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

See. 43.90.320. Gas production tax exemption, (a) Ifa person qualified for
resource inducement under AS 43.90.300 agrees under (c) of this section, the person is
entitled to an annual exemption from the state’s gas production tax in an amount equal
to the difference between the amount of the person's gas production tax obligation
calculated under the gas production tax in effect during that tax year and the amount of
the person's gas production tax obligation calculated under the gas production tax in
effect at the start of the first binding open season held under this chapter. If the
difference is less than zero, the gas production tax exemption is zero.

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

(c) rite person claiming the exemption under this section shall agree that the
person, and the person's affiliates, successors, assigns, and agents, will not protest or
appeal a filing by the licensee to roll in mainline expansion costs up to the level that
the licensee is required lo propose and support under AS 43.90.130(7). The agreement
required under this subsection may not preclude the person, or the person's affiliates,
successors, assigns, and agents, from protesting a tiling to roll in mainline expansion
costs that the licensee is not required to propose and support under AS 13.90.130(7).

(d) for purposes of this section, Vasproduction tax” means the tax on gas m

AS 1155

See. 43.90.330. Inducement vouchers’, (a) A person that acquires firm
transportation capacity in tho first binding open season of the project, that does not

hold an oil and gas lease on the North Slope, and that is not an affiliate ofa person that
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holds an oil and gas lease on lho North Slope, may apply to the commissioners fora
voucher under this section. A voucher issued by the commissioners must describe the
firm transportation capacity in (he project to which lhe voucher is applicable.

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

obligation to sell gas lo the person transferring the voucher under a gas purchase

agreement.

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

inducements by operation of law.

(d) The person that receives a voucher under this section, and a gas
producer that receives resource inducements under a voucher, shall agree that the person
or mis producer, and their respective affiliates, successors, assigns or agents will not
protest or appeal a filing bv the licensee to roll in mainline expansion costs up to the level
th.it the licensee is retnnred to propose and support under AS 43.90.130(7). I he
agreement required under this subsection mas not preclude the person or nas producer or
their respective affiliates, successors, assigns or agents, from protesting a filing to roll in

mainline expansion costs that the licensee is not required lo propose and support,unt)or

AS 43.90.130(7},

Article 4. Miscellaneous Provisions.
See. 43.90.401). Alaska Gasline Inducement Act matching contribution
fund; disbursements; audits, (a) There is established in the general fund an Alaska
(iaslinc Inducement Act matching contribution fund. The fund consists o f money

appropriated to it by the legislature for disbursement to pay the slate's matching



contributions under AS 43.90.110. Money appropriated to the fund may be spent for the
purposes of the fund without further appropriation. Appropriations to the fund do not
lapse under AS 37.25.010, but remain in the fund for future disbursements. Nothing in
this subsection creates a dedicated fund.

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

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

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

Sec. 43.90.410. Regulations. The commissioners may jointly adopt or amend
regulations for the purpose of implementing the provisions of this chapter. 1lie
commissioner of revenue and the commissioner of natuna? resources may adopt or amend
regulations adopted under authority outside of this chapter as necessary to implement the
provisions of this chanter,,

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

See. 43.90.430. Interest. When a payment due to the state under this chapter
becomes delinquent, the payment bears interest at the rate applicable to a delinquent lax
under AS 43.05 335TmT

See. 43.90.440. Licensed project assurances, (a) lixccpt as otherwise

provided in this chapter, the slate grants a licensee assurances that the licensee has
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exclusive enjoyment of the inducements provided under this chapter before the
commencement of commercial operation” If, before lhe commencement
ofcommercial operation” the state extends to another person preferential
royally or tax treatment or grant of stale money for the purpose of facilitating the
construction ofa competing natural gas pipeline project in this state, and if the
licensee is in compliance with the requirements of the license and with the
requirements ofstate and federal statutes and regulations relevant to the project, the
licensee is entitled to payment from the state of an amount equal to three times the
total amount of the expenditures incurred and paid by the licensee that arc qualified
expenditures for the purposes of AS 43.90.110 that the licensee incurred in developing
the licensee's project before tiie date that the state first extended preferential treatment
to another person. The payment,under this subsection is subject lo
appropriation. Upon payment by the state of the amount owed under this section, the
licensee shall, at no additional cost to the state, assign to the state or the state's designee
all engineering designs, contracts, permits, and other data related to the project that,were
acquired by the licensee during the term of the license. The payment under diis
subsection is in full satisfaction ofall claims the licensee rnav bring in contract, tort or
other law, related lo the events that cave rise to the pavmen .

(b) In this section,

(1) "competing natural gas pipeline project' means a project designed
to accommodate throughput of more than 500,000,000 cubic feet a day of North Slope
gas to market;

(2) "preferential royalty or tax treatment" does not include

(A) the state's exercise of its right to resolve disputes involving
royalties and laxes;_yr

(B) the state's exercise of its right to modify royalties as
authorized by law in effect on the effective date of this section; ;iml
. (3) the review, processing and facilitation of permits, rights of ways and
authorizations pv state agencies in connection with a competing natural uas pipeline
project shall not create any obligation on the part of the state under this section.

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

review and comment,

(1) (lie transfer is approved in writing in advance by tiie
commissioners; and

(2) the transfer does not increase or diminish the obligations created by
the license or diminish the likelihood of success of the project or the net present value
of the license to the state.

(b) Notwithstanding tiie commissioners' approval ofa transfer ofall or part of
a license under (a) of this section, the transferor of the license remains subject to the
requirements of AS 43.90.220 regarding all state money received by the licensee
before the effective date of the transfer.

(c) A person may transfer that person's rights to the royalty inducement under
AS 43.90.310 and the gas production tax exemption under AS 43.90.320 only in
connection with a sale or merger that results in transfer of all the person's assets in the
Nortii Slope”~/ilonu with the person's firm transportation capacity contracts in the project.

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

a person receiving a voucher under AS 43.90.330 based on the person's acquisition of
firm transportation capacity in the first binding open season of the project may transfer
ihe voucher only if the transfer is in connection with the permanentassignment by the
pc-son of 100 percent of the firm transportation capacity acquired in the first binding
open ccason o fthe project.

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

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

Article 5. (icncral Provisions.



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

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

functional unit;

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

(3) “amended certificate” means a certificate of public convenience and necessity
issued bv the Federal Energy Reuulatory Commission under authority of the Alaska
Natural Gas Transportation Act of 1976 that is amended to comply with the terms of the

license.

(4) “applicant” means a person, or group of persons that files an application under
this chapter:

(5) "commencement of commercial operations” means the first flow of
gas in the project that generates revenue to the owners;

(6) "commissioners" means the commissioner of revenue and the
commissioner of natural resources, acting jointly;

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

(,5) "equity holder" means the

(A) stockholders ofa corporation;

(13) members ofa limited liability company;

(C) partners ofa partnership;

(D)joint venturers ofa joint venture;

(1:) members ofa governmental authority and similar persons;

or

(F) holders of any other entity or person;
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purpose of rendering Ihe izas acceptable Tor lender and acceptance into a gas pipeline
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(10) "governing body" means a corporation's board of directors, a
limited liability company’ managing members, a partnership's general partners, ajoint
venturer'sjoint venturers, a governmental authority's board or council members, and
similar entities;
(1 1) "lease” means an oil and gas, or gas, lease issued by this state;
(12) "lessee™ means a person that holds a working interest in an oil and
gas, or gas, lease issued by this state;
i i i i [ Deleted: Il
(13) "license" means a license issued under this chapter;
X i X i [*Deleted: 12
(14) "licensee"” means the holder ofa license issued under this chapter
and all affiliates, successors, assigns, and agents of the holder;
(13) “net present value” means the discounted value ofa future
stream of cash flow.
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(19) "project” means a natural gas pipeline project authorized under a
license issued under this chapter;
(20) "proprietary" means that the information is treated bv the
applicant as confidential and the public disclosure of that information would adversely
affect the competitive position of the applicant or materially diminish the commercial
value of the information lo the applicant
i L ; Deleted: IS
CU) "recourse rates” means cost-based rates with a minimum and
f Deleted: 0
maximum range that are approved by the Federal Energy Regulatory Commission, the
Regulatory Commission of Alaska, or the National Energy Board of Canada, as
appropriate, and set out in the pipeline's tariff; "recourse rates" includes only those
rates that the pipeline must make available lo all shippers;
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project as evidenced by entering into firm financial commitments of at least

S1,000,000,000 with third parties;
(23) “trade secret” has the meaning set forth in AS 45.50.940(3).

. . B i m("Deleted: 17
(24) "under common control with" has the meaning given "control" in
(Deleted: 2

this section;
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(2,5) "unit agreement" means an agreement executed by the working (D eloted::
interest owners and royalty owners creating the unit.

See. 43.90.990. Short title. This chapter may be cited as the Alaska Gasline
Inducement Act.
* Sec. 2. AS 36.30.850(b) isamended by adding a new paragraph to read:

(45) contracts for an arbitration panel to detcmiine whether a project is
uneconomic under AS 43.90.240, and contracts for the development of application
provisions for licensure and for the evaluation of those applications under AS 43.90.
* Sec. 3. AS 39.25.110 isamended by adding a new paragraph to rend:

(41) the Alaska Gasline Inducement Act coordinator appointed under
AS 43.90.250.

*See. 4. AS 40,25.120(a) isamended to read:
(a) Every person has a right to inspect a public record in the stale, including
public records in recorders' offices, except

(1) records of vital statistics and adoption proceedings, which shall be
treated in the manner required by AS 13.50;

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

(3) medical and related public health records;

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

(5) to the extent the records are requited to he kept confidential under
20 U.S.C. 1232gnnd the regulations adopted under 20 U.S.C. 12329 in order to secure

or retain federal assistance;

(6) records or information compiled for law enforcement purposes, but
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only to the extent that the production of the law enforcement records or information

(A) could reasonably be expected lo interfere with enforcement
proceedings;

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

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

(D) could reasonably be expected to disclose the identity ofa
confidential source;

(E) would disclose confidential techniques and procedures for
law enforcement investigations or prosecutions;

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

(G) could reasonably be expected to endanger the life or

physical safety of an individual,

(7 names, addresses, and other information identifying a person as a
participant in the Alaska Higher Education Savings Trust under AS 14.40.802 or the
advance college tuition savings program under AS 14.40.803 - 14.40.817;
(S) public records containing information that would disclose or might
lead lo the disclosure ofa component in lhe process used to execute or adopt an
electronic signature if the disclosure would or might cause the electronic signature to
cease being under the sole control of the person using it;
(9) reports submitted under AS 05.25.030 concerning certain
collisions, accidents, or other casualties involving boats;
(10) records or information pertaining to a plan, program, or
procedures for establishing, maintaining, or restoring security in the state, or to a
detailed description or evaluation of systems, facilities, or infrastructure in the state,
but only to the extent that the production of the records or information

(A) could reasonably be expected to interfere with the

implementation or enforcement of the security plan, program, or procedures;



(B) would disclose confidential guidelines for investigations or
enforcement and the disclosure could reasonably be expected to risk
circumvention of the law; or

(C) could reasonably be expected to endanger the life or
physical safety of an individual or to present a real and substantial risk to the
public health and welfare;

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

(12) records that arc

(A) proprietary, nrivilctied or a trade secret in accordance with

AS 43.90.150 or AS 43.40.220(d);
(B) applications that are received under AS 43.90 until

notice is published under AS 43.90.160.

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

FIRST REQUEST FOR APPLICATIONS FOR TIIE LICENSE. It is the intentof
the legislature that the first request for applications for the license by the commissioners

! Deleted: ai
under AS 43.90.120,. enacted in sec. 10of this Act, be issued within 90 days after the

effective date of this Act.

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

EXPEDITED CONSIDERATION OF COURT CASES, itis lhe intent of the
legislature that the courts of the state, when considering a case related lo the development
and construction ofa natural gas pipeline under this Act or to the commitment ofa
shipper lo acquire firm transportation capacity during the first binding open season for a
project developed under this Act, expedite the resolution of the ease by giving the ease

priority over all other civil cases to the extent permitted under the Alaska Rules of Court.



*Sec. 7. The uncodificd law of the State of Alaska is amended by adding a new section
to read:
SEVERABILITY. Under AS 01.10.030, if any provision of this Act, or the
application of it to any person or circumstance, is held invalid, the remainder of this Act
and the application to other persons or circumstances arc not affected.
Sec. 8. AS 38.05.020(b) is amended bv adding a new paraeraph to read:
(10) exercise the powers and do the acts necessary to carry out the provisions and
objectives of AS 43.90 that relate to this chapter:

Sec. 9. This Act takes effect immediately under AS 01.10.070(c).
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BP Testimony on AGIA (SB104)
Senate Finance Committee
April 28, 2007

e Mr. Chairman, members of the committee, fc. the record my name is Dave
Van Tuyl. 1 am the Gas Comnercialization Manager for BP Alaska. Thank

you for the opportunity to testify before you this morning.

* My testimony will start with a reminder of the opportunity and challenge
before us, and a brief discussion of the pi Dject economics and risk. Then ['ll
provide our specific concerns on AGIA, and end with a vision of a successful

outcome which | think we are all trying to achieve.

An Opportunity...and a Challenge

 BP wants and needs a gas pipeline. And we need that pipeline to be built
for a low capital cost and then operated cost efficiently. We believe that is
what is required to make the project happen and be successful. Low costs
are good for both BP and the State because it results in lower tariffs, higher

netbacks and more revenues for the State and BP.

» Also, a low cost project will provide incentive to explore for more gas to keep

the pipeline full into the future. That is also good for the State and for BP.

» The best way to ensure there is gas exploration in the future is to get a gas

pipeline built in the first place, and to get it built for a low cost.

* This is a hugely important project to BP, to Alaska and to the nation. It
represents the largest, known, undeveloped gas resource in the United
States, and in BP’s global portfolio. The gas project is important in its own
right - but it also extends the economic life of Alaska’s oil production for
decades. Extending oil production is good for the State, the nation and for

BP.
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* We share the governor’s and the legislature’s desire to get a successful

gas project moving.

» But the project remains commercially challenged. It requires massive capital
investment. It requires even larger financial commitments to get the

necessary financing to allow the project to advance.

» Ifitwas easy, it would be advancing today. But it's not easy. It's incredibly

challenging. The size of this project alone makes it incredibly challenging and

risky.

BP Disagrees with the Administration’s Economics
An important point | want to leave with you is that we fundamentally disagree with

the characterization of the Alaska Gas project economics as recently presented

by the Administration.

We have concerns over many different statements made by the Administration,

but I'll limit my comments to addressing three key concerns.

1. Underlying economic methodology - Decoupling the Upstream from the

Midstream
2. Nature of firm shipping commitments
3. The importance of long term cash flow in investment decision making

We are very concerned that the economic analysis presented by the

Administration to the legislature is very misleading.
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Economics

Without the commitment of capital to the pipeline or the huge financial
obligation required for Firm Transportation (FT) for the midstream facilities,
there is no way to realize value from the sale of gas. Thus, any analysis of

the project that excludes midstream capital and FT is incomplete.

And because these commitments are just that, legally binding commitments,
they need to be accounted for when evaluating project economics. These

commitments were ignored in the Administration’s analysis of the economics.

Because that method ignores the FT obligation, the resulting assertion that
our upstream economics are so robust is patently incorrect. In fact, the
upstream pays for the midstream. It does this through firm transportation

commitments. These commitments cannot be ignored.

The second point we want to emphasize is to ensure we have a common

understanding of the nature of these firm transportation commitments we've just

talked about.

Nature of Firm Transportation Commitments

* FT is a binding commitment made by a shipper to a pipeline company in
an open season to secure capacity on the pipeline for a specified duration

at a specified cost. We heard Fred Rich talk about this the other day.

* There are a few important facts to be clear on about FT

* FT is binding legal obligation. It becomes binding once the necessary

conditions are met, including the pipeline coming into operation.

* The Administration has claimed that the Producers say that FT is "exactly

like debt”, I'm not aware of any of us having said ‘hat in testimony. Long
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term commercial commitments like FT are often characterized as “debt-

like”, and must be reported to the SEC.

* The core issue is whether the FT commitments require the producers to

absorb the substantial majority of the risk associated with the project.

* FT is afinancial obligation, and it is certain that the lenders would have
recourse to the financial security provided by the producers’ FT, should

the pipeline company fail to meet its obligations.
» Therefore, FT cannot be ignored if a project is to beevaluated properly.

* And generic statements about treatment of long term commercial
commitments is dangerous. Commitments of the magnitude required to

underpin this project are massive in both the dollar amount and the likely

duration.

« These commitments will create their own weather in the financial markets

- they must be considered.

The third and final point | wanted to emphasize is that confidence in future
cash flows is very important in evaluating the commercial viability of any

investment decision. That is particularly true for a commitment as large as

the Alaska gas pipeline project.
Importance of Long Term Cash Flow

* The Administration suggested that cash flows beyond 10 years are

relatively unimportant in financial decision making on this project

 That's not true.
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e Cash flows further out in time tend to have less effect on NPV - this is true

o

o

But cash impact years into the future will indeed be real

In evaluating the economics of projects, we look at many different
measures. NPV, IRR and PI are just some of the measures which
are considered.

The ability of a project to generate long-term cash flow is also an
important consideration to investors,

It's important to bear in mind that we expect the FT commitments
we just talked about will be in effect well beyond 10 years,

So those making long terms commitments want to know that they’ll

be able to make good on them. Lenders will want to know this, too.

Getting this project right has enough challenges of its own, let alone when we

have such fundamental disagreement with how the project is characterized.

What Is So Important about FT?

 FT commitments, typically obligations to “ship or pay" made by the resource

owners or "shippers", are needed by the pipeline company to get financing

(o]

(0]

validating just how important they are, we’ve heard some very
simple and straightforward comments from pipeline companies who

have testified in the past couple of weeks

TransCanada has said "No customers, no credit, no pipeline” (and
in this context customers means shippers)

Enbridge put it even more simply by saying "No producers, no

pipeline"

» Those aren't "political" statements. They are statements about the simple

financial truths of gas pipeline projects

* FTis a binding FINANCIAL obligation. I've sometimes heard FT described as

"committing gas to a pipeline". [I've heard that quote from industry as well as
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others, so I'm not pointing any fingers here. But |just wanted to make it clear
that FT is an actual financial obligation
o Typically, FT is known as a “ship or pay" obligation
o That means that a shipper commits to pay the pipeline company for
use of its service whether or not the shipper actually delivers gas to
the line
o And it’'s also important to note that a company does not need to
have ANY gas resources to enter into a firm transportation
commitment. Any company who meets the creditworthiness
standards set by the pipeline company is free to bid for capacity.
Gas pipelines are "open access". Anyone is free to obtain capacity

if they make the requisite commitments.

The scale of these commitments is often oversimplified. It's not “just” the
capital cost of the project, if that weren'’t in itself a large enough commitment.
o the commitment is for what is known as the "demand charge" which
is the cost of service the pipeline will charge through time
o Capital is one major component
o But for illustration, I've provided some broad assumptions to put the
scale of these commitments in perspective.
m assuming a 4.5 bcfd project, at a unit cost of $3.50/mcf for
25 years results in a total FT commitment of $144 billion

m That's a huge sum, even for a company the size of BP

These long termcommitments are just that - commitments. Therefore, they
represent real risk. The risk can manifest itself in two key ways:
o the PRICE can drop such that the costs of these commitments isn't
covered; and
o the GAS SUPPLY may be insufficient to use the capacity that has

been committed over time.
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And the size of these commitments magnifies the risk. And that risk is borne

by those making the commitments,

Project Risk Resides with the Resource Owners

This next slide attempts to show how risk is ultimately allocated in a major

resource development project like the Alaska Gas Pipeline Project

I'm going to step through it one bit at a time.

First, we start with the Resource Owners - that's of course the State of
Alaska, and it includes the lessees, like BP, CP, EM. Chevron and others.

There are certain risks that are inherent to the resource itself.
o There is always price risk associated with selling a commodity like gas
m that's the risk that the price of gas will fall in the future,
possibly below the tariff

o There's also production risk
» Keeping the pipeline full for project life
» Being able to deliver the full volume every day
» These risks are important considerations when a resource

owner has to make the firm transportation commitments

necessary to underpin the project

Next, there's fiscal risk for a lessee; that's the risk that the fiscal terms on the
upstream business might change. On major infrastructure projects like this

around the world, it's not uncommon for host governments to address fiscal

risk with a mutually agreed framework

There are also a whole host of risks associated with constructing the pipeline

itself
Regulatory process could change  schedule risk
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o Material, labor and equipment costs  cost risk, which includes
project management and execution

o0 Need for finances from the capital markets  finance risk (Again,
Fred Rich talked at some length about this risk at his project

finance workshop earlier this week)

 What is critical to appreciate is that all these project-related risks that are
taken by the pipeline company are ultimately passed through to the resource
owners through the toll
o The Pipeline company receives a regulated rate of return
o Gets a reasonable return on investment commensurate with the
risks
o That's the pipeline’s reward
In exchange for this regulated rate of return, the regulators ensure
that the pipeline does not take on certain risks
o0 These instead are passed through to the resource owners,

provided that the pipeline owner delivers the project on time and

operated efficiently
That's how the risk / reward balance is struck by the pipeline

regulators

» So ultimately, virtually ALL RISKS are either borne directly by the resource

owners, or are passed through to the resource owners through the toll

* To ensure a low cost project, it's important that those that are bearing a risk

are able to manage that risk
o They are commercially motivated to manage that risk downwards

BP Messages on AGIA
* I'd like to turn to our specific comments on the current version of SB-104
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To put it clearly and succinctly, AGIA needs substantial modification to result

in a successful project. And I'll go into some detail as to the modifications we

See asS necessary.

As we’ve said in previous testimony, we agree with the Governor’s intent on
using AGIA to advance a successful project. But the current version of AGIA

won't get us there. ['ll explain why in a moment.

| want to be very clear with BP's evaluation of AGIA as it's currently drafted.
Simply put, BP won't be able to submit a bid that conforms to the

requirements of AGIA.

It's not easy for me to say that. BP really does want to be able to compete in
the AGIA process. BP wants to help deliver a successful Alaska gas pipeline

project. We think we can add significantly to the success of the project.

If AGIA is fixed, we intend to bid. We're happy to have our bid openly

evaluated along with others. But the current terms of AGIA won't allow that to

happen.

| also want to be very clear about the implications the current version of AGIA
holds for BP patrticipating in an open season. As currently drafted, it's difficult
to envision the circumstances that would allow BP to make a firm

transportation commitment to the licensed project under AGIA in an initial

open season.

And that's true even if a BP affiliate was the licensee.

That's because BP believes the terms of AGIA put unreasonable commercial

risk 011 initial shippers.
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0 AGIA removes negotiated rate protection (protections from potential
cost overruns, protections from subsidization of expansion
shippers, and the ability to gain long term certainty of future rates).

m There is language in the bill that now references negotiated

rates, but it doesn’t actually provide rate protection for initial

shippers
0 AGIA doesn'’t provide the fiscal certainty needed to justify the

massive, long term firm transportation commitments necessary for

a successful project.

I'm not trying to be dramatic, or issue any sort of a "threat”. I'm trying to be

very open, and transparent. We owe that to you because there is so much at

stake.

Next I'll explain what provisions prevent us from making a bid under AGIA as

it's currently drafted.

Key Concerns Preventing BP Bid Under AGIA

While we have several concerns with AGIA as drafted, we've tried to hone
this list only to the most significant concerns we have that would prevent us

from submitting a conforming bid.

I'm not planning to walk through each of these in detail, but I'll explain a few
of them to give you a sense of our concern. They are arranged in the order

they appear in the bill and not in any sort of ranking.
130(2)(B) / 210 - currently requires a "detailed" description of size and

offtake, and the way we understand section .210, we wouldn’t be able to

change our plan as better information becomes available

D
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130(2)(C-D) - We think it's impossible to "demonstrate” economic viability of

the project within the AGIA timeframe.

130(7) - We've already testified in some detail regarding our concerns with

this section.
0 these provisions are in conflict with FERC policy and the ANGPA

o itignores one key objective of FERC Order 2005 - rate
predictability for initial shippers!

130(13) - Implies a commitment to reserve capacity for in-state delivery

points, whether or not that service is committed in an open season

150(a) - requires release of the successful licensee’s proprietary information.

Key Concerns Preventing BP Bid Under AGIA (cont.)

200(a) - requires the licensee to accept a FERC certificate despite of

potential conditions FERC may impose.

200(b) - the licensee effectively turns over sanction authority to the State

230(a)(2) - This provision says that the licensee is in breach if there is a

substantial deviation from the terms set out in the application

240(c) - The way we understand this section, there is effectively no way to

prove the project uneconomic, therefore there is no "off-ramp"

310 - 320 - Finally, as we've consistently testified, the resource terms under

AGIA are inadequate.

How Can AGIA Help to Deliver a Successful Project?

1
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* For BP to be able to submit a bid under AGIA, a number of modifications

need to be made

The 10 areas of concern |just walked through need to be fixed

* As we've discussed in every testimony on AGIA we've offered, there are three

other key areas that need to be fixed

First, the State should provide its list of objectives that prospective applicants

must address
o BP, and other applicants, should be allowed to tell the State how

we would address the State’s objectives
o that's how the best solutions are developed - through creative

thought, not by presupposed outcomes

» Second, AGIA should remove elements of exclusivity.

o An amendment was made in a prior committee to try and address
this concern [in .100(b)], but even with this amendment, AGIA
creates exclusivity

o Exclusivity prevents competition in the marketplace,

0 The Federal model works well, and encourages open competition in

the marketplace. It works everywhere else in America. It will work

for Alaska as well.

» Third, fiscal terms have to get solved in a way that will encourage firm
transportation commitments from shippers
o we would like the opportunity to include fiscal terms in an bid under
AGIA that the State can consider (and reject if it likes)

o BP wants to be able to submit a bid under AGIA
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Finally, there are other edits, less fundamental than the ones Ijust mentioned

that we think also should be addressed.

BP’s Vision for Alaska

To close, I'd like to spend a moment to look into the future and consider again

the opportunities we have before us.

BP has a long history in Alaska. BP has been actively involved in the
exploration, development and production of Alaska's North Slope energy

resources for decades.

And we see the opportunity for a bright future ahead. In fact, we envision our

50-year future in Alaska. It's notjust a slogan.

I'd like to turn your attention to the graph at the bottom the slide, which shows
the possibility of the future that BP sees in Alaska, depicting BP's share of

production through time.

There are a few key points to draw from the graph.

The days of high plateau production are behind us.

We still have a significant level of production today, but that production will

continue to decline with time. That’'s what the dotted red line depicts.

That shows production declining at historic levels, which already would

require significant investment.

We can make up that decline in production with new investment that would

result in new production from heavy oil resources and from gas.

13
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m But it's not a given. It's a view of what's POSSIBLE.

* That future is only made possible with an Alaska gas pipeline project.

What A Successful Gasline Means
* Finally, it's worth a reminder of the importance of a successful project. And

I'd like to emphasize that what we need is a SUCCESSFUL gas pipeline, not
just ANY gasline.

* As we've said, this is a project of tremendous scope and scale and that's
what the picture reminds us of. Because of this it presents tremendous risk.
But if it's done right, it presents a wonderful opportunity for the State, Industry

and the people of Alaska.

* Because there is much at stake, we need to get it right.

* The project creates the opportunity for jobs for Alaskans, and if we deliver a

successful, low cost project, for revenues to the State and to Industry well into

the future.

» We can create a whole new industry of gas exploration with a successful, low
cost project. Gas exploration and expansion are only possible if the pipeline
gets built in the first place, and if it's built for a low capital and operating cost.
That will make it attractive for bringing new volumes into the project, which

benefits the State, gas explorers, and initial shippers as well.

* A successful gas pipeline project will provide the opportunity to bring a long

term gas supply source for use by Alaskans.
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And finally, gas sales will diversify Alaska’s economy for decades into the

future.

As | said, there’s a lot at stake, so we need to get it right.

BP wants to get it right. That's why we’ve tried to be very forthright and
specific with our comments. We owe that to you as you finish your

deliberations on AGIA.

Thank you for the opportunity to testify today. I'd be happy to answer any

guestions you might have.

15
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license;
(10) commit to propose and support rates for the proposed project and

for any North Slope gas treatment plant that the applicant may own, in whole or in
part, that arc based on a capital structure for rate-making that consists of not less than
70 percent debt;

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

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

gas in this state;
(13) commit to j
(A) offer fi, transportation service to delivery points in this
stale as part of the tariff regardless of whether any shippers bid successfully in
a binding open season for firm transportation service to delivery points in this
state, and commit to offer distance-sensitive rates to delivery points in this

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

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

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

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

proposed project;
(15) to the;extent permitted by law, commit to

(A) hiic qualified residents from throughout the state for
management, engineering, construction, operations, maintenance, and other

positions on the proposed project;

(i) contract with businesses located in the state;

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

<11 use. as far as is practicable, the job centers and associated
services operated by the Department of Labor and Workforce Development
and an Internet-based labor exchange system operated by the state;

(Ib) waive the right to appeal the rejection of the application as

CSSIt 104(1-IN) |
Ntiw Text UtiilrcliDUil [PKILErlio TKVT IWACKKTEDJ
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incomplete, the issuance of a license to another applicant, or the determination under
AS 43.90.180(b) that no application merits the issuance of a license;

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

agreement; in this paragraph, "project labor agreement™ means a comprehensive

collective bargaining agreement between the licensee or its agent and the appropriate
labor representatives to ensure expedited construction with labor stability for the

project by qualified residents of the stale;

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

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

participating with the applicant in the application and the project proposed oy the
applicant, and persons the applicant intends to involve in the construction and
operation of the proposed project; the description must include tb-’ urc of the
affiliation for each person, the commitments by the person lo the applicant, and other

information relevant to the commissioners' evaluation of the readiness and ability of
the applicant to complete the project presented in the application;
(20) demonstrate the readiness, financial resources, and technical

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

applicant's history of compliance with safety, health, and environmental requirements,
the ability to follow a detailed work plan and timeline, and the ability to operate within
an associated budget.

Sec. 43.90.140. Initial application review; additional information requests;
complete applications, (a) After the deadline established by the commissioners for
filing an application has passed, the commissioners shall open and review each
application to determine whether it is consistent with the terms of the request for

applications and meets lhe requirements of AS 43.90.130, The commissioners shall

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

AS 43.90.130.
(b) To evaluate whether an application should be rejected tinder (a) of this

section, the commissioners may request additional information relating to the

SSIt 104(FIN) o .10-
th'W Toxt Unei<>rlin* 1+ fPEEETEU TEXT URACKEVEI'l
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mnsert prior to jemT”™ lon-IW follow ng*

“in a sealed envelope and such envelope shall not be opened and the contents distributed
until the receipt by the presiding officers of each chamber of notice that the
commissioners have determined the applications arc complete under AS43.90.140 and
the presiding officer may open the envelop after signing a confidentiality agreement
under AS 43.90.160(c).
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WORK DRAFT WORK DRAFT 25-GS 1060\T

binding open season;
(©) a qualified expenditure is a cost that is incurred after t

license is issued under this chapter by the licensee or the licensee's designated
affiliate, and is directly and reasonably related to pursuing firm transportation
commitments in a binding open season, to securing financing for the project, or
to obtaining a certificate of public convenience and necessity from the Federal
Energy Regulatory Commission or the Regulatory Commission of Alaska, as
appropriate, or satisfying a requirement of an agency with jurisdiction over the
project; in this subparagraph, "qualified expenditures” docs not include
overhead costs, litigation costs, the cost of an asset or work product acquired or
developed by the licensee before the Mcense is issued, or civil or criminal

penalties or fines; and

(2) the benefit of an Alaska Gasline Inducement Act coordinator who
has the authority prescribed in AS 43.90.250.

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

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

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

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

this chapter.
See. 43.90.131). Application requirements. An application fora license must

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

must
(n be filed by the deadline established by the commissioners in the

request for applications; die npphuim I”™udH rie-with the uim nTtrrernrim the nunrbtr-of
bentrnm—icquncd—by—the
<d<2.l«cte.
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lime- thc copics-of the -application or arr amended-

—application are fried iviili the Commissioners, the applicant shall pi‘0Vidc~sfx eopica of

Utc-application or amended appliestiun lu'the presiding ol'fim uf cadi chain ber-ef-tbe-

Viiiicm lii o]

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

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

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

diameter, wall thickness, and transportation capacity, and which description shal

include

CSSIt KM(FIN)

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

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

(13; the location of receipt and delivery points and the size and

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

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

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

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

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

applicant plans lo offer;

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

and associated budget for developing and performing the proposed project,

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

implementing practices for controlling carbon emissions from natural gas

systems as established by the United Stales Environmental Protection Agency,

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

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

following:

()

if the proposed project involves a pipeline into or

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

necessary rights-of-way ami authorizations in Canada, a description uf

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

making, methodologies the applicant will propose to the regulatory

Now Texc Utuhilinr]
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‘commissioners; til the same time iho mopies-of' the -application or tin amended
maplication ate filcd-wHI) tin' commissiuiicis, (lieapplicant shaft ptovidc Six copies of
tho application or-amended application to tlic piCTidhTgrofftccr of cach-ehtimbcr of the
mtjg islaUiiCr T
(2) provide a thorough description of a proposed natural gas pipeline
project lor transporting natural gas from the North Slope to market, which description
may include multiple design proposals, including different design proposals for pipe
diameter, wall thickness, and transportation capacity, and which description shall
include

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

not he the route described in AS 3S.35.017(b);

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

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

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

following;

li) if the proposed project involves a pipeline into or
through Canada, a thorough description ol the applicant’s plan to obtain
necessary rights-of-wav and authorizations in Canada, a description of
the transportation services to he provided and a description of tale-

making methodologies the applicant will propose to the regulatory

_J-
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binding open season;

(©) a qualified expenditure is a cost that is incurred after ti

license is issued under this chapter by the licensee or the licensee's designated
affiliate, and is directly and reasonably related to pursuing firm transportation
commitments in a binding open season, to securing financing for the project, or
lo obtaining a certificate of public convenience and necessity from the Federal
Energy Regulatory Commission or the Regulatory Commission of Alaska, as
appropriate, or satisfying a requirement of an agency with jurisdiction over the
project; in this subparagraph, '"qualified expenditures” does not include
overhead costs, litigation costs, the cost of an asset or work product acquired or

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

penalties or fines; and

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

has the authority prescribed in AS 43.90.250.

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

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

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

this chapter.
(c) The provisions of AS 36,30 do not apply to requests for applications under

.n.s chapter.

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

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

must

(1) he filed by the deadline established hy the commissioners in the

request for applications; the applicant shall file with the commissioners the number ol

copies of the application, and any amended application, required by the

3- CSSIt KM(FIN)
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mean a certificate of public convenience and necessity issued by the Federal Energy
Regulatory Commission or the Regulatory Commission of Alaska, and a certificate of
public convenicnce(oj)nccessiiy issued by (he Federal Energy Regulatory Commission
under 15 U.S.C. 719 et seq. (Alaska Natural Gas Transportation Act of 1976) that is

amended to comply with (he terms of the license;

(5) "commencement of commercial operations”™ means the first flow of

gas in the project that generates revenue to the owners;

(6) "commissioners™ means the commissioner of revenue and the
commissioner of natural resources, acting jointly;

(7) ™"control" means the possession of ownership interest or authority
sufficient to, directly or indirectly, and whether acting alone or in conjunction with
others, direct or cause the direction of the management or policies of a company, and
is rebuttably presumed if the voting interest held is 10 percent or more;

(8) ™equity holder™ means the

(A) stockholders of a corporation;
(1) members ofa limited liability company;
(C) partners of a partnership;

(D) joint venturers of ajoint venture;

(E) members of a governmental authority and similar persons;

or
(F) holders of any other entity or person;

(9) ™"gas treatment plant” means a facility downstream of the point ol
production that conditions gas and removes nonhydrocarbon substances from the (as
for the purpose of rendering the gas acceptable for tender and acceptance into a gas
pipeline system.

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

(11) ™lease™ means an oil and gas, or gas, Lase issued by this state;

(12) "lessee™ means a person that holds a working interest in an oil and

CSSIt 1H)4(I'IN)
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gas, or gas. lease issued hy this state;

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

and all affiliates, successors, assigns, and agents of the holder;

(15) "net present value™ means the discounted value of a future stream

of cash flow;
(16) "North Slope™ means that part of the state that lies north of 68

degrees North latitude;
(17) ™open season'™ means the process that complies with 18 C.F.R.

Fart 157, Subpart 13 (Open Seasons for Alaska Natural Gas Transportation Projects) or

similar procedures for soliciting commitments for pipeline capacity under the

regulations, policies, rules or precedent of the Regulatory Commission of Alaska;
(1S) ™point of production™ has the meaning given in AS 43.55.900;
(19) "project” means a natural gas pipeline project authorized under a

license issued under this chapter;

(20) *proprietary,” when used to describe information, means that the
information is treated hy an applicant as confidential and the public disclosure of that
information would adversely affect the competitive position of the applicant or
materially diminish the commercial value of the information to (he applicant;

(21) “recourse rates™ means cost-based rates with a minimum and

maximum range that are approved hy the Federal Fnergy Regulatory Commission, the

Regulatory Commission of Alaska, or the National Fnergy Board of Canada, as

appropriate, and set out in the pipeline's tariff; "recourse rates” includes only those

rates that the pipeline must make available to all shippers;

(22) "sanction™ means to make financial commitments to go forward

with ihe project as evidenced by entering into financial commitments of at least

$1,000,000.000 with third parties;
(23) "Made secret™ has the meaning given in AS 45.50.940;
(24) ™under common control with' has the meaning given *control™ in

this section;
(25) Munit agreement”™ means an aguement executed by the working

CSSIt IIM(I'IN) .30.
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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 peop.c of the slate 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 lo 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

D subject to appropriation, stale matching contributions in the form of

reimbursements in a total amount not lo 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 oayment under this paragraph

shall be made according lo the following:

(A) on or before the close of the first binding open season, the
slate shall reimburse the licensee's qualified expenditures at the level specified
m the license; however, the stale’'s matching contribution may not exceed 50
percent ot the qualified expenditures incutred before the close of the first
binding open season;

(B) after the close of the first binding open season, the state
shall reiinhursc the licensee's qualified expenditures at the level specified in
the license; however, the slate’s matching contribution may not exceed 90

percent of the qualified expenditures incurred alter the close of the first

N-w Text UruUitlInml IDBLRVF.L' TFEXT DnACKIZTFI'l



10
11
12
13
14
15
16

17

19
20
21

22

23

25
26
27
28
29

30

25-GS 1060vW

binding open season;

(©) a qualified expenditure is a cost that is incurred after tl

license is issued under this chapter by the licensee or the licensee's designated
affiliate, and is directly and reasonably related to pursuing firm transportation
commitments in a binding open season, to securing financing for the project, or
to obtaining a certificate of public convenience and necessity from the Federal
Energy Regulatory Commission or the Regulatory Commission of Alaska, as
appropriate, or satisfying a requirement of an agency with jurisdiction over the
project; in this subparagraph, ™qualified expenditures” does not include
overhead costs, lobbying costs, litigation costs, the cost of .in asset or work
product acquired or developed by the licensee before the license is issued, or

civil or criminal penalties or fines; and

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

has the authority prescribed in AS 43.90.250.

-flroortdroalit

dtr\

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

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

qgualified expenditure for the purposes of fa) of this section.

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

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

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

this chapter.

Sec. 43.90.130. Application requirements. An application for a license must
he consistent with the terms of the request for applications under AS 43.90.120 and
must

(1) be tiled by the deadline establi lied by the commissioners in the
all -file...™

request for applications; ck lete-d "ihe.
(2) provide a thorough dosciiption of a proposed natural gas pipeline

3% CSSIt 104(1*1N>
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(11) describe the means for preventing and managing overruns in costs

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

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

(13) commit to

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

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

consistent with 18 C.F.R. 157.34(c)(S);

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

proposed project;
(15) to the maximum extent permitted by law, commit lo

(A) hire qualified residents from throughout
management, engineering, construction, operations, maintenance, and o;hcr

positions on the proposed project;
(13) contract with businesses located in the state;
(C) establish hiring facilities or use existing hiring facilities in
the state; and
(D) wuse, as far as is practicable, the job centers and associated
services operated by the Department of Labor and Workforce Development
and an Internet-based labor exchange system operated by the state;
(16) waive the right to appeal the rejection of the application as
incomplete, the issuance of a license to another applicant, or the determination under

AS 43.90.1S0(b) that no application merits the issuance ofa license;

(17) commit to negotiate, before constru:tion, a project labor
agreement; in this paragraph, "project labor agreement” means a comprehensive

collective bargaining agreement between the licensee or its agent and the appropriate

. CSSIt ItM(I'IN)
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confidential under AS 43.00.150, shall be disclosed lo 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 lo 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 stale

from the applicant's project proposal, the commissioners shall use an undiscountcd
value and, at a minimum, discount rates of two, five, six, and eigl 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 hack value of the gas determined by the destination market

value of the gas and estimated transportation and treatment costs;

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

overruns that would increase the tariff;

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

to which the design can accommodate low-cost expansion;

(5) the amount of the matching contribution by the state under
AS 43.90.110(a)(1)(A) and (B) proposed hv the applicant under AS 43.90.130(9);

(6) economic value resulting from payments required to he made to the
state under the terms of the proposal; and

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

evaluation of the net present value of the anticipated cash How to the state.

(¢) When evaluating the project's likelihood of success, the commissioners

iSB 104(FIN) , _ -12-
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AS 43.90.310 and lhe gas production tax exemption under AS 43.90.320 only in
connection with a sale or merger that results in transfer of all the person's assets in the

North Slope along with lhe person's firm transportation capacity contracts in the

project.

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

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

person of 100 percent of the firm transportation capacity acquired in the first binding

open season of the project.

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

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

Articles. General Provisions.

Sec. 43.90.900. Definitions. In this chapter, unless ihe context otherwise
requires,

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

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

means the person appointed under AS 43.90.250;

(3) Tapplicant™ means a person or group of persons that files an

application for a license;

(4) "certificate 0** niblic convenience and necessity" and "certificate"
mean a certificate of public convenience and necessity issued by the Federal Energy
Regulatory (‘ommission or the Regulatory Commission of Alaska, and an amendment

to a certificate of public convenience and necessity issued by the Federal Energy

5SB 104(1' IN) -28-
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Regulatory Commission under 15 U.S.C. 719 et seq. (Alaska Natural Gas

Transportation Act of 1976); d k M fcd " that IS ex*,plu
ui'fti 1IMe. U tstrp, o f -fa*. \\c.<m'=g- u

(5) "commencement of commercial operations” means the first flow of

gas in the project that generates revenue to the owners;

(6) "commissioners”™ means the commissioner of revenue and the
commissioner of natural resources, acting jointly;

(7) "control™ means the possession of ownership interest or authority
sufficient to, directly or indirectly, and whether acting alone or in conjunction with
others, direct or cause the direction of the management or policies of a company, and
is rebuttably presumed if the voting interest held is 10 percent or more;

(8) ™equity holder™ means the

(A) stockholders of a corporation;
(B) members of a limited liability company;
(C) partners of a partnership;

(D) joint venturers of ajoint venture;

(E) members of a governmental authority and similar persons;

or
00 holders of any other entity or person;

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

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

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

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

(13) "license™ means a license issued under this chapter;

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

*29- CSSB KM(KIN)
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CS FOR SENATE BILL NO. 104(FIN)
IN TUB LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FIFTH LEGISLATURE - FIRST SESSION
BY THE SENATE FINANCE COMMITTEE

Offered:
Referred:

Sponsors): SENATE RULES COMMITTEE BY REQUEST OF TIIE GOVERNOR

A BILL
FOR AN ACT ENTITLED
"An Act relating lo 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 matching contribution fund; providing

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

and providing for an effective date."

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

* Section 1. AS 43 is amended hy adding a new chapter to read:
Chapter 90. Alaska Gasline Inducement Act.
Article I. Inducement to Construction ofa Natural Gas Pipeline in this State.
Sec. 43.90.010. Purpose, fhe purpose of this chapter is to encourage

expedited construction ofa natural gas pipeline that

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

stale;

1- CSSB KM(FIN)
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(2) promotes exploration and development of oil and gas resources on

the North Slope in the stale;
(3) maximizes benefits lo 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 lo markets

in this state or elsewhere.

Article 2. Alaska Gasline Inducement Act License.
Sec. 43.90.100. Gas project, (@) 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.

See, 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 o

reimbursements in a total amount not to exceed $500,000,000, paid to the licensee
during the five-year period immediately following the dale the license is awarded; the
payment period may he 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 (Jiialified expenditures at the level specified
in ihe license; however, the state's matching contribution may 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 stale
shall reimburse the licensee's qualified expenditures at the level specified in
the license; however, the state's matching contribution may not exceed SO

percent of the qualified expenditures incurred after the close of the first
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binding open season;
(©) a qualified expenditure is a cost that is incurred after tl

license is issued under this chapter by the licensee or the licensee's designated
affiliate, and is directly and reasonably related to pursuing firm transportation
commitments in a binding open season, lo securing financing for the project, or
to obtaining a certificate of public convenience and necessity from the Federal
Energy Regulatory Commission or the Regulatory Commission of Alaska, as
appropriate, or satisfying a requirement of an agency with jurisdiction over the
project; in this subparagraph, "qualified expenditures™ does not include
overhead costs, litigation costs, the cost of an asset or work product acquired or

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

penalties or fines; and
(2) the benefit of an Alaska Gasline Inducement Act coordinator who

has the authority prescribed in AS 43.90.250.

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

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

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

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

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

Ik; consistent with lhe terms of the request for applications under AS ¢13.90.120 and

must
(n be filed by the deadline established by the commissioners in the

request for applications; the applicant shall tile with the commissioners the number of

copies of the application, and any amended application, required by the
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commissioners; at the same time the copies of the application or an amended
application are filed with the commissioners, the applicant shall provide six copies of

the application or amended application to the presiding officer of each chamber of the

legislature;

(2) provide a thorough description of a proposed natural gas pipelil
project for transporting natural gas from the North Slope to market, which description
may include multiple design proposals, including different design proposals for pipe

diameter, wall thickness, and transportation capacity, and which description shall

include
(A) the route proposed for the natural gas pipeline, which ma

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

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

(C) an analysis of the project's economic and technical
viability, including a description of all pipeline access and tariff terms the

applicant plans to offer;

(D) an economically and technically viable work plan, timeline,
and associated budget for developing and performing the proposed project,
including field work, environmental studies, design, and engineering,
implementing practices for controlling carbon emissions front natural gas
systems as established by the United Slates Imvironmental Protection Agency,
and complying with all applicable state, federal, and international regulatory

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

following:

Q)] if the proposed project involves a pipeline into or
through Canada, a thorough description of the applicant's plan to obtain
necessary rights-of-way and authorizations in Canada, a description of
the transportation services to be provided and a description of rate-

making methodologies the applicant will propose to the regulatory

SSIt KM(FIN) »4-

Ni)W Tfxe undredi/lifl fvruiTki: 77.v7 DKACKETIW]



WORK DRAFT WORK DRAFT 25-GS 1060\T

agencies, and an estimate of rates and charges for all services;
(i) if the proposed project involves mar
transportation of liquefied natural gas, a description of the marine
transportation services to be provided and a description of proposed
rate-making methodologies; an estimate of rates and charges for all
services by third parties; a detailed description 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 lo 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 Stales 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 latei than 36 months
alter the date the license is issued, a binding open season that is consistent with
the requirements of IS C.F.R. Fart 157, Subparl li (Open Seasons for Alaska

Natural Gas Transportation Projects) and 18 C.F.R. 157.30 - 157.39;

(B) apply for Federal Energy Regulatory Commission approval
to use the pre-filing procedures set out in 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
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(©) apply for a Federal Energy Regulatory Commissic

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) if the proposed project is within the jurisdiction of the Regulatory

Commission of Alaska, commit to

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

the requirements of AS 42.06; and

(B) apply 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;

(13) "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
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expansion cosls, including fuel costs, from all mainline system users through
rollcd-in rates as provided in (13) and (C) of this paragraph or through a
combination of incremental and rollcd-in rates as provided in (D) of this

paragraph;
) will propose and support the recovery of mainline capaci

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

rollcd-in rates; an applicant is obligated under this subparagraph only if the
rolled-in rates would increase the rates

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

than 15 percent above the initial maximum recourse rates for capacity

acquired before commercial operations commence; in this sub-

subparagraph. "initial maximum recourse rates” means the highest cost-

based rales for any specific transportation service set by the Federal

linergy Regulatory Commission, the Regulatory Commission of

Alaska, or the National linergy Hoard of Canada, as appropriate, when

the pipeline commences commercial operations;

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

(in) for capacity acquired in an expansion alter
commercial operations commence, to a level that is not more than 115
percent ol the volume-weighted average of all rates collected by the

project owner for pipeline capacity on the date commercial operations

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

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

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

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

applicant under (C) of this paragraph;
(S) slate how the applicant proposes to deal with a North Slope ga

treatment plant, regardless of whether that plant is part of the applicant’'s proposal, and,
lo the extent that the plant will be owned entirely or in part by the applicant, commit to
seek certificate authority from the Federal Energy Regulatory Commission if the
proposed project is engaged in interstate commerce, or from the Regulatory
Commission of Alaska if the project is not engaged in interstate commerce; for a
North Slope gas treatment plant that will be owned entirely Ol in part by the applicant,
for rate-making purposes, commit to value previously used assets that are part ol the
gas treatment plant at net book value; describe the gas treatment plant, including its
design, engineering, construction, ownership, and plan of operation; the identity of any
third party that will participate m the ownership or operation of the gas treatment
plant; and the means by which the applicant will work to minimize the effect ol the
costs ol the facility on Ihe larilf;

(I propose a percentage and total dollar amount for lhe state’s

matching contribution under A S-13.9(1.110(a)(1)(A) and (B) to be specified in the
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license;

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

(11) describe the means for preventing and managing overruns in costs

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

any overruns;

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

gas in this state;
(13) commit to

(A) offer firm transportation service to delivery points in this
state as part of the tariff regardless of whether any shippers bid successfully in
a binding open season for firm transportation service to delivery points in this

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

state consistent with 18 C.F.R. 157.3*I(c)(S); and

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

consistent with 18 C.F.R. 157.31(c)(8);

(1-1) commit to establish a local headquarters in this state for the

proposed project;
(15) to the extent permitted by law, commi: to

(A) hire qualified residents from throughout the state for
management, engineering, construction, operations, maintenance, and other

positions on the proposed project;

(B) contract with businesses located in the state;

((*) establish hiring facilities or use existing hiring facilities in
ihe state; and

(1)) wuse. as far as is practicable, the job centers and associated
services operated by the Department ol |abor and Workforce Development
and an Internet based labor exchange system operated by the stale;

(Ib) wane the right to appeal the rejection of lhe application as
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incomplete, the issuance of a license to another applicant, or the determination under

AS 43.90. ISO(b) that no application merits the issuance ofa license;

(17) commit to negotiate, before construction, a project labc

agreement; in this paragraph, "'project labor agreement” means a comprehensive

collective bargaining agreement between the licensee Ol its agent and the appropriate

labor representatives to ensure expedited construction with labor stability for the

project by qualified residents of the state;
(15) commit that the state matching contribution received by a licensee

may not be included in the applicant’s rate base, and shall be used as a credit against
licensee's cost of service;

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

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

sec. 4390.140. initial application review; additional information requests;
complete applications, (a) After the deadline established by the commissioners lor
filing an application has passed, the commissioners shall open and review each
application to determine whether it is consistent with the terms ol the request for
applications and meets the roquiieincnts of AS 43.90.130. The commissioners shall

incomplete an application that does not meet the rcquirem®nts of

reject as
AS 43.90.150.
(h) To evaluate whether an application should be rejected under (a) of this
section, the commissioners may request additional information relating to the
SSIt HM(I'IN) -1t).
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application.
(c) 1, within the lime specified hy the commissioners, the applicant fails to

provide lhe additional information requested under (b) of this section, or submits
additional information that is not responsive, the application shall be rejected.

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

make a determination that the application, including any requested additional

information, is complete.
(c) Except as provided under AS 43.90.150, and after determining

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

the legislature.

Sec. 43.90.150. Proprietary information and trade secrets, fa) 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 nut
subject to public disclosure undet AS 40.25. After a license is awarded, all
information submitted by the licensee, retained under this chapter, and not determined
by the eommi is to be a proprietary or trade secret, shall be made public.

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

which

by the

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

disclosure under AS 40 25 until the commissioners publish notice under this section.
However, information that the commissioners have determined is proprietary or a
trade secret under AS 43.90.150 may not be made public even alter the notice is

published under (a) of this section, except as otherwise provided in AS 43,90.150. If

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

AS 43.90.150, the applicant shall provide a summary of ihe confidential information
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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 applications are complete

under AS 43.90.140, information provided by an applicant to the commissioners under
this chapter, including information determined by the commissioners to be
confidential under AS 43.90.150, shall be disclosed to the legislative auditor, the fiscal
analyst who serves as head of the legislative finance division, members ot 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 lo be complete under AS 43.90.140,

consider public comments received under AS 43.90.160(a), ard 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 hy 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 stale

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

value and. al a minimum, discount rates of two, five, six, and eight percent, and

consider
(1) how quickly the applicant proposes lo 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

lo which the design can accommodate low-cost expansion;

(5) the amount of the matching contribution by the state under

AS 43.90.110(a)(1)(A) and (U) proposed by the applicant under AS 43.90.130(9); and
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(6) other factors foui.d by the commissioners to be relevant to tt

evaluation of the net present value of the anticipated cash flow to the state.
(c) When evaluating the project's likelihood of success, the commissioners
shall consider
(1) the reasonableness, specificity, and feasibility of the applicant's

work plan, timeline, and budget required to be submitted under AS43.90.13C

including the applicant's plan lo manage cost overruns, insulate shippers from tin
effect of cost overruns, and encourage shippers to participate in the first binding opci
season;

(2) Ihe financial resources of the applicant;

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

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

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

ability to obtain the necessary equipment;
(5) the applicant's record of
(A) performance on projects not licensed under this chapter;
(li) integrity and good business ethics; and
(6) other evidence and factors found by the commissioners to be
relevant to the evaluation of the project's likelihood of success.
See. 43.91). 180. Notice I the legislature of intent to issue license; denial of

license, (a) If, after consideration of public comments received under AS 43.90.100(a)

and evaluation of complete applications under AS 43.90.170, the commissioners

determine that an application proposes a project that will sufficiently maximize the
benefits to the people of this slate and merits issuance ol a license under this chapter,
the commissioners shall

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

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

written findings addressing the basis for the determination; and
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(3) foiward the notice under (2) of this subsection, along with the

findings, supporting documentation, and determination under (1) of this subsection, to
the presiding officer of each house of the legislature for action as provided in
AS 43.90.190.

(b) If, after evaluation of complete applications under AS 43.90.170, the
commissioners determine that no application sufficiently maximizes the benefits lo 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 ol each house ol the
legislature shall introduce a bill in the committee's respective chamber that provides
for the approval of the license proposed to be issued by the commissioners.

(b) If a bill approving the issuance of the license passes the legislature within
60 days alter 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
introduced under (a) of this section that is not passed or not withdrawn, defeated,
vetoed, or indefinitely postponed shall be carried over to any subsecjuent 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 be 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 lo approve; and
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(2) may request new applications for a license under AS 43.90.120.

Sec. 43.90.200. Certification by regulatory authority and project sanction.
(@) A licensee that is awarded a certificate of public convenience and necessity from a
regulatory agency with jurisdiction over lhe project shall accept the certificate on or
before the date the order granting the certificate is no longer subject to judicial review.

(b) If the licensee has credit support sufficient to finance construction of the
project through ownership of rights to produce and market gas resources, firm
transportation commitments, or government financing, the licensee shall sanction the
project within one year after the effective date of the certificate of public convenience
and necessity issued by the regulatory agency with jurisdiction over the project.

(c) If the licensee does not have credit support sufficient to finance
construction of the project through ownership of rights to produce and market gas

resources, firm transportation commitments, or government financing, the licensee

shall sanction the project before the later of

(1) two years after the effective date of the certificate of public
convenience and necessity issued by the regulatory agency with jurisdiction over the

project; or
(2) live years after the close of the first binding open season of the

project.

(d) If the licensee fails to sanction the project as required under this section,
the licensee shall, upon request by the state,
(1) seek approval from the Federal Energy Regulatory Commission or

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

certificate lo lhe state or the state's designee; and
(2) assign to the state or the state's designee all engineering designs,
contracts, permits, and other data related to the project that are acquired by the
licensee during the term of the license before the date of the abandonment or transfer.
(e) The transfer and assignments under (d) ol this section as a result of failure
to comply with (a) or (b) of this section are al no cost to the state or the state's
designee. A transfer under (e) of this section shall be subject to the slate's payment to

the licensee of the net amount of expenditures incurred and paid by the licensee that
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are qualified expenditures for the purposes of AS 43.90.110.

(0 In this section, "effective date of the certificate of public convenience anc
necessity' means the earlier 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
lo 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 : 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 tiie requirements of AS 43.90.130 and, except for tin 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 lhe payment or cost of purchased items and services, the names and
addresses of the sellers and service providers, and the elates 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) ‘'fhe 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) Alter a license has been issued and until commencement of commercial

operations of a natural gas pipeline, the licensee shall allow the commissioners to
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(1) have a representative present at all meetings of the licensee's
governing body or bodies and equity holders that relate to the project;

(2) receive all relevant notices when and as issued and information
when and as sent to the governing body or bodies and equity holders;

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

governing body members and equity owners receive; and

(4) receive relevant reports or information from the licensee that the
commissioners reasonably request.

(c) All proprietary information, privileged information, and trade secrets
received by the commissioners or their representative under (d) of this section are not
subject to public disclosure under AS 40.25.

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

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

(1) requested and received money from the state under this chapter for
an expenditure that is not a qualified expenditure under AS 43.90.110;
(2) except as required to conform with a requirement of a regulatory

agency with jurisdiction over the project, substantially departed from the

specifications set out in the application without state approval of a project plan
amendment or modification under AS 43.90.210;

(3) violated any provision of this chapter or any other provision of
state or fedi "a law material to the license;

(4) failed to accept a certificate as required under AS ¢13.90.200(a) or

failed to sanction the project as required under AS 43.90.200(b); or
(5) otherwise violated a material term of the license.
(b) The commissioners shall provide written notice to the licensee identifying
a license violation. The commissioners and the licensee have 90 days after the date the

notice is issued to resolve the violation informally.

(c) The commissioners may suspend disbursement of slate matching
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contributions to the licensee beginning on the date that the notice of violation issued
under (b) of luis section is sent to the licensee. The commissioners may resume
disbursement on ".he dale that the commissioners determine that the violation is cured.
(d) If the commissioners and the licensee are unable to resolve the violation
within the period described in (b) of this section, the commissioners shall notify the
licensee that the violation has not been cured and provide the licensee with an
opportunity to be heard. If, after notice and hearing, the commissioners determine that
the violation has not been cured, the commissioners shall issue a written decision that
is a final administrative action for purposes of appeal to the superior court in the state.
(e) If the determination issued under (d) of this section finds an unresolved
violation, the commissioners may impose one or more of the following remedies:
(1) discontinuation of state matching contributions under this chapter;
(2) recoupment of state money that Ihe licensee has received under this

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

committed that money;

(3) license revocation;

(4) assignment to the state or the state's designee of all engineering
designs, contracts, permits, and other data related to the project that are acquired by
the licensee during the term of the license; and

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

Sec. 43.90.240. Abandonment of project, (a) If the commissioners and the
licensee agree that the project is uneconomic, the project shall be abandoned, the
inducement provided for in AS 43.90.110 terminated, and, except for requirements
imposed on the licensee under (c) of this section and AS 43.90.220, the state and the
licensee no longer have an obligation under this chapter with respect to the license.

(b) If the commissioners and the licensee do not agree that the project is
uneconomic, the disagreement shall be settled by arbitration administered by the
American Arbitration Association under the substantive and procedural laws of this
state, and judgment on the award rendered by the arbitrators may be entered in
In the event of arbitration, each party shall select an

superior court in the stale.

arbitrator from the American Arbitration Association's National Roster, and the two
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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. Jf

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 (c) 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 lo finance
construction of the project through firm transportation commitments, government
assistance, or other external sources of financing; and

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

(d) If the state makes a payment to the licensee under AS 43.90.440, the
license is considered abandoned, and the state and the licensee no longer have any

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

comply with the
(1) requirements imposed on the licensee under AS 43.90._20

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

abandoned; and

(2) requirements of AS 43.90.440.
(c) If the commissioners and the licensee agree that the project is uneconomic
oi an arbitration panel makes a final determination that the project is uneconomic, the

licensee shall, upon die state's request, transfer to the state or the state's designee all
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engineering designs, contracts, permits, and other data related lo tiie project that are
acquired by the licensee during the term of the license upon reimbursement by the
state of the net amount of expenditures incurred and paid by tiie licensee that are
qgualified 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 lhe project shall lie 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 stale agency may not
include in any project certificate, right-of-way, permit, or other authorization issued lo
the licensee a term or condition that is not required by law if the coordinator
determines that the term or condition would prevent or impair in any significant
respect the expeditious construction and operation or expansion of the project.

(c) 1Jnlcss 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. Qunlilicntion 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 lo

receive the resource inducement set out in AS 43.90.310 and 43.90.320 eor 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 described in the voucher for the period described in
AS 43.90.330.

Sec. 43.90.310. Royalty inducement, (a) Before the start of the first binding
open season to be conducted by the licensee, the commissioner of natural resources
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) minimize retroactive adjustments to the monthly value of the state’s
royalty share of gas production;

(2) provide a method for establishing a fair market value for each
component 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 leasonable transportation coMs

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

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

(C) reasonable and actual costs for gas processing; in this

subparagraph, ''gas processing” means post-production treatment of gas to

extract natural gas liquids; and

(D) deduc'ions permitted under the 1980 Royally Settlement
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Agreement for Prudhoe Bay gas; and

(3) establish terms under which the state will exercise its authority t
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 lo bear disproportionate

transportation costs with respect to the state's royalty gas;

(B) interfere with the icssce'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 43.90.301) 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 stale’'s royally

gas; and by modifying the required period of notice that the state must provide before
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exercising the state's right to switch between taking its royalty in value or in kind for
gas committed for firm transportation in the first binding open season of the project.

(c) To claim the inducement under (b) of this section, a lessee or other person
qualified under AS 43.90.300 shall agree, on an application form provided by the
Department of Natural Resources, that the lessee or other person, and the lessee's or
other person’s affiliates, successors, assigns, and agents will not protest or appeal a
filing by the licensee to roll in expansion costs of the mainline up to a level that is
required in AS 43.90.130(7) if the Federal Energy Regulatory Commission does not
have a rebuttable presumption in effect that rollcd-in treatment applies to the cost of
the expansion of the project. The agreement not to protest may not preclude the lessee
or other person, or the lessee's or other person's affiliates, successors, assigns, and
agents from protesting a filing to roll in mainline expansion costs that licensee is not
required to propose and support under AS 43.90.130(7).

(d) The commissioner of natural resources shall provide for review of the

regulations adopted under (a) of this section at least every two years after the

commencement of commercial operations to determine whether the regulations

continue to meet the requirements ol' (a) of this section under current conditions, and
shall amend the regulations when the requirements arc not being met.

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

see. 43.90.320. (’as production tax exemption, (a) If a person qualified for
resource inducement under AS 43.90.300 agrees under (e) of this section, the person is
entitled to an annual exemption from the state's gas production tax in an amount equal
to the difference between the amount of the person's gas production tax obligation
calculated under the gas production tax in effect during that tax year and the amount of
the person's gas production tax obligation calculated under the gas production tax in
If the

effect at the start of the first binding open season held under this chapter.

difference is less than zero, the gas production tax exemption is zero.

(b) The exemption under this section may he applied within 10 years
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