ALASKA STATE LEGQ SLATURE
SENATE SPECI AL COVM TTEE ON NATURAL GAS DEVELOPNMENT
Fai r banks, Al aska
July 6, 2006
8:56 a. m

MVEMBERS PRESENT

Senat or Ral ph Seekins, Chair
Senator Bert Stednan

Senat or Donny O son

Senat or Ben Stevens

Senator Kim Elton

VEMBERS ABSENT

Senat or Lyda G een
Senator Gary W/ ken
Senator Fred Dyson
Senat or Lyman Hof f man
Senat or Thomas WAgoner
Senat or Con Bunde
Senat or Al bert Kookesh

OTHER LEQ SLATORS PRESENT

Representative Jay Ranras
Representative David Quttenberg
Representative M chael Kelly

COWM TTEE CALENDAR

Roundt abl e  Question and  Answer Sessi on - Legi sl at or s,
Consul tants, Producers, Adm nistration

PREVI QUS COW TTEE ACTI ON
No previous action to record
W TNESS REQ STER

UNI TED STATES SENATOR LI SA MURKOWSKI

709 Wo'" st., Rm 971

Juneau AK 99801

PCOSI TI ON STATEMENT: Addressed the Senate Special Committee on
Nat ural Gas Devel opnent

SENATE NGD COW TTEE -1- July 6, 2006



JI M CLARK, Chief Negoti ator

O fice of the Governor

PO Box 110001

Juneau, AK 99811-0001

POSI TI ON STATEMENT: Participated in the round

ROGER MARKS, Econom st

Depart ment of Revenue

PO Box 110400

Juneau, AK 99811-0400

POSI TI ON STATEMENT: Participated in the round

VENDY KING Director O External Strategies
ANS Gas Devel opnent Team

ConocoPhi | l'i ps Al aska, Inc.

PO Box 100360

Anchorage, AK 99510

POSI TI ON STATEMENT: Participated in the round

BOB LOEFFLER

Morrison & Foerster

Counsel to the Governor

O fice of the Governor

PO Box 110001

Juneau, AK 99811-0001

POSI TI ON STATEMENT: Participated in the round

DAN DI CKI NSQN, CPA

Consul tant to the Governor

O fice of the Governor

PO Box 110001

Juneau, AK 99811-0001

PCOSI TI ON STATEMENT: Participated in the round

S.A (BILL) MCMAHON JR., Conmercial Manager

Al aska Gas Devel opnent

ExxonMbbi | Producti on Conpany

Houston, TX

PCOSI TI ON STATEMENT: Participated in the round

DAVI D VAN TUYL, Comrerci al Manager

Al aska Gas G oup

BP Al aska

Anchor age, AK

POSI TI ON STATEMENT: Participated in the round

JI M EASQON, Consultant

SENATE NGD COW TTEE - 2-

t abl e

t abl e

tabl e

tabl e

t abl e

tabl e

tabl e

di scussi

di scussi

di scussi

di scussi

di scussi

di scussi

di scussi

July 6,

on

on

on

on

on

on

on

2006



Legi sl ative Budget and Audit Conmittee

Al aska State Capitol

Juneau, AK 99801-1182

PCSI TI ON STATEMENT: Participated in the round table discussion

DON SHEPLER

Greenberg Traurig, LLP

Consultant to the Legislative Budget and Audit Conmttee

Al aska State Capitol

Juneau, AK 99801-1182

POSI TI ON STATEMENT: Participated in the round table di scussion

PH LLI P G LDAN

G eenberg Traurig, LLP

Consultant to the Legislative Budget and Audit Conmmittee

Al aska State Capitol

Juneau, AK 99801-1182

PCSI TI ON STATEMENT: Participated in the round table discussion

Rl CK HARPER

Econ One Research, Inc

Consultant to the Legislature

333 Cay Street

Houst on, TX 77002

PCSI TI ON STATEMENT: Participated in the round table discussion

GREG O CLARAY, Comm ssi oner
Departnent of Labor & Wbrkforce
Devel opnent
PO Box 21149
Juneau, AK 99802-1149
PCSI TI ON STATEMENT: Participated in the round table discussion

JI M LI THY, Busi ness Manager

Pl unmbers and Pi pefitters Local 375

No address provided

PCSI TI ON  STATEMENT: Presented concerns over the lack of a
proj ect |abor agreenent

JI' M SAMPSQN, President

Al aska AFL-CI O

No address provi ded

PCSI TI ON STATEMENT:  Encouraged conmittee nmenbers to incorporate
a project |abor agreement into the contract

ACTI ON NARRATI VE

SENATE NGD COW TTEE - 3- July 6, 2006



CHAIR RALPH SEEKINS called the Senate Special Commttee on
Nat ural Gas Devel opnent neeting to order at 9:13:04 AM Present
at the call to order were Senators Kim Elton, Ben Stevens, Bert
Stedman, Donny O son and Representatives M chael Kelly, Jay
Ranras, David CGuttenberg, John Coghill, and Chair Ral ph Seekins.

Roundt abl e Questi on and Answer Session - Legislators,
Consul tants, Producers, Adm nistration

9:13: 04 AM

CHAI R RALPH SEEKINS announced the committee would continue its
roundt abl e di scussion anong |egislators, consultants, producers
and the admnistration. He recognized Roger Marks, Jim d ark,
Bill MMhon, Wendy King and Dave Van Tuyl at the table.

9:14: 36 AM

CHAI R SEEKINS announced the agenda for the neeting. United
States Senator Lisa Mirkowski wll address the commttee at
approximately 1:30 PM via teleconference. United States Senator
Ted Stevens will attend the next commttee neeting.

9:16: 05 AM

JIM CLARK, Chief Negotiator, thanked the conmmttee for holding
t he neetings and advised them that the governor's staff prepared
handouts for the nenbers, which address the inportant points of
the contract. The docunent is intended to append to the fisca

contract. He asked conmttee nenbers to add their suggestions

He advised that M. Marks woul d speak about the reason the State
decided to take its gas in-kind.

9:18: 45 AM

ROGER MARKS, Econom st, advised he would give an overview
consisting of three different issues: How the State sees the
project, the roll of the Stranded Gas Devel opnent Act (SGDA),
and the structure of the contract.

The astronomi cal size of the contract tends to nagnify all of
the risks, the two main risks being price and cost. Prices are
“utterly unknowable,” and in fact six years ago the State
forecasted oil prices to be at $17.22 in 2006. Yesterday it
closed at nore than $71 dollars. In the future though, prices
could fall to $2 a barrel. Cean coal is becom ng increasingly
economc as well as natural gas. dobal warmng could cause a
“throttling back” in the use of hydrocarbons. Sonebody could
perfect nuclear fusion, causing the end of hydrocarbons. Al of
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these things could contribute to the end of high oil prices, he
sai d.

9:21:24 AM

Mega projects are very conplicated and there tends to be a
snowbal | effect when things go wong. Large cost overruns are
not unusual and cause huge problens. Depending how cost and
price turns out, this project could turn out to be very good or
very bad, he continued. M. Marks offered a hypothetical exanple
of a famly whose annual income was $50,000. If offered a chance
to roll the dice for double or nothing, nost people would
decline the bet. That is the reason that investors |ook at risks
asymmetrically. The downside would be far worse than the upside
woul d be good. Because of the high cost and |ong construction
period the project is a low rate of return project conpared to
ot her investnent opportunities that investors have around the
wor | d.

9:24: 07 AM

The Stranded Gas Devel opment Act (SGDA) was intended to do two
things. It was nmeant to customtailor the fiscal systemto suit
the particular project as it canme about and it was neant to give
the producers fiscal stability so there is a proper balance of
risk and potential. The contract does both of those things, he
advised. It gives fiscal stability and is customtailored to the
econom cs. The contract increases the rate of return to the
project. The project itself presents a relatively low rate of
return and because of the unique risks it will need a higher
rate of return to be feasible.

Hurdle rate is the rate of return that a conpany needs in order
to pay off capital and investors. The hurdle rate of this
project will be fairly high due to the risks involved so the
State’s philosophy is to increase the rate of return, which wll
make the project nore viable. The main instrunent used in the
contract was taking the gas in-kind. Under the status quo where
the State takes taxes in royalty and value, the State really
pays for its share of the gas over tinme slowy through the
tariff deduction. Taking the gas in kind essentially makes a
firm transportation (FT) commtnent to the producers, which is
seen by them as an asset. It works as if the State is paying the
20 percent up front. In other words, under the status quo the
producers are laying out the noney up front for the State's 20
percent of the gas and because of the net present value that is
a depressant on the rate of return. By Al aska making the FT
commitrment up front, financially that is the sane as if Al aska
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were paying the 20 percent up front and it increases the rate of
return, he stated.

9:28:41 AM

MR. MARKS continued the State estimates that by doing so it gets
2 to 2.5 percent of the rate of return on the project, which is
rather large. That rate of return is the same as what the rate
woul d increase to under the status quo if Alaska relinquished
all of the taxes, but by taking the gas in kind Al aska gives up
not hing. The State gets the exact same anobunt of revenue but yet
increases the rate of return considerably. The anount of the

increase of the rate of return is equal to $1.20 per mllion Btu
for 50 trillion cubic feet or equivalent to decreasing the
capital cost by $4 billion dollars.

By taking the gas in kind and nmaking the FT conmtnent,
financially that is the sane as ownership and so the State
decided to do just that. By taking ownership, the State aligns
itself with the producers and gets a seat and a voice at the
table. There are many risks involved but the Admnistration
believes the risks are not “incredibly hazardous.” In return for
the risks Al aska gets a gas line, which is a great thing. By the
State taking its gas in kind it has the opportunity to decide as
a matter of policy the terns and the price and who to sell the
gas to. The State will have nore than enough gas to supply in-
state needs.

9:32:11 AM

Currently the prices in Chicago are approxinmately $6 dollars
with the added mleage-based tariff, and so for exanple
Fai r banks woul d have the cheapest gas in the country.

9:32: 29 AM

CHAI R SEEKINS interrupted M. Marks to say he understood in the
contract the tariff for in-state gas was proportional. He asked
whether there was a penalty if the State takes gas off in
Fai rbanks i nstead of sending it to the Lower 48.

MR. MARKS posed a hypot hetical exanple where the price of gas in
Chicago was $6. The State has the choice of selling it to
Chi cago for $6 and paying $2.50 to get it there or to just sel
it at the wellhead for $3.50.

SENATOR KIM ELTON interjected the State, as equity owner of the
pi pel i ne, would be paying the $2.50 tariff partially to itself.
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MR. MARKS said that is exactly right but if the State chose to
sell 100 percent of its 20 percent piece at the wellhead, it
woul dn’t have to invest downstream

SENATOR ELTON countered it was not that sinple. In order to
realize the sane return the State would have to sell the gas in
Fai rbanks at a higher price in order to realize the same return
because at a 20 percent ownership the State would get 20 percent
of that $2.50 transportation cost.

MR, MARKS responded if the State puts out $4 billion dollars to
the project and pays itself a tariff on that noney, the State
woul d cone out neutral. “lIt’s a wash,” he said.

MR. CLARK added the Administration is developing the policies
that back up the in-state use of gas and it is a conplicated
endeavor. He asked Chair Seekins whether Bob Loeffler could
corment on the conplexities associated with the policies and
answer Senator Elton’s question.

CHAI R SEEKI NS announced a recess at 9:36:19 AM

9:42: 55 AM
CHAI R SEEKINS cal |l ed the neeting back to order.

BOB LOEFFLER, Counsel to Governor Frank Mirkowski, said the
Adm ni stration has been listening to the concerns of the public
in regards to serving in-state needs. He assured nenbers that
they were developing a policy for use of sone of the State’s
gas. The State’'s share will exceed all potential uses of the gas
in state. The bidding opportunities wll be made available
before the federal mainline open season so that it is tined
precisely. The State nust decide what best serves the citizens
of Alaska in terns of pricing. In a bidding opportunity people
m ght bid nore than netback price because they may be | ooking at
t he heating value equivalent to the very expensive oil.

9:48: 08 AM

The State nust decide who would be responsible for the capacity
for in-state use. The State nust also be sure that the anmount of
gas that is being taken off in state does not negatively affect
the anmount that needs to flow through the “big line.” There has
to be an opportunity for in-state users to bid for gas and the
State nust set the pricing.

MR. CLARK added the Admnistration is developing policies to
attach to the fiscal contract. The contract does not speak to
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how the State of Alaska would use its own gas. That would be
devel oped over tine.

9:51:21 AM

REPRESENTATI VE  JOHN COGHI LL asked M. Loeffler to clarify
whether the Admnistration was developing both an economc
policy and a structural policy to determne who would get
pi pel i ne capacity from Al aska on

MR. LCEFFLER said that was right. “W hope to develop a policy
that will satisfy reasonable in-state use and not underm ne the
econonics by taking the full 20 percent,” he said.

MR, CLARK advised the Administration believes the policy has to
be devel oped as soon as possible. They intend to do whatever it
takes to find out how nuch gas will be taken off prior to the
open season. The pipeline will be designed in the open season.

9:53: 53 AM

MR. LCEFFLER added the contract requires that there be a study
of in-state use before the open season. “The pipeline has to do
that, not the State, so that the contract recognizes the timng
i ssue,” he said.

DAVI D VAN TUYL, Conmercial Mnager, BP Al aska, nentioned a study
to be done by the pipeline, which would evaluate potential for a
natural gas pipeline in Alaska and that would “stir into the
m x” about where gas was likely to be taken off. The contract
envisions in-state gas use and Article 10 provides for notice to
be given about the portion to be dedicated to in-state use.
There has been talk about a telescope design that starts in
Fai rbanks but the size of the pipe has yet to be determ ned. BP
Al aska would prefer to sell to custoners in Al aska than have to
transport it to Chicago, he said. He questioned how BP could
conpete with the State since the State does not pay federal
income tax but added it “would |ike the opportunity to conpete.”

9:56: 15 AM

MR. MARKS said there is no reason to believe there isn't enough
gas to go around. If the State takes a |arge anmount of gas for
in-state wuse it wuld not necessarily be detrinmental for
downst r eam economi cs.

REPRESENTATI VE COGHI LL asked whether the State would stil

anticipate a 20 percent FT commtnent if it takes all its gas
for use in state.
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MR. LCOEFFLER said no. In the federal open season the State would
bid for what it needed in state and then subtract that from the
20 percent.

CHAIR SEEKINS asked how the State would handle the
infrastructure and tinme that it would take for a comunity of
90, 000 people to switch froman oil to a gas econony.

MR. LOEFFLER replied that scenario would present itself as a
t remendous busi ness opportunity. The price of heating oil is far
hi gher than natural gas will ever be, he stated.

MR. MARKS surmsed 70 percent of the homes in Fairbanks use
heating oil and the price right now is about $2.50 per gallon. A
famly could expect to save 80 percent by switching to natura
gas.

CHAI R SEEKINS of fered with proportional tariff there is no state
subsidy to the consunmer but it greatly reduces the cost of
heating a hone in the interior of Al aska.

MR. MARKS added that also depends on how nuch the State decides
to sell the gas for.

MR. LCEFFLER advised the State could put the gas out for
conpetitive bid and there would be anple opportunity for
conpeti ng busi ness.

10: 01: 26 AM

KEN GRI FFI N, Deputy  Conm ssi oner, Depar t ment of Nat ur al
Resources (DNR), commented Alaska has distribution conpanies
that could provide the conmttee wth good information of what
the expected penetration would be for different communities. He
suggested that question be submtted to people in the
di stribution industry.

The north end of the pipeline will be the npost expensive part to
build | ar gel y because of terrain. In addi ti on, t he
transportation lines are all incurred up north so it would be

incorrect to assume that Fairbanks would pay a quarter of the
$2.50 total tariff to Chicago. Fairbanks would pay the North
Slope line costs, the GIP costs and the northern quarter end of
the pipeline. Negotiated into the contract is the assurance that
Al aska users will not subsidize the |ine downstream

MR. LOEFFLER interjected the likely tariff structure under the
Federal Energy Regulatory Conmi ssion (FERC) rules is that there
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will be a separate tariff for the GIP and then a tariff for the
pi peline downward from the GIP. The tariff on the GIP m ght
| ogically be based on the volunme of gas going through it wthout
regard for where it is going, he said, and then the rest of the
tariff is mleage sensitive.

SENATOR BEN STEVENS asked a few questions regarding the
forecasted volunes of in-state use. He queried the estinmated
volune that the State would require in the initial open season
He asked the frequency of future open seasons and also asked
whet her any state-initiated expansion could be |limted to in-
state vol unes.

MR, LOEFFLER said the frequency of future open seasons is
unknown but would depend on additional gas becom ng avail abl e
The state-initiated expansion is designed for expansion in
st at e.

10: 06: 18 AM

SENATOR BEN STEVENS expressed concern that there will be a lack
of certainty of volunme and demand shipped to South Central
Al aska. He said there would be no burden on long haul rates and
said it would be subject to the proportional rate on the main
line as well as the tariff set by the RCA

MR. LOEFFLER agreed and said the State would have to acquire
enough gas to serve in-state needs.

10: 07: 34 AM
SENATOR BEN STEVENS said there is not enough proven reserves to
fill the gas line as it is. He asked whether it was anticipated

that exploration would neet in-state demand as it grows.

VENDY KING  ConocoPhillips, speculated continued exploration
woul d find enough gas to serve in-state needs. There is nothing
to preclude a voluntary expansion from happening at any given
time.

MR. VAN TUYL said BP Al aska believes the North Slope is a “gas
prospective area.” The USGS, the NWMFS and the State of Al aska
all have estimated future potential gas resources in the range
of 100-200 trillion cubic feet in addition to the 35 trillion
cubic feet known today. The producers want and need the
pi pelines to be full for many decades to cone.

SENATOR BEN STEVENS restated his concern that the State woul d
not be able to neet future comercial demands for the South
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Central region of Alaska. He asked M. Cark to outline the
mtigated attenpts in the contract that would neet the business
demands.

MR. CLARK said there are several things to keep in mnd. First
the policies nust be established before the first open season.
The pricing issue is unresolved and there are currently three
choices: the netback plus transportation, the netback plus
transportation plus a bidding premum or price the gas at the
Henry Hub rate. The contract contenplates that the opportunity
to use the gas is the policy the Admnistration will follow

There are three different ways that sonmebody can initiate an
expansion if they find gas. The Admnistration believes the

pressure will expand as the residents of Al aska begin using nore
and nore gas. The policies will be pro-exploration and the cost
of the gas is expected to be far cheaper than current heating
expenses so that wll drive the expansion, he stated. The

opportunity is there because the State is taking its gas in
ki nd.

10: 14: 45 AM

CHAIR SEEKINS aired the conmmunities in-state want access to the
gas, South Central depends on gas, and heating costs are a big
expense to the residents. He asked whether there was access to
the “liquid petrol chemcal in-state wthout affecting the
downst ream econom cs of the project.”

MR. MARKS said Al aska would get 20 percent and that includes a
“lot of liquid.” There will be a study done of the potential for
liquid petrol chem cal industry in Al aska as well.

REPRESENTATIVE M CHAEL KELLY stated it was inportant to
recogni ze what the State was giving up. If it were to take the
gas in value initially, it would be able to take it at a rate
that would match the growth in state. He said it was inportant
to recognize that a lot of people were carefully watching and
they know what is being given up. Alaska is a young state
without a clue as to what it wll be using for gas in a decade
and many residents wll never have access to the pipe. He
suggested that by taking all the gas in kind Al aska would be
giving up a significant advantage. “Trying to do an open season
in Alaska with no infrastructure is a wild shot in the dark,” he
conment ed.

10:19: 14 AM
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MR. CLARK responded the notion of giving up royalty in value is
not true. “If there is no gas line you're not giving up
anything,” he stated. Taking the gas in kind is what nade the
agreenent occur. He suggested the contract would not have gone
through if Al aska had not taken the gas in kind. “You have to
have it before you can give it up,” he said. He added the
Adm nistration is |looking at using the take-off point north of
the Yukon to see whether there is a possibility for the State to
take off sonme of the propane or butane and use the barge system
to reduce energy costs in rural Alaska. That woul d happen during
the first open season not down the line, he said.

10: 21: 59 AM

REPRESENTATI VE DAVID GUTTENBERG stated there was very little
econoni ¢ benefit from proximty to the pipeline and noted that
the price at the gas punp in Alaska is top in the nation. He
said he was waiting to see whether the contract would give
consuners a reasonable price for gas once the distribution gets
to the household. At a hearing in Fairbanks last vyear a
gentl eman spoke about conversion to gas and indicated it would
cost approximately $10,000 per household. That brings about the
guestion of whether a pipeline through town would economically
benefit the consumer. The gas wll be available but the end
mar ket price is unknown at this point. In rural Al aska the price
of energy is directly related to economc developnent, he
st at ed.

10: 24: 38 AM

CHAIR SEEKINS said the question that Representative Quttenberg
raised is not a question relative specifically to the project
but is a policy decision that has to be nade outside of the
consi deration of the project.

MR. CLARK agreed but advised the contract |eaves the State the
flexibility to nake policy decisions. The Admnistration is
commtted to getting the policies nade. The policies wll be
accomodated in the pipeline study and that will be taken into
consideration when it is time for the first open season. The
Adm ni stration nust be mndful of the difference between the oil
and the gas pipeline and how t hey both work.

CHAI R SEEKINS call ed a recess to repair the feed on the network.

10: 37: 43 AM
CHAI R SEEKI NS cal l ed the neeting back to order
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MR. CLARK asked to address the issue of conversion as the
Department of Energy (DOE) addressed it. He said M. Loeffler
woul d speak about the difference between a gas and an oi
pi pel i ne.

MR. LOEFFLER referred to the DOE study dated June 2006 and noted
page 42 says, “Estimated costs to converting 15 residential oi
burners to gas are $1400 when the burners can be changed out and
$3000 when the entire unit needs to be replaced.” The conversion
cost seens reasonable and utilities sonetines offer financing
for the conversion.

MR. MARKS referred to people off the distribution system and
said the 4 billion cubic feet a day wll have approximtely
30,000 barrels a day of propane. Twenty percent of that is
250,000 gallons of propane a day that the State would have at
its disposal. That propane could be wused for people off the
di stribution system

CHAI R SEEKI NS asked whether that propane would be cheaper than
it is now

MR. MARKS said it could be rmuch cheaper.

SENATOR BERT STEDMAN commented his area of representation would
never have access to the gasline but for those that do, the
mar ket would dictate what the price would be. He said it was a
| egislative policy decision as to what kind of break others
woul d get. The value is in the energy itself.

10: 42: 20 AM

MR. CLARK said there are three very reasonable pricing choices
in front of the State. There is the Henry Hub price for
distribution, the netback plus transportation, or the netback
plus transportation and then putting it out to bid. Those would
be |l ess than the prices today, he specul at ed.

MR. LOEFFLER advi sed there would be a robust discussion in the
Adm ni stration about the choices to ensure that the State uses
t he maxi num val ue of the product.

VR. CLARK interrupted to say the «contract provides the
flexibility to make those policy deci sions.

CHAI R SEEKINS asked M. Cdark whether the State had a choice
between royalty in kind and royalty in val ue.
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MR. CLARK deferred to M. Loeffler and said he would define the
di fference between oil TAPS managenent and gas | i nes.

MR. LOEFFLER said the basic gas |line world is financed using the
FT conmi t ments.

10: 45: 05 AM
CHAI R SEEKI NS asked for a definition of FT.

MR. LOEFFLER said FT stood for “firm transportation.” It is
buying a ticket on the gas line for a long period of time and
commtting to use that ticket to ship the gas. That is what
happens at the open season and is the core commtnent of how a
gas line is structured. “Soneone has to sign up for that big
capacity in the beginning and so if we take it in value we're
payi ng for sonmeone else who is signing up for that capacity,” he
said. The bank | ooks for financially responsible people who wll
use the line and pay it off.

TAPS is a different scheme and a weird |egal structure.
Oiginally there were eight pipelines in one pipeline, legally
speaki ng. Each pipeline conpany owned its own stakes. Each
conpany put out a tariff for its space. The notion of the State
paying itself is true on the TAPS line but this gas line is one
tariff and whatever proceeds are received go into one pot that
is divided anong the owners of the LLC according to their
percent age interest.

In TAPS capacity is bid every thirty days. In the past shippers
guar anteed that agreenent but now each remaining owner posts the
avai |l abl e capacity and people bid on it. It is short term and so
there is no huge FT commtnent |like the one that is essential to

the gas line. “It’s a different world,” he said.

10: 48: 34 AM

MR. MARKS said he would discuss how taking the gas in kind
increases the rate of return to the project. It is generally a

low rate of return project and the Administration is looking to
increase that rate of return. There are four states of the
world, he said. The first is status quo or in value, where
producers have 100 percent of the gas and pay 100 percent of the
costs. In value the State pays for its share of the pipeline
slowy over time through the tariff deduction on the royalties
and taxes. In that world, because of the tinme value of noney and
the net present value, that suppresses the rate of return.
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The second state of the world would be where the State owns 20
percent of the pipe and takes its gas in value. In that case the
State would insist on an FT commtnent from the producers. That
is how the State would get its financing and the certificate
fromFERC. In this world, financially the producers would see no
real difference and they would see no inprovenent in the rate of
return.

The third state of the world would be where Al aska takes its gas
in kind but does not take ownership. In this case the producers
would insist on an FT conmtnent from the State. In that case
t he producers would only pay 80 percent up front and that would
increase their rate of return. The State decided that
financially an FT commtnent is simlar to ownership and al ong
with ownership the State gets a seat at the table.

The contract evolved to the fourth state of the world where the
State takes the gas in kind and al so takes ownershi p. Taking the
gas in kind nmade the contract doable. It increases the rate of
return for all and adds benefits for the State.

10: 52: 38 AM

MR. LOEFFLER asked the conmmittee to think about in-state users
in the Cook Inlet area. Those needs are nmuch nore identifiable
than petrol chemcal use and so it is possible that sonmeone
could commit in the open season for a volunme of gas from the
State for commercial purposes. That could easily happen and so
it is not fair to say that nobody in Alaska will be ready in
time for the open season.

The pipeline would probably be built five years after the
initial open season and so people will have plenty of tine to
prepare a commercial enterprise wthout having to pay on the
comm tment right away.

CHAI R SEEKINS asked how long it would be after approval of the
contract to the first open season.

MR. LOEFFLER specul ated it would be one to two years.
10: 54: 42 AM

CHAIR SEEKINS noted it would be six to eight years before the
first paynment woul d be due on the FT conmmtnent.

MR. CLARK said M. Loeffler m sspoke on one point. If Al aska did
not take the gas in kind the producers would end up with 100
percent of the cost but 80 percent of the gas. That is where the
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econonics suffer. Al aska chose to take 20 percent of the gas and
al so pay 20 percent of the costs so that sealed the alignnment.
Looking at the capacity article, Alaska would be “riding the
coattails of the producers” in regards to the capacity
managenent. The State has the producers doing the processing.
Al aska also has an advantage because the State does not pay
federal taxes.

10: 57: 41 AM
SENATOR BEN STEVENS asked M. Dickinson to respond to his next
guestion. It was his understanding that under the distribution

of revenues under the State’'s system with oil, the revenue
received fromroyalty is equal to the revenue received from tax
oi |l . He asked whether that was accurate.

DAN DI CKI NSON, Consultant to the Governor, introduced hinself as
the forner director of the tax division and said due to the ELF,
the collections fromthe severance taxes fall below If you add
t oget her severance tax and incone and property tax that is about
the same as the royalty. The severance tax went from being
hi gher than the royalties to being | ower.

SENATOR BEN STEVENS said he wanted to differentiate from what
the State gives up and what it potentially would gain.
Specifically the package is put together so that the State takes
20 percent ownership and 20 percent capacity. The 12.5 percent
royalty in value is a policy call and the 7.5 percent tax gas is
a policy call. He asked for an explanation of the risks and
benefits associated with taking the tax gas in value. He said
the way he sees it, Alaska captures all the upside on the
severance gas and then |oses on the downside because when the
value of the gas falls, the tax revenue falls. “W lose the
upside if we take it in kind but yet we hold the downside when
we take it in kind,” he said. In contrast to having a discussion
about what is lost by taking the gas in kind, he said he wanted
to tal k about what Al aska gains by taking the gas in kind.

11: 01: 01 AM

MR. DI CKI NSON observed that when an entity increases the total
anount taken in kind, it puts that entity in a different
position as a marketer. The larger the volunme the nore effective
mar keting a conpany can enploy. “The anmount of gas that we
increase as takes, our upside also increases,” he said. The
State is still getting considerable cash flows from the PILT

that replaces the incone tax and the property tax so the State
is getting significant cash flows from the paynents in lieu of
t ax.
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SENATOR BEN STEVENS opined the royalty piece was a policy call
to take the gas in value or in kind. However there is nore
upsi de on taking severance production in kind than in val ue.

MR. MARKS responded financially the results are the sanme. The
“magic of the contract when taking the gas in kind” is Al aska
increases the rate of return and doesn’'t give up a thing. One
advantage of taking the gas in kind is that Alaska has the
option of what to do with the gas within the state.

MR. CLARK added the M neral Managenent Service (MVB), a federa
agency, is taking its gas in kind nore and nore and they are
making noney. It’s turning out to be a one to two percent
i ncrease over taking the gas in val ue.

MR. CGRIFFIN agreed and said the MVMS has been taking their gas in
kind for several years, yet theirs is a different world than
what Al aska is talking about. In their world they are not making
capacity comm tnents.

11: 06: 44 AM

MR. VAN TUYL, Commercial WMnager, Alaska Gas G oup BP, said the
earliest reference (to taking gas in kind) in the MVS newsletter
goes back to 1998. In April 2004 its national presentation
indicated they experienced nany benefits from that decision.
Sonme benefits include conflict avoidance with the industry,
reduced admnistrative costs, wearlier revenue receipts, and
i ncreased responsiveness to government energy prograns. |In Apri
2006 they issued a financial report, which indicated their
program  perfornmance far out - paced t he program goal s.
Admi ni strative costs continued to decrease, revenues continued
to increase and conflict with producers was non-existent.

11: 09: 28 AM

SENATOR BEN STEVENS asked for distribution of the newsletter. He
asked for an estimate of the volume that the MMS was talking
about .

MR. VAN TUYL said that volume was cited in their fiscal report
but he didn’t have that nunber at present.

MR. LOEFFLER advised that the reports were all available on the
MVS websi te.
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MR. CLARK observed that the person currently in charge of the
MVMS program is a former comm ssioner of the Departnent of
Revenue in Wom ng and m ght be sonebody worth tal king to.

11:10: 32 AM

MR. VAN TUYL advised the volune was converted to barrels of oil
equi valent and was 82,364,035 taken in kind and sold during
FYO5.

M5. KING quoted from the MVS newsletter of April 3, 2006 and
said the federal lease in the Gulf of Mexico is projected to
provi de delivery of 118 bcf of gas over a 7-12 nonth term That
equates to approximately 510 mllion Btu per day. They had a
record nunber of bids for the gas.

SENATOR BEN STEVENS asked whether that neant they were
over subscri bed.

M5. KING replied there was “quite a bit of interest.”

MR. GRIFFIN addressed Senator Stevens’ question and said the
cost of marketing is included in the bottomline and is simlar
to the RIV world. The MVS information indicates that Al aska was
conservative in estimating the <cost of admnistering and
marketing the gas. The legal costs over valuations wll nost
likely go away and that was not addressed in the econom cs. The
State also did not put any val ue on the nmarketing burden.

Fundanmentally the benefit of Alaska taking its gas in kind is
“moving the pipeline forward and getting it going.” The val ue of
royalty switching is nonexistent in the gas transportation

world, he said. Practically speaking that opportunity wll not
present itself. Alaska will have 800 mllion cubic feet a day to
market. It wll be delivered into the center of one of the
| argest markets in North Anmerica and that wll give Al aska

significant |everage, whether it decides to partner or contract
or nove ahead as an i ndependent marketing entity.

11:15: 03 AM

MR. GRIFFIN continued along that line - were Alaska to take its
gas in value, it would be dependent upon the oil conpanies to
market and pay the royalties. Each conpany has a different
strategy and Al aska woul d be captive to that. Sone conpani es are
aggressive risk-takers and sone are conservative nmarketers.
Those would be choices that the State would be bound to, he
st at ed.
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11:17: 06 AM

MR. GRIFFIN added in-state policies would be net and that is an
outflow of taking the gas in kind. In conclusion, he said, do
not underestinmate the inportance of elimnating valuation
di sputes. Most valuation disputes are good faith disputes but
they are deep-seeded and hard fought. They create friction
bet ween conpanies and nake it difficult to function effectively
as partners.

11:18: 28 AM

SENATOR STEDVAN asked whet her nmajor producers were excluded from
marketing for Alaska if the State chose to go with the 20
per cent .

MR. CLARK replied no. The matter was discussed internally and
the Adm nistration wants to cone up with an in-state team with
expertise simlar to the Permanent Fund. The State woul d attenpt
to manage a group of narketers, some fromthe producers and sone
from outside the industry. The State would conpare results to
determne the nost effective canpaign and drop the others. In
short, it would be conpetitive and the State wuld do
conpar ati ve shoppi ng.

SENATOR STEDMAN referred to efficiency in scale when team ng up
with a producer and asked whether that potential value was
consi der ed.

MR. CLARK said Al aska woul d have enough gas to “split it out and
make it work.”

MR. GRIFFIN added there are a nunber of ways to organize a state
mar ket i ng organi zation. Al of them have overhead and risks. The
DNR is studying them and making contact with other entities and
| ooking at various alternatives. He said he could not tell the
commttee how Al aska plans to market the gas because “we’re not
there yet.”

11:21: 01 AM

MR, CGRIFFIN continued if Alaska were to turn the gas back over
to the producers it would be difficult to avoid the valuation
i ssues that they currently have. He questioned the advantage of
doing so. There are many effective gas marketers throughout the
United States and North America and many of them do not have
their own gas supply. They contract for it and re-sell it.

11:22:49 AM
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SENATOR STEDMAN asked whether the State could control npre of
the market with just shear vol une.

MR. VAN TUYL conmented on the volume relationship and said they
| ooked at aggregators |ike they were buying a nutual fund. There
are marketing organizations that wll take gas supplies from
various sellers and pool it together for a nmarket price. They
guote their fees for the service on a website. Today's quotes
range from a fraction of a cent per mllion Btu to five cents.
The primary differentiator on the fee is the vol une.

M5. KING offered to follow up on a point nade by Senator Ben
Stevens. The question regarded options created by taking tax gas
in lieu of cash paynent. As an explorer, she said, she could
envision a scenario where nore and nore gas could conme from
federal lands rather than state lands. The contract sets up a
mechani sm by which the State elected to take the tax gas in lieu
of cash paynment so in the future if gas production nobves to
federal lands, the State will still be preserving the option of
having sonme gas in kind fromthe tax gas. That gas woul d be used
to fill in-state needs.

M5. KI NG added the ownership would last for as long as the State
desires to nmaintain the 20 percent ownership beyond the life of
the fiscal contract. So if gas noves nore and nore to federal
| ands there is a source of revenue through the ownership that

the State will be receiving from that gas. The State doesn’t
necessarily have to own that gas for the life of the pipe. It
can still receive the distribution. Those are two new

opportunities set up by the contract, she said.

11:26: 07 AM
SENATOR DONNY OLSON noted perception of the general public is
that marketing of the royalty oil has not gone very well. He

asked M. Cark howto stay out of the pitfalls.
MR. CLARK deferred to M. Giffin.

MR GRIFFIN said the quick answer is the State has taken a
significant anount of state oil and sold it in kind. In these
commtnments sonmetinmes you win and sonetinmes you |ose, he said.
In the latest 1in kind contract, Alaska is receiving a
significant prem um over what it would be receiving in value.
The difference is when there is a limted amount and the State
has a limted nunber of contracts. “Each contract depends on the
crystal ball you're wusing that particular day,” he said. He
referred to the estimted volume of gas and said the risk
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managenment strategies and the opportunities to diversify the
portfolio go way up. He expected the performance to be nuch |ess
spotty. The State has been nore successful than the public
portrays, he said. He added the Permanent Fund is nmanaging a
| arge portfolio and that is parallel to what the State will be
doing with the gas portfolio.

11: 29: 29 AM

MR. DI CKI NSON responded to Senator O son's question and said he
did an expert report on that very question ten years ago. Al aska
tried to get a good financial return, but the residents were
di sappoi nted because they felt there should have been some non-
financial benefits as well. The current contracts have prem uns
built in so the State is doing better.

MR. LCEFFLER said speaking as a | awyer when one thinks about the
conparison between in kind and in value, the State engaged in
huge anounts of litigation to achieve the result in value and
every case has been settled on the royalty side.

MR. CLARK said in short when negotiating in any oil situation
the Admnistration |ooked back and the State always gave up
value in order to get a settlenent and nove on. That won't be an
issue if Alaska takes the gas in kind.

CHAI R SEEKI NS advised the commttee Don Shepler, Jim Eason, and
Phillip Gldan were on line if anyone needed to question them
He referred to Flint HIls and asked M. dark whether those
peopl e would pay a premumfor royalty oil.

MR CLARK said yes. As he recalled it was between a $6 nillion
and $8 million premium M. Giffin would know, he said.

CHAIR SEEKINS said the reason for the premum is due to the
residents of Alaska who won't see the gas but still should gain
sonme value fromit.

MR. CLARK said the Legislative Branch and the Executive Branch
must decide the policy on in-state sales. The contract |eaves
all the policy choices avail abl e.

CHAIR SEEKINS commented that policy mght be settled in court
due to constitutional interpretation of maximum val ue.

11: 34: 58 AM
REPRESENTATI VE KELLY said the mleage-sensitive rate would
provide a trenendous benefit for residents in Fairbanks and
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other areas of Alaska. He asked why the State would want to
delve into ownership of the pipeline if Alaskans were going to
be able to use the entire State’'s share of the gas and he asked
whet her Al aska would benefit nore by using all of the gas in
state.

MR. CLARK said the short answer is it's a policy call. The State
wants the pipeline built and the gas sold. There are tax issues
beyond the gas in kind. The State also wants to encourage
exploration on the North Slope. If the State takes all of its
gas it could underm ne the econom cs of going all the way to the
maj or North American markets, he said. The State needs to take
enough gas to fill in-state needs but there is a point where the
State needs to ensure that there is enough gas going down the
pi peline to finance the whol e deal .

From a risk standpoint the State has to ook at the possibility
of delivering gas as far away as the New Engl and market and take
advantage of all the diverse economcs from the Wst Coast to
t he East Coast of North America.

REPRESENTATI VE KELLY referred to earlier conversation of what it
would take to ensure that Al aska gets the pipeline built and
said his point was if Alaska did not need the line for subsidy
in making the deal nore attractive for the producers then the
State woul d not want ownership on a m | eage-sensitive rate.

11:40: 11 AM

MR. CLARK responded it's a question of putting up 100 percent of
the cost up and getting only 80 percent of the gas. He posed a
hypot heti cal exanpl e:

Let’s say that the petrochemcal ferry arrives in
Delta and we have now the ability to take off 850
mllion cubic feet per day in Delta and run it there.
So what we would do is still take our gas in kind and
we'd take it to Delta. From there, just think about
what’ s happening. The line would be snaller because if
we were taking off 850 mllion they're going to
tel escope the line and the cost would be from Delta
forward. They would pay 100 percent of the cost from
there but they get 100 percent of the gas. So there
would be that match up that we don’'t have now. And
it’s because we don’'t have the match up, when they're
forced to pay 100 percent of the cost but only get 80
percent of the gas, that’'s where the ms-alignnent
occurs and what we fixed was to nmake it that they're
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going to pay 80 percent of the cost and get 80 percent
of the gas. In your exanple, we would still have that
perfect alignnment because we would pay our 20 percent
share to Delta but the line would be smaller, the cost
woul d be less going forward to take the gas to market
and they would get 100 percent of the gas for 100
percent of the cost. So the alignnent is still there.
It’s those terms in which we need to think of it.
That’s where from the analysis that Dr. Pedro van
Muers and Roger [Marks] did at the tine was why it
makes the deal because it creates that alignnment of
cost and revenues.

MR. LCEFFLER submtted he had trouble with that hypothetica
because it references a sliding scale. He said he didn't see how
that works. “You can’t have a sliding scale pipeline,” he said.

REPRESENTATI VE KELLY replied, “Renenber that we had the option
to slide the scale.”

MR. LCEFFLER responded, “The pipeline has to be designed to do
sonmet hing consistent. It can’t be designed to do 4.5 one day and
3.8 in three years.” “Wio’'s making the FT commtnent,” he asked.

11: 43: 00 AM
SENATOR BEN STEVENS asked Representative Kelly whether he was
tal ki ng about ownership of the pipe or bidding on FT comm t nent.

REPRESENTATI VE KELLY said, “Strictly the equity ownership of the
pi pe.”

MR. LCEFFLER apol ogi zed and said he thought Representative Kelly
was tal ki ng about ownership of the gas.

SENATOR BEN STEVENS said he wanted to clarify the initial
guestion. He queried, “The initial question was if we do take
off in state why would we want to have ownership of the pipe all
the way to market?”

REPRESENTATI VE KELLY agreed. Assuming a nileage-sensitive rate
and assum ng Alaska ranmped into full use of its share of the
gas, why would the State want to own the pipe, he asked.

SENATOR BEN STEVENS stated that was easy since it would be a 14
percent return rate of return with no risk
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REPRESENTATI VE KELLY said it presents a case that addresses the
fact that Alaska loses flexibility. If the State ranps into in

state use then there will be capacity south of Fairbanks that
will only be able to be filled through |ooping on the northern
secti on.

MR. LOEFFLER said if the State wants options then it has to pay
for it. The project needs the basic FT conmtnment in order to
get built. If the State wants the option to take all of its gas
for use in Alaska it will have to pay for that option

11: 45: 29 AM

MR. CLARK said the logic of the deal is because of the way in
which the State would take the gas, it would only be one nore
step to get to ownership. The reverse isn’t true. The State will
not be able to negotiate an arrangenent whereby it could own the
pi peline yet not take gas in kind. That would not be sonething
the State would be able to negotiate and so the ticket to
ownership in the pipeline is the willingness to take the gas in
kind. The reality is given the fact that Al aska wll have to
ranp up state ownership over tine, the timng of the open season
is sonething the State will have to deal with. As a policy
matter the State will have to get as many potential users ready
as it possibly can.

Bl LL MMAHON, Commercial Manager, ExxonMobil Corporation, said
as the open seasons occur and as in-state denmand grows, the
State will have the option of continuing to owm 20 percent or it
could sell down.

MR. MARKS added the inportant thing is alignnment of the gas
interest and the ownership interest. If down the line the two
are ms-aligned then shifting of ownership could be done.

11:48: 51 AM

CHAIR SEEKINS opined if any party decides it wants to sell down
the options lie with the other LLC nenbers. He called a recess
for lunch.

1:29:58 PM

CHAIR SEEKINS called the neeting back to order and announced
that United States Senator Lisa Miurkowski would address the
group shortly. After that the commttee would continue the
earlier neeting.

1: 31: 45 PM
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UNI TED STATES SENATOR LI SA MJURKOABKI thanked the committee for
holding the public neetings. The congressional delegation has
wor ked very hard on the federal financial incentives toward the
pi peline deal and hopes that this work will bring about a speedy
agreenent on the contract.

1:36:18 PM

US SENATOR MJURKOWSKI thanked the committee for the opportunity
to speak. She said this is the nost inportant project that
Alaska has in front of it today. The congressional delegation
spent many hours working on the financial incentives and getting

the permtting approved. The conmttee was successful in
obtaining the federal |oan guarantee and tax deductions for the
North Slope conditioning plant, which wll help trenmendously
toward saving pipeline sponsors considerable dollars. The
expedited permtting and other aspects of federal incentives
including Alaskan job training are very inportant federal
incentives that are now in place. In 2005 the delegation

encouraged FERC to issue its open season rulings, guaranteeing
that Al askans would have the right to take gas off the line for
in-state use. The del egation encouraged the federal agencies to
work out a nmenorandum of wunderstanding that wll wunite the
agencies and coordinate speeding the gas line along. Last week
the White House formally nom nated former Alaska State Senate
President Drue Pearce to the position of pipeline coordinator
for the project.

US SENATOR MURKOWBKI continued the project is inportant not only
to Alaska but to the United States. Last week both the State
Senate and House nenbers received a letter from Vice President
D ck Cheney speaking of the inportance of the project. Tinme is
of the essence to get the project underway, she stated. If the
Al aska project is not approved quickly, energy conpanies m ght
re-deploy their resources, which would result in significant
del ay of an Al aska project.

Residents of Alaska tend to think that there will always be a
mar ket for North Slope gas but that is not the case. Currently
the United States receives 4 billion cubic feet of gas from LNG

imports. Econonmists estimate that by the year 2010 LNG inports
will reach 12 bcf a day and by the year 2030 inports wll
i ncrease five fold.

US SENATOR MURKOWSKI advised the conmttee she net the chairnman
of the FERC on June 15 and they spoke about the inport situation
and about what is happening within the US to deal with increased
demand. The Chairman indicated on that very day the FERC
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approved expansion of two of the nation’s five existing LNG
receiving termnals and approved construction of three new
termnals. These are primarily in the Louisiana area with one in
New Jersey and one in Washington D.C. The five termnals are
projected to increase capacity by 8.2 bcf a day. Essentially in
one day’'s regulatory action the FERC brought on capacity by
nearly twice what is expected of the Al aska Natural Gas
Pipeline. On top of that the FERC has another 18 LNG project
permts pending approval. The Chairman spoke about the Energy
Policy Act of 2005 and advised within that Act provisions were
inserted to speed up the permtting and approval process for
many of the term nals.

There are 6,000 trillion cubic feet of stranded natural gas in
the world, much of it with lift costs that are vastly |ower than
those in Alaska. One of them can produce natural gas for a
ni ckel per thousand cubic feet. Alaska's 35 trillion cubic feet
of known reserves seens insignificant conpared to all the gas
that is out there.

1:41: 21 PM

US SENATOR MJRKOWSKI continued FERC is required under the
federal legislation to report every six nmonths on what 1is
happening with the gas line project. If the Alaska project is
del ayed even for a year it could drastically affect the chance
to sell its gas. There are projects underway now to produce gas

for the US market and so if Alaska is not aggressively invol ved
in building the pipeline, it risks the gas remining stranded
for decades. “There is no tinme for Alaska to wait in advancing
our natural gas project. If the project isn't approved quickly,
Al askans will be left out in the cold and shut out of the
hundred billion dollars the State likely will receive from the
current contract,” she stated.

1:43: 44 PM

SENATOR MJURKOWSKI expl ained Alan G eenspan, forner US Federal
Reserve Chairnman, believes it is nmore economc for the nation to
buy LNG overseas than to build the pipeline. That viewoint
exists in Washington D.C. and people with great credibility are
taking that perspective. |If Alaska delays the project, it
creates a chance for the other view to nove forward. She urged
|l egislators to renew their energy for noving the project
forward

Al aska expects to provide 9,000 total construction jobs just on

the 730 mles of minline pipe in the state. There are
additional possibilities of construction of spur lines in South
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Central. The gas is there and Al aska needs to proceed without
del ay because Anerica needs Al aska’s gas, she stat ed.

CHAI R SEEKI NS asked US Senat or Murkowski the precise expectation
t hat Washington D.C. has of the Al aska Legislature.

US SENATOR MURKOWSKI replied the del egation worked hard in 2003
and 2004 to secure the federal incentives. "There is a genera
expectation anong the nenbers of Congress that Alaska's gas is
on its way to the United States,”™ she reported. There are
approximately five senators each week that ask about the gas
line. Wenever the topic of where Anerica’ s energy is comng
from arises, the chart is brought up that shows supply and
demand of oil and another chart is brought up that shows supply
and demand for natural gas. Al aska's gas shows as coming on line
by 2014. The expectation is that Alaska wll provide 4.5 bcf a
day by then. Senator Mirkowski said when she tells people that

the contract is still in negotiation they are surprised. People
want to know what the problemis wth Al aska. If Al aska does not
get its gas to nmarket soon, it wll not be conpetitive, she
st at ed.

1:51: 55 PM

CHAI R SEEKI NS commented sone Al askans think that an over-the-top
route is still being considered. He asked US Senator Mirkowski

to explain the attitude in Congress on that issue.

US SENATOR MURKOWSKI replied federal legislation clearly states
there can be no over-the-top route and there can be no secret
about it.

CHAIR SEEKINS asked whether the US Congress would allow a
pipeline route to be built through the Al aska National WIldlife
Reserve (ANVR).

US SENATOR MURKOWSKI said she was not willing to mx the gas
line and ANWR issues right now. She said that mght be one way
to approach it though.

CHAI R SEEKINS asked her to comrent on the possibility that the
federal government would build the pipeline if Al aska didn't.

1:54:16 PM

US SENATOR MURKOWBKI stated the idea that the federal governnent
is the best entity to build a pipeline is not realistic. The
federal governnment serves best in an oversight capacity.
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SENATOR OLSON asked whether M. Geenspan thought it was
significantly cheaper to inport gas than to build the pipeline.
He asked whether M. G eenspan was actively trying to discourage
t he buil ding of the pipeline.

US SENATOR MURKOWSKI responded M. G eenspan was speaking from
the perspective that gas could be bought nore cheaply on the
open market and that diversification of a variety of sources was
inportant so that the nation was not overly dependent on one
area over another. She agrees that diversity of sources is
i nperative as Hurricane Katrina proved it is not smart to have
all the nation’s energy sources in one area. She pointed out the
issue is not only about where to buy the cheapest gas; there is
economc cost to energy vulnerability, which is where the US
finds itself now “Even if you do not |ike Hugo Chavez, you need
Venezuel a's oil,” she stated.

CHAI R SEEKI NS thanked US Senator Lisa Mirkowski for speaking to
the conmttee. He asked for comments from the producers on the
topic of royalty in kind.

2:00: 22 PM
MR. VAN TUYL said BP Al aska supports state participation in the
pi peline. The nodel reduces overall risks in the project and

elimnates the requirement for industry to pay capital up front
and to take up FT obligations up front for gas that it doesn’t
directly owm. The nodel is used and has been proven to work by
other entities around the globe. It situates all of the parties
in a commercially equivalent manner and creates alignment. That
commercial alignment wll allow participants to focus their
coll ective energies on nmaking the project succeed.

Anot her benefit for the State is that ownership provides a
steady stream of tariff revenues for Alaska. The provisions in
the contract mtigate the risks that Al aska would have by
getting into the business of natural gas. The State would be
enbarking on the project with three very successful corporations
and that also reduces risks for Al aska, he stated.

2:06: 03 PM

M5. KING echoed the coments by M. Van Tuyl and added the
contract Is wwven wth the capacity conmtnent nodel .
ConocoPhillips supports the nodel because it enhances the
econom cs of the project and creates commercial alignnents. For
exanpl e, ConocoPhillips wll take custody of its gas at the
exact same  spot t hat Alaska wll. She said valuation

nmet hodol ogi es have been argued in the past, but the State would
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be able to make commrercial decisions from an ownership position
and retain the ability to either increase or decrease equity
owner ship over tine.

2:07:24 PM

MR MMMHON aired state ownership was the breakthrough to
getting the agreenment on the contract. Many tines issues were
traded while recognizing that certain things were of utnost
i nportance to one party or another. State ownership solved many
of the issues that canme up during negotiations. Producers were
| ooking for enhancenents to nake the low rate of return nore
attractive. The State was |ooking for a way to value gas for the
paynent of royalty and the production tax in a way that would
reduce disputes. So when the State tabled the idea of gas in
kind and tax gas it was able to address many of the concerns and
al l oned producers to drop the request of reduced state take.
“Indeed state ownership, state capacity, state gas in kind does
i nprove our econonmics,” he stated. State ownership also solved
the valuation problens the negotiations were facing since the
State, rather than dispute the price, would be able to take and

sell the gas itself. He expressed great support for the
contract.

2:10: 45 PM

JIM EASON, Legislative Consultant, stated it was a truism that
if a person gives up his rights, he will never have to defend
them agai n. “That seens to be the position that the

Adm ni stration has taken regarding switching to in kind to avoid
di sputes over in value,” he asserted. He said a fair anount of
t he discussion seens to be intended to cast a bad light on the
in value taking since that has caused disputes in the past.
Those disputes have arisen when the producers have not paid
their obligations. In every case the disputes resulted
ultimately in the producers having to pay a substantial anount
of noney to the State because they didn't pay correctly the
first time. There has been nuch discussion on avoiding disputes
and it’s inportant to renenber that disputes are not bad if they
return hundreds of mllions of dollars owed to the State.

MR. EASON continued a great deal of tine has been spent talking
about the core decision to nove to in kind taking. Mst of the
benefits that have been cited are as benefits that conme only
fromthe in kind provision in the contract. “In fact the State
has those benefits now,” he said. But it also has other options
of switching to in value. The State now controls whom it wants
to sell oil to and also controls the price. In the contract, the
State has agreed to give up a nunber of val uable provisions that
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the State currently has in its leases and its unit agreenents;
sone of which represent hundreds and hundreds of mllions of
dollars. It is not true that the in kind benefits that are being
cited today arise only from being taken in Kkind under the
circunstances that the producers are proposing under the
contract, he stated.

2:13: 44 PM

MR. EASON offered an exanple: If IRR is really a concern; the
State could have approached it from a different way wthout
absorbing or creating additional costs. Under the existing unit
agreenents, the State and the producers can negotiate the in
kind taking point to be any point of their choosing.
Historically it has been at the entrance to the oil pipeline for
oil, but nothing says that has to happen. The State could have
given the sanme |IRR boost to the project by negotiating and
agreeing to take its gas in kind at the Al berta Hub. In exchange
the State would be fully responsible for the FT. This would
present the sanme result but would drastically reduce additiona
costs to the State. These exanples deserve nore than just an
hour of discussion, he asserted. The contract is made to sound
like a very good deal, but it wll result in significant
inplications to the State of Al aska.

DON  SHEPLER, Legi slative Consultant, observed the three
producers at the table currently hold substantial firm capacity
on existing pipelines in the Lower 48. A study done earlier in
the year suggests it equates to 8.5 bcf a day on 25 pipelines.
In those instances there is a different business nodel at work
and so the question begs to be asked about the necessity of in
kind taking and the holding of capacity when in the Lower 48
pi pes the producers do not have the state upstream royalty
owners and taxing authorities holding FT capacity.

PH LLI P G LDAN, Legislative Consultant, declined to comment.

2:18:52 PM

RI CK HARPER, Legislative Consultant, pointed out he has not seen
the LLC agreenent, which is key to his personal assessnment. He
reiterated earlier comments that ownership in FT and ownership
of the pipeline are two different issues. He said he differed
with M. Mirks on that subject. Normally an independent conpany
does not take an FT commtnent on it’s own pipeline and so M.
Shepler’s comment about the different business nodel definitely
applies. He said he renained very concerned about basin contro
and said he would Iike to reiterate his concerns at a later tinme
and with a stronger point. M. Mirks indicated the agreenent
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would give the State a seat at the table and operating and
devel opnment decisions in the field, he noted. He offered that
the State would be excluded from discussions revolving around
devel opnment and exploration activities as well as other
i nportant di scussions.

The hurdle rate was described earlier as a rate by which the
producers recover their cost of capital and M. Harper stated a
different opinion fromthat. A hurdle rate is sinply an internal
rate that is used as guidance within the conpany for projects
within the conpany. In theory any project that <clears the
corporate hurdle rates will be done on executive comrttees of
i ndependent and major producers. Hurdle rates for exploration
projects are normally nuch different than hurdle rates for
devel opnent projects, particularly devel opnent projects where
the assets are already substantially in place or depreciated in
the field as in the case of Prudhoe Bay, he said.

2:22:48 PM
MR. HARPER referred to a point earlier that there can be no non-
voluntary initiation of expansion until after comencenent of

pi pel i ne operation. Certainly a voluntary expansion can occur or
begin to occur prior to comencenent of pipeline operations but
contractually nothing can be forced prior to that tinme. He said
he remmined concerned about relying on FERC [litigation
strategies to solve problens related to expansion and basin
control

SENATOR BEN STEVENS asked M. Eason whom the State had the
ability to sell its gas to right now

MR. EASON replied the State has the right to take its gas and
sell to anyone it wants. Under its existing |lease and unit
agreenents, the State would have the option of selling its gas
in kind at a pricing provision it determ nes and to persons it
det er m nes.

SENATOR BEN STEVENS retorted that was a hypothetical statenent
since the project was not conpl et ed.

VR. EASON responded that the entire conversation was
hypot heti cal since the project was not built yet.

2:26: 06 PM

SENATOR BEN STEVENS addressed M. Harper and said every
presentation he has given has been critical of the contract. He
asked M. Harper whether he had anything positive to say about
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the contract and if so whether he could put it in witing and
present it to the conmttee.

MR. HARPER said he has nentioned the hard work that has been
done by M. Cark and M. Giffin and the others. He said he has
been very conplinentary about that.

SENATOR BEN STEVENS asked M. Harper whether he has been
instructed to focus only on the negative aspect of the contract.

MR. HARPER stated he has not focused on the negative but has
remai ned i ndependent.

SENATOR BEN STEVENS asked to see docunentation that M. Harper
has presented sonething positive regarding the contract. “It
seens that yours is the only presentation that never brings into
any portion that this...it’s only critical, M. Harper and | just
wonder if naybe you're the hired pit bull on this project and
whet her you've had direction from the project nmanager to be
that,” he accused.

MR. HARPER replied he has been asked to be independent of the
process. He has directed advice to M. Cark and his staff as
well as the Legislature and has been very conplinmentary of the
good work that has been done on the issue of capacity
managenent .

2:28:36 PM

M5. KING said she would like to refute statenments that the State
has made all the concessions in the contract. “You ve got to
flip the page and look at the full balance of the deal,” she

said. She referred to M. Shepler’s comment that the producers
hold substantial FT commtnments and said it is established
practice to align ownership with basin-opening projects. To say
there is a precedent in the Lower 48 is not true. Wth respect
to upstream developnent, the State wll take an ownership
position in the pipeline and not the upstream devel opnent but
there is a requirement in Article 10.7 that says the producer
has to provide any information about the subject to the State.

2: 30: 28 PM

MR. VAN TUYL reiterated points made by Ms. King. He added there
is a specific provision in AS 43.82.220(a) that says the
contract could be nodified at any tinme. The reference nmade by
M. Shepler of 8 bcf a day in North Anerica is |ike conparing
apples to oranges. One can’'t conpare a mature basin with the
opening of a basin since there are unknown risks involved. The
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whole notion of basin control is a dangerous term and is

inflammatory and inappropriate, he asserted. “Clearly the gas
pi peline industry in North Anerica is very actively regul ated,”
he said. The pipeline will be an open access pipeline and anyone
that satisfies the requirenents of the open season wll have

access to the pipe or access off of the pipe.

2:34:17 PM

MR. MARKS referred to the issue of Alaska’'s rights to take its
gas in kind and said under current law the State cannot take
taxes in kind. If the State were to take its gas in kind and not
the give the FT conmitnent the project would clearly suffer that
addi tional boost and mght not even get built. Regarding the
question of avoiding valuation disputes, he said, the State has
not given up any noney by going to the in kind system On that
point a concern was raised that by taking its gas at the |ease
boundary the State would incur additional upstream costs. This
is not a concession, he said. There are agreenments and the State
will get the exact sane anount of noney that it would get under
the status quo, he stated.

2:37:18 PM

The Lower 48 business nodel where producers have higher
ownerships on the pipelines is not a business nodel that would
convert to the Alaska situation. A project that carries gas from
Houston to Dallas is quite different froma project that carries
gas from Prudhoe Bay to Chicago. The Lower 48 project would have
a higher rate of return and a |lower hurdle rate.

Hurdl e rates represent the cost in capital and what the conpany
must repay to the investors, creditors and sharehol ders for the
use of their noney. It is commensurate with the risks of the
project. Conpanies do not have a nonolithic hurdle rate for
projects, he said. A conpany building a hotel in Las Vegas and
also building a hotel in Baghdad would have different hurdle
rates for the projects.

2:38: 28 PM

SENATOR ELTON asked M. WMarks to define what he neans when he
tal ks about the “status quo.” He asked whether he was referring
to the present day without a pipeline or talking about status
guo with a 20/20 gas |ine.

2:38:52 PM

MR. MARKS replied he was referring to current royalty
provi sions, current |ease provisions and tax |laws, and what the
State would get if there were a gas pipeline today.
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2:39: 26 PM
SENATOR ELTON asked whether the status quo was just gas or gas
and oil conbi ned under existing statutes.

MR. MARKS replied absent a change to the oil taxes there is no
difference to how nuch noney the State would get for oil under
the contract versus status quo. Wth the PPT in the mx, any but
very |l ow prices far exceed the status quo.

2:40: 16 PM
SENATOR BEN STEVENS asked M. Shepler to provide the conmittee
with the FERC Order 2005 as well as 2004.

MR. LOEFFLER advised the two Orders are 2005 and 2005A and said
they reference the open season in Al aska. The statute is October
2004, he advi sed.

SENATOR BEN STEVENS asked for a synopsis of Order 636 from FERC.

MR. LCEFFLER asked M. Shepler whether his APCF was natched or
unmat ched with the anmpbunt of gas the conpani es have.

CHAI R SEEKI NS asked for a definition of APCF.

MR. SHEPLER said it was a listing of the custonmer indexes and
capacities that were shown on the FERC website sonmetine in early
2006. He does not have the data of whether the producers have
| oner capacity than production shift, he said.

MR, LCEFFLER said the 636 series required an unbundling of the
pipeline function and the nerchant function and non-
discrimnation requirenents so that a conpany is not allowed to
favor a subsidiary when offering capacity.

SENATOR BEN STEVENS clarified that an entity that ows a
pi peline but also owns a production facility is required under
FERC 636 to not favor its own conmpany in the bid process.

MR. LOEFFLER added there is also a separation of functions so
the pipeline conmpany offers only a transportation service and
not the bundl ed product of transportati on and gas.

2:44:14 PM
SENATOR BEN STEVENS asked whet her FERC Order 636 regul ated that.
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MR. LOEFFLER said it was established under the Natural Gas
Devel opnent Act inplenmented in Oder 636 and is enforced by
FERC.

SENATOR BEN STEVENS said if there is a continual concern over
basin control, then he wanted docunentation that Congressiona
| aws exists to address it.

2:48: 03 PM

MR. CLARK interjected one could not have a fair reading of the
SGDA as anended in 2003 other than to instruct the Executive
Branch to attenpt to negotiate a business arrangenent. The SGDA
does not advise anyone to litigate and take gas away from the
producers. The negotiation of the contract is along the
instruction of the SGDA and that was the intent of the Act, he
sai d.

2:50: 25 PM

MR CGRIFFIN referred to M. Eason’'s comments that the State’'s
argunents prevailed in each litigated case and said it was true
that the disputes were worthwhile but the State woul d argue that
they received no nore than what they deserved. The in kind
system would ensure that the State gets its share of the gas
with very |low prospect of litigation and the value will be very
near to the status quo. He referred to M. Eason’'s coments
about giving up the lease provisions and said there are
concessions from both sides in the contract. He said he
enunerated these in the fiscal findings and urged conmttee
nmenbers to ook at all the paynments in terns of the bottomline.

2:52:33 PM

MR CRIFFIN referred to M. Harper's conment on the hurdle rate
and said normally it is the case that they are higher for an
exploratory project and the reason is because the failure rate
is much larger. The largest risk is the reserves risk but in the
Al aska project the reserves risk is mniml although there are
many ot her risks, such as fiscal risk and price risk. Because of
that set of risks this project should be |ooked at nore simlar
to an exploratory project than a devel opnental opportunity, he
st at ed.

CHAI R SEEKI NS announced the commttee would take a brief recess
at 2:54: 03 PM

3:05:49 PM
CHAI R SEEKINS called the neeting back to order and announced the
topi cs woul d be Al aska hire and Al aska purchase.
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GREG O CLARAY, Comm ssioner, Departnent of Labor and Workforce
Devel opnment (DOLWD), advised the commttee that provisions in
Article 6 of the contract would ensure that Al aska workers and
Al aska businesses will be fully utilized and the State would see
the added benefits of those dollars staying in Alaska. Wth
respect to federal constitutional constraints, the Al aska hire
provi sion could not be so strong as to be challenged in court as
unconstitutional. The touchstone of success in terns of use of
Al aska workers has to do with the preparation and training and
availability of Al aska workers and businesses to perform when
the project cones on |ine.

The departnment tends to concentrate on the 9,000 jobs in direct
construction and the work would begin in 90 days of contract
approval but there is so nmuch work involved in the pre-design
that perhaps the State has m ssed the total picture in terns of
econonmi c benefit to Al aska. The investnment goes beyond just the
construction; it includes the operation. If the State had the
same commtnment in TAPS there would be nore Al askans working on
the North Slope today than there are. H's vision is to have over
90 percent of Al askans working in every category of the industry
and that is a trenendous opportunity for the young people of the
state. He advised the commttee that he is commtted to making
Al aska hire a great success.

CHAIR SEEKINS said he lived through the construction of the
Trans Alaska Pipeline where recruiters strongly urged Al aska
workers to leave their jobs and join the pipeline. It created a
huge disruption in the workplace and when the construction was
done these people were |left unenployed and unable to return to
their old jobs. He asked whether the Al aska hire provisions
woul d create the sane problens all over again.

COWM SSI ONER O CLARAY advised he has adopted an econony-w de
approach and cautioned nenbers not to think of just the
construction part of the project. Wien the DOWD goes into the
schools they talk about nore than just construction jobs. “The
State cannot afford to be so nyopic in its view that they're
only going to train pipeline workers,” he stated. The mllions
of dollars that flow through the departnment nust support all of
the jobs in Al aska. Enployers who want to keep their workers
figure out benefit structures that do exactly that, such as
pensi ons and profit sharing.

3:15:49 PM
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SENATOR ELTON asked Commi ssioner O Claray to comrent on | anguage
in Article 6.2(b) in the contract that speaks about “qualified
Al askans.”

COWM SSI ONER O CLARAY deferred the question to M. Loeffler

MR. LCEFFLER pointed out the language in Article 6.2(b) cones
from the SGDA. He said the |anguage was not intended to inport
$2.50 an hour workers to the detrinment of Al aska workers. The
Adm ni stration hopes to amend the SGDA and the contract wth
| anguage that will correct that interpretation.

MR. CLARK noted one of the benefits of the roundtable discussion
was to bring up constructive points such as the one Senator
El t on brought up. He asked for input to help correct the nmatter.

CHAI R SEEKI NS recogni zed M. Sanpson and M. Lithy.

3:18: 50 PM

JI' M LI THY, Business Manager, Plunbers and Pipefitters Local 375,
expressed concern over a lack of provision in the contract that
woul d ensure Al aska workers would have the opportunity to work
on the project. There does not appear to be substantial
assurance in the contract. In order to maxinm ze the opportunity
for Al aska craft workers there nust be sonme assurance of access
for the jobs other than just entry-level positions. He suggested
the comm ttee consider using a project |abor agreenent.

3:20: 35 PM

JI' M SAMPSON, President, Alaska AFL-CI O suggested the State nust
insist on a project |abor agreenent. A project |abor agreenent
woul d provide predictable |abor costs, establish uniform wages
and benefits, guarantee |abor peace and secure a stable supply
of skilled Al aska workers through the duration of the project. A
| abor agreenent would also provide a legally defensive way of
ensuring Alaska hire. Efforts to successfully prepare the
wor kf orce shoul d be made early on

3:24:21 PM

Currently the contract has language in it that is harnful to
Al askan workers and Al aska businesses, he asserted. He urged
coommittee nmenbers to reach out to the contract industry for
| anguage input. The State and its sponsors need to understand
the | abor costs and be able to secure qualified workers. Al aska
must have appropriate |abor protections for its workers and this
will happen by working together. Current |anguage in the
contract drives down wage protections that Alaska famlies rely
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on. The union has questions regarding wage protection since the
State is considering entering into ownership. Not only will the
State beconme a market participant but wll also remain a
regul ator. He questioned whether Davis-Bacon rates would apply
to the project. He encouraged |legislators to include |egislation
for needed training funding to help the effort.

3:27:08 PM

MR. SAMPSON referred to the “TAPS experience” and said the
wor kf orce was different now. A nunber of Al aska contractors were
used in the project but perhaps not enough were used
appropriately. He listed many of the projects associated with
the project. He advised the commttee to dispense with the
| anguage in Article 6.2(b) and proposed using |anguage from the
National Labor Relations Act along wth a project |abor
agreenment since that has held up in court.

3:33:14 PM

MR. SAMPSON summarized the SGDA should be anended to include
| anguage on |abor agreenents. Labor costs should go into the
findings and into the contract but not necessarily into Article
6. 2.

3:36: 54 PM

MR. CLARK responded M. Sanpson’s suggestions have not occurred
to the Admnistration. The issue is in the sequence of events
and so the absence of a project |abor agreenment in the contract
does not nmean that they are proceeding without a project |abor
agreenent, he stated. The Administration is currently putting
together the fiscal contract so as to set the fiscal terns for
the State's involvenent wth the producers. Once that happens
the parties will nove on to the next phase. Wthin 90 days after
signature the permtting and design engi neeri ng happens and that
is the step where involvenent woul d occur and | abor negotiations
woul d begi n.

3:42: 04 PM

CHAIR SEEKINS cited | anguage from Section 230(a) of the SGDA and
said the comm ssioner shall also include in the contract under
AS 43.82.020 a term that requires the qualified sponsor or
qual i fied sponsor group and contractors of the qualified sponsor
or qualified sponsor group to enploy Alaska residents and to
contract with Alaska businesses to work in the state on the
approved qualified project to the extent the residents and
busi nesses are avail able, conpetitively priced and qualifi ed.
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COWM SSI ONER O CLARAY replied that was correct and that there
was expansion of the language that follows in the contract. He
said it was inportant to enphasize that |abor nust play a role
in the project.

3:44: 43 PM
CHAIR SEEKINS said he had difficulty with the definition of
“conpetitively priced.”

MR. SAMPSON conmmented the union has a solid understanding of
what it takes to get workers adequately trained. They spend
mllions of dollars each year on apprenticeship prograns and
have been training construction workers for 50 years. Al aska
contractors privately fund all of the prograns. The record
should be clear on the union’s conmtnment to training but to
suggest that $5 mllion dollars on a $25 billion dollar project
is sufficient is unreal, he stated.

3:46: 50 PM

MR. CLARK interrupted to say that $5 mllion dollars is well
spent according to language in the contract. It wll look to
internal training and that is an inportant distinction because
internal training will ensure top to bottom organi zation. The

Adm nistration has no intention of dropping Article 6.2(b) but
they are conmtted to inproving the |anguage for better
protection.

3:48: 33 PM

CHAIR SEEKINS said he <could not find a definition for
“conpetitively priced” but there is a difference between
construction worker’s wages in Al aska and the Lower 48.

MR. SAMPSON agreed and said Al aska wages were slightly |ower but
conpetitively priced. The project agreenent for TAPS was too
hi gh because once the project was finished the state was fl ooded
wi th unenpl oyed workers with a wage package that was too high to
conpete with. Lawers wote Article 6.2 and it reads to say that
contractors can conme up to Alaska and bring their crews wth
them he cautioned. In contrast, Alaska contractors usually hire
Al aska peopl e.

3:53: 57 PM
MR. CLARK interjected the reality is that the ternms and wages
woul d be negotiated in the | abor agreenent.

MR. SAMPSON responded Ilabor would Ilike to know what the
Adm nistration’s position is as it relates to the applicability
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to Title 36 of the project. He questioned whether the State, as
equity owner, was subject to Title 36.

MR. CLARK said that issue becones noot in the project |abor
agr eenent .

CHAI R SEEKI NS suggested the conmittee get a prelimnary opinion
regarding the equity ownership issue and Davis-Bacon wages on
the project. He asked M. Cdark to gather sonme information on
t he subj ect.

3:56: 27 PM

MR. CLARK agreed and noted there should be nore discussion on
the subject. He invited M. Sanpson to the Governor’s mansion to
tal k about his concerns.

REPRESENTATI VE KELLY commented everyone cones to the table with
“a list that they want taken care of.” He advised the conmttee
to be careful not to promse too nuch just because it was an
el ection year. The project’s largest risk is cost over runs and
negotiating too high of wages could conprom se the entire deal
Project |abor agreenents have a place but if the end deal has
i mposed work rules that make no sense, such as paying sonebody 4
hours mninmumto “come out and plug in a Honda” it will be a big
m stake. The natural tension between [|abor and business nust
remain, he said

MR. CLARK advised the economc terns with |abor would be anot her
step in the project. The State ownership in the pipeline would
be beneficial to all the citizens of Al aska. Cost over runs and
low gas prices are the two things that could hurt the nost,
whi ch is why things have to be ironed out sequentially.

4. 02: 36 PM

MR. CLARK continued the reason the |abor agreenent is not in the
contract is because it nust be worked out in a sequential,
organi zed, systematic fashion. Governor Mirkowski feels that the
next step in the sequence will not occur until after the signing
of the fiscal contract.

CHAI R SEEKINS countered Section 230(a) in the SGDA states the
State nmust include the terms within the constraint of |aw

MR. CLARK said the Admnistration is still dealing with economc
commtnments that nust be nmade in order to “figure out the fisca
terms.” The actual cost of labor is the next step and nust be
calculated with the actual design of the project. A project
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| abor agreenent is not easily added and there m ght be nore than
one | abor agreenent. There are many specific issues associated
with putting together a project |abor agreenent and “it’'s a big
deal ,” he said.

4. 06: 48 PM

SENATOR ELTON said he sees the fiscal contract as providing
certainty toward getting the pipeline built. One of the things
that should be nailed down in the fiscal contract is a well-
trained workforce rather worrying about a sequential progress
toward a decision on whether or not there wll be a project
| abor agreenent. He said the sequencing approach is bothersone
and does not seemto bring people together. Article 6.2 doesn’t
have a thing to do wth training, he added.

CHAIR SEEKINS invited M. Sanmpson and M. Lithy to attend the
speci al session so that the issue could be further addressed.

4:10: 05 PM

MR. VAN TUYL responded to Senator Elton and said he was correct
in that Article 6.2 does not contain |anguage that details the
obligations that the mdstream entity would have to provide the
training. It references the noney and the prograns as well as
conplications with the DOLWD. Article 6.4 contains the training
| anguage. Regarding the project |abor agreenent, the contract
itself defines the relationship between the State of Al aska and
the producers, he said. The |abor agreenment would be a matter
bet ween whoever is executing the project and |abor. The project,
given its scope and scale, is projected to tax the entire North
American | abor market, he asserted.

4:15:16 PM

M5. KI NG advised the conmittee that AS 43.82.030 was clearly the
| andscape given to the producers when discussing the Al aska hire
provi sion. She spoke with several commttees on the topic and
remenbered the intent |anguage tabled by Representative Harris
at the tinme. She enphasized that ConocoPhillips is conmitted to
Al aska hire buy and build. However, they remain concerned that
there will be a huge demand for |abor on the project. One of the
key provisions in the contract is work on the planning phase
The |andscape in things such as |abor and steel has changed
since the 2002 study. That is the reason they stipulated that
they would not conme to the table with labor until after the
proj ect planning phase.

4:17:38 PM
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CHAI R SEEKI NS asked Ms. King whether cost estimates in the study
i ncl uded | abor costs of prevailing Al aska wages.

MS. KING said she did not know.

SENATOR ELTON aired as the costs of materials and |abor and
permts are reviewed adjustnents are made through the qualified
project plan. He stated his concern was the forum in which the
producers are running the qualified project plan. That plan can
be changed over the objections of the State and so the State
m ght not have the |everage needed to ensure the producers are
hiring Al aska workers.

4:19: 21 PM

M5. KING responded that was an advantage the producers saw with
state ownership. The qualified project plan requires that the
mai nline entity is the party that provides the public docunent.
The LLC will be forned to own that and the State will be a 20
percent owner.

MR. VAN TUYL said, “Ditto.” The midstreamentity is the one that
has the obligation under the contract to generate the qualified
project plan. The State will be a 20 percent owner in the entity
and will absolutely have a voice. Regarding the entire topic of
Al aska hire, BP is commtted to the concept and stands by its
record on the matter.

4.22:30 PM
CHAIR SEEKINS asked M. Cark to address the fiscal certainty
i Ssue i n synopsis.

MR. CLARK deferred to M. D ckinson.

MR. DICKINSON offered a rough approxinmation of the fiscal
certainly on oil. He focused on the period between 1973-1981 and
called it the period when the State's fiscal system transited
from focusing on Cook Inlet to the North Slope oil industry. In
that period the State started out by passing an oil and gas
property tax — a special statewde tax on oil and gas property.
They went to the production tax in 1977 and raised the margi na
rate from 8 percent to 12.25 percent. Four years later it went
up to 15 percent. In 1978 the State switched the incone tax to
separate accounting and then in 1981 switched back to nodified
apportionment. This affected how peopl e thought about the fisca
system There was a fundanental shift in both the nmechani sm of
how taxes were collected fromthe oil industry as well as what
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the State based their entire fiscal systemon. That is inportant
when tal king about the next thirty years.

A thirty-year fiscal stability period nakes sense because it
covers the two initial phases of the project. That is the period
in which the project wll get built and where the initial
financial terns will be ironed out and net. Arguably, stability
is inperative for that phase. Fiscal stability is where the
noney is, he stated. Nobody wants to do *“back door
renegotiations.” The three entities are the three |argest
taxpayers in the State and they cover approximately 65 percent
of the general fund budget. Fundanentally the first thirty years
will be a period where oil is still a significant but declining
portion of state’s revenues.

4:27:16 PM

MR. DI CKINSON continued “conpounding interest” was cited by
Al bert Einstein as one of the nost powerful forces in the
universe. There are a nunber of PILTS, which are driven by
inflation. These PILTS have replaced the property and right now
there is depreciation and inflation in the cost of new
construction. The volunmes being produced and inflation are the
two things that drive the PILTS. He said:

Quite frankly, if you |ook at what happens to
inflation over 15 or 30 years, we were followi ng the
commandnments of the SGDA, we were back end |oading
certain aspects of the fiscal regine and quite frankly
the tensions there run the other way. The fol ks that
will be recipients of the PILTS should [want] those to
be for the longest period of time possible. In fact
one of the problens that we acknow edged for sonme of
the assets is that at the end of that 30 years, there
could well be a cliff because when folks cone in again
and ask the percent utilization, those assets may fall
dramatically in value at the end of this contract.

MR. DI CKINSON urged the commttee to look at what generally
happens over tine and to consider inflation when doing so. A
smal | di spute when not resolved can turn into huge anounts of
noney when the issue finally conmes to resolution. Wth State
ownership conflicts wll certainly be less and this wll
contribute to fiscal stability in relation to the project.

4:32: 03 PM

MR DI CKI NSON advi sed the conmttee that he would speak on how an
amendnment to the SGDA puts conditions on oil fiscal certainty.
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He said the current contract would not neet the conditions and
since the Admnistration believes that the current contract
wor ks, that presents a problem The Admnistration is commtted
to looking at the ternms and figuring out how to incorporate them
into the contract. In relation to production tax, the Senate
Bill provides no fiscal stability on oil. Things remain status
guo and conflicts would go to court. People are concerned that
there will be a revision of the production tax and m stakes
m ght have been made wth no period in which to fix the
m st akes.

4:35: 09 PM

In the mddle period of the contract the amendnent woul d cause a
switch to a different type of concept of fiscal stability. The
reason the contract is so long is due to all the situations that
m ght arise that must be addressed and procedures nust be laid
out to deal with them Right now the contract offers a period of
fiscal stability for the three mmjor taxes but the Senate Bil
takes one of the taxes and breaks it into three pieces and
proposes two different concepts of fiscal stability; one for the
critical period of construction and one for the renainder
period. The State needs 30 years of fiscal stability, he said.
The arbitration factor could <cause nuch Ilitigation and
renegotiation of the contract.

4:39: 38 PM
REPRESENTATI VE KELLY asked M. D ckinson whether the State woul d
be able to change the tax structure if the economcs change in
t he future.

MR. DICKINSON said he had no idea. Senator Stevens introduced
the bill and it does not say. It wuld all depend on the
| anguage in the contract, interpretation of the SGDA, and the
situations taken into account.

CHAIR SEEKINS advised the commttee of the agenda for the
fol |l owi ng neeti ng. He t hanked t he nmenbers, producers,
consultants and the general public for their attendance. He
adj ourned the neeting at 4:45:32 PM
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