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Appendix R: Summary of Public Comments on the FIF and Fiscal Contract

General Area
of Concern

State Ownership

Project Risks

Canadian Issues

Other Transportation
Alternatives

Issue

LL Cs Between State and Partners
Dispute Resolution between State &Partners
Regulatory Corflict

State Management of Natural Resources
Financing of Alaska's Portion of the Project
Permanent Fund Concerns

Al Comments within General Area
Muitiple Comments within General Area
Unique Submissions within General Area
State Ownership Risks

Political Risks

Risks Related to Gas-In-Kind

Resource Risks

Market Risks

Environmental Risks

Cost Overrun Risks

Force majeure

Ail Comments within General Area
Multiple Comments within General Area
Unique Submissions within General Area
Ownership Rights in Canada

Canadian Regulatory Issues

Issues Regarding the Alberta Hub
Mackenzie Valley Pipeline

Indigenous Peoples in Canada

All Comments within General Area
Mutiple Comments within General Area
Unique Submissions within General Area
Other Transportation Alternatives

The AGPA Alternative

The Y-Line Alternative

All Comments within General Area
Multiple Comments within General Area
Unique Submissions within General Area
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Issue Code
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DIsP
REGCON
NATRSC
AKFINC
PFD

OWNRISK
POL.RSK
INKIND
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OTA
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Submissions
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157

255
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Percent of
Submissions

41
17
09
59
33
21

181
42

139
37
19
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03
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08
03

170
32

138
a1
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a1
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09
a1
08
4.2
74
05

120
10
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3 Response to Public Comments

The remainder of this report contains the state’s responses to the concerns raised during the
comment period. The following list shows the initial ordering of the responses by general
area of concern.

1 Public Process
SGDA and Constitutionality
General Comments on fie Contract and the FIF

Work Commitments

Gas for In-state Use
Regulatory Issues

2

3

4

5. State and Local Impacts
6

7

8. Capacity Management and Access
9

Taxes and Incentives
10. State Ownership
11. Risks
12. Canadian Issues
13. Other Transportation Alternatives

To find a response to a specific submission use either the Name Index, the Organization
Index, or the Legislative Index (all found in Attachment | of this document) to look up the
name of the commenter and note the Submission ID number, noting the SOCs that are listed.
Then, turn to the Table of Contents at the beginning of the document to find the specific page
where each group of SOCs begins. Those readers that u'ish to sec the entiic submission of a
particular commenter should refer to the instructions for looking up submissions shown on
page R-9 of this document.

While the administration believes that the existing contract fairly protects the state's interests,
it has agreed to propose certain changes to the contract to respond to concerns raised in the
public process. It should be emphasized that while the current administration is
recommending these changes, negotiations with the sponsor group have not advanced and
they have not accepted these changes. In addition, in many of its responses to public
comments the state indicated that it will be makings changes to the Preliminary FIF. These
changes will be incorporated in the Interim FIF, which at the time this documents was printed
is scheduled to be published in November 2006.

3.1 Public Process

Issues in this general area of concern included the period for the public and legislature to
comment on the proposed contract and FIF; public presentations on the proposed contract
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and FIF; and Internet access to the proposed contract and related documents, including the
FIF.

3.1.1 HEARINGS: Public "‘earings Process—SOC and Responses

This issue category addresses comments regarding the public presentations and hearings on
the proposed contract and the commissioner's preliminary findings and determination.

HEARINGSO02: (2 Comments)
Statement of Concern: Statements inquiring about how to get access to information

generated during public presentations/hearings.

Rpa®e The Alaska Gas Pipeline Presentation is available online at
www.gov.statc.ak.us/gasline/basics.php. The most current information presented to the
Alaska Legislature on the gas pipeline project is available online at
www.gov.state.ak.us/gasline/legis.php. All comments received during the public comment
period are posted online at http://commador.ursokr.com/. Responses to individual comments

will also be posted online.

HEARINGSU2: (2 Comments)
Statement of Concern: Statements requesting for more discussion and more Q & A during

public hearings/presentations regarding the risks of the projects.

FESIJ’BE The duration of the public hearings was constrained by logistical considerations.
Project risks arc described in detail in 3306 MliGRAITgPrget Rd<of the Preliminary
FIF. Questions and concerns on project risks that were raised during the public comment
period as w~" as responses to these concerns are summarized in the RS section of this

report.

HEARINGS 03: (5 Comments)
Statement of Concern: Statements expressing the importance and the need for public

presentations and public hearings regarding the project/contract to increase awareness and
understanding of the project/contract issues.

FGIJ’BE Our complete agreement with this comment was demonstrated by an ex»ensive
public outreach effort. From May 19 to June 15 formal public hearings were conducted in
major Alaska communities. To provide more opportunities for the public to comment on the
gas pipeline project the state conducted additional public question-and-answer forums
throughout the state. In addition to these public hearings and forums, three statewide
teleconferences at Legislative Information Offices and dozens of “community outreach”
briefings were conducted across the state. During the entire process, more than 70
community presentations were held throughout the state, some of which were attended by the
governor, chief of staff, commissioners, and department directors. A schedule of all hearings,
teleconferences | briefings can be found on the state's Alaska Gas Pipeline web site.
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HEARINGSO04: (1 Comment)
Statement of Concern: Statements indicating that the public process will determine that the

contract is indeed a fair d-al for all stakeholders.

FHIJ’BE The administration js hopeful that this comment will prove correct after 'he
contract is fully discussed and analyzed (3ythe public and the Alaska Legislature. The state
notes that 65 percent of the comments wt re in favor of the fiscal contract and the Preliminary
FIF. In addition, the legislature made a iunibcr of suggestions for change to the contract and
FIF. The administration believes tha* il e existing contract fairly protects the state's interests,
but in response to concerns from ti ¢ r Iblic process it has agreed to propose certain changes
to the contract. It should be emphasized that while the current administration is
recommending these changes, negc lations with the sponsor group have not advanced and
they have not accepted these changes. The administration believes these changes will result
in a contract that the majority of Al iskans will determine to be fair and beneficial to the state.

HE\RINGS_05: (5 Comments)
aifatcment of Concern: Statements expressing concern that the publiy hearings were

disingenuous, characterized more py the administration and the sponsor group promoting the
proposed deal, than by an exchange of ideas.

FEIJ’BE The intent of the hea. .ngs and other public outreach efforts was to provide for
extensive public education on the contents of the contract. At the same time, the public was

encouraged to provide comments on the contract, not only at public hearings, but also online,
in writing, during statewide teleconferences at Legislative Information Offices, and via a toll-

free telephone number.

HEARINGS 06: (2 Comments)
Statement of Concern: Statements suggesting that there should be a public debate on the

pros and cons of the project/contract.

FECIJ’E The public forums were designed to address these issues. In addition the
legislature debated these issues and the public was able to see and listen to the hearings on

Gavel-to-Gavel .4

HEARINGS 07: (3 Comments)
Statement of Concern: Statements expressing concern that the public comments may be

based on speculation, conjecture, or propaganda due to the lack of understanding about the
facts; televised educational sessions would be helpful.

FGIJ’EE The many insightful, well-informed comments that were submitted during the
public review process suggest that a large segment of the public has an adequate
understanding of the proposed contract and preliminary findings and determination.
Information on the proposed contract and preliminary findings and determination was
presented at public hearings and forums, and in dozens of “community outreach” briefings
conducted across the state. In addition, details of the proposed contract and related

As of the printing of this document the presentations were available on Gavel-to-Gavle and could be accessed
at httpViwww kloo.org/qavel/videos cfm or at http //www ktoo org/gavel/audio cfm.
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documents c*n be found online at the state's Alaska Gas Pipeline Web site:
www L'asnipcliiK-.alaska.eov These sessions were also presented on Gavcl-to-Gavel and
were available to the general public throughout Alaska.4

HEARINGSO08: (I Comments)
Statement of Concern: Statements indicating concern that since there are many parts of the

contract that are not complete, it is difficult to make useful comments.

R0 e2 The contract is complete, although the state is still reviewing the Accounting
Procedures in Exhibit A and Example Calculations in Exhibit I to ensure they accurately
implement or illustrate the provisions of the contract. The contract that was posted on May
I0th included all terms with the exception of the complete integration of the terms associated
with PPT, which required Legislative approval. The updated contract posted on May 24th
added provisions in Article 11, 20.3, and in Exhibits P. Q. R. X. Y. and Z to implement these
provisions. No other changes were made to the contract. As the governor and the producers
announced on May 24th. the parties are prepared to sign the contract released on that date.

HEARINGS _09: (I Comment)
Statement of Concern: Statements expressing concern that Governor Murkowski is not

listening to public comments at hearings and is not returning phone calls regarding the gas
pipet.ne.

FEI]’E During the public review process, more than 70 community presentations were
held throughout the state, some of which were attended by the governor, chief of staff,
commissioners, and department directors. In addition, the public was encouraged to provide
comments online, in writing and via a toll-free telephone number. A summary of all public
comments received during the public comment period has been prepared by the
commissioner of revenue. Each of those comments has been responded to by members of the
governor's gas team, either in this document or in previously issued response letters

(included as Attachment 2).
The governor and his staff have listened closely to these comments and are proposing a

number of changes to the contract based on this input. These changes are described briefly in
the Executive Summary and in Section 5 of this document, and more thoroughly in the

Interim FIF.

The administration sincerely appreciates the public's involvement in the comment process,
and credits the public and the public process with many of the improvements that will be
made to the Interim FIF and many of the recommendations they are proposing for changes to
the fiscal contract.
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3.1.2  COMM _PER: Comment Period Issues—SOC and Responses

This issue category covers comments regarding the duration of the public comment period
and the public comment process.

COMM PER Ol: (26 Comments)
Statement of Concern: Statements expressing concern that a 45-day comment period is too

short.

m Once a contact is negotiated, the Stranded Gas Development Act requires at least
a 30-day period for the public and members of the legislature to comment on the proposed
contract and the commissioner’s preliminary findings and determination. The public
comment period began May It), 2006. and was initially scheduled to last 45 days. However,
the comment period was extended to 75 days to provide the public and legislators more time
to understand the contract and submit comments. The public comment period was closed on
July 24, 2006, and responses to the public comments received are contained in this report.

COMM PER 02: (8 Comments)
Statement of Concern: Statements expressing concern that the contract and associated

documents arc too long and complicated.

FESIJ’BE Given the complexity and magnitude of the fiscal issues associated with a
decades-long fiscal contract for a S20 billion project, the length of the contract is both
reasonable and appropriate for protecting the state's interests by carefully documenting the
negotiated resolution of the rights and privileges of the parties to the contract. The amount of
supplementary information provided was essential to provide relevant background material,
economic analyses, review of contract provisions and legal issues, and other material to
support the preliminary findings and determination that the contract is in the long-term
interest of the state. The state arranged for extensive public education on the contents of the
contract and the Preliminary FIF, both on the Internet and through numerous public hearings
and presentations throughout Alaska. To facilitate public understanding of the fiscal contract
a “contract at a glance" sheet has been posted on the Internet, and is available at
http://www.gov.state.ak.us/gasline/basics.php. The sheet describes [I'' highlights of the
contract and defines important terms used in the contract.

COMMPERO03: (5 Comments)
Statement of Concern: Statements of concern about 3-minute limit on length of time to

testify during hearings.

REpaee A three-minute time limit on individual oral testimony was imposed so that there
would be adequate time for all public hearing attendees to provide comments. Longer
comments could be submitted online, or in writing.

COMMPERO4: (13 Comments)
Statement of Concern: Statements expressing concern about not enough time between

release of documents and the scheduled hearings, and about hearing process itself.
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FES[:C]’BE The proposed contract and related documents, including the commissioner's
prcliminar  findings and determination, were released on May 10, 2006. 3oon thereafter
these documents were published on the state's Alaska Gas Pipeline Web site:
www.gaspipelinc.alaska.gov. On May 24 an amended version of the contract was released,
wnich added provisions to two Articles and six Exhibits related to the proposed PPT (sec
Hearings_08). From May 19 to June 15 formal public hearings were conducted in major
Alaska communities. To provide more opportunities for the public to comment on the gas
pipeline project, the state conducted additional public question-and-answer forums
throughout the state. The public forums began on July 17 and ended on July 24. In addition
to these public hearings and forums, three statewide teleconferences at Legislative
Information Offices and dozens of “community outreach™ briefings were conducted across

the state.

During the entire process, more than 70 community presentations were held throughout the
state, some of which were attended by the governor, chief of staff, commissioners, and
department directors. The public comment period and the timeline for revising the contract
and the Preliminary FIF are all specified in the SGDA. The public comment period was
extended from 45 days to 75 days to accommodate additional presentations and to give the
public additional time to comment on the issues. The extension of the public comment period
was particularly important given that that the amended fiscal coni.act was released on May
24, 2006—two weeks after the official beginning of the comment period.

COMIY1PERO5: (I Comment)
Statement of Concern: Statements indicating that unless the public makes their thoughts

and concerns known, the contract could be signed without changes.

R0 82 During the public review period, the department of revenue received a total of
2.120 valid comment submissions. This report summarizes the public comments received. As
indicated in the SGDA. a list of proposed amendments have been prepared if needed, after
consultation with the commissioner of natural resources and the pertinent municipal advisory
groups. Then a final findings and determination is made about whether the proposed contract
and any amendments meet the requirements and purposes of the SGDA. If the commissioner
of revenue determines that the contract is in the long-term fiscal interests of the state, the
commissioner of revenue submits the contract to the governor. The governor may transmit
the contract to the legislature with a request for authorization to execute the contract. The
contract is not binding or enforceable against the state or other parties unless the governor is
authorized by the legislature to execute the contract. The state and other parties to the
contract may execute the contract within 60 days after the effective date of the law

authorizing the contact.

COIMM PER 06: (3 Comments)
Statement of Concern: Statements indicating that the public comment process could help

allay suspicions about the contract and the negotiating process that was undertaken.
Comments included requests for full disclosure of contract and project details.

RE0aee In accordance with the Stranded Gas Devc’opment Act, the slate made available
to the public copies of the proposed contract, the commissioner’s preliminary findings and
determination, and. to the extent the information is not required by law to be kept
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confidential, the supporting financial, technical, and market data, including the work papers,
analyses, and recommendations of any independent contractors. Details of the proposed
contract and related documents, including the commissioner's preliminary findings and
determination, are available online at www.revenue.state.ak.us/gasline/contractDocuments'.

COMM_PER_07: (2 Comments)
Statement of Concern: Statements expressing concern about advocacy groups making

unsolicited calls to the public.

RE30aee The state docs not approve of the use of unsolicited telephone calls as a way of
educating the public about the proposed contract.

COMM PER 118 (2 Comments)
Statement of Concern: Statements indicating that individuals wish to be added to the

mailing list.

3002 The fiscal contract, the Preliminary FIF, and a large volume of related information
materials compiled by the state were made available for public review via the state's website
at http: www .on .state.ak.us ua-dine. Other information materials were also distributed
during the public hearings that were conducted all throughout the state. No mailing list was
developed as information materials were not distributed by mail.

COMM PER 1)9: (2 Comments)
Statement of Concern: "tatcmcnts requesting that independent university economists und/or

federal regulators review the contract and the FIF.

FEIJ’E All members .'f the public were invited to comment on the proposed contract and
the commissioner's preliminary findings and determination.

We also note that the advice of outside experts has not been ignored in drafting the terms of
the proposed contract. Technical changes to the contract (e.g., how the Effective Date is
determined, better description of the project and its route) have been made based on advice
from those experts. The state’s website at http: www.uov.statc.ak.us uasline provides an
extensive listing of outside experts which were engaged as needed throughout the evaluations

and negotiation process.

COMM PER 10: (2 Comments)
Statement of Concern: Statements requesting a response to comment by email.

FEE}IJ’BE Responses to comments will be posted online at
http://lwww.revenue.state.ak.us/gasline/ContractDocuments/.

COMM PER 11 (6 Comments)
Statement of Concern: Statements expressing concern about the use of state funds to
generate public support for the fiscal contract negotiated between the state and the sponsor

group.

Alaska Department of Revenue IFIF-R-35


http://www.revenue.state.ak.us/gasline/contractDocuments'
http://www.uov.statc.ak.us
http://www.revenue.state.ak.us/gasline/ContractDocuments/

Appendix R: Summary of Public Comments on the FIF and Fiscal Contract

FGE}ZU‘E The state is required by law to make available to the public copies of the proposed
contract, the commissioner’s preliminary findings and determination, and. to the extent the
information is not required by law to be kept confidential, the supporting financial, technical,
and market data, including the work papers, analyses, and recommendations of any
independent contractors. The state met this requirement by undertaking an extensive public
outreach effort that included more than 70 community presentations were held throughout the
state, some of which were attended by the governor, chief of staff, commissioners, and
department directors. The SGDA requires the state to make the contract and the Preliminary
FIF available to the public. The state believes that spending money to educate the public

furthers this mandate.

COMMPERI2: (2 Comments)
Statement of Concern: Statements asking about the process that will he used to respond to

individual comments.

FEIJ’BE The process used to respond to comments is described in Section 14 of this
document.

3.1.3 W%B: Internet Access to Information and Web-Based Comments—SOC
and Responses

This issue category addresses comments regarding access to information materials published
on me state’s gasline website.

WEB 01: (2 Comments)
Statement of Concern: Statements supporting the use of the web for its ability to make large

volumes of information available to the public.

FEE}ZC]‘E The state is required by law to make available to the public copies of the proposed
contract, the commissioner's preliminary findings and determination, and. to the extent the
infonnation is not required by law to be kept confidential, the supporting financial, technical,
and market data, including the work papers, analyses, and recommendations of any
independent contractors. One of the most effective ways of disseminating this information is
through use of the Internet. Details of the proposed contract and related documents can be
found online at the state's Alaska Gas Pipeline Web site: www.gaspipeline.alaska.gov.

WEB 32: (1 Comment)
Statement of Concern: Statements requesting comments and responses be available online

to engender public debate.

Re0aee Presently and in the foreseeable future, all of the submissions can be accessed
online through the State of Alaska's Gas Pipeline web-site. All of the submissions are
available on CD or in a printed hard-copy (968 pages) by sending a request to the
commissioner of revenue. Indexes of these submissions are provided for interested
individuals and organizations in Attachment 1of this document.
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To view submissions on the internet take the following steps:*
1 Log onto the internet using your internet browser:
2. Enter httn: Wwv. .uov.stute.ak us uasimc as the URL and hit return;

3. Click once with your mouse on the “Public Comments" section of the gas pipeline
web-site;
4. Click once on the text "Review comments submitted on the Fiscal Interest Findings*’;

5. Click on the arrow at the right of any one (or more) of the search boxes'land select
the item you wish to find;

6. Click on continue;

7. After the screen refreshes, scroll to the bottom ofthe pageand click on the
submission number of the comment you wish to review;

8 If the comment was entered directly into the web the fullcommentwill appearwhen
the screen refreshes.

If the comment was submitteu as an attachment, click on the attachment file name to see the
comment. This document, which contains responses to the concerns generated in the public
process, is online httn: www.revenuc.state.ak.us easline CVmtraciPoeumcnts . Requests for
copies of this document should be made to the commissioner of revenue.

WEB 03: (2 Comments)
Statement of Cone n: Statements concerned that it is difficult to locate documents on the

web-based comment .site.

R0 82 The State of Alaska Web site at http://state.ak.us/ offers a primary navigation link
to information through “The Alaska (ias Pipeline” button. Details of the proposed contract
and related documents, including the commissioner's preliminary findings and
w.ermination, arc online at www.revenue.state.ak.us/gasline/contraetDocuments/.

WEB 04: (I Comment)
Statement of Concern: Statements indicating that information in the state's Q&A may be

misleading—in particular, Q&A on the RCA issues.

REpaee A question has been raised about the accuracy of the information on the state's
website about RCA jurisdiction. The suggestion has been made that the state has ceded away
RCA jurisdiction in Sections 81 through 8.3 of the Contract. The question shows a
misunderstanding of federal and state jurisdiction over interstate gas pipelines and the
provisions of the contract. Federal jurisdiction of interstate gas pipeline is preemptive and
exhaustive: the federal government regulates every aspect of the authorization and operation
of an interstate gas pipeline. The RCA properly has no legal authority over the Mainline or

To view Ihe submissions from the CD. place the CD in the drive of your computer and follow the directions that
are shown on the CD.

" Note that submissions from individuals that are associated with organizations do not necessarily represent the
views of that particular organization—because individuals were given the option to indicate the organization with

which they were associated.
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the GTP. Thus, there was no jurisdiction to cede away. If the law changes, however, and the
RCA has some legal and legitimate authority over the pipeline, then Sections 8.1 to 8.3 do
not affect that authority. This is because the RCA is excluded from the definition of “state” in
tl.c contract and is not bound by any obligations or limitations of the contract. Sections 8.1to
8.3 require the state as a contracting party, but not the RCA, to support appropriate regulatory
jurisdiction in the U.S. and Canada. Nothing has been ceded away.

WEB_0>Z (7 Comments)
Statement of Concern: Statements indicating that more information is needed before

commenting on the contract and that the administration's public information materials do not
include enough facts and figures that would help the puolic make informed decisions.

FGIJ‘E QNMay 10. 2006, the state released the proposed fiscal contract and a Preliminary
FIF that provided a review of the contract, an analysis of the contract provisions, and
substantive discussion of issues related to the Stranded Gas Act, the negotiations,
implications on state revenues, regulatory processes, and other relevant material. As
indicated in the Preliminary FIF the state went through a careful process of investigation with
expert assistance on a host of issues. A large amount of material was made available at the
stat of the comment period on the state’s gas  pipeline Web site:
www.gaspipclinc.alaska.gov. These documents included:

» Documents from the sponsor group
* Documents from state agencies

» Documents from federal agencies
o State statutes

» Federal statutes

» Documents from contractors

3.2 SGDA and Constitutionality

Issues in this general area of concern included whether or not ANS gas meets the SGDA
definition of stranded gas; the legality of the contract terms: the openness of the contract
negotiation process; the consistency of the proposed contract with the SGDA, legislative
review of the proposed contract and FIF; and the propriety of negotiating with ExxonMobil.

321 STRND: Is the Gas Stranded?—SOC and Responses

This issue category addresses concerns regarding the definition of stranded gas and whether
ANS gas meets the SGDA definition of stranded gas.

STRND Ol: (26 Comments)
Statement of Concern: Statements on the determination of stranded ANS gas. including (1)

the gas is stranded. (2) the gas is not stranded, (3) the gas is stranded only until a contract is
signed, and (4) the decision to declare the gas stranded is a policy decision rather than an

empirical one.
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FHD‘EE “Stranded” is defined in the Stranded Gas Development Act as not being
marketed due to prevailing cost and market conditions. We interpret "prevailing” to mean
during the construction and operation of the project which means the next 45 or more
years. After review of expert analyses, the commissioner of revenue made his preliminary
determination in November 2003 that the gas on the North Slope is stranded. It should be
noted that the gas on the North Slope was discovered in 1%7 and has not been developed
during the last 40 years prima facie evidence that the gas is stranded. The commissioner's
preliminary determination was based on a November 11, 2003 Henry Hub price of
S4.52/mmbtu. On October | 2006 the Henry Hub price was $3.63/mmbtu.

Aside from the price of gas. other factors that can cause the ANS gas to be stranded include
anticipated long term cost, high risk; associated with possible project execution, gas
marketing difficulties and effective competition from no i-Alaskan gas project. Among all
these factors, the competition from non-Alaskan gas projects is the most significant.

Regardless of price, any ANS gas project has to compete against other projects throughout
the world for construction materials, priority and financing. Corporations have finite budgets.
Only the best projects get funded subject to portfolio management constraints. Under the
2005 fiscal terms, the Alaska gas project's IRR would have fallen into the lower quartile

among IRRs of oil or gas projects throughout the world.

According to the memo dated March 10. 2006 from Ur. Pedro Van Meurs, it is likely that the
North Slope gas will remain stranded for a considerable time without a stranded gas contract.

In his opinion, this is primarily due to the following factors:
» The high risks associated with a long lead time and the very large Alaska Gas Project;

* The market dynamics that will induce investors to give priority to smaller projects
with a shorter lead time over the Alaska Gas Project;

» The inherent unpredictability of the gas price for the period 10-25 years from now;

» The relative high transport costs; and

» The relatively low IRR of the project compared to other projects under stress price
conditions.

Apaax Cls Aled<as N Ges SxadiGlin the Interim FIF. will contain more details

on this issue.

STRND 02: (2 Comments'
Statement of Concern: Statements expressing concern about the enforcement of existing

gas lease terms.

FEI]‘E The contract provides for specific lease terms to be superseded only for the term
of the contract. The result of this provision is certainty of availability of the reserves base
which will allow the sponsor group and the state to move forward with the long-term,
enormous financial commitments necessary to make the pipeline a reality. If the contract
terminates for any reason, all lease terms would be restored. Lease terms not specifically
addressed by the contract are unaffected by the contract, and their enforcement is unaffected.
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Concerning Point Thomson Unit (PTU). in particular, each of the above statements is true.
During contract negotiations, it became clear the producers felt very uncertain about the
status of PTU. particularly given its critical importance to the gas pipeline economics. The
amended DNR decision of October 27, 2005 found the PTU Agreement to be in default. That
decision did not call for the return of the PTU leases to the state, but it did call for "a plan to
bring the PTU into commercial production within a reasonable time frame™ and provided
dates for initiation of development operations, commencement of drilling, and
commencement of production. Because these dates are inconsistent with the work
commitments contained in the contract, extensions of the lime period within which the
operator can appeal that default decision have been given, pending conclusion of
deliberations on the contract by this legislature. The contract provides fir a PTU
development schedule which is consistent with and which supports gas pipeline
development. PTU development, as an integral part of the gas pipeline project, is thereby
subject to Ihe same diligence standard, and is subject to the contract being terminated for

failure lo meet that diligence standard.

The decision to include PfU in the contract was a reasonable and necessary step, given the
critical importance of PTU reserves and dclivcrability to the contract. That step was taken,
while imposing specific requirements upon the producers:

» Each producer must commit PTU gas reserves to Ihe gas pipeline project;
* The producers must apply to the AOGCC within 6 months for issuance oi pool rules;

e In addition, the contract requirement that the gas pipeline project be pursued "with
diligence™ exists, and applies to PTU development, as well as the rest of the gas
pipeline project if the contract is terminated for any reason; according to the
contract terms, the producers' rights to Pt. Thomson expansion leases terminate
unless they initiate development within one year of the contract termination. In
addition, DNR can also pursue other steps, including termination of the unit, and
initiating procedures to revoke the leases.

Finally, nine months after startup of the gas pipeline, commitments to DNR Plans of
Development resume, which will allow DNR to continue to manage development of PTU oail

and gas reserves.

Historically, continuance of the PTU unit and leases has, until the latter half of 2005, been
with the concurrence of DNR commissioners of several administrations of varied political
perspectives. The companies have invested significant amounts of money over several
decades in exploring this acreage and in addressing major technical issues. In recognition of
those facts, each of these administrations has been a party to extending these leasehold
interests. The amended DNR decision of October 27, 2005 has placed these companies on
notice that development must now proceed. The contract provisions concerning PTU provide

a specific context for that development.
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3.2.2 CNSTL; Constitutionality Issues—SOC and Responses

This issue category addresses comments regarding the legality of the contract terms.

CNSTI. OI: (46 Comments)

Statement of Concern: Statements indicating that: 1) ihe proposed contract is
unconstitutional because it requires the state's power of taxation to he surrendered and locks
in oil/gas taxes for 30/45 years; and 2) the tax structure under the contract would create two
distinct tax systems—payments in lieu ot “taxes™ and tax exemptions—and not a tax system

with exemptions, and this is unlikely to withstand judicial review.

F(‘-E}ZDTE The commissioner of revenue requested an opinion from the Attorney General on
the issue of whether the Alaska Constitution would permit ‘he legislature to approve a
binding tax contract under the Stranded Gas Development Act. The Attorney General
concluded that, while, under Article IX, section | of the Alaska Constitution, the power to
tax may not be surrendered, it may be suspended or subject to contract for a specific period
of time under certain circumstances. (The AtT®y G eral's QINONcan be accessed at

www. law. state, ak.us/department/civil/gasline.html)

In fact, this would not be the first time that the state has authorized contractual tax incentives
to encourage development of Alaska's resources. In 1949, 1957. and 1968. the state offered
industrial incentive tax credits that had the binding effect of contracts. Those tax credits were
limited to a period often years and the investments sought were quite small compared to the
unprecedented investment that will be necessary to constrict the proposed gas pipeline. The
huge investment necessary to build a gas pipeline necessitates long-term financing and risk
reduction. The commissioner concluded in the preliminary findings and determination that
the periods set out in the contract arc commensurate with depreciation schedules and other
relevant financial factors (sec for example page ES-11 ofthe Preliminary FIF).

Any term shorter than 30 to 45 years would also he in the interest of the state in that it would
reduce the contractual period for which the state's taxes would be stable. The administration
supports shortening the period of fiscal stability along the lines of the provisions included in
last version of SB 3002 considered by the Senate Special Committee on Natural Gas
Development during the third special session of the Twenty-Fourth Legislature. The
administration acknowledges that the general public also made extensive comments on this

issue.

CNSTL 02: (19 Comments)
Statement of Concern: Statements that the contract would prevent Alaskans from using the

initiative process to propose new tax laws.

FGIJ’E The contract does not affect the people's power to propose new tax laws.
However, pre-existing state law and the federal and state constitution may operate to delay or
neutralize the effect of taxes levied by initiative. The law making powers assigned to the
legislature may be exercised by the people subject to certain limitations imposed by the
Alaska Constitution. Initiated laws opcra;e in the same manner as laws passed by the
legislature, except that they may not be repealed for two years after enactment. The SGDA
gives the governor the power to propose a contract that grants fiscal stability to certain
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taxpayers. The federal and state constitution forbids the enactment of laws that impair the
obligations of contracts. This constitutional prohibition applies to initiatives as well as laws
enacted by the legislature. After the effective dale of the fiscal contract, a taxpayer subject to
a lax levied by initiative could either dcclim to pay the tax. or could pay the amount assessed
and seek reimbursement from the state. The tax law remains on the books and could be
assessed against a taxpayer who withdraws from the fiscal contract or is otherw'se not

covered by the fiscal stability provisions.

CNSTL 03: (10 Comments)
Statement of Concern: Statements that the contract is unconstitutional because it docs not

maximize the benefit to the peept of the state; and the contract will significantly infringe on
the open access values in Article VIII of the Alaska Constitution.

FHIJ’E In developing a contract under the SGDA, the commissioner is directed to
"maximize the benefit to the people of the state of the development of the state’s stranded gas
resources.” Ibis broad policy directive is similar to the policy expressed in Article VIII 8§ 2
of the Alaska Constitution, which provides that natural resources belonging to the state be
utilized, developed, and conserved "for the maximum benefit of its people.”

In following the broad directive 10 "maximize the benefit to the people of the state”, the
proposed contract includes consideration involving benefits other than solely revenue. While
revenue opportunities should be, and were, seriously considered, there is no requirement that
the meaning of "maximize the benefit" be limited to an evaluation of revenue potential. By
progressing development of Alaska’s stranded gas resources, the proposed contract provides
revenue benefits to the people of the state as well as additional quantifiable and qualitative

benefits.

The proposed SGDA contract complies with this policy directive by providing significant
benefits to the state through progressing development of the state's stranded gas resources.
The three key ingredients of the proposed gas pipeline contract—fiscal certainty, state equity
participation, and the state taking gas in-kind and committing to ship it on the pipeline—
improve the project's internal rate of return, thus making it more likely that the gas pipeline
project will be built. Under the proposed contract, the state will receive significant oil and
gas revenues that will be comparable to those the state would have received under the 2005

fiscal regime.

A gas pipeline will encourage development of the vast ANS gas resources and will extend
the life of the Trans Alaska Pipeline System. In addition. Alaska and Alaskans will receive
significant benefits through revenues from the sale of the state's share of the gas (tax and
royalty), additional jobs both during construction and after the construction phase with local
hire to the extent allowed under law, and the availability of gas supplies from in-state
pipeline offtake points. Alaska needs to transition from an oil based economy to a gas based
economy over the next 10 to 20 years. If we are able to do so within 10 years the adverse
impact to state revenues will be less than if revenue receipts from the state's gas are deferred

for 20 years or more.

The state's discretionary budget is currently about S3 billion a year. Fortunately,
unprecedented high oil prices have created budget surpluses in recent years. However, oil
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prices are expc.ted to decline !o a 'jng-run average of S35. At that price the State would
currently be running a SlI billion deficit.

Moreover, TAPS is now running 60 percent empty, despite investment in recent years of
nearly Sl billion annually. The Department of Revenue estimates that $1.8 billion is required
annually to keep production at a constant level. This is nearly twice the amount being spent

in recent years.
Cl _ent production is about 800.000 barrels per day and is expected to be about 100.000 less

by 2015

In addition, with 2 percent annual growth the budget would be S4 billion by 2015. Yet the
two percent is conservative; increased state debt, Medicaid, unfunded pension liabilities, and
government operating expenditures could very wcll cause higher growth.

Thus there ire three major forces driving toward massive budget problems: declining oil
prices, deciding oil production, and a growing budget. (Non-oil revenues may add another
SO.5 billion annually.) In the absence of a gasline or new budget sources, such as broad-based
taxes, annual deficits will grow' to S1.5 billion annually by 2015: a cumulative deficit of $10
billion from now to then. Under these assumptions the Constitutional Budget Reserve Fund

(CBRF) will be depleted by 2009.

Furthermore, natural gas production would not start until 2016, were the proposed contract to
be executed in 2006. In other words, the state revenue stream from gas will not occur until 10
years after the execution of the proposed contract. The delay of building the gasline would
only lead to the delay of the state revenue stream from gas. which would deepen the state
deficit until the first gas flows.

All discussed above underscore the need to get the gasline constructed soon. At a mid-range
forecast of $5.50/mmbtu in Chicago, the proposed contract terms would generate annual

revenues to the State between S2 to $3 billion.

Not only would the gasline allow the continuity of essential state services while minimizing
the tax burden of its citizens, it would also extend the oil life of the ANS. bringing in

additional billions of dollars over time, as well.

CNSTL 04: (33 Comments)

Statement of Concern: Statements expressing a general concern that the contract may be
illegal because the SGDA must he amended in order to accommodate proposed contract
terms, and thus the project may not be qualified under the SGDA and should not be

approved.

R0 e This is incorrect. In his letter dated October 27, 2005, to the commissioner of
natural resources, the attorney general set forth a detailed analysis of this specific question
and advised that the administration’s course of conduct on the SGDA negotiations, including
the proposal of supplemental legislation needed to implement provisions of the proposed
contract, was both authorized and lawful. Further, because the contract cannot be executed
without legislative authorization, no proposed contract (or accompanying implementing
legislation) could violate the SGDA
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CNSTL 05: (2 Comments)
Statement of Concern: Statements suggesting that the contract should be voted on by

Alaskans.

FE}II‘EE The state election code controls what may be placed on the general election ballot.
Existing state law docs not authorize a vote of the people on the execution of the fiscal
contract. The legislature would need to pass a law authorizing such a vote. In the past, the
legislature has authorized advisory questions on the ballot on various subjects. Other than the
delay occasioned by scheduling an advisory vote, it is within the discretion of the legislature
to determine whether to seek the advice of the people through a public vote. Beyond an
advisory vote, it may be possible for the legislature to tentatively authorize the fiscal contract
subject to it taking effect upon an affirmative vote of the people. This method carries with it a
possible legal challenge that, by allowing such a vote, the legislature would he improperly
delegating its legislative function to the people. In any case, as explained earlier, there is
presently no authority for a vote of the people being a pan of the process to authorize the

fiscal contract.

CNSTLO6: (5 Comments)
Statement of Concern: Statements indicating that the contract is unconstitutional because

the contract changes the lease provisions upon which the original leases were granted.

Re0ae2 Any change to an existing lease would he at the option of the sponsors of the
project. They will voluntarily accept the changes in order to receive the benefits of the fiscal
contract. Under the contract, the sponsors could add new leases to the contract if they desire
to receive fiscal certainty as to oil and gas produced from those leases provided that a model
upstream contract law in the form of Attachment | to the May 24 contract is enacted. Other
ANS leaseholders may take advantage of the uniform upstream fiscal contract if the
conditions of that program are followed. The process contemplated by the SGDA provides
adequate notice to the public of the changes in existing leases necessary to implement the
fiscal contract. For these reasons it is believed the Alaska Constitution would not be violated
if the commissioner were allowed to negotiate terms which alter the pro\ isions of existing oil

and gas leases.

CNSTLO7: (8 Comments)
Statement of Concern: Statements concerned that the contract prohibits court action on the

constitutionality of the contract and that prohibits municipalities or political subdivisions
from initiating ar' court action with respect to the contract.

FEE]IJ’E The proposed contract does not prohibit court action on the constitutionality of the
contract or prohibit municipalities and political subdivisions from initiating lawsuits with
respect to the contract. Except for the parties to the contract, any person, including an
incorporated municipality, may challenge the constitutionality of the contract as provided in
AS 43.82.440 and other applicable law. For instance, under AS 09.65.080, a public
corporation may bring an action in its corporate name on a cause of action accruing to it in its

corporate character.
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CNSTL 08: (2 Comments)
Statement of Concern: Concerns with the scope of Article 41.2

FEIJ’!EArticIe 41.2 states that “... any right, privilege, or obligation of a Party in a lease,
other agreement, regulation, rule, order or decision is amended for the Term only to the
extent necessary to conform with the provisions of this contract. .  Other terms of those
leases, unit agreements, or other documents are not affected by the contract. The language,
‘only to the extent necessary to conform’ was explicitly included to limit the scope of this
provision. Given that, the sponsor group was concerned that other agreements, regulations or
decisions could be used to undermine commitments made within this contract. If the contract
terminates, due to lack of diligence or for any other reason, this provision also terminates.

CNSTL 09: (I Comment)
Statement of Concern: Statements concerned abou* third-party lawsuits that may be brought

to delay or halt construction, and advocating contract language to prevent them.

FGI]‘BE The proposed contract states that it does not create any third-party rights. Ifsuch a
judicial challenge is tiled, however, the proposed contract provides that work on project
planning and development will continue. The contract provides that work on the project
cannot be suspended by the sponsors until fifteen months has elapsed while the judicial

challenge proceeds.

CNSTLIO: (I Comment)
Statement of Concern: Statements suggesting that before approving the proposed contract,
the legislature require documentation of ownership, governance management, and control of

the state’s participation.

FEI_TE The administration intended that the legislature would have an opportunity to
review the terms of the state’s proposed mainline LLC agreement prior to the approval of the
fiscal contract in order u> fully understand how the state's decision to acquire an ownership
interest it the project would he implemented in practice. The administration has
acknowledged the legitimacy of this concern and worked hard to complete the LLC
negotiations with the sponsor group so that the slate’s proposed mainline LLC agreement
could be reviewed by the legislature prior to any vote approving the fiscal contract. These
negotiations were not completed, but the state intends to release to the public the state’s
proposed LLC agreement. The proposal represents what the state believes it could accept in
an ownership agreement. Although the negotiations with the sponsor group were productive
and many issues were resolved, the parties could not resolve some significant final points. As
a result, the sponsor group has not accepted the proposed LLC agreement.

CNSTL1I: (I Comment)
Statement of Concern: Statements expressing concern that, in the terms of the fiscal

contract, the state waives its presumption of correctness.

FEE{I_TEE Certain value judgments were made concerning the fairness of dispute resolution
procedures. It was determined to adopt arbitration as the preferred method to achieve fairness
on the side of the state and the sponsor group. It was also thought fair to remove
presumptions in favor of the state that tip the scales ofjustice slightly in the state’s favor. The
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parlies to the fiscal contract arc sophisticated and capable of prosecuting enforcement actions
and mounting effective defense without having to contend with a presumption of correctness.

All disputes under the contract are subject to arbitration according to a carefully balanced set
of rules modeled on the rules of the International Center for Dispute Resolution (“CPR").
Arbitration is widely utilized in U.S. and international commercial contracts to resolve
disputes. In a number of existing contracts the state has agreed to an arbitration clause and
has successfully invoked it. One example is the ANS Royalty Settlement Agreement (RSA)
among Atlantic Richfield Company, ARC'O Alaska. Inc.. and the State of Alaska.

CNSTL 12: (2 Comments)

Statement of Concern: Statements indicating that (a) the debate centers on our
constitution’s explicit prohibition against surrendering, suspending, or contracting away the
power of taxation; (b) our courts have consistently defined “general law” to mean “statute”;
and (c) two of Alaska's constitutional founding fathers have weighed in on the subject. No
delegate would have considered turning over Alaska's oil and gas resources or stripping the
legislature and voters of the right to control the state's tax system

(@) See CNSTLOI response.

(b) The Attorney General’s May 10. 2006 Memorandum interprets “general law" to mean a
statute which authorizes a tax exemption. If that statute grants an exemption for a set period
of time, then the contract Clause of the United States Constitution will likely prevent a
subsequent legislature from retreating from the provided exemption. The statement concludes
that a tax exemption granted by statute for a period of time necessarily means that the
exemption can be repealed by any subsequent statute. The Attorney General believes the
better v.ew is that if there is no blanket constitutional prohibition against the contracting
away of the power to tax and if a tax exemption is set forth in a statute in an unmistakable
manner and is intended to last for a set period of time, then the exemption will not be subject
to change due to the operation of the contract Clause.

(c) Over thirty years ago, the Alaska Supreme Court determined that “subsequent testimony
of even the prime sponsor of a bill as to either his own understanding or the legislature's
understanding of the meaning of the bill should not be considered.” The Court has reiterated
this position on several occasions. While statements made on the official record by delegates
during the constitutional convention would be entitled to significant weight in determining
the meaning of the Constitution, post-adoption comments made fifty years later arc entitled
to little, if any, weight. The question of the constitutionality of any Alaska law will ultimately
be decided by the Alaska Supreme Court, and so it is appropriate to look to the evidence that
the court would find relevant. The Court has made clei. on multiple occasions, that the
subsequent statements of a lawmaker about what a law was intended to do has no weight in a

judicial proceeding.

Attorney General's Memorandum to the Commissioner of Revenue re: Effect of Article IX. Sections 1and 4 of
the Alaska Constitution on Proposed Stranded Gas Development Act Contract Terms. File No 661-03-0485,
May 10. 2006
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3.2.3  CNFDL: Confidentiality and Secrecy—SOC and Responses

This issue category addresses concerns regarding the openness of the contract negotiation
process.

CNFDL OlI: (9 Comments)
Statement of Concern: Statements expressing concern that the legislature was asked to vote

on the PPT before the contract was released.

FGITE PPT legislation, while related to the contract, was an independent legislative
decision, and was not dependent on the release of the contiact. In any event, the PPT
legislation that passed in August 2006 was passed well after the contract was released in May

2006.

CNFDLO02: (72 Comments)
Statement of Concern: Statements expressing concern that the contract was negotiated in

secret and that secrecy has replaced open discussions of oil and gas policies.

FEﬂITlE Negotiations were conducted under the confidentiality provisions of the SGDA,
which were meant to protect confidential information of the sponsors from being made
public during the negotiation process. The state simply was not free to conduct public

negotiations even if it wanted to.

CNFDLO03: (7 Comments)
Statement of Concern: Statements indicating that the state government did not follow a

court-ordered mandate to release the contract.
RE300 82 The contract was released in accordance with law.

CNFDLO4: (15 Comments)

Statement of Concern: Statements expressing support of how the negotiations were
conducted. This SOC also includes statements indicating that negotiating the contract in
secret does not necessarily mean it is not in the best interest of the state.

FGII‘BE In this case, we agree that confidential negotiations were in the best interest of the
state, and they were required by the SGDA. There sin.ply would not have been any
negotiations with the sponsor group, or any other applicant, had they been in public. No
negotiations would mean no contract, which w'ould mean no gas pipeline.

3.24  SGDA: SGDA Concerns—S0C and Responses

This issue category covers comments and responses regarding the Stranded Gas
Development Act (SGDA), particularly on issues such as legality of the contract, changes to
statutes, negotiating with the sponsor group, and other legal issues.

SGDA Ol: (14 Comments)
Statement of Concern: Statements that the contract may be in violation of the SGDA

because it includes changes in taxes and incentives for oil production and development.
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FHIJ’E The Attorney General of Alaska has examined this question and has concluded
that, with certain legislative changes to the SGDA, the contract will not be in violation of the

law. See response to CNSTL 04.

SGDAO02: (9 Comments)
Statement of Concern: Statements asserting that the sponsor group holds the leases and own
the production infrastructure, and therefore it makes sense to develop the contract with the

sponsor group.

FGI]’BE The state agrees provided that contract terms acceptable to all parties can be
reached.

SGDA 03: (2 Comments)
Statement of Concern: Statements expressing concern that the laws could possibly be

changed to allow' the over-the-top route.

FGIJ’BE Federal law presently prohibits an over-the-top route. While in theory the law
could be changed, that is highly unlikely. To guard against such a change, the Fiscal contract
also prohibits an over-the-top route so that even in the unlikely event that the law was
changed, the sponsor group would face a strong deterrent to changing the route. A change in
route would be a breach of contract that would cause the sponsor group to lose the favorable
tax treatment and other incentives afforded by the fiscal contract.

SGDAO04: (2 Comments)
Statement of Concern: Statements indicating that the state should not negotiate with the oil

companies because of the way they manipulated tariffs on TAPS.

R0 82 The FhRC and RCA have overseen TAPS tariffs since the opening of the pipeline
and any “manipulation™ has been resolved through decisions of those agencies and tariff
settlements that the state has voluntarily entered into. Further, to the extent that the state is an
owner of the entity that will set the tariffs on the Alaska gas pipeline, it will be in a belter
position to guard against what some might call rate manipulation.

SGDAO5: (5 Comments)
Statement of Concern: Statements asserting that the oil companies are using the SGDA
process/contract to change the industry's fiscal structure w-ithout any real intention to build

the gas pipeline.

FGIJ’E The sponsor group has already spent more than S125 million on a pipeline
feasibility study. Under the work commitments section of the fiscal contract, the sponsor
group is committed to begin the planning process (the first steps to build the line) within 90
days of the effective date of the contract. A series of specifically enumerated steps will then
follow such that a pipeline could begin operation some 10 years from now.

If the sponsor group signs the contract but then do not take the necessary steps to build the
pipeline, the state has the right to terminate the fiscal contract. If termination occurs, the
sponsor group will lose all the fiscal rights they have under that contract. In the end. no gas
pipeline means no change in the industry's fiscal structure. To strengthen the contract's work
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commitments clause, the state is proposing to incorporate the May 10. 2006 project summary
timetable into the contract; to create a new remedy of a diligence order which giv.’s the
tribunal options in addition to termination; to require participants to provide collectively SSI
billion letter of credit and allow the state to draw on it if project sanction has not occurred by
the fourth contract year; and to create a presumption within the contract that if sanction does
not occur within five years of the effective date, there is lack of diligence. It should also be
noted that with the passage of the PPT. the ANS producers are paying a premium for fiscal
certainty that is not beneficial to them unless they move forward with the development of

ANS gas.

SGDA 06: (2 Comments)
Statement of Concern: Statements expressing concern that the specifics of the Qualified

Project are not defined by route, by extent, by scope, by investment, by participation, by
timing, by operation, or by generally any other means.

FHIJ’E The state is proposing changes in Articles 41 and 39.1 to specifically reflect the
qualified project plan (QPP) with respect to route, dimensions, pressure, and expandability.
The state is also proposing that the timing of various phases of the project be added to Article
5.4 incorporating the May 10. 2006 project summary in the fiscal contract as Exhibit S.

SGDA 07: (3 Comments)
Statement of Concern: Statements concerned about the lack of state control over changes to

the qualified project plan and the absence of any provision in the contract requiring state
consent to changes in the Qualified Project Plan as part of the work commitments associated

with the contract.

FEI]’!E The state does not believe that it (or any member of the sponsor group) should
have veto power over changes to the project plan. This project will not be built more rapidly
by giving anyone the ability to unilaterally block a plan change. The state is partnering with
the sponsor group to get this line built; it is not the sponsor group's antagonist. Any veto
power recommendation reflects a fundamental distrust of the sponsor group's commitment to
build the project in a timely manner. The state does not share that distrust and thus does not
agree that additional contractual language of the type suggested is necessary or even
desirable. The present language that allows for 1) the state to initiate termination of the
contract if the project has not progressed in a diligent manner, 2) the sponsor group to cure
any deficiency in a timely manner, and 3) actual termination if there has been a lack of
diligence and a failure to cure, is sufficient.

The work commitments contained in the contract were crafted to ensure that the next stage of
the project is started promptly, and that a disciplined, thorough project management process
is implemented and maintained to control development and construction of the pipeline,
ensuring the most cost-effective and timely project completion possible, and minimizing the
risk to both the state and the sponsor group. As a 20 percent owner of the mainline LLC and
a member of the LLC's management committee, the state through Alaska PipeCo will
participate in the project planning and oversight of the operator that builds the pipeline. State
ownership will provide Alaska PipeCo a continuing opportunity to know what is going on
inside the project company, be heard on key issues and influence the course of the project
development. If, at any time, the state does not believe that the project is being advanced
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diligently, it can terminate the contract. The potential for terminating the very deal that the
parties have spent three years negotiating is significant leverage over the sponsor group, as
the sponsor group will lose all of the benefits of fiscal certainty if this contract is temiinated

by the state.

SGDAO08: (2 Comments)
Statement of Concern: Statements indicating that it is unlawful to include a petroleum

production tax (PPT) in the contract.

Repaee As noted in CNSTL 04, it was not unlawful for the administration to include
provisions in the contract that would require legislative changes to implement. See the
October 27. 2005. opinion of the Attorney General. The parties included a PPT provision in
the contract knowing that 1) the legislature would have to change existing law; and 2) the
PPT provision in the contract would have to be changed to conform to whatever PPT law the
legislature enacted. Now that the legislature has parsed am the governor has signed the PPT
legislation, the state expects that the contract will be revised as appropriate.

SGDAO09: (1 Comment)
Statement of Concern: Statements saying the contract is not consistent with the SGDA

termination provisions.

FEE}I]'BEArticIe 5 and Article 28 together address all of the termination requirements of AS
43.82.445. Separately, each article does not cover all the statutory requirements but together
they do. The specific administration termination terms were negotiated and agreed to in the
contract. As part of adoressing the overall dispute resolution issues, the procedure for
administrative termination, however, was changed to be subject to approval by the

legislature.

SGDAZ10: (1 Comment)
Statement of Concern: Statements indicating that the state is disadvantaged in the

negotiations because the state does not have the same breadth and depth in resource pool as
the sponsor group.

R0 82 We do not agree with that assessment. In addition to its “in-house” talent within
the Departments of Natural Resources, Revenue, Law and Labor, the state has hired various
top-qualitv financial and legal outside experts to aid it in negotiations. The end result, in our
opinion, is a fiscal contract and the state’s proposed mainline LLC agreement that contain
fair and reasonable terms for all parties, including the state.

SGDA _1I:(1 Comment)
Statement of Concern: Statements indicating that the state should not be negotiating with

the sponsor group because of their environment record on the ANS.

FEI]’EE Regardless of one’s view on the sponsor group’s environmental record on the
ANS, the fact is that the sponsor group holds leases for approximately 98 percent of the
proven ANS gas reserves. There will not be a gas pipeline without negotiations with the
leaseholders of the very gas that must travel through that pipeline to get to markets in the
lower 48. To make the gas pipeline become a reality, the state has chosen to become actively
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involved in negotiations. Overall, ovci the lasi 40 years, the members of the sponsor group
have proven to be some of the most prudent and responsible operators in the world of oil and
gas exploration, production and transportation.

SGD.AI2: (I Comment)
Statement of Concern: Statements advocating the inclusion of an Appendix to the contract

that specifies the project design for the *“Qualified Project” as a pipeline capable of
transporting between 4 and 4.5 bef/d; initially expandable through infill compression to 6

bcf7d.

FEE]IJ’E The state is proposing to include in the fiscal contract itself such a description
from the May 10. 2006 Project Summary. The project summary addresses pipeline
dimensions and expandability, although we expect these to be refined as project engineering

advances.

SGDAI3: (1 Comment)
Statement of Concern: Comments expressing concern that because the contract terms arc

not final and the legislature may require changes that the public may not be able to
adequately comment.

Rﬂﬂ”ﬂ% The public comment/legislative approval process is required by the SGDA. That
process contemplated a public comment period followed by a renegotiation period reflecting
the comments received, and then legislative approval of a final contract. That is the process
being followed. Once renegotiations have been completed, the parties will submit the
contract to the legislature for final approval. The public has a right to petition their legislators
and in that manner comment on the terms of the fiscal contract.

SGDA14: (4 Comments)
Statement of Concern: Statements concerned that the contract allows the participants (but

not the state) to amend the project plan each year. (Section 5.3) page 65, “The mainline entity
shall coordinate and update the Qualified Project plan....each year thereafter until the
commencement of operations...”

FGE{I]’E No project, especially one this large, can be expected to go exactly as initially
planned and. therefore, there should be an ability to amend a project plan. The state has
protected itself by contract provisions that allow it to either seek termination of the fiscal
contract or to bring a dispute, depending on the circumstances, in the event that it disagrees

with a change to the project plan.

The state itself cannot change the project plan. The mainline LLC that will own the main
pipeline is responsible for updates and changes. The state will be a 20 percent owner of that
mainline LLC. and thus will have a voice in any proposed updates/changes.

SGDAL15: (2 Comments)
Statement of Concern: Statements concerned that the contract terms have ignored the

advice and expertise of many outside experts hired by hoth the Department of Natural
Resources and the Legislative Budget & Audit Committee. Many millions of dollars were
spent soliciting their guidance and to have it ignored is a travesty to the state's best interest.

Alaska Department of Revenue IFIF-R-51



Appendix R: Summary of Public Comments on the FIF and Fiscal Contract

R0 82 The advice of outside experts has not been ignored. Muli of the consulting work
done by experts hired by the DNR or the Legislative Budget and Audit Committee were
taken into account in developing and evaluating the contract and its impact on the state.
Technical changes to the contract (e.g., how the effective date is determined, better
description of the project and its route) have also been made based on advice from those
experts. Notwithstanding, there are substantive areas of disagreement with those experts and,
while the state has not ignored them, it has chosen not to accept all of their recommendations.

SGDAI16: (3 Comments)
Statement of Concern: Comments expressing concern that the lack of material information

renders the commissioner's findings, as stated in the Preliminary FIF, deficient.

The commissioner determined he had sufficient information in the Preliminary
FIF to satisfy his obligations under 8 42.83.400 of the SGDA whether the proposed (and
agreed upon) fiscal terms in the contract are in the long-term interest of the state.

SGDA 17: (1 Comment)
Statement of Concern: Statements indicating that the fiscal contract is not ripe for

consideration because other rc'ated contracts have not yet been revealed.

FEE}I]’E The SGDA grants the commissioner to authority to negotiate a proposed contract,
the terms and scope ofwhich are specified in AS 43.82.200. They include:

I terms concerning periodic payment in lieu of one or more taxes:

2.terms relating to royalty pursuant to AS 43.82.220:

3. tennsregarding the hiring of Alaska residents and contracting with Alaskabusinesses
under AS 43.82.230;

4. terms regarding periodic payment to, or an equity or other interest in a project for,
municipalities under AS 43.82.500;

5.terms regarding arbitration or alternative dispute resolution procedures;

6. terms and conditions for administrative termination of a contract unc.erAS 43.82.445:
and

7. other tenns and conditions that are:
a. necessary to further the purposes of this chapter; or
b. in the best interest of the state.

The proposed contract incorporates the essential fiscal terms required by the SGDA. There
are other documents that may have an impact on the project but were neither required nor
contemplated by the SGDA. The project entity governance agreements are a good example of
this. Although the state’s proposed mainline LLC agreement will be helpful in making a
determination as to whether the state should consider an ownership interest in the pipeline, it
is not required to be negotiated or presented to the public in advance a decision to approve
the contract as part of the SGDA process. While there arc many other contracts that will be
negotiated and executed by the state from the time the fiscal contract is first approved until
the production of first gas, the critical step is to consider and approve a fiscal contract that
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fully meets the scope and intent of the SGDA and that has been presented to the legislature
and the public for review.

The other documentation that will need to be finalized in order to implement the larger
project will be based on the essential principles of the deal set forth in the fiscal contract and
IS not anticipated to have an impact on the commissioner's findings set forth in the

Preliminary FIF or the Interim.

SGDA18: (1 Comment)
Statement of Concern: Statements indicating that the contract should be limited to only

those leases and properties necessary to secure gas supplies to meet shipping commitments
on the initial capacity ofthe pipeline.

FE}II‘EE To encourage producers other than the sponsor group to explore and develop
presently non-proven gas reserves, and to promote a level playing field, the state believes that
it is the state's best interest to provide the fiscal benefits to anyone else willing to make a

firm transportation commitment to ship gas on the pipeline. Hence, the state is asking the
legislature to pass a Uniform Upstream Fiscal contract law that will accomplish that goal.

SGDA 19: (I Comment)
Statement of Concern: Statements indicating that Chevron should be included as an

additional party to the contract prior to its execution.

30082 The state is aware that Chevron has inquired about ownership in the project and is
willing to consider that possibility.

SGDAZ20: (1 Comment)
Statement of Concern: Statements suggesting that to avoid a debate on the separation of

power argument discussed by the administration, a solution that may accommodate both the
legislature's prerogatives under the Stranded Gas Development Act (“SGDA”) and the
administration’s prerogatives to execute the legislature's directives, would be for the
legislature to amend the SGDA to require that the temnlate LLC agreement be included as an
exnibit to the SGDA contract. In this way, the terms of the template LLC agreement may be
reviewed and encompassed within the legislature’s approval of the overall SGDA contract.
The administration would then be able to finalize and execute the v> ious required LLC
agreements based upon the approved template LLC agreement without further review and

approval of the legislature.

FGI]’EE The state's proposed draft mainline LLC agreement will be attached to the Interim
FIF as Appendix O. An article-by-artide review of the proposed draft LLC agreement will
f'so be provided in Appendix P of the Interim FIF.

3.25 LEGIS: Legislative Process—SOC and Responses

This issue category covers comments regarding the legislative review of the proposed
contract and the commissioner's preliminary findings and determination.
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EEGIS 01: (8 "ommenfs)
Statement of Concern: Statements expressing concern that the governor will make changes

according to what industry wants without regard to the legislative process.

FHD’E The governor respects the role of the legislature in the public review process. He
has listened to the concerns expressed by the legislature and is proposing several
amendments to the fiscal contract consistent with what they recommended.

LEGIS02: (2 Comments)
Statement of Concern: Statements suggesting that there should be an independent/bipartisan

panel to ensure that Alaskan interests arc addressed and not the interests of the governor.

To ensure that Alaskan interests are addressed, the SGDA requires authorization
by the legislature before the contract becomes binding on the state. It is up to the legislature
and the governor as elected officials to assure that Alaska’s interests arc met.

LEGIS03: (6 Comments)
Statement of Concern: Statements indicating that the deal does not have to be decided

during this legislature.

FGIJ’BE The parties have reached a tentative deal and waiting for a new administration
and/or legislature can only serve to stop the momentum needed to finalize the deal. To
partially start over next year could set the project back several years. Meanwhile, as the
state's fiscal experts have repeatedly pointed out. any delay increases the risk that LNG
imports may till the void left by a delayed project or that escalating resource costs will
dramatically raise the co ;t of completing a pipeline, thereby jeopardizing its very viability.

The federal government has also recently emphasized the need to get the project started
immediately - not next year or even later. Our energy security hinges in part on ANS gas
reserves and delay only exposes this nation to continued dependence on foreign energy

sources.
In addition, any delay will further exacerbate the state s looming fiscal gap that threatens the
future of the state. The state’s discretionary budget is currently about S3 billion a year.

Fortunately, unprecedented high oil prices have created budget surpluses in recent years.
However, oil prices are expected to decline to a long-run average of S35. At that price the

state would currently be running a Sl billion deficit.
Moreover, TAPS is now running 60 percent empty, despite investment in recent years of

nearly SI billion annually. The Department of Revenue estimates that S1.8 billion is required
annually to keep production at a constant level. This is nearly twice the amount being spent

in recent years.
Current production is about 800,000 barrels per day and is expected to be about 100,000 less
by 2015.

In addition, with 2 percent annual growth the budget would be S4 billion by 2015. Yet the
two percent is conservative; increased state debt, Medicaid, unfunded pension liabilities, and
government operating expenditures could very well cause higher growth.
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Thus there are three major forces driving toward massive budget problems: declining oil
prices, declining oil production, and a growing budget. Non-oil revenues may add another
S0.5 billion annually. In the absence of a gas pipeline or new budget sources, such as broad-
based taxes, annual deficits will grow to $1.5 billion annually by 2015- a cumulative deficit
of S10 billion from now to then. Under these assumptions the Constitutional Budget Reserve

Fund (CBRF) will be depleted by 20009.
Furthermore, natural gas production would not start until 2016, were the proposed contract to
be executed in 2006. In other words, the state revenue stream from gas will not occur until 10

years after the execution of the proposed contract. The delay of building the gas pipeline
would only lead to the delay of the state revenue stream from gas, which would deepen the

state deficit until the first gas fiows.

All discussed above underscore the need to get the gas pipeline constructed soon. At a mid-
range forecast of S5.50/mmbtu in Chicago the proposed contract terms would generate
annual revenues to the state between $2 to S3 billion.

Not only would the gas pipeline allow the continuity of essential state services while
minimizing the tax bmden of its citizens, it would also extend the oil life of the ANS, bring
in additional billions of dollars over time, as well.

LEGIS04: (6 Comments)
Statement of Concern: Statements expressing concern that the legislators arc not standing

up to the governor and that the contract would pass due to political pressure.
FGII‘E To date, those concerns appear to be quite unfounded.

LEGIS 05:(1 Comment)
Statement of Concern: Statements expressing concern that the legislators with a conflict of

interest with the project should recuse themselves.

FEE}II'IEE We are not aware ol any legislators who have a conflict of interest requiring them
to refrain from taking action on the fiscal contract. This is a matter for the legislature to
decide.

LEGIS06: (4 Comments)
Statement of Concern: Statements expressing concern that the legislators are not discussing

contract issues with their constituents.

R0 82 The commissioner of revenue acknowledges these comments, but notes that this is
a matter for members of the legislature to address.

LEGIS 07: (17 Comments)
Statement of Concern: Statements suggesting that information on the details and analyses of

the contract are important in order for the legislature to make informed decisions; the
legislature has the responsibility for due diligence; efforts should be made to share

information.
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We agree and have made significant amounts of contract-related information
available to the legislature and the public. Inaddition, state and outside expert personnel have
appeared extensively before legislative committees and have met with legislators in public
and private. We are not aware of any claims that information or personnel has been withheld.

LEGIS08: (3 Comments)
Statement of Concern: Statements indicating the legislature will and should have the final

say.
FHI]’E That is consistent with present law and the governor has stated many times that he
wants the legislature to have the final say on the contract.

LEG1S 09: (2 Comments)
Statement of Concern: Statements indicating that the contract should require that any

change to the project must be subsequently approved by the legislature to be effective;
otherwise it undermines the initial legislative approval process and public input.

FEE{I_TBE The parties have heard this concern expressed by several commenters and the
administration is proposing to amend the contract so that the legislature will have an
opportunity to consider certain appropriation related amendments to the contract.

LEGISIO: (9 Comments)
Statement of Concern: Statements expressing concern that the legislature wants to increase
the tax burden of the oil companies and this will cause a decrease in future investments in the

state.

FE{I]’BE That very issue has been debated extensively during the past legislative session
and the subsequent special sessions The legislature has now passed, and the governor has
now signed, a new PPT law that is designed to create further incentives for gas exploration
and development in Alaska.

LEGIS 11: (72 Comments)
Statement of Concern: Statements expressing concern that the legislature will not pass the
contract due to political posturing, and/or disagreements over small differences in the PPT.

RE0aee To date, the legislature has not authorized the governor to execute the contract.

We believe that it is neither possible nor appropriate to speculate on the motives of the
legislature.

LEGHS 12: (2 Comments)
Statement of Concern: Statements indicating the governor should sign the contract even

without legislative approval.

FHIJ’BE Present law does not permit this and the governor has said on many occasions that
he wants the legislature to have the final say on the contract.
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3.2.6  XOM: Exxon Settlement and Negotiating with Exxon—S0C and
Responses

This issue category deals with comments concerned about the propriety of negotiating with
ExxonMobil.

XOMOI: (34 Comments)
Statement of Concern: Statements indicating that the state should not negotiate with

ExxonMobil due to the oil spill and expressing concern that Exxon has yet to settle on
damages from the spill.

Reparse First, while the state remains concerned that the Exxon Valdez oil spill case
remains open, the fact is that ExxonMobil is validly exercising its rights under our legal
system. Second, members of the sponsor group control nearly 98 percent of the proven ANS
gas reserves and ExxonMoM is one of them. It is not realistic to negotiate a gas pipeline
contract just with the other two producers. It is equally unrealistic to stop doing business with
a company on everything, including negotiating a gas contract, because of conduct over an
accident that occurred some 16 years ago. Finally, the present issues with regard to BP’s
operation of some of the transit oil pipelines on the ANS further emphasize that it makes no
sense to cease doing business with a company that has allegedly acted improperly. Together.
BP and ExxonMobil control nearly two-thirds of the ANS gas reserves and the state must
negotiate with both of those companies if it hopes to see a gas pipeline built.

3.3 General Comments on the Contract and the Preliminary FIF

This general area of concern included general comments that agreed or disagreed with the
FIF that the proposed contract terms are in the long-term fiscal interests of the state and
further the purposes of the SGDA. Also included were editorial comments on the Preliminary

FIF.

33.1 FIF: General Comments on the Preliminary/ FIF—SOC and Responses

This issue category covers general comments indicating agreement or disagreement with
commissioner’s preliminary findings and determination.

FIFO1: (1090 Comments)
Statement of Concern: Statements in general agreement with the Preliminary FIF that the

contract is in the best interest of the state.
Repaee The commissioner of revenue agrees with this statement for the reasons detailed

in 3di0N922 rtradtis inttelaglarmAscal InarestaitteStEtein the Preliminary
FIF.

FIF 02: (251 Comments)
Statement of Concern: Statements in general disagreement with the Preliminary FIF that the

contract is in the best interest of the state.

Alaska Department of Revenue IFIF-R-57



Appendix R: Summary of Public Comments on the FIF and Fiscal Contract

The commissioner of revenue disagrees with this statement for the reasons

detailed in 330N 922 Crradtis iNnte LoglamAsEAl Inerest dte SiEe in the

Preliminary FIF.

3.3.2  EDI: Editorial Comments and Corrections—SOC and Responses

This issue category covers editorial comments on the commissioner’s p-eliminary findings
and determination.

EDI_O0I: (I Comment)
Statement of Concern: Statements suggesting the contract be reviewed for consistency with

the governor's six principles.

FE{II‘BE.‘ In the contract negotiation process, the state negotiating team was guided by the
governor’s six principles intended to ensure that its grand concept for the development of a
natural gas industry goes beyond just a pipeline project. These principles are also used in
Sion4 Arelyas dte @rtiadtin the Preliminary FIF to analyze the contract terms and
the merits of the proposed pipeline project.

EDI 02: (5 Comments)
Statement of Concern: Statements expressing concern that the contract is being falsely

portrayed as the only option Alaska has to build a gas pipeline.

FES[II‘BE The basic premise of the state was to negotiate a contract, satisfying the
governor’s six principles, that will bring Alaska a pipeline in as timely a manner as possible
and avoid litigation delays. The sponsor group, under leases granted by the state, controls the
gas on the ANS that the pipeline will transport to market. Sponsor group cooperation is
necessary for the pipeline to be constructed or financed because they are the parties that must
take the risk of signing firm transportation agreements to ship their gas on the pipeline. They
are also the parties that will pay for any cost overruns through their payment of the tariff.
Without the™commitment to ship gas on the pipeline, the project applicant cannot obtain the
financing necessary to build the gasline.

If the state resorts to forcing them through litigation to sell or ship the gas on a pipeline
owned by a third party, it will be time consuming, expensive and the outcome of the
litigation will be uncertain. With this as background the state has considered all applications
received under the SGDA. A review of the record shows that the state engaged in serious
dialogue with all applicants and seriously considered all proposals. Based on the state's
discussions and negotiations with all SGDA applicants, it became clear that because the
sponsor group control the gas, were willing to negotiate and had the technical and financial
capability to build a pipeline as well as market the gas. pursuing a contract with the sponsor
group would be the most expeditious way to secure a project under terms favorable to the

state.

MidAmerican Energy Holdings Company submitted an SGDA application and negotiations
followed. MidAmerican’s demanded the exclusive right to build, own, and operate the
pipeline, yet it had no commitment from the sponsor group to ship on the pipeline. In the
state’s view, such a sponsor group commitment is essential and without it, the pipeline can
not go forward. The exclusivity provision would have precluded the state from negotiating
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with any other party who submitted a SGDA application. MidArr'rican's demand for
exclusivity was non-negotiable from its point of view and MidAmerican therefore wi'hdrew
its application when the state refused to grant such exclusivity. Given that the SGDA s
supposed to provide fiscal terms with respect to ANS gas, the proposal by Mid-America—a
pro?osa%I to simply build the pipeline—does not meet the standards required in a fiscal
contract.

Similarly, the state engaged in numerous and serious discussions with SGDA applicant,
TransCanada, While the state and TransCanada achieved a conceptual understanding on
many major issues and began development of a contract, the state determined that it was in
Alaska's long term interests to concentrate on the sponsor group's application because they
have the rights to gas, and were intent on building their own pipeline rather than making the
capacity commitment and shipping their gas on a third party pipeline. TransCanada has
pipeline rights in Canada which, they claim, are essential for a pipeline to transit Canada. The
state has always sought TransCanada's involvement in the Canadian portion of the project
and the state believes that TransCanada’s involvement in the Canadian portion will expedite

project completion.

Enbridge, Inc. also submitted an application and the state held preliminary talks with it
Enbridge was not willing to incur mgnificant expenditures related to its application and did
not, therefore, enter into a reimbursable agreement with the state. A reimbursable agreement
would have enabled the state to retain independent contractors to review the Enbridge
proposal. Thus, negotiations with Enbridge did not advance beyond the application stage.

EDI_03: (I Comment) _ o
Statement of Concern: Statements suggesting that the contract/FIF should put definitions at

the bottom of tF pages to make reading easier for the public.

Response: [n the Preliminary FIF, definitions to terms are provided as footnotes the first time
the term is mentioned in the document. In addition, a glossary of terms is also provided in the
front-end section o f the document.

EDI04: (I Comment) _ o _
Statement of Concern: Statements requesting clarification on total estimated revenues from

oil and gas under the proposed fiscal terms.

Response: Cumulative total state revenues (including proceeds to municipalities) from all
sources under the fiscal contract, including the PPT, would be expected to range from S86 to
5306 billion, d_ePendlng on future sustained prices for ga* and oil. This translates to betwc"

516 and S70 billion, respectively, in discounted net present value terms. The total amount c
estimated state oil and gas revenues depends on future prices for gas and oil and discount
rates. For example, the estimated total oil and gas revenues of S35 billion under the proposed
fiscal terms are based on 55.50 per mmBtu of gas (Chicago city gate), S35 per barrel of crude
0il West Texas Intermediate (WT1) and a discount rate of 6 percent. See details in section
4.1.2 Total Revenuefrom Project IN the Prellmlnary FIF,
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EDI_05: (I Comment) o _ _
statement 0f concern: Statements indicating that Alaskans need to have information about

the potential range of Alaska's projected total and annual cash liability for the pipeline
project. It is insufficient just to have economic models that project estimates of annual
revenues. The use of different discount rates as well as the mixed use of nominal and real
dollars is confusing in the FIF. The public should see charts that Prozect areasonable range of
how much the state will be required to spend/forgo/invest annually for the next 40 years. The
public likewise should see charts that project a range of the fotal revenue the state can
annually reasonably expect in return for the next 40 years. Some projection of the likelihood
ofsuch costs and revenues is also appropriate.

Response: Cost and revenues accruing to the State of Alaska are accounted for in the
economic models developed during the negotiation process. These models Frowde ycar-by-
year outputs of costs and revenues [see Figure 7 and Figure 8 of the Preliminary FIF for
examplef. The FIF document has the potential to be overrun with tables if all the scenarios
were presented in tabular form. In fact, some of the most reasonable ways to understand the
flow of revenue and costs - taking into account the value of time - is to compute Net Present
Value [NPV] and the Internal Rate of Return [IRR], These metrics combine 50 years of
revenue, costs and time into statistics that arc relatively easy to understand and can be
compared to other projects. In fact. Chapter 5 presents these metrics for the gas pipeline
project and other projects. In addition, various prices and costs are used in the analysis to get
a sense of the potential net revenue under different scenarios.

* Analysis is done using prices of $3.50 per mmBtu [the stress case, or low price],
55.50/mmBtu and S8.50/mmBtu.

* Analysis is conducted using capital costs at six different levels - no cost overrun, cost
overrun of 20 percent, 50 percent, 100 percent and 150 percent. See Table 9 page 78

ofthe Preliminary FIF.

The various cost overruns are combined with the different price scenarios to get a sense of
the potential risk the project faces.

With respect to the use of different discount rates for the sponsor group than used for the
state and municipalities, the state notes that different types of entities do have different
discount rates: private business will in general require higher discount rates because they
must balance the return on investments against its next highest use: governments on the other
hand, will utilize a lower discount rate than the private sector because theY are responsible
not only for the well-being of constituents in the short-run. but also the well-being of future
generations. For more information on this issue sec the Preliminary' FIF in section 4.1.1 2

Discounti' ; Policyfor Proposal Evaluation.

EDI 06 (15 Comments) _ _ . _ o
statement 0f Concern: Statements concerning various data, including the standardization of

base years, how data is compared, projected commodity prices, w'here revenues and costs are
accrued, and the importance of certain costs.

Response: The state receives oil and gas revenues from a variety of sources. The categories
for oil and gas revenues are: royalties; production tax; hazardous release fund contributions;
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property taxes; corporate income taxes; and comhined honuses, rents and interest. All of the
annual revenue categories are presented, both historically and projected, in the Revenue
Sources Book published bi-annually and available on the intemet.

Studies used to support the decision have heen prepared over the past several years and
therefore have different base years for economic analysis. This makes standardization of
costs and revenues difficult. For instance, the producers conducted a joint, multi-year study
on the feasibility of transporting gas to market. This study was based in 2001 dollars. The
commissioner had a comparative analysis of the sponsor group's proaect and the LNG
proposal prepared by Information Insights. This analysis, conducted in 2005 dollars, adjusted
cost estimates to be comparative and to similar base dollars. Therefore, while results from
individual studies may be difficult to compare due to different reference base years, the
comparison study is standardized. While 2006 has seen changes in costs and prices, they
Pavehnot cg_ange disproportionately enough to require yet another updating of the base year
or the studies.

The ELF or economic limit factor severance tax system in use during most of the analysis is
sometimes difficult to understand. This is particularly the case for Kuparuk, the second
largest oil field in North America which, beginning in 2005. paid no severance tax at all. The
reason for this seeming inconsistency of size and revenue is due to the two decade old ELF
system. Through a complex mathematical formula the ELF allowed 300 tax free barrels of oil
Ber well per day. The exemption was instituted to allow for fixed operating cost recovery
efore taxes were assessed. Over time, tech_nolog?/ and well dynamics chanﬁed to the point
that productive fields with n.any wells paid little to no severance tax. That system was
revised in August 2006 with the legislature's historic approval of @ new Petroleum Profits
Tax or PPT. The Interim FIF will contain an analysis that shows the economic and fiscal

effects of the PPT as approved.

Some ofthe analyses conducted to support the preliminary findings and determination used a
variety of revenue prices to test outcome profitability. These prices reflect both historic and
current prices. Within the past decade natural gas prices have been $2 per thousand cubic feet
(mcf) while oil prices have been $12 per barrel. Relatively recent increases in prices,
especially to the levels seen in the wake of Hurricane Katrina, have seen natural gas sold for
over $10 per thousand cubic feet and oil topped $75 per barrel. This wide a variation in
recent prices mandates a wide range for valuation when considering a 45 year time horizon.
While average future prices projected by producers and the stale fall in"a much narrower
range, sensitivity analysis requires broader consideration.

Tanker transportation costs for natural gas to the west coast are expected to he $0.40 per
million Btu. This cost is based on a study conducted by PFC Energy which utilized reported
operating costs for LNG tankers and extrapolated capital costs for U.S. constructed ships.
PFC Energy is a worldwide consulting firm and their estimate is based on their knowledge of

LNG tanker costs worldwide.

One commenter stated that hiPh pipeline tariffs are one reason that ANS oil production is
declining. TAPS tariffs are lower today than they were twenty years ago. ANS grlce
increased from $18 a barrel in 1984 to about $70 a barrel today. The TAPS tariffof $5.63 per
barrel was about 25 percent of the delivered price in 1984 compared to a tariff of less than
$4.00 per barrel or 6 percent in 2006. Even with a lower tariff and higher oil prices,
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ﬁroduction has declined as the fields mature. Technology has moderated the decline, but it
as not totally compensated for field depletion.

TAPS tariffs are outside of the state's control. Oil pipeline tariffs within the U.S. are
requlated (set) by the Federal Energy Regulatory Commission (FERC). Each owner in the

pipeline calculates their tariff accor |n% to a settlement agreement approved by FERC. In a
netback calculation the tariff reduces the value of the oil at the wellhead, but certainly mis

has not been a determining factor over the past few years.

When the gas piﬁJeIine is complete and gas be?ins to flow, all operation and maintenance
t0&M) costs will be incorporated into the tariff. Similarly, 0&M costs for field operations
will be accrued against revenues by the producer. Ad |t|or_1allg, under the PPT tax just
enacted by the state, many O&M costs for gas operations will be deducted from gross ol
revenues prior to determining production taxes.

3.3.3 ACK: Comment Acknowledged—SOC and Responses
Comments coded to this SOC were found to be irrelevant to the Preliminary FIF or to the
Fiscal Contract

ACKO1: (69 Comments) o
Statement of Concern: Comments that were not relevant to the Preliminary FIF or to the

Fiscal Contract
Response. The commissioner of revenue acknowledges these comments, and appreciates the
commenter's participation in the public process.

3.4 Work Commitments and General Project Timeline

Issues in this general area of concern included work commitments from the sponsor group
and the timeline for the gas pipeline project.

341 WORK COMM: Work Commitments from the Sponsor group—SOC and
Respanses

This issue category deals with work commitments from the sponsor group for the gas

pipeline project.

WORK COMM 01: (124 Comments) . .
Statement of Concern: Statements expressmg_concern about the inadequacy of the work
commitments provision of the contract, including concerns about a lack of milestones, a

commitment to build, and penalties.

Response: The state believes that the contract released on May 24, 2006 included adequate
provisions requiring the sponsor group to diligently ﬁursue the project. Nonetheless, in
response to concerns of the public and the legislature, the state is proposing amendments to
the work commitment provisions (Article 5) which would strengthen them. For example, the
state is proposing the inclusion of the May 10, 2006 Project Summary, which contains
timelines for the various steps involved in completing the gas pipeline, as a part of the

IFIF-R-62 Alaska Department of Revenue



Appendix R: Summary of Public Comments on the FIF and Fiscal Contract

contract. The state is proposing to require the owners of the mainline LLC to place a
$1 billion letter of credit in an escrow account as noted in the response to SGDA 05 above
and WORK COMM 05 below. If certain milestones are not reached, that money will be

forfeited to the state.

WORK_COMIM 02: (28 Comments) . o
Statement of Concern: Statements indicating that the work commitments provisions of the

contract as agreed to by the sponsor group are adequate, require due diligence in completing
the project, and protects the interests of both the state and sponsor group.

Response’. While the state generally agrees with the statement, it is nonetheless proBosing
revisions to the work commitment provisions (Article 5) to strengthen them, as noted above.

WORK_COMM _,3: (2Comments) _ .
Statement of Concern: Statements expressing concern that the contract inadequately

defined the term “diligence.”

Response: 1Ne parties negotiated long and intensely over the diligence standard. The
standard is "Diligence means advancing the project as diligently as s prudent under the
circumstances.” This Article 5.1 definition contains core elements of the prudent operator
standard that some have advanced as an alternative standard even though it is a standard that
was developed for the different context of lease obligations. While the state is L)roposmg
revisions to the work commitment provisions in Article 5. it does not intend to seek changes
to the diligence definition as we believe that the term is sufficiently clear and detailed.

WORK_COMM _04: (2Comments)
statement 0f Concern: Statements indicating that the sponsor group should demonstrate

their commitment to the project by building the gas conditioning plant.

Response: TNhe gas conditioning plant will be built at the same time as the other project
facilities. There Is no reason to single out this approximately S2 billion facility and have the
fs_ponlsor group construct it in adva ice and without an approval from the legislature of the
iscal contract.

VWORK_CONIM 05: (1 Comment) . o _
Statement of Concern: Statements expressing concem that the termination process set out in
Article 5 of the contract makes it virtually impossible for the siate to terminate the contract.

Response: TNe state disa]grees with the conclusion that termination is virtually impossible
under the fiscal contract. The termination standard was negotiated carefully and the standard
was chosen to articulate a st; dard that would reflect the size and importance of the project, a
standard that would make termination neither too easy nor too difficult. The standard, in fact,
incorporates much of the prudent operator standard often employed in oil and gas field

leases.
In light of public comment, the state is proposing several amendments to the work

commitments clause to clarify and expand the remedies for failure to satisfy the work
commitments. The state is proposing to create a new remedy of a diligence order to give the
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Tribunal an option short of contract termination. The state is also proposing the sponsor
‘group companies commit to a $1.0 billion letter of credit that the state could draw on if the
ull amount is not spent by the fourth contract year. Also, the state is proposing that if project
sanction has not occurred within five years following the effective date, there would be a

presumption of an absence of diligence.

WORK _COMM 06: (2 Comments) _ o
Statement of Concern: Statements concerned that there is no obligation in the contract to

commit reserves; develop fields; deliver volumes; maintain deliverability; etc. on the part of
the sponsor group to the contract or to the project.

Response: The commitment of reserves and the maintenance of volumes will be part and
parcel of the caﬁamty commitment process associated with the FERC open season. That
process is described in detail in Article 10. At the open season the sponsor group (and any
other producer' will, through firm transportation commitments, essentially commit their

reserves at specified volumes to the project.

\WVORK_COMIM 07: (3Comments)
Statement of Concern: Statements indicating that the contract should be amended so that

sponsor group benefits do not accrue until project sanction.

Response: 1Ne state agreed in the May 24, 2006 fiscal contract to grant the fiscal certainty to
the sponsor group based on the time when the sponsor group begins to incur risk in the
project. The contract requires the sponsor group to initiate project planning within 90 days of
execution of the contract and to pursue the development of the project with diligence. The
sponsor group will spend around $L billion prior to project sanction in moving the project
forward, including activities such as the front end engineering and design, the open season,
the FERC certificate and other agencies' permitting process. It was determined that it would
be in the state’s best interest to grant fiscal certainty from the time of execution of Ihe
contract to encourage the sponsor group to initiate project planning on the project and to
move the project forward. The public expressed concerns that the sponsor group should not
receive fiscal certainty until they commit to build the pipeline, that is, until project sanction,
Upon review of the comments made during the public process the state is proposing revisions
to the contract that would restrict certain benefits to the period following project sanction.

WORK COMM 08 (3 Comments) . .
Statement of Concern: Statements expressing concern that the contract makes it too easy

for the sponsor group to decide not to build a gas pipeline. Under the contract’s terms no gas
pipeline construction s reguwed and no penalties are imposed in the first years of the
contract if the corporations do not take action to proceed with a gas pipeline.

Response: ThiS is not a correct reading of the contract. Within 90 days of the contract
becoming effective, the sponsor group must begin PrOIect planning and then proceed through
multiple pre-construction steps with “diligence”. If the sponsor group “do not take action to
proceed with a gasline”, the state can, and likely will, bring a termination proceeding. If the
sponsor group loses, the contract is terminated and the sponsor group will lose their fiscal
certainty— a very strong penalty and deterrent. The state is also proposing that the sponsor
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roup post a $1 b, .ion letter of credit that could be drawn upon as an alternative remedy if
the sponsor group fails to pursue the project with “diligence”.

WORK_COMM <)9: (6 Comments) . .
Statement of Concern: Statements indicating that work com itments in the contract have

little in the way of specific commitments and dates.

Response: State is proposing several amendments to the work commitments clause to clarify
and expand the remedies for failure to satisfy the work commitments. The state is proposing
to include the May 10 Project Summary in the fiscal contract. This summary contains
timelines for the various steps involved in completing the gas pipeline project. In addition,
the state is proposing to create a new remedy of a diligence order to give the Tribunal an
option short of contract termination. The state is also proposing the sponsor group companies
commit to @ $ 1.0 hillion letter of credit that the state could draw on if the full amount is not
spent by the fourth contract Year. Also, the state is proposing that if project sanction has not
occurred within five years after the effective date, there be a presumption of an absence of

diligence.

WORK_COMMJO: (1 Comment) - _ _
Statement of Concern: Statements indicating that the diligence requirement in the contract

is adequate and that the sponsor group faces huge penalties if they back out of the project
after the end of the open season.

Response: While we generally agree with the statements, the state nonetheless is looking
ways to strengthen the work commitments provisions.

34.2  TIME: General Project Timeline—SOC and Responses
This issue category deals with concerns about the timeline for the gas p pel me project.

TIME Ol: (76 Comments) . .
Statement of Concern: Statements expressing concern that delays in the approval of the

contract could delay the project and the sooner the project is approved the sooner Alaskans
would benefit from the project.

Response: We certainly concur in the view that contract approval delays will delay the
project and its benefits. A delay in signing the contr t'/ill have several implications.

First, a natural gas reserves tax would Kill the gasline project should such a tax proposal be
passed this November. The administration believes that a natural gas reserves tax would
result in the cancellation of co_oi)eratlve gas p|ﬁel|ne planning, a dramatic decrease in
development of new oil and gas fields, and hasten the closure of the TAPS.

Second, imported LNG to the East and Gulf Coasts of the U.S. will become a stronger
competitive factor as time moves on. The imminent competition will be from new LNG
facilities like the Sabine ass LNG Terminal currently being constructed in Texas, which is
expected to commence operation in 2008 with an initial capacity of 2.6 bef/d. There are
existing pipelines connecting the G ulf Coast to the Midwest, so the LNG from Sabine Pass

will directly compete with A?\IS gas.
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Third, even if the contract is approved this year by the legislature and the project begins, it
will not flow “first gas” until between 2015 and 2016 at the earliest. Between now and 2015.
the state's dlscren_onar?; budget is expected to have a cumulative deficit of $10 billion. The
ﬂelay in constructing the g. sline would increase the state's budget deficit until the first gas
OWSs.

Fourth, such delay will diminish the favorable economic, fiscal and workforce impacts to the
state and Alaskans from the pipeline. According to Information Insights' analysis, for each
gear of delay, the estimated present value revenue loss to state and local governments would
e alpprommately one billion dollars per year. Furthermore, the state faces at least two other
challenges from a delay in construction. With oil production in decline and gas revenue at
least ten years off, a si?nificant delay in project startup could result in a fiscal gap more
serious than projected, forcing severe budget cutbacks unless other sources of revenue or
savings are found. The second challenge stems from the aging of Alaska's skilled workforce.
A five to ten year delay in the project could result in lower resident hire rates if Alaska's
older skilled construction workers retire or leave the state,

In conclusion, the earlier the contract gets approved, the earlier the benefits from the
development of ANS gas will be realized.

TIMEOZ2: (27 Comments) . o L
Statement of Concern: Statements expressing concern that the gas pipeline project is being

rushed.

Response: N 2001, a $125 million feasibilitg study was begun. Five years later the ﬁroject S
still not underway notwithstanding the 2094 federal legislation encouraging the quick
construction of the project and our nation's pressing need for natural .?as. From that
perspective, it can not be said that the project is being rushed. Further, even if the contract is
agproved this year by the legislature and the project e?ms, it will not flow “first gas” until
2015-16 at the earliest. Remember that this contract only provides the fiscal certainty under
which the project itself can go forward. Project planning is committed to begin within 90
days of execution of this contract, and during that timeframe the major project management
steps under which a pipeline project will be engineered, permitted and constructed will occur.

TIME G3 (1 Comment) o . _ . _
Statement of Concern: Statements indicating that the oil companies have every intention to

move the project forward and get the gas moving.
Response: The fact that all members of the sponsor group have, in the past, indicated a
willingness to sign the May 24. 2006 fiscal contract provides the best evidence of their
intenticn to move the project forward. Delays in the execution of the contract are a function
of the state's public process as required under the SGDA.

3.5 State and Local Impacts

Issues in this general area of concern included the creation of jobs for Alaskans by the gas
pipeline project; anticipated benefits of the project; economic and social impacts of the
project on communities; project impacts on public infrastructure; impact payments to
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mitigate economic and social impacts of the project on communities; and project impacts on
subsistence activities and Alaska Natives.

351  AKHire: Alaska Hire Provisions—SOCs and Responses
This issue category deals with the concems of jobs created for Alaskans by the ps pipeline
project.

AKHire_0O1: (42 Comments) _ _ o .
Statement of Concern: Statements expressing concerns regarding Alaska hire, including the

impacts of U.S. Supreme court decisions on local hire.

Response: The State of Alaska's Workforce Investment Board has endorsed a construction
workforce Plan to prepare Alaskans for future coinstruction jobs, mcludm%Jobs associated
with the Alaska gas pipeline. The Department oi Labor and Workforce Development has
made construction training a priority for workforce investment system funding. An Alaska
hire preference must meet requirements set out by the U.S. Supreme Court in Hicklin v.
Orbeck, 439 US. 518, a case stemming from a resident hire preference relating to
construction of the Trans-Alaska Fipeline. The administration believes a method to maximize
employment opportunities ar" through project labor agreements. interested readers should

also see the response to AKh.re 03.

AKHire_02: (26 Comments) _ _
Statement of Concern: Statements expressing concern about the lack of skilled workers

needed for the project and the need for training programs and other ways that the state could
assist Alaskans and Alaska contractors to better compete with non-Alaskans.

Response: The state is proposing a total investment in training for pipeline jobs exceeding
$35 million. This significant investment in workforce development should assure that
Alaskans who need and complete the training programs arc able to work on the project.

AKHire_03: (19 Comments) _ .
Statement of Concern: Statements expressing concern about the lack of a Project Labor

Agreement (PLA) that promotes union hire.

Response: The state is proposing a new article in the contract requiring the parties to
commence negotiations of a project labor agireement,_ which, subject to legal restrictions,
includes provisions promoting the hiring of Alaska residents and establishing hiring halls in
rural and urban Alaskan communities. Additionally, the state is proposing an article in the
contract requiring the parties to enter into negotiations with the Canadian government

concerning a cross-horder labor agreement.
The objective of the PLA should be to ensure that every qualified, ready and available

Alaskan has an opnortunity to work on the project. To this end the state will not commit to a
union or non-union only agreement and expects that whatever terms are negotiated are the

same for all workers.
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AKHire_04: (17 Comments) o _
Statement of Concern: Statements indicating that language in the contract appears to

prov ide a preference for hiring non-Alaskans.

Response: Article 6, which addresses Alaska hire, was crafted to demonstrate a commitment
to Alaska hire recognizing the constraints placed on  Alaska hire preference by federal law.
An Alaska hire Ereference must meet requirements set out by the U.S. Supreme Court in
Hicklin v. Orbeck. 439 U.S. 518. a case stemming from a resident-hire preference relating to
construction of the Trans -Alaska Pipeline.

AKHireOS: (6 Comments) o _ _
Statement of Concern: Statements indicating that the contract exempts a failure to hire

Alaskans from the conditions triggering a breach of the contrac., which is contrary to the
governor's sixth gas pipeline principle (jobs for Alaskans).

Response: TNis concern stems from the provision in the fiscal contract that... *Any failure to
comph vith. or breach of. Article 6 does not constitute a material breach justifying the
termination of this contract.” It is our understanding that there was some concem _amonF the
negotiators of this agreement that the Provmons of this section, while not mandating Alaska
hire, may raise legal questions at the federal level. Since this section was thought to present
such issues, it was decided through the negotiation process to make this section subject to the
Tribunal established under Section 26 of the contract. Language attempted to recognize the
desire to exhaust the pool of resident workers while understanding that hiring non-residents

IS expected.

AKHire_06: (2 Comments) o . _ .
Statement of Concern: Statements indicating that project employment benefits will be

limited to areas close to the pipeline.

Response: The draft contract includes an agreement that aP available positions will be
advertised through the Alaska Job Ccnf'r Network, including DOLVVD's on-line lahor
exchange system, meaning available positions will be advertised and available to applicants

statewide.

AKHire_0O7: (13 Comments) _ .
Statement of Concern: Statements of concern that the Alaska hire Provmons apply only to

the Alaska portion of the project; the contract and the FIF should also address construction
jobs for Alaskans in the Canadian portion of the gas pipeline project.

Response: The State of Alaska has beqéj_n_ discussions with the Canadian provincial and
territorial governments ahout the possibility of cross-border labor agreements. We are
confident such agreements will be reached and will benefit qualified Alaskan workers.
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AKHire_08: (1 Comment) o o _
Statement of Concern: Statements indicating that the $5 million provided by the sponsor
groun for training programs is inadequate. Mvre work should be done to determine the
optimal level of job training the state and corporations need to provide to ensure the that
B|ghest number of trained Alaskans arc ready for work when planning and construction
egin.

Response: The $5 million commitment will be provided _coIIect_ive_IX by the mainline entity
and the individual sponsors, and will be supplemented with a significant investment by the
state and federal governments. The state |s_prqPosmg that the total investment in training for
pipeline jobs exceed $35 million. This significant investment in workforce develo, ment
should assure that Alaskans who need the training and are successful in completing training
programs are able to work on the project. interested readers should also see the response to
AKHire 16.

AKHire_09: (I Comment) o _ o _
Statement of Concern: Statements indicating that since this is a state-sponsored project,

scoring of proposals for gas piPeIine.project contracts should include a 5 to 10 percent bonus
for Alaskan firms or individuals. This would be similar to the scoring of proposals for other
state projects.

Response: The gas pipeline project will be developed_b* a the mainline LLC form J by the
sponsors, including a state public corporation. The mainfine LLC will be a nongovernmental
entity, the majority of which will be owmed by nongovernmental entities. It is expected that
the state public corporation established to own the state's share of the pipeline ill be exempt
liom procurement statutes that would require an Alaska Bidder Preference. It would not be
appropriate to require a private entifv to incur the additional cost of an Alaska Bidder
preference. It is believed that Alaska firms will be able to compete against firms from outside

the state without a preference.

AKHirelO: (6 Comments) . S
Statement of Concern: Statements expressing concern about the number and distribution of

post-construction jobs for Alaskans.

Response: The state wants to be sure Alaskans are trained in advance to take the post-
construction jobs associated with operation of the gas pipeline. Furthermore, the additional
state revenue associated with operation of the gas pipeline will indirectly create thousands of
jobs, across many industries for the life of the system.

AKHire 11 (2 Comments) o .
Statement of Concern: Statements requesting information about the number of Alaskans

currently employed by the sponsor group.

Response: Following are the most recent data from DOLWD's Research & Analysis Section.
British Petroleum employs 1,185 resident workers and 493 nonresident workers (§v29.4 percent
nonresident). ConocoPhillips employs 828 resident workers and 151 nonresident workers
(15.4 percent nonresident). ExxonMobil employs 21 resident workers and 7 nonresident
workers (22.6 percent nonresident). Residency is calculated by matching workers reported by
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these employers with the two most recent Permanent Fund Dividend files (2004 and 2005).
Workers shown include all workers em Io%ed at any time during the year with that employer.
NOTE: As is the case today on the ANS, the vast majority of construction workers on the gas
B|pel|ne project will not be employees of the sponsor group; instead, they will be employed
y contractors and subcontractors 0f the mainline entity.

[

AKHire_12: (38 Comments) _ o o
statement 0f Concern: Statements requesting training and/or work on the gas pipeline.

Response: Anyone interested in working in construction of the pipeline should contact their

local Alaska Job Center or go to the Alaska Department of Labor and Workforce
Development website. “ Alaska Gas Pipeline Jobs.” at www jobs.state.ak.us cneruv.htm.

AKHire 13: (1 Comment) _ _ .
Statement of Concern: Statements asking that veterans be provided a hiring preference

during construction of the gas pipeline.

Response: The Alaska Department of Labor and Workforce Development has in place a
priority of service for veterans. This Brovmon means that veterans are ?wen priority for
training services from the state's Job Centers through dedicated staff and job search
preference. DOLWD also has an agreement with labor unions through which veterans are

given priority for apprenticeship opportunities.

AKHire_14: (28 Comments) . .
Statement of Concern: Statements expressing support of (and need for) the Alaska hire

provisions that currently exist in the contract.

Response: 1Nhe administration agrees that the contract must ensure that a Iarﬁe proportion of
new positions— especially during gas pipeline construction peaks— can be filled with Alaska
residents. Article 6 of the contract includes several terms that would enhance Alaska
employment and content. See details in 3.3 Project Labor Agreement/Alaska Hire and
Content in the Preliminary FIF,

AKHire_I5: (9 Comments) _ _
Statement of Concern: Statements supporting the lack of clauses in the contract that would

require a project labor agreement.
Respon e: The state is proposing that parties to the contract commence the negotiation of a

project labor agreem nt and a cross-border labor agreement following the effective date of
the contract. Interested readers should also see the response to AKHire 03.

AKHire_16: (1 Comment) . _ o
Statement of Concern: The contract should provide for Alaska hire training in each of the

municipalities affected by gas piF_eIine development, including training facilities in the North
Slope Borough and personnel offices in the Borouj. that can work with local residents to

improve theirjob opportunities.
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Response: 1he Alaska Department of Labor and Workforce Development planned for the
potential of a mega project when it made the decision to open job centers in rural
communities like Barrow. The job centers connect Alaskans with training and employment
opportunities. To design, builu and operate the Alaska gas pipeline will require skilled
workers in many fields, including welders, heavy equipment operators, truck drivers and
general laborers. Preparing Alaskans for these occupations requires specialized facilities and
equipment. Congress allocated $20 million for training workers for gas pipeline jobs.
Another $3 million in federal funding and $3 million in s ate funding has been earmarked for
a specialized training facility in Fairbanks. Fairbanks was chosen because of the extreme
temperatures that arc similar to those experienced along the proposed route and its reliable
access to transportation and other infrastructure.

Alaska Job Center employees are prepared to help rural residents get training from the
Fairbanks facility and elsewhere to prepare them for work on the Iproject. Additionally, the
department is developing alternative training strategics that wil brin? training to rural
communities but still provide the same level of quality. Examples of the new _training
strategies are the construction academies recently held in several niral communities an
regional hubs. Training provided through the Denali Commission has also been extremely
effective in preparing rural Alaskans for construction jobs.

AKHire_17: (1 Comment) o . o
Statement of Concern: Statements indicating that the contract's Alaska hire provision

(Article 6.3) allowing a participant, affiliate, or midstream entit)(]_to bring personnel in on a
non-competitive basis violates the purpose and intent of “ Alaska hire."

Response: TNIS language was crafted to demonstrate a commitment to Alaska nhire
recogmzmqhthe constraints of federal law . An Alaska hire greference must meet requirements
set out by the U.S. Supreme Court in Hicklin v. Orbeck, 439 U.S. 51S, a case stemming from
a resident hire preference relating to construction of the Trans-Alaska Pipeline.

AKHire_I8: (1 Comment) o ) ) o
Statement of Concern: Statements indicating that Alaska Native hire provisions and quotas

need to be included in the contract similar to the TAPS agreement.

Response: The contract is designed to provide all workers in the State of Alaska with equal
opportunities to work on the pipeline. This is accomplished through Alaska hire provisions
for pipeline contractors and sub-contractors, funding for training centers (in both rural and
urban locations), and providing apprent|cesh|]p oggortumnes for graduates coming out of the
training centers. Specifically In regards to TAPS, there have been significant changes in
Alaska’s economic environment since construction of the oil pipeline. We learned from that
experience that we must have a trained workforce ready to go to work on the day
construction begins. Numerical requirements without an adequately trained workforce do not
benefit either the worker or employer. All of the energy of the negotiating team went into
obtaining the three elements mentioned at the beginning of this paragraph with the deep
beliefthat all Alaskan’s will receive maximum jobs benefit from this strategy.

The Alaska Native hire provisions and %uotas referred to rely on federal law and clauses
within the right of way grant for TAPS for their validity. To the extent that Congress
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undertakes to authorize these provisions for the gas pipeline project, it will be possible to
provide for similar Alaska Native hire under federal authority. The state constitution does not
permit state law that requires jobs to be allocated based on a racial classification.

AKHire_19: (2 Comments) o _ .
Statement of Concern: Statements indicating that the last lines in the contract's section E.3

Recruitment Should be removed because they circumvent Alaska hire provisions.

Response: TNiS language was crafted to demonstrate a commitment to Alaska hire
recognizing the constraints of federal law. An Alaska hire greference must meet requirements
set out by the U.S. Supreme Court in Hicklin v. Orbeck. 439 U.S. 518, a case stemming from
a resident hire preference relating to construction of the Trans-Alaska Pipeline.

AKHire_20: (1 Comment) . o .
Statement of Concern: Statements requesting clarification on how the S5 million amount

specified in the contract's Alaska hire provision (Article 6.3) was determined and whether
the amount  expressed in 2006 dollars.

Response: This amount was derived through extensive negotiations. The commitment is for
the participants in the mainline entity, either as a part o f the mainline entity or collectively as
a group, to spend a combined total of S5 million dollars in funding workforce training

programs in Alaska that could include:
1 infcmiing Alaska’s students about potential johs and apprenticeship programs;

2. employing apprentices and interns;

3. working with teachers in Alaska school districts in developing curricula for courses
relevant tojobs on the gasline project;

4. working with the Department of Labor in upgrading technology and equipment for
training centers and developing training standards for jobs on the gasline project; and

5. providing on thejob training for employees hired on the gasline project

AKHire_21: (2Comments) _ o .
Statement of Concern: Statements advocating that training programs be developed in

locations other than at existing VocTeeh centers.

Response: Construction of Alaska gas pipeline will require skilled workers in many fields,
including welders, heavy equipment operators, truck drivers and general laborers. We
envision the total investment In tralnmP for pipeline jobs to exceed S35 million. This
significant investment in workforce development should assure that Alaskans who need the
training and are successful in completing training J)ro%ram_s are able to work on the prog)ect.
For example, S3 million in federal funding and S3 million in state fundln% has been
earmarked for a specialized tramm?_ facility to be located in Fairbanks. The Alaska
Legislature also appropriated S1.0 million this year to the King Career Center in Anchorage
to expand its construction training program, to include an after-school program for out of
school youth and young adults. In addition, the Alaska Works Partnership Is engaged with
numerous apprentice training providers to deliver construction training throughout the state.
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Finally, the University of Alaska and numerous private training providers offer specialized
training in Anchorage and throughout the state. For a list of eligible training providers, visit
the following Department of Labor and Workforce ~Development Web site:
http://almis.labor.state.ak,us/cgi/databrowsing/traProvidersSelection.asp?menuChoice=traPro

viders.

AKHire_22: (1 Comment) ) )
Statement of Concern: Statements recommending that the State of Alaska rc-negotiate the

Alaska hire sections of the proposed contract to strenPth_en local hire provisions. The
Municipal Advisory Group recommends the contract should include strong wage protections
for Alaska workers to ensure that Alaska workers benefit foremost from the economic

growth brought on by developing Alaska's natural gas reserves.

Response: 1he State of Alaska, Workforce Investment Board, has endorsed a construction
w'orkforce Plan to prepare Alaskans for tuture construction jobs, mcludm% jobs associated
whth the Alaska gas pipeline. The Department of Labor and Workforce Development has
made construction training a priority for workforce investment system funding. We envision
the totai investment in training for pipeline jobs to exceed S35 million. An Alaska hire
preference must meet requirements set out by the U.S. Supreme Court in Hicklin v. Orbeck,
439 U.S. 518, a case stemming from a resident hire preference relating to construction of the
Trans-Alaska Pipeline. The Department of Labor and Workforce Development is analyzing
strategies to stimulate the industry to maintain their high wage standards.

AKHire_23: (1 Comment) ) .
Statement of Concern: Statements encouraging the state to ensure that only American

drivers carry freight from Alaskan ports.

Response: The State of/riaska in cooperation with the entities that will be involved durin%
the construction phase will explore to the maximum extent Practlcal under state and federa
laws, use of Alaskans or U.S. citizens to carry freight from Alaskan pons.

352 GENBEN: General Benefits of the Pipeline—SOCs and Responses

This issue category addresses anticipated benefits and the creation of jobs for Alaskans by
the gas pipeline project.

GENBENOI: (171 Comments) . . _
Statement of Concern: Statements in general agreement that the project will: 1) ?enerate

new needed revenues for the state and provide for the future; and 2) promote local and/or
state-wide economic development, new industries, and general diversification of the

economy.

Response: The administration agrees with these comments. See details in Section 4 Analysis
ofthe contract and Section 9.2.2 contract is in the Long-Term Fiscal Interest ofthe state IN

the Preliminary FIF.
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GENBENOZ2: (236 Comments) . . .
Statement of Concern: Statements in general agreement that the project will generate new

jobs in Alaska and provide jobs for future generations.

Response: Alaska can expect thousands of indirect jobs through the revenues associated with
a gas pipeline.

GENBEN 03 (11 Comments) _ .
Statement of Concern: Statements asserting that regardless o f the number of short-term jobs

for Alaskans, the long-term jobs and benefits arc more important.

Response: The state wants to be sure Alaskans are trained in advance to take the post-
construction jobs associated with operation of the gas pipeline. The state revenue assoclated
with operation of the gas pipeline will indirectly create thousands ofjobs in Alaska every

year for the life of the system.

GENBENO4: (13 Comments) _ _ _
Statement of Concern: Statements sug%estmg that a new fund be established with gas
revenues, It was alternately suggested that the fund be used to henefit individuals and
communities, that it be kept separate from the Permanent Fund and managed using a percent
of market value payout schedule, and that it be an entirely new fund.

Response: These suggestions have great merit and deserve wide public debate. Revenues
from gas pipeline ownership, production taxes, and royalties will not flow to the state for a
minimum of ten years. Therefore, we feel that there is more than enough time for this
discussion to take place and a satisfactory solution found before income accrues. By
separating the discussion of a revenue fund from pipeline ownership and development we
will all be able to focus on them separately and give each the thoughtful attention and

analysis they deserve.

To get a sense of the relative amount of revenue that will accrue to the state should the gas
pipeline be developed, see the Preliminary FIF, Section 1.1 Alaska's Long Run Fiscal
Outlook.

GENBENOS5: (76 Comments) . . _
Statement of Concern: Statements in general agreement that the project will strengthen

existing oil and gas industry and attract new investments in oil and gas exploration or
production industry.

Response: Agreement is acknowledged. See details in Section 9.2.2 Contract is in the Long-
Term Fiscal Interest of the state in the Preliminary FIF,

GENBENOG6: (16 Comments) S .
Statement of Concern: Statements indicating that, while the contract may not be perfect

from the state's perspective, a negiotiated deal is always a compromise, and waiting to get a
perfect deal may mean years of delay or no deal at all.

Response: Time is not on our side on the Pipeline. We need the pipeline to commence
operations in order to address the state's fiscal situation, imported LNG to the East and Gulf
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Coasts of the U.S. will become a stronger competitive factor as time moves on. Alaska must
lock up its markets before the competition gets too strong. If we wait for a perfect deal, there
will be delay to the natural gas pipeline, and such delay will diminish the favorable
economic, fiscal and workforce impacts to the state and Alaskans from the pipeline.
Information Insights, Inc. provided a 102-page report, which includes in-depth analysis on

such impacts.

According to Information Insi?hts' analysis, for each year of delay, the estimated present
value revenue loss to state and local governments would be approximately one billion dollars
per year. Furthermore, the state faces at least two other challenges from a delar in
construction. With oil production in decline and gas revenue at least ten years off, a
significant delay in project startup could result in a fiscal gap, forcing severe budget cutbacks
unless new sources of revenue or savm%_s are found. The second challenge stems from the
aging of Alaska's skilled workforce. A five to ten year delay in the project could result in
lower resident hire rates if Alaska's older skilled construction workers retire or leave the

state.

GENBEM 07: (110 Comments) o . . _ _
Statement of Concern: Statements indicating the project will provide benefits for the U.S.

as a whole including a stable supply of natural gas. improved overall environmental quality,
lower energy costs, security, and jobs.

Response: More than 50 percent of all heated U.S. households have natural gas heat and
natural gas meets one-fourth of the country’s total energy needs. It is increasingly popular for
use by U.S. homeowners, schools, businesses, and electric power-generation qunts because it
is efficient, clean, and reliable. ng_h prices for natural gas, fueled by an inability to keep up
with growing demand, has had a direct effect on American households' disposable income,
and consequently on the economy as a whole. Cheaper supplies of natural »tas in other
countries put the United States at a competitive disadvantage and history shows that
sustained economic growth and job creation depends on stable and competitive energy
|or|ces. Adding Alaska's enormous supply of natural gas to the domestic market will go a
ong way towards stabilizing domestic gas prices.

Currently. 20 percent of U.S. natural ga_s production comes from the Gulf of Mexico,
production that was significantly reduced in 2005 by Flurricane Katrina. Havm? additional
major sources of production, such as Alaska's fields, reduces the impact of temporary
shutdowns in the Gulf and has a stabilizing effect on the economy. Obtaining a Iar?er
percentage of the nation's growm? demand for natural gas from domestic sources also
reduces U.S. dependence on supply from less stable foreign sources.

GEISBENUS: (15 Comments) o _ ) . .
Statement of Concern: Statements indicating that the project will lead to improvements in

public infrastructure; including roads, ports, schools, training programs, etc.

Response: Whichever gas pipeline route is chosen, the “leave behind” infrastructure
improvements are I|kelr to be sizeable. Just as the development of Prudhoe Bay oil fields and
the oil pipeline established the Yukon River Bridge and the Dalton Highway as new'
infrastructure for long-term state benefit, the gas pipeline project is likely to have similar

Alaska Department of Revenue IFIF-R-75



Appendix R: Summary of Public Comments on the FIF and Fiscal Contract

benefits. For the Bast two years, the state has been targeting highway development funds to
projects that will better facilitate the construction of the gas pipeline. These include upgrades
to substandard bridges, passing lanes and other h|gfhway improvements. The benefits of this
work will flow' to the general economy over the long-term as well as_the(gnpelme project.
Similar improvements arc likely in a number of areas including ports, railroad improvements,
highways, trade school training facilities and other improvements,

Details regarding this topic arc discussed in section 4.7.9 Transportation Issues and the
Highway Use Agreement 0f the Preliminary FIF,

GENBENO9: (I Comment) _ o _ . .
Statement of Concern: Comments asking for clarification on the time period over which

benefits from the contract and the pipeline can be expected to accrue.

Response: The contract would bring multiple benefits to the state and to the people of
Alaska. Some benefits could take place right after the execution of the contract, while others

start to accrue once commercial operations commence.

One benefit is that the contract would create employment and training opportunities for
Alaska residents and increase economic opportunities for Alaska business. Alaska hire
policies in the contract deal with prioritizing and maximizing the hiring of state residents and
the contracting with state businesses during the construction of the portion of the pTOJI_ECt
located in the state, as well as after the commencement of commercial operations. The
contract also requires the mainline entity spend a combined total of $5 million in funding
workforce tralnmg programs and activities in Alaska. Additionally, the ANGPA provides
grants of up to S20 million for an Alaska pipeline training program to recruit and support this
training. Those benefits could start right after the execution of contract.

Once commercial operations commence, the contract will generate si?nificant state and
municipal revenues ovc the preject's life. New revenues would be from not.onI)F gas
production, but also extended life of TAPS and other related oil production properties. These
additional oil and gas revenues accruing to the state would be used to support education,
health facilities, and other public services for Alaska residents. Another important benefit to
Alaskans would be access to supplies of low-cost gas. Ma_ny areas of the state are not
presently served b' natural gas utilities, and several potential and current industrial uses
could be served by natural gas if the project is developed. This gas could be used for
commercial, industrial and residential heating needs, as well as for additional electricity

generation capacity.

353  COMM: Community Impacts—SOCs and Responses

This issue category covers economic and social impacts of the gas pipeline project on Alaska
communities.

C'OMM Jl: (1 Comment)

Statement of Concern: Statements indicating support for the contract as long as the future
of Valdez is secure. This SOC includes comments indicating that with oil production in
decline, the Valdez economy will be under increased stress.
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Response: With declining oil production the economy for the entire state is injeopardy, not
just Valdez. Construction of a gas pipeline develops the natural gas resource base and
thereby expands the tax base. By expanding the resource base, the development of existing
and future oil supplies is enhanced Increased oil production will improve the longevity of
TAPS and the municipalities that receive tax revenues from TAPS will benefit. Without a gas
pipeline. TAPS throughput, as well as oil revenues to Valdez, are expected to decline
steadily, and are likely to end sometime between 2018 and 2030. With a gas pipeline, the oil
P|pel|ne would continue to have an economic level of throughput and revenues are generated

or Valdez, beyond 2050.

COMM_02: (4 Comments) o . _
Statement of Concern: Statements indicating that the contract and the project give the state

control over its future economic development.

Response: Ownership of the gas and an ownership position in the pipeline afford the State of
Alaska the maximum amount of control over its own future and the use of its resources. This
statement will hold true from the day of first gas until depletion of the resource decades in

the future.

COMM @3 (8 Comments) o N o
statement 0f Concern: Statements indicating that communities alonP the pipeline route are

likely to see relatively high levels of economic development and benefits from the project.

Response: ThiS is @ comment that all too often seems to be lost in all the concerns over the
negative in pacts of the pipeline development. It is certainly the goal of all involved in the
BrOj_eCt to see as much positive economic development in the communities as possible.

esides the economic activity generated by the jobs and services created for construction of
the pl(s)elme, the infrastructure development and economic growth along Ihe pipeline corridor
should benefit the people of Alaska for decades to come.

COMM 14 (8 Comments) . .
Statement of Concern: Statements expressing concern about the adverse impacts on Alaska

residents and affected communities of a pipeline construction boom.

Response” The need to address specific impacts during construction is why the impact
payment was included in the contract, with the flexibility for funds to be allocated to the
areas of greatest need. Article 18.1 of the contract establishes S125 million in impact

payments to economically affected communities.

COIMM O : (8 Comments) . o _ .
Statement of Concern: Statements identifying business start-up ideas based on resources

and supplies the pipeline construction project w'ill require.

Response: The governor encourages the development of business start-up ideas based on
resources and supplies the pipeline construction project will require. A primary goal of the
?overnor 'S to increase economic opportunities for Alaska businesses. The proposed contract
urthers .at goal by providing that the owners of the pipeline and their subcontractors
employ state residents and contract with businesses in the state to work on construction and
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operation of the dproject to the extent these residents and businesses are available,
competitively priced and qualified.

See section 9.2.3.3 Maximize Benefits In the Preliminary FIF.

COMM 06 (3 Comments) . N o
Statement of Concern: Statements EXPressing concern that communities not on the plpellne

route will not benefit from the project, particularly in terms of infrastructure development,
impact payments, and property tax benefits.

Response: Certainly the impacts and benefits will be much more apﬁarent in the areas of
direct construction. However, direct and indirect benefits will be seen throughout the state, in
areas like jobs and job training. As the pipeline begins producing revenue for the state, all
communities within the state will benefit from the project. Whether the benefits are derived
through some form of revenue sharing, increased Permanent Fund dividends, reduced taxes,
or some other legislative program, the people of the state will have many opportunities to
share in the economic benefit associated with the pipeline development.

COIMM O7: (1 Comment) _ o
Statement of Concern: Statements suggesting that the distribution of revenues from the

project should include direct payments to communities without going through the
appropriation process every year

Response: The contract cannot direct the payments to affected municipalities oi to specific
the_s of impacts since we do not now know which communities will feel what effects or how
the impacts may manifest themselves. There was also a great deal of concern that a process
that directed payments to specific municipalities or impacts would be subéect to challenge as
circumventing the constitutional process for the appropriation of funds. Bv allowing for the
legislative appropriation process to function unaffected by contract requirements, the
legislature can look at and balance relative needs and coordinate those funds with other
programs and spending. With the addition of proposed legislative amendments that would
allow- for innut by the Municipal Advisory Group in the determination of “impacts,” the
legislative process should be less chaotic and more accountable in allocating funds.

COMM (08 (1 Comment) _ -
Statement of Concern: Statements encouraging the state to hold communities harmless

should the project be delayed, suspended or terminated.

Response: While the project is under construction, it is anticipated that local governments
will incur costs for addressing local economic and social impacts resulting from construction
activities, temporary population increases, and other factors. Local governments will receive
an impact payment from the mainline entity to cover these increased costs associated with
these economic and social impacts. The state, as a 20 percent equity owner in the project will
contribute 525 million for impact payments.

Impact payments will be paid over a 6-year period with the first payment to be made by the
Mainline entity at the end of the calendar year following project sanction. Under the contract,
if the Mainline entity suspends its obligations, the Mainline entity may suspend making
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impact payments for the remainder of the suspension period beginning one year after a
Judicial Suspension Notice Of a Notice ofForce majeure. |f the contract is terminated before

the final impact payment is made, the obligations of the mainline to make unpaid impact
payments are terminated.

The state believes that because it is unlikely that significant negative in pacts would occur
early on in the project process it is therefore expected that the initial impact payments will
suffice to cover the impacts in the event of early termination of the project.

COIVIM 09: (9 Comments) _ .
Statement of Concern: Statements advocating the use of new revenues from the project to

enhance public infrastructure, including education, healthcare, roads, etc.

Response: The key to this statement is opportunity. Absent a pipeline project there is little
chance under the current fiscal system to expand these types of programs throughout the
state. It is OW with the addition of S100 billion in revenue generated from the gas py)elme
and gas development that the opportunity even exists to take on infrastructure and road

projects, or increase education and healthcare funding.

354 INFRA: I ocal Infrastructure Needs—SOCs and Responses
This issue categoiy covers the impacts of the gas pipeline project on public infrastructure.

INFRA OL (2 Comments) o ' _ _
Statement of Concern: Statements indicating that the project will have a negative effect on

transportation or other local infrastructure.

Response: The concern for adverse impacts to infrastructure is quite valid. During
construction of the il pipeline between Prudhoe Bay and Valdez, the state's infrastructure
was severely taxed. This included both physical deterioration, and an extreme burden on the
operations of schools, police and fire services, local government functions and other actions
of government. Such services were burdened by a high level of service needed and the loss of
employees attracted by the high wages related to construction of the pipeline.

The report prepared by the Municipal Advisory Groug identified about S125 million (2003S)
in costs for local governments and others to address the potential impacts from the project. In
response to these costs, the draft contract calls for S125 million in impact payments paid over
a six-year period beginning in the year of project sanction.

In response to a concern for impacts to the transportation system the Department of
Transportation and Public Facilities has conducted negotiations with the sponsor group on a
Highway Use Agreement. In these negotiations a required upfront investment in
transportation infrastructure of approximately $400 million has been identified, including
cost sharing principals to be used to allocate this cost. Likewise the cost of system
rehabilitation after construction may approach $800 million and again cost sharing principals

have been discussed.

Details regarding this topic are discussed in section 3.2.8 Article 18 - Impact Payments,
Section 4.1.6 Impact Payments, Section 6.3.2 Social Impacts, Section 4~ ' Transportation
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Issues and the Highway Use Agreement, and the Transportation Issues Section in the
Executive Summary of the Preliminary FIF.

INFRA .)2: (I Comment) . . _
Statement of Concern: Statements expressing concern that the project will create

construction jobs but not manufacturing jobs.

Response: Most of the directjobs associated with the construction of the gas pipeline will be
in the construction and oil and gas industries. The trade and service industries will be the
primary beneficiaries of indirect and induced jobs associated with the project. Longer term
jobs associated with operation of the gas pipeline will likely occur in the transportation and
oil and gas industries.

Alaska's manufacturing sector currently includes workers in the seafood processing, lumber
and petrochemical industries. If additional gas-related petrochemical facilities are developed
as a result of the availability of gas. those jobs will likely occur in the manufacturing sector.

Longer term, the tax revenue derived from the gas could support thousands of jobs through
state and local government expenditures.

INFRAOS3: (3 Comments) _ .
Statement of Concern: Statements expressing concern that the state needs supporting

infrastructure (i.e. roads, ports, etc.) before building the pipeline.

Response: The Alaska Department of Transportation and Public Facilities (DOT&PF) has
been engaged in an analysis of transportation infrastructure needs required to support the
construction of the gas p]gelme beginning in 2005. This analysis was done in a broad fashion
and considered all possible pipeline alternatives, all modes of transportation (marine, air,
highway, rail), and all possible ports of entry for the logistics of the pipeline construction.
From Delta Junction northward to Fairbanks and Prudhoe Bay, all pipeline alternatives will
rely on the Richardson. Steesc, Elliott and Dalton Highways in that corridor. Consequently,
the DOT&PF has undertaken several needed improvements on these highways including
reconstruction of substandard bridges, installation of passing lanes and highway

reconstruction.

The DOT&PF has also been engaged in the negotiation of a Highway Use Agreement (HUA)
which sets forth the principals of how the construction of the p|ﬂel|ne can proceed in a
manner that does not unduly impact other user' and ensures that the highway network is kept
in good condition both during and after construction. This agreement has identified a list of
PijeCtS that are needed prior to construction that will cost in excess of S400 million dollars.
t has also identified that the follow-up repair work to transportation infrastructure that is
damaged due to the pipeline project's construction activity will be a responsibility of the

pipeline builder to repair.

Details regarding this topic are discussed in Section 4.7.9 Transportation Issues and the
Highway Use Agreement 0f the Preliminary FIF.
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INFRAO4: (1 Comment) _ . .
Statement of Concern: Statements encouraging the state to provide infrastructure

development at the Haines Port to facilitate the industry needs for the project.

Response: The Alaska Department of Transportation and Public Facilities (DOT&PF) has
been engaged in an analysis of transportation infrastructure needs required to support the
construction of the gas pygellne beginning in 2005. This analysis was done in a broad fashion
and considered all possible pipeline alternatives, all modes of transportation (marine, air.
highway, rail), and all possible ports of entry for the logistics of the pipeline construction
including the Haines Port.

Haines is likely to be a ma!']or port of entry for pipeline construction that takes place in Yukon
Territory and perhaps northern British Columbia. By some estimates, it would be the largest
port of entry for the entire project and most certainly the largest port of entry among Alaska
ports. Though Skagway is a potential alternate port for this traffic, the steep highway grades
and relative congestion in the downtown port area especially during the cruise ship season
suggest that Haines is likely to be the selected port of entry.

Through negotiations between DOT&PF and the sponsor group on the Highway Use
Agreement, it is clear that the firms have identified the need for _|mgrovements in Haines as a
clear priority. A logistics analysis done for the sponsor group in 2002 suggested that truck
traffic i n the Haines Highway would be significant and identified the Chilkat River Bridge as
the top priority project to facilitate this traffic. Their analysis has also identified a need to
p ssibly relocate the state ferry terminal at Haines in order to enlarge the Haines Port.

At this time, while no clear res_ﬂonsible entity for pa?iing for improvements to the Haines Port
has been identified, in all likelihood, the mainline LLC and/or the sponsor group would have
primary responsibility.

Details regarding this topic are di$CU_SSGd IN Section 4.7.9 Transportation Issues anil the
Highway Use Agreement 0 the Preliminary FIF,

355 IMP_$: Impact Payments—SOCs and Responses

This issue categorﬁ covers concerns regarding the impact payments to mitigate economic and
social impacts of the gas pipeline project on communities.

IMP_$ 01: (3Comments) . . _
Statement of Concern: Statements expressing concern that impact payments in the contract
m_ayl_be insufficient to cover all the costs in communities affected by the construction of the
pipeline.

Response: T0 alleviate as much of the burden as possible on the communities economically
affected by the gas pipeline project, the contract calls for S125 million in impact funds to be
paid by the project sponsors durin? the construction period. The state based the S125 million
estimate on a 2004 report by Information Insights that determined likely impacts to
communities. The contract schedules payments to he made periodically througih the
construction period. If there are significant delays during construction it is possible that
impact paKments could be paid out prior to the pipeline beln_% completed. In order to limit
that risk, the contract allows for cessation of impact payments if construction on the project is

Alaska Department of Revenue IFIF-R-81



Appendix R: Summary of Public Comments on the FIF and Fiscal Contract

halted for more than a year. Since the contract does not direct the allocation of funds, the
legislature can look at and balance relative needs, and coordinate those funds with other
programs and spending, including funding for impacts to communities that might occur after

contract impact payments cease.

IMP_$ 02: (6 Comments) _ o
Statement ot Concern: Statements advocating that the state develop a plan or guidelines for

use of the impact payments and advocating the use of impact payments for training and
education and to support housing prices in years following the construction. Statements
expressing concern that the contract subjects impact payments to municipalities to
appropriation and debate by the legislature.

Response: The contract does not direct the paK_ments to affected munici’oalities or to specific
tﬁpe_s of impacts since we do not now know which communities will feel what effects or how
the impacts may manifest themselves. There was also a great deal of concern that a process
that directed payments to specific municipalities or impacts would be subéect to challenge as
circumventing the constitutional process for the appropriation of funds. By allowing for the
legislative appropriation process to function unaffected by contract requirements, the
legislature can look at and balance relative needs and coordinate those funds with other
programs and spending. With the addition of proposed legislative amendments that would
allow for input by the Municipal Advisory Group in the determination of "impacts,” the
legislative process should be less chaotic and more accountable in allocating funds.

IMP S 3 (I Comment) o _ o o
Statement of Concern: Statements indicating that socio-economic |m€act mitigation plans
for the Upper Tanana Region are needed as this region will be affected by the segment of the

pipeline that does not parallel TAPS.

Response: The project plannin? phase will begin within 90 day. of contract execution.
ApproBrla_te impact m|t|?at!on plans will be completed as a part of that planning phase, prior
to the beginning of actual pipeline construction activities.

IMP_$ 04: (I Comment) _ _
Statement of Concern: Statements su?gestmg the need to create an organized borough for
the Upper Tanana Region so that this affected region can generate benefits and collect impact

payments.

Response: Proposed legislative chan?es to the stranded gas act will allow for imﬁact
payments to communities regardless of whether they are incorporated or not, however there
IS no provision in the contract for the distribution of revenue Payments in Lieu of Taxes
(PILijto unincorporated areas of the state or to municipalities that do not levy a property
tax. In order for the Upper Tan.tna Region to benefit directly from the PILT payments they
would need to form a borough and levy a property tax. In that instance the contract provides
a mechanism for new horoughs to receive a portion of the PILT associated with the gas

pipeline and TAPS.
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IMP_$ 0O5: (3 Comments) _ .
Statement of Concern: Statements expressing concern that the contract bases impact

payment amounts on 2001 prices, with no accommodation for inflation.

Response: The state fully understands that all parties take certain risks in locking in he
Payments in Lieu of Taxes (PILT) structure prior to completion of the fp|p ne If the
pipeline experiences cost overruns, the PILTs might not meet the goal of equivalent net
present value (NPVZ]. Conversely, if major expansions occur that require less capital
Investment per mcf than the original prO(ect, the PILT revenue could exceed the NPV of a
status quo tax structure. The state was fully aware of the concerns of impacts on communities
during construction. The need to address specific impacts durln% construction is why the
construction impact PILT was included in the contract with the tlexibility for funds to be
allocated to the areas of greatest need. Article 18.1 of the contract establishes $125 million in
impact payments to be appropriated by the legislature to economically affected communities.
The construction impact payments are based on the estimates contained in the Municipal
Impact Analysis stuay conducted by Information Insights. They are reported in 2004 dollars
with a total impact payment of $120.6 million. The $125 million-figure reflects inflation of
the original sum to the time this provision was negotiated. The statement is correct that there
IS N0 OProwslon for further inflation adjustment in the contract unless the project construction
period exceeds the six year estimate. Although it is easy to ar?ue that this should be
considered a fiscal concession it is important to realize the general nature of the estimates
makes determining the actual future costs of impacts difficult to predict at best. By allowing
for the Ieﬂlslanve approFrlatlon process to function unaffected by contract requirements
directing the allocation of these funds, the legislature can look at and halance relative needs,
and coordinate those funds with other programs and spending to make sure funds are
available to mitigate impacts.

IMP_$ 06: (I Comment)
Statement of Concern: Statements that recommend that Sec. 43.82.505 of the Stranded Gas

Development Act (SGDA) be amended to read:

Sec. 43.82.505. Payments to economically affected municipalities and communities. If the
commissioner executes a contract under AS 43.82.020 that will produce one or more
economically affected municipalities and communities, the commissioner shall include a
term in the contract that provides for a portion of the periodic impact paYments to the state
that may be appropriated to the Alaska gas pipeline construction impact fund established in
(c) of this section to benefit the economically affected municipalities and communities under
the principles in AS 43.82.520.

Statements also recommended that impact payment funds be available both to municipal
governments that extraterritorially serve areas of the unorganized borough, and to nonprofit
organizations that serve areas of the unorganized borough, and recommended an amendment
to the SGDA to that effect.

Statements also recommended that the SGDA he amended to prohibit grant money received
under AS 43.82.505 from being used for the retirement of municipal debt unrelated to gas
pipeline impacts.
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Response: We agree and have supported the addition of similar Ianguagfe_ in amendments to
the SGDA inorder to put into place the mechanism for the distribution ot impact payments.

|MP_$_07: (l Comment) _ .
Statement of Concern: Statements recommendm% an amendment to the SGDA conformin

amendments. The ?roposed amendment calls for the establishment of a special account (A
Natural Gas Phpelne Construction Impact Fund) in the general fund into which the
Department of Revenue shall deposit impact payments received by the state. The proposed
amendment also describes the arrangements for appropriating funds to municipalities and
communities.

Response: Article 18 of the contract establishes that not less than S125 million dollars in
|r_nﬁact payments will be made to the state by the sponsors. It is the state's job to then use,
eitner through distribution to economically impacted communities or through other devices
to mitigate those impacts. Although we must be mindful of the prohibition on dedicated
funds in our constitution, current legislative practices allow for the establishment of special
non-dedicated accounts. In the third special session, the governor introduced SB 3002 which
included such an account. However, that provision was not included in the bill that was

reported out of committee.

3.5.6  SUBST: Subsistence—SOCs and Responses
This issue category deals with concerns regarding subsistence issues.

SUBSTO1: (1 Comment) o _ _
Statement of Concern: Statements indicating that the contract will enable the continued

ability of rural residents to participate in subsistence activities and lifestyles.

Response: The contract is designed to get a gas piﬁeline.bu_ilt as soon as possible while
obtaining the maximum value of gas to the state. When this is accomplished the state will
have the ability to assist all Alaskans in maintaining a way of life that is important to all of

them.

SUBST 0z (2Comments) o _ »
Statement of Concern: Statements indicating that the state should require specific

protection measures to preserve aboriginal lands and hunting grounds; an item that is
noticeably absent from the proposed contract.

Response: The contract as it now stands is a fiscal agreement designed to establish the
economic framework upon which a gas pipeline can be built. Environmental protection
standards will be addressed in the various federal environmental impact statements and State
of Alaska Best Interest Findings that will follow during the project permitting phase. That is
the appropriate place for those important issues to be addressed.
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35.7 AK_NATV: Alaska Native Issues—SOCs and Responses
This issue category addresses Alaska Native issues.

AK NATV Ol: (3Comments) . _
Statement of Concern: Statements expressing concern about the lack of dialog between the

stale and Alaska Natives with respect to the contract and the project.

Response: 1he fiscal contract was designed to set the fiscal structure under which the
sponsor group's tax and royalty regime would be set for a specific period of time. It was an
agreement negotiated between the State of Alaska as sovereign and three private companies
under the terms and conditions set down in the Stranded Gas Development Act (passed by
the Alaska Legislature). The process was pursued with the goal of prowdmg all the people of
Alaska with a contract that resulted in construction of a pipeline and provided the maximum
economic benefit to the state. Those entities directly affected by the contract (Boroughs and
communities through which the p|ﬁel|ne passes(} were provided with seats on the Municipal
Advisory Group (MAG) Board which provided the negotiating team with their views and
opinions throughout the process. In addition, the state designated the Tanana Chiefs
Conference (TCC) as representative of the unorganized borough on the MAG. It was
anticipated that Alaska Native and rural concerns would be represented through the TCC.,

AK NATV 0z (I Comment) o _ o
Statement of Concern: Statenv . indicating if Alaska Natives are for the pipeline then the

state should approve the contrac'

Response: 1he contract is dcsi*. .*d specifically for the benefit of all Alaskans. Because it
sets the stage for the majority of financial benefit comin% into the state for a long period of
time, the majority of Alaskans must feel confident that the contract is in the best interest of
the entire population. By getting a pipeline without lengthy litigation and protecting the
maximum wellhead value of the gas being produced, we believe it serves both native and

non-native Alaskans.

AK NATV 03 (I Comment) . ] ) )
Statement of Concern: Statements expressing concern that there is not enough discussion of

appropriate language representing the interests of Alaska Natives.

Response: BY getting a pipeline as soon as possible and placing in the contract provisions
that protect the maximum value of the ?_as at the wellhead, it s believed all interests are
protected. Specific division of the benefits derived from the pipeline can and should be
addressed when we know how much is available and the timeframe in which it will be
available. It is important to remember that if the state pursues a course of action that leads to
protracted litigation or a diminishment of the value of the gas produced, all Alaskans (both
native and non-native) will have to deal with the consequences.

AK .NATV 04 (1 Comment) o ) ) o
Statement of Concern: Statements mdlcatm%that Alaska Native hire provisions and quotas
t

need to be included in the contract similar to the TAPS agreement.
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Response: The contract is designed to prrqvide all workers in the State of Alaska with equal
opportunities to work on the pipeline. This is accomplished through Alaska hire provisions
for pipeline contractors and sub-contractors, funding for training centers (in both rural and
urhan locations), and providing apgre_nnceshlp opportunities for graduates coming out of the
training centers, and the proposed Project Labor Agreement. Specifically in regards to TAPS,
there have been sgnmcant changes in Alaska's economy since construction of the oil
pipeline. We learned a lot from that experience, principal ofwhich is that we have to have a
trained workforce ready to go to work on the day construction begins. Numerical
requirements without an adequately trained workforce do not henefit either the worker or
employer. All of the energy of the negotiating team went into obtaining the three elements
mentioned at the b_e%mnmg of this paragraph with the deep belief that all Alaskan's will
receive maximum jobs benefit from this strategy. interested readers should also see the

response to AKHire_2I.

AKNATVOS5: (I Comment) o _ . _ o
Statement of Concern: Statements advocating inclusion of "Section 29" in the pipeline

contract not just as an agreement. This will ensure adherence to Section 29 for all Alaskan
Natives as an equal opportunity for those distressed communities. Section 29 should
encompass the whole State of Alaska and not just the geographical areas of operation.

Response: “ Section 29" within the TAPS Federal Right-of-Way specifically refers to guotas
for native hire. The Stranded Gas Development Act contract is designed to provide all
workers in the State of Alaska with equal opPortu_nities to work on the pipeline. This is
accomplished through Alaska hire provisions for pipeline contractors and sub-contractors,
funding for training centers (in both rural and urban locations), and pr0\_/|_d|n? apprenticeship
opportunities for graduates coming out of the training centers. Specifically n regards to
TAPS, there have been significant changes in Alaska's economic environment since
construction of the oil pipeline. We learned a lot from that experience principal of which is
that we have to have a trained workforce ready to go to work on the day construction begins.
Numerical requirements without an ade?uately trained workforce do not benefit either the
worker or employer. All of the energy of the negotiating team went into obtaining the three
elements mentioned at the beglnn_m? of this paragraph with the deep belief that all Alaskan's
will receive maximum jobs benefit from this strategy.

3.6 Gas for In-state use

ISsues in this ?ene(al area of concern included the provision of natural gas for in-state use;
off-take point locations to meet in-state needs: and provision of natural gas to support future
in-state industrial uses.
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3.6.L  AK DMD: In-State Demand—s jc < and Responses
This issue category covers concerns about the provision of natural gas for in-statc use.

AK DMDJM: (123 Comments) _ o
Statement of Concern: Statements expressing concern about the availability and cost of

ANS gas for in-state use, ensuring all Alaskans benefit, calling for priority to be placed upon
availability of Ans gas for in-state use, and unavailability of information for potential in-

state users for planning purposes.

Response: Providing for in-state Pas demand will be strictly a state decision in accordance
with the provisions of the federal ANGPA legislation, FERC regulatory requirements, the
provisions of the fiscal contract, in-state utility and commercial interests, and state policies
regarding development of in-slate infrastructure and in-state gas pricing.

The state’s concerns ahout ensuring access to the pipeline for needs within Alaska were
addressed in ANGPA in three ways. Working with the U.S. Congress, the state made sure
that the ANGPA created special provisions directed at in-state service. First, ANGPA
requires that a pipeline project study in-state needs, “ including tie-in §0|nts along the Alaska
natural gas transportation project for in-state access” (Section 103(g)). Second, ANGPA
requires that the commission provide for “reasonable access” to the pipeline for
transportation of royalty gas of the state “for the purfose 0f meeting local consumption needs
within the state” (Section 103(h)). Third, in section 109, ANGPA confirms that a lateral és ur
line) from the mainline serving in-state needs shall be regulated by the RCA, not FERC,
Section 109 also states that FERC will consult with the state regarding mainline rates that

transport gas for delivery within Alaska.

FERC built upon this foundation in the open season regulations. FERC requires the pi_\oeline
to offer an intrastate transportation rate in the open seasoi and in its tariff, based on mileage,
separate and apart from ani_mterst_ate rates. The intrastate rate is to be constructed without
reference to the costs of making deliveries outside of Alaska. In-state users who commit at an
open season to take gas deliveries will not subsidize deliveries outside of Alaska. Second.
FERC requires the pipeline to propose in-state delivery points as determined by the required
study of in-state needs. The pipeline must also include an estimate of how" much capacity will
be used in state (18 CFR Section 157(bR and (c) (1). (8), and (14)). In addition, the FERC
authority provided specifically for the Alaska gas pipeline project to mandate an expandable
pipeline design to further enhance the ability to obtain future increments of in-state gas

capacity during expansion open seasons.

Within the terms of the fiscal contract are eight specific provisions which ensure the
availability of gas for in-state needs at reasonable costs. To begin with, the contract ensures
that the pipeline traverses Alaska, prowdm% cost-effective, local access to the gas - but that
provision alone adds almost 20 percent to the length of the pipeline (and about 13 percent to
the total cost), compared with a route directly into Canada to Chicago. The fiscal contract
also sets a timetable for the pipeline to complete its study of gas consumption needs and
offtake points in Alaska and requires consultation with the state on the location of these off-
take points. The contract requires the mainline LLC to construct and pay for facilities at four
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otYtake points agreed with the state. It confirms that in the open season, the pipeline will offer
mileage sensitive service and offer segmented capacity to facilitate in-State service.

The contract requires the mainline LLC to cooperate with any person wanting to connect
facilities to the pipeline for in-state service. The contract also requires the mainline LLC to
conduct a study of NGL processing opportunities in Alaska before the open season. Alaska
will gain useful knowledge of the feasibility of processing natural gas liquids in Alaska
because of this study. The contract also provides that the state - and any other Party - can bid
separately at an open season for in-state capacity, and that these bids will be evaluated
separately from bids for capacity beyond the state.

Finally, all parties can sell gas within Alaska. Concerns have been raised br the fiscal
contract provision (Article 9.4) which states, .. no party is required to sell Gas to an
Alaska Purchaser.” When reading this, it is important to include the preceding clause: “Any
Party may supply Gas to Alaska purchasers.. ." In the interests of clarification however, the
state proposes to delete the language “but no Party is required to sell Gas to an Alaska
Purchaser.” The proposed revision reads “The State and each Producer may supply Gas to
Alaska purchasers, and may establish terms for the sale of its Gas for in-state use.

The puipose of this provision is twofold; first, to ensure competition will exist, ensuring the
best competitive prices arc available in-state; and second, to protect the companies from a
legal doctrine known as “implied covenants”. This provision was carefullﬁ crafted to provide
a predictable, competitive, level playing field for both Alaskans and the members of the
sponsor group.

The Alaska portion of the Alaska gas pipeline project is the Mainline through the state,
including the four offtake points, and the uPstream elements delivering gas to the Mainline.
The infrastructure necessary to deliver gas from the Mainline to Alaskans will be developed
by in-state interests developing projects in parallel with the Alaska gas pipeline iject. In-
state interests include private concerns, public corporations and utilities. In all cases, an
economic business case must be developed to ensure that the proposed project is
economically justifiable, provides the expected in-state benefits, and is in the best interests of
all Alaskans. Individual proposals must be reconciled to arrive at optimum economic
solutions. In particular, the role of public entities, such as ANGDA. as aggregators of gas
purchase commitments or as developers of in-stat. infrastructure must be clarified. In
addition, the role of such agencies as AIDHA. APA. AVEC. and the Denali Commission in
encouraging development of instate infrastructure or in meeting commercial credit and

capital requirements should be evaluated.

Taking of state gas in-kind provides the state with policy options to meet Alaskan needs and
to provide Alaskan job opportunities and economic growth. Both direct and indirect benefits
from Alaska gas must be considered when developing in-state gas use policies. Such policy
decisions critical to ensuring availability of ANS gas for these in-state uses include: 1) setting
pricing policy for in-state deliveries of state gas; 2) providing creditworthiness supports
necessary to allow in-state shippers to hid for firm capacity; and 3) planning for and
encouraging infrastructure development.

The state's in-state gas pricing policy must be designed to meet the constitutional
re(i_m_rement to use state resources to maximize the benefit to all Alaskans. Various pricing
policies and their impacts on Alaskans and the Alaska economy can be considered - from
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simply allowing market forces to dictate prices, to tracking lower-48 Brices, to ensuring users
benefit from the transport ation cost differences between the lower-48 and Alaska (" netback
pricing"), to direct subsidies for some or all Alaskan users. In addition, the health of the in-
state projects undertaken is likely to be affected by the in-state gas pricing policy developed.

Availability of in-state gas_holds the promise of ensuring Southcentral's long-term energy
supply, of drastically reducing energy costs for the Fairbanks area, and_Erowdm Alaska’s
many rural areas with reasonahle energy alternatives. The result is likely to be greatly
reduced costs of |I_\/Iﬂ£1 in the interior and in rural Alaska, and the development of economic
opportunities previously unavailable to Alaskans due to energy costs.

The administration has drafted the following gas policy as a guideline for the state's policy
makers to use as they decide upon an in-state gas use policy for Alaska:

In-State Gas Use Policy: . _ _ o
It is the policy of the state to take its gas royalties and production taxes in-kind for the

general welfare of the state and to encourage construction of the Alaska gas pipeline. In
accordance with Article 8 of the Alaska Constitution, the state's in-kind gas will ‘be used for
the maximum benefit of Alaskans. In particular. Alaska's in-kind gas will be used:

» To ensure availability ofadequate gas and energy resources to South-Central Alaska
» To provide ecst-cffectivc gas and energy supplies to the Fairbanks-North Star region
* To provide dependable energy supplies to rural Alaska at reasonable costs

» To grow the Permanent Fund, on behalfof all Alaskans

» To ensure availability of gas and energy resources to meet in-state needs, and to
foster economic opportunity and diversity

Toward these policy goals, it is also the policy of the state to foster in-state infrastructure
development and creditworthiness support, as well as to ensure gas and energy supplies are
available and distribution infrastructure is dependable and adequate to provide access to
those supplies.

In tenns of pricing of gas for in-state use, the State of Alaska has two options: 1) to ensure
pricing of in-state gas and gas-liquids supplies at levels which do not exceed the actual
netback value of ANS reserves plus costs of delivery to Alaskan markets; or 2) to Price in-
state gas at the cost of alternative fuels (prevailing market Price of alternative fuels). This
policy decision depends on whether the state would like to otfer favorable prices for in-state
use in areas proximate to the pipeline or to maximize the returns to the state by selling gas at
the highest achievable price. This policy decision will be made by a future administration.

FERC and mainline LLC-mandated creditworthiness standards will require that those entities
taking in-state deliveries have the financial stability to make long-term transportation
commitments. State policy must be considered and developed to ensure that appropriate in-
state entities exist with such adequate credit capabilities.

Finallr, the ability for in-state users to make commitments to take long-term deliveries from
the Alaska gas pipeline depends upon the infrastructure available within the state, and the
ability to dovetail development of needed infrastructure with Alaska gas pipeline
development. Needed in-state infrastructure is likely to include a spur line to Southcentral,
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additional pipeline capacity in Southcentral, pipeline and distribution capacity to other in-
state markets, additional power generation and expanded distribution capacity, gas storage
capabilities in both the Fairbanks area and in Southcentral, in-state compression and
distribution facilities for service to remote areas, and a gas liquids operation for in-state
distribution and export purposes. As specified in Section .108(a2 of ANGPA, regulation of
facilities in Alaska downstream of the Alaska gas pipeline offtake points \ ould be the
responsibility of the RCA.

Currently, due to lack of a gas pipeline, all ANS gas produced is consumed as fuel or re-
injected. ANS producers have never been allowed to flare ANS gas, except to meet
operational and emergency needs. Once the Alaska gas pipeline is operational, some of the
re-injected gas will be diverted to sales via the le)eIme, along with gas from other ANS, and
possibly other Alaskan sources. The remainder of Prudhoe Bay Unit (PBU) gas will continue
to be re-injected to maintain pressures for oil operations.

Information concerning the Alaska gas pipeline project was made available by the sponsor
%roup in their application under the SGDA. and Was_uPdated_m their 2006 Project Summary.

nce this fiscal contract has been approved, further information will become available as the
project progresses. Ultimate control w'ill be exerted by FERC in ensuring adequate
Information availability for conducting the open season - including FERC's authority under
ANGDA to require the pipeline owners to consider late bids after the open season. Such a
prospect will serve to ensure the pipeline owners can demonstrate early and easy access to
Information, in order to forestall being forced to accommodate late comers.

Ak DMI) 02 (I Comment) _ _
Statement of Concern: Statements indicating that it would be appropriate for economic
models to be created to project at least the range of costs Alaskans may reasonably expect to
pay to use any of its gas in-state. Several issues need to be addressed including (1) loss of
revenue to the entire state from gas used in-state; (2) the likely differences in cost of
subsidizing use of Alaska's gas In Fairbanks, or Anchorage bowl, or rural Alaska or
Southeast; (3)  >uld Alaska's public policy be to make cheaper energy available to all or
parts of the state or to maximize its rate of return on its investment; or (4) should the state
make its gas available for in-state use at the same netback wellnead value as gas delivered to
Alberta or Chicago? These policy issues must be resolved before Alaska makes its first open
season commitment as to how much gas it will ship how far along the pipeline.

Response: 1Ne idea of selling natural gas to Alaska residents at a discount is a policy
decision and not part of the contract. If and when ANS gas is developed, there will be ample
opportunity for the Department of Revenue and other organizations to conduct analysis and
determine the benefits and costs of subsidizing natural gas usage in the State of Alaska.
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3.6.2  OFFTAKE: Off-take Points—SOCs and Responses
This issue category addresses the off-take point locations to meet in-state needs.

OFFTAKE Ol: (79 Comments) o _ .
Statement of Concern: Statements indicating that offtake points at Fairbanks and for gas

distribution to southeast Alaska and Valdez will require development of other infrastructure
in order for Alaskans to benefit.

Response: TNe fiscal contract provisions include a commitment, in Article 9.1, to sugport
funding of four gas offtake points in Alaska at locations selected after consultation with the
state, to be included in the initial construction design. This commitment includes
incorporating the offtake points in the original pipeline design; and including in the base
pipeline cost, the costs of offtake point piping and flanges to the point of allowing a
downstream project to connect to the Alaska gas pipeline and divert gas from the mainline to
in-state deliveries. The fiscal contract provisions also include commitment on the part of the
pipeline owners to cooperate in planning and design with sponsors o f downstream facilities.

With these provisions, the contract assures offtake points will be available and best located to
meet in-state needs. The state will need to determine where each of those offtake points
should be located, although initial presumlotions have been that those points would likely be
located at the Yukon River. Fairbanks, Delta or Delta Junction, and in eastern Alaska toward
the Canada border. In response to concerns that an offtake point may be needed in Canada to
serve Southeast Alaska and in reco?nmon that the state's proposed mainline LLC agreement
contains a voluntary expansion clause, the state proposed changes to the definition of
“offtake point" and to Article 9.1 to alleviate that concern. The proposed change clarifies that
one of the four offtake points could be in western Canada near the Alaska border in order to
serve Alaskan communities on the other side of that border.

Incremental costs downstream of the offtake Points will be part of separate projects
developed and implemented by entities separate from the Alaska gas pipeline owners. The
state may or may not participate in those entities, and the state will determine the policies
under which those in-state piojects will be allowed to progress. These decisions arc separate
from considerations relative to the Alaska gas pipeline project itself. Taking of state gas in-
kind provides the state with policy options to meet Alaskan needs and to J)rlowde Alaskan job
opﬁortunltles{ and economic growth. The state must be actively engaged in establishing the
policies and implementing efforts to plan for and encourage infrastructure development,

The ability for in-state users to make commitments to take long-term deliveries from the
Alaska gas pipeline depends upon the infrastructure available within the state, and the ability
to dovetail development of needed infrastructure with Alaska gas pipeline development.
Needed in-state infrastructure is likely to include a spur line to Southcentral, additional
pipeline capacity in Southcentral, pipeline and distribution capacity to other in-state markets,
additional power generation and expanded distribution capacity, gas storage capabilities in
both the Fairbanks area and in Southcentral, in-state liquids compression and distribution
facilities for service to remote areas, and possibly a gas liquids operation for export purposes.

FERC and mainline LLC-mandated creditworthiness standards will require that those entities
taking in-state deliveries from the mainline have the financial stability to make long-term
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transportation commitments. State policy should be considered and developed to ensure that
appropriate in-state entities exist with such adequate credit capabilities to both make long-
term transportation commitments and to finance construction of needed in-state gas, liquids,

and pow'er distribution infrastructure.

In-state interests which will build these in-state gas distribution projects include private
concerns, public corporations and utilities. In all cases, an economic business case must be
developed to ensure that the proposed (i)rolect is economically justifiable and that it provides
the expected in-state benefits. Individual proposals must also be reconciled to arrive at
optimum economic solutions. In particular, the role of public entities, such as ANGDA. as
aggregators of gas purchase commitments or as developers of in-state infrastructure should
be considered. In addition, the role of such a?encies as AIDEA, APA, AVEC. and the Denali
Commission, in encouraging development of instate infrastructure or in meeting commercial
credit and capital requirements should be evaluated. Finally, successful state policy
development, particularly with respect to credit support and infrastructure development,
requires that it be integrated with planning of commercial development projects.

3.6.3  INDST: Future Alaska Industrial Uses—SOCs and Responses

This issue category eovers the provision of na'ural gas to support future in-state industrial
UISes.

INDST Ol: (1 Comment) _ . _
Statement of Concern: Statements exEressmg concern about Preserving the optlon for the

separation of natural gas liquids in Alaska.

Response: Both the sponsor group and the state will own its share of the gas liquids. Each
owner retains the opportunity to commercialize the gas liquids in a way that best suits their
purposes. Once separated, liquids and gas are treated as two different products. The contract
calls for a study to be completed before open season. The results of that study will influence
what each party chooses to do with its liquids. The state can choose to market its liquids in
Alaska or elsewhere. We will control our own economic future if we own the gas.

I.NDSTO2: (13 Comments) . o _
Statement of Concern: Statements advocating development of a gas liquids industry in
Alaska and/or that gas liquids from the project be reserved for use in Alaska. Comments

Kllclulgied statements advocating development of a propane distribution system for rural
aska.

Response: The contract provides for four off-take points, mileage sensitive rates, and state
ow nership of the gas. These three things will allow the state to do anything it wants with its
gas and liquids. The governor has advocated on many occasions for using a portion of our
as to establish a prcpane distribution system at the Yukon River crossing and down on the
enal. He has also indicated a desiie to establish a liquids processing capab!h% in Alaska.
Each of these desires can be achieved. Each, however, will have a cost. It will be up to the
serving governor and legislature to determine the economics of such proposals and make the

decision as to how' to proceed.

IFIF-R-92 Alaska Department of Revenue



Appendix R: Summary of Public Comments on the FIF and Fiscal Contract

INDST O3 (I Comment) S
Statement of Concern: Statements indicating that the state should extract value from the

“impurities” in natural gas— these impurities include C02. sulfur, and sulfur-coated urea.

Response: Because the state will own iu gas, it can use it (and its components) in any way it
chooses. It is safe to assume that each component will be utilized in the best interest of the

state.

3.7 Regulatory Issues

Issues in this general area of concern included the regulations of the Federal Ener%y
Regulatory Commission &FERC) relating to the gas pipeline project and the role of the
Regulatory Commission of Alaska (RCA) with respect to the project.

3.7.1  FERC: FERC Process—SOCs and Responses

This issue category addresses concerns re?arding FERC jurisdiction. FERC and RCA
interactions, FERC and NEB interactions, federal takeover of the pipeline, open season
commitments, expansion and rate structure, and tariff terms.

FERCOL: (7 Comments) o o
Statement of Concern: Statements questioning the scope of FERC and RCA jurisdiction

and concerns over a possible regulatory gap.

Response: With regard to the scope of RCA jurisdiction, neither the state nor the sponsor
group envision RCA rate regulation of any project facilities. Unquestionably, FERC will
exclusively reﬁulate the main pipeline (malnllne&. It is essentially certain for several reasons
that FERC will also reﬁulate the S2 billion plus GTP. First, in its open season regulations for
the Alaska gas pipeline, FERC made clear that the gas treatment service and the
transportation service must be unbundled and offered separatelK in an open season. Order
2005-A at §87-88. Were FERC not contemplating regulating the GTP, it would not have

made such a statement.

Second, FERC's general jurisdictional test is whether a treatment plant is used primarily to
render raw gas fit for transmission or to extract liquids and liquefiables for their economic
value. Venice Gathermg Co., 97 FERC 861,045 (2001): Columbia Gas Transmission Corp.,
79 FERC 861,041 (1997). Plants that are used to treat or condition %as to bring it up to
pipeline quality so that it can be transported safely and eff!me_ntr are class. lled as
jurisdictional transportation facilities, while plants that operate principally to extract liquids
and liquefiables for their economic value (i.e., gas processing plants) are classified as non-
jurisdictional facilities. 79 FERC at 61.185. Northern Natural Gas Co.. 69 FERC 861,264, at
62.016-17 (1994); Texas Eastern Transmission Corp., 43 FERC 8§61.044, at 61,129 (1988).
The GTP will be a plant that w'ill be used to treat or condition gas to bring it up to pipeline
quality, and thus ajurisdictional facility subject to FERC's regulation.

Third, the Alaska Natural Gas Pipeline Act (ANGPA), Section 102(2), defines the term
“Alaska natural gas transportation project” as “any natural gas pipeline system that carries
Alaska natural gas to the border between Alaska and Canada (including related facilities
subject to the jurisdiction of the Commission)...” And, while President Carter's 1977
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Decision selecting the Alaska Highway route defined the Alaska Natural Gas Transportation
Sgstem ("ANGTS") as beginning at the discharge side of the conditioning plant facilities, in
1981 then-President Reagan signed six waivers of law. one of which included the
con_dltlonlng P]Iant within the ANGTS. The administration szr_]opmsl accompanying the
waivers said that “[a]s a practical matter f,.e economic effect of including the conoh_tmnmg
plant in the system is the same as treating the plant as a separately ceiiificatcd facility an
providing a conditioning cost allowance sufficient to provide for the recovery of the gas
conumonlngi cost.” Regort of the Senate Committee on Energy and Natural Resources
November 10, 1981. at 33 (No. 97-272, 97th Congress. Ist Session.

With regard to gas transmission lines that will iced into the GTP or the Mainline, the
definition of non-jurisdictional gathering line, versus jurisdictional transmission lines has
turned on an examination of various physical and operational factors, which have changed
over time. Because several of these lines are yet to be built, one cannot say with certamtr that
they will be FERC-rcgulated. The parties contemplate that those facilities quaIiY as
jurisdictional transmission lines. For example, it would be highly I|keIK that the large
diameter transmission lines from Pt. Thomson will be determined to be FERC-jurisdictional
as well as lines feeding from the NPRA. If, however, any lines are not determined to be
FERC-jurisdictional, nothing in the contract bars the RCA from regulating those lines if it
has the power to do so under its jurisdictional statutes.

FERCOZ2: (2 Comments) o
Statement of Concern: Statements indicating that th FERC Brocess precludes Ihe

transportation system from controlling the oil and gas activities in the basin.

Response: FERC over the past two decades has Put in place increasingly stringent
regulations to separate the transportation functions from the production and marketing
functions, and to provide everyone fair and equal opportunity to access pipelines and relate

facilities. The Alaska Natural Gas Pipeline Act of 2004 and the subsequently enacted FERC
open season regulations provide even further equal access protections for all ANS producers.

For a detailed discussion of FERC's extensive powers to ensure access and freclude basin
control, see “ Access to Alaska Gas Pipeline and ‘Basin Control™ by Robert Loeffler. dated
July 13, 2006 in Attachment 3. This was a presentation made by Mr. Loeffler to the Senate
Special Committee on Natural Gas Development in response to basin control concerns raised
by legislative counsel from Greenberg Traurig. Interested readers should also see the
administration's response to concerns regarding this issue in Attachment 2 of this document
in the letter dated August 23, 2006 from Jim Clark, Chief of Staff to Senator Seekins and

Senator Therriault.

FERC 03: (1 Comment) o . . _
Statement of Concern: Statements indicating concern that if the contract is not signed by a

certain date, the federal government could take over the development of the pipeline.

Response: The state shares this concern and for good reason. Under Section 109 of ANGPA,
if no application for a FERC certificate has been made within 18 months of the passage of
ANGPA, the DOE Secretary must conduct a study of alternative approaches to the
construction of the project, including establishing a federal government corporation to do the
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construction. The 18 month timetable elapsed in April 2006 and the DOE Secretary is
presently conducting such a study. The Bush administration has made the development of
ANS ?asamghest priority energy 0|IC_?/ and the state cannot rule -ut the possibility of the
federal government moving forward unilaterally in the event the contract is not approved by

the Alaska legislature.

FERCO4: (3 Comments) o _ _
Statement of Concern: Statements indicating that the contract should specify detailed

ratemaking terms such as capital structure, cost of debt, and rolled-in tariff rates, so as to
eliminate ambiguity and avoid future disputes.

Response: The state and the sponsor group did discuss several detailed ratemaking terms and
conditions during negotiations. However, the parties were unable to agree upon either the
netd to include those tenns and conditions in the contract or the parameters of such terms
and conditions. The contract therefore is silent on them, leaving it open tor future resolution.
It should be kept in mind that Article 8.4 fully protects the state's n%t to intervene in any
proceeding and argue for whatever terms and conditions it advocates. While FERC will have
the final say. the state will have the opportunity to get a full and fair hearing before that
agency. In any event, it is FERC's duty to ensure that all tariff terms and conditions are just

and reasonable.

FERC 05 (2 Comments) . _
Statement of Concern: Statements expressing concern that the oFen season be fair to all,

and that shippers must commit to an for a specific volume of pipeline capacity for a term of
years and must do so long before the first piece of pipe is laid or compressor is installed.

Response: I order to allocate pipeline capacitF in a fair and non-discriminatory manner,
FERC policy requires that all interstate gas pipelines hold an open season where prospective
shippers, pursuant to non-discriminatory criteria, can hid on the available capacity. With
regard to the Alaska gas pipeline. FERC codified the open season requirements in detailed
regulations issued last year. The proposed regulations were changed in several aspects to
ensure that the final regulations are fair to all prospective shippers.

The lead times necessary to build the Alaska gas pipeline require that an open season be held
several years in advance of the commencement of commercial oPeranons. ‘However,
payments for the capacity won in an open season do not begin until that first operational date,

FERC 06 (4 Comments) o . _
Statement of Concern: Statements questioning whether previously used assets that will be

used on the project will be valued for rate purposes at their original cost or at their
depreciated original cost.

Response: The answer to those questions is that it will depend upon the facts and
circumstances surrounding the assets. Article 8.6 requires the sponsor ?(roup to foilow FERC
policy regardmg the treatment of Erewously used assets for ratemaking purposes. Under
present FERC policy, the issue of whether previously used assets should be valued at 1) their
original cost. 2) an even higher cost if the assets were acquired in a purchase, or 3)
depreciated original cost is very fact specific. That policy has also changed over time. The
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parties to the contract found it difficult to consider all the hypothetical previously used assets
that might become a part of the project and therefore determined that the most even-handed
wa* to address the issue now was to simply require conformity with FERC policy. FERC
will then decide what rate treatment is in the public interest.

FERCO7: (1 Comment) o . .
Statement of Concern: Statements indicating that contract commitments on expansion and

rate structure should not intrude upon FERC jurisdiction.

Response: S0me commenters suggest that the fiscal contract or the entity governance
agreements should address the topics of expansion generally, and rate design (rolled-in vs.
incremental Encmg) in particular, and that addressing these issues in the contract is not at
odds with FERC's duties. With regard to the rate design issue, neither the contract nor the
state's proposed mainline LLC agreement resolves that issue. It is no secret that the state and
the sponsor group have been unable to agree on this issue and have debated it publlclr.
Hence, the contract leaves the issue open for future resolution. However, Article 8.4 fully
protects the state’s right to intervene in anr expansion proceeding and to argue for rolled-in
Encmg and. therefore, the state will be able to get a full and fair hearing before the FERC.
ERC, of course, will have the final word on the type of pricing. Hence, if the state's
argument for rolled-in pricing convinces FERC, that will be the result regardless of what is
said or not said in the contract. If it doesn't, then FERC will hold in favor of incremental
pncmg regardless of what is said or not said in the contract. It should also be remembered
that FERC has created a presumption in favor of rolled-in pricing for expansions.

With regard to vquntarﬁ expansion, it is correct that the contract does not set forth the terms
and conditions under which a voluntary expansion can be undertaken by the mainline LLC.
The reason is that those terms and conditions are a part of the proposed mainline LLC
agreement. That agreement provides for a series of Management Committee votes to approve
the various steps of an expansion, including authorization of a feasibility study, filing of a
FERC certificate, and actual construction of the expansion.

FERCOS8: (1 Comment) _ . . _
statement 0f Concern: Statements concerning whether in the interactions between FERC

and the Canadian regulators which organization would have precedence.

Response: FERC will have exclusive jurisdiction over rate regulation for those portions of
the pipeline in the United States, and the NEB will likewise have exclusive rate jurisdictio
over those portions of the pipeline in Canada. That said, the state expects that there will be
extensive consultation and close coordii tion between the two agencies over rate and other
ﬁEg environmental) matters. In addition, memoranda of understanding exist between the
and FERC concerning how trans-horder pipeline regulation is coordinated. Several
historical examples exist of gas pipelines which cross the border between the lower-48 US
and Canada - so, the precedents exist for NEB and FERC cooperation and coordination of
trans-border pipeline regulations such as will be necessary for the Alaska gas pipeline.
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FERCO9: (1 Comment) . _ . o _
Statement of Concern: Statements askmE whether, if the State is not satisfied with some

aspect of the system desigi submitted to FERC, it can object to that design at FERC, and that
there should be advance notice of the terms for open season.

Response: Under the FERC’s open se; ;on regulations, a prospective applicant must tile, for
FERC approval, a detailed plan for conducting the open season, and do so no later than 90
days prior to providing the notice of its open season. Interested person can then comment on
that plan which necessarily will include detailed design information. Hence, if the State (or
anyhody) is not satisfied with the proposed design, it can communicate that concern directly
to FERC and do so well before the open season takes place. FERC will be ina positionto
then order design changes before the open season begins.

With regard to the advance_notice_Point, the detailed plan the must be filed at least 90 days
prior to the * en season notice, wiil serve as that advance notice. Then when the open season
IS no:ced, there will be another advance notice. A still further opportunity to voice concerns
about the system design will occur when the pipeline files its application to FERC for a
certificate of public convenience and necessity.

FERC10: (1 Comment) _ _
statement of Concern: Statements and questions about miscellaneous FERC and RCA

jurisdictional matters.

Response: TNe contract's regulatory clauses, particularly those concerning the role of the
RCA. have been misunderstood and misinterpreted. First, the RCA s not bound by the tenns
of the contract. The contra, binds the state and the RCA is excluded from the definition of
the state and hence the contract's obligations. To make this absolutely clear, the state is
proposing to amend the contract to state that the regulatory powers of the RCA are not
affected by the terms of Article X In addition, the state F;])ropose* to amend the contract to
exempt from its provision any public corporation of the state such as ANGDA. Thus,
ANGDA will be free to lake any position that its Board decides.

L The RCA would be free to review gas transmission charges if an Alaskan utilit
proposed to include such charges in its rate base for two reasons. First, the FER(
does not have direct jurisdiction over the rate base of local distribution companies in
Alaska or elsewhere; this is a matter reserved to the states under the Natural Gas Act.
This also is not an issue under the contract which concerns the progect. The project
definition does nd include local distribution companies. Section 8.4 preserves the
right of the stale as the owner of a large amount of gas to be shipped through the
pipeline to protest tariffs and participate in reEuIat_ory proceedings regarding the
project despr'e its ownership .merest. Only Alaska PipeCo would be restricted from
taking such actions. Thus, there is no contradiction.

2. The Department of Law regresents the state in federal regulatory proceedings; the
Regulatory Affairs and Public Advocacy's role is limited to participating in state
roceedings and providing support to the Department of Law in federal proceedings.
he Department of Law' is part of the state and would be bound by the state's

obligations under the contract.
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3. Section 108 of the Alaska Natural Gas Pipeline Act confirms the RCA'’s authority
over any lateral that serves in-state needs. Such a lateral is not part of the project as
Section 9.3 of the contract makes clear. The mainline LLC must, however, cooperate
with interconnection arrangements with instate laterals.

4. NGL straddle plants are not normally subject to FERC requlation. If an NGL plant is
built in Alaska, it would be part of the Project and the state would own a 20 percent
share. As a part owner of the NGL plant the state will possess contractual and
statutory privileges, rights and obligations with respect to the development,
construction and operation of the NGL plant. ANGDA would have none since it is
not a party to the contract and docs not want to be bound by it per its comments. If
an NGL plant is built elsewhere, it is not part of the Project. ANGDA would have

such rights as it could negotiate in any such plant.

3.1.2 RCA: Regulatory Commission of Alaska—SOCs and Responses

This issue category covers the role of the Regulatory Commission of Alaska (RCA) with
respect to the gas pipeline project.

RCAO1: (18 Comments) o . . o
Statement of Concern: Statements indicating that there is no Ie?mmate reason to eliminate

requlator) protections for shippers, that the GTP, if not requlated by FERC, should be
requlated by the RCA, and that there is no benefit to allowing arbitrators to determine just
and reasonable rates which are established according to commercial agreements no one will

See.

Response: The contract does not prohibit the requlation of the project by the RCA. If the
FERC docs not regulate a portion of the project, the contract does not prohibit gnor could it)
the RCA from asserting jurisdiction. However, as stated in Articles 8.1 and 8.2, the parties
expect that the entire project will be regulated br the FERC (or by the NEB in Canada). With
regard to the unlikely situation where rates would be set through commercial agreements, the
state is proposing to add language to the contract that would require rates to be set consistent

with FERC ratemaking principles.

RCA 02 (7 Comments) . _
Statement of Concern: Statements eXPressing concern that the contract requires the state to

reimburse other participants if RCA takes certain regulatory actions.

Response: AS presently drafted. Article 8.3 requires the state in certain circumstances to
reimburse each participant for a loss caused by RCA action inconsistent with the principles
of FERC policy for jurisdictional facilities or the principles of commercial agreements for
non-jurisdictional facilities. Loss is a defined term under the contract and because of that
definition, the state's obligation to reimburse does not include lost #)rohts_or consequential
damages. The state is proposing to amend the requirement of Section 8.3 to limit
reimbursement to circumstances where there is a loss caused by RCA action inconsistent
with the principles of FERC policy for jurisdictional facilities or commercial agreements
consistent with FERC principles for jurisdictional facilities. See proposed contract

amendments in the Interim FIF.
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3.8 Capacity Management and Access

Issues in this general area of concem included access to the dgas pipeline by future explorers
and gas pipeline expansion, and use of gas to increase oil production.

38.1 ACC: Access for Other Companies—SOCs and Responses

This catego(rjy issue deals with concerns about the access to the gas pipeline by future
explorers and the gas pipeline expansion.

ACCO1: (27 comments) ) )
Statement of Concern: Statements expressing concern that the contract does not require

expansion of the pipeline.

Response: The contract does not require expansion of the pipeline for two primary reasons:
) such a commitment transfers a_sqmncant amount of risk to the pipeline owners, and 23
under the Alaska Natural Gas Pipeline Act of 2004. FERC was granted unprecedente
powers to order expansions. FERC also has adopted especially friendly open season rules,
specifically a presumB_tlon favoring rolled-in “pricing of expansion capacity. Pipeline
expansions will be subject to FERC rules, regardless of whether there is a contractual
commitment. Independent producers and explorers provided strong feedback that they are
willing to rely upon FERC's mandatory expansion powers. It is the responsibility of FERC to

balance the interests of pipeline owners, shippers, explorers and the public.

ACC OZ (4 comments) _ _ .
Statement of Concern: Statements expressing various concerns about Article 8.7, State-

Initiated Expansion.

Response: Concerns about Article 8.7 may best be resolved by deleting this article. The
or|%|nal intention of Article 8.7 was to provide a third avenue to expansion, in addition to
FERC mandated expansion }estabhshed under ANGPA), and voluntary expansion by the
mainline LLC (the tenns of which are contained in the state's proposed mainline LLC
agreement). The specific provisions within Article 8.7 were intended to apply only to state-
initiated expansion, and to not affect either FERC mandated or voluntary expansions,
Acceptance of Article 8.7 in the first place was strenuously opfoosed by the sponsor group
during negotlatlons. Deletion of Article 8.7 seems to be generally supported by non-sponsor
group producers and explorers, and by legislative consultants

ACCO3: (6 comments) _ _ _ _
Statement of Concern: Statements suggesting that Article 10 be revised to provide for state

transportation capacity to be reserved for common transport by intrastate independent
shippers, to allow unused state capacity be made available on a priority basis to independent
shippers, and to post all unused state capacity on a bulletin board service.

Response: TNese comments contemplate arrangements clearly inconsistent with FERC and
NEB regulation. The goal of Article 10 is to achieve equity in the transportation risks
incurred by the state in accepting shipping commitments. Article 10 provides this equity to
the state with respect to both the sponsor group and with any additional producers who sign
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uE for open season shipping commitments and sign the Uniform Upstream Fiscal contract.
The contract also specifies that open seasons must be held for in-state service, and that these
open seasons must be separate from the full-haul open seasons. By this, both intrastate and
other independent shlp(jaers are guaranteed equal access to transportation capacity. All unused
capacity will be posted according to FERC regulations. If Article 10 is found acceptable by
FERC “and if unused capacity exists which is subject to Article 10 provisions, that

icallocation will occur first.

ACCO4: (3comments) _ )
Statement of Concern: Statements that the state should provide capacity for the

independents/explorers.

Response: TNIS suggestion is a major transfer of risks and costs to the state from
independents/explorers. These companies make their living by managing risk. The fiscal
contract and the upstream contract provide these companies a level playing field to explore,
enjoy the fiscal benefits of the contract, and to obtain capacity at open seasons or on the
secondary markets. The suggestion that the state should pick up the risk of obtaining and
holding capacity for these companies is a proposal that the state underwrite these companies'
activities. We question whether this would meet the public purpose requirement for the
expenditure of state money imposed by the Alaska Constitution.

ACCOS5: (5comments) . _ . .
Statement of Concern: Statements arguing the merits of 52" pipe vs. 48" pipe vs. dual 36

pipes.
Response: This discussion of the merits of various pipe diameters or pipe configurations is
Brer_nature._ This contract is a fiscal contract, intended to set the stage for proH]ect planning to
egin. Project planning will result in an open season being held, to identify the magnitude of
gas delivery commitments shipé)ers are willing to make. Only then can a final decision be
made concerning gas pipeline diameter and configuration. Regardless of the final decision.
FERC retains authority to mandate that the pipeline design be expandable, that it accept gas
deliveries from all qualified shippers, and that in-state needs be met,

ACCO06: (I comment) o _ _ _
Statement of Concern: Statements indicating that there should be parity with the Canadian

system on mandatory pipeline expansions and rolled-in tariffs.

Response: EXpansions and tariffs for the Canadian portion of the Alaska gas pipeline are
under the jurisdiction of Canada's National Energy Board ENEB), just as expansions and
tariffs for the Alaskan portions are under the jurisdiction of FERC. No contract Ianguage can
override those authorities. NEB regulations include a strong preference for rolled in tariff
pricing. The state, as well as all shippers, and other interested parties will have the
opportunity to resgon_d before the NEB. as well as FERC, to all filings by the pipeline entity,
or to attempt to obtain EIFEe“ne expansions. In addition, memoranda of understanding exist
between the NEB and FERC concerning how trans-border pipeline regulation is coordinated.
Several historical examples exist of gas pipelines which cross the horder between the lower-
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48. U.S. and Canada— the precedents exist for NEM and FERC cooperation and coordination
o f trans-border pipeline regulations, such as will be necessary for the Alaska gas pipeline.

ACC_07: (5comments) o o _ _
Statement of Concern: Statements indicating that the pipeline should be sized bigger so that
non-afifiliated explorers and producers have motivations to explore, and that front-end

engineering and design be completed before an open season is held.

Response: The first portion of this comment serves to shift a significant amount of risk onto
the pipeline owners - including the state. The tcol for properly sizing the pipeline system is
the open season. Until open seasons are held, *otal expected deliveries to the pipeline are a
matter of cqn’]ec_ture. he project documer ation to-date includes an updated project
summary which includes a timeline, cstimati ig open seasons will be held two years after
contract execution. Only at that time will firm aata and commitments be available with which
to size the pipeline and complete final design In addition. FERC has the authority to require
ihe pipeline owners to consider latecomers who miss the open seasons - an authority which
motivates the glpelme owners to ensure ch-ur information is available early to all potential
shippers. FERC also has the authority to mandate pipeline expansions to accommodate future

exploration by third parties.

ACCO8: (1 comment) o _ .
Statement of Concern: Statements indicating that commitments on expansion and .ate

structure not intrude upon FERC.,

Response: FERC will have the final uthority in th" U.S. on pipeline expansion and rate
structure issues, regardless of the pr* isions in 'he contract. The negotiating teams believe
the contract provisions will be accept; hL* to FER™,

ACCO09: (2comments) _ o _
Statement of Concern: Statements expressing concern that pipeline ownership by the

sponsor group will result in antitrust issues and anti-competitive behavior,

Response: FERC has acknowledged that antitrust issues must be addressed. Much of the
development and transition in FERC regulation over the last two decades has been directed at
ensuring that such anti-competitive behaviors do not occur. The state, by having a seat at the
table with plgelme_ ownership, will have greatly enhanced ability to identify and prevent anti-
competitive behaviors from occurring.

ACC10: (I comment) _ . o
Statement of Concern: Statements expressing concern that there is no provision in the

contract for sole-risk expansions.

Response: A Sole-risk ?rovisiqn was not included in the contract. For the state, existence of a
sole-risk provision could be viewed as a predisposition in the contract of the state to do sole
risk expansions—a serious transfer of risk onto the state. In addition, it is believed the
FERC's mandatory expansion powers protect all explorers, shippers, and the state
adequately.
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ACC_I I (6comments) o o _ o
Statement of Concern: Statements indicating that the provisions of Article 10 inhibit access

to initial and expansion capacity, particularly to non-owner shippers. In addition, the sponsor
group is not liable to the state for losses arising from failure to perform obligations regarding
capacity.

Response: The terms of A. He 10 do nothing to inhibit access to initial and expansion
capacity by any party. Access to capam(tjy is regulated exclusively by the FERC. and any
contract terms affecting such access would be overridden by FERC authority. The provisions
of Article 10 were demanded by the state negotiators in order to ensure that the state, by
taking royalty and payment in lieu of production tax in the form of gas, does not bear
disproportionate risks due to the fact that the state is not a producer of gas and does not make
exploration or development decisions. The fact is that the gas delivered to the state is a share
of the gas produced by each producer. The state has no direct control over these volumes
delivered. The temis of Article 10 ensure that, throughout the temi of fixed transportation
commitments, the state obtains sh|pp|ngi capacity to transport state gas to market when it is
produced, and that the state docs not hold a share of shipping commitments disproportionate
with fie state's share of production, Mechanisms a.e defined within Article 10 which adjusts
shipping commitments between the state and a producer to maintain this equity. Although
complex, the terms of Article 10 are clearly and specifically constrained to ensure that parity
IS maintained individually between the state and each member of the sponsor group
delivering in-kind gas to the state. The terms of Article 10 specifically do not provide the
state or any member of the sponsor group with ‘first-call* to capacity rights beyond
maintaining (his parity.

The state and the sponsor group have acknowledged that the ﬁrovisions of Article 10 are
unique, and will require scrutiny by FERC. Precedent suggests that FERC will be responsive
to the state's position as a shipper, as well as our very different upstream position with
respect to the sponsor F?roup! when they deliberate to ensure an ‘even playing field" exists for
capacity rlghts._ If FERC fails to approve all of the Capacity Management provisions, it is
expected that it will provide the state and sponsor group guidance to satisfy both FERC
requirements and state needs. The sponsor group is committed in Article 10.8 to negotiate in
tooEIj ffan? in an attempt to develop a mutually acceptable alternative provision that remedies

e defect.

The argument that sponsor group is not liable to the state for losses arising from failure to
perform obligations rePardlng capacity arises from the language of Article 10.10. This
argument reﬁresents a failure to comprehend the full context of the statement. The sponsor
group docs have a commitment to perform in Article 10. Failures can be remedied through
arbitration or through court if fraud occurs; however, the sponsor group will be making their
capacity management decisions based on their own business interests and expectations. Their
individual business interests .nay at times be perceived as not coinciding with the state's
interests regarding capacity management issues. They may also simply make a capacity
management decision which proves to be wrong. By the sponsor group's commitments to
Article 10. the state has agreed to ‘ride their coattails' regarding capacity management
decisions, and accept the state's share of the benefits and costs of those decisions - no more
and no less. In return for that benefit, the sponsor group insisted on being indemnified against
further action by the state over individual decisic .S or the results of those decisions.
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Furthermore, as time goes on. the state always retains the unilateral riﬁht to cancel Article 10
and manage capacity on our own if we decide circumstances are such that the state benefits

more from that independence.

ACC_12: (1 comment) o _
Statement of ( oncern: Statements indicating that the state must ensure fair and reasonable

terms on all facilities.

Response: All facilities which are Eart of the Alaska gas pipeline project are expected to be
requlated by FFRC and the NhB. The terms of access will be determined by each. The FERC
has already adopted a comprehensive set of open access regulations that apply to all of the
Prpject. As a sh|gper of gas, and separately as a sovereign, Alaska has unfettered rights to
itigate at the FERC over any issue of access, including tariff terms. (See Article 8.4 of the
fiscal contract). Also, the Alaska member of the entities that own the facilities will participate
in the internal processes that set the tariff and terms of access .Inn will be submitted to the
FERC for approval. Any facilities of the project that are not subject to FERC or NEB
jurisdiction are to be governed by commercial agreements that are consistent with FERC
policies for jurisdictional facilities. To the extent tiiat the RCA has jurisdiction over any
element of the project, which is not anticipated, itsjurisdiction is undisturbed by the contract.

ACC _13: (1 comment) _ . _
Statement of Concern: Statements expressing concern that the fiscal terms will not be

available to all shipi ,rs.

Response: The administration has drafted a Uniform Upstream Fiscal contract (Attachment
A to the fiscal contract). The UUFC ensures that all shlpFe.rs who commit to ship on the
Alaska Gas Pipeline enjoy equitable upstream fiscal terms. It is entirely under the purview of
the Alaska Legislature to ensure that this Ieg|slat|on is implemented with provisions which
provide for this equitable treatment of all producers and shippers.

ACC 14: (1 comment) o _ o
Statement of Concern: Statements indicating that the rights of I. st refusal for existing

shippers impair access to new shippers.

Response: Rights of first refusal are subject to FERC regulation. Offering of rights of first
refusal by pipeline compan s to holders of firm transportation capacity at the end of that FT
term is normal in the P|Pel|ne.busmessl. It is unreasonable to expect that those shippers who
have made the initial financial pipeline transportation commitments— in addition to the
upstream investments necessary—should be denied rights of first refusal to continue to
deliver gas and monetize their investments. New shippers are protected by FERC's power to
mandate expansions if voluntary expansions cannot be accommodated and fiscal contract

expansion terms are not implemented.
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ACC_I5: (I comment) _ o _ .
Statement of Concern: Statements advocating AOGCC authorizations prior to holding of an

open Season.

Response: ThIS IS a practical issue, not a concern which should be addressed contractually.
Ihe issue n the contract is establishment of fiscal certainty, which will allow project
planning to go forward. Part of that planning process will be obtaining AOGCC offtake
authorizations in time to commit PBU and PTU reserves at the open season.

ACC_16: (1 comment) . _

Statement of Concern: Statements suggestm% that Articles 8 and 10 of the Gas contract may
be modified to require (a) that the owners have a contractual obligation to undertake an
economic expansion based upon a clear definition of an economic and uneconomic
expansion, (bs) that expansion shippers have the right to contribute the necessary funds to
make an uneconomic expansion meet ihe definition of an economic expansion, (c) that the
owners acknowledge the right of either the FERC or the RCA to require an expansion
deemed to be in the public interest, (d) that the State of Alaska have the clear and unrestricted
right to require an expansion if it contributes the funds necessary to make that expansion an

economic expansion.
Response: THIS CONCErN requires a four-part response:

L Contract provisions requiring “clear definition of an economic expansion” are very
difficult to agree upon, and resulting obligations arc more difficult to impose on an
unwilling party. Even il agreement is obtained under such provisions, how is
cooperation to com, .etc such an expansion to be measured? It is much clearer to rely
upon FERC jurisdiction to mandate expansions, and to require that they be

completed.

2. Contribution of funds is not foreclosed by the voluntarg expansion provisions of the
state's proposed mainline LLC agreement, and could certainly be included as a
requirement by FERC prior to mandating an expansion. Inclusion of such a provision
in the fiscal “contract begs the question of how the magnitude and timing of
contributions should be determined, and what should happen if the expansion
scenario changes or goes awry. The value of such a provision in the fiscal contract is,

at best, questionable.

3. FERC has the authority to mandate expansions, whether the owners acknow ledge that
authority in the fiscal contract or not. Presently, RCA does not have that authorltﬁ
one more reason the state wants to ensure the entire Alaska project b under FERC
jurisdiction.

4. This answer is the same as in (2) above. In addition, contribution of funds by the state
to a pipeline expansion—to which apparently neither explorers nor the pipeline
owners were willing to contribute— transfers the risk related to that expansion to the
state. Such an action is a policy decision which the state should carefully consider
prior to making such a decision.
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3.8.2  OIL_Px: Oil Production Issues—SOCs and Responses

This issue category covers the use of gas to increase oil production.

OIL PXJH: (12 comments) o _ . . _
Statement of Concern: Statements indicating that gas production will result in lower oil

recovery and that there arc alternatives to.?as Injection to enhance oil recovery. In addition,
oil companies are intentionally reducing oil production and exaggerating their intent to leave
in order to enhance their bargaining position for the pipeline contract.

Response: Production from ANS oil fields is declining but we have already produced more
oil than was originally projected with years ofrecoverable reserves still present. An axiom of
0il production is that as soon as a reservoir is tapped its production rate begins to decline.
This relates to the physical aspects of oil reservoirs including pressure, interspatial flow, and
other factors. Over time, petroleum engineers have developed techniques to recover more and
more of the oil present. Some of the methods consist of lateral drilling while others consist of
mgctmg gas, water, or CO| to maintain reservoir pressure (referred to as EUR)- The use of
CO; for carbon sequestration is being used more and more around the world and the
technology is improving yearly. The results of all these EOR methods has been increased
recovery from ahout 35 percent to 45 percent or more of in-place reserves. Techniques that
were impossible years ago became doable, but expensive and now they are commonplace and

an expected normal cost of operations.

The state monitors oil field production and reserve status on an on?oing basis. We have
found no reason to believe that J)roduction rates are being purposefully reduced or reserves
underestimated. We have found that technically recoverable reserves are increasing as a
percentage of total reserves and that more and more oil is economically recoverable. While
there is discussion about total technically recoverable reserve volumes twenty years from
now, there is also total agreement that recovery rates will be higher than they arc now.

We all agree that at some point ANS oil fields will no Ion?er be economic. In the end, total
oil production will be related not onli/] to technology, hut also to the price of oil. At a higher
Brlce, more oil will be recovered. The length that a company will go to for an additional
arrel of oil from a reservoir depends on the price of the barrel relative to the cost of
recovering the barrel. A major factor will be the economic viability of the oil pipeline
(TAPS). Current estimates suggest about 200.000 barrels per day is the minimum How
necessary to keep the line in %Peranon. If this volume can be reduced, then oil production
will continue for a longer period.

Without the development of the %as reserves, oil production declines to an uneconomic level
by 2030 ami the volume will be below the minimum necessary to keep TAPS llow'ing. If the
gas reserves are developed oil production and TAPS operation are expected to extend heyond
050. When gas production begins (that is transporting to market rather than re-injection) we
expect increased oil production from new fields. In addition, some existing oil fields "'ill
have lower production due to reduced pressure from gas removal but they will produce oil
economically for a longer time (the same amount of oil may well be produced, it will just
take longer). Also, with gas Broductlon some production costs such as the natural gas
handling facility will no longer be bome by oil. making it more economic to produce.
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In addition, any delay in the %as project will further exacerbate the state’s Ioomin? fiscal gag
that threatens the future of the state. 1 he state’s discretionary budget is currently about $
billion a year. Fortunate_ly, unprecedented high ol Pnces have created budget surpluses in
recent years. Flowever. oil prices are expected to decline to a long-run average of S35. At that
price the state would currently be running a SI billion deficit.

Moreover. TAPS is now running 60 percent empty, despite investment in recent years of
nearly SI billion annually. The Department of Revenue estimates that S1.8 billion is required
annually to keep production at a constant level. This is nearly twricc the amount being spent

in recent years.

gurzrg?%t3 production is about 800,000 barrels per day and is expected to be about 100,000 less
y 2015.

In addition, with 2 percent annual growth the budget would be $4 billion by 2015. Yet the
two percent is conservative; increased state deht. Medicaid, unfunded ﬁensmn liabilities, and
government operating expenditures could very well cau e higher growth.

Thus there are three major forces driving toward massive budget problems: declining oil
grlces, declining oil production, and a growing budget. Non-oil revenues may add another
05 billion annually. In the absence of a ?as p_|fo_el|ne or new budget sources, such as broad-
based taxes, annual deficits will grow to S1.5 billion annually by ?015—a cumulative deficit
0fSI10 billion from now to then. Under these assumptions the Constitutional Budget Reserve

Fund (CBRF) will be depleted by 2009.

Furthermore, natural ?as production would not start until 2016, were the proposed contract to
be executed in 2006. In other words, the state revenue stream from gas will not incur until 10
years after the execution of the ﬁroposed contract. The delay of building the dgas pipeline
would only lead to the del;y of the state revenue sir.am from gas, which would deepen the

state deficit until the first gas flow's.

All discussed ahove underscore the need to get the gas pipeline constructed soon. At a mid-
range forecast of SS.SOrinmbtu in Chlcago the proposed contract terms would generate
annual revenues to the state between S2 to 53 hillion.

Not only would the gas pipeline allow the continuity of essential state services while
minimizing the tax burden of its citizens, it would also extend the oil life of the ANS, bring
in additional billions ofdollars over lime, as wel’

For_ad_ditional detail See section 1.2.2 Impacts of Gas Production on Oil Production In the
Preliminary FIF.

OIL PX 0Oz (3 comments) o . _
Statement of Concern: Statements indicating that oil need not be that important to the

economic wellbeing of Alaska.

Response: Petroleum taxes provide 86 percent of state Unrestricted General Fund revenues
and almost all Permanent Fund contributions. Petroleum is vitally important to the economic
wellbeing of this state. It is true that this has not always been the case. Many remember that
until the first payments from Cook Inlet and certainly until the first lease payments from the
ANS, petroleum played a relatively minor role in state finances and wellbeing. It is likely
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that some day this will be ihe case again. However, petroleum related revenues have allowed
Alaska to d_eveloP infrastructure, jobs and culture. It also provides its citizens with dividends
and the option of living free of state taxes. Diversification of state revenues and economy is
important; and development of our gas resources is the critical next step toward that

diversification and growth of our economy.

3.9 Taxes and Incentives

Issues in this general area of concern included establishing fiscal tenns for the duration of the
contract (fiscal certainty); the petroleum Profits tax (PPT) legislation; state provision of
investment incentives to industry; gas pipeline project impacts on local taxation; incentives
for exploration and development of new sources of gas and oil in Alaska; development of the
Point Tiiomson unit (PTU); the Uniform Upstream Fiscal Contract (UUFC); and a tax on
certain leases having known resources of natural gas.

39.1 FISC: Fiscal Certainty—SOCs and Responses

This issue category deals with the establishment of fiscal tenns for oil and gas for the
duration of the contract (fiscal certainty), worldwide comparisons of fiscal certainty terms,
and concerns on the effect of higher oil taxes.

FISC_Ol: (142 comments ) . . .
statement 0f Concern: Statements expressing concern about the proposed fiscal certainty

terms, including the duration anu lack ofa re-opener clause.

Response: The Alaska natural gas pipeline project will be the highest capital cost project
ever proposed to be constructed in North America. It is by far the largest, most costly project
in the portfolios of any of the members of the sponsor grou;rj]. In enacting the SGDA, the
legislature recognized that it could facilitate development of the gas pipeline and encourage
the significant benefits that result by providing a stable and certain fiscal environment for a
term of years. In AS 43.82.250 the legislature set the boundaries they determined were
appropriate for a contract of this magnitude. The term “may not exceed 35 years from the
commencement of commercial operations of the approved qualified project, excluding
suspensions of contract obligations that are covered by force majeure terms of any contract
developed under this chapter. However, the term of contract may not exceed 45 years from
the effective date of a contract . . " The term of the fiscal contract is consistent with the

requirements of the SGDA.

The term for fiscal certainty has been identified as an important issue in the legislative and
public hearing process. The state is proposing to amend the contract. The administration
supports a proposal adopted in the Senate that would shorten the general term for fiscal
certainty to 25 years from the commencement of commercial operations and provide that the
term of the contract will not to exceed 35 years in total. The administration also squ]ports a
proposal that would divide the certainty term for the petroleum production tax (PPT) into
three parts. Up to the date the project is sanctioned the tax laws in effect at the time would
govern. From the date of project sanction and for the ensuing 14 years, the PPT PILT
payments would be paid based on the tax rates and related regulations in effect as of the later
of (i) the last day of the 2011 legislative session, or (ii) the date of the FERC application. For
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the remaining pet<od out to the 25h year from project sanction, there would be a stability
period during which the petroleum tax laws could change, hut the sponsors could receive
offsets that maintain their tax obligations as of the date their tax obligations were fixed. The
term of fiscal certainty for ad valorem taxes (Article 17) and SC'IT (Article 19) also would be

shorter than the general term.

FISC _02: (84 comments) o _ . _
Statement of Concern: Statements indicating agreement with the fiscal certainty terms,

Response: We agree with the comment. In addition, the slate is proposing an enhancement to
the fiscal certainty terms as indicated in FISCO1 “esponse.

FISC 03: (2 comments) o
Statement of Concern. Statements indicating that the tax terms (and Alaska's total lake)

should be stable and should not be changed when petroleum prices change or when there's a
budget deficit.

Response: The legislature recently changed the petroleum production tax law. It provides for
higher rates and an upward adjustment in the tax rate when petroleum prices rise above a
certain reference point. The state proposes to change the scope of fiscal certainty in the fiscal
contact to freeze the tax rates and refated regulations for the PPT as they stand as of the later
of (i) the last day of the 2011 legislative session, or (ii) the FERC Application Date. The
companies would then begin payments at those rates as of the calendar year that includes
project sanction. They would gay those rates for a period of 14 years. After that 14 year
period and up to twenty-five (25) calendar years from the effective uti*e of the contract, their
tax obligations would be determined by the law of the daﬁl subject io an overall ceiling that
their tax obligation, individually determined, would be the same as it was at immediately

before the date the tax obligations were fixed.

FISC 04 (1 comment) o . . _ _
Statement of Concern: Statements indicating that locking in the oil tax structure is

unacceptable and that the oil tax rate is too low.

Response: [N August 2006, the legislature passed the PPT that changed the oil tax structure.
In addition, the state is proposing to revise Article 3.2 (Fiscal Certainty Term) to reflect the
length of fiscal certainty terms recommended by the Alaska Legislature. The state is further
Eroposmg that the term for fiscal stability related to oil taxes would be adjusted as outlined in

ISC Ol above.

FISC_05:(1 comment) . _ o
Statement of Concern: Statements that the contract imposes too many fiscal obligations on

the state and that all fiscal obligation provisions should be revisited to limit the state's
liability as much as possible.
Response: The state has carefully considered and evaluated the fiscal obligations and risks

that it has assumed and weighed them against the fiscal benefits it will receive. The state
believes that a fair balance has been reached. This issue is more extensively discussed in the

Interim FIF.
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FISC_06:. (1 comment) . _
Statement of Concern: Statements expressing concern about the state's comparison between

Alaska's oil and gas arrangements with otherjurisdictions’ oil and gas arrangements.

Response: There arc two parameters to compare Alaska's oil and gas arrangements under the
contract with other oil and gas jurisdictions: (1) from the Producer's prospective, are the
economics of the gas line project under the terms of the contract competitive with other
investment opportunities around the world available to them and (2) how docs total
government take (Federal, State and municipal) compare with other foreign government oil
and gas regimes. Section 5 of the Preliminary TIF analyzes each (%uesnon. In Section 5.12
seven profitability indicators }internal rate of return, present value ofcash flows, profitability
ratio, undiscounted net cash flow, net present value per equivalent barrel of oil, net present
value of undiscounted capital expenditures and net cash flow Eer equivalent barrel of oil) of
the gas line are compared with similar information for 60 other projects around the world
over a range of gas prices to see if they exceeded the target value. The target value indicators
are those which fall in the upper 80 percent of those 60 projects. The conclusion was that the
project was generally competitive on a non-risk adjusted basis. When risks such as cost
overruns arc introduced into the comparison, the project does not fare so favorably. In
Section 5.17 the total government take was compared the Northwest Territories of Canada,
Australia. Indonesia. Qatar, Trinidad & Tobago and Venezuela. Comparatively. Alaska
comes out in about the middle over a wide range of gas prices as shown in Table 32 and
Figure 33 of the Preliminary FIF. Thus the Administration feels comfortable with the basic
oil and gas arrangements or terms included the contract.

FISC Or7: (2comments) o _ . .
Statement of Concern Statements indicating that the contract contains no fiscal certainty

(or predictability) for the state.

Response: This s incorrect. The contract provides complete certainty that the state will
receive from the sponsor group the multiple Faymer]ts that have been agreed to (section 3
Fiscal Terms o fthe Deal 0f the Preliminary FIF provides more detail about these payments),
In addition, political subdivisions will also have stability in the portion of PILT payments

made directly to them.

FISC 08 (1 comment) _ o
statement of Concern: Statements that long-term fiscal stability is not necessary as even

large increases on production taxes have no impact on the internal rate of return by the 15th
year ofoperations,

Response: In considering the investors' economics, the upstream and midstream elements of
the project have to be Jomtl¥ considered for profitability and risk analysis. The upstream
elements consist of the development and production of the ANS gas fields. The PTU and
other gas fields that will come on line in the future will be the most important upstream
investments. The midstream elements of the project consist o f the transmission lines from the
fields to the GTP. the GTP. the Mainline {Alaska to Alberta project) and the Alberta to
Chicago project in case that pushes through. The midstream elements are going to require
huge upfront capital investments. Based on an analysis conducted by Pedro van Meurs (the
state's fiscal advisor), on a real basis the midstream internal rate of return (IRR) is only 4.5
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percent. This IRR is not sensitive to the Chica o_citF-gate price because the IRR is only
created through the transmission line, GTP. and pipeline tariffs. The upstream IRR on the
other hand is highly attractive—above 20 percent even at a gas price of $2.50 per mmBtu
(Chicago city-gate). The IRR improves significantly with higher Brlce levels. The reason for
this is that the investments required for this clement are low. Prudhoe Bay requires verr
minimal incremental investment to make the gas available to the project; PTU requires full
development but this initially only represents about onc-third of the gas volumes.

The sponsors (and the state) have to make Iar?e firm transportation (IT ) commitments to sell
the gas downstream at the outlet of the pipeline. These commitments have a “ship or pay”
nature. These commitments relate to the capacity charge of the ?as for a lengthy period of
time, possibly 20 years. The sponsor group may have to commit for the transportation of 24
tcfof gas at a capacity charge of $2.5 per mcf; this represents a $60 billion commitment. The
sponsor group, will have to make this commitment and this commitment has to be reflected
in me upstream economics— for IRR purposes, this commitment is capitalized. For instance,
van Meurs* analysis notes that for the stress price of $3.50 per mmBtu, the upstream IRR of
37.2 percent is now aveiaged by the midstream IRR of 4.5 percent. The qutream and
midstream cash flow arc combined in a sin?le cash flow and results in an [RR of 135
?ercent. section 6.1.13 0f the Interim FIF will also address the issue of investor economics

or both the upstream and midstream elements,

The sponsor group is seeking fiscal certainty due to the risks involved in the Alaska gas
project. This project is two to three times larger in capital costs and is higher risk than most
International prercts. Specific risks associated with the Alaska gas project include: (1) Ihe
inherent size and cost of the project and its |mﬁact on lahor and material markets, (2) the
distance from market, (35) the rugged terrain and harsh construction conditions, (4) the limited
infrastructure support. (5) the required coordination with multiple government deI_Sd_IC'[IOﬂS,
and (6) the volatility of gas prices. In fact, at an assumed investment of $20 hillion, the
Alaska pipeline proLect would be the Iar?est rivate investment in North America and is

significantly larger than most “model" worldwide oil and gas projects.

Fiscal certainty on a $20 billion-plus gas pipeline project is critical to the advancement of the
project. If everything goes according to the success-based plan contained in the project
summary provided to the commissioner on May 10, 2006, the _Pas pipeline project is
anticipated to take 9-10 years from the start of project planning until the commencement of
commercial operations. The term of the contract would then remain in effect for an additional
35 years for @ maximum of 45 years. The hard line of 45 years accomplishes two thmgi]s.
First, it ensures that if the construction phases of the project extend heyond ten years, the
fiscal terms, including fiscal stability, are not extended. This is one more reason that the
sponsor group will advance the project as diligently as is prudent under the circumstances.
Any delay results in a shorter fiscal stability period followin%commencement of commercial
operations. Second, since the fiscal contract cannot extend beyond 45 years, it makes clear
that the fiscal stability is temporary, not permanent. Thirty-five years of fiscal certainty
during production is not uncommon in large oil and gas related projects. Dr. Pedro Van
Meurs, analyzed a number of international agreements and noted that many countries offer
contracts for fiscal stability that include 30 years or more of production.

The term provided for in the Fiscal contract will facilitate many years of continued
investment and exploration. It could mean the development ofa new gas exploration business
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and the corresponding upstream developments. The project itself is based on having at least
50 tefof ?as produced on the ANS. Production of this gas will take the full term of the Fiscal
contract. In fact the project is dependent on those gas volumes to ensure that the economics
of scale are achieved.

Furthermore, in light of concerns voiced bg__membe_rs of the legislature and the public, the
State is proposing to shorten the fiscal sta |I|(t:y gerlod both for gas and oil. with the latter
being shortened even more as explained in FISC 01,

FISCO9: (1 comment) . _ -
Statement ol Concern: Statements that higher oil taxes will discourage development of new

0il reserves and thus the associated gas reserves to till the gas pipeline.

Response: In August 2006. the legislature made its judgment that a new PPT law should
contain higher taxes than the previous law'. The new PPT law is based upon net revenues,
rather than gross severance, and it includes credits intended to create an incentive for north
slope producers and explorers to reinvest in oil and gas exploration ai.d development in
Alaska. If the new" investment occurs, this should lead to new oil and gas reserves bemgi
discovered which will extend the life of existing oil fields and extend the life of the oi

pipeline and gas pipeline.

FISCIO: (1 comment) . _ o
Statement of Concern: Statements that there should be no fiscal certainty terms lor oil in

the contract and that the gas fiscal certainty terms should he limited to no more than 5 to 15
years after the pipeline becomes operational.

Response: The fiscal contract is designed to give the sponsor group stability on hoth their oil

and gas ANS production. Stability on HUSt gas would leave the 3ﬁonsor gr up vulnerable to
future oil tax increases in the e.em a future legislature felt that the locked-in tax rates were

too low. In other words, stability on gas alone really is no stability at all.

The original term of fiscal stability was comparable to the term in other international
contracts and also reflects the long lead time necessary to develop the project and the likely
duration of the FT commitments and temi of the financing for the mainline. See Preliminary

FIF at 115-117.

With regard to the period of fiscal stability, the legislature and the public have questioned the
need to have the time period be as long as it is in the contract. The state proposes to chan%e
the scope of fiscal certainty in the fiscal contract by shortening the overall term of the
contract by ten years with the exception of certain tax items and by freezing the lax rates and
related regulations for the PPT as they stand as of the later of (i) the last day of the 2011
legislative session, or (ii) the date of the FERC application. The companies would then begin
payments at those rates as of the calendar year that includes project sanction. They would pa

those rates for a period of 14 years. After that 14 year period and up to twentg-hve (25{
calendar years from the effective date, their tax obligations would be determined by the law
of the day subject to an overall ceiling that their tax obligation, individually determined,
would be the same as it was at immediately before the date the tax obll?_atm_ns were fixed.
After the 25 year period, the law of the day will determine all PPT obligations. The time
when fiscal stability for state corporate income tax (SCIT) commences also would be altered.
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