ALASKA STATE LEG SLATURE
SENATE RESOURCES COWM TTEE
April 15, 2002
3:40 p. m

MVEMBERS PRESENT

Senat or John Torgerson, Chair
Senator Gary W1 ken, Vice Chair
Senator Rick Halford

Senat or Ben Stevens

Senator Kim El ton

VEMBERS ABSENT

Senat or Robi n Tayl or
Senat or CGeorgi anna Lincoln

COWM TTEE CALENDAR

SENATE BI LL NO. 360

"An Act est abl i shing addi ti onal requi renents for t he
consideration of applications under the Right-of-Wy Leasing Act
for an Alaska North Slope natural gas project, authorizing
expeditious priority treatnment of all applications under that Act
and under other relevant state |laws for issuance of a right-of-
way |ease for that project, authorizing the comm ssioner of
natural resources to act to nodify the terns of certain state oi
and gas leases related to the project and to act, wth
| egi sl ative approval, to waive, reduce, or defer the collection
of royalties due the state, and authorizing the comm ssioner of
revenue to act, with legislative approval, to waive, reduce, or
defer the levy and collection of taxes by the state and
muni ci palities under the oil and gas exploration, production, and
pi peline transportation property tax related to the project,
aut horizing the Al aska Railroad Corporation to provide financing
for the acquisition, construction, inprovenent, maintenance,
equi ppi ng, operation, or expansion of the project and related
facilities for the transportation of natural gas wthin and
outside the state by others and the corporation's issuance of its
bonds to finance the project and facilities, and limting
consideration of judicial challenges to decisions nmade wth
respect to that project under this Act; and providing for an
effective date."

HEARD AND HELD

SENATE RES COW TTEE -1- April 15, 2002



PREVI QUS SENATE COWM TTEE ACTI ON
SB 360 - No previous action to record.
W TNESS REG STER

M. Darwi n Peterson

Staff to Senat or Torgerson

Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT: Read SB 360 sponsor statenent.

M. Patrick Coughlin

Staff to Senate Resources Commttee

Al aska State Capitol

Juneau, AK 99801-1182

PCSI TI ON STATEMENT: Comrent ed on SB 360.

Commi ssi oner Pat Pourchot

Departnent of Natural Resources

400 W I I oughby Ave.

Juneau, AK 99801-1724

PCSI TI ON STATEMENT: Conment ed on SB 360.

Ms. Bonni e Robson, Deputy Director
Division of Gl and Gas

Department of Natural Resources

550 W7th Ave, Ste 800

Anchorage AK 99501- 3560

POSI TI ON STATEMENT: Comrented on SB 360.

M. Larry Persily, Deputy Comm ssi oner
Depart ment of Revenue

POB 110405

Juneau AK 99811- 0405

PCSI TI ON STATEMENT: Coment ed on SB 360.

M. Neil Slotnick, Deputy Comm ssioner

Depart ment of Revenue

PO Box 110400

Juneau, AK 99811-0400

POSI TI ON STATEMENT: Conment ed on Railroad tax-exenpt issues in SB
360.

Ms. Pat Ganbl e, President

Al aska Rai |l road Corporation (ARRC)

Department of Comrunity and Econonmi ¢ Devel opnent
POB 107500

Anchorage AK 99510- 7500

POSI TI ON STATEMENT: Commented on SB 360.

SENATE RES COW TTEE - 2- April 15, 2002



M. Bill OLeary, CFO

Vi ce President, Finance

Al aska Rail road Corporation

Department of Comrunity and Econonmi ¢ Devel opnent
POB 107500

Anchorage AK 99510- 7500

POSI TI ON STATEMENT: Comrented on SB 360.

Ms. Nan Thonpson, Chairwoman

Regul at ory Conmi ssion of Al aska (RCA)

Departnent of Community and Econom c Devel opnent
701 WEighth Ave Ste 300

Anchorage AK 99501

PCOSI TI ON STATEMENT: Conment ed on SB 360.

M. Al an Sharp, Director

Nor t her n Busi ness Devel opnent

Encana Marketing USA, Inc.

POSI TI ON STATEMENT: Comment ed on SB 360.

M. Mark Hanl ey, Manager

Public Affairs

Anadar ako Petrol eum Al aska

POSI TI ON STATEMENT:  Opposed SB 360.

M . Robbi e Schil hab

Al askan Gas Devel opnent Manager
Exxon Mobi |l Production Conpany
POSI TI ON STATEMENT: Opposed SB 360.

M. Ken Konrad, Vice President

Expl orati on

BP Al aska

PCSI TI ON STATEMENT: (Opposed SB 360.

M. Joe Marushack, Vice President
ANS Gas Commerci alization

Phillips Al aska

POSI TI ON STATEMENT: Opposed SB 360.

M. Curt Mffatt

Van Ness Fel dman

Al aska Nort hwest Natural Gas Transportation Conpany
Washi ngton D. C.

PCSI TI ON STATEMENT: Opposed SB 360.

ACTI ON NARRATI VE

TAPE 02-18, SIDE A
Number 001

SENATE RES COW TTEE - 3- April 15, 2002



#SB360
SB 360- ALASKA NATURAL GAS PRQJECT ACT

CHAI RMAN JOHN TORGERSON called the Senate Resources Conmittee
neeting to order at 3:40 p.m and announced SB 360 to be up for
consideration. Senators W Iken, Halford, Stevens, Elton and
Chai rman Torgerson were present. He said the conmttee woul d take
testinmony by invitation only today and that the bill had sone
structural problens that needed to be worked on before he brought
it up again on Wednesday.

MR. DARW N PETERSON, staff to Senator Torgerson, read the sponsor
statenent as foll ows:

SB 360 seeks to expedite the construction and operation
of an Alaska gas line from the North Slope south
t hrough Canada to the Lower 48 or to Al aska tidewater
for shipnent as LNG It provides fiscal incentives and
permtting benefits to those project sponsors who are
willing to work with the state of Alaska to insure:

e Qpportunities for enploynent of Alaskans and
Al askan busi nesses are maxi m zed;

* Potential instate demand for gas from the project
can be satisfied,

e Conpetition and the exploration of devel opnent of
northern Al aska gas is pronoted.

Currently a project sponsor for a pipeline right-of-way
| ease to construct a pipeline fromthe North Sl ope can
proceed under the provisions of the Al aska Pipeline
Ri ght - of - WAy Leasi ng Act. However, these provisions and
ot her provisions of Alaska law will be nodified for a
sponsor who agrees to do the foll ow ng:

* Train and hire Al askans and use Al aska busi nesses
in the construction and operation of the project
to be consistent with constitutional provisions;

e Conplete a study on instate demand and subnmt a
pl an that nust be approved by the RCA to neet that
demand;

e Conplete a study on natural gas resources in
Northern Al aska and submt a plan that nust be
approved by the RCA to maxim ze access to the
project so that conpetition in the Al aska oil and
gas industry is pronoted;
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e Update those denmand and resource studies 10 years
after construction of the project starts;

 Agree to provisions in the right-of-way |ease
providing for instate use of royalty gas and
expansi on of the project.

If a project sponsor gets certifications from the
appropriate agencies that the sponsor wll or has done
all of the above, the sponsor gets the followng
expeditious treatnent in obtaining authorizations to
construct and operate the project:

e The project nmay be phased under both the Right-Of -
Way Leasing Act and the Coastal Zone Managenent
Act .

* Al agencies nust give full cooperation to the DNR
conmi ssioner on project mtters by providing
i nformation and by i Ssui ng any necessary
aut hori zations at the earliest practical date on
an expedited basis and with precedence over any
| i ke matter pending before the agency.

e Any authorization may be amended as necessary to
further the purposes of the Act.

e« |If the Governor finds a provision of |law that
i npedes the project, he may propose a waiver of

| aw.

* Any decisions by the conm ssioner and other
agencies shall be subject to limted judicial
review only and such clains nust be brought within
60 days.

* The Departnent of Revenue conmi ssioner may waive,
reduce or defer all or a portion of the property
tax paynents relating to the project and the
Department of Natural Resources conm ssioner can
do t he sane for royalty paynents. The
commi ssioners can only offer these incentives if:
a) the project would not otherw se be econom cally
feasible; b) an agreenment is nade to begin
construction by a certain date; and c¢) the
| egi sl ature approves.

* The Al aska Railroad Corporation [ARRC] nmay provide
tax exenpt financing for this project. Any project
sponsor can proceed to apply for a right-of-way
| ease under the current Al aska Pipeline R ght-O -
Way Leasing Act wthout obtaining the certificates
outlined in this bill. They will not, however, be
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eligible for any  of the incentives this
| egi sl ati on offers.

MR. PATRICK COUGHLIN, consultant to the Senate Resources
Commttee, explained that the first three sections of the
bill are general provisions. Section 1 sets forth the short
title and Section 2 sets forth the findings regarding
anendnents to the Right-O-Way Leasing Act. The findings
i nclude a discussion of the various pipeline proposals, the
benefits to Alaska from instate use of gas, from hiring
Al askans and contracting with Al aska businesses to work on a
project, and from the need for conpetition in the upstream
portion of the Al aska gas industry.

Section 3 sets forth the findings regarding the
appropri ateness  of the Alaska Railroad Corporation's
i ssuance of financing to benefit an Alaska Natural Gas
proj ect.

Section 4 deals wth changes to the Alaska Land Act,
specifically changes to be made to the provisions of any
royalty lease or royalty obligation. This section provides
that if an applicant/lessee obtains the certificates
required by new AS 38.35.240, then the conm ssioner may
nodi fy any provision in the oil and gas |ease that inpedes
the project. Additionally, the conm ssioner nay reduce the
royalty if certain conditions are net. The comm ssi oner nust
consider whether other jurisdictions are giving incentives
to nove the project forward, whether the applicant has
provi ded by clear and convincing evidence that the project
woul d not otherwi se be economcally feasible, and whether
the applicant has agreed to a date certain to begin
construction of the project. However, royalty reduction
could not take place wunless it was approved by the
| egi sl ature.

Section 5 deals with the R ght-O-Wy Leasing Act provisions
and adds a new group of sections to the Ri ght-O-Way Leasing
Act .

The first new section sets forth the Act's purposes:

1. To expedite a project consistent wth insuring that the
peopl e of Al aska get the nmaxi num benefits possi bl e;

2. To insure access to the project by oil and gas conpanies

that do not have an ownership interest in the project and to
pronote conpetition in the upstreamindustry;
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3. To insure access to the state's royalty gas for Al askans
and Al aska busi nesses;

4. To insure enploynent of Alaskans and the use of Al askan
firms in connection with the project.

MR. COUGHLIN explained the new provision, AS 38.35.240,
describes the actions that an applicant nust take before the
applicant is eligible for the benefits provided by the Act.
If the applicant's actions neet certain standards, then the
applicable agency will issue a certificate of approval. To
expedite the process the agency nust conduct a hearing and
act within 90 days of receiving a request for a certificate.
The required actions are as foll ows.

1. The applicant nmust submt a showi ng of how the applicant
will use best efforts to train and enploy state residents
and whenever feasible will contract with firns in connection
with the project.

2. The applicant nust study instate demands [indisc.]
showing how the plan will maximze the opportunities for
access to state royalty gas transported in the project.

3. The applicant nust study potential gas resources in
northern Al aska and [indisc.] how the applicant's plan and
design of the project will rmaximze the opportunities for
access to initial and expansion on the project.

4. The applicant nust update the demand and supply studies
10 years after the construction of the project starts.

5. The applicant must agree to |ease stipulations providing
that the applicant will provide access to the state to ship
its royalty gas for use within the state and will use best
efforts to get appropriate authorizations to effectuate such
shi pnments, but the applicant nust seek expansion of the
pipeline from the appropriate federal agency if the
Regul at ory Conmi ssion of Al aska determ nes that expansion of
the pipeline is in the best interests of the state and that
other criteria are net.

MR COUGHLI N sai d:

There is a new section, AS 38.35.245, that provides if
an applicant/l essee obtains the certificates we just
tal ked about, then the DNR comm ssioner may phase the
| ease application process.
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There is a new section, AS 38.35.250 that provides that
if an applicant/lessee obtains their certificates
above, all other agencies involved in the permtting of
the project nmust give their full cooperation to the DNR
conmm ssioner. They nust do this by assenbling and
furnishing all requested information, issuing necessary
aut hori zations at the wearliest practical date, and
anendi ng any authorization as necessary.

Section, AS 38.35.255, a new section, provides that the
governor may ask the legislature for a waiver of law if
any applicable provision of |aw constitutes an obstacle
to the expeditious construction of the project.

AS 38.35.257, also new, provides again that if an
applicant/|l essee has obtained certificates, judicial
revi ew of decisions nmade or actions taken under the act
is limted to clains that can be brought under AS
38.35.200 and such clains nust be nade within 60 days
after the decision or act.

AS 38. 35.259 defines various terns used throughout the
act .

The next group of anendnments nakes changes to the |aw
that address Al aska Railroad Corporation provisions,
Sections 6 - 9. Section 6 anends the general powers of
the Al aska Railroad Corporation to give it authority to
provide financing for the project. Section 7 provides
that the bonds issued by the Railroad for the project
are for an essential public and governnental purpose.
Section 8 provides that before issuing bonds for the
project, the Railroad nust enter into an agreenent to

insure that the bond's principal and interest will be
paid tinely, reserves wll be sufficient for the
required paynents and all costs related to the bonds
will be paid by an entity other than the corporation.
Finally, Section 9 provides, again, that if an
applicant/| essee has obt ai ned t he required

certificates, the Railroad my issue bonds to an
applicant to finance the construction of the project
and related facilities. The maxi num anount of the bonds
is set at $18 billion.

Section 10 deals with oil and gas taxes. This section
provi des, again, that if an applicant/|essee obtains
the required certificates, the DOR conmm ssioner nmay
reduce taxes, defer them or alter any taxes |evied by
the state or nmunicipality if the conmm ssioner has
consulted with any affected nunicipality, prepares a
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report on the socio-economc effects of the project on
any affected municipality, and has considered whether
other jurisdictions have granted incentives to nmake a
proj ect happen.

Second, the applicant nust denonstrate by clear and
convincing evidence that the project would not
otherwise be economcally feasible wthout these
changes to the tax law and three, the applicant has
agreed to a date certain to begin construction of the
project. Again, any tax reduction or change to the tax
law would only be affected if approved by the
| egi sl ature.

Section 11 deals with changes to the Al aska Coastal
Managenent Program and provi des t hat if an
applicant/| essee obtains the required certificates, the
person responsible for the consistency determ nation
for a project may phase purview of that project.

The uncodified provisions are Section 12, which just
provides that any constitutional challenge to this act
must be brought wthin 60 days after the act's
effective date. Section 13 provides that by passing
this act, the legislature is granting approval required
by AS 42.40.285 for the Railroad to issue bonds to the
project. And finally, Section 14 says the act takes
effect immedi ately.

CHAI RVAN TORGERSON said they are working on four anmendnents. One
wi Il authorize the comm ssioner to enter into a contract for the
line simlar to the Shallow Gas Leasing Act. They inadvertently
may have stopped sone permitting that is going on by Foothills
and the pipeline conpanies, so the second anmendnent will contain
transition language to take care of that. The third anmendnent
pertains to questions raised about confidentiality during
negoti ati ons. The Railroad bonding |anguage was too restrictive
so that is being corrected in a fourth anendnent. He explained
ARRC coul d charge a fee but couldn't spend it.

COW SSI ONER PAT POURCHOT, Departnent of Natural Resources (DNR),
said he also serves as chair of the CGovernor's Gas Pipeline
Cabinet and that the admnistration in general supports the
provisions of SB 360. It very closely tracks the ten principals
laid out by the Governor |ast year to advance the gas line. It
i ncl udes a nunber of recommendations from the Governor's Natural
Gas Policy Council and adopts an approach that they have al ways
envisioned in the franmework of the Stranded Gas Devel opnment Act,
which SB 17, currently pending in the |egislature, expands. It
al so includes, as staff referenced, provisions of the Governor's
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bill,

siml

SB 296, which authorizes the Al aska Railroad to issue tax-
exenpt bonding for the gas line. It includes provisions that are
ar or parallel to provisions that the admnistration has

pushed for, which are now included in federal |egislation.
st at ed:

W are specifically supportive of provisions in the
bill requiring or advancing the southern route for
providing for future access to a gas line through
expansi on, providing the ability to ship royalty gas
for instate wuse, provisions for Alaska hire and
trai ni ng, provi si ons fostering i nstate economni ¢
devel opnment and providing for RCA invol venent.

Specific to the Departnment of Natural Resources, we are
supportive of the requirenent in the bill that requires
a determnation of economc need for any royalty
reductions or changes that would be responsible for
making the project economcally viable. W also are
supportive of the phasing provisions that are simlar,
by the way, that are now included in SB 308, which we
are supporting in that bill - and phasing, | mght add,
that's unique and tied directly to the gas line and
appropriate because of the size and conplexity and the
duration of the planning, permtting and construction
process. W al so support the |inkage granting right-of-
ways to certain conditions as spelled out in the act.

M. Chair, you nentioned several anmendnents. Just from
DNR s standpoint, we are very supportive of the
expansion criteria that are included in the bill which
are very simlar to those that are now in the draft
federal |egislation.

There were a couple of itens | believe that were on the
top of page 8 of the draft that anmend Title 38. W
would i ke to submt for your consideration sone fairly
m nor changes that we feel happen closer to the federal
provisions, but may provide a little clearer guidance

for us and we'd just like to submt those for your
consideration - that deal with a couple of the criteria
that [indisc.]. | would also |like to add that we have

submtted a fiscal note. One would probably require
sone specialized analysis and study to nake this
econonm c feasibility determ nation. W would not intend
to do two separate studies. W would nerge our efforts
there. They would clearly be |ooking at sonme of the tax
consequences. W would be |ooking at royalty and how
that may or nmay not affect overall project feasibility.
But we woul d be conbining that effort...

He
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CHAl RMAN TORGERSON said that he wanted to hear their ideas on the
expansi on.

M5. BONNI E ROBSON, Deputy Director, Division of Gl and Gas, DNR
said DNR would like to see a couple of provisions nore precisely
mrror federal |anguage. On page 8, line 2, she suggested
changing the word "will" to "designed to", which accurately
captures the intent.

She pointed out the second and third criteria contain a reference
to projects and later the definition of projects includes not
only pipelines but also a nunber of other facilities. They
understand the rationale for the broader definition, but do not
believe it should be so broad for expansion.

SENATOR ELTON said, according to the sectional analysis, they
woul d have the ability to reduce the royalty. He asked for an
exanple of a situation in which they would waive instead of
defer.

COWM SSI ONER POURCHOT replied that isn't entirely clear

There may be overlap between waived and reduce to
zero.l guess we take those three words all together as
a broad range of zero to sone nunber just short of what
the royalty would be and possibly it could be over
time. Maybe there [are] different years of operation of
t he project applying...

MR. LARRY PERSILY, Deputy Comm ssioner, Departnent of Revenue
(DOR), spoke to Section 10 of SB 360, which specifically deals
with the departnent’s ability to waive, reduce and defer property
tax after insuring that the applicant has net the criteria set
out in the statute and said:

The Departnent of Revenue estimates, assumng a four-
year construction period for the pipeline, that you're
| ooking at about $280 mllion - $300 million in
property tax that would be assessed at the 20 m | rate
in statute on the construction, material and equi pnent
used in that four-year construction process. W would
estimate that that would split out at about 70% to the
state and 30%to the nunicipalities. For people who are
not famliar with it, the state has a property tax, but
only on oil and gas production property, not on other
property. That tax would begin to be assessed basically
as soon as the pipeline and other material hits the
dock. It does not have to be put into working order for
us to assess the property tax. So, under the statute as
it Iis witten now, a project sponsor - project
devel oper - would have to pay property tax on the

SENATE RES COW TTEE -11- April 15, 2002



conponents of a gas line before it's produci ng revenue.
Certainly, once the project is conpleted and it 1is
produci ng revenue, then the value of those assets go
up, because a steel pipe that has nothing noving
through it is worth a lot |less than a pipe that has gas
init working its way to market.

Anyway, during the four-year construction, we estinate
$280 mllion - $300 mllion of property tax at the 20
ml| rate. Once it begins producing, we would estinate
for the first 10 years of the project average property
tax revenues agai nst state and nunicipal share in total

woul d be about $100 million per year - again spread
about 70%to the state; 30%to the nunicipalities. Sone
people may look at the $100 million nunber and say it

is significantly less than we receive off TAPS. One
reason for that is with TAPS we're collecting property
tax on Valdez facilities and there are no facilities.
We're assuming this would be a pipeline that would go
to an Al aska port and just keep going. Certainly, as we
| ook at this legislation, one option, if there was a
project sponsor that net the criteria, one option that
the departnent project sponsors and the |legislature
could ook at is doing waiver deferral or reduction of
just the state's share of property tax. You would not
have to do state and municipalities necessarily the
same way.

MR. PERSILY said they have no problenms with the property tax
| anguage in Section 10.

CHAI RVAN TORGERSON asked if the Governor's Gas Pipeline Counci
did a study on the socio-econom c effects.

MR. PERSILY replied that he didn't think so. Conm ssioner
Pourchot indicated that their fiscal note includes funds that
they could use for their portion of the studies with Dr. Pedro
Van Meurs. They would work with DNR to conbine the work funded
under the two fiscal notes, so that there would be only one study
for the incentive issue.

SENATOR ELTON asked if the comm ssioner now has the power to
wai ve, reduce or defer the paynment of all or any portion of the
tax levied by the state or the nmunicipality - for exanple
property taxes on the oil pipeline or other circunstances to
wai ve nmuni ci pal taxation

MR. PERSILY replied that he didn't think they had any authority
to "just go out there and waive taxes." They need |egislative
authority. "Gven our financial situation, |I'm not sure we'd
wai ve anything we're not collecting.”
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SENATOR ELTON asked if the comm ssioner could waive or
change in any manner a property tax |levied by a nunicipality now.

reduce or

MR. PERSILY replied, "No. The only involvenent is up to the 20

ml limt, they get first crack; we get what's
assesses the property on the TAPS right now "

CHAl RMAN TORCGERSON noted that SB 360 increases

| eft.

The state

the ampunt of

previous legislation from$17 to $18 billion. He expl ai ned:

| did that mainly to bring recognition to the state
financing the expansion of the project. Assuming the
explorers do not have a vested interest in the pipe

itself, we'd want the line expanded. In testinony
Washi ngt on and ot her places through phone calls,

in

it was

pragmatic for governnent to tell private industry to
spend noney for an expansion, even though it would have
to meet all the economic hurdles that would go with any
pipeline. | thought if the Railroad had the authority
to build the line, expansion should be part of
That's the main reason for the increase in noney.

4:13 p. m

MR. NEIL SLOTN CK, Deputy Comm ssioner, Departnment of
fi nanci ng. He

said he would speak to the Railroad tax-exenpt
remar ked:

it.

Revenue,

As you know, of course, tax-exenpt financing is always
going to be cheaper than taxable financing.

question is: Wiy the Railroad? As you know,

financing is not generally available for what

benefiting from the project. That's the general
rul e.

Now, there are sone exceptions to that

The
t ax- exenpt

is called
private activity, a private entity that is building and

exanple, there's the private activity cap where
to $225
private
activity. But that private activity cap is spoken for
generally by AHFC with its housing program by
Al aska Student Loan Corporation, which benefits private
i ndi viduals and Al DEA, also, sonetines clains sonme of
that cap as well as nunicipalities, which have a claim
to 25% of it. There are other exceptions to the rule
private

state can, in fact, allow the sale of up
mllion of tax-exenpt bonds each year for

that tax-exenpt bonds can't be wused for
there's a

activity. There's a Dobbs-Ward exception,

rul e.

For

t he

t he

pol lution control exception, but those are very limted
and obviously couldn't be used for a big project

as this one.
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The other exception that's out there is that if you
have speci al congressional authorization to issue tax-
exenpt bonds, then you can, in fact, do that, but those
are rare, but the Railroad has one and the exenption
granted to the Railroad is granted in very broad
| anguage. It just says that the obligations of the
Rai | road, our tax-exenpt bonds, would not be treated as
private activity bonds or actually the |anguage at the
time that the Railroad Transfer Act was passed was
i ndustrial devel opnment bonds. |'ve included a copy of
the Railroad Transfer Act and highlighted the rel evant
| anguage there in your packet.

If the Railroad were to do such a financing, what would
it look like? Who would own the |ine and what woul d t he

terms be? Well, the nodel that we actually are
following nost closely here and in the presentation
that's in the packet, if you'll turn to page 4, you'll

see the Marine Termnal tax-exenpt revenue bond
offering sheets and that's the nodel that we are
foll owi ng here. The Val dez Marine Term nal was financed
by tax-exenpt bonds issued by the Cty of Valdez, but
if you | ook closely at these offering sheets on page 4,
you'll notice that the credit, the responsible party
for paying off those bonds, is not the City of Valdez.
The responsible party is, in fact, the producers.

In this case, |'ve got an Exxon offering and an ARCO
of fering, again, for tax-exenpt bonds sold by the City
of Valdez as a conduit. The credit that stands behind
the bonds is that of the conpany and that's the node

that we envision here. In addition, the owner of the
Marine Termnal is the conpanies, thenselves. It's not
the Gty of Valdez. This was done under an exception to
the private activity rules, because this was consi dered
a wharf project and under the terns of the tax |aws as
witten then, Valdez did not have to retain ownership
of the project. If it was used under that exception
t oday, Val dez woul d have to retain ownership.

But looking at the Railroad statute, that's again a
very broad exception, that takes you back to a tine
before even the 1977 tax l|laws when ownership by the
muni cipal entity that was funding the industrial
devel opnment was not required. So, the nodel that we
| ook at here is that the credit behind the bonds is not
going to be the Railroad. It's going to be the
conpanies and that would probably be done through a
shi pper-pay contract. So, the producers are going to be
the ultimate responsible party for the bonds. An
ownership would remain with the developer of the
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project and that owner then would be able to take
depreciation on the project. If you have a municipal or
state or public corporation owner, then there's no
advant age of depreciation to private enterprise. Here,
with this exception, | think we will be able to avoid
that dilemma and allow private parties to own the line
even though it's being financed by tax-exenpt bonds
i ssued by the Railroad.

What woul d the financing ook like in terns of how much
debt? We're told by our financial advisors that the
market's going to require sonme equity participation by
the producers or by the entity [indisc.]. You can't do

a project like this wth 100% debt, because the
market's not going to want you to take all of the risk.
The market will want to see sonebody else ponying up

sonme noney that is at risk for the project. And so a
good rule of thunb is about 70% debt and 30% equity.
We've got sonme information in this packet about the
Al liance Pipeline, which was recently constructed from
Calgary to md-North Anmerica for transportation of
Nat ural Gas.

The next question is, if the Railroad does this, how
much noney would this tax-exenpt financing save the
producers or the entity that builds the line. That's a
difficult question to answer. W have to nmake a | ot of
assunptions to cone up with an answer. So, what we did
is we built some nodels and the one that's in the
packet here assumes first of all a project finance
basis so we don't have to figure out the credit value
of each individual conpany that's standing behind the

bonds. W just take a blend of credit, call it a
project financed project, figure about four years for
construction and about $17 billion total costs,

interest rate, if it was a taxable project of about
8.5% interest rate. For tax-exenpt bonds it would be
about 20% | ess or about 6.5%

We've got various other assunptions built into our
nodel s about how nmuch capitalized interest and so on.
When you run those nodels and then take a present val ue
figure for how much the savings are, it conmes out in
today's dollars of about $1 billion in savings - by
usi ng tax-exenpt financing.

Now, there's lots of different ways to run these nodel s
- lots of different assunptions that you can nmake, sone
of which are going to show nore savings and sone of
which would show a little |less, but we've been told by
the producers, and others as well, that yes, they have
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checked it and they find that nunber is probably a
pretty good ball park nunber - again, naybe a little
conservative depending on what kind of assunptions that
you make when you run these nodel s.

That's a pretty quick run through of the kind of work
that we've done so far on this project, but that's a
start. If there's any questions, |'d be happy to try
and take those.

CHAI RVAN TORGERSON asked his opinion on the default provision and
questioned, "If sonething happens to the three producers, who's
on the hook next?"

MR. SLOTNI CK replied:

The bondhol ders - the investors. It would be very clear
in the offering statenment that the Railroad is not
pledging its full faith and credit and the State of
Alaska is not pledging its full faith and credit or in
any other way guaranteeing or backing these bonds...On
page 4, again, you need a magnifying glass to see it,
but it says, 'These bonds will not constitute genera
obligation of a city or charge against a general credit
or taxing power of the city or the State of Al aska
Payment of the principal of premum if any, and
i nt erest on the bonds is guaranteed by Exxon
Corporation.” W wuld have that type of |anguage
t hroughout the bond offering in bold letters.

MR. PATRI CK GAMBLE, President, Al aska Railroad Corporation
(ARRC), said he would testify in general support of the
railroad provisions in SB 360. He referred the commttee to
page 12, line 9, and said he would focus on section (d):

(d) The proceeds of the bonds described in this section
shall be used only for an Alaska North Slope natura
gas project and related facilities that are owned by
one or nore entities other than the corporation (the
Al aska Rai |l road).

He conti nued:

We believe that precludes the opportunity to |ink what
we see as probably significant railroad requirenents to
sone sort of an opportunity to collect a fee in order
to fund those requirenents. |If you get to the
engi neering side of the project, for exanple, and start
| ooking at the additions to our current |evel of
business on the railroad, one of the assunptions is
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that we are going to tell our current custoners that we
can no longer service them because we have a new
project to build the pipeline. In order to robust the
rail line, we've got to look at the opportunity to
continue what we're currently doing and add this
addi ti onal business on. That neans we've got to | ook at
things Iike sightings, we've got to |ook at places for
addi tional double track on the rail line. As you know,
it's asingle rail line through nost of it. W' re going
to have to |l ook at the yards, especially in Fairbanks,
where there's going to be an enornobus anount of pipe
trans shipped. And, so there are going to be physica

requi renents. W currently, for exanple, have a 90 |b.
rail in our yards to a large extent, which probably is
not sufficient. In fact, | can al nbst assure you that
it's not sufficient to take the gross weights that
we're going to apply across the line in addition to
what we're already doing. W're in the process of
changing out that lighter rail for heavier rail. W're
in the process of  building additional si ghtings
already. It's in our five-year plan.

W're in the process of looking at our Dbridge
structures. Those bridges were built many, many years
ago. To nmake sure they can handle the current |oads for
years to cone and, of course, we would have to reassess
those in light of the additional tonnage that we would
see by nore trains added on to the line. As you can
see, I'mbuilding a case for the fact that we need to
robust this rail line in order to take this project on.
Now, there are sonme who have said this project and I
have said this is the biggest construction project
since the Geat Wall of China. Gbviously, we don't
exactly know how big it is, yet, but we do know there
is going to be certain physical requirenments that the
railroad is going to have to neet t hat are
consi der abl e.

On the other side of the fence, we have heard it said
that this is the largest private bond sale in US.
hi story and, whether that's the case or not either, it
sinply goes to show that it's a very large financial
deal. This also is going to have a consi derabl e inpact
on the Railroad. This is not a part tinme job for the
current rmanagenent structure or for the enployees of
the Railroad. Gven the life of this project where the
bond refinancing could go on for 35 - 50 years, we're
going to have to make sone structural changes in the
Railroad to accommodate our responsibilities. I
enphasi ze that word because there's responsibility,
there's authority and accountability that the Railroad
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is going to have to have financially for some time to
cone.

What we see when we get back to (d) and with the idea
that there be an amendnent sonewhere in here with the
opportunity to link sone sort of fee for the services
rendered on the financial side with the requirenent to
fund that robustness that | spoke of before that we see
on the operational side of the railroad and also
possibly for the additional operating expenses that
woul d be incurred as we support this project after it
matures as a construction project and becones a
sustained pipeline project with all the attendant
services that we would normally put forth to do that.

CHAl RMAN TORGERSON said he agreed with that and would craft an
anendnent to that affect.

SENATOR ELTON asked how ARRC financed the infrastructure that may
have been needed to support construction of TAPS.

TAPE 02-18, SIDE B

MR. GAMBLE replied there was one, but it was |ong ago. He said he
didn't know if they scaled the projects side-by-side - this one
is enornmous conpared to TAPS - which portion of that ARRC would
have to support directly. He said it would add considerably to
ARRC s activities. One issue is space and the ability to take as
much product and be able to nove it and transship it; and the
other is the wear and tear on the rail line, bridges, etc. as a
direct function of gross ton-mles across the rail line, itself.
He could better answer the question when engi neers converted that
to trains and | oad. He stated, "In the abstract it's very fair to
say that the current level of activity that we share on the
Al aska Railroad has already got us |ooking at sone of these
t hi ngs."

MR. GAMBLE expl ained that over the last three years, especially,
t hey have been playing catch-up for when there wasn't a |ot of
noney put into the line. Adding this on to the catch-up gane ARRC
is playing will be a considerable task. He el aborated:

What we're suggesting here is then that before we start
haul ing this tonnage, we have a nunber of prograns that
| think it would [be] safe conceptually to say if we
accel erated what we already have on the books, we're
al ready doing what |I'm asking for. W're not talking
about going out and building a whole | ot of new things;
we're talking about accelerating the robusting that
we're already doing on the Railroad right now For
exanple, the bridges, we have probably just under 300
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bri dges and nost of those were built with wood ties and
wooden supports, they were built 45 - 50 years ago and
we're out assessing our entire bridge program W're
finding a lot of work that needs to be done in that
program If | go back to ny engineers and add on what |
estimate to be the additional tonnage that's going to
have to go across those bridges for the period of tine
we're talking about, we're going to accelerate the
deterioration of those bridges considerably and so on.

SENATOR ELTON added that there would be infrastructure inpacts on
a lot of our transportation facilities and the railroad is the
only one that is going to be able to recoup sone of those inpacts
t hrough charge backs to the people who are building a pipeline.
He said he was very interested in know ng about inpacts during
the construction of TAPS and how they were paid for.

CHAI RVAN TORGERSON said he agreed with part of what he said, but
right now the bill doesn't even let themrecoup the fees it wll
cost them to put out the bonds. He envisions this to be a
negoti ati on between ARRC, the Departnment of Revenue and the oi
conpani es under ship and pay contracts.

SENATOR ELTON said he didn't have any problem wth the
adm ni strative inpacts on the railroad.

MR. GAMBLE said they would like to align the fees with legitinate
requi renents - "No nore and no | ess.™

CHAI RVAN TORGERSON r esponded:

Again, | think that would probably be a negotiation
aspect between the railroad and the producers since
they are paying the bill on both ends, not only
transportation of t he pr oduct, but al so for
adm nistrative fees that the railroad would be asking
for.

M5. NAN THOWSON, Chairwonan, Regulatory Comm ssion of Al aska
(RCA), supported SB 360, which provides a clear statenent of the
state's goals and interests that should help advance this
project. SB 360 also addresses her concerns about the need to
insure appropriate access to instate users and provisions for
expansi on to encourage devel opnent.

She said this bill gives the RCA two inportant responsibilities.
First, the RCA is part of the 90-day certification process in
Section 240. The RCA is supposed to meke sure the applicant
adequately considers instate demand and submts the plan that
maxi m zes opportunities for access to the royalty gas after
holding a hearing to determine if the applicant has adequately
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studi ed the supply and naxim zed the opportunity for initial and
expansi on capacity. She said this process is good and will allow
the issues to be fully explored and aired and will allow the RCA
to devel op a good record for decisions on certification.

The second responsibility relates to the expansion issue. The Act
provides for a lease provision that would require the RCA to
apply for specific criteria in evaluating applications from any
entity that wanted to ship gas on the pipeline to determne if
the pipeline expansion was in the best interests of the state.
She agreed with M. Robson's comrent about specific |anguage
issues in the current draft and said M. Robson’s suggestions
would make it consistent with pending federal |egislation that
she woul d al so support.

M5. THOWPSON told committee nenbers that the pending federal
| egi slation contains provisions for expansion and this process
woul d conplinent that process rather than supplant it. It would
allow the state to develop a record on the sane issues that FERC
woul d be interested in. It's a good way for the state's interest
to be fully evaluated and to submt the results of the process to
FERC.

SENATOR ELTON asked, after construction begins in a 10-year
period, if in the eighth year the RCA finds that the applicant
did not maxim ze opportunities for access, they would be able to
do sonething without waiting for a study that cones in on the
tenth year.

M5. THOWPSON replied that the Act requires RCA review of a plan
and if they were acting consistently with the plan, they would
have the opportunity to do sonething about it. The Act requires a
regul ar update.

MR.  ALAN SHARP, Director, Northern Business Developnent for
Encana Marketing USA, Inc., supported SB 360. He explained that
Encana is a brand new corporation, a flagship world-class oil and
gas conpany |aunched on April 8, 2002. It was forned from two
great Canadi an conpani es, Al berta Energy Conpany and Pan Canadi an
Petrol eum Corporation. Sonme of its growh platforns include
Al aska, the MacKenzie Delta, western Canada, the US Rockies, the
@Qulf of Mexico, off-shore eastern Canada, the North Sea and
Ecuador.

He highlighted a few points saying through this merger Encana is
now North Anerica's |argest independent oil and gas conpany and
North Anerica's largest natural gas explorer and producer and

| argest gas storage operator. Encana’s forecast for 2002
production after royalty for natural gas is 2.4 BCF/D. He said
Encana believes this bill is necessary for the follow ng reasons:
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The state is in control of what its gas industry wll
|l ook Iike and it has at |east 50 years ahead of it,
based on North Sl ope potential of 100 BCF. It could be
upwards of 75 years. This bill creates conpetition by
insuring third party access to the pipeline, and which
also will be drawing in exploration dollars starting
today. This bill also reduces through conpetition the
state's reliance on the three producers as kind of the
main producers at this point in time as about 75% of
the state's incone.

The second point that we see as a result of the
potential producer pipeline owner shipper conflict of
interest for the pipeline and its expansions could be
designed to hinder third party access. This bil
insures that the pipeline wll be designed to neet both
the producer and future Al aska gas needs.

The third point is the way they would go about insuring
this pipeline design is by gathering information that
is required to inplement state gas policy and
regul ation. This goes beyond just having the producers
provi de their volunes and their design in the pipeline.
It wll actually establish hydro-carbon conservation
and conpetition rules as well as going into regulating
access, expansion and control of upstream facilities
that go into the pipeline as well as the pipeline,
itself.

The fourth point that we had was the delay in the
| egi sl ative approval for the royalty-in-kind gas sale.
The royalty-in-kind gas sale requires |egislative
approval so that cannot be obtained until January 2003
or until a special session is called. Basically, where
we're comng fromin this is, as an explorer, we can
only participate in an open season when we have proven
gas reserves and the earliest we see that woul d be 2005
or through a royalty-in-kind sale. So we view this bil
as very inportant.

He showed a slide of proven gas reserves being held by BP, Exxon
and Phillips. O the 30 TCF that's proven right now, there's
about 100 TCF of potential gas reserves in the North Slope and
Encana believes that around 26 TCF is in Foothills, based on a
USGS report. He continued his explanation of the slide. Encana
believes the producers are waiting for them to lead the way,

because it wll significantly lower their costs and risks. He
concl uded, "So, you can see the magnitude of our land relative to
the Foothills area and why we're interested in the bill for

access to the pipeline.”
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He said that only a small area on the North Slope has been
explored and mainly for oil. Wthout access for explorers, the
pi peline would be full for 20 years. There would, therefore, be
m ni mal exploration and | and sales in that area.

MR. SHARP expl ai ned:

An open season from our perspective is a binding
obligation for pi peline capacity. Pri or to an
application to actually build that pipeline, it's
usually held significantly before the FERC application
to build the pipeline. The open season is used to
determ ne the design and the size of the pipeline. The
main issue that we have is if you do not participate in
the open season, then the pipeline will be designed
W thout your interests and I'd like to point out that
would be from both a state and an explorer point of
view. Especially, if you have a very early open season,
it can actually create a barrier of entry to the
pi peline. So, through the bill, if there are rules on
access and expansion, it kind of elimnates that issue.
Ri ght now, FERC does not control or regulate an open
season. That nay change through the federal energy
bill, but that has not been approved yet, and the
details of how that would be worked out are still
out st andi ng.

There are really three critical inportant aspects that
we see to the bill and to the pipeline. [Slide 6]
That's the initial design, expansion and access to the
pi peline, itself.

The first item would be initial design, which would
determne the fate of future gas exploration and
conpetition in Alaska. Through the initial design,
you're really determning what the tolls wll be, the
initial volumes that flow as well as for the expansion
in the future. Depending on how it's designed, you have
atoll that could be roll in versus increnental for the
expansion. That could be quite inportant relative to
initial shipper versus a future shipper on conpetition.
Initial design also determ nes the expansion capacity
increnent sizes. Is it going to be a snmaller in nunber
of series of expansions or is it going to be in one
| ar ge expansi on?

The initial design also determnes how long an
expansion wll take to build, because you could
actually prebuild certain things into the pipeline so
it's easy to expand into future, because you' ve al ready
put down flanges on the pipeline or areas for
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conpressors to go in on md-distances.

The second itemthat it tal ked about woul d be expansion
rules. They would determne who would be able to
contract for actual capacity on the pipeline. Fromthe
expl orer's perspective, we require reasonabl e expansi on
capacity increnents - by that | nean in the 300 mllion
CF/ D range, not one |arge expansion of 1 BCF/D. That's
sonething we had heard from the producer group. The
explorers would also like to see reasonabl e assurance

on a tinely expansion such as, if you request
expansion, it would actually happen in a certain tine
frane.

The last item under expansion is looking at the tolls
thenselves to insure that they're conpetitive and
reasonable relative to the initial shippers. In that
respect, it's inportant in the initial design to have a
consideration for prebuild of sone type.

The | ast itemwould be access rules. It would determne
where and whose gas can actually enter and |eave the
pipeline and to give you an exanple of that, | think a
key conponent for explorers is unbundling of the
pipeline tolls relative to other producers' facilities
on the North Sl ope around Prudhoe Bay and Pt. Thonpson.
As explorers down in the Foothills, it's |ikely our gas
wll not require the sanme type of facilities as the gas
up North as well as if we do need facilities we'd put
our own in the Foothills ar ea, t hi ngs i ke
transferability of firm service at receipt points and
delivery points. That's inportant not only for
explorers to get on and off the system but also for
instate gas use in order to grow the Al askan gas
consunption. The |ast one would be the rules to support
and encourage new gas entering the pipeline. That kind
of highlights both access and expansion as to how you
get on.

To sum all this up for SB 360, we believe it provides
the framework to regulate these critical areas. It
establishes conpetition and an equal playing field for
explorers. Wat's critical for us is that detail
regardi ng access and expansion rules actually evol ve so
we have the franmework here. It's inportant for us as to
work out the details of how that would actually cone
about .

4:45 p. m
MR.  MARK HANLEY, Public Affairs Mnager, Anadarko Petroleum
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Al aska, said they used to be the |argest independent oil conpany
in Alaska, but now they are nunber two. He noted that the two
| argest i ndependent exploration conmpanies in the world are up
here interested in Al aska where there is a |lot of gas potential.
He said the biggest risk would be getting the gas to market.
Having fair access at a reasonable price to any transportation
project is crucial. He pointed out, "It's alnost inpossible for
conpanies to invest the dollars ahead of tinme if you don't know
when you find the gas, you'll be able to actually get that into a
project." He said Anadarko is supportive of the access provisions
that will encourage exploration conpanies to continue exploration
in Alaska into the future.

MR. ROBBI E SCHI LHAB, Al aska Gas Devel opnments Manager, Exxon Mbbi
Producti on Conpany, said:

Al aska's North Slope gas is a very inportant resource
for Exxon Mobil. Exxon Mobil holds over one-third of
the gas. It is the largest gas interest holder on the
North Sl ope. W' ve been working for over 30 years to
commercialize this gas since discovery in 1968,
spending nore than $150 nmillion on various Al aska gas
projects. As you would expect, a pipeline project wll
al ways be a marginal project economcally due to the
distance to markets and conpetition in North America
with other fuel sources. As a result, a pipeline
project must be devel oped at the |owest possible cost
to effectively conpete with the other avail able energy
sources. Exxon Mobil appreciates the interest of the
Al aska Legislature to consider what actions they could
take to help a potential pipeline project, especially
in the areas of expedited permtting process and
expedited judicial review However, we cannot support
SB 360.

I'"d like to address a few specifics about the proposed
| egislation. First, any mandates such as a route, or
for that matter, |abor or other mandates, wll only
serve to increase the cost of a project and further
hanper the prospects of a project being economc. Also,

Exxon Mobil does not seek nor do we support any
governnment subsidies for a project. If a project is
determined to be economc in a normal mar ket

environnent, no subsidy is necessary. If a project is
not economic, our preference is to try to inprove it
t hrough our own actions or wait until market conditions
can support the project. Rather than subsidies, we have
made it clear that it would be very inportant to
ultimately establish a predictable and stable franework
in terns of certainty in the state governnent fiscal
system The potential for fiscal change creates risk
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that jeopardizes the economcs of a long payout,
capital -intensive project.

Finally, we believe it is inappropriate to legislate
any added requirenents for expansion or access for
royalty in kind gas or new discoveries as these topics
are already addressed as part of the federal Natura
Gas Act and the Federal Energy Regulatory Conm ssion
rules and regulations. Any new requirenents wll
increase the risk to project developers and will be an
added burden on a project that is currently not
commercially viable. Again, while we appreciate the
intent of the legislature and the opportunity to
comment on this proposed bill, we cannot support this
| egi slation, nor do we believe it is necessary for the
| egislature to pass any legislation on this subject
during the current sessi on. I appreciate the
opportunity to speak on this bill

CHAI RMAN TORGERSON said they have differing opinions on the
federal legislation, but as far as the royalty gas is concerned,
it says, “you 'may' ship our royalty gas and that just is not
going to cut it." He thanked himfor his testinony.

MR. KEN KONRAD, Vice President, BP Exploration Alaska, said BP
didn't participate in developnment of the bill and has only had a
few days to review it. He said BP hasn't conpleted a ful
analysis on all the potential inpacts. He added:

This bill seens to address a nunber of areas pertaining
to a potential Alaska gas pipeline project. These
include potential royalty inpacts and tax relief,
potential use of railroad bonds for |ower cost project
financing and a nodified regulatory framework. 1'd |ike
to touch on each of these areas individually.

Rai | r oad Bonds

The proposed bill would authorize the Al aska Railroad
Corporation to issue bonds that could potentially
provide a project with |ower cost federally tax exenpt
financing. BP has previously testified in the House
that we are generally supportive of such an effort [HB

423]. |If achieved, tax exenpt financing could help
| ower overall project costs. Utinmately, however, it is
likely that bond investors wll require further

assurance from the federal governnment that the bonds
woul d i ndeed be tax exenpt before actually investing in
such bonds.

It's our wunderstanding that HB 423 is progressing
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through the legislative process. If this bill were
passed by the legislature, it would achieve the goals
outlined in SB 360.

Tax and Royalty Relief

The proposed bill addresses potential mnechanisnms to
provide tax and royalty relief. BP has not requested
specific tax or royalty relief for an ANS gas project.
However, we have consistently said that establishing
clear, sinple and predictable rules around the state's
royalty and tax regines is vital to progressing a
project. SB 360 does not provide a mechanism for
est abl i shing such clarity and predictability.
Furthernore, we feel if it is the legislature' s intent
to provide tax and royalty relief, it is unlikely the
current language in the bill will in practice lead to
such relief.

BP, with our partner, outlined early last sumer a
notional process whereby industry investors and state
officials woul d, over a several nonth period, develop a
mutually framework. Ildeally that process would have
been conpleted by yearend for consideration by this
| egi slature. Unfortunately, that is not the case, but
we are where we are.

BP stands ready to enter into neaningful discussion
with the state at any tinme to work towards creating a
viable fiscal framework. W understand it wll take
sone tine to thoughtfully address all the details, but
we can't finish until we start. Hopefully we can begin
this process very soon so a conpleted product is
avai l abl e in advance of the next |egislative session.

W have recently becone aware that a new proposal is
under consideration elsewhere in the legislature to
reactivate HB 393, the old Stranded Gas Act that was
first signed into law in 1998. This would be a positive
and constructive first step towards creating a viable
fiscal franmework

Requl atory Modificati ons

SB 360 includes provisions that suggest an effort to
enable an expedited state regulatory process. A clear
and efficient regulatory process is indeed vital to a
project of this nagnitude. However, the bill as
currently crafted would actually add regulatory
conpl exity and hence, ri sk.
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The bill introduces an additional |ayer of stipulations
from state regulators in areas that are either not
necessary or are currently addressed in federal |aw
under the jurisdiction of t he FERC. Creating
overlapping jurisdictions and addi ng yet nor e
regul atory stipulations is sinply a clear step in the
wrong direction.

Early last sunmer BP and our partners proposed enabling
federal regulatory |egislation. The events of Septenber
11 and other factors caused sone delay. However, at
this point in time, significant progress has been nade.
After many nonths of thoughtful and constructive work,
it now appears that there is a reasonably good chance
that this vital legislation nay progress to law. To re-
clutter the regulatory clarity created by the federal
| egislation after all this effort cannot be in the best
interest of the state or industry.

In the event federal |egislation does pass, BP would be
very supportive of working wth the state in a
del i berate and constructive nmanner to develop a clear
and predictable state regulatory process that is
consistent wth and conplenentary to the federal
| egi sl ati on.

To sunmmarize, BP does not support SB 360 as currently
constructed. We have previously endorsed state efforts
towards authorizing railroad bonding and believe that
could be adequately addressed through HB 423 or the
Senat e version thereof.

It is absolutely vital to progress clear, sinple and
predictable fiscal franmework in Al aska. However SB 360
does not provide for such a framework. O her proposals
nodel ed after the Stranded Gas Act that are being
contenplated by others in this legislature would
provide a better nmechanismfor creating a viable fiscal
f ramewor k.

The regul atory provisions of SB 360 creates overl appi ng
jurisdiction with the FERC and creates needless and
harnful regulatory conplexity. |If pending federa
| egi sl ation becones law, carefully considered state
regulatory legislation can be developed that is
consi st ent and conpl enent ary to t he federa
| egi sl ati on.

| fully appreciate the enornously strong desire formt

this conmmttee to see an ANS gas project becone a
reality. It 1is certainly a desire shared by BP.
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Commercialization of the world-class gas resource on
the North Slope would be one of the nost significant
and exciting projects ever undertaken by our conpany.
My personal commtnent to trying to nmake ANS gas a
reality is wunwavering. However, each step we take
towards building a viable governnent franmework needs to

be the right steps. | strongly urge this committee to
take the right steps. Thanks for the opportunity to
address the commttee and | would be happy to answer

any questions.
CHAI RVAN TORGERSON t hanked himfor his testinony.

MR JOE MARUSHACK, Vice President, ANS Gas Commercialization,
Phillips Al aska, said:

My first responsibility is the devel opnent of Phillips
ANS gas resources and Phillips is conmtted to
achieving our goals in a tinmely and econom c fashion.
Thank you for allowng ne to testify regarding our
views on SB 360.

As you know, we have been focusing this year on those
areas that we believe are nost likely to result in an
economcally viable gas pipeline project to the Lower
48. W have conpleted our joint analysis of the work

the producers initiated last year and will be setting
up a tine to brief you on the results of that work. For
t he past several nonths however, nost of Phillips' gas

enphasis has been directed at the federal level to
achi eve congressional |egislative changes to advance
the project. These include:

1. Feder al | egi slation that creates permtting
certainty. | believe you are well aware of the current
federal legislation in the Senate energy bill

2. A federal tax nmechanismthat would help mtigate the
unacceptable market risk of a project of this
magni tude. | understand you are aware of current drafts
of this mechanismthat provides downside mtigation but
al so provides for repaynent of any credit if used and
that is currently assessed by the U S. Governnment as
having a zero cost. This piece of legislation is in
Phillips' view a nost critical elenent in noving our
project forward. It shares the benefits the Lower 48
consuner will see from ANS gas coming to market while
addressing the risk inherent is such a large and costly
proj ect.

G ven achievenment of the federal legislation (at this
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point it is not a certainty), it is inportant to the
economc viability of the project to progress fisca
matters at the state level as Phillips set forth in our
|l etter of March 15, 2002.

Fiscal matters include fiscal certainty and what we
really mean is that we need to know with a fair degree
of specificity how our taxes and royalties wll be
calculated and adm nistered. W would also like to
address potential opportunities to gain assurance that
those taxes and royalties won't change once we've nade
our investnent. We believe that strategic participation
by the state in nechanisns to inprove the economc
viability of a project [is] inportant. W are generally
encouraged by the concept of the railroad bond
financing proposal and agree that the state should
consider tax nodifications that may inprove project
viability.

SB 360 is, in essence, a process bill. It prescribes no
particular tax or royalty relief for a project, but
outlines a process by which a project sponsor could
initiate discussions to progress a viable fiscal
system Wat we would like to point out is that a few
years ago the legislature engaged in quite a |engthy
debate and put in place a simlar process.

Exi sting Alaska statutes in Chapter 82 of Title 43
already outline a process by which fiscal clarity and
certainty can be achieved. W encourage the |egislature
to consider whether the existing franmework could be
utilized and upgraded to include the inprovenents to
the state's permtting process and railroad bonding
that are outlined in SB 360.

Thi s exi sting statutory f ramewor k has certain
advant ages because it includes a conprehensive process
that could provide for sone neasure of fisca
certainty. It also allows for confidentiality at
appropriate points in the discussions while at the sane
time provides a nore structured public process
including neasures that involve nunicipalities nore
directly.

Wiile SB 360 currently before you has some positive
aspects, it has several problenmatic areas that my not
progress the project, would add wuncertainty and
ultimately delays. W nust point out that sonme of the
provi sions  of SB 360 wll require significant
di scussion to fully consider the ramfications. W
believe that the state's desire to sell its royalty gas
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by either royalty-in-value or royalty-in-kind is an
issue that directly affects the project devel opnent
because viability of the project will require long term
transportation and gas sal es conmi t nent s. e
whol eheartedly support access to gas within the state
and access to the pipeline for devel opnent. Though it
nmust be structured in such away so as to not inpair the
project's viability. Gven the cost of this project,
the inherent risk, the relatively difficult current
econom cs and conbi ned with the physical and nechani cal
issues related to this very unique pipeline, these are
extrenely conplicated i ssues and nust be addressed over
a period of time with state officials so that nutually
sati sfactory solutions can be reached that both enable
a pipeline project and neet state needs. W urge the
| egi sl ature not to inplenent di rect | egi sl ative
requi renents that negatively inpact the project.

Since SB 360 is fundanentally a process bill, we would
encourage you to consider working wthin the existing
framework and processes already in statute to help us
achieve the kind of fiscal and permtting regine that
can help nove the project forward. |1'lIl be happy to try
to answer any questions.

CHAI RVAN TORGERSON said there were no questions and thanked him
for his testinony.

5:07 p.m

MR, CURT MOFFATT, Van Ness Feldnman, said he was testifying on
behalf of the Alaska Northwest Natural Gas Transportation
Company, and that they hold a certificate under the ANNGTA to
construct the Al aska H ghway project in Alaska. Foothills is one
of the partners and holds simlar certificates under the Northern
Pipeline Act in Canada. He said they currently have a federa
right-of-way for a project in Alaska and hold simlar authority
in the Yukon, Alberta and British Colunbia. In 1981 they filed an
application with the State of Alaska for a right-of-way |ease
across state land in Alaska and that application is currently
under review by the comm ssioner of DNR He conti nued:

The ANNGTC decided in 1983 to nmmintain the |ease

application in good standing so it could be
expeditiously obtained once gas narkets inproved and
the project was renobilized. In this regard we

conpleted significant work necessary to progress the
right-of-way application including studies of the Yukon
Ri ver bridge issues, conpleting a circle of a study of
pi peline construction on the Dalton H ghway and
advanci ng negotiation and agreenents on highway use,
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mai nt enance or repairs. W continue to refine project
cost estimating, we have continued reconnai ssance of
our right-of-way route. W have expended significant
dollars on frost heave engineering, technical work and

$30 million devel oping a base route maps, draw ngs and
surveys, nore that $77 mllion on the devel opnent of
geotechnical data and nore than $19 mllion on

environnental related data. They have al so maintained
their Clean Water Act Section 404 permts and have
renewed themtw ce.

In March of 2001, Foothills Pipe Lines Alaska, on
behalf of the ANNGIC, notified the State Pipeline
Coordinator that it would like the state to continue
processing its right-of-way application. The Depart nent
of Natural Resource's Gas Pipeline Ofice then issued
public notice of its intent to do so. As part of that
process in early 2001, we identified current existing
law relating to the definition of significant or
substantial change in the right-of-way application.
There was |egislation enacted to clarify when changes
to right-of-way application would actually constitute a
new appl i cation process.

Bui l ding upon that cooperation, we have accelerated
both our efforts and expenditures over the past year
toward finalizing the right-of-way l|ease. In that
regard, we have entered into a Menorandum of
Understanding to provide [indisc.] in funding to the
state Pipeline Ofice. W have expended in excess of $1
mllion ‘til June 2001. W are now averaging
approximately $200,000 per nonth. In this regard we
have hired a nunber of Alaskan engineering and
consulting firms as well as local Alaska counsel and
advi sors. Those conpani es include M chael Baker, Jr.,
Inc., QGasis Environnmental and Land Field Services.

In discussions with state officials earlier this year
we included representatives from the DNR and DGC. W
identified two additional detailed statutory changes
t hat upon which we would need clarification to clarify
the authority of the conm ssioner of DNR and DGC to
phase various decisions required under the Ri ght-O-Way
Leasing Act because of the Coastal Zone Managenent
Program To this end we prepared suggested anendnents
for the legislature's consideration. W believe that
they are necessary to add clarity and predictability
and that they are in the state's best interest as well.
W are encouraged that both of these issues are
addressed in legislation passed by the Senate and
currently pending in the House, as well as in this
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proposed | egi sl ati on, SB 360.

We are concerned, however, that the resolution of these
i ssues proposed in SB 360 is conditioned in such a
manner as to create additional uncertainty and risks
for our project, which could delay rather than advance
the issuance of our right-of-way |ease at the earliest
practical date.

As the chairman may recall from the deliberations of
the interimjoint commttee last fall and discussions
we had with the Governor's Gas Council, you m ght want
to consider additional |egislation to provide clear and
investor friendly admnistrative review with respect to

the multitude of state decisions that will need to be
made by nunerous departnment and agencies, including,
but not limted to, the DNR review and grant of the

right-of-way |ease across state |ands. W suggested
that the state ook to the statutory |anguage in ANGTA
regarding expedition and priority of admnistrative

revi ew, limtation on conditioning authority and
limtation on judicial review Under ANGIA, these
statutory provisions have worked well. The federal

agencies have particularly in the late 1970's and
1980's, but also recently, respected these specific
congr essi onal di rections to provi de expedi tion,
coordination and regulatory and judicial certainty to
permt a project of this size and scope to proceed. The
risks of regulatory delay and lack of expeditious
deci si on-nmaki ng have consistently been recognized as
major risks to investnment in a project of this scope.

Again, we are pleased that SB 360 recognizes the
benefits such | egislative action can have on creating a
favorable climate in which the private sector wll
consi der nmaking | arge capital and human i nvestnent.

All of us are in this together - the owners of the
resources, the state in its nultiple capacities,
private pipeline conpanies undertaking to invest in,
build and operate the transportation system and the
North Anerican energy markets. ANGIA' s provision of a
nore efficient and predictable regulatory and judicial
review has proved to be of great benefit to the
project. Simlar provisions as found in SB 360 would in
our view be of mmjor and additional benefit to the
devel opmrent and conpletion of the transportation
system

We understand the legislature's desire to assure that
any fiscal changes that nay be requested are necessary
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and supported by the record. W also understand the
state's desire to pronote and maxim ze the enpl oynent
of Al askans, to assure access to a North Sl ope pipeline
to transport the state's royalty gas and to pronote
further exploration, developnent and in state use of
the state's resources. These are goals we share.

However, we do not believe it is necessary or
appropriate particularly with respect to the ANNGIC to
condition both the non-fiscal benefits of access to an
expedited permt process and a clarification of the
authority to phase adm nistrative deci sions as proposed
under SB 360. The ANNGIC urges the legislature not to
further conplicate the tinely consideration of the
right-of-way |ease application we have pending before
and which is under active consideration by the

Depart ment of Nat ur al Resour ces. | ndeed, ANNGTC
believes that the goals and policies identified in the
bill are to a significant degree already addressed by

exi sting federal |aw, nanely ANGTA or authorizations or
ot her deci sions issued under ANGTA.

TAPE 02-19, SIDE A
MR MOFFATT conti nued:

To the extent these goals and policies are not already
addressed, ANNGIC believes that they can be addressed
wi thout further conplicating the right-of-way |ease
application as discussed here.

Generally, as pipeline conpanies, we benefit from
system expansi ons and from the discovery and
devel opment of new resources to grow our business and
to prolong the life of the infrastructure we build.
More inportantly with respect to access to the system
for royalty gas or new discoveries, the ANGIS is
obl i gate under existing federal law not to discrimnate
agai nst any potential shipper. Subsection 13(a) of
ANGTA provi des:

"There shall be included in the terns of an
certificate, perm t ri ght - of - way, | ease or other
authorization issued or granted pursuant to the
directions contained in section 719 of this title, a
provision that no person seeking to transport natural
gas in the Al aska natural gas transportation system
shall be prevented for doing so or be discrimnated
against in the terns and conditions of service on the
basis of degree of ownership or lack thereof of the
Al aska natural gas transportation system
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Wth respect to the shipnent of Al aska gas for instate
use, subsection 13(b) of ANGTA provides specifically:

"The state of Alaska is authorized to ship its royalty
gas on the approved transportation system for use
within Alaska and to the extent its contracts for the
sale of royalty gas provide to wthdraw such gas from
the interstate market of use within Al aska; the Federa

Power Comm ssion [FERC] shall issue all authorizations
necessary to effectuate such shipnent and w thdrawal

subject to review by the Commssion only of the
justness and reasonableness of the rate charged for
such transportation.'

Further, with respect to the goals stated in SB 360,
the President's decision and report to Congress on the
ANGTS states clearly that,' Prudhoe Bay gas, including

the State of Alaska's royalty gas, wll be nade
available to local Al askan communities along the route
of the Alcan Pipeline System' It further states:
"Install ation of addi ti onal pi pel i ne facilities

connecting with the Al can system could provide natura
gas to other areas of the state particularly the Cook
Inl et region and Sout heaster Al aska and thus supply the
ener gy base required for | ong-term econom ¢
devel opment. The Al can systemalso will offer a readily
accessible transportation service for a nunber of
potential gas reserves located in interior Al aska, Cook
Inlet and the Gulf of Al aska.'

This is the report on which the Congress authorized the
present recomrendation to select the Al can project over
ot her conpeting proposals. Wth respect to the bill's
| abor and workforce developnent requirenents, we
recogni ze the state's long history of encouragi ng |ocal
hire to the extent permitted under the U S. and Al aska
Constitutions. W are aware that in the past the
| egi sl ature has i nposed certain best efforts
requirenent simlar to those contained in SB 360 as a
condition to a lease, not as a precondition to
processi ng the | ease.

The ANNGIC recognizes the state's interest in so
conditioning its |eases. Mreover, as representatives
of the ANNGIC have stated before, to the extent
avai l abl e we have found it generally preferable to hire
conpet ent and experi enced | ocal contractors,
consultants and enployees. It is as a general matter
usual ly nore efficient and econom c.
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In recognition of our unique status under ANGTA and our
consistent efforts to advance the Al aska H ghway
Pipeline Project for the benefit of all Alaskans, we
ask you to consider an anendnent deem ng the already
authorized ANGIS project to be subject to existing
federal law specific to the Al aska project to be
consistent with the requirenments precedent to receiving
the benefits of expedited agency review and action,
limted judicial review and phased decision-nmaking
contenpl ated under SB 360. We believe that doing so
wi |l reduce project risk and regulatory uncertainty.

Alternatively, we ask that you work with us, and M.
Chai rman, you acknow edged earlier in the opening today
that you are considering certain transition rules that
m ght be applicable to our pending |ease application.
Thank you. |1'd be glad to answer any questi ons.

CHAI RVAN TORGERSON said he would have transition |anguage in the
bill, but he thought it was inportant if the bill passes, that he
certify all the things that are in it.

| don't believe it's that onerous, but | can also tell
you it's dam inportant to the State of Alaska and to
the residents of the State of Alaska that this stuff
happens. W' ve had handshake deals before that kind of
went sideways. So, we'll just put it in statute and
there won't be any argunent.

MR. MOFFATT responded that the ANGIS is subject to existing
federal law and to actions of Congress [indisc.]. "It addressed
many of these issues.”

CHAI RVAN TORGERSON said he knew that and that other |egislation
opens it to any applicant under the NGA. He noted that Al aska has
no protection under that Act, except what [its delegation] is
doi ng in Congress now.

MR. MOFFATT replied, "It is an alternative permtting route to
t he ANGTA regine, yes sir."

CHAI RMVAN TORGERSON t hanked everyone and adjourned the neeting at
5:25 p.m
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