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Recommendation:

The Committee believes the pipeline is economically feasible for certain investors and should be undertaken with private financing. We recommend against direct state investment unless there is clear evidence of economic benefits to Alaska that cannot be achieved through other regulatory or political mechanisms.

Recommendation:

The Committee encourages exploration of creative financial structures to facilitate all or part of a gas pipeline and/or in-state gas infrastructure, provided such entities finance their activities through private markets.

Recommendation:

The Committee recognizes that state tax policy is one of several tools that could play a role in influencing pipeline development, but reserves a decision. It is premature to decide how to use this tool until there is more definition of a project and the nature of its ownership.

Conclusions:

* When the Committee began its work early in 2001, there appeared to be certain problems that could be resolved by partial state ownership in a gas pipeline, and that it could be an important advantage for Alaska. However, through the process of gathering information and holding meetings, the Committee has determined that most if not all of these could be resolved through other means, other tools the state has at its disposal. For example, access to and from a pipeline can be facilitated through the state Regulatory Commission of Alaska working with the Federal Energy Regulatory Commission, and through stipulations in a state right-of-way lease across state lands. 

* The Committee believes a natural gas pipeline from Alaska would be good investment, but there are other, equally good investment opportunities for public funds that entail less risk. The state has a policy of diversifying investment of its assets (the Permanent Fund is an example) to reduce risk.

* From information gathered during hearings, the Committee has concluded that, absent majority or total ownership of a natural gas pipeline, an ownership interest gives the state no right to capacity in the pipeline. Capacity in a contract carrier pipeline is obtained through the nomination process during an "open season."

* The Committee is not persuaded that partial ownership of the pipeline raises any conflict of interests for the state (i.e. a state "ownership" interest vs. a state responsibility to regulate the pipeline) that cannot be resolved.

* The Committee investigated alternative sources of financing, including the Permanent Fund, Constitutional Budget Reserve and the ability of various public authorities to issue revenue bonds. The Committee believes that private sector companies can raise needed funds based on adequate coverage and financing reserves.  State participation would not enhance the acquisition of funds, would not necessarily guarantee lower financing costs and might unduly interfere with a straightforward private sector funding.  The State's participation would include a vote on a tariff but its interest would not be proportionately large and it would not guarantee a desired outcome.

* Absent a compelling public interest for partial state ownership, ownership of the pipeline is best left to private industry, and to firms which are experienced in oil and gas and the pipeline business.

* The Committee suggests that Alaskan-owned businesses, such as Alaska Native corporations, have the opportunity to invest in a natural gas pipeline project.

* Regarding alternative financing mechanisms, the Committee has been told by the producers' group that an investment in a gas pipeline might not meet the rate-of-return criteria for the producing companies. If so, alternative financing mechanisms, such as through a public authority, might facilitate others, such as pipeline transmission companies, becoming involved. A public authority may have advantages in terms of exemption from federal income tax, or jurisdiction by the Federal Energy Regulatory Commission.

* Regarding tax policy, the producers are seeking simplification and clarity in natural gas tax and royalty administration.

* The Gas Policy Council itself has endorsed the Governor's proposals for federal tax incentives, such as accelerated depreciation, an investment tax credit and a gas price volatility protection mechanism, a tax credit that becomes effective if prices fall below a certain point. The Committee reaffirms this endorsement. 

* The Committee feels that if a viable proposal for a pipeline is put forward and the producers do not respond in a reasonable period of time, the state should use tools that it has available to facilitate the project moving forward.

* House Bill 393, enacted by the Legislature to facilitate construction of a liquefied natural gas project (and since lapsed) contained a mechanism for a "contract" between the state and a sponsor of a gas pipeline project that would encourage stability in taxes on a gas project. While there are legal limits to the Legislature's ability to guarantee future tax policy, such a contract would carry an important moral commitment, and would be worthy of consideration for an Alaska Highway gas pipeline.
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