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State of Alaska

Office of the Governor
Juneau

April 3, 2003

The Honorable Pete Kott
Speaker of the House

Alaska State Legislature
State Capitol, Room 208
Juneau, AK 99801-1182

Dear Speaker Kott:

Under the authority of an. Ill, sec. 18, of the Alaska Constitution, | am
transmitting a bill that would amend AS 38.05.140(c) to increase the upland
acreage limit for oil and gas leases from 500,000 acres to 750,000 acres, except

for land north of the Umiat Meridian baseline.

Currently, under AS 38.05.140(c) oil and gas lessees may hold not more
than a total of 500,000 acres on tide and submerged land and no more than
500,000 acres on uplands. While oil and gas leases with certified wells and
those included within units are excluded from these acreage limitations, many
operating oil and gas companies are already either at the existing 500,000 acre
limitation or close to it. The bulk of this acreage is located on the North Slope

and Beaufort Sea.

In the past few years, the Department of Natural Resources has been
encouraging exploration of frontier areas such as the North Slope foothills. The
bill would increase the maximum upland acreage to 750,000, of which no more
than 500,000 acres could be located north of the Umiat Meridian baseline.
Thus, companies would be able to lease and explore acreage in Alaska's
frontier basins while still maintaining their interests on the North Slope.

I urge your prompt and favorable action on this measure.

Sincerely,

Jpfank H. Murkowski
Governor


mailto:GOVERNOR@COV.ST
http://WWW.GOV.STATE.AK.US

FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:
2003 LEGISLATIVE SESSION Bill Version: HB246
() Publish Date:
Revision Date/Time (Note if correction): Dept: Affected Natural Resources
Title Limiton Oil & Gas Lease Acreage BRU Resource Development
Component Qil and Gas Development
Sponsor House Rules
Requester House Oil and Gas Component No. 439

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2004 | FY 2005  FY 2006  FY 2007 FY 2008  FY 2009
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous
TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
ICAPITAL EXPENDITURES
ICHANGE IN REVENUES (1004) [ » | > | |
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

Cher (Specify Type--Do not abbreviate)
TOTAL 0.0 0.0 0.0 0.0 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Mark this box (X) If funding for this bill is included In the Governor's FY 2004 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate page if necessary)

By increasing the maximum onshore acreage to 750,000 but limiting the 250,000 acreage increase to
south of the Umiat Meridian Baseline, companies would be able to lease and explore acreage in some of
Alaska's frontier basins while still maintaining their interests on the North Slope.

**There will be positive revenue impact to the state from additional bonus bids, rentals, and eventually,

production royalties. Itis impossible to accurately predict at this time what this increase in revenues might

be.

Prepared by:  Mark D. Myers Phone 269-8300
Division Oiland Gas Date/Time 4/2272003
Approved by:  Tom Irwin. Commissioner Date 4/22/2003
Agency Natural Resources

(Revtsod 9/2002 QMS)

DNR FISCAL NDTF



LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 ~Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329

MEMORANDUM May 13, 2003

SUBJECT: Draft CSHB 246 ( ) (Work Order No. 23-GH1135\D)

TO: Representative Hugh Fate

FROM: Jack Chenoweth _x Jfr*

Assistant Revisor of Stfltutae™"

The draft enclosed with this memo ftprly closely follows the text provided by the
Department of Law. For reasons that go to avoiding judicial interpretation and
conforming to terms regularly used in the criminal code, AS 11, I've substituted
"knowingly violates” for "wilful violation" in AS 38.05.036(h) [page 3, at line 4], and
tied the word "knowingly" to the definition spelled out in AS 11.

On page 1, at lines 9 and 10, I retained in this draft the words "oil and gas contracts,
agreements, or leases under this chapter." The draft you provided had bracketed them for
purposes of repeal. However, without the limiting language, since audits under "this
chapter” (AS 38.05, the "Alaska Land Act") may also include audits on resources apart
from oil and gas - coal, minerals, etc. —and since the appropriate single subject for this
draft as set out in the title involves "oil and gas," to avoid a question about complying
with the bill's one subject, | took the easy course and opted to maintain the limitation.

JBC:Imb
03-205.Irnb

Enclosure



WORK DRAFT WORK DRAFT WORK DRAFT

23-GH1135MD
Chenoweth
5/13/03

CS FOR HOUSE BILL NO. 246( )
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR
ABILL
FOR AN ACT ENTITLED
"An Act relating to oil and gas, to certain audits regarding oil and gas royalty and net
profits, to audits regarding costs relating to exploration incentive credits and oil and gas
exploration licenses, and to the limitation on upland acreage that a person may take or

hold under oil and gas leases; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.05.036(a) is amended to read:
(@) The department may conduct audits regarding [DEPARTMENT OF
REVENUE SHALL AUDIT REPORTS, PAYMENTS, AND PAYMENTS DUE
RELATING TO] royalty and net profits under oil and gas contracts, agreements, or
leases under this chapter and regarding costs related to oil and gas exploration
licenses and exploration incentive credits under this chapter or under AS 41.09.
For purposes of audit under this section,

(2) the department may examine the hooks, papers, records, or

memoranda of a person regarding matters related to the audit: and

1- CSHB 246( )
Areiv Text: Underlined [DELETED TEXT BRACKETED]
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WORK DRAFT WORK DRAFT 23-GH1135\D

(2) the records and premises where a business is conducted shall

he open at all reasonable times for inspection by the department.

* Sec. 2. AS 38.05.036(b) is amended to read:

(b) The Department of Revenue may obtain from the department [INSPECT
ALL REPORTS AND OTHER] information [FILED IN SUPPORT OF OR] relating
to royalty and net profits payments and to exploration incentive credits under this
chapter or under AS 41.09, whether or not that information is confidential. The
Department of Revenue may use the information in carrying out its functions and
responsibilities under AS 43, and shall hold that information confidential to the
extent required by an agreement with the department or by AS 3S.05.035(a)(9),
AS 41.09.010(d). [UNDER OIL AND GAS AGREEMENTS, CONTRACTS, OR
LEASES, OR BY THIS CHAPTER] or AS 43.05.230.

* Sec. 3. AS 38.05.036(c) is amended to read:

(c) The department may obtain from the Department of Revenue all
[ALL] information obtained under AS 43 [BY THE DEPARTMENT OF REVENUE]
relating to royalty and net profits and to exploration incentive credits. The
department may use the information for purposes of carrying out its
responsibilities and functions under this chapter and AS 41.09 [PAYMENTS,
INCLUDING INFORMATION OBTAINED UNDER AS 43, MAY BE MADE
AVAILABLE TO THE DEPARTMENT, IN THE FORM OF SUMMARIES AND,
WHEN IN FURTHERANCE OF THE DEPARTMENT'S ROYALTY AND NET
PROFITS FUNCTIONS, RELEVANT PORTIONS OF THE AUDITS]. Information
made available to the department that was obtained under AS 43 is confidential and

subject to the provisions of AS 43.05.230.

* Sec. 4. AS 38.05.036 is amended by adding new subsections to read:

() Except as otherwise provided in this section or in connection with official

investigations or proceedings of the department, it is unlawful for a current or former
officer, employee, or agent of the state to divulge information obtained by the
department as a result of an audit under this section that is required by an agreement

with the department or by AS 38.05.035(a)(9) or AS 41.09.010(d) to be kept

confidential.

CSIIB 246( ) -2-
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WORK DRAFT WORK DRAFT 23-GH1135\D

() Nothing in this section prohibits the publication of statistics in a manner
that maintains the confidentiality of information to the extent required by an
agreement with the department or by AS 38.05.035(a)(9) or AS 41.09.010(d).

(h) A person who knowingly violates (f) of this section is punishable by a fine
of not more than $5,000, by imprisonment for not more than two years, or by both. In
this subsection, "knowingly" has the meaning given in AS 11.81.900.

() In the course of carrying out its responsibilities under this section, the
department may subpoena any person to appear and produce books, records, papers, or
memoranda bearing upon matters relating to an audit under this section and to give
testimony or answer interrogatories under oath regarding those matters. The
department may administer oaths to persons who are so subpoenaed. A subpoena
issued under this section may compel attendance of a witness or production of a
document or thing, located inside or outside the state, to the maximum extent
permitted by iaw.

(1) A subpoena may be served by the commissioner of public safety or a peace
officer designated by the commissioner of public safety, by a person designated by the
department, or as otherwise provided by law. A subpoena may also be served by
registered or certified mail for delivery restricted only to the person subpoenaed. The
return delivery receipt must be addressed so that the receipt is returned to the
department.

(k) If a person who is subpoenaed neglects or refuses to obey the subpoena
issued as provided in this section, the department may report the fact to the superior
court or the appropriate court of another jurisdiction, and may seek an order from the
court compelling obedience to the subpoena. The court, to the maximum extent
permitted by law, may compel obedience to the subpoena to the same extent as

witnesses may be compelled to obey the subpoenas of the court.

0] The department may conduct audits under this section concurrently with

Department of Revenue audits or investigations under AS 43.

* Sec. 5. AS 38.05.140(c) is amended to read:
(©) A person may not take or hold at one time phosphate leases on state land

exceeding in the aggregate 10,240 acres. A person may not take or hold sodium leases

-3- CSIIB 246( )
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or permits during the life of sodium leases on state land exceeding in the aggregate
acreage 5,120 acres, except that the commissioner may, where it is necessary in order
to secure the economic mining of sodium compounds, permit a person to take or hold
sodium leases or permits for up to 15,360 acres. A person may not take or hold at any
one time oil or gas leases exceeding in the aggregate 500,000 acres granted on tide and
submerged land, including leases held both as lessee and under option or
operating agreement from others. A person may not take or hold at any one time
oil or gas leases exceeding in the aggregate 750.000 [AND 500,000] acres on all
land other than tide and submerged land, of which not more than 500,000 acres may
be located north of the Umiat Meridian baseline, including leases held both as
lessee and under option or operating agreement from others. Where more than a
single person holds an interest in an oil or gas lease, each person shall be charged only
with that percentage of the total acreage that [WHICH] corresponds to its percentage

share of the total beneficial interest in the lease.

*Sec. 6. AS 43.05.040(a) is amended to read:

(a) The department may examine the books, papers, records, or memoranda of

any person to ascertain the correctness of a return filed or to determine whether a tax
[OR A PAYMENT FOR OIL OR GAS ROYALTY OR NET PROFITS SHARES
UNDER A CONTRACT, AGREEMENT, OR LEASE UNDER AS 38.05] is due, or
in an investigation or inspection in connection with tax matters [OR MATTERS
RELATING TO OIL AND GAS ROYALTY OR NET PROFITS UNDER
CONTRACTS, AGREEMENTS, OR LEASES UNDER AS 38.05]. The records and
the premises where a business is conducted shall be open at all reasonable times for
official inspection, and the department may subpoena any person to appear and
produce books, records, papers, or memoranda bearing upon tax matters [OR
MATTERS RELATING TO Oil. AND GAS ROYALTY OR NET PROFITS
UNDER CONTRACTS, AGREEMENTS, OR LEASES UNDER AS 38.05], and to
give testimony or answer interrogatories under oath respecting tax matters [OR
MAIL1TERS RELATED TO OIL AND GAS ROYALTY OR NET PROFITS UNDER
CONTRACTS, AGREEMENTS, OR LEASES UNDER AS 38.05], and the

department may administer oaths to persons who are so subpoenaed. A subpoena

246( ) 4
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issued under this section may compel attendance of a witness or production of a
document or thing, located either inside or outside the state, to the maximum extent
permitted by law.

* Sec. 7. AS 43.05.230(a) is amended to read:

(@) It is unlawful for a current or former officer, employee, or agent of the
state to divulge the amount of income or the particulars set out or disclosed in a report
or return made under this title, except

(1) in connection with official investigations or proceedings of the
department, whetherjudicial or administrative, involving taxes due under this title;

(2) in connection with official investigations or proceedings of the
child support enforcement agency, whether judicial or administrative, involving child
support obligations imposed or imposable under AS 25 or AS 47;

(3) as provided in AS 38.05.036 pertaining to audit functions of the
Department of Natural Resources;

(4) as provided in AS 43.05.400 - 43.05.499; and

(5" as otherwise provided in this section.

* Sec. 8. AS 38.05.036(d), 38.05.036(e), and AS 43.05.0)0(15) are repealed.
* Sec. 9. The uncodified law of the State of Alaska is amended by adding a new section to
read:
TRANSITION, (a) Litigation, hearings, investigations, and other proceedings
pending under a law amended or repealed by secs. 1-4 and 6 - 8 of this Act, or in connection
with functions transferred by secs. 1- 4 and 6 - 8 of this Act, continue in effect and may be

continued and completed notwithstanding a transfer or amendment or repeal provided for in

secs. 1-4 and 6 - 8 of this Act.

(b) Contracts, rights, liabilities, and obligations created by or under a law amended or

repealed by secs. 1- 4 and 6 - 8 of this Act and in effect on June 30, 2003, remain in effect
notwithstanding this Act's taking effect. Records and appropriations of agencies of the state
whose functions are transferred under secs. 1-4 and 6 - 8 of this Act shall be transferred to
implement those provisions of this Act.

* Sec. 10. Section 5 of this Act takes effect immediately under AS 01.10.070(c).

* Sec. 11. Except as provided in sec. 10 of this Act, this Act takes effect July 1, 2003.

5 CSI1B 246( )
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ConocoPhillips

Alaska, Inc.

April 9, 2003

Representative Vic Kohring, Chairman
House Special Committee on Oil and Gas
Legislature of the State of Alaska

Alaska State Capitol, Room 24

Juneau, Alaska 99801-1182

Re: House Bill No. 246
Senate Bill No. 172

Richard P. Mott
Vice President
Exploration & Land

P.O. Box 100360
Anchorage, AK 99510-0360
Phone 907.263.4556

Senator Scott Ogan, Chairman
Resources Committee
Legislature of the State of Alaska
Alaska State Capitol, Room 103
Juneau, Alaska 99801-1182

ConocoPhillips Alaska, Inc. supports House Bill No. 246, and Senate Bill No. 172 both of which
provide for an increase in the limitation on acreage that a person may take or hold under oil and
gas lease in the State of Alaska. An increase in the acreage limitation will encourage additional
investment by the oil and gas industry in the exploration and development of Alaskan resources.

Richard P. Mott
Vice President
Exploration & Land

Cc: Mike Tibbies
Legislative Liaison
Office of the Governor
P.O. Box 110001
Juneau, Alaska 99811-0001

Mark Myers, Director

State of Alaska

Department of Natural Resources
Division of Oil & Gas

550 West 71 Avenue, Suite 800
Anchorage, Alaska 99501-3510

CONOCOPHILLIPS COMMENTS
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HOUSE COMMITTEE REPORT
)

Date Referred to Committee: April 4, 2003 FURTHER REFERRALS: Resources
Date of Committee Action: () ~V 1y~

The HOUSE SPECIAL COMMITTEE ON OIL AND GAS Committee considered: HB 246
HOUSE BILL NO. 246 LIMIT ON OIL & GAS LEASE ACREAGE

"An Act relating to the limitation on upland acreage that a person may take or hold under oil and gas leases;
and providing for an effective date."”

Recommends it be replaced with [ JHCS or [ ]CS for ( )
For Senate Bills with new title: [ ] Technical Title [ ] New Title: HCR [ ]Same Title [ J New Title

[ ] attach amendments
[ 1 add new referral to Committee
[ ] Letter of Intent Committee
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ALASKA STATE LEGISLATURE

1011,

EOOEast Raﬂroad'lvenue t ¢ 'rl) ! m State Capitol BSe? g
Wasilla, Alaska 99654 Ifel. M Juneau, AIaska 99801-118

% o n Y e 107 A58
REPRESENTATIVE VIC KOHRING

DISTRICT 14

SPONSOR STATEMENT
HB 267

RAILROAD BONDS FOR NATURAL GAS TRANSPORT

This legislation would be a significant step toward the construction of a natural gas
pipeline to commercialize North Slope gas reserves.

HB 267 authorizes the Alaska Railroad Corporation to issue bonds for the pipeline
project, leveraging the ability of the corporation to issue tax-exempt bonds for industrial
development. This financing plan can push pipeline construction that much closer to
reality, resulting injobs for Alaskans and revenue to the state while delivering natural gas
to a waiting public and market.

The Alaska Railroad’s ability to issue tax-exempt bonds to finance industrial
development was approved in 1983 by the U.S. Congress with the transfer of the Alaska
Railroad from federal to state ownership. Congress reaffirmed Alaska Railroad’s
authority to issue tax-exempt bonds in the Tax Reform Act in 1986.

Estimates prepared by Goldman Sachs and the Department of Revenue suggest the
financing plan presented in this bill will increase the economic viability of the natural gas
line construction project by saving the facility owners more than $1 billion over the life

of the project.

The bill allows Alaska Railroad to provide financing for the acquisition, construction,
improvement, maintenance, equipping and operation of facilities for the transportation of
natural gas resources within and outside the state. It specifically authorizes Alaska
Railroad to negotiate issue up to $ 17 billion in bonds for construction of a natural gas

pipeline.

E-Mail: Reprcsentative_Vic_Kohring@legis.statc.ak.us « Toll Free During ScssionYetir Round: (800) m!68-2186
Website: wmv.akreptilrlieans.org/koliring/


mailto:Reprcsentativc_Vic_Kohring@legis.statc.ak.us

While Alaska Railroad would issue the bonds, neither Alaska Railroad nor the State
would own the gas line nor be liable for the debt. That responsibility would fall on the
private companies that build, own, and operate the gas line. The bill requires that prior to
issuing bonds, Alaska Railroad must determine that any contract or lease is sufficient to
pay back the bonds as scheduled, maintain reserves for the payments, and pay all costs

necessary to secure the bonds.

The railroad is a vital link in Alaska’s economy. Many towns have sprouted up because
of the role of Alaska Railroad, which supported construction of the Alaska Highway
during World War Il and the subsequent military buildup in our state. It also helped in
building the Trans-Alaska Pipeline System; and along its more than 600 miles of track, it
carries seven million tons of freight and a half-million passengers each year. Alaska
Railroad also providesjobs for 700 Alaskans.
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subject: LNG Meeting with Korea Gas Corp.
ate: Tue, 25 fch2003 18:37:09 -0900

From: Bill Noll <bill_noll@dccd.siate.ak.us>
To: Edgar Blaichford <cdgar_blaichford@dced.STaie.ak.us>, Frank_Homan@gov.state.ak.us

Edgar and Frank:

Per Jim Clark®"s request 1 cook parr in rheFeo. 21sc nacural gas
discussions with Mr. Kim, Jong-Sool of Korea Gas Corporation.

As | reported telepnonicaliy on Feb. 22nd, tne discussions wenr well.
Following are some pertinent facts.

1. There were two meetings on Feb. 21st, one ot 10:00 a.m. in tne
offices of Jeff Lowenfels and Wayne Lewis, and then at 6:30 p.m. for
dinner at tne Captain Cook Hotel.

2. Attending tne 10:00 a.m. meeting: Noll, Kira.. Rep. Fate, Rep.

Harris, Rep. Whittaker, Paul Funs. Scott Heyworth, John UrDina (Baum £
Co.), Geoff Urbina, John Bitney (Ancli. rep for Baum), and Craig Ricnards
(from Woblforcn®"s firm, on contract to Alaska Railroad for bonding

matters) .

3. Atcenaing me 6:30 p.m. dinner: Noll, Kim, Rep. Whittaker, Funs,
Heywortn, Doth UrDina®"s, Bitney, Brad Whitmore {Yukon Pacific), and Bill
Walker . Dinner was hosted by tne Urbina®"s (Baum £ Co.).

4. Mr. Kim is Senior Executive Vice Presidenr and a Member of the Board
of Korea Cas Corporation (Kogas). During the course ot tne meetings he
said that he would be the point of contact for (discussions about Alaska
gas. All parties had a lively ana positive exchange. Mr. Kim has a
degree from Che United States in electrical engineering, and he speaks
English very well. He is 56 years ot age.

5. Kogas now sources gas from Oman, Qatar, Indonesia, Malaysia ana
Brunc-i. Mr. Kim sees a need for an adaed 17mm tons of LNG in Korea in
the 2010 - 2015 timeframe. Kogas is looking at possible sources to fill
that need, including renewing existing contracts, new pipeline sources,
and mid-concract adjustments. By tne conclusion of the morning meeting
Mr. Kim said ne would now consider Alaska as a possible source for a
portion of tiat need, citing the united presence of Alaska®"s Executive
and Legislative Branches along with tne private sector in pushing for

the project.

6. 1 notea to Mr. Kim that our Governor has considerable international
and energy experience and chat he will no doubt make a visit to Korea
with a strong delegation Dut not until after the end of the Legislative
session. I cold Mr. Kim tnat -fde Governor uill soon appoint the members
of an aucnority to worjc on the question of our gas. While 1 made no
commitments on the outcome of tne autnority®"s work, |1 assured Mr. Kim
that tne commercialization or" our gas is of high iInterest.

7. Fuhs and Urbina presented a very brief overview of tne proposed LNG
project, citing a price of 53.50 per mmbcu delivered to Korea (CIF).

Mr. Kira"s comment: "Good price.” Mr. Kim said tnat Kogas is now paying
from 54.00 to %5.70 per mmbtu CIF.

8. Kogas LNG is currently delivered by a fleet of 17 tankers ipnce
S160 - S17S million eacn), all built in one of tnree Korean yards ana
operated by four Korean snipping companies under long term contracts
with Kogas. Yukon Pacific figures tnat their export project will need
12 tankers.

lof 4/23/2003 4 33 P)

KOREAN NATURAL GAS REPORT
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5. Mr. Kim stated in Oath meetings tnat Kogas would discuss a Si - I0i
equity interest in the Alaska project. I assume that this could he
offered in the form of capital goods (such as the ships). Mr. Kim
repeated to me that Kogas could discuss a long term commitment contract
with Alaska, so long as the price point risk was equally shared oy the
State. No details, of course, but his point was repeated Dy mm and by
me to be sure of the words, and his meaning was clear. (Ftfl, tne price
point per mmbcu for international LNG is often pegged to a basket of
crudes known as the Tokyo Crude Cocntail or TCC. Tne LNG price point
fluctuates with tne price of tnose crudes. Higner crude prices equate
to lower risk for LNG sellers and higher prices for LNG consumers.
Lower crude prices equate to the opposite, and nerein is the need for
risk analysis on cne seller side — sucn as Alaska.)

10. There were many otner items discussed, the details of which could
be sommariaed by the Technical people at tne meetings. I can report
that the atmosphere was quite positive. Tne House members seemed very
encouraged by tne meeting.

11. Frankly, 1 was also pleasantly surprised by Mr. Kim®"s forthcoming
nature and comments. Tnere are many more things to be done, but this
was an encnuraaing meeting with on* of the major LNG end-users. Again,
Mr. Kim asked that he be the point of contact at Kogas for fortncr
discussions. | departed tne dinner along with Rep. rtnlttaker, celling
Mr. Kim that I would see him in Seoul.

12. I spoke with Paul Fuhs today (Fee. 25tn;. He is now in Juneau. |
asked nun to look into inviting Tokyo Gas to Alaska for a similar

meeting.

Beat regards, Tflill

P.003/003

F-267

4/22/2003 4-33 f



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:

2003 LEGISLATIVE SESSION Bill Version: HB 267
() Publish Date:

Revision Date/Time (Note if correction): Dept. Affected: DCED
Title Ak Railroad Bonds For Nat.Gas Transport ‘BRII

Component Alaska Railroad Corporation
Sponsor Representative Kohring

Requester House Oil & Gas Component No.

Expenditures/Revenues (Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES FY 2004  FY 2005 FY 2006  FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims

163,000.0

Miscellaneous
TOTAL OPERATING 0.0 00 163,000.0 0.0 0.0 0.0
CAPITAL EXPENDITURES t i | | [
CHANGE IN REVENUES ¢ ) | [
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

Bond Proceeds 163.000.0

TOTAL 0.0 00 163,000.0 0.0 0.0 0.0

Estimate of any current year $FY2003) cost:
Check this box (X) if funding tor this bill is included in the Governor's FY 2004 budget proposal:

POSITIONS

Full-time
Part-time
Temporary

ANALYSIS: (Attach a separate papa if necessary)

Please see analysis continuation.

Prepared by: Wendy Lindskoog, Director of External Affairs Phone 265-2516
Division Alaska Railroad Corporation Date/Time 4/23/03 2:51 PM
Approved by: Edgar Blatchford, Commissioner Date 4/23/2003
Agency Department of Community & Economic Development

(Revised 9/2002 OMB) Page 1 of 2
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'FISCAL NOTE

STATE OF ALASKA BILL NO. HB 267
2003 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

The bill authorizes the issuance of up to $17 billion in revenue bonds by the Alaska Railroad Corporation
(ARRC) to pay for 70% of the construction of a natural gas pipeline. Based upon current estimates,
ARRC could issue $14,265,000,000 in bonds as early as state Fiscal Year 2006. ARRC wili act as a
conduit for the issuance of these bonds to allow the debt to be issued as tax exempt. Through modeling,
the tax exemption has been shown to reduce the cost of financing the project by over one billion dollars.
The Bonds would be solely secured by revenues generated by the pipeline. The Alaska Railroad will bear
no liability and have no responsibility for repayment of the bonds.

The projected costs of issuing the bonds detailed here will be paid with bond proceeds at closing.
Anticipated professional services include those related to financial advisors, attorney’s fees (bond counsel,
underwriter's counsel, tax counsel, negotiating with producers), rating agencies, underwriters, printing,
travel, public notices, and the feasibility consultant. ARRC will front certain minor necessary reimbursable

costs from corporation revenues.

For purposes of this fiscal note, it is assumed that bonds with a face value of $14,265 billion will be issued
in FY 2006. The bonds are expected to be issued with a 25 year term and for modeling purposes carry an
interest rate of 6.5%. As the project will not generate revenue while under construction, the first two years
of interest payments will be made with bond proceeds. Following construction, annual debt service will
begin at approximately $1.3 billion, growing to $1.4 billion in year 6 and then gradually lowering to $800
million in the final year. However, ultimately, issuance amounts, dates, term, interest rate, and other
significant variables will be dependent upon the financing structure determined by market conditions at the

time of sale of the bonds.

Page 2 of 2



LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182

Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329

MEMORANDUM May 6, 2003
SUBJECT: Sectional summary - HB 267
TO: Representative Vic Kohring

Attn: Ben Grenn

FROM: Tamara Brandt Cook
Director

Sec. 1. Findings, intent and purpose dealing with the power of the Alaska Railroad
Corporation to provide financing for transportation for natural gas resources.

Sec. 2. Adds a power of the Alaska Railroad Corporation to provide financing for the
acquisition, construction, improvement, maintenance, equipping, and operation of
facilities for the transportation of natural gas without regard to whether the facilities are
or will be owned by the corporation or located on land owned by the corporation.

Sec. 3. Requires the Alaska Railroad Corporation to enter into an agreement with certain
terms to protect its bonds if the corporation issues bonds to provide financing for a
facility to be owned in whole or part by an entity other than the corporation.

Sec. 4. States that bonds of the coiporation issued to finance natural gas transportation
facilities are issued by an instrumentality of the state for a public pugrose.

Sec. 5. The legislature authorizes the corporation to issue bonds in an amount not to
exceed $17,000,000,000 to finance the construction of a natural gas pipeline and facilities
for the transportation of natural gas recovered from the North Slope.

Sec. 6. Immediate effective date.

TBC:med
03-492.med



representative

SUaska 3tatt ILrgislatun:
BILL WILLIAMS [ousc jpinancir Committee JOHN HARRIS

Co-Chair Co-Chmr

(907) 465-3*12*1 (907) 465-4859

Fax: (907) 465-3793 Fax. (907) 465-3709

INTERIM ADDRESS
INTERIM ADDRESS
50 Ftonl Slreel. Suite 203 }
Sinlo Capilol. Room 507
Kotcftikan. Alarka 99901
Juneau. AK 99e01-1102

(907) 247-4627

Fax: (907) 2257157 State Capitol, Juneau, Alaska 99801-1182

January 21, 2003

John Urbina, Executive Vice President & Manager
Alaska and Northwest Public Finance

George K. Baum & Company

731 N Street

Anchorase, Alaska 99501

af\r

I am aware of your expertise based on your involvement with financing of various Valdez projects, including
the A'lyeska marine terminal for the Trans Alaska oil pipeline and the current proposal for the hospital. Based
on your firm’s experience in public financing in Alaska over the past twenty-eight years, 1 am writing to
request your assistance in evaluating economic data concerning the proposed gas pipeline from Alaska’s North

Slope to Valdez.

Dear Mr.

As you know, Alaskan voters overwhelmingly created the Alaska Natural Gas Development Authority during
the last general election. The approval of funding for the Authority must occur as part of the budget
deliberations by the House Finance Committee. As Co-Chairman of the Committee, | anticipate there will be
guestions whether the project is sufficiently economic to warrant being pursued by the State of Alaska.

In responding to a request from me, Yukon Pacific Corporation has recently supplied the most current project
description and economic data for a gasline to Valdez. | have enclosed this as an attachment to this letter.

I would appreciate it if you would analyze the financing and bonding implications of this data from both a
private and public financing point of view. You may contact Yukon Pacific Corporation for any clarifications

on their model if it is necessary.

It would be interesting to know your opinion on debt service coverage required to sell the bonds for this
project, potential returns to the Authority and the State of Alaska from owning the project, rates of return on
the pipeline, and whether or not you believe the bonds for this project could be sold if Yukon Pacific’s project

assumptions hold true.

Sincere

CORRESPONDENCE
jtative John Harris RE: AK/NW PUBLIC FINANCE
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GeorgeK. Baum & Company

hvestment Bankers Jnce 1928

January 30,2003

Representative John Harris
Co-ChairHouse Finance Committee
Alaska State Legislature

State Capitol

Juneau, AK 99801

Dear Representative Harris:

George K. Baum & Company is pleased to respond to your request to analyze economic data for a gaslinc
to Valdez. In our analysis wc have utilized information snpplied to you by Yukon Pacific Corporation.

Yukon Pacific Corporation Tnfannatioii

Your office Las famished us with Yukon Pacific Corporation detail on projected revenue breakdown and
expenditures including, capital oullays, expenses for gasline products, gas purchase expenses and other

costs.

Yukon Pacific Corporation detail was supplied for two cases:
1) Base Case, which revenues include:

* LNG sold to North. America & Asia

* LPGsold to Asia

Ethane sold to Valdez

Natural gas sold to TAPS

» Natural gas sold to Alaska residents

» Total Operating income over 39 years S103.6 billion

2) Lean Case, which revenues include:

¢ LNG sold ro North America & Asia

¢ LPG sold to Asia

¢ Natural Gas sold to Alaska Residents

« Total Operating income over 39 yean S103.8 billion

We make no satemeat as to the accuracy or validity of information supplied to us by your office or by the
Yukon Pacific Corporation. Material supplied to us is attached as Exhibit A.

Analysis

Our analysis, in accordance with your request, entailed the examination ofeach Yukou Pacific Corporation
scenario ""base enso™ and "'lean gas ease" for three different financing options. The financing options
analyzed were 70% tax-exempt debt and 30 % equity; 70 % taxable debt and 30% equity; and, 100% tax-

exempt debt

For each case we computed debt service coverage, potential revenues to the Authority and Sate of Alaska,
and an internal rate of return for the gaslinc project where appropriate. Detail on our financial models is

attached as Exhibit B.

Our results aro summarized in the attached Chart A.

7315th Avenue, SuXo 7X50 « Seattle, WA 38104-7016
Fhone 206-682'3(9.
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Viabflily of Project

The cornerstone of our analysis ia the projected revenue derived from throughput “take-or-pay” and/or
"'ship-or-pay" contracts with end users. Iris imperative that the contracts be in place for rating and bond
marketing purposes. In addition, it is important to note, that our analysis assumes that tax-exempt debt for
all or a portion ofdie gasline project can be issued through thn Alaska Railroad Corporation (ARRC).
Tmual bond counsel has opined favorably on the ARRC issue. Jfthe ARRC jptlon is nor available only
25% to 30% ofthe project can be financed tax-exempt and a portion if not ail of the tax-exempt debt would
be subject to “private activity” bond cap allocation by the State Bond Committee. Furthermore, the tax-
exempt portion. of debt financed outside of the ARRC option would be limited to those purposes permitted

by current tax law.

Based on rhc information and market assumptions supplied to us by Yukon Pacific Corporation for our
analysis we believe th" project can be financed in the bond market if the ARRC vehicle is availablo. We
believe the best option would be to hnvo some equity contribution from private sponsors. A State owned
facility would entail some production and market risk the Sta-c of Alaska may not want to assume. Also,
thero are issues such as unrelated business income tax that die State may be subject to unless all revenues

were utilized for public purposes!

According to projections provided by YPC and our analysis we are showing, depending on model
assumptions, annual revenues to the Stale of between S350 million to 31.0 billion. This underscores rhe

importance oflids project to the State.

We hope this information is of Interest and help to you. We are available for further consultation to you
and your staffand assistance with any presentation before House Finance Committee meetings and/or
hearings. Should you require any additional material or clarification on our analysis please let us know.
Any questions regarding detail on “baso case” or “lean gas case” assumptions should be directed to Yukon

Pacific Corporation. ;

Sincerely,

Exhibit A
Exhibit TL
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January' 30.2003



glasfea Jbtate HegiBlaturr

REPRESENTATIVE JOHN HARRIS
Distnti 35 « vaidcs, Cordova. Wr.inor. Oartnanan. Dona junction. TauieK. Korny Lake. Paxson Cakona. Cnsna”a Bay

December 24, 2002

Ward Whitmore

Director of Project Development
Yukon Pacific Corporation

1400 West Benson, Suite 501
Anchorage, AK 99503

Dear Mr. Whitmore:

At the November election, the voters of Alaska 0Verwhelmingly adopted
Proposition 3, which establishes an Alaska Gasline Authority. As the incoming
co-chairman of the House Finance Committee, 1will be overseeing ilmi
committee's deliberations on a budget for the authority.

| would appreciate the opportu_nit){ to meet with you to receive any information
you may be willing to share with legislators concerming potential project
configurations, project economics, Including construction costs, potential markets
and revenues, and any other information you believe would help us in our

deliberations.

| am also concerned about public statements made recently by others that infer that
Yukon Pacific is expecting to be paid up front for your permits, even before we
know whether the project will move forward. |would appreciate a letter from you
explaining your outlook on negotiations concerning the use of your permits for

this project.

As you know, this project is very important to my district, as well as the rest of the
state, and | want to do all | can to give the issue fair consideration.

Sincerely.rfours,

Representative John Harris

Cc:  Governor Frank Murkowski

Co-Cnair Community ana flogionai Atiairj Comrmtitie. Memoer Rosouicss Laaoi ana Ccmmorca. Oil ana Gas. Fisnuiies ana Roguiaticn Revi&w
Session; Slate Capitol, Juneau. AJasha 99B01-HB2 « Pnone; §907; *65-4859 Fav []907£ *£5-3799
interim PO Box i£45, vacei. Alaska 99686 + Pnone (907) 835-2836 Fa*-1907) 835-3732

CORRESPONDENCE
RE; YUKON PACIFIC CORP.
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January 2, 2003

Representative John Harris
Alaska State Legislature
PO Box 1245

Valdez, ALska 996S6

Dear Representative Hams:

Thank you for your letter dated December 24, 2002. We obviously share your view
regarding the importance of a LNG project to the state and to Valdez.

You expressed concern about public statements made by oihers than infer that Yukon
Pacific Corporation (YPC) is expecting upfront payment for its permits. You also
requested that we explain our outlook on negotiations concerning use of our permits.

YPC is a subsidiary of CSX Corporation. Neither YPC nor CSX has authorized any
person(s) to speak on Dehalf of either corporation regarding YPC’s permits or other
aspects of the Trans-A laska Gas System (TAGS}. As your letter has just done, please
contact us directly to determine our position on any matter.

The staff at YPC will be happy to meet with you to address questions and particulars
regarding the content of YPC’s permits and technical aspects of TAGS. CSX will

conduci any negotiations regarding access to YPC’s permits and other assets. | can,
however, address CSX’s general approach regarding negotiations for YPC’s permits

CSX is flexible regarding the rerms used to value YPC’s assets. CSX’s generul view is
that the value of the permits is tied to the success of the project. CSX is not expecting an
upfront buyuut of YPC’s permits

1400 WEST BENSON BLVD., SUITE 525 e« ANCHORAGE, ALASKA 99503 ¢ (907) 265-3100 . FAX (907) 265-3180
VUFN earirer cnrnnmeirin it o RULINNDNE unie nioex CAmMArminn



Representative John Harris
January 2, 2003

Page 2 of 2

YPC continues 10 work on the TAGS project and we are excited regarding the prospects
fora LNG project to Valdez There is an enormous amount of work ahead. YPC will
work with any qualified sponsor wanting to advance a LNG project in a meaningful way,
and will be responsive to requests from such a sponsor. We look forward to working

with the State of Alaska regarding the projecr.
Regards,

2 X

Ward Whitmore
Director of Project Development

Cc: Andrew Fogarty (CSX)



Y ukon P acific C orporation

Trans-Alaska Gas System

Introduction

Yukon Pacific Corporation (YPC) is the sponsor ofand holds major permits for the Trans-Alaska Gas
System (TAGS). TAGS is aprojectthat would transport Alaska's North Slope natural gas by pipeline to
Valdez, Alaska, where the gas components would be separated into various products for sale to markets
within Alaska, along the west coast of North America and in Asia.

TAGS was originally envisioned as a project to produce and sell LNG (liquefied natural gas) exclusively
to Asian markets. A potentially large LNG market is developing along the west coast of North America.
A recent publication ofthe American Gas Association identifies a LNG project from South Alaska as a
principle option for moving North Alaska gas to markets in North America or North Asia.

A number of LNG receiving terminals are being proposed for the Baja Peninsula of Mexico and
California to serve the natural gas and electrical power markets in the western United States. Itis YPC’s
understanding that the LNG supply to these receiving terminals has not yet been secured. The
opportunity exists for TAGS to be a major supplier of LNG to these facilities and/or other terminals

located along the U.S. West Coast and possibly British Columbia.

Economies of scale required for the TAGS project may be achieved if TAGS can secure a significant
portion ofthe LNG market along the west coast of North America. A TAGS project delivering natural
gas to the lower-48 would benefit Alaska and the United States overall because this would reduce the
dependency ofthe United States on foreign energy, any potential aid from state or U.S. federal
governments would be applied to a project within the United States, and the United States would benefit
economically from the construction and operation ofa domestic project.

The Prudhoe Bay field is the largest reserve ofnatural gas on Alaska’s North Slope. The Prudhoe Bay
field will be over 30 years old by the start of TAGS. Hydrocarbons, specifically propane, currently used
for enhanced oil recovery operations at Prudhoe Bay may be available for sale via TAGS as LPG
(liquefied propane gas) to markets around the Pacific Rim. The sale oflarge quantities of propane via
TAGS represents a potentially valuable market that could enhance the economic viability of TAGS.

YPC is investigating configurations of TAGS that accommodate both the emerging LNG market to the
west coast of North America and the potential availability oflarge amounts ofpropane from Prudhoe
Bay. YPC is considering two general configurations: one based upon various value added options such as
supplying feedstock to an Alaskan petrochemical industry, and a second option based on LNG and LPG
sales without value added options. Economic analyses show that this new configuration of TAGS may be
economically viable with, or without the value added options.

YPC is presenting the results of our economic analyses with the goal ofengaging oilier parties interested
in commercializing natural gas from Alaska’s North Slope.

In 1987, CSX Corporation acquired a direct majority interest in YPC and now holds approximately ss
percent ofits shares. The remaining interest is held primarily by a charitable trust established by former

Alaska Gov. Walter Hickel, one ofthe co-founders of YPC.



The project development activity at YPC includes field programs to gather data along the pipeline route
from the North Slope of Alaska to Valdez. YPC continues to develop in-house analytical software for
evaluation ofpipeline designs and a geographical information system containing technical information for

TAGS.

Project Economics

Y'PC is evaluating two stand-alone configurations of TAGS: a Base Case and a Lean Gas Case. In both
cases, economic analyses have shown that the potential benefits are significant and warrant further
consideration by entities interested in commercializing North Slope natural gas Analyses show that the
TAGS project economics are enhanced by, but not dependent upon the value added options available to
the project.

Both the Base and the Lean Gas cases include the costs for a gas conditioning plant on the North Slope, a
pipeline with compressor stations to deliver the gas to Valdez, a facility to separate the hydrocarbon
components at Valdez, and a liquefaction plant with marine terminal at Valdez. The capital costs also
include a fleet of LNG and LPG tankers, plus a LNG receiving facility on the west coast of North

America.

In both cases, the average flow ofnatural gas entering the TAGS pipeline on the North Slope, including
fuel, is estimated at 2.2 bscfd (billion standard cubic feet per day). YPC has selected a 36-inch diameter
pipeline, with relatively small sized gas compressors located periodically along the route, to
accommodate the 2.2 bscfd flow. The capacity ofthe 36-inch pipeline can be increased to 3 bscfd by the

addition ofgas compression.

YPC’s economic model generates economic parameters from the perspective of the gas producers
assuming that they own the project, and also from a prospective assuming that a group ofinvestors would
own the project and buy the gas from the gas producers. Both perspectives are based upon generation of
after tax cash flows that are used to determine a rate ofreturn on equity for the project. The model
calculates a separate cash flow for the value ofthe gas purchased from the gas producers after
consideration ofroyalty, severance taxes, state taxes and federal taxes. Economics for the overall project
including gas purchase revenue are based upon the stun of the cash flows for the project and the gas

purchase value.

YPC has completed economic analyses for the stand-alone projects according to a methodology used by
the Alaska Legislature Joint Committee on Natural Gas Pipelines. This methodology employs adjustment
ofthe gas purchase price until the return on equity for tire downstream infrastructure equals 12 percent.
Pet this methodology, the 12 percent value reflects the value that would be allowed by the U.S. Federal
Energy Regulatory Commission (FERC) for a typical pipeline project.

The project economics are calculated for two scenarios. The first scenario is based upon the assumption
that the North Slope gas producers would own and operate the entire project. The economics for this
scenario include the value ofthe natural gas on the North Slope. The second scenario is based upon the
assumption that the North Slope gas producers would not participate in the project and that other
investors would build the project and purchase the gas from the gas producers. This second scenario
reflects die project for which the Joint Committee on Natural Gas Pipelines has assumed FERC would

allow a 12 percentreturn on equity.



According to this methodology, the economics for the new stand-alone configurations of TAGS are:

Base Lean Gas
Economic summary
Overall projectincluding gas purchase revenue
Return on equity (%) 17.5 16.6
Return on investment (%) 12.6 12.1
Gas purchase price
Thermal basis - per million btu ($/mmbtu) 0.94 0.84
Volume basis-per 1000 standard cubic feet (S/mscf) 1.15 0.96
Percent ofgross project revenues 32 28
Project excluding gas purchase revenue
Return on equity (%, typical FERC) 12.0 12.0
Project volume
LNG (M TA-million metric tons per annum) 12.5 135
Propane (1000 bpd-barrels per day) 100 76
Ethane to petrochemical feed (1000 bpd) 47 none
NGL blended into TAPS (1000 bpd) 17 none

Hydrocarbons are desired for their energy content and thus gas purchase and sale contracts are ultimately
based on a thermal, or btu, basis. Recent discussions of Alaskan gas projects have referred to gas prices
on a volumetric, or msc£ basis. The above table expresses gas purchase prices on both a thermal and
volumetric basis determined according to the hydrocarbon content of the conditioned natural gas at the

inlet ofthe pipeline.

The results ofthe economic models are, ofcourse, dependent on the assumptions used for the various
economic parameters and prices. YPC believes that its capital cost assumptions are generally
conservative. YPC estimates the capital costs, expressed in year 2000 dollars, for the Base Case to be:

S billion
Gas conditioning plant 2.1
Pipeline with compressor stations 4.0
LNG plant and marine terminal 3.9
12 LNG tankers 2.1
4 LPG tankers 0.5
1 bscfd LNG receiving terminal on the 0.4
west coast of North America
TOTAL 13.0

The capital costs for the gas conditioning plant are based upon those published by the PBU for their
proposed LNG project from South-central Alaska. The capital costs for the pipeline, compressor stations
and liquefaction plant with marine terminal were prepared lor YPC by Willbros Inc., Michael Baker, Jr.

Inc., and Kellogg Brown & Root.



The following product prices, expressed in year 2002 dollars, were used in the economic analyses of the

Base and Lean Gas cases:

S/mmbtu
Natural gas delivered within Alaska 2.50
LNG delivered to North America 3.25
LNG delivered to Asia 3.50
Propane delivered to Asia as LPG 4.38
Ethane to petrochemical feed 2.00
Natural gas liquids to TAPS 3.00*

* Equivalent to $13.87/barrc!

The above prices are considered as representative ofthe various markets. The actual prices and market
quantities required to support the project will be determined through negotiations among the various
stakeholders in the project.

The price assumed for natural gas delivered within Alaska is at or below gas prices reported for recent gas
contracts for in-state utility grade gas. The price for LNG to North America is within the range ofprice
estimates offered by the Alaska Department of Revenue for LNG delivered to this market. LNG and LPG
prices to Asia, and ethane delivered for petrochemical feedstock are based upon historical trends. The
price ofnatural gas liquids to TAPS is an estimate reflecting the value after transport to Valdez, but prior
to loading onto the oil tankers.

The project economics were based upon the following general economic assumptions:

Debt to equity ratio 70/30
Interest during construction and for debt financing 8 %
Debt service duration 15 years
Yearly inflation for nominal dollars 25 %

TAGS project size

Various projects have been proposed to commercialize North Slope natural gas by construction of large
capacity pipelines from Alaska through Canada to the Lower-48. Some ofthese proposals include an
option to install a secondary, or spur, pipeline to an LNG facility at tidewater in South-central Alaska.
The TAGS project can be configured as a spur project from a Canadian pipeline and YPC does not
dismiss tin's as a possibility. The configuration discussed in this document, however, consists ofa stand-
alone project that does not rely upon the installation ofa pipeline through Canada.

PBU (Prudhoe Bay Unit) member companies recently presented information for a pipeline project
through Canada to Chicago with an initial volume of 4.5 bscfd expandable to 0.6 bscfd. YPC offers no
comment on this proposal other than to adopt it as the PBU gas pipeline project.

PBU member companies presented information to the Alaska Legislature in 2001 regarding a LNG
project from tidewater in South-central Alaska to Asia. The PBU referred to this 7-8 MTA project as the
“market entry project” and provided capital costs for this configuration. Again, YPC offers no comment
on this proposal other than to adopt it as the PBU LNG project.



YPC's new configuration of TAGS is based upon a volume o0f2.2 bscfd of conditioned gas entering the
pipeline on the North Slope of Alaska. The preferred scenario, or Base Case, for TAGS is based upon
delivery of 7.6 MTA of LNG (1 bscfd natural gas equivalent) to the west coast of North America and 5.0
MTA of LNG (0.66 bscfd) to Asia. The remainder of the pipeline gas consists of propane for ultimate
sale as LPG, ethane for extraction and sale to a petrochemical plant, natural gas for sale within Alaska,
natural gas liquids for extraction and sale to the Trans-Alaska Pipeline System, and project fuel.

TAGS is based upon delivery of approximately one fifth the amount ofnatural gas to the Lower-48
market proposed for die PBU gas pipeline project The difference is that this smaller volume ofgas is
targeted to the U.S. west coast instead ofthe U.S. mid-west. Although small relative to the PBU gas
pipeline project, debvery of 1 bscfd ofnatural gas (7.6 MTA of LNG) to the US west coast represents a

large LN G project.

The TAGS Base Case is based upon dcbvery of approximately 60?/0 of die volume of LNG specified by
the PBU as the “market entry” project from Alaska to Asia.

The new configuration of TAGS targets market volumes to the Lower-48 and Asia that are less than those
specified by the pipeline and LNG projects recentiy evaluated by the North Slope gas producers to serve
these respective markets. The new configuration of TAGS differs from these projects in that both
markets will be served simultaneously thereby providing a collective volume large enough to achieve the
economies ofscale necessary to support the overall project.

Propane sale via TAGS

The existing production facilities at Prudhoe Bay concentrate propane and other hydrocarbons from
approximately 8.5 bscfd ofnatural gas produced from the field into a single stream ofapproximately 0.45
bscfd. TItis stream is reinjected back into die reservoir as part of die enhanced oil recovery (EOR) project
at Prudhoe Bay. The new configurations of TAGS are based upon extraction ofpropane contained in diis
stream with subsequent sale ofthe propane as LPG to Asia.

The PBU has projected diat the enhanced oil recovery project may be completed by around the year 2010
which is die earliest date now projected for the start-up of TAGS. YPC has assumed that the life o f the
enhanced oil project may extend past 2010 and has configured TAGS to mitigate the impact on the EOR

project due to the removal ofthe propane.

Historically, LPG (propane) has commanded a higher price in Asia than LNG. The price differential has
been increasing over the last ten years thus indicating a strengtiiening LPG market. Articles in trade
journals (example: “Trade recovery pushes world LPG demand past 200 million tonnes”. Oil & Gas
Journal, June 24, 2002) also indicate a strengthening LPG market. Existing and recendy announced LNG
projects around the Pacific Rim include LPG sales to the Asian market.

The sale of LPG to Asia will add significant revenue to TAGS thereby supplementing LNG revenue and
enhancing project economics. The propane will be extracted upstream ofthe liquefaction plant in Valdez
thereby minimizing die size of die capital-intensive liquefaction facilities.

Value added options and Lean Gas Case

The option exists to extract ethane and/or butane along with the propane upstream of the liquefaction
facilities in Valdez. The ethane and butane can be used as feedstock to a petrochemical industry at
tidewater in Soutii-central Alaska. A petrochemical industry would provide new employment and a tax
base widiin Alaska and as such represents a true “value added” use of Alaska's natural resources. Similar



to propane, extraction and sale of ethane and/or butane adds value to TAGS by supplementing LNG

revenues.

TAGS can accommodate either a raw gas from oil production facilities or a residue gas leaving the
existing gas handling facilities at Prudhoe Bay. Use of araw gas may provide for an increase in near term
oil production by allowing oil wells that are currently shut-in to be put on-line. The gas from these wells
would simply be sentto TAGS for subsequent disposition via the gas project. YPC has included no credit
for this potential increase in oil production in the TAGS project economics.

A raw field gas contains hydrocarbon components that can be blended into the crude oil flowing through
TAPS (the Trans-Alaska Pipeline System). Hydrocarbons extracted from natural gas and mixed into the
TAPS oil pipeline are referred to as blendable natural gas liquids or generically as NGL, YPC has
assumed that ifaraw gas feed is used for TAGS the resulting NGL can be removed from the gas in
Valdez and blended into TAPS immediately upstream ofthe Valdez Marine Terminal. As noted above,
use ofaraw gas will result in incremental crude oil production at Prudhoe Bay. The relative amounts of
crude oil and NGL tendered to TAPS will be the same regardless ofwhether the NGL is blended into
TAPS on the North Slope or blended in Valdez. YPC has included revenue from the sale ofthe NGL in
the project economics since the investment for TAGS includes facilities to transport and separate the
NGL for delivery to TAPS in Valdez.

The TAGS Base Case configuration is based upon successful implementation ofall the value added
options. YPC is also considering a fall back scenario based upon the assumption that for some reason a
petrochemical industry is not viable in Ala .xa and a raw field gas cannot be used as feed to TAGS. The
benefits of increased crude oil production and the associated NGL will not be achieved without use ofa
raw gas feed to TAGS. The fall back scenario is referred to as the Lean Gas Case since it is assumed that
residue gas leaving the processing facilities at Prudhoe Bay will be used as feed to TAGS. Some ofthe
ethane and propane, and most of the butane and NGL, are removed from the gas in the processing
facilities thus the residue gas is “lean” with respect to the amount ofthese componeuts remaining in the

gas.
Impact on oil production

Oil loss attributed to a major gas sale appears to be tied to the amount ofgas removed from the reservoir
and the corresponding drop in reservoir pressure. One would expect relatively less adverse impact on oil
with a gas sale 0f2.2 bscfd to TAGS since this is the smallest o fthe Alaskan gas projects currently being
proposed. The TAGS project would thus represent a gain in oil production compared to a reference case
ofthe PBU pipeline project through Canada.

A finite volume of hydrocarbons must be reinjected to recover a prescribed amount of oil targeted by the
Prudhoe Bay enhanced oil recovery project. A reduction in the volume ofinjectant would defer, not
preclude, recovery of the oil target. A material balance around the conditioning plant proposed for TAGS
shows that use ofthe C0O2and butane byproducts can be used to keep the injectant volume approximately
60 percent whole on the rate. The adverse impact on the EOR project is expected to be negligible because
this project will be near or at the end of its life by the time of TAGS start-up, and the byproducts from the
gas conditioning plant can be used to mitigate the reduction ofinjectant volume.

Availability of energy for use within Alaska

Utility grade natural gas can be made available anywhere along the gas pipeline with die installation of
minimal equipment. The gas flowing through the pipeline will be free of carbon dioxide and water



moisture. A utility grade natural gas can be obtained simply by dropping the pressure ofthe gas from
pipeline conditions with the advantageous use ofheat exchangers, valves, separators and pumps.

LNG and LPG will be temporarily stored in Valdez. The opportunity exists for transport of these
products to tidewater communities throughout Alaska.

YPC is focusing its resources on development ofthe basic TAGS infrastructure since without this
infrastructure derivative energy projects within Alaska cannot occur. YPC does not underestimate the
potential complexities involved with serving the diverse energy needs within Alaska. The successful
implementation of an Alaskan energy distribution system based on the TAGS project will likely depend
more on transportation issues rather than the price ofthe commodity itself. YPC does not see its role as
usurping the function oflocal energy utilities or the marine transportation industry within Alaska.

YPC fully expects that TAGS will allow various energy projects to occur within Alaska and remains
willing to work with parties interested in developing these projects.

Summary

Through the configurations presented, Yukon Pacific Corporation has demonstrated that there are
significant benefits to be realized by developing a pipeline that utilizes the large, undeveloped gas
resource in Alaska’s North Slope. Yukon Pacific Corporation is ready to work with all parties interested,
and we welcome any constructive input or participation to advance the project.

Questions regarding this document should be sent to:

Ward Whitmore
Director of Project Development
Y ukon Pacific Corporation
1400 West Benson Blvd., Suite 525
Anchorage, Alaska 99503
Phone: 907-265-3108
e-mail: wwhitmore@ ypc.com
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ConocoPhillips
' Alaska, Inc.

Wendy D. King

Director, External Strategies

P.O. Box 100360 - Suite ATO 203H
Anchorage, Alaska 99S1(V0360
Phone (907) 265-6026

Fax (907) 26J-6838

May 6, 2003

Rep. Vic fCohring
State Capitol,;
Juneau, Alaska 99801

Rt ConocoPhillips Supports HB 267 (An A ctauthorising the Alaska Bailroad Corporation to
providefinanangfor the transportation o fnaturalgas resources)

Dear Represtjntative Kohring;

ConocoPhillips supports passage of HB 267, which authorizes the Alaska Railroad
Corporation to provide financing for a potential North Slope gas pipeline project.
ChbrJxoPhfllips' three-pronged strategy to make a gas pipeline through Alaska and Canada a
reality injdudes the following:

1. Federal legislation to streamline permitting;

2. Federal fiscal legislation—which provides insurance against (he risk of extreme price
volatility

3. State fiscal certainty and clarity - which will be progressing with the recently passed HB

| 16, reauthorizing the Stranded Gas Development Act

f ConocoPhilHps is successful m securing these three items, we will continue to move

biward on die project. Financing this potentially $20 billion project will be a significant

ericjrity for any company that pursues the Alaska gas pipeline project, and we support the
tate providing as many tools as possible to choose from when the rime comes. While itis
too early to selecc spedfic financing vehicles, HB 267 will add a potentially valuable option.

*Thank you for being supportive of efforts to commergialize Alaska North Slope Gas.

?.egards,

Wendy King
Director, External Strategies
ANS Gai Develorment

ConocoPhillips Alaska
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Sim ilar A laska D evelopm ent?Projects B enefited F rom T ax-exem pt

Finamncingyg

a Valdez—Producers took advantage of tax exemption for “dock and wharf related
assets which support TAP oil exports. Bonds issued by City of Valdez. Proceeds

loaned to producers.

Fort Knox—AIDEA tax-exempt financed solid waste disposal facility at Fort Knox
Gold Mine.

Snettisham—Tax-exempt financing of Snettisham Dam by AIDEA, used by AEL&P.
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T ax-exem ptFinancing for A laska 6 as P ipeline

0 Alaska railroad statute permits tax-exempt bonds to be issued by the Railroad, and
such bonds would not be “private activity bonds” requiring volume cap or being
subject to AMT, despite the private use of the pipeline.

"Obligations issued by such entity shall be deemed to be obligations of the
State...[means tax-exempt]...but not obligations within the meaning of section
103(b)(2) [means not private activity bonds]”

0 The actual ownership of the assets may still be in the hands of private parties
allowing them to use depreciation benefits.

0 The credit would be “ship-or-pay” contracts, not the Railroad’s or the State’s
general credit or assets.
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S hip-or-Pay contracts are the key c¢credit item

Example from Alliance Pipeline:

“All of the 1.325 b.c.f.d. of firm transportation capacity of the
System has been contracted by the shippers..

o Contracts require payment regardless of pipeline use

a 72.5% of shippers have investment grade rating

© 14.9% were not investment grade, but accepted by lenders
© 12.6% were required to post letters of credit

® Contracts were 15 years in length
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Schem atic o fA laska G as P ipeline Financing A rran
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>

$ Loan Repayment
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Testimony before the House Oil & Gas Committee
on H,B. 277
Richard A. Fineberg, P.O. Box 416, Ester, Alaska 99725
April 22,2003

Thank you for the opportunity to testify on H.B. 277. | believe tliis proposal to
further emasculate tho Regulatory Commission of Alaska (RCA) has enormous potential
to do harm on two fronts. First, this bill strikes a sharp blow against the healthr
competitive environment that is essential to continued oil development in this state by
eviscerating tho commission's authority to deal constructively with pipeline tariffs ina
variety of significant ways. At tho same time, this bill adversely affects tho Stato
tTre_%sury by preventing the commission from promotingjust and reasonable pipeline
ariffs,

This is special interest legislation, pure and simple, The sBe(:laI Interest is that of
the three maJ’or owners of the Trans-Alaska Pipeline System (TAPS), who own more than
90 percent 0T TAPS and a similar percentage ofthe North Slope production tnat they ship
through the pipclino they control. “Over the last three dcoadcs 1 have observed the
harmtul economio and environmental effects of this unhealth synerg from a variety of
Perspectwes *as areporter durmg?_ pipclino construction (1974-1978), as a senior advisor
0 the Governor on oil and gas policy (1987-1989) again as a reporter (1989-90) and as a
consultant (1990 - present). Between June 2000 arid May 2001,1 served as the Staff
Expert Witness for the Public Advocaq{ Section 0 fthoRCA inthe urst phase of its

TAPS rato case, which | will discuss below. Based on this experience, | believe tho

RCA, its decision inthe TAPS case and its continued efforts arc the targets o ftho
carefully aimed bullets fired by HB 277, to the detriment of the public interest.1

P|(§)el|ne tariffissues require focused and careful analgms. That function is
gerforme by the RCA under the Alaska Pipeline Act (AS 42.06). On November 27,
002, the RCA issued a thorough and well-crafted order on Trans-Alaska Pipeline

System (TAPS) tariffs.2 That order authoritatively documenls the enormous profitability

1 My most recent assessment oftho enormous profits the TAPS Owners realize from the tariffs filed under

TSM - along with a conservative reckoning oflho separate facncflis secured through Ihc dismantling
provision —can be found in The Emperor's New Hose: llow Dig Oil tic/sRich (JainhlingvnAlaxka tv
Environment (Alaska Forum for Environmental Responsibility, June 2002), Clwptcr 5 (on line at

www.nlaskaforum.org).

2 Regulatory Commission of Alaska, Order Rejecting 1997,1998,1999 anti 2000 Filed TAPSRates;
Selling Jam and Reasonable Rates; Requiring Refunds and (lings; and Outlining Phase// Issues, Docket
P-97-4, Order HI51 Nov. 27,2002 (on-line at Wmv,stale,ahus/rca), The order held that TAPS larlffs
between 1997 and 2000 were ST/aabove ihc ‘just and reasonable” levels mandated by AS 42.00 and that
between 1977 and 1996 the same tariff methodology, applied Jinowido, resultod in tariffs that exceededju9t
and reasonable levels by $9.9 billion. Although the 1977-96 tariffs were not at issue in tho RCA hearing,
historical tariffs had to be calculated to dclerminc the correct tariffs Tor the years at Issuo. ‘fhoso central
conclusions have two significant effects:

FINEBERG COMMENTS
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Fincberg/ Testimony on H.B. 277
April 22,2003 / Page 2

OFTAPS under tho 1985 TAPS Settlement Methodolo ﬁ(TS-MJ’ Lthink It is Fair
characterize this order as historical in its significance. Three indications of this order's
importance to the state arc: o _
+ (1) The statement of the Department of Natural Resources Division of Oil and

Gas that “ [excessive tariffs create barrier to entry for all oil and gas companies not
owning an interest in TA_PS; 1 _ . -
(22 The listing oflower TAPS tariffs by 17 key industry participants and
observers as the top priority for 2003 ?wnh streamlined permitting) and “ one o f tho most
important incentives the state could offer;" 4and S

_ (3) Tho Alaska Permanent Fund Board of Trustees decision to investigate “all
maintcnanco and operational praotices, including turiffand facility pricing,” that could
limit development o f state oil leases.5 Each of these statements referenced RCA's
November 27,2002 order.

~ The Department of Natural Resources has estimated that reduced tariffs on TAPS
- ifapplied line-wido - would increase state revenues by $1) 0 million peryear. At
present, tho TAPS Owners arc poc_ketm% that excessivo revenue.6 Althou%h RCA tariffs
govern only eight percent of oil shipped through TAPS (the portion going to in-state
refineries), thoRCA order indirectly calls into question the interstate tari sgoverned by
the Federal E_nergﬁ Regulatory Commission (FERC) for two reasons; gl)F RC
apProved a virtually identical,ad hoc formula settiement in 1985 and %1) as the RCA put
it, the commission order marks “ the first tin n more than 20 years of TAPS operations
thata rcgulalou{ agenc?; has reviewed TAPS rates for consistency with statutor
standards.®7 Clearly, the RCA decision-168 pages in length, with approximately 300
pages o fendnotes and worksheets - renders the 1985 settlement more vulnerable to
challenge at FERC. Perhaps this is one reason the TAPS Owners have filed every

(1) Because transportation charges aro subtracted from the market pries to determine the basis for
assessing royally and severance taxes, the state loses approximately JO.21 io $0.23 for every dollar increase
in llio TAPS tariff (and vice-versa). By this reckoning, between 1977 and 1996 the overcharges allowed
under tho TAPS settlement methodology (TSM) cost the state $2.1 to $2.5 billion in revenue.

(2) Because an independent shipper pays TAPS tariffs out of pocket while a produccr-shippcr pays
nn nfnilotcd company, excessive tariffs (plus the allowable profit on all charges) amount to a transfer
payment rather than an out-of-pockcl cost; benefits to TAPS owners are further compounded by tux
treatment,

” Alaska Division of Oil and Gas. “Gas Line: Examples oftlio Cost of Fiscal Certainly*," Dec. 9.2002
(briefing slido).

4 “'Good news’ wanted in 2003," Petroleum New Alaska, Jan. 19.2003, p. 1.

5 Scan Cockcrhnm, “Oil lease probe sought - Permanent Fund; Corporation worries smaller companies
arc shut out slate is being shortcliangcd, 1Anchorage Daily News, Feb. 20,2003 (on-line).

(‘ Allen Baker, "Slate W_eighs pipeline fees - $110 Million; Ifrules aro cut, Alaskans, small producers
benefit," Anchorage DailyNews, Dec. 31,2002, p. A-l.

7 Regulatory Commission of Alaska, “The Regulatory Commission of Atoskn Rejects Rates for tho 1997-
2000 Inirastatc Trans-Alaska Pipclino System, Sets Just and Reasonable Rates, and Requires Refunds and
Filings by Carriers,” Nov. 27, 2002 (press release; on-line).
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imaginable legal chaII_en_(ﬁe to the initial decision - both at the RCA and in court - in an
effort to preserve their ill-golten gains.  Not surprisingly, their lobbyists nave now shown

up on your doorstep.

By way ofbackground, it should be noted that the TSM was negotiated hetween
the state, represented by tho Department of |,aw, and the TAPS Owners,8 In the years
since the settlement, the Department o fLaw has steadfastly defended the settlement,
relying on the agreement's “duty to defend” clause9to argue on behalf of the gains to the
TAPS Owners conferred by defects in the complicated methodology and post-settlement
changes in conditions.

_ The direct benefits of identifying and reducing excessive TAPS tariflft are
quantified and defended in the RCA decision. But that decision also deferred - and
served notice that the commission intends to deal with - another matter o f enormous
}])_Ub|IC concern and special interest to the TAPS Owners: The tariff Prowsmns governing

APS dismantling, removal and restoration &DR&R) were reserved for a “Phase II"
proceedlngR Recently, the RCA determined that the commission had broad jurisdiction
over DR&R under sfate law, and that It would continug the proceeding to hiear that
issue.1) Tho Industry's accelerated or front-loaded collection and retention of
approximately $1.6 billion in funds for the fhture dismantling o fthe pipeline is an
undeserved windfall to the TAPS Owners ofenormous proportions. Tho 1985 settiement
delivered this windfall to the TAPS Owners at shipper -md ?ubllc expense. The financial
benefits to the TAPS Owners and the policy conseque, jes for the state were first
guantlf_led in 1986 by the StaffExpert Witness for the Alaska Public Utilities

ommission, predecessor to the RCA.1L Since then, DR&R problems have come to
public attention at least four times; in every instance, the state administration has failed to
remedy the Problem, t_hereb}é continuing to penalize the state treasury and place the
environment at potential risk. 2

. While the DR&R provision has major implications for public P_olicy, a relatively
minor aspect of the TAPS DR&R terms may provide the best illustration 0t the ,
complicated nature of pipeline tariffissues -~ and tho potential for TAPS owners to profit
from that complexity at state expense. TSM allows the TAPS owners to collect from

HSettlement Agreement between the State ofAlaska and ARCO Pipe Line Co., HP PipelinesInc., Exxon
Pipeline Co., Mobil Alaska Pipeline Co., UnionAlaska Pipeline Co. with Respect lo the TransAlaska
Pipeline System, June 28, 1985 (Federal Energy Regulatory Commission Docket OR 78-,), p. I.

9 Settlement, Soclion 1-3.

10 Regulatory Commission or Alaska, Order Denying Indicated TAPS Carriers' Motion to Cancel
Prehearing Conference andRuling on DR&R Question, Doekd P-974, Order H\$7, March 6,2003 (on-
line ut mmsrate.ak.us ~ca).

11 Pivflled Testimony ofRudolph L Bertschi (Alaska Puhlio Utilities Commission Docket No, P-86-2),
December 17,1980. pp. 63-70.

12 Fora summary of DR&R issues in lire context of tho TAPS tariff, sec Richard A. Fincborg. The
Emperor's MewHose: How Big Oil Gets Rich GamblingwithAiaska's Environment (Alaska Forum for
linvironmenlal Responsibility, Juno 2002, Chapter 5 (on-line at Www.alaskgforum.org),



APR-22-03 TUE 03:44 PH  FBX LEGIS INFORMATIONe FAX NO, 9074563348

Fincbcrg/ Testimony on HL3, 277
April 22,2003 /Page4

shippers an income tax surcharge on all DR&R. paxments as part ofthe tariff But instead
of actually making thoso payments to the Internal Revenue Service (IRS), it is a matter of
public record that tho pipclino owners obtained a special ruling allowing annual
deductions on DR&R income- long before that money is actually spent on dismantling.
For the TAPS owner shlpﬂmg its own oil, the unnecessary income tax collection is
simply a transfer to from tho company's production arm to its transportation subsidiary.
But that phantom transportation cost penalizes non-owner shippers and reduces the
production arm's royalty and severance tax hasis, saving the company - and costing the
state - an estimated $0.21 to $0.25 per dollar.13 Two final notes on this subgect: ) In
2000 your colleagues tried - without success- to find out how much ihe state lias lost
over the years as a result of this scam.14(2} As mentioned above, this is only ono of the
scvoral defects in the DR&R component of TSM - and by no means the most important.

_ The immediate, short-term fiscal consequences of the TAPS DR&R loophole
described in the precedmg paragraph are small comBared to the long-term polic
implications. One o fthe most egregious parts ofHB 277 is tho proposed statufory
re_(iunement that RCA support of rate methodologies agreed to in settlement agreements
with the State. Over thoyears, the RCA and its predecessors have supported the uso ofa
standard utility rate-making methodology for pipelines to ensurejust and reasonable
tariits that promoto robust competition. “In my estimation, It would bo an act of short-
S|%hted blindness to overturn this important precedent, Note in this regard that TSM
which 1B 277 seeks to defend, is a complicated, hybrid methodology. Although you can
make a ease for negotiating complicated departures from standard methodology, from a
%ohc_y standEomt thero is much to be said for the olarity of a straight-forward approach,

he income tax examplo discussed in the preceding para%raph provides an illustration of
why hybrid settlements are so difficult to apprehend and track; the RCA's order on TAPS
demon?trates the enormous fiscal implications of this particular hybrid settlement
concoction,

~As mentioned above, | participated In the RCA hearing on TAPS on which the
commission's November 2002 TAPS order was based. For five weeks, the
commissioners, tho attornays for the shippers and the commission’;. Public Advocacy
Scotion spent much oftheir time trying {0 penetrate the smoke screen erected by the
industry, with the state’s help, in defense of its hybrid r_nethodolog%/. Had the fiscal and
_tljblgc policy consequences not been so great, this magic lantern show would have been
llarious.

_In conclusion | would note that Executive Order 111 has already begun to dilute
commission authority b% weakening the link between the public and the RCA. The
executive order states that the purﬁose IS to assure “efficient administration" bY avoiding
*possible duplication of cflbrt or the taking ofinconsistent positions by separate agencies

13 Richard A, Fincberg. “New filings reveal oil pipeline owners’ lax scam.” Anchorage Dallv Newx, Feb.
K 2000, p. D-8,

14 Sec: Alaska Stato House House Oil and Gas Committee hearing, April 13,2001 and letter from
Michael A, Barnhill, Assistant Attorney General, to Rep. Jim Whitaker, May 23,2000,
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of state govern,ant" 15 Our glov_ernment deFends on checks and balances; when did
consistency with other state policies become the purposes of a quasi-judicial regulatory
agency? | amalso concerned that the transfer ofthe Public Advocacy Section to the
Attorney General's OITlce further separates that unit from the public it was created to
represent. The importance o fpublio involvement in the regulatory process was brought
homo last month, when FERC Anally issued its report on ener(TJy prlce.go.u?mg California
- two years after the crisis, IonP after Enron’s collapse and only after insistent prodding
from Congress and the General Accounting Office.

_ The fiscal and broader policy |ssres served by thoRCA'9 efforts are summarized
inthe a January 3,2003 Anchorage Daily News “ compass” b% Walter B. Parker, which 1
am submitting with this testimony” Histarically, almost everybody who has looked
senoule and Independently at this complicated issue has concluded that the 1985 TAPS
tariffsettlement undermines competition by ratifying exorbitant tariffs that do not satisfy
the statutory requirements o fjust and reasonablé tariffs. | do not argue that the
commission or its Public Advocacy Section are models o fefficiency. "That's not the
point. In the case of pipeline tariffs, the RCA has done a masterfuljob of protecting the
public interest in an area o f great importance to Alaska's continued development. To the
extent that the RCA’s ability to ftmcrion as an independent regulator is emasculated, the
agency will not bo ablo to implement that order or do 1ust|ce to any tari[Tissue -
including DR&R,  For these reasons, 1am particularly troubled by measures such as HB
277 that dilute the authority o fthe commission, who9a'links to the public it represents
have already boon weakened by Executive Order 111,

Thank you for your kind attontion.

13 Executive Ordor No. i 11. March 5,2003.

I See: Edward Iwata, “Panel: FERC dropped ball on Enron,” (ISA Today. Nov. 11,2002 (on-line) and
Murk Sherman (Associated Press), “FERC Finds Widespread Power Manipulation Jn California,”
Washington Post, March 26.2003 (on-line).
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Attachment 1.
Ajiihor_, 3jfoA.ti(m AlAnalysis of TIB. 277 (23-L30980\P):

Section 1 amends a key enabling section of the Alaska Pipeline Act, which
enumerates the duties o f the commission regarding pipelines, to curtails the authority t7f
the state P|pel|ne commission to requlate the abandonment of pipeline facilities. This
section also removes from the commission the /authonty to investigate performance and
compliance with lease terms FAS 42.06.14Q1a)/

Section 2 creates a new subsection that slpecifically denies the commission
oration o fany part ofa pipeline facility

jurisdiction gvor dismantlement, removal and res
A

Section 3 further curtails the commission’s authority in the complex arena whcro
stale and federal jurisdictions overlap, Where the framers ofthe Alaska Pipeline Act
sou%ht to ensure that the state commission would have broad Bowers to investigate
Plp_elne_ tariffissues “except to the extent they are preempted by federal law,” this
e?|slat|on would deny th* commission authority to * consider revenue collected on
orstale transportation when evaluating intrastate rates o tariffs” (AS42,00.245).

_Section 4 fbrther limits commission authority rcgtirding abandonment by
specifying that the reguwed commission finding, prior to abandonment, that continued
service is not required by public convenience and necessity applies only to service and
not to “any portion ofa pipeling” CAS 42.06.290faJ).

Section S establishes a new subsection saying that any pipclino settlement with
the state is considered to be in the public interest and conclusivelyjust, reasonable and
nondiscriminatory and therefore beyond the purview of the commission unless the stato

r|n%s a %rgtes [ petition that a particular rate does not conform to the settlement terms
RDW 30

in

Section 6 chan%es the interest rates on refund payments so that the rates under
AS 9.30.070(a) replace the rates under AS 45,45.010(a) {AS 42,06.400th)

Section 7 specifies that any commission orders regarding rates must be limited to
futuro tariffs and may not be retroactive (AS 42.0410ja/);

Sections 8 through 11 ensure that this act applies to a %/matters pending beforo
tho Regulatory Commission o f Alaska on the effective date, that tho refund provisions of
Section 6 are Tetroactive to August 7, 1997 and that Section 5 is contingent on Executive

Order 111 taking effect.
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Attachment 1.

Author?* Sectional Analysis nf II.B. [11 f23-1,5f980\DI:

Section 1 amends a key enabling section o fthe Alaska Pipeling Act, which
enumerates Ihe duties o fthe commission regarding pipelines, to curtails the authority of
the state pipeline commission to regulate the abandonment of pipeline facilities. This
section also removes from the commission the authority to investigate performance and
compliance with lease terms fAS 42.06.J40 ai).

s tSectionZg:roatetsI anev%/subsectilon t(?ats ecit[icallyfdenies t{]e ]gommisisionf i
risdiction over dismantlement, removal and restoration of any part ofa pipclino facil
SR YA PRI Y

Section 3 farther curtails the commission’s authority in the complex arena where
state and federal jurisdictions overlap. Where the framers of the Alaska Pipeline Act
souqht to ensure that the state commission would have broad gowers to investigate
Plp_e ine tariffis.iues “except to the extent they are preempted by federat law," this
_e%|slat|on would deny the commission authority to “consider révenue collected on
interstate transportation when evaluating intrastaic rates or tariffs" (AS42.06.245).

_Section 4 farther limits commission authority regarding abandonment by
specifying tliat the reguwed commission finding, prior to abandonment, that coritinued
service is not required by public convenience and necessity applies only to service and
nol to “any portion ofa pipeling” (AS42.06.200fa(f).

Section 5 establishes a new subsection saying that any pipeline settlement with
the slate is considered to be in tho public interest and conclusively just, reasonable and
nondiscriminatory and therefore beyond the purview o fthe commission unless the slate
mg%szaogr%e& (ﬂ; petition that a particular rate does not conform to the settiement terms

Section 6 changes the interest rates on rcfand payments s that the rates under
AS 9.30.070(a) replaco the rates under AS 45.45.010(a) AS 42.06.400th)

Section 7 specifics that any commission ordlers regarding rates must be limiied to
future tariffs and may not fee retroactive (AS42.0.410fa]).

Sections 8 through 11 ensure that this act applies to any matters pending before
tho Re_gulatorg Commission of Alaska on the effective date, thaf the that the refund
provisions of Section Garc retroactive to August 7, 1997 and that Section 5 is contingent
on Hxecutivo Order 111 taking effect.



APR-22-03 TOE 03:45 PH  FBX LEGIS INFORMATION - FAX NO, 9074563348

“Lower pipeline tariffs deserve look”

By Walter B, Parker

“Compass"

Anchorage Daily Ncivs, January 3, p, B-4

Alaskans pay a high price today for a bad deal the Alaska Department ofLaw
struck with the owners o f the Trans-Alaska Pipeline System (TAPS) in 1985. That is the
clear and unmistakable message of the monumental order on TAPS tariffs issued by the
Regulatory Commission of Alaska (RCA) Nov. 27.

According to that decision, in recent years tho 1985 TAPS Scttlemont Agreement
has resulted in average TAPS tariffs that were 57% too high. Perhaps even more
significantly, the Commission calculated that the 1985 agreement enabled TAPS owners
to charge $9.9 billion overjust and reasonable costs between 1977 and 1996,

As a general rule, lower TAPS tarifTs mean higher state revenues. 1ftheRCA
tariffs governed, the state would have at least $2.5 billion more for schools, roads and
other public purposes.

Unfortunately, the RCA order sets TAPS tariffs only for in-slate oil shipped
between 1997 and 2000; earlier years were not on the table and Federal Energy
Regulatory Commission (FERC) governs rates for more than 90% of TAPS oil,

Other factors complicate the situation. The 1985 settlement allows TAPS owners
to offset reductions in intra-stale tariffs by increasing inter-state rates. Moreover,
separate contractual agreements and regulations use the inter-state rate to calculate
royalty and severance on the intra-state oil shipments.

According to the RCA, these factors could result in short-term state revenue
losses ofless than $10 million per year. But to take that revenue from the state, tho
TAPS owners would have to petition FERC to increase the same tariffs that RCA found
unjust and unreasonable in a 486-page decision that RCA calls “ the first time in more
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than twenty years. .. that a requlatory agency has reviewed TAPS rales for consistency
and statutory standards.”

Uncertainty about small, short-term revenue effects should not obscuro the
following fundamental and long-term public policy truths;

* Lower pipeline tariffs encourage development by reducing total transportation

Costs;

»  Lower pipclino tariffs increase slate revenues because transportation costs are
subtracted from the price of a band of oil before royalty and severance taxes
are calculated.

In view o fthese important considerations, the context ofthe RCA case deserves
further consideration. Historically, the commission and its predecessors favored the
widely accepted depreciated operating cost methodology permitting pipeline operators to
charge tariffs sufficient to cover repayment o f investment, operating costs, taxes and a
fair rate of return on investment. Instead of following this standard to dctcrmino TAFS
tariffs, in 1985 stato lawyers agreed to -nunconventional TAPS methodology in an effort
to end eight years of litigation. The RCA approved the settlement provisionally but left
the door open for future protests.

In 1997 Tcsoro, then refining oil shipped through TAPS, filed a tariffprotest totor
joined by Williams Alaska, which operates the North Pole rcfinciy, and the RCA Public
Advocacy Section. All three parties argued that excessive TAPS tariffs violated tho
terms of the Alaska Pipclino Act, whoso purpose is to insure access to coinmon-carricr
pipelines atjust find reasonable rates

To deal with legal maneuvering and intense wrangling over document production
covering a complicated history, the RCA issued more than 100 procedural orders,
listened to five weeks o f testimony, reviewed expert reports and sifted through tho
voluminous record before calculating appropriate tariffs.

Tho RCA was clearly unimpressed with the defense o fthe settlement rates
presented by tho TAPS owners and the state. Rejecting the case presented by the TAPS
owners and the state, the commission ordered the TAPS owners to reduce in-stalo tariffs
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For 1997-2000 by an average ofapproximately $1.00 per barrel. Presumably, orders

reducing 2001 and 2002 in-state TAPS rates will follow.
Don't expect tho TAPS owners, who have spent nearly $15 million on this case,

to give up their ill-gotten gains without a fight; court appeals are likely.
Looking forward, just and reasonable TAPS tariffs will have a far more salutary

eficot on state rcvcnuo and future oil development than almost anything else the slate

might do. The RCA decision presents the state with a unique opportunity to correct its

previous, misguided course.

Walter B. Parker ofAnchorage has been active in slate transportation and resource
development issuesfor 56years. He has servedas Commissioner of Highways, Director
of Technical Stafffor the State Pipeline Coordinators Office and Chair of the Alaska Oil

Spill Commission, among other things.



