RECOMMENDATIONS OF JOINT COMMITTEE ON NATURAL GAS PIPELINES TO THE TWENTY-THIRD LEGISLATION

ROUTING RECOMMENDATION

Recommendation #A

Text #1

The legislature should continue its support for a pipeline route that goes south from Prudhoe Bay to the lower 48 and its opposition to a route that goes north from Prudhoe Bay to the Mackenzie Delta.
Justification #1

The 22nd legislature overwhelming passed SB 64, which banned the over the top route.  The bill was based on findings that an over the top route would have little or no economic benefit to Alaskans other than direct revenues.  It would not provide Alaskans with the opportunities for in-state use of gas by residents for a clean burning energy source or by businesses for value added opportunities.  Additionally, it would likely strand other potential gas resources located on the Alaska North Slope (“ANS”).  The over the top was widely opposed by the North Slope Eskimos and would face environmental and regulatory hurdles.  The Producers found little difference between the costs of a southern and over the top route.  The pending federal energy bill (H.R. 4) contains a ban on the over the top route.  

FISCAL RECOMMENDATIONS

Recommendation #B1

Text #B1

Before considering any state fiscal incentives, the legislature should require those seeking the incentive to provide financial, engineering, geologic, and other data justifying the incentive.

Justification #B1

It is axiomatic that the person with the best information will generally do better in any negotiation.  Pedro Van Meurs, the state’s fiscal expert, has stated that although the state may have to provide an incentive to jump start a pipeline, the state should not give away revenues that would otherwise accrue to it.  Dr. Van Meurs stated: 

 What is important in fiscal restructuring is to achieve the highest

possible level of government take as well as creating the optimal

structure of the government take. 

*************************************************

A sound fiscal system for oil and gas resources provides the 

appropriate balance between the interests of the State:

· the need to encourage an attractive level of economic

activity; and

· the need to extract the highest possible share of the

economic rent.

Van Meurs, Suggestions for New Terms for the Alaska North Slope LNG Project (1997) (hereinafter “Van Meurs Report”).  Without good information, the state will never be able to optimize this balance.  To protect the state and ensure that the quality of information is sound, the legislature should retain experts in the various fields of engineering, geology, economics, and law as needed.  See Recommendation #  below.

Recommendation #B2

Text #B2

The legislature should be prepared to consider modifications to any portion of the state’s gas fiscal system including changes to property taxes, severance taxes, corporate income taxes, and other taxes.  If the legislature modifies the fiscal system to take more risks, it should design a system that rewards the state for taking such risks.  The system should be clear, administratively simple, and progressive.  Additionally, if changes are made to fiscal system for gas, similar changes, which improve Alaska’s system, should be considered for oil. 

Justification #B2

Every expert, who has ever examined the state’s system, has made similar recommendations and found Alaska oil and gas fiscal system to be very regressive.  See Van Meurs Report; Gaffney, Cline & Associates, Perceptions of Alaska: Oil and Gas Market Research Project (1994).  The public policy that Alaska should share in any upside potential is embodied in our royalty reduction statute, which provides for increases in royalty payments if the assumptions justifying royalty relief change.  As noted in the justification for recommendation #1, the structure of any system is important.  For example, although changes to one type of tax may benefit the project’s return on investment, changes to another type of tax may benefit the project more with less loss of state revenue.  Furthermore, as a state within the United States, our tax system works in conjunction with the federal tax system.  Any changes to the Alaska system should coordinate well with the federal system.  Similarly, the Alaska tax system for oil and gas are linked and therefore they should be considered together to avoid improper incentives.

Recommendation #B3

Text #B3

In making changes to the fiscal system, the legislature should consider the effect of any changes on local communities and municipalities.
Justification #B3

Changes to the fiscal system may have dramatic effects on local communities’ ability to provide local services, especially during the construction phase of the pipeline.  Before making changes to the fiscal system, the Legislature should ensure that it has consulted with the affected communities and that there are adequate mechanisms to provide local funding for essential services.  

Recommendation #B4

Text #B4

The legislature should work with the administration to achieve fiscal certainty.
Justification #B4

For the most part, initial negotiations on clarifying and simplifying fiscal terms will have to be done by the administration.  Any changes resulting from these negotiations should just clarify ambiguous terms or procedures.  The changes should not reduce revenues to the State of Alaska.  However, some of these changes require legislative involvement for necessary statutory changes to implement the goals of fiscal certainty.

Recommendation #B5

Text #B5

If the legislature makes changes to the fiscal system, it should try to achieve long-term stability and should consider methods to ensure that the fiscal system would not be changed during the life of the project or some minimum number of years.

Justification #B5

Although there are constitutional problems with trying to bind a future legislature’s ability to change taxes, fiscal stability is a worth goal.  Investors should know with confidence that the state’s fiscal house is in order and its fiscal regime will not be changed so that they can be reasonably confident that they can achieve the projected returns.

Recommendation #B6

Text #B6

The legislature should continue to examine methods for state financial participation in the project, including the issuance of state or railroad tax-exempt bonds to finance the initial construction and expansion of the pipeline, innovative ownership plans such as public authorities, and other financing options.  
Justification #B6

The legislature approved funds for a study of state financial participation.  Petrie Parkman, State Financial Participation in an Alaska Natural Gas Pipeline (2002).  It can serve to provide background information for such participation.  State participation may lower the overall costs of the project, which could make the project more likely to happen.  Other arguments in favor of state participation include: (1) the state gets greater control over its destiny and resources; (2) the state does not have to worry about oil and gas companies that may have other more profitable projects elsewhere; and (3) it would be a good investment for the state.  However, there may be substantial risks to the state in taking such a role.  The legislature will have to balance the risks and rewards.

In addition, if the Senate Version of the federal energy bill (H.R. 4) passes, it mandates a study of alternative means of construction if an application to construct the pipeline is not filed within 18 months after law’s enactment.  In that event, the Legislature should work closely with the Secretary of Labor, who is charged with preparing the report, to examine options for financing and ownership of a pipeline.  

COMMITTEE WORK RECOMMENDATIONS

Recommendation #C1

Text #C1

The legislature should continue the Joint Committee on Natural Gas Pipelines.
Justification #C1

The Joint Committee has played a central role in the policy debate surrounding the initial operation and construction of an Alaska natural gas pipeline.  It has worked with the interested companies, federal government and Canadian governments.  It is important to continue these relationships. 

Recommendation #C2

Text #C2

The legislature should continue its participation in the International Pipeline Committee.  
Justification #C2

The legislature’s participation in this group has furthered the legislature’s understanding of the concerns of the Canadians as well as providing insight into how we can work together on areas of mutual interest.  Continuing to work with the Canadian governments can make a project more viable.  It can also save governments in providing services.  For example, job training is available in Alaska and in the Canadian provinces.  These efforts can and should be coordinated. 

Recommendation #C3

Text #C3

The legislature should hire its own experts.  It should not fund any experts for the administration unless the administration’s contract with the expert provides that appropriate members of the legislature, such as the chairs of the Natural Resource committees, have access to the experts and receive copies of all work product.

Justification #C3

The Joint Committee has experienced a great deal of frustration in getting information from the administration’s experts.  The administration has held either held back information or provided it as it saw fit.  These actions have impeded the legislature’s ability to protect the interests of Alaska.

Recommendation #C4

Text #C4

The legislature should continue to assess current in-state demand for gas, potential future demand, and new potential business demand.

Justification #C4

The 22nd legislature funded an in-state demand study.  Econ One, Alaska Natural Gas In-State Demand Study (2002).  This study provided a wealth of information for evaluating in-state demand.  However, the legislature should continue to assess in-state demand to ensure that the state will have the ability to take advantage of any new opportunities relating to gas usage.  Given the magnitude of potential gas resources on the ANS, the state should take a long-term view of how these resources should be developed and used and how the state can develop infrastructure to take advantage of new opportunities.  

Recommendation #C5

Text #C5

The legislature should continue to assess Alaska’s gas resources.

Justification #C5

Alaska has vast natural gas resource potential.  In addition to conventional gas reservoirs, Alaska has vast potential for coalbed methane gas and hydrate gas.  In the last few years, United States Geological Survey has completed studies of the oil and gas potential in the ANWR, NPRA, and offshore Beafuort Sea.  Those studies have found greater gas resources than previously thought.  Those studies did not focus on state and private lands on the North Slope and Interior basins of Alaska. Although the development of these gas plays will depend on technological advances, the state should be prepared to exploit all of its resource potential from all basins over a long term.  The 22nd legislature funded a preliminary study of those areas and the 23rd legislature should continue to assess these resources for future generations of Alaskans and Americans.   

ACESS RECOMMENDATIONS

Recommendation #D1

Text #D1

The legislature should ensure that oil and gas companies that do not have an ownership in the pipeline (“Explorers”) can get access to the pipeline and can obtain expansion of the pipeline if it is technologically and economically feasible.  
Justification #D1

In HJR 44, the twenty-second legislature clearly expressed its support for “access to the pipeline by Explorers on a fair and reasonable basis, including a proper open season with fair and reasonable tariffs, and … provid [ing them with] the ability to obtain expansion of the pipeline if economically and technologically feasible.”  The 22nd legislature recognized that such a policy is “vital for the continued exploration and development of natural gas resources on the ANS.”  The ANS has tremendous potential for finding large quantities of gas.  However, Explorers will not explore for this gas if they cannot get any gas discoveries into a pipeline.  Without such efforts, state jobs and revenues for oil and gas development would greatly diminish.  Ensuring fair procedures for any open seasons for nominations for pipeline space and for expansion capacity are ways the legislature can maintain a competitive upstream industry.     

Recommendation #D2

Text #D2

The legislature should support the state’s ability to take its royalty share “in-kind” to support exploration for gas and in-state use of gas.  
Justification #D2

Under the state’s oil and gas lease form, the state has the right to takes it royalty gas either “in-kind,” which means the right to take physical possession of about 12.5% of all gas produced, or “in-value,” which means the right to leave the gas with the producers and let them market and sell the gas on the state’s behalf.  Also, under the lease, the state has the right to switch between taking the gas in-kind or in-value upon six months notice.  Some have suggested that the state should give up this right, that is, flexibility in the name of fiscal certainty.  However, this flexibility is a right the state put in the lease to provide it with the ability to foster in-state development.  This right gives the state the option of increasing the wellhead value of its gas by letting others market the gas on its behalf, allowing Explorers to use it to provide a hedge for pipeline access, or using it to create value-added industries such was with done with the in-state oil refineries.  The legislature should not allow this right to be given up without careful consideration and adequate justification.

Recommendation #D3

Text #D3

The legislature should ensure that Alaska communities, businesses and residents have access to gas from a pipeline for in-state use.

Justification #D3

In HJR 44, the 22nd Legislature expressed its strong support that “Alaskans and Alaska businesses [be] ensure[d] they have access to the pipeline for in-state consumption and value-added manufacture on a fair and reasonable basis ….”  This resolution has based on a lengthy hearings conducted by the Joint Committee on Natural Gas Pipelines and numerous findings by the 22nd Legislature itself.  The Legislature found that ever since the ANGTA was passed in 1976 Alaskans had been promised that they would have access to gas produced from their own lands to "supply the energy base required for long-term economic development.”  Presidential Finding Approving the Southern Route.  The 22nd legislature received information that petrochemical extraction plants could be possible in Alaska.  Opportunities will exist for other markets for Alaska gas such as LNG to Asia, GTLs, and NGLs.  It received testimony and information from community leaders and residents about their desire to get gas from the pipeline for residential and commercial use.  Native villagers also spoke of the need for access to gas for their communities.  A gas pipeline could bring clean, affordable energy to Alaskans currently using fuel oil.  Gas could be brought to the Cook Inlet area to meet future energy needs.  In short, in-state use of gas will provide an opportunity to strengthen and diversify the Alaska economy.

Recommendation #D4

Text #D4

The legislature should require any applicant for an Alaska right-of-way lease to show that the applicant has a plan to meet the reasonably projected needs for local consumption.

Justification #D

In HJR 44, the 22nd Legislature expressed its strong support that “Alaskans and Alaska businesses [be] ensure[d] they have access to the pipeline for in-state consumption and value-added manufacture on a fair and reasonable basis ….”  This resolution has based on a lengthy hearings conducted by the Joint Committee on Natural Gas Pipelines and numerous findings by the 22nd Legislature itself.  The Legislature found that ever since the ANGTA was passed in 1976 Alaskans had been promised that they would have access to gas produced from their own lands to "supply the energy base required for long-term economic development.”  Presidential Finding Approving the Southern Route.  The 22nd legislature received information that petrochemical extraction plants could be possible in Alaska.  Opportunities will exist for other markets for Alaska gas such as LNG to Asia, GTLs, and NGLs.  It received testimony and information from community leaders and residents about their desire to get gas from the pipeline for residential and commercial use.  Native villages also spoke of the need for access to gas for their communities.  A gas pipeline could bring clean, affordable energy to Alaskans currently using fuel oil.  Gas could be brought to the Cook Inlet area to meet future energy needs.  In short, in-state use of gas will provide an opportunity to strengthen and diversify the Alaska economy.

Existing law, however, imposes no obligation to provide delivery points for in-state use.  The most efficient time to plan for such points is during initial planning and construction phases of the project.  Without a requirement that the project plan to provide delivery points to serve the citizens and businesses of Alaska near to the pipeline, the project could end up as a system for express delivery of all Alaska gas out of state, thereby bypassing reasonable in-state needs.  

PERMITTING AND STREAMLINING RECOMMENDATIONS

Recommendation #E1

Text #E1

The legislature should focus on efforts to streamline permitting of the pipeline such as insuring proper phasing of the project, providing for expeditious priority treatment of the project by state officials and agencies, and limiting judicial review.
Justification #E1

The Senate version of the pending federal energy bill (H.R.4) sets forth many mechanisms to expedite the initial operation and construction of an Alaska gas pipeline.  The Alaska legislature can make similar changes to Alaska law that will help expedite the project.  Those changes include: proper phasing under the Coastal Zone Management Act; full cooperation among every state official and agency and expedited consideration of any necessary authorizations by those officials and agencies; adequate ability to expedite any necessary waivers of law; limited judicial review; and shortened statutes of limitations.

Recommendation #E2

Text #E2

The legislature should review existing statutes regarding pipeline development to maximize efficiency while protecting the environment.
Justification #E2

The state can expect the pipeline to have a very long life.  The state should encourage a long-term view in the design, construction, operation, and maintenance of the pipeline.  Streamlining statutes pertaining to the pipeline will simplify this process.   

ALASKA HIRE AND BUSINESS USE RECOMMENDATIONS

Recommendation #F1

Text #F1

The legislature should require, to the maximum extent allowed by law, the training and employment of Alaska residents for construction and operation of the project.  The legislature should also require, to the maximum extent allowed by law, that Alaska contractors will be used to construct, operate and supply the project.  Major components of the pipeline should be constructed in Alaska.

Justifications #F1
The legislature has the obligation to ensure the maximum opportunities for the people of this state in connection with the development of our natural resources.  Many citizens are interested in working on this project.  The legislature should require the conditions for Alaska hire and contracting contained in the Northstar legislation as a minimum.  The legislature should work with project sponsors to encourage voluntary agreements to recruit and train Alaskans.

Recommendation #F2

Text #F2

The legislature should require all project sponsors, including all of their contractors and subcontractors, to file reports with the Department of Labor specifying the percentage of Alaska employment and other pertinent data.

Justifications #F2
This type of report has been used with Northstar.  It focuses attention by the companies and the public on how well businesses are doing in keeping with their voluntary promises to train, recruit, and hire Alaskans.

