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frankly, we would strongly urge the Council to delay the creation of any special 
subsistence regulations until Congress and the Slate have crafted a long term and 
permanent solution lo the existing crisis. We are convinced that the adoption of any of 
tho proposed options is only going to contribute to a further erosion of the state’s 
fisheries management jurisdictions.

MM/GP:rjs

cc: The Honorable Senator Ted Stevens
Tho Honorable Senator Frank Murkowski 
The Honorable Representative Don Young 
The Honorable Governor Tony Knowles

Mike Miller
President of the Senate

Sincerely,

Speaker of the Houso



MEMO

To: Senate/House Leadership

Fr: Ron Somerville

Re: NPFMC Subsistence Halibut Proposals

The attached material includes a North Pacific Fisheries Management Council set of 
regulatory options for implementing a subsistence halibut fishery in Alaska and the 
Halibut Subsistence Committee's report to the Council.

The reason for bringing this to the attention of the leadership is to advise you of the 
expanding subsistence conflicts, despite the fact that Title VIII of ANILCA does not 
extend to federal waters beyond the state's territorial sea. In addition, this proposal will 
inevitably set in motion new procedures for creating new subsistence allocations and 
potentially the commercial sale of subsistence caught resources within the EEZ.

If the leadership wishes to express a position on this issue to the NPFMC, it needs to 
do that before the April meeting.

Dt: 3/13/97

P ro b lem s :

1. There is questionable authority for the NPFMC to adopt a racially defined 
regulatory allocation system.

2. ANILCA subsistence provisions do not extend to federal waters in the EEZ.

3. It is questionable that the adoption of a halibut subsistence regime by the 
NPFMC will end the subsistence debate. Conceptually, this system will expand 
to cover all qualified subsistence users and subsistence resources.

4. Some of the data used to justify and identify this fishery are flawed and 
discriminate against the majority of Alaskans.

5. This creates the potential for the establishment of a commercial market of 
subsistence caught resources similar to that created in ANILCA.

6. If the Council can adopt this system for halibut, it only seems logical that similar 
systems can be created for tanner crab, king crab, groundfish and possibly some 
salmon.

7. At present, the state assists in the enforcement of halibut regulations through the 
state courts as the Board of Fisheries adopts the halibut regulations by



reference. The State Constitution, however, does not allow discrimination based 
on race, as is being proposed by the Council. This will create serious 
enforcement problems throughout the state coastal areas as NMFS enforcement 
abilities are severely limited.

8. The problems which led to these regulatory problems can more easily and less 
contentiously be handled by modifying existing regulations (i.e. retention of 
undersized commercially caught halibut for personal consumption and regulatory 
changes for specific areas allowing special seasons for specialized methods ar ' 
means of harvesting for personal consumption).

O p t io n s :

1. Do nothing.

2. Support all or portions of the proposed subsistence proposal.

3. Oppose the creation of any subsistence halibut system based on race or 
residency.

4. Request that the NPFMC delay any creation of a new subsistence fishery until 
some resolution is reached on the conflicts between the federal government and 
the state over continued state management and potential changes to ANILCA.

5. Provide testimony for the April meeting of the NPFMC suggesting that the 
Council pursue regulatory changes which provide additional opportunities for 
harvesting and retaining halibut for personal consumption.
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H alibut Subsistence

As a result of increased EFQ and CDQ enforcement efforts in coastal communities. Native Alaskans requested 
thar the Council take action to allow for the legal harvest of halibut for subsistence. In December 1996, the 

Council appointed a Halibut Subsistence Committee to provide recommendations to the Council. In February 
1997, the Council received the report of the committee and initiated a regulatory amendment that would include 
the following management options for analysis. Revised regulations Likeiy would be implemented in 1998.

OPTION I. Define subsistence.

Halibut subsistence regulations are needed to allow the continued practice of long-term customary and traditional 
practices of fishing halibut for food for families in a non-commercial manner for non-economic consumption. 
Subsistence is defined as ‘non-commercial fishing for food.’

OPTION 2. Define eligibility for halibut subsistence:

Suboption A. Members of Alaska Native Federally-recognized Tnbes with
customary and tradinonal use of halibut. (Subsistence Committee 
definition)

Suboption B. Alaska rural residents as defined in .-Ĉ TLCA and identified in the
table entitled 'Alaska Rural Places and Native Groups with 
Subsistence Halibut Uses,’ and will also include other communities 
for which customary and traditional findings arc developed in the 
future. (ANILCA definition)

Suboption C. Tribal members and non-Native permanent residents of Native
villages who have legitimate subsistence needs. (Migratory Bird 
Treaty Act definition)

OPTION 3. Define legal gear.

Legal halibut subsistence gear is defined as (1) hook-and-line gear (including set and hand-held gear) with 
a range of 10 hooks, 30 hooks, and 60 hooks and (2) rcd-aDd-reel gear. An individual would be limited 
to one skate of gear up to 1.800 ft long (not including the buoy line), with hooks set 18-20 ft apart, with 

narked buova legibly

Subopticn. Allow Tribal governments to contract with NMFS to register 
designated fishermen to fish for the community using:
A. 1-3  skates of gear, up to 60 hooks each 
6  any jear type

OPTION 4. Define ircnoum sice

Subopticn A. No minimum size be trapesed for subsistence harvests of halibut.
S j ’ccpr.cn B. Revise the commercial halibut minimum size regulations to allow the

retention of halibut under 32 inches caught with authorized 
commercial halibut zear in Area 4E for subsistence use.

OPTION 5. Allow rhe customary and traditional trade of subsistence halibut

Suboption A. .Allow the customary and traditional trade of subsistence caught halibut

Fcb r.n r. IS . ;9 9 " NEWSLTR «1



Suboption B. .Allow the barter of subsistence caught halibut, limited to an annual 
amount: U) S200; (2) S400. or (3) $600

Allow low monetary, noo-commerciaJ sale of halibut to legalize current practice of compensating 
subsistence fishermen for fuel or other fishing expenses m exchange for fish. The analysis would define 
‘barter.’ 'aon-commenciai.' 'low monetary value,’ and ‘customary trade’ and analyze the enforcement and 
momtonng costs of allowing barter.

OPTION 6. Sale of subsistence halibut.

Suboption A. Allow the commercial sale of subsistence-caught halibut.
Subopdon B. Prohibit the commercial sale of subsistence-caught halibut.

OPTION 7. Collect subsistence harvest estimates through cooperative agreements with TnbaJ. State,
and Federal governments.

Staff contact is Jane DiCosimo.

Halibu t Charter Boat Management

The Council reviewed a draft analysis of management alternatives for the guided halibut sport fishery (charter 
boats, lodges, and outfitters) prepared by Council staff and the University of Alaska’s Institute for Social 
and Economic Research (ISER). After reviewing the draft analysis, and hearing testimony from charter boat 

representatives and other industry members, the Council directed staff to conduct further analysis and bring the 
document back for review at the April meeting in Anchorage. A final decision has been postponed until the June 
muring in Kodiak. The primary alternatives being considered by the Council remain: ( I) status quo - no action; 
•’2) implementation of a system of recordkeeping and reporting for the charter fleet; (ii) a moratorium on further 
entry into the charter fishery; (4' a cap on the amount of halibut aliccaced to the guided sport fishery, either state­
wide or by more specific management areas (an explicit percentage allocation of the quota between guided sport 
and commercial halibut fisheries, with the option for IFQ purchase by the charm vessels in the event of a fishery 
closure); and, (5) any combination of the alternatives listed above.

Between now and April, further analysis of these alternatives will be performed, with attention co the following 
items identified by the Council:

1. Evaluation of the changes in non-guided catches crhaiibut and ±e potential impacts of guided 
and commercial catches on non-guided anglers as identified in the problem statement.

2. Additional model runs (allocation projections) based on a long-term average halibut 
biomass- quota projection - this will be determined in consultation with IPHC staff.

3. A review of receauonal fisheries managed under a cap and the experience of those fisheries 
with measures designed :o exteud seasons.

4. Inclusion of economic multipliers (input/output model) to evaluate the economic impact of 
commercial fishing beyond exvessel price to the er.d-user !e\ ei.

5. Expansion of the discussion (as much as possible; of how the alternatives relate to E> xutive 
Order 12962 “Recreational Fisheries Considerations.”
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North Pacific Fishery Management Council

P le a s e , n o te  o u r  N E W  h o m e  p a g e  a d d re s s !

NPFMC — h ttp :/ /w w w .fa k r .n o a a .g o v /n p fm a n p fm c .h t i

F ebruary  Council Meeting in Anchorage - 126th Plenary Session

The Councii's February meeting was lacked off by a joint meeting on February 4 with the Alaska Board of 
Fisheries. The Board and Council met to discuss groundfish and crab management issues in the waters off 
.Alaska. Details of this and ether issues are provided below.

Council and Board fnk Protocol

The Council and the .Alaska Board of Fisheries ha\e been seeking ways to keep each other informed on cross- 

jurisdicccnai ’ssues m at impact tisher.es in State and Federal waters In December, after a conference coil 

concerning the Board's latest actions tc initiate : Stats waters Pacific ccd fishery m  the Gulf of Alaska, both 

bodies decided it was orae to establish a joint commir.ee to de\eicp a protocol for future interactions. The joint 

com m u tes met m  January and ±en presented their recommended protocol to both bodies. The Board approved 

it at their late January meeting, an-1 the Council approved the protocol at their meeting last week, after discussions 
with the Board on Tuesday, February 4.

IN THIS NEWSLETTER
T h e  protocol ce\ers all Csher.es where there are

rrc«s-'urisdict!cr.al concerns. T he Bears and t ^ b ru a r y  c o u n c i l  m eetin g  1
Council will meet annually in Anchcrace ir. February c o u N C U B O F m  p r o t o c o l   f

, , NEW AP APPOINTMENT.............................2
tc cav er ail issues o f  m utual interest, m me s s c  £L£Cts o f f ic e r s .................................................. 2
meantime, a joint committee composes ol three 2

m e m b e r s  from each body will meec m e r e  often. h a l ib u t  is s u e s .......................  3
perhaps quarterly if necessary, to w o r k  through h a lib u t  c a t c h  s h a r in g  p la n .  3
issues of mutual concern and keep each ocher posted sea bir d  a v o id a n c e .............  .. .3

on m a n a g e m e n t  initiatives by m e  other They will h alib u t  s u b s is t e n c e......................a

also sift through management proposals tc determine h a u b u t  c h a r t e r s c a t  m a n a g e m e n t................ s

wh ich mishc be of interest to the other bod v  7ne fe e  sy s te m s  f o r  i f o jc d q  p ro g r a m s  . . . .
- , , ' LICENSE UMITATICNICDQ PROGRAM ................o

intent ot the pro::, .s to prow c e  long-term £SS£N71ALf* H h a m a t ......................... 7
cooperative, ccmpatiole management systems tr.ac d o c u m e n t s  a v a il a b le .......................... /

maintain the sustamab'iity of ±e fisheries resources u p c o m in g  m e e t i n g s ........................  7
m  State ar.d Federal waters. .A copy of the protocol te n ta tiv e  m e e t in g  s c h e d u l e ......................a
is available at the Council office, f c u r -m e e t in g  o l r ic c k  ............  lA tia c tim o n tt)

http://www.fakr.noaa.gov/npfmanpfmc.hti


Suppleme:

REPORT
HALIBUT SUBSISTENCE COMMITTEE 

January 22, 1997

The Halibut Subsistence Committee met m .Anchorage on January 22, 1997 to provide to the Council their 
recommendations for developing halibut subsistence regulations. Committee members Robin Samuelsen 
(Chairman;, Harold Martin. Matt Kookesh. Robert Sundown, Flore Lekanoff. Jack Longan for Theodore 
Borbndge. Jude Henzlcr, and David Bill were in attendance The meeting agenda and documents distributed at 
the meeting are attached to this report. The Council. 1PHC. NO.A.A GC. NMFS. NMFS Enforcement. ADF&G. 
and Alaska Department of Law provided stalT support.

Jane DiCosirao. Council staff, provided background as to the purpose and goal of the meeting. She related the 
findings of agency staff at their November 1^% meeting. At ‘he December 1996 Council meeting, the Council 
indicated its intention to develop regulations to provide for halibut subsistence harvests during 1997 for effect 
in 1998.

Bob Wolfe, ADF&G Subsistence Division staff distributed tables and figures of noncommercial halibut harvests 
by community and Native Group with subsistence halibut uses The committee adopted the table of rural 
communities with customary and traditional use :f halibut and associated .Alaska Native group as developed by 
the .Alaska Board of Fisheries for idenofyine ehgibie participants for halibut subsistence harvests Those Nativ e 
groups not on the approved list could peuuon for subsistence privileges.

Dr Don McCaughran, IPHC staff, discussed a possible revision of the Halibut Convention to separate 
subsistence from sportfish regulations. He reported that discussions to renegotiate the treaty for other reasons 
were currently underway At present, the treaty language does not specifically address subsistence harvests and 
subsistence users are restricted to sportfish limits of two fish per person per day and rod and reel gear with a limit 
of two hooks per reel. He also explained that the 32 inch minimum commercial size was imposed by the IPHC 
to maximize yield in weight and was not imposed for persona! use since yield for that sector is maximized 
r.urr.cers The committee recommended that the North Pacific Council encourage the State Department" j 
to pedtioa tbe United States and Canada to amend the Halibut Convention to recognize subsistence rights I 
, • abo rig in a l users. *

The committee discussed the level of halibut removals for subsistence (approximately 300,000 lb) compared with 
by catch remev ais from commercial fishing (approximately If 5 million lb)

Sieve Meyer. SAIFS Enforcement, reported that he is required c> law :: enforce the current halibut commercial 
and sportfish regulauons The committee noted chat the [?HC acknowledged that halibut subsistence harvests 
did not affect the conservation of the halibut resource The committee recommended that the National ~ i  
Marine Fisheries Service not enforce regulations prohibiting halibut subsistence harvests whiJe the j 
Council is developing subsist ;nce regulations. '

The acmrrjttee described the need and intent for haiibut subsistence regulations to allow the continued practice 
of long-term cradmons of fishing halibut for food for their families in a non-commercial manner for non-economic 
consumption, and defined subsistence as ’non-commercial fishing for food.’

The committee recommended that eligibility for halibut subsistence be defined as “members of .Alaska Native 
Federally-recognized Tribes with customary and traditional use of halibut " The committee decided to 
accept as eligible those Tribes that were idenufied by the .Alaska Board of Fisheries as having customary and 
tradinonal (CAT) halibut uses (Attachment 2) The T.ibes are identified with a specific coastal community The 
organized Tribal entity within a community would be responsible for deciding which individual members were 
eligible from Tribal enrollment .An individual's Tribal membership card and a subsistence permit would qualify

u j -.NE .rQ aUESISTSi. =>rS7 NCN January 24, ;



that person co subsistence fish for halibut from the community ui which he/she is enrolled Using Tribal 
enrollment would also allow the community to allow members from other Tnbes to join their community and fish. 
Those Tnbes not on the BOF list, but with reasonable access to the fishery and that may have a tradition or need 
to harvest halibut for subsistence may petition for eligibility. The process and criteria for peuuonmg would be 
discussed further by the committee at a subsequent meeting,

The committee discussed a proposal to include “other rural residents m areas of Alaska with halibut uses." The 
committee discussed the opportunities for non-Tnbal Alaskans to harvest halibut and concluded that the two fish 
per day sportfish Limit would meet their needs for supplying their families with halibut for food. The determining 
factor in this conclusion was the stated .iced to recognize existing, traditional practice at current levels of halibut 
removals. The management plan for a halibut subsistence program should legalize the current halibut removals 
and fishing practices by Tribal members. Expansion of subsistence harvests to non-traditional users may create 
resource concerns within the IPHC regarding increased levels of halibut removals and localized depletion in some 
rural and urban communities.

The committee recommended that hook-and-line gear (including set and hand-held gear) with a maximum 
of 60 hooks, along with rod-and-reel gear be allowed as legal halibut subsistence gear. An individual would 
be limited to one skate of gear up to 1,800 ft long (not including the buoy line), with hooks set 18-20 ft apart 
with a legibl, marked buoy. More than one fisherman may fish from the same boat.

]
The committee recommended that no minimum size be imposed for subsistence harvests of halibut. The J I  ' 
ccmmirtee recognized that the levels c f halibut subsistence removals, including fish less than 32 inches, compared 
with commercial and sportfish removals, are not a conservation concern to the IPHC The committee further 
recommended that the commercial minimum size regulations be revised to read, “except in Area 4E where 
halibut under 32 inches caught with authorized commercial ha libu t gear may be retained for subsistence 
use .” This minimum size exemption would allow for retention of undersized halibut with legal CDQ halibut 
harvests in .Area 4E only, ui accordance with local beliefs that releasing any fish is too damaging to the entire 
stock from which it came.

The committee discussed seasonal and bag limit restrictions for halibut subsistence, but deferred any 
recommendations to the Council on figai adv.ee that the aforementioned restrictions are within fie purview of 
fie  IPHC. Interest was expressed for a r.velve month season in the Southeast and no bag limit.

The committee recommended diat halibut subsistence users be allowed existing levels of bycatch. They 
recommended unlimited black cod bycatch, noting fiat there was a black cod subsistence fishery under State 
desienaoon and that low lev els of bycatch occurred in halibut subsistence fishing. They also recommended fiat 
halibut subsistor.oe users be allowed to return rockfish byceich. and fiat fie Council and State analy ze appropriate 
by catch levels

The committee considered a suggestion that monitoring of halibut subsistence removals for stock assessment ~ \ ^  
purposes could be best achieved through cooperative agreements between federal agencies and the Tribes

The committee discussed trade and barter of subsistence halibut and endorsed and recommended the sharing 
and exchange (barter) of halibut since this is a vital part of the traditional subsistence halibut fishery, but 
that the commercial sale of subsistence-caught halibut not be allowed. The committee further indicated an 
interest in allowing low monetary, non-commercial sale of halibut to legalize current practice of compensating 
subsistence fishermen for fuel or other fishing expenses in exchange for fish The Council may wish to consider 
allowing trade and barter only among Native Tnbai members, limiting the monetary exchange, or other 
limitations.

The committee expressed interest in continuing to meet to provide recommendations to the Council on the 
development of halibut subsistence regulations

(j J •N'E rFQVSl'BSlSTSL'BSIST MIN January 2A 1997



Noncommercial Halibut Harvests (Lbs Rd Wt) by Residents of
Alaska Rural Places in Areas with Subsistence Halibut Uses
Source: Household Surveys, Division of Subsistence. ADF&G

Halibut Removed from OTier Noo- Estimated
Coastal Survey Commercial CcmmeroaJ Rod and Gear Not Total Halibut Per Caoita
Oistnct Year Gear Gear Reel Gear Ascertained Harvest Harvest

District 2C 

Angoon 2C 1987 2.930 13,314 18,244 35

Coffman Cove 2C 1987 172 6.821 0,993 38

Craig 2C 1987 3,891 17.125 21,016 18

Edna Bay 2C 1987 1.760 4.060 5,820 84

Elfin Cove 2C 1987 956 1.513 2.470 41

Gustavus 2C 1987 552 12.133 12,685 83

Haines 2C 1987 5,809 26,190 31.999 20

Hollis 2C 1987 41 940 982 12

Hoonah 2C 1987 11,674 23,176 34,850 50

Hydaburg 2C 1987 4,127 7.929 12,056 32

Hyder 2C 1987 1.351 3.584 4.935 63

Kake 2C 1987 4.386 13,523 17,909 28

Kasaan 2C 1987 21 511 532 13

Klawock 2C 1987 12265 31,955 33,220 42

Klukwan . 2C 1987 0 193 193 1

M etiakatia 2C 1987 4.095 12,442 16,537 11

Meyers Chuck 2C 1987 0 3,075 3,075 103

Pelican 2C 1987 5,038 13,043 18,086 76

Petersburg 2C 1987 15,596 142,902 158.498 42

Point Baker 2C 1987 862 766 1.528 47

Port Alexander 2C *587 708 3,695 4.402 41

Port Protection 2C 1987 505 2.252 2.757 47

Saxman 2C 1987 141 3.352 3.492 13

Sitka 2C 1987 16,418 240.708 257.126 32

Skagway 2C 1987 0 4.941 4.941 8

Tenakee Springs 2C 1987 608 5,257 5,865 52

Thome Bay *587 13,179- 11.450= 24.628 51

Whale Pass 2C 1587 106 1,325 1,431 23

Wrangell 2C 1987 13.963 58,600 72.563 25

TOTAL 2C 2C r* 110.156 666,779 0 776,934 31

(Percent Gear) 14.2% 858% 0.0% 100.0%
'  In 2C. hcusehr surveys did not ask about 'other non-commercial gear*

District 3 A

Akhiok 3A 1552 41 1.845 32 1.918 24

Chenega 3ay 3A 1952 469 1,973 2,154 4.596 68

Cordova 3A 1991 33.391 154 33.906 57.451 29

Karluk 3A 1990 0 3.273 1,073 4.346 53

Kcdiak Cirv 3A 1991 64.164 53.985 274.893 393.042 27

Larsen Bay 3A 1990 4.905 1.882 8.115 14,902 103

Narrwaiek 3A 1991 0 1,954 5.856 7,810 48

CHd Harbor 3A 1991 2,240 10.575 4.967 17,782 89

Ouzinkie 3A 1990 6,368 3.451 2,951 13.270 66
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Noncommercial Halibut Harvests (Lbs Rd Wt) by Residents of
Alaska Rural Places in Areas with Subsistence Halibut Uses
Source: Household Surveys. Division of Subsistence. ADF&G

Ha) tout Removed from Other Non- Estimated
Coastal Survey Commensal CommeroaJ Rod and Gear Not Total Halibut Per Gaorta
Cistnd Year Gear Gear Reel Gear Ascertained Harvest Harvest

Port Graham 3A 1991 2.212 6,445 3,101 11.758 73

Port Lions 3A 1993 850 2.353 8.065 11,268 63

Seldovia 3A 1991 5.424 100 17.178 22.702 67

Tatitfek 3A 1991 92 852 1.613 2,557 31

Yakutat 3A 1987 3.031 29.844 32.875 56

TOTAL 3A 3A " 123,687 88,842 393,749 0 606,278 32

[Percent Gear) 20.4% 14.7% 64.9% 0.0% 100.0%
* In Yakutat household surveys did not ask about 'other non-commeroaJ gear'.

District 3B
Chignik Bay 3B 1991 8.380 2.708 1.737 12.825 134

Chignik Lagoon 38 1989 1.237 738 0 1.975 48

Chignik Lake 3B 1991 2.173 1.849 0 4.022 16

Cold Bay 3B Est 5.920 5.920

False Pass 3B 1988 1.971 403 1.137 3.511 27

Ivanof Bay 3B 1989 0 1.091 638 1.729 54

King Cove . 3B 1992 7.685 1.69G 454 9,835 18

Nelson Lagoon 3B 1987 0 0

Perryville 3B 1989 420 5.398 1.506 7.324 63

Sand Point 38 1992 11.037 12.265 1.427 24.729 31

TOTAL 3B 3B e * 32,904 26,143 6,899 5,920 71,871 35
'Percent Gear) 4 5 . 8 % j  6 . 4 % 9.6% 8 . 2 % 1 0 0 . 0 %

District 4A-D

Akutan 4A-D 1990 2.926 8.082 548 11.556 114

Atka 4A-D 1S94 427 3.949 551 4.926 58

Nikolski 4A-D 1990 0 11.837 0 11.837 244

SL George 4A-D 1994 1.205 4.929 0 6.132 34

St. Paul 4A-D 1994 *3,571 49.682 125 58.479 139

Una:aska 4A-0 •*994 14.106 12.530 117.226 143.911 79

TO TAL 4A-D 4A-D r e 37,335 91,059 118.449 0 246,841 90

(Percent Gear) 1 5 . 1 % 3 6 . 9 % 4 8 . 0 % 0 . 0 % 1 0 0 . 0 %

District 4E

Che^omak ■ 4E Est 12.800 12.300 40

Gambell 4E
r e r e

Mekoryak 4E Est 7.080 7.080 40

Newtek 4E Est 8.280 8.280 40

Nighanute 4E Est 6.120 6.120 40

Savoonga 4£ r e r e

Tokscok Bay 4E Est 15.300 16,300 40

Tununak 4E 1986 40.754 40.754 124

Wales 4E
re e r

Aleknagik 4E r e r e

Clark's Point 4E
r e e r

Dillingham 4E 1984 0 0

Hal961/17/97 2



Noncommardal Halibut Harvests (Lbs Rd Wt) by Residents of
Alaska Rural Places in Areas with Subsistence Halibut Uses
Source: Household Surveys, Division of Subsistence. ADF&G

Halibut Removed from Other Non­
Coastal
District Year

Commercial
Gear

commercial
GJZ

Rod and 
Reel Gear

Gear Not Total Halibut 
Ascertained Harvest

Egegik 4E 1984 0 0 286 286

King Salmon 4E e e re

Kipnuk 4E
e e r e

Kongiganak 4E
e e r e

Levelock 4E 1989 528 528
Manokotak 4E e e r e

Naknek 4E
r e r e

Nome 4E e e r e

Pilot Point 4E 1987 229 0 70 299

Port Heiden 4E 1987 0 197 0 197

South Naknek 4E 1992 116 28 0 144

AJakanuk 4E r e re

Bethel 4E re re

Brevig Mission 4E re

Chevak 4E
r e r e

Eek 4E
r e r e

Elim • 4E
r e r e

Emmonak 4E
r e re

Golovin 4E r e r e

Goodnews Bay 4E
r e r e

Hooper Bay 4E
r e r e

Kotiik 4E * * e e

Koyuk 4E
re re

Kwigillingok 4E
r e r e

Napakiak 4E r e r e

Napaskiak 4E
r e e e

Oscarville 4E re r e

Platinum 4E r e

Cuinnagak 4E r e re

Scammer. Bay 4E re e e

Shaktoolik 4  = • • r e

Sheldon Point 4E f  e re

St. Michael 4E ** r e

SteDbins 4E
r e e e

Teller 4E
r e re

Togiak 4E r e • e

Turtutuliak 4E r e

Twin Hills 4E
re e r

Ugashik 4E 1987 0

Unalakleet 4E ## • e

White Mountain 4E ee • r

TOTAL 4E 4E r e 0 0 286 91.834 92,120

(Percent Gear) 0 O'/. o w 0 3 % 39 7% 100.0V.

Estimated

Harvest

5
2
1

54

tote: Round Weight (Not Eviscerated. Head On) = Usac»e wt (Eviscerated. Head Otry 7519
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Noncommercial Halibut Harvests (Lbs Rd Wt) by Residents of
Alaska Rural Places in Areas with Subsistence Halibut Uses
Source: Household Surveys. Division of Subsistence, ADF4G

Halibut Removed from Other Notv Estimated
Coast* Surrey Commercial Commercial Rod and Gear Not Total Halibut Par Caorta
District Year Gear Gear Reel Gear Ascertained Harvest Harvest

DISTRICT SUMMARY
District 2C 2C 99 110,156 • 666,779 0 776,934 31

District 3A 3A r* 123,687 88,842 393,749 0 606,278 32

District 3B 38 •* 32.904 26,148 6,899 5,920 71,871 35

Distress 4A-0 4A-0 e* 37,335 91,059 118.449 0 246,841 90

District 4E 4E 99 0 0 286 91,834 92,120 54

TO TAL DISTRICTS 99 304,081 206,049 1,186,162 97,754 1,794,045 36

(Percent Gear) 16.9% 11.5% 661% 54% 100.0%
* In 2C, household surveys did not ask about "other non-cornmeruai gear".
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Alaska Rural Places and Native Groups
In Areas with Subsistence Halibut Uses
Source: Alaska Department of Fish and Game Use Pattern

Halibut 1 = regular
Coastal 2 = periodic

Place Organized Entity District 3 » undocumented

Alaska Rural Places*

Angoon Municipality 2C 1

Coffman Cove MuniaoaJity 2C 1

Craig Municipality 2C 1

Edna Bay Census Designated Place 2C 1

Elfin Cove Census Designated Place 2C 1

Gustavus Census Designated Place 2C 1

Haines Municipality 2C 1

Hollis Census Designated Place 2C 1

Hoonah Munidpafity 2C 1

Hydaburg Municipality 2C 1

Hyder Census Designated Place 2C 1

Kake Municipality 2C 1

Kasaan Municipality 2C 1

Kiawock Munidpafity 2C 1

KJukwan Census Designated Place 2C 1

Metlakatta Census Designated Place 2C 1

Meyers Chuck Census Designated Place 2C 1

Pelican Municipality 2C 1

Petersburg Municipality 2C 1

Point Baker Census Designated Place 2C 1

Port Alexander Municipality 2C 1

Port Protection Census Designated Pace 2C 1

Sax man Municipality 2C 1

Sitka Municipality 2C 1

Skagway Muniaoality 2C 1

Tertakee Spnngs Municipality 2C 1

Thome Bay Municipality 2C 1

Whale Pass Census Designated Place 2C 1

Wrangell Municipality 2C 1

Akhiok Municipality 3A 1

Chenega Bay Census Designated ^ace 3A 1

Cordova Municipality 3A 1

Kariuk Census Designated Place 3A 1

<odiak City Municipality 3A 1

_arsen Bay Municipality 3A 1

Nanwalek Census Designated 3'ace 3A 1

Old Haroor Municipality 3A 1

Ouzjnkie Municipality 3A 1

Port Graham Census Designated Pace 3A 1

Port Lions Municipality 3A 1

Seldovia Municipality 3A 1

Tatitlek Census Designated Place 3A 1

Hal961/13/97



Alaska Rural Places and Native Groups
in Areas with Subsistence Halibut Uses
Source: Alaska Department of Ftah and Game Use Pattern

Halibut 1 = regular

Coastal 2 -  periodic

Place Omanized Entitv District 3 = undocumented

Yakutat Municipality 3A 1

Chignik Bay Munkapafty 3B 1

Chignik Lagoon Census Designated Place 3B 1

Chignik Lake Census Designated Place 3B 1

Cold Bay Municipality 3B 1

False Pass Municipality 38 1

Ivanof Bay Census Designated Place 3B 1

King Cove Munidpaiity 3B 1

Nelson Lagoon Census Designated Place 3B 1

Kerryville Census Designa' rd Place 3B 1

Sand Point Municipality 3B 1

Akutan Municipality 4A-0 1

Atka Mumcpality 4A-D 1

Niko.'ski Census Designated Place 4A-D 1

SL George Munidpafity 4A-0 1

SL Paul Munidpafity 4ArO 1

Unalaska Munidpafity 4A-D 1

Chefom ak Munidpaiity 4E 1

Gambell Munidpaiity 4E 1

Mekoryak Munidpaiity 4E 1

Newtek Census Designated P'ace 4E 1

Nightmute Municipality 4E 1

Savoonga Municipality 4E 1

Toksook Bay Municipality 4E 1

Tununak Census Designated Place 4E 1

W ales Munidpaiity 4E 1

Aleknagik Munidpaiity 4E 2

Clark's Point Municipality 4E 2

Dillingham Munidpaiity 4E 2

Egegik Mumcpality 4E 2

King Salmon Census Designated P'ace 4E 2

Kipnuk Census Designated =iace 4E 2

Kongiganak Census Designated Place 4E 2

Levelock Census Designated P'ace 4E 2

Manokotak Muniooality 4E 2

Naknek Census Designated ='ace 4E 2

Nome Mumapality 4E 2

Pilot Point Mumcpality 4E 2

Port Heiden Mumapality 4E 2

South Naknek Census Designated Place 4E 2

AJakanuk Mumapality 4E 3

Bethel Mumcpality 4E 3

Brevig Mission Mumapality 4E 3

Hal961/13/J7



A la ska  Rura l P la ca s and Native G roups 
in A reas w ith S u b s is te n c e  Halibut U ses
Source: Alaska Department of Fish and Game Use Pattern

Halibut 1 = regular

Coastal 2 = periodic

Place Organized Entity Distnct 3 = undocumented

Chevak________________________ Munkjpattty________________________________ 4E_____________3

Eek____________________________ Municipality________________________________4E_____________ 3________

Elim___________________________ Muniapsfity________________________________ 4E_____________ 3________

- Emmonak______________________Murucipafity________________________________4E_____  3

Golovin________________________ Munidpaiity________________________________ 4E_____________ 3________

Goodnews Bay Munidpafity 4E 3

Hooper Bay___________________ Munidpafity________________________________4E_____________ 3_________

Kotlik__________________________ Munidpafity ______________________________ 4E_____________ 3_________

Koyuk_______________________  Munidpafity 4E 3

Kwigillingok_____________ Census Designated Place__________________________4E_____________ 3_________

Napa leak______________________ Munidpaiity________________________________ 4E_____________ 3_________

Napaskiak_____________________ Munidpafity________________________________ 4E_____________ 3_________

Oscaiville________________Census Designated Place 4E 3

Platinum_______________________Municipality________________________________ 4E_____________ 3_________

Quinhagak_____________________Munidpaiity________________________________4E_____________ 3_______

Scammon Bay_________________ Munidpaiity________________________________ 4E____________ 3

Shaktoofik Munidpaiity 4E 3

Sheldon Point__________________Municipality________________________________4E_____________ 3_________

SL Michael MunidpaJity 4E 3

Stebbins Munidpaiity 4E 3

Teller Mumoeaiity 4E 3

Tccjiak Munidpaiity 4E 3

Tuntutuliak_______________Census Designated Place 4E 3

Twin Hills________________ Census Designated Place_________________________4E_____________ 3_________

Ugasriik__________________Census Designated Place_________________________4E_____________ 3_________

Unalakleet Munidpaiity 4E 3

White Mountain_________ Mun ccality    4E 3

Alaska Native Groups”

Angoon Angoon Community Association Tlingit 2C 1

Craig Craig Community Association Tiingit 2C 1

Haines Chilkoot Indian Association Tiingit 2C 1

Hoonah Hoonah Indian Assoriation Tlingrt 2C 1

Hydaburg Hydaburg Cooperative Assocation Haida 2C 1

Juneau Aukcuan Tradrtional Councl” * Timgi: 2C 1

Juneau

Cencal Council Tlmgit & riaida 

Indian Tribes Tlmgit-Haida 2C 1

Juneau Douglas Ind'an Association Tlmgit 2C 1

Kake Crgamzed Vuiage of Kake Tlmgit 2C 1

Kasaan Organized Village of Kasaan Haida 2C 1

Ketchikan Ketchikan incian Cotporation Tlingrt 2C 1

Klawock Klawock Cooperative Association Tlingrt 2C 1

Klukwan Chilkat Indian Village Tiingit 2C 1

Ha!961/13/97 3



A la s k a  Rura l P la ca s and Native G roups 
in A re a s  w ith  S u b s is te n c e  H alibut Uses
Source: Alaska Department of Fish and Game Use Pattern

Halibut 1 = regular

Coastal 2 *  periodic

Place Organized Entity District 3 = undocumented

Metiakatla Indian Community,

Metiakatla Annette Island Reserve Tsimsruan 2C 1

Petersburg Petersburg Indian Association Tlingrt 2C 1

Saxman Organized Village of Saxman Tlingrt 2C 1

Sitka Sitka Tribe of Alaska Tlingrt 2C 1

Skagway Skagway Village THngrt 2C 1

Wrangell Wrangell Cooperative Association Tlingrt 2C 1

Akhiok Native Village of Akhiok AJutfiq 3A 1

Chenega Bay Native Village of Chanega AJutiig 3A 1

Cordova Native Village of Eyak Eyak-AJutfiq 3A 1

Karluk Native Village of Kariuk AJutiiq 3A 1

Kenai Kenaitze Indian Tribe Denalna 3A 1

Kenai Village of Salamatoff Dcnalra 3A 1

Kodrak City Lesnoi Village (Woody Island) AJutiiq 3A 1

Kodiak City Native Village of Afognak Alutaq 3A 1

Kbcfiak City Shoonaq' Tribe of Kodiak*” AJutfiq 3A 1

Larsen Bay Native Village of Larsen Bay AJutfiq 3A 1

Nanwalek Native Village of Nanwalek AJutfiq 3A 1

Ninilcriik Ninilchik Village DenaVia 3A 1

Cld Haroor Village of Old Harbor AJutiiq 3A 1

Ouzirkie Native Village of Ouzinkie Alutiiq 3A 1

Port Graham Native Village of Port Graham AJutiq 3A 1

^ort Uons Native Village of Port Lions AJutiiq 3A 1

Seldovia Seldovia Village Tribe Dena'ina-AJuoiq 3A 1

TatitJek Native Village of TatitJek AJutSq 3A 1

Yakutat Yakutat Tiingit Tribe Tiingit 3A 1

Chignik Bay Native Village of Chignik A.utiiq 3B 1

~.-:gn *  Lagocr. Native W age of Chignik _agoon Alutiiq 3B 1

Chignik Lake Chignik take Village AJutiiq 3B 1

False Pass Native Village of False Pass AJeut 3B 1

Ivanof Bay Ivanoff Bay Village Alutiiq 3B 1

King Cove Agdaagux Tribe of King Cove AJeut 3B 1

King Cove Native Village of Belkofski AJeut 3B 1

Nelson Lagoon Native Village of Nelson Lagoon AJeut-Alutiq 38 1

FefTyville Native Village of Perryviile Alutiiq 3B 1

Sand Point 3auloff Harbor Village VJeut 3B 1

Sand Point Native Village of Unga AJeut 3B 1

Sand Foint

Cagan Toyagungin Tube c ' Sand 

3omt Village Aeut 3B 1

Akutan Native Village of Akutan Aleut 4A-D 1

Atka Native Village of Atka AJeut 4A-D 1

Nikolski Native Village of Nikolski AJeut 4A-D 1

Hal961/13/97 4



Alaska Rural Places and Native Groups
in Areas with Subsistence Halibut Uses
Source: Alaska Department of Fish and Game

Place Organized Entity 

Prfcicf Islands AJeut CornmurtJes of St

Haltout 

Coastal 

District 3

Use Pattern

1 = regular
2 = periodic

= undocumented

S t  George Paul Island & SL Georgo Islands AJeut 4A-D 1

SL Paul
PriMof Islands Aleut Communities of SL 
Paul Island & SL George islands Aleut 4A-D 1

Unalaska Qawalingin Tribe of Unalaska AJeut 4A-0 1

Chefomak Village of Chefomak Tup'S* 4E

Gambeil Native Village of Gambeil Sibenan YupTk 4E 1

Mekoryak Native Village of Mekoryak CupTk 4E 1

Newtek Newtnk Village YupTk 4E 1

Nightmute Native Village of Nightmute Yup% 4E 1

Nightmute UmJarmiutB Native Village YupTk 4E 1

Savoonga Native Village of Savoonga Sibenan YupTk 4E 1

Toksook Say Native Village of Toksook Bay Yuprik 4E 1

Tununak Native Village of Tununak YupTk 4E 1

Wales Native Village of Wales Inupsat 4£ 1

AJeknagik Native Village of AJeknagik YupTk 4E 2

Clark's Point ViDage of Clark's Point YupTk 4E 2

Diiringham Native Village of Dillingham Yup'Sc 4E 2

Dillingham Native Village of Ekuk YupTk 4E 2

Egegik Egegik Village AJutuo-YupTk 4E 2

Egegik Village of Kartatak AlutBQ-YupTk 4E 2

Kipnuk Native Village of Kipnuk YupTk 4E 2

Levelock Levelock Village YupTk 4E 2

Manokotak Manokotak Village YupTk 4E 2

Naknek Naknek Native Village AJubiq-YupUt 4E 2

Nome King Island Native Community Inupot 4E 2

Nome Nome Eskimo Community Inuptat 4E 2

Pilot Point Natr/e Village of Pilot Point AJutiiq-YupTk 4E 2

Port Heiden Native Village of Port Heiden AiUCiq 4E 2

South Naknex South Naknex village AJuiiq-YupTk 4E 2

AJakanuk Village of AJaicanuk YupTk 4E 3

Bethel Orutsararmurt Native Village YupTk 4E 3

Brevig Mission Native Village of Brevig Missicr :nup«at 4E 3

Chevak Chevax Native Village CupTk 4E 3

Council Native Village of Council 'nupiat 4E 3

Esk Nacve /illage cf Eek YupTk 4E 3

Elim Native Village cf Elim YupTk 4E 3

Emmcrak Chu.conawtck Native Village YupTk 45 3

Emmonak Emmonak Village Yup'ik 4E 3

Golovir Chink Eskimo Community Inupul-YupTk 4E 3

Goodnews Bay Native Village cf Goodnews Bay YupTk 4E 3

Hooper Bay Native Village cf Hocoer Bay CupTk 4E 3

Hooper 3ay Native Village cf p aimiut CupTk 4E 3

Ha!961/13/97



A la ska  Rura l P la c s s  and  Native G roups
in A rea s w ith S u b s is te n c e  Halibut Uses
Source: Alaska Department of Fish and Game Use Pattern

Halibut 1 3 regular

Coastal 2 3 periodic

Place Organized Entity District 3 = undocumented
Kongiganak Native Village of Kongiganak YupTk 4E 3

Kotlik Native Village of Hamilton YupTk 4E 3

Kotlik Village of BBI Moore's Slough YupTk 4E 3

Kotlik Village of Kotlik YupTk 4E 3

Koyuk Native Viliage of Koyuk Inupot 4E 3

KwigiBingok Native Village of Kwigillingok Yupft 4E 3

Napakiafc Native Village of Napakiak YupTk 4E 3

Napaskiak Native Village of Napaskiak YupTk 4E 3

Oscarvile OscarviHe Traditional Village YupTk 4E 3

Platinum Platinum Traditional Village YupTk 4E 3

Quinhagak Native Village of Kwinhagak YupTk 4E 3

Scammon Bay Native Village of Scammon Bay YupTk 4E 3

Shaktoofik Native Village of Shaktoolik inupot-YupTk 4E 3

Sheldon Point Native Village of Sheldon's Point YupTk 4E 3

Solomon Village of Solomon Inupot 4E 3

SL Michael Native Village of Saint Michael YupTk 4E 3

Slebbins Stebbira Community Association YupTk 4E 3

Teller Native Village of Mary's Igloo Inupiat 4E 3

Teller Native Vitoge of Teller Inupot 4E 3

Togiak Traditional Village of Togiak YupTk 4E 3

Tuntutuliak Native Village of Tuntutuliak YupTk 4E 3

Twin Hills Twin Hills Village YupTk 4E 3

Ugashik Ugashik Village AJimkj-YupTk 4E 3

Unalakieet Native Village of Unalakieet Inupot-YupTk 4E 3

White Mountain Native VSIage of White Mountain Inupiat 4E 3

• Places where subsistence (wild food harvest and use) is a principal characteristic o f the 

community's economy and way of 6fe.

~  Indian entities recognized and eligible to receive services from the United States Bureau of 

Indian Affairs, cf.. Federal Register. Feoruary 16, 1995, v. 60, no. 32. p. 9249-S255. 

Applying for recognized status.

Hal961/13/97
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SOUTHEAST NATIVE SUBSISTENCE COMMISSION 
320 wot wdagttf Ax**, sste 200 . 

jn e a , M *  99eoi

CONCEPTS

• Subsistence halibut. “Subsistence aje of halibut” refers to tbe noncommercial harvest znd use of halibut 
fa r food by Alaska Ninvet and other rtcxl reridena is areas of Alaska with halibut uses.

» Eligibility. Alaska Natives and other rural residents in areas with hatibur uses.

• Rural residents are persona whose pr.ndpal domicile is in a rural Alaaka area.

* Rural areas for the purpose of subnstencc halibut regulations are areas where subsistence (wild food 
production and ox) is a principal characteristic of the area's economy and way of life.

* Gear. Hook and line gear (including set and hand-held gear), with a maximum of 60 hoola.

t  Specal provisions. The commercial sale of subsistence-caught halibut is cot allowed. The noncommercial 
sharing and exchange of subsistence-caught halibut is allowed.

4 Permits. Subsisteacepennitanaybcrequiredinpaitjculjiareis if  necmsry for identifying subsistence 
fiihen or special area provisions.

a Local area management plans. Local area management plans may be developed on in area basis to deal 
w .th  special management issues su c h  local stock depletion.



Kipnuk T raditional  Council
0 OX 9 7  « A lu k a  9M 14

(307) 8 t$ -3S l5  • FAX (9071 899^940

HALIBUT REQULAT1QN PROPOSAL

In absence of subsistence regulations on the halibut fishery in and around the Cape 
Avincff region and after having observed a National Marine Fiaheriea Enforcement 
Cfficer in Toksook Say this past season, the Kionuk Traditional Council, on behalf of the 
local commercial and subsistence fishermen, want to submit the following proposal to 'oe 
seriously considered to become port of the Commercial Halibut Regulations tar the Case 
Avinoff Region subsistence halibut fishermen in particular:

1. No limit on number of hooks to be used. (Sportflahing regulations snould not be 
used to develop subsistence regulations,}

2. No bag limit for subsistence caugnt halibut. (Spertfiening regulations should not 
be used to develop subsistence regulations.) Traditional and culture rnetnoda are 
used by families In our villages to determine how much they need for subsistence 
purposes, and should not be reguJatad because of these present conditions.

3. Subsistence catch of halibut should not be considered a par; of the Commercial 
fishery establishes quota.

REASONS:

*. Traditionally, our people use three hock lines and many still maxe traditicnai
hocks although acme use regular 1 hock rod and reel.

2, Weather is no; always reliable anc every trip courts, especially to catch as many 
halibuts they can catch. The halibut (both dried ana frozen) is one of the main 
food groucs gathered by 'ccai readerts besides raring.

3. With commercially caught r-errirg anc halibut semg rhe main economic resource 
for cur community, we ao net want subsistence caught halibut tc ce counted as 
part of the quota for commercial halibut fishing.

CONCLUSION;

Our 'eaoiurion ana its supplement in a: wa submitted tc !PhS. NPHS through 
Ccaetai Viiiages mshing Cooperative is serf explanatory and can be used tar refererca 
or. this oropoeai. Therefore, on benaif cf the Iccai fishermen, both, commercial arc 
subaiatance, we recommend that our proposal be seriously considered to become part of 
the Commsrcial Hail but Regulation under a term, ‘subsistence ciauseT

NOTE; The Kipnuk Traditional Ceunai is submitting this proposal in conjunction 
and agreement -with the Toksook Bay Traditional Ccundl. Our proposal is Identlcai to 
the proposal submitted by the Tokecok Bay Traditional Council, because our way cf life 
ta the same. Wa are ciceely related as families cf the coast, with tho same language 
with traditions and cultures that "ave a concsm for tho natural resources we depend cn 
ta" tacd. T-a-^.vcu tar considered du' ccccsai



N A T IV E  V IL L A G E  C F  TU NUNAK
Tununak IRA Council 

P O. Bo\ 77 
Tununak. Alaska 99631 

(907)652-65:7 I F .\. 652-6011

Halibut Regulation Proposal

In absence of subsistence regulations on halibut fishery in and around Nelson Island
region and after having encountered a National Marine Fisheries Enforcement 
Officer in just past summer season, the Native Village of Tununak. on benalf of the
local commercial and subsistence fishermen, want following suggestive deas to be
seriously considered to become part of the Ccmmercial Haiibut Regulation for Nelson 
Island Region subsistence haiibut fishermen tr. particular:

1. No limit on number of hooks to be used. (Sportfishmg reguhuons should 
not be used to develop subsistence regulations)

2. No bag limit for subsistence caught halibut. 'Sporttishing regulations 
should not be used to develop subsistence regulations)

3. Not count subsistence catch as part of quota.

REASONS:

1 Traditionally, our people use three hook lines and many still make
traditional hooks although some use regular 1 hook rod and reels, many p refer  
5 hook lines for jigging.

2. Weather is not always reiiacie and every trip :c-.:r.:- especially ;o catch a?
many halibut they can eaten. The halibut -both i n i  and frozen.) is the main 
food gathered by local residents bes;des herring fish.

3. With ccmmercial herring and halibut being the main economic source for
cur community, we do not want subsistence caught haiibut to be counted as 
part of the quota for commercial halibut fishing.

CONCLUSION;

Our resolution and its supplement that wa schmi: to IPHS. N?HS through 
Coastal Villages Fishing Ccoperat:-. . is explanatory jnd car. be used for reference 
cn this proposal. Therefore, on behalf of the locai fishermen, both commercial and 
subsistence, we recommend that our proposal be seriously considered to become part 
of the Commercial Halibut Resulation under "subsistence clause.''



.NATIVE VILLAGE CF MEXCXYTX
iNDlAN REORGANIZATION ACT COUNCIL 

PC- Box 55 
Mekoryuk. Alaska 99630 

(907) 827-6526 
Fax (907) 827-5133

MEKORYUK NATIVE COMMUNITY

HALIBUT REGULATION PROPOSAL

In absence of subsistence regulations and halibut fishery in and around Nunivak Island region. 
Cn hohalf of the local commercial and sutustence fishermen, want the foSowing suggestive ideas 
to be seriously considered to become part of the Commercial Halibut Regulations for Nelson 
Island Region subsistence halibut fishermen in particulars:

1. No limit on number of hooks to be used. (Sports fishing reulations should not be 
used to develop subsistence regulations).

2. Not count subsistence catch as part o f the quota.

REASONS:

1. Traditionally, our people use two hook line and many still make traditional hooks 
although some use regular hook rod and real, many prefer three-hook lines 
(joeing).

2. Weather is not always reliable and every trip counts especially to catch as many 
halibuts they can catch. The halibut (bckh dned and frozen) is the mein fcod 
gathered by local residents.

3. With commercial halibut being the main economic source for our community, w e  
do net want subsistence caught halibut to be counted as part of the quota for 
commercial Kai.:fcut fishing.

CONCLUSION:

Therefore, on behalf of the local fishermen, both commercial and subsistanca, we recommand 
that our proposal be seriously considered to become part of the Commercial Halibut Regulation 
under ’ subsistence clause.’

P a s t  P r e s id e n t s
Moses Nayiruk • Peter Smith. Sr. • Tom Dotomain • Jesse Moses • Wilier .Amos • George K_ Whitman. Sr 

Edward J Shaviies. S: • George King. Sr. • Hcnrv J Shav:.-;: • .'oieph Davd Sr. • Jerry David Sr



tE
os

rx
x

U i » l  f s i

* i 'j? * *g 1‘ ®
0 r. jr
1 i i*

S* n "I i ■»»u o itII

■H 
I f ] .
t

»i*0 u

1 1a .g
i  §

H
1?
i/v

3
I'*

h 
y ».■ I--

F 11 I'- 0»
0

N
i
g
h
t
m
u
t
e
 

T
r
a
d
i
t
i
o
n
a
l
 

C
o
u
n
c
i
l

P
.O

., BOX 
90021 

H
lgh

fca
n

to, 
II 

99090 
( 90.7) 647-^

213 
’ 

Fa*(9
«7

)S
4

T
-4

I1
2



Toksook Bay Traditional Council
TOKSOOK BAT MATITZ C0MHDNIT7 

HALIBUT HBGULATION PROPOSAL

In absence of subsistence r e g u l a t i o n s  on halibut f i s h e r y  in 
and around Nels on Island r e g i o n  and after having e n c o u n t e r e d  
a Nat ional Mar in e Fisheries E nf o rc e me n t Officer in just oast 
summer season, the Tokscok B a y  Traditional Council* on* b e­
half of the local commercial a n d  subsistence f i s h e r m e n . var.t 
fo llowing suggestive ideas to be  seriously c o ns i d e r e d  to b e­
come part of the Commercial Ha libut Regulations for V e is o n 
Island Region subsistence h a l i b u t  fishermen in p a r t i c u l a r :

1. No  l i m i t  o n  n u m b e r  of h o o k s  to be used. (S p c r t f i s h i n g  
r e g u l a t i o n s  s h o u l d  not b e  u s e d  to d e v e l o p  s u b s i s t e n c e  r e ­
g u l a t i o n s ;

2. No b a g  l i m i t  for  s u b s i s t e n c e  c a u g h t  h a l i b u t .  S p o r t -  
f i s h i n g  r e g u l a t i o n s  s h o u l d  n o t  b e  u s e d  to d e v e l o p  s u b s i s ­
t e n c e  r e g u l a t i o n s )

3. N o t  c o u n t  s u b s i s t e n c e  c a t c h  as part of the q u o t a .

SSASONS:

1. Traditionally, our p e o p l e  use three hock li ne  and mar.y 
still mak e traditional h o o k 3  although some used r e g u l a r  1 
hook rod and reel, many p r e f e r  three-hock l i n e s .(j iggi.ng}

2. W e a t h e r  is not a l w a y s  r e l i a b l e  and e v e r y  t r i e  c o u n t s  
e s p e c i a l l y  tc c a t c h  as m a n y  h a l i b u t s  they car. c a t c h .  T h e  
h a l i b u t  ; b o t h  d r ie d and f r o z e n )  is the m a i n  f e e d  g a t h e r e d  
by  l o c a l  r e s i d e n t s  b e s i d e s  h e r r i n g  fish.

3. W i t h  c o m m e r c i a l  h e r r i n g  and h a l i b u t  b e i n g  t h e  m a i n  
e c o n o m i c  s o u r c e  for our c o m m u n i t y ,  v e  do no t var.t s u b s i s ­
t e n c e  c a u g h t  h a l i b u t  to b e  c o u n t e d  as p a r t  o f  t h e  q u o t a  
for c o m m e r c i a l  h a l i b u t  f i s h i n g .

COWCLDSIOH:

O u r  resclusior. and its s u p p l e m e n t  that ve s u b m i t  to I ? K 5 »  
N ? K 3  t h r o u g h  C o a s t a l  V i l l a g e  F i s h i n g  C o o p e r a t i v e  is s e l f - e x ­
p l a n a t o r y  a n d  c a n  be u s e d  f o r  r e f e r e n c e  on th is  p r o p o s a l .  
T h e r e f o r e ,  on b e h a l f  c f  the l o c a l  f i s h e r m e n ,  b o t h  c o m m e r c i a l  
a n d  s u b s i s t e n c e ,  v e  r e c o m m e n d  t h a t  o u r  p r o p o s a l  b e  s e r i o u s l y  
c o n s i d e r e d  to b e c o m e  p a r t  o f  t h e  C o m m e r c i a l  H a l i b u t  R e g u l a ­
t i o n  u n d e r  “s u b s i s t e n c e  c l a u s e " .

^ ------------PC Box 37C48. Tc-ksock 3ay, Aiaska 59637-7048 .'507) 427-7* 14 FAX .507/ 427-7714_________



Newtek Traditional Council
p 0 3m  H i i  . NEWTCK, AU*MA M W  • <907*27*314 • <WJ7)»7.?4M

h a t  r a t  t  r x c i ' i .a t i o v  p b o d o c a l

In absence of subsistence regulations on halibut fishery m and around Nelson Island 
region and after having encountered a National Manne Fisheries Enforcement Officer -n 
just this post summer season, the Newtok Traditional Council, un behalf of the local 
commercial and subsistence fishermen, want following suggestive ideas to be ser-ousi- 
considered to become part of the Commercial Halibut Regulations rbr Nelson jiand  ' 
Region subsistence halibut fishermen in particular

I. No limit on number of books to be u«d. (Sportfishing rcguianons ,houid not

I Traditionally, our people use three hook line and many still make traditional 
hooks although some used regular hook rod and reel, many prefer three-hook 
lines, (jigging)

2. Weather is not always reliable and every trip counts especially to catch a? 
mar.y halibuts they can catch The halibut (both dried and frozen) is the 
main food gathered by local residents besides herring fish.

3. With commercial herring and halibut being the main economic source for our 
community, we do not want subsistence caught halibut to be counted i i  
part o f  the quotas for commercial halibut fishing.

Qur resolution and its supplement that we submit to iPHS, NPKS Through Coasia; 
Village fishing Cooperuve is self-explanatory and can be used for reference on tr*s 
proposal. Therefore, o n  behalf of the local fishermen, both commercial and 
subsistence, we recommend that our proposal be seriously considered to become par. of 
the Commercial Halibut Regulation under "subsistence clause"

2 No bag limit fcr subsistence caught haiibut. (Sportfishing reg 
not be used to develop subsistence regulations).

3. Not count subsistence catch as part o f the quota

c u iir .cn ?

Reasons

CONCLUSION:



Title: Halibut as a Customary and Traditional Subsistence Resource of 
Alaska Natives
Submined by Southeast Native Subsistence Commission

WHEREAS, halibut is a customary and tradition resource for Alaska Natives; 
ancient Tiingit halibut hooks were designed to allow only harvestable-sized fish to 
be taken; anti

WHEREAS, halibut continue to be a vital subsistence food source in coastal 
Native communities, an essential food at cultural celebrations, and import mt for 
sharing with ciders and others who cannot harvest for themselves; and

WHEREAS, ANILCA Title VIII provides for the harvesting of fish and wildlife 
resources for subsistence usage in a non-wasteful manner, and

WHEREAS, Natives have been cited for harvesting halibut because of exceeding 
the bag limit o f two llsh per day and for using a long line with multiple hooks; and

WHEREAS, these regulations are not reflective o f Native communities’ customary 
and traditional methods, means, bag limits, and sharing; and

WHEREAS, these regulations are ethnocentric and have been difficult to change, 
due to lack of action from the concerned government agencies: the State of Alaska,
National Marine Fisheries Service, the North Pacific Fisheries Management 
Council, and the International Pf I c  Haiibut Commission.

NOW, THEREFORE, BE IT RESOLVED that the General Assembly o f the 
Alaska Federation of Natives respectfully request that managing agencies 
recognize ami acknowledge that halibut is a customary and traditional subsistence 
resource and that they allow Alaska Natives to use efficient means of harvest, 
including multiple hooks, rod and reel, and long line gear.

BE IT FURTHER RESOLVED, that this resolution be sent to the State of Alaska 
Board o f Fisheries, :o the National Marine Fisheries Service, to the North Pacific 
Fisheries Management Council, and the International Pacific Halibut Commission.

A p p r o v e d  for s u b m i s s i o n  b y  p a r t i c i p a n t s  at the B e r i n g  Sea 
F i s h e r m e n ' s  A s s o c i a t i o n  w o r k s h o p  on W e d n e s d a y  O c t o b e r  16th  1 1 P.M.

A t t e s t :  D a n  A l b r e c h t ,  P o c g r a m  D i r e c t o r  
B e r i n g  S e a  F i s h e r m e n ' s  A s s ' n
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Sixty-First Annua] General Assembly 
Q o ts a l  C ouncil or Tum oit and Ha® a  inuian T ubes o r A laska 

April 17-20, 1996 
Juneau, Alaska

Resolution 96-13
Title: H a u b v t  t s x C t s im ia g Y  f t  T ia nm rw A J . R rs o L itfx .o n A iA S K A -N atives 

Submitted by: Angoon T<feH Community Council

WHEREAS, halibut is a customary and traditional resource for Alaska Natives; ancient 
Tiingit halibut hooks were designed to allow only harvestable-sized Fish to be taken; and

WHEREAS, AJNLLCA provides for tbe harvesting of fish and wildlife resources for 
subsistence usage in a ooo-wasteful manner; and

WHEREAS. Natives have been cited for harvesting halibut because of exceeding tbe bag 
limit and for using a long line with multiple hooks; and

WHEREAS, Natives have had to endure regulations that only allow 2 halibut and a hand­
held line with two books; and

WHEREAS, these regulations are not reflective of Native communities' customary and 
traditional methods, means and bag Limits; and

WHEREAS, these regulations are ethnocentric and are difficult to change, due to lack of 
action from both the State and tbe International Pacific Halibut Commission (IPHC) which will 
not address this issue until tbe State does.

NOW, THEREFORE. BE IT RESOLVED that the General Assembly of Tiingit and Haida 
Central Council respectfully request the assistance of Alaska's delegation in Washington D.C. to 
amend the Northern Pacific Haiibut Act, "To recognize and acknowledge halibut as a customary 
and traditional subsistence resource, and to assure subsistence harvesting of haiibut by Alaska 
Natives is protected.’

BE IT FURTHER RESOLVED that tbe Central Council also request the Board of Fisheries 
endorse this resolution with a follow-up letter of support.

BE IT FURTHER RESOLVED that copies of this resolution be sent to Southeast Native 
Subsistence Commission, the International Pacific Halibut Commission. Board of Fisheries.





FISCAL NOTE

STATE OF ALASKA BILL NO. (UR 35
1997 LEGISLATIVE SESSION

Dept. Affected
Title: Encouraging Federal Legislation to improve BRU:

f e d e r a l  f i s c a l  t e r m *  f o r  T A C ? ----------------

Sponsor: House Special Comm, on Oil & Gas Components:
Requestor:     Serial if

EXPENDITURES/REVENUES: (THOUSANDS OF DOLLARS)
OPERATING FY 98 FY 99 FYOO FY 01 FY 02 FY 03
P e r s o n a l  S e r v ic e s
T r a v e l
C o n t r a c t u a l
S u p p l ie s
E q u ip m e n t
L a n d  & S t r u c t u r e s
G r a n t s ,  C la im s
M is c e l la n e o u s
TOTAL OPERATING

0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 00
0.0 0.0 0.0 0.0 0.0 00
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 00 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
00 0.0 0.0 0.0 0.0 0.0

CAPITAL 0.0 0.0 0.0 0.0 0.0 0.0

[REVENUE 0.0 0.0 0.0 0.0 0.0 0.0

FUNDING: (THOUSANDS OF DOLLARS)
General Fund O.C 0.0 0.0 0.0 0.0 0.0
Federal Fund 00 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0
TO TAL 0.0 0.0 0.0 0.0 0.0 0.0

P O S IT IO N S :
Full-Time 0 0 0 0 0 0
Part-Time 0 0 0 0 0 0
Temporary 0 0 0 0 0 0

ANALYSIS: (ATTACH A SEPARATE PAGE IF NECESSARY) 
see attached analysis

Date: 4/13/97

Phone.453_3715
Phone:

Prepared by: Co-Chair Scott Ogan________

House Resources Committee
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ALASKA STATE LEGISLATURE

Session '. L-
Sta le Capitol I IS M ain St Loop Suite 221
Juneau, A laska 99801-1182 Kena i, A la ska  V H ll
(907) ‘165-3779 - Phone ' 7 •»*-»/. I’’!1')  283-7223 - Phone
19(17) 465-2833 - Pax <0,,r) 283-3075 - Fax

REPRESENTATIVE MARK D. H O D G IN S  
H ouse District 9

Sponsor Statement 

HJR 35
E ncou rag ing  fe d e ra l leg islation  to im p ro v e  federa l fiscal te rm s fo r a tran s -A la sk a  gas 
pipeline.

HJR 35 is a statement by the 20th Alaska Legislature urging Alaska’s congressional delegation to enact 
legislation that would seek to improve the competitiveness o f the trans-Alaska gas pipeline.

The State o f Alaska recently commissioned a report, by Dr. Pedro Van Meurs, on the economic viability o f 
the trans-Alaska gas line. Dr. Van Meurs found that the project would need some state and federal fiscal 
adjustments in order to stimulate the project investment structure. HJR 35 will encourage Alaska’s 
congressional delegation to sponsor the fiscal legislation necessary to complete the federal portion of the 
fiscal package.

There is already ample justification to adopt favorable legislation for the gas line from a federal perspective. 
The trans-Alaska gas line project would establish a substantial new source o f taxable income. Billions o f  
dollars would be generated in federal corporate income tax. Based on a scenario o f $3.50 per million cubic 
feet (met) and an estimated cost o f  $12 billion the project would generate approximately $26.7 billion in tax 
income for the federal government over a 30 year period. The project could also improve the United States 
trade deficit with Asian countries.

We have heard, repeatedly, that the Asian market window for natural gas sales will begin around 2005. The 
Asian market is eager to purchase north slope gas and Alaska must proceed immediately with the gas 
project if we are to participate in this market window. Fierce competition among suppliers is expected from 
foreign gas projects and therefore Alaska needs to offer a coordinated proposal at a competitive price. 
Given the short time frame for establishing an economically viable project, it is important to begin the 
formation o f a fiscal platform as soon as possible. By coordinating our efforts we will shorten the timetable 
needed to bring this project on line and thereby increase Alaska's ability to establish a place in the 
competitive LNG market.

The need for a unified message from Alaska is critical in portraying fiscal and political stability as well as 
instilling confidence within the Asian marketplace. It is imperative that the Federal government, State of 
Alaska, and Local governments work together toward a unified position that will enhance the economic 
competitiveness to bring this project from concept into actuality. HJR 35 will assist in that capacity.
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SUGGESTIONS FOR NEW TERM S 
FOR THE ALASKA NORTH SLOPE 

LNG PROJECT

1. INTRODUCTION

The North Slope of Alaska contains natural gas reserves of about 35 trillion 
cubic feet. Most of these reserves are contained in the Prudhoe Bay field. One of 
the ways in which these reserves can be produced is through the export of the gas in 
the form of LNG ( liquid natural gas).

A possible LNG project could be an important source of revenues for the 
State o f Alaska and would create significant employment and business 
opportunities. It is therefore important for the State of Alaska to analyze the 
possible optimal fiscal conditions under which this project would become a reality.

The Revenue Department of the State of Alaska requested the consultant to 
provide a report on possible new fiscal and other terms for the Alaska North Slope 
LNG project. Tbe study is based on a comparative analysis of international LNG 
terms and conditions. This executive summary reflects the main conclusions and 
recommendations of this analysis.

2. PROJECT DESCRIPTION

A possible initial LNG project could produce and export about 14.5 million 
tons of LNG per year. This level might be reached over a six year period increasing 
sales volumes by about 2.5 million tons per year. The project would use initially the 
gas reserves of the Prudhoe Bay field. A large conditioning plant, a large diameter 
gas pipeline and a liquefaction facility in Valdez would be required. A fleet of about 
14 LNG tankers would ship high Btu gas to East Asian markets starting in the 2005 
- 2010 period. This project configuration was used as the basis for the 
recommendations in this executive summary.

Alternative configurations of the project are also possible. A gas pipeline 
could be built to the northwestern Alaska coast and ice-breaking LNG tankers could 
be used for the gas export. The Point Thomson gas reserves could be used from the 
start of the project.

The ramp-up speed is an important economic variable in the project and 
could be faster than the 6 years assumed in the basic project configuration.



In the ease of the Alaska North Slope LNG project the competitive conditions 
do not only apply to the profitability of the investment opportunities, but relate also 
to the market access of the gas. The fiscal system has to enable investors to 
conclude the necessary gas sales in the East Asian region.

One of the consequences is that the fiscal structure Alaska LNG project as a 
whole - the upstream and well as the downstream - has to be considered.

3.2.2 STRUCTURE OF THE GOVERNMENT TAKE

W ith respect to the structure of the government take there are two important 
issues, which are progressivity and back-end loading.

3.2.2.1 PROGRESSIVITY

A progressive fiscal system is a system whereby the government take is 
modest in case of conditions of low profitability and high in case of high 
profitability. A progressive fiscal system achieves the highest level of economic 
activity in conjunction with the highest level of economic rent extraction.

A regressive fiscal system is a system whereby the government take is high in 
case of conditions of low profitability and low in the case of high profitability. A 
regressive system results in a situation where marginal projects will not be 
undertaken and whereby the government is not earning tbe highest possible 
economic rent in case of high profitability.

The most efficient way to promote optimal economic activity with effective 
economic rent collection is therefore to adopt a progressive system.

It should be noted, however, that progressive systems have a drawback for 
governments. They result by their very nature in important swings in government 
revenues if there arc important changes in prices or costs. In order to properly 
manage a progressive fiscal system a government has to have a “buffering” system 
in place, such as a special fund to which government contributes when prices are 
high and which the government could use in case prices are low.

At the same time it should also be noted that large corporations look for 
“upside” in an investment and a severe reduction of the upside would reduce the 
investors interest in the project.

6



4.1.1 UPSTREAM

4 .1 .1 .1  B O N U S E S

Alaska employs a system of competitive bonus bidding for tbe allocation of 
acreage.

4 .1 .1 .2  R E N T A L S

Surface rentals in the Prudhoe Bay area are $ 1 per acre.

4 .1 .1 .3  R O Y A L T IE S

Royalties for Prudhoe are 12.5% of the value at the lease boundary. A 
processing allowance of S 0.18 per M cf is permitted for gas as a deduction from this 
value. This allowance escalates with inflation.

4 . l . t . 4  S E V E R A N C E  T A X

The severance tax rate for oil is 12.25% for the first 5 years and 15% 
thereafter and for gas it is 10%. The severance tax is calculated on the value at the 
lease boundary less royalties. For gas there is a processing allowance of S 0.20 per 
M cf (assumed pending draft regulations). Also there is minimum severance tax of 
$ 0.064 per M cf regardless of the price.

The severance tax for oil and gas is reduced by the Economic Limit Factor 
(ELF). This factor varies between 0 and 1 and depends on the daily well production 
in the case of oil and gas and also total daily field production in the case of oil.

4 .1 .1 .5  C O R P O R A  T E  IN C O M E  T A X

The federal corporate income tax rate is 35% . Losses can be carried forward 
and interest is a deductible expense. Depreciation for federal purposes varies from 
asset class to asset class and is based on the MACRS system. Typically, the 
conditioning plant would be depreciated over 8 years.

The Alaska corporate income tax rate is 9.4% applied on a unitary world­
wide basis of income. The experience of Alaska is that Alaska only receives about 
half this amount as a result of the apportionment procedures. The Alaska 
corporate income tax is deductible for federal corporate income tax purposes, 
creating a total tax rate of 41.1%.

8



On average, the total Alaska fiscal system (Federal, State and local) is:
-- slightly regressive or slightly progressive on a total project basis 

depending on the economic conditions and the tax position of the investor, and 
— front-end loaded.

This means that the Alaska fiscal system is not optimal for an LNG project.

The rate of return to the investors is less than it needs to be. The rate of 
return is particularly negatively affected under marginal economic conditions. 
However, under high price scenarios, the total government take is less than it could 
be.

The current Alaska fiscal system could therefore be improved in order to 
make the LNG project more attractive by making the project more profitable and 
less risky. The system could also be improved by making it a more effective 
economic rent collector.

5. COMPARATIVE ECONOMICS

5.1 FINANCIAL E V A L U A T I O N  CRITERIA

5.1.1 HURDLE RATE

Probably the most important yardstick for assessing the profitability of the 
Alaska project is the “hurdle rate”.

The hurdle rate is the minimum cashflow rate of return that the project has 
to have in order to be considered economically attractive by the investors. Many 
companies determine the hurdle rate after all taxes and before financing. The hurdle 
rate can be determined on a current or constant dollar basis. The hurdle rate 
depends on many factors, such as the rate of return of other opportunities, the 
average cost of capital, the project risks and financing opportunities.

Hurdle rates are different from company to company because the factors that 
determine the hurdle rate are different for each company. This means that some 
companies may consider a project profitable while others may not. For large 
projects, companies may have different hurdle rates per project depending on the 
project risk.

10



5. /. 1.2 C O ST OF CAPITAL

The hurdle rate has to be equal to or higher than the weighted average cost 
of capital after adjustment for risk. The weighted average cost of capital of a 
com pany is the after tax cost of all its capital sources in the form of debt and equity. 
For large oil corporations with a relatively modest debt, the current cost of capital 
can estimated in the range of 9% to 11%. It is not economic for a corporation to 
invest in a project if  the project does not make at least a rate of return that is equal 
to the weighted average cost of capital after adjustment for risk.

Successful companies have projects with rates of return that are above the 
weighted average cost of capital.

5.1.1.3 ALASKA PROJECT RISK

The relative risks of the projects is also an important factor in deciding about 
the attractiveness of a project and in deciding about the hurdle rate for the project. 
It should be noted that relatively speaking the Alaska project cannot be considered a 
low risk project under current conditions. There is a great variety of project risks. 
The following table is a comparison between the Alaska project and the Ras Laffan 
project of the project risks involved:

This indicates tha t the competitive rate  of return for LNG projects that arc
being launched a t this moment is in the range of 13 - 17% for the price range of $
3.50 to S 3.90 per MMBtu CIF  Korea or Japan  on a total project basis.

RELATIVE PROJECT RISK ALASKA - RAS LAFFAN f
Alaska Ras Laffan 1

RISKS:
Regional conflict risk Very Low Very High
General country risk Low Average
Gas reserve risk Low Very Low
Gas price risk Aver - High High
Regulatory/legal risk High Low
Risk of cost overruns High Low
Market access risk High Average
Fiscal stability risk High Low

12



5.1.1.4 F IN A N C IN G

W i t h  r e s p e c t  to the  A laska  L N G  p ro je c t  it is im p o r ta n t  to  e m p h a s iz e  t h a t  the  
ana lys is  o f  th e  p ro je c t  on a n o - f in a n c in g  basis  does not do the  A lask a  p r o je c t  ju s t ice .  
In th e  U n i te d  S ta te s ,  in te re s t  is a tax  d ed u c tib le  expense. F u r t h e r m o r e ,  the  
f inanc ia l  m a r k e ts  perce ive  N o r th  A m e ric a  as a low risk  a re a  in  w h ic h  a h igh  
leverage  o f  th e  d o w n s t re a m  o p e ra t io n s  is possible.

F in a l ly ,  th e  in c re m e n ta l  in v es tm e n ts  in the  A laska  L N G  p ro je c t  a re  
p r im a r i ly  in  d o w n s t re a m  o p e ra t io n s  w h ic h  a r e  highly f inanccab le .

T h e  h ig h  deg ree  o f  f in a n c ea b i l i ty  o f  the  d o w n s tre a m  o p e ra t io n s  m ak es  the  
in c r e m e n ta l  co s t  o f  c ap ita l  less t h a n  th e  w eigh ted  average  cost o f  c a p i ta l  of the  
c o rp o ra t io n .

G iv e n  these  c o n s id e ra t io n s  i t  is im p o r ta n t  to c o n s id e r  t h e  c o m p a ra t iv e  
econom ics  e i th e r  on an  a f te r  f in a n c in g  basis o r  p rov ide  som e d e c re a s e  in the  h u rd le  
r a te  in o r d e r  to  recognize  these fac to rs .  T h e  r a t e  of r e tu rn  a f te r  f in a n c in g  w ou ld  be 
the  r a t e  o f  r e t u r n  on e q u ity  (“ P ro je c t  R O E ” ). T h is  m eans the  r a t e  o f  r e t u r n  on to ta l  
c ap ita l  less th e  d e b t .

5.1.1.5 TOTAL PROJECT VERSUS ITS COMPONENTS

T h e  r isk  on the  to ta l p ro je c t  a n d  its c o m p o n e n ts  a re  n o t  n ecessa r i ly  the  sam e . 
The d o w n s t r e a m  c o m p o n e n ts  cou ld  be c o n s tru c ted  u n d e r  r e la t iv e ly  low  risk  
c o n t r a c tu a l  a r r a n g e m e n ts  w ith  th e  p ro d u c e rs .  T h e  p ro d u c e rs  w o u ld  r u n  the  r isk  of 
cost o v e r r u n s ,  p r ic e  declines a n d  o th e r  risks.

T h e re fo re ,  for the  d e te rm in a t io n  of the  n e tb ack  v a lu e  a n d  for ro y a l ty  
p u rp o se s  one  w ou ld  use a r a t e  o f  r e t u r n  th a t  is lower th a n  th e  to ta l  p r o je c t  r a t e  of 
r e t u r n  a n d  w o u ld  r e p re s e n t  th e  low er r isk . Also the  costs o f  c a p i ta l  for the  
d o w n s t r e a m  c o m p o n e n ts  is typ ica lly  low er  th a n  for the  u p s t r e a m  c o m p o n e n t .  T h e  
ra te  o f  r e t u r n  w o u ld  be a C o s t  o f  S e rv ice  r a te  o f  r e tu rn .

In  o r d e r  to assum e all th e  p ro je c t  risks, the  l iqu id  p e n a l ty  a n d  e a rn  a 
r e a s o n a b le  r e t u r n  on th e  p ro je c t  d e v e lo p m e n t  inves tm en ts ,  th e  p r o d u c e r s  will h a v e  
to h a v e  a r e a s o n a b le  m in im u m  n e tb a c k  va lue  fo r  the  gas. I t  can  b e  e s t im a ted  th a t  
this v a lu e  is a b o u t  $ 0 .98 p e r  M cf. If  d o w n s t re a m  o p e ra to rs  w o u ld  a ssu m e  m ore  
risk, th is  v a lu e  could be low er b u t  in this case the  cost of serv ice  o f  th e  d o w n s t re a m  
o p e ra t io n s  increases  be c au se  o f  th e  need for a h igher  r a te  o f  r e t u r n  in  o rd e r  to 
a ssu m e  th is  r isk .
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T h e  rn tc  o f  r e t u r n  is d e p e n d e n t  on the  r a m p - u p  speed of tbe  p ro je c t .  A 
u n iq u e  f e a tu r e  o f  th e  A laska  p ro je c t  is th a t  a long d is tance  high cost gas p ipeline  is 
r e q u i r e d .  T h e  q u ic k e r  this line c a n  he filled w ith  p ro d u c t io n ,  the  h igher  the  r a t e  of 
r e tu r n  will b e .  I f  th e  r a m p - u p  w ou ld  be 3 ye a rs ,  tbe  R O R  would be a p p ro x im a te ly
0 .7 %  h ig h e r .  S u c h  a fast r a m p  up , how ever ,  is im p ro b ab le  due  to m a rk e t  
re s t r ic t io n s .  C u r r e n t ly ,  the  to ta l  Pacific L N G  m a rk e t  is increasing by a b o u t  2.5 
m illion  to n s  p e r  y e a r  a n d  m a n y  p ro je c ts  c o m p e te  in this m a r k e t

I t  th e r e fo r e  a p p e a r s  t h a t  the  Alaska N o r th  S lope LN G  p ro je c t  is n o t  
econom ic  u n d e r  c u r r e n t  cond it ions ,  even if the  costs could be d ro p p ed  to S 12 
billion a n d  th e  r a m p - u p  speed cou ld  be increased .

H o w e v er ,  im p ro v e m e n ts  in the  fiscal system  toge the r  with a r e d u c t io n  of 
p ro je c t  r is k  cou ld  m a k e  the p ro je c t  a t t r a c t iv e .

5.3 ALASKA PROJECT ON THE BASIS OF OTHER FISCAL SYSTEMS

5.3.1 O V E R A L L  F IS C A L  B U R D EN

T h e  overa ll  fiscal b u rd e n  im posed by A laska on a possible LN G  p ro jec t  is 
to u g h  in c o m p a r is o n  w ith  o th e r  LN G  exporting  coun tr ies .

T h e  re la t iv e  b u rd e n  can be  m ost a c cu ra te ly  m ea su red  by app ly ing  tbe  fiscal 
te rm s  of o th e r  ju r i s d ic t io n s  to A laska  N o r th  S lope econom ics.

In su ch  a c o m p a r iso n  the  econom ics of A laska , C a n a d a  an d  A us tra l ia  a re  
m e a s u re d  on  a conso lida ted  basis an d  the  econom ics of the  o th e r  LN G  exporting  
c o u n tr ie s  is m e a s u re d  on a s ta n d  alone basis. T h e  following tab le  p rov ides  the  
c o m p a r a t iv e  ana lys is  of the  R O R  fo r  two scenar ios ,  S 15 billion costs w ith  a p rice  o f  
S 3 .50  a n d  S 13.5 b illion costs w i th  a price  of $ 3 .90:
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T h is  is a very  s t ro n g  ind ica tion  t h a t  the  Alaska fiscal term s a re  not 
c o m p e t i t iv e  w i th  the  “ o u te r  c irc le -h igh  cost"  ju r i s d ic t io n s .

5.3.2 S T R U C T U R E  O F  T H E  G O V E R N M E N T  T A K E

A n i m p o r t a n t  issue in  in te rn a t io n a l  fiscal system s is the  s t ru c tu re  of the  fiscal 
sy s tem . T h e  s t r u c tu r e  of th e  fiscal system  can  be ana lyzed  by rev iew ing  th e  level of 
g o v e rn m e n t  t a k e  u n d e r  v a r io u s  scenarios .

T h e  g o v e rn m e n t  ta k e  is defined  as th e  p e rcen tag e  th a t  the  g o v e rn m e n t  
o b ta in s  of th e  econom ic  re n t .  T h e  g o v e rn m e n t  take  is usually  expressed as a 
p e rc e n ta g e  o f  t h e  u n d is c o u n tc d  r e n t ,  a l th o u g h  econom ic  ren t  is usually  d e te rm in e d  
on a d isc o u n te d  basis.

T h e  fo llow ing  tab le  p ro v id e s  the  u n d isc o u n te d  gov e rn m en t  take in p e rc e n t  
for th e  tw o  sc en a r io s :

G O V E R N M E N T  T A K E  O F  D I F F E R E N T  F IS C A L  
S Y S T E M S  B A SE D  O N  A L A S K A  E C O N O M IC S

Costs /p rice : 15B -S3.50 13.5B- $3 .90
P ro je c t :

A L A S K A N o r th  Slope 40 .4 % 4 1 .7 %

IN N E R  C I R C L E - L O W  C O S T :

B ru n e i L u m u t 46 .6 % 4 9 .8 %
In d o n es ia A r u n 57 .5 % 5 9 .9 %
M a la y s ia B in tu lu  I ,H 61 .2 % 6 6 .4 %
M a lay s ia B in tu lu  HI 61 .2% 6 6 .4 %
V ie tn a m O ffshore 3 8 .2 % 4 7 .9 %

O U T E R  C I R C L E - H I G H  C O S T :

A b u  D h a b i Das Island 44 .4 % 4 5 .6 %
A u s tra l ia All p ro jec ts 33 .7 % 3 6 .1 %
C a n a d a P A C R I M 35 .2 % 3 9 .9 %
In d o n es ia I r ia n  J a y a 48 .7% 5 0 .7 %
In d o n es ia N a tu n a 25 .6% 2 5 .9 %
O m a n Shell 21 .6% 19 .4 %
P N G H ides 27 .3% 2 8 .1 %
Q a t a r Q a t a r  gas 33.1 % 3 0 .8 %
Q a t a r R as  Laffan 3 4 .4 % 3 3 .7 %
R uss ia S a k h a lin  n 37 .5 % 3 8 .2 %
Y e m e n H u n t 3 5 .3 % 4 9 .5 %
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T h is  m e a n s  t h a t  th e  “ o u te r  c irc le-high cos t”  c o u n tr ie s  com pe te  by 
in t r o d u c in g  o n e  o r  m o re  o f  th e  following fiscal concep ts  in th e i r  fiscal system :

-- a low er g o v e rn m e n t  take
— a p rog ress ive  g o v e rn m e n t  take ,  m a k in g  the  $ 3.50 case 

m o re  a t t r a c t iv e ,
— a b a c k -e n d  loaded  g o v e rn m e n t  ta k e ,  o r
— in v e s tm e n t  “ subsid ies” .

A laska  e m p lo y s  n o n e  of these  fea tu res  a n d  it is th e re fo re  t h a t  the  A laskan  
te rm s  a re  th e  le a s t  a t t r a c t iv e  fo r  investors  a m o n g  th e  “ o u te r  c irc le-h igh  c o s t” 
ju r i s d ic t io n s .

Ln a d d i t io n  to th e  basic  g o v e rn m e n t  tak e ,  m a n y  ju r i s d ic t io n s  em ploy  d i re c t  
g o v e r n m e n t  e q u i ty  p a r t ic ip a t io n  in  th e  p ro jec t .  T h is  is in p a r t i c u la r  the  case for 
Q a t a r ,  A b u  D h a b i ,  O m a n ,  Y e m e n ,  B ru n e i  a n d  T N G . T h is  increases  th e  
g o v e r n m e n t  ta k e  on  a “ P a r t i c ip a t io n ” basis  s u b s ta n t ia l ly .  H ow ever, these  
g o v e rn m e n ts  s h a r e  in th is  case the com m erc ia l  r isks  w ith  th e  investors .

5.4 COMPETITIVE POSITION RELATIVE TO OTHER PROJECTS

5.4.1 A L A S K A  O N  T H E  T I M E  L IN E

T h e  p ro je c ts  in Q a t a r  (Ras Laffan  a n d  Q a ta rg a s ) ,  O m a n  a n d  the N W  S he lf  
e x p a n s io n  p r o je c t  all a r e  a h e a d  on the  tim e line re la t iv e  to  A laska. T h e  Q a ta rg a s  
p ro je c t  h a s  a l r e a d y  s ta r te d .  O m a n  and  Ras L affan  h a v e  a lre a d y  specific sales 
c o n tra c ts .

T h e  to ta l  p ro d u c t io n  c a p a c i ty  of the  fo u r  p ro je c ts  to g e th e r  is 23.4 million 
tons o f  L N G  p e r  y e a r .  As in d ic a te d ,  the  p ro jec ts  also h a v e  a P ro je c t  R O R  w hich a re  
m o re  a t t r a c t iv e  t h a n  th e  c u r r e n t  A laska  p ro jec t .  It is un like ly  t h a t  the  Alaska N o r th  
S lope  p r o je c t  could  be la u n c h e d  a h e a d  of these p ro jec ts .

T h e  A laska  p ro je c t  w ou ld  there fo re  p r im a r i ly  c o m p e te  w ith  a second tie r  of 
p ro je c ts .

5.4.2 C O M P E T I T I O N  W I T H  R E S P E C T  T O  S E C O N D  T I E R  P R O J E C T S

T h e  econom ic  in fo rm a t io n  on most of these  p ro je c ts  is still r a th e r  l im ited . 
P ro je c t  R O R  f igu res  for these  p ro jec ts  a re  th e re fo re  only  ind ica tive . O n ly  ve ry  
g e n e ra l iz e d  econom ic  ana lys is  can  be done  w ith  a w ide  r a n g e  of e rro r .



5 .5 EFFECT OF TIME ON THE PROJECT

T h e  effects o f  t im e  on the  A laska  LNG p ro je c t  a re  im p o r ta n t .

As in d ic a te d  e a r l ie r ,  th e  r a m p - u p  speed could add  a b o u t  0 .7 %  to the  P ro jec t  
R O R  if  th e  r a m p  u p  t im e  cou ld  he reduced  from  6 to 3 yea rs .  It is likely t h a t  the  
r a m p  u p  t im e  cou ld  he r e d u c e d  so m e w h at  over tim e.

By the y e a r  2010 th e  Pacific  m arkets  m ay  increase  a t  a r a te  of 3 m illion or 
m o re  p e r  y e a r  in s tead  o f  2 .5  m illion  tons per y ea r .  This  m ig h t  re su l t  in a s i tu a tio n  
w h e re  th e  r a m p  u p  t im e  cou ld  be reduced  to 5 years  or 4.5 years . T h is  would  
in c re a se  th e  r a t e  o f  r e t u r n  a n d  m ak e  the m arke t  access risk less.

A t  the  s a m e  t im e  th e  l iqu id  loss which is es tim ated  a t  384 million b a rre ls  if 
the  p r o je c t  s ta r ts  in 2005 m ig h t  be reduced  to less th an  ha lf  this a m o u n t  by  th e  y e a r  
2010. T h is  w o u ld  a d d  a b o u t  0 .2 %  to the P ro jec t  R O R .

A  g e n e ra l  benefit  to A la s k a n ’s might be th a t  over t im e  the C I F  prices for gas 
in  E a s t  Asia m a y  in c re a se  in rea l  term s, c rea ting  a considerab ly  h igher  econom ic  
r e n t  w h ic h  in t u r n  w o u ld  re s u l t  in m uch  h igher g o v e rn m e n t  revenues.

T h e  m ain  d r a w b a c k  o f  de lays  in the Alaska p ro jec t  is th a t  the  p ro jec t  m ay  be 
“ n ib b le d  to d e a th ’’ b y  sm all p ro jec ts  com ing in r.head of the  Alaska p ro jec t .  
P e t ro le u m  exp lo ra tion  in A sia  used to be p r im ari ly  for oil. G as  was considered  a by­
p r o d u c t .  H ow ever ,  the  s tro n g ly  em erg ing  gas m arke ts  in Asia have  now c rea ted  a 
s i tu a t io n  w h e re  p e tro le u m  c o m p a n ie s  are  now cxploraing  for gas.

E x p lo ra t io n  in T h a i l a n d ,  Pak istan  an d  C h ina  is in m any  cases a im ed  a t  
d isc o v e r in g  gas. V ie tn a m  m a y  sh o rt ly  in itia te  a p ro g ra m  a im ed a t  m ak in g  gas 
e x p lo ra t io n  m o re  a t t r a c t iv e .  T he re fo re ,  it can  be expected th a t  m a n y  gas 
d iscove r ie s  will be m a d e  d u r in g  the  next decade.

A t  the sam e  t im e  th e  economics of small LNG liquefaction facilities is 
im p ro v in g .

All such  c o n d it io n s  cou ld  lead  to a s i tua tion  w h ere  A laska  m ay be delayed .
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6. INCREASING PROFITABILITY

In  o rd e r  fo r  the  A laska  L N G  p ro jec t  to take  p lace  the  co m p e ti t iv en ess  an d  
p r o f i ta b i l i ty  of th e  p ro je c t  h a v e  to be increased . T h is  can  only be ach ieved  on the  
bas is  of:

a) a n  ac tive  p r o g ra m  on the  p a r t  of the  c o rp o ra t io n s  in * o rd e r  to 
e v a lu a te  w h e th e r  costs can  b e  r e d u c e d ,  and

b) a c o o p e ra t iv e  a p p ro a c h  be tw een  th e  S ta te  G o v e r n m e n t ,  the  
F e d e ra l  G o v e r n m e n t  a n d  th e  local g o v e rn m e n ts  w ith  re sp e c t  to im p ro v in g  fiscal 
t e r m s  a n d  re d u c in g  p ro je c t  r isk .

Unless all fo u r  p a r t ie s  a re  willing to m ake  a c o n tr ib u t io n  to increas ing  the  
c o m p e t i t iv e n e s s  a n d  r e d u c in g  th e  r isk  of the  p ro je c t ,  i t  w ould  be d iff icu lt  to  rea c h  
th e  m in im u m  ob jec t ives .

T h e  in c re ase  in com peti t iveness  shou ld  be p r im a r i ly  ach ie v e d  by red u c in g  
th e  g o v e rn m e n t  t a k e  on the  d o w n s t re a m  p o r t io n  of the  p ro jec t .  B y  red u c in g  the  
g o v e r n m e n t  tak e  on  th e  d o w n s t re a m ,  the n e tb a c k  va lue  will be  in c re ase d  w hich  in 
t u r n  will low er th e  cost o v e r ru n  r isk  an d  the  p rice  r isk . T h is  r isk  can  b e  fu r th e r  
r e d u c e d  by  re d u c in g  the  u p s t r e a m  g o v e rn m e n t  take  u n d e r  cond it ions  o f  low n e tb a c k  
p r ice s .

6.1 STATE AND FEDERAL INCENTIVES

T h e  S ta te  a n d  the  F ed e ra l  g o v e rn m e n t  could  seek to im p ro v e  the  
c o m p e t i t iv e n e ss  o f  the  p ro je c t  cons ide rab ly  by solving tw o  im p o r ta n t  issues:

-- th e  slow ra te  o f  d ep rec ia t io n ,  an d  
— th e  h igh  c o m b in e d  tax  ra te .

6.1.1 A C C E L E R A T I O N  O F  D E P R E C IA T IO N

T h e  d e p re c ia t io n  sh o u ld  p re fe rab ly  be b r o u g h t  in line w i th  w orldw ide  
c o n d i t io n s  fo r  L N G  p lan ts .  T h is  m eans  th a t  an  acce lera ted  d e p re c ia t io n  of 2 0 %  
s t r a ig h t  line p e r  y e a r  shou ld  be the targe t.  T h e  c h a n g e  in d e p re c ia t io n  shou ld  be 
p r o p o s e d  in such  a w ay  th a t  it does n o t  resu lt  in im p ac ts  on o th e r  tax  paye rs .
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A d d i t io n a l ly  one  s h o u ld  c o n s id e r  a p ro p e r ty  tax holiday o f  10 y e a rs  f ro m  the 
end  o f  th e  r a m p - u p  p e r io d .  H o w e v er ,  o n e  m ig h t  consider  a c o m p e n sa t io n  p a c k a g e  
for th e  m u n ic ip a l i t ie s  for th is  benefit .

F o r  in s ta n c e ,  the  c o m p e n s a t io n  could be in the  form o f  “ f re e ”  n a tu r a l  gas 
d e l iv e re d  to th e  m u n ic ip a l i t ie s  a t  th e  p ipeline  in exchange fo r  th e  p r o p e r ty  tax 
h o l id a y  a n d  in  lieu o f  the  p a y m e n t  o f  p r o p e r ty  tax. Also a g re e m e n t  w ou ld  need  to 
be r e a c h e d  on  th e  d e ta i le d  ca lc u la t io n  m e th o d s  of the p ro p e r ty  tax.

T h e r e  w o u ld  be  a m p le  ju s t i f i c a t io n  for th e  p roposed  m ea su res  f rom  th e  p o in t  
o f  v iew  o f  the  local g o v e rn m e n ts .  T h e  p ro je c t  would  b r ing  cons ide rab le  e m p lo y m e n t  
a n d  b u s in e ss  o p p o r tu n i t i e s  a n d  w o u ld  p ro v id e  low cost c lean en e rg y  a n d  a 
c o n s id e ra b le  f u tu r e  so u rce  o f  p r o p e r ty  tax  incom e.

6.3 STATE INCENTIVES

6.3.1 R E L I E F  O N  M IN IM U M  S E V E R A N C E  TA X

T h e  S ta te  could  re m o v e  th e  m in im u m  severance  tax in o r d e r  to  e n h a n c e  the 
a b i l i ty  fo r  the  sellers of the  gas to n e g o tia te  the  lowest possible m in im u m  sales p r ice  
in case  o f  oil p r ice  declines. A s ian  b u y e rs  a re  ve ry  concerned  a b o u t  m in im u m  sales 
prices.

6.3.2 R O Y A L T Y  A N D  S E V E R A N C E  T A X  R E L IE F

T h e  c u r r e n t  1 2 .5 %  ro y a l ty  a n d  th e  1 0 %  severance  tax a re  f ro n t-e n d  loaded  
T h e  p r o je c t  r is k  could be r e d u c e d  a n d  the  p rofitab ili ty  u n d e r  low n e tb a c k  
c o n d i t io n s  could  be e n h a n c e d  w ith  a low er fiscal b u rd en  u n d e r  these  cond it ions . 
T h is  re l ie f  is p a r t  of a m o re  g e n e ra l  r e s t ru c tu r in g  of the royalty  a n d  sev eran ce  tax  to 
be d e s c r ib e d  in the  next c h a p te r .

6.3.3 D E T E R M I N A T IO N  O F  N E T  B A C K  V A L U E  F O R  R O Y A L T Y  A N D  
S E V E R A N C E  T A X  P U R P O S E S

It  c a n  also be r e c o m m e n d e d  to e s tab l ish  a m ore  detailed a n d  specific system  
on h o w  th e  n e tb a c k  p r ic e  for ro y a l ty  a n d  severance  tax p u rp o se s  w ould  be 
c a lc u la te d .  T h e  n e tb a c k  p r ice  sh o u ld  be based  on the p r incip le  t h a t  each  o f  the 
d o w n s t r e a m  c o m p o n e n ts  o f  the  p ro je c t  sh o u ld  be a v iable business by  itself. A  cost 
o f  s e rv ice  type  r a t e  of r e t u r n  s h o u ld  b e  inc luded  in the calculation o f  the  cost of 
m a r in e  sh ip p in g ,  l iq u e fac t io n ,  p ipe l ine  t r a n s p o r t  an d  condition ing  for roya l ty  net 
b a c k  v a lu e  pu rposes .



T h e  s ing le  new  ro y a l ty  could be made m o re  p rogress ive  b a c k -e n d  lo a d e d  by: 
- -  r e m o v in g  the  severance  tax fo r  gas,
--  in t r o d u c in g  a h ig h er  royalty in  c o m b in a tio n  w ith  a h ig h e r  roya l ty  

a l lo w a n c e ,  a n d
— by  m a k in g  this roya l ty  time re la te d .

7 .2  CREATION OF PROGRESSIVITY AND BACK-END LOADING

V e r y  i m p o r t a n t  v a r ia b le s  in the  c rea tion  of econom ic r e n t  a re  th e  CEF price  
o f  gas  a n d  th e  d o w n s t r e a m  costs. A high p r ic e  a n d  low d o w n s t re a m  costs c rea te  
a u to m a t ic a l ly  a la rg e  econom ic  r e n t .  It is in the  in te re s t  of Alaska to  c a p tu r e  a large  
s h a r e  o f  th e  ec o n o m ic  r e n t  t h a t  m ig h t  be g en e ra ted .

T h e  ro y a l ty  cou ld  be m a d e  m ore  sensitive to the  n e tb ack  v a lu e  b y  increas ing  
th e  c u r r e n t  a l lo w a n c e  of S 0.18 p e r  M cf to, fo r  instance, $ 0 .60 p e r  M cf. T h e  
a v e ra g e  p r o je c t  ro y a l ty  cou ld  be increased at th e  sam e time to , for in s ta n c e ,  3 0 % .

T h is  a v e ra g e  ro y a l ty  could then  be r e -d is t r ib u te d  over  a t im e f ra m e  re la te d  
to th e  p r o je c t .  T h e  ro y a l ty  could  s ta r t  a t  5 %  d u r in g  the cons truc tion  a n d  r a m p - u p  
p h a s e  a n d  cou ld  go u p  to r a t h e r  high levels o f  say  40 - 6 0 %  d e p e n d in g  on the  
d e ta i le d  p ro v is io n s  o f  the  fo rm u la  th a t  is ap p lied .  Such a fo rm ula  needs  carefu l 
c o n s id e ra t io n .

T h e  c re a t io n  o f  a p rogress ive  and  b a c k -e n d  loaded royalty  system  m ak e  the 
d e te r m in a t io n  o f  the  n e t -b a c k  value  for royalty  p u rposes  an essential c o m p o n e n t  of 
th e  o v e ra l l  fiscal sy s tem , as a lre ad y  discussed in section 6.3.3

Also it s h o u ld  be  recogn ized  th a t  the roya l ty  would app ly  u n d e r  th e  um bre l la  
of a specific  a g re e m e n t  on th e  P h ase  I royalties only. The royalties  a pp licab le  to a 
poss ib le  P h a s e  II  sh o u ld  be ju d g e d  on the basis o f  the  economic co n d it io n s  existing 
a t  th e  t im e  t h a t  th e  dec is ion  a b o u t  Phase D is being m a d e  and  shou ld  tak e  into 
c o n s id e ra t io n  th e  need  for possible considerab le  in c rem en ta l  inves tm ents  to p u t  new 
gas  fields on s t r e a m .

F ina lly ,  it  sh o u ld  be no ted  th a t  the specific royalty  fo rm ula  needs  to be 
d e s ig n e d  in  th e  c o n te x t  o f  th e  total fiscal package  a n d  shou ld  therefo re  be based  on 
the  final fo rm  o f  a g re e m e n ts  reach ed  betw een th e  levels of g o v e rnm en t.
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AJso the  d i s t r ib u t io n  o f  r isks  a n d  benefits  of the  S ta te  o f  A la sk a  is ve ry  
d i f fe re n t  f ro m  th e  p r iv a te  in ves to rs .  T h e  S ta te  of Alaska will benefit  f ro m  P h a se  II. 
T h e  specific  in it ia l  p r o je c t  in v es to rs  m igh t or m ig h t  not.

T h e r e f o r e ,  th e  S t a te  of A laska  cou ld  assum e p ro je c t  r isk  b y  p a r t ia l ly  
f in a n c in g  the  p ro je c t  w i th  long te rm  loans.

T h e  a t r a c t iv e n e s s  o f  th e  p ro je c t  could in crease  if  the  S ta te  could  u se  su c h  tax 
s u p p o r t e d  f in a n c in g  a n d  can  a ssu m e  p ro je c t  risk by lend ing  u n d e r  fav o ra b le  
c o n d it io n s .

8.3 INFRASTRUCTURE DEVELOPMENT

S o m e  g o v e rn m e n ts  in the  w'orld have  p ro m o te d  the  L N G  e x p o r ts  th ro u g h  
v e ry  c o n s id e rab le  d i re c t  i n f r a s t r u c tu re  o r  p ro je c t  su p p o r t .  Q a ta r  c o n s t ru c te d  an 
n e w  S 1 b illion p o r t .  In d o n e s ia  a ssum es the  co n s tru c t io n  a n d  f inanc ing  costs of the 
l iq u e fac t io n  p la n ts  a n d  c h a rg e s  p r iv a te  inves to rs  for l iquefac tion  on a  cost basis.

T h e  S ta te  of A la sk a  m ay  be  able to p ro v id e  sim ila r  s u p p o r t  to  th e  p ro jec t .  
T h i s  m ay  be the  case  for im p ro v e m e n ts  in  the  p o r t  in V a ldez  o r  s im ila r  
in f r a s t r u c tu r a l  w orks .

8.4 FISCAL STABILITY

T h e  A N S LN G  p r o je c t  will no t occu r  w i th o u t  a s ign if ican t e n h a n c e m e n t  of 
th e  s tab i l i ty  of th e  fiscal te rm s .  T h e  p ro f i tab i l i ty  of the  p ro je c t  d e p e n d s  e n tire ly  on 
a c o m p re h e n s iv e  set o f fiscal and  financ ia l  m easu res .  W ith o u t  these  m e a su re s  the 
p r o je c t  is un eco n o m ic .  As a resu l t ,  th e re  has to be an  accep tab le  d e g re e  of fiscal 
s ta b i l i ty  befo re  in ves to rs  can  risk the  in v es tm e n t  in such  a large  p ro jec t .

T h is  fiscal s ta b i l i ty  does not exist a t  this t im e. T h e  S ta te  of A laska  has  tbe 
u n i la te r a l  r ig h t  to c h a n g e  taxes. Th is  app lies  to severance  taxes, p r o p e r ty  taxes 
a n d  c o rp o ra te  incom e tax . All these taxes a r e  m a jo r  com p o n en ts  o f  the fiscal 
s t r u c tu r e .

E ven  if th e  c u r r e n t  g o v e rn m e n t  w ould  ag ree  to a new  fiscal p ac k ag e ,  the 
n e x t  g o v e rn m e n t  could  c h a n g e  it. T h e  S ta te  o f  Alaska could  th e re fo re  take  a 
n u m b e r  o f  m ea su res  would help in e s tab l ish ing  a n  e n v iro n m e n t  of fiscal
s ta b i l i ty .  S eve ra l  m e a su re s  a r e  possible.
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It seem s th a t  a r e a s o n a b le  m idd le  g ro u n d  could be th e  following:

-- the  S ta te  L eg is la tu re  could pass a law  p e rm itt in g  the  gov e rn m en t  
to e n te r  in to  fiscal a g re e m e n ts  for specific pro jec ts  for a specific t im e  period , for 
in s ta n c e ,  no lo n g er  t h a n  25 yea rs  ( 5 years  for deve lopm en t a n d  . 20 years  
’p ro d u c t io n ) ,

-- a n y  su c h  a g re e m e n ts  would have  to be specifically a p p ro v e d  by the 
S t a te  L eg is la tu re ,

— if  th e  fiscal system  changes in the fu tu re ,  such ch an g es  would not 
be a p p lic ab le  to  the  p r o je c t  for w hich  the  a g re e m e n t  exists and  such  ag reem en ts  
w o u ld  be  “ g r a n d f a th e r e d ”  u n d e r  a n y  such  new law c h an g in g  the fiscal system ,

— it c o u ld  be u n d e rs to o d  th a t  the  a g re e m e n t  could only be canceled 
or a m e n d e d  on th e  b a s is  of a  specific new law by  the S ta te  Legisla ture .

T h is  p rocess  does  n o t  p ro v id e  for abso lu te  fiscal s tab ili ty , b u t  it would come 
as close as one cou ld  r e a s o n a b ly  h ope  for in the N orth  A m erican  con tex t.  A form al 
a g re e m e n t  w ith  the  in v es to rs  s igned  by the S ta te  and  a p p ro v e d  by the S ta te  
L e g is la tu re  w ou ld  h a v e  a t re m e n d o u s  m ora l  w eight a n d  it would be ve ry  dam ag ing  
for th e  im age o f  the  S t a te  if the  ag reem en t  would be unila te ra lly  canceled or 
a m e n d e d .

8 .4 .5  F IN A N C IN G  P A C K A G E

T h e  long te rm  S ta te  su p p o r te d  financing  package  m ay help to solidify the 
fiscal s tab ili ty . T h e  p a c k a g e  m ay  include certa in  cond it ions  th a t  w ould  link the 
p a c k a g e  to the  fiscal s ta b i l i ty .  S ince the S ta te  o f  Alaska would  have  g u a ra n te e d  the 
f in a n c in g  p ack ag e  to th e  len d e rs ,  th is  would  c rea te  considerab le  add it io n a l  com fort 
on the  p a r t  of the  in v es to rs  t h a t  th e  fiscal s tab ili ty  will “ h o ld ” .

8 .4.6 P A R T I C I P A T IO N

T h e  eq u ity  p a r t i c ip a t io n  p rovis ions  could be p a r t  of the  overall fiscal s tability  
a g re e m e n t .
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F o r  the $ 3 .90  s c e n a r io  the des irab le  ta rg e t  ra te  would still no t  be  r e a c h e d ,  
w h ic h  m ea n s  t h a t  the  A la sk a  LN G  p ro je c t  still would  not c o m p a re  very  well w ith  
o th e r  L N G  p ro je c ts  a r o u n d  the  w o r ld  u n d e r  th is  price  scenario  o r  h ig h e r  price  
sc en a r io s .

O n  the o th e r  h a n d ,  th e  p ro je c t  ra te s  rela tive ly  b e t te r  u n d e r  low er price  
s c e n a r io s  a n d  w o u ld  r a t e  v e ry  high on a R O E  basis. Also the m in im u m  n e tb ack  
p r ic e  o f  a b o u t  S 0 .90  p e r  M c f  w ou ld  be far  exceeded a t  the  $ 3.90 C I F  price  level.

9.3 REDUCTION OF RISK

T h e  p ro p o se d  fiscal s t r u c tu r e  reduces  cost o v e rru n  r isk  a n d  p rice  r isk .

T h e  S ta te  o f  A lask a  could  red u c e  p ro je c t  r isk  fu r th e r  th ro u g h  a deta iled  
c o n t r a c tu a l  a r r a n g e m e n t  w i th  the p ro d u ce rs ,  involving fiscal s tab i l i ty  a n d  a 
d e ta i le d  de fin ition  of te rm s ,  inc lud ing  detailed  ca lcu la tion  p ro ce d u re s  fo r  all fiscal 
c o m p o n e n ts .

B ased  on su c h  a p a c k a g e  th a t  involves cons ide rab le  r isk  red u c t io n  com pan ies  
m a y  b e  p re p a re d  to c o n s id e r  a risk ad ju s te d  h u rd le  ra te  of 1 2 % ,  based  on C I F  
pr ices  o f  S 3.50 p e r  IM M Btu.

T h e  c o m b in a t io n  o f  im p ro v e d  fiscal te rm s  and  risk red u c t io n  m ay  resu l t  in 
a n  overa ll  s i tu a t io n  w h e re  th e  p ro jec t  would be considered  p ro fi tab le  an d  a t t ra c t iv e  
by th e  p ro d u ce rs .  F ro m  t h a t  po in t o n w a rd s  it w ould  be the ac tu a l  d e v e lo p m en t  of 
L N G  m a rk e t  co n d it io n s  t h a t  would  d e te rm in e  w h en  the p ro je c t  could be launched  
in the  2005 -  2010 tim e p e r io d .

9.4 OTHER FACTORS

A p a r t  from  the  th r e e  fac to rs  ind ica ted  ab o v e ,  fu r th e r  fac to rs  could help in 
b r in g in g  the p r o je c t  a b o u t .

A s h o r te r  r a m p - u p  t im e  of 4.5 o r  5 y e a rs  could a d d  a n o th e r  0 .5 %  to the 
P r o je c t  R O R . B ased  on  th e  new fiscal p a ck ag e  a n d  the  risk red u c t io n  a g re e m e n t  
w ith  th e  S ta te  of A la sk a ,  it  m ig h t  be possible to convince  buyers  th a t  a fas te r  r a m p  
up  w o u ld  be a t t r a c t iv e .
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FISCAL NOTE

STATE OF ALASKA BILL NO. | | JR  35
1997 LEGISLATIVE SESSION

Dept. Affected

Title: Encouraging Federal Legislation to improve BRU:

f e d e r a l  F i s c a l  t p r m s  f o r  TAGS
Sponsor: House Special Comm, on Oil & Gas Components:

Requestor: Serial #

EXPENDITURES/REVENUES: (THOUSANDS OF DOLLARS)
OPERATING FY 98 FY 99 FYOO FY 01 FY 02 FY 03
Personal Services 0.0 0.0 0.0 0.0 0.0 0.0
Travel 0.0 0.0 0.0 0.0 0.0 00
Contractual 0.0 0.0 0.0 0.0 0.0 0.0
Supplies 0.0 0.0 0.0 0.0 0.0 0.0
Equipment 0.0 0.0 0.0 0.0 0.0 0.0
Land & Structures 0.0 0.0 0.0 0.0 0.0 0.0
Grants, Claims 0.0 0.0 0.0 0.0 0.0 0.0
Miscellaneous 0.0 0.0 0.0 0.0 0.0 0.0
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL 0.0 0.0 0.0 0.0 0.0

REVENUE 0.0 0.0 0.0 0.0 0.0 0.0

FUNDING: (THOUSANDS OF DOLLARS)
General Fund 
Federal Fund 
Other 
T O T A L

0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0

P O S IT IO N S :
Full-Time 0 0 0 0 0 0
Part-Time 0 0 0 0 0 0
Temporary 0 0 0 0 0 0

ANALYSIS: (ATTACH A SEPARATE PAGE IF NECESSARY)
see attached analysis

Prepared by: Co-Chair Scott Oean____________________Datc: 4/13/97

House Resources Committee____________  Phoney65— 3715

J (. / Zpi _̂_____________________  Phone:
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The following table represent the Federal and State undiscounted government take 
under Lhe various options

G O V ER N M EN T TAKE 
FOR V A R IO U S  IM PRO V EM EN TS IN FISCAL TERM S

“N o  Financing" “Financing"
S 3.50 $ 3 .9 0 $3.50 $ 3.90

State Fed Slate Fed Stale Fed Stale Fed

% % % % % •/t % %

A laska - S12 billion 13.8 28.1 15.4 218 12.6 26.1 14.3 26.1

20%  Depreciation 15.7 27 7 16.5 27.5 147 25.5 16.1 255

+  10% Tax Credit 15.6 27.3 17.0 27.1 156 25.1 17.0 25 1

+Reduction o f  PT 15.3 274 16.7 27.2 15 6 25 1 17.0 25 1

The following table provides the netback value (entrance conditioning plant) on 
the basis o f  sales value o f  the production (including the gas required for energy and 
boiloff) The netback value is expressed in S per Mcf.

N E T  BACK VA LU ES (production)
FO R  V A R IO U S  IM PRO V EM EN TS IN FISCAL TERM S

No Financing Financing
S 3.50 $ 3 .9 0 $3.50 S 3.90

$ /M cf S/Mcf S/Mcf S/M cf
A laska  - S12 billion S 0.64 $1.04 S 0.55 S 0.95
20%  Depreciation S 0.81 S 1.21 $0.84 $ 1.24
-  10% Tax Credit $ 0 .9 3 $ 1.33 S 1.00 S 1.40
-  Reduction o f  PT $ 1.03 $ 1.43 S 1.15 S 1 55

12.2 FEDERAL - STATE OF ALASKA PACKAGE

The Federal G overnm ent will have to make some contribution to the 
competitiveness o f  the project if  the project is to succeed

In approaching the Federal Government for cupport, it is probably most effective 
to request a small num ber o f  very specific items.

What is also important is that the requests for fiscal improvements should be 
reasonable and should not interfere with the taxation o f  other tax payers. Nor should the 
request for fiscal improvements easily lead to precedents in other corporate taxation areas
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H O U S E  JO IN T  R E S O L U T IO N  NO. 35

IN THE LEGISLATURE O F  TH E STATE OF ALASKA

TW EN TIET H  LEGISLATURE - FIRST SESSION

BY THE HOUSE SPECIAL COMMITTEE ON OIL AND GAS

Introduced: 4/10/97 
Referred: Resources

A R E S O L U T IO N

1 E n c o u ra g in g  federa l  legislation to im prove  federa l fiscal te rm s  for a trans-A laska

2 gas  p ipeline .

3  B E  IT  R E S O L V E D  BV T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  ALASK A:

4 W H E R E A S  A laska ’s N orth Slope, including the Prudhoe Bay and Point Thomson oil

5 and  gas fields, hold at least 35 trillion cubic feet o f  proven natural gas reserves, an amount

6 sufficient to supply a large natural gas export project in the state; and

7 W H E R E A S  com panies operating in the state, including perm it holders, oil and gas

8 leaseholders, and o ther  parties, have indicated an interest in investing in a trans-Alaska gas

9 pipeline  if it is econom ically  feasible; and

10 W H E R E A S  a study recently commissioned by the State o f  Alaska prepared by Dr.

11 Pedro Van M eurs indicates that the project economics could  be substantially improved through

12 changes in federal tax laws related to this project; and

13 W H E R E A S  the United States Congress recently passed similar tax changes to

14 facilitate developm ent o f  frontier deep water oil and gas developm ent in the G ulf o f  Mexico;

15 and

16 W H E R E A S  Dr. Van M eurs’ report estimated federal tax revenues under the current

HJR035a -1- HJR 35



1 structure to be S26.000.000.000. none o f  w hich will be realized if the project is not com pleted ;

2 and

3 W H E R E A S  there kvould be substantial additional benefits to the United States from

4 the project, including increased em ploym ent opportunities  across the nation and an im proved

5 trade balance with Asian countries; and

6 W H E R E A S  liquefied natural gas projects  proposed for other countries are com peting

7 to meet the Asian market demand for liquefied natural gas in the 2005 to 2010 m arket w indow

8 and could displace the Alaska project;

9 B E  IT  R E S O L V E D  that the Alaska State Legislature respectfully requests the U nited

10 States Congress to enact tax legislation that would  im prove the economics and likelihood o f

11 an Alaska liquefied natural gas export project; and be it

12 F U R T H E R  R E S O L V E D  that the Alaska Slate Legislature respectfully requests the

13 G overnor to use his best efforts to support passage o f  this federal legislation.

14 C O P IE S  of this resolution shall be sent to the Honorable Ted S tevens and the

15 Honorable  Frank M urkowski. U.S. Senators, and the Honorable Don Young. U.S.

16 Representative, members o f  the Alaska delegation  in Congress.

0-LS0904VE
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SUGGESTIONS FOR NEW TERMS 
FOR THE ALASKA NORTH SLOPE 

LNG PROJECT
1. INTRODUCTION

T h e  N o r th  S lope  o f  A laska  con ta in s  n a tu r a l  gas re se rv es  of a b o u t  35 tri ll ion  
cub ic  feet. M o s t  o f  th ese  re se rv es  a re  con ta ined  in the P r u d h o e  Bay field. O n e  o f  
th e  w ays  in w h ich  these  r e s e rv e s  can  be  p ro d u ce d  is th ro u g h  th e  export  o f  th e  gas in 
tb e  fo rm  of L N G  ( l iq u id  n a tu r a l  gas).

A  poss ib le  L N G  p r o je c t  could  be an  im p o r ta n t  sou rce  of revenues  for th e  
S ta te  o f  A laska  a n d  w o u ld  c re a te  s ign if ican t e m p lo y m e n t  a n d  bus iness  
o p p o r tu n i t i e s .  I t  is th e re fo re  im p o r ta n t  for the  S ta te  o f  A laska  to ana lyze  th e  
possib le  o p t im a l  fiscal c o n d i t io n s  u n d e r  w h ich  this p ro je c t  w ou ld  becom e a rea lity .

T h e  R e v e n u e  D e p a r tm e n t  of the  S ta te  of Alaska req u e s ted  the c o n su lta n t  to 
p ro v id e  a r e p o r t  on  poss ib le  new  fiscal and  o th e r  term s for the  Alaska N o r th  S lope  
L N G  p ro je c t .  T h e  s tu d y  is b ased  on a c o m p a ra t iv e  analysis  o f  in te rn a t io n a l  L N G  
te rm s  a n d  co n d it io n s .  T h i s  execu tive  su m m a ry  reflects the  m a in  conclusions a n d  
r e c o m m e n d a t io n s  o f  this a na ly s is .

2. PROJECT DESCRIPTION

A  possible  in it ia l  L N G  p ro je c t  could p ro d u c e  an d  ex p o rt  a b o u t  14.5 million 
tons  o f  L N G  p e r  y e a r .  T h i s  level m ig h t  be rea c h e d  over a six y e a r  pe riod  increas ing  
sales v o lu m es  by  a b o u t  2 .5  million tons per y ea r .  T h e  p ro je c t  w ou ld  use initially the  
gas  rese rves  o f  the  P r u d h o e  Bay field. A large cond it ion ing  p la n t ,  a la rg e  d ia m e te r  
gas  p ipe l ine  a n d  a l iq u e fac t io n  facility in V aldez  w ould  be r e q u i re d .  A fleet of a b o u t  
14 L N G  ta n k e rs  w ou ld  s h ip  h igh B tu  gas to E a s t  A sian  m a rk e ts  s ta r t in g  in the  2005 
- 2010 p e r io d .  T h is  p r o je c t  con figu ra t ion  w as  used as the  basis  for the  
r e c o m m e n d a t io n s  in  th is  execu tive  su m m a ry .

A l te rn a t iv e  c o n f ig u ra t io n s  of the  p ro je c t  a re  also possib le . A gas  p ipeline  
could  b e  bu ilt  to th e  n o r th w e s te rn  A laska  coast a n d  ice-b reak ing  LNG ta n k e rs  could 
be  used  fo r  th e  gas e x p o r t .  T h e  P o in t  T h om son  gas reserves could  be used  from  the 
s t a r t  o f  th e  p ro je c t .

T h e  r a m p - u p  speed  is an  im p o r ta n t  econom ic  v a r ia b le  in the p ro je c t  an d  
could  b e  fas te r  th a n  the  6 y e a rs  a ssu m ed  in the  basic p ro je c t  c o n f igu ra t ion .
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i n  th e  case  of the  A laska  N o r th  S lope  L N G  p ro je c t  th e  com peti t ive  cond it ions  
do  n o t  on ly  a p p ly  to th e  p ro f i ta b i l i ty  of th e  in v e s tm e n t  o p p o r tu n i t ie s ,  b u t  re la te  also 
to th e  m a r k e t  access of th e  gas. T h e  fiscal system  has  to enab le  inves to rs  to 
c o n c lu d e  th e  n ecessa ry  gas sales in th e  E a s t  A s ia n  reg ion .

O n e  of the  consequences  is t h a t  th e  fiscal s t ru c tu re  Alaska LN G p ro je c t  as a 
w ho le  - the  u p s t r e a m  a n d  well as th e  d o w n s t re a m  - has  to be considered .

3 .2 .2  S T R U C T U R E  O F  T H E  G O V E R N M E N T  T A K E

W ith  re sp e c t  to  the  s t r u c t u r e  o f  th e  g o v e rn m e n t  take  there  a r e  tw o im p o r ta n t  
issues, w h ic h  a re  p ro g re ss iv i ty  a n d  h a c k -e n d  load ing .

3.2,2.1 PROGRESSIVITY

A  p ro g ress iv e  fiscal sys tem  is a system  w h e re b y  the g o v e rn m e n t  take  is 
m o d e s t  in case  of co n d it io n s  o f  low p ro f i ta b i l i ty  an d  h igh in case of high 
p ro f i ta b i l i ty .  A  p ro g ress iv e  fiscal system  achieves the h ighest  level o f  economic 
ac t iv i ty  in c o n ju n c t io n  w ith  th e  h ig h es t  level o f  econom ic re n t  ex trac tion .

A  reg ress ive  fiscal sys tem  is a system  w h e re b y  the  g o v e rn m e n t  ta k e  is h igh  in 
case  of c o n d it io n s  of low p ro f i ta b i l i ty  a n d  low in the  case of high p ro fi tab ili ty . A 
reg re s s iv e  sys tem  resu l ts  in a s i tu a t io n  w h e re  m arg in a l  p ro jec ts  will n o t  be 
u n d e r t a k e n  a n d  w h e re b y  th e  g o v e rn m e n t  is no t e a rn in g  the  h ighes t  possible 
eco n o m ic  r e n t  in case of h igh p ro f i tab i l i ty .

T h e  m o s t  efficient w a y  to p ro m o te  o p tim al  econom ic ac tiv ity  w ith  effective 
econom ic  r e n t  collection is th e re fo re  to a d o p t  a progressive  system .

I t  sh o u ld  be no ted ,  h o w e v e r ,  th a t  p rog ress ive  system s have  d ra w b a c k  for 
g o v e rn m e n ts .  T h e y  resu l t  b y  th e i r  ve ry  n a tu r e  in im p o r ta n t  sw ings in g o v e rn m e n t  
r e v e n u e s  if th e re  a r e  i m p o r ta n t  ch an g es  in p rices  o r  costs. In  o rd e r  to  p ro p er ly  
m a n a g e  a p ro g re ss iv e  fiscal sy s tem  a g o v e rn m e n t  has  to h a v e  a “ b u f fe r in g ”  system  
in p lace ,  su ch  as a specia l  fu n d  to w h ich  g o v e rn m e n t  c o n tr ib u te s  w h en  prices a re  
h igh  a n d  w h ic h  the  g o v e rn m e n t  cou ld  use in case prices a re  low.

A t  the  sa m e  tim e it sh o u ld  also be n o ted  th a t  la rge  c o rp o ra t io n s  look for 
“ u p s id e ”  in a n  in v e s tm e n t  a n d  a severe  r e d u c t io n  of the  ups ide  would  re d u c e  the 
in v es to rs  in te re s t  in th e  p ro je c t .
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4.1.1 UPSTREAM

4.1.1.1 BONUSES

A laska  em ploys a system  o f  com pe ti t ive  bonus  b idd ing  for the  a l location  of 
a c re a g e .

4.1.1.2 RENTALS

S u r fa c e  ren ta ls  in the  P r u d h o e  B ay  a rea  a re  $ 1 per acre .

4.1.1.3 ROYALTIES

Royalties  fo r  P r u d h o e  a rc  1 2 .5 %  of the  value  a t the  lease b o u n d a ry .  A 
p ro ce ss in g  a llow ance  of $ 0 .18 p e r  M c f  is p e rm i t te d  for gas as a d e d u c t io n  from  this 
v a lu e .  T h is  a llow ance  escalates  w i th  infla tion .

4.1.1.4 SEVERyiNCE TAX

T h e  sev eran ce  tax  r a t e  for oil is 12 .25%  for the f irs t  5 y e a rs  a n d  1 5 %  
th e r e a f t e r  a n d  for gas it is 1 0 % .  T h e  severance  tax  is ca lcu la ted  on th e  v a lu e  a t  the 
lease b o u n d a r y  less royalties .  F o r  gas  th e re  is a processing a llow ance  of $ 0.20 per  
M c f  (a s su m ed  p e n d in g  d r a f t  reg u la t io n s ) .  Also there  is m in im u m  se v e ra n c e  tax  of 
$ 0 .064  p e r  M c f  rega rd le ss  of the  p rice .

T h e  se v era n c e  tax  for oil a n d  gas is red u c e d  by the E conom ic  L im it  F a c to r  
(E L F ) .  T h is  fac to r  varies  be tw e en  0 a n d  1 and  dep en d s  on the  da ily  well p ro d u c t io n  
in th e  case o f  oil a n d  gas a n d  also to ta l  daily  field p roduction  in the  case  o f  oil.

4.1.1.5 CORPORATE INCOME TAX

T h e  federa l  c o rp o ra te  in co m e  tax  ra te  is 3 5 % .  Losses can  be c a r r ie d  fo rw ard  
a n d  in te r e s t  is a d e d u c tib le  expense . D eprecia tion  for federal p u rp o se s  v a r ie s  from  
asse t  class to a sse t  class a n d  is based  on the M A C R S  system . T yp ica l ly ,  the  
c o n d i t io n in g  p la n t  w ould  be  d e p re c ia te d  over  8 years .

T h e  A laska  c o rp o ra te  incom e tax r a te  is 9 .4 %  app lied  on a u n i t a r y  w o r ld ­
w ide  bas is  o f  incom e. T h e  ex p e r ien ce  of Alaska is th a t  A laska only receives  a b o u t  
h a lf  th is  a m o u n t  as a r e su l t  of  th e  a p p o r t io n m e n t  p ro ce d u re s .  T h e  Alaska 
c o rp o r a te  incom e  tax  is d e d u c t ib le  for federal co rpo ra te  incom e  tax  p u rposes ,  
c re a t in g  a to ta l  tax  r a t e  o f  4 1 .1 % .
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O n  a v e ra g e ,  the  to ta l A laska  fiscal system  (Federa l,  S ta te  a n d  local) is:
-- slightly  reg ressive  o r  slightly  p rogressive  on a total p ro je c t  basis 

d e p e n d in g  on th e  econom ic  c o n d it io n s  a n d  the tax  position of the inves to r ,  and  
-- f ro n t -e n d  loaded .

T h i s  m ea n s  t h a t  the A laska  fiscal system  is no t op t im al  for a n  LN G  p ro jec t .

T h e  r a te  o f  r e t u r n  to the  in v es to rs  is less th a n  it needs to be. T h e  r a t e  of 
r e t u r n  is p a r t ic u la r ly  nega tive ly  affec ted  u n d e r  m arg in a l  econom ic cond it ions . 
H o w e v e r ,  u n d e r  h igh  p r ice  s c en a r io s ,  the  total g o v e rn m e n t  take  is less th a n  it could 
be.

T h e  c u r r e n t  A laska  fiscal sys tem  could therefo re  be im p ro v e d  in  o r d e r  to 
m a k e  th e  L N G  p ro je c t  m ore  a t t r a c t iv e  by m aking  the p ro je c t  m o re  p ro fi tab le  an d  
less r is k y .  T h e  system  could  also be im proved  by m ak ing  it a m ore  effective 
e c o n o m ic  r e n t  collector.

5. COMPARATIVE ECONOMICS

5.1 FINANCIAL EVALUATION CRITERIA

5.1.1 H U R D L E  R A T E

P r o b a b ly  the  m o s t  im p o r ta n t  y a rd s t ick  for assessing the  p ro fi tab i l i ty  of the  
A la sk a  p r o je c t  is the  “ h u rd le  r a t e ” .

T h e  h u rd le  r a t e  is the  m in im u m  cashflow ra te  of r e tu r n  th a t  the  p ro je c t  has 
to h a v e  in  o r d e r  to be  co n s id e red  econom ically  a t t rac t iv e  by the inves to rs .  M a n y  
c o m p a n ie s  d e te rm in e  the  h u rd le  r a t e  after  all taxes and  before  f inanc ing . T h e  h u rd le  
r a t e  c a n  be  d e te rm in e d  on a c u r r e n t  or constan t dollar  basis. T h e  h u rd le  r a te  
d e p e n d s  on  m a n y  fac to rs , su ch  as the  r a te  of re tu rn  of o th e r  o p p o r tu n i t ie s ,  the 
a v e ra g e  cos t  o f c a p i ta l ,  the  p ro je c t  r isks  an d  financing o p p o r tu n i t ie s .

H u r d l e  r a te s  a rc  d i f fe ren t  f ro m  com pany  to com pany  because  the fac to rs  th a t  
d e te r m in e  the  h u rd le  r a t e  a r e  d if fe ren t  for each com pany . This  m ea n s  t h a t  some 
c o m p a n ie s  m ay  cons ide r  a p r o je c t  p ro fi tab le  while o thers  m ay  no t .  F o r  la rge  
p r o je c t s ,  c o m p a n ie s  m a y  h a v e  d iffe ren t  hu rd le  ra tes  per  p ro je c t  d e p e n d in g  on the 
p r o j e c t  r isk .
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5.7.7 .2 COST OF CAPITAL

T h e  h u r d le  r a te  has  to he eq u a l  to  o r  h ig h e r  th a n  the w e igh ted  a v e ra g e  cost 
o f c a p i t a l  a f te r  a d ju s tm e n t  for r isk . T h e  w e igh ted  a v e ra g e  cost of c ap ita l  o f  a 
c o m p a n y  is the  a f te r  tax cost o f  all its c a p i ta l  sources  in the  fo rm  o f  d e b t  a n d  equ ity . 
F o r  l a rg e  oil c o rp o ra t io n s  w ith  a re la t iv e ly  m odes t  d e b t ,  the  c u r r e n t  cost o f cap ita l  
can  e s t im a te d  in the  r a n g e  o f  9 %  to 1 1 % .  It is no t  econom ic  for a c o rp o ra t io n  to 
in v e s t  in a p r o je c t  if  the p ro je c t  does n o t  m ake  a t  least a r a t e  of r e tu r n  t h a t  is equal 
to t h e  w e ig h te d  av e ra g e  cost of cap ita l  a f te r  a d ju s tm e n t  for risk.

S uccessfu l  com pan ies  have p ro je c ts  with ra tes  of r e tu r n  th a t  a re  above  the 
w e ig h te d  a v e ra g e  cost of cap ita l .

5.1.1.3 A LASKA PROJECT RISK

T h e  re la t iv e  risks of the  p ro jec ts  is also an  im p o r ta n t  fac to r  in dec id ing  a b o u t  
the  a t t r a c t iv e n e s s  of a p ro je c t  and  in dec id ing  a b o u t  the  h u rd le  r a te  for th e  p ro jec t.  
It s h o u ld  he  n o te d  th a t  re la tive ly  sp e ak in g  the Alaska p ro jec t  c a n n o t  be cons ide red  a 
low r i s k  p r o je c t  u n d e r  c u r r e n t  cond it ions .  T h e re  is a g rea t  v a r ie ty  of p ro je c t  risks. 
T h e  fo llow ing  tab le  is a co m p ar iso n  be tw een  the  Alaska p ro jec t  a n d  the R a s  Laffan 
p r o je c t  o f  th e  p ro je c t  risks involved:

T h i s  indicates tha t  the competit ive rate of r e tu rn  for LNG projects  tha t  arc
being l a unched  a t  this m om ent  is in the range  of  13 - 17%  for the price range  of S
3.50 to S 3.90 per  M M B tu  C IF  Korea or  J a p a n  on a total project  basis.

RELATIVE P R O JE C T  RISK ALASKA - RAS LAFFAN

Alaska R as  Laffan
R IS K S :
R egiona l conflic t  risk V ery  Low V ery  H igh
G e n e ra l  c o u n try  risk Low A verage
G a s  reserve  r isk Low V ery  Low
G a s  price  risk A ver - High High
R egu la to ry /lega l  risk High Low
R isk  of cost o v e rru n s nigh Low
M a rk e t  access risk High A verage
Fiscal s tab i l i ty  r isk High Low
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5. / .  /. 4 FINANCING

W i t h  re s p e c t  to the  A laska  L N G  p ro je c t  it is im p o r ta n t  to em p h a s ize  th a t  the 
a n a ly s is  o f  th e  p ro je c t  on a n o -f in a n c in g  basis  docs not do  the  A laska  p ro jec t  just ice . 
In th e  U n i te d  S ta te s ,  in te r e s t  is a tax d educ tib le  expense . F u r th e rm o re ,  the 
f in a n c ia l  m a r k e ts  perce ive  N o r th  A m erica  as a low risk  a rea  in  w hich  a high 
lev e rag e  o f  th e  d o w n s t re a m  o p e ra t io n s  is possible.

F in a lly ,  the  in c re m e n ta l  inves tm en ts  in th e  Alaska L N G  p ro jec t  a rc  
p r im a r i ly  in  d o w n s t re a m  o p e ra t io n s  w hich  a re  highly f inanceab le .

T h e  h ig h  deg ree  o f  f in an ceab i l i ty  o f  the  d o w n s tre a m  o p e ra t io n s  m akes the 
i n c r e m e n ta l  cost of c a p i ta l  less th a n  the w eighted  a v e ra g e  cost o f  cap ita l  of the 
c o r p o r a t io n .

G iv e n  these  c o n s id e ra t io n s  it is im p o r ta n t  to conside r  th e  c o m p a ra t iv e  
e c o n o m ics  e i th e r  on an  a f te r  f in a n c in g  basis  or p rov ide  som e dec rease  in the  h u rd le  
r a t e  in o r d e r  to recogn ize  these  fac tors . T h e  r a te  of r e tu r n  a f te r  f in an c in g  would  be 
the  r a t e  o f  r e t u r n  on e q u ity  (“ P ro je c t  R O E ” ). This  m eans  the  r a te  o f  r e tu rn  on to ta l 
c a p i ta l  less the  d e b t .

5. / .  /.5 TOTAL PROJECT VERSUS ITS COMPONENTS

T h e  r isk  on the  to ta l p ro je c t  and  its com ponen ts  a re  no t necessarily  the sam e. 
T h e  doNvnstream c o m p o n e n ts  cou ld  be construc ted  u n d e r  re la tive ly  low risk 
c o n t r a c tu a l  a r r a n g e r ’ m ts  w ith  the p ro d u ce rs .  T he  p ro d u c e rs  w ou ld  ru n  the r isk  of 
cost o v e r r u n s ,  p r ic e  declines  a n d  o th e r  risks.

T h e re fo re ,  for the  d e te rm in a t io n  of the  n e tb a c k  va lue  a n d  for royalty  
p u rp o s e s  one  w ou ld  use  a r a t e  of r e tu r n  th a t  is lower than  the  to ta l  p ro jec t  r a te  of 
r e t u r n  a n d  w o u ld  r e p r e s e n t  the  lower risk. Also th e  costs o f  cap ita l  for the 
d o w n s t r e a m  c o m p o n e n ts  is typ ica lly  lower th an  for the  u p s tre a m  com ponen t .  T h e  
r a t e  of r e t u r n  w o u ld  be a C o s t  of Serv ice  r a t e  of re tu rn .

In o r d e r  to a ssu m e  all th e  p ro je c t  risks, the  liquid p e n a l ty  a n d  e a rn  a 
r e a s o n a b le  r e t u r n  on th e  p ro je c t  deve lopm en t investm ents , the  p ro d u c e rs  will h a v e  
to h a v e  a re a s o n a b le  m in im u m  n e tb a c k  va lue  for the gas. It can b e  es tim ated  th a t  
this v a lu e  is a b o u t  S 0.98 p e r  M cf. If d ow nstream  o p e ra to rs  w ou ld  assum e m ore  
risk , th is  v a lu e  could  be low er  b u t  in this case the cost o f service o f  the  d o w n s tre a m  
o p e ra t io n s  increases  b e c au se  of th e  need for a h igher  r a te  of r e t u r n  in o rd e r  to 
a s su m e  th is  risk.
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The r a t e  o f  r e t u r n  is d e p e n d e n t  on th e  r a m p - u p  speed of the p ro jec t .  A 
u n iq u e  f e a tu re  o f  the  A laska  p ro jec t  is th a t  a long  d is tance  high cost gas p ipeline  is 
r e q u i r e d .  T h e  q u ic k e r  this line can be filled w i th  p ro d u c t io n ,  the h igher  the  ra te  of 
r e t u r n  will be. I f  the  r a m p - u p  would  be 3 y e a rs ,  the  R O R  would be a pp rox im ate ly
0 .7 %  h ig h e r .  S u c h  a fast r a m p  up , h o w e v e r ,  is im probab le  due to m arke t  
r e s t r ic t io n s .  C u r r e n t ly ,  the  total Pacific L N G  m a rk e t  is increasing by a b o u t  2.5 
m illion  to n s  p e r  y e a r  a n d  m a n y  pro jec ts  c o m p e te  in this m arke t.

I t  t h e re fo re  a p p e a r s  th a t  the  A laska N o r th  S lope LNG p ro je c t  is no t 
econom ic  u n d e r  c u r r e n t  cond it ions , even if th e  costs could be d ro p p ed  to S 12 
b ill ion  a n d  th e  r a m p - u p  speed could be in c reased .

H o w e v e r ,  im p ro v e m e n ts  in the  fiscal sys tem  together  with a r e d u c t io n  of 
p r o je c t  r i s k  cou ld  m ak e  the p ro je c t  a t t rac t iv e .

5.3 ALASKA PROJECT ON THE BASIS OF OTHER FISCAL SYSTEMS

5.3.1 O V E R A L L  F IS C A L  DU RD EN

T h e  overa ll  fiscal b u rd e n  im posed by A laska  on a possible LNG p ro je c t  is 
to u g h  in c o m p a r is o n  w ith  o th e r  LN G exporting  coun tr ies .

T h e  re la t iv e  b u r d e n  can  be m ost a c c u ra te ly  m easu red  by apply ing  the  fiscal 
t e rm s  of o th e r  ju r i s d ic t io n s  to Alaska N orth  S lope  economics.

In  su ch  a c o m p a r iso n  the econom ics of A laska, C an ad a  an d  A us tra l ia  a re  
m e a s u re d  on a co n so lid a ted  basis and  the econom ics  of the o ther  LN G exporting  
c o u n tr ie s  is m e a s u re d  on a s ta n d  alone basis . T he  following table p rov ides  the  
c o m p a r a t iv e  ana ly s is  o f  the  R O R  for two sc en a r io s ,  S 15 billion costs with a price  of 
S 3 .5 0  a n d  S 13.5 billion costs w ith  a price o f  S 3 .90:



T his  is a ve ry  s t r o n g  ind ica tion  th a t  the  Alaska fiscal te rm s  a rc  not 
co m p e t i t iv e  w i th  the  “ o u te r  c irc le -h igh  cost” ju r i sd ic t io n s .

5.3.2 S T R U C T U R E  O F  T H E  G O V E R N M E N T  T A K E

An i m p o r t a n t  issue in in te rn a t io n a l  fiscal system s is the  s t r u c tu r e  of the  fiscal 
sy s tem . T h e  s t r u c tu r e  o f  th e  fiscal system  can be ana lyzed  by rev iew ing  the  level of 
g o v e rn m e n t  t a k e  u n d e r  v a r io u s  scenarios.

T h e  g o v e rn m e n t  ta k e  is defined  as th e  p e rc e n ta g e  t h a t  the  g o v e rn m e n t  
o b ta in s  of th e  econom ic  r e n t .  T h e  g o v e rn m e n t  take  is usually  expressed  as a 
p e rc e n ta g e  o f  th e  u n d i s c o u n te d  r e n t ,  a l th o u g h  econom ic  ren t  is u sua lly  d e te rm in e d  
on a d isc o u n te d  basis .

T h e  following tab le  p ro v id es  the  u n d isc o u n te d  g o v e rn m e n t  take  in p e rc e n t  
for th e  two s c en a r io s :

G O V E R N M E N T  T A K E  O F  D IF F E R E N T  F IS C A L  
S Y S T E M S  B A S E D  O N  A L A S K A  E C O N O M IC S

C osts /p r ice : 15B-5 3.50 13.5B-5 3.90

P ro je c t :

A L A S K A N o r th  Slope 4 0 .4 % 4 1 .7 %

IN N E R  C I R C L E - L O W  C O S T :

B ru n e i L u m u t 46 .6 % 4 9 .8 %
In d o n es ia A r u n 57 .5 % 5 9 .9 %
M a la y s ia B in tu lu  1 , 0 61 .2 % 6 6 .4 %

M a la y s ia B in tu lu  ID 6 1 .2 % 6 6 .4 %
V ie tn a m O ffsho re 3 8 .2 % 4 7 .9 %  ||

O U T E R  C I R C L E - H I G H  C O S T :

A b u  D h a b i Das Island 4 4 .4 % 4 5 .6 %
A u s tra l ia All p ro jec ts 3 3 .7 % 3 6 .1 %
C a n a d a PA C R E M 3 5 .2 % 3 9 .9 %
In d o n es ia I r i a n  J a y a 48 .7 % 5 0 .7 %
In d o n es ia N a tu n a 2 5 .6 % 2 5 .9 %
O m a n Shell 2 1 .6 % 1 9 .4 %
P N G H ides 2 7 .3 % 2 8 .1 %
Q a t a r Q a ta rg a s 3 3 .1 % 3 0 .8 %
Q a t a r R a s  Laffan 3 4 .4 % 3 3 .7 %
R uss ia S a k h a l in  II 37 .5 % 3 8 .2 %
Y e m e n n u n t 3 5 .3 % 4 9 .5 %
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T h is  m e a n s  t h a t  the  “ o u te r  c irc le-high cos t” coun tr ies  com pc e by 
in t r o d u c in g  o n e  o r  m o re  o f  the  following fiscal concep ts  in th e ir  fiscal system:

— a low er  g o v e rn m e n t  take
-- a p rog ress ive  gov e rn m en t  take ,  m ak in g  the $ 3.50 case 

m o re  a t t r a c t iv e ,
— a b a c k -c n d  loaded g o v e rn m e n t  take ,  or 
- in v e s tm e n t  “ subsid ies” .

A la sk a  em p lo y s  n o n e  of these  fea tures  a n d  it is th e re fo re  th a t  the  A laskan  
te rm s  a r e  th e  lea s t  a t t r a c t iv e  for investors  a m o n g  th e  “ o u te r  circle-high cost” 
ju r i s d ic t io n s .

In  a d d i t io n  to  th e  basic  g o v e rn m e n t  take , m a n y  ju r isd ic tio n s  employ d irec t  
g o v e r n m e n t  e q u i ty  p a r t i c ip a t io n  in the  p ro jec t.  T h is  is in p a r t ic u la r  the  case for 
Q a t a r ,  A b u  D h a b i ,  O m a n ,  Y em en , B ru n e i  a n d  P N G . This  increases th e  
g o v e r n m e n t  ta k e  on  a “ P a r t i c ip a t io n ” basis su b s tan t ia l ly .  H ow ever, these 
g o v e rn m e n ts  s h a re  in th is  case the com m ercial risks w ith  the  investors.

5.4 COMPETITIVE POSITION RELATIVE TO OTHER PROJECTS

5.4.1 A L A S K A  O N  T H E  T I M E  L IN E

T h e  p ro je c ts  in Q a t a r  (Has Laffan a n d  Q a ta rg a s ) ,  O m a n  and  the NYV She lf  
e x p a n s io n  p r o je c t  all a re  a h e a d  on the  tim e line re la tive  to Alaska. T he  Q a ta rg a s  
p r o je c t  has  a l r e a d y  s ta r te d .  O m a n  and  Ras Laffan  have  a lready  specific sales 
c o n t r a c t s .

T h e  to ta l  p ro d u c t io n  c a p a c i ty  of the  four  p ro jec ts  toge the r  is 23.4 million 
tons  o f  L N G  p e r  y e a r .  As in d ic a te d ,  the pro jec ts  also have  a P ro jec t  R O R  which a re  
m o re  a t t r a c t iv e  t h a n  th e  c u r r e n t  Alaska p ro jec t.  It is unlikely th a t  the Alaska N orth  
S lope  p r o je c t  could  be la u n c h e d  a h e a d  of these p ro jec ts .

T h e  A laska  p r o je c t  w ou ld  therefo re  p r im a r i ly  com pete  w ith  a second tie r  of 
p ro je c ts .

5.4.2 C O M P E T I T I O N  W I T H  R E S F E C I '  T O  S E C O N D  T I E R  P R O J E C T S

T h e  econom ic  in fo rm a t io n  on most of these  pro jec ts  is still r a th e r  lim ited . 
P ro je c t  R O R  f igu res  for these  p ro jec ts  a re  there ' re only indicative. Only v e ry  
g e n e ra l iz e d  e c o n o m ic  ana ly s is  can  be done w ith  a w ide  r a n g e  of erro r .



5 .5 EFFECT OF TIME ON THE PPOJECT

T h e  effects of t im e  on the  A laska  LNG p ro je c t  a rc  im p o r ta n t .

As in d ic a te d  e a r l ie r ,  th e  r a m p - u p  speed could add  a b o u t  0 .7 %  to th e  P ro jec t  
R O R  if the  r a m p  up  t im e  cou ld  be reduced  from  6 to 3 y ea rs .  It is likely th a t  the 
r a m p  u p  tim e cou ld  be r e d u c e d  so m e w h a t  over time.

By the  y e a r  2010 the  Pacific  m arke ts  m ay  increase a t  a r a te  of 3 m illion or 
m o re  p e r  y e a r  in s tead  o f  2.5 million tons per  y ea r .  This m ig h t  resu l t  in a  s itua tion  
w h e re  th e  r a m p  up  t im e  cou ld  be reduced  to 5 years  o r  4.5 years . T h is  would 
in c re ase  the  r a t e  of r e t u r n  a n d  m ake  the  m ark e t  access risk less.

A t  the  s a m e  t im e  th e  l iqu id  loss w hich is es tim ated  a t  384 m illion b a rre ls  if 
th e  p r o je c t  s t a r t s  in 2005 m ig h t  be red u c e d  to less th an  ha lf  this a m o u n t  by the  y ea r  
2010. T h is  w o u ld  a d d  a b o u t  0 .2 %  to the P ro jec t  R O R .

A g e n e ra l  benefit  to A la s k a n ’s m igh t  be th a t  over t im e  the C IF  prices for gas 
in E a s t  A sia m a y  in c re ase  in rea l  te rm s, c rea ting  a considerab ly  h ig h er  econom ic 
r e n t  w h ic h  in tu r n  w ou ld  re su l t  in m uch  h igher  gov e rn m en t  revenues.

T h e  m a in  d r a w b a c k  o f  delays in the Alaska pro ject is th a t  the  p ro je c t  m ay  be 
“ n ib b le d  to d e a t h ” b y  sm all p ro jec ts  com ing in ahead  o f  the  Alaska p ro jec t.  
P e tro le u m  ex p lo ra t io n  in A sia  used to be p r im ari ly  for oil. G a s  was considered  a by ­
p r o d u c t .  H o w ev er ,  the  s tro n g ly  em erg ing  gas m arke ts  in Asia have now c rea ted  a 
s i tu a t io n  w h e re  p e tro leu m  c o m p a n ie s  a re  now  exploraing for gas.

E x p lo ra t io n  in T h a i la n d ,  P ak is tan  a n d  C h ina  is in m an y  cases a im ed  a t  
d isco v e r in g  gas . V ie tn a m  m a y  sh o rt ly  in it ia te  a p ro g ram  aim ed a t  m ak in g  gas 
e x p lo ra t io n  m o re  a t t r a c t iv e .  T h e re fo re ,  it can be expected  th a t  m a n y  gas 
d iscoveries  will be  m ad e  d u r in g  the  next decade.

A t  the  sam e  t im e  the  econom ics of small LNG liquefaction  facilities is 
im p ro v in g .

All such  co n d it io n s  could  lead to a s i tua tion  w here  A laska  m ay  be delayed .
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6. INCREASING PROFITABILITY

In o rd e r  for i ' ' c  A laska  L N G  pro jec t  to take  p lace  the com petit iveness  and  
p r o f i ta b i l i ty  of th e  p r o je c t  h a v e  to be increased. T h is  can only be ach ieved  on the 
bas is  of:

a) a n  active p r o g r a m  on the p a r t  of the  c o rp o ra t io n s  in - o r d e r  to 
e v a lu a te  w h e th e r  costs  can  be r e d u c e d ,  and

b) a cooper: t ive  a p p ro a c h  betw een th e  S ta te  G o v e rn m e n t ,  the 
F e c e r a l  G o v e r n m e n t  a n d  :h e  local gov e rn m en ts  w ith  respec t  to im p ro v in g  fiscal 
te rm s  a n d  re d u c in g  p ro je c t  isk.

Unless all f o u r  p a r t ie s  a r e  willing to m ake  a c o n tr ib u t io n  to increas ing  the 
c o m p e t i t iv e n e ss  a n d  re d u c in g  th e  r isk  of the p ro je c t ,  it  w ould  be d ifficu lt  to reach  
th e  m in im u m  ob jec t ives .

T h e  in c rease  in co m p e ti t iv en ess  should  be p r im a r i ly  achieved  by reduc ing  
th e  g o v e rn m e n t  t a k e  on the  dosvnstream  p o r tion  of the  p ro jec t.  By reduc ing  the 
g o v e r n m e n t  take on  the  d o w n s t re a m ,  the n e tb a c k  value  will be in creased  w hich  in 
t u r n  will lower th e  cost o v e r r u n  r isk  and  the p rice  r isk . Th is  r isk  can be fu r th e r  
r e d u c e d  by  re d u c in g  the  u p s t r e a m  g o v e rn m e n t  take  u n d e r  cond it ions  of low n e tb ack  
p r ices .

6.1 STATE A ND FED ERA L INCENTIVES

T h e  S ta te  a n d  the  F e d e ra l  g o v e rn m e n t  could  seek to im prove  the  
co m p e t i t iv e n e ss  o f  th e  p ro je c t  co n s id e rab ly  by solving tw o im p o r ta n t  issues:

— th e  slow r a te  o f  d ep rec ia t io n ,  a n d
— th e  h igh  c o m b in e d  tax  rate .

6.1.1 A C C E L E R A T I O N  O F  D E P R E C IA T IO N

T h e  d e p re c ia t io n  sh o u ld  p re fe rab ly  be b ro u g h t  in line w ith  w orldw ide 
co n d i t io n s  for L N G  p lan ts .  T h is  m eans  th a t  an  acce lera ted  dep rec ia t ion  of 2 0 %  
s t r a ig h t  line pe r  y e a r  shou ld  be  th e  ta rge t .  T h e  c hange  in dep rec ia t ion  should  be 
p ro p o s e d  in such a  w a y  th a t  it does  n o t  resu lt  in im pac ts  on o th e r  tax payers .
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A d d i t io n a l ly  o n e  s h o u ld  cons ide r  a p roper ty  tax holiday o f  10 yea rs  from  the 
en d  o f  t h e  r a m p - u p  p e r io d .  H ow ever ,  one m igh t consider a co m p e n sa t io n  package  
fo r  th e  m u n ic ip a l i t ie s  fo r  th is  benefit.

F o r  in s tan ce ,  th e  co m p e n sa t io n  could be in the  form of “ free”  n a tu r a l  gas 
d e l iv e re d  to  the  m u n ic ip a l i t ie s  a t  th e  p ipeline in exchange for the  p ro p e r ty  tax 
h o l id a y  a n d  in lieu o f  th e  p a y m e n t  of p ro p e r ty  tax. Also ag reem en t  w ould  need to 
be r e a c h e d  on th e  d e ta i le d  ca lcu la tion  m ethods  of the p ro p e r ty  tax.

T h e r e  w ou ld  b e  a m p le  ju s t i f ica t io n  for the  proposed  m easu res  f rom  the  p o in t  
o f  v iew  o f  th e  local g o v e rn m e n ts .  T h e  p ro jec t  would  b r ing  conside rab le  em p loym en t 
a n d  b u s in e s s  o p p o r tu n i t i e s  a n d  w ould  p rov ide  low cost clean energy  a n d  a 
c o n s id e r a b le  f u tu re  s o u rc e  o f  p r o p e r ty  tax  income.

6.3 STATE INCENTIVES

6.3.1 R E L i E F  O N  M I N IM U M  S E V E R A N C E  TA X

T h e  S ta te  cou ld  re m o v e  the  m in im u m  severance  tax in o rd e r  to e n h an ce  the 
a b i l i ty  fo r  the  f i l le r s  o f  the  gas to nego tia te  the lowest possible m in im u m  sales price  
in ca se  o f  oil p r ice  declines . A sian  b u y e rs  are very  concerned a b o u t  m in im u m  sales 
p r ices .

6.3.2 R O Y A L T Y  A N D  S E V E R A N C E  T A X  R E L IE F

T h e  c u r r e n t  1 2 .5 %  ro y a l ty  a n d  the  10%  severance  tax a re  f ron t-end  loaded 
T h e  p r o je c t  r isk  could  be  red u c e d  an d  the profitabili ty  u n d e r  low ne tback  
c o n d i t io n s  could be  e n h a n c e d  w ith  a lower fiscal b u rden  unde r  these conditions. 
T h is  r e l ie f  is p a r t  o f  a m o re  g e n e ra l  r e s t ru c tu r in g  of the royalty  a n d  severance  tax  to 
be d e s c r ib e d  in the  next c h a p te r .

6.3.3 D E T E R M I N A T I O N  O F  N E T  B A C K  V A L U E  F O R  R O Y A L T Y  AND 
S E V E R A N C E  T A X  P U R P O S E S

It  can  also be  re c o m m e n d e d  to establish  a m ore detailed a n d  specific system 
on h o w  th e  n e tb a c k  p r ic e  for ro y a l ty  an d  severance tax p u rposes  would be 
c a lc u la te d .  T h e  n e tb a c k  p r ice  shou ld  be based on the  principle  th a t  each of the 
d o w n s t r e a m  c o m p o n e n ts  o f  the  p ro je c t  should  be a viable business by itself. A cost 
o f se rv ic e  type  r a t e  o f  r e t u r n  shou ld  be included  in the calculation o f  the cost of 
m a r in e  s h ip p in g ,  l iq u e fa c t io n ,  p ipeline  t r a n s p o r t  and  conditioning for royalty  net 
b a c k  v a lu e  pu rposes .
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T h e  s ing le  n e w  ro y a l ty  could  be m ade  m o re  p rogress ive  b a c k -e n d  lo ad e d  by: 
-- r e m o v in g  the  se v era n c e  tax for gas,
-- in t r o d u c in g  a h ig h e r  roya l ty  in c o m b in a t io n  w ith  a h ig h e r  ro y a l ty  

a l low ance , a n d
— by  m a k in g  this ro y a l ty  tim e re la te d .

7 .2  CREATION OF PROGRESSIVITY AND BACK-END LOADING

V e ry  i m p o r t a n t  va r ia b le s  in the  c rea tion  of economic r e n t  a r e  t h e  C I F  p r ice  
of gas a n d  th e  d o w n s t r e a m  costs. A  high p r ic e  a n d  low d o w n s t r e a m  costs  c re a te  
a u to m a t ic a l ly  a la rg e  econom ic  re n t .  I t  is in th e  in te re s t  of A laska  to  c a p tu r e  a la rge  
s h a re  o f  th e  e c o n o m ic  r e n t  t h a t  m ig h t  be g e n e ra te d .

T h e  r o y a l ty  cou ld  be m a d e  m o re  sensitive  to the  n e tb a c k  v a lu e  b y  in c reas in g  
the  c u r r e n t  a l lo w an ce  of S 0.18 p e r  M cf  to , for instance, $ 0 .60  p e r  M cf. T h e  
a v e ra g e  p ro je c t  ro y a l ty  could  be increased  a t  th e  sam e  tim e to, for in s ta n c e ,  3 0 % .

T h is  a v e ra g e  ro y a l ty  could then  be r e -d i s t r ib u te d  ove r  a t im e  f r a m e  re la ted  
to the  p r o je c t .  T h e  ro y a l ty  could  s t a r t  a t  5 %  d u r in g  the c o n s tru c t io n  a n d  r a m p - u p  
phase  a n d  cou ld  go up  to r a th e r  high levels of say  40 - 6 0 %  d e p e n d in g  on the  
de ta i led  p ro v is io n s  of the  fo rm u la  th a t  is a p p lie d .  Such a fo rm u la  n e e d s  carefu l 
c o n s id e ra t io n .

T h e  c re a t io n  of a p rogress ive  a n d  b a c k -e n d  loaded ro y a l ty  sy s te m  m a k e  the  
d e te rm in a t io n  o f  the  n e t-b a ck  va lue  for ro y a l ty  pu rposes  an  essen tia l  c o m p o n e n t  of 
the  overa ll  fiscal sy s tem , as a lre ad y  d iscussed in section 6.3.3

Also it s h o u ld  be recognized  t h a t  the ro y a l ty  would a p p ly  u n d e r  th e  um b re l la  
of a specific  a g re e m e n t  on the  P hase  I royalt ies  only. T h e  royalt ie s  a p p l ic a b le  to a 
possib le  P h a s e  II  sh o u ld  be ju d g e d  on tbe basis  o f  the  econom ic  c o n d i t io n s  existing 
a t  the  t im e  t h a t  th e  decision a b o u t  Phase  □  is being m a d e  a n d  s h o u ld  ta k e  in to  
c o n s id e ra t io n  th e  need  for possib le  c o n s id e rab le  in c re m e n ta l  in v e s tm e n ts  to p u t  new  
gas fields on s t r e a m .

F ina lly ,  i t  sh o u ld  be no ted  th a t  the  specific  roya l ty  fo rm u la  needs  to be 
des igned  in  th e  co n tex t  of the  to ta l fiscal p a c k a g e  a n d  shou ld  th e re fo re  be based  on 
the  final fo rm  o f  a g re e m e n ts  rea c h e d  be tw een  th e  levels of g o v e rn m e n t .



Also th e  d i s t r ib u t io n  o f  risks and  benefits  of th e  S ta te  of A lask a  is very  
d i f fe re n t  f ro m  th e  p r iv a t e  inves to rs . T h e  S ta te  of Alaska will benefi t  f ro m  Phase  II. 
T h e  specific  in it ia l  p r o je c t  inves to rs  m igh t  o r  m ig h t  not.

T h e re fo re ,  th e  S ta te  of Alaska could assum e p ro je c t  r isk  by  pa rt ia l ly  
f in a n c in g  the  p ro je c t  w i t h  long te rm  loans.

T h e  a t ra c t iv e n c s s  o f  the  p ro je c t  could increase  if  th e  S ta te  cou ld  use  such  tax 
s u p p o r t e d  f in a n c in g  a n d  can  a s su m e  p ro jec t  r isk  by  lend ing  u n d e r  favo rab le  
c o n d it io n s .

8.3 INFRASTRUCTURE DEVELOPMENT

S o m e  g o v e rn m e n ts  in the  w orld  have  p ro m o te d  the  L N G  ex p o rts  th ro u g h  
v e ry  c o n s id e ra b le  d i re c t  in f r a s t ru c tu re  or p ro je c t  s u p p o r t .  Q a t a r  c o n s tru c te d  an  
n ew  S 1 b illion p o r t .  I M o n e s ia  assum es the co n s tru c tio n  a n d  f in an c in g  costs of the  
l iq u e fac t io n  p la n ts  a n d  c h a rg e s  p r iv a te  investors for l iquefac tion  on a cost basis.

T h e  S t a te  of A la sk a  m ay  be ab le  to p rov ide  s im ila r  s u p p o r t  to the  pro jec t. 
T h is  m ay  be  th e  case  for im p ro v em en ts  in the  p o r t  in V a ld ez  or s im ilar 
i n f r a s t r u c tu r a l  w orks.

8.4 FISCAL STABILITY

T h e  A N S  L N G  p ro je c t  will no t occur w i th o u t  a s ign if ican t  e n h a n c e m e n t  of 
th e  s tab i l i ty  o f  th e  fiscal te rm s. T h e  profi tab ili ty  of the  p ro je c t  d e p e n d s  entirely  on 
a c o m p re h e n s iv e  set o f  fiscal a n d  financial m easu res .  W i th o u t  these m easu res  the 
p r o je c t  is u n e c o n o m ic .  As a resu l t ,  there  has to be an  accep tab le  deg ree  o f  fiscal 
s ta b i l i ty  befo re  in ves to rs  can  risk  the  inves tm en t  in such a la rge  p ro jec t .

T h is  fiscal s ta b i l i ty  does no t exist a t  this time. T h e  S ta te  of A laska  has the 
u n i la te r a l  r ig h t  to c h a n g e  taxes. T h is  applies to sev eran ce  taxes, p ro p e r ty  taxes 
a n d  c o rp o r a te  incom e tax . All these taxes a re  m a jo r  co m p o n en ts  o f  the  fiscal 
s t r u c tu r e .

Even  if  th e  c u r r e n t  g o v e rn m e n t  would ag ree  to a new  fiscal package , the 
n ex t  g o v e rn m e n t  could  c h a n g e  it. T h e  S ta te  o f  A laska could the re fo re  take a 
n u m b e r  o f  m e a su re s  t h a t  w ould  help in estab lish ing  a n  e n v iro n m e n t  of fiscal 
s ta b i l i ty .  S ev e ra l  m e a s u re s  a rc  possible.
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It seems t h a t  a  r e a s o n a b le  m iddle g ro u n d  could  be th e  following:

-- tb e  S ta te  Legisla ture  could pass  a law p e rm it t in g  th e  gov e rn m en t  
to emtcr in to  fiscal a g re e m e n ts  for specific p ro jec ts  for a specific t im e  period , for 
in s ta n c e ,  no lo n g e r  th a n  25 years ( 5 yea rs  for d e v e lo p m en t  a n d  20 years  
p ro d u c t io n ) ,

-- a n y  su ch  ag reem en ts  would h a v e  to be specifically a p p ro v e d  by the  
S ta te  L eg is la tu re ,

— if  the  fiscal system changes in the  fu tu re ,  such changes  would n o t  
be a p p lic ab le  to th e  p r o je c t  fo r  which the a g re e m e n t  exists an d  such  ag reem en ts  
w o u ld  be “ g r a n d f a th e r e d ”  u n d e r  any  such new  law  ch a n g in g  the  fiscal system ,

-- i t  cou ld  be unders tood  th a t  the  a g re e m e n t  could only  be canceled 
o r  a m e n d e d  on th e  bas is  o f  a specific new law by  the  S ta te  Legisla ture .

T h is  p rocess  does  n o t  p rov ide  for abso lu te  fiscal s tab ili ty , b u t  it  would come 
as close as one  cou ld  r e a s o n a b ly  hope for in th e  N o r th  A m erican  contex t. A formal 
a g re e m e n t  w ith  th e  inves to rs  signed by the  S ta te  a n d  a p p ro v e d  by the S ta te  
L e g is la tu re  w ou ld  h a v e  a t re m en d o u s  m oral w e igh t  a n d  it would be ve ry  dam ag ing  
for th e  im age  of th e  S ta te  if the ag reem en t  w ould  be unila te ra lly  canceled or 
a m e n d e d .

8.4.5 F IN A N C IN G  P A C K A G E

T h e  long te rm  S ta te  sup p o rted  f inanc ing  p a ck ag e  m ay help to solidify the 
fiscal s tab ili ty . T h e  p a ck ag e  m ay include c e r ta in  cond it ions  th a t  w ould  link the 
p a c k a g e  to the  fiscal s tab i li ty .  Since the S ta te  of A laska  w ould  have  g u a ra n te e d  the 
f in a n c in g  p a ck ag e  to th e  lende rs ,  this would c re a te  cons ide rab le  add it iona l  com fort 
on the  p a r t  of the  in ves to rs  th a t  the fiscal s tab i l i ty  will “ h o ld ” .

8.4.6 P A R T I C I P A T IO N

T h e  eq u ity  p a r t ic ip a t io n  provisions could be  p a r t  o f  the  overall fiscal s tability  
a g re e m e n t .
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F o r  the $ 3.90 s c e n a r io  the d es irab le  t a rg e t  r a te  w ould  still no t b e  r e a c h e d ,  
w h ic h  m eans  t h a t  the  A la sk a  LN G p ro je c t  still w ould  no t c o m p a re  v e ry  well w ith  
o th e r  L N G  p ro je c ts  a r o u n d  the w orld  u n d e r  this price  scenar io  o r  h ig h e r  p r ice  
sc en a r io s .

O n  the o th e r  h a n d ,  the  p ro je c t  r a te s  rela tive ly  b e t te r  u n d e r  low er  p r ice  
s c en a r io s  an d  w ou ld  r a t e  v e ry  high on a R O E  basis. Also the  m in im u m  n e tb a c k  
p r ic e  o f  a b o u t  $ 0 .90 p e r  M c f  w ou ld  be fa r  exceeded a t  the  $ 3.90 C I F  p r ic e  level.

9.3 REDUCTION OF RISK

T h e  p ro p o sed  fiscal s t r u c tu r e  red u c e s  cost o v e r ru n  r isk  a n d  p rice  r isk .

T h e  S ta te  of A lask a  could re d u c e  p ro je c t  risk  f u r th e r  th ro u g h  a de ta i led  
c o n t r a c tu a l  a r r a n g e m e n t  w i th  the  p ro d u c e rs ,  involving fiscal s tab i l i ty  a n d  a 
d e ta i le d  defin ition  of te rm s ,  inc lud ing  de ta iled  ca lcu la tion  p ro c e d u re s  fo r  all fiscal 
c o m p o n e n ts .

Based on such  a p a c k a g e  th a t  involves co n s id e rab le  risk  r e d u c t io n  c o m p a n ies  
m a y  be p re p a re d  to c o n s id e r  a risk a d ju s te d  h u rd le  r a te  of 1 2 % ,  based  on CEF 
p r ice s  ot $ 3.50 p e r  M M B tu .

T h e  c o m b in a t io n  o f  im p ro v ed  fiscal te rm s  an d  risk  r e d u c t io n  m ay  resu l t  in 
a n  overall  s i tua tion  w h e re  th e  p ro jec t  w ould  be considered  p ro f i tab le  a n d  a t t r a c t iv e  
by the  p ro d u ce rs .  F ro m  t h a t  po in t  o n w a rd s  it w ou ld  be the a c tu a l  d e v e lo p m en t  of 
L N G  m a rk e t  cond it ions  t h a t  would  d e te rm in e  w hen  the p ro je c t  could be  lau n c h e d  
in th e  2005 - 2010 tim e p e r io d .

9.4 OTHER FACTORS

A p a r t  f rom  the  th re e  factors  in d ica ted  ab o v e ,  fu r th e r  fac to rs  could  help  in 
b r in g in g  the p ro je c t  a b o u t .

A s h o r te r  r a m p - u p  t im e  of 4.5 o r  5 y e a rs  could  a d d  a n o th e r  0 .5 %  to the  
P r o je c t  R O R . B ased  on  th e  new  fiscal p a c k a g e  a n d  the  r isk  r e d u c t io n  a g re e m e n t  
w i th  the  S ta te  o f  A lask a ,  i t  m ig h t  be possible to conv ince  b u y e rs  th a t  a fa s te r  r a m p  
u p  w o u id  be a t t rac t iv e .
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FISCAL NOTE

STATE OF ALASKA BILL NO. HJR 39
1997 LEGISLATIVE SESSION *

Dept. Affected
Title: L i m i t i n g  t h e  D e c l a r a t i o n  o f  N a t i o n a l  BRjj:

M onum e n ts _______________________________________
Sponsor: R e p r e s e n t a t i v e  Qgan_____________________ Components:
Requestor:   Serial it

EXPENDITURES/REVENUES: (THOUSANDS OF DOLLARS)
OPERATING FY 98 FY 99 FYOO FY 01 FY 02 FY 03
P e r s o n a l  S e r v i c e s  

.T r a v e l  
1C o n t r a c t u a l  
S u p p l i e s  
E q u ip m en t 
Land & S t r u c t u r e s  
G r a n t s ,  C la im s  
M is c e l la n e o u s  

(TOTAL OPERATING

0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0

, CAPITAL 0.0 0.0 0.0 0.0 0.0 0.0

REVENUE 0.0 0.0 0.0 0.0 0.0 0.0

FUNDING: (THOUSANDS OF DOLLARS)
General Fund 0.0 0.0 0.0 0.0 0.0 0.0

Federal Fund 0.0 0.0 0.0 0.0 0.0 0.0

Other 00 0.0 0.0 0.0 0.0 0.0

T O T A L 0.0 0.0 0.0 0.0 0.0 0.0

P O S IT IO N S :
Full-Time 0 0 0 0 0 0

I Part-Time 0 0 0 0 0 0
Temporary 0 0 0 0 0 0

ANALYSIS: (ATTACH A SEPARATE PAGE IF NECESSARY)
see attached analysis

Prepared by: H ous e  R e s o u r c e s  C o m m itte e _____________  Date. May 6 , 1997

C g -C h a irm a n  Q aan_________________________  P h o n e :4 6 5 -3 7 1 5

, tL ( /  (■  e '  ' _________ Phone:

PAGE I OF I



Alaska State Legislature
House Resources Committee

Co-Chair Scott Ogan Co-Chair Bill Hudson
(907)465-3715 (907)465-6820
FAX (907) 465-3265 1 FAX (907) 465-2273
Capitol Building, Room 124 Com m iucc M eetings
Juneau, Alaska 99801 T ^rh I - 4 p.m.

Vice Chair: Beverly Masck,
Representatives Ramona Barnes, Fred Dyson, Joe Green, Reggie Joule, Irene Nicholia, W illiam Williams

SPONSOR STATEMENT HJR39
HJR39 was introduced as a means to articulate the resolve of the 
citizens of this state to stand against further attempts by the federal 
government to encroach upon our autonomy and rights as a state.

HJR39 simply requests that the United States Congress enact 
legislation prohibiting the President of the United States from further 
extending or establishing national monuments without the express 
authorization of the Congress. Currently, under the turn of the 
century Antiquities Act of 1906 (16 U.S.C. 431-433) the President, 
without authorization by the Congress and despite the wishes of state 
public officials, can establish national monuments. This law is 
ambiguous and terribly flawed because of its lack of public process.

This point is illustrated by President Clinton's action in 1996 to 
establish the Grand Staircase-Escalante National Monument. By 
taking this action, the President set aside 1.7 million acres of land in 
southern Utah, thus creating the largest national monument in the 
continental United Stales. He took this action even though the public 
officials of the State of Utah opposed this measure, and despite the 
fact that it resulted in the loss of significant economic resources for 
the public schools and taxpayers of the state of Utah.

This is a timely request of Congress, as they now have before them 
three bills that would rectify the situation. All of these bills will help 
in the effort to bring meaning back to the phrase "balance of power." 
This is not a resolution against conservation or environmentalism. It 
is a resolution supporting the public process and the rights of states. 
Please join me in sending this message to the United States Congress.



16 USC See. 431 (01/74/041 littp://w ww.lnw.comcll.cdu/uscode/16/431. Iitnil
J ^ C T g ^ ^ ^ d i t i o n s  || ^.S tructu re  || |  Y our Commtirite |

•  UNITED STATUS CO D E
o  T IT L E  16 - CO N SERV A TIO N

■  C H A PT E R  1 • N A TIONAL PARKS, M ILITA R Y  PA RK S, M ONUM ENTS, AND SEASHORES
■  SU B C H A PTER  LXI - NATIONAL AND IN TERN A TIO N A L M ONUM ENTS AND M EM O RIA LS

§ 431. N a tio n a l  m o n u m e n ts ;  re s e rv a t io n  o f l a n d s ;  r e l in q u is h m e n t  o f  p r iv a te  c la im s

The President o f  the U nited  States is authorized, in his discretion, to declare by public proclamation historic 
landmarks, historic and prehistoric structures, and other objects o f  historic or scientific interest that are situated upon 
the lands owned or controlled by the Governm ent o f  the Ur.ited States to be national m onuments, and may reserve as a 
part thereof parcels o f  land, the limits o f  which in all cases shall be confined to the smallest area com patib le  with the 
proper care and m anagem ent o f  the objects to be protected. W hen such objects are situated upon a tract covered by a 
bona fide unperfected claim  or held in private ownership, the tract, or so much thereof as may be necessary for the 
proper care and m anagem en t of the object, may be relinquished to the Government, and the Secretary of the Interior is 
authorized to accept the relinquishm ent o f  such tracts in behalf  o f  the Governm ent o f  the United States.
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If. u se  See. 431a (01/24/94) _______________  ______________________
j rCr'd~U I tsr&TCo n'd H1 on s f  |;v Structure || | Your Comments

lilip://www.law.corncll.cdu/uscodc/lf)/43ln.hlnil

UNITED STATES CO D E
o  T IT L E  16 - CO N SERV A TIO N

■  CH A PTER  1 - NATIONAL PARKS, M ILITA R Y  PARKS, M ONUM ENTS, AND SEASHORES
■  SU B C H A PTER  LXI - NATIONAL AND IN TERN A TIO N A L M ONUM ENTS AND M EM O RIA LS

§ 431a. L im ita t io n  on  f u r t h e r  e x tens ion  o r  e s ta b l ish m e n t  o f  n a t io n a l  m o n u m e n ts  in  W yom ing

No further extension or establishm ent of national m onuments in W yom ing  may be undertaken except by express 
authorization o f  Congress.
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•  UNITED ST A T E S CO D E
O T IT L E  16 - CO N SERV A TIO N

■  C H A PT E R  1 - NATIONAL PARKS, M ILITARY PARKS, M ONUM ENTS, AND SEASHORES
■  SU BCH A PTER LXI - NATIONAL AND IN TERN A TIO N A L MONUMENTS AND M EM ORIALS

§ 432. P e rm i ts  to  e x a m in e  ru in s ,  excava tions ,  a n d  g a th e r in g  o f  ob jec ts ;  regu la tions

Permits for the exam ination  o f  ruins, the excavation o f  archaeological sites, and the gathering of objects of antiquity 
upon the lands under their respective jurisdictions may be granted by the Secretaries of the Interior, Agriculture, and 
Arm y to institutions w hich they may deem properly qualified to conduct such examination, excavation, or gathering, 
subject to such rules and  regulations as they m ay prescribe: Provided, That the examinations, excavations, and 
gatherings are undertaken  for the benefit of  reputable museums, universities, colleges, or other recognized scientific or 
educational institutions, with a view to increasing the knowledge of such objects, and that the gatherings shall be made 
for perm anent preservation  in public museum s. The Secretaries of the departments aforesaid shall make and publish 
from time to time un ifo rm  rules and regulations for (he purpose o f  carrying out the provisions of this section and 
sections 4 3 1 and 433  o f  this title.
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•  UNITED STA TES C O D E
o  T IT L E  1 6 - CO N SERV A TIO N

■  C H A PT E R  I - NATIONAL PARKS, M ILITA R Y  PA RK S, M ONUM ENTS, AND SEASHORES
■  SU BCH A PTER LXI - NATIONAL AND IN TERN A TIO N A L M ONUM ENTS AND M EM O RIA LS

§ 433. A m e r ic a n  a n t iq u i t i e s

Any person who shall appropriate, excavate, injure, or destroy any historic or prehistoric min or m onument, or any 
object o f  antiquity , situated  on lands owned or controlled by the Governm ent o f  the United States, without the 
perm ission o f  the Secretary  o f  the Departm ent of the Governm ent having jurisdiction over the lands on which said 
antiquities are s ituated , shall, upon conviction, be fined in a sum o f  not more than $500 or be imprisoned for a period 
o f  not m ore than ninety  days, or shall suffer both fine and imprisonment, in the discretion o f  the court.
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