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by a body corporate and public of the state and for an essential public and governmental purpose, and
the obligations, and the interest and income on and from the obligations, and all fees, charges, funds,
relenues, income, and other money pledged or available to pay or secure the payment of the obligations,
or interest on the obligations, are exempt from state taxation except for transfer, inheritance, and

estate taxes.
Sec. 41.41.990. Definitions. In this chapter,

1 "authority” means the Alaska Natural Gas Development Authority;

"board" means the board of directors of the Alaska Natural Gas Development Authority;

3. "project” means the gas transmission pipeline, together with all related property and facilities, to
extend from the Prudhoe Bay area on the North Slope of Alaska to tidewater at a point on Prince
William Sound and the spur line from Glennallen to the Southcentral gas distribution grid, and
includes planning, design, and construction of the pipeline and facilities as described in AS

41.41.010(a)(1) - (5).

N

*Sec. 3. AS 39.25.110(11) is amended by adding a new subparagraph to read:
(G) Alaska Natural Gas Development Authority;
*Sec. 4. AS 39.50.200(b) is amended by adding a new paragraph to read:

(57) the board of directors and chief executive officer of the Alaska Natural Gas Development

Authority (AS 41.41.020).

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

DEVELOPMENT OF PROJECT PLAN. Not later than one year after the first meeting of the board of
directors of the Alaska Natural Gas Development Authority, the board shall produce a development

plan. The development plan must include

1 estimates of construction costs and timelines;

2. gas procurement prices;

3. use of the state's royalty gas;

4. estimates of revenue to the general fund and the Alaska permanent fund;

5. arevenue sharing plan with municipal governments;

6. a plan for delivery and pricing of natural gas to communilies along the pipeline route and to
Southcentral Alaska through a spur line;

7. aplan for delivery and pricing of LNG to Yukon River and coastal communities;

8. a payment schedule to companies providing permits or other valuable assets;

9. a marketing plan to approach potential buyers;
10. a plan to maximize Alaskan hire, including project labor agreements; and
11 a plan to ensure meeting the highest environmental and safety standards, including a citizens

advisory council.
12. The goal of the authority is to have the Alaskan gas line in full production by 2007.
*Sec. 6. The uncodified law of the State of Alaska is amended by adding a new section to read:
INITIAL APPOINTMENTS OF MEMBERS OF ALASKA NATURAL GAS DEVELOPMENT
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AUTHORITY BOARD OF DIRECTORS. Of the members first appointed under AS 41.41.020(a),

enacted by sec. 2 of this Act,

1 three members shall be appointed to three-year terms;
2. two members shall be appointed to two-year terms; and
3. two members shall be appointed to one-year terms.

~ 1 Initiative Petition Status Report

|
Alaska Division of Elections Home Page
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SENATE COMMITTEE REPORT
First Committee of Referral

DATE: 1/12/04 FURTHER: Finance

Date of 5-Day Notice: DATE TURNED n o d
(in accordance with Uniform Rule 23) INTO OFFICE: d>)(T~07
Resources Committee considered SENATE BILL NO. 247

SB 247 AK NATURAL GAS DEV. AUTHORITY INITIATIVE

"An Act amending the definition of "project” in the Act establishing the Alaska Natural Gas Development
Authority; and providing for an effective date."

Senate Bill:
(] Same Title
[ 1 New Title

and recommends:

] be replaced with

House Bill:
[ ] Same Title
[ J Technical Title

1 adopt previous _

1 attached amendment(s)
Change

1 adopt Letter of Intent by Committee [ 1New Titlew/
SCR#

1 further referral to Committee

NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):

Department Fiscal

[ 1 APPROPRIATION - no fiscal note



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number:

2004 LEGISLATIVE SESSION Bill Version: SB 247
() Publish Date:

Revision Date/Time (Note if correction): Dept. AFected: Revenue

Title Natural Gas Dev Auth Initiative 'RDU AK Natural Gas Dev Authority
'‘Component AK Natural Gas Dev Authority

Sponsor Senator Wagoner

Requester Senate Resources Component No. 2708

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0

FhAk *kgo Fokckck

0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) | I 1

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)
TOTAL 0.0 0.0 0.0

0.0 0.0 0.0

Estimate of any current year (FY2004) cost: 0.0
Mark this box (X) if funding for this bill is included in the Governor's FY 2005 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYsis:  (Attach a Separate page if necessary)
* * This legislation would change the responsibility of the Alaska Natural Gas Development Authority from

reviewing the economic viability of a gas pipeline from Prudhoe Bay to Valdez and a spur from Glennallen
to the Southcentral gas distribution grid to including the review of the economic viability of a gas line to

tidewater at a point on Cook Inlet.

Since the Alaska Natural Gas Development Authority is already reviewing the economic viability of a spur
to the Southcentral gas distribution grid, it is uncertain if additional funds will be necessary to expand that

review to include to tidewater at a point on Cook Inlet.

Phone (907) 465-2365

Prepared by: Steve Porter, Deputy Commissioner
Date/Time 3/11/04 11:12 AM

Division Department of Revenue

Approved by: Steve Porter, Deputy Commissioner Date 3/11/2004

Agency Department of Revenue

(Rovisod 12/2003 OM8) Page 1of 1.



A LASKA STATE LEGISLATURE

Senator Thomas H. Wagoner

Co-Chair, Senate Transportation Comm ittee
Vice-Chair, Senate Resources Comm ittee
Vice-Chair, Community & Regional Affairs

Official Business . Member, Legislative Council

Interim: May - December
145 Main Street Loop; Suite 226
Kenai, AK 99611
Phone: 907-283-7996 Fax 907-283-8127

Session: lannary - May

State Capitol, #427

Juneau, AK 99801

Phone: 907-465-2828 Fax: 907-465-4779

DATE: January 15,2004

TO: Senator Ogan, Chair
Senate Resources Committee

FROM: Senator Tom Wagoner

RE: Hearing Request - SB 247: ANGDA amendment

Iwould appreciate your hearing SB 247 - amending the definition of
"project”" iInANGDA .

I expect to have letters of support by early next week and will provide you
with all the information necessary for the committee packet.

Thank you for your time and consideration.



A LASKA STATE LEGISLATURE

Senator Thomas H. W agoner
Co-Chair, Senate Transportation Comm ittee
Vice-Chair, Senate Resources Comm ittee
Vice-Chair, Community & Regional Affairs
Member, Legislative Council

Official Business

Interim: May - December

Session: Innunrv - May
State Capitol, #427 145 Main Street Loop; Suite 226
Juneau, AK 99801 Kenai, AK 99611

Phone: 907-465-2828 Fax: 907-465-4779 Phone: 907-283-7996 Fax 907-283-8127

SB 247 - Alaska Natural Gas Development Authority Initiative
Sponsor Statement

The Alaska Natural Gas Development Authority (ANGDA) board is mandated to build
a natural gas pipeline from Prudhoe Bay to tidewater at Prince William Sound with a
spur line to Cook Inlet. Thatroute was on the ballot that was approved by the voters
when establishing the ANGDA in Novemberof2002.

SB 247 amends the project description to provide an additional route for consideration -
from Prudhoe Bay to tidewater at Cook Inlet.

Consideration of an alternative route for an Alaska gas line is an issue recently brought
to light by discussions with the Mitsubishi Corporation (MC) in October of 2003,
According to the Governor's office, a Memorandum of Understanding (MOU) is under
consideration between ANGDA and MC. SB 247 provides an alternative that clarifies
the authority of ANGDA topursue an MOU to Cook Inlet.

Adding this second alternative to the ANGDA provides further assurance to the voters
of Alaska that the mosteconomical projectisbrought forward. Itisin the interests of all
Alaskans to make certain that the final work product by ANGDA is one that has

received scrutiny from all perspectives.

Finally, the sponsor believes that this amendment is not against the will of voters; but
rather it is a protection of the voters' interests by expanding the project description to
determine the most economical project. The primary interest of the voters was to
provide an Alaskan natural gas pipeline project and they have expectations that their
interests will be protected by appropriate agencies in reviewing routes, projects costs,
and so on,and then determining the preferred route.

The final preferred route should be the one that maximizes job benefits for Alaskans,
provides revenues for the State of Alaska, and provides Alaskan's access to natural gas.

SS SB 247 (RES) 1-16-04 mj



A LASKA STATE LEGISLATURE

Senator Thomas H. Wagoner
. Co-Chair, Senate Transportation Comm ittee
Vice-Chair, Senate Resources Comm ittee
Official Business . Vice-Chair, Community & Regional Affairs
. Member, Legislative Council

Interim: May-December

145 Main Street Loop; Suite 226

Kenai, AK 99611

Phone: 907-283-7996 Fax 907-283-8127

Session: lanuary - May

State Capitol, #427

Juneau, AK 99801

Phone: 907-465-2828 Fax: 907-465-4779

SB 2/i7 - Alaska Natural Gas Development Authority Initiative

Sectional Analysis

Section 1: Amends the current project description for the Alaska Natural Gas
Development Authority by adding another route for consideration - a route from
Prudhoe Bay to tidewater at Cook Inlet.

Section 2: Provision for an immediate effective date for the bill.
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Introduced by: Mayor

Date: 01/20/04
Action: Adopted
Vote: 9Yes, 0No

KENAIPENINSULA BOROUGH
RESOLUTION 2004-008

ARESOLUTION SUPPORTING THE PASSAGE OF SENATE BILL 247, WHICH
AMENDS THE NATURAL GASDEVELOPMENT AUTHORITY ACT OF 2002

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

70 percent of Alaska's population resides within the Railbelt region that extends
from southern regions of the Kenai Peninsula Borough to Fairbanks North Star
Borough; and

tire economies and communities o fthe Kenai Peninsula Borough, the Cook Inlet
Basin, and the Railbelt region rely on plentiful supplies of natural gas to provide
reasonably priced heat and electricity for home and business use; and

current proven reserves o fnatural gas are insufficient to address long-term supply
requirements for the Railbelt region; and

Proposition 3 was passed in the 2002 general election that established the Alaska
Natural Gas Development Authority (ANGDA) to evaluate and attempt to develop
an “all-Alaska” LNG pipeline project from the North Slope to Valdez, with
provisions to develop a spurpipeline from Glennallen to the Cook Inlet Basin; and

the underlying premise of Proposition 3 that established ANGDA is that an “all-
Alaska" LNG project will “ma;ami2ejobs for Alaskans, revenues for the Alaskan
treasury, and access to gas for Alaskans”; and

the Kenai Peninsula Borough believes thatunder this premise, the best route for the
ANGDA LNG project follows the disturbed rights-of-way of the Railbelt from
Fairbanks to tidewater in Cook Inlet; and

a Railbelt route would help to preserve existing utility and industrial infrastructure,
and would promote new development in rural areas and communities along the
Railbelt route by providing access to new supplies oflowrcost power, heat and raw
materials necessary to new value-added industries; and

it is the position of the Kenai Peninsula Borough that economics will decide the
success or failure o fthis project; and

to give the LNG project its best chance for success, ANGDA should base its
decisions on sound project economics, which should include a detailed comparative
analysis of the Railbelt route option from Fairbanks to tidewater in the Cook Inlet
Basin versus the Valdez route; and

Kenai Peninsula Borough. Alaska Resolution 2004*008
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WHEREAS, Senate Bill 247 has been introduced in the Alaska State Legislature that, upon
passage, would require that both the VValde2 route and the Railbelt route to tidewater
in Cook Inlet undergo a full design and cost evaluation before afinal route is chosen:

NOW, THEREFORE, BE IT RESOLVED BY THE ASSEMBLY OF THE KENAI
PENINSULA BOROUGH:

SECTION 1. That the Kenai Peninsula Borough Assembly supports and endorses the passage of
Senate Bill 247.

SECTION 2. That copies of this resolution shall be forwarded all members of the Alaska State
Legislature, the Honorable Governor Frank Murkowski and the Alaska Natural Gas

Development Authority.
SECTION 3. That this resolution shall become effective immediately upon adoption.

ADOPTED BY THE ASSEMBLY OF THE KENAI PENINSULA BOROUGH THIS 20TH
DAY OF JANUARY 2004.

Pete Sprague, Assembly President
ATTEST:

Resolution 2004-008 Kenai Peninsula Borough, Alaska
Page20f2



Suggested by: City Council
CITY OF KENAI
RESOLUTION NO. 2004-08

A RESOLUTION OF THE COUNCIL OF THE CITY OF KENAI, ALASKA, SUPPORTING
THE PASSAGE OF SENATE BILL 247 TO AMEND THE NATURAL GAS DEVELOPMENT

AUTHORITY ACT OF 2002.

VIHEREAS, 70 percent of Alaska's population resides within the Railbelt region that
extends from southern regions of the Kenai Peninsula Borough to Fairbanks North Star

B. ough; and,

WHEREAS, the economies and communities of the Kenai Peninsula Borough, the Cook
Inlet basin, and the Railbelt region rely on plentiful supplies ofnatural gas to provide
reasonably priced heat and electricity for home and business use; and,

WHEREAS, current proven reserves of natural gas are insufficient to address long-term
supply requirements for the Railbelt region; and,

WHEREAS, Proposition 3 was passed in the 2002 general election and established the
Alaska Natural Gas Development Authority (ANGDA) to evaluate and attempt to
develop an "all-Alaska" LNG pipeline project from the North Slope to Valdez, with
provisions to develop a spur pipeline from Glennallen to the Cook Inlet basin; and,

WIilEREAS, the underlying premise of Proposition 3 that established ANGDA is an "all-
Alaska" LNG project will "maximize jobs for Alaskans, revenues for the Alaskan
treasury, and access to gas for Alaskans"; and,

WHEREAS, the City of Kenai believes, under this premise, the best route for the
ANGDA LNG project follows the disturbed rights-of-way of the Railbelt from Fairbanks

to tidewater in the Cook Inlet: and,

WHEREAS, a Railbelt route would help to preserve existing utility and industrial
infrastructure and would promote new developmentin rural areas and communities
along the Railbelt route by providing access to new supplies of low cost power, heat
and raw materials necessary to new value-added industries; and,

WHEREAS, itis the position of the City of Kenai that economics will decide the success
or failure of this project; and,

WHEREAS, to give the LNG project its best chance for success, ANGDA should base its
decisions on sound project economics, which should include a detailed comparative
analy’s of the Railbelt route option from Fairbanks to tidewater in the Cook Inlet

Basin versus the Valdez route; and,

WHEREAS, Senate Bill 247 has been introduced in the Alaska State Legislature and,
upon passage, would require both the Valdez route and the Railbelt route to tidewater
in the cook Inlet undergo a full design and cost evaluation before a final route is

chosen.



Resolution No. 2004-08
Page 2 of 2

NOW, THEREFORE, BE IT RESOLVED BY THE COUNCIL OF THE CITY OF KENAI,
ALASKA:

Section 1. The Kenai City Council supports and endorses the passage of
Senate Bill 247 and,

Section 2:  Copies of this resolution shall be forwarded to all members of the
Alaska State Legislature, the Honorable Governor Frank Murkowski and the Alaska

Natural Gas Development Authority.

PASSED BY THE COUNCIL OF THE CITY OF KENAI, ALASKA, this fourth day of

Carol L. Freas, City Clerk



CITY OF KENAI

"O il Geupuialof ALvLka"

210 FIDALGO AVE., SUITE 200 KENAI, ALASKA 99611-7794
TELEPHONE 907-283-7535

FAX 907-283-3014
mBBSS
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February 9, 2004

Governor Frank Murkowski
State of Alaska

P.O. Box 110001

Juneau, Alaska 99811-0001

RE: SENATE BILL 247 - RESOLUTION OF SUPPORT
City of Kenai

Dear Governor Murkowski:

At their regular meeting of February 4, 2004, the Kenai City Council unanimously passed their
Resolution No. 2004-08, supporting the passage of Senate Bill 247 to amend the Natural Gas

Development Authority Act of 2002.

As expressed in the body of the resolution, which is enclosed for your information, the Alaska
Natural Gas Development Authority (ANGDA) was established to evaluate and attempt to
develop an "all-Alaska"™ LNG project to "maximize jobs for Alaskans, revenues for the Alaskan
treasury, and access to gas for Alaskans." With this mission, the City of Kenai believes the
best route for the ANGDA LNG project follows the disturbed rights-of-way of the Railbelt from

Fairbanks to tidewater in the Cook Inlet.

Additionally, economics will decide the success or failure of this project and giving the LNG
project its best chance for success, the ANGDA should base its decisions on sound project
economics, which should include a detailed comparative analysis of the Railbelt route option
from Fairbanks to tidewater in the Cook Inxet Basin versus the Valdez route.

Thanking you in advance for your consideration.

elf
Enclosure
cc: Members of the Alaska Legislature

Alaska Natural Gas Development Authority



Rc: Senate Resource', Committee Testimony....Scott Heyworth..5B 247

Subject: Re: Senate Resources Committee Testimony Scott Heyworth..SB 247
Date: Mon, 26 Jan 2004 10:35:25 -0900
From: Scott Heyworth sheyworth@gci.net>

To: Linda Hay <Linda_Hay@Legis.state,ak.us>
CC: Leonard_Herzog@law.state.ak.us, Harold Heinze <HHeinze@jpo.doi.gov>

Andy Warwick swarwick@gci.net>

Linda:

This is submitted from my notes and is my best estimation of what I said.
| was reading from a variety of notes and writings of mine.
I cetainly ad-libbed along the way.

Full disclosure.

I hope it is acceptable and my memory isfairly accurate. This is my intent.

Scott

TESTIMONY:

Subject: Re: Senate Resources Committee Testimony....Scott Heyworth..SB 247

> Good late afternoon Senators:

>

> If Senator Wagoner"s SB 247 Bill to ammend ANGDA law passed, ANGDA would be
> burdened with an impossible situation.

> And all of this diversion is going against the law voters passed approving

> the Valdez route. Not to Kenai.

>

> Yukon Pacific Corporation started with the Kenai route. It was rejected.

>

> A Kenai routing can never be permitted. And it would only delay us forever.
> That is why | certainly did not put it in the ballot Initiative language.

>

>

>Expert Analysis:

>

> | had an expert, maybe one of the best in Alaska, even the USA do a complete
> review of the YPC S.E.I.S.

>

> The SEIS is bullet proof, impossible to overturn, from 5-10 years to even

> get to a new EIS ruling, but you can not possibly get past the Congressional
> approval part. Then and only then can you start the permitting process.

> Another 10 years. Total of a 20 year delay. Plus the Environmental lawsuits.
>

>Two main reasons it will never fly:

>

> 1. It is physically impossible to use the Railroad R.O.W. for a gas pipeline

> because of the physical limitations of avalanches, geo-technical, and

> sloping problems.

> For instance the RR is just cut right into the sloped banks of

> hillsides in places leaving no room on either side for siteing of a


mailto:heyworth@gci.net
mailto:Leonard_Herzog@law.state.ak.us
mailto:HHeinze@jpo.doi.gov
mailto:warwick@gci.net

Re: Senate Resources Committee Testimony....S'.,rf Heyworth..SB 247

> line.

>

> 2. To date, since 1980, no one has even tried to get a ROW through the

> ANILCA, Title 11 statue/law. No one even knows how you go about it.

>

> And if you can't use the ARRC ROW, which you can't, you MUST get a

> Congressional vote to go through Denali Park in some new ROW alignment.

>

> Which Congress will never ever allow. Per the existing EIS law. Congress

> would never approve it. We can't get ANWR through and folks want Congress to put a gas line through
> Denali Park into Kenai?

>

> Reading directly from the SEIS:

>

> "All three Cook Inlet alternatives are considered to be highly unfavorable

> due to the project time delays that would be involved in any attempt to

> secure congressional approval when the proposed route to Anderson Bay would
> avoid the Denali National Park and Preserve entirely,"” the EIS said.

The Denali segment was deemed "the most problematic” insofar as permit
> acquisition was concerned, but the EIS also noted probable permit
> difficulties in Minto Flats and Susitr.a Flats State Wildlife Refuge.

Another major problem:
> The other big problem that Kenai has is you can not get one major permit.

>t is impossible. That is the export permit to move gas from the North Slope out of Konai. The permits to do this
have already been given

>to the Highway project and to the YPC project to Valdez. It has to do with quantity available for the projects.

Kenai gets gas quickly:

Kenai gets gas quickly witn the existing infrastructure of Enstar.

>

> The Spur line from Glenallen comes after the main line is built made

> economical by the huge revenues from the main line exporting LNG from
> Valdez.

> Economies of scale.

>

> The spur line then hooks into the existing Enstar infrastructure that goes

> right tc Kenai today. Using the 2 twin gas lines (12" and 16" existing

> under Cook Inlet now) ANGDA can push gas right into Kenai using the Enstar
> system by simply reversing the flow direction. Enstar has confirmed this is
> easily done and they will help us do it

> Our studies show potential cheap new

> gas under $3.00. Delivered.

> New Cook Inlet gas is coming into the basket today at over $4.00 (Tony lzzo,

> ENSTAR).

> Kenai will have all the cheapest, plentiful gas it wants.To help LNG at Nikiski and Agrium.
>

> And all of SouthCentral gets very cheap gas forever with ANGDA.

> And soon...not 20 more years of delay!

>

> Thank you.

Scott Heyworth

20f3 1/26/2004 11:08 AM



Cook Inlet Gas Supplies & Prices

e Current Cook Inlet gas prices have been low because the large

gas reserves found over 30 years ago were “stranded”

e Cook Inlet gas reserves need to and can be replenished, but
exploration for today’s $2.50 gas will not attract at-risk investors

e Over the next several years all local gas consumers will see the
average gas price double as contracts indexed to higher L-48

gas markets dominate newly found on-going gas supplies

Potential Cook Inlet Gas Pricing with North Slope Spur Line

$4.00/ Mbtu
-$3.00

$1.00
+$1.50

$2.50 / Mbtu

e Cook Inlet price of North Slope gas will be approximately $1.50
less than the gas price in the Mid-W est (the difference in the
tariff down the AlCan highway vs the tariff to Cook Inlet)

e State can consider legislating additional discounts on royalty gas

for Alaskan households and/or businesses

Alaska Natural Gas Development Authority Prepared by Heinze on 3/13/04



Senate Bill 247 DRAFT INFO For Fiscal Note

AMENDING the definition of "project” in the ANGDA Act

Ballot Measure 3 specifies that a “project plan” be developed by June 15, 2004
for a gas pipeline linking Prudhoe Bay to Valdez and a spur line from Glennallen
to the Cook Inlet area. That work is underway and has received $350,000.
funding. A request for an additional $2,150,000. in FY04 to complete that effort

is under legislative consideration.

SB 247 would expand the definition of the “project” to be studied to include trie
alternative of a gas pipeline linking Prudhoe Bay directly to the Cook Inlet area
only. While a great deal of the work associated with a total ANGDA funding of
$2,500,000. would apply to either project (ie., tax advice and market insight)
there are significant new work elements that would be uniquely added to
evaluate the feasibility of the new alternative routing direct to Cook Inlet (ie,
route selection and environmental permitting).

Expanded Work Scope Under Business Contractors $100,000.
Expanded Work Scope Under Project Contractors $150,000.
Additional Gas Pipeline Design (emphasis on alignment) $500,000.
Assessment of right-of-way and permitting requirements $250,000.

Total Additional FY04 Funding $1,000,000.

This additional contractor work would allow a comparison of the alternative
projects at a feasibility study level (ie., cost, benefits, timing).

The cost of evaluating this alternative project might be lowered by purchasing
portions of an existing multi-million dollar study done by Conoco-Phillips and

others. This study is a few years old, looked at a gasline direct to Cook Inlet,
and only broad summary information has been made public.

H Heinze 1/20/04



A N G D A B usiness M odel

Achieve lowest cost of service for NS gas

transportation using unique bonding and
tax status

Assure maximum benefits to all Alaskans

Borrow commercially in market & avoid
State funding mistake

Work cooperatively and supportively with
other public or commercial entities to get

Alaska gas to market



New ANGDA Base Case Investment (Notional)

Treatment

Plant
Pipeline

Liquefaction

Plant

LNG Tankers

Spur Line

W C Regas

NGL Plant

TOTAL

Old Base

$12 B

N ew Base

$1.0 B

$3.5 B

$3.0 B

$2.25 B

$0.25 B

$0.3 B

$0.2 B

$10.5

B

B asis

($2.3B)*(2/4.5)

($4.4B)*(800/740)*(36/52)

(15 Mtons)*($150/ton)*(1.3)

(9)*($150M) + (3)*($300M)

(20”)*(125miles)*($100k/"mile)

0.5 BSCFPD W C facility

($0.4B)*(2/4.5)

Net of -$2.25B & +$0.75B

Prod

Prod

BP

Less
Us

Prod



ANGDA Financing & Tax Alternatives

Debt to Return Debt Taxable Cost Of
CASES Equity on Interest Status Service
Ratio Equity Rate %
High Return
_ 70 /30 % 15 % 8 % YES 2.83
Business
Attractive
70 /30 % 12 % 8 % YES 2.51
Investment
Low Interest
80 /20 % 12 % 5 % YES 1.94
Debt
No Return & All Debt Zero 3.5 % N O 1.36

Highway Bonds

W ellhead Value NOT Included in Cost of Service ($/million BTU)



Comparison of Projects
Notional Cost of Service ($/Mbtu)

ANGDA LNG AlCan Highway

Attractive
Investment 2.51 2 .27
Low Interest
Debt 1.94 1.79
THROUGHPUT 2 BSCFPD 4.5 BSCFPD
CAPITAL COST $10.5 B $19 B

1

Wellhead Value NOT included Iin Cost of Service



Observations on All-American LNG Project

LNG export key to achieving economy of

scale with in-state use

e« Gas attidewater opens up a wide variety of

options (i.e., petrochemicals & CNG)

e Cost of service drops over a $1/mmbtu

using ANGDA financing & tax leverage

Alaskan LNG can compete in $3 gas world

e LNG customers will share in market price

risk / reward



Prudhoe Bay

NGLs
Discovery and

Development of
New Fields

Electric Power

Barge LPG Fuel

To River Communities

Alaska Natural G as

D.e.v.elppmenLAuthority

B enefits to Fairbanks

Interior
A laskans

Local Gas Distribution
Electric Power

Petrochemical
Mat-Su- my yr Line*

Cook Inlet Glennallen>
Export LNG
Barge LNG

Prince William
To Coastal Sound

Communities

Barge LNG

CO2Removal for

Enhanced Oil Recovery

Development of
Pt Thompson

Yukon River

Electric

Local

Electric

LPG
Separation

G as

Truck LPG

Power
Truck LPG

Fuel

Distribution

Power

Fuel

Petrochem icals



Natural G as Consumption

in Alaska (BCF per year)

Residential 15

Commercial 20

Electrical 35

Agrium Plant 50

Kenai LNG Plant 100
TOTAL 220 Beflyr

New Public Services (?) 100 -150






Future Cook Inlet Gas Price

North Slope Gas Delivered via Spur Line

Gas Price in Chicago $4.00 / Mbtu

Tariff from North Slope -$3.00

Net-Back Gas Price

on North Slope $1.00
Tariff to Cook Inlet +$1.50
Gas Price in Cook Inlet $2.50 / Mbtu

Alaska Natural Gas Development Authority 3/13/04 DOE Study Data
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SENATE COMMITTEE REPORT
First Committee of Referral

DATE: 1/14/04 FURTHER:

Date of 5-Day Notice: DATE TURNED .C

(in accordance with Uniform Rule 23) INTO OFFICE: / /"N
Resources Committee considered SENATE BILL NO. 264

SB 264 REPEAL PIPELINE PREAPPLICATION DEADLINE

"An Act repealing the time limitation on the authority of the Department of Natural Resources to enter into agreements
with a person or persons desiring to own an oil or natural gas pipeline proposed to be located on state land for the
purposes of providing for payment of the reasonable costs incurred in preparing for activities before receipt of an
application under the Alaska Right-of-Way Leasing Act; and providing for an effective date."

and recommends: Senate Bill:

[ 1 Same Title
[ 1 be replaced with CS [ ] New Title
[ 1 adopt previous _ CS House Bill

[ ] Same Title

[ 1 attached amendment(s) [ j Technical Title

Change
[ 1 adopt Letter of Intent by Committee [ 1 New Title w/
SCR#
[ ] further referral to Committee
NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):
Department Date Fiscal Indet. Zero FN# Department Date Fiscal Indet. Zero FN#
Jhjotl . /

[ 1 APPROPRIATION - no fiscal note



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number 1
2004 LEGISLATIVE SESSION Bill Version: SB 264
(S) Publish Date: 1/14/04
Revision Date/Time (Note if correction): Dept. Affected: Natural Resources
Title Repeal Sunset: Pipeline 'RDU Resource Devlopment
Rights-of-Way Component Pipeline Coordinator
Sponsor Rules
Requester Governor Component No. 1191

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Personal Services

Travel

Contractual

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( ) ]

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)
TOTAL 0.0 0.0

0.0 0.0 0.0 0.0

Estimate of any currentyear (FY2004) cost: 0.0
Check this box (X) if funding for this bill is included in the Governor's FY 2005 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYsis:  (Attach a separate page if necessary)
This bill repeals the sunset provision in AS 38.05.145(c). Repealing the sunset provision allows DNR to

continue to enter into reimbursable agreements with pipeline right-of-way lease applicants for costs
incurred by DNR when assisting them in the preparation of their lease applications. The fiscal impact of
passing this legislation is $0.0. The impact of not passing the legislation is significant. For FY 04 DNR
budgeted about 3336.0 for these services. If we are no longer able to enter into reimbursable services
agreements with these prospective clients we will not be able to participate in the pre-application review.
Applicants are required to submit detailed applications that include significant engineering and design
work. It is critical that DNR patrticipate at the pre-application phase before applicants have invested

substantial time and money in a project that may not be feasible.

Phone 465-4730

Prepared by: Janet Burleson Baxter
Date/Time 12/31/03

Division Commissioner's Office

Approved by: Thomas Irwin, Commissioner Date 12/31/03

Agency Natural Resources

Page 1of 1

(Rovisad 9/2003 OMB)
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SENATE RESOURCES COMMITTEE HEARING
JANUARY 28, 2004
SB 264, REPEAL PIPELINE PREAPPLICATION DEADLINE
Department of Natural Resources

SUMMARY OF INTENT:

The purpose of the Department of Natural Resources (DNR) proposed bill is to repeal the sunset
date in AS 38.35.145(c). This statute allows DNR to enter into agreements with prospective
lessees to recover the costs for preliminary work (preapplication work) on a pipeline right-of-way
(R/W) lease application. This provision ended on December 31, 2003.

This provision has been used most recently for pre-application work on the Pt. Thompson project,
before that project was delayed; and the Kenai-Kachemak extension.

Applicants initiate the request for the services and are under no obligation to do so. However,
without this legislation DNR is not able to work with applicants until we receive an application.

BACKGROUND:

Pipeline R/W lease applicants must submit detailed applications that require significant engineering and
design work. (AS 38.35.050 and .100) Applicants invest significant financial resources to a project just to
complete the application. Revisions to the application are costly and may be the pivotal point for an
applicant’s decision on the feasibility of a project. Applicants have found that it is critical that agencies
be involved in the preapplication phase so that industry is aware of permitting issues at an early stage and
they can build the issues into their application. Agency participation during the pre-application phase

expedites the review and approval of the project.
DNR NEEDS THIS BILL IN ORDERTO ENTER INTO REIMBURSEMENT AGREEMENTS.

AS 37.10.050 prohibits a State agency from charging a fee unless the fee is set or otherwise
authorized by statute. Generally DNR is authorized to charge fees and enter into agreements

under AS 37.10.050-.058.
AS 37.10.058(5) specifically excludes pipeline R/W leases under AS 38.35.

Fees and charges for pipeline R/W authorizations issued under AS 38.35 are addressed in AS
38.35.140 and .145.

AS 38.35.140 specifically addresses fees for processing a pipeline R/W application filed under
AS 38.35.050, including reasonable costs associated with the monitoring, construction, operation,
maintenance and termination of the R/W.

AS 38.35.145 specifically addresses preapplication costs. AS 38.35.145(c) includes a sunset date
of 12/31/03. Absent this bill, DNR is prohibited from entering into agreements for
reimbursement for preapplication costs associated with pipeline R/W applications under AS 38.35

after December 31, 2003.
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O ffice of the Governor

Juneau

January 12,2004

The Honorable Gene Therriault
President of the Senate
Alaska State Legislature

State Capitol, Room 107
Juneau, Alaska 99801-1182

Dear President Therriault:

Under the authority of article IIl, section 18, of the Alaska Constitution, |
am transmitting a bill allowing the Department of Natural Resources (DNR) to
continue to enterinto reimbursement agreements with applicants for DNR's
preliminary work on oil and gas pipeline right-of-way lease applications. DNR's
preliminary work streamlines the application process. An effective permitting
process is critical to revitalizing the oil and gas industiy and growing Alaska’s
economy. DNR'scurrentauthority to enterinto reimbursementagreements
“sunsets” on December31, 2003. The bill contains a retroactive provision to
ensure there is no "window" period when reimbursement agreements could not

be entered into by DNR.

AS 38.35 requires pipeline right-of-way lease applicants to submit
detailed applications thatinclude significant engineering and design work.
Substantial investments of time and money are needed even before an
application is officially submitted to DNR. Costs of pre-application work by
state agencies like DNR can range from about $40,000 for a simple pipeline to
several millions of dollars for a project like the proposed Alaska natural gas
pipeline. Incomplete applications or applications that must be revised later are
costly, create delays that could cost a producer the construction season, and
may directly impact a decision on the feasibility of a project.

DNR's assistance and guidance results in a good working relationship
with the applicant. It also results in early communication and explanation of
state law requirements to applicants, complete initial applications, quicker


http://WWW.GOV.STATE.AK.US

The Honorable Gene Therriault
January 12, 2004
Page 2

processing by DNR, fewer revisions, and a greater chance of approval of the
project by DNR.

lurge your promptand favorable action on this matter.

Governor

Enclosure






SENATE COMMITTEE REPORT
First Committee of Referral

DATE: 1/14/04 FURTHER:

Date of 5-Day Notice: DATE TURNED

(in accordance with Uniform Rule 23) INTO OFFICE: ~T-S u 7
Resources Committee considered SENATE BILL NO. 265

SB 265 OIL&GAS LEASE SALE SCHEDULE/NOTIFICATION

"An Act relating to the schedule of proposed oil and gas lease sales and to a related report to the legislature;
and providing for an effective date."

and recommends: Senate Bill:
2 Same Title
be replaced with — CSs [ 1 New Title
[ ] adopt previous CS House Bill:
[ 1 Same Title
[ 1 attached amendment(s) [ 1 Technical Title
Change
adopt Letter of Intent b Committee [ 1 New Title w/
[] p y SCR#
[ 1 further referral to Committee
NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):
Department Date Fiscal Indet. Zero, FN# Department Date Fiscal Indet. Zero FN#

&10IfL /

[ 1 APPROPRIATION - no fiscal note



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1
2004 LEGISLATIVE SESSION Bill Version: 5B 265
(S) Publish Date: /14104
Revision Date/Time (Note if correction): Dept. Affected: Natural Resources
Title Five-Year Oil and Gas Program ‘rdu Resource Development
Component Qiland Gas Development
Sponsor
Requester "Component No 439
Expenditures/Revenues . (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2005  FY 2006  FY 2007  FY 2008  FY 2009  FY 2010
Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellangous

TOTAL OPERATING 0.0 0.0 0.0 0.0 0.0 0.0
CAPITALEXPENDITURES ] I T
CHANGE IN REVENUES { | !

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match

1004 GF

1005 GF/Program Receipts
1037 GF/Mental Health

Other (Specify Type-Do not abbreviate
Specy y}[JOTAL ) 0.0 0.0 0.0 0.0 0.0 0.0

Estimate ofany currentyer.r (FY2004) cost: 00
Mark this box XX) itfunding for this bill is included in the Governor's FY 2005 budget proposal:

POSITIONS

Full-time

Part-time

Temporary

ANALYSIS: %Attachaseparate page if necessary) . . -

By amending the Five-Year Oiland Gas Program requirements, DNR will be able to add competitive sales
to the schedule atany time instead of only once every two years (current law requires that Five-Year
Program be presented to the Legislature in January of the first reqular session of each legislature). These
amendments will ultimately allow DNR to hold sales in the frontierareas sooner, therefore bringing the
state additional revenues (bonus bids, rentals, and eventually, production royalties) in a shorteramount of
time. Itisimpossible to accurately predict at this time what this increase in revenues might be.

Prepared by:  Bill Van Dyke Phone 269-8800

Division Oil'and Gas Date/Time 10/27/03

Approved by:  Thomas Irwin, Commissioner Date 10/27/03
Agency Natural Resources

(Rovisoa 92008 omb) Page 1of__ 1



WORK DRAFT WORK DRAFT WORK DRAFT

23-GS2013\D
Chenoweth
2/5/04

CSFORSENATE BILL NO.265(RES)
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - SECOND SESSION

BY THE SENATE RESOURCES COMMITTEE

Offered:
Referred:

Sponsor(s): SENATE RULES COMMITTEE BY REQUEST OF TIIE GOVERNOR
ABILL
FOR AN ACTENTITLED
"An Act relating to the schedule of proposed oil and gas lease sales and to a related

report to the legislature; and providing for an effective date."
BEIT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.05.180(b) is amended to read:

(b) The commissioner shall annually [BIENNIALLY] prepare and, before

February 1 of each calendar year [ BETWEEN THE FIRST AND THE 15TH
DAY OF THE FIRST REGULAR SESSION OF EACH LEGISLATURE], notify the
legislature of [THE AVAILABILITY OF, A FIVE-YEAR PROPOSED OIL AND
GAS LEASING PROGRAM CONSISTING OF] afive-year program [SCHEDULE]
of proposed oil and gas lease sales4 [AND] specifying as precisely as practicable the
location oftracts [PROPOSED] to be offered for [OIL AND GAS] leasing during the
calendar year of the notification [IN WHICH THE PROPOSED PROGRAM IS
MADE AVAILABLE TO THE LEGISLATURE] and the following four calendar
years. The commissioner may, at any time, notify the legislature of revisions,

. -1- CSSB 265(RES)
New Text Underlined (DELETED TEXT BRACKETED]



WORK DRAFT WORK DRAFT 23-GS2013\D

including additions, to the program. Notification to each legislator, by electronic
message or other written means, constitutes notification to the legislature under

this subsection.

*Sec. 2. AS 38.05.180(c) is amended to read:
(c) Except as provided in (d) and (w) of this section, an oil and gas lease sale

may not be held unless the legislature was notified under (b) of this section [IT
WAS INCLUDED IN THE PROPOSED LEASING PROGRAMS SUBMITTED TO
THE LEGISLATURE DURING THE TWO CALENDAR YEARS PRECEDING
THE YEAR IN WHICH THE SALE IS HELD]. A lease sale may not be held before
the date listed [IT IS SCHEDULED] in the proposed, or a revised, 0il and gas leasing
program,

*Sec. 3. AS 38.05.180(e) isamended to read:
(e) The [SIMULTANEOUSLY WITH SUBMISSION OF THE LEASING

PROGRAM REQUIRED UNDER (b) OF THIS SECTION, THE] commissioner shall
annually prepare and notify the legislature of the availability of a report containing

the following:
(1) the schedule of all lease sales held during the preceding calendar

year, the bidding method or methods utilized, and an analysis of the results of the
bidding;
(2) if determined, a description of the bidding methods to be used for
all lease sales to be held during the current and next two succeeding calendar years;
(3) the reasons a particular bidding method has bheen selected.

* Sec. 4. This Act takes effect immediately under AS 01.10.070(c).

CSSB 265(RES) . -2-
New Text Underlined [DELETED TEXT BRACKETED]



SENATOR SCOTT OGAN 23rdAlaska State Legislature
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SB 265: Page 1, line 5: annually [BIENNIALLY] prepare and
prior to February 1 of each calendar year, notify the

legislature of...

SB 265: Page 2, line 2: or other written means,



SB 265
Oiland Gas Lease Sale Schedule/Notification

Summary:
« SB 265 would amend current Five-Year Oil and Gas Lease Program requirements

by allowing DNR to amend the Five-Year schedule on a more timely hasis with
legislative notification.

« This legislation would allow the state to schedule an areawide lease sale on the
Alaska Peninsula for fall 2005. Without this bill, the soonest a sale could be held
would be January 2007.

« SB 265 benefits would include:

0 Giving the State the flexibility to respond quickly to changing industry,
market, and other conditions and more quickly bring new areas on-line for
leasing, resulting in additional revenues for the State of Alaska,

0 Permitting frontier areas in particular, to be brought into production
sooner than currently possible,

0 Retaining legislative review of the lease sale program.

Background:

0 Undercurrent oil and gas statutes (AS 38.05.180(h) and (c)):

0 The Commissionerof Natural Resources is required to biennially prepare
and present to the first reqular session of each legislature a five-year
schedule of proposed oil and gas lease sales,

0 A proposed lease sale, in turn, must be included in the schedule submitted
to the legislature for at least two calendar years before the sale may be
held.

« Therefore, undercurrent law, it may be as long as four years between when a sale
is requested and when it may be held. Forexample, undercurrent law, the
soonest a sale may be held in the Bristol Bay area is January 2007,

« As aresult of these restrictions, the commissioneris unable to quickly respond to
changing industry, market and State fiscal conditions in designing and
implementing a lease sale program.

« SB 265 would amend the Five-Year Program requirements hy:

0 Allowing DNR the flexibility of amending the sale schedule at any time
and notifying the Legislature of the change,

0 Removing the current requirement under AS 38.05.180(c) that a proposed
sale be on the schedule for two years. Instead, a sale may not be held
before the date in the Five-Year Program,

0 DNR annually, instead of biennially, prepares the Five Year Program and
notifies the Legislature of its availability.
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Office of the Governor

Juneau

January 12,2004

The Honorable Gene Therriault
President of the Senate

Alaska State Legislature

State Capitol, Room 107
Juneau, Alaska 99801-1182

Dear President Therriault:

Under the authority ofarticle Ill, section 18, of the Alaska Constitution, |
am transmitting a bill relating to the scheduling of proposed oil and gas lease
sales. This bill would allow the commissioner of the Department of Natural
Resources to produce additional revenues for the State of Alaska from oil and
gas lease sales by quickly responding to changing industry, market, and other
conditions. New areas, particularly frontier areas of the state, can be brought
into production sooner than currently possible. The bill would still perm it
legislative review of the lease sale program.

Currently, the commissioner is required to prepare a “Five Year Schedule
of Proposed Oil And Gas Lease Sales” and subm it it to the Legislature in
January of the first regular session ofeach Legislature. A proposed lease sale
must be included in the schedule for at least two calendaryears before the sale
can actually be held. This is a ponderous process that makes it difficult to
implement the most effective oil and gas lease sale program possible.

This bill is an important part ofour mission to use natural resource
wealth to produce long-term, stable revenue sources for the state, local and
property tax revenue for municipalities, and high paying jobs for Alaskans.

| urge your prompt and favorable support ofthis legislation.

Sincerely yours,

Governor

Enclosure
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SENATE COMMITTEE REPOR i

DATE: 2/4/04 FURTHER:

DATE TURNED
INTOOFFICE: (G -s-04

Resources Committee considered SENATE BILL NO. 266

SB 266 BRISTOL BAY OIL & GAS LEASE SALE CLOSURE

"An Act approving an interim classification by the commissioner of natural resources closing certain land
within the area of the proposed Bristol Bay (Alaska Peninsula) competitive oil and gas areawide lease sale to
oil and gas exploration licensing and shallow natural gas leasing; and providing for an effective date."”

and recommends: Senate Bill:
) [ ] Lame Title
] be replaced with cs [ ] New Title
1 adopt previous _ (ofS House Bill:
[ ] Same Title
] attached amendment(s) [ j Technical Title
Change
] adopt Letter of Intent by Committee [ 1 New Title w/
SCR#_
1 further referral to Committee
NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):
Department Fiscal Department Fiscal

[ 1 APPROPRIATION - no fiscal note

DO NOT

IGNATURES AND RECOMMENDATIONS P Amend
ass



FISCAL NOTE

STATE OF ALASKA
2004 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):
Title

Mineral Closing Order for Bristol Bay

Oil and Gas Competitive Sale Area

Rules

Sponsor

Requester Governor

Expenditures/Revenues

'RDU

Fiscal Note Number: 1
SB 266
1/14/04

Bill Version:

(S) Publish Date:
Dept. Affected: Natural Resources
Resource Development

Component Oil and Gas Development

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

OPERATING EXPENDITURES FY 2005
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0
CAPITAL EXPENDITURES
CHANGE IN REVENUES ( )
FUND SOURCE
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Other (Specify Type-Do not abbreviate)

TOTAL 0.0

Estimate of any currentyear (FY2004) cost:

FY 2006

0.0

0.0

0.0

Component No. 439
(Thousands of Dollars)
FY 2007 FY 2008 FY 2009 FY 2010
0.0 0.0 0.0 0.0
(Thousands of Dollars)
0.0 0.0 0.0 0.0

Mark this box (X) if funding for this bill is included in the Governor's FY 2005 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:

(Attach a Separate page if necessary)

This legislation ensures that land remains available for the competitive sale program under AS 38.05.180.
The bill approves an interim classification by the commissioner of natural resources closing land in the
proposed Bristol Bay (Alaska Peninsula) competitive oil and gas areawide lease sale to oil and gas

exploration licensing under AS 38.05.131-38.05.134 ar.d shallow natural gas leasing under AS 38.05.177.

No fiscal impact.

Mark D. Myers
Oil and Gas

Prepared by:
Division

Approved by: Thomas Irwin. Commissioner
Agency Natural Resources

(RoifiSOd 9/2003 OMB)

Phone 269-8800
Date/Time 12/2/03

Date 12/2/03

Page 1of 1_



FRANK H. MURKOWSKI, GOVERNOR

gg. 400 WILLOUGHBY AVENUE
JUNEAU, ALASKA 99801-1796

PHONE:  (907) 465-2400
FAX: 907) 465-3886

DEPARTMENT OF NATURAL RESOURCES 0 550 WEST 7™ AVENUE, SUITE 1400
ANCHORAGE, ALASKA 99501-3650

OFFICE OF THE COMMISSIONER PHONE: 5907 269-8431
FAX: 907) 269-8918

January 16, 2004

The Honorable Scott Ogan, Chair
Senate Resources Committee
Alaska State Legislature

State Capitol, Room 103
Juneau, AK 99801

RE: Hearing Request for SB 265 and SB 266

Dear Senator Ogan:

| am writing to request a hearing the week of Januaiy 27, 2004 for two bills, SB
265 and SB 266. SB 265 relates to the schedule of proposed oil and gas lease
sales and a required report. SB 266 relates to the approvalofan associated
interim classification order that closes certain land within the proposed Bristol
Bay (Alaska Peninsula) competitive oil and gas areawide lease sale to oil and gas
exploration licensing and shallow natural gas leasing.

SB 265 would allow the Commissioner of the Department of Natural Resources to
produce additional revenues for the State of Alaska from oil and gas lease sales
by quickly responding to changing industry, market, and other conditions. New
areas, particularly frontier areas of the state, could be brought into production
sooner than currently possible. The bill retains legislative review of the lease sale

program.

Currently, the Commissioneris required to prepare a “Five Year Schedule of
Proposed Oil And Gas Lease Sales” and submit it to the Legislature in January of
the first regular session ofeach Legislature. A proposed lease sale must be
included in the schedule for at least two calendar years before the sale can
actually be held. This is a ponderous process that makes it difficult to implement
the most effective oil and gas lease sale program possible.

SB 266 approves an interim classification by the Commissioner of Natural Resources
that closed land in the proposed Bristol Bay (Alaska Peninsula) competitive oil and

“Develop, Conserve, and Enhance Natural Resourcesfor Present and Future Alaskans. ”



Senator Ogan
Page 2
Januaiy 16, 2004

gas areawide lease sale to oil and gas exploration licensing under AS 38.05.131-
38.05.134 and shallow natural gas leasing under AS 38.05.177. SB 266 would
ensure that land remains available for the competitive sale program under

AS 38.05.180.

Under AS 38.05.300(c), a mineral closing order is an interim classification which
does not become permanentunless approved by the legislature by the 90th day of
the nextregular session, or adjournment. This legislation will help facilitate
needed economic development and job creation in the Alaska Peninsula.

These bills promote the governor's mission to use natural resource wealth to
produce long-term, stable revenue sources for the state, local and property tax

revenue for municipalities, and high payingjobs for Alaskans.

Thank you foryour consideration. Please contact Janet Burleson Baxter at 465-
4730 ifyou have any questions. You may also contact Mark Myers, Director of
the Division of Oil and Gas, or Marie Crosley at (907) 269-8800.

Sincerely,

Commissioner

cc.  Mike Tibbies, Legislative Liaison, Governor's Office

Randy Ruaro, Legislative Office
Mark Myers, Director, Division of Oil & Gas, DNR

Marie Crosley, DNR
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State of Alaska
OFFICE OF THE GOVERNOR
JUNEAU

January 12,2004

The Honorable Gene Therriault
President of the Senate

Alaska State Legislature

State Capitol, Room 107
Juneau, Alaska 99801-1182

Dear President Therriault:

Under the authority of article IIl, section 18, of the Alaska Constitution, |
am trar smitting a bill approving an interim classification by the commissioner
of Natural Resources closing certain land in the Bristol Bay region to oil and
gas exploration licensing under AS 38.05.131 through AS 38.05.134 and
shallow natural gas leasing under AS 38.05.177. The specific lands affected
will be part ofa future competitive oil and gas lease sale in the Bristol Bay
region. Closure avoids potential conflicts in land use for these areas later,
when the proposed competitive oil and gas lease sale occurs,

Under AS 38.05.300(c), a mineral closing order is an interim
classification which does not hecome permanentunless approved by the
legislature by the 90thday of the nextregular session, or adjournment. This
legislation will help facilitate needed economic development andjob creation in

Alaska’'s Bristol Bay region.
lurge your promptand favorable action on this measure.

Sincerely yours

mFrank H. Murkow ski
Governor

Enclosure
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SB 266
Limited Mineral Order for Bristol Bay Area

Summary:
« SB 266 ensures that land remains available for a proposed competitive oil and gas

sale in the Bristol Bay area by precluding oil and gas exploration licensing and
shallow natural gas leasing in the competitive lease sale area.
« SB 266 will:

0 Avoid potential conflicts in land use for these areas later, if the proposed
competitive oil and gas lease sale occurs.

0 Ensure that the state receives the maximum economic benefit from its
higher potential oil and gas areas through bonus bids, royalties, and lease
terms.

0 Help facilitate needed economic development and job creat'on in Alaska's
Bristol Bay region as well as produce property tax revenue for
municipalities.

Background:
« Upon the request of local governments and Native organizations, the Governor

has requested that the Department of Natural Resources consider a competitive
areawide oil and gas lease sale in the Bristol Bay (Alaska Peninsula) region.
Geologists believe that outside of the North Slope and Cook Inlet, the Alaska
Peninsula offers the greatest potential in the state for commercial oil and gas
development.

* Inorderto avoid conflicts between the proposed competitive sale and either
exploration licensing under AS 38.05.131-AS 38.05.134 or shallow natural gas
leasing under AS 38.05.177, the Commissioner of Natural Resources signed a
mineral closing order on July 11,2003. The mineral order only precludes
exploration licensing and shallow natural gas leasing in the competitive lease sale
area. This order does not affect locatable minerals or leaseable minerals other
than shallow natural gas leasing or oil and gas exploration licensing.

« Under AS 38.05.300(c), amineral closing orderis an interim classification which
does not become permanent unless approved by the legislature by the 90thday of
the next regular session, or adjournment.

« SB 266 would:

0 Preventspeculators from top filing shallow natural gas applications
(85,000 application fee) inan area of richer oil and gas potential which
should be competitively leased,

0 Avoid potential land use and program conflicts if an oil and gas
exploration license or shallow natural gas lease is top filed in the proposed
competitive sale area,

0 Help maximize economic benefit from the State's higher potential oil and
gas areas through royalties, lease terms, and competitive bonus bids.
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Alaska's arenwidc leasing program allows companies to submitscaled bids on truclsoflandorupto5,760acn:sinsi2C.TheCommissionerofthcDcparUnent

ofNntural Resources sets the terms oflhc lease sale; the miohnumaooeptnblcpcracrebid, theprimarylerm ofthe lease; and the productionroyally rate. The
highestbidder on a tract wins the right to explore thattract for oil and gas. Ilowevcr, no activity can take place withoutthe required permitsin place. In the
Bristol Bay region and the Alaska Peninsula, all activity on an oil and gas lease must be in compliance with the Alaska Coastal Managementl’rogram and local

coastal managementdistrict plans.
Leases normally have aprimary term of7 or 10 years; minimum bids arc generally set at 55 or S1 0 per acre, depending on the area being leased; re
royalty rale is normally 12.5% or 16-2/3%. Once a lease is issued, the lessee pays annual rentals to the state, 6tarling at S1peracre and increasing0 .3 per

acre by the5'kycarofthe lease.

Ifit's determined thnt an Alaska PtninsulaArcawide lease sale is in the stale’s best interests, asale will be held in October 2005.
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AK Poninsula Areawido Loasing

Request for Agency Information

Request for Public Comment

DO&O Conducts public InfotmaUonal meetings
Orall Prelim. Finding 1 ACMP Consistency Analysis
Issue Prelim. Finding tnd Consistency Analysis
Public comment period

OO0&G Interprets geological end geophysical dale
DO&G and DGGS geologic held parties

Draft proposed ACMP Consistency OotormlInallon
Consistency Determination elevation period
Oran Final Best Interest Finding (BIF)

Issue GIF &CD; Announce Sale

Reconsideration (30-dayJ/Couit Appeal (30-day)
LEASE SALE

Title rovlew

Leases awarded

EffeclMe dale oMeases - April 1

Exploration License

DO&G lIssues solldallon for license proposals
Request tor Agency Information

Prospective licensee Informs of Intent to submit
Prospedlvi licensee submils proposal

OO0&G requests public comment on aroa

DOSG solicits competing proposals

00&G conducts public Informations! meetings
OO0&G Interprets geological end geophysical dele
Droll Prelim. Finding & ACMP Consistency Analysis
Issue Prelim. Finding and Consistency Analysis
Public comment period

Oralt proposed ACMP Consistency Determination
Consistency Determination elevation period
Droll Final Finding

Issue Final Finding and Consistency Determination
Reconsideration (30-day)fCouit Appeal (30-day)
seeled bid auction; AWARD LICENSE

Effective dale of license - Oct. 1
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2003 2004
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Typical Permll Process - Onshore Exploration Well on the AK Peninsula SV Sl A wem( <

MJJ AS|]oNDj FMAM

ID NAME
1 Preapplication Conference ]
2* ACMP Consistency Determination - AS 46.40 |l 1-1
3 DNR DO&G - Lease Plan ol Operations Review I'n [
4 DNR Parks ¢ Cultural Resource Survey ch
5 DNR DMLW - Temporary Water Use Permit II | 1
t
6 DEC - Oil Spill Discharge and Conlingency Plan
7 DEC - Solid Waste Disposal Permit 1Il ll' IA
8 DEC « Wastewater Disposal Permit i . j
9 ADNR -« Title 41 Anadromous Fish Stream r i
10 Army Corps ol Engineers mSection 404 Permit | 1
11 AOGCC -Conservation Order -
12 AOGCC - Permit to Dril J
13 AOGCC -Application lor Sundry Approval 1.
14  Construction 3nd Drilling r 1
15 Demobilization and Rehabilitation
Dale:9,'03/03 * Only for activity within the Coastal Zone.
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Brown oil and natural gas (fizzy bubbles) comes out of this hole in the ground
continuously. There are several oil creeks in Alaska - not avery original name. This
particular oil creek feeds into Puale Bay 011 the western side of the Alaska Peninsula.
There is continuous seepage of oil into the creek throughout its upper part. The lower

part of the creek is a salmon spawning area where salmon runs are counted by the

State of Alaska.

Natural Oil Seeps in South Eastern Alaska, Slides from Field Studies In 1993, 1994 and 1999, D.S. Page, Bowdoin College Chemistry Department dwb 09/03
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* Numerous oil seeps are present along the southern halfof the
Alaska Peninsula.
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« 26 wells have been drilled onshore since 1903, the latest being the
Amoco Becharof#1 in 1985. One offshore stratigraphic test was
drilled in 1983, the ARCO North Aleutian COST Well #1.

e The northern halfof the Alaska Peninsula is a low relief coastal
plain underlain by a thick sequence (18,000+ feet) of Tertiary
strata that is contiguous with the Bristol Bay Basin to the north.
Here the setting is very good for both structural and stratigraphic
traps as well as the likelihood of encountering good to locally

excellent reservoir quality rocks.
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pore plugging cements and clays;

Oil and gas shows are evident in many of the wells. No commercial
flow of oil has been proven to date.

Hyrdocarbon source rocks of Tertiary age appear to be largely gas
prone. Deeper Mesozoic strata may have both gas and oil

generating potential.

Seismic control on the Alaska Peninsula is largely poor and
archaic. Latest technology in seismic acquisition and processing is

needed to further define prospects.
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Frank H. Murkow ski John Manly

Governor Press Spokesman
P.O. Box 110001 907-465-3500
Juneau, Alaska 99811-0001 FAX: 907-465-3532
NEWS RELEASE www.gov.state.ak.us
FOR IMMEDIATE RELEASE: December 18, 2003 No. 03-256

State, Aleut Corp. Sign M OU on Oil & Gas Exploration

Wiill Hold Concurrent Lease Sales and Work Together on Infrastructure

(Juneau) - Governor Frank H. Murkowski today announced that the Department of
Natural Resources has signed a Memorandum of Understanding with the Aleut
Corporation to hold concurrent oil and gas lease sales on their adjacent lands, and to
work to facilitate the construction of transportation infrastructure to support oil and gas
development in the Aleut Corporation area. The MOU is similar to one entered into by
DNR and the Bristol Bay Native Corporation last Fall and is consistent with the
administration’s policy of working with the people of the area to develop natural

resources.

"The Aleut Corporation is the other major landowner in the Alaska Peninsula area,
where we believe significant, commercial quantities of oil and gas can be found,"
Murkowski said. "We are very pleased that the Aleut Corporation shares the vision of
resource development with the state and BBNC. We hope to build a strong economy in
cooperation with the people of the region. This MOU is one marker of our commitment,
along with the regional corporation, to provide a foundation for that economy."

Under the five-year MOU, the parties agree to work cooperatively to ensure that
resource exploration and development activities are done in an environmentally
responsible manner, and consistent with land management and development plans of
both parties. They also will work to re-open offshore oil and gas prospects in the region,
and will try to synchronize the timing of leasing schedules for their respective, adjacent
lands. The MOU also has both parties working together to facilitate design and
construction of a transportation network to make oil, gas, and other mineral prospects
more accessible, and to interconnect communities.

Under the MOU, the state and Native corporation also have a mandate to communicate
their development goals to other interested parties throughout Southwest Alaska,
including tribal organizations, village corporations, and borough and city governments.

The MOU was signed today by Aleut Corporation President Martha Malavansky and
DNR Commissioner Tom Irwin. Inaccordance with his policy of working with the local
people, Murkowski said he expects to sign similar MO Us with the Bristol Bay Borough,
the Lake & Peninsula Borough, and the Aleutians East Borough, as well.
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G overnor
holds forum
on Bristol

Bay oil, gas

Native leaders look at
development in region
where fishing has suffered

By MARY PEMBERTON
THEASTIADHSS

ANCHORAGE - Gov. Frank
Murkowski told a gathering of Na-
tive leaders Wednesday that oil
and gas exploration would bring
good jobsto Southwest Alaska and
keep young people from seeking
work elsewhere.

“Ourjob in state government is
to help your leadership... achieve
what you want,"” Murkowski said.
“Too many ofour kids are leaving
this state”

The governor and several of his
commissioners met with Native
leaders and residents to talk about
plans to bring oil and gas develop-
ment to Bristol Bay and the Alaska
Peninsula, which is facing a crush-
ing downturn in commercial fish-
ing.

The state has said that oil and
gas reserves in the area are diffi-
cult to quantify without further
drilling. The last onshore well was
drilled in 1985. In 1995, the U.S.
Geological Survey estimated that
the Alaska Peninsula had a I-in-20
chance of containing 447 million
barrels of oil and 1.4 trillion cubic
feet ofgas.

In comparison, the Prudhoe
Bay oil field, the largest in North
America,hasrecoverable reserves
of 12 billion barrels of oil and 30
trillion cubic feet of natural gas.

InJuly, the state reached an ac-
cord with the Bristol Bay Native
Corp. overthe prospectsofholding
areawide lease sales. The corpora:
tion owns 3.1 million acres in the
region on behalf of more than
7,000 shareholders.

If the state determines that a
lease sale is in its best interest, the
sale likely would be held in Octo-
's ber 2005, according to the state. A
preliminary decision is expected

JINFAUBMARE TH.RDAY, AT 23,2003 A3

AL GRILLO / THE ASSOCIATED PRESS

Development plans: Gov. Frank Murkowski holds a pamphlet outlining his plan for oil and gas exploration on
the Alaska Peninsula and around Bristol Bay as he talks with citizens Wednesday in Anchorage.

We have beenfaced withfive to sixyears offishing
disasters. We need to look at a long-tenn, bigger

picture in Bristol Bay.

Robin Samuelsen
Bristol Bay Economic Development Corp.

by January with a final decision in
September 2004.

The state has said gas develop-
ment in the area could offset the
high cost of energy and help lower
the cost of processing fish for local
communities. Former state Sen.
Nels Anderson of Dillingham, one
of the forum's presenters, said it
costs $200 to make a ton of ice in
Bristol Bay and $50 in Cook Inlet
because ofthe liiglter costofdiesel
fuel.

Murkowski said no decision on
drilling would be made without
substantial input and cooperative
effort from the local communities.
He said he would be meeting soon
with independent oil and gas pro-
ducers to tfilk about the potential
for developing Bristol Bay re-

serves.

“The. prospects are very, very
encouraging,” he said.

Robin Samuelsen, CEO of the
Bristol Bay Economic Develop-
ment Corp. and moderator of the
meeting, threw hissupport beliind
the idea.

“We have been faced with five
to six years of fishing disasters,"”
Samuelsen told the gathering.
“We need to look at a long-term,
bigger picture in Bristol Bay."

Fisherman Tom Tilden, a
board member of Clioggiung Ltd.,
the village corporation in Dilling-
ham, told the governor that local
residents desperately need work
but he said concernsremain about
the potential harm that drilling
cculd do to file environment.

“l ask that you exercise cau-
tion. That is where we hunt,”
Tilden said. “There are some wor-
ries."”

Residents are worried that if
the project goes forward the big
companies will snatch up all the
jobs for their employees, said
Hazel Nelson, president of
Becharof Corp., the village corpo-
ration of Egik where the last oil
well was drilled.

She told the forum that an
army of fishermen have fled the
region already to find work in con-
struction in Anchorage.

“How are we going to make
sure our people are employed?”
she asked.

Commissioner of Labor Greg
O’Claray said the governor has is-
sued a directive that Alaska jobs
go to Alaskans. He also asked Nel-
son for her help. He said local or-
ganizations need to work with the
state to identify areas where job
training will be needed.

Murkowski stressed that oil
and gas development for the Bris-
tol Bay area could provide a good
future.

“Our policy is to maximize the
jobs for local residents,” he said.
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State officials lead oil,

gas talks in

By Rhonda Olsen
Bristol BayTimes

The DepartmentofNatural Resources
Division of Oiland Gas gave apresenta-
tion of the oil and gas-exploration pro-
gram for the Alaska Peninsula and the
Bristol Bay region at a Bristol Bay
Borough Assembly meeting last week.

The presentation was led by Mark
Myers, director of the division, on
behalfof Gov. Frank Murkowski and
the Bristol Bay Native Corp.

“My job is to-make this process as
transparentand interactive aspossible,”
said Myersin reference to the plan and
public comment period.

He stressed the importance of“mov-
ing forward at the directive of the resi-
dents" through the process ofevaluation.

m Drilling began iti this region in 1903.
Early seismic data shows that oil and
gas seeps are present atthe surface.

Don Brizzolara, ageologist for DNR,
showed geological charts and data on
oil and gas in 3ristol Bay and down the
Alaska Peninsula.

“Every, well ori die north side of the
peninsula has gas shows,” explained
Brizzolara. "We do know there is gas
and oil outdiere.”

Brizzolara stated that newer seismic
data technology will better determine
how much oil and gas is out there.

“All the elements are there,” said
Brizzolara. “Rocks, mudstone and shale
tell the story.”

- He further explained that potential
gas seeps are primarily in the Bristol
Bay region while oil is further south
down the peninsula, especially in the
Port Moller area.

n

Janies Hansen, leasing manager for

the Division of Oil and Gas, explained
the two processes foroil and gas explo-
ration —issuing an exploration license
and lease sale. -

Alaska’s exploration licensing pro-
gram encourages oil and gas exploration
in remote areas of the state, and supple-
ments the state’s oil and gas leasing pro-
gram. The holder of an exploration

. isawarded the license.”

Naknek

license has the exclusive right to explore
an area between 10,000 and 500,000
acres forup to 10 years.

“Licensing is on a faster track than
lease sale,” said Hansen. “The bidder
willing to spend the most on exploration

DNR received an exploration license
proposal on Sept. 23 from an energy,
company, Haflsea said.. They expect
another competing proposalby Nov. 25.
Ifit’s determined that an exploration
license is in the state’s best interests, a
license will be awarded in September
2004.

Alaska’s area-wide leasing program
allows companies to submitsealed bids
on tracts of land of up to 5,760 acres in
size. The DNR commissioner, sets the
terms of the lease sale; the minimum
acceptable per acre bid; the primary
term of the lease; and the production
royalty rate. . A |

The highestbidderon atractwins the
rightto explore that tractforoil and gas.
However, no activity can take place
without the required permits in place.
All activity onan oil and gas lease must
be in compliance with the Alaska
Coastal Management Program and local

. coastal managementdistrict plans.

.If it’s determined that an area wide
lease sale is in the state’s best interests,
a sale will be held in October 2005.

Hansen said that no offshore platform
drilling would take place. The plan
includes onshore drilling with the poten-
tial to tap the offshoreresources through
augle drilling from shore. All drilling
would take place within the three-mile
limit. -

The financial benefits to the bor-
oughs for oil and gas exploration dis-
cussed were property tax assessments
on acres of exploration, infrastructure
improvementdue to new roads, and the
possibility of local hires by the energy
companies. , K]

For up-to-date on-line information
on oil and gas exploration check the
Division of Oil and Gas Web page at
www.dnr.state.ak.us/oil.
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THIS MEMORANDUM OF UNDERSTANDING (MOU) is made and entered into by and

MEMORANDUM OF UNDERSTANDING
Between
ALASKA DEPARTMENT OF NATURAL RESOURCES
And
THE ALEUT CORPORATION
To
HOLD CONCURRENT OIL AND GAS LEASE SALES OF STATE AND TAC
LAND IN THE ALEUT REGION &
TO FACILITATE CONSTRUCTION OF A TRANSPORTATION

INFRASTRUCTURE THAT WILL SUPPORT THESE DEVELOPMENT
PROJECTS

between the Alaska Department of Natural Resources (DNR) and The Aleut Corporation
(TAC), collectively referred to as "the Parties." The purpose of this MOU is to contribute

to the achievement of common goals and objectives of the Parties and to establish an

effective communication framework between the Parties.

Background:

A.

The DNR is tasked with managing the State of Alaska's land in southwest Alaska
and the natural resources contained therein, including oil, gas, and minerals, and
TAC is responsible for managing its 1.572 million acre mineral estate on behalf of

its 3,250 shareholders.
Similar to the North Slope and Cook Inlet regions of Alaska, the Bristol Bay basin
including portions of the Aleut region on the Alaska peninsula has been identified
as having good potential for commercial quantities of oil and gas deposits.
Any discoveries of, and subsequent development of, commercial quantities of oil,

gas, & mineral deposits in the Aleut region should benefit both the State of

Alaska and TAC's shareholders.
Like other mineral deposits, oil and gas resources know no political boundaries,

and it is often logical and desirable for two adjacent landowners to have similar

land management and leasing programs in place.
With TAC's support, the Alaska Division of Geological and Geophysical Surveys
applied for a 3-year, $700,000 U.S. Dept, of Energy grant to further evaluate the
oil and gas potential of the Bristol Bay basin.
The development of transportation infrastructure, as recommended by the
Southwest Alaska Regional Transportation Plan, such as deep water ports, roads
and airports, along the Alaska Peninsula should make oil, gas, and other mineral
prospects more accessible, and thereby more economically feasible to explore
and develop.

DNR/TAC MOU



G. The Alaska DNR, TAC, and BLM have been working collaboratively to rationalize
ANCSA 17(b) and RS 2477 access issues.

H. The Alaska DNR, TAC, and BLM have been working collaboratively to revoke
obsolete federal land withdrawals in the Bristol Bay re/ion.

L TAC supports the construction of an access road from Cold Bay to King Cove.

Agreements:

The term of this MOU will be for five (5) years from the effective date and can be
extended for five-year periods thereafter with the written agreement of the
Parties.

To the extent consistent with their respective interests and statutory or regulatory
responsibilities, or corporate responsibilities, the Parties will work cooperatively
to ensure that exploration and development activities are consistent with the land
management and development plans of both Parties.

The Parties agree that they will cooperate to ensure all development projects in
the Aleut region are pursued in an environmentally responsible manner with
maximum efforts to minimize impacts to fishery resources.

TAC and the State of Alaska will work cooperatively to re-open offshore oil and
gas prospects to exploration.

Where reasonable to do so, the Parties will endeavor to synchronize the timing of
their oil and gas-leasing schedule for their respective lands.

The Parties will help facilitate the design and construction of a transportation
network that will make oil, gas, and other mineral prospects more accessible and
inter-connect communities.

The Parties will communicate their development goals to other interested parties
in southwest Alaska, such as tribal organizations, village corporations, and
borough and city governments.

The Parties will not act contrary to applicable laws, regulations, policies, and
procedures.

To the extent legally permissible, information generated pursuant to this MOU
may be kept confidential when requested in writing by a party to this MOU.
Information released by a party to this MOU must credit the source of the
information.

Where reasonable, the Parties will issue joint press releases on matters related
to this MOU and will coordinate responses to media questions.

Notices regarding actions under this MOU will be sent to (for each party):

DNR Commissioner Chief Executive Officer
State of Alaska DNR The Aleut Corporation
550 W. 7lh Ave., Suite 1400 4000 OId Seward Hwy, #300
Anchorage, AK 99501-3561 Anchorage, AK 99503

This MOU may be terminated within thirty(30) days written notice by either Party.
This MOU can be modified upon written consent of the Parties.
Others may become party to this MOU upon written consent of the Parties.

DMR/TAC MOU



Approved:

Tom Irwin, Commissioner
Alaska Dept, of Natural Resources

'*1(61M
Martha Malavansky Date
President, TAC

DNR/TAC MOU



MEMORANDUM OF UNDERSTANDING
Between
ALASKA DEPARTMENT OF NATURAL RESOURCES
And
BRISTOL BAY NATIVE CORPORATION
To

FACILITATE OIL AND GAS LEASE SALES ON STATE AND BBNC LAND IN
THE BRISTOL BAY REGION

THIS MEMORANDUM OF UNDERSTANDING (MOU) is made and entered into
by and between the Alaska Department of Natural Resources (DNR) and the
Bristol Bay Native Corporation (BBNC), collectively referred to as “the Parties.”
The purpose of this MOU is to contribute to the achievement of common goals
and objectives of the Parties and to establish an effective communication
framework between the Parties.

Background:

A. The DNR is tasked with managing the State of Alaska's land in southwest
Alaska and the natural resources contained therein, including oil, gas, and
minerals, and BBNC is responsible for managing its 3.1 million acre
mineral estate on behalf of its 7,100 shareholders.

B. Similar to the North Slope and Cook Inlet regions of Alaska, the Bristol
Bay basin has been identified as having good potential for commercial
guantities of oil and gas deposits.

C. Exploration of oil and gas resources is a vital component to stimulating the
local economy and providing jobs and economic opportunities in the
region.

D. The discovery of commercial quantities of oil and gas would provide an
opportunity for low cost energy in the region, further stimulating the local
economy.

E. Any discoveries of commercial quantities of oil and gas in the Bristol Bay

region will benefit both BBNC's shareholders and the State of Alaska, so it
is in the best interest of the Parties to encourage exploration for such
resources.

F. BBNC has requested that the State facilitate on-shore oil and gas
exploration in the region by hoiding annual areawide leasesales,
beginning as soon as possible.

G. Like other mineral deposits, oil and gas resources know no political
boundaries, and itis often logical and desirable for two adjacent



landowners to have similar land management and leasing programs in
place.

H. With BBNC's support, the DNR’s Division of Geological and Geophysical
Surveys applied for a 3-year, $700,000 U.S. Dept, of Energy grant
($150,000 of cash and in-kind contributions to be provided by BBNC) to
further evaluate the oil and gas potential of the Bristol Bay basin.

Agreements:

The Parties agree to the following provisions:

e The Parties will work cooperatively to facilitate oil and gas leasesales of
state and BBNC lands in the region to be held as soon as feasible.

e The Parties will cooperate to ensure all development projects in the Bristol
Bay region will be pursued in an environmentally responsible manner and
will minimize impacts to fishery resources.

e The Parties will work cooperatively to convince the federal government to
re-open federal offshore oil and gas prospects in the region to exploration.

e The Parties will endeavor to synchronize the timing of their oil and gas
leasing schedule for their respective lands.

e The Parties will help facilitate the design and construction of a
transportation network that will make oil, gas, and other mineral prospects
more accessible and inter-connect communities in the region.

e The Parties will communicate their development goals to other interested
entities in southwest Alaska, such as tribal organizations, village
corporations, and borough and city governments.

e The Parties will not act contrary to applicable laws, regulations, policies,
and procedures.

e To the extent allowable by statutes and regulations, the Parties will share
information that will assist in accomplishing the objectives of this
agreement.

e Where reasonable, the Parties will issue joint press releases on matters
related to this MOU and will coordinate responses to media questions.

o Notices regarding actions under this MOU will be sent to (for each party):

DNR Commissioner Chief Executive Officer

State of Alaska Bristol Bay Native Corporation
550 W. 7,hAve., Suite 1450 800 Cordova Street
Anchorage, AK 99501 Anchorage, AK 99501

e The term of this MOU will be five (5) years from the effective date and can
be extended for five-year periods thereafter with the written agreement of
the Parties.

e This MOU may be terminated with thirty days written notice by either

Party.
e This MOU can be modified upon written consent of the Parties.



e Others may become party to this MOU upon written consent of the

Parties.
Approved:
Thomas E. Irwin, Commissioner Date

Alaska Dept, of Natural Resources

7. -10CB

Tom Hawkins Date
SRVP & COO, BBNC
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VIA PFJQEX & FAX: f9071465-3532
June 26,2003 n
Honorable Frank Murkowski, Governor fa
P.O. Box 110001 f/Ut QO
Juneau, Alaska 99B11 n N ?p m

Subject! Support for Leasing Program In the Bristol Bay RegIimf qOv

pear Governor Murkowski:

Hesldsnte of the Bristol Bay region sorofy need your help In order for them to help
themaelvos, Wo need you ta institute an oil and gas leasing program (n Bristol
Bay. Wo've coinparacl and contrasted the pros and cons of exploration licensing
nnd teasing, and we believo that, for several reasons, the State's baet option is to
put its uplands on the leasing schedule.

First, tiio "leasing notice" Is announced to a wider audience than the exploration
licensing notice Is, Second, leasing, since it fnoludss rental, bonus, and minimum
work commitment terms, generally generates more revenue and more Information
for the Slate. Lastly, the land leased can be more than the soo”™ooa-acre "cap"
Imposed by thu exploration-licensing program, and this may be moro desirable
from the industry's standpoint.

BBNQ has embarked on a mission to reinvigarate the environmentally responsible
exploration for, and development of, oil and gas resources In Bristol Bay. We've
also received tho blessing, by resolution, of several Bay-area organizations that
recognize the need for more jobs and cheaper energy. I've attached copies of the
fourteen resolutions I've received so far, which Include both regional and village-
level organizations.

If you have any questions, please call mo at 1-800-478-3602.
Sirjcprely, f)

M w

Paul C. Roeht
V.P., Land & Resources

Go: Tom Irwin, DNR Commissioner PoaMI’ FaxNoio 2671 p,l' CM/.5 I»e'>"
Randy Ruiderich, AOGCC Commissioner

, re rywbwsLr Fra™ [
Mark Myers, DOG' Director «W-Sfj*c. s- AliiU gijMC
BBNC Board of Directors P8t K o *

Fii* f
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Telephone

Naknek, Alaska 99633 (907) 246-4224

wvvw.tnQborough.com

Fax

(907) 246-6633

Octoher 22, 2003

Commissioner Tom Irwin

OCT 2 7 2003
*DIVISION OI-

Department of Natural Resources
550 W 7th Avenue, Suite 1400 OIL AND GAS
Anchorage, Alaska 99501

RE: B

ristol Bay Region.: Oil and Gas Programs

Public Comments - Due October 30, 2003

Commissioner Irwin;

Please consider the following comments from the Bristol Bay
Borough:

1. The Bristol Ba¥ Borough Assembly is in strong support
of the State of 'Alaska's recent efforts to advance
oil fi gas exploration in the Bristol Bay region.

2. The Bristol Bay Borough is committed to finalizing a
Memorandum of Understanding with- the Alaska
Department‘of Natural-Resources-outlining critical
areas of.interest‘with respect to _reqmnal oil & gas
development and .outstanding -municipal -lands iss-uds--.

3

The Bristol Bay Borough is sudpportwe of the-
continued publiceoutreach evidenced to date by the
State of Alaska on the Bristol Bay oil &gas =
exploratlon initiative and anticipates that this
outreach effort will remain constant throughout the
proposed development 'timeline.. - .

DERMNTOF
NfflJIRALraSOURCES

0.CT 2 4 2003

COMMISSION'S QPFir.P
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Letter to Cooimj.ssi.oner Irwin
October 22, 2003

Pago 2

4

The residents of the Bristol Bay Borough are heavily
dependent upon the robust regional fish &wildlife
resources for subsistence needs. While the Bristol
Bay Borough Assembly is in support of resource
development, all development must proceed with due
diligence in order to minimize potential negative
impacts to the fish &wildlife resources.

Local knowled_qe of re%mnal environmental conditions
and fish &wildlife characteristics is one of our
reatest resources in the Bristol Bay region.
ccordingly, the Bristol BaY Borough recommends that
all state agencies proceed hrou?hout the oil & gas
development process in a method that relies heavily
upon local input. Any subcommittees or advisory
Eanels empowered b(Y the state should include loCal
nowledgeable residents.

The Bristol Bay region has long suffered from
seasonally sporadic employment. The regional oil &
gas development initiative offers an exciting
eparture from the long winter season low employment
cycle. The Bristol Bay Borough Assembly strongly
urges the State of Alaska to continue in its
expressed commitment to channel oil & gas emplo¥ment
training through the new.ly established "Southwest
Alaska Vocational Education Center (SAVEC) in King
Salmon thereby' enabling optimal local hire during
exploration and development of potential oil £ gas
prospects.

Sincerely,

Borough Manager

ccj Mayor M ichael Swain

Borough Assembly members

r. ud/i/



