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1 Introduction

This document constitutes the application by a Sponsor Group, composed of BP
Exploration (Alaska) Inc. (“BP”), ConocoPhillips Alaska, Inc. (“ConocoPhillips”), and
ExxonMobil Alaska Production Inc., (“‘ExxonMobil”) to develop a contract under AS
43.82, the Alaska Stranded Gas Development Act, for an Alaska Gas Pipeline Project.

The application is the initial step toward commencing the fiscal contract development
process. Any draft contract that is developed to the satisfaction of the Sponsor Group
and the Administration would be subject to public review and comment and then
consideration by the Alaska State Legislature. If authorized by the Legislature, the
contract would be passed to the Governor for execution.

The Sponsor Group expects such a contract would provide fiscal predictability and
durability for the pipeline project. This fiscal predictability and durability would be
beneficial to both the Sponsor Group and to the State of Alaska. The intent of this
contract would be to establish simple and clear State fiscal and royalty take terms, to
eliminate ambiguity and minimize project administrative costs. Furthermore, the State
take terms should enhance the competitiveness of an Alaska Gas Pipeline Project to
encourage this enormous, unprecedented investment. Finally, the contract must ensure
that take terms would not change to the detriment of the Sponsor Group after the
agreement has been signed.

BP, ConocoPhillips and ExxonMobil agree with the legislative findings and legislative
intent set forth in the original Stranded Gas Development Act’ that a stable and
predictable fiscal regime for the State of Alaska is critical to support the commercial
viability of the project. Further, the Sponsor Group believes that the process set forth in
the Stranded Gas Development Act is a viable means to achieve that objective.
Consequently, the Sponsor Group requests determination that the project is a Qualified
Project and that BP, ConocoPhillips and ExxonMobil are a Qualified Sponsor Group.

AS 43.82.120 requires any applicant under the Stranded Gas Development Act to
provide evidence to support that the application is for a Qualified Project (AS 43.82.100)
and that the applicants are a Qualified Sponsor or Sponsor Group (AS 43.82.110). The
application must also include information to support that the application is for a Qualified
Project Plan (AS 43.82.130). This document is intended to satisfy these requirements
and to allow the Commissioner of Revenue, with concurrence from the Commissioner of
Natural Resources, to approve the application, as provided under AS 43.82.140.

It is expected that as project development activity proceeds, additional information
would be available which would impact the project scope, design and timing. The
Sponsor Group would expect to periodically update the project plan with new
information consistent with the provisions of AS 43.82.270.

' SCS CSHB 393 (FIN) includes legislative findings (10) and (13), and legislative intent (b) in Appendix A.2.
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Nothing in this application or any communications between the parties should be
construed as a commitment by the Sponsor Group to complete fiscal contract
negotiations, or to initiate engineering design, permitting, procurement, or construction
of a Qualified Project or are deemed to create any obligation or liability of the Sponsor
Group to proceed with a Qualified Project. In addition, any proposed fiscal contract or
agreement, or further activity would be subject to review and approval by the Sponsor
Group and the individual management of the members of the Sponsor Group.

The Sponsor Group believes that it will take a combination of factors for the pipeline
project to become commercially viable. These factors include cost reductions, positive
long-term North American natural gas market, durability and predictability of State take
provisions, improved State fiscal terms, and establishment of other government
frameworks.

As the commercial structure for the pipeline project becomes better defined, the
Sponsor Group may wish to assign an interest in or add or withdraw a party to this
application or to a subsequent fiscal contract. Such assignments may be to an affiliate
of the members of the Sponsor Group or through affiliated interests in subsequently
created legal entities, and would be subject to AS 43.82.260.
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2 Application Requirements

AS 43.82.120 establishes the requirements for an application for development of a fiscal
contract under AS 43.82.020. These requirements include:

1. That the project meets the requirements of a Qualified Project (see Section 3).

2. That the person or group submitting the application meets the requirements of a
Qualified Sponsor or Qualified Sponsor Group (see Section 4).

3. That the application contains a proposed project plan, which includes the following
information:

A. A description of the work accomplished as of the date of the application to further
the project (see Section 5.2).

B. A schedule and description of proposed development activity leading to the
projected commencement of commercial operations of the project (see Section
5.3).

C. A description of each lease or property that the applicant believes to contain the
stranded gas that would be developed if the project were built (see Section 5.4).

D. A description of the methods and terms under which the applicant is prepared to
make gas available to meet the reasonably foreseeable demand in this state for
gas within the economic proximity of the project during the term of the proposed
contract, including proposed pipeline transportation and expansion rules if
pipeline transportation is part of the proposed project (see Section 5.5).

E. A detailed description of options to mitigate the increased demand for public
services and other negative effects caused by the project (see Section 5.6).

F. A detailed description of options for the safe management and operation of the
project once it is constructed (see Section 5.7).

G. Other requested information that the Commissioner of Revenue, in consultation
with the Commissioner of Natural Resources, considers necessary (see
Appendix A.1).
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3 Qualified Project

Following the requirements for a Qualified Project under AS 43.82.100, the Sponsor
Group has listed the qualifications for the proposed project:

(1) In accordance with AS 43.82.100(1), the project principally involves the
transportation of natural gas by pipeline to one or more markets.

The project, which is described in Section 5.1, would transport Alaska natural gas by
pipeline to potential markets in North America.

(2) In accordance with AS 43.82.100(2), the project would produce at least 500 billion
cubic feet of stranded gas within 20 years from the commencement of commercial
operations.

The project would have the capacity to transport approximately four billion cubic feet
of gas per day (4 Bcfd). If this capacity were achieved, the project would produce
over 500 billion cubic feet of stranded gas within the first year of commercial
operations, even with the expected volume ramp up.

(3) In accordance with AS 43.82.100(3), the project is capable of making gas available
to meet the reasonably foreseeable demand for gas in Alaska within the economic
proximity of the project.

The Sponsor Group recognizes the strong interest in making gas available for in-
state use. The Sponsor Group plans to work cooperatively with potential
downstream investors and the State of Alaska in a way that is consistent with the
well-established regulatory framework of fair and open access. Consistent with this
regulatory framework, gas can be made available for in-state use under reasonable
terms and conditions. Meeting the reasonably foreseeable demand in Alaska for
gas within the economic proximity of the project is addressed in this application.
Section 5.5 describes the principles under which natural gas may be made available.
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4 Qualified Sponsor Group

AS 43.82.110 outlines certain criteria that must be met in order for the Commissioner to
determine that the applicant is a Qualified Sponsor or Sponsor Group. As detailed
below, BP, ConocoPhillips and ExxonMobil believe they constitute a Qualified Sponsor
Group.

4.1 Commitment to a Qualified Project — AS 43.82.110(1)

The Stranded Gas Development Act (Appendix A.2) provides three criteria measuring a
Sponsor Group’s commitment to a qualified project, requiring at least one of the criteria
be met for the group to be considered a Qualified Sponsor Group. Specifically, the
group must a) intend to own an equity interest in the project, b) intend to commit natural
gas to the project or c) hold the permits required to construct and operate the project.

BP, ConocoPhillips and ExxonMobil expect as individual companies, either directly or
through affiliates or through affiliated interests in subsequently created legal entities, to
commit its gas to the project. As the commercial structure for the pipeline project
becomes better defined, the Sponsor Group may wish to assign an interest in or add or
withdraw a party to this application or to a subsequent fiscal contract. Such
assignments may be to an affiliate of the members of the Sponsor Group or through
affiliated interests in subsequently created legal entities, and would be subject to AS
43.82.260.

It is standard industry practice for investors in a natural gas pipeline to require firm
transportation commitments from the shippers in order to justify the project investment.
Each member of the Sponsor Group intends, as part of a subsequent open season
process, to make such commitments of gas resource to this Qualified Project. These
commitments would only be binding upon satisfaction of certain precedents.

4.2 Ownership of Stranded Gas — AS 43.82.110(2)

The Stranded Gas Development Act provides criteria measuring a Sponsor Group’s gas
resource access and financial strength, at least one of which must be met for the
Commissioner to determine that the group qualifies as a Qualified Sponsor Group. BP,
ConocoPhillips and ExxonMobil meet the natural gas resource accessibility criterion as
summarized below.

As owners in both the Prudhoe Bay and Point Thomson gas resources, BP,
ConocoPhillips and ExxonMobil hold a working interest in approximately 32 trillion cubic
feet (TCF) of North Slope stranded gas, representing a net share of approximately 29
TCF.
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To determine the Sponsor Group share of the total volume of gas to be delivered by the
project, several assumptions must be made about the project. Assuming sufficient
natural gas supplies are developed to fill the approximately 4 Bcfd design capacity for
35 years, approximately 50 TCF of stranded gas would be delivered to the market by
the pipeline project. As such, the Sponsor Group would have interest in of over 60% of
the total stranded gas assumed to be produced, well in excess of the 10% gas resource
access requirement.

BP, ConocoPhillips and ExxonMobil, either directly or through affiliates, are also owners
in other North Slope fields containing additional natural gas resources, including the
Alpine, Endicott, Milne Point, and Northstar fields, as well as other as yet undeveloped
leases. Furthermore, BP, ConocoPhillips and ExxonMobil have the potential to secure
new leases and successfully discover and develop additional gas resources.
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5 Proposed Project Plan

5.1 Project Overview

The Sponsor Group, either directly or through affiliates or through affiliated interests in
subsequently created legal entities, has developed a preliminary plan to build a natural
gas pipeline and related facilities, which would have a design capacity to transport
approximately 4 Bcfd of stranded gas from the Alaska North Slope to markets in
Canada and the Lower 48 States. While specific details of the project design are likely
to change as additional engineering studies are conducted, the project would consist of
a large diameter, large volume pipeline delivering Alaska gas to North American
markets. The four major components likely forming the Alaska Gas Pipeline Project are
a Gas Treatment Plant (GTP), a pipeline from Alaska to Alberta, a potential Natural Gas
Liquids (NGL) Plant and a potential pipeline from Alberta to Chicago.

The GTP would be located on the North Slope and would be designed to remove
carbon dioxide (CO3), hydrogen sulfide (H2S) and other impurities from the natural gas
stream to meet inlet pipeline specifications. These pipeline specifications would also
require that the gas be compressed and chilled.

The design for the pipeline from Alaska to Alberta, was developed by BP,
ConocoPhillips and ExxonMobil (the “Study Group”) during a 2001-02 engineering
study. The pipeline design consists of 52-inch buried pipe operating at approximately
2500 pounds per square inch (psi). Compressor stations would be placed at regular
intervals. In permafrost regions the gas would be chilled to manage the mechanical
strains on the pipe and mitigate any potential impact on frozen soils.

Arctic Ocean Bt By

The Study Group studied two of the
possible routes to deliver gas from
Alaska to the North American markets
(see adjoining figure). Each of these

routes has been determined to be
technically feasible, and therefore
appropriate for consideration in the
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Qualified Project. One route would
proceed primarily east from the North
Slope, under the Beaufort Sea to the
Mackenzie River delta in Canada, s : oy N
then continuing along the Mackenzie St :
. . ! Pipeline Routes
River valley into Alberta, traversing a Northern [ > d== B R T
total of approximately 1800 miles Southem | {see ™ | e - S0, o
(“Northern Route”). The other route
would proceed south along the existing TAPS right-of-way before continuing east along
the Alaska Highway into Alberta, traversing a total of approximately 2140 miles
(“Southern Route”). Neither route was determined to be commercially viable. While it is
a requirement of the Sponsor Group that the State and the Sponsor Group fully discuss
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all aspects of the project during the development of a fiscal contract, it is recognized
that current State law prohibits the issuance of right-of-way permits for a Northern Route
pipeline until a Southern Route pipeline is built.

An NGL Plant is expected to be included in the project to allow export and subsequent
recovery of hydrocarbon products that are currently too light to blend with crude oil for
delivery through Trans Alaska Pipeline System (TAPS). This NGL removal would likely
be required in order to condition the natural gas to meet downstream market
specifications. This NGL removal could be achieved through a new-build plant, through
utilization of existing plant capacity or some combination thereof. While a new-build
plant could theoretically be located anywhere along the pipeline route, the joint study
concluded that the most likely economic locations would be in Alberta or possibly
Chicago, due to the existing infrastructure and markets.

The final portion of the project involves the export of gas from Alberta. One option
considered by the Study Group during the 2001-02 engineering study was a potential
"new-build" pipeline system from Alberta to Chicago to provide this Alberta take-away
capacity. This system would originate at the point of termination of the pipeline from
Alaska to Alberta. From this location, the new line would be routed generally parallel to
the existing Alliance Pipeline right-of-way, continuing 1500 miles into the Chicago gas
hub. More efficient alternatives may ultimately be developed to move Alaska gas out of
Alberta to consumers in Chicago or other North American markets. Alternatives include
utilizing existing pipeline capacity made available by decline in existing sources,
expansion of existing pipeline systems, or installation of other "new build" pipeline
concepts.

5.2 Description of Work Accomplished

Alaska natural gas development projects have been proposed, planned and studied
since oil and gas was first discovered in Prudhoe Bay in 1967. The options have
included, among other things; various pipeline, liquefied natural gas (LNG), and gas to
liquids (GTL) concepts. A natural gas pipeline is currently the most promising option.

For BP, ConocoPhillips and ExxonMobil, all of this previous work has been superseded
by the most recent study that was conducted in 2001 and 2002, by the Study Group. As
the major North Slope gas producers, the Study Group completed this comprehensive
conceptual study to assess the feasibility of constructing a pipeline to deliver Alaska gas
to Canadian and Lower 48 markets.

This study assessed the cost, technology, regulatory and environmental issues
associated with the project. Approximately $125 million was spent on this study, which
involved 110 owner company representatives and over one million staff-hours (including
contractors). The current design basis for the Alaska Gas Pipeline Project
accommodates the transportation of approximately 4 Bcfd of natural gas. The major
system components considered include a Gas Treatment Plant (GTP), an Alaska to
Alberta pipeline system, a potential NGL Plant, and a potential Alberta to Lower-48
pipeline system. While this study represents a significant engineering effort, design
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details (including export rate, pipeline size, compressor location, etc.) are likely to
change as engineering progresses further.

In addition to the technical aspect of the pipeline project, the joint study team also
completed an identification of significant issues that would need to be resolved to
reduce project cost and schedule risks for attracting necessary capital investments.
Uncertainty and lack of clarity regarding the Alaska fiscal and royalty regime were
deemed as significant risks to project viability.

Following the conclusion of the 2001-02 joint study, the primary focus of Sponsor Group
activity has shifted to addressing the key areas of risk identified in the study. Specific
joint activities to develop the necessary government frameworks have included pursuit
of U.S. Federal enabling legislation, and support of the reauthorization of the Stranded
Gas Development Act in Alaska. Further joint technical work has also continued during
this timeframe, including the evaluation of various cost reduction ideas including field
trials of high efficiency trenching machines and evaluation of potential transportation
infrastructure improvements.

Although a pipeline is the most promising option, BP, ConocoPhillips and ExxonMobil
determined that the pipeline project is not currently commercially viable for reasons
noted in the Introduction. Therefore, it is appropriate to discuss potential fiscal
enhancements that the State could provide. For this reason, the Sponsor Group has
prepared this application to enter into discussions with the State of Alaska with the
intent of achieving a predictable, durable and binding fiscal contract for the project that
will contain simple and clear fiscal and royalty take terms, fiscal enhancements and
contract terms that will not change over time, except in accordance with the terms of the
contract.
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5.3 Project Schedule / Proposed Development Activities

Figure 5.3(1) presents a conceptual timeline for planning and constructing the natural
gas pipeline and related facilities. Following the establishment of suitable government
frameworks (such as this Stranded Gas Development Act process), the overall timeline
spans ten years, beginning with project planning, and ending with mechanical
completion and commissioning. The schedule assumes that project funding, which
triggers the initiation of major equipment procurement and module fabrication, would be
contingent on receiving key government approvals (i.e., Records of Decision).

The current project timeline assumes that each milestone will be successfully
completed. However, if issues do arise, the schedule would be extended accordingly.

Figure 5.3(1) Conceptual Project Timeline

Year1 | Year2 | Year3 | Year4 | Year5 | Year6 | Year7 | Year8 | Year9 | Year 10| Year 11

Govt Frameworks ?
Project Planning
Engineering FEED / Reg Support Detailed Design
Field Data Collection
Permitting/EIS/EIA

Open Season Process

1st Permit App A Records of Decision
| |
Procurement
|
Pre-Construction

Construction

Commissioning

Gas Delivery 1st Gas }l Ramp to Full Cap
|

The following provides a description of each item in the timeline.
5.3.1 Establish government frameworks

Predictability in government frameworks is needed before the Project Planning phase
can begin. While the Sponsor Group is actively pursuing initiatives with each
government associated with the project, the time required to achieve these frameworks
is not known. Specifically in the case of Alaska, the Sponsor Group is seeking a
durable fiscal contract, which is the purpose of this application.
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5.3.2 Project Planning

Prior to forming a Project Management Team (PMT), the Sponsor Group would:

e conduct additional technical studies to facilitate selection of a preliminary project
design basis,

update economic analyses,

prepare work scope, staffing plan and cost for the next project phase,

conduct contractor selection process for the next project phase, and

establish commercial structure and tariff principles to guide project development.

5.3.3 Engineering

Once formed, the PMT would first conduct Preliminary Engineering to develop project
definition to support preparation of permit applications, analysis of project economics,
specification of long lead equipment and preparation of work scopes for Detailed
Engineering. This phase of engineering is often referred to as Front-End Engineering
Design (FEED). Following FEED, the PMT would provide technical support during the
agency review of the permit application and during the Environmental Impact Statement
(EIS) and Environmental Impact Assessment (EIA) processes.

After securing the major permit decisions and authorizations, Detailed Engineering
would begin generating the deliverables necessary for project construction.

5.3.4 Field Data Collection

Field data would need to be collected during all four seasons of the year to support the
permitting process.

5.3.5 Permitting / EIS / EIA

This project phase comprises preparation and submittal of project permit applications,
along with support for the U.S. and Canadian environmental impact processes (i.e., EIS
and EIA, respectively). The goal is acceptable NEPA (National Environmental Policy
Act) / CEAA (Canadian Environmental Assessment Act) decisions and receipt of FERC
(Federal Energy Regulatory Commission) / NEB (National Energy Board) approvals
(Records of Decision).

5.3.6 Open Season Process

The open season process is an established regulatory mechanism with the purpose of
allocating pipeline capacity without undue discrimination. This process has been in
place in the U.S. and Canada for many years, and the Sponsor Group’s open season
process would conform to all applicable FERC and NEB regulations. After the process
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is planned, adequate notice would be given to all potential shippers. The actual open
season would be of sufficient duration for shippers to make the necessary commitments
to a proposed project. Additional time would be needed following the close of the open
season to allow the Sponsor Group to evaluate the submissions and, if necessary,
update the pipeline design to accommodate the committed gas volume. This updated
design basis would support the development of the initial regulatory permits. The
Sponsor Group would file the necessary certificate applications with the FERC and NEB
after the close of the open season and the updating of the project accordingly.

5.3.7 Procurement

The PMT would coordinate bidding and purchasing of materials and services for this
project. Early procurement would focus on long lead materials and construction
equipment to ensure timely project execution. Significant financial commitments would
not be made until after the major permit decisions and authorizations, including the
certificates from FERC and NEB, have been secured.

5.3.8 Pre-Construction

Prior to arrival of pipe and the pipe-laying crews, extensive preparatory work would be
required. For example, pipeline right-of-way and construction easements would be
cleared, compressor sites and staging areas prepared, and roads and bridges
expanded and upgraded where necessary.

5.3.9 Construction

This phase of project execution would be dependent on seasonal conditions and
availability of skilled resources. Project construction would cover the Gas Treatment
Plant, Pipeline, Compressor Stations, and potentially an NGL Plant with activities
beginning with fabrication of equipment modules and stringing of pipe, and ending with
final connections and functional checkouts leading to project commissioning.

5.3.10 Commissioning / Gas Delivery
During this project phase, the PMT would work closely with operations personnel to

prepare the equipment and facilities for actual operation and eventual delivery of first
gas with subsequent ramp-up to full capacity.
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5.4 Description of Leases and/or Properties

The project plan assumes the Alaska Gas Pipeline Project would be underpinned by
gas supplied from leases within Prudhoe Bay Unit (PBU) and Point Thomson Unit
(PTU). Both of these resources would be necessary to support this pipeline project. In
addition to these fields, the project would also provide market access for gas from other
existing resources including the Colville River Unit (Alpine), Duck Island Unit (Endicott),
Milne Point Unit and Northstar Unit. Collectively, these fields could help "anchor" the
development of the pipeline project.

Ultimately, it is expected that natural gas from other leases on the North Slope would be
necessary to fill the pipeline for its expected life. Assuming sufficient gas supplies are
developed to fill the 4 Bcfd design capacity for 35 years, approximately 50 TCF of
stranded gas would be delivered to the market by the pipeline project.

As required by AS 43.82.120 (4), the Sponsor Group must provide a description of each
lease or property that the applicant believes to contain stranded gas that would be
developed if the project were to be built. The North Slope Units that have known
quantities of gas that could be developed if the gas pipeline project were built include
the Prudhoe Bay Unit, Pt. Thomson Unit, Duck Island Unit, Colville River Unit, North
Star Unit, Milne Point Unit, and Kuparuk River Unit. A map providing an outline of the
existing North Slope units is also provided in Appendix A.5.

To provide the necessary fiscal predictability, the Sponsor Group believes the resulting
fiscal contract must apply to all Sponsor Group gas and leases, whether current or
future, in a manner that provides fiscal simplicity and clarity, and is durable over the
term of the contract. Appendix A.7 contains a listing of current non-unit leases in which
at least one Sponsor Group member has interests.

This application only relates to the rights and obligations between the Sponsor Group
and the State. The Sponsor Group acknowledges that some stranded gas is on Federal
and privately owned lands. The royalty terms for those leases would not be subject to
this contract.

To the best knowledge of the Sponsor Group, the lease listings in Appendix A.6 and A.7
are correct as of September 15, 2003 and reflective of those leases that our companies
hold title to as of that date. Notwithstanding any errors or omissions in the listing, the
intent of the Sponsor Group is that any resulting fiscal contract would apply to all
Sponsor Group gas, which is delivered to the Alaska Gas Pipeline project. Moreover,
unless and until provided otherwise in a contract under this application, all existing lease
obligations shall continue to be governed by existing lease and unit agreements with the
State.
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5.4.1 Prudhoe Bay Unit

The Initial Participating Areas (IPAs) of the Prudhoe Bay Unit constitute the largest oil
field in North America and the 18" largest field discovered worldwide. Of the 25 billion
barrels of original oil in place, more than 13 billion barrels are expected to be recovered
with current technology. More than 10 billion barrels have already been produced. The
field initially contained an estimated 46 trillion cubic feet of natural gas in an overlying
gas cap and from gas in solution with the oil.

Ownership in the Prudhoe Bay field includes ExxonMobil and ConocoPhillips at
approximately 36% each, BP at approximately 26%, and others with an approximate
combined ownership of 1%. The State of Alaska holds a 12.5% royalty interest. The
PBU is operated by BP.

The total PBU gas resource that could be recovered with current technology from all
PBU participating areas for delivery to a natural gas pipeline is estimated at 24 TCF2.

5.4.2 Point Thomson Unit

The large, high-pressure PTU gas condensate field was discovered in 1977, and is
estimated to contain some 8 TCF of natural gas resource, along with associated
condensate. The PTU reservoir is located about 60 miles east of Prudhoe Bay.
Nineteen exploration wells have been drilled around the Point Thomson area, of which
14 wells penetrated the Thomson sand. A number of 3D seismic surveys have been
conducted and acquired, which cover most of the unit acreage. ExxonMobil is the PTU
operator.

Given the approximately 50 trillion cubic feet of gas assumed to be delivered to the
market by the pipeline project, Point Thomson gas volumes would play a key role in
underpinning the commercial viability of the project.

5.4.3 Other Units with Known Gas Resource

In addition to the 24 TCF of recoverable resource at Prudhoe Bay and 8 TCF of
recoverable resource at Point Thomson there is also 2 TCF? of discovered and
potentially recoverable gas resource at other North Slope fields including Alpine, Milne
Point, Northstar, and Endicott.

% Alaska Department of Natural Resources, 2002 Annual Report
® Alaska Department of Natural Resources, 2002 Annual Report
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5.4.4 Undiscovered Potential

Finally, exploration activity may yield additional natural gas that could be delivered by
the pipeline project. Exploration volumes were a key component included in the project
design work that was conducted during the producer study completed in 2002.

As outlined in Appendix A.1, the Alaska Gas Pipeline Project would be able to
accommodate new discoveries during the initial open season, through potential future
expansions or with capacity made available when the anchor fields go on decline.

In a January 2001
study, the Minerals
Management Service
(MMS) indicated that
the undiscovered
conventional natural
gas resources in Arctic
Alaska could be as high
as 156 TCF of gas. The
breakdown of this gas
was 64 TCF from
Northern Alaska, 32
TCF from the Beaufort
Shelf, and 60 TCF from
the Chukchi Shelf (see
Appendix A.4).

In addition to
conventional gas
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resources, the North Slope is known to contain significant accumulations of non-
conventional natural gas resources, including both coal bed methane and gas hydrates.

Page 15 1/20/04



5.5 Natural Gas for Alaska In-State Use

5.5.1 Overview

The Sponsor Group recognizes the importance of gas access for in-state use and
consumption. Therefore, consistent with the guidelines provided in the Stranded Gas
Development Act, the Sponsor Group plans to work cooperatively with potential
downstream investors (e.g., local distribution companies, industrial users, marketers,
utilities, etc.) and the State of Alaska in a way that is consistent with the well-established
regulatory framework of fair and open access. This should put these prospective
customers and the State in position to satisfy reasonably foreseeable local gas demand
within economic proximity of the pipeline project.

The following is a discussion of the principles under which natural gas may be made
available:

5.5.2 Connection Point

The Sponsor Group would work with potential downstream investors and the State to
identify pipeline connection locations along the pipeline that correspond with reasonably
foreseeable in-state demand that is within economic proximity of the pipeline. The
Sponsor Group anticipates including one or more connection points along the main
pipeline to accommodate in-state use by other separate commercial ventures.
Appropriate standards, procedures and commercial terms for effecting such
connections would be set under applicable regulatory frameworks.

Potential downstream investors of natural gas from the Alaska Gas Pipeline Project
have the opportunity to negotiate gas purchase contracts and contract for associated
pipeline capacity. Downstream investors would have the responsibility for downstream
gas conditioning and distribution infrastructure.

5.5.3 Gas Purchase Contract

Potential downstream investors would have an opportunity to negotiate gas purchase
contracts with any party holding title to gas, i.e., individual producer, marketer, or local
distribution company, or with the State of Alaska.

At the current pipeline design rate of approximately 4 Bcf/day, State royalty volumes
could be approximately 500 million cubic feet per day (MMcf/day), which is greater than
the current volume consumed in the State. The Sponsor Group acknowledges that the
State may choose to take some or all of that gas to help meet the demand of future
markets in Alaska. The State could negotiate sales contracts directly with in-state gas
users and arrange for the necessary transportation service consistent with the
established regulatory process.
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As mentioned before, this does not foreclose the possibility that creditworthy third
parties could negotiate a gas purchase contract with any party holding title to gas. The
Sponsor Group is prohibited by law from jointly marketing gas.

5.5.4 Pipeline Capacity

Potential downstream investors meeting objective creditworthiness standards would
have the opportunity to contract for pipeline capacity on the Alaska Gas Pipeline
Project. The allocation of capacity on interstate pipelines is governed by the regulations
and policies of the FERC, promulgated pursuant to the Natural Gas Act. This FERC
jurisdiction encompasses the allocation of capacity to in-state delivery points along the
main pipeline.

The typical vehicle for identifying potential shippers is the initial project open season,
which is conducted prior to finalizing project design and the submission of permit
applications. This process allows for the allocation of pipeline capacity on a fair and
equitable basis as regulated by the FERC. All terms and conditions of service, including
access and the rates are subject to FERC approval with an opportunity to intervene and
protest by all interested parties. The process provides a potential shipper with the
ability to secure capacity via a long-term contract for natural gas shipment to its local
gas conditioning and distribution infrastructure and ultimate sale to end-users. A similar
open season process would be used to identify potential shippers and allocate capacity
for any subsequent pipeline expansions. In addition, potential shippers would have the
opportunity, subject to FERC regulations, to contract for unused capacity that shippers
may release into the secondary market.

5.5.5 Local Gas Conditioning and Distribution Infrastructure

In addition to a natural gas purchase contract and a contract for pipeline capacity, a
potential downstream investor would need the means to take the gas from the pipeline,
condition it for local gas consumption and deliver it to the ultimate consumer. Under the
current design, the pipeline would operate at approximately 2500 psi, so the pressure
would need to be reduced to a level consistent with the design of the local gas
distribution infrastructure and the needs of the customer. In addition, the gas would
likely have a high BTU content, so facilities to control the calorific value (i.e., BTU/cf) of
the gas would likely be required. Finally, local gas distribution systems would need to
be installed to deliver the natural gas to the end users.

The investments in local gas conditioning and distribution infrastructure would be
separate and apart from the Alaska Gas Pipeline Project and would be driven by local
market economic factors. The Sponsor Group has no current plans or intent to build or
own local gas conditioning and distribution infrastructure (e.g., pressure reduction
equipment, calorific control equipment, spur lines, local gas distribution systems, etc.)
that may be required to serve in-state demand. Subsequent downstream gas
conditioning and distribution infrastructure would be the responsibility of downstream
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investors. It is expected that these downstream investors, either existing gas
distribution companies or other entities, would pursue these opportunities.

Investment decisions for local gas conditioning and distribution infrastructure, as is the
case across North America, would be driven by the size of the potential market, by the
geographic concentration of the market and by the distance of the market from the main
pipeline.

As local gas conditioning and distribution infrastructure develop, it is expected that
shippers on the main pipeline would actively compete to serve those markets as they do
in other North American markets. Since the main pipeline would be connected with the
North American grid, sellers of natural gas would be seeking the best value for their
gas.
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5.6 Options to Mitigate the Demand for Public Services / Alaska Resourcing

The Sponsor Group recognizes that a project of the size and scope of the pipeline
project would create demand for public services in communities throughout Alaska. The
Sponsor Group would work with the State to address issues related to Alaska
resourcing and public services.

Options to help mitigate the impacts on affected municipalities could include periodic
and informative discussions on the progress of the project by the Sponsor Group with
leaders and members of communities. Additionally, the Sponsor Group could work with
local universities and high schools to help anticipate the future need for a qualified
workforce as the project moves towards the procurement and construction phases.
Socioeconomic resources report funded by the Sponsor Group could be produced
during the project permitting phase, which can help to anticipate specific community
effects and needs. Federal government and charitable organizations could be
encouraged to enhance programs for community support services and infrastructure.

From the industry’s experience during the construction of TAPS, it is clear that adequate
planning is needed to mitigate demands for public services. If significant planning is
conducted, much can be done to ensure that the impacts of the development can be
mitigated.

One key mitigation to project impacts would be the municipalities' share of State take.
The SGDA requires the State to work with affected municipalities and ensure that each
municipality receives a fair and reasonable share of payments.

The Sponsor Group also recognizes the desire to provide work opportunities for
Alaskans during construction of a pipeline. A skilled local workforce and capable local
businesses can help the Sponsor Group complete a successful project.

5.6.1 Alaska Resourcing

The Alaska Gas Pipeline Project, given its scope and scale, would place significant
demands on worldwide resources for materials, equipment and skilled labor. A large
number of construction jobs would be created by the project providing an opportunity for
both skilled and unskilled labor. The availability of skilled labor from across North
America is a key concern to the Sponsor Group, and the Sponsor Group would work
cooperatively with the State to help establish a plan that promotes development of a
skilled Alaska workforce.

Following the project planning, permitting and procurement phases, the required
workforce for the construction phase of a pipeline project would be expected to increase
significantly. This temporary workforce would include a large seasonal workforce who
would be housed mainly in construction camps associated with the physical
construction of the line and associated facilities. Additionally, workers supporting
project logistics would be required on a more year-round basis during the construction
phase. Materials and equipment may enter Alaska through various ports both on the
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North Slope and in Southern and Southcentral Alaska and be transported by road and
rail to be staged near the construction site(s).

Alaska has a number of training and development programs currently in place that
facilitate the development of a skilled workforce. The Sponsor Group recognizes the
benefits of these programs and would work with the State to plan further development of
these and other programs that could increase the availability of skilled in-state labor. A
few examples of existing programs include:

e The Alaska Process Industries Career Consortium, a 2-year process technician
degree program

e |tganaiyagvik, a vocational training partnership between industry, ASRC, llisagvik
College and the North Slope Borough school district

e The Alaska Native Science and Engineering Program

e Sponsorship of “Choices”, “Science in a Technical World” programs at middle
schools

e The ALVA program which helps prepare native high school graduates for further
technical studies

e The Tanana Chiefs Conference, Youth Employment Services (“YES”) program

Programs such as these can help increase the availability of an appropriately skilled
Alaska workforce.

The Sponsor Group intends to fully comply with all valid federal, state, and municipal
laws relating to hiring Alaska residents and contracting with Alaska businesses to work
in the State on the pipeline project. To the extent Alaskans fill jobs associated with the
three-year pipeline construction phase, additional labor resources would need to enter
the Alaska workforce to fill vacated positions in the base economy.

5.6.2 Community Interaction

The Sponsors understand that, if this application is approved, the Commissioner would
form a municipal advisory group to provide local perspectives while specific contract
terms are developed under the Stranded Gas Development Act. The Administration
would work with the municipal advisory group to report on the development of contract
provisions as they pertain to both revenue-affected and economically-affected
municipalities®. This process would provide a means to discuss any potential
community impacts and what options are available to address those impacts. The
Sponsors would assist the State in discussions with local communities as appropriate.

Consistent with the existing Federal regulatory process, the Sponsor Group envisions
conducting socioeconomic assessments and consulting native and aboriginal groups
during the Preliminary Engineering or FEED phase to identify in further detail potential
impacts and mitigation options. The Sponsor Group, working cooperatively with the

* The terms "economically-affected" and "revenue-affected" municipalities are defined in AS 43.82.900.
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State, would consider the input from potentially affected communities to improve
mitigation plans where feasible.

5.6.3 Public Revenues and Benefits

Previous work by the Sponsor Group indicates that the Alaska Gas Pipeline Project
would generate significant tax and royalty revenues for the State of Alaska. Also,
Alaska’s oil and gas exploration and production industry would be strengthened with an
export outlet to the Lower 48 natural gas market. Basin-opening projects like this in
other parts of the world have been successful in stimulating additional exploration and
development, once the initial means to transport previously stranded gas to market are
established.

The Sponsors recognize that, in the course of constructing the pipeline, public services
would see additional demands placed on them. Lessons learned during TAPS
construction would be useful in addressing the potential community impacts of the
Alaska Gas Pipeline Project.

The Sponsors believe any temporary burdens this project may place on public services
would be outweighed by the public revenues and benefits that are generated.
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5.7 Options for the Safe Management and Operation of the Project

Commitment to the protection of the health and safety of people, the environment, and
property is a fundamental business practice for each of the members of the Sponsor
Group. The safe management and operation of the pipeline project is important to the
Sponsor Group. This is true during all phases of the project, including engineering and
design, field studies, construction, operation and maintenance, and eventually in the
decommissioning of the project.

The Sponsor Group recognizes that the public is demanding higher levels of safety from
industry. A primary goal of the Sponsor Group is to provide a safe, reliable, and
environmentally responsible pipeline system. Managing the integrity of the pipeline
project is the key to achieving this goal.

5.7.1 Safety as a Component of Pipeline Design

The pipeline would be designed to stringent standards of safety and system integrity.
The pipeline industry utilizes many principles in pipeline design development, and
factors such as the following would be applied to the design of the pipeline project:

e Use of modern technology,

e Rigorous material specifications,

e Regular use of “smart pigs” to detect potential pipeline problems before they
occur,

e Advanced construction methods (trenching, welding, river crossings),

e Advanced communication and control systems,

e Advanced monitoring and maintenance systems,

e Marking of pipeline location where appropriate to avoid third party damage, and

e Planning and coordination of inspection and response capabilities throughout the

pipeline corridor.

The Sponsor Group would be able to use lessons learned from decades of Arctic
experience and combined pipeline operations experience worldwide to reduce further
the safety risks associated with this project. The pipeline is currently designed to be
buried through the maijority of its length. The ultimate design for the pipeline would
account for the presence of permafrost and discontinuous permafrost with pipeline
temperature being carefully managed. The potential for seismic activity, which
necessitates designing a pipeline that can tolerate movement in three dimensions,
would also be addressed.

5.7.2 U.S. Federal Government Safety Standards

Should the Alaska Gas Pipeline Project proceed, it would be designed, constructed, and
operated in a way that complies with all applicable government safety standards.

The Pipeline Safety Act (49 U.S.C. 60101 et seq.) requires the Secretary of
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Transportation to prescribe and enforce standards for the safe operation of interstate
natural gas pipelines. The Department of Transportation (DOT) Research and Special
Programs Administration (RSPA), acting through the Office of Pipeline Safety (OPS),
administers the DOT national regulatory program to assure the safe transportation of
natural gas. The OPS develops regulations and other approaches to risk management
to assure safety in design, construction, testing, operation, maintenance, and
emergency response of pipeline facilities.

The Pipeline Safety Act requires each operator to develop and maintain written
procedures. These procedures must include safe practices in every circumstance of
pipeline operation, including those occurring during maintenance, normal operating
conditions, and abnormal operating conditions. In every operating scenario, the
operator must provide for surveillance of the pipeline and associated facilities, as well
as for emergency response capabilities. These activities must be coordinated with local
public safety authorities and officials.

Each company in the Sponsor Group has an assurance process to ensure compliance
with the provisions of the Pipeline Safety Act.

5.7.3 Operation System Integrity

The goal of the project would be to provide safe and reliable delivery of natural gas to
customers without adverse effect on employees, contractors, the public, or the
environment. Managing the integrity of a gas pipeline system is key to accomplishing
this goal. Operational excellence is achieved by implementing a comprehensive system
of integrity management that includes, among others, the following items:

Security

Right-of-Way and Control System Maintenance
In Line Inspection of Pipe

Pipeline Surveillance

Pipeline Leak Detection

Repair Procedures

Emergency Response

Interface with Community

Change Management Procedures
Documentation and Record Keeping

The details of the safety management plan for the pipeline would be tailored to the
specific locations, conditions, and operations that are relevant to this particular project.
The safety of people and protection of the environment would remain a primary focus.
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Appendix A.1 Other Requested Information

Plans for Point Thomson

The PTU owners are considering several potential early field development scenarios to
produce liquid condensate in advance of gas sales. Each of these options would
preserve gas for future sale and facilitate PTU being an anchor field for the gas pipeline.
Point Thomson development plans are subject to regular review by the Alaska
Department of Natural Resources.

Field/Pool Rules

Following the identification of a commercially viable gas pipeline project, it is anticipated
that existing field and pool rules would need to be reviewed to support major gas sales.
The unit owners would directly address key issues with the State for each North Slope
unit as necessary. Members of the Sponsor Group (BP, ConocoPhillips and
ExxonMobil), as individual owners in major North Slope units, would actively participate
with other unit owners in identifying any possible field/pool rule modifications needed.

Potential for Regulatory Difficulties

The scale of the Alaska Gas Pipeline Project, and the fact that it is an international
project, offers many permitting and regulatory challenges, and thus increased
investment risk. Establishing a clear, efficient and predictable regulatory framework in
the U.S. and Canada is essential for the project to advance.

The Sponsor Group is encouraged by the State’s recent efforts to improve regulatory
efficiency in the State. While the U.S. and Canadian federal governments would have
the largest roles in permitting the gas pipeline, an efficient State regulatory process is
also very important. The Sponsor Group is committed to working closely with the State
to identify ways to further improve the effectiveness of the State regulatory framework in
support of a gas pipeline project.

Open Season Plans and Access to Pipeline

The Sponsor Group is aware that the State is promoting continued exploration in the
State. The Alaska Gas Pipeline Project would encourage exploration by providing a
commercial outlet for gas. Pipeline capacity could be secured in at least three ways:

¢ Open season process for initial installation
¢ Open season process for future expansion
e Unsubscribed and secondary capacity market
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- Open Season Process for Initial Installation

Holders of exploration acreage could participate in the open season process for the
initial capacity in the Alaska Gas Pipeline Project. The purpose of an open season
would be to allocate pipeline capacity without undue discrimination. The capacity
requested by a potential shipper during an open season could be based on successful
discoveries to date, as well as the risked prospectivity of remaining exploration acreage.
Additionally, any third party (e.g., natural gas marketing companies) that meets the
requirements of any open season could also secure capacity.

The open season process has been in place in the U.S. and Canada for many years.
The Sponsor Group’s open season process would conform to all applicable FERC and
NEB regulations.

- Open Season Process for Future Expansion

Based on exploration activity and success, as well as the performance of existing fields,
sufficient prospective gas supplies may be identified to support an expansion in pipeline
capacity. Options for expansion of the Alaska Gas Pipeline Project are discussed in
more detail later in this Appendix.

- Unsubscribed or Secondary Capacity Market

Should potential shippers elect not to take part in the initial open season process or in a
subsequent expansion open season process, it may be possible that unsubscribed
pipeline capacity and/or secondary capacity could be available, particularly in the later
years when the anchor fields, which include PBU and PTU, go on decline. At any time,
the pipeline can offer any unsubscribed, available capacity to any interested shipper
without undue discrimination. Additionally, shippers who choose not to use their
contracted capacity may market the capacity to other potential shippers consistent with
FERC approved tariffs, policies, and regulations.

- Common Carriage versus Contract Carriage

The basis on which gas pipeline capacity is secured is different from that of liquids
pipelines. U.S. liquids pipelines that provide interstate service are regulated as
"common carriers" pursuant to regulations derived from the Interstate Commerce Act.
Under the common carrier regulations, shippers are not allowed to exclusively reserve
contract quantities of capacity and, therefore, do not pay related monthly
demand/reservation charges - payment for capacity utilization is based on actual
throughput volumes. Advance commitments for oil pipeline capacity are not necessary,
but a shipper is not assured of a specific level of capacity availability. When new oil
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supplies are tendered for transportation on a full pipeline, available capacity may be
prorated or curtailed among existing shippers.

Interstate gas pipelines are regulated by FERC pursuant to the Natural Gas Act and
regulations promulgated pursuant thereto. While some natural gas is used as a
feedstock in other processes, most gas usage is closely related to critical end uses, like
home heating and electricity generation. As required by FERC regulations, natural gas
pipelines operate as open access "contract carriers", where capacity is awarded to
shippers without undue discrimination. Subject to availability, capacity can be
contracted on a firm basis for a specified period of time. Open seasons are often used
to ensure capacity is awarded without undue discrimination to all parties that meet the
open season requirements.

Pipeline owners desire these long term contracts to ensure repayment of the capital
cost of building the pipeline - without them pipeline projects could not be financed.
Shippers need the contract quantity commitment to ensure capacity is available to
support their needs. A shipper's economics are founded in the availability of the
contracted capacity. In exchange for the pipeline's commitment to reserve a specified
contract quantity of capacity for a shipper, the shipper agrees to pay a monthly charge.
Similarly, in Canada, NEB regulated pipelines operate as contract carriers pursuant to
the National Energy Board Act.

The FERC and National Energy Board in Canada have long required that all potential
shippers have a fair chance to obtain firm pipeline capacity that becomes available.

Possible Expansion Scenarios

The capacity of the Alaska Gas Pipeline Project could be increased through expansion
projects. As noted previously in this Appendix, the FERC would regulate the fair and
equitable allocation of this expanded capacity. Such an expansion may be
accommodated through upgrading compression capacity, by installing infill compression
stations or through full or partial line looping. All three techniques are commonly
employed by the industry.

The Sponsor Group's study investigated in some detail the option of installing infill
compression, indicating that additional capacity of approximately 1 Bcfd could be added
by placing an additional compressor station between each of the initially installed
stations. Additional increments could be accommodated by looping all or portions of the
line, per standard industry practice. Also, smaller increments may be accommodated
as well.

When evaluating the feasibility of an expansion, contractual commitments, capital costs,
fuel gas usage and operating costs would be considered. The impact of these and
other variables would be dependent on the targeted expansion capacity and the original
design configuration.
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Appendix A.2 [ State of Alaska Stranded Gas Legislation

CS HB 393 - 1998 Stranded Gas Development Act
CS HB 16 - 2003 Reauthorization

Alaska Statute 43.82
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11
12
13

0-GH2006\X

SENATE CS FOR CS FOR HOUSE BILL NO. 393(FIN)
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTIETH LEGISLATURE - SECOND SESSION
BY THE SENATE FINANCE COMMITTEE

Offered: 5/10/98
Referred: Rules

Sponsor(s): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR
A BILL

FOR AN ACT ENTITLED
"An Act relating to contracts with the state establishing payments in lieu of
other taxes by a qualified sponsor or qualified sponsor group for projects to
develop stranded gas resources in the state; providing for the inclusion in the
contracts of terms making certain adjustments regarding royalty value and the
timing and notice of the state’s right to take royalty in kind or in value from
projects to develop stranded gas resources in the state; relating to the effect of

the contracts on municipal taxation; and providing for an effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. FINDINGS. The legislature finds that
(1) avast quantity of gas in Alaska is stranded from commercial development
because of the cost associated with providing access to markets for that gas; on the North
Slope alone, between the Colville and Canning Rivers, approximately 35 trillion cubic feet of
discovered gas resources are stranded in this way;
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(2) because of the high cost of providing access to markets for North Slope
gas, exploration efforts there have historically focused on oil; if the infrastructure needed to
provide market access for North Slope gas were economically available, it is possible that new
gas exploration efforts would be initiated that could lead to the discovery and development
of significantly greater gas resources than have been discovered so far;

(3) maintaining production operations, whether for oil, gas, or both, enhances
the opportunities for oil and gas exploration and development on the North Slope;

(4) large areas of the state, encompassing a number of geologic provinces and
basins, do not have oil and gas production and still remain largely unexplored for oil and gas;
exploration for gas in some of these areas might be facilitated if infrastructure were
economically available to provide access for the gas to markets;

(5) Alaskans may desire a portion of the gas from a transportation project for
in-state uses; however, it is unlikely that markets will develop within the state that would need
more than a relatively small proportion of the volume of stranded gas already discovered on
the North Slope; therefore, the primary need for gas infrastructure for approximately the next
decade will be to provide access to markets outside the state;

(6) currently the principal mode anticipated for stranded North Slope gas to
access markets outside the state is a gas pipeline to an ice-free Alaska port where the gas
would be turned into liquefied natural gas and exported using specially designed marine
tankers;

(7) the size of the capital expenditure needed to get North Slope gas to market
by way of a liquefied natural gas project requires long-term contracts for gas on the order of
14,000,000 metric tons a year of liquefied natural gas; to be successful, a North Slope
liquefied natural gas project needs to reach this full annual volume in not more than six years
from the commencement of commercial operations;

(8) for a North Slope liquefied natural gas project to become economically
viable and competitive, the estimated costs of constructing such a project must be reduced
significantly; reducing the financial risk associated with the project would also improve the
project's chances of becoming economically viable and competitive;

(9) the state has contracted an extensive financial analysis of the

commercialization of North Slope gas; this analysis, performed by a recognized expert in
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petroleum economics, Dr. Pedro Van Meurs, indicates that changes in the local, state, and
federal tax structure may be necessary to make commercialization of North Slope gas
resources economically viable;

(10) although the state can do little now to reduce expected construction costs,
the state can reduce some of the financial risk associated with a North Slope liquefied natural
gas project or other stranded gas development projects by specifying with as much certainty
as possible the state taxes and royalties that would apply to such a project throughout its life;

(11) the state could improve the economics and competitiveness of a stranded
gas development project by adjusting the timing of the state’s receipt of its share of the
economic rent of the project; the present fiscal regime is front-end loaded, which means that
the state and local governments take a significant part of their shares of the economic rent of
a project early in the life of the project, even before the project starts to generate an income
stream; the state and local governments could improve the economics of a stranded gas
development project by taking more of their shares of the economic rent of a project later in
the life of the project;

(12) the state’s present fiscal regime, as it would apply to a stranded gas
development project, is also regressive to the extent that it is insensitive to changes in the
profitability of the project, so that, in times of low profitability, the state and local
governments would take an excessive amount of the economic rent of the project, and, in
times of high profitability, they would take an inadequate amount of the economic rent of a
project; the state and local governments could improve the economics of a stranded gas
development project by making the overall fiscal system less regressive and more responsive
to the relative profitability of a project;

(13) establishing a fiscal regime applicable to a specific stranded gas
development project under a long-term contract with the state, where payments would be made
in lieu of other taxes, would

(A) enable the state to create a fiscal regime that is less front-end
loaded and less regressive for a project without rewriting the tax laws for gas already
being developed and produced;

(B) enable the state to customize the timing and burden of its fiscal

regime to fit the economic circumstances of a particular stranded gas development
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project;
(C) reduce the financial risk of the project by reducing uncertainty
about the fiscal terms applicable to the project;

(14) authorizing the state, through the executive branch, to develop a contract
establishing the fiscal regime that would apply to a qualified stranded gas development project
if it were built will result in contracts that are an exercise of the legislature’s taxing power
that is consistent with art. IX, sec. 1, Constitution of the State of Alaska;

(15) authorizing the state, through the executive branch, to develop a contract
establishing a fiscal regime that reduces the risks and improves the economics of a stranded
gas development project will result in contracts that are an exercise of the legislature’s power
under art. 1X, sec. 4, Constitution of the State of Alaska, to create tax exemptions by general
law and is consistent with the legislature’s responsibility under art. VIII, sec. 2, of the
Constitution of the State of Alaska, to provide for the utilization, development, and
conservation of all natural resources belonging to the state for the maximum benefit of its
people;

(16) stranded gas development projects are a matter of statewide interest
because they are an important potential source of revenue to the state, job opportunities for
the people of the state, and gas for use by communities throughout the state;

(17) to the extent permissible under the Constitution of the United States and
the Constitution of the State of Alaska, the legislature intends that state residents and
businesses share in and not be excluded from the opportunities stemming from the
development of the state’s gas resources; and

(18) good faith efforts by qualified sponsors, qualified sponsor groups, and
contractors of qualified sponsors and qualified sponsor groups that enter into a contract with
the state developed under this Act to undertake voluntary actions to provide employment
opportunities for Alaska residents and opportunities for Alaska businesses are in the long-term
interests of the state.

* Sec. 2. INTENT. (a) The legislature intends that contracts developed under this Act
provide stable fiscal terms that encourage the development of stranded gas projects that
otherwise might not be developed under the prevailing tax and royalty regime. The legislature

further intends that any fiscal term agreed to in a contract developed under this Act in lieu of
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other taxes will fully and fairly compensate the people of the state for the severance,
production, and sale of natural resources belonging to the people of the state, for the negative
effects and the risks that a project may impose on the state, and for the value of the
infrastructure that may be provided by the state to a project, including all the advantages of
civilized society that may be provided by the state to the sponsors of a project.

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

(c) The legislature intends that a qualified sponsor or qualified sponsor group or a
contractor of a qualified sponsor or qualified sponsor group that enters into a contract
developed under this Act relating to a stranded gas project will, with respect to the project,
voluntarily

(1) undertake reasonable measures to hire Alaska residents to perform work
that they are qualified to perform on a competitive basis;
(2) assist Alaska residents who are capable of being qualified and who make
a good faith effort to obtain the requisite training required for employment; and
(3) use reasonable efforts to contract with qualified Alaska businesses when
their performance is competitive with regard to price, quality, and availability.
* Sec. 3. AS 43 is amended by adding a new chapter to read:
Chapter 82. Development of Alaska Stranded Gas.
Article 1. Contracts for Payments in Lieu of Other Taxes.
Sec. 43.82.010. PurposeThe purpose of this chapter is to
(1) encourage new investment to develop the state’s stranded gas
resources by authorizing establishment of fiscal terms related to that new investment
without significantly altering tax and royalty methodologies and rates on existing oil
and gas infrastructure and production;

(2) allow the fiscal terms applicable to a qualified sponsor or the
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members of a qualified sponsor group, with respect to a qualified project, to be tailored
to the particular economic conditions of the project and to establish those fiscal terms
in advance with as much certainty as the Constitution of the State of Alaska allows;
and

(3) maximize the benefit to the people of the state of the development
of the state’s stranded gas resources.

Sec. 43.82.020. Contracts for payments in lieu of other taxes and for
royalty adjustments. The commissioner may, under this chapter, negotiate terms for
inclusion in a proposed contract with a qualified sponsor or qualified sponsor group
providing for

(1) periodic payment in lieu of one or more taxes that otherwise would
be imposed by the state or a municipality on the qualified sponsor or members of the
gualified sponsor group as a consequence of the sponsor’s or group’s participation in
an approved qualified project under this chapter; and

(2) certain adjustments regarding royalty under AS 43.82.220.

Article 2. Qualification and Application Procedures.

Sec. 43.82.100. Qualified project. Based on information available to the
commissioner, the commissioner may determine that a proposal for new investment is
a qualified project under this chapter only if the project

(1) is a project for the export of liquefied natural gas;

(2) would produce at least 500,000,000,000 cubic feet of stranded gas
within 20 years from the commencement of commercial operations; and

(3) is capable, subject to applicable commercial regulation and technical
and economic considerations, of making gas available to meet the reasonably
foreseeable demand in this state for gas within the economic proximity of the project.

Sec. 43.82.110. Qualified sponsor or qualified sponsor group.The
commissioner may determine that a person or group is a qualified sponsor or qualified
sponsor group if the person or a member of the group

(1) intends to own an equity interest in a qualified project, intends to
commit gas that it owns to a qualified project, or holds the permits that the department

determines are essential to construct and operate a qualified project; and

SCS CSHB 393(FIN) -6- HB0393D

New Text Underlined [DELETED TEXT BRACKETED]




© 0 N O 0o B~ W N B

W W RN NNINNNDNDRNNRNNIERERIERERR R R R b
P O © 0 N o OO B W N RP O © 0 N O 00 M W N R O

0-GH2006\X

(2) meets one or more of the following criteria:

(A) owns a working interest in at least 10 percent of the
stranded gas proposed to be developed by a qualified project;

(B) has the right to purchase at least 10 percent of the stranded
gas proposed to be developed by a qualified project;

(C) has the right to acquire, control, or market at least 10
percent of the stranded gas proposed to be developed by a qualified project;

(D) has a net worth equal to at least 33 percent of the estimated
cost of constructing a qualified project;

(E) has an unused line of credit equal to at least 25 percent of
the estimated cost of constructing a qualified project.

Sec. 43.82.120. Applications.(a) A qualified sponsor or qualified sponsor
group may submit to the department an application for development of a contract
under AS 43.82.020 evidencing that the requirements of AS 43.82.100 and 43.82.110
are met. The application must be submitted in the manner and form and contain the
information required by the department.

(b) Along with an application submitted under (a) of this section, an applicant
shall submit a proposed project plan for a qualified project that contains the following
information based on the information known to the applicant at the time of
application:

(1) a description of the work accomplished as of the date of the
application to further the project;

(2) a schedule of proposed development activity leading to the
projected commencement of commercial operations of the project;

(3) a description of the development activity proposed to be
accomplished under the proposed project plan;

(4) a description of each lease or property that the applicant believes
to contain the stranded gas that would be developed if the project was built;

(5) a description of the methods and terms under which the applicant
is prepared to make gas available to meet the reasonably foreseeable demand in this

state for gas within the economic proximity of the project during the term of the

HB0393D -7- SCS CSHB 393(FIN)

New Text Underlined [DELETED TEXT BRACKETED]




© 0 N O 0o B~ W N B

W W RN NNDNDNNNDNDRNNRNNIERERIERERR R R R b
P O © 0 N o OO B W N RP O © 0 N O 00 M W N R O

0-GH2006\X

proposed contract, including proposed pipeline transportation and expansion rules if
pipeline transportation is a part of the proposed project;

(6) a detailed description of options to mitigate the increased demand
for public services and other negative effects caused by the project;

(7) a detailed description of options for the safe management and
operation of the project once it is constructed,;

(8) other information that the commissioner of revenue, in consultation
with the commissioner of natural resources, considers necessary to make a
determination that

(A) the work accomplished as of the date of application, the
schedule of proposed development activity, and the development activity
proposed to be accomplished under the proposed project plan reflect a proposal
for diligent development on the part of the applicant;

(B) the proposed project plan does not materially conflict with
the obligations of a lessee to the state under a lease or under a pool, unit, or
other agreement with the state; and

(C) the proposed project plan describes satisfactory methods and
terms for accommodating reasonably foreseeable demand for gas in this state
within the economic proximity of the project during the term of the proposed
contract.

(c) The requirements of (b) of this section do not diminish the obligations of
a qualified sponsor or member of a qualified sponsor group to the state or restrict the
authority of the commissioner of revenue or the commissioner of natural resources
under any other law or agreement relating to a plan of development for a lease, pool,
or unit.

Sec. 43.82.130. Qualified project plan.A proposed project plan submitted
under AS 43.82.120 may be approved as a qualified project plan under AS 43.82.140
if the proposed project plan

(1) reflects a proposal for diligent development of the project on the

part of the applicant;

(2) does not materially conflict with the obligations of a lessee to the
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state under a lease or under a pool, unit, or other agreement with the state; and

(3) describes satisfactory methods and terms for making gas available
to meet the reasonably foreseeable demand in this state for gas within the economic
proximity of the project during the term of the proposed contract.

Sec. 43.82.140. Review of applications and determination of qualifications.

(@) The commissioner shall review an application submitted under AS 43.82.120 to
determine whether the provisions of AS 43.82.100 concerning a qualified project and
AS 43.82.110 concerning a qualified sponsor or qualified sponsor group have been
met. The commissioner may approve an application only if those provisions have been
met.

(b) If the commissioner approves an application under (a) of this section, the
commissioner and the commissioner of natural resources shall review the proposed
project plan submitted with the application to determine whether the provisions of
AS 43.82.130 have been met. The commissioner may approve the proposed project
plan as a qualified project plan only if the commissioner of natural resources concurs
in the approval.

(c) The commissioner shall send to the applicant written notice of and the
reasons for the determinations made under (a) and (b) of this section.

Sec. 43.82.150. Actions challenging determinations on applicationga)

Only an applicant under AS 43.82.120 who is aggrieved by a determination of the
commissioner of revenue or the commissioner of natural resources under AS 43.82.140
may seek judicial review of the determination.

(b) The only grounds for judicial review of a determination made under
AS 43.82.140 are

(1) failure to follow the qualification and application procedures set out
in AS 43.82.100 - 43.82.180; or

(2) abuse of discretion that is so capricious, arbitrary, or confiscatory
as to constitute a denial of due process.

Sec. 43.82.160. Multiple applications for similar or competing qualified
projects. Nothing in this chapter prohibits different qualified sponsors or different

gualified sponsor groups from submitting applications under AS 43.82.120 relating to
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similar or competing qualified projects or prohibits the commissioner of revenue or the
commissioner of natural resources from reviewing and approving applications and
proposed project plans under AS 43.82.140 relating to similar or competing qualified
projects.

Sec. 43.82.170. Application deadlineThe commissioner of revenue or the
commissioner of natural resources may not act on an application for a contract
submitted under AS 43.82.120 unless the application is received by the Department of
Revenue no later than June 30, 2001.

Sec. 43.82.180. Withdrawal of applications. Subject to the terms of a
reimbursement agreement under AS 43.82.240 or other agreement with the Department
of Revenue, the Department of Natural Resources, the commissioner of revenue, or the
commissioner of natural resources affecting the withdrawal of an application, a
gualified sponsor or qualified sponsor group may withdraw an application submitted
under AS 43.82.120 at any time before the date that the commissioner of revenue
submits a contract to the governor under AS 43.82.430 without further obligation under
this chapter.

Article 3. Contract Development.

Sec. 43.82.200. Contract developmentlf the commissioner approves an
application and proposed project plan under AS 43.82.140, the commissioner may
develop a contract that may include

(1) terms concerning periodic payment in lieu of one or more taxes as
provided in AS 43.82.210;
(2) terms developed under AS 43.82.220 relating to
(A) timing and notice of the state’s right to take royalty in kind
or in value; and
(B) royalty value;
(3) terms regarding the hiring of Alaska residents and contracting with
Alaska businesses 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
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procedures;
(6) terms and conditions for administrative termination of a contract
under AS 43.82.445; and
(7) other terms or conditions that are
(A) necessary to further the purposes of this chapter; or
(B) in the best interests of the state.

Sec. 43.82.210. Contract terms relating to payment in lieu of one or more
taxes. (a) If the commissioner approves an application and proposed project plan
under AS 43.82.140, the commissioner may develop proposed terms for inclusion in
a contract under AS 43.82.020 for periodic payment in lieu of one or more of the
following taxes that otherwise would be imposed by the state or a municipality on the
qualified sponsor or member of a qualified sponsor group as a consequence of
participating in an approved qualified project:

(1) oil and gas production taxes and oil surcharges under AS 43.55;

(2) oil and gas exploration, production, and pipeline transportation
property taxes under AS 43.56;

(3) oil and gas conservation tax under AS 43.57,

(4) Alaska net income tax under AS 43.20;

(5) municipal sales and use tax under AS 29.45.650 - 29.45.710;

(6) municipal property tax under AS 29.45.010 - 29.45.250 or
29.45.550 - 29.45.600;

(7) municipal special assessments under AS 29.46;

(8) a comparable tax or levy imposed by the state or a municipality
after the effective date of this section;

(9) other state or municipal taxes or categories of taxes identified by
the commissioner.

(b) If the commissioner chooses to develop proposed terms under (a) of this
section, the commissioner shall, if practicable and consistent with the long-term fiscal
interests of the state, develop the terms in a manner that attempts to balance the
following principles:

(1) the terms should, in conjunction with other factors such as cost
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reduction of the project, cost overrun risk reduction of the project, increased fiscal
certainty, and successful marketing, improve the competitiveness of the approved
gualified project in relation to other development efforts aimed at supplying the same
market;

(2) the terms should accommodate the interests of the state, affected
municipalities, and the project sponsors under a wide range of economic conditions,
potential project structures, and marketing arrangements;

(3) the state’s and affected municipalities’ combined share of the
economic rent of the approved qualified project under the contract should be relatively
progressive; that is, the state’s and affected municipalities’ combined annual share of
the economic rent of the approved qualified project generally should not increase when
there are decreases in project profitability, or decrease when there are increases in
project profitability;

(4) the state’s and affected municipalities’ combined share of the
economic rent of the approved qualified project under the contract should be relatively
lower in the earlier years than in the later years of the approved qualified project;

(5) the terms should allow the project sponsors to retain a share of the
economic rent of the approved qualified project that is sufficient to compensate the
sponsors for risks under a range of economic circumstances;

(6) the terms should provide the state and affected municipalities with
a significant share of the economic rent of the approved qualified project, when
discounted to present value, under favorable price and cost conditions;

(7) the method for calculating the periodic payment in lieu of certain
taxes under the contract should be clear and unambiguous; and

(8) while cost calculations for the approved qualified project under the
contract should be based on amounts that closely approximate actual costs, agreed-
upon formulas reflecting reasonable economic assumptions should be used if possible
to promote administrative certainty and efficiency.

(c) Except as provided in (b) of this section, the commissioner’s discretion
under this section in developing proposed terms for a contract under AS 43.82.020 is

not limited to consideration of the economic rent of the approved qualified project.
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Sec. 43.82.220. Contract terms relating to royalty(a) Notwithstanding any
contrary provisions of AS 38, the commissioner of natural resources, with the
concurrence of the commissioner of revenue and the affected parties holding a state
lease or unit agreement, may develop proposed terms for inclusion in a contract under
AS 43.82.020 that modify the timing and notice provisions of the applicable oil and
gas leases and unit agreements pertaining to the state’s rights to receive its royalty on
gas in kind or in value if

(1) the viability of the approved qualified project depends on long-term
gas purchase and sale agreements;

(2) certainty over time regarding the quantity of royalty gas that the
state may be taking in kind is needed to secure the long-term purchase and sale
agreements;

(3) the specified period of the state’s commitment to take its royalty
share in value or in kind does not exceed the term of the purchase and sale
agreements; and

(4) the modification does not impair the ability of the approved
qualified project or the state to meet the reasonably foreseeable demand in this state
for gas within economic proximity of the project during the term of the contract
developed under AS 43.82.020.

(b) Notwithstanding any contrary provisions of AS 38, the commissioner of
natural resources, with the concurrence of the commissioner of revenue and the
affected parties holding a state lease or unit agreement, may develop proposed terms
for inclusion in a contract under AS 43.82.020 that establish a valuation method for
the state’s royalty share of the gas production from an approved qualified project.

(c) The commissioner of revenue shall include any proposed terms relating to
royalty developed in accordance with this section in the proposed contract under
AS 43.82.400.

(d) Nothing in this chapter permits modification of the state's rights that relate
to timing, notice, and rights to receive oil royalty in kind or in value under oil and gas
leases or unit agreements.

Sec. 43.82.230. Contract terms relating to hiring of Alaska residents and
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contracting with Alaska businesses. (a) The commissioner shall include in a
contract under AS 43.82.020 a term requiring the qualified sponsor or qualified
sponsor group and contractors of the qualified sponsor or qualified sponsor group to
comply with all valid federal, state, and municipal laws relating to hiring Alaska
residents and contracting with Alaska businesses to work in the state on the approved
gualified project and not to discriminate against Alaska residents or Alaska businesses.
Within the constraints of law, the commissioner shall also include in a contract under
AS 43.82.020 a term that requires the qualified sponsor or qualified sponsor group and
contractors of the qualified sponsor or qualified sponsor group to employ Alaska
residents and to contract with Alaska businesses to work in the state on the approved
gualified project to the extent the residents and businesses are available, competitively
priced, and qualified.

(b) The commissioner shall include in a contract under AS 43.82.020 a term
requiring the qualified sponsor or qualified sponsor group and contractors of the
gualified sponsor or qualified sponsor group to

(1) advertise for available positions in newspapers in the location where
the work is to be performed and in other publications distributed throughout the state,
including in rural areas; and

(2) use Alaska job service organizations located throughout the state
and not just in the location where the work is to be performed in order to notify
Alaskans of work opportunities on the approved qualified project.

(c) Subject to the voluntary agreement of the qualified sponsor, the
commissioner may include a term in the contract providing for incentives to encourage
training and hiring of Alaska residents.

(d) This section does not create or abridge individual rights and does not create
a private right of action for any person.

(e) For purposes of this section,

(1) "Alaska business" means a firm or contractor that

(A) has held an Alaska business license for the preceding 12
months;

(B) maintains, and has maintained for the preceding 12 months,
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a place of business in the state that competently and professionally deals in
supplies, services, or construction of the nature required for the approved
gualified project; and
(C) is
(i) a sole proprietorship and the proprietor is an Alaska
resident;
(i) a partnership and more than 50 percent of the
partnership interest is held by Alaska residents;
(i) a limited liability company and more than 50
percent of the membership interest is held by Alaska residents;
(iv) a corporation that has been incorporated in the state
or is authorized to do business in the state; or
(v) a joint venture and a majority of the venturers
qualify as Alaska businesses under this paragraph;

(2) "Alaska job service organizations" means those offices maintained
by the state and recommended by the Department of Labor whose functions are to aid
the unemployed or underemployed in finding employment;

(3) "Alaska resident” means a natural person who

(A) receives a permanent fund dividend under AS 43.23; or
(B) is registered to vote under AS 15 and qualifies for a
resident fishing, hunting, or trapping license under AS 16;

(4) "available,” as applied to an Alaska resident or Alaska business,
means that the resident or business is available for employment at the time required
and is located anywhere in the state, not just in the area of the state where the work
is to be performed,

(5) "qualified," as applied to an Alaska resident or Alaska business,
means that the resident or business possesses the requisite education, training, skills,
certification, or experience to perform the work necessary for a particular position or
to perform a particular service.

Sec. 43.82.240. Use of an independent contractofa) The commissioner

may use an independent contractor to assist in the evaluation of an application or in
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the development of contract terms under AS 43.82.200. The commissioner may

condition the development of a contract under AS 43.82.020 on an agreement by the
applicant to reimburse the state for the expenses of an independent contractor under
this section.

(b) An independent contractor selected under this section must sign an
agreement regarding confidentiality and disclosures consistent with the determinations
made under AS 43.82.310 before the contractor may review information that is
determined confidential under AS 43.82.310.

(c) Selection of an independent contractor under this section is not subject to
AS 36.30 (State Procurement Code).

Sec. 43.82.250. Term of contract; effective dateThe term of a contract
developed under AS 43.82.020 may be for no longer than is necessary to develop the
stranded gas that is subject to the contract; however, the term of the contract may not
exceed 35 years from the commencement of commercial operations of the approved
gualified project.

Sec. 43.82.260. Change of parties to an application or a contract;
assignment of interests. (a) A qualified sponsor or member of a qualified sponsor
group may assign an interest in or add or withdraw a party to an application under
AS 43.82.120 only if the commissioner has

(1) made a finding that the assignment, addition, or withdrawal is
consistent with the requirements of AS 43.82.110; and

(2) given prior written approval for the assignment, addition, or
withdrawal.

(b) A contract developed under this chapter may provide for the assignment
to or withdrawal of a qualified sponsor or member of a qualified sponsor group.

(c) Upon being added to an application under this section, a party becomes a
gualified sponsor or a member of a qualified sponsor group, as appropriate, for the
relevant project.

(d) The commissioner may not unreasonably withhold approval under (a) of
this section, but may condition the approval in any way reasonably necessary to protect

the fiscal interests of the state and to further the purposes of this chapter.
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(e) For purposes of this section, an assignment includes a transfer of stock or
a partnership interest in a manner that changes control of a qualified sponsor or
member of a qualified sponsor group.

Sec. 43.82.270. Project plans and work commitmentsA contract under
AS 43.82.020 must include the qualified project plan approved under AS 43.82.140
and provisions for updating the plan at reasonable intervals until the commencement
of commercial operations of the approved qualified project. The commissioner of
revenue, in consultation with the commissioner of natural resources, may, as a term
in a contract under AS 43.82.020, include work commitments or other obligations in
the contract to be accomplished before the commencement of commercial operations
of the approved qualified project.

Article 4. Requests for Information; Confidentiality;
Disclosure of Information.

Sec. 43.82.300. Requests for informationThe commissioner of revenue or
the commissioner of natural resources may request from an applicant information that
the respective commissioner determines is necessary to perform the respective
commissioner’s responsibilities under AS 43.82.140. If the application is approved
under AS 43.82.140, the respective commissioner shall require the successful applicant
to provide financial, technical, and market information regarding the qualified project
that the respective commissioner determines is necessary for the purpose of developing
contract terms for the qualified project under AS 43.82.200. If requested information
is not provided, the commissioner of revenue may not continue to review the
application under AS 43.82.140 or develop the contract under AS 43.82.200 -
43.82.270, as applicable.

Sec. 43.82.310. Disclosure of information; confidentiality(a) An applicant
may request confidential treatment of information that the applicant provides under
AS 43.82.300 by clearly identifying the information and the reasons supporting the
request for confidential treatment. The commissioner of revenue or the commissioner
of natural resources, as appropriate, shall keep the information confidential until the
commissioner determines whether the requirements of (b) of this section are met. If

the commissioner of revenue or the commissioner of natural resources has not made
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a determination under (b) of this section within 14 days after receiving a request for
confidential treatment, the request is considered denied. If the appropriate
commissioner determines that the information does not meet the requirements of (b)
of this section or if the commissioner fails to make a determination within 14 days, the
commissioner shall return the information and any copies of it at the request of the
applicant. If the commissioner of revenue or the commissioner of natural resources,
as appropriate, returns information under this subsection, the commissioner shall cease
review of the application or cease contract development under AS 43.82.200 -
43.82.270, as appropriate, unless the commissioner determines that the returned
information is unnecessary to make a determination on the application or to develop
contract terms under AS 43.82.200 - 43.82.270.

(b) If requested by the applicant, information provided to the commissioner of
revenue or the commissioner of natural resources under AS 43.82.300 shall be kept
confidential if the commissioner receiving the information determines, upon an
adequate showing by the applicant, that the information

(1) is a trade secret or other proprietary research, development, or
commercial information that the applicant treats as confidential;

(2) affects the applicant’'s competitive position; and

(3) has commercial value that may be significantly diminished by
public disclosure or that public disclosure is not in the long-term fiscal interests of the
state.

(c) Information determined to be confidential under (b) of this section is
confidential under that subsection only so long as is necessary to protect the
competitive position of the applicant, to prevent the significant diminution of the
commercial value of the information, or to protect the long-term fiscal interests of the
state. The commissioner of revenue or the commissioner of natural resources, as
appropriate, may not release information that the commissioner has previously
determined to be confidential under (b) of this section without providing the applicant
notice and an opportunity to be heard.

(d) Notwithstanding the limitation in (c) of this section, the Department of

Revenue and the Department of Natural Resources may provide to one another, to the
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Department of Law, to the legislature, and to the Office of the Governor any
information provided under AS 43.82.300 relevant to the implementation of this
chapter or to the enforcement of state or federal laws. Information that is exchanged
under this subsection that was determined to be confidential under (b) of this section
remains confidential except as provided in (c) of this section. The portions of the
records and files of the Department of Revenue, the Department of Natural Resources,
the Department of Law, the legislature, and the Office of the Governor that reflect,
incorporate, or analyze information that is determined to be confidential under (b) of
this section are not public records except as provided in (c) of this section.

(e) Notwithstanding the limitation in (c) of this section, information that is
determined to be confidential under (b) of this section shall be disclosed on request by
the commissioner of revenue, the commissioner of natural resources, or the attorney
general to a legislator; to the legislative auditor; and, as directed by the chair or vice-
chair of the Legislative Budget and Audit Committee, to the director of legislative
finance, to the permanent employees of those divisions who are responsible for
evaluating a contract under AS 43.82.020, and to agents or contractors of the
legislative auditor or the director of legislative finance who are engaged to evaluate
a contract under AS 43.82.020. Information that is determined to be confidential under
(b) of this section may also be disclosed by the commissioner of revenue or the
commissioner of natural resources to an independent contractor under AS 43.82.240
or to a municipal advisory group established under AS 43.82.510. Before confidential
information is disclosed under this subsection, the person receiving the information
must sign an appropriate confidentiality agreement.

(H If the commissioner of revenue chooses to develop a contract under
AS 43.82.020, the portions of the records and files of the Department of Revenue, the
Department of Natural Resources, the Department of Law, and a municipal advisory
group established under AS 43.82.510 that reflect, incorporate, or analyze information
that is relevant to the development of the position or strategy of the commissioner of
revenue, the commissioner of natural resources, or the attorney general with respect
to a particular provision that may be incorporated into the contract are not public

records until the commissioner of revenue gives public notice under AS 43.82.410 of
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the commissioner’s preliminary findings and determination under AS 43.82.400.
Nothing in this subsection

(1) makes a record or file of the Department of Revenue, the
Department of Natural Resources, or the Department of Law a public record that
otherwise would not be a public record under AS 09.25.100 - 09.25.220;

(2) affects the confidentiality provisions of (a) - (e) of this section; or

(3) abridges a privilege recognized under the laws of this state, whether
at common law or by statute or by court rule.

Article 5. Contract Review, Approval, and Termination.

Sec. 43.82.400. Preliminary findings and determination regarding the
contract. (a) If the commissioner develops a proposed contract under AS 43.82.200 -
43.82.270, the commissioner shall

(1) make preliminary findings and a determination that the proposed
contract terms are in the long-term fiscal interests of the state and further the purposes
of this chapter; and

(2) prepare a proposed contract that includes those terms and shall
submit the contract to the governor.

(b) To make the preliminary findings and determination required by (a)(1) of
this section, the commissioner shall compare the projected public revenue anticipated
from the approved qualified project with the estimated operating and capital costs of
the additional state and municipal services anticipated to arise from the construction
and operation of the approved qualified project. The commissioner shall address the
reasonably foreseeable effects of the proposed contract on the public revenue.

(c) In conjunction with the making of preliminary findings and determination
required by (a)(1) of this section, the commissioner shall describe the principal factors,
including the projected price of gas, projected production rate or volume of gas, and
projected recovery, development, construction, and operating costs, upon which the
determination made under (a)(1) of this section is based. If the commissioner has
previously submitted a proposed contract to the governor, the commissioner shall
describe any material differences between the terms of the currently proposed contract

and the previously proposed contract.
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Sec. 43.82.410. Notice and comment regarding the contract. The
commissioner shall

(1) give reasonable public notice of the preliminary findings and
determination made under AS 43.82.400;

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

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

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

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

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

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

Sec. 43.82.420. Coordination of public and legislative reviewl o the extent
practicable, the commissioner shall coordinate the public comment opportunity
provided under AS 43.82.410(4) with a review by the Legislative Budget and Audit
Committee under AS 43.82.410(3).
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Sec. 43.82.430. Final findings, determination, and proposed amendments;
execution of the contract. (a) Within 30 days after the close of the public comment
period under AS 43.82.410(4), the commissioner of revenue shall

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

(2) after consultation with the commissioner of natural resources, if
appropriate, and with the pertinent municipal advisory group established under
AS 43.82.510, prepare a list of proposed amendments, if any, to the proposed contract
that the commissioner of revenue determines are necessary to respond to public
comments;

(3) make final findings and a determination as to whether the proposed
contract and any proposed amendments prepared under (2) of this subsection meet the
requirements and purposes of this chapter.

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

(c) The commissioner's final findings and determination under (a) of this
section are final agency decisions under this chapter.

Sec. 43.82.435. Legislative authorization.The governor may transmit a
contract developed under this chapter to the legislature together with a request for
authorization to execute the contract. A contract developed under this chapter is not
binding upon or enforceable against the state or other parties to the contract unless the
governor is authorized to execute the contract by law. The state and the other parties
to the contract may execute the contract within 60 days after the effective date of the
law authorizing the contract.

Sec. 43.82.440. Judicial review. A person may not bring an action
challenging the constitutionality of a law authorizing a contract enacted under
AS 43.82.435 or the enforceability of a contract executed under a law authorizing a

contract enacted under AS 43.82.435 unless the action is commenced within 120 days
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after the date that the contract was executed by the state and the other parties to the
contract.

Sec. 43.82.445. Administrative termination of a contract. (a) The
commissioner shall include terms in a contract developed under AS 43.82.020 that
provide for administrative termination of a party's rights under the procedures and
conditions set out in this section if the party has

(1) ceased to meet the requirements of AS 43.82.110 as a qualified
sponsor or qualified sponsor group;

(2) intentionally or fraudulently misrepresented, in whole or in part,
material facts or circumstances upon which the contract was made;

(3) failed to comply with a condition or material term of the contract
or a provision of this chapter; or

(4) failed to comply with the approved qualified project plan or any
updated project plan.

(b) Before administrative termination of a contract under this section, the
commissioner shall give notice to the parties of the commissioner's intent to terminate
the contract and an opportunity to be heard. The commissioner may also provide the
parties an opportunity to cure any deficiency that is the basis for the termination if the
commissioner determines that curing the deficiency is appropriate under the
circumstances.

(c) Notwithstanding (a) and (b) of this section, the commissioner may not
administratively terminate a contract after the party has committed full project funding
except as provided in (e) of this section.

(d) A party to a contract who is affected by the commissioner's action to
terminate under (a) of this section may file an appeal with the superior court under the
Alaska Rules of Appellate Procedure.

(e) The commissioner may provide terms and conditions in a contract
developed under AS 43.82.020 upon which a party’s rights under the contract may be
administratively terminated after the party commits full project funding.

Article 6. Municipal Participation.

Sec. 43.82.500. Obligation to share payments with municipalitieslf the
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commissioner develops a contract under AS 43.82.020 that includes terms that exempt
a party to the contract, and the property, gas, products, and activities associated with
the approved qualified project that is subject to the contract, from a municipal tax or
assessment in accordance with AS 29.45.810 or AS 29.46.010(b), or AS 43.82.200 and
43.82.210, the commissioner shall include a term in the contract that the party pay a
portion of the periodic payments due under the contract to the revenue-affected
municipality.

Sec. 43.82.505. Payments to economically affected municipalitiet. the
commissioner executes a contract under AS 43.82.020 that will produce one or more
economically affected municipalities, the commissioner shall include a term in the
contract that provides for a portion of the periodic payments to the economically
affected municipalities under the principles in AS 43.82.520.

Sec. 43.82.510. Municipal advisory group(a) If the commissioner approves
an application and proposed project plan under AS 43.82.140 and decides to develop
a contract under AS 43.82.020 and 43.82.200, the commissioner shall notify each
revenue-affected municipality and economically affected municipality.

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

(c) Each municipal advisory group serves until a final action is taken on the
application for which the group was appointed.

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

Sec. 43.82.520. Duties of the commissioner of revenue in relation to
municipal participation. (a) The commissioner shall meet with each municipal
advisory group periodically to report on the development of the contract provisions that
affect the municipalities.

(b) In developing a contract under AS 43.82.200 - 43.82.270, the commissioner
shall ensure that each revenue-affected municipality and economically affected
municipality receives a fair and reasonable share of the payments provided under
AS 43.82.210 in accordance with the following principles:

(1) the share of the payments to revenue-affected municipalities should
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be given priority over payments to economically affected municipalities with due
regard to the anticipated size of the tax base that the contract would exempt from
municipal taxation by revenue-affected municipalities;

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

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

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

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

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

Article 7. Miscellaneous Provisions.

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

Sec. 43.82.610. Regulationd'he commissioner of revenue, the commissioner
of natural resources, and the commissioner of labor may adopt regulations to carry out
their respective duties under this chapter.

Sec. 43.82.620. Procedures for collection of amounts due; securitya)
The commissioner may adopt procedures for the collection of amounts due the state
under a contract developed under AS 43.82.020, including the collection of interest and
penalties.

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

Sec. 43.82.630. Reports and auditsThe commissioner may require periodic
reports from and may at reasonable intervals conduct audits and inspect the books of

a party that has entered into a contract developed under AS 43.82.020 to ensure
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compliance with the provisions of this chapter and the regulations adopted under this
chapter and of the terms of the contract.

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

Article 8. General Provisions.

Sec. 43.82.900. Definitions. In this chapter, unless the context requires
otherwise,

(1) "affected municipality" means an economically affected
municipality or a revenue-affected municipality;

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

(3) "cubic foot of gas" means the quantity of gas contained in a volume
of one cubic foot at a standard temperature of 60 degrees Fahrenheit and a standard
absolute pressure of 14.65 pounds per square inch;

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

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

(6) "economic rent" means the estimated total gross revenue less
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estimated total costs for a qualified project over the term of a contract under

AS 43.82.020, measured in undiscounted nominal dollars; for purposes of this

paragraph, total costs do not include a rate of return on capital, financing costs, or any
payments to governments;

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

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

(9) "group" means two or more persons;

(10) "lease or property" has the meaning given in AS 43.55.900;

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

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

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

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

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

(54) AS 29.45.810 (exemption from municipal taxation);
(55) AS 29.46.010(b) (exemption from municipal assessment).

* Sec. 5. AS 29.45 is amended by adding a new section to read:

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

in the contract, from all taxes identified in the contract that would be levied and
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collected by a municipality under state law as a consequence of the participation by
the party in the approved qualified project.

(b) This section applies to home rule and general law municipalities.

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

(b) Notwithstanding (a) of this section, a party to a contract approved by the
legislature as a result of submission of a proposed contract developed under AS 43.82
or as a result of acts by the legislature in implementing the purposes of AS 43.82, is
exempt, as specified in the contract, from assessment under this chapter against real

property associated with the approved qualified project that is subject to the contract.

* Sec. 7. AS 36.30.850(b) is amended by adding a new paragraph to read:

(38) contracts between the commissioner of revenue and an independent
contractor under AS 43.82.240.

* Sec. 8. AS 43.20.072 is amended by adding a new subsection to read:

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

unless required to do so by the contract.

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

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

to do so by the contract.

* Sec. 10. SEVERABILITY. Under AS 01.10.030, if any provision of this Act, or the
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1 application of a provision of this Act to any person or circumstance, is held invalid, the
2 remainder of this Act and the application to other persons or circumstances is not affected.
3 * Sec. 11. This Act takes effect immediately under AS 01.10.070(c).
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CS FOR HOUSE BILL NO. 16(FIN) am
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION
BY THE HOUSE FINANCE COMMITTEE

Amended: 3/26/03
Offered: 3/19/03

Sponsor(s): REPRESENTATIVES FATE, Whitaker, Chenault, Holm, Kohring, Heinze, Crawford,
Guttenberg, Lynn

SENATORS Elton, Wagoner, Seekins, Lincoln, Dyson, Guess, Bunde, Wilken, Green, Cowdery, Ben Stevens,
Ellis, Olson

A BILL
FOR AN ACT ENTITLED
"An Act amending, for purposes of the Alaska Stranded Gas Development Act, the
standards applicable to determining whether a proposed new investment constitutes a
qualified project, the standards used to determine whether a person or group qualifies
as a project sponsor or project sponsor group, and the deadline for applications relating
to the development of contracts for payments in lieu of taxes and for royalty
adjustments that may be submitted for consideration, and modifying the conditions
bearing on the use of independent contractors to evaluate applications or to develop
contract terms; providing statements of intent for the Act relating to use of project labor

agreements and to reopening of contracts; and providing for an effective date."

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

* Section 1. The uncodified law of the State of Alaska is amended by adding a new section

to read:
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LEGISLATIVE INTENT. It is the intent of the legislature that
(1) in awarding contracts under the Alaska Stranded Gas Development Act, a
qualified sponsor or qualified sponsor group and contractors of the qualified sponsor or
qualified sponsor group may develop and enter into project labor agreements with appropriate
collective bargaining organizations for each project for which a contract is entered into; and
(2) each contract for payments in lieu of taxes and for royalty adjustments
entered into under the Alaska Stranded Gas Development Act contain a provision by which
the contract may be reopened by any party to the contract; the subject matter of the reopening
may be dealt with through the use of arbitration proceedings agreed on by the parties.
* Sec. 2. AS 43.82.100 is amended to read:
Sec. 43.82.100. Qualified project. Based on information available to the
commissioner, the commissioner may determine that a proposal for new investment is
a qualified project under this chapter [ONLY] if the project

(1) principally involves

(A) the transportation of natural gas by pipeline to one or

more markets, together with any associated processing or treatment;

(B) [IS A PROJECT FOR] the export of liquefied natural gas

from the state to one or more other states or countries:; or

(C) any other technology that commercializes the shipment

of natural gas within the state or from the state to one or more other states

or countries;
(2) would produce at least 500,000,000,000 cubic feet of stranded gas
within 20 years from the commencement of commercial operations; and
(3) is capable, subject to applicable commercial regulation and
technical and economic considerations, of making gas available to meet the reasonably
foreseeable demand in this state for gas within the economic proximity of the project.
* Sec. 3. AS 43.82.110 is amended to read:
Sec. 43.82.110. Qualified sponsor or qualified sponsor group. The
commissioner may determine that a person or group is a qualified sponsor or qualified
sponsor group if the person or a member of the group

(1) intends to own an equity interest in a qualified project, intends to

CSHB 16(FIN) am -2- HB0016e
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commit gas that it owns to a qualified project, or holds the permits that the department
determines are essential to construct and operate a qualified project; and
(2) meets one or more of the following criteria:
(A) owns a working interest in at least 10 percent of the
stranded gas proposed to be developed by a qualified project;
(B) has the right to purchase at least 10 percent of the stranded
gas proposed to be developed by a qualified project;
(C) has the right to acquire, control, or market at least 10
percent of the stranded gas proposed to be developed by a qualified project;
(D) has a net worth equal to at least 10 [33] percent of the
estimated cost of constructing a qualified project;
(E) has an unused line of credit equal to at least 15 [25] percent
of the estimated cost of constructing a qualified project.
* Sec. 4. AS 43.82.170 is amended to read:

Sec. 43.82.170. Application deadline. The commissioner of revenue or the
commissioner of natural resources may not act on an application for a contract
submitted under AS 43.82.120 unless the application is received by the Department of
Revenue no later than March 31, 2005 [JUNE 30, 2001].

* Sec. 5. AS 43.82.240(a) is amended to read:

(a) The commissioner may use independent contractors [AN

INDEPENDENT CONTRACTOR] to assist in the evaluation of an application or in

the development of contract terms under AS 43.82.200. The commissioner may
condition the development of a contract under AS 43.82.020 on an agreement by the
applicant to reimburse the state for the reasomable expenses of independent
contractors [AN INDEPENDENT CONTRACTOR] under this section. A

reimbursement of expenses that is required in an agreement authorized by this

subsection may not exceed $1.500,000 for each application.
* Sec. 6. This Act takes effect immediately under AS 01.10.070(c).
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Alaska Stranded Gas Development Act
(as amended in 2003)

Sec. 43.82.010. Purpose.

The purpose of this chapter is to

(1) encourage new investment to develop the state's stranded gas resources by authorizing
establishment of fiscal terms related to that new investment without significantly altering tax and
royalty methodologies and rates on existing oil and gas infrastructure and production;

(2) allow the fiscal terms applicable to a qualified sponsor or the members of a qualified sponsor
group, with respect to a qualified project, to be tailored to the particular economic conditions of
the project and to establish those fiscal terms in advance with as much certainty as the
Constitution of the State of Alaska allows; and

(3) maximize the benefit to the people of the state of the development of the state's stranded
gas resources.

Sec. 43.82.020. Contracts for payments in lieu of other taxes and for royalty adjustments.

The commissioner may, under this chapter, negotiate terms for inclusion in a proposed contract
with a qualified sponsor or qualified sponsor group providing for

(1) periodic payment in lieu of one or more taxes that otherwise would be imposed by the state
or a municipality on the qualified sponsor or members of the qualified sponsor group as a
consequence of the sponsor's or group's participation in an approved qualified project under this
chapter; and

(2) certain adjustments regarding royalty under AS 43.82.220 .

Sec. 43.82.100. Qualified project.

Based on information available to the commissioner, the commissioner may determine that a
proposal for new investment is a qualified project under this chapter enbyif the project

(1) principally involves

(A) the transportation of natural gas by pipeline to one or more markets, together with any
associated processing or treatment;

(B) is-a-projectforthe export of liquefied natural gas from the state to one or more other states
or countries; or

(C) any other technology that commercializes the shipment of natural gas within the state or
from the state to one or more other states or countries;

(2) would produce at least 500,000,000,000 cubic feet of stranded gas within 20 years from the
commencement of commercial operations; and
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(3) is capable, subject to applicable commercial regulation and technical and economic
considerations, of making gas available to meet the reasonably foreseeable demand in this
state for gas within the economic proximity of the project.

Sec. 43.82.110. Qualified sponsor or qualified sponsor group.

The commissioner may determine that a person or group is a qualified sponsor or qualified
sponsor group if the person or a member of the group

(1) intends to own an equity interest in a qualified project, intends to commit gas that it owns to
a qualified project, or holds the permits that the department determines are essential to
construct and operate a qualified project; and

(2) meets one or more of the following criteria:

(A) owns a working interest in at least 10 percent of the stranded gas proposed to be developed
by a qualified project;

(B) has the right to purchase at least 10 percent of the stranded gas proposed to be developed
by a qualified project;

(C) has the right to acquire, control, or market at least 10 percent of the stranded gas proposed
to be developed by a qualified project;

(D) has a net worth equal to at least 33-10 percent of the estimated cost of constructing a
qualified project;

(E) has an unused line of credit equal to at least 25-15 percent of the estimated cost of
constructing a qualified project.

Sec. 43.82.120. Applications.

(a) A qualified sponsor or qualified sponsor group may submit to the department an application
for development of a contract under AS 43.82.020 evidencing that the requirements of AS
43.82.100 and 43.82.110 are met. The application must be submitted in the manner and form
and contain the information required by the department.

(b) Along with an application submitted under (a) of this section, an applicant shall submit a
proposed project plan for a qualified project that contains the following information based on the
information known to the applicant at the time of application:

(1) a description of the work accomplished as of the date of the application to further the project;

(2) a schedule of proposed development activity leading to the projected commencement of
commercial operations of the project;

(3) a description of the development activity proposed to be accomplished under the proposed
project plan;

(4) a description of each lease or property that the applicant believes to contain the stranded
gas that would be developed if the project was built;
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(5) a description of the methods and terms under which the applicant is prepared to make gas
available to meet the reasonably foreseeable demand in this state for gas within the economic
proximity of the project during the term of the proposed contract, including proposed pipeline
transportation and expansion rules if pipeline transportation is a part of the proposed project;

(6) a detailed description of options to mitigate the increased demand for public services and
other negative effects caused by the project;

(7) a detailed description of options for the safe management and operation of the project once
it is constructed;

(8) other information that the commissioner of revenue, in consultation with the commissioner of
natural resources, considers necessary to make a determination that

(A) the work accomplished as of the date of application, the schedule of proposed development
activity, and the development activity proposed to be accomplished under the proposed project
plan reflect a proposal for diligent development on the part of the applicant;

(B) the proposed project plan does not materially conflict with the obligations of a lessee to the
state under a lease or under a pool, unit, or other agreement with the state; and

(C) the proposed project plan describes satisfactory methods and terms for accommodating
reasonably foreseeable demand for gas in this state within the economic proximity of the project
during the term of the proposed contract.

(c) The requirements of (b) of this section do not diminish the obligations of a qualified sponsor
or member of a qualified sponsor group to the state or restrict the authority of the commissioner
of revenue or the commissioner of natural resources under any other law or agreement relating
to a plan of development for a lease, pool, or unit.

Sec. 43.82.130. Qualified project plan.

A proposed project plan submitted under AS 43.82.120 may be approved as a qualified project
plan under AS 43.82.140 if the proposed project plan

(1) reflects a proposal for diligent development of the project on the part of the applicant;

(2) does not materially conflict with the obligations of a lessee to the state under a lease or
under a pool, unit, or other agreement with the state; and

(3) describes satisfactory methods and terms for making gas available to meet the reasonably
foreseeable demand in this state for gas within the economic proximity of the project during the
term of the proposed contract.

Sec. 43.82.140. Review of applications and determination of qualifications.

(a) The commissioner shall review an application submitted under AS 43.82.120 to determine
whether the provisions of AS 43.82.100 concerning a qualified project and AS 43.82.110
concerning a qualified sponsor or qualified sponsor group have been met. The commissioner
may approve an application only if those provisions have been met.
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(b) If the commissioner approves an application under (a) of this section, the commissioner and
the commissioner of natural resources shall review the proposed project plan submitted with the
application to determine whether the provisions of AS 43.82.130 have been met. The
commissioner may approve the proposed project plan as a qualified project plan only if the
commissioner of natural resources concurs in the approval.

(c) The commissioner shall send to the applicant written notice of and the reasons for the
determinations made under (a) and (b) of this section.

Sec. 43.82.150. Actions challenging determinations on applications.

(a) Only an applicant under AS 43.82.120 who is aggrieved by a determination of the
commissioner of revenue or the commissioner of natural resources under AS 43.82.140 may
seek judicial review of the determination.

(b) The only grounds for judicial review of a determination made under AS 43.82.140 are

(1) failure to follow the qualification and application procedures set out in AS 43.82.100 -
43.82.180; or

(2) abuse of discretion that is so capricious, arbitrary, or confiscatory as to constitute a denial of
due process.

Sec. 43.82.160. Multiple applications for similar or competing qualified projects.

Nothing in this chapter prohibits different qualified sponsors or different qualified sponsor groups
from submitting applications under AS 43.82.120 relating to similar or competing qualified
projects or prohibits the commissioner of revenue or the commissioner of natural resources from
reviewing and approving applications and proposed project plans under AS 43.82.140 relating
to similar or competing qualified projects.

Sec. 43.82.170. Application deadline.
The commissioner of revenue or the commissioner of natural resources may not act on an

application for a contract submitted under AS 43.82.120 unless the application is received by
the Department of Revenue no later than June-30,-2004March 31, 2005.

Sec. 43.82.180. Withdrawal of applications.

Subiject to the terms of a reimbursement agreement under AS 43.82.240 or other agreement
with the Department of Revenue, the Department of Natural Resources, the commissioner of
revenue, or the commissioner of natural resources affecting the withdrawal of an application, a
qualified sponsor or qualified sponsor group may withdraw an application submitted under AS
43.82.120 at any time before the date that the commissioner of revenue submits a contract to
the governor under AS 43.82.430 without further obligation under this chapter.

Sec. 43.82.200. Contract development.

If the commissioner approves an application and proposed project plan under AS 43.82.140 ,
the commissioner may develop a contract that may include
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(1) terms concerning periodic payment in lieu of one or more taxes as provided in AS 43.82.210

(2) terms developed under AS 43.82.220 relating to
(A) timing and notice of the state's right to take royalty in kind or in value; and
(B) royalty value;

(3) terms regarding the hiring of Alaska residents and contracting with Alaska businesses 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 under AS 43.82.445 ; and
(7) other terms or conditions that are

(A) necessary to further the purposes of this chapter; or

(B) in the best interests of the state.

Sec. 43.82.210. Contract terms relating to payment in lieu of one or more taxes.

(a) If the commissioner approves an application and proposed project plan under AS 43.82.140
, the commissioner may develop proposed terms for inclusion in a contract under AS 43.82.020
for periodic payment in lieu of one or more of the following taxes that otherwise would be
imposed by the state or a municipality on the qualified sponsor or member of a qualified sponsor
group as a consequence of participating in an approved qualified project:

(1) oil and gas production taxes and oil surcharges under AS 43.55;

(2) oil and gas exploration, production, and pipeline transportation property taxes under AS
43.56;

(3) [Repealed, Sec. 6 ch 34 SLA 1999].

(4) Alaska net income tax under AS 43.20;

(5) municipal sales and use tax under AS 29.45.650 - 29.45.710;

(6) municipal property tax under AS 29.45.010 - 29.45.250 or 29.45.550 - 29.45.600;
(7) municipal special assessments under AS 29.46;

(8) a comparable tax or levy imposed by the state or a municipality after June 18, 1998;

(9) other state or municipal taxes or categories of taxes identified by the commissioner.
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(b) If the commissioner chooses to develop proposed terms under (a) of this section, the
commissioner shall, if practicable and consistent with the long-term fiscal interests of the state,
develop the terms in a manner that attempts to balance the following principles:

(1) the terms should, in conjunction with other factors such as cost reduction of the project, cost
overrun risk reduction of the project, increased fiscal certainty, and successful marketing,
improve the competitiveness of the approved qualified project in relation to other development
efforts aimed at supplying the same market;

(2) the terms should accommodate the interests of the state, affected municipalities, and the
project sponsors under a wide range of economic conditions, potential project structures, and
marketing arrangements;

(3) the state's and affected municipalities’ combined share of the economic rent of the approved
qualified project under the contract should be relatively progressive; that is, the state's and
affected municipalities' combined annual share of the economic rent of the approved qualified
project generally should not increase when there are decreases in project profitability, or
decrease when there are increases in project profitability;

(4) the state's and affected municipalities’ combined share of the economic rent of the approved
qualified project under the contract should be relatively lower in the earlier years than in the later
years of the approved qualified project;

(5) the terms should allow the project sponsors to retain a share of the economic rent of the
approved qualified project that is sufficient to compensate the sponsors for risks under a range
of economic circumstances;

(6) the terms should provide the state and affected municipalities with a significant share of the
economic rent of the approved qualified project, when discounted to present value, under
favorable price and cost conditions;

(7) the method for calculating the periodic payment in lieu of certain taxes under the contract
should be clear and unambiguous; and

(8) while cost calculations for the approved qualified project under the contract should be based
on amounts that closely approximate actual costs, agreed-upon formulas reflecting reasonable
economic assumptions should be used if possible to promote administrative certainty and
efficiency.

(c) Except as provided in (b) of this section, the commissioner's discretion under this section in
developing proposed terms for a contract under AS 43.82.020 is not limited to consideration of
the economic rent of the approved qualified project.

Sec. 43.82.220. Contract terms relating to royalty.

(a) Notwithstanding any contrary provisions of AS 38, the commissioner of natural resources,
with the concurrence of the commissioner of revenue and the affected parties holding a state
lease or unit agreement, may develop proposed terms for inclusion in a contract under AS
43.82.020 that modify the timing and notice provisions of the applicable oil and gas leases and
unit agreements pertaining to the state's rights to receive its royalty on gas in kind or in value if
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(1) the viability of the approved qualified project depends on long-term gas purchase and sale
agreements;

(2) certainty over time regarding the quantity of royalty gas that the state may be taking in kind
is needed to secure the long-term purchase and sale agreements;

(3) the specified period of the state's commitment to take its royalty share in value or in kind
does not exceed the term of the purchase and sale agreements; and

(4) the modification does not impair the ability of the approved qualified project or the state to
meet the reasonably foreseeable demand in this state for gas within economic proximity of the
project during the term of the contract developed under AS 43.82.020 .

(b) Notwithstanding any contrary provisions of AS 38, the commissioner of natural resources,
with the concurrence of the commissioner of revenue and the affected parties holding a state
lease or unit agreement, may develop proposed terms for inclusion in a contract under AS
43.82.020 that establish a valuation method for the state's royalty share of the gas production
from an approved qualified project.

(c) The commissioner of revenue shall include any proposed terms relating to royalty developed
in accordance with this section in the proposed contract under AS 43.82.400 .

(d) Nothing in this chapter permits modification of the state's rights that relate to timing, notice,
and rights to receive oil royalty in kind or in value under oil and gas leases or unit agreements.

Sec. 43.82.230. Contract terms relating to hiring of Alaska residents and contracting with
Alaska businesses.

(a) The commissioner shall include in a contract under AS 43.82.020 a term requiring the
qualified sponsor or qualified sponsor group and contractors of the qualified sponsor or qualified
sponsor group to comply with all valid federal, state, and municipal laws relating to hiring Alaska
residents and contracting with Alaska businesses to work in the state on the approved qualified
project and not to discriminate against Alaska residents or Alaska businesses. Within the
constraints of law, the commissioner shall also include in a contract under AS 43.82.020 a term
that requires the qualified sponsor or qualified sponsor group and contractors of the qualified
sponsor or qualified sponsor group to employ Alaska residents and to contract with Alaska
businesses to work in the state on the approved qualified project to the extent the residents and
businesses are available, competitively priced, and qualified.

(b) The commissioner shall include in a contract under AS 43.82.020 a term requiring the
qualified sponsor or qualified sponsor group and contractors of the qualified sponsor or qualified
sponsor group to

(1) advertise for available positions in newspapers in the location where the work is to be
performed and in other publications distributed throughout the state, including in rural areas;
and

(2) use Alaska job service organizations located throughout the state and not just in the location
where the work is to be performed in order to notify Alaskans of work opportunities on the
approved qualified project.
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(c) Subject to the voluntary agreement of the qualified sponsor, the commissioner may include a
term in the contract providing for incentives to encourage training and hiring of Alaska residents.

(d) This section does not create or abridge individual rights and does not create a private right of
action for any person.

(e) For purposes of this section,

(1) "Alaska business" means a firm or contractor that

(A) has held an Alaska business license for the preceding 12 months;

(B) maintains, and has maintained for the preceding 12 months, a place of business in the state
that competently and professionally deals in supplies, services, or construction of the nature
required for the approved qualified project; and

(C)is

(i) a sole proprietorship and the proprietor is an Alaska resident;

(i) a partnership and more than 50 percent of the partnership interest is held by Alaska
residents;

(iii) a limited liability company and more than 50 percent of the membership interest is held by
Alaska residents;

(iv) a corporation that has been incorporated in the state or is authorized to do business in the
state; or

(v) a joint venture and a majority of the venturers qualify as Alaska businesses under this
paragraph;

(2) "Alaska job service organizations" means those offices maintained by the state and
recommended by the Department of Labor and Workforce Development whose functions are to
aid the unemployed or underemployed in finding employment;

(3) "Alaska resident” means a natural person who
(A) receives a permanent fund dividend under AS 43.23; or

(B) is registered to vote under AS 15 and qualifies for a resident fishing, hunting, or trapping
license under AS 16;

(4) "available," as applied to an Alaska resident or Alaska business, means that the resident or
business is available for employment at the time required and is located anywhere in the state,
not just in the area of the state where the work is to be performed;

(5) "qualified," as applied to an Alaska resident or Alaska business, means that the resident or
business possesses the requisite education, training, skills, certification, or experience to
perform the work necessary for a particular position or to perform a particular service.
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Sec. 43.82.240. Use of an independent contractor.

(a) The commissioner may use an-independent-contractorindependent contractors to assist in
the evaluation of an application or in the development of contract terms under AS 43.82.200 .
The commissioner may condition the development of a contract under AS 43.82.020 on an
agreement by the applicant to reimburse the state for the reasonable expenses of an
independent-contractor independent contractors under this section._A reimbursement of
expenses that is required in an agreement authorized by this subsection may not exceed
$1,500,000 for each application.

(b) An independent contractor selected under this section must sign an agreement regarding
confidentiality and disclosures consistent with the determinations made under AS 43.82.310
before the contractor may review information that is determined confidential under AS 43.82.310

(c) Selection of an independent contractor under this section is not subject to AS 36.30 (State
Procurement Code).

Sec. 43.82.250. Term of contract; effective date.

The term of a contract developed under AS 43.82.020 may be for no longer than is necessary to
develop the stranded gas that is subject to the contract; however, the term of the contract may
not exceed 35 years from the commencement of commercial operations of the approved
qualified project.

Sec. 43.82.260. Change of parties to an application or a contract; assignment of interests.

(a) A qualified sponsor or member of a qualified sponsor group may assign an interest in or add
or withdraw a party to an application under AS 43.82.120 only if the commissioner has

(1) made a finding that the assignment, addition, or withdrawal is consistent with the
requirements of AS 43.82.110 ; and

(2) given prior written approval for the assignment, addition, or withdrawal.

(b) A contract developed under this chapter may provide for the assignment to or withdrawal of
a qualified sponsor or member of a qualified sponsor group.

(c) Upon being added to an application under this section, a party becomes a qualified sponsor
or a member of a qualified sponsor group, as appropriate, for the relevant project.

(d) The commissioner may not unreasonably withhold approval under (a) of this section, but
may condition the approval in any way reasonably necessary to protect the fiscal interests of the
state and to further the purposes of this chapter.

(e) For purposes of this section, an assignment includes a transfer of stock or a partnership
interest in a manner that changes control of a qualified sponsor or member of a qualified
sponsor group.

Page 9 1/20/04



Sec. 43.82.270. Project plans and work commitments.

A contract under AS 43.82.020 must include the qualified project plan approved under AS
43.82.140 and provisions for updating the plan at reasonable intervals until the commencement
of commercial operations of the approved qualified project. The commissioner of revenue, in
consultation with the commissioner of natural resources, may, as a term in a contract under AS
43.82.020 , include work commitments or other obligations in the contract to be accomplished
before the commencement of commercial operations of the approved qualified project.

Sec. 43.82.300. Requests for information.

The commissioner of revenue or the commissioner of natural resources may request from an
applicant information that the respective commissioner determines is necessary to perform the
respective commissioner's responsibilities under AS 43.82.140 . If the application is approved
under AS 43.82.140 , the respective commissioner shall require the successful applicant to
provide financial, technical, and market information regarding the qualified project that the
respective commissioner determines is necessary for the purpose of developing contract terms
for the qualified project under AS 43.82.200 . If requested information is not provided, the
commissioner of revenue may not continue to review the application under AS 43.82.140 or
develop the contract under AS 43.82.200 - 43.82.270, as applicable.

Sec. 43.82.310. Disclosure of information; confidentiality.

(a) An applicant may request confidential treatment of information that the applicant provides
under AS 43.82.300 by clearly identifying the information and the reasons supporting the
request for confidential treatment. The commissioner of revenue or the commissioner of natural
resources, as appropriate, shall keep the information confidential until the commissioner
determines whether the requirements of (b) of this section are met. If the commissioner of
revenue or the commissioner of natural resources has not made a determination under (b) of
this section within 14 days after receiving a request for confidential treatment, the request is
considered denied. If the appropriate commissioner determines that the information does not
meet the requirements of (b) of this section or if the commissioner fails to make a determination
within 14 days, the commissioner shall return the information and any copies of it at the request
of the applicant. If the commissioner of revenue or the commissioner of natural resources, as
appropriate, returns information under this subsection, the commissioner shall cease review of
the application or cease contract development under AS 43.82.200 - 43.82.270, as appropriate,
unless the commissioner determines that the returned information is unnecessary to make a
determination on the application or to develop contract terms under AS 43.82.200 - 43.82.270.

(b) If requested by the applicant, information provided to the commissioner of revenue or the
commissioner of natural resources under AS 43.82.300 shall be kept confidential if the
commissioner receiving the information determines, upon an adequate showing by the
applicant, that the information

(1) is a trade secret or other proprietary research, development, or commercial information that
the applicant treats as confidential;

(2) affects the applicant's competitive position; and

(3) has commercial value that may be significantly diminished by public disclosure or that public
disclosure is not in the long-term fiscal interests of the state.
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(c) Information determined to be confidential under (b) of this section is confidential under that
subsection only so long as is necessary to protect the competitive position of the applicant, to
prevent the significant diminution of the commercial value of the information, or to protect the
long-term fiscal interests of the state. The commissioner of revenue or the commissioner of
natural resources, as appropriate, may not release information that the commissioner has
previously determined to be confidential under (b) of this section without providing the applicant
notice and an opportunity to be heard.

(d) Notwithstanding the limitation in (c) of this section, the Department of Revenue and the
Department of Natural Resources may provide to one another, to the Department of Law, to the
legislature, and to the Office of the Governor any information provided under AS 43.82.300
relevant to the implementation of this chapter or to the enforcement of state or federal laws.
Information that is exchanged under this subsection that was determined to be confidential
under (b) of this section remains confidential except as provided in (c) of this section. The
portions of the records and files of the Department of Revenue, the Department of Natural
Resources, the Department of Law, the legislature, and the Office of the Governor that reflect,
incorporate, or analyze information that is determined to be confidential under (b) of this section
are not public records except as provided in (c) of this section.

(e) Notwithstanding the limitation in (c) of this section, information that is determined to be
confidential under (b) of this section shall be disclosed on request by the commissioner of
revenue, the commissioner of natural resources, or the attorney general to a legislator; to the
legislative auditor; and, as directed by the chair or vice-chair of the Legislative Budget and Audit
Committee, to the director of legislative finance, to the permanent employees of those divisions
who are responsible for evaluating a contract under AS 43.82.020, and to agents or contractors
of the legislative auditor or the director of legislative finance who are engaged to evaluate a
contract under AS 43.82.020 . Information that is determined to be confidential under (b) of this
section may also be disclosed by the commissioner of revenue or the commissioner of natural
resources to an independent contractor under AS 43.82.240 or to a municipal advisory group
established under AS 43.82.510 . Before confidential information is disclosed under this
subsection, the person receiving the information must sign an appropriate confidentiality
agreement.

(f) If the commissioner of revenue chooses to develop a contract under AS 43.82.020 , the
portions of the records and files of the Department of Revenue, the Department of Natural
Resources, the Department of Law, and a municipal advisory group established under AS
43.82.510 that reflect, incorporate, or analyze information that is relevant to the development of
the position or strategy of the commissioner of revenue, the commissioner of natural resources,
or the attorney general with respect to a particular provision that may be incorporated into the
contract are not public records until the commissioner of revenue gives public notice under AS
43.82.410 of the commissioner's preliminary findings and determination under AS 43.82.400 .
Nothing in this subsection

(1) makes a record or file of the Department of Revenue, the Department of Natural Resources,
or the Department of Law a public record that otherwise would not be a public record under AS
40.25.100 - 40.25.220;

(2) affects the confidentiality provisions of (a) - (e) of this section; or

(3) abridges a privilege recognized under the laws of this state, whether at common law or by
statute or by court rule.
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Sec. 43.82.400. Preliminary findings and determination regarding the contract.

(a) If the commissioner develops a proposed contract under AS 43.82.200 - 43.82.270, the
commissioner shall

(1) make preliminary findings and a determination that the proposed contract terms are in the
long-term fiscal interests of the state and further the purposes of this chapter; and

(2) prepare a proposed contract that includes those terms and shall submit the contract to the
governor.

(b) To make the preliminary findings and determination required by (a)(1) of this section, the
commissioner shall compare the projected public revenue anticipated from the approved
qualified project with the estimated operating and capital costs of the additional state and
municipal services anticipated to arise from the construction and operation of the approved
qualified project. The commissioner shall address the reasonably foreseeable effects of the
proposed contract on the public revenue.

(c) In conjunction with the making of preliminary findings and determination required by (a)(1) of
this section, the commissioner shall describe the principal factors, including the projected price
of gas, projected production rate or volume of gas, and projected recovery, development,
construction, and operating costs, upon which the determination made under (a)(1) of this
section is based. If the commissioner has previously submitted a proposed contract to the
governor, the commissioner shall describe any material differences between the terms of the
currently proposed contract and the previously proposed contract.

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

(1) give reasonable public notice of the preliminary findings and determination made under AS
43.82.400 ;

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

(A) the presiding officer of each house of the legislature;
(B) the chairs of the finance and resources committees of the legislature; and
(C) the chairs of the special committees on oil and gas, if any, of the legislature;

(3) offer to appear before the Legislative Budget and Audit Committee to provide the committee
a review of the commissioner's preliminary findings and determination, the proposed contract,
and the supporting financial, technical, and market data; if the Legislative Budget and Audit
Committee accepts the commissioner's offer, the committee shall give notice of the committee's
meeting to the public and all members of the legislature; if the financial, technical, and market
data that is to be provided must be kept confidential under AS 43.82.310 , the commissioner
may not release the confidential information during a public portion of a committee meeting; and
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(4) establish a period of at least 30 days for the public and members of the legislature to
comment on the proposed contract and the preliminary findings and determination made under
AS 43.82.400 .

Sec. 43.82.420. Coordination of public and legislative review.

To the extent practicable, the commissioner shall coordinate the public comment opportunity
provided under AS 43.82.410 (4) with a review by the Legislative Budget and Audit Committee
under AS 43.82.410 (3).

Sec. 43.82.430. Final findings, determination, and proposed amendments; execution of
the contract.

(a) Within 30 days after the close of the public comment period under AS 43.82.410 (4), the
commissioner of revenue shall

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

(2) after consultation with the commissioner of natural resources, if appropriate, and with the
pertinent municipal advisory group established under AS 43.82.510 , prepare a list of proposed
amendments, if any, to the proposed contract that the commissioner of revenue determines are
necessary to respond to public comments;

(3) make final findings and a determination as to whether the proposed contract and any
proposed amendments prepared under (2) of this subsection meet the requirements and
purposes of this chapter.

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

(c) The commissioner's final findings and determination under (a) of this section are final agency
decisions under this chapter.

Sec. 43.82.435. Legislative authorization.

The governor may transmit a contract developed under this chapter to the legislature together
with a request for authorization to execute the contract. A contract developed under this chapter
is not binding upon or enforceable against the state or other parties to the contract unless the
governor is authorized to execute the contract by law. The state and the other parties to the
contract may execute the contract within 60 days after the effective date of the law authorizing
the contract.

Sec. 43.82.440. Judicial review.

A person may not bring an action challenging the constitutionality of a law authorizing a contract
enacted under AS 43.82.435 or the enforceability of a contract executed under a law authorizing
a contract enacted under AS 43.82.435 unless the action is commenced within 120 days after
the date that the contract was executed by the state and the other parties to the contract.
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Sec. 43.82.445. Administrative termination of a contract.

(a) The commissioner shall include terms in a contract developed under AS 43.82.020 that
provide for administrative termination of a party's rights under the procedures and conditions set
out in this section if the party has

(1) ceased to meet the requirements of AS 43.82.110 as a qualified sponsor or qualified
sponsor group;

(2) intentionally or fraudulently misrepresented, in whole or in part, material facts or
circumstances upon which the contract was made;

(3) failed to comply with a condition or material term of the contract or a provision of this
chapter; or

(4) failed to comply with the approved qualified project plan or any updated project plan.

(b) Before administrative termination of a contract under this section, the commissioner shall
give notice to the parties of the commissioner's intent to terminate the contract and an
opportunity to be heard. The commissioner may also provide the parties an opportunity to cure
any deficiency that is the basis for the termination if the commissioner determines that curing
the deficiency is appropriate under the circumstances.

(c) Notwithstanding (a) and (b) of this section, the commissioner may not administratively
terminate a contract after the party has committed full project funding except as provided in (e)
of this section.

(d) A party to a contract who is affected by the commissioner's action to terminate under (a) of
this section may file an appeal with the superior court under the Alaska Rules of Appellate
Procedure.

(e) The commissioner may provide terms and conditions in a contract developed under AS
43.82.020 upon which a party's rights under the contract may be administratively terminated
after the party commits full project funding.

Sec. 43.82.500. Obligation to share payments with municipalities.

If the commissioner develops a contract under AS 43.82.020 that includes terms that exempt a
party to the contract, and the property, gas, products, and activities associated with the
approved qualified project that is subject to the contract, from a municipal tax or assessment in
accordance with AS 29.45.810 or AS 29.46.010 (b), or AS 43.82.200 and 43.82.210, the
commissioner shall include a term in the contract that the party pay a portion of the periodic
payments due under the contract to the revenue-affected municipality.

Sec. 43.82.505. Payments to economically affected municipalities.

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

Page 14 1/20/04



Sec. 43.82.510. Municipal advisory group.

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

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

(c) Each municipal advisory group serves until a final action is taken on the application for which
the group was appointed.

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

Sec. 43.82.520. Duties of the commissioner of revenue in relation to municipal
participation.

(a) The commissioner shall meet with each municipal advisory group periodically to report on
the development of the contract provisions that affect the municipalities.

(b) In developing a contract under AS 43.82.200 - 43.82.270, the commissioner shall ensure
that each revenue-affected municipality and economically affected municipality receives a fair
and reasonable share of the payments provided under AS 43.82.210 in accordance with the
following principles:

(1) the share of the payments to revenue-affected municipalities should be given priority over
payments to economically affected municipalities with due regard to the anticipated size of the
tax base that the contract would exempt from municipal taxation by revenue-affected
municipalities;

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

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

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

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

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

Sec. 43.82.600. Governing law.

If a provision of this chapter conflicts with another provision of state or municipal law, the
provision of this chapter governs.
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Sec. 43.82.610. Regulations.

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

Sec. 43.82.620. Procedures for collection of amounts due; security.

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

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

Sec. 43.82.630. Reports and audits.

The commissioner may require periodic reports from and may at reasonable intervals conduct
audits and inspect the books of a party that has entered into a contract developed under AS
43.82.020 to ensure compliance with the provisions of this chapter and the regulations adopted
under this chapter and of the terms of the contract.

Sec. 43.82.640. Annual report of the commissioner of labor and workforce development.

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

Sec. 43.82.900. Definitions.
In this chapter, unless the context requires otherwise,

(1) "affected municipality” means an economically affected municipality or a revenue-affected
municipality;

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

(3) "cubic foot of gas" means the quantity of gas contained in a volume of one cubic foot at a
standard temperature of 60 degrees Fahrenheit and a standard absolute pressure of 14.65
pounds per square inch;

(4) "economically affected municipality" means a municipality the commissioner of revenue
determines will be reasonably required to provide additional public services under the terms
proposed in an application approved under AS 43.82.140 (a); the commissioner may consider
historical data from construction of the Trans Alaska Pipeline System, and information submitted
by a municipality in making the determination;
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(5) "economic proximity" means the distance within which a person may be willing to design,
construct, and operate a gas line to provide service to a local consumer;

(6) "economic rent" means the estimated total gross revenue less estimated total costs for a
qualified project over the term of a contract under AS 43.82.020 , measured in undiscounted
nominal dollars; for purposes of this paragraph, total costs do not include a rate of return on
capital, financing costs, or any payments to governments;

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

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

(9) "group" means two or more persons;

(10) "lease or property" has the meaning given in AS 43.55.900 ;

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

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

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

Sec. 43.82.990. Short title.

This chapter may be cited as the Alaska Stranded Gas Development Act.
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Appendix A.3 | Annual Reports for Members of Sponsor Group

BP Annual Report

ConocoPhillips Annual Report

ExxonMobil Annual Report

Page 1 1/20/04



