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C a l c u l a t e d  I R R  a t  v a r i o u s  p r i c e  l e v e l s

n

1 0 0 . 0 0

80.00

60.00

40.00

2 0 . 0 0

3.5 4.0 4.5 5.0 5.5 6.0 6.5 7.0 7.5 8.0 8.5

—  Upstream & Pipeline 12.6 14.0 15.4 16.7 17.9 19.0 20.1 2 1 . 1 22.1 23.0 23.9

—  Upstream Only 29.8 39.7 48.7 56.3 62.9 68.9 74.2 79.2 83.9 90.4 95.6
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Internal R a t e  of return

Step One: Model An Owned Project v /

CapCosts Op Costs Revenues Cash Flows
Units: 1000 1000
Dollars 0.1 5
Product 100 5000
Year

0 (20,000) (20,000)
1 (100) 5,000 4,900
2 (100) 5,000 4,900
3 (100) 5,000 4,900
4 (100) 5,000 4,900
5 (100) 5,000 4,900
6 (100) 5,000 4,900
7 (100) 5,000 4,900
8 (100) 5,000 4,900
9 (100) 5,000 4.900

4.90010 (100) 5,000

IRR: 21%
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Internal R a t e  of R e t u r n

Step Two: Model Capital Component of Tariff ^
Using PAYMENT function

Units:
Dollars Balance Interest Payment Balance
Product 10%
Year

0 20,000.00

1 20,000.00 2,000.00 (3,254.91) 18,745.09

2 18,745.09 1,874.51 (3,254.91) 17,364.69
3 17,364.69 1,736.47 (3,254.91) 15,846.25
4 15,846.25 1,584.63 (3,254.91) 14,175.97

5 14,175.97 1,417.60 (3,254.91) 12,338.66

6 12,338.66 1,233.87 (3,254.91) 10,317.62
7 10,317.62 1,031.76 (3,254.91) 8,094.47
8 8,094.47 809.45 (3,254.91) 5,649.01

9 5,649.01 564.90 (3,254.91) 2,959.01
10 2,959.01 ! 295.90 (3,254.91) 0.00

I
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Internal R a t e  of R e t u r n

---------------------------------------------------------------------
Step Three: Model Third Party Line

1 with no FT but with tariff
Tariff Re\^nues Cash Flows

Units:
Dollars
Product
Year . .

0
1 (3,354.9) 5,000.0 1,345.1
2 (3,354.9) 5,000.0 1,645.1 |
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1 . *
6 (3,354.9) 5,000.0 1,645.1
7 (3,354.9) 5,000.0 1,645.1

L 8 (3,354.9) 5,000.0 1,645.1
9 (3,354.9) 5,000.0 1,645.1
10 (3,354.9) 5,000.0 1,645.1

jRRr | #NUM!
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Internal R a t e  of R e t u r n

Step Four: Model Third Party Line v'
with some additional capital
Tariff Revenues Cash Flows

Year
0 (100.0)
1 (3,354.9) 5,000.0 1,645.1
2 (3,354.9) 5,000.0 1,645.1
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1
6 (3,354.9) 5,000.0 1,645.1

7 (3,354.9) 5,000.0 1,645.1
8 (3,354.9) 5,000.0 1,645.1
9 (3,354.9) 5,000.0 1,645.1
10 (3,354.9) 5,000.0 1,645.1

[___________I....... ..................I 1645%
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Internal R a t e  of R e t u r n

Step Five: Mode! Third Party Line
with some more additional capital

Tariff Revenues Cash Flows

Year
0 (2,000.0)
1 (3,354.9) 5,000.0 1,645.1
2 (3,354.9) 5,000.0 1,645.1
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1
6 (3,354.9) 5,000.0 1,645.1
7 (3,354.9) 5,000.0 1,645.1
8 (3,354.9) 5,000.0 1,645.1
9 (3,354.9) 5,000.0 1,645.1
10 (3,354.9) 5,000.0 1,645.1

I - ___ I
_ . . I 82%
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Internal R a t e  of R e t u r n

Step Six: Model Third Party Line
with yet more additional capital
Tariff Reunites Cash Flows

• ""........ 1

Year
0 (6,750.0)
1 (3,354.9) 5,000.0 1,645.1
2 n (3,354.9) 5,000.0 1,645.1
3 (3,354.9) 5,000.0 1,645.1
4 (3,354.9) 5,000.0 1,645.1
5 (3,354.9) 5,000.0 1,645.1
6 (3,354.9) 5,000.0 1,645.1
7 (3,354.9) 5,000.0 1,645.1
8 (3,354.9) 5,000.0 1,645.1
9 (3,354.9) 5,000.0 1,645.1
10 (3,354.9) 5,000.0 1,645.1

IRR: j 21%
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• This statement requires that an enterprise 

disclose its commitments under 

unconditional obligations that are 

associate with suppliers financing 

arrangements. Such obligations often are 

in the form of take-or-pay contracts and 

throughput contracts.
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• E x a m p le  2

• 2 7 . C  C o m p a n y  has en te re d  into a th roughput  
a g re e m e n t with a natural gas  p ipeline providing that C  
will provide specified  quantities  of natural g as  
(rep resen tin g  a portion o f capac ity ) for transportation  
through the p ipeline  e a c h  period w hile  the d eb t used to  
f in an ce  the p ipeline  rem a in s  outstanding . T h e  tariff 
ap p ro ved  by the F e d e ra l E n e rg y  R e g u la to ry  C o m m iss io n  
conta ins tw o provision, a d e m a n d  ch arg e  and  a 
co m m o d ity  ch arg e . T h e  d e m a n d  ch arg e  is co m p u ted  to  
co ver d eb t serv ice, d ep rec ia tion , and  certain  e x p ec ted  
e x p e n s es .
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• 27. (cont.) The commodity charge is intended to 
cover other expenses and provide a return on 
the pipeline company’s investment. C Company 
must pay the demand charge based on the 
contract quantity regardless of actual quantities 
shipped, while the commodity charge is applied 
to actual quantities shipped. Accordingly, the 
demand charge multiplied by the contracted 
quantity represents a fixed and determinable 
amount.
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• 28. C ’ disclosure might be as follows:

- C company has signed an agreement 
providing for the availability of needed 
transportation capacity through 1990. Under 
that agreement, the company must make 
sr cified minimum payments monthly. The 
ac jiegate amounts of such required 
payments at December 31, 19X1 is as follows 
(in thousands):
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• 28 (cont).
•19X2 $ 5,000
• 19X3 5,000
• 19X4 5,000
• 19X5 4,000
• 19X6 4,000
• Later years 26.000
• Total 49,000
• Less: Amount representing interest t9.000)

Total at present value $ 40.000
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F A S B  4 7  Disclosure of L o n g  T e r m  

Obligations (1981)

• 28 (cont).

• In addition the company is required to pay 

additional amount depending on actual 

quantities shipped under the agreement. 

The companies total payments under the 

agreement were (in thousands) $6,000 in 

1 9W9 and $5,000 both in 19X0 and in 

19X1.
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The following table sum m arizes the G roup’s principal contractual ob ligations at D ecem ber 31, 2003. Further 
information on borrowings and capital IenBes is given in Item  18 — Financial S ta tem en ts— N o te  29 on p ag eF -4 7  and 
further inform ation on operating leases is given in Item  18 —  Financial S tatem ents —  N ote 17 on page F-29.

Paym ents due by period

Contractual Commitments

E x p ec ted  p ay m en ts  by  p e rio d  u n d e r  
c o n tra c tu a l o b lig a tio n s nnd 
co m m ercia l co m m itm en ts

Total 2004 2005 2006 2007 2008
2009 and 
thereafter

($ m illion)
Borrow ings (a) 20,143 9,366 2,674 2,786 1,299 945 3,073
Finance lease obligations 4,634 127 243 248 2*10 248 3,528
Operating leases 8,115 1,275 1,066 895 799 728 3,352
D ecom m issioning liabilities 7,504 86 156 173 154 156 6,779
Environm ental liabilities 2 .430 465 441 402 276 186 660
Pensions (b) 26,682 633 649 652 659 666 23,423
O ther post-em ploym ent benefits (c) 11,768 242 252 259 263 264 10,488
Unconditional purchase obligations (d) 67,828 45,491 7,076 3,133 J1,888 1,655 8,585

(a) Expected paym ents exclude interest paym ents on borrow ings.

(b) R epresents die expected fu ture contributions to funded pension  plans and paym ents by unfunded pension plans.

(c) Represents the expected future paym ents for postretirem ent benefits.

(d) Represents any agreem ent to purchase goods or services that is enforceable and  legally binding and drat specifies all 
significant terms. T he am ounts show n include arrangem ents to secure long-term  access to supplies o f  crude oil, natural 
gas, feedstocks and pipeline system s. In addition, the am ounts show n fo r 2004  include purchase com m itm ents existing 
ut D ecem ber 31, 2003 entered into principally  to m eet the G ro u p 's  sho rt term  m anufacturing and m arketing 
requirem ents. T he price risk associated with these crude oil, natural gas and pow er contracts is discussed in Item 11 —  
Quantitative and Q ualitative D isclosures about M arket R isk  on page 170.

The follow ing table sum m arizes the nnmrc o f  the G roup’s unconditional purchase obligations.

Paym ents due by period

2009 and
U ncond itional p u rc h a se  o b lig a tio n s Total 2004 2905 2006 2007 2008 hereafte r
p ay m en ts  d u e  by p erio d

(? m illion)
Crude oil nnd oil products 22,043 19,350 844 452 422 374 601
Natural gas 19,439 13,189 2,575 1,141 489 398 1,647
Chem icals and o ther refinery feedstock/: 10,049 2,277 1.666 753 563 545 4,245
Utilities 11,612 9.622 1,231 289 62 54 354
Transportation 2.814 738 510 365 247 204 750
Use o f  facilities nnd services 1.871 315 250 133 105 SO 988

Total 67,828 45,491 7,076 3,133 1,888 1,655 S,5S5



B P s  2 0 0 3  20(f)

• Unconditional purchase obligations (d)

• (d) Represents any agreement to purchase 
goods or services that is enforceable and legally 
binding and that specifies all significant terms. 
The amounts shown include arrangements to 
secure long-term access to supplies of crude oil, 
natural gas feedstocks and pipeline systems.

• Obligations set out for five years, after five years 
and in total
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W h y  d o e s  this m a t t e r ?

• Moody’ Investors Service
• Authors (or “Contacts”):
• Barbara Havlicek, Kevin Stoklosa, Greg Jonas, 
Laura Levenstein, Pamela Stumpp, Michel 
Madelain, Trevor Pijper, Wofgang Draak,
Waylon Iserhoff, Brian Cahill, Thomas Keller, 
Takohiro Morita

• The Analysis of Off-Balance Sheet Exposures, A 
Global Perspective

• July 2004
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M o o d y ’s R a t i n g  M e t h o d o l o g y

• Take-Or-Pay Contracts
• Take or pay contracts are another form of 
purchase commitment typically found in the ... 
energy industry. ... Such contracts can be 
problematic if market conditions and raw 
material prices change or if the price of the end 
product drops. Regardless of whether of not the 
contract becomes problematic, Moody’s factors 
payments under take-or-pay contracts .'nto the 
analysis of future cash flows and may also 
adjust the balance sheet if necessary. (Havlicek 
page 7)

M a y  2  2 0 0 7 D a n  E .  D i c k i n s o n  C P A 5 6



Why does this matter?

•  S t a n d a r d  &  P o o r ’ s

•  A u t h o r s  ( a n d  “ A n a l y t i c a l  C o n t a c t s ” ) :

•  S o l o m o n  B .  S a m s o n ,  S c o t t  S p r i n z e n ,  

E m m a n u e l  D u b o i s - P e l e r i n ,  K e n n e t h  C .  

P f e i l

•  C o r p o r a t e  R a t i n g s  C r i t e r i a

•  2 0 0 6
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Standard and Poor’s Rating 
Methodology

L

•  O f f  b a l a n c e - s h e e t  f i n a n c i n g

- A n a l y s i s  o f  l i a b i l i t i e s  i s  n o t  l i m i t e d  t o  t h o s e  

s h o w n  o n  t h e  c o m p a n y ’ s  b a l a n c e  s h e e t .  O f f  

b a l a n c e - s h e e t  i t e m s  f a c t o r e d  i n t o  t h e  

l e v e r a g e  a n a l y s i s  i n c l u d e  t h e  f o l l o w i n g :

•  O p e r a t i n g  l e a s e s

•  G u a r a n t e e s ,  d e b t  o f  j o i n t  v e n t u r e s  a n d  

u n c o n s o l i d a t e d  s u b s i d i a r i e s

•  T a k e - o r - p a y  c o n t r a c t s  a n d  o b l i g a t i o n s  u n d e r  

t h r o u g h p u t  a n d  d e f i c i e n c y  a g r e e m e n t s . . .

-  ( S a m s o n  p g s .  2 8 - 2 9 )
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Standard and Poor’s Rating 
Methodology

•  V a r i o u s  m e t h o d o l o g i e s  a r e  u s e d  t o  

d e t e r m i n e  t h e  p r o p e r  a d j u s t m e n t  v a l u e  f o r  

e a c h  o f f - b a l a n c e - s h e e t  i t e m .  I n  s o m e  

c a s e s ,  t h e  a d j u s t m e n t  i s  s t r a i g h t f o r w a r d .  

F o r  e x a m p l e ,  t h e  a m o u n t  o f  g u a r a n t e e d  

d e b t  c a n  s i m p l y  b e  a d d e d  t o  t h e  

g u a r a n t o r ’ s  l i a b i l i t i e s .  O t h e r  a d j u s t m e n t s  

a r e  m o r e  c o m p l e x  o r  l e s s  p r e c i s e .  

( S a m s o n  p g .  2 9 )
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Closing Thought:

•  E . C .  C a p e n  a n d  D . F . C a s e y  T h e  

E c o n o m i c s  o f  C r e a t i v e  F i n a n c i n g—i I.. —  . . .  . 1

S o c i e t y  o f  P e t r o l e u m  E n g i n e e r s  1 1 6 6 4  

( 1 9 8 3 )
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Closing Thought
•  N o w  a n d  t h e n ,  s o m e o n e  c o m e s  i n  a n d  

a n n o u n c e s  t h a t  h e  h a s  d i s c o v e r e d  t h e  b u s i n e s s  

m a n ’ s  e q u i v a l e n t  t o  t h e  F o u n t a i n  o f  Y o u t h  -  a  

c o r p o r a t e  m o n e y  t r e e .  T h e  p e r s o n  w i l l  i n s t r u c t  

u s  t h a t  h i s  p e t  p r o j e c t  ( P P )  n e e d  n o t  c o m p e t e  f o r  

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

f o u n d  a  b e n e f a c t o r ,  M r .  S .  C l a u s ,  w i l l i n g  t o  p u t  

u p  t h e  m o n e y  a t  n o  c o s t  s a v e  s o m e  “ s m a l l  

m o n t h l y  p a y m e n t s ”  t o  b e  w o r k e d  o u t  l a t e r .

T h e s e  p a y m e n t s  s h o u l d  c o m e  f r o m  P P ’ s  p r o f i t s  

a n d  r e p r e s e n t  n o  r e a l  d r a i n  o n  t h e  c o m p a n y .
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Close of Closing Thought

•  T o  b e  s u r e  w e  s e l d o m  s e e  r e q u e s t s  a s  b l a t a n t  

a s  p o r t r a y e d  a b o v e ,  b u t  w e  n e v e r t h e l e s s  s e n s e  

s o m e  m i s u n d e r s t a n d i n g s  a b o u t  h o w  t o  e v a l u a t e  

p r o j e c t s  t h a t  h a v e  a l t e r n a t i v e s  t o  o u t r i g h t  

p u r c h a s e  o f  g o o d s  a n d  e q u i p m e n t .  H a s  t h e  o l d  

m a x i m  p r o h i b i t i n g  f r e e  l u n c h e s  s o m e h o w  b e e n  

s e t  a s i d e  w i t h  r e g a r d  t o  s o  c a l l e d  c r e a t i v e  

f i n a n c i n g ?  N o ,  m o r e  l i k e l y  t h e  l u n c h  c o s t s  m o r e  

t h a n  n o r m a l ,  b u t  w e ’ r e  n o t  a l w a y s  s u r e  w h o  

p a y s .  ( C a p e n  &  C a s e y  p g .  2 4 1 )
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A G I A :

•  I s  a  c o m m e r c i a l  v e h i c l e  t h a t  c r e a t e s  a  

c o m p e t i t i v e  p l a y i n g  f i e l d

•  P r o v i d e s  a  p i p e l i n e  o n  A l a s k a ’ s  t e r m s

•  I s  a  t r a n s p a r e n t  p r o c e s s ,  w i t h  

t r a n s p a r e n t  i n d u c e m e n t s .

The Alaska Gasllne Inducement Act



•  A G I A  u s e s  c o m p e t i t i v e  b i d d i n g ,  n o t  

n e g o t i a t i o n .  

•  S u c c e s s f u l  b i d d i n g  p r o c e s s  r e q u i r e s  

A G I A ’ s  i n d u c e m e n t s

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

-  W i t h o u t  t h i r d - p a r t y  b i d d e r s ,  s t a t e  h a s  n o  

a b i l i t y  t o  g e t  a  p i p e l i n e  o n  i t s  d e s i r e d  t e r m s
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A G I A ’ s  i n d u c e m e n t s :  

•  M i d s t r e a m  i n d u c e m e n t  o f  $ 5 0 0  m i l l i o n :
-  r e d u c e s  l i c e n s e e ’s  p r o j e c t  d e v e l o p m e n t  r i s k s ,  

e s p e c i a l l y  a n  i n d e p e n d e n t  p i p e l i n e  l i c e n s e e

•  U p s t r e a m  t a x  a n d  r o y a l t y  i n d u c e m e n t s :
-  c o u p l e d  t o  t h e  l i c e n s e d  m i d s t r e a m  p r o j e c t  t o  m a k e  

l i c e n s e  m o r e  v a l u a b l e ,  b y

• E n c o u r a g i n g  o p e n  s e a s o n  p a r t i c i p a t i o n

• E n s u r i n g  t h a t  s t a t e  w i l l  s t i c k  w i t h  i t s  l i c e n s e d  p a r t n e r

°  R e q u i r e m e n t  t o  o b t a i n  p i p e l i n e  c e r t i f i c a t e  
r e d u c e s  o v e r a l l  p r o j e c t  r i s k s ,  i m p r o v e s  s t a t e ’ s  
s t r a t e g i c  p o s i t i o n
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sam  O i l
u.

the State’s Terms     . . . . - .  ... —— -—■■■ The Alaska Gaslinc Inducement Act

•  B y  c r e a t i n g  a  m o r e  c o m p e t i t i v e  p l a y i n g  

f i e l d ,  s t a t e  c a n  s p e c i f y  s o m e  “ m u s t  h a v e s ”

•  S t a t e ’ s  “ m u s t  h a v e s ”  f o c u s  o n  i t s  f u t u r e :

- A  p i p e l i n e  s o o n e r

-  A  c o m p e t i t i v e  a n d  v i b r a n t  o i l  a n d  g a s  i n d u s t r y

-  J o b s  a n d  c a r e e r s ,  n o t  o n l y  f r o m  t h e  p i p e l i n e  

i t s e l f ,  b u t  a l s o  f r o m  a  c o m p e t i t i v e  o i l  p a t c h

-  G a s  f o r  A l a s k a n s
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A Project on 
the State’s Terms

— --  ---------------------------------------------------- The Alaska Gasllne Inducement Act

•  S t a t e ’ s  “ m u s t  h a v e s ”  a l l  o b t a i n e d  t h r o u g h  

p i p e l i n e  t a r i f f  a n d  a c c e s s  t e r m s  t h a t  e n s u r e  a  

c o m p e t i t i v e  o i l  a n d  g a s  i n d u s t r y

-  C o m p e t i t i v e  o i l  a n d  g a s  i n d u s t r y  c a n  f l o w e r  i f  p i p e l i n e  

o w n e r s h i p  g i v e s  n o  u p s t r e a m  c o m p e t i t i v e  a d v a n t a g e

-  J o b s  a n d  c a r e e r s  f o r  A l a s k a n s  w i l l  b e  m a x i m i z e d  b y  

e n s u r i n g  a  c o m p e t i t i v e  u p s t r e a m  i n d u s t r y

-  C h e a p  g a s  f o r  A l a s k a n s  w i l l  b e  e n j o y e d  i f  p i p e l i n e  

r e g u l a r l y  e x p a n d s



A Project on 
the State’s terms

- _>— — — -—  —   The Alaska Gasllne Inducement Act

•  A  p i p e l i n e  s o o n e r

•  R e q u i r e d  m i n i m u m  7 0 / 3 0  d e b t / e q u i t y  r a t i o  

e n s u r e s  r e a s o n a b l e  b a s e  t a r i f f s

•  E x p a n s i o n  r e q u i r e m e n t s  e n s u r e  t h a t  g a s  f o u n d  

b y  a n y  p a r t y  c a n  a c c e s s  t h e  p i p e l i n e

•  R o l l e d - i n  r a t e  r e q u i r e m e n t s  e n s u r e  t h a t  a l l  

p a r t i e s  h a v e  a n  e c o n o m i c  i n c e n t i v e  t o  e x p l o r e  

f o r  g a s ,  c o m p e t i t i o n  f o r  o i l  a n d  g a s ,  a n d  a l l  o f  

A l a s k a ’ s  g a s  c a n  g e t  i n t o  t h e  p i p e l i n e
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  —  ------------- m -----------    .—. —• •»— The Alaska Gasllne Inducement Act

L o s s e s  t o  S t a t e  f o r  E a c h  Y e a r  D e l a y
D i s c o u n t e d  a t  5 %  p e r  Y e a r

Sustained Gas Price ($ 2007)



R e v e n u e  E f f e c t s  

S t r u c t u r e
The Alaska Gasllne Inducement Act

D e b t % E q u i t y % T a r i f f

P r e s e n t  V a l u e  

S t a t e  R e v e n u e  

$  B i l l i o n s

8 0 % 2 0 % $ 1 . 4 7 3 7 . 4

7 5 % 2 5 % $ 1 . 5 6 3 6 . 9

7 0 % 3 0 % ^  9 3 6 . 3

6 5 % 3 5 % $ 1 . 7 4 3 5 . 7

6 0 % 4 0 % $ 1 . 8 4 3 5 . 1

5 5 % 4 5 % $ 1 . 9 5 3 4 . 5

5 0 % 5 0 % $ 2 . 0 6 3 3 . 8

4 5 % 5 5 % $ 2 . 1 8 3 3 . 1

A G I A  p r o t e c t s  t h e  s t a t e s  i n t e r e s t  i n  l o w  t a r i f f s .  I t  e n s u r e s  t h a t  n o  

l e s s  t h a n  7 0 / 3 0  w i l l  b e  u s e d  r a t h e r  t h a n  5 0 / 5 0 ,  w i t h  a s s o c i a t e d  t a r i f f  

b e n e f i t s  o f  4 1  c e n t s  a n d  s t a t e  r e v e n u e  b e n e f i t s  o f  $ 2 . 5  b i l l i o n .
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D e l a y  T o  E x p l o r e r
        The Alaska Gasllne Inducement Act-

</>
(/)
C
o

E x p e c t e d  N e t  P r e s e n t  V a l u e  ( N P V  1 2 )

G e n e r ic  N o rth  S lo p e  P ro s p e c t

$ 1 0 . 0

$5.0

$0.0

( $ 5 .0 )  

($10.0) 

( $ 1 5 . 0 )  - 

( 5 2 0 . 0 )  -

O p e ra to rs  N PV

0 1 2 3 4 5

$4.7 ($2.3) ($8.7) ($13.8) ($18.7) ($23.1)

Years Delay to First-Production
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FERC Lower 48 
Expansion rate policy
4.00

3.50 -

3.00

2.50

2.00

1.50

1.00

0.50

0.00

■ Lower-48 FERC policy, Original (2016) Shippers' Rates 

n Lower-48 FERC policy, 1st Expansion (2018) Shippers' Rates 

S Lower-48 FERC policy, 2nd Expansion Shippers' Rates (2021) 

□ Lower-48 FERC policy, 3rd Expansion Shippers' Rates (2023)

2016 2017 2018 2019 2020 2021 2022

The Alaska Gasllne Inducement Act
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The Alaska Gasllne Inducement Act

E x a m p l e s :

S c e n a r i o  1 : A d d  1 B c f / d a y  w i t h  c o m p r e s s i o n  ( f r o m  4 . 5  t o  5 . 5  B c f / d a y )  

R o l l e d - i n  I n c r e m e n t a l

$ 6 . 0  m i l l i o n  $ 6 . 5  m i l l i o n

S c e n a r i o  2 : A d d  1 B c f / d a y  w i t h  c o m p r e s s i o n  ( f r o m  5 . 5  t o  6 . 5  B c f / d a y )  

R o l l e d - i n  I n c r e m e n t a l

$ 4 . 3  m i l l i o n  - $ 5 . 4  m i l l i o n

S c e n a r i o  3 : A d d  7 0 0  M M c f / d a y  w i t h  l o o p i n g  ( f r o m  6 . 8  t o  7 . 5  B c f / d a y )  

R o l l e d - i n  I n c r e m e n t a l

$  . 9  m i l l i o n  - $ 2 5 . 5  m i l l i o n

13



•  A G I A  c r e a t e s  a  c o m p e t i t i v e  p r o c e s s ,  n o t  a  

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

•  B i d s  w i l l  b e  s u b m i t t e d ,  c o m m e n t e d  u p o n  

b y  t h e  p u b l i c ,  a n d  e v a l u a t e d

•  A  w i n n e r  w i l l  b e  c h o s e n  b y  t h e  

C o m m i s s i o n e r s

•  T h e  C o m m i s s i o n e r s ’  d e c i s i o n  w i l l  b e  

r e v i e w e d  b y  t h e  L e g i s l a t u r e



•  T h e  v a l u e  o f  A G I A ’ s  i n d u c e m e n t s  a r e  u p  

f r o n t  a n d  t r a n s p a r e n t

•  C o n t r a s t :  A G I A ’ s  $ 5 0 0  m i l l i o n  v e r s u s  

S G D A  c o n t r a c t  $ 1 0  b i l l i o n +

-  M u c h  o f  S G D A  c o n t r a c t  v a l u e  w a s  h i d d e n  a n d  

u n q u a n t i f i a b l e

- A G I A ’ s  b e n e f i t s  a r e  e x p l i c i t  a n d  q u a n t i f i a b l e

The Alaska Gasllne Inducement Act
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•  W i t h o u t  c o m p e t i t i o n ,  a n d  t h e  f o r w a r d  m o v e m e n t  

t h a t  A G I A  p r o v i d e s ,  A l a s k a n s  w i l l  h a v e  t o  w a i t ,  

a n d  w a t c h ,  u n t i l  t h e  P r o d u c e r s  d o  t h e  p i p e l i n e  

o n  t h e i r  t i m e l i n e  a n d  o n  t h e i r  t e r m s .

•  A G I A  c h a n g e s  t h e  p l a y i n g  f i e l d .

•  A G I A  i s  a  c o m m e r c i a l  v e h i c l e  t h a t  c r e a t e s  a  

c o m p e t i t i v e  p l a y i n g  f i e l d ,  p r o v i d e s  a  p i p e l i n e  o n  

A l a s k a ’ s  t e r m s ,  i n  a  t r a n s p a r e n t  m a n n e r .

The Alaska Gasllne Inducement Act —
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Finance Committee considered CS FOR HOUSE BILL NO. 177(FIN) am

HB 177 NATURAL GAS PIPELINE PROJECT

"An Act relating to the Alaska Gasline Inducement Act; providing inducements for the construction of a 
natural gas pipeline and shippers that commit to use that pipeline; establishing the Alaska Gasline 
Inducement Act reimbursement fund; providing for an Alaska Gasline Inducement Act coordinator; making 
conforming amendments; and providing for an effective date."
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F I S C A L  N O T E

S T A T E  O F A  J-AS K A
2007 L E G IS L A T IV E  SESSION

R e v is io n  D ate/T im e  (N o te  if co rrectio n ): 

T itle N atu ra l G a s  P ip e lin e  P ro jec t

Fiscal Note Number:
Bill Version:
() Publish Date:

Dept. A ffected . 

'R D U

REPOSED OUT

MAY 1 1 2007

SENATE FINANCE COMMITTEE
H B I77C S riN 0H R .04G .Q V n -07  
C S  MB 177 (F IN )

N atu ra l R e s o u rc e s

R e so u rc e  D e ve lo p m en t

C o m p o nent A la sk a  G a s lin e  In d u cem en ts A c t

S p o n so r

R e q u e s te r

R u le s  C om m ittee

S e n a te  F in a n c e

Expend itu res /R evenues

C o m p o nent No. 

( T h o u s a n d s  o f  D o l la r s )

new

N ote: A m o u n ts do not in clud e  inflation u n le s s  o th erw ise  noted be low .

O P E R A T IN G  E X P E N D IT U R E S F Y  2008 | F Y  2009 F Y  2010 F Y  2011 F Y  2 0 12 F Y  2013

P e rs o n a l S e rv ic e s  

T ra ve l 

C o n tractu a l 

S u p p lie s  

Eq u ip m en t 

La n d  & S tru ctu res  

G ra n ts  & C la im s  

M isce lla n e o u s

T O T A L  O P E R A T IN G 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

C A P IT A L  E X P E N D IT U R E S 5 0 0 ,0 0 0 .0 -

jC H A N G E  IN R E V E N U E S ! "

1U02 Federal Receipts
1003 GF Match
1004 GF
10 05  GF/Program Receipts 
1037  GF/Mental Health
Other (Specify Type-Do not abbreviate)

i
i

T O T A L 0 .0 0 .0 0 .0 0 .0 0 .0 0 .0

E s t im a te  o f a n y  c u r re n t  y e a r  (F Y 2 0 0 7 )  c o s t :  0 0
C h e c k  th is  b o x  (X )  i f  fu n d in g  fo r  th is  b ill is  in c lu d e d  in  th e  G o v e r n o r ’s  F Y  2008  b u d g e t p ro p o s a l: 

P O S IT IO N S

Full-time
Part-time
Temporary
A N A L Y S IS :  (A tta c h  a  se p a r a to  p u g e  if n e c e s s a r y )

This bill authorizes the Alaska Gaslino Inducement Act (AGIA) which would create a competitive public process for 
inviting applications for a liconso undor this Act I lie application process would include certain application 
roquifcmonts before an application can be considered as woll as criteria by which the Commissioners of Natural 
Resources and Revenuo will evaluate all qualifying applications

The Act would also croato inducements including stato matching contributions for pipeline construction in an amount 
not to oxcced S500 million and the benefit of a state gas pipeline coordinator

(Continued on next patjo)

Prepared by Kevin Banks, Acting Director_______________________________ Phono 269-8800
Division Oil and Gas  Dato/Timo 5/11/2007
Approved by Tom Irwin. Commissioner_____________________________________  Date S/11/2007
Agoncy Natural Rosoutces____________________________________________

i Mr.-to IW1IWOOBCM8) Pago 1 o f 2



#

ANALYSIS CONTINUATION
Under the AGIA, the licensee or Its designated affiliate would he entitled to state matching contributions for oualified 
expenditures (post license costs incurred by the licensee that are directly and reasonably related to obtaining a 
certificate of public necessity and convenience or amending a certificate of public convenience from the FERC or RCA 
for development of the project).

On or before the close of the first binding season, the state will match up to 50 percent of the licensee's qualified 
expenditures pursuant to the amount specified in the application. After the close of the first binding open season, the 
state shall match the qualified expenditures at the amount specified but the amount may be no greater than 80 percent. 
Over a seven year period, these contributions may not exceed 5500 mil,ion The present value of the state's total S500 
million contribution would be roughly $415 million, because state spending will be spread over several years.

AGIA will generate a number of project benefits that could more than offset its costs The size of these benefits will 
depend on ultimate project scope and market prices, which AGIA leaves to the competitive process. Ac.ual benefits will 
vary depending upon project terminus (Alberta, Chicago), size (1 2 Bcf/day, 4.5 Bcf/day). mode of transport (pipeline 
only, pipeline plus LNC facilities), among other things Illustrative benefits shown here assume a 4.3 Bcf/day projec’ to 
Alberta, Canada with a construction cost that is 50% greater than assumed in 2001. Results are presented in present 
value dollars, assuming a discount rate of 5%, to recognize that a dollar of state benefit received in the future will be 
worth loss than a dollar spent today.

First, AGIA is likely to result in a project sooner than if no pipeline legislation is passed. By having the state agree to 
shoulder a large share of the up-front capital that is particularly risky, AGIA ensures that in exchange project 
proponents commit to move the project forward past clearly defined benchmarks Because AGIA results ir. a project 
sooner, the current value of project revenues to the state is enhanced. Assuming a gas price of $5 50, if AGIA 
accelerates project startup by one year, from 2017 to 2016, state benefits will exceed $ 1  6  billion; a two-year 
acceleration in the project returns $3.2 billion, a three-year acceleration generates $4.9 billion.

Second, AGIA's requirement of a minimum 70 percent share of debt in the determination of tariffs ensures that the 
state will not pay unnecessarily high transportation costs Without this protection, project tariffs could be calculated on 
the basts oi 60 or even 50 percent debt and still pass regulatory scrutiny. The tariff benefits of a 70 percent debt 
structure, rather than 60 percent or 50 percent, are 26 cents and 55 cents per MMBtu, respectively. The savings to the 
state are SI 25 billion and Sz 63 billion, respectively. Meanwhile, lower tariffs improve project economics for holders of 
both existing and yet to be discovered gas resorvos, thereby increasing the likelihood that the project will commence 
sooner The degree to which such savings are realized depends on how, absent AGIA's requirements, project tariffs 
would otherwise have been determined

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

Finally, AGIA will directly onsuio l o w . - r v  • ■ <:■ <■ vestment n up-front development Lasts woLld reduce
tho cost of moving gas to Alberta by roughly 4 cents Tlvr;. resent value royalty and tax benefits of this 4 cent tariff 
reduction come to $183 million Put differently, assuming $5 50 gas prices, during pipoline operation the state will 
receivo roughly 45% of tho valuo ot its contribution in increased royally and production tax benefits And at gas prices 
of $ 7  50 or highot tho state's up-front contribution actually generates moro in royalty and tax benefits than it costs

• $ 3 0 0 ,0 0 0 ,0 0 0  was npp ioptia lud last yea r (S I A 2 (H W Ch13/See14 ) from  n o  gonor.il fund to  A laska Housing r  m anco C orpora lion tor 
the pu ipose  o f funding capital p ro jec t* Including financing expense* and m ay bo availab le til partially fund tho matching grant

FIS C A L NOTE

S T A T E  O F A L A S K A  B IL L  NO. cshbuzifin)________
2007 L E G IS L A T IV E  SESSION

Page 2 of 2



F I S C A L  N O T E

S TA TE  O F A LA S K A
2007 L E G IS L A T IV E  SESSION

Revision Date/Time (Note if correction): 
Title:

Fiscal Note: 7

REPORTED OUT

MAY 1 1 2G07

SENATE FINANCE COMMITTEE

Bill Version: CSHB 177(KES) 
(I t) Publish Date: 4/25/07

Natural Gas Pipolino Project
Department: Labor and Workforce Development
RDU Offico of the Commissioner_______
Component: Commissioner's Office___________

Sponsor:
Requestor:

Rules Committee
House RES

Expend itu res /R evenues

Component Number: 

(Thousands of Dollars)

340

Note: Amounts do not include inflation unloss otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

CAPITAL EXPENDITURES 6,500.0 | 18,750.0 | 11,500.0 | 11,500.0 11,500.0 11,500.0 |
ICHANGEIN REVENUES ( ) T I
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Mitch
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health
Other (Spc&fy Type-Do not abbreviate)

6,500.0 18.750.0 11.500.0 11,500 0 11,500 0 11,500 0

TOTAL 6,500.0 18,750.0 11,500.0 11,500.0 11,500.0 11,500.0

Estimato of any curront year (FY2007) cost: Nono
Mark this box (X) If funding for this bill is Included in tho Governor's FY 2008 budget proposal: 
POSITIONS
Full-time
Part-time
Temporary
ANALYSIS: ( A t t a c h  a s e p a r a t e  p a g e  i t  n e c e s s a r y )

See  Attached.

Prepared by Guy Boll, Assistant Commissioner________________________  Phono 465-2700______
Division Commissioner's Offico Unto/Timo 4/12/07 4:11 PM
Approved by Click Bishop, Commissioner_____________________________  Date 4/12/2007
Agoncy Department of Labor and Workforco Dovolopmont__________
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S TA TE  OK A L A S K A
2007 L E G IS L A T IV E  SESSION

FISCAL NOTE #7

H IL L  V ER SIO N : CSHB 177(RES)

ANALYSIS: (continued)

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

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

F Y  0 8  G a s l in e  P r o je c t  B u d g e t  R e q u e s t :  $  6 ,5 0 0 .0  G F

1. Pipeline Training Center $ 4.100.0 GF
This would fund a grant to the Alaska Works Partnership to build and equip a comprehensive pipeline 
trades training facility in Fairbanks. The facility would contain classroom and shop space for pipeline trades 
training classes. The center will also include a gas compressor training module. Trades to be trained would 
include but not be limited to pipefitters, heavy equipment operators, plumbers, carpenters, mechanics and 
electricians. It is estimated that up to 8,000 Alaskans will be trained at this facility through FY 13.

2. Strategic Planning and Research_________S 850.0 GF
This would fund three activities: (1) strategic planning to be overseen by the Commissioner of the 
Department of Labor ind Workforce Development and the Alaska Workforce Investment Board; (2) Gas 
line Occupational Supply and Demand Analysis, and (3) Rural Alaskan and Alaska Native Skills Inventory 
and Gasline Employment Interest.

C o m m i s s i o n e r ' s  O f f i c e ,  G a s l i n e  W o r k f o r c o  P l a n  $  2 7 5  0  G P

Funding to retain experts to assist the Commissioner and the Workforce Investment Board in developing a 
comprehensive Gasline Workforce Development strategy Areas of technical assis tance include innovative 
training strategies, training technology upgrades, workforce health and safety issues and development of 
an outcome driven workforce analysis system. This support will allow the Commissioner's Office to 
incorpoiate the specialized knowledge associated with meeting the workforco development needs of a 
mega nroject with the resources already available through the various divisions of the department The 
depai.mcnt will ensure that Alaska's workforce development concerns for the gas line are well described 
and articulated to potential producers or contractors.

Page 2 of *1



FISCAL NOTE #7

S T A T E  O F A L A S K A  B IL L  V E R S IO N : CSHB 177(RES)
2007 L E G IS L A T IV E  SESSION

ANALYSIS: (continued)

R o s c a r c h  &  A n a l y s i s  S e c t i o n  $  2 5 0 . 0  G F

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

RSA will assist with the development of strategies to close the projected skills gap. Strategies may include 
the identification of "training gaps" and the development of career information products that encourage 
Alaskans, of all ages , to consider potential shortage occupations when planning their careers.

A l a s k a  L a b o r  E x c h a n g e  S y s t e m  I m p r o v e m e n t  $  2 2 5 . 0  G F

The Employment Security Division will improve the u eb-based, Alaska Labor Exchange System (ALEXsys) 
to allow the department to complete a state-wide inventory of workers' individual skill sets and better 
identify a qualified Alaskan workforce and potential training opportunities for Alaskans in preparation for tho 
construction and maintenance phase : of the Alaska gasline.

3. Direct Training $ 500 0 GF
This investment will continue and expand the extremely successful pipeline trades training program in 
Fairbanks. The department will take steps to ensure that jobs are immediately available at the end of each 
training program by obtaining the commitment to apprentice agreements from employers.

A . University of Alaska $ 750.0 GF
Engineering and Construction Management programs.

5. Alaska Laborers Training School $ 300 0 GF 
To purchase a D3 Rock Drill to enhance training delivery.

FY 09 Gas Pipclino Pro jec t Budge t Request: $ 18,750.0 GF

1. Other Training Infrastructure S 15.000 0 GF
Provide essential upgrades to various training facilities throughout the state to provide site-specific 
specialized training. Potential sites include AVTEC and Regional Training Centers located throughout rural 
Alaska.

3 Direct Training______________ $ 2,500.0 GF
This investment will continue and expand the extremely successful pipeline training in Fairbanks, nnd other 
targeted training a s  determined by tho training priorities developed by the department and the Alaska 
Workforce Investment Board The department will take s teps to ensu re  that |obs are immediately available 
at tho end of each training program by obtaining the commitment to apprentice agreements from 
employers.

Page 3 of <1



(

F IS C A L N O TE  M

S TA TE  OK A L A S K A  H IL L  VER SIO N : CSHB 177(RES)
2007 L E G IS L A T IV E  SESSION

ANALYSIS: (continued)

4. University of Alaska__________ S 1.250.0 GF
Engineering and Construction Management programs.

FY 10 to FY 13 Gas Pipeline Pro ject Budge t R eques t: $ 46,000.0 GF

1. Direct Training §_ '0,000 0 GF
Annual investment of S10 nillion to continue and expand training. The department will take steps to ensure 
that jobs are immediately i  'ailable at the end of each training program by obtaining the commitment to 
apprentice agreements froi . employers.

2 . University of Alaska $ t  .000.0 GF
Provide S1,500.0 annually to support Engineering and Construction Management programs.
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F I S C A L  N O T E
MAY 1 i 2007

SENATE FINANCE COMMITTEE

REPORTED OUT

STATE OF ALASKA
2007 LEGISLATIVE SESSION

Revision Date/Time (Nole if correction):_________
Title "An Act relating to the Alaska Gaslino

Fiscal Note Number: 
Bill Version:
(H) Publish Date:

Dept. Affected: 
'RDU

CSHB 177(RES)
4/25/07

OOG
Executive Operations

Inducement Act...." Component Executive Olfico
Sponsor
Requester

Rules Committee
House Resources Committee

Expend itu res /R evenues
Note: Amounts do not include inflation unless otherwise noted below.

Component No. 

(Thousands of Dollars)

OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 78.6 368.6 378.2 385.9 396.6 404.6
Travel 8 . 0 2 0 . 0 2 0 . 0 2 0 . 0 2 0 . 0 2 0 . 0

Contractual 18.2 56.4 56.4 56.4 56.4 56.4
Supplies 8 . 0 2 0 . 0 2 0 . 0 2 0 . 0 2 0 . 0 2 0 . 0

Equipment 2 0 . 0

Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 132.8 465.0 474.6 482.3 493.0 501.0

CAPITAL EXPENDITURES I I I
CHANGE IN REVENUES ( ) | I
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 132.8 465.0 474.6 482.3 493.0 501.0
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Typo-Do not abbrovialo)

TOTAL 132.8 465.0 474.6 482.3 493.0 501.0

Estimate of any current year (FY2007) cost: 0 . 0

Mark this box (X) if fundinq for >his bill is included in the Governor's FY 2008 budget proposal:
POSITIONS

I Full-time
’art-timo
Temporary
ANALYSIS: ( A t t a c h  a  s o p a r a t u  p n g o  i f  n o t a s s a i y )

This fiscal note assum es tho offico will begin functioning at the onset of the last quarter of FY08.

Personal services consists of a state gas  pipeline coordinator (R28A), an inter-governmental coordinator 
(R24), and an executive secretary (R14).

Prepared by:
Division
Approved by:
Agoncy

Gail l-'unumiai, Asst. Administrative Director 
Division of Administrativo Services

Phono 4G5-3G85

Linda J. Pore /. Adm' listrativo Director
Dalo/Tirne 4/20/2007, 2:40pm 

Date 4/20/2007
Olfico o f tho Governor

(KovOnMVUWOOaOMII) PtigO 1 Of 1
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F I S C A L  N O T E

STAT E OF ALASKA
2007 LEGISLATIVE SESSION

Revision Dale/Timo (Note if correction): 
Title AGIA

Dept. Affecteo:
RDU

Fiscal Nole Number:
Bill Version:
(H) Publish Dale:

REPORTED CUT

MAY 1 I 2007

SENATE FINANCE COMMITTEE

HB 177
3/5/07

Revenuo
Administration & Support

Component Natural Gas Commercialization
Sponsor
Requester

Governor
Rules Committee

E xp en d itu re s /R e v en u e s

Component No. 2859

(Thousands of Dollars)______
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 294.0 294.0 294.0 294.0 294.0 294.0
Travel 25.0 25.0 25.0 25.0 25.0 25.0
Contractual 1,897.0 900.0 450.0 1 0 . 0 1 0 . 0 1 0 . 0

Supplies 1 0 . 0 2 . 0 2 . 0 2 . 0 2 . 0 2 . 0

Equipment
Land & Structures
Grants A Claims
Miscellaneous

TOTAL OPERATING 2,226.0 1 ,2 2 1 . 0 771.0 331.0 331.0 331.0
ICAPITAL EXPENDITURES | I I I I
CHANGE IN REVENUES ( ) I i I I
FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF 2,226.0 1 ,2 2 1 . 0 771.0 331.0 331.0 331.0
1005 GF/Program Receipts
1037 GF/Montal Health
Other (Specify Type-Do not abbreviate)

TOTAL 2,226.0 1 ,2 2 1 . 0 771.0 331.0 331.0 331.0

Estimate of any current year (FY2007) cost: __784.0
Check this box (X) if funding for this bill is included in the Governor's FY 2008 budget proposal: 
POSITIONS
Full-time 2 2 2 2 2 2

Part-time
Temporary
ANALYSIS: ( A t t a c h  n  s e p a r a t e  p o g o  i t  n c c o s s a r y )

Operatii.g expenditures include costs for 2 additional ecor omists/comniercial analysts in exempt positions. 
These positions would be used to draft tho tax related previsions of the request for application, a s se s s  
economic viability of projects contained in applications, including economic impacts on future state 
revenues and value of inducements, and develop the Department's recommendation'- for changes to the 
existing ga s  production tax statutes and regulations that will need to bo in place as  inducement for 
producer's gas  commitments under tho Alaska Gasline Inducements Act. In addition, property tax impacts 
of pipeline conslruction to state and municipal revenues will need to be understood and forecasted.

Prepared by; Rogor Marks_________________________________________________ Phono 269 0082
Division Tax Division Dato/Timo 2/28/07 12:00 AM
Approved by: Jorry Burnolt____________________    Date 2/28/2007
Agoncy Department uf Rovonuo_______________________________________

(Hovitcd O/UVTOOf) OMU| PagO 1 Of 2
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ANALYSIS CONTINUATION

S TA TE  O F A L A S K A  B IL L  NO. HB 177
2007 L E G IS L A T IV E  SESSION

Contractual expenditures include assistance in formulating revisions to the tax structure, studying 
comparative international fiscal systems for gas to ensure changes to sla te’s gas production taxes leave 
Alaska in a globally competitive position, and writing regulations.

Other contractual costs are for legal support for attorneys/law firms with appropriate specialties outside of 
AGs office to advise us on lax structures and creation of new tax structure; a ssessm en t of legal issues and 
impediments to marketing options now being considered to assist in evaluation of projects; and legal 
a sse s sm en t of financial covenants impacting state and its project selection in standard commercial 
financing arrangements and governmenlally guaranteed financing scenarios.

The FY 2008 costs are also in the Oil & Gas Supplemental Bill (SB 82). In addition, that Bill contains FY 
2007 costs of $123,000 personal services, $425,000 contractual, $10,900 travel, and $365,000 legal 
support.
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Revision Date/Time (Note if correction):
Title Alaska Gasline Inducements Act

Fiscal Note Number: 
Bill Version:
(H) Publish Date:

Dept. Affected: 
RDU

HB 177
3/5/07

Natural Resources
Resource Development

Component Oil & Gas Development
Sponsor
Requester

Rules Committee
Governor Component No.

E xpend itu re s /R evenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land &  Structures 
Grants & Claims 
Miscellaneous

1002 Federal Receipts
1003 GF Match 
1034 GF
1005 GF/Program Receipts 
1037 GF/Mema! Health 
Other (Specify Typc--Do not abbreviate) 

TOTAL

ICAPITAL EXPENDITURES | | |
ICHANGE IN REVENUES ( ) | | I I
FUND SOURCE (Thousands of

f  c
FISCAL NOTE

Estimate of any current year (FY2007) cost: (3.5:30,0 Requested as a capital project
Mark this box (X) if funding for this bill is included in tho Governor's FY 2008 budget proposal:
POSITIONS
Full-timo
Part-time
Temporary
ANALYSIS: ( A t t a c h  a s o p a r o t o  p a g o  i f  n o c o s s a r y )

“ This fiscal note rep iesen ts tho gasline-relatcd supplemental requested in HB138/SI382, Section 2 (a). This 
was requested a s  a capital project with an effective date of February 1, 2007.

Section 2(a) - $6,550,000 general fund for gas pipeline analysis projects. This funding will be used to pay for 
consultants to adviso tho stato on the structuro of an RFP for gasline proposals; and to cover tho cost of 
outside experts and legal counsel on federal pipeline law and the FERC process. DNR estimates that 
$4,135,000 will bo expended in f:Y07, and $2,415,000 in FY08,

Prepared by: Kovin Banks, Acting Diroctor______________________________________Phono 907-260-8800
Division Oil & Gas Dato/Timo 3 1/2007
Approvod by: Tom Irwin, Commissioner________________________________________ Palo 3/1/2007
Agoncy Natural Rosourcos______________________________________________
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( r REPORTED OUT

FISCAL NOTE MAY I 1 2007

STATE OF ALASKA Fiscal Note Number: 2
SEMTE flM'lCE C0,MHITT£:

2007 LEG ISLATIVE SESSION Bill Version: HB 177
(H) Publish Date: 3/5/07

Revision Date/Time (Note if correction):______________________ Dept. Affected__________ Commerce__________
T itle  A la s k a  G a s lin e  In d u cem en ts A ct____________________________ R D U  Regulatory Commission of A laska (399)

____________________________________________________________ Component Regulatory Commission of Alaska
Sponsor Rules_________________________________________ _______________________________
Requester By Request of the Governor Component No. 2417______

Expend itu re s /R evenues (Thousands of Dollars)______________________
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land &  Structures 
Grants a  Claims 
Miscellaneous

TOTAL OPERATING 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

CAPITAL EXPENDITURES__________ I
|CHANGE IN REVENUES ( ) |
FUND S O U R C E __________________  (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other (1141 RCA Rcceipls)

TOTAL o.n 0 , 0 0 . 0 0 . 0 0 . 0 0 . 0

Estlmnto of any current year (FY2007) cost: 0 0
Mark this box (X) if funding for this bill is included In the Governor's FY 2008 budget proposal:
POSriONS
Full-time
Part-time
Temporary
ANALYSIS: ( A t t a c h  a  s e p a r a t e  p a g o  i f  n e c e s s a r y )

Tho Regulatory Commission of Alaska (RCA) regulates pipelines and pipeline carriers operating in Alaska under AS 
42.0G. 140(a). AS 42.06.240 requires tho RCA to issue a certificate of public convenience and necessity for pipelino 
carriers engaged in the intrastate transportation of oil or gas by pipelino. or constructing or extending pipelino facilities, 
To tho extent this legislation results in tho construction of an intrastate pipeline subject to RCA regulation, costs will be 
accounted for under tho existing RCA structure.

The RCA's budget is funded through tho Regulatory Cost Charge (RCC) mechanism and direct charge mechanisms. 
General funds are not allocated for support of tho agency, nor are they anticipated to be necessary as a rosult of this 
legislation. Tho RCC is tecalculi ' r  j  each year and allows tho agency to recover its operating costs through on 
assessment on tho revenues of economically regulated utilities and pipeline carriers.

Proparod by: Kato Giard, Chair  Phone 907.276.6222
Division Regulatory Commission of Alaska  Date/Time 2/28/u7 3:06 PM
Approved by: Emil Notti, Commissioner__________________________________________ Dato . '28/2007______
Agency lOommorco, Community, and Economic Development____________

(ii»ivnci<iuniv:ocoOMn) Pago 1 of 1
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F I S C A L  N O T E
MAY J 1 2007

SENATE FlSis:£ ■ O^ l f f E E

REPORTED OUT

S T A T E  OF A L A S K A
2007 L E G IS L A T IV E  SESSION

Revision Date/Time (Note if correclion): 
Titlo Alaska Gasline Inducement Act

Fiscal Note Number: 
Bill Version:
(H) Publish Date:

Dept. Affected: 
'RDU

1
HB 177
3/5/07

Administration
AOGCC

Component AOGCC
Sponsor
Requester

Rules Committee
Governor Component No. 2010

Expenditures/Revenues
Note: Amounts do not include inflation unless olherwiso noted below.

(Thousands of Dollars)

OPERATING EXPENDITURES FY 2008 FY 2009 FY 2010 FY 2011 FY 2012 FY 2013
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

0 . 0 0 . 0 0 . 0 o.c 0 . 0 0 . 0

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

TOTAL OPERATING 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

CAPITAL EXPENDITURES 0.0 0.0 0.0 | 0.0 0.0 |

CHANGE IN REVENUES ( 0.0 0.0 0.0 | 0.0 | 0.0

FUND SOURCE (Thousands of Dollars)

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

Prepared by: 
Division

Jody J. Colombia, Special Assistant I Phono 793-1221
Alaska Oil nnd Gas Conservation Commission Date/Time 3/2/07 3:19 PM

Approvod by: Rachael Pctro, Deputy Cominissloi.or
Agency Depaitmont of Administration

(llovtscd O/tBMlOUOMB)

C0MM5TTEE COPY

o.o

0.0

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts 
1037 GF/Mcntal Health
1162 AOGCC Receipts

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

o.c 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

TOTAL 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0

Date 3/2/2007 1:00pm
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f i e  1 ( V ' f i ' A V-i—  \ - T u  i  u u u ’  v v

25 -G H 1060 N .A

C - C v r i p ^ - i e o o  o f  f p / Y l  a jfl< d rY U jfl i f

, < f c &  <=6 lo 4 -  (F " t i^ )

C o e  H S  I n -  ( F i n )

^ f c d  •• S c a a + a ,  L a n o p a a e .  ( d r i k e . - 1 V u )

'H 'O u €?£. L « S y i ^ J c9^ € . ^ u n d o y ' l i n t id )

CS FO R S EN A TE  HOUSE B IL L  NO. 404177(FIN) ani

IN THE LEG ISLATU RE OF THE STATE OF ALASKA

TW ENTY-FIFTH LEGISLATURE - FIRST SESSION 

BY THE SENACEHOISE FINANCE COMMITTEE 'o z / ia fe .

,ne...i.d= 5 /1 1 /07 o r - t f o o e e .  l3 Y ) 0 L ) 3 0 ^ ^ &
Offered: 5 /11 07 \ n d i c ^ l e - d  U
Referred-i

Sponsor(s): SUNAT-EltO t.SE  RU LES  CO M M ITTEE B Y  REQ UEST  OF THE GO VERNOR

A B IL L  

FOR AN ACT EN T IT LED

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

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

3 establishing the Alaska Gasline Inducement Act matehing-eoirtributienreitnhnrsement flo u ^ C .

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

5 amendments; and providing for an effective date."

6 BE IT  EN A CTED  B Y  T H E  LE G IS LA T U R E  OF T H E  ST A T E  OF A LA SK A :

7 * Section 1. AS 43 is amended by adding a new chapter to read:

S Chapter 90. Alaska Gasline Inducement Act.

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

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

11 expedited construction of a natural gas pipeline that

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

13 state;

t,
v

11 HO 177c -I- GSSB404CSHK 177IF1.N) am
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(2) promotes exploration and development of oil and gas resources on 

the North Slope in the state;

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

of oil and gas resources in the state; and

(4) encourages oil and gas lessees and other persons to commit to ship 

natural gas from the North Slope to a gas pipeline system for transportation to markets 

in this state or elsewhere.

Article 2. Alaska Gasline Inducement Act License.

Sec. 43.90.100. Gas project, (a) The commissioners may award an Alaska 

Gasline Inducement Act license as provided in this chapter. The person awarded a 

license under this chapter is entitled to the inducement set out in AS 43.90.110.

(b) Nothing in this chapter precludes a person from pursuing a gas pipeline 

independently from this chapter.

Sec. 43.90.110. Natural gas pipeline project construction inducement, (a)

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

licensee or its designated affiliate to receive

(1) subject to appropriation, state matching contributions in the form of 

reimbursements in a total amount not to exceed $500,000,000, paid to the licensee 

during the seven-year period immediately following the date the license is awarded; 

the payment period may be extended by the commissioners under an amendment or 

modification of the project plan under AS 43.90.210; a payment under this paragraph 

shall be made according to the following:

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

state shall reimburse the licensee's qualified expenditures at the level spec.

in the license; however, the state's mate hi mt-cofi ? ribationrc i in h u r s  cm cn t s n. tO US£.

not exceed 50 percent of the qualified expenditures incurred before the close of 

the first binding open season;

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

shall reimburse the licensee’s qualified expenditures at the level specified in

the license; however, the state's fflatching-eontf&trtkmrcimhurscinonis may not H o u se ,

exceed 90 percent of the qualified expenditures incurred after the close of the

F-SSB KMC.S1IB 177(H X )  am -2- It IK) 177c
New T e x t  U nder l in ec i  [DELETED TEXT BRACKETED]
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1 first binding open season;

2 (C) a qualified expenditure is a cost that is incurred after the

3 license is issued under this chapter by the licensee or the iicensee's designated

4 affiliate, and is directly and reasonably related to pursuing41rm-tr-ansportation

5 commitments in-a binding-open season, to securing-financing-for-the-projectr-or

6 to-obtaining a certificate of public convenience and necessity from the Federal

7 Energy Regulatory Commission or the Regulatory Commission of Alaska, as

8 appropriate, or satisfying a requirement of an agency with jurisdiction over the

9 project; in this subparagraph, "qualified expenditures" does not include

10 overhead costs, lobbymg-eestsr-litigation costs, the cost of an asset or work

11 product acquired or developed by the licensee before the license is issued, or

12 civil or criminal penalties or fines; and

13 (2) the benefit of an Alaska Gasline Inducement Act coordinator who

14 has die authority prescribed in AS 43.90.250.

15 (b) The commissioner of revenue in consultation with the commissioner of

16 natural resources shall adopt regulations for determining whether an expenditure is a

17 qualified expenditure for the purposes of (a) of this section.

18 Sec. 43.90.120. Request for applications for the license, (a) The

19 commissioners shall commence a public process to request applications for a license

20 under this chapter as soon as practicable after the effective date of this chapter.

21 (b) The commissioners may use independent contractors to assist them in

22 developing the request for applications and in evaluating applications received under

23 this chapter.

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

25 this chapter.

26 See. 43.90.130. Application requirements. An application for a license must

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

28 must

29 ( 1 ) be tiled by the deadline established bv the commissioners in the

30 request for applications;

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

I l l t l )  177c - 3 -  G S S B -1 0 4 C S I I B  1 77 ( H X )  a m
.Vtftv r . - . v t  V r .d t - r l i n t y J  { D E L E T E D  T E X T  1 ‘ R A C K E T E D l
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1 project for transporting natural gas from the North Slope to market, which description

2 may include multiple design proposals, including different design proposals for pipe

3 diameter, wail thickness, and transportation capacity, and which description shall

4 include

5 (A) the route proposed for the natural gas pipeline, which may

6 not be the route described in AS 38.35.017(b);

7 (B) the location of receipt and delivery points and the size and

8 design capacity of the proposed natural gas pipeline at the proposed receipt and

9 delivery points, except that this information is not required for in-state delivery

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

11 (C) an analysis of the project's economic and technical

12 viability, including a description of all pipeline access and tariff terms the

13 applicant plans to offer;

14 (D) an economically and technically viable work plan, timeline,

15 and associated budget for developing and performing the proposed project,

16 including field work, environmental studies, design, and engineering,

17 implementing practices for controlling carbon emissions from natural gas

18 systems as established by the United States Environmental Protection Agency,

19 and complying with all applicable state, federal, and international regulatory

20 requirements that affect the proposed project; the applicant shall address the

21 following:

22 (i) if  the proposed project involves a pipeline into or

23 through Canada, a thorough description of the applicant's plan to obtain

24 necessary rights-of-way and authorizations in Canada, a description of

25 the transportation services to be provided and a description of rate-

26 making methodologies the applicant will propose to the regulatory

27 agencies, and an ei .imatc of rates and charges for all services;

28 (ii) if the proposed project involves marine

29 transportation of liquefied natural gas, a description of the marine

30 transportation services to be provided and a description of proposed

31 rate-mak'ng methodologies; an estimate of rates and charges for all

New T e x t  U n d o r l i n e j  (DELETED TEST MACKETED]
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services by third parties; a detailed description of all proposed access 

and tariff terms for liquefaction services or, if  third parties would 

perform liquefaction services, identification of the third parties and the 

terms applicable to the liquefaction services; a complete description of 

the marine segment of the project including the proposed ownership, 

control, and cost of liquefied natural gas tankers, the management of 

shipping services, liquefied natural gas export, destination, re­

gasification facilities, and pipeline facilities needed for transport to 

market destinations, and the entity or entities that would be required to 

obtain necessary export permits and licenses or a certificate of public 

convenience and necessity from the Federal Energy Regulatory 

Commission for the transportation of liquefied natural gas in interstate 

commerce if  United States markets are proposed; and all rights-of-way 

or authorizations required from a foreign country;

(3) commit that if  the proposed project is within the jurisdiction of the 

Federal Energy Regulatory Commission, the applicant will

(A) conclude, by a date certain that is not later than 36 months 

after the date the license is issued, a binding open season that is consistent with 

the requirements of IS C.F.R. Part 157, Subpart B (Open Seasons for Alaska 

Natural Gas Transportation Projects) and IS C.F.R. 157.30 - 157.39;

(B) apply for Federal Energy Regulatory Commission approval 

to use the pre-filing procedures set out in IS C.F.R. 157.21 by a date certain, 

and use those procedures before filing an application for a certificate of public 

convenience and necessity, except where the procedures are not required as a 

result of sec. 5 of the President's Decision issued under 15 U.S.C. 719 et seq. 

(Alaska Natural Gas Transportation Act of 1976); and

(C) apply for a Federal Energy Regulatory Commission 

certificate of public convenience and necessity to authorize the construction 

and operation of the proposed project described in this section by a date 

certain;

(4) it" the proposed project is within the jurisdiction of the Regulatory

1IM0177i? -5- CSSB-I04CSI1B 177(F1N> am
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Commission of Alaska, commit to

(A) conclude, by a date certain that is not later than 36 months 

after the date the license is issued, a binding open season that is consistent with 

the requirements of AS 42.06; and

(B) apply for a certificate of public convenience and necessity 

to authorize the construction and operation of the proposed project by a date 

certain;

(5) commit that after the first binding open season, the applicant will 

assess the market demand for additional pipeline capacity at least every two years 

through public nonbinding solicitations or similar means;

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

increments and on commercially reasonable terms that encourage exploration and 

development of gas resources in this state; in this paragraph,

(A) "commercially reasonable terms" means that, subject to the 

provisions of (7) of this section, revenue from transportation contracts covers 

the cost of the expansion, including increased fuel costs and a reasonable 

return on capital as authorized by the Federal Energy Regulatory Commission 

or the Regulatory Commission of Alaska, as applicable, and there is no 

impairment of the proposed project's ability to recover the costs of existing 

facilities;

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

additional capacity that could be added by compression or a pipe addition 

using a compressor size or pipe size, as applicable, that is substantially similar 

to the original compressor size and pipe size;

(7) commit that the applicant

(A) will propose and support the recovery of mainline capacity 

expansion costs, including fuel costs, from all mainline system users through 

rolled-in rates as provided in (B) and (C) of this paragraph or through a 

combination of incremental and rolled-in rates as provided in (L)) of this 

paragraph;

(B) will propose and support the recovery of mainline capacity 

CSSH-HMCMIH r - (H.N) am -6- HHn|77c
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1 expansion costs, including fuel costs, from all mainline system users through

2 rolled-in rates; an applicant is obligated under this subparagraph only if  the

3 rolled-in rates would increase the rates

4 (i) not described in (ii) of this subparagraph by not more

5 than 15 percent above the initial maximum recourse rates for capacity

6 acquired before commercial operations commence; in this sub-

7 subparagraph, "initial maximum recourse rates" means the highest cost-

8 based rates for any specific transportation service set by the Federal

9 Energy Regulatory Commission, the Regulatory Commission of

10 Alaska, or the National Energy Board of Canada, as appropriate, when

11 the pipeline commences commercial operations;

12 (ii) by not more than 15 percent above the negotiated

13 rate for pipeline capacity on the date of commencement of commercial

14 operations where the holder of the capacity is not an affiliate of the

15 owner of the pipeline project: for the purposes of this sub-

16 subparagraph, "negotiated r .;e" means the rate in a transportation

17 service agreement that provides for a rate that varies from the otherwise

IS applicable cost-based rate, or recourse rate, set out in a gas pipeline's

19 tariff approved by the Federal Energy Regulatory Commission, the

20 Regulatory Commission of Alaska, or the National Energy Board of

21 Canada, as appropriate; or

22 (iii) for capacity acquired in an expansion after

23 commercial operations commence, to a level that is not more than 115

24 percent of the volume-weighted average of all rates collected by the

25 project owner for pipeline capacity on the date commercial operations

26 commence;

27 (C) will, i f  recovery of mainline capacity expansion costs,

2S including fuel costs, through rolled-in rate treatment would increase the rates

2‘> for capacity described in (B) of this paragraph, propose and support the partial

30 roll-in of mainline expansion costs, including fuel costs, to the extent that rates

31 acquired before commercial operations commence do not exceed the levels
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described in (B) of this paragraph;

(D) may, for the recovery of mainline capacity expansion costs,

including fuel costs, that, under rolled-in rate treatment, would res: .i in rates 

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

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

preclude the applicant from collecting from any shipper, including a shipper 

with a negotiated rate agreement, the rolled-in rates that are required to be 

proposed and supported by the applicant under (B) of this paragraph or the 

partial rolled-in rates that are required to be propose 1 and supported by the 

applicant under (C) of this paragraph;

(S) state how the applicant proposes to deal with a North Slope gas 

treatment plant, regardless of whether that plant is part of the applicant's proposal, and, 

to the extent that the plant will be owned entirely or in part by the applicant, commit to 

seek certificate authority from the Federal Energy Regulatory Commission if the 

proposed project is engaged in interstate commerce, or from the Regulatory 

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

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

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

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

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

third party that will participate in the ownership or operation of the gas treatment 

plant, and the means by which the applicant w ill work to minimize the effect of the 

costs of the facility on the tariff;

matching—eontnbutionreinfoursenK-nt under AS 43.90.1 l(J(a)( 1)(A) anil (B> to be 

specified in the license;

for any North Slope gas treatment plant that the applicant may own, in whole or in 

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

7() percent debt;

(E) will not enter into a negotiated rate agreement that would

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

(10) commit to propose and support rates for the proposed project and

( SS» HMC M llt  1 : - (!• IX ) am 11IU II7 7c
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1 (11) describe the means for preventing and managing overruns in costs

2 of the proposed project, and the measures for minimizing the effects on tariffs from

3 any overruns;

4 (12) commit to provide a minimum of five delivery points of natural

5 gas in this state;

6 (13) commit to

7 (A) offer linn transportation service to delivery points in this

8 state as part of the tariff regardless of whether any shippers bid successfully in

9 a binding open season for Im i transportation service to delivery points in this

10 state, and commit to offer distance-sensitive rates to delivery points in this

11 state consistent with 18 C.F.R. 157.34(c)(8); and

12 (B) offer distance-sensitive rates to delivery points in the state

13 consistent with IS C.F.R. 157.34(c)(8);

14 (14) commit to establish a local headquarters in this state for the

15 proposed project;

16 ( 15) to the maximum extent permitted by law, commit to

17 (A) hire qualified residents from throughout the state for

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

19 positions on the proposed project;

20 (B) contract with businesses located in the state;

21 (C) establish hiring facilities or use existing hiring facilities in

22 the state; and

23 (D) use, as far as is practicable, the job centers and associated

24 services operated by the Department of Labor and Workforce Development

25 and an Internet-based labor exchange system operated by the slate:

26 (16) waive the right to appeal the rejection of the application as

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

28 AS 43.90.180(b) that no application merits the issuance of a license'

29 (17) commit to negotiate, before construction, a project labor

30 am’eement to the maximum extent permitte<I In law; in this paragraph, "project labor

31 agreement" means a comprehensive collective bargaining agreement between the
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1 licensee or its agent and the appropriate labor representatives to ensure expedited

2 construction with labor stability for the project by qualified residents of the state;

3 (18) commit that the state matching-■eontr&ufioftreimbursemcntiio U S g

4 received by a licensee may not be included in the applicant’s rate base, and shall be

5 used as a credit against licensee's cost of service;

6 (19) provide a detailed description of the applicant, all entities

7 participating with the applicant in the application and the project proposed by the

8 applicant, and persons the applicant intends to involve in the construction and

9 operation of the proposed project; the description must include the nature of the

10 affiliation for each person, the commitments by the person to the applicant, and other

1 i information relevant to the commissioners' evaluation of the readiness and ability of

12 the applicant to complete the project presented in the application;

13 (20) demonstrate the readiness, financial resources, and technical

14 ability to perform the activities specified in the application by describing the

15 applicant's history of compliance with safely, health, and environmental requirements,

16 the ability to follow a detailed work plan and timeline, and the ability to operate within

17 an associated budget.

IS  S e c ,  4 3 . 9 0 . 1 4 0 .  I n i t i a l  a p p l i c a t i o n  r e v i e w ;  a d d i t i o n a l  i n f o r m a t i o n  r e q u e s t s ;

19 c o m p l e t e  a p p l i c a t i o n s ,  (a) After the deadline established by the commissioners for

20 filing an application has passed, the commissioners shall open and review each

21 application to determine whether ii is consistent with the terms of the request for

22 applications and meets .he requirements of AS 43.90.130. The commissioners shall

23 reject as incomplete an application that does not meet the requirements of

24 AS 43.90.130.

25 (b) To evaluate whether an application should be rejected under (a) of this

26 section, the commissioners may request additional information relating to the

27 application.
28 (e) If, within th .ime specified by the commissioners, the applicant fails to

29 provide the additional information requested under (b) of this section, or submits

30 additional information that is not responsive, the application shall be rejected.

31 (d) For an application not rejected under this section, the commissioners shall
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make a determination that the application, includinu any requested additional 

information, is complete.

(e) Except as provided under AS 43.90.150, and after determining which 

applications are complete, the commissioners shall make all applications available to 

the legislature.

See. 43.90.150. Proprietary information and trade secrets, (a) At the 

request of the applicant, information submitted under this chapter that the applicant 

identifies and demonstrates is proprietary or is a trade secret is confidential and not 

subject to public disclosure under AS 40.25. After a license is awarded, all 

information submitted by the licensee, retained under this chapter, and not determined 

by the commissioners to be a proprietary or trade secret, shall be made public.

(b) If the commissioners determine that the information submitted by the 

applicant is not proprietary or is not a trade secret, the commissioners shall notify the 

applicant and return the information at the request of the applicant.

Sec. 43.90.160. Notice, review, and comment, (a) The commissioners shall 

publish notice and provide a 60-day period for public review and comment on all 

applications determined complete under AS 43.90.140. Except as provided under 

AS 43.90.150, all applications filed under this chapter shall be made public, including 

applications rejected as incomplete under AS 43.90.140.

(b) Applications received under this chapter arc not subject to public 

disclosure under AS 40.25 until the commissioners publish notice under this section. 

However, information that the commissioners have determined is proprietary or a 

trade secret under AS 43.90.150 may not be made public even after the notice is 

published under (a) of this section, except as otherwise provided in AS 43.90.150. If 

information is proprietary or a trade secret and is held confidential under 

AS 43.90.150, the applicant shall provide a summary of the confidential information 

that is satisfactory to the commissioners, and the commissioners shall make the 

summary of the information available to the public.

(c) After the commissioners determine that the-.dl applications that have m>1̂  

been rejected are complete under AS 43.90.140, information provided by an 

appheantthc applicants to the commissioners under this chapter, including information
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determined by the commissioners to be confidential under AS 43.90.150, shall be 

disclosed to the legislative auditor, the fiscal analyst who serves as head of the 

legislative finance division, members of the legislature, and their respective agents and 

contractors, on request and after the individual making the request signs a 

confidentiality agreement prepared by the commissioners.

Sec. 43.90.170. Application evaluation and ranking, (a) The commissioners 

shall evaluate all applications determined to be complete under AS 43.90.140, 

consider public comments received under AS 43.90.160(a), and rank each application 

according to the net present value of the anticipated cash flow to the state from the 

applicant's project proposal using the factors in (b) of this section and weighted by the 

project's likelihood of success based on the commissioners' assessment of the factors 

listed in (c) of this section.

(b) When evaluating the net present value of anticipated cash flow to the state 

from the applicant's project proposal, the commissioners shall use an undiscountcd 

value and, at a minimum, discount rates of two, five, six -̂and eight percent, and 

consider

(1) how quickly the applicant proposes to begin construction of the 

proposed project and how quickly the project will commence commercial operation;

(2) the net back value of the gas determined by the destination market 

value of the gas and estimated transportation and treatment costs;

(3) the ability of the applicant to prevent or reduce project cost 

overruns that would increase the tariff;

(4) the initial design capacity of the applicant's project and the extent 

to which the design can accommodate low-cost expansion;

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

AS 43.90.130(9);

(6) economic value resulting from payments required to be made to the 

state under the terms of the proposal; and

(5) the amount of the matehnva-eoi^ribuflenreimhursemont by the state

(7) other factors found by the commissioners to be relevant to the 

evaluation of the net present value of'ihe anticipated cash flow to the state.
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1 (c) When evaluating the project's likelihood of success, the commissioners

2 shall consider

3 (1) the reasonableness, specificity, and feasibility of the applicant's

4 work plan, timeline, and budget required to be submitted under AS 43.90.130,

5 including the applicant's plan to manage cost overruns, insulate shippers from the

6 effect of cost overruns, and encourage shippers to participate in the first binding open

7 season;

8 (2) the financial resources of the applicant;

9 (3) the ability of the applicant to comply with the proposed

10 performance schedule;

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

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

13 abi lity to obtain the necessary equipment;

14 (5) the applicant's record of

15 (A) performance on projects not licensed under this chapter;

16 (B) integrity and good bus.aess ethics; and

17 (6) other evidence and factors found by the commissioners to be

18 relevant to the evaluation of the project's likelihood of success.

19 Sec. 43.90.i80. Notice to the legislature of intent to issue license; denial of

20 license, (a) If, after consideration of public comments received under AS 43.90.160(a)

21 and evaluation of complete applications under AS 43.90.170, the commissioners

22 determine that an application proposes a project that will sufficiently maximize the

23 benefits to the people of this state and merits issuance of a license under this chapter,

24 the commissioners shall

25 (1) issue a determination, with written findings addressing the basis for

26 the determination; the determination becomes a final agency action on the effective

27 date of a bill approving the issuance of the license under AS 43.90.190;

28 (2) publish notice of intent to issue a license under this chapter with

29 written findings addressing the basis for the determination; and

30 (3) forward the notice under (2) of this subsection, along with the

3 1 In dings, supporting documentation, and determination under ( i ) of this subsection, to
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the presiding officer of each house of the legislature for action as provided in 

AS 43.90.190.

(b) If, after evaluation of complete applications under AS 43.90.170, the 

commissioners determine that no application sufficiently maximizes the benefits to the 

people of this state and merits issuance of a license under this chapter, the 

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

determination.

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

agency action.

Sec. 43.90.190. Legislative approval; issuance of license, (a) After the 

presiding officer of each house of the legislature receives a determination from  the 

commissioners under AS 43.90.180, the rules committee of each house of the 

legislature shall introduce a bill in the committee's respective chamber that provides 

for the approval of the license p oposed to be issued by the commissioners.

(b) If  a bill approving the issuance of the license passes the legislature within 

60 days after the last date a presiding officer receives a determination by the 

commissioners under AS 43.90.180, the commissioners shall issue the license as soon 

as practicable after the effective date of the Act approving the issuance of the license.

(c) Notwithstanding a legislative rule that prohibits the carryover of a bill after 

the end of a special session or after the end of a regular session of a legislature, a bill 

inuuduccd under (a) of this section that is not passed or not withdrawn, defeated, 

vetoed, or indefinitely postponed shall be carried over to any subsequent regular or 

special legislative session convened during the 60-day period described in (b) of this 

section in the same reading or status it was in at the time of adjournment. However, a 

bill introduced under (a) of this section may not lie carried over to the first regular 

session of a legislature.

(d) If  the legislature fails to approve the issuance of the license, the 

commissioners

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

(2) may request new applications for a license under AS 43.90.120.

See. 43.90.200. Certification by regulatory authority and project sanction.
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1 (a) A licensee that is awarded a certificate of public convenience and necessity from a

2 regulatory agency with jurisdiction over the project shall accept the certificate on or

3 before the date the order granting the certificate is no longer subject to judicial review.

4 (b) If  the licensee has credit support sufficient to finance construction of the

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

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

7 project within one year after the effective date of the certificate of public convenience

S and necessity issued by the regulatory agency with jurisdiction over the project.

9 (c) If the licensee does not have credit support sufficient to finance

10 construction of the project th ough ownership of rights to produce and market gas

11 resources, fiim transportation commitments, or government financing, the licensee

12 shall sanction the project before the later of

13 (1) two years after the effective date of the certificate of public

14 convenience and necessity issued by the regulatory agency with jurisdiction over the

15 project; or

16 (2) five years after the close of the first binding open season of the

17 project.

18 (d) I f  the licensee fails to sanction the project as required under this section,

19 the licensee shall, upon request by the state,

20 ( I )  seek approval from the Federal Energy Regulatory Commission or

21 the Regulatory Commission of Alaska, as applicable, to abandon and transfer the

22 certificate to the state or the state's designee; and

23 (2) assign to the state or the state's designee all engineering designs,

24 contracts, permits, and other data related to the project that are acquired by the

25 licensee during the term of the license before the date of the abandonment or transfer.

26 (e) The transfer and assignments under (d) of this section as a result of fijiiure

27 to comply with (uj or (b) of this section are at no cost to the state or the state's

25 designee. A transfer under (e) of this section shall be subject to the state's payment to

26 the licensee of the net amount of expenditures incurred and paid by the licensee that

30 are qualified expenditures for the purposes of AS 43.90.440100.

31 (I) In this section, "effective date of the certificate of public convenience and

25-GS1060VWG111060\N. A
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necessity" means tl er of the date the order granting the certificate is no longer 

subject to judicial review* or the date the licensee accepts the certificate.

Sec. 43.90.210. Amendment of or modification to the project plan. Subject 

to the approval of the commissioners, a licensee may amend or modify its project plan 

if  the amendments or modifications improve the net present value of the project to the 

state, are necessary because of an order or requirement by a regulatory agency with 

jurisdiction over the project or by the Alaska Oil and Gas Conservation Commission, 

or the amendment or modification is necessary because of changed circumstances 

outside the licensee's control and not reasonably foreseeable before the license was 

issued. An amendment or modification approved under this section must be consistent 

with the requirements of AS 43.90.130 and, except for an amendment or modification 

required because of an order or requirement of a regulatory agency with jurisdiction 

over the project or by the Alaska Oil and Gas Conservation Commission, may not 

substantially diminish the value of the project to the state or the project's likelihood of 

success.

Sec. 43.90.220. Records, reports, conditions, and audit requirements, (a) A

licensee shall maintain complete and accurate records of all expenditures and 

commitments of state money received under this chapter, including receipts and 

records showing the payment or cost of purchased items and services, the names and 

addresses of the sellers and service providers, and the dates of service or delivery.

(b) Upon reasonable notice, the commissioners may audit the records, books, 

and files of the entity receiving the state money or making the expenditures and 

commitments of money received from the state under this chapter

(c) The commissioners may do the following with respect to information 

relating to the project: conduct hearings or other investigative inquiries: compel the 

attendance of witnesses and production of documents; and require the licensee to 

furnish information in paper copy or electronic format.

(d) After a license has been issued and until commencement of commercial 

operations of a natural gas pipeline, the licensee shall allow the commissioners to

(1) have a representative present at all meetings of the licensee's 

governing body or bodies and equity hoi lers that relate to the project;
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1 (2) receive all relevant notices w-hen-and-as-issued-and infoimation

2 when and as sent to the governing body or bodies and equity hoiders;

3 (3) enjoy the same access to information about the licensee as the

4 governing body members and equity owners receive; and

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

6 commissioners reasonably request.

7 (e) All proprietary information, privileged information, and trade secrets

S received by the commissioners or their representative under (d) of this section are not

9 subject to public disclosure under AS 40.25.

10 (f) A licensee shall maintain the records and reports required under this

11 section for seven years from the date the licensee receives state money under this

12 chapter.

13 Sec. 43.90.230. License violations; dan .gcs. (a) A licensee is in violation of

14 the license if  the commissioners determine that the licensee has

15 ( I )  requested and received money from the state under this chapter for

16 an expenditure that is not a qualified expenditure under AS 43.90.110;

17 (2) except as required to conform with a requirement of a regulatory

18 agency with jurisdiction over the project, substantially departed from the

19 specifications set out in the application without state approval of a project plan

20 amendment or modification under AS 43.90.210;

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

22 state or federal law material to the license;

23 (4) failed to accept a certificate as required under AS 43.90.200(a) or

24 failed to sanction the project as required under AS 43.90. ’ 00(b); or

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

26 (b) The commissioners shall provide written notice to the licensee identifying

27 a license violation. The commissioners and the licensee have 90 days after the date the

28 notice is issued to resolve the violation informally.

29 (c) The commissioners may suspend disbursement of state matching f-{oU££

30 contrfhufionsreimhurseinents to the licensee beginning on the date that the notice of

31 violation issued under (b) of this section is sent to the licensee. The commissioners

25-GS-l 06QVWGH1060\N. \
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1 may resume disbursement on the date that the commissioners determine that the

2 violation is cured.

3 (d) If  the commissioners and the licensee are unable to resolve the violation

4 within the period described in (b) of this section, the commissioners shall notify the

5 licensee that the violation has not been cured and provide the licensee with an

6 opportunity to be heard. If, after notice and hearing, the commissioners determine that

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

S is a final administrative action for purposes of appeal to the superior court in the state.

9 (e) If  the determination issued under (d) of this section finds an unresolved

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

11 (1) discontinuation of state matching—centrftmfiensreimbursements

12 under this chapter;

13 (2) recoup ncnt of state money that the licensee has received under this

14 chapter to date, with interest, regardless of whether the licensee has expended or

15 committed that money;

16 (3) license revocation;

17 (4) assignment to the state or the state's designee of all engineering

18 designs, contracts, permits, and other data related to the projec: that are acquired by

19 the licensee during the term of the license; and

20 (5) any other remedies provided by law or in equity.

21 Sec. 43.90.240. Abandonment of project, (a) If the commissioners and the

22 licensee agree that the project is uneconomic, the project shall be abandoned, the

23 inducement provided for in AS 43.90.110 terminated, and, except for requirements

24 imposed on the licensee under (e) of this section and AS 43.90.220. the state and the

25 licensee no longer have an obligation under this chapter with respect to the license.

26 (b) It' the commissioners andor the licensee do-ttot-agrmlctcrmine that

27 project is uneconomic and the other party disagrees, the disagreement shall be settled

2S by arbitration a Iministered by the American Arbitration Association under the

29 substantive and procedural laws of this state, and judgment on the award rendered by

30 the arbitrators may be entered in superior court in the suite. In the event of arbitration,

31 each party shall select an arbitrator from the American Arbitration Association's
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National Roster, and the two arbitrators shall appoint a third arbitrator from the 

American Arbitration Association's National Roster who shall serve as the chair of the 

three-member arbitration panel. If the arbitration panel determines that the project is

(1) uneconomic, the state and the licensee no longer have an obligation 

under this chapter with respect to the license, except for requirements imposed on the 

licensee under (e) of this section and AS 43.90.220; or

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

continue as provided under this chapter and the license.

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

the project is uneconomic only if  the panel finds that the party claiming the project is 

uneconomic has proven by a preponderance of the evidence that the

(1) project does not have credit support sufficient to finance 

construction of the project through firm transportation coi imitments, government 

assistance, or other external sources of financing; and

(2) predicted costs of transportation at a 100 percent load factor, when 

deducted from predicted gas sales revenue using publicly available predictions of 

future gas prices, would result in a producer rate of return that is below the rate 

typically accepted by a prudent oil and gas exploration and production company for 

incremental upstream investment that is required to produce and deliver gas to the 

project.

(d) If the state makes a payment to the licensee under AS 43.90.440, the 

license is con idered abandoned, and the state and the licensee no longer have any 

obligations under this chapter with respect to the license, except that the licensee must 

comply with the

(1) requirements imposed on the licensee under AS 43.90.220 

regarding state money received by the licensee before the license was considered 

abandoned;and

(2) requirements of AS 43.90.440,

(e) If the commissioners and the licensee agree that the project is uneconomic 

or an arbitration panel makes a final determination that the project is uneconomic, the 

licensee shall, upon the state's request, transfer to the state or the state's designee all
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engineering designs, contracts, pennits, and other data related to the project that are 

acquired by the licensee during the term of the license upon reimbursement by the 

slate of the net amount of expenditures incurred and paid by the licensee that are 

qualified expenditures for the purposes of AS 43.90.110.

Sec. 43.90.250. Alaska Gasline Inducement Act coordinator, (a) There is 

created in the Office of the Governor the position of Alaska Gasline Inducement Act 

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

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

commercial operations of the project.

(b) The governor shall appoint a person to the position of Alaska Gasline 

Inducement Act coordinator. The individual serving as the Alaska Gasline Inducement 

Act coordinator may be removed from the position at the discretion of the governor.

See. 43.90.260. Expedited review and action by state agencies, (a) A review 

conducted and action taken by a state agency relating to the project shall be expedited 

in a manner consistent with the completion of the necessary approvals in accordance 

with this chapter.

(b) Notwithstanding any contrary provision of law, a state agency may not 

include in any project certificate, right-of-way, permit, or other authorization issued to 

the licensee a term or condition that is not required by law if the coordinator 

determines that the term or condition would prevent or impair in any significant 

respect the expeditious construction and operation o, expansion of the project.

(c) Unless required by law, a state agency may not add to, amend, or abrogate 

any certificate, right-of-way, permit, or other authorization issued to a licensee if  the 

coordinator determines that the action would prevent or impair in any significant 

respect the expeditious construction, operation, or expansion of the project.

Article 3. Resource Inducements.

Sec. 43.90.300. Qualification for resource inducements, (a) Notwithstanding 

any contrary provision of law, a lessee or other person that demonstrates to the 

satisfaction of the commissioners that the person has committed to acquire firm 

transportation capacity in the first binding open season of the project is qualified to 

receive the resource inducement set out in AS 43.90.310 and 43.90.320 for gas
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produced on the North Slope and shipped in firm transportation capacity acquired in 

the first binding open season of the project. The inducement in AS 43.90.310 is 

contractual.

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

receive the resource inducement in AS 43.90.310 and 43.90.320 for the gas shipped in 

the firm transportation capacity describe 1 in the voucher for the period described in 

AS 43.90.330.

See. 43.90.310. Royalty inducement. (a) Before the start of the first binding 

open season to be conducted by the licensee, the commissioner of natural resources 

shall adopt regulations that establish a method to determine the monthly value of the 

state's royalty share of gas production and establish terms under which the state will 

exercise its right to switch between taking its royalty in value or in kind for gas 

committed for firm transportation in the first binding open season of the project or 

shipped in the firm transportation capacity described in a voucher received by the gas 

producer under AS 43.90.330. The regulations must

(1) min’mize retroactive adjustments to the monthly value of the state's 

royalty share of gas prod, etion;

(2) provide a method ror establishing a fair market value for each 

component of the state's royalty gas that is based on pricing data from reliable and 

widely available industry trade publications and that uses appropriate adjustments to 

reflect

(A) deductions for actual and reasonable transportation costs 

for the state’s royalty gas, including i reasonable share of the costs associated 

with unused capacity commitments on gas pipelines from the North Slope to 

the first destination market with reasonable market liquidity:

(13) location differentials between the destination markets 

where North Slope gas could be sold;

(C) reasonable and actual costs for gas processing; in this 

subparagraph, "gas processing" means post-production treatment of gas to 

extract natural gas liquids; ami

(D) deductions permitted under the 1980 Royalty Settlement
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Agreement for Prudhoe Bay gas; and

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

switch between taking its royalty gas in value and in kind to ensure that the state's 

actions do not unreasonably

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

transportation costs with respect to the state's royalty gas;

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

marketing of its production.

(b) If  a lessee or other person qualified for resource inducement under 

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

elect

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

under (a) of this section for natural gas transported on a firm contract executed during 

the project's first binding open season or under the methodology set out in the existing 

leases from which the gas is produced, and

(A) upon the request of the lessee, the commissioner of natural 

resources shall contractually amend the existing lease to effect the election 

under this paragraph and incorporate as fixed contract terms the relevant 

regulatory provisions; and

(B) the election under this paragraph remains in effect until 

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

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

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

commissioner of natural resources shall contractually amend the lease to 

incorporate as fixed contract terms the relevant revised regulatory provisions;

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

terms by providing a mechanism that ensures that, when the state exercises its right to 

switch between taking its royalty in value or in kind for gas committed for firm 

transportation in the first binding open season of the project, the lessee or other person 

does not bear disproportionate transportation costs with respect to the state's royalty 

gas; and by modifying the required period of notice that the state must provide before
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