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The Joint Committee on Natural Gas Pipelines for the Alaska State Legislature
contracted with Northern Economic Research Associates (NERA) to build economic
models to determine the feasibility of various Alaska gas projects and to analyze
legislative policy surrounding natural gas issues. NERA is an economic research firm
made up of experts with experience in oil and energy economics, the Alaska stats
economy, finance and accounting.

Dr. Reynolds is a professor of oil and energy economics at the University of
Alaska Fairbanks (UAF) and has researched oil and energy issues for over fifteen years.
He has spent time in Kazakstan, Russia, Norway and Mexico studying their oil and gas
industries. Dr. Logan is an economics professor at UAF and has looked at a number of
Alaska State economic issues over the last fifteen years including oil and gas lease sale
efficiency, mining and military impacts on the local economy, and fishery industry
problems. Dr. Sparks is an accounting professor at UAF with finance experience. He was
the senior accountant at the Alaska Permanent Fund Corporation where he was
responsible for performance evaluations including internal rate of return (IRR) and net
present value (NPV) calculations for a diverse portfolio of investments. He has also
worked on litigation claims involving lost benefits and on Alaska Housing Finance
Corporation studies to determine energy efficiency benefits. Mr. Backus is an Alaskan
scholar at UAF and is helping put together the economic models.

NERA has worked with the Joint Committee since January 7th, 2002 and has
researched gas pipeline costs, price forecasts and potential gas supphes for an Alaskan
gas project. Based on all the data gathered, economic models were developed to show
how feasible various natural gas projects were. The following report explans the results
of the ALCAN pipeline project.



Introduction

Part I - Description of An Economic Model (This is the hard part)

Part II - Alcan Project Model and Key Assumptions (What you need to know
about the project)

Part III - Model Results (How do the results change if the assumptions change)
Part IV — Conclusion (What you really want to know: the project is economic
based on our assumptions)

Part V - Appendix (CD containing models for LNG 1.5 BCF, Y-Line 6BCF,
Alcan Expandable 4.5 BCF, and Alcar: Non-Expandable 4.5 BCF for you to play
with)



What is an economic model? How is it built?

An economic model is a simplified representation of a proposed business, project
or transaction built on the basis of input assumptions which are combined by a
series of mathematical formulas to determine project results and outcome values,

For an o1l and gas company, these input assumptions or estimates would include
the production volume, oil or gas pnce, capital costs, operating costs, taxes, and
royalties.

The input assumptions are based on the best available information from the o1l
and gas compar.y's geologists, reservoir engineers, economists, facility and
pipeline engineers, accountants, and other experts .

Project cash expenditures and revenues are estimated based on these assumpuons,

Cash flows are put into a spreadsheet or other calculation ool and then a net cash
flow is calculated on a yearly basis starting with the initial investment .

The amount of detail in the model depends upon the complexity and value of the
decision facing the company,



What does a model look like?

Simplified oil and gas cash flow model example

YearO0 Year! Year2 Year3 Year 4 Year 5

Revenues

Volume 0 75 75 50 50 25
Price o 20 2 20 20 20
T. Revenues 0 1500 1500 1000 1000 500
Costs

Capital 1000 0 0 0 0 0
Operating 0 550 650 400 500 250
Royalty 0 150 150 100 100 50
Taxes 0 300 300 200 200 100
T. Cost (1000) (1000) (1100) (700) (800) (400)
Net Cash Flow (1000) 500 400 300 200 100

Mode! assumes an initial investment of $1 billion dollars, initial productic .1 1s
large and then decreases with time, the oil price stays constant at $20/bbl,
operating expenses vary, royalty is 10% of total revenues, and taxes are 20%
of total revenues.
Model automatically
o calculates the total revenues by formula that multiphes the volume
each year by the price
o calculates the royalty and taxes by formula that multplies the total
revenues by the assumed royalty and tax rate
o sums the costs each year to get a yearly total
© subtracts the total cost each year from total reveiues each year to get a
yearly net cash flow

Simplified mode! has about 50 cells with very simple equations, actual model
has about 200,000 cells with many complex, conditional equations



What economic jargon do we need to understand to use an

economic model?

¢ Time Value of Money Concept — a $1 today is worth more than a $1 tomorrow

¢ Inflation - The notion that the price of goods and services increases over time

(<]
o

Subset of the time value of money concept
If we have three percent inflation, a candy bar that cost $1 in 2000, cost
about 75 cents in 1990, =~.d about $1.35 in 2010

e Nominal vs. Real Dollars

o

Nominal Dollars are dollars at the time of the transaction — in our candy
bar example, price actually paid was: 75 cents in 1990, $1 in 2000, and
$1.351n 2010

Real Dollars adjusted, using an inflation index, to a particular point in
time - in our candy example, the price paid, adjusted for inflation to a base
vear of 2000, was: $1 in 1990, $1 in 2000, and $1 in 2010

e Present Value - a time value of money concept that brings ail investment and
return cash flows back to a common date based on a Discount Rate or Hurdle

Rate

e Discount Rate or Hurdle Rate

(o]

o]
o

A rate applied to a series of future cash flows to adjust for risk and the
uncertainty of time factor

The rate reflects general inflation in the economy

The rate reflects that you'd want a higher rate of return on your money it
you had to leave it in the bank for five months vs. five years

The rate reflects that you'd want a higher rate of return on your money if
you invested it in a safe government bond vs. if you invested it in a new
company promoting a new product

The Discount Rate or Hurdle Rate is so important we will talk some
more about it and how it is calculated.



How do we calculate the present value of our simplified oil and
gas project?

e Inour simple oil and gas cash flow example, the yearly undiscounted cash flows
were: (1000), 500, 400, 300, 200, and 100. (Refer to earlier slide titled “What does a
model look like)

e But, we now know that the early cash flows are worth more to us than the later cash
flows because of inflation and our risk tolerance

e Let's discount those cash flows by a discount rate of 0%, 10% and 20% back to the
common Year O and see what we get.

Year NCF@0% NCF@10% NCF@20%
0 (1000) (1000) (1000)

1 500 455 416

2 400 391 276

3 300 225 172

4 200 137 95

5 100 62 59

Total 500 209 0

e What’s our conclusion?

o If there was no such thing as inflation and the project had absolutely no risk,
we’d use 0% discount rate and the project would have a present value of $500
million

o If the project was very risky, we might use a 20% discount factor and the
project wouldn’t have any present value to us

o If the project wasn’t very risky, we might use a 10% discount factor and the
project would have a present value $209 millior:



Why is the hurdle rate so important and how is it calculated?

Why is the hurdle rate so important?

The hurdle rate or discount rate (aka cost of capital) reflects the minimum rate
of return a firm must make on its investments

If the hurdle rate is too high, the firm will reject projects that it should have
done

If the hurdle rate is too low, the firm could lose money

On the same project, different companies can have different hurdle rates
depending upon their particular situation

How is the hurdle rate calculated?

o

(o]
[e]

It is based on the firm's capital structure, that is the proportion of debt and
equity

It is also based on its cost of the debt and cost of the equity

Example - Say a firm has 40% debt which it t yrrow at 8% and 60% equity
which must be paid at the rate of 15% to attract investors. The cost of debt,
however, is after tax so we need to know the company’s tax rate, 40%

Hurdle Rate = debt proportion x [debt rate x (1- tax rate)] + equity
proportion x equity rate

=4 x[08x(1-.04)] + .6 x .15

=.4x.048 +.6x.15

=192+9

=1092%=11%

Should the hurdle rate be adjusted to reflect the risk of a particular project?

o
o

o
(e]

This is a subject of much debate

Generally it should not be adjusted unless the risk of the particular project is
completely different from the ordinary risks assumed by the company in its
business

Risk factors can include: project size, country or political risk, or price risk
Senate Energy Bill's price risk mechanism greatly reduces any price risk

What are hurdle rates for oil and gas companies and pipeline companies?

o
o

For large oil and gas companies over last 20 years, about 10 to 12%
For pipeline companies (which usually assume less risk than oil and gas
companies) over the last 20 years, about 8 t010%

What is NERA''s opinion about the appropriate hurdle rate?

o
o}

If the federal legislation passes with the price floor, 10 to 12%
If it does not pass, 13 to 15%



How do firms and governments use economic models?

The model calculates various measures of profitability and based on the results
company executives decide whether to proceed with the project or not and compare
the project to other alternative investment

The three mos: common measures are a project’s net piesent value, rate of return, and
profitability index
o Exariple - Assume our simple il and gas model and the company's hurdle
rate is 10%
o The net present value (NPV) of the project discounted at 10% is $209 million
o The rate of the return (ROR) of a project is the discount rate that yieids a NPV
of zero and in this example s 20%
o Profitabi ity index (PI) is the NPV divided by the initial investment. It is
consic red a measure of the “bang” for the buck and in our example is .21

In theory, if our hypothetical company's hurdle rate were 10%, it would do this
project or any project with a NPV greater than zero using a 10% hurdlc rate
o If it couid only do one project and it had another project with a NPV
discounted at 10% of $400 million, it would do that project
o If it could only do one project and it had another project with the same NPV
of $209 million, it wouid do the one with the lowest investment cost
employing the PI index criteria

Firm's also use the model to do “sensitivity analysis”

o Sensitivity analysis answers what if questions like: How much would our rate
of return increase if the price of oil were $25 instead of $20? How much
woul'd the rate of return change if our construction cosis were 25% higher than
expected?

o It helps the firm determine which input assumption variables are most
important and warrant the most attention

o Our model looks at how different assumptions affect the ROI

Governments use economic models in much the same way as companies
o Determine the appropriateness of a fiscal system and its effect on investment
in the country
o Determine the effect of various incentives cn private investment and
govemment revenues



How did we build our model?

Looked at a large number of models

Reviewed a number of reports and anal vsis regarding gas markets and pipelines
Consulted and exchanged data with economists and oil & gas experts from the
Department of Revenue and Department of Natural Resources, other governmental
experts, and industry and private experts to work out key issues

Had updates every moming with Senator John Torgerson, Mr. Patrick Coughlin and
other experts

Built several models to examine various route options

Looked at a number of input assumptions for ALCAN route



Part 1
The ALCAN Project Model

Mndels project producing gas from the Prudhoe Bay and Point Thomson Units for
sale in Alberta

Includes a conditioning plan on the North Slope, a 2100 mile pipeline to Alberta, and a
NGLs extraction plant

Based on a 4.5 billion cubic feet per day project
Assumes both gas and NGLs sales
Uses conservative, reasonable assumptions based on best industry practice

Terminates in Alberta and assumes other existing lines and smaller new line will
transport the gas to the U S.



What are the key input assumption variables?

The price of gas and NGLs
The type of gas, ethane i uatural gas liquids (NGLs), available for sale
The voiume of gas that is currently available for sale (gas reserves)
The volume of gas that may be available for sale (future discoveries)
Upstream costs
o Production costs
o Oil losses
Project capital costs
o Conditioning Costs
o Extraction plant costs
o Pipeline costs
s Non-expandable
= Expandable
* Terminus
Operating costs and fuel use
Pipeline tariff
Government Revenues (State, Federal, Canada)
o Property
o Severance
o Income
o Royalties
o Depreciation
Incentives
Project route
o Alcan, Valdez-LNG, and Y-line
o Focus on Alcan route



Key Assumptions - Prices and
Price Floor

® Forecasts for natural gas prices

® Natural gas prices are volatile

® Changes in prices dramatically affect the project’s ROI

® Price forecast is key to project’s economic feasibility
® NGLs prices
Effect of federal legislation
® National security



Key Assumptions

Price Forecast 2010
(Chicago Price 2002$ per MCF)
Natural gas prices are volatile and future prices are difficult to predict
Futures say $3.50
EIA says $2.94 to $3.61
Producers say $3.12 (EIA mid-price)
CERA says $2.50 to 33.50

Federal Legislation uses  $3.15 (estimated based on inflation and tariffs)
Base Model uses $3.15
Actual May 2002 is $3.70



Key Assumptions - Price
Natural Gas Liquids (NGLs)

® Assume no pentane or higher NGLs sales (already taken by TAPS)
® Assume low use of ethane and propane to extend life of producing oil fields
® Use historic NGLs prices



Key Assumptions - Federal Price Floor

Federal Legislation contains a price guarantee of $3.25 in Alberta ($2010), about
$3.75 in the lower 48

The $3.25 price is not a subsidy because lower than expected price

The guarantee reduces price risk by taking away price volatility

The Legislation includes a tax repayment when prices are greater than $4.88 in
Alberta ($2010) or $5.40 in the lower 48

The federal government calculates a revenue neutral price

This provision is probably the most important fiscal term affecting the project’s
economics



Key Assumptions — Price
National Security

Federal legislation secures national energy security

The world has become a dangerous place

Energy is the life blood of the US’s and Canada’s economy

Alaska is a safe, secure, and steady source of reasonably priced energy

Federal legislation is not a subsidy, since revenue neutral, but it does add to 'S and Canadian
national security



Key Assumptions - Proven Reserves

® Prudhoe Bay proven reserves are a;ound 26 trillion cubic feet
® Pt. Thompson proven reserves are 8 trillion cubic feet

® If the pipeline is expandable, expectations are that these estimates are low or that there
will be additional discoveries



Key Assumptions - Upstrean: Costs

* Gas Production Costs
* The Alaska gas pipeline is an incremental project added on to existing oil
infrastructure

* 0il wells already produce gas

* No upstream costs are included at the Prudhoe Bay Unit because there will be little
or no costs to add on this project

® No upstream costs are included at Point Thompson because a gas project will
improve overall ficld development feasibility

* Oil Losses
® If gas is produced within the next few years, some oil production may be lost
® Oil losses are expected to be between 0 - 600 mmbo
® The model assumes an oil loss of 480 mmbo
® Losses occur late in the life of the project
® No oil losses could occur because of technology and mitigation methods



Key Assumptions - Downstream Costs: Conditioning Plant,
Pipeline & Extraction Plant

* Conditioning plant costs about $2.6 billion
* Pipeline
* Typical pipeline Costs
* Alaska $140,000 per inch mile
* Low.~ 48 $60,000/inch mile
* International $60,000 + 25,000 (4 25,000 is one standard deviation)
® Alaska costs are high due to permafrost, high BTU pipelines, large diameter
® Model assumes that the pipeline terminates around Edmonton, Alberta
¢ Edmonton is a natural gas hub and near many NGLs extraction plants
* Pipeline could terminate in Gordondale about 400 miles short of Edmonton and
have a $1.5 billion difference in cost
* Ending the pipeline in Gordondale implies an extra tariff 10 get to Edmonton
* Ending the pipeline in either Gordondale or Edmonton implies an extra taniff to
get to Chicago
* Many experts believe that by 2010 there will be spare capacity in the Canadian
pipeline sysiem to transport gas to the lower 48
* Most projects are built to be expandable depending on existing reserves
® A low cost Alcan project can be built without expandability and this option is
modeled with lower capital ccsts
¢ Expandability is only added if there is an expectation that it will be used
* The expected project return for the cxpandable case is shown because the model
1S run assuming no expansion occurs
* Total cost given by producers for an expandable pipeline: $14.8 billion + 20%
to Alberta
¢ Extraction plant costs about $0.6 billion



Key Assumptions - Fuel Use and
Operating Expenses

® Best practice operating expenses (yearly operating expenses are based on percent of
total capital expenditure)

* 2.2% of pipeline capital
* 5.4% of conditioning capital
® 4% of NGLs capital
* Natural gas used to run pumps creates fuel loss
® Industry best practice has 2% loss of gas per 1,000 miles
* Conditioning plants loss 4%
®* NGL separation loss 3%



Key Assumptions - Tariff & Depreciation

A high tariff reduces wellhead value and wellhead revenues

A low tariff increases royalties and severance taxes

If the producers own the pipeline, they will prefer a high tariff because it increases

their ROI by reducing state revenues

Model assumes that Producer revenue is generated from wellhead and pipeline

Tariff setting and taxing is variable due to the depreciation method used and it affects

the ROI

® Base case uses current depreciation schedules without accelerated depreciation

® DBase case uses current taxes in United States and Canada without assuming any
changes to those laws



Incentives

Incentives can increase ROI to make a project more attractive

Incentives cost government revenues

Incentives in the form of government subsidies can reduce a company’s use of
innovation to make the project economic

Incentives in the form of government subsidies may only accelerate a project that
would otherwise be done later

Assuming state decisionmakers believe that incentives are appropriate, they should be
structured to provide the greatest increase to ROI at the least cost to state revenues
Incentives can be negotiated to benefit both the project sponsors and the state
“Fiscal terms should not be more attractive [to the project sponsors] than what is
necessary to achieve the desired economic activity.” Dr. Pedro Van Meurs, Fiscal
Systems expert

The model can show the effect on gas objectives of using different incentives



Part ITI
Model Results

Base Case Model - Expandablie Pipeline

With Alaska Property Tax Holiday

With Capital Cost Changes

With Price Changes

With Accelerated Depreciation

With Tax-Exempt Financing

Alternative Model - Non-Expandable Pipeline



Best Guess Model based on Available Information
Project from Alaska North Slope to AECO Hub

MODEL RESULTS

Assuming 30 Years Return on Wellhead State Federal Canadian
of Production investment
($/mmBTU) (millions) (millions) (miillions)
(20028) (20028)
S y 15.05% $1.33 $23,565 $22,662 §7,388
w/ 4 yr AK tax break* 15.22% $1.35 $23,331 $22,744 $7,388
w/ addition 3 yr break 15.36% $1.36 $23,059 $22,839 $7,388
w/ 20% cost overrun 13.03% $1.12 $20,831 $20,604 $8,863
w/ 20% cost reduction 17.80% $1.54 $26.,299 $24.723 $5,910
w/ accelerated depreciation 15.32% $1.35 $23,765 $22,433 $7,386
w/ 20% increase in Chicago Price®  17.40% $1.82 $31,949 $30,384 $7.386
w/ 20% decrease in Chicago Pnce®  12.40% $0.84 $15,184 $14,943 $7.386
Debt Reference Scenario® 14.70% $1.32 $22,128 $18,471 $4,963
w/ Railroad Bonds® 15.00% $1.41 $23,734 $20,038 $4,957
Non-Expandabie Scenario* 16.45% $1.45 $25,063 $23,795 $6,432
Cost: Price: Sold:
Conditioning Plant $2.6 bn ¥ $2.60/mmBTUs \J 4.21 BCF
Non-Expandable Pipeline to Alberia $10bn
Expandable Pipeline to Alberta $11.6bn
INGL Strif Plant $0.6 bn
Non-Expandable Total §$13.2bn
Expandabie Total $1<8bn
1 R federal tax credit/price floor & Xp of pipeline
(4.5 bef/day ghput—a worst case i
2 Property tax break during assumed 4 year construction period.
3 Calculated assuming 70% debt. Used only to evaluate value of Railroad Bonds. Not to other "ari

4 4.5 bef/day pip is

is fully utilized, and costs 6% less

on a $/inchmile basis. A ball park figure for actual profitability as the producers must believe

the actual retum is above this amount, otherwise they would noi opt for expandability.

5 Federal price fioor based on EIA forecast in 2002 dollars.
6 Includes small quantities of ethane and propane.
7 Simple weighted average of the return on equity and the taxabie bond rate.
8 Represents 63¢ change in the Alberta Price.



PartIV
Conclusion

Expandable Scenario has 15% return

If the project is expanded, the return will be higher
With cost overrun, ROI drops to 13%

With cost underrun, ROI jumps to 17.8%

Return includes a price floor

Therefore there is almost no risk on the venture

All cases, including cost overrun, exceed the hurdle rate
This project is economic and should be a go



Conclusion - The Project is Economic

¢ The Joint Pipeline Committee’s model shows that the project is economic at a
discount rate of 15%

A model prepared by Informetrica Limited, a Canadian consulting company,
shows that the project is economic at a discount rate of 15% and “[i] n fact, the
after-tax internal rate o1 return for the producers is 31 per cent.” Informetrica,
Cost-Benefit Analysis of the Alaska Natural Gas Transmission System (January

2002)

If the federal price floor in the current Senate Energy Bill becomes law, the price
floor for gas shipped on the line will be $3.25 Alberta or $3.75 US and others,
inc'uding the producers have said that the pipeline would be eccnomic at that

price:
o

“A cormmercial project exists today. One with a rate of return of over 12
percent.” Ken Thompson, former Arco president and oil and gas
consultant. (PNA 3.17.02)

Exxon “would have to see a natura! g:s price of US$3 to US$3.50 per
thousand cubic feet on a long-term basis for the pipeline to move ahead.”
Bob Davis, Exxon spokesman, National Post (May 9, 2002)

“On average, the price in [Alberta] would need to be maintained at prices
above $3 .. {or $3.50 ...iu the United States) for construction [of the
Aiaska gas pipeline] to commence.” Energy Information Administration
(EIA), Annual Energy Outlook 2002 (December 20010

“Based on the estimated cost of gas at the well, capital costs, operating
costs required rates of return, Alaska gas delivered by the proposed
pipelire is estimated to competitive when lower 48 wellhead prices are
sustained at $3.15 per thousand cubic feet [and] the irigger price with the
[Producer’s enabling legislation without the price floor provisions] is
assumed (0 be $3.05." EIA, The Effects of the Alaska Oil and Natural
Gas Provisions of HR. 4 and S.1766 n U.S. Energy Markets (February
2002)

Since the federal price floor has surfaced, the producers have refused to release
their project economics and more importantly the .2 refused .o release any
information supporting the assumptions in their mode.
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MEMORANDUM

TO: Senator John Torgerson
Chairman, Joint Committee on Natural Gas Pipelines
Members of the Joint Committee on Natural Gas Pipelines
FROM: Patrick Coughlin
SUBJECT: Background and Status of Federal Legislation
DATE: May 14, 2002

BRIEF HISTORY
1977 to Summer of 2001

In 1976, the United States Congress passed the Alaska Natural Gas Transportation Act of
1976 (ANGTA). That act authorized the President of the United States to select from
competing proposals, a route to transport Alaska North Slope (ANS) gas to lower 48 gas
markets and enter into agreement with Canada with respect to the selected route. The
President selected a route basically following the Alaska Highway through Yukon
through Alberta to the Midwest (Alcan route). The President also selected a consortium
of pipelines to build the route. Tcday that consortium is composed of several companies
that are referred to as “Foothills” or the “Pipelines.” The president’s decision was
approved by Congress and became part of an agreement and treaty with Canada.

For purposes of understanding the new proposed so-called “enabling legislation,
ANGTA granted the State of Alaska “speciz’ rights to serve in-state needs with its royalty
gas.” (Letter from the law firm of Morrison & Foerster to Senator Torgerson dated
August 14, 2001.) The president’s decision repeatedly recognized the imporiance of the
state’s ability to use its royalty gas for in-state energy and to develop the state’s economy.
The decisiorn said that an Alcan pipeline could “supply the energy base required for long-
term economic development” within Alaska and it could supply natural gas to
communities within Alaska along the route as well as other Alaska communities through
local distribution lines. Furthermore, to preserve competition and avoid antitrust
~oncems, the owners of the vast majority of gas reserves on the ANS, Exxon, BP, and
Phillips, formerly Arco (Producers), were prohibited from owning an interest in the
Alaska pipeline.

Foothills did a ot of work in the late 1970s and early 1980s to complete the p oject.
However, gas market conditions in the lower 48 dramatically changed and the Alaska
pipeline was never built. Throughout the years, Foothills maintained its various
authorizations although more are necessary before it could actually begin construction.

In the winter of 2000-01, gas prices in the lower 48 increased dramatically from a
historical averaze of $2.00 to $2.50 per mcf to more than $10.00 per mcf. Many
economists and gas industry experts predicted a fundamental shift in supply/demand

! Ul ly, President Reagan issued a “waiver of law” that allowed the Producers to own a

minority interest in the pipeline. However, in issuing that waiver, the president specified that there would
have to be a thorough antitrust in\ estigation before this ownership couid be approved.



market for natural gas. Demand was soaring, primarily driven by new gas fired power
generation plants. Supply was in question with many experts wondering whether
traditional sources of natural gas like the U.S. Heartland, the Gulf of Mexico Basin, and
the Western Canadian Sedimentary Basin, could keep up with the skyrocketing demand.

The Energy Informaticn Agency (EIA), the federal agency charged with studying energy
markets, predicted that gas demand in the United States would rise from 23 tcf per year in
2000 to 35 tcf in 2020 and Canadian demand would also grow. Other experts agreed and
some predicted greater demand growth. Because of questions concerning the ability of
supply sources to meet this demand, the EIA predicted that gas prices would grow at the
rate of 2% per year over the next 20 years. The EIA said: “[T]he price is expected to be
higher due to less optimistic assessment of natural gas reserves discovercd by exploratory
drill. _.” EIA, Annual Encrgy Outlook 2002 (December 2001) Based on this type of
information, oil and gas companies again became interested in gas resources located in
so-called “frontier areas” like Alaska.

In May of 2001, President Bush’s National Energy Policy Development Group submitted
its report on a National Energy Policy. The report recognized that as a result of the rise
in gas prices, interest in building an Alaska gas line had been renewed. The report stated:

America needs the energy that Alaska’s North Slope u..:ural gas can
provide. The Administration seeks to expedite the construction of a pipeline to
deliver this natural gas to the lower 48 states.

The repont recommended that the applicable federal agencies and interested parties werk
closely “to expedite construction of a pipeline to deliver natural gas to the lower 48
states.” The report also stated that this “should include proposing to Congress any
changes or waivers of law pursuant to the Alaska Natural Gas Transportation Act of 1976
that may be required.” An Alaska natural gas pipeline was just one part of the national
energy policy.

PRODUCERS’ ENABLING LEGISLATION
Summer of 2001 to December 2001

Because of the changes in the North America gas market, the Producers intcrest in
developing their ANS gas reserves was renewed. However, the Producers wanted to
pursue their own project independent of the Pipelines and did not want to be constrained
to the Alcan route. In summer of 2001, the Producers began circulating their enabling
legislation. They asserted that passage of this legislation would mitigate regulatory
uncertainty and risk and that an Alaska projcct could not go forward without this
legislation. They viewed the legislation as providing a new market driven, expedited
regulatory process alternative to the process laid out in the Alaska Natura! Gas
Transportation Act of 1976 (“ANGTA"™). In many respects, their proposed legislation
mirrored ANGTA provis.ons regarding expedited agency review, creation ot a federal
inspector and limited judicial review.



The enabling legislation would allow the Producers to build their own Alaska pipeline
and to build the “Over-the-Top” route, which would be a pipeline north from Prudhoe
Bay, crossing the Beaufort Sea, through the Northwest Territory and Canada, to the lower
48. The Producers want to have the option to build the Over-the Top route despite the
fact that the Alaska Legislature passed SB 164 banning that route in early 2001. The
Enabling Legislation did not provide the state with any rights to access gas for in-state
use, mi:ch less special rights.

Needless to say, the Pipelines were not pleased. The Pipclines, which had nights under
ANGTA to construct an Alaska pipeline, asserted thai the Enabling Legislation created
conflicts with ANGTA. They opposed that legislation. Furthermore, it worried several
oil and gas companies like Anadarko and Alberta Energy (Explorers) who had recently
come to Alaska with hopes of exploring ard producing natural gas. In recent state leases,
thc Explorers have acquired the rights to a large amount of state acreage with gas
potential. The Explorers and the Pipelines expressed concern about placing so much
market power in the hands of the Producers. thus, allowing them to control when and
how a pineline is built.

The Alaska Legisiature created the Joint Committee on Matural Gas Pipelines (Joint
Committee) to deal with issues surrounding ANS gas development. Because a hearing
was scheduled to occur in the U.S. Senate in October to deal with the Enabling
Legislation, the Joint Committee held a hearing to determine what proposals the Alaska
Legislature should make to the U.S. Senate. At its meeting on September 19, the Joint
Committee approved a number of proposals that included:

e Prohibit an Over-the-Top route

e Assure that Alaska has fair and reusonable access to ga- produced within the state
and that the Regulatory Commission of Alaska be invo: .ed determining whether
that access should be granted and what the appropriate tariff should be

e Assure that Explorers who do not have an ownership interest in the pipeline have

fair and reasonable access to space on the pipeline and the ability to obtain

expansion capacity of the pipeline

Create a mechanism for fair and transparent tariffs

Approve a project labor agreement

Create provisions for Alaska hire and the use of Alaska businesses

Prohibit tax incentives for foreign LNG delivered to U.S. markets

Provide an accelerated depreciation schedule for gas pipelines

Attachment “A.” In an October 2 hearing before the Senate Energy and Natural
Resource Committee, Senator Torgerson, chairman of the Joint Committee, presented the
committee’s propesals. The Senate committee aisc heard from the govemor,
representatives of affected federal agencies, :spicsentatives of the Producers,
representatives of the Pipelines, representatives cf the Explorers, environmental groups,
and other interested companies and citizens. Following the hearing, the Senate
committee continued working on the comprehensive energy bill.



In the meantime, H.R. 4, the U.S. House of Representatives version of an Energy bill,
passed that body. It contained a provision banning the Over-the-Top route. This
provision was vigorously opposed by the Producers. The Producers also opposed
provisions relating to i ' state use of gas, access for Explorers and cxpansion of the

pipeline.

In December of 2001, Senator Daschle, the majority leader, pulled the comprehensive
energy bill from the Senate Energy and Natural Resources Commiti:e and introduced the
Senate version of the Energy bill. It contained a subtitle cited as thc “Alaska Natural Gas
Pipeline Act of 2002.” Although it stated that one of its purposcs was “lo ensure access
to [the Alaska pipeline] on an equal and nondiscriminatory basis and to promote
competition in the exploration, development and production of Alaska Natural Gas,” it
contained little of substance cn the subject. Moreover, it did not contain any provisions
relating to in-state use of gas or Alaska hire. It did contain a provision stating that it was
the “sense of the Senate™ that it “urges the sponsors ... to make every effort to use steel
that is manufac.ure or produced in North America and to negetiats a project labor
agreement to expedite construction of the pipeline.

SENATE ENERGY DEBATE
January to April 2002

In January of 2002, Senator “Murkowski invited Senator Torgerson and other interested
parties to meet in D.C. to di. cuss Alaska gas line issues. The meeting occurred in
February and at the meeting the pipeline companies announced that they were o longer
opposing the producers’ enabling legislation.

In light of the pipe'ine companies non-opposition to the producers’ enabiing legislation,
Senator Torgerson discussed how to best udvocate the Joint Committee’s position before
the U.S. Senate during this Committee’s meeting on February 15. At that meeting this
Committee voted to request that the House Special Committee on Oil and Gas introduce
HIJR 44. This resolution provided that the legislature would support the Producers’
Enabling Legislation or the Act so long as it contained:

1. “a provision similar to that in H.R. 4 banning the over-the-top route;”

2. “provisions for Alaskans and Alaska businesses that ensure they have
access to the pipeline for 1n-state consumption and value-added
manufacture on a fair and reasonable basis and that the Regulatory
Commission of Alaska play a role in determining that access;”

3. “provicions for access to the pipeline by Explorers on a fair and reasonable
basis, including a proper open season and tariffs, and [for the Explorers]
and the state [to] have the ability to obtain expansion of the pipzline if
economically and technically feasible;”

4. “provision for the reaffirmation of Alaska Natural Gas Transportation Act
of 1976 and modemniz[ation] of that Act as necessary;”



. “provisions for federal financial incentives, including accelerated
depreciation and an income tax credit that is designed to provide
mitigation of long-term r~tural gas price risks and the risks associated
with funding the large capital costs of the project;” and

6. “provisions declaring that the content of [provisions] (2) - (5) is not
intended to exclude supply of Alaska North Slope natural gas to markets
in the form of LNG or GTI..”

Attachment “B.” HJR 44 overwhelmingly passed the Alaska Legislature.

During February and early March, many modifications to S. 1766 were circulated,
proposed and rumored. The producers were proposing amendments without sharing
those amendments with the state. Often, Senator Murkowski’s staff would expect
Senator Torgerson to respond to amendments on very short notice. During January, the
legislative hudget & audit committee authorized Senator Torgerson to hire Karol Lyn
Newman of the law firm f Hogan & Hartson to advise the Alaska legislature on the
P.peline Act and to monitor that legislation for ihe legislature. Her assistance was very
* aluable.

During this time frame, some of the producers coniinued to oppose a ban on the over the
top route. They all seemed to be opposed to ensuring access for in-state use on any basis
with teeth. They also all seemed to be opposed to providing for cxpansion of a pipeline.
Senator Torgerson spent many hours with Senator Murkowski’s staff, the legislature’s
attorneys in D.C., the governor’s office, and the producers explaining the Joint
Committee’s position.

Ultimately, a Senate version of an Energy bill passed that body in late April of 2002.
The following compares the Senate Energy bill with the positions taken by the Alaska
Legislature in HIR 44 and in the proposal adopted by the Joint Committee

COMPARISONS OF THE SENATE ENERGY BILL WITH POST!ONS OF THE
ALASKA LEGISILATURE

Routing

The Alaska Legislature requested a provision banning a pipeline project with a route
traversing east through the Beaufort Sea and then entering Canada. Thrs provision was
adopted. Sec. 704(d).

In-State Access

The Alaska Legislature recuested an amendment that Alaskans have access to the
pipeline for in-state consumption and value-added manufacture on a fair and reasonable
basis and that the Regulatory Commission of Alaska play a role in determining that
access and tariffs relating to that access in conjunction with the Federal Regulatory



Energy Commission (FERC). In essence, the Alaska Legislature was seeking a provision
similar to that contained in the ANGTA, which gives the state “special rights” pertaining
to access for in-state use of royalty gas. Section 13(b) of the ANGTA provides:

“The State of Alaska is authorized to ship its royalty gas on the approved
transportation system for use within Alaska and ... to withdraw such gas from
the interstate market for use within Alaska; the [FERC] shall issue all
authorizations to effectuate such shipment and withdrawal subject only to
review by the Commission only of the justness and reasonableness of

the rate charged for such transportation.”

(Emphasis added). In essence, ANGTA provides that the state shall be given access for
the shipment of the state’s royalty share. The Senate Bill provides that the FERC, upon
the state’s request, may provide for reasonable access for state royalty gas, a weakening
of the siate’s rights. Sec. 704(h). Additionally, the Senate Bill says that granting such
access cannot increase the rates of existing shippers. The Senate Bill also requires that
the holder of a FERC certificate for a pipeline project conduct a study of in-state needs,
including tie-in points along the pipeline project for in-state access. Sec. 704 (g). The
study, however, does not have to be approved by an independent agency.

The Alaska Legislature also requested that the Regulatory Commission of Alaska (RCA)
and the FERC jointly se: the rates for in-state transportation of gas. The Senate Bill
provides that the FERC 2lone will set the rates althougn it first must confer with the state.
Sec. 709(c).

Explorer Access

The Alaska Legislature requested provisions for access to the pipelii.e by Explorers on a
fair and reasonable basis, including a proper open season and tariffs. The Senate Bill
contains an open season provision that allows the FERC to establish regulations and
procedures governing any open season, a provision that the FERC consider the effect on
competition in adopting those procedures, and, for any open season beyond the initial
one, those procedures maximize the opportunity for shipment of gas from units other than
Prudhoe Bay and Point Thompson. Sec. 704(e).

The Alaska Legislature also requested a provision that the Explorers and the state have
the ability to obtain expansion of the pipeline from the FERC if economically and
technically feasible. The Act grants this authority, although it requires that the FERC
make many stringent findings. Sec. 706(a)&(b).

The Joint Committee requested a provision that explorers only pay for conditioning
services that they use. This provision was not adopted.

The Joint Committee requested that the term *Alaska North Slope gas” be expanded to
include gas resources in the Focthills and in Nenana basin surrounding Fairbanks. This
provision was included in the Act. Sec. 713(1).



Finally, it is noteworthy that one of the purposes of the Act is “to establish a process for
providing access to such transportation project in order to promote competition in the
exploration, development and production of Alaska natural gas.” Sec. 703(1). This
recognizes some of the findings made by the Alaska Legislature in pascing HIR 44.

Reaffirm and Modernize ANGTA

The Alaska Legislature requesiud a “provision for the reaffirmation of the Alaska Natural
Gas Transportation Act of 197., and moderniz[ation] of that Act as necessary.” The Joint
Committee also requested that there be provisions to protect the presidential waiver
granted to the YPC project and that the possibility of supplying LNG to the market be
protected. Provisions ‘ubstantially similar to the Legislature’s and the Joint Committee's
proposals were adopted. Sec. 703(1); Sec. 712(a)&(h).

Other ANGTA requests by the Joint Committee including elimination of the Dempster
Lateral requirement, creation of HUBs, and no tanff charges for previously performed
work that has to be duplicated were not adopted.

Jobs

The Joint Committee requested a provision calling for approval of a project labor
agreement for the project. Section 714 of the Senate Bill states the “Sense of the Senate
and “urges the sponsors of the pipeline project to make every effort ... to negotiate a
project labor agreement to expedite construction of the pipeline.”

The Joint Committee also requested that Congress approve a preference for qualified
Alaskan businesses for the construction and maintenance of the pipeline. Although the
Senate did not approve a1 ference, it did pass several provisions to enhance the
opportunities for Alaska employees and contractors. Sec. 715. They include:

| The Secretary of Labor is required tc prepare a report setting forth a
program to train Alaska residents in the skills and crafts required to
design, construct and operate a pipeline to enhance employment and
contracting opportunities for Alaskan residents.

2 The Report should recommend needed changes to laws or reguiations that
act as a deterrent to hiring Alaskans or contracting with Alaskans.

3. The Secretary of Labor must establish training centers within Alaska to
train Alaskans in the skills and crafts necessary.

4. $20,000,000 is appropriated to the Secretary io carry out these programs.

Financial Proposals
The Joint Committee opposed incentives for foreign LNG production and none are in the

Act. The Alaska Legislature requested provisions for federal financial incentives,
including accelerated depreciation and an income tax credit that is designed (o provide



mitigation of long-term natural gas price risks and the risks associated with funding the
large capital costs of the project. The Senate Bill does not contain an accelerated
depreciation provision although there is some speculation that it will be adopted in
conference committee. The Senat. Bill, however, does provide for a fedei=| loan
guarantee of up to $10 billion. More significantly, it contains a price risk 1cduction
mechanism. Section 2503. The mechanism provides a seller of gas who gets less than
$3.25, inflation adjusted, shall be given a tax credit. If the price is greater than $4.85, any
previous credits must be paid back until all previous creaits are repaid. This provides a
major boost to the economics of the Alaska pipeline. Our lobbyists, Hogan & Hartson,
report that at least one Senator wants the loan guaraniee provision removed from the bill
because he was led to belicve that if risk mechanism passed the loan guarantee would be
taken out of the bill.

WAY FORWARD
April 2002 and ’cyond

Given that there are substantial disparities between the House and Senate Energy versions
of the Energy Bill, there will be a conference comm:ttee between ihe Senate and the
House. There are substantial ¢u.cstions whether and when a compromise will be reached.
See Attachment “D.” Our lobbyists report that: “Due to controversial differences
between the two versions of the legislation, the conference negotiations could prove to be
lengthy and difficult.”

We know that the Producers have been diligently working to have some of the provisions
mosi beneficial to Alaska, including in-state use of gas, explorer access, ana expansion,
stripped out of the bill in conference committee Moreover, at least one of the Producers
is working to remove the ban on the over-the-top route. That same Producer is working
against the subsidies in the act including the loan guarantee and price risk reduction
mechanism. See Attachment “D.”

The price risk mechanism has generated considerabl : controversy, particularly in Canada.
See Attachment “D.” The Canadians are concerned wiat it will delay construction of the
proposed Mackenzie Delta pipeline and that it will depress Canadian gas production.
Producers in the lower 48 are ulso worried that the mechanism might affect :heir
production.

Appointments from the Senate side have been made to the conference committee.
Senator Murkowski is one of the appointees. The House members have not been
appointed yet. Most observers believe that Congressman Young will be appointed.
When the committee will meet is anybody’s guess. Congressman Young has been quoted
as saying, “There’s no big rush [to get going], because the Senate bill doesn’t produce
any energy.” Attachment “D.”

Senator Torgerson, as chairman of the Joint Committee, plans to work with the
conference committee te try to change some of the provisions in the Serate Bill to further



benefit the citizens of Alaska. He anticipates making reports to the Joint Committee as
information becomes available.
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ALASKA STATE LEGISLATURE

JOINT COMMITTEE ON NATURAL GAS PIPELINES

Senator John Torgerson, Chair Representative Joe Green, Vice-Chair
Senator Rick Halford Representative Brian Porter

Senator Pete Kelly Representative Scott Ogan

Senator Johnny Ellis Representative John Davies

12 Proposals on Federal Legislation

Proposal # |

The Joint Committee on Natural Gas Pipelines respectfully requests that
Congress reaffirm that the Alaska Natural Gas Transportation Act (ANGTA) is
the prevailing law with respect to a transportation system for delivery of Alaska
natural gas to A:hs‘,the contiguous States, and other markets, and the
construction and initial operation of that system.

The Joint Committee on Natural Gas Pipelines also respectfully requests that
Congress allow certain amendments to ANGTA to modernize the act without
changing the basic nature and general route of the approved transportation
svstem or otherwise preventing or impairing in any significant respect the
epeditious construction and initial operation of the transportation system.

Justification for P 141
Before the enactment of ANGTA there were three competitive proposals for an
Alaska Natural Gas Transportation System. Specifically those proposals were:

1) the Arctic Gas Project, which proposed an overland pipeline
extending from Prudhoe Bay, across the North Slope of A.a.ka to
the Canadian Mackenzie Deita and thence southerly through
Canada to the lower forty-eight scates;

2) the El Paso LNG Project, which proposed an overland pipeline
extending from Prudhoe Bay to Southern Alaska, where the gas
would have been liquefied and transported by tankers to terminals
in the western United States; and

3) the Alcan Pipeline Project, referred to in Canada as the Alaska
Highway Pipeline Project, which proposed an overland pipeline

Session: Januarv - May Interim: May - Decem.ber
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extending from Prudhoe Bay to Fairbanks, Alaska, and thence
southeasterly through western Canada to the lower forty-eight
states.

All of these proposals were filed under the Natural Gas Act, debated by FERC,
and Congress passed ANGTA, which authorized the President to select a route.
The President then approved the ALCAN route and entered into a treaty with
Canada, which were later confirmed by Congress. The Canadian Parliament
also passed the Northern Pipeline Act, the equivalent of ANGTA. ANGTA was
never repealed. In fact, in 1992 the federal inspector recommended that ANGTA
be abolished, but Congress rejected that notion.

Proposal #2
The Joint Committee on Natural Gas Pipelines respectfully requests that Congress adopt
provisions that prohibit the over-the-top route tarough the Beaufort Sea as a pipeline
route.

The Alaska Legislature has banned this route in Senate Bill 164.
The House of Representatives in Congress has adopted an amendm.ent in the
Energy Bill to ban this route.

e This route seriously decreases the benefits Alaskan’s will receive from the
development of natural gas.

e The North Slope Borough and the Alasa Eskimo Whaling Captains oppose
th s route.

Proposal #3
The Joint Committee on Natural Gas Pipelines respectfully requests that Congress create 2
mechanism for allowing the transparent and fair distribution of the costs allowed to be
included in the tariffs associated with a conditioning plant(s).

Justification for Proposal # 3

Other producers will Likely discover gas downstream from access to a conditioning plant in
Prudhoe Bay that will require them to construct an additional conditioning plant. These
producers will need to be treated fairly with regard to tariffs to encourage development
and exploration of all North Slope gas resources.

Proposal # 4
The Joint Committee on Natural Gas Pipelines respectfully requests Congress to eliminate
the Dempster-Lateral route from provisions in ANGTA, if necessary.

lustification for Proposal # 4
The original version of ANGTA included approval for the construction of a
Dempster-Lateral pipeline to deliver natural gas to market from the Northwest
Territories. The Northwest Territories has developed plans for their own
pipeline route to Alberta, making the Dempster-Lateral line obsolete.

2



Proposal # 5

The Joint Committee on Natural Gas Pipelines respectfully requests that the
Congress pass legislation that limits tariff charges for prior work to
compensation for work done that does not have to be duplicated and which is
deemed appropriate to the current transportation system.

lustification for Proposal # 5

The current owner of the authorizations under ANGTA is Foothills Pipeline Ltd.
Previously, Foothills had several partners, which over time have withdrawn
from the partnership. The withdrawn partners spent funds in support of the
ANGTA route and have filed documents with the FERC to include recovery of
those costs in any tariff for transportation of Alaska natural gas. Foothills has
been negotiating with the withdrawn partners to resolve this outstanding
liability. However, those negotiations have not been successful to date.

Foothills and its partners should be compensated for the work done in
furtherance of the ANGTA system that does not need to be duplicated. If the
work needs to be redone or modernized, they should not be entitled to collect for
the funds previously expended. Accordingly, the Joint Committee should
support this request.

Proposal # 6
The Joint Committee on Natural Gas Pipelines respectful'y requests that
Congress pass legislation to assure that Alaska have fair and reasonable access to
gas produced within the State and to create a joint board consisting of members
appointed from the Federal Energy and Regulatory Commission and the
Regulatory Commission of Alaska to recommend access and tariffs that affect the
state of Alaska.

lustification for Proposal # 6

Unlike the Trans-Alaska Transportation System for oil, the Natural Gas Act does not
provide for the Regulatory Commission of Alaska to set rates for gas used in Alaska.
Although section 13(b) of ANGTA provides that the state is authorized to ship its 1o yalty
gas on the approved sysiem for use within Alaska and to withdraw such gas from the
interstate market for use within Alaska, it does not deal specifically with how Alaska
delivery points along the line wiil be approved. Access to gas is necessary for social and
economic development of Alaska. Alaska’s regulatory commission should be part of a
team that determines how . -state access and rates are determined.



Proposal #7
The Joint Committee on: Natural Gas Pipelines respectfully requests Congress to
develop a formula that would allow for the setting of different tariff rates for natural gas
distribution } ints along the route. (HUBS)

Justification for Proposal # 7

Alaska is studying different proposals for usage of natural gas within the state,
including several proposals for LNG facilities, a petrochemical plant, several
GTL plants, and in-state usage by communities. It is important to be able to set
the tariff at different rates to allow these take off points.

Proposal # §
The Joint Committee on Natural Gas Pipelines respectfuily requests wnat the
Congress pass legislation to assure that gas producers that do not have an
ownership interest in the pipeline have fair and reasonable access to space on the
pipeline and the ability to obtain expansion capacity of the pipeline.

lustification for Proposal # 8

ANGTA originally precluded the Producers from participating in the ownership
of the gas pipeline. In 1981, a waiver was sought and obtained by President
Reagan to permit the Producers to have an owne.ship share in the pipeline.
Their participation, however, had to be approved by the FERC and could be
approved only after consideration of the advice from the Attorney General and
upon a finding by FERC that the participati 'n would not (a) be inconsistent with
the antitrust laws or (b) in and of itself create restrictions on access to the
transportation system for non-owner shippers or restrictions on capacity
expansion.

Alaska has much more gas than that contained in known fields. Current
estimates provide that there is greater than 100 tcf of gas undiscovered on the
Alaska North Slope. Currently, companies are considering exploring for such
gas. If discoveries are made, that gas will need access to the pipeline on fair and
reasoruable terms. If significant discoveries are made alter the initial capacity is
filled, the pipeline will need to be expanded and any expansion request needs to
be determined on fair and reasonable terms. Accordingly, the law must be clear
that the FERC has the authority to mal.e such determinations

Proposal# 9
The Joint Committee on Natural Gas Pipelines respectfully requests Congress 1o approve
a provision for project labor agreements.

Proposal # 10
The Joint Cormittee on Natural Gas Pipelines respectfully requests Congress 1 approve
a preierence for qualified Alaskan businesses for the construction and maintenance of a



Zroposal # 11
The Joint Committee on Natural Gas Pipelines respectfully requests that Congress pass
legislation that prohibits tax incentives for LNG from sources outside of North America.

Justification for Proposal # 11
The President and Congress have recommended a variety of incentives as part of
anational energy policy. Alaska natural gas is in competition with LNG
imported from foreign sources to supply gas to the lower 48 states. It is the
policy of the United States to reduce dependence on foreign energy sources.
Accordingly, Congress should not pass any law that gives tax incentives to
facilities importing LNG from sources outside North America. Rather, Congress
should enact incentives that benefit production from the frontier areas of the
United States, including Alaska. Otherwise, United States gas in frontier areas
may be stranded.

Proposal # 12
The Joint Committee on Natural Gas Pipelines respectfully requests that the
Congress pass legislation providing a tax incentive that allows for an accelerated
depreciation schedule of seven years for Alaska natural gas brought to United
States markets.

Jdustification for Proposal # 12

The President and the Congress has recommended a variety of incentives as part
of a nationa) energy policy. It is the policy of the United States to reduce
dependence on foreign energy sources. Alaska has significant gas resources that
can reduce that dependence and bring cleaner burning fuel to United States
markets. However, the construction of a pipeline to the lower 48 would cost
billions of dollars and involve significant risk. Accordingly, Congress should
enact tax incentives, such as accelera.ed depreciation, investment tax credits, and
downside price tax credits that benefit gas production from Alaska.



ATTACHMENT B:

HJR 44
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SCS FOR CS FOR HOUSE JOINT RESOLUTION NO. 44(RES) am S(reengrossed)
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-SECOND LEGISLATURE - SECOND SESSION

BY THE SENATE RESOURCES COMMITTEE

Amended: 4/10/02
Offered: 4/4/02

Sponsor(s): HOUSE SPECIAL COMMITTEE ON OIL AND GAS BY REQUEST OF THE JOINT
COMMITTEE ON NATURAL GAS PIPELINES

A RESOLUTION
Strongly urging the President of the United States, the United States Congress, and
appropriate federal officials to support the construction and operation of the Alaska

Highway Natural Gas Pipeline route.
BE IT RESOLVED BY THE LEGISLATURE OF THE STATE OF ALASKA:

WHEREAS the Alaska North Slope (ANS) has the largest known, discovered natural
gas resources, estimated to be 35 trillion cubic ieet, in the United States and estimated,
undiscovered gas resources in excess of 100 trillion cubic feet; and

WHERLAS demand for natural gas in the lower 48 states is expected to experience
record growth, rising from approximately 22 trillion cubic feet a year in 2000 to 30 - 35
trillion cubic feet a year in 2020, with some experts predicting demand to be as large as 50
trillion cubic fect ¢ year in 2020; and

WHEREAS the lower 48 states have an inadequate resource base to meet this
expectzd demand and experts expect that more natural gas will have %o be imjorted from
Canada and from other countries in the form of liquefied natural gas (LING); and

WHEREAS the near record drilling in the last two years in the lower 48 failed to
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provide any significant gas supply increase and many experts are questioning whether other
United States frontier areas like the deepwater Gulf of Mexico will be able to deliver material
new gas supplies and, therefore, more imports may be required than previously thought; and

WHEREAS it is important for the United States to have a reliable and affordable
source of domestic natural gas for its citizens and businesses, and for naticnal security,
especially given the recent tragic events; and

WHEREAS energy supply disruptions have significant negative effect on the United
States economy, including the 1>sses of tens of millions of United States jobs; and

WHEREAS if the United States imports significant amounts of LNG, it can be
subjected to the market power of the exporting country through mechanisms such as
embargos and price making; and

WHEREAS ANS is one of faw known locations in the United States that can supply
significant natural gas supplies to the lower 48 for years to come; and

WHEREAS, given these supply and demand projections, several companies and
entities have studied three different pipeline routes, including a "northern" route, running off
the shore of the Arctic Naticiaal Wildlife Refuge in the Beaufort Sea to the Macke:. “2 Delta
and south through Canada to the lower 48; a "southern" route along the Alaska Highway
through Carada to the lower 48; and an "LNG" route adjacent to the Trans Alaska Pipeline
System pipeline to Valdez and LNG tankers for delivery to California; and

WHFREAS, in 1976, Congress passed the Alaska Matural Gas Transportation Act of
1976 (ANGTA) authorizing the President to select a route to transport natural gas from ANS
to the lower 48 and providing procedures to expedite the construction and operation of the
selected route; and

WHEREAS, in 1977, following lengthy public hearings and negotiations with
Canada, the President issued a decision ("President's Decision") choosing the southern route
and selecting the predecessor of a consortium of pipeline companies headed by Foothills Pipe
Lines, Ltd. ("Tipeline Companies") to construct and operate the Alaska segment of the
project; and

WHEREAS the Alaska Gas Producers Pipeline Team ("Producers") has proposed
new federal enabling legislation that is currently being debated in the United States Senate;

and
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WHEREAS the Majority Leader of the United States Senate has introduced the
Energy Policy Act of 2002, which contains the Alaska Natural Gas Pipeline Act of 2002
("Pipeline Act"); and

WHEREAS the Pipeline Act is not opposed by the Pipeline Companies, and they
desire certain amendments to the ANGTA to modernize it; and

WHEREAS ANGTA granted the State of Alaska "authoriz[ation] to ship its royalty
gas on the approved transportation system for use within Alaska and . . . to withdraw such gas
from the interstate market fo: ' se within Alaska,” which rights wili be impaired if a northern
route is followed; and

WV HEREAS President Carter's decision in support of the southern route explicitly
recognized that it could "supply the encrgy base required for long-term economic
development" within Alaska and it could supply natural gas to communities within Alaska
along the route as well as other Alaska communities through local dist:ibution lines, and these
potential benefits will be lost if a northern route is followed; and

WHEREAS the United States Senate has concurred with the United States House of
Representatives to oppose the northern route and has expressed its support for the southern
route; and

WHEREAS the southern route presents the United States with petrochemical
extraction opportunities in the United States while the northern route does not; and

WHEREAS a northern route pipeline could not easily be expanded to increase the
volume of gas when needed; and

WHEREAS the southem route provides petrochemical extraction opportunities in the
United States and other marketing opportunities for ANS gas, including gas to liquids (GTL)
and LNG, to the West Coast or Asia; and

WHEREAS it is widely recognized that maximum benefit to Alaskans from the
commercialization of ANS natural gas lies in market exposure for that gas, opportunities for
in-state use of the natural gas, and for participation by Alaskans in construction, maintenance,
and operation of the gas pipeline transportation. project, and the recovery of revenue by the
state from the development, transport, and sale of ANS ges reserves; and

WHEREAS the Alaska State Legislature has expressed a preference for the expedited
construction and operation of a natural gas pipeline along a southern route and has authorized

HIR044G -3- SCS CSHIJR 44(RES) am S(recn grossed)
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funds to conauct various studies regarding a natural gas pipeline, including the study of in-
state natural gas demand, natural gas supply, a natural gas fiscal system, and the eifect of
natural gas sales on the Prudhoe Bay reservoir; and

WHEREAS the Twenty-Second Alaska State Legislature established the Joint
Committee on Natural Gas Pipelines ("Joint Committee") to take whatever action may be
appropriate to ensure that the best interests of the state are protected; and

WHEREAS it is vital for the continued exploration and development of natural gas
resources on the ANS that oil and gas companies that do not ha. - ~n ownership interest in the
pipeline ("Explorers") have acczss to it on fair and reasonable terms and have the ability to
seek expansion of the pipeline when economically and technically feasible; and the Joint
Committee adopted recommendations supporting enactment of these provisions in federal
law; and

WHEREAS it is vital for the economic . ‘c'~nment of Alaska that Ala~kans and
Alaska businesses have access to gas from the pipe'ine vi. . fair and reasonable basis, and that
the Regulatory Commission of Alaska participaiz witli the Federal Energy Regulatory
Commission to develop methods to provide for such access; and the Joint Committee adopted
recommendations supporting enactment of these provisions in federal law; and

WHEREAS the Joint Committee has issued various recommendations requesting that
Congress reaffirm the validity of ANGTA and modernize it; and

WHEREAS natural gas prices in the lower 48 states periodically fluctuate below
those required to adequately cover investment; and

WHEREAS governmental involvement, including tax incentives, is essential and
quite common on mzjor projects to enable private enterprises to undertake the risks;

BE IT RESOLVED that the Alaska State Legislature strongly urges the President of
the United States, the United States Congress, and appropriate federal officials to actively
support the expeditious construction and operation of a natural gas pipeline through Alaska
along a southern route; and be it

FURTHER RESOLVED that the Alaska State Legislature strongly urges passage
during the first half of 2002 of the Alaska Gas Producers Pipeline Team's federal enabling
legislation, so long as it contains a provision similar to that in H.R. 4 banning the over-the-top

route and the following amendments:

SCS CSHJR 44(RES) am S(reengrossed) -4 HJR04G
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(1) provisions for Alaskans and Alaska businesses that ensure they have
access to the pipeline for in-state consumption and value-added manufacture on a fair and
reasonable basis and that the Regulatory Commission of Alaska is part of the process in
determining that access;

(2) provisions for access to the pipeline by Explorers on a fair and reasonable
bz .is, including a proper open season with fair and reasonable tariffs, and that provide that
they and the State have the ability to obtain expansion of the pipeline if economically and
technologically feasible;

(3) provisions for the reaffirmation of the validity of the Alaska Natural Gas
Transportation Act of 1976 and the modernization of that Act as necessary;

(4) provisions for federal financial incentives, including accelerated
depreciation and an income tax credit that is designed to provide mitigation of long-term
natural gas price risks and the risks associated with funding the large capital costs of the
proiect; the amount of any tax credit should be limited in operation to periods when natural
gas prices are extremely low and recovered when natural gas prices are high; and

(5) specific provisions declaring that the content of amendments (1) - (4) is
not intended to exclude supply of Alaska North Slope natural gas to markets in the form of
LNG or GTL.

COPIES of this resolution shall be sent to the Honorable George W. Bush, President
of the United States; the Honorable Richard B. Cheney, Vice-President of the United States
and President of the U.S. Senate; the Honorable J. Dennis Hastert, Speaker of the U.S. Housc
of Representatives; the Honorable Tom Daschle, Majority Leader of the U.S. Senate; the
Honorable Trent Lott, Minority Leader < { the U.S. Senate; the Honorable Colin Powell,
United States Secretary of State; the Honorable Gale Norton, United States Secretary of the
Interior; the Honorable Don Evans, United Staies Secretary of Cormnmerce; the Honorable
Spencer Abraham  United States Secretary of Energy; and to the Honorable Ted Stevens and
the Honorable Tiank Murkowski, U.S. Senators, and the Honorable Don Young, U.S.

Representative, members of the Alaska delegation in Congress.
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1 TITLE VII-NATURAL GAS

2 PIPELINES

3 Subtitle A—Alaska Natural Gas

4 Pipeline

5 SEC. 701. SHORT TITLE.

6 This subtitle may be cited as the “Alaska Natural Gas
7 Pipeline Act of 2002”.

8 SEC. 702. FINDINGS.

9 The Congress finds that:

10 (1) Construction of a matural gas pipeline sys-
11 tem from the Alaskan North Slope to United States
12 markets 1s in the national interest and will enhance
13 national mergy security by providing access to the
14 significant gas reserves in Alaska meeded to meet the
15 anticipaied demand for natural gas.

16 (2) The Commission issued a conditional certifi-
17 cate of public convenience and mecessity for the Alas-
18 ka Natural Gas Transportation System, which re-
19 mains in effect.
20 SEC. 703. PURPOSES.
21 The purposes of this subtitle are—
22 (1) to provide a statutory framework for the ex-
23 pedited approval, construction, and initial operation
24 of an Alaska matural gas transportation project, as

25 an alternative to the framework provided in the Alas-
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ka Natural Gas Transportation Act of 1976 (15

U.8.C. 719-7190), which remains in effect;

(2) to establish a process for providing access to
such transportation project in order to promote com-
petition in the exploration, development and produc-
tion of Alaska natural gas;

(3) to clarify Federal authorities under the Alas-
ka Natural Gas Transportation Act; and

(4) to authorize Federal financial assisiance to
an Alaska natural gas transportation project as pro-
vided in this subtitle.

SEC. 704. ISSUANCE OF CERTIFICATE OF PUBLIC CONVEN.
IENCE AND NECESSITY.

(a) AUTHORITY OF THE COMMISSION.—Notwith-
standing the provisions of the Alaska Natural Gas Trans-
portation Act of 1976 (15 U.S8.C. 719-7190), the Commas-
ston may, pursuant to section 7(c) of the Natural Gas Act
(15 U.S.C. 717f(c)), consider and act on an application for
the issuance of a certificate of public convenience and neces-
sity authorizing the construction and operation of an Alas-
ka natural gas transportation project c.ner than the Alaska
Natural Gas Transportation System.

(b) ISSUANCE OF CERTIFICATE.—(1) The Commission
shall issue a certificate of public convenience and mecessity
authorizing the construction and operation of an Alaska
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natural gas transportation project under this section if the
applicant has satisfied the requirements of section 7(e) of
the Natural Gas Act (15 U.S.C. 717f.2)).

(2) In considering an application under this section,
the Commassion shall presume that—

(A) a public need exists to construct and operate
the proposed Alaska matural gas transportation
project; and

(B) sufficient downstream capacity will exist to
transport the Alaska natural gas moving through such
project to markets in the contiguous United States.

(¢c) EXPEDITED APPROVAL PROCESS.—The Commis-
sion shall issue a final order granting or denying any ap-
plication for a certificate of public convenience and neces-
sity under section 7(c) of the Natural Gas Act (15 U.S.C.
717f(c)) and this section not more than 60 days after the
issuance of the final environmental impact statement for
that project pursuant to section 705.

(d) PROHIBITION ON CERTAIN PIPELINE ROUTE.—No
license, permit, lease, right-of-way, authorizction or other
approval required under Federal law for the comstruction
of any pipeline to transport natural gas from lands within
the Prudhoe Bay oil and gas lease area may be granted
for any pipeline that follows a route that traverses—
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(1) the submerged lands (as defined by the Sub-
merged Lands Act) beneath, or the adjacent shoreline
of, the Beaufort Sea; and
(2) enters Canada at any point north of 68 de-
grees North latitude.

(e) OPEN SEASON.—Ezcept where an expansion s or-
dered pursuant to section 706, initial or expansion capacity
on any Alaska natural gas transportation projeci shall be
allocated in accordance with procedures to be established
by the Commission in regulations governing the conduct of
open seasons for such project. Such procedures shall include
the criteria for and timing of any open seasons, be con-
sistent with the purposes set forth in section 703(2) and,
Jor any open season for capacity beyond the initial capac-
1ty, provide the opportunity for the transportation of nat-
ural gas other than from the Prudhoe Bay and Point
Thompson units. The Commission shall issue such regula-
tions no later than 120 days after the enactment of this
subtitle.

(f) PROJECTS IN THE CONTIGUOUS UNITED STATES.—
Applications for additional or expanded pipeline facilities
that :may be required to transport Alaska natural gas from
Canada to markets in the contiguous United States may
be made pursuant to the Natural Gas Act. To the extent
such pipeline facilities include the expansion of any facility
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construcied pursuant to the Alaska Natural Gas Transpor-
tation Act of 1976, the provisions of that Act shall continue
to apply.

(9) STUDY OF IN-STATE NEEDS.—The holder of the
certificate of public convenience and mecessity issued, modi-
fied, or amended by the Commission for an Alaska natural
gas transportation project shall demonstrate that 1t has con-
ducted a study of Alaska in-State needs, imcluding tie-in
points along the Alaska matural gas transportation project
for in-State access.

(h) ALASKA ROYALTY GAS.—The Commission, upon
the request of the State of Alaska and afier a hearing, may
provide for reasonable access to the Alaska matural gas
transportation project for the State of Alaska or its designee
for the transportation of the State’s royalty gas for local
consumption meeds within the State: Provided, That the
rates of existing shippers of subscribed capacity on such
project shall not be increased as a result of such access.

(1) REGULATIONS.—The Commissiorn may issue regu-
lations to carry out the provisions of ihis section.

SEC. 705. ENVIRONMENTAL REVIEWS.

(a) COMPLIANCE WITH NEPA.—The issuance of a cer-
tificate of public convenience and mecessity authorizing the
construction and operation of any Alaska natural gas
transportation project under section 704 shall be treated as
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a major Federal action sign ficantly affecting the quality
of the human eavironment within the meaning of section
102(2)(C) of the National Envirommental Policy Act of
1969 (42 U.8.C. 4332(2)(C)).

(b) DESIGNATION OF LEAD AGENCY.—The Commis-
ston shall be the lead agency for purposes of complying with
the National Environmental Policy Act of 1969, and shall
be responsibie for preparing the statement required by sec-
tion 102(2)(c) of that Act (42 U.S.C. 4332(2)(c)) with re-
spect to an Alaska natural gas transportation project under
section 704. The Commission shall prepare a single environ-
mental statemert under this section, which shall consolidate
the environmental reviews of all Federal agencies consid-
ering an). aspect of the project.

(c) OTHER AGENCIES.—AIl Federal agencies consid-
ering aspects of the construction and operation of an Alaska
natural gas transportation rroject under section 704 shall
cooperate with the Commission, and shall comply with
deadlines established by the Commission in the preparation
of the statement under this section. The siatement prepared
under this section shall be sed by all such agencies to sat-
15fy their responsibilities under section 102(2)(C) of the Na-
tional Environmenial Policy Act of 1969 (42 U.S.C.
4332(2)(C)) with respect to such project.
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(d) EXPEDITED PROCESS.—The Commission shall
issue a draft statement under this section mot later than
12 months after the Commission determines the application
to be complete and shall issue the final statement not later
than 6 months after the Commission issues the draft state-
ment, unless the Commission for good cause finds that addi-
tional time 1s needed.

SEC. 706. PIPELINE EXPANSION.

(a) AUTHORITY.—With respect to any Alaska natural
gas transportation project, upon the request of one or more
persons and afier giving motice and an opportunity for a
hearing, the Commuission may order the expansion of such
project if it det-~mines that such expansion is required by
the pre.ent and future public convenience and mecessity.

(b) REQUIREMENTS.—Before ordering an expansion
the Commission shall—

(1) approve or establish rates for the expansion
service that are designed to ensure the recovery, on an
incrementa: or rolled-in basis, of the cost associated
with the expansion (including a reasonable rate of re-
turn on investment);

(2) ensure that the rates as established do not re-
quire existing shippers on the Alaska matural gas
transportation project to subsidize expansion ship-

pers;
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(3) find that the proposed shipper will comply
with, and the proposed expansion and the expansion
of service will be undertaken and implemented based
on, terms and conditions consistent with the *" n-ef-
Sective tariff of the Alaska natural gas transportation
project;

(4) find that the proposed facilities will not ad-
versely affect the financial or economic viability of the
Alaska nctural gas transportation project;

(5) find thut the proposed facilities will not ad-
versely affect the overall operations of the .ilaska nat-
ural gas transportation project;

(6) find that the proposed facilities will not di-
manish the contract rights of existing shippers to pre-
viously subscribed certificated capacity;

(7) ensure that all mecessary environmental re-
views have been completed; and

(8) find that adequate downstream facilities exist
or are expected to exist to deliver incremental Alaska
natural gas to market.

(c) REQUIREMENT FOR A FIRM TRANSPORTATION

22 AGREEMENT.—Any order of the Commission issued pursu-

23 ant to this section shall be null and void unless the person
24 or persons requesting the order ezecutes a firm transpor-

25 tation agreement with the Alaska matural gas tramspor-
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tation project within a reasonable period of time as speci-
fied in such order.

(d) LIMITATION.—Nothing in this section shall be con-
strued to expand or otherwise affect any authorities of the
Commission with respect to any natural gas pipeline lo-
cated outside the State of Alaska.

(e) REGULATIONS.—The Commission may issue regu-
lations to carry out the provisions of this section.

SEC. 707. FEDERAL COORDINATOR.

(a) ESTABLISHMENT.—There is established as an inde-
pendent establishment in the executive branch, the Office
of the Federal Coordinator for Alaska Natural Gas Trans-
wortation Projects.

(b) THE FEDERAL COORDINATOR.—The Office shall be
headed by a Federal Cocrdinato: for Alasl-a Natural Gas
Transportation Projects, vho shall—

(1) be appointed by the President, by and with
the advice of the Senate,

(2) hold office at the pleasure of the President,
and

(3) be compensated at the rate prescribed for

tevel IIT of the Executive Schedule (5 U.S.C. 5314).

(¢c) DUTIES.—The Federal Coordinator shall be respon-
stble for—
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(1) coordinating the expeditious discharge of all
activities by Federal agencies with respect to an Alas-
ka natural gas transportation project; and
(2) ensuring the complian:e of Federal agencies
with the provisions of this subtiile.

(d) REVIEWS AND ACTIONS OF OTHER FEDERAL
AGENCIES.—(1) All reviews conducted and actions taken by
any Federal officer or agency relating to an Alaska natural
gus tranmsportation project authorized under this section
shall be expedited, in a manner consistent with completion
of the mecessary reviews and approvals by the deadlines set
Sforth in this subtitle.

(2) No Federal officer or agency shall have the author-
ity to include terms and conditions that are permitted, but
not required, by law on any certificate, right-of-way, per-
mit, lease or other authorization issued to an Alaska nat-
ural gas transportation project if the Federal Coordinator
determines that the terms and conditions would prevent or
1mpair tn any significant respect the expeditious construc-
tion and operation of the project.

(3) Unless required by law, no Federal officer or agen-
cy shall add to, amend, or abrogate any certificate, right-
of-way, permit, lease or other authorization issued to an
Alaska natural gas transportation project if the Federal Co-
ordinator determines that such action would prevent or im-
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pair in any significant respect the expeditious construction

‘and operation of the project.

(e) STATE COORDINATION.—The Federal Coordinator
shall enter into a Joint Surveillance and Monitoring Agree-
ment, approved by the President and the Governor of Alas-
ka, with the State of Alaska similar to that in effect during
construction of the Trans-Alaska Oil Pipeline to monitor
the construction of the Alaska matural gas transportation
project. The Federal Government shall have primary sur-
veillance and monitoring responsibility where the Alaska
natural gas transportation project crosses Federal lands
and private lands, and the State government shall have pri-
mary surveillance and monitoring responsility where the
Alaska mnatural gas tramsportation project crosses State
lands.

SEC. 708. JUDICIAL REVIEW.

(a) EXCLUSIVE JURISDICTION.—The United States
Court of Appeals for the District of Columbia Circuit shall
have exclusive jurisdiction to determine—

(1) the validity of any final order or action (in-
cluding a failure to act) of any Federal agency or of-
ficer under this subtitle;

(2) the comstitutionality of any provision of this
subtitle, or any decision made or action taken there-
under, or
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(3) the adequacy of any enmvironmental impact
statement prepared under the National Environ-
mental Policy Act of 1969 with respect to any action
under this subtitle.

(t) DEADLINE FOR FILING CLAIM—Clavms arising
under this subtitle may be brought not later than 60 days
after the date of the decision or action giving rise to the
claim.

(¢c) EXPEDITED CONSIDERATION.—The United States
Court of Appeals for the District of Columbia Circuit shall
set any action brought under subsection (a) of this section .
Jor expedited comsideration. taking inio account the ma-
tional interest as described in section 702 of this subtitle.

(d) AMENDMENT T0 ANGTA.—Section 10(c) of the
Alaska Gas Transportation Act of 1976 (15 U.S.C. 719h)
15 amended by adding the following maragraph:

“(2) EXPEDITED CONSIDLRATION.—The United

States Court of Appeals for the District of Columbia

Circuit shall set any action brought under subsection

(a) of this section for expedited consideration, taking

into account the national interest described in section

2 of this Act.”.
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SEC. 709. STATE JURISDICTION OVER IN-STATE DELIVERY

COF NATURAL GAS.

(a) LocAL DISTRIBUTION.—Any facility receiving
natural gas from the Alaska matural gas transportation
project for delivery to consumers within the State of Alaska
shall be deemed to be a local distribution facility within
the meaning of section 1(b) of the Natural Gas Act (15
U.S.C. 717), and therefore mot subject to the jurisdiction
of the Federal Energy Regulatory Commission.

(b) ADDITIONAL PIPELINES.—Nothing in this subtitle,
except as provided in subsection 704(d), shall preclude or
affect a future gas pipeline that may be constructed to de-
liver matural gus to Fairbanks, Anchorage, Matanuska-
Susitna Valley, or the Kenai peninsula or Valdez or any
other site in the State of Alaska for consumption within
or distribution outside the State of Alaska.

(c) RaTE COORDINATION.—Pursuant to the Natural
Gas Act, the Commission shall establish rates for the trans-
portation of natural gas on the Alaska natural gas trans-
portation project. In exercising such authority, the Commis-
sion, pursuant io Section 17(b) of the Natural Gas Act (15

. US.C. 717p), shall confer with the State of Alaska regard-

ing rates (inzluding rate settlements) applicable to natural
gas transported on and delivered from the Alaska matural
gas transportation project for use within the State of Alas-
ka.
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SEC. 710. LOAN GUARANTEE.

(a) AUTHCRITY.—The Secretary of Energy may guar-
antee not more than 80 percent of the principal of any loan
made to the holder of a certificate of public convenience and
mecessity issued under section 704(b) of this Act or section
9 of the Alaska Natural Gas Transportation Act of 1976
(15 U.8.C. 719g) for the purpose of constructing an Alaska
natural gas transportation project.

(b) ConDITIONS.—(1) The Secretary of Emergy may
not guarantee a loan under this section unless the guarantee
has filed an application for a certificate of public conven-
ience and necessity under section 704(b) of this Act or for
an amended certificate under section 9 of the Alaska Nat-
urcl Gas Transportation Act of 1976 (15 U.S.C. 719g) with
the Commission not later than 18 months after the date of
enactment of thais subtitle.

(2, A loan guaranteed under this section shall be made
by a financial inst.tution subject to the examination of the
Secretary.

(3) Loan requirements, including term, mazimum size,
collateral requirements and other fealures shall be deter-
mined by the Secretary.

(c) LIMITATION ON AMOUNT.—Commitments to guar-
antee loans may be made by the Secretary of Energy only
to the extent that the total loan principal, any part of whach
18 guaranteed, will not exceed $10,000,000,000.
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(d) REGULATIONS.—The Secretary of Energy may
issue regulations to carry out the provisions of this section.

(e) AUTHORIZATION OF APPROPRIATIONS.—There are
authorized to be appropriated to the Secretary such sums
as may be mecessary to cover the cost of loan guarantees,
as defined by section 502(5) of the Federcl Credit Reform
Act of 1990 (2 U.S.C. 661a(5)).

SEC. 711. STUDY OF ALTERNATIVE MEANS OF CONSTRUC-
TION.

(a) REQUIREMENT OF STUDY.—If mo application for
the issuance of a certificate or ainended certificate of public
convenience and mecessity authorizing the construction and
operation of un Alaska natural gas transportation project
has been filed with the Commission within 18 months after
the daie of enactment of this title, the Secretary of Energy
shell conduct a study of alternative approaches to the con-
struction and operation of the project.

(b) Scope oF STUDY.—The study shall consider the
Seasibility of establishing a Government corporation to con-
struct an Alaske matural gas tramsportation project, and
alternative means of providing Federal finuncing and own-
ership (including alternative combinations of Government
and private corporate ounership) of the project.

(c) CONSULTATION.—In conducting the study, the Sec-
retary of Energy shall consult with the Secretary of the
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Treasury and the Secretary of the Army (acting through
the Commanding General of the Corps of Engineers).

(d) REPORT.—If the Secretary of Emergy 1is required
to conduct a study under subsection (a), he shall submit
a report containing the results of the study, his rec-
ommendations, and any proposals for legislation to imple-
ment his recommendations to the Congress within 6 months
after the expiration of the Secretary of Energy’s authority
to guarantee a loan under section 710.

SEC. 712. CLARIFICATION OF ANGTA STATUS AND AUTHORI-
TIES.

(a) SAVINGS CLAUSE.—Nothing in this subtitle affects
any decision, certificate, permit, right-of-way, lease, or
other authorization issued under section § of the Alaska
Natural Gas Transportation Act of 1976 (15 U.S8.C. 719g)
or ary Presidential findings or waivers issued in accord-
ance with that Act.

(b) CLARIFICATION OF AUTHORITY TO AMEND TERMS
AND CONDITIONS TO MEET CURRENT PROJECT REQUIRE-
MENTS.—Amy Federal officer or agency responsible for
granting or issuing any certificate, permit, right-of-way,
lease, or other authorization under section 9 of the Alaska
Natural Gas Transportation Act of 1976 (15 U.S.C. 719g)
may add to, amend, or abrogate any term or condition in-
cluded in such certificate, permit, right-of- way, lease, or
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other authorization to meet current project requirements
(including the physical design, facilities, and tariff speci-
Jications), co long as such action does mot compel a change
in the basic nature and general route of the Alaska Natural
Gas Transportation System as designated and described in
section 2 of the President’s Decision, or would otherwise
prevent or impair in any significant 12spect the expeditious
construction and initial operation of such transportation
system.

(¢c) UPDATED ENVIRONMENTAL REVIEWS.—The Sec-
retary of Energy shall require the sponsor of the Alaska
Natural Gas Tramsportation System to submit such up-

" dated environmental data, reports, permits, and impact

analyses as the Secretary determines are necessary to de-
velop detailed terms, conditions, and compliance plans re-
quired by section 5 of the President’s Decision.
SEC. 713. DEFINITIONS.

For purposes of this subtitle:

(1) The term “Alaska matural gas” means mat-
ural gas derived from the area of the State of Alaska
lying morth of 64 degrees North latitude.

(2) The term “Alaska natural gas transportation
project” means any natural gas pipeline system that
carries Alaska natural gas to the border between Alas-
ka and Canada (including r<lated facilities subject to
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the jurisdiction of the Commission) that is authorized
under either—
(A) the Alaska Natural Gas Transportation
Act of 1976 (15 U.8.C. 719-719); or
(B) section 704 of this subtitle.

(3) The term “Alaska Natural Gas Transpor-
tation System” means the Alaska matural gas trans-
portation project authorized under the Alaska Natural
Gas Transporiation Act of 1976 and designated and
described in section 2 of the President’s Decision.

(4) The term “Commission” means the Federal
Energy Regulatory Commission.

(5) The term “President’s Decision” means the
Decision and Report to Congress on the Alaska Nat-
ural Gas Transportation system issued by the Presi-
dent on September 22, 1977 pursuant to section 7 of
the Alaska Natural Gas Tramsportation Act of 1976
(15 U.S.C. 719c) and approved by Public Law 95—
158.

20 SEC. 714. SENSE OF THE SENATE.

21

It 1s the sense of the Senate that an Alaska natural

22 gas transportation project will provide significant economec
23 benefits to the United States and Canada. In order to mazi-
24 maze those benefits, the Senate urges the sponsors of the
25 pipeline project to make every effort to use steel that is man-
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ufactured or produced in North America and to negotiate
a project labor agreement to expedite comstruction of the
pipeline.
SEC. 715. ALASKAN PIPELINE CONSTRUCTION TRAINING
PROGRAM.

(a) Within siz months after enactment of this Act, the
Secretary of Labor (in this section referred to as the “Sec-
retary”) shall submit a report to the Commitiee on Energy
and Natural Resources of the United States Senate and the
Committee on Resources of the United States House of Rep-
resentatives setting forth a program to train Alaska resi-
dents in the skills and crafts required in the design, com-
struction, and operation of an Alaska gas pipeline system
and that will enhance employment and contracting oppor-
tunities for Alaskan residents. The report shall also describe
any laws, rules, requlations and policies which act as a de-
terrent to hiring Alaskan residents or conmtracting with
Alaskan residents to perform work on Alaska gas pipelines,
together with any recommendations for change. For pur-
poses of this subsection, Alaskan residents shall be defined
as those individuals eligible to vote within the State of Alas-
ka on the date of enactment of this Act.

(b) Within 1 year of the date the report is transmitted
to Congress, the Secretary shall establish within the State
of Alaska, at such locations as are appropriate, one or more
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training centers for the express purpose of training Alaskan
residents in the skills and crafts mecessary in the design,
construction and operation of gas pipelines in Alaska. Each
such training center shall also train Alaskan residents in
the skills required to write, offer, and monitor contracts in
support of the design, construction, and operation of Alaska
gas pipelines.

(c) In implementing the report and program described
an this subsection, ihe Secretary shall consult with the Alas-
kan Governor.

(d) There are authorized to be appropriated to the Sec-
retary such sums as may be mecessary, but not to exceed
$20,000,000 for the purposes of this subsection.

Subtitle B—Operating Pipelines
SEC. 721. ENVIRONMENTAL REVIEW AND PERMITTING OF
NATURAL GAS PIPELINE PROJECTS.

(a) INTERAGENCY REVIEW.—The Chairman of the
Council on Environmental Quality, in coordination wnth
the Federal Energy Regulatory Commission, shall establish
an interagency task force to develop an interagency memo-
randum of understanding to expedite the environmental re-
view and permitting of natural gas pipeline projects.

(b) MEMBERSHIP OF INTERAGENCY TASK FORCE.—
The task force shall consist of—
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22 SEC. 2503. CREDIT FOR PRODUCTION OF ALASKA NATURAL
23 GAS.

24 (a) IN GENER \L.—Subpart D of part IV of subchapter
25 A of chapter 1 (relating to business related credits), as
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amended by this Act, is amended by adding at the end the
Jollowing new section:
“SEC. 45M. ALASKA NATURAL GAS.

“(a) IN GENERAL.—For purposes of section 38, the
Alaska natural gas credit of any tarpayer for any tazable
year 1s the credit amount per 1,000,000 Btu of Alaska nat-
ural gas entering any intake or tie-in point which was de-
rwed from an area of the State of Alaska lying north of
64 degrees North latitude, which 1s attributable to the tar-
payer and sold by or on behalf of the tarpayer to an unre-
lated person during such tarable year (unthin the meaning
of section 43).

“(h) CREDIT AMOUNT.—For purposes of this section—

“(1) IN GENERAL—The credit amount per
1,000,000 Btu of Alaska natural gas entering any in-
take or tie-in point which was derived from an area
of the State of Alaska lying north of 64 degrees North
latitude (determined in United States dollars), is the
excess of—
“(A) $3.25, over
“(B) the average momthly price at the
AZCO C Hub in Alberta, Canada, for Alaska
natural gas for the month in which occurs the

date of such eniering.

HR 4 EAS



O 0 N O B B W =

NN N RN N N = e e e
G 8 O D= S 0% 3 &G R GL oS3

957

“(2) INFLATION ADJUSTMENT—In the case of
any tazable year beqinring in a calendar year after
the first calendar year ending afler the date described
in subsection (g)(1), the dollar amount contained in
paragraph (1)(A) shall be increased to an amount
equal to such dollar amount multiplied by the infla-
tion adjustment factor for such calendar year (deter-
mined under section 43(D)(3)(B) by substituting the
calendar year ending before the date described in sec-
tion 45M(qg)(1)’ for ‘1990°).

“(c) ALASKA NATURAL GAS.—For purposes of this sec-
tion, the term ‘Alaska netural gas’ means natural gas enter-
g any intake or tie-in point whach was derived from an
area of the State of Alaska lying north of 64 degrees North
latitude produced in compliance with the applicable State
and Federal poliution prevention, coutrol, and permit re-
quirements from the area generally knoum as the North
Slope of Alaska (including the continental shelf thereof
wnthin the meaning of section 638(1)), determined without
regard to the arec of the Alaska National Wildlife Refu.ge
(including the continental shelf thereof unthin the meaning
of sectiom 638(1)).

“(d) RECAPTURE—

“(1) IN GENERAL—With respect io each

1,000,000 Btu of Alaska natural gas entering any in-
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take or tie-in point which was derived from an area
of the State of Alaska lying north of 64 degrees North
latitude after the date which is 3 years afler the date
described in subsection (g)(1), if the average monthly
price described in subsection (b)(1)(B) exceeds 150
percent of the amount described in  subsection
(b)(1)(A) for the month in which occurs the date of
such. entering, the tazpayer’s taxr under this chapter

for the tazable year shall be increased by an amount

equal to the lesser of—

“(A) such excess, or

“(B) the aggregate decrease in the credits
allowed under sectiom 38 for all prior tazable
years which. would have resulted if the Alaska
natural gas credit received by the taxpayer for
such years had been zero.

“(2) SPECIAL RULES.—

“{A) TAX BENEFIT RULE—The tax for the
taxable year shall be increased under paragraph
(1) only with respect to credits allowed by reason
of this section which were used to reduce tax Li-
ability. In the case of credits not so used to re-
duce tar lialility, the carryforwards and
carrybacks under section 39 shall be appro-

priately adjusted.
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“B) NO CREDITS AGAINST TAX—Any in-
crease in tax under this subsection shall mot be
treated as a tax imposed by this chapter for pur-
poses of determining the amount of any credit
under this chapter or for purposes of section 55.
“(e) APPLICATION OF RULES.—For purposes of this
section, rules similar to the rules of paragraphs (3), (4),
and (5) of section 45(d) shall apply.
“(f) No DoUBLE BENEFIT.—The amount any de-

duction or other credit allowable under this chapter for any

fuel taken into account in computing the amount of the

credit determined under subsection (a) shall be reduced by
the amount of such credit attributable to such fuel.

“(g) AprLICATION OF SECTION—This section shall
apply io Aluska natural gas entering any intake or tie-in
point which was derived from an area of the State of Alaska
lying north of 64 degrees North latitude for the period—

“(1) beginming with the later of—
“(4) January 1, 2010, or
“/B) the initial date for the interstate
transportation of such Alaska natural gas, and
“(2) except with respect to subsection (d), ending
unth the dute which 1is 15 years afier the dute de-

seribed in paragraph (1).”.
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(b) CREDIT TREATED AS BUSINESS CREDIT.—Section
38(b), as amended by this Act, is amended by striking
“plus” at the end of paragraph (22), by striking the period
at the end of paragraph (23) and inserting “, plus”, and
by adding at the end the follounng new paragraph:
“(24) The Alaska natural gas credit determined
under section 45M(a).”.
(¢) ALLOWING (CREDIT AGAINST ENTIRE REGULAR
TAX AND MINIMUM TAX.—
(1) IN GENERAL.—Subsection (¢c) of section 38
(relating to limitation based on amount of tar), as
amended by this Act, is amended by redesignating
paragraph (5 as paragraph (6) and by inserting
after paragraph. (1) the following new paragraph:
“(5) SPECIAL RULES FOR ALASKA NATURAL GAS
CREDIT.—
“(A) IN GENERAL—In the cuse of the Alas-
ka natural gas credit—

“(1) thas section and section 39 shall be
applied separately unth respect to the cred-
it, and

“(i1) in applying paragraph (1) to the

credit—
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“(I) the amounts in subpara-
graphs (A) and (B) thereof shall be
treated as being zero, and

“(II) the limitation under para-
graph (1) (as modified by subclause
(I)) shall be reduced by the credit al-
lowed under subsection (a) for the tar-
able year (other than the Alaska nat-
wral gas credit).

“(B) ALASKA NATURAL GaS CREDIT.—For
purposes of this subsection, the term ‘Alaska nat-
ural gas credit’ means the eredit allowable under
subsection (u) by reason of section 45M(a).”.

(2) CONPORMING AMENDMENTS.—Suliclouse (IT)
of section 38(c)(2)(A)i1), as amended by this Act,
subclause (II) of section 38(c)(3)(A)(i1) as amended
by this Act, and subclause (II) of  section
38(c)(4)(A) (1), as udded by this Act, are each amend-
ed by inserting “or the Alaska natural gas credit”
after “producer credit”.

(d) CLERICAL AMENDMENT.—The table of sections for

subpart D of part IV of subchapter A of chapter 1, as

amended by this Act, is amended by adding at the end the

following new item:

“See. 45M. Alaska natwral gas.”,
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