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ACTI ON NARRATI VE

CHAIR RALPH SEEKINS called the Senate Special Commttee on
Nat ural Gas Devel opnent neeting to order at 9:20:46 AM  Present
were Senators Ben Stevens, Bert Stednman, Thomas Wagoner, Kim
Elton, Gary Wlken (via teleconference) and Chair Ral ph Seekins.
Also attending were Senators Bettye Davis, Hollis French and
John Cowdery, and Representatives Nornman Rokeberg, Paul Seaton
(via tel econference), Ral ph Sanuels and Berta Gardner.

Roundt abl e di scussion on the Proposed Natural Gas Pipeline

Cont r act
9:21:55 AM
CHAIR RALPH SEEKINS announced the commttee would continue
di scussion on the proposed natural gas pipeline contract. He

asked M. Cdark to continue yesterday's discussion about basic
structure and to expand on taking gas in kind.

JIM CLARK, Chief Negotiator, Ofice of the Governor, explained
that the basis on which the adm nistration proceeded in taking
the mandate from the legislature in the form of Al aska Stranded
Gas Devel opnment Act ("Stranded Gas Act") anendnents was to
interpret the Act as providing direction for negotiating a
busi ness deal . He noted in Cctober 2004 the admnistration
submtted a proposal; the producers countered it Decenber 2004,
wor kshops were held in winter and spring 2005; from July 2005
until agreenent on gas in February 2006 there were negotiations;
and agreenent on fiscal certainty on oil was conpleted My 24,
2006. Noting Dr. Pedro van Meurs was chief economist on this
but couldn't be present, M. Cark comended Roger Marks for a
terrific job as the petrol eum econom st during the process.

ROGER MARKS, Petroleum Econom st, Departnent of Revenue (DOR),
not ed he woul d di scuss how the adm nistration views the project,
views the role of the Stranded Gas Act and wll develop a
contract in light of those. He identified size as the nost
prom nent factor because size magnifies everything, good or bad.
The biggest risks are price and cost.

He enphasi zed that prices are unknowabl e over the next 35 years.
Five years ago, forecasts by DOR and others for 2006 oil prices
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were at $17.00, whereas today's price is over $70.00. Thus a
case could be made that over the next 35 years gas prices could

be $2.00 or $45.00. In support of low prices are increasingly
econonm c clean coal; ever-cheaper inports of |liquefied natural
gas (LNG to the Lower 48; 6,000 trillion cubic feet (Tcf) of

stranded gas reserves worldw de that Al aska has to conpete with
and 17 new applications for nuclear power plants submtted to
the U S Department  of Energy because high prices are
count eracti ng people's concerns about safety.

9:28: 02 AM

MR. MARKS also pointed out that |owprobability events happen
t hroughout history that can't be envisioned beforehand. Turning
to cost, he cited a presentation by Independent Project Analysis
(I PA) about the propensity for high cost overruns on nega-
projects, sonetines by 50 percent - a big problem on a
$25 billion project. Taken in total, the outconme of this
project could be excellent or very bad, but shareholders tend to
have an asymmetrical view nervousness that bad things wll
happen outwei ghs optimsm about good things. Prudent people
tend to turn down a ganble that could have a very bad outcone,
even if a very good outcone is possible.

He highlighted fiscal stability. M. Marks explained that the
producers are willing to take on the downside risks, but if the
upside materializes, they aren't willing to have that taken away
by higher taxes. That destroys risk-versus-reward symetry.
Thus the lack of fiscal stability is a problem in addition to
risks fromhigh costs and the size of the project.

He said the Stranded Gas Act essentially directs the

adm nistration to negotiate a <contract to instill fiscal
stability, which was done, and to customtailor fiscal
provisions of the state to the specific project that wll be
devel oped. The administration considers the gas "stranded”

under that termis definition in the Act 1) because the outcone
is unknowable and the "size risk"”™ magnifies downside effects,
and 2) because of fiscal instability. M. Marks indicated the
producers are being given fiscal stability. Thus the question
is what has been done to customtailor the fiscal systemto suit
the project per the directives in the Stranded Gas Act.

MR MARKS offered the analysis of the admnistration and
Econ One, that this is a lowrate-of-return project relative to
the producers' other investnent opportunities because of high
costs, great distance and |long construction tine. It is
believed to have a high hurdle rate, M. Mrks noted, which
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depends on how the producers perceive its unique risks.
| mproving the rate of return nmakes the project nore viable. The
main way is to take gas in kind; that is in contrast to the
current in-value world, taking royalty and taxes.

9:36:19 AM

MR. MARKS hi ghlighted several scenarios, concluding if the state
took its gas in kind w thout ownership, the producers would want
a firm transportation (FT) commtnent from the state, which
would be an asset to them While the producers would pay
100 percent of the costs, that FT conmtnment would offset
20 percent of those <costs, thereby increasing the rate of
return. M. Marks reported that because taking gas in kind
causes the state to incur a long-termliability, it was a small
additional step to take 20 percent ownership of the pipeline to
match the state's gas share, with the follow ng benefits: The
state's interests would align with the producers, and the state
woul d get a great deal of incone fromthe return on equity and
woul d get a seat at the table in order to fornul ate devel opnent
deci sions and to know what is going on.

He cited the followng economc result to the producers: The
state would take the gas in kind, alleviating them from upfront
costs, estimated to equate to 2.0 to 2.5 percent - which on a
$25 billion project is significant, perhaps a $4 billion
reduction in capital costs. It would have the sane economc
significance to the producers as if the state took no severance
tax, royalty, corporate inconme tax or property tax under the
status quo. The state would give up no revenue under this
scenario. But it would have an increased rate of return.

He acknowl edged the state would incur risks related to
mar keti ng, reserves, depletion and force majeure by taking its
gas in kind. M. Marks opined that those risks aren't huge

however, but are manageable. \Wat is the reward in return? It
is getting a gas line, with all it entails, which he opined is a
very good tradeoff. He summarized that the contract does two
t hi ngs: 1) inproves the rate of return by taking the gas in
kind and 2) provides fiscal stability.

MR. MARKS brought attention to an inportant result of taking gas
in Kkind. The state's 20 percent is nore than enough gas to
satisfy all in-state needs. The state could develop terns and
conditions for selling its gas in Alaska. Mnetarily, the state
would be indifferent whether its gas was sold at $5.30 in
Chicago - which includes transportation costs - or $2.80 on the
North Sl ope. In addition, the contract has mleage-based
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tariffs. | f shipping costs were $0.25 to Fairbanks, at $3.05
Fai rbanks could have the |owest-priced gas in the US. if the
state chose to sell at that price. There, 70 percent of hones
are heated with oil, now about $18.00 per million Btu. At $3.05
for gas, it would cost 80 percent |ess. O course, the state
could set a higher price - it is a matter of policy.

He noted the irony that North Slope gas could be sold in
Anchorage for about $1.00 less than Cook Inlet gas. O Alaska's
share of the |liquid could be extracted, providing about
0.25 mllion gallons a day of propane. That could be shipped to
Western Alaska, where residents are hurting from the energy
crisis. M. Marks enphasized the great opportunity for selling
gas in Alaska, under whatever terns the state deens best, if it
takes its gas in kind.

9:44. 04 AM

MR. MARKS pointed out an overlooked benefit of the gas line
Prudhoe Bay oil production is declining, and at sonme point
operating costs wll overwhelmthe field. Prudhoe Bay gas could
absorb a lot of the operating costs, however, and thus oil could
flow | onger. In addition, there could be lots of exploration.
As producers find gas, they'Il also find oil. The 1ifespan of

the North Slope without a gas line isn't known, but DOR s
nodel i ng has used the year 2030 as a guess.

MR. CLARK added that the extended tine for the Trans-Al aska
Pi peline System (TAPS) is viewed as tinme for necessary research

and devel opnment to tap into North Slope heavy oil, estinmated at
10-13 billion barrels, equivalent to another Prudhoe Bay. The
gas line estimate of 35 Tcf is equivalent to 6 billion barrels
of oil. He expressed hope for at least 70 Tcf to put through
the line, allowng expansion to 5.9 billion cubic feet (Bcf) a
day; the 70 Tcf equals another 12 billion barrels of oil, and
there is that anount of heavy oil. Because the equival ent of

two Prudhoe Bays can be nonetized for the benefit of future
generations, M. Clark said the administration believes it 1is
critical to the state that this gas |line go forward.

9:47:51 AM

VENDY KING Director of External Strategies, ANS Gas Devel opnent
Team ConocoPhi |l l'i ps Al aska, I nc., poi nt ed out t hat
ConocoPhillips, the largest explorer in the state, has been
actively exploring for both oil and gas. |If gas is found on the

North Sl ope, however, there is no way to get it to market and
thus it is viewed as a dry hole. She predicted one of the nost
significant benefits of a gas pipeline would be additional
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exploration for both gas and oil on the North Sl ope. In trying
to find one, a conpany likely would find the other.

MR. CLARK agreed with M. Marks' point that the state, by taking
gas in kind, is taking on capacity risk and marketing risk. He
suggested addressing this after discussion of the general
econoni ¢ under pi nning of the contract.

REPRESENTATI VE NORM ROKEBERG, Al aska State Legislature, inquired
about the costs of in-state tariffing, particularly with respect
to Cook Inlet.

VR. CLARK highlighted three policy choices, outside the
contract, for the admnistration and the |egislature. The first
is how to price the gas at any of the four offtake points. One
way is to have the netback price plus a transportation charge
based on a mleage-sensitive rate to the point of offtake,
gi ving Fairbanks cheap gas. Simlarly, the mleage-sensitive
rate from dennallen into Cook Inlet would have charges to it,
but not as expensive as going to the AECO Hub

He said a second policy choice is to conbine the netback price
plus a charge for transportation, putting it out to conpetitive
bi d. How el se can it be allocated anong the various commercia
end-users, other than letting them bid on it and having the
state realize the highest rate of return? M. Cark recalled
doing this with royalty oil when nmade avail abl e, for exanple.

He noted a third choice, done currently in Cook Inlet, is to use
the Henry Hub price; thus the price paid in Cook Inlet 1is
simlar to prices paid el sewhere in the country. M. dark said
the adm nistration is leaning toward a m |l eage-sensitive rate
the netback and sone kind of conpetitive bidding. Qovi ousl y,
this requires discussion with the |egislature. He deferred to
M. Marks for specific nunbers.

9:53: 01 AM

MR. MARKS focused on an exanple where the Chicago price was
$6.00, as at Henry Hub; the difference between these two over
the last few years has been pennies. In his exanple involving
ENSTAR and Unocal, the latter argued to the Regulatory
Comm ssion of Alaska (RCA) that it had alternative investnent
opportunities in Cook Inlet or the Gulf of Mexico and would take
the higher-priced one; this conpelled RCA to |et ENSTAR get the
Henry Hub price for Cook Inlet gas. Wile sonme econom sts think
that makes sense, M. Marks said others don't. Conpani es such
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as Marathon are trying to get the sane deal from RCA Thus
prices in Chicago, at Henry Hub and in Cook Inlet are all $6.00.

MR. MARKS further explained that if the tariff to Chicago is
$2.50, the netback price is $3.50. There are a lot of nunbers
out there for the cost of getting gas from the North Slope to
Sout hcentral Al aska. It depends on the anobunt of gas and the
pi pel i ne si ze: the bigger it is, the lower the per-unit cost.
It al so depends on whether there is offtake in Delta Junction or
Fai r banks. If the nunber were $1.50, the netback price at the
North Slope would be $3.50, and there'd be a $1.50 tariff from
the North Slope to Southcentral. That would give a price of
$5.00 price - a dollar less than the Henry Hub price that
consuners currently pay.

REPRESENTATI VE ROKEBERG offered his understanding that RCA had
approved the contract, but not Henry Hub prices in Anchorage.
He highlighted the policy <choices on how to incentivize

devel opment of this spur line. He recalled hearing estimates
between $300 nmillion and $500 mllion, surmsing nost players
don't have balance sheets that allow financing it. Thus the

state may have to take a nore active role in developing this.

9:57:46 AM

BOB LOEFFLER, Morrison & Foerster, Counsel to the Governor,
added that a recent U S. Departnent of Energy study indicates
what tariff costs would be - at various pipe sizes, volunes and

flow rates - from Fairbanks to Southcentral Al aska. It shows
flow rates from 100 to 1,200 in 18-, 20-, 24- and 30-inch pipe
that maght illumnate the discussion. He enphasized that the

state is proposing to make available, for sone bidding process
or otherwise, a portion of the state-owned gas to satisfy in-
state needs. The precise nmechanismis being worked on.

10: 00: 14 AM

DAVI D VAN TUYL, Commercial Manager, Alaska Gas G oup, noted BP
said yesterday in Fairbanks that it would love to sell gas to
Al askans, rather than having to transport it thousands of mles
to Chicago. In conmpeting for that market, he noted, one
conpetitive challenge is that the State of Alaska isn't subject
to federal incone tax.

S. A (BILL) MMAHON JR., Commer ci al Manager, Al aska Gas
Devel opnent, ExxonMobil Production Conpany, agreed. He added
that conpetition anong suppliers benefits the buyers.
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CHAIR SEEKINS noted later M. Heinze would discuss in-state

consunption and transportation. He related his inpression that
there'll be conpetition to supply that market fromthe state and
perhaps from the producers. It will be looked at in the free

market. People would like to heat their hones at a savings, and
this will respond to it.

MR. VAN TUYL added that Article 9 of the contract addresses in-

state wuse, including four offtake points. The state has
identified where three are Ilikely: on the Yukon River, in
Fai rbanks and in Delta Junction. The contract also requires
m | eage-sensitive service for in-state wuse. Those wl|

facilitate getting gas to in-state consuners.

He highlighted two other things that the mainline entity, the
pipeline, is obligated to do during the first couple of years of
the project: 1) conplete a study of in-state consunption,
characterizing what the market mght be in Fairbanks and
Sout hcentral Al aska, for exanple; and 2) conplete a study of the
potential for siting the natural gas liquids (NGs) extraction
facility in Alaska, and the business opportunity this m ght
create. Clearly, M. Van Tuyl said, there is a recognition of
the business potential for in-state sales, and there are
specific commtnments in the contract to address those.

REPRESENTATI VE PAUL SEATON, Alaska State Legislature, returned
to M. Marks' scenario of $5.30 in Chicago, subtracting a $2.50
tariff, leaving $2.80 as if sold in Chicago; if it went to
Fai r banks, $0.25 would be added, for a price of $3.05. However,
t here was not hi ng about having to pay for the FT commtnent, the
$2.50 tariff. If that were subtracted because the gas wasn't
shipped, it would be sold at $0.55 to the state.

He asked: s the basic assunption just that before we sell any
in-state gas, we wll neet our shipping commtnment? O are we
just going to ignore that $2.50 price that we've guaranteed,
even if we don't ship the gas, or if other gas doesn't cone
avai | abl e at the begi nning there?

MR. LOEFFLER answered that the open season on the nmainline
provides two different bidding opportunities. The first is for
in-state service, calculated on the cost of providing that
service, not costs downstream There would be an FT conmm t nment

for that, separate from the rest of the state's share. There
are two different bidding tracks, by Federal Energy Regulatory
Conmi ssion (FERC) order. A conmmtnrment in the open season for

in-state use isn't a commtnent for the | ong haul
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10: 06: 21 AM

MR CLARK |isted needed actions: 1) Qotain the report
nmentioned; 2) get the state's house in order with respect to
policy decisions on pricing that he'd nentioned; and 3) get this
information out to deal with Al askan conpanies that want to take

gas, prior to the first open season. The planning nust be
arranged in time to do this. The producers will design the line
based on the state's offtake before it noves to Canada and the
Lower 48. The administration is eager to get a contract in

order to have sonething to work from M. Cark added, and then
to get the other pieces in place in order to address these
policy decisions in a systematic and orderly way.

MR. LOEFFLER referred to discussion of balance sheets and the

ability to bid in an open season. He enphasized no noney is
paid for in-state FT commtnents until perhaps five years |later
when it is wup and running. This provides tinme to get

arrangenments in place, although the commtnment to reserve that
capacity in the open season nust be nade.

10: 08: 35 AM

REPRESENTATI VE SEATON noted FT conmmitnents increase the internal
rate of return; it is a FT commtnent of 20 percent to Chicago.
He asked how it works if there is offtake for in-state use.

MR. VAN TUYL replied the purpose of the open season is twofold:
1) to denonstrate the need for public conveni ence and necessity,
the basis for the permt, and 2) to establish the design of the
system denonstrated by what custoners want at the open season

|f the state or the producers chose to take gas off in Fairbanks
to serve Fairbanks and Southcentral Alaska, the pipeline
downstream of that offtake point would be designed differently.
Since there wouldn't be the need for that additional capacity
downstream of Fairbanks, the state wouldn't be taking out the
full share of the FT conm tnment to Chicago.

MR. MARKS el aborated, posing an extrene situation in which the
entire state share is taken off in Fairbanks, both for use there
and to dissenminate via spur |ines. The state would have no
FT comm tnent south of Fairbanks. Wiile the producers would
have 100 percent of that commtnent, everything going down the
[ine would be theirs; thus the rate of return would increase.
Wiile the contract says the state will own 20 percent of the
pipeline, M. Mirks said it would nmake sense at that point for
the State of Alaska to divest that share of the pipeline; it
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woul d make sense for everyone to have about the sane percentage
share of both the pipeline and the gas itself.

10: 12: 21 AM

V. KING added that Article 10, the capacity-nmanagenent
provisions and specifically Article 10.1, envi sioned the
scenario Representative Seaton had nentioned, and a term was

defined for "state export gas.” During its initial-capacity
notice, the state could send notice that it wanted to deliver
300 mllion a day within Alaska from its total 850 mllion a
day. She indicated the conpany then would get |ong-hau

capacity to Al berta, Canada, consistent with the 550 mllion a

day that the state wanted to take to the Lower 48 nmarket.

REPRESENTATI VE RALPH SAMUELS, Al aska State Legislature, pointed
out if ConocoPhillips’" LNG plant and the Agrium plant were
di scounted, the actual anmount of gas that Fairbanks or Anchorage
woul d use is small conmpared with the total gas contenpl at ed.

MR. MARKS concurred, adding if the state's share of in-kind gas
were to nmeet all in-state needs, there still would be sone
shi pped to Al berta.

SENATOR BEN STEVENS reported yesterday he'd called ENSTAR for

estimates on in-state consunption. Including comercial use, it
is 200 Bcf a year, though it varies by season. |If every honme in
Fai rbanks changes to gas, it mght add 10 Bcf; power generation
could add 15 Bcf. Thus it mght rise to 225 Bcf a year.

Multiplying 900 mllion cubic feet a day - the amunt to be
shi pped - by 365 days equals 325 Bcf a year for state gas.

He said the largest consunmer is utilities, but Minicipal Light &
Power (M.&P) owns its own gas and won't buy from the North
Sl ope. He opined that satisfying in-state demand doesn't
justify transporting gas to the Southcentral market, but would
only work if there were additional commercial use through export

or large industrial operations. Hi ghlighting the conplexities,
Senator Ben Stevens suggested in-state gas doesn't need to be
addressed unless it is certain that gas will flow to an offtake
poi nt .

10: 17: 24 AM

KEN GRI FFI N, Deputy  Comm ssi oner, Depart ment of Nat ur al
Resources (DNR), said in-state use has been a priority for the
state negotiating team throughout, balanced with getting this
project built. He proposed that four pieces need to cone
together to neet in-state needs. The first two are: 1)
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contract terms, including a conmmtnment on the part of the Al aska
gas pipeline to cooperate with respect to downstream in-state
projects once they are viable; and 2) policy calls beyond the
contract, which include a) ensuring this pipeline is built as
soon as possible, on tinme and on budget, b) issues related to
pricing such as the netback-pricing concept talked about by
M. Marks and c) how the state will deal with issues relating to
credit support.

He cited the third and fourth pieces: 3) infrastructure,
including a) offtake points and spur lines to Anchorage and
Fai rbanks, b) NG. processing for export or to provide fuel
supplies to renote locations and c) FERC requirenents such as

regulations and rules the state nust work wth, as well as
FT commitnents and the credit requirenents that go with those;
and 4) in-state comercial interests, including public and

private utilities of various capabilities as well as commerci al
and industrial users. M. Giffin said all these issues need to
be dovetailed., and the interests nust work together to produce
an overall strategy for noving forward. However, the burden
cannot be carried entirely in the contract or entirely by the
state.

10: 22: 04 AM

SENATOR BEN STEVENS encouraged reading the executive sunmary
from the federal M nerals Managenment Service (MVS), provided by
M. Giffin, about a royalty in kind (RIK) program initiated by
the federal governnment in 2004. Managed by bid, it applies to
perhaps 13,000 | eases. He referred to part 4.1, suggesting the
state could do sonething siml|ar under an open-bid process.

MR. CGRI FFIN enphasi zed the MVS experience: There hasn't been a
net cost to taking royalty in kind, whether for gas or oil;
rather, MMGS has seen a benefit. He highlighted the state's
contrasting assunption, when converting from the status quo to
taking gas in kind, of significant marketing costs built in to
t he economi cs. Al so, MM5 has rather small gas volunmes for its
program distributed in different areas; nevertheless, it has
seen rather high demand for its gas, with nultiple bidders. He
hi ghlighted the potential for added value for the state because
of the significant position it will have in its markets.

10: 27: 46 AM

SENATOR JOHN CONDERY, Alaska State Legislature, gave his
understanding that offtake shunts are proposed for the Yukon
Ri ver, Fairbanks, perhaps Delta Junction and two in the
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d ennal | en ar ea. He asked about tariffs for those and whet her
such tariffs are set by FERC

MR. LCEFFLER responded that FERC s open-season orders say there
will be a separate tariff for service in Al aska, based only on
the cost of delivering that service. It is mleage-sensitive.
Unlike for TAPS, FERC sets the rates on the min line for
offtake in Alaska to the point where it joins a "lateral" to
Cook Inlet. Thus the main line is all federal jurisdiction. If
done in the open season, it won't be paid all the way to
Chi cago, but will be paid to Delta, for exanple.

SENATOR COWNDERY asked what effect there would be on tariffs or
the cost of gas to Alaskans if the governor's proposed 20/20
system [20 percent tax on oil, with a 20 percent credit] were
changed to a gross-based system

MR. LOEFFLER deferred to the production tax (PPT) team

MR. GRIFFIN surmsed once the infrastructure is together, the

price will tie to the North American mnmarket prices mnus
net backs and so forth, and thus the PPT will have little effect
on Al askan gas prices off the main line. In this scenario he

predicted there'd be a pricing nechanism that nets back to the
North Slope and then adds the actual tariff - the cost to get
the gas to Fairbanks, Anchorage or wherever it is going. "So |
woul d think the answer woul d be none,” he concl uded.

SENATOR ELTON asked how far upstream MVB takes its RIK gas.

MR GRIFFIN replied in nobst cases MV appears to take it
upstream and sell it there. He agreed it isn't clear in the
docunent he'd provided.

MR. VAN TUYL gave his understanding that the federal |ease form
is substantially simlar to the State of Alaska form which
woul d inmply the point of taking.

SENATOR BEN STEVENS noted page 3 says 19 purchasers bought gas
in 2005, with sales supported by 43 transportation, processing
and m scel |l aneous service contracts. He interpreted it as a
conbi nation of all points.

M5. KING conveyed her wunderstanding that wuntil recently the
federal governnent didn't authorize MBS to take long-term
shi ppi ng conmm t nent s. Thus she surmi sed MMS woul dn't have been
the full transporter on the pipeline and would have delivered
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the gas upstream of the pipeline system Wth the Rockies
Express line, the new pipeline from Womng to Chio, however,
MVS just took out a FT commtnent for nore than ten years; she
didn't know where the delivery on that pipeline would be.

The commttee took an at-ease from 10:34: 36 AMto 10:46: 31 AM

HARCLD HEI NZE, Chief Executive Oficer, Al aska Natural Gas
Devel opment Authority (ANGDA), Departnent of Revenue, gave his
background as a petrol eum engineering graduate, in Al aska since
1969, who participated in devel oping the Prudhoe Bay field; was
chief of staff in 1975-1977 for ARCO s negotiating team in the
Prudhoe Bay Unit operating agreenent; was an ARCO executive; and
was the DNR comm ssi oner.

He explained that ANGDA, a public corporation of the state, has
a mssion to do anything it can to bring North Slope gas to

market and to ensure benefits to Al askans. Thus ANGDA has
| ooked at issues of delivering gas to a spur line to the Cook
Inlet area, while not insensitive to Fairbanks. H s know edge

of the contract began May 10, before which he was outside the
confidentiality fence. Since the state may live with it a |ong
time, M. Heinze suggested thinking about possible future
probl ens when readi ng the contract.

MR. HEINZE recalled testinony that perhaps four itens are in
play for in-state use; the contract is just one. Not having the
limted liability conpany (LLC) agreenent creates a difficulty

because it w Il discuss |onger-term nanagenent and so on. \Wile
there are past state policies, a new direction may be desired.
He acknowl edged the aforenmentioned will be addressed. Al t hough

M. Heinze said he'd like |ess concern about industrial users in
Al aska, they help pay the bills and are inportant. And t hough
ANGDA has participated in the FERC process, it has interacted a
ot with RCA, an inportant part of the process as well.

He enphasi zed naking in-state use of gas a reality. M. Heinze
assured listeners that whatever he describes in the contract, he
believes it 1is fixable. Wthout the contract and the nmain
pi peline, a lot of other things cannot happen. Thus he would
tal k about how to nake it work.

10: 51: 52 AM

MR. HEINZE noted this is nore conplicated than what exists in
the contract. For exanple, the commtnent of consuners and
utilities is significant, perhaps $40,000 per household. Boards
of directors will nake "bet your conpany" types of decisions

SENATE NGD COW TTEE -15- July 7, 2006



with |ess-than-perfect information, in short tinefranes. He
suggested that carrying forward with only the contract nakes
this process difficult if not inpossible. The state can play a
major role in solving this, as can the contract. For exanpl e,
the contract should recite all items in FERC s rulings that are
inportant to the state. In portions dealing wth regul ation,
RCA needs to be involved, placed up front; it is an integral
part of the process, and the pledge of the wutilities and
custoners cannot occur w thout RCA approval.

10: 55:19 AM

MR. HEI NZE expressed concern about how "state" is defined in the
definitions section, since there are itens he wouldn't want
ANGDA to be bound by. He asked whether the Al aska Permanent
Fund Corporation or the Departnment of Law s public wutility
advocacy section would simlarly want to be bound, for exanple.
Assuming no intention by the parties for the contract to
di scourage the in-state process, he neverthel ess urged
el i m nating uni ntended consequences to the extent possible.

He highlighted disagreenent about how quickly an open season
m ght happen. M. Heinze pointed to the sponsor group's
application and the state's fiscal interest finding (FIF), which
have an open-season process starting six nonths after a deal is

st ruck. However, a nunber of things in the contract nust be
done before an open season is begun; these have very short
ti mefranes. M. Heinze suggested further efforts by all to

determ ne what i s needed to nmake this work.

He mentioned threshold issues, reporting ANGDA has done its best
to get wutilities involved and interested. If in-state users
don't come forward aggressively with commtnents during the
open-season process, they may |ose current advantages through

FERC rules and so forth. This also would make the situation
difficult for the state as a nmnager of both its sales and
capacity in the pipeline. Soneone who waits to enter won't

necessarily receive the sanme treatnment as if there were initial
participation, M. Heinze cautioned.

MR. HEINZE noted of the 200 Bcf a day used in Al aska now, over
half is by industrial custoners. One is ConocoPhillips and
Marat hon's Kenai LNG plant; nothing on record indicates what
they want to do wth that, although it's half the volune.
Agrium a major player, has a project under study but may not be
interested. That |eaves the "power and heat people".
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He referred to testinony that M.& may not be interested and has
gas. M. Heinze said he'd like to talk to M&P s board about
fiduciary responsibility, since he'll be upset if that supply
runs out in 2018 and his lights go out. Al so, he asked who
woul d speak up in Fairbanks or on the Yukon River, where ANGDA
believes extraction of propane is extrenely inportant and
practical - although he wasn't sure how it would work under the
contract. He asked: WII| the state provide that voice sonehow?

11: 00: 42 AM
MR. HElI NZE suggested state and U. S. policy makers need to think
about |ong-run concerns. He nmentioned tax agreenents and the

contract, which speaks to incentives and support for certain
portions of the project, for instance, on the North Sl ope. He
recommended they | ook at extending such support and incentives
to the distribution system within Alaska as a fairness issue
Those will have a bigger inpact on delivery costs than anything
el se, M. Heinze predicted.

He cautioned that ANGDA considers studies of in-state needs and
NGL processing highly inportant, and has participated and funded
t hem M. Heinze expressed concern that the contract has the
state giving up a major portion of its say on this, in contrast
to the current situation. Referring to discussion of possibly
extracting all NGs from the state's 20 percent of the gas
stream M. Heinze gave his "cold read" of the contract that it
m ght be difficult to do - although it is a great idea and that
flexibility is needed. He enphasized retaining the ability to
actual ly make that happen.

MR. HElI NZE cl osed by recomrendi ng | ooki ng at sone bi gger aspects
of the contract - recognizing there are inplenentation issues -
and giving it a chance to be straightened out. He suggested the
| egi sl ature doesn't need to make a decision on this right now,
but it is something to acknowl edge while interacting with the
adm ni stration on bigger issues. M. Heinze added he would try
to work in a positive way.

11: 03: 52 AM
CHAI R SEEKI NS asked about the $40, 000- per - househol d comm t nent.

MR. HEINZE replied if Chugach Electric wants North Slope gas,
for instance, it would pay a price at the well head; would pay to
transport it through the big pipe to somewhere in Al aska; and
then would pay to transport it via smaller pipe to Anchorage.
The total, based on nunbers in the FIF, would be $5.50 per Mf,
whi ch Chugach Electric would execute a take-or-pay or ship-or-
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pay contract; he nentioned 75 percent of the gas needed, noting
it would be for 15 years, a term chosen because it seened to
strike the right bal ance.

He predicted total commtnents for all utilities in Al aska woul d
exceed $6 billion. Many conpanies don't need 75 percent of
their volunes on day one. There are issues in crossing the
t hreshol d. If volunmes aren't up to a certain point, the
Fai r banks hookup m ght not happen or the spur line or Yukon
River facility mght not get built. When the math is done for
both ENSTAR, the gas-heating supplier, and for the area's
electric utilities, it totals $40,000 per neter. |If only one of
those is used, it is $20,000 to $25, 000. M. Heinze indicated
ANGDA is developing a related table for all the conpani es.

11: 06: 43 AM

MR. HEINZE, in response to Representative Rokeberg, clarified
that the 200 Bcf a day is for all Al aska now projected is
900 mllion cubic feet a day tinmes 365 days, nore than 300 Bcf a

year. He estimated one-quarter of the state's share would
satisfy in-state wutility-type conpanies, but not industrial
users. Wiile those are big enough conpanies to probably take

care of thenselves, individual utilities aren't necessarily big
enough to nake the deal work.

REPRESENTATI VE ROKEBERG nentioned alternative energy sources
such as wind generation in the Cook Inlet region. He asked
about the need to reach a critical mass of consunption in order
to put together a project such as this.

MR. HEINZE affirmed that, but said nore fundanental is that
peopl e need to nake decisions about alternatives. There isn't
al ways control of timng. For exanple, people may install w nd
power over a short period of tinme, which won't solve the whole
problem but likely is a reasonable step. Furt hernore, higher
prices are forcing conservation to happen already and will cause
explorers in this area to be nore active.

He highlighted a cautionary book title: "Hope is Not a
Strategy.” M. Heinze noted in the internediate term coal wll
be a consideration in this area that sonme may opt for. However,
ENSTAR needs gas in its system and Chugach has a huge gas-fired
power plant that likely won't go away; thus gas wll be needed
in the area. He expressed great concern that conpanies won't
make the aggressive conmmtnent required to build a spur line

If the threshold isn't crossed, the opportunity may be | ost.
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11:11: 05 AM

MR. HEINZE, in further reply, said the Yukon River crossing wll
be right on the pipeline and will depend on whol esal ers, others
who nove propane up and down the river system He predicted the
state won't have nmuch of a role there, other than trying to help
it cone into being, since it mght be a chancy investnent for a
company. If the state wants it to happen, it wll need to
provide a line of credit or sonmething else will need to happen.

He also noted Fairbanks is well located along the |Iline.
However, Golden Valley wuld have to nmake a substantia
investment to bring gas to the new power-generation facility,

for exanple. M. Heinze surmsed that would be a solid
i nvestnment, better than using oil associated with the refinery.
It would be a nmmjor commitnent, though. As for gas piping
wi thin Fairbanks, how it is done will be up to people. Wether

in Fairbanks or Delta Junction, it's hundreds of mles from
there to Cook Inlet, with a price tag estimated at $.75 billion.

11:13:49 AM
CHAIR SEEKINS remarked that there'll be no spur line without a
mai n |ine.

MR. HEINZE said that's why he supports noving forward. He
expressed appreciation for the tine the participants are taking
to understand the difficulties of making this work, and he said
the state nmust be a player. In further reply to Representative
Rokeberg, he said ANGDA has |ooked at the "rule of aggregate.”
He mentioned pooling, for instance, and whether a line of credit
could be provided to back up financial guarantees if necessary.
Many roles could be played. M. Heinze also indicated a right-
of-way is the key to the physical step of building a spur Iine,
but other things can be done, financially or with respect to
FERC i n Washington, D.C. and so forth.

11: 15: 56 AM
SENATOR STEDMAN surm sed whenever the gas industry penetrates a
new area the infrastructure nmust be built from scratch. He

asked whether there is a nodel to replicate or nodify sonewhat.

MR. HEI NZE answered that part of the difficulty is the size of
the market in Al aska. A lot of stranded gas was found in Cook
Inl et when looking for oil, providing a generation's worth of
pl enti ful and cheap gas. Unfortunately, it is running out. | f
there were industrialization, fed by gas through this pipeline,
it could be fairly attractive. But there isn't that conmm tnent
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or announced intentions. The nmarket is small for people who
just want honme use, conpared with the size of the undertaking.

SENATOR STEDMAN asked how nuch flexibility there is within the
i ndustry for nodifying the length of FT comm tnents.

MR. HEINZE replied that actual day-to-day workings differ from

the upfront commitnent during the open-season process. That
process is like a sealed-bid auction; the bid can be rejected if
it is believed it isn't backed up. In addition, whatever cones

out of the open season becones a mmjor factor in the pipeline
design. He noted the FERC order says if nobody cones forward in
Al aska, it is under no obligation to design the pipeline to
permt that to happen. "In other words, if we don't bid - we
come up with a zero bid - we're done," M. Heinze said, noting
this doesn't preclude trying to negotiate a deal in the future.
There wouldn't be a deal under the favorable terns associated
with the initial open season, however.

11: 20: 57 AM

MR. LOEFFLER referred to his own testinony in Fairbanks
yest er day. He concurred with M. Heinze that it's critical for
in-state users to prepare to nake commtnents by the time of the

open season. Wiile there are sone nodifications possible,
someone would be in a much worse position otherw se.
M. Loeffler predicted timng wwuld be nmch Jlater than

M . Heinze had indicated, though.

He hi ghlighted October 2004 federal |egislation, saying there is
no question RCA would regulate the spur line; it isn't affected
by the proposed contract. However, the spur Iline conceivably
could be financed |like the nmain line, meaning there'd be an open
season for it. An in-state user would have to bid for capacity
on the main line to the offtake point and then have a
coordinated, snaller bid for the spur |ine. As for how | ong
those commtnents would be, M. Loeffler said it wasn't known
yet . Nor did he know whether RCA had established or
contenplated an open-season process for an in-state Iine.
Regar dl ess, RCA would have to acconplish its part of the job and
be lined up with FERC, otherwi se, there could be capacity that
connects to nowhere within the state.

11: 23: 28 AM

SENATOR STEDMAN clarified his concern. The obstacles are so
| arge, Al askans could be without gas while it goes out of state.
He asked how to work together with the state, the industry and
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small utilities to give them the opportunity. He'd like to see
a gas-based petrochem cal industry in Al aska, for instance.

MR. CLARK drew a distinction between what is addressed in the

contract and what isn't. The contract mnimzes the state's
risk frombeing an owmer. Citing Article 10, he noted the state
will ride the producers' coattails on such things as capacity.

The state is partners with themin a business, and is mnim zing
and mtigating its risk because the producers won't want to do
sonmething stupid. Thus the state's 20 percent is safer because
the capacity article gets the gas to market and then the state
can hire aggregators who are experienced in this area to sell
the gas on its behalf. |In each case, the state is riding on the
producers' coattails.

He contrasted that with issues outside the contract. The state
could enter into business by itself to get gas to in-state
utilities; that policy discussion needs to occur. Pricing needs

to be figured out, as well as other issues raised by M. Heinze.
The contract leaves flexibility to the state to address such
policy issues as it sees fit, M. Cark noted; that decision-
making ability is part of the virtue of taking gas in Kind.
Because of the inportance of bringing gas to Southcentral
Al aska, the state might want to provide financing, for exanple,
so other distributors don't have to take FT conmm tnent risks.

MR. CLARK clarified that the intention is to have these policy
deci sions enhanced, not hindered, by the contract. Such
decisions need to be made by the legislature and the executive
branch, working together, as a whole set of other policies. But
the contract isn't intended to be the nechanism by which these
policies are addressed.

He agreed with M. Heinze and M. Loeffler that the state nust
figure out the order in which to make these decisions, trying to

get it done prior to the open season. M. dark also agreed
with M. Loeffler on timng, predicting the open season wll be
perhaps two or two-and-a-half years down the road. Wiile the

state is retaining the ability to take on those decisions, it's
a different deal if the state wants to take the risk of running
a business that doesn't ride on the coattails of the producers.

11:28: 42 AM

MR VAN TUYL followed up on timng of the open season. He
indicated BP' s application and Project Summary both contain a
Gantt chart that sinplifies the open-season process; he
mentioned a starting tinme about six nonths after the ink dries

SENATE NGD COW TTEE -21- July 7, 2006



on the contract, continuing about two years. The actual open-
season event described by M. Heinze is at the tail end of that
process. He noted there is nuch planning and devel opnent of the
actual tariff and cost of service, for exanple, before the open
season. People don't have to nmake a decision within six nonths,
he enphasized. It could be two years or nore.

MR. HEI NZE reported that ANGDA has worked with RCA and sent in a
series of statutory changes intended to nake the process work

better. However, his experience is that such consideration
takes up to a year. \While it mght help to open a docket with
RCA well in advance, the problemis this: On the in-state part,

it has to be brought to fol ks w thout know ng whether they'll
pay $0.75 or $2.50, or if it wll cost $1.00 or $3.00 from

A ennallen to Anchorage. Boards have to make responsible
fiduciary decisions, but there is a large range of uncertainty;
this wll present a doubly difficult problem for RCA to approve
these charges as a direct pass-through to the custoners - an

essential step for any cooperative or board.

11: 31: 32 AM

REPRESENTATI VE SAMUELS asked: If there is no min Iine,
assum ng Cook Inlet's decline continues, have you nodel ed what
it would cost Southcentral consuners to inport LNG provided
ConocoPhillips could turn its N kiski facility around?

MR. HEINZE indicated ANGDA had published a study exploring

options for the Kenai LNG plant in the long run. It shows there
probably are good economics in terns of turning the plant
ar ound. The charge associated with a regasification facility

would likely be in the normal range for that type of service,
perhaps $0.75 plus or minus; this would be added to the price
for bringing in gas from Indonesia, for exanple. Though there
woul d be sone challenge in noving the gas to Anchorage under the
existing system it likely could be done with sone investnment in
the long term He enphasized that the problemis being at the
nmercy of the LNG source and a transportation system "that we
ought to feel unconfortable about.”

CHAI R SEEKINS acknow edged there nmay be conflicting interests
anong communities, but cautioned against arguing about these so
hard that the main objective - building the project in the first
pl ace and providing gas to those lines - is forgotten.

11: 37: 41 AM
MR. MARKS pointed out that the FT commtnent faced by utilities
on a gas-purchase contract is profoundly different from that a
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producer faces in building a pipeline. For the latter, all
costs are laid out up front. On a purchase agreenent, however,
costs are streaned out over a nunber of years. The $5 billion
reflects the purchase price for gas as if bought on day one
Timng is everything financially. If those gas-purchase
agreenents were put on a net-present-value basis, as a credit-
rating agency would do, it would be nmuch |l ess than that.

He noted as soon as a utility enters into a gas-purchase

agreenent, it has a liability plus a tremendous asset. The main
risk is frombuying too little or too nmuch gas. In Cook Inlet,
that risk will be alleviated to the degree there is an increase
in storage facilities. M. Marks also noted Lower 48 utilities
have such challenges all the tinme, and the market seens to
figure it out just fine. If this is a big concern here, he

recommended inviting the utilities for a discussion.

MR. CLARK opined that the place to begin this discussion is in
the FIF. It isn't a contract issue. The adm nistration doesn't
believe it is appropriate to pledge to have this contract enter
into new business. Sone decisions nust be left to the
| egi sl ature. He said the contract doesn't preclude such
deci si ons, but enhances them and noves them forward.

11:41: 15 AM

MR. HEINZE reported hearing from people in relation to the gas
line that they want jobs, a better econony and gas, whereas
managenent of the resource appropriately focuses on revenues to
the State of Al aska. He enphasized he wants his discussion to
be viewed as reassurance that sone people are honestly worried
about this but believe it can be nmade to work. He highli ghted
getting the contract into a public-acceptance node.

MR. CLARK enphasized that the project - the gas line overall -
has a nunber of steps including this fiscal contract, which sets
fiscal terns between the State of Al aska and the producers. He
indicated the adm nistration's findings have been in line with
ANGDA's, that in-state use is a key elenent. However, it
involves legislative decisions that the admnistration doesn't
have authority to nake in this contract.

SENATOR BEN STEVENS posed a positive hypothetical situation of a
gas-processing facility being placed at the Yukon River to put
condensed gas into the pipeline from the Chulitna Basin or
Nenana Basi n. Fai rbanks would have the cheapest gas in North
Aner i ca. He enphasized the trenendous pot enti al for
hydrocarbons in Alaska that won't be marketable or nonetized
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without a narket destination wth capacity to absorb the
suppl i es.

The conmittee took an at-ease from 11:45:24 AMto 1:21: 00 PM and
another brief at-ease until 1:23:41 PM

MR. MARKS di scussed the proposed gas reserves tax (GRT), noting
his analysis enconpasses several contexts. He provided sone
hi story showing why North Slope gas hasn't been commercialized
and thus why the gas |line hasn't been built, and whether it is
appropriate for the GRT to be used to punish the producers for
not having built it yet.

He began by saying Prudhoe Bay was discovered in 1967, when a

|arge gas cap was found on top of the oil - about 26 trillion
Tcf. It started up in 1977. Ever since, the producers and
Al aska's citizens have been |ooking at a way to comercialize
it, either in Asia or the Lower 48. In particular, Yukon

Pacific Corporation (YPC) had been interested in the Asian LNG
mar ket, using a pipeline to Valdez, and was active in the 1980s
and until a few years ago.

He recalled that Asia initially mde sense as a possible market,

since prices were higher than in North Aneri ca. It didn't work
out for two reasons. First, Asia's gas market works on
contracts, rather than an open market; generally, the |ow bidder
W ns. Al aska, which required an 800-mle pipeline, couldn't
conpete with closer jurisdictions or those with gas sitting at
ti dewat er. Second, large economes of scale are needed for an
Al aska pipeline to work - large enough to ship 4 Bcf a day in

order to lower the per-unit price. However, gas demand in Asia
was growi ng slowy, averaging about 0.4 Bcf a day from 1977 to

present . Even if Alaska had captured 100 percent of that
market, it would have taken ten years to fill the pipeline.
M. Marks offered his belief that those problens still exist.

MR. MARKS explained that until year 2000, North Anmerican gas
prices were too low - between $1.50 and $2.50 - to justify the
cost of a pipeline. Noting a handout contains a graph show ng
North Anerican gas prices, M. Mirks said with a $2.50 tariff,
noney would be lost in shipping gas to North Anerica. Thus it
didn't nmake sense to consider it as viable. Since then,
however, prices have shot up due to market conditions.

He reported in 1998 the sponsors forned an LNG sponsor group

consisting of ARCG Phillips; Marubeni; Foothills; and YPC,
which w thdrew because the group wanted to study Kenai as a
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termnus as well as Val dez, when YPC only had permts to Val dez.
After YPC left, BP joined. |In 1998, the group spent $12 million
studying the Asian market. However, the basic |andscape was
unchanged. In 1998 the Stranded Gas Act was structured for LNG
Modified a few years ago to include a pipeline project, it sets
out a process to try to comercialize the gas.

MR. MARKS noted the gas reserves tax has been characterized as a
way to take a 2x4 to the producers to get them to build a
pipeline, with the assunption they're not interested. However,
the producers have done quite a bit since 2000. In 2000- 2001
they put together a $125 mllion engineering study. Primry

however, has been setting up governnent franmeworks, establishing
the rules so those are known when they spend $25 billion. Since
2000 the producers have obtained federal enabling |egislation
from Congress, which set out a regulatory regine;, secured FERC
regul ati ons; received significant tax breaks; gotten the
Stranded Gas Act reauthorized; put in the Stranded Gas Act
application; and negotiated the Stranded Gas Act over the |ast
two years. Thus they've done quite a bit.

1: 30: 56 PM

MR. MARKS expl ai ned that nmeanwhile, since 1977, the gas has been
hard at work at Prudhoe Bay. The Alaska Ol & Gas Conservation
Comm ssion (AOGCC) estimates use of gas in Prudhoe Bay has
resulted in recovering another 3-5 billion barrels of oil; thus
25-50 percent of oil there is directly attributable to using
gas. If 4 Bcf of gas a day had been vacated beginning in 1977,
much less oil would have been produced. He opined that the
project didn't begin to nmake sense until 2000. Thus a GRT would
puni sh the producers for a "crime" they didn't commt or that
doesn't even exi st.

He discussed how the GRT may affect the project and why it was
addressed as it was in the contract. Starting January 1, 2007

any lease or unit with nore than 1 Tcf of gas - in a state unit,
on a lease in existence for at |east ten years - would pay about
$0. 03 per Mf. Leases that qualify are Prudhoe Bay and Point
Thonmson, and Kuparuk and Lisburne also have about 1 Tcf each.
It is predicted to cost the producers $1 billion a year. The
tax would stay in place until gas starts flowing into North
Anerica, perhaps 2016, after which there would be a credit for
past reserves-tax paynents, capped at 50 percent of the
production tax; that goes until 2030, at which tinme about 45
percent of the reserves tax would have been recovered.
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He pointed out if the project were delayed, that percentage
woul d be nuch less. The GRT would be front-end | oaded, whereas
recovery of the credit would be back-end | oaded. M. Marks said
even if the producers guaranteed 100 percent they'd build the
pipeline - which it doesn't make sense to do because of
contingencies relating to prices or costs - the GRT would be
unavoi dabl e. They'd even pay it while |laying pipe.

1:35:19 PM

MR. MARKS focused on how the gas reserves tax would affect the
producers. If oil pays for it and prices go back down to $15 a
barrel, they'd pay $1 billion in addition to the PPT tax that he
expressed hope would pass soon. What if gas pays the tax?
Taxes would be paid up front and, at nost, 45 percent would be
recovered | ater. Financially, the GRT would reduce the rate of
return and the net present value of the project by about one-
third. Financially, it equals a $2-per-mllion-Btu price
reduction or a $14-billion cost increase for the project.

He turned to how this would affect the investnent climate.
Leases in effect less than ten years wouldn't pay the gas
reserves tax. But until gas actually starts flow ng, when that
woul d happen isn't known. There is a risk that an explorer for
gas might find it and then be subject to the GRT if the project
were del ayed. Accordingly, M. Mrks put forth the belief that
exploration for gas would cease. The project needs about 50 Tcf
to be viable, and about 35 Tcf has been discovered. If there
cannot be exploration for the additional 15 Tcf before the open
season, the pipeline mght need to be scaled back, thereby
increasing the unit costs. Thus M. Mrks predicted there'd be
no exploration for gas until the pipeline started.

He also asked who'd look for oil, since gas mght be found.
M. Marks predicted a good chance that exploration would cease
entirely if the CGRT passed. He also warned if voters |ikew se
i nposed a reserves tax on heavy oil, investors could react to
this; it would punish conpanies if gas prices were very |low, for
exanpl e. It also would create a disincentive for the gas I|ine
if the state could just sit back and collect $1 billion a year

Furthernore, it could force the producers to rush the project,
with the incunbent risks of quality and cost control.

MR. MARKS referred to testinony by Dr. Pedro van Meurs and
Econ One that no other jurisdiction has had a structure |ike
this proposed reserves tax, which wll send a nessage
internationally and hence could cut investnment drastically. He
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said there are constitutional questions as well, which he
woul dn't go into because he wasn't a constitutional attorney.

He highlighted the Stranded Gas Act, reporting the contract
i mmuni zes the producers from paying it because of the effect on
the project's forward novenent as well as the necessity for

fiscal certainty for this project - the correct balance of
downsi de and upside risk and potential. If the upside is taken
away W th higher taxes, the symretry is thrown off bal ance. | f

ball ot nmeasures can conme in and raise taxes after the fact,
M. Marks said, there isn't fiscal stability; that is why it was
treated as it was in the contract.

1:40: 30 PM
SENATOR COWNDERY surm sed a GRT would result in a long delay and
| awsui ts. He al so asked what the price of gas would be after

the pipeline opens in eight or ten years and it brings |arge
anounts of gas to the M dwest nmarket.

MR. VAN TUYL responded that the price is unknowabl e, even a year
from now. The focus is on managing risks where possible,
including capital costs. However, the biggest cost to investors
like the producers is the governnment take, which requires a
fiscal contract to nanage. He recalled that was recognized by
the legislature in passing the Stranded Gas Act, which
establi shes a stable framework on which those investnents can be
made.

He predicted this Alaska gas pipeline project will conme as no
surprise; folks wll manage their gas purchase-and-sale
contracts to anticipate this gas, as when the |ast big pipeline,
the Alliance pipeline, cane to the upper Mdwest a few years
ago. He noted the North Anerican market is the biggest in the
wor |l d and grow ng.

He turned to the proposed reserves tax. Saying BP is serious
about going forward with an Alaska gas pipeline project, he
highlighted BP's activities, nmentioned by M. Mrks, as well as
attenpts relating to LNG in the 1980s. He also brought
attention to conments by BP chief executive office John Browne
in the Wall Street Journal in My. M. Van Tuyl agreed it was
good that BP wasn't selling gas when the market price was $2.00
or $2.50 but the cost to nmove it to market was greater than
that. Only since about 2000 have those conditions changed.

MR. VAN TUYL opined that a GRT is fundanentally bad policy,
contrary to the spirit of the Stranded Gas Act, which recognized
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the need for fiscal stability to attract investnent. | t
circunvents the process to nodify |ease contract; would penalize
investors even when performng exactly as the state would want

them to, advancing the project and spending billions of dollars
to bring this gas to market; is unprecedented worl dw de; would
send a real chill to investors; would signal an unpredictable,
unstable regime for investnent; and may result in an early
i mpai rment of Al askan assets. M. Van Tuyl reported having
figured it would provide 40 percent possible recoupnent, fairly
close to what M. Marks canme up wth. He cautioned this could

cripple the entire industry.

1:48: 36 PM

SENATOR HOLLIS FRENCH, Alaska State Legislature, asked about
indemmi fication provisions in the contract with respect to the
GRT. He surmi sed the state would be the guarantor or payor if
such a reserves tax were instituted.

DAN DI CKINSON, CPA, Consultant to the Governor, suggested
starting with the definitions in the contract. Noting "tax" is
defined in the May 24 version of the contract on page 60, he
said under (c) it is established to include a tax from an
initiative, and under (i) it includes a reserves tax. Article
11.2(c), page 214, tal ks about paynent obligations, saying each
partici pant accepts all taxes levied by the state on its oil-
and-gas-rel ated business activities in Al aska, except for those
six taxes identified in Article 11.2(a). It further says a
partici pant may exercise its exenptions under Articles 11.2(a)
by wi thhol ding paynent to the state, or by paying the tax and
obt ai ning rei nbursenent fromthe state under Article 22.

1:52:22 PM
MR. CLARK asked whether Senator French was asking about the
policy behind it, as well as the nmechani sm

SENATOR FRENCH answered it seens the contract exenpts the
participants from a GCRT. But if one is inposed, it allows them
to either not pay it or to ask the state to pay it instead. He
remenbered presentations indicating the GRT woul d take noney out
of the industry's pocket and put it in the state's.

MR DICKINSON recalled that M. Marks' discussion related to

what happens if there is a reserves tax but no contract. Thi s
woul d be a tax, but with an exenption under the contract.

SENATOR FRENCH asked whether the contract is viewed as providing
an indemification or nullification.
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MR. CLARK replied the admnistration sees it as an exenption.
He noted M. Marks had described what will happen to the project
if the GRT is in place. The contract protects the project from
that result. The reason relates to timng. Once this gets
unl eashed, a long period of litigation is envisioned about what
a reserves tax is or isn't, and the project would be harned,
i ncluding the econom cs and the investnment climate.

He specified if the contract is conpleted and the GRT passes,
the effect is this: If the producers don't advance the project
diligently, as prudent wunder the circunstances, and if the
project is termnated, then the GRT can go into effect, since

that exenmption wll no |longer apply. The adm nistration
believes this project is so critical to Alaska's future -
because a gas line would extend TAPS another 20 years, in
addition to the gas provided - that exenpting it from the

devastating effects of the GRT is appropriate state policy.
M. Cark surmsed the producers wuld cite the exenption,
rather than pay the tax and get reinbursed.

1:57: 07 PM

CHAI R SEEKI NS expressed grave concern about the GRT, that the
gas won't get to market but the reserves will be taxed forever.
He asked what an additional $6.5 billion in costs would do to

t he econom cs of the project.

MR. MARKS answered it would reduce the net present value by a
third - a nassive inpact.

MR. CLARK nentioned an analysis that the state would nmake nore
with a reserves tax than a gas line, $1 billion a year with the
former and $400-500 million a year with the latter.

2:01: 58 PM
M5. KING noted many believe a reserves tax will help nmake the
gas pipeline happen. She countered this by saying the fisca

contract, Article 5, is the mechanism by which all the parties
have agreed to diligently advance the project. Also disagreeing
the gas has been warehoused, she said gas at Prudhoe Bay has
been put to val uable use over the years. Prudhoe Bay produces a
ot of gas right now, as well as water. It is reinjected for
pressur e- nai nt enance purposes, which allows nore oil production,
and sonme is converted to NG&s and shipped south, generating
revenue for the state. Prudhoe Bay owners have invested
billions of dollars in gas handling over the years to enable
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additional oil. ConocoPhillips believes the GRT is unnecessary,
is unfair and would likely lead to litigation.

CHAIR SEEKINS opined that many legislators could support a

reserves tax that stacked up over tine if a gas line wasn't
built but that would be deferred if reasonabl e progress was nade
and would disappear once gas flowed. This particular GCRT,

however, as structured, would nmake it alnost inpossible to build
a delivery systemso the tax could then be discontinued.

2:06: 28 PM

VR. VAN TYLE, in response to Representative Rokeberg's
recollection of Dr. Pedro van Meurs' testinony, agreed the
proposed GRT could be tantanmount to nationalization, a taking.
M. Van Tuyl cautioned that it not only jeopardizes the gas
pi peline project, but also sends the nessage that this is an
unst abl e regine. He predicted "forever"” would be a very short
time. The industry wants to keep oil flowi ng down the pipe, as
does the state; it is inportant to stemthe decline. A reserves
tax creates an environnment with so much uncertainty that even
t he base investnent, year in and year out, would beconme suspect.

SENATOR BEN STEVENS directed M. Mirks to page 13 of the
docunent presented this norning, which speaks about unintended
consequences of a GRT, including the halting of oil exploration
because an expl orer who found gas woul d be subject to the tax.

MR. MARKS replied he isn't a geologist, but believes explorers
for hydrocarbons often don't know whether a prospect contains
oil or gas. Soneone drilling for oil who finds gas mght be
subject to this reserves tax. He surm sed a prudent person
woul dn't take that chance.

SENATOR BEN STEVENS suggested asking those who explore for oil
noting there'd be AOGCC regulations about when a well s
del i neated, for instance.

2:10: 17 PM
M5. KING agreed sonetinme explorers get a good view of whether
there is gas, but sonetines it isn't knowmn. Cearly, there is a

risk. Now i f soneone finds gas while exploring for oil, it is
effectively a dry hole. The GRT would create a liability in
that instance, putting additional risk on exploration. Wi | e

noting she couldn't conmment with respect to the AOGCC rules for
exploration, Ms. King said Prudhoe Bay and Point Thonmson owners
are conversing now with AOGCC to start the process for getting
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approved gas-offtake rates, in preparation for a potential gas
pi peline project. That process needs to be worked through.

SENATOR BEN STEVENS remarked this is the first tinme he has seen
docunentation that a GRT would penalize further exploration for
oil. The state is so dependent on oil for revenues and
enpl oynment, it is inportant for people to understand.

MR. CLARK agreed with a previous characterization from Dr. van
Meurs, that a GRT would be a self-inflicted wound, considering
what it would do to oil production.

MR. CGRIFFIN corroborated M. Marks' testinony, noting his own
background includes 25 years in Alaska's oil and gas industry,
much spent in exploration and exploration analysis trying to
find prospects and bring them to the draw ng board. He agreed
that with a GRT in place, explorers would be nuch less likely to
drill gas-prone prospects. The effect on oil would cascade
backwards to when a | ease was first put on the table.

CHAI R SEEKI NS wel conmed U. S. Senator Ted Stevens.

2:15:21 PM

U.S. SENATOR TED STEVENS began with an historical perspective
and then highlighted the enornmous gas potential in Al aska,
i ncl udi ng gas concentrates beneath the pernmafrost in the Prudhoe
Bay area and well as exploration in other areas such as the
Nat i onal Petrol eum Reserve-Al aska (NPR-A). He cautioned agai nst

del ays, saying the question is whether Alaska's gas gets to the
M dwest first with long-termcontracts, ahead of inported LNG

U.S. SENATOR TED STEVENS questioned how nany people would
consider investing in Alaska if the climate for investnent were
further confused by issues before the |egislature now He said
there is a national energy crisis, and the basic econom c future
is related to the availability of gas for increasing needs. At
the national level, the Alaska Natural Gas Pipeline Act of 2004
(ANGPA) was passed. Noting the federal governnent has studied
the feasibility of building that pipeline, he said the bulk of
gas to be produced will be on federal | ands.

2:24.55 PM

U.S. SENATOR TED STEVENS recalled when ANGPA passed, federal
agencies contacted him about a 44-nonth pre-permtting period;
added to the 18 nonths, it would be five years before they could
finish with an application for interstate transportation of the
gas. Until the owner of the property is wlling to have a
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transportation nechanism the federal governnent doesn't have
jurisdiction; it has jurisdiction over interstate novenent.
Thus a group was convened and a nenorandum of agreenent drafted
to coordinate activities and substantially reduce the tineg,
al t hough the actual tinme hasn't been determ ned yet.

He added if the legislature doesn't act this year, it wll be
another two years before that period can start, and seven years
after that to build the pipeline. At 83 years of age, he

expressed hope of seeing the pipeline constructed in his
lifetime. He proposed conmercializing gas concentrates as well,
but predicted unwillingness to put noney into that wthout a
pi pel i ne.

U.S. SENATOR TED STEVENS reported Qatar has the |argest known
supply of gas close to tidewater, and Russia has a great deal as
well; he'd hate to see the U S rely on Russia because its
pi peline was shut off in the Ukraine during a political dispute.
A supply of energy from Alaska is the safest for the U S He
predicted if Al aska doesn't act, the federal governnent m ght
sonmeday, with Congress taking over and telling the state how the
gas will be produced and delivered. He urged the state to
finish its work on the pipeline.

U. S. SENATOR TED STEVENS suggested putting aside politics and
deciding what's best for the state. Al though the state has a
role beyond all others in ternms of energy, he cautioned that
there is a tinmefrane for resources. They won't be as val uable

someday. The future for Alaska's energy is the next 50 years
he predicted, urging legislators to cone together now for this
proj ect. He again proposed that the federal governnment wll

take action if this doesn't happen.

2:36:47 PM

CHAI R SEEKI NS recapped today's discussion of the GRT initiative.
He requested an opinion on its effect on exploration,
devel opnment and the potential for building a pipeline.

U.S SENATOR TED STEVENS questioned how realistic the $1 billion
is. He agreed there would be extended litigation. Wy add a
delay? And why do it now, when the producers say they're ready
to nove forward? He again expressed concern that investors
m ght |eave if burdens are added. He also recalled California's
gas had been flared, whereas in Alaska a |aw was passed and so
the gas was put back into the ground and stored. As for the
state's building the pipeline by itself, it would cost nore than
the permanent fund. Wy do that if others are willing to put up
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capital ? He acknow edged this should be regulated to protect
the environnment and assure a fair rate of return. He reiterated
that the future is mainly on federal |ands, not state |ands.

2:40: 28 PM
REPRESENTATI VE SAMJELS reported having received figures that
show the follow ng: Al other things equal, a two-year delay

requires a tax rate of 9.25 percent, 25 percent above the
7.25 percent Governor Mirkowski negotiated, to obtain the sane
anount of noney. A three-year delay requires an 11 percent
rate, alnost 50 percent nore. This is the cost of delay on a
net - present - val ue basi s.

U S. SENATOR TED STEVENS responded that one thing in the works
would allow states a portion of revenue from the CQuter

Continental Shelf (QOCS). That hasn't been the case so far,
al though Al aska gets a portion of royalties from sonme |ease
bonuses. The bulk of future revenue will be from royalties.
The sooner that starts, the nore it accumul ates. He expressed

commtnment to reducing the federal-related tinme as nuch as
possi bl e, as was done with TAPS for oil.

2:44: 02 PM

SENATOR BEN STEVENS reported having recently |earned FERC has
issued permts for two new LNG termnals and the reconstruction
of three nore, and there are other applications. He asked:
What does Congress anticipate with respect to additional LNG
termnals? And with increasing novenent of LNG using tankers,
will Congress seek to nodify the Jones Act or provide exenptions
to allow the carrying of LNG?

U S. SENATOR TED STEVENS answered that the Jones Act was perhaps
the second Act ever passed by Congress. He didn't foresee a
permanent waiver for anyone, although he recalled a tenporary
one. The basis of the Jones Act was to ensure that the country
can build its own ships as a matter of defense. He surm sed
that Act would be mamintained. As for problens relating to LNG
he said those have been acute, and an offshore super port
concept had been proposed.

He highlighted problenms with locating regasification facilities
onshore and construction of cryogenic tankers. He said LNG can
come in easily from other countries on foreign-built ships, but
cannot be transported within the country on such ships. Thus
LNG from other countries will conme in easily and won't require
cryogeni c tankers.
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2:48: 30 PM
CHAI R SEEKI NS asked whether the federal governnent had concerns
about its taking gas in kind.

U S. SENATOR TED STEVENS noted taxes cannot be taken in kind
whereas royalties can. It is a good option that enhances a
state's ability to ensure developnment of facilities within the
state that could utilize the gas. He predicted with Alaska's
gas potential there will be a substantial industrial base in the
state. Current markets are for consunption and agriculture, for
exanpl e. It is a very good narket. He said gas prices wl
follow oil prices, which he surm sed would continue to rise.

2:51: 03 PM

SENATOR BEN STEVENS asked how Congress views an "over the top"
pipeline route that could tie in with the Mickenzie Delta
project in Canada.

U S. SENATOR TED STEVENS recal | ed having commented that building
a pipeline across ANVMR would be like putting sonething across

the Mona Lisa - it wouldn't be allowed unless offshore, which he
bel i eved was explored once. He reported having tal ked | ast week
to Canadians, including officials and nenbers of parlianent,

who' d assured himthey were ready to build a connective pipeline
to Alaska, although they were having sone difficulty wth
respect to the Mackenzie Iine. He noted it still hasn't been
resolved as to whether the Mackenzie pipeline will be built
before Al aska's.

He concluded that he didn't see any reason for using that route.
Wth Alaska's gas potential, he opined a line should cone down
near the Railbelt, and ultimately there should be a line to this
ar ea. Furthernore, he predicted a gas |line would turn sone
community into an industrial conmunity. Uging legislators to
consi der the trenendous volune of gas, he highlighted devel oping
the technology to commercialize it.

2:54:10 PM
REPRESENTATI VE SAMUJELS asked: If there is a delay by the
| egislature, how wll that affect support on other Al askan

issues relating to fish and ganme or ANWR when M dwestern
Senators have to talk to their constituents about the price of
fertilizer, for instance?

U. S. SENATOR TED STEVENS replied the feeling already exists that

there is a delay. He surm sed there'd be substantial noney
received for developing oil and gas in the next 50 years. Now
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that prices are good, he surmsed the state will be held to

answer if there is delay. He also surm sed any federal Act
proposed to take control of this gas would end up in court. He
pointed out that this gas has already been produced and then
stored. It's only stranded because there isn't a pipeline.

Thus it isn't the sane question normally faced by Congress. He
reiterated his belief that the federal government has the power
to demand that this gas be noved in the national interest.

2:57:42 PM

MR. CLARK agr eed. Recappi ng di scussion of the proposed GRT, he
said developing the gas line is the single npost inportant thing
to do for the state, since it allows extending the life of the
oil field, giving time to develop technology for heavy oil as
well as fill the gas I|ine.

U S. SENATOR TED STEVENS characterized the GRT as a fine that is
unconstitutional and unsound, since the gas has been stored and
this would put a penalty on it because it hasn't been noved.

MR. CLARK said the adm nistration has a signable deal as far as
the producers and the state are concerned, except for possible
adj ust mrents because of concerns raised by the public and the
| egi sl ature. There needs to be legislative approval to realize
that deal. He said the prize is so big, equivalent to
25 billion barrels of oil. He agreed with the need to set aside
ot her considerations and realize this is for the future.

3:02: 06 PM

U S. SENATOR TED STEVENS highlighted the state constitutional
question of contract approval by the |legislature. He noted
Congress, according to Suprene Court opinion, cannot interfere
with signing of a contract by the executive branch. He said
he'd rather there be conpliance with current |aw than have it
chal | enged, however. He cautioned that in a climte Ilike
Al aska's, where costs are high and unpredictable, the ultinmate
cost of the gas pipeline isn't known. Whet her future
devel opnment involves NPR-A ANWR, gas concentrates, the tota
OCS and so on, it will require a trenmendous investnent. | f
actions cool the investnent climte, he predicted such
devel opnent won't be seen in legislators' lifetines.

3:04:39 PM

CHAI R SEEKINS indicated the Senate Judiciary Standing Comm ttee,
which he chairs, had targeted the ~constitutionality of

| egi sl ative approval of the contract, and nothing could be
determned with respect to the state aw. The question remains.
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SENATOR CONDERY related a conversation with someone in Kentucky
who'd said nuch of the pipe for TAPS cane from there. He al so
recal | ed di scussi ons about a shortage of steel.

uU. S SENATOR TED STEVENS  highlighted planned pipelines,
including one from Russia to China. As for flat steel, he
opined that rolling the pipe in Alaska is being |ooked at.
Furthernore, while it is possible to get in line now for pipe in
eight years, a two-year delay mght preclude it, since nobody
will put noney down for pipe until the adm nistrative process is
over, federally and in Al aska. He reiterated the need to
shorten that tine, adding he isn't critical of the delay so far.
He noted Congress w il demand the sanme kinds of information
demanded thus far by |egislators.

SENATOR BEN STEVENS asked if the Canadians are waiting for
execution of the contract so negotiations between Canada and
Al aska can begin.

U S. SENATOR TED STEVENS said he'd interpreted the nessage as
readi ness and willingness to nmake the conm tnents necessary, and
that, barring a delay, its pipeline wuld be ready to take the
gas whenever Al aska's pipeline reached the border.

SENATOR BEN STEVENS asked the producers if the next step after
execution of the contract is negotiations with Canada.

MR. McMAHON, ExxonMobil, responded that the next step is the
begi nning of the project plan, which will have nyriad activities
such as engineering and access to lands, including regulatory
permts for Canada and Al aska. Interfacing with the Canadi ans
will begin soon after the contract is executed. They will get
the applications to FERC and to Canada's National Energy Board
(NEB) ready at the sane tine.

U.S. SENATOR TED STEVENS said the Canadians are willing to talk
about tinmeframes and specific dates for conpletion.

3:10: 54 PM

SENATOR BEN STEVENS suggested differentiating between the
Canadian officials or regulatory agencies just discussed and a
Canadi an partner. For instance, TransCanada had subnmitted an
application and stated readi ness to begin negotiations.

MR. McMAHON noted the current proposal is for ExxonMbil, BP,
ConocoPhillips and the State of Alaska to construct this
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pipeline in Al aska and Canada. It will go from Alaska to

Al berta and as far as needed to get to a petrol eum market. He
expressed openness to talking with TransCanada if that conpany
can denmonstrate it will add value to the process.

SENATOR BEN STEVENS sunmarized that negotiations need to take
pl ace between the governnments and their regulatory agencies.
But if a comrercial Canadian proposal will add value, it will be
entertained but isn't necessary for FERC sancti oni ng.

MR. MMAHON agreed, stating his belief that NEB s process is
open and available to all who want to propose a pipeline.

3:14: 40 PM

SENATOR WAGONER recal l ed that TransCanada clainmed it has rights-
of -way, except in a few areas, through the First Nations. He
asked whether the line would be built wthout TransCanada's

cooperation or if the rights would be purchased fromthem

MR. VAN TUYL replied under the NEB process it's market-based.
Any project sponsor that can denonstrate public need of
conveni ence and necessity can permt a project. He noted BP
neets reqgularly wth TransCanada. He agreed any party that
could add value and assunme its share of the risk would be
wel cone. He opined that in the NEB regulatory process there
isn't a problem with obtaining a right-of-way. The Canadi an
government has fornmed a federal working group to coordinate with
various entities; NEB is part of that, along with First Nations
representatives, to ensure the process can be conpleted within
t he sane wi ndow - about 20 nonths - as the U S. federal process.

3:16:43 PM

CHAIR SEEKINS highlighted discussions about whet her an
i ndependent owner of the gas pipeline would provide better
access to independent conpanies, and the possibility that
producer - and-state ownership lends itself to "basin control."

U S. SENATOR TED STEVENS replied there are no independent
producers right now. Sonme are exploring. As for the charge to
transport gas from another source through that pipeline, he
opined that during the period when the cost of the pipeline is
being repaid, the difficulty is giving up a portion of that
capacity and getting paynent for transporting gas that won't be

contributing to the repaynent of the cost. Surmising this is a
subj ect for negotiation, he reported having had di scussions with
i ndependents and the producers about it. He opined that a

contract provision discusses this, but doesn't solve the
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guestion if an independent producer has substantial quantities

of gas that conme on board. Noting it will have to be worked
out, he said there is a FERC nechanism he surm sed FERC would
have jurisdiction to determne that. This isn't a conmon-

carrier pipeline per se, but there would have to be provisions
for transporting gas that was avail abl e.

MR. CLARK agreed. He added at an appropriate point the
admnistration wants to put before the legislature an upstream
contract which provides that any explorer who finds gas and
takes an FT commtnent in any open season - and thus is wlling
to take a reserve charge to get the gas to market - will get the
sanme fiscal stability ternms as the producers. Furt her nor e,

| egislation that the adm nistration proposes would offer fisca

certainty, so there'd be the sane certainty about upstream costs
or taxes as the producers would get. This is what the
admnistration is proposing to address the point U S. Senator
Ted Stevens just nade.

U S. SENATOR TED STEVENS concluded by saying tine is of the
essence. He suggested reading the U S. Vice President's letter
to the House and Senate, especially the |ast paragraph, which
tal ks about securing cooperation from Canadi an counterparts and
conveys the urgency; he said this reflects the feeling received
from everyone he has dealt with at the federal Ievel. He then
read a note from his own assistant that said FERC has been
nmeeting with NEB, and that the producers are pushing to use NEB
since Canada wants the process under the Northern Pipeline Act.
The concern is whether there'd be a delay under the NEB process.
He surm sed the federal agencies would work this out along with
the producers as the pipeline noves through Canada. He surm sed
the interest shown by the Canadian parlianent in taking the trip
| ast week indicates a sense of urgency in Canada as well.

The comm ttee took an at-ease from 3:23:29 PMto 3:52: 07 PM

MR. DI CKI NSON di scussed fiscal certainty for oil. He suggested
| ooking at 1973-1981, when Alaska's oil econonmy changed from
being based in Cook Inlet to the North Slope. In 1973 a
statewide property tax was enacted for oil and gas property.
For the oil and gas production tax, in 1977 the maxi mumrate was
12.25 percent, raised to 15 percent in 1981. For incone tax,
Al aska switched in 1978 to becone a separate-accounting state
and in 1981 sw tched back. In 1980 Al aska also repealed the

personal income tax. Thus the main source of revenue within the
state's fiscal systemwas changed to be oil and gas.
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He addressed the question of a 30-year period of fiscal

stability for oil, the tinme agreed to during negotiations.
M. D ckinson explained that 30 years approximates the first two
phases of the gas project: 1) the time to put the pipeline

together before commercial operations comence; and 2) the
period of the first FT commtnents, which underwite the project
and could be as short as 15-20 years. Wile in 1988 oil was at
200 million barrels, today it is about 875,000 barrels a day and
may decline to half that in 30 years. The desire was to avoid
having oil-related rules changed |ater on. The first 30 years
of the gas project would be the nost crucial for this stability.

MR. DI CKI NSON hi ghlighted conpounding interest, giving details
on the calculations and saying the nunber of years is critical
One legislative directive in the Stranded Gas Act was to back-
end | oad when possible, noving paynents fromthe front years to
t he end. A shorter fiscal-stability period changes the effects
of this. Production facilities would produce both gas and oil
with the sanme fiscal-stability period as the gas line, 35 years.
For an oil facility Ilike TAPS, fiscal stability has been
proposed at 30 years, with an inflator built in.

He recalled when he asked to beconme the division's director
ei ght years ago, the enphasis was that conflicts shouldn't build
to the size they had. M. Dickinson said the fiscal contract
tries to resolve problenms up front, recognizing some conflicts
may be arbitrated. He enphasized that the state will be getting
the percentage it believes it should get; opined that 30 years
is appropriate; expressed the administration's comitnent to the
fiscal ternms negotiated; and conveyed the intention not only to
educate the public about the 30 years, but also to hear the
public's concerns, which requires a |ot of back and forth.

4:04: 35 PM

MR DICKINSON referred to yesterday's discussion of a state
Senate proposal during the first special session. It sets up
three periods. The first is prior to project sanctioning,

during which the rule of law renmains and the contract doesn't
dictate the fiscal terms, but just refers to the PPT, AS 43.55.
There is no overriding fiscal stability. The second is fromthe

start of sanctioning, 14 years during which the gas line is
built as well as early years of shipping gas. During this tineg,
the contract dictates terns for oil under AS 43.56 and nore

general terns for the gas line.

He noted the third period still has stability for oil, but
focuses on the outcone. The purpose isn't to allow changes in
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the tax system to derail the project. If a change in this
period alters the economc value, arbitration can be used to
renegoti ate. As long as the original deal is preserved, other
changes can occur within the fiscal structure. Thus it is an
alternative suggestion for providing fiscal stability.

MR. DI CKINSON highlighted the issue of a paynent in lieu of
taxes (PILT) to replace the corporate incone tax. He said it
seens there are areas where the state could get aggressive and
that lots of noney could turn on it. Providing details, he
characterized this as a new way of interpreting fisca
stability, using different tools to achieve the sanme result.

4:10: 56 PM
MR. VAN TUYL agreed fiscal stability is «critical to the
contract. It's the core principle behind the Stranded Gas Act,

and BP believes it extends to both oil and gas, from not only
the Act, but the nature of business on the North Slope, given
that oil and gas are inextricably |inked. Commtnent to a gas
pi peline project necessarily means commtting to maintain all
those facilities and to produce oil and gas for decades. Hi s
conpany is keen to do that, but knowing the rules. This concept
of long-term fiscal stability on both oil and gas is used in
agreenents worl dwi de to support nega-projects. Thus BP believes
the contract |anguage is appropriate and essential to allow the
project to nove forward and to attract the investnent.

4:12: 41 PM

SENATOR STEDVAN noted page 73 of the FIF shows cash flows for
oil and gas, with oil seemngly favored in terns of val ue. He
said he could understand wanting a stable tax regine for oil,
even though the objective is a gas line.

AN UNI DENTI FI ED SPEAKER predi cted gas revenues will be nore than
oil revenues on a discounted basis.

SENATOR STEDVMAN suggested soneday people will |ook at huge cash
flows from the gas |line, wondering about the governnent share
Simlarly, today's governnment take from Prudhoe Bay m ght be
t hought too | ow, whereas in the late 1960s there woul d have been
a whole different risk profile.

CHAI R SEEKINS confirmed that Donald Shepler and Jim Eason, who
were on teleconference, had no coments to add. He noted Rick
Har per and Steve Porter had been on tel econference as well. He
di scussed the conmittee's schedul e and t hanked parti ci pants.
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There being no further business to cone before the commttee,
Chair Seekins adjourned the Senate Special Committee on Natural
Gas Devel opnent neeting at 4:24:09 PM
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