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Sec. 4382500. Obligation to sh re payments with municipalities, if the
commissioner develops a contract under AS 43.82.020 that includes terms that exempt
a party to the contract, and the property, gas, p' >ducts, and activities associated with
the dpptoved qualified project that is subject to the contract, from a municipal tax or
assessment in accordance with AS 29.45.810or AS 29.46.010(b), or AS 43.82.200 and
43.82.210, the commissioner shall include a term in the contract that the party pay a
portion of the periodic payments due under the contract to the revenue-affected
municipality.

Sec. 4382505, Payments to economically affected municipalities. If the
commissioner executes a contract under AS 43.82.020 that will produce one or more
economically affected municipalities, the commissioner shall include a term in the
contract that provides for a portion of the periodic payments io the economically
affected municipalities under the principles in AS 43.82.520.

Sec. 43.82510. Municipal advisory group, (a) If the commissioner approves
an application and proposed project plan under AS 43.82.140 and decides to develop
a contract under AS 43.82.020 and 43.82.200, the commissioner shall notify each
revenue-affected municipality and economically affected municipality.

(b) The mayor of a municipality notified by the commissioner under (a) of this
section may appoint one representative to a municipal advisory group in relation to the
application.

(c) Each municipal advisory group serves until a final action is taken on the

application for wh ch the group was appointed.

(d) Each iMunicipal advisory group shall elect a chair.

Sec. 4382520 Duties of the commissioner of revenue in relation to
municipal participation, (a) The commissioner shall meet with each municipal

advisory group periodically to report on the development of the contract provisions that

affect the municipalities.

(b) In developing a contract under AS 43.82.200 -43.82.270, the commissioner

shall ensure that each revenue-affected municipality and econom cally affected
municipality receives a fair and reasonable share of the payments provided under

AS 43.82.210 in accordance with the following principles:

CSHB 393(0AG) 24~ HB0393b
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(1) the share of the payments to revenue-afTected municipalities should
be given priority over payments to economically affected municipalities with due
regard to the anticipated size of the tax base that the contract would exempt from
municipal ;axation by revenue-affected municipalities;

(2) the share of the payments to municipalities should be uetermined
with due regard to the anticipated economic and social burdens that would be imposed
on the municipality by construction and operation of the project;

(3) the respective shares of the total payments to the state and to
municipalities should be fixed in a manner to ensure that their re "ective interests are
al;gned;

(4) to the extent practicable, the periodic amounts paid to each of the
municipalities should be stable and predictable; and

(5) to the extent practicable, the provisions for sharing payments with
municipalities should be consistent with the principles established in AS 43.82.210(b).

(c) In establishing the municipal shares under (b) of this section, the
commissioner shall consult with the pertinent municipal advisory group.

Article 7. Miscellaneous Provisions.

Sec. 43.82.600. Governing law. If a provision of this chapter conflicts with
another provision of state or municipal law, the provision of this chapter governs.

Sec. 4382610 Regulations. The commissioner of revenue, the commissioner
of natural resources, and the commissioner of labor may adopt regulations to carry out
their respective duties under this chapter.

Sec. 4382620. Procedures for collection of amounts due; security, (a)
The commissioner may adopt procedures for the collection of amounts due the state
under a contract developed under AS 43.82.020, including the collection of interest and
penalties.

(b) The commissioner may require a party to a contract developed under
AS 43.82.020 to provide security sufficient to guarantee amounts due under the
contract.

Sec. 43.82630. Reports and audits. The commissioner may require periodic

reports from and may at reasonable intervals conduct audits and inspect the books of

HBO0393b -25- CSHB 393(0&G)
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a party that has entered into a contract developed under AS 43.82.020 to ensure
compliance with the provisions of this chapter and the regulations adopted under this
chapter and of the terms of the contract.

sec. 43.82.640. annual report of the commissioner of labor. on an annual
basis, the commissioner of labor shall prepare and present to the legislature a
comprehensive report on each party to a contract with the state developed under
AS 43.82.020, and its contractors, regarding the state residency of the employees
working in this state on the approved qualified project that is subject to the contract.
The commissioner of labor shall use state databases, including data from the quarterly
reports by a party to the contract developed under AS 43.82.020 and its contractors for
unemployment insurance purposes, to determine state residency of employees regarding
compliance with AS 43.82.230.

Article 8 General Provisions.
Sec. 4382900. Definitions. In this chapter, unless the context requires

otherwise,
(D) "affected r nicipality" means an economically affected

municipality or a revenue-affected municipality;

(2) "commencement of commercial operations” means the start of
re0 ..ar deliveries of marketable products from an approved qualified project;

(3) "cubic foot of gas' means the quantity or gas contained in a volume
of one cubic foot at a standard temperature of 0O degrees Fahrenheit and a standard
absolute pressure of 14.65 pounds per square inch;

(4) economically affected municipality” means a municipality the
commissioner of revenue detennines will be reasonably required to provide additional
public services under the terms proposed in an application approved under
AS 43.82.140(a); the commissioner may consider historical data from construction of
the Trans Alaska Pipeline System, and information submitted by a municipality in

makino the determination;

(5) "economic proximity" means the distance within which a person
may be willing to design, construct, and operate a gas line to provide service to a local

consumer;

CSHB 393(0&G) -26- HB0393b
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(6) "economic rent” means the estimated total gross revenue less
estimated total costs for a qualified project over the term of a contract under
AS 43.82.020, measured in undiscounted nominal dollars; for purposes of this
paragraph, total c »¥tsdo not include a rate of re'um on capital, financing costs, or any

payments to governments;

(7) "full prtject funding™ means full approval by a party to a contract
under AS 43.82.020 fo: th. expenditure of the capital necessary for construction and
operation of the approved qualified project that is subject to the contract;

(8) "gu has the meaning given in AS 43.55.900;

(9) "gDup' means two or more persons;

(10) T ase or property"” has the meaning given in AS 43.55.900;

(11) *"periodic payment™ means payment made in lieu of one or more
other taxes under a ontract under AS 43.82.020;

(12) "revenue-affected municipality” means a municipality that the
commissioner of revenue reliably expects will be restricted from imposing a tax, or a
portion of a tax, as a result of implementation of a contract developed under this
chapter;

(13) ‘"sti inded gas™ means gas that is not being marketed due to
prevailing costs or price conditions as determined by an economic analysis by the
commissioner for a particular project.

Sec. 43.82.990. Short title. This chapter may be cited as the Alaska Stranded
Gas Development Act.

*Sec. 4. AS 29.10.200 is amended by adding new paragraphs to read:

(54) AS 29.45 810 (exemption from municipal taxation);

(55) AS 29.46.010(b) (exemption from municipal assessment).
* Sec. 5. AS 29.45 is amended by adding a new section to read:

Sec. 29.45.810. Exemption from municipal taxation, (a) A party to a
contract approved by the legislature as a result of submission of a proposed contract
developed under AS 43.82, and the property, gas, products, and activities associated
with the approved qualified project that is subject to the contract, are exempt, as

specified in the contract, from all taxes identified in the contract that would be levied

HB0393b CSHB 393(0AG)
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and collected by a municipality under state law as a consequence of the participation
by the party in the approved qualified project.

(b) This section applies to home ruh and g-ncral law municipalities.

* Sec. 6. AS 29.46.010 is amended by adding a new subsection to read:

(b) Notwithstanding (a) of this section, a party to a contract approved by the
legislature as a result of submission of a proposed contract developed under AS 43.82
is exempt, as specified in ihe contract, from assessment under this chapter against real
property associated with the approved qualified project that is subject to the contract.

* Sec. 7. AS 36.30.850(b) is amended by adding a new paragraph to read:
(38) contracts between the commissioner ofrevenue and an independent
contractor under AS 43.82.240.
* Sec. 8. AS 43.20.072 is amended by adding a new subsection to read:

(h) A taxpayer that has signed a contract approved by the legislature as a result
of submission of a proposed contract developed under AS 43.82 providing for
payments in lieu of the tax under this chapter and that has nexus with the state solely
as the result of the taxpayer's participation in the “proved qualified project that is
subject to the contract or would not, but for such participation, be engaged in the
production of oil or gas from a lease or property in this state or engaged in the
transportation of oil or gas by pipeline in this state, is not required to file a return
under this section unless required to do so by the contract.

*Sec. 9. AS 43.20.073 is amended by adding a new subsection to read:

(h) A corporation that has signed a contract approved by the legislature as a
result of submission of a proposed contract developed under AS 43.82 providing for
payments in lieu of the tax under this chapter and that has nexus with the state solely
as the result of the corporation's participation in the approved qualified project that is
subject to the contract is not required to file a return under this section unless required

to do so by the contract.
* Sec. 10. SEVERABILITY. Under AS 01.10.030, if any provision of this Act, or the

application of a provision of this Act to any person or circumstance, is held invalid, the

remainder of this Act and the application to other persons or circumstances is not affected.

* Sec. 11. This Act takes effect immediately under AS 01.10.070(c).
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Journal Text for HB393 in the 20th Legislature H
Full Journal
02-11-1998 Bouse Journal 2281
HB 393

eAn Act relating to contracts with the state establishing payments
in lieu of other taxes by a qualified sponsor or qualified sponsor
group for projects to develop stranded gas resources in the state;
providing for the inclusion in such contracts of terms making
certain adjustments regarding royalty value and the timing and
notice of the state®s right t take royalty in kind or in value from
such projects; relating to the effect of such contracts on municipal
taxation; and providing for an effective date."

was read the first time and referred to the House Special Committee
on Oil U Gas and the Finance Committee.

The following fiscal notes apply:

Fiscal note, Dept, of Natural Resources, 2/11/98
Fiscal note, Dept, of Revenue, 2/11/98

The Governor®s transmittal letter dated February 9, 1998, appears
below:

"Dear Speaker Phillips:

Today 1 am transmitting the Alaska Stranded Gas Development Act to
advance the development of Alaska s vast supply of North Slope

natural gas. This legislation follows the recommendations of the North
Slope Gas Commercialization Team which was established by

legislation last year to build a framework to improve the economic
feasibility and competitiveness of a North Slope gas project.

The bill authorizes the state to negotiate contracts with project
sponsors to improve the economic feasibility of developing stranded

gas on the North Slope. Contract payments would replace some or all

of the state and municipal taxes applicable to the gas project including:
1) state and municipal ad valorem property taxes; 2) production or
severance taxes; and 3) state corporate taxes. The state®s royalty share
of produced gas would not be subject to such a contract. Contract
payments would be designed to improve project economics by "back—

end loading” tax liabilities to allow project investors to begin to
recoup some of their investment before facing a heavy te burden.
02-11-1998 House Journal 2282
HB 393

The contract payments would also be designed to provide the state

with an increased share of the project"s revenue if energy prices
increase or if the sponsors are able to substantially decrease anticipated
project construction costs.

Such contract payments were envisioned in both the House Concurrent
Resolution relating to North Slope gas and the gas commercialization
team bill passed last year. While the bill is unijue in many respects,
there are precedents for this type of incentive. For example, the LNG
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project on the Kenai Peninsula, which provides significant jobs and
production and property tax revenue, benefited directly from the
Alaska Industrial Incentive Act which provided tax advantages critical
for development.

There are several major benefits to the approach authorized in the bill.
Fiscal arrangements can be tailoredto the specific economics of a gas
project. Contractual payments are more likely to provide predictability
for potential 1investors in a project. This method also addresses the
critical element of local taxes by providing a mechanism for ensuring

a steady payment stream to municipalities over the life of the contract.

Local hire and the use of local businesses in any project are also

str ssed in the legislation. Employers participating in the project are
required to advertise locally for available positions, use Alaska job
service organizations, and employ qualified Alaska residents and
Alaska-owned businesses to the fullextent permitted by law.

Any contract negotiated by the Administration would be subject to
legislati,re review and public hearing. Additionally, 1 would encourage
the legislature to require legislative approval of a contract because of
the appropriate role of the legislature in such a unique and significant
decision. Furthermore, 1if such a contract in lieu of taxes was
considered a tax, the legislature may well be required to approve such

action by law.

The bill recognize.: that in the process of negotiating a contract io may
be necessary to review confidential company data if the state 3 best
interests are to be advanced. The bill strikes a balance between the
public®s right to review the basis for the contract and the company®s
right to protect proti c”ary information from their competitors.
02-11-1998 House Journal 2283
HB 393

Confidentiality of proprietary information is limited to items that, if
revealed, would bouh affect a company®s competitive position and
significantly diminish the commercial value of the information.

The Stranded Gas Development Act is a critically important step in our
efforts to realize the benefits of the enormous gas resources on the
North Slope. While it is true a number of other factors must be
addressed before a North Slope gas project becomes a reality, such as
project cost reductions, market conditions, and the need for more
favorable federal tax laws, this bill lays the necessary groundwork for
our success. I urge your prompt and favorable action on this measure.

Sincerely,
/s/

Tony Knowles
Governor"

Bill Root: [
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House SPECIAL COMMITTEE ON OIL & GAS Minute [H

Feb 19, 1998

HB 393 - DEVELOP STRANDED GAS RESOURCES

CHAIRMAN HODGINS stated that the committee would now hear HB 393,
"An Act relating to contracts with the state establishing payments
in lieu of other taxes by a qualified sponsor or qualified sponsor
group for projects to develop stranded gas resources in the state;
providing for the inclusion in such contracts of terms making
certain adjustments regarding royalty value and the timing and
notice of the state®"s right to take royalty in kind or in value
from such projects; relating to the effect of such contracts on
municipal taxation; and providing for an effective date.™ He asked
Commissioner Condon to give his presentation.

Number 0167

WILSON CONDON, Commissioner, Department of Revenue, stated that he
was the chairman of the gas commercialization team, created by HB
250. He stated that HB 393 was introduced by the Governor and if
enacted, would be called the Alaska Stranded Gas Development Act.
He stated that he wanted to talk about the objective of the bill,
the development of stranded gas in Alaska. He stated that
Commissioner Shively and himself would testify about some
provisions in the bill and then he would address the following
seven policy issues: Alaska hire, gas supplies for local
communities, municipal sharing in project revenue, confidentiality
of information, Legislative approval, the question of whether one
legislature can bind future legislatures with respect to the
project"s fiscal system and the delegation of tax and pow<r.

Number 0295

COMMISSIONER CONDON stated that a lot of gas has been discovered on
the North Slope. He stated that in the Prudhoe Bay Reservoir, one-
quarter of the recoverable energy that 1is available is in the form
of gas. There has also been a big gas discovery on the North
Slope, he asserted that the question that needs to be ask.J is why
can"t these resources be developed like oil and why do they appear
to be stranded today. He explained that the reason is because it
takes a lot more plumbing and more expense to haul an equivalent
unit of energy in the form of gas to market then it does for a unit
of energy in the form of oil.

Number 0366

COMMISSIONER CONDON referred to the proposed project to take North
Slope gas as liquefied natural gas (LNG) to Asia. The facilities
for that project would include a conditioning plant, a pipeline, a
liquefaction plant and ships. This project will cost about the
same in nominal dollars as the oil pipeline in hauling the North
Slope oil to market. Yet the proposed North Slope Gas Project will
carry an energy equivalent of about 400,000 barrels of oil a ..ay to
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market. He oointed out that it is one-third or less 1in energy
equivalents of the oil stream that is going to market. Therefore,
the situation is that there is the 3ame dollar cost spread over
one-third the amount of energy.

Number 0436

COMMISSIONER C >NDON stated that currently there are two
possibilities for commercializing the North Slope Gas Resource: the
above-mentioned LNG project, pipelining gas to tide water,
liquefying it there and then transporting the LNG to Asian markets,
or a gas-to-liquids (GTL) project. This project would convert
North Slope Gas to liquids that could be transported through taps.
It is the state ® belief that the proposed LNG project has the best
chance of commercial success. He pointed out that it would be
helpful to review the alphabet soup of LNG, natural gas liquids
(NGL) and GTL"s. He stated that th liquids in each of them are
quite different. He held up a model of a methane molecule which
has one carbon molecule and f>ur hydrogen molecules at the center.
In order to make LNG, it is a physica®. process and this is what
makes up the gas, it makes up 90 percent of the "good stuff". This
"stuff” would be pipelined from the North Slope to Valdez or Prince
William Sound to a liquefaction plant and then it would be cooled
to minus 260 degrees Fahrenheit, and in doing so it becomes a
liquid. The liquid is then hauled to Asia where it would be re—
gasified and distributed through a pipeline system to a power plant
and a town gas delivery system.

Number 0639

COMMISSION CONDON stated th : he wanted to talk about NGL®"S, a
substance which 1is present in natural gas but can be liquefied and

sold as propane, butane and others. Currently, these gases are
recovered out of the gas stream on the North Slope. Propane is
made up of three carbon molecules and eight hydrogen molecules. He

explained that it is one of the substances that comes out of the
gas stream of Prudhoe Bay and used as miscible injectant to
increase the recovery of oil 1in the reservoir. He stated that
butane consists of four carbon and four hydrogen molecules. It is
also recovered in the central gas facility of Prudhoe Bay and 1is
blended with the crude oil and sent to market. He stated that
substances which were generally thought of as gas are marketed from
the North Slope as part of the crude oil springs.

Number 0802

COMMISSIONER CONDON stated that he would talk about the chemical
conversion of the substance methane into another chemical

substance. This molecule is taken apart to achieve the conversion,
the molecules are then put into another chemical process and
constructed into another substance. He stated that the desired
result is the molecule decane, which consists of 10 carbon
molecules and 22 hydrogen molecules. He explained that what often
happens is a molecule that had 20 carbon molecules and 42 hydrogens
molecules which 1is wax. This cannot be prevented, therefore, there
needs to be a facility in the project that will take that apart
again to result in the two decane molecules.

Number 0965
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COMMISSIONER CONDON explained that a year and a half ago the
department retained a Dr. Pedro van Meurs, a consultant that talks
to governments around the world that are trying to structure their
fiscal systems to develop resource? Dr. van Meurs was retained to
see if there was something that the state could do to improve the
economic viability of a North Slope Gas Project. His
recommendations were that in order to be able to compete against
other political entities, restructuring of the state and local
fiscal regime should be considered to make it competitive with the
fiscal terms that are being offered in respect to other grass roots

projects around the Pacific Basin. Specifically, modify the front
-end loaded fiscal system to one which is a back-end loaded and
modify it i. a way that it would be more progressive. This could

be risking some of revenue that may be received in the event of low
energy prices in exchange for receiving a higher share, if energy
prices turn ou* to be high. He recommended increasing the fiscal
certainty of the arrangements that are put in place, by embodying
them in a contract. He also recommended that federal decision
makers be engaged and that there 1is a succinct modification of
federal fiscal terms so that they would also facilitate the

project
Number 1118

COMMISSION CONDON stated that both state and local fiscal systems
are just part of what is needed to come together before a North
Slope gas project is going to be viable. There needs to be
significant reductions in the cost and there needs to be favorable
market conditions in order to have a successful resource to market.
House Bill 393 would provide for payment, in lieu of taxes, for
sponsors of a stranded gas project. He explained that existing
taxes including production, property and corporate income taxes
could be replaced by a single periodic payment that is more closely
related to the projects profitability. And gives state and local
governments more of a share of the projects economic grant later on
in the life of the project. He stated that the provisions in the
bill that lays out the above mentioned proposition is in AS
43.82.020 and AS 43.82.210(a)

Number 1205

COMMISSIONER CONDON explained that stranded gas is gas that the
commissioner determines to be uneconomic or uncompetitive to
develop under prevailing economic or competitive conditions. He
stated that the definitions are listed in AS 43.82.900(10). He
stated that if thr fiscal regime is embodied by a contract that is
negotiated by the state, it will enhance the viability of a project
for two reasons: First, it increases certainty regarding the
return investors can expect because it decreases the possibility
that the government®s portion will rise unexpectably in the future.
Secondly, it will increase certainty regarding the return investors
can expect and therefore reduce the financial risks taken by the
investors. He stated that it means that they will require a lower
rate of return to compensate them for investing in a project. He
stated that the department believes that is a sound justification
for tailoring a fiscal system for a stranded gas project on a
project by project basis to a fiscal contract.

Number 1325
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COMMISSIONER CONDON stated that under the proposed bill the
potential project sponsors come to the commissioner with a proposal
for development. The proposed AS 43.82.110 would require that a
qualified sponsor or a sponsor group must intend to own an equity
interest in the project or commit gas to the project. In addition,
they must either own 10 percent of the gas that the project
proposes to market, hold the neces”ry permits to construct the
project or have a sufficient network or borrowing capaci y to get
the project moving.

Number 1370

COMMISSIONER CONDON stated that a qualified project must be a
proposal to develop 500 billion cubic feet or more of uncompetitive
gas within 20 years from the project™ commencement and it must be
capable of satisfying local and state demand within the proximity
of the project. These requirements are listed in AS 43.82.100.

He explained that a qualified sponsor must also come in with a
qualified plan and present that plan in the application, this is
found in the bill under AS 43.82.120(b). A qualified client must
have a proposal which reflects anticipated diligent development, it
can not conflict with pertinent oil and gas lease terms and it has
to be satisfactory for making gas available for instate demand
within the proximity of the project. He stated that if there is a
qualified project, qualified plan and qualified sponsor, the bill
provides a review process to determine whether it is possible to go
on and negotiate a contract. He stated that in respect to whether
the applicant and the project are qualified, it is a determination
made by the commissioner of revenue. Whether a project plan is
satisfactory it would be made jointly by the commissioners of
revenue and natural resources. This 1is stated in AS 43.82.120-150.

Number 1518

COMMISSIONER CONDON stated that if the prospective sponsor was
qualified in all respects then the application would be initially
approved and the negotiation process would beain. He stated that
the contract negotiations process is covered by AS 43.82, Sections
200 to 270, pages 10-17. The important point being that the

fiscal terms are to be tailored to the particular economic
conditions faced by the project. They are to be developed by the
commissioner of revenue after reviewing the pertinent technical and
market data. The commissioner of revenue may employ an independent
consultant with the cost to be reimbursed by the applicant. The
commissioner of natural resources may negotiate terms to be
included in the contract that deal with certain aspects of the
royalty. He stated that once a proposed contract is in place there
is a period for public comment and legislative review. He stated
that the provisions that deal with that aspect of the bill are AS
43.82.400-420 pages 19-21.

Number 1611

COMMISSIONER CONDON stated that once a tentative contract has been
negotiated, the commissioner of revenue is required to present the
contract along with preliminary findings and a determination that

the contract is in the long term fiscal interests of the state. He
stated that the bill provides for legislative review but not
legislative approval. After the opportunity for the general public

and the legislature to review what the commissioner proposes to do,
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the commissioner may then enter into the contract and can change
the terms of the contract provided that the long term fiscal
interest of the state remains protected.

Number 1654

COMMISSIONER CONDON stated that there are eight basis principles of
contract development that are set forth in the proposed bill under
AS 43.82.210(b), pages 10-11. He explained that in negotiating the
contract the commissioner of revenue would be obligated to (1)
improve the competitiveness of the proposed gas project, (2)
develop a contract that was fair to both the state and to the
projects sponsors under a wide range of economic circumstances, (3)
provide fiscal terms that were progressive; state and local
governments could take more if the economics turned out to be rich,
(4) back-end loaded fiscal terms, (5) fiscal terms which recognize
the sponsors need for a share of the up-side potential, (6) state
and local governments should take a significant share of the
proposed project economic grant, (7) clear and unambiguous terms
and (8) the use of cost formulas for administrative certainty and
efficiency were appropriate. He deferred to Commissioner Shively
for some comments on the royalty provisions on the bill.

Number 1755

JOHN SHIVELY, Commissioner, Department of Natural Resources, stated
that AS 43.82.220 contains the royalty provisions. He explained
that the department has not suggested a change in royalty rate, it
would stay the same. The issue that could be negotiated on, is the
timing of how they take in-kind versus in-value gas. Currently,
the are operating under the royalty oil contracts and can change
the amount of royalty oil or gas that is taken on a monthly basis,
as long as six months notice 1is given. This causes potential
problems for any project sponsor that is involved in long-term
contracts. He pointed out that is an area that may require some
negotiation during the review of the project proposal. He stated
that the second thing to look at is how the royalty is determined.
He stated that in the past there has been a number of disagreements
regarding the evaluation methodology with the industry.

Number 1839

COMMISSIONER CONDON stated that he would run throughout the sever,
policy issues. He explained that on the issue of Alaska hire, both
the U.S. and Alaska Constitution limit the legislature®s ability to
impose local hire obligations in terms of exercising the
legislature®s police powers. He continued that the state does have
more flexibility to achieve local hire objectives when it enters
into contracts but it does run into problems, however, when the

legislature mandats that it must be put into contracts. He stated
that it is a difficult area and one which has to be approached with
some delicacy. He stated that the local hire provisions are all

found in the proposed AS 43.82.230, pages 13 to 15. He stated that
the department would like to recommend a change to the definition
of an Alaska resident. The definition in the bill is a person who
has received a permanent fund dividend or any two of the following,
a drivers license, a hunting fishing or trappers license, voter
registration or motor vehicle registration. He stated that the
drivers license and motor vehicle registration provision should be
deleted so that it would be a permanent fund dividend or a hunting,
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fishing and trapping license and voter registration. In order to
make those changes on page 15, line 5, an "and"™ would need to be
added at the end of the line and strike the language on lines 8 and

9
Number 1967

COMMISSIONER CONDON addressed the issue of gas to communities. He
stated that requiring project sponsors to subsidize local gas
consumption would increase the project costs and have a dependency
of pushing project economics in the wrong direction. He stated
that they are trying to increase the likelihood that the project is
going to come into being. He stated that they are going to be
requiring a reasonable provision of gas to communities and they
need to figure out ways to reduce the uncertainty regarding the
quantity of gas that the project is going to be required to deliver
to local users. This is so that requiring Alaska deliveries is not
a disincentive to the project.

Number 2016

COMMISSIONER CONDON stated that the third area is municipal revenue
sharing. Clearly, the single step that both state and local
governments can take to improve economics of this project is to
relieve the project of the tax burden of a local property tax
before the project goes into operation. He stated that the state
and local governments will feel the largest negative impact from
the project in terms of providing social services and the social
disruption that occurs with a large project. He pointed out that
the question is whether or not it is worth it. He stated that
there is the question of how municipalities shou .d share in the
revenues geneiated by a fiscal contract. Whether municipal
governments should be at the table, is a question that the
legislature needs to address. He pointed out that the bill does
not provide for that now and it if it were made to include thenm,
negotiations would be more cumbersome.

Number 2107

COMMISSIONER CONDON addressed the area of confidentiality, trade
secrets would be held in confidence by the state. That information
would be shared among the pertinent executive branch agencies and
the legislature, but would be kept confidential as long as they
truly were trade secrets. The memorandum and documents generated
during the negotiation process would remain confidential during the
negotiation process but would be entirely open and available for
review once the review of the contract began. He stated that it is
stated in AS 43.82.310(F).

Number 2171

COMMISSIONER CONDON addressed the issue of legislative approval of
the contract. Formal legislative approval of any fiscal contract
involving the taxation of stranded gas is important for both policy
and legal reasons. The Governor strongly supports formal
legislative approval and has pledged to require it even if a
legislature enacts legislation without legislatively inserting that
requirement. He stated that the bill did not include this
requirement because he was advised against it due to technical

constitutional reasons.
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Number 2276

COMMISSIONER CONDON stated that the final 1issue is, can one
legislature bind future legislatures with respect to the tax
liability of a project. He stated that the Department of Law has
concluded that it is not possible to bind future legislatures. He
stated that it could be done with a properly written fiscal
contract which raises the issue of if the legislature wants to test

that authority. The considerations are what the legislature
believes 1its power ought to be and what effect litigation would
have on this project. He stated that he thoug" <= would be wiser

to avoid litigation and the exploration of the _rsue of what the
extent of legislative power 1is.

Number 2372

CHAIRMAN HODGINS stated that he would like to have a presentation
by the producers and that the majority of the work be done 1in this

committee.
Number 2417

REPRESENTATIVE JOE RYAN stated that the bill requires a deep leap
of faith on the part of the legislature. He stated that it is time
to get to the serious negotiations of what the resources are worth
to state of Alaska and how far Alaska is willing to go to sell the
project. He stated that there has not been any testimony as to the
potential of the project.

TAPE 98-11, SIDE B
Number 0033

REPRESENTATIVE RYAN stated that the commissioner of revenue through
the bill 1is given a lot of power and he questioned if that was

wise.

CHAIRMAN HODGINS stated that at a earlier meeting Dr. Pedro van
Meurs®™ testified that he thought there was approximately $150
billion worth of revenues. He stated that Dr. van Meurs would be
back at a later date to answer those questions.

Number 0064

REPRESENTATIVE KEMPLEN asked that on page 7, line 5 "proximity of
the project” 1if the definition could be nailed down better than as
stated. He questioned if it was just within 10 miles or does it
extend to a pipeline that goes out to Southcentral Alaska.

Number 0099

CHAIRMAN HODGINS stated that it is his hooe that committee members
will pick the bill apart and make sure t. at there are no unanswered
questions. He stated that HB 393 will be held over for further

consideration.
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Feb 24, 1998
HB 393 - DEVELOP STRANDED GAS RESOURCES

Number 0058

CHAIRMAN HODGINS announced the committee would hear HB 393,"An Act
relating to contracts vith the state establishing payments in lieu
of other taxes by a qualified sponsor or qualified sponsor group
for projects to develop stranded gas resources in the state;
providing fov thf inclusion in such contracts of terms making
certain adjustme s regarding royalty value and the timing and
notice of the state®s right to take royalty in kind or in value
from such projects; relating to the effect of such contracts on
municipal taxation; and providing for an effective date."™ He
stated that the committee would hear testimony from the producers.

Number 0151

GEORGE FINDLING, Business Development Advisor, Gas
Commercialization Group, ARCO Alaska, Incorporated, read the
following statement into the record: "Today, | would like to both
express ARCO"s overall support for HB 393 and discuss how this
legislation fits into ARCO®"s plans for commercializing its very
large gas resource on Alaska®s North Slope.

"First, Mr. Chairman, our North Slope Gas Commercialization
Manager, David Lawrence was unable to be here today. He hoped you
would understand, though when you learned that he is in the Far
East continuing efforts to facilitate the self assembly of a viable
sponsor group for an Alaskan LNG project. Let me expand on this
for just a moment.

Number 0219

"Several weeks ago, in January, ARCO sent out letters of inquiry to
determine the level of interest of those who could potentially help
advance a very large, complex, international LNG project in Alaska.
Basically, the letters requested, under provisions of
confidentiality, the opportunity for us to present a potential plan
and discuss alternative ways forward. Since then, we have received
many positive responses to the letters and have initiated
presentations. This week, David is leading an ARCO Alaska team to
the Far East for further presentations. I wish I could be more
forth coming and provide further details, but the formation process
is in the fragile early stages and we do not want to complicate it
by making representations for others. As 1is always our policy,
when there are Developments which can be discussed, we will do so

pro-actively.

"I would like now to turn to the bill being considered by the
committee. Looking back, the legislature is to be congratulated
for enacting HB 250 last year. As you know, that bill created a
substantial and cooperative effort during 1997 by the state ™ gas
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commercialization team and interested parties. This effort has
lead to the proposed legislation now contained in HB 393. I would
like to over view the bill and then briefly elaborate on how HB 393
supports ARCO"s plans.

dumber 0447

“First, 1 would like to make three main observations about HB 393.

“1t provides the framework under which a competitive fiscal systen
can be developed. In our view, the framework legislation opens the
door for cooperative action, in parallel with developments in other
aspects of the project, to help to try to make an Alaskan project
commercially viable. We see many important general provisions in
the bill. It will not place inordinate demands on the state®"s
staff because it allows the state to entertain applications fronm
only serious parties. It is balanced in keeping sensitive and
proprietary information confidential, yet provides for public
scrutiny of essential aspects leading to the fiscal system. It
promotes Alaska hire and in-state gas matters. It accommodates
current uncertainties in technology, project approach, development
timing and fiscal system development. Finally, it is also
important to recognize that HB 393 does not in itself, create any
unilateral and irrevocable commitments, which 1is appropriate at
this early stage of project maturity.

"Secondly, under this legislation, the fiscal system is provided by
long-term contract, and this cun be very powerful 1in improving
competitiveness. The execution of a fiscal contract near to the
time of project sanction can give a level of fiscal stabiHty which
is both leveraging to the economics and competitive with other gas-

rich piovinces.

"Third, we would support the addition of language calling for
legislative approval of any contract. Not only 1is it appropriate
in such a unique and significant decision, but this process of
legislative action can significantly improve the durability and
stability of the fiscal system.

"Mr. Chairman, 1 would like now to turn to how the legislation
telates to the ARCO"s plans. In our November testimony to this
committee, we described how ARCO 1is moving forward on a four point
plan to try to achieve economic viability of an Alaskan LNG

projt t. For reference, | can provide copies of the testimony.
Today, I would like to discuss the interrelationships between our
plans and the legislation.

"We see that the fiscal legislation both enables development to
continue and integrates well into our activities. Let"s look at
those aspects in the context of a time-line.

Number 0627

"As we have said in the past, our current planning basis has the
start up of an LNG project in late 2007, if everything goes right.
And this makes 1998 important because a phased conceptual
engineering effort should get underway later in the year to stay on

track. This engineering is needed to establish confidence in and
further reduce estimated project costs, which are essential to the
project economics. It is also needed to develop the information

http://www.legis.state.ak.us/basis/get_single_minute.asp?session=20<S.beg_line=0105&end.

Page 2 of 18

.. 4/21/2006


http://www.legis.state.ak.us/basis/get_single_minute.asp?session=20%3cS.beg_line=0105&end

House SPECIAL COMMITTEE ON OIL & GAS Minute 20 Legislature Pag-3c

necessary to develop proposals to potential gas buyers and to
proceed with other project development activities.

min order for this next stage of engineering to commence. * sponsor
group needs to be in place that can advance the project and share
in the costs. In our preliminary discussions with potential
sponsors, they have responded very positively to the prospects of
framework fiscal legislation like that of HB 393. For ARCO
specifically, we see passage as an critical signal of the long term
willingness of the state to help make the project competitive.

mlooking forward, HB 393 integrates well into our LNG project
development plans. As the technical work matures and the sponsor
group gels, the bill allows an implication to be submitted for a
fiscal contract. In our view, and again using our planning basis,
the development of a fiscal contract- should commence no later than
2000. Since the bill is written generally, it does allow for
flexibility in the timing of the application, the project structure
and the nature of the new fiscal system, which are three important
uncertainties right now. Under the bill, the fiscal contract can
be developed in parallel with the other major agreements, such as
sales and purchase agreements. Again, wusing our planning basis, it
is our view that the fiscal contract should be in place no later
than sometime in 2002. With that, the major agreements could be
consummated and project sanction could occur, sometime in the 2003
time frame.

"Mr. Chairman, now I must pause for an important reality check. As
I said above, a 2007 start-up is our planning basis. But keep in
mind that meeting such a start up requires that everything fall in
place, almost without a hitch. Most importantly, we ultimately
have to have a commercially viable project before it can be
sanctioned. Simply stated we are trying to turn what is today a
non-competitive project into a competitive project. It should be
recognized that this effort may not succeed: for example, 1in the

long term, we might not be able to get costs down or cost
uncertainty down; the federal government may chose not to provide
the essential fiscal modifications that | described in my November
testimony and the market may not be able to be developed at prices
that can sustain an Alaskan project. In the shorter term, we may
have difficulty attracting sufficient potential sponsors or we may
find some other insurmountable hurdle. The bottom line message is
that any time-line can change and that moving forward on each step
requires success in the previous steps. Nonetheless, ARCO
continues to be committed to trying to find a viable way forward by
pursuing critical technical, fiscal and commercial avenues.

"As we mentioned in our November testimony before this committee,
gas-to-liquids 1is our dark horse case for commercializing North
Slope stranded gas. Without negatively impacting our Alaskan LNG
development efforts, our Plano research group 1is trying to advance
the technology in parallel. Critical to this effort is our
licensing agreement with SyntroleuM and our planned pilot test at
our Cherry Point refinery this year. We are pleased to see that HB
393 does not preclude this option for commercializing stranded gas.

"My final comments relate to commercial regulation, a topic that is
not directly the substance of HB 393. As you may recall, this
topic was addressed in 1997 by the gas commercialization team under
the auspices of HB 250. It was alsc addressed in our November

'8
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testimony before this committee. While ARCO anticipates that state
legislation is probably needed, we think more work needs to be done
to develop an appropriate proposal. We would anticipate that the
particulars of how instate gas will be handled will be part of that
commercial regulatory approach. While this topic is not ripe for
HB 393, we know that gas for local communities is a vital concern
that can not be forgotten. Therefore, we support the current
wording in HB 393 addressing this topic in the application process.

"In closing, ARCO 1is co.unitted to trying to commercialize it"s ANS
[Arctic North Slope] gas as evidenced by our proactive plans. \We
think that the prospects of success in this effort can be
substantially improved by a cooperative effort with the state. By
that measure, HB 393, 1is an essential step in development and we
make this statement of support for the bill.

"Mr. Chairman, thank you for the opportunity to testify. I would
be happy to address your questions."

Number 0832

WAYNE LEWIS, Vice President, Yukon Pacific Corporation, stated that
Yukon Pacific Corporation is a business unit of CSX Corporation a
$17 billion transportation company, whose headquarters are in
Richmond, Virginia. CSX also owns Sea Land, a major container
shipping company serving Alaska. He stated that they agree with
virtually all of Mr. Findling"s testimony. The area of
disagreement falls in their time-line. He believed it to be
passive given the work that 1is already done. He commended ARCO"S
efforts to assemble a project sponsor group. The absence of a
sponsor group is the single biggest handicap, that the project
suffers from. That change will be vital and they welcome the
efforts of ARCO.

Number 0922

MR. LEWIS stated that Jeff Ownerfeld is in Washington D.C. to help
lay the ground work for the federal counterpart of the bill. He
stated that the state®s consultant, Dr. Pedro van Meurs advised the
committee that the effort on the federal level should be directed
primarily towards the change in the federal tax law to allow an
accelerated depreciation schedule for a North Slope source LNG
export project. He explained that this change together with the
progressive and aggressive post-government attitude embodied in HB
393 will enhance return on equity and reduce risk to all investors.
The combined efforts by the Governor, the legislature and local
governments, send a clear and forceful message to the markets and
to the competitors that Alaska is committed and unified in this

undertaking.

Number 1050

MR. LEWIS asserted that Yukon Pacific strongly endorses HB 393. He
stated that the bill provides a rigorous qualification process for
proposed project sponsors and proposed qualified projects. At the
same time, this legislation recognizes the critical role of the
state an” local governments to directly influence the outcome or
success of a new Alaska LNG project, proposing to serve Asian
markets around the year 2005 and for many decades thereafter. He
stated that the legislation recognizes close cooperation and
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coordination by the host governments, through their combined
resource ownership and taxing interest. He stated that it is
essential just as it has been essential to the success of all major
LNG projects stretching from Qatar to Indonesia. He stated that
direct government participation at a variety of levels and in many
ways is the norm and not the exception in world scale LNG projects

Number 1142

MR. LEWIS stated that 30 years ago, Alaska, with the Phillips
Marathon LNG project and the Unocal fertilizer plants did the same
thing as today. He stated that these are the biggest gas
developments anywhere in Alaska, although the state did not take a
direct equity interest in the projects at the time. He pointed out
the that project sponsors were granted a 10- year tax holiday which
was fundamental to the development of these now highly successful
enterprises. He stated that John Horne, Vice Chairman of Marketing
Yukon Pacific Corporation, was the key player in the Phillips
Marathon LNG project. He stated that Mr. Horne told him that the
financial commitment involved in that project was the largest
commitment that company had ever made to a single project at that
point. The fundamental decision in the state®s decision was the
state®"s tax holiday for that project.

Number 1319

REPRESENTATIVE JCE RYAN drew Mr. Lewis®"s attention to page 5, line
29, and asked if he thought 1is was rather broad language. He asked
where the interest for the state®s share and the state*s fiduciary
responsibility as exercised by this b dy come in to play, under
such broad terms.

Number 1368

MR. LEWIS responded that Yukon Pacific Corporation, heartily
endorses an amendment to this legislation which would provide for
legislative approval of any contract negotiated under the
provisions of this bill. Regardless if it is a North Slope gas
project or a Cook Inlet gas project. He stated that Representative
Ryan is right that, they do not know now what a contract will look
like between a project sponsor group and the state of Alaska. This
is because they need to better defii e the cost of a North Slope
project. He pointed out that there may not be a lot that is
required of the state if the cost can be lower significantly. He
stated that he thought this process which empowers the commissioner
of revenue to learn the details and negotiate a deal to be the best
way to do this. He felt it would be best for the contract to come
before the legislature after it is negotiated and not before.

Number 1448

REPRESENTATIVE RYAN stated that he heard testimony that this was
going to financially be a difficult project to put together as
investors were looking at a 17 percent return over the life of the
project and for various other conditions and uncertainties with

markets and developments. He "tated that now things have changed
as people are stating that it looks like a good deal. He asked
what he thought of the proposition of the state becoming a partner
under the following conditions: The state will have a royalty

share, 1issue a gas index bond and sell it as a hedge to the gas
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buyers, and the return on their equity portion, to lower the risk
for other investors, would be what the stock market has been for
the last 60 years, 8.5 percent. He explained that this is
considerably lower that the 17.5 percent of the market, considering
they are going to pay taxes and royalties on the project.

Number 1526

IR. LEWIS responded that if the state did invest, it she Td only be
because it is a good deal, as any investor would approach a
project. He stated that he did not have a very good answer to his
question.

Number 1557

REPRESENTATIVE RYAN stated that at no time would he advocate the
permanent fund investing in this project, the bonds would be sold
using the royalty gas as collateralizing the bonds. He stated that
1.5 would be a reasonable return.

REPRESENTATIVE ALAN KEMPLEN stated that the legislation gives the
framework for which the sponsor group can present their proposal to
the utate. He asked if it would be appropriate to have, 1in the
framework, a section asking any proposed applicants to address the
issue of state participation and how they would propose the state
could participate in the project.

Number 1633

MR. LEWIS stated that he could not speak for the other producers or
proposed investors but he thought it was an excellent idea.

Number 1650

REPRESENTATIVE NORMAN ROKEBERG stated that he has some major
concern with the terms of the bill that would have an at-ected
municipality sitting at the table and bargaining with them. He
asked how Mr. Lewis felt about that from a business perspective.

Number 1681

MR. LEWIS responded that it is similar to the question of how
government entities whether it is the state or municipalities, take
an equity position in the project. He stated that the mechanism
for th t has only vaguely been discussed in terms of property tax
relief in exchange for an equity position 1in the project. He
stated that they do not have the answers. He stated that the
cooperative spirit that everybody needs to go forward is in place
and how to build on tnat is the question they are asking.

Number 1739

REPRESENTATIVE ROKEBERG stated that one of his concerns is the more
players there are, the tougher it will be to make a deal. He
stated that as he understands the bill allows equity as one of the
alternatives but really speaks to the issue of "in payment of lieu
of". He asked Mr. Lewis how he perceived this.

Number 1809
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MR. LEWIS responded that his model is the Pedro van Meurs *model
which really speaks to the position on the question of front-end
loaded systems and how to levelize those payments so that the
project is not penalized in its early years.

Number 1812

REPRESENTATIVE ROKEBERG stated that Mr. Lewis has lived in the
municipality of Anchorage for thirty to forty years and asked if he
would define an affected municipality to be including the
municipality of Anchorage, particularly in light of the history of
the past pipeline construction and the impacts on Anchorage.

Number 1831

MR. LEWIS responded that he would define municipality as a
potentially affected municipality.

Number 1831

DAVID BROOKS, Manager, Alaska Gas, British Petroleum (BP)
Exploration (Alaska) 1Inc., read the following statement into the
record: "In this position | am responsible for managing BP"s
initiatives to commercialize North Slope gas. Those initiatives
include the possible liquefied natural gas export project and the
development of economic technology for the conversion of gas-to-
liquid hydrocarbons, the so called gas-to-liquids technology.

"l have been with BP for 23 years and involved in the gas business
for 16 years. Prior to moving to Alaska last November, 1 was

commercial manager of BP"s business unit in Abu Dhabi, which i1 1in
the Middle East where BP is a partner in two oil concessions and a
5 million ton per year LNG project, the Abu Dhabi Gas Liquefaction

Company.

"Prior to my assignment in Abu Dhabi, 1 led the commercial side of
BP"s participation in the Australian North West Shelf LNG project.
Today, I would like to briefly give BP"s views of the proposed
Alaska Stranded Gas Development Legislation.

Number 1899

"This legislation is clearly the logical next step following the
Gas Commercialization Report which was published earlier this year.
In passing we would like to comment that we were encouraged by the
Report and pleased to have been able to contribute to its
development. For the record we would like to compliment the
authors of the report on a very professional piece of work which
addressed the key 1issues in what is a complex area.

"We also welcomed the opportunity to work with the state"s team in
developing this legislation and I am able to confirm that BP is
supportive of it.

Number 1925

"We believe the legislation would offer sponsors of stranded gas
projects an opportunity to negotiate fiscal contracts with the
state thereby increasing the certainty in respect of the level,
methodology and rules for calculating the state®"s taxes and
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royalties over the life of the project.

Number 1942

"We believe that the establishment of a fiscal contract between the
project sponsors and the state based upon the profitability of the
project and the principles set out in the legislation would enhance
the international competitiveness of the project and reduce the
fiscal risks, one of the key objectives identified by the state"s
consultant as necessary to improve the economic attractiveness of

a North Slope gas development.

"We recognize that as the legislation is discussed there may be
issues and questions which may arise. We look forward to working
with the members of the legislature as they consider the merits of
this legislation.

"Thank you for this opportunity to comment and explain BP"s views."

Number 1986

REPRESENTATIVE ROKEBERG asked what his perception is of having the
municipalities involved and what type of an impact and arrangements

would be needec to create a viable sponsor group.

Number 2020

MR. BROOKS replied that the work that was done on the gas
commercialization report identified that the fiscal regime is very
front-end loaded and regressive, it suggested a more progressive
regime, perhaps profits related. One of the consequences of this,
which 1is recognized in the report is that it gives rise to the
issue of f operty tax. He stated that he has met with two of the
mayors in Anchorage to discuss this issue, they were concerned tha
they were excluded from the previous negotiations on the TAPS and
felt that they were making a point to be includedin the
negotiations for a gas pipeline. He explained that they felt an
innovative way of approaching this problem was necessary. He
stated that he would welcome any suggestions that would help in any
way to combine allthe parties together so that everyone 1is
satisfied with theoutcome of the project.

MR. BROOKS stated that in respect to the negotiation the
legislation envisions a fiscal contract under which the parties in
the LNG project, would pay a sum in lieu of taxes. How the tax 1is
allocated amongst the various government bodies should be discussed
between those government bouies. He agreed that the more people
there are at the table the slower the negotiations would be.
however that should be seen as a mechanistic issue rather than a

principle issue.
Number 2122

REPRESENTATIVE ROKEBERG asked if the impacts of the development 1in
the Northwest shelf of Australia, could be applied to this project.

Number 2142

MR. BROOKS replied that there were significant impacts, as it was
the largest investment in Australia and has been used to develop a
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gas market 1in the Northwest shelf area. One of the differences 1is
the gas field is 120 miles off the Northwest shelf of Australia,
the infrastructure had to be mostly funded by the project.

Number 2182

REPRESENTATIVE RYAN stated that there are a lot of uncertainties
to the cost of the project, he asked if there are any more
certainties at this time.

Number 2243

MR. BROOKS replied that the development of the LNG market and the
uncertainty of the financial situation in the Far East is still a
factor. At the moment there are low oil prices and a reduction in
LNG demand. He stated that Korea has dropped 1in 1998, 1.5 million
tons of LNG and are not prepared to make forecasts of their LNG
demand until April of this year. He stated that 1in Japan the
supplies of LNG are fixed from April through March and their
discussions are ongoing. Japan will meet their contractual
obligations but will not do any more than that. He explained that
they would hope to see some growth with Taiwan. The demand for LNG
is there in the future, it is probably just pushed back a few
years. He stated that he will be in Taiwan and may be able to give
more information upon his return.

Number 2369

REPRESENTATIVE RYAN asked what his assessment is of the market 1in
China.

MR. BROOKS replied that if the energy demand from China 1is huge,
they rely a lot on coal brought down from the North of China. It
is BP"s view that China 1is a developing LNG market but are not sure
if they are ready for a large LNG project. He projected that in
the next 10 to 15 years China would start to import 1 to 2 million
tons of LNG a year and build up to 15 tons. He asserted that
Alaska should aim towards their market.

Number 2427

REPRESENTATIVE KEMPLEN asked what his assessment is of ARCO"s time—
line.

Number 2442

MR. BROOKS replied that BP needs to work hard on the project to
reduce the costs, once this is achieved then BP can place the
project before the buyers. He stated that they are considering

ARCO*"S ideas.

TAPE 98-12, SIDE B
Number 0015

REPRESENTATIVE KEMPLEN stated that in regards to the contracts when
Alaska 1is looking at developing their contract for natural gas with
the notion of certainty, any contract should have the type of
flexibility so that there is an allowance for scheduled periodic
review of the demand for natural gas in order to accommodate
changes in the market place. He stated that within the time frame
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of the project, China will certainly be a buyer of LNG and any
contract would have to have the flexibility to accommodate that
increased demand. He asked if that was correct.

Number 0076

MR. BROOKS stated that he was talking about the Abu Dhabi Gas
Liquefaction Company Project and it is underwritten by a 5 million
ton per year contract through Tokyo Electric Power Company. He
explained that they have committed to buy 5 million tons of LNG a
year for 25 years. He stated that there 1is no flexibility other
then a minor 10 percent downward flexibility. He stated that the
company found that they could produce more than 5 million tons, so
they sold it on a three-year basis to Korea on an exemption that a
technical electric power company will come along and take the whole
of the gas project. He stated that LNG projects are underwritten
by one or two major sales contracts which define for the life of
the contract the obligation of the project to supply a quantity of
LNG and a balancing obligation of a buyer to purchase that quantity
of LNG. He stated that other then the downward flex bility there
is no flexibility in those contracts. He stated that the gas 1is
effectively pre-sold. Contracts can not be changed it is a fixed-
term contract.

Number 0175

REPRESENTATIVE KEMPLEN asked if it was correct that in order to
make the project economically viable the more the cost should be
reduced, as it would then reduce the amount of LNG that a firm
commitment is needed in order to make this project go. He stated
that anything beyond that becomes profit and there is more
flexibility to take advantage of opportunities i* the marketplace.

Number 0208

MR. BROOKS stated that he would agree with his line of reasoning
but in respect to this project it would cost over $15 billion and
in order to produce adequate profit to remunerate that cost, 14
million tons of LNG would need to be sold. He stated that the
results of the work done as part of the gas commercialization
report showed that is not currently economic as 14 million tons

does not remunerate $15 billion. He stated that the first step 1is
to reduce that $15 billion until there is a level where the risks
and the rewards balance. He agreed that at that point the extra

LNG is then a profit.

Number 0257

REPRESENTATIVE KEMPLEN asked when did he see the costs being nailed
down .

Number 0275

MR. BROOKS stated that they are just finishing a technical program
with the gas owners and are looking at where and how they will go
forward. He stated the March is when they hope to have a
decision.

REPRESENTATIVE KEMPLEN asked that the nailing down of the cost
comes with the conceptual engineering.

Page 10 of 18

http://www.legis.state.ak.us/basis/get_single_minutc.asp?session=20&beg line=0105&end... 4/21/2006


http://www.legis.state.ak.us/basis/get_single_minutc.asp?session=20&beg_line=0105&end

House SPECIAL COMMITTEE ON OIL & GAS Minute 20 Legislature

MR. BROOKS responded that yes 1is part of ARCO"s proposals. He
stated that an aggressive cost reduction program needs to be done.

Number 0318

REPRESENTATIVE TOM BRICE stated that given the need to justify the
base project, he asked how much confidence does the bill give Mr.
Brooks, 1in terms of providing a stabilized fiscal system on the
state®s behalf.

Number 0347

MR. BROOKS stated that he sees the bill as enabling legislation.
It would enable the project sponsor to negotiate with the state a

fiscal contract. The fiscal contract would provide the fiscal term
certainty. He stated that there are questions as to whether or not
that certainty can be achieved and there are differing views. He

stated that BP believes that it 1is possible and would like to see
a fiscal contract negotiated and test whether the certainty is
available perhaps by taking the issue to the supreme court.

Number 0391

REPRESENTATIVE BRICE asked if BP would see this legislation not as
the end all of the project but as part of the catalyst to ensure
that this long process continues and accelerates.

MR. BROOKS stated that is an element in removing the risks in the
project.

Number 0407

REPRESENTATIVE RYAN referred to an article about LNG demand and
shipping and the 100 percent increase of demand that is predicted.
He stated that these projections would indicate that the market 1is
there and there should not be difficulty in arranging the
contracts. He asked 1if the predictions seem reasonable to him.

Number 0479

MR. BROOKS replied that he could not comment on the article but
would be interested to know the dates that the reviews were done
because the demand is constantly changing. In general terms he
would agree that there is a market for LNG. He explained that the
object 1is to get an economic project, as it does not matter the
size, 1if an economic project can not be presented. He stated that
the buyers are the ones who will choose whichproject to go ahead
with, at the moment BP"s project is not on the table because it is
not economic. He stated that there is twice as much LNG supply
chasing the amount of demand. He reiterated that the project first
has to be economical and then the talks with the buyers can begin.

Number 0560

REPRESENTATIVE ROKEBERG asked if BP has takena position on ARCO %
statement to get primary engineering underway this year.

Number 0586
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MR. BROOKS replied that they have been meeting with ARCO and they
are considering their proposal and will give the<r answer in March

as requested.

Number 0642

REPRESENTATIVE CON BUNDE stated that the Constitutional Budget
Reserve (CBR) 1is a vital reserve account. This year they are
looking at using a quarter to one-third of the CBR and asked how
the potential drain of the CBR would affect his negotiations on a
contract for the buyer.

Number 0700

MR. BROOKS responded that the buyer, when looking for projects,
look for an economic project. Once contracted the buyer needs the
certainty that the product will be there. He stated that with LNG
projects there 1is a tied buyer and tied supplier. This is why the
buyer would be interested in understanding the fiscal system in
Alaska. He stated that in the Abu Dhabi project they developed a
pricing contract which supported the price of LNG at very low oil
prices and provided it at a discount at higher oil prices, this is
called an S curve. He stated that an S curve protects the project
revenues and the taxes that the project pays.

Number 0850

REPRESENTATIVE BUNDE asked if there are mechanisms built into
reduce the risk of the buyer.

Number 0862

MR. BROOKS responded that the price is fixed as going between
certain oil prices, outside of those figures it would be a
renegotiation. He stated that there is a linear portion of the
pricing curve where the LNG 1is priced proportionately to crude oil.
He stated that it supports the revenues to the LNG project.

Number 0919

REPRESENTATIVE RYAN commented if there is a disco Znt on the high
end would the taxes be correspondently discounted.

Number 1002

BEVERLY MENTZER, Business Development Manager, Exxon Company USA,
stated that she is responsible for the commercialization of Exxon®s
significant Alaska gas reserves. She read the following statement
into the record: "Exxon has a keen interest in commercializing the
North Slope gas reserves and is very pleased to see the effort and
progress that has been made by the state in progressing the
development of a long-term stable and appropriate fiscal regime.

We believe it will take a combination of fiscal and regulatory
modifications and certainty, favorable market terms and significant
cost reductions for a North Slope gas project to be competitive and
commercially viable.

"Enabling legislation is a good start, since it provides the basis
for the negotiation of a binding fiscal contract that enhances the
competitiveness and commercial viability of an Alaska gas project
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while meeting with the long-term fiscal interests of the state.

The state"s current fiscal system is not favorable for development
of a gas project because the system is regressive, front-end loaded
and can be unilaterally changed by the state at any time. These
facts have been supported in different ways by feed-back from the
market, the state, the state consultant and producers.

"A competitive project needs to have a long-term stable and
appropriate fiscal regime. The fiscal terms should be a function
of the profitability of a project, balance state share with
investor risk and reward, provide incentives for profit improvement
under a range of economic conditions, and be clear and unambiguous
in their implementation. Fiscal certainty should be provided
through a contract that specifies the terms for the life of the

project.

"With regards to HB 393, Exxon believes it provides reasonable
guidelines and boundaries for the development of a fiscal contract.
Additionally, we would support language that provides the
legislature with the means to review and approve any proposed
contract terms developed by the Administration.

"The passage of fiscal legislation is an appropriate and important

step for the state of Alaska to take. We commend the state for all
the effort that has brought us to this point; HCR 1, HB 250 and the
work by the Department of Revenue, Department of Law, Department of

Natural Resources and Department of Labor, throughout the interinm
and we hope you continue to make progress 1in this effect.

"I would be glad to respond to any questions now."

Number 1146

REPRESENTATIVE ROKEBERG asked if Exxon had taken a position on
ARCO®"s plan to get the preliminary construction underway this year.

Number 1159

MS. MENTZER replied that they are talking with the producers and
have yet to draw a conclusion on their future work plans.

Number 1169
REPRESENTATIVE ROKEBERG asked if Exxon planned to respond by March.
MS. MENTZER stated that they did intend to respond.

Number 1188

REPRESENTATIVE KEMPLEN stated that BP brought in David Brooks, a
person with extensive experience in developing natural gas
projects, which indicates to him a sincere commitment by the
corporation to look at the practical 1issues involved in the
project. -sked if Exxon has plans to bring a similar person to
Alaska .

Number 1241

MS. MENTZER replied that Exxon does not have plans to bring a
similar person up to Alaska, they do not have a large work force in
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Alaska since they are not an operator in Alaska. She stated that
there are 40 people who are working on this effort, it is most
effective to come up to Alaska as needed and assured the committee
that the project is getting quite a bit if attention.

REPRESENTATIVE RYAN asked how if Exxon, 1is not an operator in
Alaska, able to own gas in the Prudhoe Bay fields.

MS. MENTZER stated that it was through the leasing process.

Number 1349

CHAIRMAN HODGINS asked Commissioner Condon to answer some
questions.

Number 1367

REPRESENTATIVE ROKEBERG referred to the issue of legislative
approval and asked if he participated in any of the discussions on

HB 207.

WILSON CONDON, Commissioner Department of Revenue, replied that he
did not.

REPRESENTATIVE ROKEBERG stated that the issue of legislative

approval was debated and was satisfactorily resolved in regards to
HB 207. He advised that the con "tissioner look at this.

Number 1464

COMMISSIONER CONDON replied that the language in HB 393 tracks the
the language of HB 207. He stated that formal legislative
approval, either required or as result of the executive branch, is
very important for this arrangement.

Number 1522

REPRESENTATIVE ROKEBERG asked what the mechanism was for approval.
Number 1540

COMMISSIONER CONDON stated that he did not know, but the
legislature is given an opportunity to review the pertinent
material. He stated that unlike HB 207 the Governor does not sign
off on the deal.

Number 1629

REPRESENTATIVE ROKEBERG asked if a formal legislative approval
would get in the way of project completion or the time-line.

Number 1686

COMMISSIONER CONDON replied that he did not think it would get in
the way of a time-line because the time span is so great.

Number 1769

REPRESENTATIVE ROKEBERG asked if this particular contract would be
negotiated, approved and executed prior to other major steps being
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made or parallel to the other major steps.

Number 1788

COMMISSIONER CONDON replied that they believe that a fiscal
contract and its development will be an effort that goes 1in
parallel with respect to moving the project forward.

Number 1827

REPRESENTATIVE ROKEBERG stated that it seems that the communities
are invited to the table but it is not defined as to who they are,
nor is the scope of their ability to effect the negotiations
defined, other then to state that they would be "receiving payment
in lieu of".

Number 1910

COMMISSIONER CONDON replied that the bill does not put the
communities at the negotiating table it imposes the obligation on
the commissioner of revenue in putting together a set of fiscal
terms and then sharing the payments that come out of those terms.
He stated that it is something that the committee may chose to

change.

Number 2009

REPRESENTATIVE KEMPLEN referred to the need to reduce risks and

provide more certainty for the participants of this project. He
asked if any thought was given to reducing the risk for the public
sector. There 1is the notion of back-end loading a lot of the

benefits and if something were t° happen to the major principals
in the sponsor group, and the new player asked for a re-negotiation
of the contract, would there be a way to minimize the risk that

would occur.

Number 2126

COMMISSIONER CONDON replied that the legislation requires that the
commissioner deals with changing of parties and that adequate
security provisions be provided in the fiscal contract. The
contract would be constructed in a way that the state is exposed to
the risk of the project but not to the risks that the sponsors
otherwise engage in, for example business trouble outside the
project. However, there is talk to take some of the risks, that
they would not be taking under the present fiscal system.

Number 2264

REPRESENTATIVE KEMPLEN asked that one way to reduce that risk would
be for the state to become an equity investor in the project.

Number 2277

COMMISSIONER CONDON replied that currently, he did not see how the
state becoming an equity investor in the project changes the risks
in the project. He stated that it may be that investing in the
project is a wise thing to do and provides a return to the state
but the state®"s investing in the project would not change the
economics of the project.
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Number 2366

REPRESENTATIVE RYAN referred to Article 2, and the specific state
cuts and asked why 1is the front-md so broad but the shares and the
concessions that will be given is so definite.

TAPE 98-13, SIDE A
Number 0031

REPRESENTATIVE RYAN asked why the criteria is so broad and nothing
is spelled out as to what is required of the sponsors.

Number 0108

COMMISSIONER CONDON responded that he could not disagree more. He
stated that the bill spells out clearly that a sponsor would have
to be very serious about the project before one proceeds. He
stated that if Representative Ryan had ideas that would make it
more specific he would be willing to consider them. He stated that
the bill makes it difficult for a someone to sue us for failing to
negotiate. Applications will not be reviewed from just anybody.

Number 0304

REPRESENTATIVE RYAN stated that one of the guidelines 1is '"capable
of sv iject to applicable commercial regulation and technical and
economic consideration”. He pointed out that an attorney could
have a field day determining what the technical and economic
considerations are. He stated that he wondered why the legislature
world want to give the commissioner this broad authority.

Number 0374

COMMISSIONER CONDON stated that the provision relates to the
delivery of gas to communities that are in proximity to ehe
project. He stated that they would welcome a more precise
definition if one can be developed that deals with what kinds of
arrangements are going to be made for negotiating with potential
project sponsors to impose an obligation on them to provide gas to
communities along the pipeline. He stated that due to economics
they need to be sensitive to requirements which have unknown
obligations that go with them to provide gas to communities many
years from now in unknown amounts. He stated that in attempting to
make provisions for delivery of gas to communities, we impose
uncertainty on the project, we are then working against ourselves.

Number 0530

REPRESENTATIVE ROKEBERG referred to Article 6, page 23, and asked
if this lays out che authority of the affected communities because
there are references to affected communities elsewhere in the bill.
He asked if there are other portions of the bill relating to
authority in dealing with the affected communities.

Number 0601

COMMISSIONER CONDON responded that it is the only provision in the
bill that provides for dealing with local communities. There are
other provisions that authorize the substitution of some payment in
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lieu of locally imposed taxes.

Number 0643

REPRESENTATT ROKEBERG asked when would the payment in lieu of
taxes start.

Number 0666
COMMISSIONER CONDON replied that would be a term in the deal.

REPRESENTATIVE ROKEBERG ret rred to subsection 3, line 23, that the
commissioner in bargaining on the behalf of a municipality should
provide for a term for equity parti ipation "or other interests.”
He stated that there is no authority to bargain for an up-front
lump-sum payment if there was a true impact. He asked if their
hands are tied by this.

Number 0763

COMMISSIONER CONDON replied that he did not believe their hands are
tied. The major social cost of this project would be imposed on
the state and its communities during the construction and it is
also the time when the project is not going to be generating any
revenue. He stated that they might decide that because of the
costs that the project would impose, and the reality that the
project might not be able to afford to make substantial payments,
that the project is not worth it. He stated that he did not think
that would be the decision when the opportunities and long-ternm
revenues are looked at. He stated that it might very well be that
the public would have the absorb the costs in the first place 1in
order to make the project a reality.

Number 0876

REPRESENTATIVE ROKEBERG referred to Article 6 and asked if he could
draw attention to the language that gives him the flexibility that
may be necessary.

Number 0880

COMMISSIONER CONDON replied that whatever the payments are that the
state 1is going to require from the project sponsors in lieu of
taxes is open-ended and there is nothing 1in Article 6 that
determines what the structure of those payments is going to be. He
stated that the authority to make periodic payments to affected
municipality in a fair and reasonable amount gives the commissioner
the authority to direct up-front payments if there are a,.y in
payment 1in lieu of taxes to the municipality.

Number 0951

REPRESENTATIVE ROKEBERG referred Article 6, line 10(b) and stated
that his hands are tied as there is no choice due to the way the
bill 1is drafted. He asked if this was correct.

Number 0981

COMMISSIONER CONDON stated that he did think he had a choice but he
would look at it again.

Page 17 of 18
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Number 1039

CHAIRMAN HODGINS stated that the bill is g>i.ng to be held over and

recommended that the committee bring any changes that they would
like to see in the bill to him.
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House SPECIAL COMMITTEE ON OIL & GAS Minute (H

Mar 12, 1998
HB 393 - DEVELOP STRANDED GAS RESOURCES

Number 2150

CHAIRMAN HODGINS announced the com: ittee would hear HB 393, "An Act
relating to contracts with the state establishing payments 1in lieu
of other taxes by a qualified sponsor or qualified sponsor group
for projects to develop stranded gas resources 1in the state;
providing for the inclusion in such contracts of terms making
certain adjustments regarding royalty value and the timing and
notice of the state's right to take royalty in kind or in value
from such projects; relating to the effect of such contracts on
municipal taxation; and providing for an effective date." He
stated that there is a marked of version of HB 393, which is the
committee substitute that the committee is proposing.

Number 2164

PAT CARTER asked that the committee look at the version with the
words "0&G mark-up 3/12/98" written on the front which is the
original bill with the changes written in and CSHB 393(0&G)0-
GH2006\B, 3/11/98. He said "These should be substantially similar
since its what legal worked off of. The drafting manual states
that the new text underlined and the deleted text bracketed only
applied to chances 1in existing statute and therefor it is very
difficult to disseminate between the original bill and the mark—
up." He asked the committee to turn to page 2 on the marked-up
version finding (4) was deleted and renumbered accordingly. He
stated that in (7) "although developing technology may offer other
alternatives, such as gas-to-liquids (GTL), was deleted and Insert
A, was added which reads:

Page 2, line 28: (7) following "marine tankers;" INSERT:
although experimental research 1is being conducted on other
alterrative technologies such as gas-to-liquids (GTL), this
technology is not yet commercially viable. If this research
results in commercially viable technology, and after economic
analysis by the state of Alaska of the application of this
technology it is shown that local or state tax or regulatory
changes are necessary to commercialize an Alaska project
utilizing this technology, then this technology may be
considered in regards to this legislation.

Number 2237

MR. CARTER stated that (9) was deleted. In (10) of the original
bill, ~“for an enormous volume of gas," "that volume of gas
represents approximately one-quarter of the entire East Asian LNG
market today and probably cannot be placed into that market all at

once"™, and "which means that the project must secure most, 1if not
all, of the projected growth in demand for LNG in the East Asian
market uter the ramp up period;" was deleted. Inset B was added
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which reads:

Page 3, Line 16: INSERT a new finding: (11) the state has
contracted an extensive financial analysis of the
commercialization of North Slope gas; this analysis, performed
by a recognized expert in petroleum economics, Dr. Pedro Van
Meurs, indicates that changes in the local, state, and federal
tax structure may be necessary to make commercialization of
North Slope gas resources economically viable;

Number 2304
MR. CARTER stated Insert C was added, which reads:

Page 5, line 12: INSERT: (b) The legislature intends that,

in order to provide the stable fiscal terms that will
encourage development of stranded gas projects, any contract
negotiated pursuant to this Act will express whether the state
intends to be bound to the full extent allowed by the
Constitution of the State of Alaska; however, the legislature
further intends that the terms of a contract negotiated under
this chapter will not be binding on or enforceable against the
state or the other parties to the contract unless the
commissioner 1is authorized to execute the contract by the
legislature as provided in this chapter.

Mr. CARTER stated that on page 6 , line 21 the word "economic" was
added before "proximity"” and as well as throughout the bill.
Insert CC was added which reads:

Page 7, line 31: INSERT new : (6) a plan to mitigate the
increased demand for public services and other negative
effects caused by the project; (7) a plan for the safe
management and operation of the project once it is
constructed;

Number 2349

MR. CARTER stated that on page 9, line 31, the 1iate is changed from
2004 to 2001. Insert D was added was reads:

Page 14, line 9: INSERT: (c¢) Subject to the voluntary
agreement of the qualified sponsors, the commissioner may
include a term in the contract providing for incentives to
encourage training and hiring of Alaska residents.

Number 2377

Mr. CARTER stated that on page 15, line 4 the words ™"any two" were
deleted and the word "both"™ was added. He stated that (iii) and

(iv) were deleted. He stated that on page 14, line 7 following As
43.82.240 "or to a municipal advisory"™ was added. On page 14,
line 12 after the word "Law"™ ™and municipal advisory group

established held under AS 43.82.510" was added. He asked
Commissioner Condon to speak to this.

Number 2423

WILSON CONDON, Commissioner, Department of Revenue, stated that it
would be a group that is established and authorized to share
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confidential information with the municipal advisory group.

Number 2452

MR. CARTER stated that on page 19, line 31, "enter into the
proposed contract" was deleted and "submit the contract to the
legislature, together with a request from the Governor, for
authority to enter into the proposed contract pursuant to AS
43.82.435" was added. Similar language was also added on page 20,
line 13, with Insert E.

TAPE 98-23, SIDE B
Number 0003

CHAIRMAN HODGINS asked if that would be the ratification language.
*IR. CARTER replied that 1is correct.

Number 0038

Mr. CARTER stated that on page 21, line 2 after the word "public"
"and members of the legislature™ 1is added and (3) 1is renumbered to
14) and vise versa. He stated that on page 21, line 24 after
"appropriate”™, "and with the pertinent municipal advisory group”’is
added. He stated that on page 21, line 31, "the commissioner may
execute the contract is deleted. Insert F is added which reads:

Pag*™® 22. Line 2: Following "state"” |INSERT: the commissioner
shall under 43.82.435 submit the contract to the legislature,
together with a request from the Governor for authorization to
execute the contract.

Number 0096
MR. CARTER stated that Insert G is added which reads:

Page 22, between lines 5 and 6, INSERT: Sec. 43.82.435.
Legislative Authorization. The commissioner may not execute a
contract developed pursuant to this chapter and e contract
developed pursuant to this contract is not binding upon or
enforceable against the state or other parties to the contract
unless the commissioner is authorized to execute the contract
by means of general law. The state and the other parties to
the contract shall execute the contract within 60 days of the
effective date of the authorizing legislation.

Sec. 43.82.440. Judicial Review. A person may only bring an
action challenging the constitutionality of an enactment under
AS 43.82.435 or the enforceability of a contract executed
pursuant to an enactment under AS 43.82.435 if the action is
commenced within 120 days after the date that the contract was
executed by the state and the other parties to the contract.

MR. CARTER stated tha. page 23, Article 6 was deleted and Insert H
was added. He asked Commissioner Condon to explain it.

Number 0108

COMMISSIONER CONDON stated that in the original bill the contract
provided for either a formula or an equity participation in the
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project. Rather than having a specific formula in the legislation
the new municipal provision provides that the proposed contract
would provide for nayment made directly to municipalities and those
payments would be negotiated in line with the principles of AS
43.82.520 (b). He stated that the legislation would require the
creation of an municipal advisory group and one member appointed
from each municipality whose taxing power would be affected by the
proposed project. He stated that the commissioner, 1in developing
the contract would be obligated to keep the municipal advisory
group informed and to reek their advice and counsel 1in arriving at
the municipal sharing formula.

Number 0191
MR. CARTER stated that on page 24, line 23 was added, which reads:

(1) m"affected municipality” means a municipality for which it
is reliably expected by the commissioner of revenue that after
the commencement of activities ur.der AS 43.82.200 that a
contract entered into pursuant to AS 43.82. 020 will affect
taxes that otherwise would be imposed by that municipality
pursuart to AS 43.82.210.

MR. CARTER stated that Insert J was added which is the definition
of economic proximity and is renumbered accordingly. He stated
that on page 25, line 15, Insert K was added, which is the
d_£inition of uneconomic or uncompetitive.

Number 0278

REPRESENTATIVE TOM BRICE asked when legislative approval of the
contracts is mentioned is it the approval in the form of resolution
or statute.

Number 0292

COMMISSIONER CONDON replied that the committee substitute would
provide a template for bringing modifications to the state®s fiscal
system before the legislature. It calls for the development of a
proposal which the commissioner would not have the authority to
sign. A bill would come before the legislature that, if passed,
would give the authority to the commissioner to enter into a

contract,
Number 0325

REPRESENTATIVE BRICE stated that a bill is either a resolution or
a statute and he asked if he was taking statutory to mean a House

bill.
Number 0330

COMMISSIONER CONDON replied absolutely. He stated that it might
not show up as a section in the codified statutes but it is a bill

as opposed to a resolution.

Number 0339

REPRESENTATIVE BRICE stated that his concern is that it would leave
some leeway for legislative manipulation of that contract. He
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stated that by resolution that language would be less easily
manipulated.

Number 0361

COMMISSIONER CONDON replied that it would provide an opportunity
for legislative review before the contract was submitted to the
legislature along with the request for authority to enter into the
contract. He stated that there is both the opportunity to change
the contract in response to legislative views and then an up or
down vote once authorization to enter into the contract 1is
requested.

Number 0414

REPRESENTATIVE BRICE referred to Insert E and stated that the
legislature can approve the contract by action of both bodies
through resolution. A resolution would stand for the legislatures
endorsement of a contract which 1is much different than having a
piece of legislation that will be able to be amended in the
committee process.

Number 0469

COMMISSIONER CONDON replied that it is the legislature ™ decision
as to how this gets structured. He stated that this Lill does not
give the commissioner the authority to enter into the contract what
it does 1is, requires the commissioner, under a detailed set of
criteria, to come back to the legislature with a specific proposal
in contract form and a requirement for it to become legally
effective, a specific legislative authorization to enter into the
contract. The legislature would not have the authority to amend
the contract; they would have the authority either to give
authority to the commissioner to enter into it or to deny it.

Number 0526

REPRESENTATIVE BRICE stated that he has a strong concern that the
authority needs to be defined to be approved by the legislature

through passage of a resolution, so there is a certain amount of
specificity as to how the legislature will react to the contract.

Number 0548

REPRESENTATIVE ROKEBERG stated that if a general law was passed, it
would be possible to amend or change the terms of the contract so
the issue is, if it should be a law or resolution. He stated that
the question 1is, does the legislature want to be able to change the
terms of the contract.

Number 0574

COMMISSIONER CONDON stated that as the bill is structured, without
the passage of a subsequent bill it can not be done by a resolution
it has to be done by a bill.

REPRESENTATIVE RYAN stated that there is a separation of power and
the job of the administration is to bring the deal back to the
legislature. He stated that at that point the legislature could
approve or disapprove it, it is not in the legislature™ power to
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cut the deal, only to approve it. He stated that legislative
approval 1is necessary, but we should not be negotiating the deal.

Number 0657

REPRESENTATIVE ROKEBERG stated that he did not agree, he would
think that the legislature would have the right to make changes in
general law as well as granting authority.

Number 0685

COMMISSIONER CONDON stated that it could happen in a lot of
different ways. For example, if there was a proposed contract that
project participants and the commissioners have agreed to it. If
the legislature grants the authority to enter into the deal then
there would be a contract and the legal effects that go along with
it. At that point, the legislature could say that they do not like
the deal but like the ideas. Therefore, the legislature could take
the provisions out of the contract and put them into the general

law and pass it as a bill which would then be the fiscal system.

He stated that would Lo fle choice the legislature has.

Number 0764

REPRESENTATIVE ROKEBERG stated that 1is the point that
Representative Brice was making. He stated that it 1is in the realnm
of politics, authority and responsibility; by crafting legislation
we can shift the authority and the ultimate decision making from
one branch of government to another.

Number 0797

COMMISSIONER CONDON stated that this proposed legislation does not
limit the legislature ™ authority at all. It does require a
process by which the administration can bring something back to the
legislature. He stated that there are some policy advantages by
having the proposal come back in the form of a contract. He stated
that fiscal certainty 1is important in trying to reduce perceived
risk to attract investcrs. He stated that putting the fiscal
system 1in place in the form of a contract has the advantage of
increasing the fiscal certainty that would be investors would have
out the legislature has full discretion to say whether they like

the 1idea.
Number 0918

MR. CARTER referred to a memo by Tam Cook from legal services that
this may violate the separation of powers doctrine. He said "As |1
understand it the administration is not required to seek
legislative approval and they have continued to take that position
under oil contracts. The latest one is the governor®s transmittal
letter on SB 164 dated April 22, 1995." He read from the memo
"That while the executive branch has consistently and in my view
correctly asserted that legislative approval provisions are
unconstitutional it is often conformed to them to accommodate the
legislative desire for oversight.””

Number 0982

COMMISSIONER CONDON referred to the separation of power doctrine
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and stated that the legislature has taken the position that they
will prevent the executive branch from acting unless there is
specific legislative authorization. Any time the administration
wants to build something with revenue bonds there needs to be
specific legislative authority to do so. However, there 1is general
authority to build roacs etc. He stated that this bill would not
give the administration the authority to do so, i_ gives the
command to the administration to develop a proposal for legislative
authorization. He stated that without legislative authorization
there can not be a separation of power problem.

Number 1090

REPRESENTATIVE BRICE stated that the believed the legislature has
been clear in its support of the gas line. He stated that HB 393
gives the administration the authority to break down the terms and
negotiate the contract. He stated that he 1is hearing that
Commissioner Condon wants more authority to negotiate fiscal terms
and then come back to the legislature and ask for specific statute
changes to meet those fiscal terms. He had hoped in the event that
there was a contract, the legislature would either sign off
through resolution or not. He stated that his confusion is that
instead, the administration is going to come back with further
changes to the state®s fiscal system.

Number 1216

COMMISSIONER CONDON stated that what the bill would do is ask the
legislature for the authority to enter into the contract. In order
to do so a bill would have to be passed.

Number 1253

REPRESENTATIVE BRICE replied "The difference between HB 393 and HJR
12 in general terms, are two specific different animals.”™ He
stated that the administration asks for legislative approval
submitted in House bill form, but to say that the legislature can
not go into that contract and make charges 1is absolutely foreign.
He stated that to say that the legislature will approve by
resolution, the difference 1is in the discretion.

Number 1324

COMMISSIONER CONDON stated that if there is a contract they will
have no discretion unless it is agreed to.

REPRESENTATIVE BRICE asked if he wanted a resolution.

COMMISSIONER CONDON replied that it in fact has to be done in the
fora of a bill.

Number 1357

REPRESENTATIVE ALAN KEMPLEN stated that there would be further
discussions of this. The notion of fiscal certainty has been
reinforced enough to move forward with the project. He stated that
the process 1is building a case for a long term commitment to the
terms of the contract. He stated that he believed this to be a

good approach.
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Number 1509

REPRESENTATIVE OGAN referred to Ms. Cook®"s memo and asked if we are
binding further legislatures from changing the terms of the
contract.

Number 1559

COMMISSIONER CONDON replied that the answer to that question is

unknown. At some point in time the legislature will have the
option of saying that they want to bind a future legislature, once
contested the answer will be known. There are differing views on

how far the legislature can go in binding future legislatures.

Number 1650

REPRESENTATIVE OGAN asked that in order to avoid legislation, it
would be prudent to make sure the law is not ambiguous.

Number 1669

COMMISSIONER CONDON replied that he agreed with that but in respect
to this issue, litigation would be wanted to find out the extent of

the legislature™s authority.

Number 1689

REPRESENTATIVE OGAN referred to Article 9, Section 1, and asked if
he could explain what is provided 1in the article.

Number 1735

COMMISSIONER CONDON replied that the question of binding future
legislatures would not arise now but when dealing with a proposed

contract.

CHAIRMAN HODGINS asked Representative Ryan to present his committee
substitute.

Number 1783

REPRESENTATIVE RYAN stated that there were a number of changes that
he requested that are not reflected in the draft. He stated that
he would not ask the committee to introduce his committee
substitute until it is includes what he intended it to. He stated
that he was going to talk w"th the legislative legal department.

Number 2366

REPRESENTATIVE ROKEBERG made a motion to adopt CSHB 393(0&G). O-
GH2006, version B, 3/11/98.

TAPE 98-24, SIDE A
Number 0006

CHAIRMAN HODGINS asked if there was an objection. Hearing none,
CSHB 393(0&G) 0-GH2006, version B, 3/11/98 was adopted.

Number 0076
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REPRESENTATIVE ROKEBERG stated that he had two conceptual
amendments. He stated that he would like to change that an
affected community is not only those that have their revenue base
affected but those that have a socio-economic impact for the

se [/ices of those communities, specifically the Mat-su valley and

the Anchorage area. Therefore, in the definition of the affected
municipalities on page 26, line 17 add the word "revenue"™ before
the term "affected municipality”. He stated that he would like to

create a new definition of economically affected communities which
would state that "the municipalities incorporated under state law
which have a history of or can demonstrate that they may have their
services impacted by this type of project would be the economically
affected communities.™

Number 0291

REPRESENTATIVE OGAN stated that definitions are usually put in
statute for terms that are in the bill.

REPRESENTATIVE ROKEBERG stated that he did have another amendment
that would do so.

Number 0348

REPRESENTATIVE ROKEBERG made a motion to adopt the conceptual
amendments.

CHAIRMAN HODGINS asked if there was an objection.

Number 0355
REPRESENTATIVE OGAN objected for discussion purposes. He stated
that he is moving amendments to definitions and the committee does

not know where he 1is going with the definitions. He stated that it
would be helpful to have the amendments written.

Number 0408

CHAIRMAN HODGINS stated that the committee could adjourn with the
motion pending.

Number 0438

REPRESENTATIVE ROKEBERG stated that he would explain the other

portion to his amendment. On page 24, line 18, the economically
affected communities would be added. He stated that he would bring
the formal amendments to the committee. He withdrew his conceptual

amendments.

Number 0542

REPRESENTATIVE OGAN stated that he concurred with Representative
Rokeberg®s direction with the amendments.

Number 0565

REPRESENTATIVE KEMPLEN referred to page 7, line 31 and stated that
would address Representative Rokeberg®"s concerns. He referred
Representative Rokeberg®s above-mentioned proposed change on page
24, and stated that it was his understanding that the municipal
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participation was for those communities that were giving up
property taxes.

Number 0638

REPRESENTATIVE KEMPLEN stated that he would like to present a
conceptual amendment on page 14, line 25 add "with a credit cap of

$100 million."

CHAIRMAN HODGINS asked that he present that amendment 1in written
form at the next meeting. He announced that the bill would be held

over.
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“DNR needs the information, not me,* M rtin retorted. “You need to be sure the Governor
doesn't veto this. That's the bottom line, to make this thing acceptable to the Governor. [DNR
needs the information] so they are satisfied and will tell the governor its a good bill."

Kohring was scornful of Shively’s claim that the Legislature is on “dangerous ground* by giving
the oil industry a break.

“We should be less preoccupied with what the state is going to be giving up and what royalties
we could potentially have, and look more at giving the oil industry more opportunities and less po-
tential taxes,” Kohring said. “The result will be a strong economy and more people employed. If the
industry is willing to take on the risk of investing in the infrastructure and the time and money
into this thing, they ought to reap the benefits."”

Kohring said the role of the Legislature should be to minimize the tax on industry and indi-
viduals so there is a stronger economy.

Rep. Therriault moved his amendment lowering the cap oil eligible oil production to 25 million
barrels per field. Rep. Kohring objected. The amendment passed on a vote of 5 to 2, with Reps.
Eldon Mulder and Kohring voting no.

Mulder then offered a motion to move CSHB 380 (FIN) from Finance with individual recom-
mendations.

Grussendorf objected, arguing that not enough information is available to know if this incen-
tive is really needed. He pointed out rhat DNR will be getting the seismic information on Redoubt
Shoals on March 31. But Therriault wasn’t concerned because the information would be available
to other committees. Hodgms assured the committee that he will draft amendments to the bill if
the seismic shows “we are giving away the farm.”

Mulder’s motion to move the was approved, 6 to 1, with Grussendorf the only opposing vote.
Reps. Gar} Davis, Pete Kelly, Kohring, Martin, Mulder and Therriault voted in favor.

The bill garnered “do pass" recommendations from Davis, Kohring and Mulder. Grussendorf
signed “amend,"” and Therriault, Kelly and Martin signed “no recommendation."”

NORTH SLOPE GAS

Gas-to-liquids incentives stay in bill after Ryan taken to woodshed

After what seemed like endless hearings, the House Oil and Gas Committee sent its version of
the administration’ stranded gas legislation, HB 393, to House Resources, where it was heard on
March 26 and 31. Another Resources hearing is scheduled for April 2, “so Ramona [Barnes] can
have her say,"” according to a source. The bill is then expec ted to move quickly to House Finance.

At the March 24 Oil and Gas hearing, Rep. Joe Ryan had harsh words for the bill and a folder
full of amendments.

This bill, he said is a “wish list" for the industry, that they hope the Legislature “is dumb
enough to accept.”

“Even with my few amendments, this bill proposes to give up 95 percent of Alaska’ tremen-
dous wealth, as much as the Spaniards took out of South America."

One of Ryan’s proposed changes would have required project sponsors to pay 10.5 percent
simple interest on any taxes or other payments a project sponsor is allowed to defer. The rate is the
standard established in state law for prejudgment interest in lawsuits, and the rate at which the
state both collects and pays interest on taxes under or over-paid.
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If the state wont be getting any revenue from this project for 10 to 15 years, Ryan said the
sponsors should at least pay the state for the value of its money.

“Where in the world can you use someone’ money and not pay rent for it?" Ryan asked. “Why
cheat the people of Alaska out oi what is due them?"

Commissioner of Natural Resources John Shively, sitting in for an absent Wilson Condon, the
administration’s usual point-man on the stranded gas bill, opposed the amendment. He said
Ryan’s proposal would put another burden on the project, and noted that there is nothing in the
bill precluding the adm inistration from charging interest.

Rep. Norm Rokeberg said he believes tying it to a statutory interest rate is not wise, given that
both market conditions and interest rates vary. Rep. Con Bunde agreed saying he would be embar-
rassed if the Legislature limited the interest rate to 10.5 percent, and the prime at the time the
contract was entered into was 20 percent.

The amendment failed on a 1-3 vote, with Ryan alone in favor.

The Anchorage Republican representative did slightly better, losing a 2-4 vote on an amend-
ment that would have restricted the commissioners’ ability to change royalty valuation methods
and related terms. He claimed that the bill gives the commissioner of natural resources the right to
develop tiny terms for royalty he chooses. He said the amendment would make the commissioner
abide by the royalty provisions in Title 38, that apply to everyone else.

Ryan said Kuwait gets an 88 percent royalty and Alaska only gets 12.5 percent. “We are
getting the short end of the stick now and we dont need to get the short end of the stick again."”

Shively assured the committee that he is not proposing a change in the 12.5 percent royalty.

But Ogan was not assured. “This bill gives a lot of latitude to cook the books,” he observed.
Might the states 12.5 percent be worth zero, particularly if transportation costs are high?

Shively said if the commissioner negotiated the royalty to zero and *he Legislature didn*t catch
it, he believes it would be a problem of pubuc trust. “If there is no basic value, we should leave the
gas in the ground,” Shively added, reminding members that the contract will come before the
Legislature for approval.

“We are giving an awful lot of authority to two people,” Ryan retorted, referring to the commis-
sioners of revenue and natural resources. Once a contract comes out with a rash of publicity, it
will be difficult to stop. “You put your finger in the dike and the momentum of the project will wash
you down the river." he said

The amendment failed on a vote of 2 to 4, Ryan and Ogan voting “yes,” and Brice, Kemplen,
Rokeberg and Bunde “no.”

A Ryan amendment to require a project labor agreement also failed, despite his argument,
backed by a legal opinion from the chief legislative attorney, that the provisions in the bill regard-
ing resident hire are unconstitutional.

“The only way we can insure some Alaska hire is with a project labor agreement,” Ryan said.
“This is the only way to insure we get a piece of the action.”

Bunde pointed out that he is concerned about Alaska hire, but noted that hiring out of the la-
bor halls doesnt necessarily fix the problem.

The amendment failed, 3 to 3. In favor of the amendment were Brice, Kemplen and Ryan.
Opposed were Ogan, Rokeberg and Bunde.
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Several of Ryan’s less controversial amendments were adopted, including one to allow royalty
modifications only if they do not “impair the ability of the state to meet the demand in this state for
gas ... and a proposal to require all information kept confidential under the bill to be made
available to legislators.

The most interesting of Ryan’s amendments, however, was one at was not adopted—or, to be
precise, was adopted and then unadopted. It would have arguably prevented the bill—and the
potential advantages it offers to investors—from applying to a gas-to-liquids (GTL) project, a project
in which gas would be converted to a liquid fuel on the North Slope and then transported through
the TAPS oil line.

A bill aimed at building a gas pipeline should not include language about GTL technology,
Ryan argued.

Bunde, who was chairing the meeting in the absence of Oil and Gas Chair Mark Hodgins,
countered that a GTL project needs to remain eligible because it might extend the economic life of
the trans-Alaska pipeline (TAPS) oil line. Department of Natural Resources Commissioner John
Shively also weighed in against the amendment, but to no avail. The amendment to dump GTLs
from the bill was adopted on a 4 to 1vote, Kemnlen, Ogan, Rokeberg ana Ryan in favor, and Bunde
opposed.

Rep. Ryan had more amendments prepared, but time ran out, forcing the committee to sched-
ule another meeting for the morning of March 26, so the bill could be moved out of committee in
time to he read across the chief clerk’s desk and be referred to Resources, which had scheduled
HB 393, “pending referral,” for an early afternoon hearing that same day. That kind of tight
scheduling usually signifies a bill about which the legislative leadership is urgently concerned.
That proved to be the case, as Ryan was about to discover.

According to Hodgins, on the morning of March 26, he and Ryan met with House Speaker Gail
Phillips in her private office. Sources say Phillips angrily chastised Ryan for his actions on the bill.
“He got taken to the woodshed,” a source said.

When the Oil and Gas Committee convened later that morning, Bunde immediately moved that
the committee rescind its action in adopting Ryan’s amendment to scrub the bill of any intent to
subsidize a gas-to-liquids project. Ryan, obviously vexed, offered an amendment to the amend-
ment, to delete all the amendments the committee had adopted on Tuesday, but there was no sec-
ond.

Rep. Kemplen objected to the motion, asking why committee members thought it necessary to
rescind, to which Bunde observed that legislators are not required to explain their votes. Kemplen,
apparently satisfied, removed his objection and the motion was approved without objection.

Ryan left the room at this point and never returned.

With Ryan’s amendment back before the committee, Ogan again objected to leaving the GTL
language in the bill, saying the whole idea of this bill is to provide an incentive and defer taxes to
make a gas line project economically feasible. He expressed support for whatever technology is
needed to get the gas developed, but said if its GTL technology, those sponsors should come back
to the Legislature if they need financial assistance.

Rokeberg said he absolutely agrees with Ogan, but said it is premature to remove this
language until it has been debated by House and Senate committees. To do so would “send a
negative message to industry” that the Legislature is not supportive. Ultimately, whatever contract
is developed will undergo extraordinary public scrutiny, he added.

Kemplen was not satisfied. “This language says you can negotiate everything ... (W)eVe put ev-
erything on the table." He Questioned whether a GTL project will need the same fiscal adjustments
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as a gas line project. He noted that many lawmakers have concerns with the Mapco royalty oil con-
tract, but the administration has taken the position that lawmakers only have the opportunity to
approve or reject the contract. He believes it is prudent for the Legislature to have a say in these
contracts, and if legislators' recommendations have merit, the contracts should be changed.

Rokeberg’s motion to remove the GTL deletion from Ryan’s amendment passed on a vote of 4
to 2, with Brice, Bunde, Rokeberg and Hodgins voting in favor of leavirg GTLs in the bill. Ogan and
Kemplen, on the losing side, voted to take GTLs out of the bi’\

Judith Erickson, owner of CAPITAL INFORMATION GROUP, reported and did the final editing on
this and the following story. ALASKA BUDGET REPORT Editor Gregg Erickson has an economic con-
sulting engagement related to the gas project with a municipality along the route of thu. proposed
pipeline.

Condon. "This doesn’t have a damn thing to do with oil"

When House Resources Committee convened on the afternoon of March 26 to hear HB 393,
the stranded gas bill, Rep. Mark Hodgins asked Resources Co-chair Scott Ogan what his intentions
are in regards to the bill. Hodgins, who had the bill in his Oil and Gas Committee for almost two
months, emphasized the importance of getting this bill to House Finance before they begin their
budget work.

Ogan said he would probably move the bill out on Thursday, April 2. He said he is also in a
hurry’; otherwise he wouldn’t have heard the bill on the day it came to his committee. He said Rep.
Barnes will not be back until April 2, and he wants to give her the opportunity to address this bill
before it moves.

After a presentation on the bill by Department of Revenue Commissioner Wilson Condon, Rep.
Joe Green asked about the environmental consequences of another pipeline. If the state is walking
in lock step with the proponents on this project and discovers an environmental problem, what
would it do?

Condon said this is a responsible framework for a business deal; it is not sensible to address
the state’s environmental work in this process. Condon said a contract will move along irrespective
of any environmental difficulties that might arise.

Rep. Williams asked if the 30 day legislative review would take place during session. Condon
said it would have to.

Rep. Beverly Masek asked Condon how much the state will be giving away in taxes and royal-
ties for this project.

This bill doesn’t give away anything, Condon said. It is a framework that will allow the execu-
tive branch to come back to the Legish ure with a proposal that might give something away, but it
might not.

In response to a question from Rep. Bill Hudson, Hodgins said gas will be provided to commu-
nities within economic proximity of the project, meaning the distance -within which private industry
is willing to build a spur line to supply a community with natural gas.

Hudson asked if there will be any revenue sharlr® to help offset these costs. Hodgins
explained that the Oil and Gas Committee had several meetings with the pipeline mayors and they
are comfortable in seeing this project move forward. He said the mayors assured the committee
that they have cash flow to address some of the socioeconomic impacts of the project, as long as
they recoup their deferred tax dollars later on. Hodgins said the communities are very supportive of
ihe project.
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Hudson said the gas belongs to all Alaskans, but some communities are going to benefit
greatly from the construction project. If -here is revenue sharing in the contract, Hudson said he
would like to see Kodiak and Southeast Alaska share in the benefits.

A March 24 successful amendment by Rokeberg, who represents Anchorage, could just con-
ceivably make that possible. It establishes a special aid program for communities, including
Anchorage, where municipal tax revenues wont be reduced, but which are nevertheless
“economically affected” by the gas project. Both “revenue-affected” and “economically affected’
communities would be eligible for periodic payments under a stranded gas project contract. In fig-
uring out who is eligible for the payments the commissioner of revenue could consider historical
data from construction of TAPS in the 1970s.

But during discussion of Rokeberg’ proposal Bunde had wondered out loud if there was some
way to prevent communities in western Alaska from claiming that they are “revenue-affected” on
the theory’that its residents were working on the gas line rather than fishing.

Rokeberg had said that he wi»l look at “tightening up the sideboards" on the language as the
bill moves through committee. He noted that Commissioner Condon had reviewed the language
and thought it was workable.

Not surprisingly, no one at the March 26 Resources meeting brought this earlier exchange to
Hudson’s attention. Later in the meeting Hodgins said there will be impacts in every Alaska com-
munity, but iftoo much revenue dedication is loaded on the front end of the project, it will never be
built.

Reading the list of taxes that the commissioner could consider for payments in lieu of taxes,
Ogan said made him swallow hard.

“This is a heck of a lot of authority we are delegating to you or your successor,” Ogan said.
“Can you give us some comfort on why we should give you this authority?"

Ogan also asked if this would allow the renegotiation of oil taxes as well as taxes on gas.

Condon said this bill does not authorize the modification of any oil taxes. The bill is drafted to
include the proper names for the tax chapters, many of which refer to oil and gas. He added that if
this bill passes, the Legislature retains all the authority to deride whether or not to make these
changes in the contract.

Ogan, apparently not satisfied, asked again if anything anywhere in the bill gives the com-
missioner of revenue the authority to consider changing taxes on oil.

“This doesnt have a damn thing to do with oil except that it has that three letter word there,
Condon replied. Nothing in the bill instructs the commissioner to bring a proposal to the
Legislature that changes taxes on oil. This a gas project, so the contract would only deal only with
the taxes imposed by the state on gas, he added.

Hodgins said lawmakers must decide now if they want to see this project continue on further.

Rep. Masek said she knows this is an important issue to address, but given the price , f oil she
doesn’t believe lawmakers need to rush it. She pointed out that things could change a | 4 in the
next ten years. Masek said she isnt comfortable with the bill as its written and believes it needs
many amendm ents.

“I'dont know if this is the time for it,” she said. “We should try not to rush into doing some-
thing we may regret later.”
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Barnes suggests tax on g.:* reserves

“There has been an awful lot of pressure put on this committee to move the bill," Rep. Ramona
Barnes observed to her House Resources Committee colleagues on March 31, after Rep. Bill
Hudson moved to report the stranded gas legislation, HB 393, with individual recommendations.
“In all my years in the Legislature I've never had a bill of this magnitude move so quickly. I don't
believe this committee has had the opportunity to do the work on it that needs to be done,”
explaining her objection to Hudson’s motion.

A flustered Scott Ogan, who was chairing the meeting called for an ai ease, after which
Hudson withdrew his motion to move the bill. Before adjourning the meeting, Co-chair Ogan
announced that he was “glad to accede to the wishes of my colleagues,* noting that he had tried
unsuccessfully in Oil and Gas to remove the provision allowing the bill to apply to a gas-to-liquids
project. He announced that the committee would hold another meeting on the bill on April 2.

It was a remarkable conclusion to a remarkable meeting, on legislation that virtually everyone
profess to support, but which has nonetheless created a remarkable amount of controversy.

The meeting had started earlier in the day with Chair Ogan offering a draft committee substi-
tute authorizing the Legislature itself to conduct negotiations for a stranded gas contract, a change
the administration has said would make the bill unworkable, if not unconstitutional.

Of course, the bill is already unconstitutional, according to a March 30 legal memorandum
that accompanied the draft substitute when it arrived from the Legislative Affairs Agency.

According to Legislative Counsel Richard Glover, “the bill as introduced does not seem to com-
ply with Art. IX, sec 1 of the state constitution,” the section that prohibits the state from contract-
ing away its taxing power.

Barnes was surprised and upset at the appearance of the memorandum, which she disagrees
with. She called Glover, an employee of the Legislative Council, which Barnes chairs, to the witness
stand to explain. He did, but Barnes remained unsatisfied.

The legal opinion was nothing new. On March 11 Glover’s boss, Tan.ara Brandt Cook, had
written precisely the same words in a somewhat more detailed memorandum accompanying an
earlier committee substitute for HB 393 requested by Oil and Gas Committee Chair Mark Hodgins.
As Bames should know, such memos are a standard procedure when legislative attorneys spot le-
gal problems in bills they draft for legislators.

Moreover, Assistant Attorney General Jack Griffin said much the same thing when he ad-
dressed the issue in November before the House Oil and Gas Committee [see Administration de-
scribes stranded gas legislation, ALASKA BUDGET REPORT, November 19, 1997).

“Why not have a constitutional amendment and be done with this,” asked Rep. Norm Rokeberg
asked at the November meeting. “This would ... give the public a chance to decide.”

Griffin responded that the idea of a constitutional amendment was not considered by the ad-
ministration team studying gas commercialization. He was unable to say why.

In a March 25 letter to Rep. Terry Martin, Griffin referred to Cook’ March 11 opinion. “She
concluded tnat one Legislature can not bind another, and I concur."

In his letter to Martin, however, Griffin drew a distinction between a contract with a project
sponsor, which could unconstitutionally try to bind a future Legislature, and the stranded gas bill
itself, which merely authorizes an unconstitutional contract. “(B)ecause it does not purport to bind
future legislatures,” the bill itself is not unconstitutional.
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Legislators besides Barnes seemed unconcerned with the possible unconstitutionality of the
bill, but were interested in separation of powers questions raised by the proposal to let the
Legislature negotiate a contract with a project sponsor [see Governor leaves out provision for leg-
islative approval, ALASKA BUDGET REPORT, February 18, 1998J. That issue was later mooted when
the operative section in Ogan's draft substitute was removed.

The committee heard from representatives of the North Slope producers, who all supported the
bill, but most of the attention was focused on Barnes’ aggressive cross examination of David
Brooks, manager Alaska gas for BP Exploration Alaska Incorporated.

After quizzing Brooks about BP’ contacts with and representations to possible Far East gas
purchasers, she accused the company of foot-dragging on Alaska gas development. The Legislature
may need to establish some sort on “sunset date” on the effort, to “force you through taxation of
gas in the ground, or other means”to get the project going.

It was not the first time Barnes had rebuked the mqgjor produces, for moving too slowly on
Alaska gas, nor was there f>ny indication from the Anchorage representative or in the responses of
the producers that it would be the last (see Barnes scolds gas pipeline “foot- ;raggers”. ALASKA
BUDGETREPORT, November 18. 1996].

REORGANIZATION

DCED-DCRA "merger” bill moves to House Finance

Rep. Vic Kohring’s bill to merge the Departments of Community and Regional Affairs with
Commerce and Economic Development was reported from its first committee on March 30, and
now moves to House Finance, where a hearing is scheduled for April 2.

Kohring told the March 30 meeting in House Labor and Commerce that DCED and DCRA
should be merged into a new Department of Commerce and Rural Development because of overlap-
ping mir.sions and economic development programs. Both departments involve:

e Rural economic business development;

e Rural tourism;

* Rural sanitation and infrastructure;

« Energy development and funding;

» Utility assistance;

* Assistance to economically distressed regions;
e Fisheries.

HB 400 shifts Head Start, the child care program, and the day care assistance program to the
Division of Health and Social Services. The purpose, according to material from Kohring’s office, is
to “eliminate cumbersome interagency coordination."

The Department of Labor would get the state training and employment program, the Jobs
Training Partnership Act program, and the statewide sernce delivery component. The international
trade subcomponent of the trade and development budget component would go to the Office of the
Governor.

Although billed as a merger, the plans clearly indicate that DCED would be the surviving
agency. The international trade subcomponent would be the only element of DCED that would not
still be a part of the surviving department after the merger.
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NORTH SLOPE GAS

House complains, but passes gas bill 36-4

Legislation to encourage construction of a pipeline to move North Slope natural gas to market
pasatri the House on A”ril 17. The vote was an overwhelming 36 to 4.

Although much amended, the House version of the bill, HB 393, retained key elements of die
proposal Gov. Tony Knowles introduced in February [see Gas legislation Introduced, ALASKA
BUDGET REPORT, February 11. 1998), giving the commissioner of revenue authority to cede all or
any part of state and local rights to levy taxes. In return, the project sponsor would agree to make
payments under alternative contractual arrangements designed to make the project more prof-
itable. This could be achieved by shifting payment obligations into the future, or aligning payments
with project profitability.

As originally introduced, a sponsor of a gas-to-liquids (GTL) project using the existing oil line
could have applied for a contract, but the GTL language was dropped during House comm ittee ac-
tion. The House added a key provision giving the Legislature the right to accept or reject the con-
tract negotiated by the administration [see Governor leases out provision for legislative
approval, ALASKA BUDGETREPORT, February 18, 1998).

Debate in the House suggested that some members had misgivings on the substanceofthe bill
but felt political pressure to vote for it.

“I'm going to, about as reluctantly as I'm ever going to, have to vote for this bill." confessed
Rep. Joe Ryan. “Governor Knowles says the state is open for business. After reading this bill, |
think I could paraphrase it that the State of Alaska is for sale.’

“l advise you take a close look at it because you are going to be responsible for whatever hap-
pens.’

Ryan said there is no way under the bill to guarantee that anyone from Alaska will work on
this project. Nevertheless, Ryan said he had to vote for the measure because there is nothing else
on the table to speed development of Alaska gas.

Rep. Ramona Barnes, a strong supporter of the bill, agreed with Ryan on his last point. “If we
don’t do this now, well never see our gas marketed."

Rep. Gene Kubina expressed concern that the pipeline communities are uncomfortable with
the bill as it is now written.

Kubina said despite the state and Legislature’s efforts, the major producers, are still not doing
anything concrete to move the project forward.

“Tthink we ought to have something that says in 2005 we are going to tax this gas in the
ground if a pipeline isn’t started or take it back," Kubina said. “At some point this body is going to
have to call their bluff.”

“lwish we had the guts to tell them *%ou are going to do this or else.”’l don’t think we do right
now. How long do we get told ‘trust me, its coming, were working on it,” before we stand up and
say you either do it or give it back to us and well find someone else who will. Because thats what
the other countries are saying." Kubina said before voting to approve the bill.

Rep. John Davies said he too will vote for the bill, but like Kubina is concerned that it doesnt
have the teeth and demands from the Legislature needed to move the project forward. He said he
believes the effort by industry to have GTL language added back to the bill is a delay tactic.
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“Any discussion of gas-to-liquids right now is diverting needed focus and attention away from
the gas pipeline and towards some other chimera that isn't going to be there in the time frame we
need this effort accomplished,” Davies said.

Rep. Tom Brice said for the gas line project to become economically feasible, Alaska has to
change its fiscal system. Passing the bill shows Alaska’s good faith and willingness to do that.

“We are not saying the gas line will be built if this gets passed, but it sure sb shucks wont get
built if *his isnt passed.”

Rep. Jeannette James said she will cast a “half-hearted vote." As an accountant, James said
she believes the market drives the system. She is hesitant to force something to move forward that
cant make it on its own.

“l still have this little queasy part of my stomach that says 1 don’t know if this is a good idea
ornot," James said.

Rep. Eric Croft said he is concerned with this bill and the concessions being discussed on this
issue. He compared this proposal to a poker game. The state is playing for huge stakes on some-
thing that has huge costs and very low margins, and the rules are strange.

“This is something that we must dive into because it is an important pirje of economic devel-
opment for the state. But the way the game is structured now worries uie a lot. If there is some
way to change the rules of this game so we have more leverage, I'd be interested in seeing it,” Croft
said. “l will send this piece of legislation off with two statements to the administration—negotiate
the best deal you can for Alaska and work with tht people who already have the contracts and the
permits in place to do this. I will hold them to these obligations.’

Rep. Beverly Masek, who voted against the bill, expressed concern about accepting a contract
when the Alaska economy is depressed. Masek said she doesnt know if it is wise to offer incentives
to develop this project or rely more on market conditions to determine when a project should be
developed.

M asek said she is not opposed to building a gas line, but said the state has a lot of time to look
at this issue.

Rep. Bill Hudson said HB 393 makes a positive statement that provides flexibility and tries to
encourage partnership with the private sector. Even though it is not a perfect bill and there are
many unknowns, Hudson said he believes this is the right thing to do.

Rep. Con Bunde said he opposes the bill but for a different reason. If it was a truly stranded
gas bill, it would encourage the marketing of Alaska's gas in every way possible, including gas-to-
liguids. He said he would vote for this bill if the title was changed to reflect that it is a pipeline
subsidy bill.

The four “no" votes were cast by Bunde, Masek, Terry Martin and maverick Republican Al
Vezey.

Senators gain leverage from “give away the farm” gas bill

The governor’s stranded gas bill, HB 393, is widely considered a “must-pass” measure, but its
fate in the Senate is not certain. Senate President Mike Miller referred the measure first to the
Labor and Commerce Committee—a surprise to most observers—and then to Resources and
Finance. Lobbyists said the Labor and Commerce referral was to give Sen. Loren Leman, the com-
mittee chair, leverage to dissuade Knowles from vetoing SB 299, a bill by Leman that exempts oil
drilling equipment from air quality permitting requirements. That bill, which the departments of
Environmental Conservation and Natural Resources opposed in committee testimony, is now on
the governor’s desk awaiting action.
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“HB 299 will become law with or without the governor’s signature,” Leman told a reporter this
week. “The governor has no reason not to [sign the bill] outside of his campaign of disinformation.’

Does he find it convenient to have HB 393 in his committee while the governor considers HB
2997

I normally don’t operate that way, with linkage,” Leman said. "1 do not appreciate it when
people say things that are not true,” he added.

Leman said that with only a short time left until the end of session, the real issue might be
whether there’s enough time to deal with the bill.

“[The bill) might need to be expedited,” he said.

Leman said he has general concerns about whether the gas measure adequately protects the
state’s interests.

The process should be open enough to be credible,” Leman said. Witn the authority it would
grant the commissioner of revenue to give up state and local rights to levy taxes, “[TJhere’s all kinds
of room for hanky-panky."

Leman stud he will schedule HB 393 for a hearing in Labor and Commerce on April 28 or 30,
Tuesday or Thursday of next week.

Resources Chair Rick Halford has also expressed doubts about the gas bill, and Senate
Finance Co-chair Drue Pearce pointedly referred to the measure in less-than-complimentaiy terms.

Pearce’s remark came during an April 16 Senate Finance hearing on a bill reducing state roy-
alties on oil and gas from six long-discovered but never-developed fields in Cook Inlet [see Hodgins
moves bill to cut royalties on Cook Inlet fields, ALASKA BUDGET REPORT, April 1, 1998). Pearce,
who supports the Cook Inlet bill and is the prime sponsor of the Senate version of the measure,
told Department of Natural Resources oil and gas chief Ken Boyd that she doesnt understand the
tone or pitch of the state’s objection to the bill.

“Especially when | hear the administration wanting to give huge concessions for the gas line,
that give away the farm."

The Cook Inlet bill, HB 380, passed the Senate on April 20, and the House quickly concurred
in the Senate changes, sending that bill to the governors desk, where it joins SB 299 and eight
other measures awaiting the governor’ action. T1 * governor has 15 days, excepting Sundays, to
consider iicasures; any vetoes of these bills will be available for possible override votes before the
Legislature adjourns.
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The Honorable Tony Knowles
Governor

State of Alaska

P.O. Box 110001

Juneau, Alaska 99801-0001

Re:  SCS CSHB 393(FIN) - Alaska Stranded Gas

Development Act
A G. file no: 883-98-0083

Dear Governor Knowles:

At the request of your legislative director, Pat Pourchot, we have reviewed
SCS CSHB 393(FIN), the Alaska Stranded Gas Development Act, which would authorize the
commissioner of revenue to develop new fiscal terms for projects that develop stranded natural gas

resources in the state

The bill is identical in most important respects to the bill introduced at the request
of the governor. The bill is largely the product of the North Slope Gas Commercialization Team,
which was established last year by House Bill 250. The team, which consisted of the attorney
general, the commissioner of revenue, and the commissioner of natural resources, was charged with
recommending teims for a contract that would improve the economic feasibility and competitiveness
of a North Slope gas project. The team also was asked to recommend legislative provisions
necessary or appropriate to implement such a contract. The purpose of the team's efforts and of the
oill is to enable the state to create a fiscal regime appropnately tailored to the development of some
or all of the approximately 35 trillion cubic feet of gas on the North Slope. Today that gas is
stranded there because of the prohibitive cost of getting it to market.

Sections 1 through 9 of the bill would authorize the commissioner of revenue to
develop the terms of a fiscal contract with sponsors of projects to develop known gas reserves that
currently cannot be marketed economically. Unlike the governor's proposal, the bill is limited to
liquefied natural gas ("LNG") projects. In a letter of intent adopted by the Senate, Senator Kelly
explains that while the state has studied the economics ofa North Slope LNG project, no comparable
study has been made of the next most likely alternative, a gas-to-liquids (GTL) project. The letter
of intent suggests that the state should continue to explore any method of commercializing its
stranded gas resources, and that an economic analysis of GTL may support amending the Stranded

122

03-C32I.H



APR-20-2006 THU 02:40 PH USA and LEGS/REGS JUNO FAX NO. 907 465 2520 P.

The Honorable Tony Knowles, Governor May 29,1998
A.G. file no: 883-98-0083 Page 2

Gas Development Act to include it. The North Slope Gas Commercialization Team s Report to the
Governor of December 15, 1997, in fact identifies an LNG project as the "most promising™
alternative for commercializing North Slope gas and focuses its economic analysis exclusively upon
it, although the fiscal principles in the Report which are incorporated in the bill, could be applied

more broadly.

The payments required by the contract would replace some or all of the state and local
taxes that would otherwise apply to qualified iponsors as a consequence of their participation in a
qualified project. Those taxes might include: (!) the state and local ad valorem property taxes that
would be imposed on the project facilities; (2) the production or severance tax that would be
imposed on the gas produced and marketed by the project; and (3) the state corporate income tax
obligation arising as a consequence of the construction and operation of the project. In addition, the
commissioner of natural resources may develop terms, which the commissioner of revenue may
include in a contract, addressing timing and notice of the state right to take its royalty gas in kind,
as well as amethod for valuing the state’s royalty share of gas. In effect, the bill would permit the
commissioner of revenue to develop terms that would replace the state’s current fiscal regime -
which, if applied to a North Slope gas project today, would be relatively regressive and fh .it-end
loaded —with a regime that is more Progressive and back-end loaded, in an effort to lower the risk
of the project and boost the rate of return that investors could expect.

The principal difference between this bill and the version introduced at the governor’s
request is that the former, though empowering the commissioner o f revenue to negotiate fiscal terms,
does not authorize the commissioner to actually execute the contract. Instead, sec. 3 of the bill adds
AS 43.82.435, which provides that the fgovernor may transmit a contract developed under this
chapter to the legislature together with a request for authorization to execute the contract.” The
section further provides that the contract is not binding unless the governor is authorized to execute
the contract by a subsequent enactment. In the view of legislative counsel, this aspect of the bill may
reflect an cnr.o3chment by the legislature upon the powers properly reserved to the executive branch
under the ilaska Constitution. However, legislative counsel also recognized that the executive is
free as a matter of comity to acquiesce in what amounts to the legislature's request for more active
oversight. In fact, the governor, in the transmittal letter accompanying his proposed legislation,
encouraged the legislature to review the contract and approve it before it became effective. The
governor made this request because of the importance of North Slope gas development to the state.

We agree with legislative counsel that the governor may acquiesce in the approach
adoptee by the legislature. Wc also note that it is far from clear that the legislature’ approach
would, in fact, violate the separation of powers doctrine. The legislature arguably has not usurped
an executive function, but rather has divided its delegation of authority into two steps, rather than
the traditional one. It should be noted, moreover, that both the negotiation of the contract and its
submission to the legislature are discretionary. Finally, it is relevant that the contract that is to be
provided to the legislature involves the state’ fiscal regime, a subject substantially within the
purview of the legislative branch under art. IX of the Alaska Constitution. Since the contractual
payments in lieu of taxes authorized by this bill could bo characterized as, in essence, a new tax, the
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legislature may well be required to levy the new tax by law. Viewed in this light, the legislature’
approach might not only be permissible, but necessary, under the constitution.

There arc a number of other important issues raised by this legislation. First, art. IX,
sec. 1ofthe Alaska Constitution provides that “(t]he power of taxation shall never be surrendered.”
The bill raises the “surrender of the taxing power" question because it contemplates development
of a long-term contract that reflects the fiscal terms applicable to the sponsors of a stranded gas
project. The legislation itself, however, is not unconstitutional under art. IX, because it does not
purport to bind future legislatures. Instead, it merely authorizes the commissioners of revenue and
natural resources to develop appropriate contract terms. Authorization to execute the contract will
not be delegated to the executive branch until the legislature has had an opportunity to review the
contract and ascertain whether its terms are in the public interest. Even if that authorization is given,
die legislature may expressly provide that the contract’ fiscal terms arc binding only so long as no
future legislature decides to exercise the taxing power in a different way. In other words, the
“surrender of the taxing power” issue may never arise. A concrete analysis of*” issue must be left
to the day the legislature decides whether, and if so under what terms, it wjl. allow execution ofa

contract at all.

The second issue is the bill's provision in sec. 3, adding AS 43.82.500 -43.82.520,
for municipal participation and revenue sharing. Like the former Industrial Incentive Act (AS 43.25,
repealed in 1986), the bill recognizes that changes in the state™ tax regime will be ineffective to
encourage development unless municipal tax changes are also included. Unlike the former Act, the
bill includes provisions to ensure that affected municipalities receive a “fair and reasonable” share
of the payments from a project that affects them. The bill also creates a municipal advisor/ group
to assist the commissioner in developing the contract terms that may affect municipalities.

Third, the bill recognizes that the commissioners of revenue and natural resources
may have to review confidential company data in order to develop fiscal terms that best advance the
state interests. The people of the state, however, have aright to know the basis for administrative
decisions affecting their welfare. The bill strikes a balance between, on the one hand, the state’s
interest in encouraging competition and the right of companies to keep proprietary information from
their competitors and, on the other hand, the public’s right to review their elected and appointed
officials”decisions. The bill docs this by limiting confidential treatment to proprietary information
that, if revealed, would both affect a company's competitive position and significantly diminish the
value of the information. In addition, information loses its confidential status as soon as
confidentiality is no longer necessary to protect the company’ competitive position or the

information’ value.

Finally, an important goal of this legislation is to facilitate the hiring of Alaskans in
all phases of the construction and operation of a stranded gas project. The bill adds AS 43.82.230,
which requires employers participating in a project to advertise locally for available positions and
use Alaska job service organizations located throughout the state. Most significantly, the
commissioner is directed, “(wjithin the constraints of law,"” to include a provision in a contract
requiring sponsors to employ qualified Alaska residents and Alaskan-owned businesses. The
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commissioner of labor will prepare and present to the legislature an annual report compiled from
state data bases, particularly quarterly unemployment insurance reports, regarding the residency of
employees working in the state on the project. We see no constitutional problem with these aspects
of the bill, because the bill expressly provides that the Alaska hire provisions in the contract must

be consistent with “the constraints of law."

Finally, we note that although the bill is unique in many respects, the legislature has
passed comparable measures to encourage industrial development in the past. For example, the
liguefied gas plant, gas pipeline, and related facilities on the Kenai Peninsula benefitted directly from
the Alaska Industrial Incentive Act. former AS 43.25. Without the tax advantages provided by the
Act at that time, the Kenai LNG .acility might never have been built. Today, that facility is a
significant source ofjobs and property tax revenues in the Cook Inlet area.

We see no legal problems presented by this bill.

Sincerely,

-Bruce M. Botelhc
Attorney General

BMT.JPGjfs
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April 4,2003

The Honorable Frank H. Murkowski
Governor

State of Alaska

P.O. Box 110001

Juneau, Alaska 99811-0001

Re: CSHB 16(FIN) am - amendments to the
Alaska Stranded Gas Development Act
Our file: 883-03-0008

Dear Governor Murkowski:

At the request of your legislative director, Mike Tibbies, we have reviewed
CSHB 16(FIN) am, which passed the legislature today, on an expedited basis. The bill
amends the Alaska Stranded Gas Development Act ( the “Stranded Gas Act”).

The Stranded Gas Act (AS 43.82) currently provides for the development ofa
contract between the state and the sponsor ofa qualified project for the export of
liguefied natural gas. Under die contract, the state may negotiate certain terms, including
periodic payments in lieu of one or more taxes, royalty matters, and provisions relating to
hiring of Alaska residents and contracting with Alaska businesses. The purpose ofthe
Stranded Gas Act is to encourage new investment to develop the state’s stranded gas
resources by authorizing establishment of fiscal terms related to that investment, and to
maximize the benefit to the people ofthe state ofthe development of die state’s stranded
gas resources. AS 43.82.010.

Section 1 ofthe bill provides two statements of legislative intent The first
statement is that the legislature intends that a qualified project sponsor that enters into a
contract with the state under the Stranded Gas Act may develop and enter into a project
labor agreement with appropriate collective bargaining organizations for the project. The
second statement is legislative intent that a contract for payment in lieu of taxes and for
royalty adjustments entered into under die Stranded Gas Act contain a provision by
which the contract may be reopened by any party.
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Section 2 of the bill amends AS 43.82.100, which defines a qualified project, to
include a natural gas pipeline and also any other technology that commercializes the
shipment of natural gas within the state or for export Thus, sec. 2 expands the type of
natural gas projects that may be eligible as a qualified project, in that previously only a

liquefied natural gas project could qualify.

Section 3 of the bill amends AS 43.82.110, which provides two requirements for
eligibility as a qualified sponsor or qualified sponsor group. The first requirement, which
is unchanged by the bill, is that a qualified sponsor or qualified sponsor group must
intend to own an equity interest in a qualified project, intend to commit gas that it owns
to a qualified project, or hold permits that the state determines are essential to construct
and operate a qualified project The bill amends the second requirement, which consists
of five different criteria only roe ofwhich must be met The bill changes two of the
criteria, in amending AS 43.82.110(2)(D) and (E), by lowering the net worth requirement
for a qualified sponsor or qualified sponsor group from 33 percent to 10 percent of the
estimated cost of constructing a qualified project and by lowering the amount of the
qualified sponsor’* or qualified sponsor group’s unused line of credit from 25 percent to
15 percent of the estimated cost of constructing a qualified project Thus, the
amendments allow a potential sponsor to become a qualified sponsor with a lower net
worth or a lower ui used line of credit than under the Stranded Gas Act before the bill’s

amendments.

Section 4 ofthe bill provides that the commissioners of the Department of
Revenue and the Department of Natural Resources may not act on an application for a
contract submitted by a qualified project sponsor unless the application is received by
March 31,2005. Under the Stranded Gas Act before the bill’s amendments, foe
application deadline was June 30,2001, and had therefore expired.

Section 5 of foe bill amends AS 43.82.240(a), which provides that the
commissioner of the Department of Revenue may use an independent contractor to assist
foe state in evaluating an application or in developing contract terms, and also that foe
commissioner may condition development of a contract on the qualified project sponsor
applicant’s agreement to reimburse foe state for the expenses of an independent
contractor. The bill amends that provision by allowing foe commissioner to use more
than one independent contractor, and also adds provisions that foe independent
contractors’ expenses are reimbursable only if they are reasonable and only to the extent
that they do not exceed S1,500,000 per each application.
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Section 6 ofthe bill provides that it takes effect immediately under
AS 01.10.070(c). A

We see no legal or constitutional difficulties with the amendments to the Stranded
Gas Act contained in the bilL We are available to answer any questions you may have
concerning the Stranded Gas Act, or to assist in its implementation.

Sincerely,

T N oL
*Gregg D. Renkes
Attorney General

GDR;MS:jn
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* FISCAL NOTE

STATE OF ALASKA
2006 LEGISLATIVE SESSION

Revision Date/Time (Note if correction):

Title SGDA Original Jurisdiction
Sponsor Rules Committee
Requester Governor

Expenditures/Revenues

Fiscal Note Number: 1

Bill Version: SB 2002

(S) Publish Date: 5/31/06

Dept. Affected; Revenue
‘RDU Administration and Support

Component Commissioner's Office

Component No. 123

(Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2007

Personal Services
Travel
Contractual
Supplies
Equipment

Land & Structures
Grants & Claims

Miscellaneous
TOTAL OPERATING

|[CAPITAL EXPENDITURES

ICHANGE IN REVENUES ( ) j

FUND SOURCE

1002 Federal Receipts

1003 GF Match

1004 GF

1005 GF/Program Receipts

Bond Proceeds

Bond Bank Investment Earnings
TOTAL

Estimate of any current year (FY2006) cost:

0.0

0.0

0.0 0.0 0.0 0.0

(Thousands of Dollars)

0.0 0.0 0.0 0.0

0.0

Mark this box (X) if funding for this bill is included in the Governor's FY 2007 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Aftach a separate page if necessary)

FY 2008 FY 2009 FY 2010 | FY 2011 FY 2012

0.0

0.0

This bill confers original jurisdiction on the Alaska Supreme Court for the purpose of providing judicial revie.*

of a contract executed under the Alaska Stranded Gas Development Act and sets t'.ne limits for challenges

to that contract.

Passage of this bill will reduce any period of uncertainty after a contract is finalized, thus

allowing the gasline project to proceed in a timely manner.

Prepared by: Jerry Burnett

Division Administrative Services
Approved Steve Porter
Agency Department of Revenue

(RedWII050MVB)

Phone 465-2312
Date/Time 5/9/06 12:00 AM

Date 5/9/2006
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Requester Governor
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Fiscal Note Number:

Bill Version: SB 2002

(S) Publish Date: 5/31/06

Dept. Affected: Natural Resources
'‘RDU Resource Development

Component Oil and Gas Development

Component No. 439

(Thousands of Dollars)

Note: Amounts do not include inflation unless otherwise noted below
FY 2008 FY 2009 FY 2010 FY 2011 FY 2012

OPERATING EXPENDITURES FY 2007
Personal Services
Travel
Contractual
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING "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 current year (FY2006) cost:

0.0 0.0 0.0 0.0

(Thousands of Dollars)

0.0 0.0 0.0 0.0

0.0

Mark this box (X) if funding for this bill is included in the Governor's FY 2007 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS:  (Attach a separate page it necessary)

There is no anticipated fiscal impact for DNR associated with implementation of this bill.

Prepared by:  William Van Dyke. Acting Director
D ivisio n Oiland Gas

Approved by: Michael Menge, Commissioner
Agency Natural Resources

(Roised STTABOV

Phone 269-8800
Date/Time 5/15/2006

Date 5/15/2006
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CS FOR SENATE BILL NO. 316(JUD)
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FOURTH LEGISLATURE - SECOND SESSION
BY THE SENATE JUDICIARY COMMITTEE

Offered: 4/29/06
Referred: Rules

Sponsor(s): SENATE JUDICIARY COMMITTEE

A BILL
FOR AN ACT ENTITLED

"An Act amending provisions of the Alaska Stranded Gas Development Act relating to
establishing when records and Tiles relevant to development of a contract for payments
in lieu of taxes and for the other purposes described in that Act become public records.
to the content of the preliminary and final findings and determinations that apply to a
proposed contract negotiated under that Act, to legislative review of, and authorization
to execute, a proposed contract negotiated under that Act, to vesting of rights under a
contract negotiated under that Act, and to judicial review of the final findings and
recommendation that support a proposed contract, of its authorization, and of its
enforceability; extending to at least 80 days the period during which the public and
members of the legislature may comment on a proposed contract under that Act; and

providing for an effective date.”

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

SB0316B CSSB 316(JUD)
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New Text Underlined [DELETED TEXT BRACKETED]



24-L.518421.X

* Section 1. AS 43.82.310(f) is amended to read:

( If the commissioner of revenue chooses to develop a contract under
AS 43.82.020, the portions of the records and files of the Department of Revenue, the
D partment of Natural Resources, the Department of Law, and a municipal advisory
g oup established under AS 43.82.510 that reflect, incorporate, or analyze information
tnat is relevant to the development of the position or strategy of the commissioner of
revenue, the commissioner of natural resources, or the attorney general with respect to
a particular provision that may be incorporated into contract are (NOT] public
records after [UNTIL] the commissioner of revenue gives public notice under
AS 43.82.410 of the commissioner's preliminary' findings and determination under
AS 43.82.400. Nothing in this subsection
(1) makes a record or file of the Department of Revenue, the
Department of Natural Resources, or the Department of Law a public record that
otherwise would no* be a public record under AS 40.25.100 - 40.25.220;
(2) affects the confidentiality provisions of (a) - (e) of this section; or
(3) abridges a privilege recognized under the laws of this state,
whether at common law or by statute or by court rule.
*Sec. 2 AS 43.82.400(a) is amended to read:
(a) If the commissioner develops a proposed contract under AS 43.82.200 -
43.82.270, the commissioner shall
(1) make prelin inary fmdi .gs and a determination that the proposed
contract terms arc in the long-term fiscal interests of the state and whether the
contract meets the requirements and (FURTHER THE] purposes of this chapter;
and
(2) prepare a proposed contract that includes those terms and shall
submit the contract to the governor.
* Sec. 3. AS 43.82.410 is amended to read:
Sec. 43.82.410. Notice and comment regarding the contract. The
commissioner shall
(D give reasonable public notice of the preliminary findings and

determination made under AS 43.82.400;

CSSB 316(JUD) SB0316B
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(2) make copies of the proposed contract, the commiss:vner's
prelimin,y findings and determination, and. to the extent the information is not
required to be kept confidential under AS 43.82.310, the supporting financial,
technical, and market data, including the work papers, analyses, and recommendations
of any independent contractors used under AS 43.82.240 available to the public and to

(A) the presiding officer of each house of the legislature;

(B) the chairs of the finance and resources committees of the
legislature: and

(C) the chairs of the special committees on oil and gas, if any,
of the legislature;

(3) offer to appear before the Legislative Budget and Audit Committee
to provide the committee a review of the commissioner's preliminary findings and
determination, the proposed contract, and the supporting financial, technical, and
market dnta; if the Legislative Budget and Audit Committee accepts the
commissioner's offer, the committee shall give notice of the committee's meeting to
the public and all members of the leg'slature; if the financial, technical, and market
data that is to be provided must be kept confidential under AS 43.82.310. the
commissioner may not release the confidential information during a public portion of
a committee meeting; and

(4) establish a period of at least 60 [30] days for the public and
members of the legislature to comment on the proposed contrac and the preliminary
findings and determination made under AS 43.82.400.

* Sec. 4. AS 43.82.430(a) is amended to read:
(a) Within 30 days after the close of the public comment period under
AS 43.82.410(4), the commissioner of revenue shall

(1) prepare a summary of the public comments received in response to
the proposed contract and the preliminary findings and determination;

(2) after consultation with the commissioner of natural resources, if
appropriate, and with the pertinent municipal advisory group established under
AS 43.82.510, prepare a list of proposed amendments, if any, to the proposed contract

that the commissioner of revenue determines are necessary to respond to public

SB0316B CSSB 316(JUD)
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comments;

(3) make final findings and a determination as to v hetlier the proposed
contract and any proposed amendments prepared under (2) of this subsection meet the
requirements and purposes of this chapter and findings and determination that the
proposed contract is in the long-term fiscal interests of the state

* Sec. 5. AS 43.82.430(b) is amended to read:

(b) After considering the material described in (a) of this section and securing
the agreement of the other parties to the proposed contrau regarding any proposed
amendments prepared under (a) of this section, and after [IF] the commissioner
determines that the contract is in the long-term fiscal interests of the state, the
commissioner shall submit the contract to the governor,

* Sec. 6. AS 43.82.435 is repealed and reenacted to read:

Sec. 43.82.435. Legislative authorization, (a) The governor may transmit a
contract developed under this chapter to the legislature together with a request for
authorization to execute the contract.

(b) Concurrent with transmittal of the contract and request for authorization
under (a) of this section, the governor shall

(1) submit to the legislature the commissioner's final findings and
determination and the financial, technical, and market data, including the work papers,
analyses, and recommendations of any independent contractors used under
AS 43.82.240, that were considered by the commissioner to make the findings and
determination and

(2) make available to the public copies of the proposed contract and. to
the extent a record or information is not required to be kept confidential under
AS 43.82.310. the material described in (1) of this subsection.

(c) After considering the material described in (b)(1) of this section and other
information that the legislature considers relevant that it has requested from the
governor and state agencies and received, the legislature may, by law, authorize the
state to execute the contract transmitted by the governor.

(d) A contract developed under this chapter is not binding on or enforceable

against the state or other parties to the contract unless the governor is authorized to

CSSB 316(JL'D) SB0316B
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execute the contract by law.

(e) The state and the other parties to the contract may execute the contract

within 60 days after the effective date of the law authorizing the contract.
*Sec. 7. AS 43.82.440 is amended to read:

Sec. 43.82.440. Jud'ial review; delaved vesting of rights in contracts.
Notwithstanding any other provision ot law, a [A] person may not bring an action
challenging a final agency decision of the commissioner of revenue made under
AS 43.82.430(c). the constitutionality of a law authorizing a contract enacted under
AS 43.82.435, or the enforceability of a contract executed under a law authorizing a
contract enacted under this chapter until that contract has been executed and
[AS 43.82 435] unless the action is commenced within 120 days after the date that the
contract was executed by the state and die other parties to the contract.

*Sec.8. AS 43.82.440 is amended by adding a new subsection to read:

(b) Rights under a contract entered into under this chapter may not vest until

the day after the deadline to bring an action under (a) of this section.

*Sec.9. This Act takes effect immediately under AS 01.10.070(c).

SB0316B CSSB316(JUD)
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Sec. 02.25.110. Definitions.
In this chapter, unless the context otherwise requires,

(1) "airport" means an area of land or water designed for the landing and taking-off of aircraft and
used or to be used as a point of arrival or departure by air;

(2) "airport hazard" means anything that may obstruct or interfere with the navigation or operation

of aircraft on or in the vicinity of an airport, including man-made structures of all kinds, trees and other
natural growths, lights or beacons, and electrical or electronic devices emitting signals capable of

disrupting radio communication;

(3) "airport hazard area" means an area in the vicinity of an airport in which a hazard to the
operation of aircraft might be situated, and that may be designated as such by the department;

(4) "department" means (he Department of Transportation and Public Facilities;

(5) "» eperson*" means an individual, firm, copartnership, corporation, company, association, joint
stock association, or body politic, and includes a trustee, receiver, assignee, or similar representative;

(6) "structure” means an object constructed or installed by man. including buildings, towers,
smokestacks, and overhead transmission lines;

(7) "tree" means any object of natural growth.
Sec. 02.25.120. Short title.

This chapter may be cited as the Airport Zoning Act.
diiij>or @30 CPERATION K AKCKAKT

Sec. 02.J0.0J0. Two-way radios required. IRepealed, Sec. J4 ch 56 SLA 200JJ.

Repealed or Renumbered

Se . Unauthorized operation. [Repealed, Sec. 21 ch 166 SLA 1978. For current law, see AS

Repealed or Renumbered

Sec. 02.30.030. Reckless operation.

(a) A wperson* may not operate an aircraft in the air or on the ground or water in a careless or

reckless manner so as to endanger the life or property of another. In a proceeding charging careless or
reckless operation of aircraft in violation of this section, the court, in determining whether the operation
was careless or reckless, shall consider the standards for safe operation of aircraft prescribed by federal

statutes or regulations governing aeronautics.

http://www .legis.state.ak.us/cgi-bin/folioisa.dll/stattx04/query-person/doc/It 104 }/pageiiem... 6/2/2006
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AMENDMENT

OFFERED IN THE SENATH BY SENATOR THERRIAULT

TO: SB 2002

Page 1, line 3, following "Development Act,":

Insert "extending to 90 days the period during which the public and members of

the legislature may comment on a proposed contract under that Act,”

Page 1, following line 6:
Insert a new bill section to read:

"* Section 1. AS 43.82.410 is amended to read:

Sec. 43.82.410. Notice and comment regarding the contract. The

commissioner shall
(1) give reasonable public nonce of the preliminary findings and

determination made under AS 43.82.400:

(2) make copies of the proposed contract, the commissioner’
preliminary findings and determination, and, to the extent the information is not
required to be kept confidential under AS 43.82.310, the supporting financial,
technical, and market data, including the wont papers, analyses, and recommendations
of any independent contractors used under AS 43.82.240 available to the public and to

(A) the presiding officer of each house of the legislature;
(B) the chairs of the finance and resources committees of the

legislature; and

(C) the chairs of the special committees on oil and gas, if any.

of the legislature;
(3) offer to appear before the Legislative Budget and Audit Committee

to provide the committee a review of the commissioner's preliminary findings and
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determination, the proposed contract, and the supporting financial, technical, and
market data; if the Legislative Budget and Audit Committee accepts the
commissioner's offer, the committee shall give notice of the committee's meeting to
the public and all members of the legislature; if the financial, technical, and market
data that is to be provided must be kept confidential under AS 43.82.310, the
commissioner may not release the confidential information during a public portion of
a committee meeting; and

(4) establish a period of at least 90 [30] days for the public and
members of the legislature to comment on the proposed contract and the preliminary

findings and determination made under AS 43.82.400.

Page 1, line 7:

Delete "Section 1"

Insert "Sec. 2"

Renumber the following bill sections accordingly.
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