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CHAIR RALPH SEEKINS called the Senate Special Commttee on
Nat ural Gas Devel opnent neeting to order at 8:17:41 AM Present
at the call to order were Senators Lyda Geen, Gary W/l ken, Ben
Stevens, Fred Dyson, Lyman Hoffman and Chair Ral ph Seekins;
Senators Thomas Wagoner and Kim Elton joined the neeting in
progress. Also in attendance were Senators Gene Therriault, Gary
Stevens, Johnny Ellis and Hollis French, and Representatives
John Coghill, Ralph Sanmuels, David Cuttenberg, Les Gara, Berta
Gardner and Kurt d son.
Roundt abl e Questi on and Answer Session - Legislators,
Consul tants, Producers, Adm nistration

CHAIR SEEKINS announced the comrmittee would <continue its
roundt abl e di scussion anong |egislators, consultants, producers
and the adm nistration.

8:19:12 AM

SENATOR LYMAN HOFFMAN advised the commttee his constituents
fromrural Al aska are concerned that since the gas would not get
out to the rural areas of the state, they question the benefit
of building the pipeline for those that will not even see the
product. He questioned whether Alaskans would benefit from
extraction of the gas.

JIM CLARK, Chief of Staff for Governor Frank Murkowski and Chi ef
Negotiator, responded the Admnistration assenbled a Rura
Al aska Energy Task Force headed wup by Nels Anderson of
Dillingham The commttee is considering that question but at
this point does not have an answer yet they are in the process
of developing a strategy. However, the Admnistration is
commtted to drive down rural energy costs. One thing the
committee is considering is whether there is an opportunity to
use the access point north of the Yukon to serve as a
di stribution point for butane or propane for villages.

8:.22:16 AM

SENATOR HOFFMAN asked for a comment from the producers regarding
the commtnent in the contract to hire Al askan workers for the
proj ect .

MARTI N MASSEY, Joint Interest Manager for U S. QOperations,

ExxonMobi |, explained Alaska hire was a negotiating topic from
the beginning and was the first article to which the producers
agreed on. He assured the conmittee that once the project begins
there wll be anple jobs for trained Al askans. The producers are
commtted to provide funds to train workers out of high schoo

and the State has comitted $20 nillion dollars to build
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facilities and develop training prograns. He said the issue
would nore likely be a shortage of Al askans who are properly
trained and ready to work. He assured the commttee that every
contractor on the job would be conmitted to the Alaska hire
provisions in the contract.

MR. CLARK added not only are there Alaska hire provisions in the
contract, there are also “Alaska buy” provisions so that
secondary enpl oynent and goods are sti pul at ed.

8:25:40 AM

SENATOR FRED DYSON said sonme of the bargaining units would
likely be a part of the project. According to their bylaws, they
have to “clear the halls” of their Northwest affiliates before
they can hire qualified Al askans. He asked whether the
bargaining units with internal constraints would be allowed to
be signatory to the | abor agreenent.

MR. CLARK agreed that was an issue to be considered. It is not
part of the current contract but would be part of the next stage
of negotiations. The Administration is commtted to training for
the jobs in state and will make sure there are hiring halls even
in rural Alaska. Premier Klein of A berta has allowed that
Al askans woul d be able to work in Al berta, as there is a |ack of
| abor resources in that area.

8:28:45 AM

SENATOR DYSON asked for a summary of the prelimnary work that
has been done from the main line through south central and
beyond.

MR. CLARK infornmed the commttee they have taken a prelimnary
| ook at how the lines mght work. The Adm nistrations has been
working with the Alaska Natural Gas Developnent Authority
(ANGDA) board, which has taken on the business of the spur line
to Cook Inlet. That has progressed further than the notion of a
line from Punp One down to Cook Inlet because the spur line off
of the main |ine would be nore efficient and tinely.

8: 30: 02 AM
Senator KimElton joined the neeting.

SENATOR DYSON asked whether the commttee could have access to
the prelimnary work that has been done on that topic.

MR. CLARK advised the commttee he would provide them with the
wor k t hat ANGDA has done.
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CHAIR SEEKINS referred to the oil pipeline construction period
of the 1970s and expressed concern about predatory hiring from
existing small businesses. He said the issue is likened to a
“two- headed snake” and will force existing enployers to have to
fill the jobs left by the current enpl oyees.

MR. CLARK agreed that was an issue. The project is projected to
provide 9,300 jobs and there are not that nmany unenployed
Al askans. The Administration is pursuing a strategy to deal with
the issue because they are commtted to training and hiring
Al askans for the pipeline project.

Senator CGCene Therriault, Representative Ralph Sanuels and
Representative John Coghill joined the neeting.

CHAIR SEEKINS asked for the producers’ perspective on the
matter.

8:35:34 AM

KEN KONRAD, Senior Vice President, BP Al aska, commented they are
keenly aware that the Alaska hire issue is inportant to the
State and the project and BP supports it. There is adequate
funding for training, nentoring programs from federal sources
and commtted financial support fromthe producers.

8:37:38 AM

VENDY KING Director of External Strategies, ConocoPhillips
Al aska, advised they are conmtted to Al aska hire, buy and build
and have been for a nunber of years. The conpany supports the
“front end loading” of training prograns for mddle and high
school students. After the project-planning phase, they plan to
nmeet with the Departnent of Labor and W rkforce Devel opnent
(DOLWD) and provide them with a report highlighting all of the
jobs and skills that the project wuld need. She enphasized
there are nore commtnents than just that, such as annual
reports that list how the funds for training are being spent and
reports listing the people that are working on the pipeline
proj ect .

8:40: 37 AM

MR. CLARK added the Administration is working on strategies to
deal wth the Alaska hire provision and the inpact that wll
have on existing businesses and state governnent. Regardless of
the provision, there will be an influx of people comng in from
the outside |ooking for enploynent and that wll have sone
impact on the state. There is also inpact aid noney witten in
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the contract that they want to disburse sensibly and that wll
need to be dealt with through the Legislature.

8:45:10 AM

DAVID VAN TUYL, Commercial Manager, BP Alaska, referred to
Senator Hoffrman's concern regarding rural Al askans and how they
woul d benefit from Al aska gas. He said a successful project
woul d benefit all Al askans through revenues that are brought in
to the general fund. He advised that for years BP has supported
progranms such as the Al aska Process Industry Careers Consortium
(APICC), the Alaska Native Science and Education Program
(ANSEP), Alliance of Learning and Vision for Underrepresented
Americans (ALVA), and the youth enploynment service program
t hrough the Tanana Chiefs organi zation. Everyone nust recognize
that a trained workforce is the key to success of the project,
he stated.

Senator Hollis French joined the neeting.

8:49: 52 AM

SENATOR CGENE THERRI AULT comented the Legislative Budget and
Audit Conmmttee coordinated with federal agencies, the state
adm nistration and snaller producers when they went to FERC and
encour aged them to devel op t he regul ati ons and t he
transportation package so as to encourage exploration and
conpetition. He asked that Mark Hanley be invited to the wtness
tabl e to speak on behalf of the smaller producers.

8:52: 02 AM

MARK  HANLEY, Public Affairs Manager in Al aska, Anadarko
Petrol eum introduced hinself. He advised the commttee that as
an independent, Anadarko explores for and produces oil for the
| arger producers and does not own pipelines, refineries and gas
stations. The mmjors are nore fully integrated and that marks
the distinction between the independents and the mgjor
producers.

CHAI R SEEKINS asked M. Hanley his view of how the independent
producers woul d gain opportunities for access into the project.

SENATOR THERRI AULT reiterated the package that cane out of FERC
was advantageous to Al askans and he expressed concern that could
be undermned by the |anguage of the contract. He indicated
Anadarko Petroleum has had to retain outside |egal counsel to
evaluate the contract so as to wunderstand the inpact the
contract woul d have to the small er independent operators.
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CHAI R SEEKI NS said he has heard expansion could be up to 5.7 Bcf
and that any expansion would be subject to an open season. There
woul d be no guarantee that an independent would be able to take
advant age of an expansion if that were the case.

MR. CLARK responded that was true.

8:55:14 AM

SENATOR DYSON asked for an explanation as to why expansions of
the gas capacity are limted to 100-m|le segnents. He said that
seened “startlingly bizarre.”

MR. CLARK deferred the explanation to Bob Loeffler who, he said
coul d al so address Senator Therriault’s concern.

8:55:50 AM

BOB LOEFFLER, Morrison and Foerster, Counsel to the Governor,
i ntroduced hinmself for the record. He said one reason the great
result at FERC was achieved is because everyone had a common
position. He pointed out it was not the intent to underm ne the
result of FERC. “Expansion conmes in at least three flavors,” he
stated. There is the statutory mandatory expansion, which is
considered a backstop to any negotiation. It is not instant
expansion but a tool in the toolkit towards expansion. FERC open
season regul ati ons exenpt fromthe rolled in pricing requirenment
a mandatory expansion so that is unknown territory. The
statutory |language that the U S. Congress passed allows the FERC
to treat that with either increnmental or rolled in pricing. So
expansi on sol ution nunber one is the mandat ory expansion right.

Solution nunber two is voluntary expansion. The LLC agreenent
will contain a set of provisions on how the LLC deals wth
expansion. Under the FERC process voluntary expansion requires
that the rate treatnent would be rolled in.

The Adm nistration negotiated for a third form of expansion
identified in the contract as a state-initiated expansion and
that has limtations on looping. It nmet with a |lot of resistance
because producers felt the Congress-backed nmandatory expansion
was sufficient. The argunent by the Governor’s Admnistration
was they were particularly concerned with serving instate needs.
As far as expansion is concerned, the FERC will look at the
application to be sure it is designed to serve present needs as
well as the potential for expansion. FERC will |ook at the
expansion to ensure that it would serve existing shippers and
future shippers alike. In the negotiation, the Admnistration
sought expansion rights as part of the trade on the RCA cl ause.
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The idea was to | ook at where any unsatisfied need was, such as

on an upstream pi peline. He said:
The idea of the clause is that the State on its own
behal f or at the request of any shipper could conme to
the LLC to initiate expansion and the LLC would have
to respond to that. Obviously as a nenber of the LLC
the State always had the right to trigger the
voluntary expansion but this is sort of an external
right and there are requirenents inposed. The idea,
and it’s a negotiated point, was that this should deal
with the smaller sized expansions — that’'s where you
get the looping issue conming in. You can't |oop the
entire pipeline under state-initiated expansion.

| recollect, and others mght disagree, that we were
particularly sensitive to the need to serve instate
needs. So that was part of the thinking behind the
clause. But the idea is the party who is pushing the
expansion, and it could be the State or Anadarko
hypot hetically, would have to advance the noney for
the engineering and that noney could Ilater be
recovered in the rates of the LLC if the LLC paid
Anadarko or whoever back. The idea was to mimc the
requi renents that Congress inposed on a mandatory
expansion in ternms of the terns and conditions. There
is a clause in there that protects current shipper’s
rates and whether those rates would go up or down is a
function of what type of expansion it is.

MR. LCEFFLER asked M. Cark whether he had anything to add to
hi s summati on.

9: 06: 09 AM

MR. CLARK added part of what they were trying to do with the
state sponsored program was to ensure that the negotiations
woul d not drag out. There was concern that going through the
FERC regul atory process could slow things down for a |ong period
of time and the State m ght not get the desired access within a
reasonable period of tine. By nmeking it a contractua
requirenent it would hopefully speed up the process and better
serve the needs of the independents.

MR. LOEFFLER commented one of the requirenents is that the
initiated expansion request not be from one of the “big three.”
This was designed as a renedy for an independent working outside
of the LLC. The starting point is with the independent but the
LLC mght want to include any others who are |ooking for
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capacity and so they would want to design an expansion that is
optimal for everyone. The other point is the expansion becones a
project of the pipeline so that the pipeline is behind it. There
is a special provision on dispute resolution to ensure the LLC
is with the application. The clause would be triggered by an
unsati sfied request of an independent, he stated.

MR. CLARK asked Ken Giffin to address the engineering
principals involved with how the expansion application is | ooked
at .

9:10: 02 AM

KEN GRI FFI N, Deputy  Comm ssi oner, Depar t ment of Nat ur al
Resources (DNR), advised he has not |ooked at expansion for sone
time but recalled when they |ooked at ensuring that expansion
provi sions were available to the types of projects independents
m ght consider, the State | ooked at the m nimum devel opnent size
on the North Slope. “There is a size of discovery on the Slope
that is just not economic to nove forward on it - it’s just too
smal | ,” he said.

The State cane up with estimates of a mninmum North Slope gas
devel opnent size that an independent would want to nove forward
with. As M. Loeffler indicated, Article 8.7 of the contract was
drafted so that the nunbers are fromthe perspective of a single
i ndependent seeking capacity or expansion of the pipeline and
t hat i ndependent would nost likely be a partner with others. The
m ni mum expansion nunbers were intended to approximte the
m ni mum gross developnment size that an independent mght be
seeking to invest in.

SENATOR THERRI AULT asked for «clarification on the m ninum
expansi on si ze.

MR. CRIFFIN responded it would be 50 mllion cubic feet for a
feeder line.

MR. LOEFFLER added, “It’s 50,000 Mcf per day and 125,000 BTU per
day.”

MR GRIFFIN stated that would be the independent share of
production from the field. They took approximtions and
converted that to a reserve size but he could not recall the
mat h used to convert the net rate froma total reserve size that
an i ndependent would attenpt to nove forward wth.
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SENATOR THERRI AULT asked whether Anadarko agreed wth the
m ni mum gross devel opnent size nunbers. |If the tariff is higher,
which is a concern of expansion, that neans the size field that
an independent needs to find would have to be larger, which
i ncreases the risk, he opined.

9:14: 11 AM
CHAI R SEEKINS asked M. Hanley to delay his response until the
commttee could hear from R ck Har per

RI CK HARPER, Consultant to the Legislature, referred to Article
8.7(a) and noted neither the State nor another party can request
or require an expansion prior to conmencenent of comerci al
operations. The issue is basin control and concern that there
m ght be a major discovery in the foothills or elsewhere and so
there would not be a basis to go forward with any expansion
pl anning given the nature and intent of the |anguage in the
contract, he suggested. He asked M. Hanley to comment on that
subj ect .

MR. CLARK interrupted to ask M. Harper what he nmeant by basin
control

VR. HARPER stated the issue is that there is vertica

integration for the first time in the natural gas industry and
at least one of the conpanies is not actively engaged in
exploration in Alaska at this tine. He said it was critical that
the State nmake expansions both tinely and easy for the
i ndependent operators but Article 8.7(a) appears to have
| anguage that precludes both the State and other parties from
seeking an expansion prior to comrercial operations. He asked
M. Hanley to coment with his perspective.

MR. CLARK inferred that was a very serious allegation and asked
that the Administration and the producers be allowed to respond
as well.

CHAIR SEEKINS advised that was a legitimte question and
i ndi cated that everyone would be able to provide their response.

9:18: 10 AM

DONALD SHEPLER, G eenberg and Traurig, Consultant to the
Legi slative Budget and Audit Committee, said he would like to
hear M. Hanley's views of expansion but asked the commttee at
sone point to return to the discussion between M. Cark and M.
Loeffler regarding the state-initiated expansion and the
benefits of that provision.
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MR. HANLEY said the short answer was that they question the
reason for limting the expansion application to the start of
the construction period because in the nmeantine, Anadarko m ght
find sonething that even the producers want to explore. It seens
like a limt that does not need to be there, he said.

CHAIR SEEKINS asked for «clarification whether Anadarko was
concerned about the statement, “followng commencenent of
commerci al operations” and whether Anadarko was concerned there
coul d be need of expansion prior to that period.

MR. HANLEY agreed and stated, “It should just say if a person,
including the State, seeking expansion,” rather than put a limt
on a certain tineline. He said it was inportant to note that,
“from our perspective every time we tried to do this, we have
been opposed by the producers so it creates a concern for us

This has been a normal process but it has not been wthout
opposition at every step of the way.” It 1is a conpetitive
process and Anadarko would prefer to rely on the FERC. Anadarko
is concerned about the lack of regulation on sonme of the issues
because access at a fair price and reasonable ternms on the
pi peline are an area of concern to the independents.

MR. HANLEY continued it is not Anadarko’s position to nake a
judgnment call on how the Adm nistration negotiated the contract,
realizing that perhaps there were things that had to be given up
in order to secure the contract. Regarding the issues of whether
the pipeline could be expanded to 5.7 Bcf, he said there is an
assunption that the pipe will be 4 Bcf and easily expandable
Wi th conpression but that mght not be the case. “There are red
flags out there and one of themis we don't see anything that

says how this will be built.” Generally the conpanies will do
what they say they are going to do but he specul ated, they could
also not allow FERC to tell them they do not have enough

capacity and prevent them from forcing expansion.

9:24: 35 AM

MR. HANLEY continued if FERC had that authority Anadarko woul d
be less concerned. Another thing is that a nunber of their
concerns mght not be addressed when the LLC agreenment is
finished. Frankly, it is the LLC that wll apply to FERC and
they will set the rates and tariffs and will determ ne who does
expansions. M. Shepler’s nmeno raises concerns that the issue is
not well described, he stated. It is Anadarko’ s perspective that
the pipeline is easily expandable but he questioned whether it
was in the sharehol ders best interest to have a lowtariff.
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In a normal situation with an independent pipe, a pipeline wll
apply for a high rate of return because of the risk factor and
the shippers wuld balk saying that they are the ones
shoul dering the risk. He said:
That’s the normal tension of a pipeline [that] wants a
high rate of return because that’'s how they get the
return. A shipper, on the other hand, wants to pay as
little as they can for that, so this range of
acceptable tariffs on the pipeline... our concern in
this particul ar i nstance S t hat as a
producer/shi pper, particularly one that 1is totally
aligned on their capacity and ownership interest; that
may shift. And the reason that may shift is because if
it’s the same conpany, if you pay a higher tariff,
it’s comng to yourself but there are two things that
happen. It creates a conpetitive advantage in our view
if it’s nore than a reasonable tariff for third party
pl ayers, and this is where we see we're aligned with
the State as well, and it also affects the well head
value. As the tariff is higher, the wellhead value is
| oner and the tax rates on that production is |ower so
the State would see potentially a lower return and a
conpany woul d see a higher rate.

MR. HANLEY expressed concern that the pipeline entity could
demand a 15 percent rate of return on the pipe and the conpanies
could reject that demand. The normal nmarket forces that work in
ot her arenas do not necessarily apply here, he said. He pointed
out the reason FERC stepped out and decided to be able to force
expansions is because the normal conpetitive forces do not work
and do not exist. Anadarko is concerned that by controlling
access to a pipe allows the conpanies too much control of
expl oration around that pipe.

MR. HANLEY referred to Chair Seekins’ question regarding the
concern that independents night not have access during an open
season expansi on and said Anadarko does not mind the conpetition
so long as it happens on a fair basis. Cenerally the open season
regul ations help provide a fair basis. To the extent that there
is terms and conditions wthin the contract that |imt the
ability, they are concerned, he stated. “It seenms like there is
a norphing of the comrercial role and the regulatory a little
bit in here,” he added. In summary, Anadarko is concerned wth
the contract, particularly as it relates to access and they are
concerned with the expansi on | anguage.
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9: 30: 55 AM

CHAI R SEEKINS said there is no doubt that the shippers would pay
for the pipe. The issue of basin control is an issue and the
public wants to know whether the intent is to limt access to
the producer’s own interests. He said that was a fair question
and a public forumis the right way to address it.

MR. HARPER advi sed the commttee he has had a lot of discussion
with the Admnistration in this area. He said the State
aggressively sought expansion |anguage but received a |ot of
resistance and ultimately ended up neking concessions. He said
perhaps M. Konrad could explain the reason the conpanies
resi sted the expansi on | anguage on the issue.

9:33:37 AM

SENATOR BEN STEVENS said he appreciated the discussion on access
but he preferred to have the discussion arise from questions
that originate from the legislators. This discussion wll be
resol ved somewhere other than in the |egislative body, he said.
“Access issues on an interstate commerce project fall to FERC”
he stated. He expressed concern that the commttee was all ow ng
t hensel ves to get diverted from actually finding out information
about the project.

9: 35: 25 AM

CHAIR SEEKINS asked Senator Ben Stevens whether there was
anything in the Stranded Gas Developnent Act (SGDA) that
addressed the issue of expansion.

SENATOR BEN STEVENS replied FERC has eight criteria on mandatory
expansion and the answers to those questions lie in that body.
“FERC is the determining body of all the concerns |’ve heard
rai sed here,” he asserted.

9:38: 05 AM

SENATOR ELTON said he did not disagree with Senator Ben Stevens
but pointed out that Article 8.7 provides how and when the State
can ask for expansion and so that is an inportant conponent of
the contract.

SENATOR BEN STEVENS responded the FERC has all owed under unique
circunstance of this pipeline to allow sonebody who is not in
the project to request for FERC to inplement a mnandatory
expansion. So if an independent finds a large reserve after the
project comences, the independent can petition FERC for
expansion. The concept of saying that the contract prohibits
expansion is untrue, he stated.
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CHAIR SEEKINS referred to Article 8.7 and asked whether state
expansi on was the only kind of expansion avail abl e.

MR. LCEFFLER replied it is only one in the tool kit. The speci al
rights that Congress gave to FERC are totally separate from the
state-initiated expansion. There are two ways to petition for
expansion. One can approach the pipeline with a proposition or
one can approach FERC and invoke Section 105 of the SGDA

CHAI R SEEKI NS asked whether that could be attenpted at any point
in the process of the project.

MR. LCEFFLER sai d yes.

MR. SHEPLER said he agreed with M. Loeffler but added there is
al so the voluntary expansion, to which the contract is silent.
He discussed that in his meno and thought it was surprising
given that the parties wth whom the State is partnering have
opposed FERC s nmandatory expansion rights. They have appeal ed
the portion of the FERC order that allows the FERC to require
design nodifications to neke sure the pipe is capable of
econonic expansion. So voluntary expansion is not in the
contract but is an avail able option, he said.

The other option is the FERC mandatory option, which

comes out of the 2004 expansion and we just received

the producers brief in the appeal of the FERC order

and in that brief they describe Section 105 as

providing elaborate protections of Al aska pipeline

sponsors from being made to expand the pipeline. As

Senator Stevens and his handout indicated, there are

eight criteria that the FERC has to find before it can

order an expansion. The third option is the state-

initiated expansion and ny concern there is that the

mandatory expansion with its elaborate protections

has been expanded by an additional ten criteria that

have to be satisfied before the state-initiated

expansion has to go forward. It’s nore restrictive on

rates and limted in tinme and vol unes.

MR. SHEPLER sunmari zed there are three expansion options, two of
which are not in the contract and the one in the contract is
guest i onabl e.

9:46: 07 AM
MR. VAN TUYL referred to the question regarding the difficulty
around Article 8.7 and said Senator Ben Stevens explained the
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reason precisely. That clause was unnecessary in the contract,
he said. It is FERC that controls access to the pipe, not the
producers. Because of that, the producers felt it appropriate
that the rules of access be adjudicated by FERC. To the question
of why the producers want to |limt the right to request
expansi on before commencenent of commercial operations, he said
that clause is associated with the contract and not with FERC
FERC overrides everything and controls access to the system he
stated. The rationale for the contract |anguage is that the
anchor shippers are taking all the risk on building the project
and the focus of the contract is to ensure that the project is
successful to begin wth.

The traditional open season process was supplenented by the FERC
open season regul ations, which included a unique provision that
allows for consideration of bids for capacity received after the
open season. It is FERC s job to adjudicate rates for interstate
pipeline systens and they assure the rates are just and
reasonable. The rates would not be set by the LLC as earlier
testinmony indicated, he stated.

9:53: 08 AM

MR. LOEFFLER said he had a few points he would like to address.
He referred to his previous testinony to the Legislative Budget
and Audit Committee (LB&A) in summer of 2004 in which he studied
40 rate cases out of FERC. He said there is no difference in the
rate that FERC awards to independents versus producers. “FERC
just looks at the project,” he said.

The LLC does address voluntary expansion and there is no
additional need to put it in the contract. The LLC al so captures
a financing plan where the intent is to use the federal
guarantee and the intent is to achieve a highly |everaged fiscal
structure. It is too early to be able to know the fees and
conditions that the federal government will inpose and so it’s
inmpossible to lock that in at this point. “The federa
government has it’s own interest,” he stated.

9:56: 08 AM

MR. LOEFFLER continued it is true in the oil pipeline case that
tax rates are not affected by tariffs but it is not true in the
case of the gas pipeline. Alaska is taking the paynents for
taxes in gas not in cash, and so the netback affects the
wel | head for everyone else but it doesn't in the tax situation
in this contract.
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On the issue of FERC | ooking at |late bids he said that was a nod
in the direction of the independents to help the project get
built and operating. The State is aligned with Anadarko and the
LB&A in opposing the one elenent of the open season order that
t he conpani es have appealed. That point is, “Can the FERC order
design changes to what 1is proposed to it.” He said his
understanding is that is long-standing FERC |aw, although the
conpani es nust have an argunent.

10: 00: 21 AM

SENATOR GARY WLKEN posed a hypothetical situation of an oil
conpany that approaches FERC where FERC follows Section 105(b)
and then grants an order according to Section 105(c). The oil
conpany is now subject to a tineline under which they nust
execute a transportation agreenent. He asked M. Loeffler where
the rules are under which that agreement woul d cone together

MR. LOEFFLER replied the order that cones out of FERC would set
a nunber of requirenments. The firm transportati on (FT) agreenent
that results fromthat has to conply with those requirenents but
there could be negotiation with anything that is left open
bet ween the pipeline and the oil conpany, he advised.

SENATOR BEN STEVENS added the fact that the oil conpany did that
work doesn’t necessarily open up the pipeline. That conpany
still would have to negotiate a contract with the LLC

MR. LOEFFLER agreed and said that contract would have to conply
with existing tariff and everything else. He said that is the
“put up or shut up” clause because it requires the person that
started the process to get the capacity and so it is a special
right but the person has to commit financially.

SENATOR BEN STEVENS said that phrase only applies to Alaska
because Section 105(d) says, “nothing in this section expands or
otherwise affects the authority of the comm ssion with respect
to any ot her pipeline |located outside of the state.”

MR. CLARK announced he had a handout for conmttee nenbers that
woul d address Representative Coghill’s earlier distribution
guesti on.

CHAI R SEEKI NS announced a brief recess at 10:03: 13 AM

10: 22: 32 AM
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CHAI R SEEKINS brought the conmittee back to order and advised
menbers they would pick up where they left off on the sane topic
of conversation. He asked M. Hanley to comment.

MR. HANLEY pointed out the contract contenplates having an
effect on the State and clearly FERC is the decider, except in a
case where FERC issues a certificate that the producers have to
reject because of the rate. In a state-initiated expansion, a
rolled in rate would not be appropriate, he said. “Wile FERC
m ght have said it’'s a good way to go, the producers get the
ultimte decision and we're forced back into a FERC nmandatory
process. So it does have limtations.” M. Hanley referred to
Section 8.1 and advised that has raised issues with Anadarko. He
read the section:

The parties shall not seek additional, different, or

suppl ementary requirenents, or regulation of, or

access to the gas transm ssion pipelines, GTP,

mai nl i ne, any LNG plant, or the non-Al aska project.

MR. HANLEY asserted Section 8 seeks to limt the parties from
seeki ng changes. The definition of “parties” appears to be the
State of Alaska and the Alaska affiliates but not the parent
conpanies and so it is not clear whom that section binds. He
expressed concern that the State m ght have “tied it’s own hands
and nobody else's.” He asked Chair Seekins whether the FERC
attorney coul d speak to that nmatter.

KARCL LYN NEWVAN, Attorney with Mrgan, Lewi s & Bockius, advised
the conmmittee she represented Anadarko Petrol eum Corporation for
years on this matter. She has practiced law on FERC-rel ated
matters for thirty years. She addressed a comment nade by M.
Loeffler regarding the requirenents of Section 8.7 and that they
are reflective of the nmandatory expansion section of the
statute. “The requirenents of 8.7 are far nore onerous for a
potential expansion of the pipeline than are the requirenents
set out in the statute [since] FERC has yet to issue any
regul ations,” she stated.

M5. NEWVAN continued the next concern was whether or not the
State, through the contract, agrees that it will not support an
expansi on by any explorer on ground other than those set out in
Section 8.7. That encapsul ates the greatest concerns they have
with that section, she added.

CHAIR SEEKINS asked Ms. Newnan whether she would prefer that

Section 8.7 not appear in the |ease agreenment of the fiscal
terms contract.
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M5. NEWVAN said yes. It would make it far nore difficult for
explorers to advocate expansion from FERC in the situation where
the pipeline is not agreeable to doing it voluntarily.

CHAI R SEEKINS asked M. Shepler whether Section 8.7 acts as an
i npedi mrent to gain access to other nethods or whether it was a
third tool.

MR. SHEPLER replied that it is a third tool in the situation
where an expansion is initiated by the State that is
conpressi on-based and would have the inpact of a true rate-
reduci ng expansion. He shared the concerns of Ms. Newran and M.
Hanl ey that:

At the extrenme, at the |ooping expansion end of the

spectrum | find that 8.7 takes the eight criteria

that have to be satisfied under the federal statute

and adds ten nore, which are really mnuch nore

restrictive. But in the one scenario where you have an

expansion, which would clearly otherwi se be economc

for the pipeline, which for sone reason the producer

or owners or the LLC refuse to do, and which would in

that instance actually reduce rates, then it would be

a useful tool in the tool box.

CHAI R SEEKI NS qui pped, “It’s a third tool but it has a few nore
buttons you have to push to nmake it effective.”

MR. SHEPLER added it wouldn’t be used very nmuch and it is not a
tool for any sort of expansion that would have any effect of
raising the rate for an existing shipper. “That’'s in contra-
distinction to the federal statute that Senator Stevens quoted
this norning,” he said. There the criteria that the FERC has to
meet nust satisfy that there be no subsidy of the new shippers
by the old shippers. It doesn’t talk about a rate increase. The
federal statute is nore perm ssive of an expansion and Section
8.7 is nore restrictive because it prohibits the state-initiated
expansion if there is any rate increase. Section 8.7 appears to
have a benefit to shippers, he opined.

10: 34: 36 AM
CHAIR SEEKINS asked M. Shepler whether he would advise an
explorer to use the FERC expansi on met hod.

MR. SHEPLER replied if it were anything other than a rate-
reduci ng expansion that is refused by the LLC, then Section 8.7
has little or no val ue.
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M5. NEWVAN added she would advise an explorer not use Section
8.7 because the conditions to which they would have to agree are
far greater, far nore onerous, and far nore costly than FERC
woul d i npose.

10: 36: 25 AM
SENATOR THERRI AULT asked M. Loeffler whether Section 8 was hard
fought in negotiations with the producers.

MR. LOEFFLER referred to a point made by M. Newman and
clarified that by having Section 8.7 it does not indicate that
the State would take a position opposing any other kind of
expansion. He responded to Senator Therriault’s question and
informed that they | ooked at half a dozen fornms of expansion and
there does exist FERC regulations. There was considerable
negoti ation on Section 8 of the contract, he admtted.

SENATOR THERRI AULT asked M. Loeffler to advise whether the
termnology of no rate increase versus no subsidization was
hi ghly negoti at ed.

MR. LOEFFLER replied no one really knows what a subsidy is but a
subsidy would be inplenmented in the way of fuel retention. “In
effect, we were giving a little nore detail as to how FERC woul d
treat it,” he said.

10: 40: 09 AM
CHAIR SEEKINS asked M. Hanley to air his concerns regarding
basi n control

MR. HANLEY advised the commttee that he brought sonme di scussion
papers that Anadarko conpiled in 2001 that describe their issues
and concerns. The papers provide exanples of identified concerns
t hat conpetitors of ten have. “Controlling access to
infrastructure can control the basin,” he stated. M. Hanley
went on to quote an article fromthe Calgary Herald printed in
2001 — headline: Conoco Dismi sses Native Demands; CEO insists on
pi pel i ne owner shi p:

Archi e Dunham the Chief Executive of Conoco had a nessage for
aboriginal groups demandi ng one hundred percent ownership of a
proposed Mackenzie Valley natural gas pipeline: “No.” Dunham who
gained control of 1.2 trillion cubic feet of gas in the Canadian
arctic with Conoco’s blockbuster takeover of gulf Canadian
resources said his conpany nust have a stake in the pipeline.
“W're going to have an ownership of the pipeline. W have to
have it.” Dunham defended his hard-line position citing Conoco’ s
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woes in Alaska in the early 90s when it felt it couldn't get
full value for it’s resources because it did not own a stake in
the Trans-Alaska Pipeline. “The owners of the pipeline, by
adjusting the tariffs on the pipeline, could really dimnish the
val ue of the producing properties and that’s not going to happen
again,” pledged the CEO of the Houston-based conpany.

MR. HANLEY added Anadarko as well as other producers have
concerns about conpanies that demand ownership as a neans to
protect their ability to produce. He offered the papers to
commttee nenbers to help them understand the issues that
Anadar ko has.

CHAI R SEEKI NS asked M. Harper for his perspective on the topic.

10: 44: 20 AM

MR. HARPER said it was inportant to keep in perspective that an
interstate pipeline conpany is not a publicly owned utility. It
is a for-profit conpany aggressively pronoting its interest.
They have a nyriad of ways to influence the outcone of how the
system i s managed, how rates are set and how access is granted

to their system “They are profoundly skillful at that,” he
stated. The FERC wll not serve as an ultimte backstop
protecting all interest holders and stakeholders equally. “It
will not happen,” he said. |It’s very inportant that the

contractual terns and the intent be clearly understood both in
the contract agreenent and in the LLC agreenment. He agreed with
M. Hanley that the interstate pipeline conpany would have an
i mpact on the interest of other stakehol ders.

MR. HARPER continued interstate natural gas pipelines are not
common carriers; they are contract carriers. Wen the contracts
are negotiated, common carriage inplies, “when the pipeline is
full, normally you want in, you get a cut of the action.” “That
is not the way that natural gas pipelines function or operate,”
he stated. The terns of access will influence outcones including
access to the basin. “There is absolutely no question in my mnd
about that,” he stated. He expressed concern over the structure
of the contract as it stands.

10: 48: 40 AM

MR. VAN TUYL agreed that basin control is a serious issue that
must be addressed. He enphasized that it would be FERC that
woul d control access in and out of the basin. Regardl ess of who
owns the physical pipe, access to capacity on the pipe has to be
made avail able on an open access basis. The process FERC uses to
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determ ne access is the open season process, and the stigma of
the basis being | ocked up by the producers is fal se he asserted.

MR. VAN TUYL offered to speak on the issue of the rationale for
waiting for the commencenent of commercial operations to allow
access to the state-initiated expansion. Their focus is on
successful delivery of the project, he said. One concern is that
entertaining such things as expansion alternatives and design
changes could require submssion of a revised application to
FERC. If that happens it could result in having to submt a new
application, which would start the clock again. “W don’t think
that is in anyone’s interest,” he stated.

10: 52: 46 AM

SENATOR ELTON said no one would dispute what M. Van Tuyl said
about open access. The fundanental question is not what happens
during the open season but what happens after the open season
and how expansion would work so that others have access to the
pi pel i ne.

MR. VAN TUYL responded many things could happen after the open
season. One of the FERC regulations require that even a shipper
that didn't participate during the open season and cones in with
a bid after the open season; that bid nust be considered by the
pipeline. In addition, there are three nechanisns that enable
access after the initial open season and any one of them would
be adj udi cated by FERC.

SENATOR THERRI AULT said experience with the TAPS settlenent
met hodol ogy has shown that entering into a contract can limt
the full inplenmentation of FERC s powers. He asked whether the
current contract would not do the same thing since the State
woul d be bound by the contract and would aggressively |ook for
full utilization of FERC s powers to protect access for others.

MR. VAN TUYL responded under a Delaware LLC structure, any
menber would be able to have its voice heard before FERC

SENATOR THERRI AULT countered there are issues with the |anguage
in the contract that specifies if FERC were to cone back wth
sonet hing other than what was requested, all nenbers are bound
by the contract to reject it whereas w thout that |anguage, the
State would be able to side with FERC

10: 57: 59 AM
MR. VAN TUYL said Senator Therriault was referring to |anguage
specific to Article 8.7 and state-initiated expansion. Article
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8.4 expressly preserves the right for any party to petition
FERC. He said that goes back to Senator Ben Stevens’ comrent
that FERC would set the rates and provide regulated access to
t he pi pe.

SENATOR THERRI AULT asked M. Loeffler to clarify whether there
was a presunption of rolled in rates with the National Energy
Board (NEB) inplenenting its policy or whether it was given that
they use rolled in rates.

MR. LOEFFLER infornmed they have a rolled in rate policy but was
not sure whether that was a presunption. He offered to check
into it. He continued Article 84 was put in the contract
precisely so the State could pursue different tariffs with FERC

11: 00: 51 AM

SENATOR THERRI AULT addressed M. Van Tuyl and said the reason he
nmenti oned the NEB was because currently with devel opnent of the
Mackenzie line by Inperial, Shell, and ConocoPhillips; British
Petrol eum was advocating for NEB policy because of the rolled-in
rate presunption. It is a situation where BP is on the outside
advocating for the systemthat offers BP the nobst protection and
so there nmust be realismto the concern that others wouldn’t be
allowed to utilize the system he stated.

MR. VAN TUYL clarified BP supports a market-based approach to
the Canadi an regul atory system and feels that the system should
all ow the market to work.

SENATOR THERRI AULT asked M. Van Tuyl whether there was any
i nstance where BP has filed to support the NEB process and ot her
conpani es have asked for sonething that offers |ess protection

MR. VAN TUYL responded BP believes the NEB process allows
parties to be heard and allows them the nost efficient result to
occur.

11: 03: 01 AM

MR. KONRAD added BP is seeking the sane thing in Canada that the
NGD contract lays out, which is that the transition lines are
regul ated by FERC. “In the case of Canada we are petitioning to
do the exact sane thing,” he stated.

SENATOR THERRI AULT asked whether the NEB process was presuned or
whether it was built around a rolled-in rate nmethodol ogy.

MR KONRAD did not know.
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11:04: 15 AM

MR. HANLEY said Anadarko would encourage FERC regul ation of the
main line, GIP, and transition lines so that there is an
opportunity at sone venue to appeal things. After the open
season if an explorer were to approach the LLC and be turned
down, there is no other mechanism in which to gain access. The
contract is witten such that if the request were outside of
FERC jurisdiction, comercial arrangenents would apply. Anadarko
would prefer that there be no regulatory gap. If there is a
recognition that the elenents be regulated because of the
critical nature, Anadarko would prefer there be a regul ated body
to turn to.

CHAI R SEEKI NS said Al aska statute states that no certificate can
be granted for a gas transmssion line wthout it being
regul ated either by FERC or by the Regulatory Comm ssion of
Al aska (RCA). He asked M. Hanley to comment on that statenent.

MR. HANLEY said he was unsure of the interpretation of the |aw
but that doesn’'t appear to be the intent of the contract. The
contract specifically says the pipeline will be regulated by
federal law, or if federal |aw does not apply, will be regul ated
by the conmerci al agreenents.

CHAI R SEEKI NS asked M. d ark whether that was the intent.

MR. CLARK replied the intent was absolute FERC regul ati on of the
entire system The Admi nistration does not contenplate a gap in
that system

CHAI R SEEKINS asked M. Loeffler whether he thought there would
be gaps in the regul ation process.

MR. LCEFFLER said he did not anticipate gaps in the regulation
by FERC.

CHAI R SEEKINS asked M. Shepler whether he thought there would
be gaps in the regul ation process.

11: 09: 06 AM

MR. SHEPLER said his thoughts are aligned with M. Loeffler’s.
He noted that further upstream gets further away from FERC s
authority wunder the gathering presunption. Typically in the
| ower 48 FERC takes the position that processing to nmake the gas
pipeline quality is not a jurisdiction of activity. That is an
upstream activity and their regulatory process starts at the
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downstream end. So from the mainline going upstream each step
gets slightly nore tenuous in terns of certainty of FERC
jurisdiction.

MR. LCEFFLER added FERC has inposed the open season requirenents
on the GIP so they nust have jurisdiction over it. He inforned
the commttee that he spoke with FERC and as far as they are
concerned, the GIP is "just another part of the big pipe.” He
said Alaska is different than the |ower 48 and FERC under st ands
t hat .

11:12: 10 AM

CHAIR SEEKINS referred to SB 305 (24'" Legislative Session) and
said there was a provision that said anyone that wants to take
the credits has to agree not to oppose FERC regulation on
upstream el enents. He asked whether that was a provision in the
contract.

SENATOR THERRI AULT advised that any party that takes the credit
has to go wth the state governnent to the regulator and ask
that the benefit of that credit flow through to the benefit of
all shippers. That concept is in the contract.

11:13: 22 AM

MR. HANLEY read Article 8.3 and said the parties expect the
Al aska project to be regulated by FERC or by conmrercial
agreenents. It does not nention the RCA. He continued, “If FERC
does not assert jurisdiction, no party may seek or support the
jurisdiction of the regulatory comm ssion of Al aska over any
aspect of the project.” The contract clearly contenplates FERC
or commerci al arrangenments but not RCA arrangenents, he
asserted. The contract contenplates a regulatory gap, which
means the comrercial arrangenents apply. “It doesn’'t appear to
take the RCA out, it just says the State has to oppose the RCA s
jurisdiction.”

CHAI R SEEKI NS asked whether the RCA could assert jurisdiction
under state | aw

MR. HANLEY was not sure but said the actions they would have to
take woul d include changing state |aw. Anadarko woul d prefer the
ability to go to a regulatory agency instead of having to
approach a comerci al arrangenent.

11:15: 45 AM
JAMES EASQN, Consultant to the Legislature, agreed if there is a
regul atory gap, commercial arrangenents would dictate but said
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even if the State opposes the RCA assertion of jurisdiction, in
the event that there is a loss, the State is indemifying the
producer participants.

MR. SHEPLER referred to the issue of basin control and said
certainly the FERC rules establish how pipeline capacity is
initially awarded but once a contract is entered into that
shi pper holds that capacity for the length of the contract. If
the contract is for 20 years and the pipe is fully subscribed
for 20 years, open access has been accommobdat ed. FERC
est abli shes contract carriage not comon carriage so only the
parties that have contracts have assured rights of access. New
pl ayers have to depend on expansion capacity being built.

Page five of the project summary is a Gantt chart that shows the
open season process starting at md 2007 to the end of 2008. It
is contenplated that at the end of the open season the LLC w ||
sign up firm transportation contracts, which will comit the
shipper to hundreds of mllions of dollars of demand charges
over the life of the termthat they bid. In order to be able to
take advantage of the initial open season, that entity nust have
an exploration and devel opnment program in place or they have to
depend on expansions. The issue of expansion is critical to the
i ssue of basin control, he stated.

MR. SHEPLER continued typically expansions are not an issue with
an independent pipeline because that pipeline has incentives to
expand the pipeline. Since this is not an independent pipeline
the commtnments to voluntary expansions or state-initiated
expansions are fundanmental to the issue of basin control

11: 21: 07 AM
CHAI R SEEKI NS asked whether FERC regul ations of expansion were
different for an independently owned pi peline.

MR. SHEPLER replied no. Producer-owned interstate pipelines are
uncommon, he added. FERC rules were developed in the context of
the independent pipeline nodel and the rules address how
capacity is obtained and the economc incentives drive the
expansi on.

MR. HARPER said in light of the producer comments he is nore
concerned than ever. He agreed with M. Shepler’s assertion that
an independently owned pipeline is “generally expansion-happy.”
The current contract is expansion-restrictive as he reads it. He
took issue with comments from the producers that say expansion
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requests would be regulated by FERC, but the FERC responds to

conplaints. He said:
One of the strategies that is enployed by pipelines is
the utilization of time and litigation. And if
sonmebody has to file a conplaint and sonebody has to
litigate a conplaint before FERC on an expansion in a
non expansion-friendly pipeline, those tine delays and
t hose expenses are daunting. And so whether or not a
pipeline has an orientation to expand on a friendly
basis as expressed contractually in addition to
regul atory is absolutely vital and key to the issue of
basi n control

M5. KING explained the contract is a fiscal contract and does
not attenpt to assert how FERC should act wth respect to
expansions. On the issue of basin control she said, “Actions
speak | ouder than words. ConocoPhillips has been partnering with
i ndependents in exploration activities up here for years.” She
went on to say that ConocoPhillips has partnered with other
conpanies to bring new independents to the State of Al aska and
that proves that ConocoPhillips sees value in bringing new
parties into the fold. There are adequate protections for
expansions and FERC has spoken twice. They have passed
unpr ecedent ed provi si ons W th respect to open season
regul ati ons.

11: 26: 28 AM
M5. KING continued there are a nunber of provisions that wll
protect and ensure access into the pipeline. ConocoPhillips

bel i eves the pipeline needs to be flexible and needs to operate
as a commercial entity to ensure that all different expansion
scenari os can be assessed and evaluated. FERC has cone out wth
the 2005 open season regulations and there is a rebuttable
presunption for rolled-in rates. ConocoPhi Il | i ps IS not
challenging that, she said. They are specifically challenging
the one issue that FERC shoul d decide how they would be treated
with respect to the expansions.

M5. KING asserted there have been a nunber of msstatenents
during the last few hours of the neeting. She took issue wth
all egations that the producers could change the design of the
project during construction and said that is not true. They
would have to get permssion from FERC. She took issue wth
all egations that the producers are not notivated to expand the
pipe. “If somebody is wlling to pay for an expansion, there
will be a business opportunity for sonmebody to pursue,” she
stated. It is also not true that the pipeline would set the

SENATE NGD COW TTEE -27- June 8, 2006



rates. Rates would be set by FERC. She took issue wth
all egations that they are not notivated to have a low tariff and

said unless prices tank, ConocoPhillips wll generate the
majority of their revenue from state gas sales. If the tariffs
are high, ConocoPhillips will also have to pay.

M5. KI NG enphasi zed that FERC woul d bal ance the interest of all
the parties. FERC will decide the appropriate nethodology for
expansion. “ConocoPhillips will not ask existing firm holders
that have rate wuncertainty to subsidize our business,” she
asserted. She posed a hypothetical situation with respect to
mandated rolled-in rate treatnment: An LDC m ght be holding firm
capacity at mleage sensitive rates to try to ensure that the
State has the best opportunity for instate gas consunption.

ConocoPhillips finds a discovery and decides to press for
expansion and it mght not be advantageous to all shippers that
t he expansion wouldn't be a subsidy. “If you were the hol der of

instate LDC capacity, you d be exposed that your rates could go
up,” she said. Everyone should want rate certainty to secure the
ability to deliver volunes instate as well as the ability to
deliver rates for maximum value into wherever they decide to
ship that gas.

M5. KING referred to the issue of why ownership in the pipeline
is inportant and said the producers would nmake long-term
fi nanci al commitments and so ownership and alignnent is
extrenely inportant. She offered to answer questions.

11: 32: 31 AM

REPRESENTATI VE LES GARA said his concern centered on the policy
of expanding the pipeline and using rolled-in pricing. He asked
for confirmation as to why he should not fear that the two major
mechanisnms to require an expansion wuld be adequate. He
expressed concern that the State would not have the right to
exerci se required expansion. He expressed the additional concern
that the producers would block an expansion that FERC m ght
determ ne would cause an increase to suppliers and a subsidy to
the new shipper. He said if he does have cause for concern he
would like to hear from M. Hanley suggested |anguage for the
contract that would ensure expansion with rolled-in pricing that
woul d be fair to everybody.

MS5. KING responded there is nothing in the contract that would
preclude the State from going to FERC and requesting an
expansi on.

MR. LOEFFLER agr eed.
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REPRESENTATI VE GARA countered, “1I know we have the right to
request it, my concern is whether we’'ll get it.”

MR. LOEFFLER asserted FERC could not be controlled. He said, “I
don’t know where we're going with this discussion. You can
propose things to the FERC but if you want an absolute right
that the pipeline can expand, regardless of economcs, it’s not
going to get by the FERC "~

11: 37: 26 AM

MR. HARPER reiterated his concern that the contract is not
expansion friendly and that the producers point to conplaint
procedures and litigation procedures with the FERC as the
redress mechanism That avenue is very tine consumng and not
what one would face with an independent pipeline, he said.

M5. KING advised the conmittee that the producers have been
preparing for an open season since 2002 and explorers have had
plenty of time to pursue exploration.

REPRESENTATI VE GARA said he would still |ike to hear suggestions
for better language in the contract. He posed a hypothetical
situation where it ended up that the rules were not favorable
for an expansion even if the expansion would raise the tariff
for exi sting producers and asked whet her t hat woul d
i nadvertently deter production and deter future expansion. “W
have to pay for capacity whether or not the pipeline is at

capacity. So will we be risking an amount of gas that m ght not
only fill the expansion but an anmount of gas that mght help
contribute to filling existing capacity to protect the State

from the charge of having to pay for capacity even if it’s not
in there,” he queried. The State has an interest not only in the
expansion but also in the gas that wll fill capacity in the
exi sting part of the pipeline, he stated.

MR. HARPER deferred the question to M. Shepler.

MR. SHEPLER agreed that was a good point. The expansion gas that

would come to an expansion would fill both the expansion and
sol ve the problem of the out-year gap. Bringing expansion gas in
woul d presumably help fill the out-year gap and at the sane tine

expand the resource base and the State’s royalty share.
MR. LOEFFLER added when an explorer bids for capacity in the

open season, they exam ne the amount of gas they are likely to
have and for how long. The State might bid for nore capacity
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than it knows it has and in that event it would want to fill up
the unused capacity. However, it does not have to get into a
rolled-in situation. There are rules about the release of extra
capacity that could “bore you to death,” he said. He asked the
conmttee to look at the issue from the perspective of the
pi pel i ne.

The pipeline or owner of the LLC wants to secure firm
transportation (FT) commtnents that will enable financing. It
does not want to cover a financial obligation that is not backed
up by the FT commtnents because the pipeline has to pay for
that. If a pipeline builds too nuch capacity to begin wth,
generally FERC would require the pipeline to bear the cost of
the unused capacity. The open season process is very conplex and
there nmay be scenarios where there is unused capacity that
i ndi vi dual shippers are hol di ng.

11: 45: 36 AM
MR. CLARK assured the commttee that the State would not bet on
excess capacity and get into the excess capacity business.

MR. SHEPLER referred to Representative Gara’s question and said
he did not understand his question to be asking about expansion
capacity in terns of the State’s interest as an owner; he
understood his question was toward the State as a sovereign with
t he objective to encourage exploration and naxi nm ze resources.

11:47: 39 AM

CHAIR SEEKINS said it is the intent of the Legislature to
provide availability of expansion on a fair basis and not
necessarily subsidi zed by the owners and shi ppers.

VR. CLARK assured the commttee that the Admnistration
aggressively pushed for obtaining the open season with respect
to federal law. Article 8.7 is intended to provide additiona
tool s for seeking expansion.

11:48: 54 AM

MR. MASSEY said he believes that the producers will find a way
to expand the pipe and to nove the gas down. They would not
prevent anyone from tapping in. FERC policies would not allow
them to stop expansion and they wouldn’t want to do that anyhow.
He said the key reason for the reluctance toward Article 8.7 was
that it is not necessary. However it is in the contract because
the producers wanted to dissuade the perception that they could
| ock up the basin.
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11:51: 49 AM
SENATOR THERRI AULT asked whet her during the agreenent to Article
8.7 it was al so agreed that the RCA | anguage woul d al so go in.

MR. MASSEY advised that there were nmany conprom ses during the
negoti ations. The parties have agreed in the contract to seek
FERC regulation but the RCA can also regulate. The only thing
that they have asked is that if the RCA does sonething
inconsistent wth FERC policy that causes ExxonMbil a |oss,
they want the opportunity of arbitration to prove their case.

SENATOR THERRI AULT reni nded the conmittee that the producers are
not “a nonolith” and not all of one mnd. He said it has not
al ways been a position of the producers to be involved in
ownership of a pipeline. He referred to an early 1980s Senate
Energy subcommittee hearing and said Exxon’s testinony was that
they were not in the pipeline business and had no interest in
getting into the pipeline business. He asked what the difference
i s today.

MR. MASSEY replied ExxonMbil is not in the pipeline business,
except for in large, conplex projects where they own funding.

SENATOR THERRI AULT speculated that was the dynamic wth any
pi pel i ne.

MR. MASSEY responded there is no pipeline in the |lower 48 that
he is aware of that matches the magnitude of the project at hand
in ternms of investnent, exposure and ri sk.

MR. LOCEFFLER said in the 1980s the structure of the |ower 48
pi pelines were different. Since the time of that testinony, FERC
has forced the separation of the marketing and ownership of gas
so the industry has changed consi derably.

SENATOR THERRIAULT said he is not sure that explanation
sufficiently answers his question. During testinony in the
1980s, producers adamantly expressed to the U S. Congress that
they were not interested in ownership of pipelines.

MR. MASSEY agreed with M. Loeffler that the industry has
changed and producers are exposed to nore ri sk.

11:59:12 AM
MR. HARPER asked M. Massey to explain the reason ExxonMbil was
interested in owing the pipeline in perpetuity.
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MR. MASSEY replied he did not understand the question.

CHAI R SEEKINS surm sed they would want to own it forever because
it was a big investnment. He announced that the committee would
break for lunch at 12:00:54 PM

CHAI R SEEKINS called the neeting back to order at 1:31:03 PM He
asked M. Hanley to sunmarize the concerns that he presented
earlier.

1:31: 38 PM

MR. HANLEY said he wanted to put on the record that the uniform
upstream fiscal contract is how third parties would get access
to the agreenent. That topic has not seen nmuch discussion but he
added they would work with the Administration on the issue of
how that would work. The contract is drafted for the three
producers and the State but other conpanies will have to utilize
the ternms and conditions of that contract.

1: 32: 28 PM
MR. CLARK asked to address that topic and said M. Hanley is
right. The pipeline will be financed and constructed based upon

FT conmtnents and they are |ooking for FT conmtnents from all
parties because they want to include as nmany parties as
possi ble. That is both the State’'s position and policy. This is
not the time to get into the topic but the general policy is to
create a situation that anyone who accepts FT and takes that
responsibility will get upstreamfiscal certainty, he stated.

1:33: 40 PM

MR. CLARK continued the idea is to level the playing field. The
pur pose of the public coment period is to identify places where
the State can enhance policy with better |anguage. The points
taken today woul d be addressed wth receptivity.

MR. HANLEY referred to earlier comments that there has been
anpl e opportunity to prepare for the open season and said they
were not convinced in 2001 that they would have access to the
pipe. Now that the FERC rules have evolved there wll Dbe
exploration activity. Despite the fact that Anadarko is raising
concerns over the contract, they are supportive of the pipe.

1:37:18 PM
CHAI R SEEKINS asked M. Clark to summarize the State’ s position.

MR. CLARK deferred to M. Loeffler.
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1:37:57 PM

MR. LOEFFLER said fromthe point of view of the supply of gas to
the United States and to Alaska, this project opens potentially
a very large basin. The project is pro-conpetitive and brings
nore supply to market. The pipeline will open the basin for
everyone. Anadarko can’'t get its gas to market today; nor can
ExxonMobi |, ConocoPhillips or anyone.

He advised commttee nenbers not to assunme the project could be
built based on personal experience and what the Conm ssioner of
the DNR found. The Comm ssioner has found this is the best
opportunity to get a project. Alaska had a shot at an
i ndependent pipeline in the late 1970s and that failed so it
appears that the producers are an inevitable part of the
pipeline project. “You need the producers to sign up and put
their financial resources behind the FT commtnents,” he stated.

Di scussing the issue of expansion is l|likely putting the cart
before the horse, he asserted. The pipeline needs 15 Tcf of gas
according to the Comm ssioner’s fiscal interest finding. The
pr oj ect needs Anadar ko’ s gas and expl oration efforts,
ConocoPhillips’ gas and efforts and everyone else who can
contribute. The pipeline must be full before anyone starts

tal ki ng about expansi on.

The critical part of the Admnistration’s program to devel op
this pipeline was to draft a nodel upstream contract and there
is one at page 449. He advised conmttee nenbers to review the
draft fiscal contract and the attachnent to see how it
interrelates and gets the gas committed to the project. The
Adm ni stration wants the independents and the project needs nore
gas, he said. The Adm nistration has made an effort to ensure
that the fiscal benefits that apply upstream are available to
anyone who wants to commt gas to the project.

1:42: 30 PM

MR. LOEFFLER continued in terns of access to |ands and | eases on
the North Slope; the leasing policies of the DNR and of the
federal governnent are pro-conpetition. He agreed with M.
Hanl ey that sonme recent |egislation has addressed sonme of the
concerns, such as Order 2005 and 2005A. The Admi nistration was
pro-expansion and pro-conpetition on its coments on those
orders and will continue to be.

1:43: 50 PM
Lastly it is inportant to renmenber, the State will be a nenber
of the LLC and wll be on the inside where all of the
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information on the project wll be. They wll be voting on
issues and will be there when expansion requests are presented
to the LLC. The State of Al aska representative wll certainly be
sensitive to conpetitive concerns as they fill their functions
within the LLC, he stated.

MR. LOEFFLER added one last comment: Overall the current
di scussion regards the fiscal contract and the focus of the
hearings should stick to the inportant issues, such as the
reason the State is taking an ownership position and going into
the business of marketing gas. “That is an enornous public
policy decision for the State and | hope that we can soon nove
on to address that subject as we’'re prepared to do,” he stated.

1:45:31 PM
SENATOR ELTON asked whether any of the other applicants, such as
TransCanada, addressed expansion issues in their application.

MR. CLARK advised he would check and get back to the conmttee.
He added the commttee should receive TransCanada s statenent on
the contract today.

SENATOR DYSON said he was intrigued about the discussion of the
RCA. He asked the consultants to conmment on other contracts
where FERC chooses not to have administration and whether it is
common to exclude the sovereign's regul atory body.

MR. SHEPLER advi sed he does not have the background to conment
on that point. He surmised that other U S. contracts involving
state involvenent to this magnitude sinply don't exist.

1:48: 20 PM

JAVES BARNES, Barnes and Cascio LLP, Consultant to the
Legislature, said his response is outside of the U S However,
his experience in large projects elsewhere is there is nowhere
near the conplexity of regulations that the U S. has.

MR. HARPER sai d:
This agreenent is wunique in nmy experience in this

regard in two ways. One, | perceive that the intent is
to exclude state regulation specifically. [’ve never
seen t hat . And t hen t he reci procal, under
indemification if you will, of any reduction in what

the participants mght receive if that were to cone to
pass is also unique in ny experience.
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SENATOR DYSON aired his understanding that FERC was taking a
unique role in the pipeline because it is a nonopoly. He said it
seens strange not to have sonme provision for an objective party
to regul ate where FERC doesn’t.

1:51:22 PM

MR. CLARK responded the reality is they expect FERC to regul ate
the entire system As one of the producers earlier testified,
their economcs are driven by the FERC policies that are
applicable. The Adm nistration does not see a situation where
t he RCA woul d ever be invol ved.

1:53: 21 PM
SENATOR BEN STEVENS posed a hypothetical scenario of a proposa
by the State to nake a spur line for delivery sonewhere within

Al aska. That spur line would be subject to shippers that could
ship their product to an in-state point. He asked who the
regul ator woul d be.

MR. LOEFFLER advised by the federal statute, the RCA would
regul ate the spur line. The RCA would set the rate and terns of
access. The rate to connect to the spur line would be set by
FERC.

MR. CLARK added RCA jurisdiction in that situation is in no way
precl uded by the contract.

1:54:53 PM

SENATOR BEN STEVENS asked whether there was anything in federa
law that allows a state regulatory conm ssion to be involved in
the ratemaking for the delivery of a product destined to market
in another state.

MR. LOEFFLER said no. Federal law is exclusive and preenptive on
a shiprment of natural gas fromone state to another.

MR. SHEPLER said he did not fully understand the exanple. In the
federal |aw exclusive of Al aska, delivery of gas within a state
that was received through interstate comerce was originally
held to FERC jurisdiction but was ultimtely exenpted by the
Henshaw Anendnent. Wen gas originates in one state and goes to
market in another it would be interstate transportation of
natural gas and woul d be FERC jurisdiction.

1: 56: 29 PM

SENATOR BEN STEVENS announced if the product is produced in one
state and delivered in another it is FERC jurisdiction. If the
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product is produced and delivered in the same state it is RCA
jurisdiction.

MR. LCEFFLER added the project described in the contract does
not include a lateral. The Administration nade sure to preserve
the jurisdiction of the RCA over the rate from the takeoff
poi nt .

1:58: 40 PM

CHAI R SEEKI NS asked M. Cark to comment on the Adm nistration’s
intent regarding the proportional tariff on natural gas fromthe
North Sl ope marketed instate.

MR CLARK deferred to M. Loeffler.

MR. LCEFFLER advised in the open season rulemaking, the State
secured that the rate would be based only on the cost of
delivering that service and not on the cost outside Al aska. The
long haul rate will be based on long haul cost and the short
haul intrastate rate is to be based solely on rates inside
Al aska. Secondly, the FERC order suggested that the rates be
m | eage sensitive and so that was witten into the contract.

2:00: 16 PM

SENATOR BEN STEVENS said he is sure this isn't the only project
set to function within the bounds of North Anerica where a
product is produced in one state and shipped to another. He
rai sed the exanple of pipelines comng out of the Gulf of Mexico
and traveling northeast. He asked whether the State of Texas was
involved in rate setting.

MR. LCEFFLER said no. There are no cases where states own

pi pelines. However, in an interstate pipeline, FERC sets the
rate.
2:01: 33 PM

MR. HARPER noted the Texas Railroad Conm ssion regulates the
transportation, gathering and processing of natural gas in Texas
on a conplaint regulatory standard basis. He observed that
through interstate pipelines in North Anmerica, gathering,
treating and processing facilities that were regulated were
“spun down” systematically so that it is no longer typical for
interstate pipelines to have those facilities as a part of their
regul ated assets and tariffs, even though gas noves through
those facilities. This situation envisions inclusion of those
types of assets in the regul ated pipeline activity, he stated.
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2: 02: 55 PM

MR. LOEFFLER advi sed since 1938 the federal governnment has not
had jurisdiction over gathering lines. He said he does not
regard the upstream gas pipelines as gathering lines.

2:04:20 PM
M5. NEWVAN said both points have nerit but over the years there
has been a considerable amount of regulation over gathering
lines in conjunction with interstate pipelines because they were
all owned by the sane entity. There has been litigation that
went to the Court of Appeals regarding FERC s ability to
regul ate gathering lines and there was much di spute over what is
and what is not a gathering line. There are many cases invol ving
gathering lines and it is a recurring problem for FERC She
cauti oned:

The lines that are upstream here from the mainline and

any plant put in separate ownership, | cannot assure

you at all that they would be found by FERC to be

interstate pipeline, federal regulatory comm ssion

controlled facility. In that situation, which could
occur once we know exactly how they're going to be
structured... you can nmake a better call on it. It is

possible that if the State of Alaska elects not to
regulate those facilities or some system is put in
pl ace by the Legislature that takes that control away,
that they can be left to a matter of private contract.

2: 06: 37 PM
CHAIR SEEKINS said that is consistent with what he has been
heari ng.

MR. LOEFFLER said he would have to check to see whether the RCA
has jurisdiction over gathering lines. Gathering lines are not
intended to be part of the project, he added.

2:07:25 PM
MR. EASON expressed concern about the symmetry of |anguage and
said the producer’s rights and interests are protected. “The

State’s interest is taken off the table whether or not it
ultimately m ght be asserted,” he said.

MR. LCEFFLER asserted the RCA itself is not bound by the
contract and would have the right to assert and pursue
jurisdiction.

2:09:17 PM
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CHAI R SEEKI NS posed a current exanple of what he perceives to be
an unfair business practice having to do with RCA regulation. It
has to do with the tariff question that Flint Hlls Resources is
facing. If the tariff is changed, it wll change retroactive and
they will be subject to a huge economc penalty. He said it is
the retroactivity that bothers him nost.

MR. CLARK said as a final point the answer is that as the
Adm ni stration examned the issue, they believed it was one of
those “what ifs” that wasn’'t going to happen and they did not
want the State to have to pay.

2:12: 28 PM

SENATOR DYSON said the discussion highlights the need for
clarification whether the RCA can have jurisdiction. That feeds
into another of his concerns that there are protections the
State now has under the |ease agreenents and the unit agreenents
that are apparently forfeited under the contract, he said.
Regarding his question earlier, he said he was “kicking hinself”
for using the term *bizarre’ to describe the 100-mle increments
on the expansion of the gas |line capacity. He has been told that
no one knows of any other contract with simlar |anguage. He
said he woul d appreciate discussion of that in the future.

2:13:51 PM

SENATOR ELTON said on the issue of indemification, it seens
that if the expectation is that FERC will regulate, then adding
the RCA language is far in excess of what the State needs in
order to protect its interest.

CHAIR SEEKINS noted all parties should realize that the
Legislature is after fair and equitable access, but not to the
extent of subsidy.

2:16: 05 PM

REPRESENTATI VE JOHN COGHI LL t hanked t he consul tants,
representatives from the Administration, and the producers for
their participation in the round table discussion. He said for
the State of Al aska to becone an owner, operator and narketer of
its gas in partnership with industry people could be the biggest
policy call in the history of Al aska. He said before he could
cast his vote he nust know how all of the parties cane to this
unprecedented decision. He said he is not a fan of state
ownership of anything, let alone a big pipeline.

2:18:58 PM
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MR. CLARK responded the SGDA gave the Adnministration the
direction to negotiate the business deal. As they read through
the SGDA they saw the partnership between producers and the
State as what the Legislature intended. Litigating to assert
state’s rights as owner was always there but they had to answer
the question of whether it was possible, in accordance wth
direction fromthe SGDA, to reach a business agreenent. That is
how the Admnistration set its policies beginning with the
appl i cation phase.

The concern was how Alaska would fit in terns of a couple of
i nportant conponents in ternms of the economics. That drove the
decision for taking gas in kind. By taking Al aska s gas in kind
it nmeans the State has to handle capacity managenent. The
Adm nistration believes the article on capacity managenent is a
strong success story in the negotiations. He asked Roger Marks
to address the economc response and asked that Ken Giffin
address capacity and marketing risks.

2:22:56 PM

ROGER MARKS, Economist for the Departnent of Revenue (DOR),
expl ai ned that he would provide a 20-mnute presentation on the
phi | osophy and rationale of why the judgnment of taking ownership
and gas in-kind was inportant to noving the project forward.

CHAI R SEEKI NS announced a brief at ease in order for M. Marks
to set up

2:25:19 PM

MR. MARKS advised his main points would be addressing State
ownership and taking Alaska's gas in kind and how that inproves
the rate of return for the producers, which is inportant in
order to nove the project forward. If the project were set up so
that Alaska were to take its gas in value it would have to
return 16 percent in order to pay shareholders and creditors.
Equity always has a higher cost than debt since debt is always
the first in line to be paid off. The cost of equity represents
the business risk of the enterprise. The rate of return is based
on net cash flows every year. A pipeline project that 1is
expected to last 30 years wuld incur three years of
construction before the production start, after which revenues,
costs and taxes cone into the picture. Subtract the cost from
the revenues to get the net cash flow

2:29: 17 PM

MR. MARKS continued in the early years Al aska would see high
cost and no revenues so the net cash flow in the first years
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would be negative. When conmputing the rate of return,
corporations normally assune the project will wuse all of the
equity wthout borrowing. The reason they do this is they
separate the investnment decision from the financing decision.
The first decision is whether the project is profitable. If so,
the second question is howto finance it.

Corporations neasure the profitability by looking at it wthout
regard to how the project is financed. In order to conpute that,
they run the cash flows as if it is financed totally wth
equity. The rate of return is the interest rate, which nakes
that net present value exactly zero. Net present value is based
on the time value of noney so costs that occur early on suppress
the rate of return

In the case of state ownership where the state picks up 20
percent of the costs upfront and the state takes its gas in
value and not in kind it can not inprove the rate of return
because in that situation the state would not be able to get a
firmtransportation commtnent fromthe producers.

2:33:10 PM

MR. MARKS continued the definition of debt is “future nonetary
obligations as a result of past transactions” so an FT
commtnment would be nost certainly a liability or debt. Because
an FT conmitnent over a long period of time bestows nuch of the
rights and obligations of ownership, what generally acceptable
accounting principles (or GAP) says on the financial statenents
is that on the financial statenents vyou capitalize the
commi t ment .

Many people have said FT commtnents don’'t show up on bal ance
sheets of the producers so they nust not be inportant. In the
post - ENRON worl d, off-balance sheet debt is as inportant as on-
bal ance-sheet debt, he said. Under pure GAP standards debt shows
up when the anmount of the liability is for nore than 75 percent
of the life of the asset or the anpbunt of the liability accounts
for nore than 90 percent of the value of the asset. In the case
of a pipeline there are nmultiple subscribers and it’s inpossible
to satisfy those requirenents, which is why FT conmtnents wll
not show up on the balance sheet even though it is salient for
credit ratings and the ability of producers to borrow

2:35:32 PM
The question is how to treat FT commtnents in conputing the
rate of return. In order to explain how to do that it’'s

inmportant to explain how not to do it, he stated. He gave an
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exanple of a corporation with a 16.5 percent hurdle rate that
came up short when the nunbers were run. In order to increase
that rate of return the corporation could bring the State in and
have them pay 20 percent of the costs in exchange for 20 percent
ownership and then the corporation would pay a tariff over tine
to the State. The old adage of “you can’t make a bad project
good by borrowing noney” is what that exanple just did. By
having the producers borrow noney and pay it off over tinme, it
increased the rate of return. That is inappropriate since it
m xes up the financing decision and the investnment decision, he
sai d.

2:42:40 PM

MR. MARKS referred to the current contract where the State takes
20 percent ownership but also takes its gas in kind. The State
owns the gas the entire way and does not require an FT
comm tnent from the producers. This nethod incurs |ess noney up
front and increases the rate of return. Omership raises risks,
gives Al aska benefits and incone, and creates marketing risks.
“I'n our judgnent, these risks are not nonunental,” he stated.

2:44:16 PM

REPRESENTATIVE COGHILL said that 1is consistent wth what
| egislators heard at the Centennial Hall neetings. The risk is
that the FT conmtnent will be on the State and then it would be
up to the State to sell the gas. He said the fundanmental issue
for himis whether he could support that concept. He asked to
hear from industry people as to how they also arrived at the
concept of the business agreenent.

2:45: 23 PM

CHAIR SEEKINS clarified that Representative Coghill was speaking
about two different things; one is ownership of the pipe and
equity interest in the steel and equi pnent, and the other has to
do with owming pipe within the pipe to be able to transport gas,
which would be dependent for inconme on the transportation
commitments. He asked Representative Coghill to clarify his
guesti on.

REPRESENTATIVE COGHILL replied the ownership of the steel was
the |esser concern. He said he has a hard time with Al aska
carrying the weight of the gas, deferring the investnent in 20
percent capacity, and then having to sell the gas in order to
recoup the noney. “Certainly that requires a huge partnership
with a group of people who have quite different interests in
Al aska,” he st at ed.
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CHAI R SEEKI NS specul ated that owning the pipe mght bring about
a better return than the current investnents of the Pernmanent
Fund.

2:47:31 PM

MR MARKS said currently Alaska is paying for the pipeline
through the tariff deduct i on. Al aska would be paying
approximately 14 percent on their equity piece. Al aska woul d get
that nmoney if the State owned the pipe. The fiscal interest
finding showed that the State could earn close to one billion
dollars. Currently the PF is earning eight percent.

MR. CLARK said there has been sonme confusion as to whether the
State has choices to what parts of the project they can own.

MR. MARKS advised the State could take the gas in kind but not
own the pipeline but it would have to nake an FT commtnent to
the producers to ship the gas. If Al aska upstreamis shipping on
Al aska downstream pipe it’s a wash but FT commtnents would
still have to be nmade. “I don’'t see any difference. Wat we
don’t get out of that is the billion dollars from pipeline
ownership and that seat at the table,” he said.

MR. CLARK added as the <contract was negotiated it becane
apparent that the two would go together. As far as the producers
were concerned, the State would not be able to own part of the
pi peline unless the gas was taken in kind.

2:50: 59 PM
CHAIR SEEKINS invited Martin Massey, Ken Konrad, and Wendy King
to the table.

MR. MASSEY said Al aska successfully negotiated to have an
ownership interest in key portions of the project and therefore

will provide an inportant enhancenent to the sponsor group. The
State will receive gas volunes in kind for its gas royalty and
taxes and the State will transport and market its gas vol unes

The State’s ownership position creates nunmerous advantages both
for the State and the project participants. Sponsor group
econonics are inproved when the producer no |onger has to nake
transportation arrangenents for state gas. “W are no |onger
making firm transportation commtnents on gas for which we have
no economc interest,” he stated. Consequently the pipeline
affiliates can hold a lower ownership in each of the |ower
m dstream el enents. Mwving the investnent to the State will have
a positive inmpact on the producer’s economcs and wll provide
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the State with nunerous benefits, including a stable, steady
revenue stream

2:55: 07 PM
MS. KING recalled in Cctober 2004 Al aska announced it would |ike
to pursue equity participation in the project. Equity

participation in the project is conprised of three conponents

state ownership, state taking its gas in kind, and the State
holding an FT commtnment. There is a fundanental shift in the
econoni cs when the State chooses to pursue the three in concert,
she said. The producers would have to enmploy roughly 20 percent
in actual capital for gas volunes they would not receive revenue
from

Over the course of negotiations it was discussed how to val ue
gas for royalty and tax purposes. It is an historical area of
di spute. The producers saw that through state ownership, one of
the biggest areas of dispute would be elimnated. The State
woul d be taking custody of its gas at the exact sane place that
ConocoPhi I l'i ps takes custody of its gas.

2:58: 02 PM

M5. KING continued her final point is there is a track record of
success for in-kind gas programs. The key factors are that the
partnership would |essen disputes, inprove economcs and build
on proven success.

MR KONRAD said BP was initially surprised when Al aska
approached them with this atypical business nodel but they
qui ckly saw the potential benefits for all the reasons that the
two previous speakers alluded to.

One area the producers struggled with was the State’s insistence
that the producers handle capacity managenent. Utimtely they
came up with a nodel that is in the contract where the State has
the option for producers to nmanage capacity for the State.

3:02: 29 PM

If the State decides to manage its own capacity it renoves the
m ddl eman and nminimzes the potential for disputes. The federa
government has had a lot of successes on narketing gas. This
also results in fewer disputes and |lowers adm nistrative costs.
The federal governnment has found they get nore noney by taking
gas in kind than in value. Womng is doing simlar things and
they are confident it will work in Al aska as well.

3:04: 21 PM
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MR. KONRAD summarized by putting all the pieces together it
creates a win/win situation. The State gets to take direct
equity ownership in the project, the producers get the benefit
of lower costs, and it provides Alaska with a stable incone
al i gnment and revenue stream

3:05:12 PM

REPRESENTATI VE COGHI LL said it was inportant for Alaskans that
he ask the essential guestions so that they understand
conpletely and so that citizens don’t reject what could be a
good deal. He clarified Al aska would nmake an FT comm tnent for
20 percent of the gas. Al aska would be responsible for selling
it and that would be how the State gets back sone of the val ue
for its resource. He asked how the producers would ensure that
Al aska does indeed receive its share and whether this would
ultimately be a firm 20 percent commtnent.

VR. KONRAD responded the producers would use the sane
arrangenents that they use anongst thenselves. There wll be
ownership established in any given unit and it wll pass through
a neter. The capacity nmanagenent article would force the
producers to stay in proportion. |If BP has excess capacity, the
State will have the sanme anmount.

3:08:17 PM
MR. CLARK suggested that Ken Giffin take a place at the table
and wal k through that article so that the conm ttee understands
the reason that the Admnistration feels the State has adequate
prot ection.

CHAI R SEEKI NS announced a brief recess at 3:09:13 PM

CHAI R SEEKINS cal l ed the neeting back to order at 3:20:29 PM

MR. CLARK asked to speak about the capacity managenent article
in the contract and said it was the npbst contested article in
the contract. From a policy standpoint, the Adm nistration was

worried about the risk. They knew the pipeline needed 50 mllion
Tcf and that there was 35 mllion Tcf available. The way to
protect against capacity risk is to keep the pipeline full, he
enphasi zed.

The Administration insisted that they never have nore “ull age”
than ownership in the pipe. The Adm nistration also fought |ong
and hard to have the balancing happen on 30-day periods even
t hough the producers have always operated in 6-nonth periods. He
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asked M. Giffin to explain how the Adm nistration negoti ated
capaci ty nanagenent.

3:23:41 PM

MR. GRIFFIN advised that the capacity managenent negotiation was
a hard-fought discussion. It was predicated on the realization
within Al aska that at the upstream end, the State is not aligned
with the producers. They have control of the producing areas and
devel opnent  schedul es. They have control over where the
exploration noves and that could be federal |ands or private
acreage or even offshore where the state royalty could end up
being much less than 20 percent or none. One nmajor question is
how to manage the 20 percent commtnent to capacity when the
future holds no certainty as to where devel opnent wll be. The
producers believe that the State will want to take over capacity
managenent in the future but currently the State has secured a
commtnment from the producers to ensure that the State' s risks
are in parity with its share of the production.

3:26:30 PM

The contract specifies how the State will obtain capacity in the
first place. The State has the right to ask the producers to
obtain that capacity on its behalf in proportion to the share of
state gas that will be comng off of each of their properties.
Separately the State has the right to seek instate capacity and
to carve off sonme of the gas, exclude it from the bal ancing
process, and dedicate it to instate deliveries. Over tine,
things will change and the State’'s share of gas wll fluctuate.
There is a process in place to readjust and restore the bal ance
between the share of gas that the State should be receiving and
the capacity that the State wll hold.

3:28:19 PM

The third stage provides for the scenario where there is excess
capacity. If developnent and production is all on state |Iand,
the State will hold 20 percent of the excess capacity. |f over
the years devel opnment and production noves off of state |ands
and the pipe is not full, the State’s share of the enpty
capacity will be comensurate with the share of production. It
will be figured by producer and by property and sunmed up such
that what Al aska will be responsible for is proportionate to the
share of gas that is being received at that point in tine.

There is a fourth policy issue and that 1is the state

mar ket er/ shi pper receives the same information in the sane
timeframe that the producer nmarketer/shippers receive. Al aska
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will have the same ability to nanage its narketing operation
downstream He offered to answer questi ons.

3:30: 13 PM
SENATOR THERRI AULT advised the commttee that Representative
Coghill had to step out of the neeting but had asked him to

address a concern for him as they represent the sane
constituents. He expressed concern that since the State has no
experience in the business; perhaps they are not up to the task
of managi ng capacity. As far as the decision to take value as
gas nol ecules, a nunber of conplications spring from that. M.
Har per has indicated that the capacity nanagenent agreenent does
a fair job trying to deal with a potentially difficult situation
but the people in his jurisdiction continue to ask the reason
that the State should take that on. The Lukens Study indicates
that there is a risk of losing value with capacity bal anci ng.

MR. CLARK replied the logic is that changing the econonics by
taking the gas in kind was “like magic” because the State kept
the same revenue streans that they had without taking the gas in
kind. The contract sets up a system by which the State is able
to “ride the producer coattails.” The other option is to enploy
capacity nmanagenent firns, which is not wunheard of. Oher
conpani es have hired people to nmanage capacity.

3:34: 43 PM

MR. VAN TUYL added there was another option. He agreed that the
State doesn’t currently have the expertise but the first gas is
not expected for perhaps 10 years so there is anple tine for the
State to devel op expertise in-house. Meantine the State can opt
to participate in the open season process or ask the producers
to participate in the open season to get the initial capacity.
Anytinme in the process the State can take over capacity
managenent .

3:36:10 PM

MR CRIFFIN said capacity commtnments are a responsibility of
the shipper to the LLC and then marketing is how revenues are
obt ai ned. The Lukens Study represents a scenari o-based nodel and

what their nunbers said was “if these scenarios occur, the
potential costs are in these sideboards.” The Lukens Study did
not say anything about the Ilikelihood of those scenarios

occurring. He advised the conmttee to read his report in the
fiscal interest finding that captures that summati on.

3:38:51 PM
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VR. GRIFFIN continued the PPT has «credits to encourage
exploration and investnent. The upstream fiscal contract |evels
the playing field and encourages exploration and investnment. The
contract itself encourages exploration. The DNR and the federa
| easing prograns work together to mnimze the risk of excess
capacity.

3:39: 58 PM

MR. VAN TUYL expressed agreenent with M. Giffin s assessnent
of Article 10 as it relates to initial capacity in the pipeline
and capacity rmanagenent. The contract is silent on the
possibility that the producers would be interested in that
busi ness but BP Al aska would be interested in conpeting for the
busi ness of supplying instate gas, he stated. Article 10.2
addresses both scenarios of not enough gas to fill the pipe and
al so excess gas. There is a range of alternatives to address
both challenges. In any event it is the responsibility of the
producers to ensure that the State’s gas noves along with the
producer’s gas, he stated. He assured the commttee that Article
10. 2 ensures that the State woul d be kept whol e.

Article 10.3 addresses the scenario of an enpty pipe and
included in that article is the requirenment to allow the State
to share in any third party purchase the producers enter into
That is an anomaly in the business of conpetition because of the
busi ness risk of sharing market information.

3:44: 23 PM

MR. VAN TUYL referred to Article 10.4 and said it was a safety-
net provision. If at the end of the nonth the State had a
di fferent per cent age of excess capacity, Article 10.4
mat hematically requires an adjustnment to equalize capacity. In
the event of intra-nonth inbalances, Article 10.5 provides that
each of the producers would be involved in a gas bal ancing
arrangement .

Al those things are very specific, very mechanical provisions
to ensure that the State is always proportional to the producers
in the way they deal with capacity. Thus Al aska does not need to
be in the capacity managenment business if it so chooses, he
sai d.

3:46: 53 PM

M5. KING said capacity nmanagenent was a difficult article to
negoti ate because of the challenge to develop a relationship to
work with the State as a capacity holder and still keep the
relationship in such a way that it wuld not inpact the
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relationship between the three producers. The capacity
managenent provisions have found that balance. The State wll
recei ve frequent capacity notices from the producers advising of

the exact capacity volunes on the pipeline. It wll be a
transparent process, she advised. In the event that there is not
enough capacity and too nmuch gas, the State wll have a

commodity. She asserted that the State would have |ess risk than
t he producers because they are exenpt from federal incone tax.

3:49: 19 PM

The State has additional take ternms in the contract. There are
PILTs that are independent of the price of the commodity. The
State has additional cash flow streans for its share of capita
i nvestnent that the producers don’t have, she enphasized.

The FT conmmtnment period for the pipeline is unknown at this
point. If the majority of the gas potential cones from federa

acreage such as ANWR, at the end of the initial FT period the
State can elect to reduce the amount of capacity. The FT
commitrment will be a point where the State can decide how mnuch
capacity it wants to hold for the remainder of the fiscal

contract.

M5. KI NG added one benefit of state ownership is that regardl ess
of where the gas is comng from the State will receive tariff
revenues for decades to cone. Essentially, the State wll have
state ownership of the pipeline beyond the termof the contract.

3:51: 59 PM
SENATOR THERRI AULT asked whether the total revenue package
presented to the State included the additional revenue streans.

M5. KI NG nodded.

SENATOR THERRI AULT specul ated that the State would be in a nuch
hi gher risk position because of capacity balancing and that the
reward woul d be status quo.

MR. CLARK said Dr. Pedro van Meurs’ paper addresses that issue.
By taking the gas in kind Al aska would get the same anount of
nmoney as it would in the RIV world. If Alaska wanted to be in
the RIV world, “The only way we could change the economics in
the sane way was to give up every dollar of royalty, every
dollar of tax gets. We could have noved the needle in the sanme
way of taking the gas in kind by giving up every dollar we would
have otherwi se made,” he stated. Wiat that neans is if Al aska
wanted to get the gas line built it could either take the gas in
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kind or stay in status quo and “give up every nickel of royalty
it would have gotten.” He encouraged the commttee to review Dr.
van Meurs’ paper for clarification on the issue.

3:56: 00 PM

MR. VAN TUYL advised the State’s ownership nodel is robust and
is used worldwi de in nega-projects. The direct governnment equity
ownership nodel reduces the risk to the investors and therefore
enables a project to go forward. He said it was worth repeating
that the State will recover, through the tariff, the costs of
overruns.

Having the State as a direct equity owner and having it take its
gas in kind aligns the State wth the producers all along the
system he said. Commercial alignnment is very inportant to the
producers because it forces themto focus collectively on making
the project better and nore efficient.

4:01: 31 PM
SENATOR BEN STEVENS advi sed the commttee that he and M. Cdark
had another neeting to attend but that he would Ilike the

conmttee to further address his concern over capacity risk
t oday.

4:04:59 PM

CHAIR SEEKINS advised the conmittee that they would address
Senator Ben Steven’'s question upon his arrival back to the
meet i ng.

4:05: 27 PM

SENATOR W LKEN asked whether the producers would support the
State having a 51 percent vote with regard to any major changes
in the qualified project plan (QPP) on the route of the
pi peline. There are three things that have brought the commttee
where it is today, he said. In 1999 the people of the State of
Al aska denmanded there be no changes to the route. Secondly, the
contract states that it will be a steel pipe laid across Al aska.
Thirdly federal law states there cannot be a line that enters
Canada above | atitude 68.

SENATOR W LKEN advi sed he woul d speak about what he believes he
knows and then would ask for a response from the producers. The
QPP has to be wupdated annually by the participants and the
State. When that subject conmes, the people’ s voice in 1999 wll
be squel ched, he said, and that concerns the people of Al aska.
“In regard to the federal legislation, |I take no confort at all

Federal |aw can be nmade and federal |aw can be changed,” he
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stated. He reiterated his earlier question whether the producers
woul d support a 51 percent voting right for the State.

4:08: 57 PM

MR. GRIFFIN said the presunption that the route can be changed
within the contract is not a sound presunption. He acknow edged
that when negotiations began, the producers and the State were
not aligned on a route. The State insisted on the pipeline route
and the conpanies had different positions but in the end the
State prevailed in the negotiations.

Recital 2 refers to the application being approved by both
commi ssioners. That approval is contingent on the highway route.
“From the very beginning this thing began wth highway route as
a foundation,” he said. The mainline is defined as the pipeline
t hrough Al aska that is routed generally along the TAPS pipeline
and the Al aska- Canadi an Hi ghway.

4:11:41 PM

MR. GRIFFIN continued Article 4.1 contains six conponents of the
QPP, two of which are potential and may or may not occur but the
mainline is a conponent of the QPP. The last two sentences in
Article 5.3 state that specific details of the QPP are likely to
change as the participants conplete additional studies and the
mai nline entity may anmend the plan. That context provides fairly
narrow side rails to the scope of an anendnent, particularly
given the content of Article 4, the definition of “mainline”,
and the content of the recitals, he asserted.

4:15: 03 PM

SENATOR W LKEN said he was concerned about the “soft words” that
M. Giffin used. He understood him to say there are three
places in the contract that route change is addressed and that
the issue could come up at future tine. He said that is the
problem he is having - that “one day we'll wake up and this
thing will have gotten a 90 degree el bowi ng.”

4:15: 47 PM

MR. MASSEY offered what he described as the opportunity to set
the record straight. ExxonMbil’s position prior to release of
the contract was that they had not selected a route. That didn’t
mean they supported a northern route. They just did not have a
commercially viable project and wanted to make sure that all the
options were left open. Now that there is a “potentially
comercial project,” it is defined in the contract as the
southern route. The definition cannot be changed unless al
parti es agree, he stated.
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4:16:59 PM
SENATOR WLKIN referred to page 31 and asked whether the
definition of the mainline was not subject to the QPP
procedur es.

MR. MASSEY said that was his understanding since the definition
is part of the contract and the contract cannot be changed
w t hout the consent of all parties.

MR. LOEFFLER said, “As counsel for the State, | agree wth
that.”

CHAIR SEEKINS opined “mainline” was defined in the definitions
as well as in the Article.

MR LOEFFLER clarified, “lt's defined in the definitions and
utilized in the Article.”

4:17:58 PM

MR. VAN TUYL referred to page 225 and said Article 39.1 defines
the mainline and describes the southern route and states that
the contract could only be anended by witten agreenment and
signed by all the parties.

4:18:56 PM

MR, GRIFFIN said he would |ike to describe the intent of Article
5.3. “The ability of the mainline entity to anend the Q@ is
sinply to ensure that there is the |eeway available to the LLC
to nodify the project, to enploy proper project nmanagenent
processes as the project develops and grows.” There are sure to
be necessary increnmental changes in order to produce a quality
pi peline project. “That’s the only intent,” he stated.

4:20:10 PM

SENATOR THERRI AULT noted that idea is what |eads to sonme concern
from the smaller producers. As the project is scoped, it mght
be determined to use snaller pipe because of cost, |eaving
l[ittle roomfor growh.

MR. LOEFFLER replied that was exactly the question FERC said it
woul d review when it | ooked at pipe size.

4:21:11 PM

SENATOR THERRI AULT referred to an earlier raised concern about
arbitration and said sonme |ong-term Al aska busi nessnen have al so
expressed concern about that. He asked M. Loeffler to state his
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personal opinion on the matter. He asked whether that process
woul d save the State time and noney.

MR. LCEFFLER retorted nothing could be worse than the current
experience. There is TAPS litigation that has gone on from 1977
to 1985 then stopped and has resuned again. Royalty litigation
took 15-20 years to resolve. “It would not be hard to inprove on
that record,” he said. The State’'s experience in arbitration has
been good, he added. Arbitration is used throughout the U S. and
the world and is widely adopted in conmercial contracts for al
sorts of industries. It is thought to sinplify the process and
get to a faster result.

4:25:27 PM
SENATOR THERRIAULT said the State has litigated royalty and
shoul d not have to go through that again.

MR. LCEFFLER interjected, “Royalty should be going under the new
structure.”

SENATOR THERRI AULT asserted the State has “fought those battles
and set the precedent and the proposal now is to change the
system” The State has just cone through a fairly |engthy
arbitration with ExxonMobil. The three arbitrators sided wth
the State and yet it is still being litigated. He said a person
in the Departnment of Revenue has advised him that ExxonMbil’s
position that another arbitration with them “won’'t be any
qui cker and it won't be any easier.”

MR. LOEFFLER said he was not a party to that conversation. He
pointed out the arbitrated cases that Senator Therriault
referred to were oil markets and gas markets operate
differently. He indicated the royalty and tax would have to be
reestablished in terns of gas markets.

SENATOR THERRI AULT asked where the arbitration proposal
ori gi nat ed.

MR. LOEFFLER advised there was early discussion about the
desirability of enploying a dispute resolution process different
from what was used in the past. He said his firm drafted the
di spute resolution article.

SENATOR THERRI AULT asked M. Loeffler whether the arbitration
system woul d save the State of Al aska either tinme or noney.

MR. LOEFFLER said it “has the prom se of saving tinme and noney.”
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4:28:11 PM
SENATOR THERRI AULT qui pped that was a tepid endorsenent.

MR. LOEFFLER argued that was a | awyer’s endorsenent.

SENATOR THERRI AULT said his constituent in Fairbanks whose
concern that the arbitration nethod would be fair and bal anced
woul d have no cause to feel differently.

MR. LOEFFLER said arbitration has to be | ooked at in the world
context of what kinds of disputes were likely to arise in the
contract. The Admnistration believes that royalty disputes
woul d be non-existent since Alaska would take its gas in kind

Tariff disputes are outside the arbitration process. If the
State is unhappy with the tariff that’'s filed by the LLC they
pursue that process with FERC

4:30: 06 PM

DAN DI CKI NSON asked to contribute to the arbitration discussion.
There are tax |laws that have been transformed into contract |aw
and the State, thinking comercially, can |ook at those as
comerci al opportunities.

4:32:33 PM
CHAI R SEEKINS expressed support for arbitration as a viable
nmeans to settle disputes.

4:37:13 PM

MR. BARNES inforned the conmttee hi s backgr ound in
international affairs. Arbitration in neutral formis frequently
used as a neans to level the playing field between a host
governnent and the investor. Usually the arbitration provisions
apply to the commercial function of the governnment and not
necessarily to the regulatory function. People have indicated
that the contract is a commercial contract but there 1is
provisions in the contract that have far-reaching inplications
for the regulatory reginme. Article 41.2 denmands that | eases,
rul es, regulations and agreenents conform to the fiscal
contract, he said.

MR. BARNES said he would like to ask the people involved in the
negotiation how they see the “far-reaching confirmation
provision” and the contract itself applying to the regulatory
regi ne.

4:40: 58 PM
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MR. LOEFFLER said he would like to start with the issue of
regul ation. The contract does not touch nor does it intend to
touch crimnal |aw, environmental regulation, health-and-safety
regul ation and any custonmary regulations. He said he does not
think of royalty issues as regulation in the normal police-power
sense. “Royalty arises fromthe interest or ownership rights of
the State,” he aired.

4:43: 20 PM
MR. VAN TUYL pointed out arbitration is used regularly in the
oil and gas industries as an efficient neans to resolve

di sputes. Baseball arbitration is the method used currently to
adj udi cate disputes over the vast mjority of the State’s
revenues. One advantage is that it encourages parties to take
reasonabl e positions. He advised that BP prefers the basebal
arbitration nethod.

4:47:06 PM
CHAIR SEEKINS asked M. Harper whether arbitrators generally
serve in areas where they have expertise.

MR. HARPER responded he has arbitrated solely in areas where he
has experti se.

CHAIR SEEKINS opined that was an advantage to that type of
di sput e resol ution.

VR. HARPER agreed but said there were instances where
arbitration is not advisable.

4:50: 29 PM

MR. LCEFFLER said he had a nunber of points that he has been
aggregating and asked for a chance to address them He rem nded
the commttee that this was a “two-way street” and that the
State could be sued under the contract, whereas in the past it
was the State that was always suing soneone in order to get a
better value or increased tax revenue. One thing that people
| ook at to determ ne a hospitable state for investnment is access
to fair and balanced dispute resolution but that resolution
won’ t al ways cone out in favor of the State.

4:53:42 PM

MR. LOEFFLER advised the committee that he feels he has done an
i nadequate job of explaining the dispute resolution clause and
it’s incunbent on the Adm nistration to do a better job. “Wen
people question limting discovery they nust take into
consideration the balance of the clause and the fact that there
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are limtations of discovery under the Alaska Civil Rules as
they stand today,” he stated. There have been three different
systens in the past ten years in an attenpt to address revenue
di sputes so regardless of the contract the State has been
struggling to find an inpartial adjudication system

4:56: 17 PM

MR. DI CKINSON offered to expand on M. Loeffler’'s comments. |If
the contract goes through it will be the fourth system in |ess
than a decade. Very few disputes go to the superior court, they
usually get resolved at earlier levels. It is inportant to
remenber that the statutory rules have remained the sane and the
Department has retained those. The main thing is that if there
is a problemthe State would go to an arbitrator.

CHAI R SEEKINS turned the gavel over to Senator W/ ken.

4:58: 01 PM

SENATOR THERRI AULT asked M. Loeffler to coment on the concept
of including the RCA | anguage in the contract so as to cl ose any
gaps between FERC adjudi cation and the commttee process.

MR. LCEFFLER said his expectation and advice is that FERC w ||
and shoul d regul ate the whole system

CHAI R SEEKINS returned to the neeting.

MR. LCEFFLER in regards to a regulatory gap, in the past the
Suprene Court has said the states can’t step in just because
there’s a gap if it is a subject area conmtted to interstate
commerce. The Adm nistration believes FERC regulation is highly
i kely throughout the whole system

5:00: 14 PM
MR. HARPER said it was his professional opinion that baseball
arbitration is a very significant concession.

MR. LOEFFLER added the only burden of proof that’s in the
contract is the burden of proof that applies to the work
commit ment clause. There is not a general burden of proof in the
di spute resol ution cl ause.

5:01:41 PM

SENATOR BEN STEVENS advi sed his question was related to risk and
capacity managenent and the conparison of how the Adm nistration
evaluated the applications and what the conparable capacity
ri sks were associated with the proposals.
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MR. DI CKI NSON not ed Roger Marks had done a nunber of anal yses on
the Port Authority so he woul d speak about that.

5:02:31 PM

MR, MARKS said Alaska Gas Port Authority (AGPA) submtted a SCGDA
application to the State and the SGDA has a set of standards to
determ ne what constitutes a qualified applicant and the Port
Authority failed to qualify. The specific qualification they did
not neet was a mnimum net worth requirenent. Negotiations never
commenced and so the issue of capacity requirenents never cane

up.

CHAIR SEEKINS said he thought the minimum net worth was $10
billion or an unused credit of $15 billion.

SENATOR BEN STEVENS said he is focusing on the sensitive risk
conmponent of capacity nanagenent and finds it hard to believe
there was no proposal for capacity managenent in AGPA' s
pr oposal .

MR. MARKS said the negotiations never comenced. The Departnent,
by | aw, could not accept the application.

SENATOR BEN STEVENS asked whet her FERC could issue a certificate
of public convenience w thout a capacity managenent pl an.

5:04: 44 PM
MR. LOEFFLER said there would have to be gas supplies and
shi pper conm tnents.

SENATOR BEN STEVENS wondered if AGPA would have qualified had
Al aska made 100 percent capacity commitnent and had taken 100
percent of the risk.

MR LOEFFLER said that is true.

5:06: 19 PM

MR. DI CKI NSON advi sed the discussions with TransCanada focused
on the ability to get to an open season. If in that open season
the producers had all stepped forward and taken comm tnment on
the pipeline, things mght have proceeded and there would be
much less risk for the State. The nmamin focus of the discussion
was what to do in the case where there wasn't a full conm tnent
made in the open season. Mich of the discussion revol ved around
t he second open season and what the State and the other parties
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were willing to do, and how rmuch of an FT conmitnment was the
State willing to make. The di scussions were never concl uded.

MR. LCEFFLER said in the TransCanada negotiations, the State was
bei ng asked to take a nuch higher share of the capacity than the
potentially 20 percent that is involved in the current contract.

5:09: 21 PM

SENATOR BEN STEVENS said the application from TransCanada
expected Alaska to take a significant increase in shipping
capacity. He asked whether it also expected the State to buy the
gas and ship it.

MR. DICKINSON said clearly if the State took a commtnent for
nore than 12.5 percent of the gas, it would have to obtain it
sonmrehow. He said the State would have to either have to be out
in the secondary market nmeking an FT commtnent and sell it or
obtain the gas. He said, “If you sign up for 20 percent or nore
of the FT charges and you take your royalty in kind, you ve got
a very large bill on your hands.”

MR. LOEFFLER added there is no way to get equivalent ternms from
TransCanada because TransCanada doesn’t own gas.

5:11: 04 PM

SENATOR BEN STEVENS said he was trying to conprehend the |evels
of risk that the State should contenplate in noving a project
forward. The conmttee 1is continually hearing about other
options, but those m ght even have greater risks, he aired.

MR. GRIFFIN agreed that the magnitude of risk was an inportant
factor to consider but that the anmpunt of return on that risk
woul d be “the best risk/return balance that is avail able.”

5:13: 59 PM

SENATOR THERRI AULT referred to Article 8.7(ii)(b) where it
cont ai ns | anguage about the expansion shipper having to pay the
upfront costs. The follow ng paragraph refers to reinbursenent
of those costs through the tariff. He asked how a pipe conpany
recoups those costs through the tariff.

MR. LOEFFLER said the requirement on page 92 was intended to
ensure that the expansion shipper is serious and so he would
front the noney. The costs could be placed into the rate. If the
LLC wants to recover those rates, they nust be a cost actually
incurred by the LLC, so the LLC would reinburse those costs to
t he expansion shipper. “They cannot in essence put those costs
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into rate base and get a return on them unless it’s noney they
spent, so that’'s the incentive,” he stated. He said he does not
see the intent of the provision that the applicant would get a
lower tariff as a consequence of whatever anount of upfront
engi neering it had done.

5:17:14 PM

SENATOR THERRI AULT advised the conmttee that he recently spent
an afternoon at AOGCC in Anchorage verifying sonme information he
received from the DNR regarding the current recycling going on
at the North Slope. He said he had asked DNR personnel how | ong
is was economically viable to continue that and at what point
will the continuation of that recycling process run the risk of
destroying value to the State. At a certain point, the cost of
running the circular systemis high enough to escal ate costs, he
sai d.

The responses from the DNR advise that wth the current
configuration, nunber of conpressors, producer investnent, it
woul d begin to destroy value by the year 2014 or 2015 if that
gas was not brought to market. He said it seened |ike there was
econonm ¢ necessity for the producers to build the line and get
it up and running. He asked for conment from the producer team
There is an issue of channeling where the gas is re-injected and
as wells have to be re-drilled. He asked at what point the gas
has to be drawn off to prevent risk of trapping it in the
reservoir.

5:20: 52 PM

MR. KONRAD said the producers want to get the project going
before 2015. He agreed there are conplex reservoir interactions
and the AOGCC will be involved in developing field and pool
rules. “No one has the answers today,” he said.

5:22:47 PM

SENATOR THERRI AULT said because of the long lead-tine for
building a gas transportation system and getting the gas to
mar ket, producers nust have sone idea.

MR. KONRAD responded they are ready to advance within 90 days of
| egi sl ati ve approval because they believe the tinme is now. There
will be unknown inpacts on oil production but the value created
fromthe gas and the value created by increasing the life of the
North Slope will yield both the State and the industry nmuch nore
reserves.

5:24: 46 PM
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MR. CGRIFFIN said Prudhoe Bay is the backbone of the gas-Iline
project and the backbone of North Slope production. As Prudhoe
Bay production |essens, revenues |essen. Producers have cycled
as much gas back into the reservoirs that they can. Producers
have | ong since passed the point where they felt it was economc
to continue to expand gas-handling capacity on the Slope. “QOl
production is essentially hostage to our gas cycling capacity
and it wll continue to slide despite the best nmanagenent
efforts,” he stated.

The big hurdle is the $26 billion dollar investment to gain
access to market but once the producers see clear to nmke that
investnment the LLC will. “Not only can we reduce the overhead
burden our oil production carries, we gain revenues fromthe gas
t hat suddenly has access to market — we’'re not going to want to
sell all that excess gas,” he said. The producers wll put
excess gas back into the ground and bal ance the effects on oil
production and maxi m ze the gas sent to narket.

5:28:22 PM
MR. CRIFFIN added the North Slope has huge fixed infrastructure
costs and the producers do not intend to take mmjor fields

offline. The conpanies will keep the North Slope fields active
until the burden of that infrastructure is too nmuch, he said and
then they will all conme down together. The gas line would nove

that specter 20 years into the future and would provide the
State with an enornous benefit during that tinme period. He
assured the commttee that the producers see the benefits of the
gas market as in the collective best interests of the State, the
producers and the nation.

SENATOR THERRI AULT interjected with regard to the suggestion
t hat nobody else can build a line there is an econom c necessity
to nove gas off the North Slope in next ten years. That is a
notivator for all parties.

5:31:10 PM

CHAIR SEEKINS thanked the participants for their input and
participation in the roundtable neeting. He adjourned the
neeting at 5:35:27 PM
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