mainte—
nance of the project will he drawn from the existing and resident
Alaska work force;

(B) to the extent qualified contractors or firms arc
available, all vendor, material, laborand professional service
contracts and subcontracts for work to be performed within Alaska
wll 1 I»e awarded to existing resident Alaska contractors or firms;

(©) quarterly _audits of the performance of the project

sponsors under (A) and (B) of this paragraph shall be conducted,

and the results of these audits transmitted to the legit;Jature and

other interested state officials jn a timely manner;

(8) tho estimated number <If Alaska workers who will be cm-
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ployed under the provisions of the contract described in (7)(A) of this
section, the estimated total number of workers to be employed on the
project during construction, the estimated dollar volume of contracts
which will De let to Alaska contractors or firms under the provisions of
the contract described in (7)(B) of this section, and the estimated
total dollar volume of contracts which will be let for the project,
during construction;

©)) documentation that a minimum capital pool of debt
equity funds equal to at least 150 per cent of the estimated project
cost has beer; committed to the project, in order to provide sufficient
capital to insure timely 1iroject completion;

(10) documentation that the project sponsors have supported
and, when appropriate, have filed the necessary documents and exhibits
belore the. appropriate federal or regulatory agencies to provide:

(A) an intra-stale natural gas tariff based on a xcne
tariff concept, with as many nones as state officials believe to be
in the state"s bent interest;

(B) the minimum average wellhead price for Prudhoe Bay
natural gas sales that is the higher of $1.48 per mef (or such
escalated price as may be provided for by federal law or regula—
tion) or the BTU-equivalent price for Prudhoe Bay oil it the higher
BTU-oquivalent pri.ee is permissible under applicable federal laws
and xTgulallons ;

(C) that treatment, and conditioning costs shall be added
on to, and not included in, the- minimum _average wellhead price
contained in (B) of.thin paragraph;

() that the minimum average wellhead price described in

(10) (b) of thin section shall apply only to Prudhoe Bay natural,
gas ;
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(5 that rolled-in pricing shall be used with respect to
marketing Alaskan natural gas in contiguous United States or
Canadian markets;

(F) that payment to or reimbursement of the state for
items contained in (13) of this section shall be included in the
rate base;

(11) documentation that the appropriate state agencies have
considered the study described in (13) () of this section, and a deter—
mination by these agencies with respect to the extent, if any, that
production of Prudhoe Day natural gas in volumes sufficient: to meet
project requirements would be in the state®"s best interest;

(12) the preliminary financial plan for the entire transmis—
sion system, as prepared for submission to the Federal Energy Uegulntory
Commission;

(13) doeumentntion that the partnership has entered into a
contract with Liu State of Alaska, approved by the appropriate fulcral
regulatory agencies, to pay for or reimburse the state for expenses
associated with tho following state activities: (A) provision of in—
state off-take facilities at locations to be determined by the state;
() design and development of a computerised three-dimensional Prudhoe

e bay reservoir eimilation model; (C) study and determination of the
state"s bond capacity and bond rating, with respect to both the author—
ity bonds and potenti al state equity-related invests I°lit; (1)) pruvi ujon
of state personnel and equipment required to carry out the state’s
supervisory and regulatory functions with respect to construction and
operation of the pijieli.no project; @) provision of lucal impact infor—
mation and plLanning assistance for communities affected by the pipeline

project.

Sec. T 10F. LKCJr.ULATLVIS APPROVAL. Either h use of the lcgis-
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lature may disapprove the financial and Alaska impact plan and the sale,
of refunding bonds by a simple resolution. If the plan or the sale of
refunding bonds is not conditionally approved by the legislature or
disapproved by either house within <0 days after presentation to the
legislature, it is approved. The legislature may by concurrent resolu—
tion approve the plan with conditions concerning matters included in the
plan, and the conditional approval becomes effective upon certification
to the legislature by the authority that the authority has accepted the
conditions and modified the plan in accordance. No bonds or notes may
be issued or sold until the approval required by this section has been
obtained, and no bonds or notes may be issued or sold except in accor—
dance with the approved plan. Amendments to the plan may he submitted
before the passage by the authority of the resolution authorizing the
sale of bonds and become effective upon approval by the legislature by
concurrent resolution.

Sec. 44.53.117. NOMINATION OF A MEMBER OF Til!*HOARD. The governor
slinll nominate within 30 days of the effective dale of this Act an
Alaskan resident to sit on the hoard of Partners of the Alaskan North—
west Natural Css Transportation Company as an ox officio nonvoting
member, subject to approval by the Board of Partner?".

Sec. 44.55_. 170. TRUST 1INDKNTUUISK AND TRUST AS.KF.NMnNTS. In the
discretion of the s.charity, an issue of bonds may he secured by a trust
indenture or trust agreement, between the authority and a corporate
trustee (which may be a trust company, bank, or national banking asso—
ciation, wilh corporate tre.r.i powers, Jlocated inside or outside the
state) or by a secured Joan agreement <mmother instrument: or under a

resolution giving powers to a corporate crusi.eu by means of which the
authority may

(1) nnkc and enter into alJ agreements with the trustee or
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the holders of the bonds which the authority r.ia determine to be neces—
sary or desirable;

(2) pledge, mortgage, or assign money, agreements, property
or other assets of the authority either presently in hand or to be
received in the future, or both; and

(3 provide for any other matters of like or different
character which may in any way affect the security or protection of the
bonds.

Sec. 44.55.130. NONLIABILITY ON BONDS. Neither the members of the
authority nor a person executing the bonds is liable personally on the
bonds or subject to personal liability or accountability by reason of
the issuance of the bonds.

Sec. 44.55.140. PI.EDSF, OF Till! STATE. Tho state pledges 1 agree
with the holders of bonds issued under this chapter that the state will
not limit or alter the. rights and powers vested in the authority by this
chapter to fulfill the terns of any contract made by the authority with
those holders, or in any way impain: the rights and remedies of those
holders until the principal amount, of the bonds, together with interest
on them, witli inti.rest on unpaid installments of that interest , and all
costs and expenses 1in connection with any action or proceeding by or on
behalf of those holders, are fully met. and discharged. The authority is
authorised to include, this pledge and agreement, of Liu state in a con—
tract with those holders.

Sec. 44.55.n0. EXEMPTION FROM TAXATION. All property of the
authority 1is public property devoted l.o an essential publie and govern—
mental function and is exempt from all taxes of the state or a polificftl

subdivision of the state, including without Ilimitation all boroughs,
ci ties, and unified munieinnlities. Ail bonds of the authori by are

issued by a body corporate and politic of the state and for an essont.ial
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public and governmental purpose, and the bonds, the interest on thenm,
and the income and receipts pledged to pay or secure the payment of the
bonds or interest on them, are at all times exempt from taxation by or
under the authority of the state, except for inheritance and estate
taxes on transfers by or in contemplation of death. Nothing in this
section affects or limits an exemption from license fees, property
taxes, or excise, income or any other taxes, provided um.er any other
lav;., nor does it create a tax exemption with respect to the interest of
any business enterprise or other person, other than the authority, 1in
any property, assets, income, receipts, project, or lease, whether or
not financed under this chapter.

See. 44.55.160. BONDS LSGAJ. INVESTMENTS FOR FIDUCIARIES. The
bonds of the authority are securities in which all public officers and
bodies of the state and all municipalities and municipal subdivisions,
all insurance companies and assocrations and other persons carrying on
an insurance business, all bants, bankers, trust companies, savings
banks, savings associations, including savings and loan associations and
building and loan associations, investment companies, and other persons
carrying on a banking business, all administrators, guardians, execu—
tors, trustees and other fiduciaries, and all other persons or entities
who arc, as of the effective date of this Act, or may hereafter lie,
authorised to invest in bonds or other obligations of the state, may
properly and legally invest funds, including capital in their control or
belonging to them, [liotwvthstaruling any other provisions of lav?, the
bonds of the authority arc also securities which may be deposited with
and may lie received by o"l public officers and bodies of this state and

all. ar.mic i.pnliLi cs and man Lei pAJ subdivisions, for anj purpose for which
the deposit of bonds or other obligations of the stale in, as of the

effective date of this Act, or may hereafter bo, authorised.

-13- 11CS CSSB 603



Sec. 44.55.170. REGULATIONS. The authorilLy may adopt regulations
to implement the purposes of this chapter.

Sec. 44.55.1S50. ANNUAL AUDIT. The authority shall have its finan—
cial records audited annually by the legislative auditor or by a certi—
fied public accountant approved by the legislative auditor. The legis—
lative auditor may prescribe the form and content of the financial
records of the authority and is entitled to access to tlie.se records at
any time.

See. 44.55.190. ANNUAL REPORT. Before January 31 of each year,
the authority shall submit to the governor and the legislature a compre—
hensive report, in a form prescribed by the governor, describing opera—
tions, 1income, and expenditures for the preceding calendar year.

Sec. 44.55.200. DEFINITIONS. In this chapter

(1) Tauthority" means the Alaska Gas Pipeline Financing
Authority, established under this chapter;

(2) "bonds"™ means bonds, notes, or other evidences of indcht-
ednoss of tho authority;

(3 Mentire transmission system" means the gas transmission
pipeline (together with all related facilities) to extend from the
Prudhoe bay area on the North Slope of Alaska into tho contiguous United
States, substantially as described in the President®s report entitled
"Decision and Report to Congress on the Alaska Natural Gas Transporta—
tion _System”, issued by the President on September 22, .1977, under
provisions of the Alaska Natural Ga > Transportation Act. of 1974, and
includes planning, design and construction of the pipeline and facili—
ties ;

(4) "project.” menus the gas transmission pipeline (together
with all r safed property and facilities) to extend from the. Prudhoe Hay

area on Lie Nor"b Slope" of Alaska to a connection with the Trans-Canada
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Pipeline on the Alaska-Canada border, substantially as described in the
President™s report entitled "Decision and Report to Congress on the*
Alaska Natural Gas Transportation System"”, 1issued by the President on
September 22, 1977, under provisions- of the Alaska Natural Gas Trans—
portation Act of 1976, and includes planning, design, and construction

of the pipeline and facilities;

) "project sponsor" means an}7 partner of the Alaska
west Natural Gas Transportation Company or its successors;

Jj (6) "Prudhoe bay natural gas" means natural gas produced from

- the Prudhoe Bay reservoir;

i | (7) "Prudhoe bay oil"™ means oil produced from the Prudhoe Pay
n I_i reservorr;

@) "Prudhoe Bay reservoir™ meansthose areas defined in
. Article 5.1 of the "Prudhoe Pay UnitAgreement™ of April 1, 1977.

* Sec. 2.AS 39.25.110 is amended by adding a new paragraph to read:
(21) employees of the Alaska Cas Pipeline Financing Authority.

* Sec. 3. This Act takes effect immediately 1in aeeoi. Ik .ilzh AS 01.10.-

070(c).
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