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PO Box 71267

Fai r banks, AK 99707

PCOSI TI ON STATEMENT: Present ed background on AGPA and the basis
for its LNG pl an.

Bl LL WALKER, Ceneral Counsel and Project Manager

Al aska Gasline Port Authority

411 4th Avenue, Suite 200

Fai r banks, AK 99701

POSI TI ON STATEMENT:  Provi ded an overview of the AGPA pl an.

RADOSLAV SHI PKOFF, Director

Greengate LLC

2001 L Street NW Suite 901

Washi ngton, DC 20036

POSI TI ON STATEMENT: Presented an econom ¢ anal ysis of the AGPA
pl an.

DAVI D VAN TUYL, Comrerci al Manager

Al aska Gas G oup

BP

Anchor age, AK

PCOSI TI ON STATEMENT: Testified agai nst Anendnent 7 to CSSB 3002.

VENDY KING Director of External Strategies

ANS Gas Devel opnent Team

ConocoPhi |l l'i ps Al aska, Inc.

PO Box 100360

Anchorage, AK 99510

POSI TI ON STATEMENT: Testified agai nst Anendnent 7 to CSSB 3002.

MARK NELSON, Conmerci al Negoti ator
ExxonMbbi |
PCOSI TI ON STATEMENT: Testified agai nst Anendnent 7 to CSSB 3002.

JI M CLARK, Chief Negoti ator

O fice of the Governor

PO Box 110001

Juneau, AK 99811-0001

PCOSI TI ON STATEMENT: Provi ded sectional analysis of CSSB 3002\ F.

JOSEPH K. DONCHUE
Preston Gates & Ellis
Counsel to the Governor
O fice of the Governor
PO Box 110001

Juneau, AK 99811-0001
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PCOSI TI ON STATEMENT: Provi ded sectional analysis of CSSB 3002\ F.

DAN DI CKI NSON, CPA

Consul tant to the Governor

O fice of the Governor

PO Box 110001

Juneau, AK 998811-0001

PCSI TI ON STATEMENT: Provided clarification of Section 5 of CSSB
3002\F. Testified against Anmendnment 12 (fourth amendnent to
Version F).

ACTI ON NARRATI VE

CHAIR RALPH SEEKINS called the Senate Special Committee on
Nat ural Gas Devel opnment neeting to order at 9:34:36 AM  Present
at the call to order were Senators Fred Dyson, Bert Stednman,
Gary WIken, Thomas Wagoner, Ben Stevens, Kim Elton, Lyman
Hof fman, and Chair Ral ph Seekins; Senators dson, Geen and
Kookesh arrived shortly thereafter, and Senator Bunde arrived as
the neeting was in progress.

SB 3002- STRANDED GAS AMENDMENTS

9: 35: 38 AM
CHAI R SEEKI NS announced SB 3002 to be up for consideration. He
said that he would like to correct Amendnent 5, which was

adopted 08/01/2006, and asked if the nenbers had other
amendnents to offer.

9:36: 22 AM
SENATOR BEN STEVENS said that he had a new anendnent and a
revi sed Anendnent 2.

The commttee took an at-ease from 9:36:46 AM to 9:40:48 AM to
copy and distribute the anendnents.

CHAIR SEEKINS renminded the conmttee that Anendnent 5 was
anended to add two subparagraphs, one referenced traversing |and
beneath navigable waters, and the other entering Canada at any
poi nt north of 64 degrees.

He noved to rescind the conmmittee's action of 8/1/06 in adopting
Amendrment 5 as anmended. There being no objection, it was so
or der ed.

CHAI R SEEKI NS of fered Anendnent 5A, which read:
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NAVENDVENT 5A

Sec. 43.82.100. Qualified project.

Based on information available to the conm ssi oner,
t he comm ssioner may determ ne that a proposal for new
investnment is a qualified project under this chapter
if the project
(1) principally involves
(A) the transportation of natural gas by pipeline to
one or nore markets, together with any associ ated
processing or treatment;
(B) the export of liquefied natural gas fromthe state
to one or nore other states or countries; or
(© any other technology that comercializes the
shi pnent of natural gas within the state or fromthe
state to one or nore other states or countries;
(2) would produce at |east 500, 000, 000, 000 cubic feet
of stranded gas within 20 years fromthe comencenent
of commerci al operations; [AND]
(3) is capable, subject to applicable comrercial
regul ati on and techni cal and econom c consi derati ons,
of making gas available to neet the reasonably
foreseeable demand in this state for gas within the
econom c proximty of the project; and
(4) no project may be considered a qualified project
under this chapter if the pipeline to transport
natural gas fromland within the Prudhoe Bay oil and
gas | ease area follows a route that:
(1) traverses | and beneath navigable waters (as
defined in section 2 of the Subnmerged Lands Act
(43 U.S.C. 1301)) beneath, or adjacent shoreline
of, the Beaufort Sea; or
(2) enters Canada at any point north of 64
degrees north |atitude; and

There being no objection to adopting Anendnent 5A it was so
or der ed.

The comm ttee took an at-ease from 9:42:51 AMto 9:49: 35 AM

CHAI R SEEKI NS announced that Senators Donny O son, Lyda G een
and Al bert Kookesh had joi ned the neeting.

9: 50: 58 AM

SENATOR BEN STEVENS offered Amendnent 8 and objected for
di scussi on purposes:
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~AVENDVENT 8

Del ete “30”
| nsert “60”

In the foll ow ng section:

Sec. 43.82.430. Final findings, determnation,
and proposed anendnments; execution of the contract.
(a) within [30] 60 days after the close of the public
comment period under AS 43.82.410(4), the conm ssioner
of Revenue shal

He explained that it is an extension of the ampunt of time in
the Al aska Stranded Gas Devel opnent Act (ASGDA) from 30 to 60
days for the conm ssioner to assenble the final fiscal interest
finding and determ nation.

SENATOR BEN STEVENS renoved his objection and noved to adopt
Amrendnent nunber 8.

9:52: 37 AM

SENATOR WAGONER said he has no objection to the anendnent, but
is not ready to vote on the Stranded Gas Act as anended. He
wondered if it mght behoove the comrittee to handle this matter
differently.

SENATOR DYSON asked whet her Senator Wagoner was suggesting that
Amendnent 8 becone a separate bill

SENATOR WAGONER pointed out that would ensure that the
conmi ssioner is allowed the additional 30 days.

9:53: 51 AM
CHAI R SEEKINS said that m ght be a point for further discussion;
but he wanted to vote on Anendnent 8 to SB 3002 at this tine.

9:54:39 AM

CHAIR SEEKINS asked if there were any objections to the notion
to adopt Anmendnent 8 to SB 3002. There being no objection, the
notion carri ed.

9:54: 50 AM

SENATOR BEN STEVENS noved to adopt Anmendnent 7, and objected for
di scussi on pur poses:
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A AVENDMVENT 7

Page 7, lines 3-12
Delete all material and insert the follow ng new
material in its place:

Sec. 12. AS 43.82.270 is anended to read:

Sec. 43.82.270. Project plans and work
commi tnents. A contract under AS 43.82.020 nust
i ncl ude provisions for inplenentation of the qualified
project plan approved under AS 43.82.140, as may be
nodified as a result of the devel opnment of a contract
under this chapter, and provisions for updating the
pl an at reasonable intervals until the commencenent of
comerci al operations of the approved qualified
project. The conmm ssioner of revenue, in consultation
with the comm ssioner of natural resources, may, as a
termin a contract under AS 43.82.020, include work
commtnments or other obligations in the contract to be
acconpl i shed before the comencenent of commerci al
operations of the approved qualified project. A
m ni mum proj ect expenditure comm tnent shall be
included in a contract under AS 43.82.020 that neets
the requirenents set out in (b)-(d) of this section.
Sec. 13. AS 43.82.270 is anended by addi ng new
subsections to read:
(b) The sponsors of the Al aska H ghway Natural Gas
Pi peline Project shall incur a m ni num of
$1, 500, 000, 000 in project expenditures beginning with
the date the contract is fully executed by the parties
and continuing until Decenber 31, 2010. The project
expenditures required by this subsection nust be
necessary to finance the planning and permtting phase
of the project |leading up to the decision on ful
proj ect funding. The sponsors shall allocate and incur
expenditures regularly throughout the period covered
by the m ni num expenditure conmtnent. |If the
conmi ssi oner of natural resources determ nes that a
sponsor breached m ni num expendi ture conmm t nent
i nposed by the contract, the unexpended bal ance of the
expenditure obligation attributed to that sponsor
shall be paid to the state treasury.
(c) The sponsors shall establish an escrow account,
letter of credit, or other formof financial security
satisfactory to the conm ssioner of revenue to cover
the m ni num proj ect expenditure commtnents inposed in
(b) of this section.
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(d) The sponsors shall provide the commi ssioner of

natural resources with an expenditure report at the
end of each nonth containing enough information to

permt an audit of conpliance with the expenditure

commtnents inposed in (b) of this section.

Renunber renai ni ng sections.

He explained that the intent of this anendnment is enbodied in
Section 13, subsection (b), which requires that, upon execution
of a contract between the sponsor group and the state, a $1.5
billion account shall be funded to cover all prelimnary front-
end engineering design work and permtting costs. That account
shall stay in existence for approximately 40 nonths fromtinme of
execution, wuntil 12/31/2010. At that time, if the project has
not noved to full project funding and the conmm ssioner
determ nes that there is a breach in the process to that point,
t he bal ance of the account shall revert to the state treasury.

9:57. 44 AM

SENATOR DYSON said he wanted to hear from the producers and/or
the state’s consultants on the issue before voting on it. He
also wanted to set forth sone performance deadlines such as
dates for filing the Environnental Inpact Statenment (EI'S) and
for an open season.

9:58: 52 AM

SENATOR ELTON asked Senator Stevens if the sponsors would apply
to the conmssioner for reinbursenent of expenses from the
escrow account that Anmendnent 7 creates.

SENATOR BEN STEVENS said that is correct. Al front-end
engi neering and design work would be credited to that account.
The comm ssioner and the parties to the contract would have to
approve those expenditures to ensure that they fall wunder the
contract before funds woul d be di sbursed.

He added that the State has already set aside $300 mllion for
that purpose in the Al aska Housing Finance Corporation (AHFC)
account .

CHAIR SEEKINS likened it to an earnest noney account that is
drawn down for project expenditures.

SENATOR BEN STEVENS agr eed.

10: 00: 31 AM
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SENATOR W LKEN offered Anmendnent 1 to Amendnent 7. He proposed
that |anguage be inserted in Section 13, line 9, after the word
“resources”, so that line would read “comm ssioner of natura
resources, with the concurrence of the comm ssioner of revenue”.

He objected for discussion purposes, and explained that these
would be weighty decisions that should be shared across
agenci es.

SENATOR BEN STEVENS said he had no objection to that.

CHAI R SEEKINS asked for further objections to Amendnent 1 to
Amendnent 7.

10: 01: 40 AM
SENATOR GREEN i nquired about any inpacts that the commttee may
not have consi dered.

CHAI R SEEKI NS said he woul d ask

10: 02: 38 AM

SENATOR STEDVAN asked if it is correct to infer from Section 13,
subsection (c) that the account does not have to be funded; it
is sufficient that the full faith and credit of the corporation
be behind expenditures up to $1.5 billion.

SENATOR BEN STEVENS answered that he is correct; a cash deposit

is not required. Each party would have to put up a letter of
credit equal to its participation, and those letters of credit
woul d be drawn upon as expenses are incurred. |If a sponsor were

found in breach of its duty to execute, the unexpended bal ance
of the obligation attributed to that sponsor would be called to
the state treasury.

CHAI R SEEKINS noted that it is not a drawdown account.

SENATOR BEN STEVENS agr eed.

SENATOR STEDVAN asked for confirmation that there would be no
initial cash call of $1.5 billion on the participants.

SENATOR BEN STEVENS answered that one could view it as "upon
execution” the parties agree to spend $1.5 billion by the end of
2010.

CHAI R SEEKI NS asked what happens if the noney is not spent by
Decenber 31, 2010.
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SENATOR BEN STEVENS replied that the remaining bal ance would be
paid to the state.

SENATOR STEDVAN prefaced his question by saying that a
consi derabl e anount of noney has already been spent. He asked
how t he “l ook back” would be dealt wth.

10: 05: 11 AM
SENATOR BEN STEVENS referred to the first sentence of subsection
(b), which reads, “The sponsors of the Al aska H ghway Natural

Gas Pipeline Project shall incur a minimum of $1.5 billion in
project expenditures beginning with the date the contract is
fully executed by the parties and continuing until Decenber 31,
2010.”

10: 05: 24 AM

SENATOR DYSON recommended that the committee delay a vote on
this anmendnent for a couple of hours, until the producers and

the adm nistration’s consultants have had sone tinme to | ook at
it.

SENATOR BEN STEVENS said he knows the producers’ response wil
be “no”; every substantive amendnent the conmttee has put
forward to the stranded gas act has been nmet with a resounding
“no”. He said that there should be a conmtnment to perform |If
the sponsors want to drag their feet, there is $1.5 billion on
the |ine.

CHAIR SEEKINS clarified that, if the state has a $300 million
coormitment, the three sponsors have $1.2 billion on the line
bet ween t hem

SENATOR BEN STEVENS said that’'s right.

SENATOR DYSON said that he was inpressed by sone of the
producers’ testinony yesterday and still wants to hear from them
bef ore voting.

CHAIR SEEKINS assured him that the commttee would hear from
t hem

10: 08: 10 AM

SENATOR ELTON said he would also like to hear from M. Joseph
Donohue whether, if there were an issue about paynents under
this anendnent, it would go to the contractual di sput e

resol uti on process.
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SENATOR STEDVAN pointed out that the state has already put

its portion of $300 mllion.

10: 09: 44 AM

CHAI R SEEKI NS wel coned forner Governor Hickel.

10: 10: 12 AM

CHAI R SEEKI NS noved to table Arendnent 7.

SENATOR BEN STEVENS obj ect ed.

CHAI R SEEKI NS announced Anendnent 7 woul d be set asi de.

10: 10: 33 AM

up

SENATOR BEN STEVENS noved to w thdraw Anendnent 2 and re-offer

it

in a new form as Amendnent 6. There being no objection,

was so ordered.

10: 10: 53 AM

it

SENATOR BEN STEVENS noved to adopt Anendnent 6 and objected for
di scussi on purposes.

N AVENDVENT 6

Page 1, line 3, followng “terns;”:

I nsert “providing for an advisory vote,treatnent of
certain laws, and approval and ratification regarding
a stranded gas fiscal contract;”

Page 8, following line 8:
Insert new bill sections to read:
“*Sec. 14. AS 43.82.430(b) is anended to read:
(b)After considering the material described in
(a) of this section and securing the agreenent of
the other parties to the proposed contract regarding
any proposed anendnents prepared under (a) of this
section, if the conm ssioner determ nes that the
contract is in the long-termfiscal interests of the
state, the commi ssioner may execute [ SHALL SUBM T]
the contract [ TO THE GOVERNCR] .
Sec. 15. AS 43.82.430(c) is anended to read:
(c) The comm ssioner’s final findings and
determ nation under (a) of this section and deci sion

regardi ng whether to execute the contract under (b)
of this section are final agency deci sions under
this chapter
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Sec. 16. AS 43.82.440 is anmended to read:

Sec. 43.82.330. Judicial review. An [A PERSON MAY
NOT BRI NG AN] action challenging the constitutionality
of a law authorizing a contract devel oped under this
chapt er [ ENACTED UNDER AS 43. 82.435] or the
enforceability of a contract executed under a process
authorized by [A] |aw may not be brought [ AUTHORI ZI NG
A CONTRACT ENACTED UNDER AS 43.82.435] unless the
action is coomenced within 120 days after the date
that the contract was executed by the state and the
other parties to the contract.”

Renunber the followi ng bill sections accordingly.

Page 11, |ine 30:
Delete all material and insert the foll ow ng:
“*Sec.23. (a) AS 43.82.435 is repeal ed.
(b) AS 43.82.445 is repealed. *

Page 11, followi ng Iine 30:

Insert new bill sections to read:
“*Sec. 24. The uncodified |law of the State of
Al aska i s anended by adding a new section to
read:

APPROVAL AND RATI FI CATI ON. Not wi t hst andi ng
AS 43.82.435, repeal ed by sec.23(a) of this Act,
the provisions of the Al aska Stranded Gas Fi scal
Contract between the State of Al aska and BP
Expl orati on (Al aska) |ncorporated, ConocoPhillips
Al aska, Incorporated, and ExxonMbil Al aska
Production, Incorporated, as anended to conform
to the provisions of the Act, are approved, and
t he process and procedures followed in
formulating that contract are ratified.

*Sec. 25. The uncodified | aw of the State of
Al aska i s anended by adding a new section to
read:

SUSPENSI ON OF OTHER LAW The provi si ons of
the Al aska Stranded Gas Fiscal Contract between
the State of Al aska and BP Expl oration (Al aska)
| ncor porated, ConocoPhillips Al aska,
| ncor porated, and ExxonMobil Al aska Producti on,
| ncorporated, as amended to conformw th the
provi sions of the Act, are effective
not wi t hst andi ng the provisions of any other |aw,
i ncludi ng AS 43. 82. 200-43. 82. 270. Any
i nconsi stency between the Al aska Stranded Gas
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Devel opnent Act (AS 43.82) and the fisca
contract executed under AS 43.82 are cured and
aut hori zed by this section.

*Sec. 26. The uncodified | aw of the State of

Al aska i s anended by adding a new section to
read:

ADVI SCRY VOTE. At the 2006 general election
to be held on Novenber 7, 2006, in substanti al
conpliance with the election |aws of the state,
the |ieutenant governor shall place before the
qualified voters of the state a question advisory
to the governor and the comm ssioner of revenue.
Not wi t hstandi ng other laws relating to
preparation of the ballot proposition, the
guestion shall appear on the ballot in the
follow ng form

QUESTI ON
Shal | the comm ssioner of revenue sign and nmake
bi ndi ng upon the State of Al aska the Al aska
Stranded Gas Fiscal Contract between the State of
Al aska and BP Expl orati on( Al aska) I ncor por at ed,

ConocoPhi |l I'i ps Al aska, Incorporated, and
ExxonMbobi | Al aska Production, |ncorporated?

Yes [ ] No [ ]~
Renunber the followi ng bill sections accordingly.

Page 12, line 7:
Del ete “Sections 2-14 and 17-20”
I nsert “Sections 2-13, 17, 20-22, and 23(b)”

Page 12, following line 9:

Insert new bill sections to read:
“*Sec. 29. CONDI TI ONAL EFFECT. Sections 14-16,
23(a), and 24 of this Act take effect only if a
majority of the votes cast in the 2006 general
el ection on the ballot proposition in sec. 26 of
the Act favor execution by the comm ssioner of
revenue and binding effect on the State of Al aska
of the Stranded Gas Fiscal Contract between the
State of Al aska and BP Expl oration (Al aska)
| ncor porated, ConocoPhillips Al aska,
| ncor porated, and ExxonMobil Al aska Producti on,
| ncor por at ed.
*Sec. 30. If secs. 14-16, 23(a), and 24 of this
Act take effect under sec. 29 of this Act, they
take effect on the date that the director of
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elections certifies the results of the 2006
general election.”

Page 12, |ine 10:

Del ete “This”

I nsert “Except as provided in sec. 30 of the

Act, this”
10: 13: 41 AM
SENATOR BEN STEVENS explained that Anendnent 2 had sone
conplexities that were based upon the original bill, regarding

when certain sections would becone effective. Wien the CS cane
out, there were inconsistencies between the amendnent and the CS
that caused errors. The neno circulated by Senators O son and
French is based upon one of those mmjor errors, which is when
section 24 woul d be enact ed.

He said that Anendnent 6 corrects those inconsistencies. Page 1
of Anmendnment 6 includes the purpose of the anendnent in the
title. Section 14 <changes the process for submtting the
contract to say that, “the conm ssioner nay execute the
contract.” Section 15 has to do with meking that execution the
final agency finding. Section 16 re-states that the contract is
devel oped under this chapter.

SENATOR BEN STEVENS continued to page 2 of the anmendnent. Line 7
inserts a new provision 23 (a) that repeals the requirenent for
| egi slative authorization and is tied to the effective date
under Section 29. That is, if a vote of the people is ratified
to favor execution of the fiscal contract, the requirenent for
| egi sl ative authorization is repeal ed.

He said that Section 24 has raised concern, and stressed that
approval and ratification of the provisions of the contract is
not intended to authorize execution. Section 24 is not effective
until the conditional effect of the requirenent for the genera
vote. Section 25 is the enabling legislation that says any
i nconsi stencies between the SGDA and the fiscal contract are
cured by this section, under the assunption that the contract is
accepted by a mjority of the general public and becones
execut abl e by the commi ssioner. Section 26 establishes a vote of
t he general public to execute.

10: 16: 08 AM

SENATOR BEN STEVENS pointed out that Section 29 is the nost
i nportant because it provides the conditional effect that,
“Sections 14-16, 23 (a) and 24 of this Act take effect only if a
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majority of the votes cast in the 2006 general election on the
ball ot proposition in Section 26 of this Act favor execution by
t he conm ssi oner of revenue”.

He re-enphasized that, if the vote is taken to the people and
the people ratify it, | egislative authorization is not
necessary.

10:17: 13 AM

SENATOR BEN STEVENS announced that he wi shed to set Anendnent 6
aside and bring it up later. There being no objection, it was

so ordered.

CHAI R SEEKINS suspended the hearing on SB 3002 until after the
Al aska Gasline Port Authority presentation.

The commttee took an at-ease from 10:17:27 AMto 10:28:22 AM

Al aska Gasline Port Authority Presentation

10: 28: 22 AM
CHAI R SEEKI NS announced the conmittee would hear a presentation
by the Al aska Gasline Port Authority.

JIM WH TAKER, Chair, Alaska Gasline Port Authority: WMayor,
Fai rbanks North Star Borough, introduced Bill Walker and
Radosl av Shi pkof f.

MAYOR WHI TAKER outlined today’s presentation. He would present a
slide overview of +the basis for the Al aska Gasline Port
Authority (AGPA) project. M. Walker would provide a project
overview, and M. Shipkoff would present an in-depth econonic
analysis. Finally, they would go into details of the project
pl an and answer questi ons.

CHAIR SEEKINS said that he would try to accommobdate questions
from commttee nenbers without interrupting the flow of the
present ati on.

MAYOR WHI TAKER began a PowerPoint slide presentation titled
“ALASKA GASLINE PORT AUTHORITY Presentation to Senate Speci al
Commttee on Natural Gas Developnent”. He explained that the
basis for the Port Authority project is rooted in the principals
brought forth in the May 22, 1958 discussions of statehood, and
read passages from the Congressional Record and the Al aska
St at ehood Act.
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10: 33: 21 AM
MAYOR VWH TAKER stressed that Alaska nmay |ease, but may not sel
its mneral deposits.

He read from the Alaska State Constitution, Article WVIII

Nat ur al Resour ces, “ St at enent of Pol i cy” and “Gener al
Aut hority”, enphasizing that the legislature is responsible for
the wutilization, developnent and conservation of all natural

resources belonging to the state. He also quoted fromthe R ght-
of -\Way Leasi ng Act, AS 38.35.010(a):

It is the policy of this state that the devel opnent,
use, and control of a pipeline transportation system
be directed to make the maxinmum contribution to the
devel opnent of the human resources of this state, the
increase in the standard of Iliving for all of its
residents, the advancenent of existing and potential
sectors of its econony, the strengthening of free
conpetition in its private enterprise system and the
caref ul protection  of its inconparable natural
envi ronment .

10: 35: 43 AM

MAYOR WHI TAKER summari zed that Al aska was given the opportunity
to be a part of the United States, the principal being that it
must pay its own way. It was given the neans to do that wth
ownership of the land and all the mnerals inherent to it. That
principal is in federal law and the state’s constitution. It is
clear that the state has the authority and the |egislature has
the responsibility to ensure that the resources of the state are
developed in a manner that is appropriate and in the maxi mum
best interests of the people of the state.

10: 38: 02 AM

MAYOR WH TAKER read quotations from Senator Bob Bartlett at the
1955 Constitutional Convention on the dangers of economc
exploitation with regard to mneral developnment. He charged the
| egislature with ensuring that Alaska retains ownership and
control of its resources and that they be devel oped according to
t he constitutional mandate.

10:41: 07 AM

MAYOR VWHI TAKER went on to say that the AGPA is a nunicipal port
authority established by 80 percent of the voters in the
Fai rbanks North Star Borough, the North Slope Borough, and the
city of Valdez on COctober 5, 1999 for the purpose of building
or causing to be built, a pipeline project to take gas from
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Al aska’s North Slope to tidewater at Valdez. He said that a 62
percent vote of the people approved that ballot |anguage four
years ago.

He described the structure of AGPA and its board of directors
and went on to its mssion, which is to keep as much of the
wealth for Alaska's resources in Al aska as possi bl e.

10: 45: 06 AM

MAYOR VH TAKER continued that AGPA's mission statement includes
the intention to sell Alaska’s natural gas to North Anmerican
mar ket s at conpetitive prices.

10: 46: 50 AM

Bl LL WALKER, Ceneral Counsel and Project Manager, Al aska Gasline
Port Authority, has been involved with AGPA since its inception

He was involved with the Oganization for Managing Al aska's
Resources (OMAR) during the late 1970's, working on the all-
Al aska oil pipeline.

He continued with the slide presentation started by Myor
Wi taker, beginning on slide 12 titled "Womng Natural Gas
Pi peline Authority — Mssion”. The Wom ng pipeline authority is
interesting because its mission and natural gas project plan are
simlar to the Alaska Gasline Port Authority’s.

10: 49: 30 AM
MR. WALKER discussed the next slide, "Womng Natural Gas
Pipeline Authority - Projects" that shows what the Womn ng

pi peline authority is working on and who its partners are. He
went on to the slide |abeled "AGPA Project Teant listing Bechtel
Cor poration, Greengate LLC, Yukon Pacific Corporation (YPC)/CSX,
Totem Ccean Trailer Express (TOTE), and Burma Gas Transport
(BGI). He provided sone detail and history on each of the team
menbers, noting that Bechtel has put 55,000 man-hours into
preparing the project estinmate.

10: 52: 03 AM

He addressed shipping options on slides 16-19. Yukon Pacific
Corporation/ CSX (YPC) was started by Governors Eagan and Hi ckel
to further the All-Alaska Gasline project and has spent over
$100 million in that effort to date. TOTE has proposed to build
LNG tankers in the U S. using technology from foreign shipyards
that have nore experience building that type of vessel. It has
al ready approached a U S. shipyard and a foreign builder of LNG
tankers and the proposal was well received. BGI owns a fleet of
LNG tankers built in the late 1970's that are currently under
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contract to foreign nations, but that will be out of contract in
2010 or 2011 and could be re-flagged for use in the United
St at es.

10: 55: 01 AM

MR. WALKER went on to slide 20, a photograph of the Senpra
facility labeled "LNG and LPGs to Market." The plan is to bring
the LNG to an extraction facility in Valdez and ship the LPG to
the best markets on the Wst Coast or in Asia. Slide 21, "AGPA
Project: Al Alaska Gasline", illustrates the proposed route of
a 48 inch dense-phase line to carry the liquids. The project
also calls for a spur-line to Southcentral Al aska that would be
sized to accommpdate a future project to Delta Junction. He
stressed that AGPA' s project does not preclude or discourage a
trans-Canadian line or other project. Slides 22-23 |ist AGPA
Project Developnent Progress to Date. He explained that
O Melveny & Mers LLP of New York was retained to submt a
request for tax exenption, which was approved. He made copies of
both the request and the ruling available to the conmttee.

10: 58: 33 AM
SENATOR DYSON asked if the commttee could get copies of the
entire presentation.

CHAIR SEEKINS said staff would work with the Port Authority to
get copies out to comm ttee nmenbers.

MR. WALKER said that Dr. Pedro van Meurs revi ewed the tax-exenpt
ruling and estimated its value at $20 m | 1lion.

10:59: 42 AM

MR. VWALKER presented a slide of the "Construction Cost Estinate
for Pipeline (Bechtel Corp)" that outlines what AGPA asked for
and to whom the conpleted estimte has been provided. AGPA and
Bechtel have met with the three sponsors, Lukens Energy, and
Senpra Energy, to present the estimate and answer questions.
Becht el updated the estimate in My 2005 and adjusted
construction figures to accompdate a significant change in the
price of steel.

11: 02: 25 AM
MR. WALKER turned the presentation over to Radoslav Shipkoff to
cover the econom cs of the project.

11: 03: 12 AM
RADOSLAV SHI PKOFF, Director, Geengate LLC, began a new slide
presentation on project economcs. Hs first slide, "lnportant
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Notice  About Fi nanci al Proj ections", offered a standard
disclaimer that any nunbers shown are based on the best
reasonabl e estimates at the tinme and cannot be guaranteed.

Slide two, "Overvi ew', listed the areas covered in his
presentati on:

- Introduction

- Price Assunptions

- LNG Project Concept and Gas Vol unes

- Cost Assunptions

- Netback Cal cul ati ons

- Upstream Returns to the Producers

- PTU Case — Point Thonmson Unit

- Conparison of State Revenues

- Concl usi ons/ Questi ons

11: 05: 40 AM

MR. SHI PKOFF reviewed a slide of "Project Conponent Terns".
Upstream refers to the |ease production activities, or field
unit level operations. Mdstreamrefers to feeder lines fromthe
| eases to the conditioning or treatnment plants or the main |ines
downstream of the treatnment plants. Downstream refers to the
liquefied natural gas (LNG vessel s, the regasification
termnal, and takeaway pipelines. The natural gas |iquids (NG)
extraction facilities in Al berta are consi dered downstream

11: 07: 07 AM
SENATOR WAGONER asked if the plan is to put a saddle plant on
line and extract only nethane for shipment to Val dez, |eaving

the liquids in the line to go to Al berta.

MR. SHI PKOFF answered that the LNG project will ship the rich
gas that contains the liquids to Valdez. Liquefied petrol eum gas
(LPG nmade up of propane and butane, wll be extracted in Val dez
and shipped separately from the LNG Propane and butane cannot
be easily shipped on TAPS and are recycled on the North Sl ope at
this time, because of the val ve pressure.

11: 08: 37 AM

SENATOR WAGONER said that M. Shipkoff did not entirely answer
his question, because he did not address ethanes and other
I'iquids. He asked what exactly would be shipped from the
t akeof f point to Val dez.

MR. SHI PKOFF answered that the gas conposition is C1 (nethane),
which is the majority of the gas that will go into the LNG C2
(et hane), propane, butane, and pentanes plus. Al of that would
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be transported to Valdez, where the LNG facility would extract
the propane and the butane for shipnment separately as LPG
primarily to East Asian markets. The ethane will stay in the
gas conposition to be liquefied, so it will increase the British
thermal unit (Btu) content by a certain amount. It does not nake
sense to extract the ethane in Valdez at this tinme, because
there is no existing petrochem cal industry in the vicinity to
use it as a feedstock. Everything heavier than pentanes plus is
going to be extracted on the North Slope, just as it is now, as
part of the reinjection program

SENATOR HUGGE NS arri ved.

11:11: 33 AM

MR. SHI PKOFF explained that the Port Authority anticipates
building a main pipeline downstream of the gas conditioning
plant (GCP), possibly a link to Canada and the LNG facility in
Val dez. He assunes that the producers will own and operate the
conditioning plants, the feeder pipelines upstream of the plant,
and any upstream field production facilities that they need. If
a highway project is built in the future, those conponents m ght
be built by the producers or a third party.

He noted that Bechtel’s engineering work for AGPA included
detailed work on the conditioning plant; so the Port Authority
is prepared to build and own the conditioning plant if the
producers do not want to do it.

11: 13: 04 AM

MR. WALKER clarified that the Port Authority proposal is to own
the line from Prudhoe Bay to Valdez. If a *“Y line” or “spur
line” were built, it would tie into AGPA's project in Delta
Juncti on.

VR. SH PKOFF said that neans his first bullet is a bit
m sl eadi ng.

CHAI R SEEKI NS asked if that has al ways been the plan.

MR. WALKER answered that the Port Authority has |ooked at many
different structures of ownership and believes what it 1is
presenting today is the best structure for devel opnent of this
proj ect .

MR. SHI PKOFF added that he does not believe AGPA has considered
owning the line in Canada; but it has |ooked at owning the line
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from Delta Junction to the border. From the standpoint of his
presentati on however, the structural assunptions are irrelevant.

11:15: 13 AM

CHAIR SEEKINS noted that the project seens to have had many
faces, and it is inportant for the commttee to understand what
the face of this project really is.

MR. SHI PKOFF responded that he hopes that w Il becone clear
during today’ s presentation but, from AGPA's perspective, it has
been the sane project since 1999. It is an LNG project that
transports gas fromthe North Slope to Valdez via pipeline, and
from Valdez to market. It has tried to present possible
configurations to accomnmpdate other projects that mght benefit
fromworking with the Port Authority. So, the "Y' line isn't the
Port Authority’s project, but AGPA has attenpted to optimze the
LNG project to accomodate that and other projects in the
future. He stressed that the Port Authority project has not
changed.

11:17: 10 AM
MAYOR WH TAKER added that, after significant review, AGPA
concluded that there will ultimately be a trans-Canada project,

and that Canada will own the rights to it.

SENATOR WAGONER asked if the scope of the Port Authority project
is still a pipe from Prudhoe Bay to Valdez and an LNG facility
| ocated in Val dez.

MR. SHI PKOFF replied that is correct.

SENATOR WAGONER said he was under the assunption that the Port
Authority was talking about a Y-line for the LNG project off of
the gas pipeline that the producers are going to build. He asked
if that assunption is wong.

MR. SHI PKOFF answered that both are correct.

MR. WALKER continued that its project is a direct line from
Prudhoe Bay to Valdez for LNG but it is designed to accommobdate
other projects tying in at a later date. The LNG project does
not exclude any ot her.

11:19: 52 AM

SENATOR STEDMVAN asked if the presentation would include analysis
and conparisons of different options and referenced the earlier
mention of a $50 billion spread between alternatives.
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MR. WALKER answered that he believes the $50 billion referred to
the anmount the federal governnent would take over the life of a
producer highway project. Myor Whitaker nentioned that, wth
the Port Authority project, that noney would stay in Al aska.

11: 21: 03 AM
SENATOR  STEDVAN asked  about a detailed conparison of
alternatives

MR. SHI PKOFF answered that he will show a conparison that wl
denonstrate the Port Authority project generates the highest
value for the state of Al aska and for the producers.

SENATOR STEDVAN asked if he would tie this into the fiscal
interest findings on page 182.

MR. SHI PKOFF answered that he did not have that in front of him
but would be glad to answer questions and would try to relate
his answers to that table if it is provided to him

SENATOR STEDVAN said the table is in the section of the fisca
interest findings that conpares the pipeline project, the LNG
project and the Y-line, with jobs, value, and cash fl ows.

MR. SHI PKOFF responded that, now that it had been described to
him he knew what Senator Stedman was referring to, and that the
Port Authority disagrees with that table conpletely.

He returned to the slide |labeled "Project Conponent Terns
(continued)” and said he wanted to clarify that third party
conponents, in the context of +the LNG project, would be
everyt hi ng downstream of Val dez.

MR. SHI PKOFF noved on to "Gas Price Assunptions,” noting that
these are critical for +the projection of netback, because
netback is price less costs to transport the gas to market. He
noted that, although there is no single gas price in the US.,
Henry Hub Price is generally accepted as the benchmark, and that
is what the New York Mercantile Exchange bases its forward
pricing future delivery contract on. Regional ©prices are
generally expressed as a differential above or bel ow Henry Hub.

He said the graph on slide 9, labeled “Henry Hub Price
Assunption,” shows the historical novenents of the Henry Hub
Price for the past ten years and the current futures pricing on
the NYMEX market. The NYMEX contract is nmonthly, so it takes

SENATE NGD COW TTEE -22- August 3, 2006



into account the seasonal variation of Henry Hub. AGPA has used
a base case assunption of $5.50, which is below both the Henry
Hub 5-year average and the NYMEX 12-nonth average. It is a
somewhat conservative assunption that AGPA believes will not be
chal | enged by potential |enders.

11: 26: 37 AM

SENATOR DYSON asked when the Port Authority anticipates
obtaining firm transportation commtnents that he assunes wll
be needed to attract financing.

MR. SHI PKOFF said that the Port Authority does need gas-supply
commtnments, whether in the form of firm transportation
comm tnments or sone other commonly accepted form before it can
obtai n financing.

SENATOR DYSON asked if M. Shi pkoff is anticipating an
alternative to an open season.

MR. SHI PKOFF answered that it 1is a commercial structuring
deci sion that AGPA has not finalized. To decide how to structure
the comrercial arrangenents for gas supply, it first needs to
have di scussions with potential suppliers.

11:28: 49 AM

He returned to slide 9 and said that, if the starting assunption
is $5.50, he has to translate that into regional price
assunptions for the markets that Alaska gas wll be reaching.

The target nmarket for the LNG project is Southern California
(SoCal), which has averaged $.47 less than Henry Hub over the
past five years.

MR. SHI PKOFF conpared that to the next slide, "Al berta Gas Price
Assunption,” noting that the Alberta Hub (AECO has a 5-year
average discount of $.93 to Henry Hub.

SENATOR DYSON asked if that is in the U S.

MR. SHI PKOFF replied yes.

11: 30: 40 AM

MR. SH PKOFF explained that slide 12, |abeled "Crude Gl
Prices," is included because oil prices influence the Iliquids
prices; so there has to be an oil price assunption that is

consistent with the gas price assunption in order to generate a
liquid price assunption. The 5-year Wst Texas Internediate
(WI'') average is $40 per barrel (bbl). The NYMEX forward pricing
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is $70 bbl. The question is, what oil price assunption is
consistent with the Henry Hub assunption of $5.50. In the graph
on slide 13 “Crude G| Prices (continued),” price per barrel was
converted using 5.8 mllion Btu per bbl, so one can nake a
conparison per mllion Btu (MVBtu). Gas prices are very volatile
relative to oil and the ratio can range from as low as 65
percent to as high as 105 percent; the average ratio over the
past five years has been 86 percent. So, using an 86 percent oil
price ratio, the $5.50 base case assunption translates to an oil
price of $37 per barrel. AGPA has used $36 because that is the
figure Econ One used in its analysis.

11: 33: 51 AM

MR. SHI PKOFF showed a slide |abeled "Japan LNG Prices", pointing
out that Japan inports nearly all of its gas in the form of LNG
and that prices correlate closely with oil prices. Japanese
Crude Cocktail “JCC is very closely related to WII. The graph
on this slide uses a 3-nonth average oil price instead of the
current price, because the price formula in nost Japanese LNG
contracts has a retrospective averagi ng conponent.

11: 36: 02 AM

VR. SH PKOFF turned to a slide |abeled "Propane Price
Assunptions” and explained that Mont Belvieu, Texas is the
benchmar k agai nst which to nmeasure regional prices in the US
and regional prices are expressed as a premum or discount to
t hat .

11: 37: 42 AM

He continued to slide 16, “Propane Price Assunptions; Japan,”
showing that the 5-year average in Japan is $.044 per gallon
over Mont Belvieu. AGPA has used $.04 per gallon premiumin its
assunptions. Slide 17, “Propane Price Assunptions: LA " shows a
5-year average in the LA nmarket of $.076 over Mont Bel vi eu.

11: 39: 21 AM

MR. SHI PKOFF went on to “Propane price Assunptions: Alberta,“ on
slide 18, and noted that the 5-year average in Alberta is $.062
less than Mont Belvieu. Butane price assunptions are |ess
i nportant than propane, because propane extraction volunmes wll
make up nost of what cones out of Alaska's gas; but the butane
price is slightly higher.

MR. SHI PKOFF said this concludes the price assunptions section
and went on to "LNG Project Concept and Gas Vol unes,” covering
vol unes, project configuration, and the inplications for
commerci al i zati on of Al aska gas.

SENATE NGD COW TTEE - 24- August 3, 2006



CHAI R SEEKI NS wel comed Senators Charlie Huggi ns and Con Bunde.

11:41: 10 AM

SENATOR BUNDE said he took the opportunity to tour the
Kensi ngton M ne, a project that actually has an econom c future.
He went on to say that, because Mayor Whitaker expressed concern
about other parties’ conflicts of interest, he wanted to lay his
own on the table before he is subjected to unwarranted and
i naccurate accusations of conflict. He receives a PFD, which
could be inpacted by the legislature’'s decision in this matter
He hunts and fishes and the nobney available to manage fish and
ganme could be inpacted. He is a honeowner and the |egislature’s
decision could inpact the anount of noney available for revenue
sharing, thus affecting his property taxes. He is a pilot and
m ght be affected by the anmount of funds available for airport
mai nt enance. He also represents an area wth a nunber of
constituents who work with and for the oil industry. WMny of
them think the Port Authority proposal is a pipe dream and, as
their elected representative, he would have to share those
Vi ews.

CHAIR SEEKINS said that Senator Bunde's acknow edgenent of
conflict is noted for the record.

MAYOR WH TAKER pointed out that Senator Bunde 1is neither
directly enployed [by the oil industry] nor is he the spouse of
an enpl oyee, so his conflicts are reasonabl e and appropri ate.

11: 44: 55 AM

MR, SHI PKOFF returned to slide 21, a stylized representation of
the highway project proposal that is discussed in the fiscal
interest findings. That project assunes that approximately 4.3
Bcf/d of gas will go into the pipeline at Prudhoe Bay and be
shipped to Canada. Only 4.2 wll reach the other end, due to
fuel consunption | osses.

CHAI R SEEKINS pointed out that the figures are approxi mate, and
have been updated as recently as |ast week.

MR. SHI PKOFF agreed and said he has wused the nunbers nost
frequently quoted by admnistration representatives and by the
adm nistration’s consultant, Econ One Research, Inc. He said he
understands that the producers anticipate a start-up no earlier
t han 2016

11:47: 12 AM
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Slide 22, |abeled "AGPA Proposal: Imediate Inplenentation,” is
a stylized representation of the Port Authority project.
Provided that AGPA can obtain gas supply, it believes gas can
flow in 2012. The tineline is based on Bechtel’'s estinmated tine
for construction and the tinme required to conclude conmmrercial
and financing arrangenents.

MR. SHI PKOFF noted that, although the project anticipates an
initial volunme of 1.2 Bcf/d, the pipe would be sized to
accommpbdat e eventual vol une expansi ons.

CHAIR SEEKINS asked if he anticipates volunme expansions up to
4.3 versus 6 Bcf/d.

MR. SHI PKOFF answered that AGPA does not know what the expansion
will be, because the ultimte size depends on the producers and
whoever devel ops the hi ghway project.

CHAIR SEEKINS asked if the Port Authority is talking about 1.2
wi th expansion capability to 4.3, or 4.3 with expansion to 6.

MR. SHI PKOFF replied that the ultimte expansion capability is
determined by dianeter. AGPA intends to size the pipe to
accommodate up to 6 Bcf/d. That volume can flow through a 48",
52”7 or 56" pipe. The producers propose 52", Bechtel recomends
56", and trans-Canada says it can nove 6 Bcf/d in a 48" pipe. If
the pipe is smaller than 48", the volune cannot be expanded to 6
Bcf/ d.

11:51: 13 AM
SENATOR DYSON said he understands that the gas wll be shipped
at high pressure, or “critical phase”.

MR. SHI PKOFF corrected “dense phase”.

SENATOR DYSON continued that he understands it is efficient, but
makes off-ranps for in-state distribution nore difficult and
expensi ve. He asked M. Shipkoff to conment on that.

MR. SHI PKOFF explained that North Slope gas is very rich in
liquid content, very “wet gas”, which requires a dense phase
pipeline to Ilimt condensation inside the pipe. Both the
producers’ and AGPA' s proposals are for dense phase pipelines,
whi ch increases the cost of the pipeline and any tie-ins.

SENATOR DYSON comrented that nost nenbers are interested in nmany
of f-take points for in-state use.

SENATE NGD COW TTEE - 26- August 3, 2006



MR. SHI PKOFF said that the Port Authority is prepared to have as
many off-takes as necessary.

SENATOR DYSON asked if that includes whatever is required for
Cook Inlet at that time.

MR. SHI PKOFF answer ed yes.

11: 54: 52 AM

CHAI R SEEKI NS asked if M. Shipkoff is saying that this proposa
can get 1.1 Bcf/d to Valdez four years sooner than the highway
project could get its 4.3 Bcf/d to narket.

MR. SHI PKOFF answered yes, and referred Chair Seekins to the
stylized representation of the highway project. None of the 4.2
goes to Valdez; it all goes to Al berta.

CHAIR SEEKINS said he assunes that the 1.1 to Valdez wll be
going fromthere to sone other market.

MR. SHI PKOFF replied yes, that the 1.1 LNG would be shipped to
southern California. He renoved all of the in-state consunption
from his nunbers to illustrate that the project econonics work
even without it, although the unit cost is higher due to |ower
volunes. The return on in-state consunption is gravy that
reduces unit costs and inproves returns.

11:57:12 AM

MR. SHI PKOFF continued that an advantage of the Port Authority
proposal is that it can be inplenented as soon as it has gas
supply, and can be operational in 2012. That neans revenue
generated for the state and the producers between 2012 and 2016
that would not otherwi se exist. The next question is how the
volunmes w il be distributed after the highway project is
i mpl enent ed.

He showed a slide |abeled "AGPA Proposal: Y-Line Scenario A -
Constrai ned Volune,” showing a scenario that was addressed in
the fiscal interest findings. It illustrates an upside-down Y
with the pipeline from Prudhoe Bay at the top (4.3 Bcf/d),
Al aska LNG at the bottom left (1.1 Bcf/d), and Gas to Canada at
the bottom right (3.1 Bcf/d). This configuration causes the
project in Alaska to |ose val ue because the gas to Canada | oses
its economes of scale at 3.1 Bcf/d, resulting in a |ower
net back. He does not believe it makes sense, but pointed out
that there is a present value benefit despite the |ower netback
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each year, because of the revenue generated between 2012 and
whenever the highway project is built.

12: 01: 40 PM

MR. SHI PKOFF continued that he does not want to focus on that
scenario, as it is an arbitrary representation and there is no
reason to limt the volune to 4.3 Bcf/d. He turned to a slide
| abel ed "AGPA Proposal: Y-Line Scenario B — Increnmental Vol une"
and pointed out that the 1.1 required for the LNG project can be
in addition to the 4.3 required for economes of scale on the
hi ghway project. A total of 4.3 wll require 49 Tcf over the
life of the project; 5.5 will require 62. The currently known
resource is 35 Tcf, so the highway project wll require
substantial new discoveries whether it proceeds as a stand-al one
or as part of a Y-line. The LNG project can proceed w thout new
di scoveries and coul d operate on Prudhoe Bay vol unes al one.

12: 03: 45 PM
CHAI R SEEKINS asked what the gas consunption |osses would be
from Val dez to market.

MR.  SHI PKOFF answered that boil-off in the ships, fuel and
losses at the termnal and at the takeaway pipeline would
account for about 2.5 percent.

SENATOR DYSON asked if nobst nodern LNG tankers use cargo as
fuel .

MR. SHI PKOFF said that they have the option of wusing either
cargo or bunker fuel. He noted that newer ships generally use
bunker fuel and have on-board re-liquefaction so they do not
experience any boil-off | osses.

SENATOR DYSON asked if the ships are designed to use either type
of fuel

MR. SHI PKOFF answered that nost ships are. The economics in
today’s presentation are premsed on using BGI's existing LNG
tankers, which were built between 1978 and 1982, so the
associ ated boil-off is taken into account.

12: 06: 26 PM

SENATOR DYSON said he was under the inpression that the Port
Authority was trying to get an exenption fromthe Jones Act; but
it sounds as if it has changed tack and is now planning to ship
on Anerican vessels. He asked if that is correct.
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MR. SHI PKOFF responded that he would | et M. WAl ker answer.

SENATOR DYSON asked how Alaska’s LNG would conpete with what
appears to be a very large supply of LNG on the Pacific R m

MR. SHI PKOFF assured Senator Dyson that he would tal k about that
| ater.

SENATOR STEDMAN asked if the Port Authority would provide copies
of its presentations to the commttee during the |unch hour.

12: 07: 35 PM
CHAIR SEEKINS offered to have conmittee staff assist the Port
Aut hority in preparing copies of the presentations.

The commttee took an at-ease from 12:08: 17 PMto 1:59: 39 PM

GOVERNOR WALLY HICKEL joined the conmittee. He said the issue
that the committee is dealing with is very inportant to the
state. He took the idea to Washington in 1952 when Truman was
president and is a long-tine believer in the all-Al aska
pi peline. He has read the contract and believes it just serves
to tie the state up for 30 to 45 years. He did not want to go
further, but comented that the public is beginning to
understand the obligations of ownership, and left the conmttee
with the idea that "If it's good for Alaska, do it; if it's bad
for Al aska, screwit!"

CHAIR SEEKINS said they would pick up where they left off, and
handed t he gavel to Senator \Wagoner.

MR. WALKER responded to Senator Dyson’s question about the Jones
Act. He explained that the Port Authority |ooked seriously at
getting a Jones Act waiver, but decided that m ght cause del ays;
so, it found a way to resolve the shipping issues wthout an act
of Congr ess.

MR. SHI PKOFF added that all of the projections and results in
today’s presentation assune the LNG shipping is fully Jones Act
conpl i ant.

He ran through the information on gas volunmes again briefly,
stressing that a project splitting 4.3 Bcf/d between the LNG and
the highway projects is not what AGPA wants to build. It is
looking at 1.2 starting in 2012, and another 4.3 in 2016 when
the highway project is inplemented. He noted that both projects
woul d realize savings, because the economes of scale at 5.5
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Bcf/d will reduce the tariff for both projects between Prudhoe
Bay and Delta Junction.

MR. SH PKOFF said the next issue is whether the 1.1 Bcf/d
project is economic in its own right, in case the highway
proj ect does not materiali ze.

SENATOR WLKEN interrupted to ask M. Shipkoff if the Port
Aut hority is proposing to build a 5.5 Bcf pipe and run it at 20
percent capacity until the Y |ine cones al ong.

MR. SHI PKOFF replied yes, with a caveat; the capacity of the
pipeline will not be 5.5 initially because it will only conpress
for 1.2, and «capacity is a function of both size and
conpr essi on.

SENATOR W LKEN asked if M. Shipkoff was saying that the pipe
would be built for 1.2, expandable through conpression or
| ooping to 5.5.

MR. SHI PKOFF answered that AGPA is proposing a 1.2 project that
coul d be expanded up to 6 by conpression.

2:14: 21 PM
He continued to say that it makes sense to build for a future
hi ghway project so it wll not be necessary to run parallel

lines. Then the question is whether the LNG project can support
the extra cost of the larger pipe until the highway project is
built, and the answer is yes. That does increase the tariff and
reduce the netback; but it is still income that would not
otherwi se be realized for that period.

SENATOR W LKEN asked how to increase the volune from1l.2 to 5.5.
MR. SHI PKOFF replied through conpression

SENATOR W LKEN expl ained that the cormittee was told that volune
could be increased by between 25-40 percent using conpression;
but from1l.2 to 5.5 is a |lot bigger increase than that.

MR. SHI PKOFF specul ated that the committee heard the 25 percent
expansion figure in a proposal for the highway I|ine, which
contenpl ates expansion from 4.3 to 5.9. That is not a hard
[imt.

MR. WALKER poi nted out that every other LNG project in the world
adds trains and conpression as the market warrants.
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2:17:40 PM

MR. SH PKOFF went back to slide 27, “Stand-Alone LNG Project
concept,” and enphasized that subsequent slides will show the
LNG project at 1.2 is econom c on a stand-al one basis.

2:18:46 PM

MR. SHI PKOFF addressed the question of whether 5.5 is nore gas
than the market can bear. If the highway project succeeds, it
will be sending 4.2 to the Lower 48. The Senpra plant in Costa
Azul will be fully subscribed at 1.5 Bcf/d, so that amount wll
be flowwng to the West Coast starting in 2012 or earlier, wth
or without Al aska s gas.

2:21: 07 PM

SENATOR DYSON said he understands that Qatar can sell gas at
tidewater for $.50-%$.60. He asked if Alaska can conpete wth
that when its shipping costs alone cone to $1.50 or $2.00.

MR. SH PKOFF replied absolutely. The question to ask when
| ooking at the econom cs of the project is what the price in the
target market will be; then subtract the costs of getting the
gas to market and see what profitability remains. This project
is profitable under these very reasonable and conservative price
assunptions. He rem nded the conmttee that Al aska would not be
conpeting only with other LNG suppliers, but with every other
gas supplier in the Lower 48. So, one has to ask if Alaska can
beat the marginal supplier price, which forns the floor price.
The marginal price right now is around $3.75-$4.00 and is set by
t he production costs of non-conventional producers.

SENATOR DYSON asked if these are Henry Hub prices rather than
conpetitive spot market prices.

MR. SHI PKOFF replied that Henry Hub is a conpetitive spot market
both on a daily and a nmonthly basis. The LNG project would be
selling to SoCal rather than Henry Hub. On average during the
past five years, SoCal has been about $.47 bel ow Henry Hub.

SENATOR DYSON asked if M. Shipkoff would show the commttee
what he projects the cost will be to get the gas, condition it,
and transport it to the coast.

MR. SHI PKOFF answered yes. He said that if he assunes $5.50
Henry Hub and a $.50 discount to SoCal, that's $5.00 in
California. Subtract the cost of regas, shipping, |iquefying,
sending the gas down the Al aska pipe, conditioning on the North
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Sl ope, feeder lines if any, and what renmains is wellhead. That
figure has to be enough to give the upstream a satisfactory
return and, in this case, it is a very good return.

2:24:52 PM
SENATOR STEDVAN said he is still struggling with the concept. He
referred to Senator Dyson’s coments about Qatar’s lower |ift

costs and asked how the Port Authority, as a high-cost producer
can adjust for business risks if it faces market squeezes.

MR. SH PKOFF replied that he disagrees with Senator Stedman’s
assessnment that the Port Authority will be a high-cost producer.
It has relatively high transportation costs to market, but
production costs are very low. North Slope gas can be produced
at a low cost because it is a fully developed field; there is
al nrost no increnmental devel opnment required from Prudhoe. The gas
is being reinjected; all the wells are there. Alnbst all of the
other projects have significant wupstream capital expenditures
associated with them

He used Qatar to illustrate his point. Shipping gas from Qatar
to the Gulf of Mexico costs about $1.20-%$1.50, and there are
upstream costs. The tariff early in the Al aska LNG project could
be as high as $2.00, but it does not have upstream costs and its
shi pping costs from Val dez are | ess than $. 40.

SENATOR STEDVAN said he believes there are nunerous fields
around the world with stranded gas at tidewater, and asked if
t hose would be our conpetition rather than new fields that need

billions of dollars of infrastructure to devel op.
MR. SH PKOFF replied vyes. However, in the Lower 48 LNG
represents a relatively small part of the overall supply

picture, so it does not set price. LNG suppliers today take the
price set by the nmarket; their volunmes alone cannot influence
the market. That may change in the future because the Lower 48’ s
i ndi genous production is declining and LNG will becone a |arger
per cent age of the overall supply.

He pointed out that this project is not uneconom c just because
some producers have |ower costs. Using the Qatar exanple, its
ti dewat er costs are relatively |[|ow but it has high
transportation costs at $1.20-$1.50. Trinidad is also a
ti dewater supplier that has relatively |owcost production; its
transportation cost at the gulf is $.20, or $1.00-%$1.30 |ess
than Qatar. That does not nmake the Qatar project uneconomn c.
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SENATOR STEDMAN said his question was how the Port Authority
will adjust for sone of the business risk it faces by being one
of the higher cost producers in a commodity market in a downward
pricing environnent.

MR. SHI PKOFF replied that he agrees a risk evaluation is an
i nportant conponent of the project analysis. The project has to
denonstrate viability at stress case pricing, and that pricing
has to be what is reasonably expected to be the worst-case
scenario going forward. That price in today’'s market 1is
generally accepted to be $3.75-$4.00. This project cannot
survive with a price of $3.00 or less; but it can survive in a
market in the worst-case scenari o.

2:33:18 PM

SENATOR STEDVAN said the state has several projects to pick from
and has to look at which has the best risk return relationship
to the state at stress case pricing. He said he is not convinced
that this proposal would put the state in the best position at
those | ower prices and asked M. Shipkoff to comment.

MR. SHI PKOFF directed Senator Stedman’s attention to slide 26
and rem nded himthat the state should not view this as choosing
one project over another. The Port Authority is not presenting
the LNG project as a substitute for the highway project, but as
adding incremental value to that or another project. If the
hi ghway project is built and shares the line to Delta Junction
with the LNG project, both projects and the state benefit. |If
the highway line is never built, the only choice is between the
LNG proj ect and not hi ng.

2:36: 32 PM

MR. WALKER interjected that he thinks what AGPA is proposing
greatly enhances the possibility of a highway |ine because of
the pre-build and because sone of the negotiations necessary for
it will be easier if there is already a |line being constructed.
He also pointed out that the Port Authority is not proposing
that the state own or finance this project, so the risk is not
the state’s.

SENATOR STEDMWAN clarified that he wasn't referring to ownership
by the state, but the citizens’ interest in nonetizing the
natural resource.

MR. SHI PKOFF agreed and said that is why it is so inportant to

have a project that can proceed i Mmediately and start generating
revenues in 2012.
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2:38: 32 PM

REPRESENTATI VE SAMUELS asked why it makes sense to incur twce
the construction costs for the sane units. Instead of sending 4
to Alberta and 1 to Valdez, why not send all 5 to LNG or all 5
to Alberta, thus saving $20 billion in construction costs that
are recouped in the tariff.

MR. SHI PKOFF pointed out that there is no assurance a highway
project will ever be inplenented, and it will need 15 Tcf in new
gas to inplenent it as it has been presented. The advantage of
the Port Authority project is that it takes only 13 Tcf and can
be inplemented imrediately. If the highway project conmes on
| ater, both projects benefit. If it does not, this project wll
generate revenue that would not have existed otherwi se. He said
that, although there wll be sone additional <cost, it wll
certainly not be tw ce as nuch.

MR. WALKER repeated that there is no guarantee there wll be a
hi ghway project. If it does not materialize, Al aska still has a
project and a way of nonetizing the gas.

2:43: 23 PM

MR. SHI PKOFF skipped to Slide 32 to address Representative
Sanuel s question. He said that, if the Port Authority were sure
there woul d never be a highway project, it would build a smaller
pi pe; but a highway project of sonme kind is anticipated. It
bel i eves t hat having available —capacity wll encour age
exploration to discover additional reserves.

REPRESENTATI VE SAMUJELS said Trans-Canada testified that |ess
than 3.5 Tcf across the continent was not economc. A legitimte
argunent could be nade that taking this 1.2 to Valdez would
delay or preclude a highway |ine, because it would reduce the
anount of gas available to bel ow the econom es of scal e needed.

MR. WALKER said it is clear that the highway project requires
exploration. There has never been exploration for gas on the
North Sl ope and the Port Authority does not think it is possible
that none will be discovered, or that it will result in exactly
15 Tecf.

REPRESENTATI VE SAMJELS responded that his fear is that the state
could be stuck paying for a large capacity pipeline to Delta
Junction that will never be filled because there isn't enough
gas to go across continent.
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2:49: 47 PM

MAYOR WHI TAKER responded that 1 Bcf to Valdez and the ability to
expand that capacity is certain. Wiat is uncertain is whether a
hi ghway line is going to be built.

CHAI R SEEKINS asked what the extra capacity to Delta would cost
inthe tariff.

MR. SH PKOFF replied that it would cost an extra $1 per MBtu
while there is no other gas.

CHAIR SEEKINS asked if that extra dollar is for a line that
woul d carry just 1.2 Bcf to market.

MR. SHI PKOFF answered yes; the unit cost increases because it is
spread out over fewer Btu’s.

2:52:10 PM

CHAIR SEEKINS asked M. Witaker if the expansion from Delta
Junction to Valdez would be conpression, |ooping, or sonething
el se, and how bi g he expects the pipe to be.

MR. SHI PKOFF said that current assunptions for the line from
Delta to Valdez are for a 36" pipe.

CHAI R SEEKI NS asked how the independent explorer fits into this
proj ect wi thout a highway I|ine.

MR. SH PKOFF said that the 36" pipe from Delta Junction to
Val dez could carry nore than the 1.2 Bcf, and it could build
another train. The volunme would be limted by the receipt
capability of the regas termnal; but once it is liquefied in
Val dez, it can go to a nunber of term nals.

2:55:48 PM

CHAIR SEEKINS said that, in ternms of basin control, it seens
that this is a bottleneck and doesn't satisfy the independent
producers’ uncertainty about their ability to get gas to market.

MR. SHI PKOFF said that, if there were no LNG project, the only
option explorers would have is to fit into the highway pipe when
and if it is done. They need sone level of certainty to begin
spendi ng noney on expl oration capex.

CHAI R SEEKINS asked if AGPA anticipates additional conpression

and what kind of pricing the independents should expect to pay
to get their gas to market.
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MR. SHI PKOFF replied that he would expect rolled-in tariffs. The
tariff they could expect prior to expansion gives them a very
heal t hy netback and upstream return. Any increnental gas reduces
the unit costs, inproves the netback, and inproves returns. In
terms of capacity to accombdate independent explorers, this
project can give them certainty at |least to Delta Junction, and
can accommodate volunmes to Valdez within the [imtations of the
36" pipe. If the 36" pipeline were filled, one could also build
anot her line fromDelta Junction.

SENATOR WAGONER asked how the Port Authority could get financing
wi thout firm shipping conmtnents to fill the |ine.

MR. SHI PKOFF said that is why this presentation focuses on what

will happen if the highway line is never built. He knows that is
what the lenders will [ook at.
3:03: 27 PM

SENATOR STEDVMAN said that a half enpty pipe would not
necessarily encourage production; Al aska has a half enpty oil
line and still has production problens.

MR. SHI PKOFF agreed that it is not a guaranty that exploration
wi || happen; but it provides nore incentive than no pipe.

SENATOR STEDVMAN said that previ ous discussions of t he
adm nistration’s proposal have included four off-take points,
one of which could facilitate transport of gas from Delta to a
Val dez LNG plant. Wiy wouldn't the state go with a proposal that
has sufficient capital backing and have the Port Authority use
one of those off-take points to nove gas to their own LNG
proj ect .

MR. SHI PKOFF said that, if the state had a proposal for gas by
2012 and was | ooking at accommodati ng AGPA, he woul d agree. But
the proposal before them is for a project that nay happen in
2016 or 2020, if at all.

SENATOR STEDMAN said he would want the state’'s consultants to
|l ook at the tine-frane data, as the information he has seen has
the LNG project comng on a little later. He would also like to
| ook at capital backing and hear nore about the FERC permts.

REPRESENTATI VE SAMUJELS asked M. Shipkoff if he heard his

conmmrent correctly, that it would cost an extra $1 in the tariff
for the enpty capacity to Delta.
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MR. SHI PKOFF said he msunderstood the question. He thought
Representative Sanuels was asking what the difference was
between the tariff for the full 5.5 versus the 1.2.

3:10: 07 PM

CHAI R SEEKI NS asked M. Shipkoff to confirmthat the project is
over sizing the pipe because it fully expects that a project
like the highway project wll happen at sonme point in the
future, and that it would build a snmaller pipe if it were
pl anning for only 1.2 Bcf.

MR. SHI PKOFF said that he sees the potential inconsistency that
Chair Seekins is referring to; but AGPA believes that, if it
sizes the pipeline in anticipation of a highway project, one
wi || happen.

REPRESENTATI VE SAMUJELS said he wanted to know what the increase
in the tariff is due to the oversized pipe; but if M. Shipkoff
hasn’t run those nunbers, he has no ot her questions.

MR. SHI PKOFF said he has a conparison versus a 36” line all the
way and he will get that to Representative Sanuels after the
nmeet i ng.

MR. WALKER added that the Port Authority believes Al aska
benefits by having an independent opportunity, so it is a little
bullish on the |line to Delta. He would think from an
i ndependent’s standpoint, this project would be a plus.

3:13: 27 PM

MR. SHI PKOFF said that, in his opinion, if the LNG project goes
forward, the state will see the highway project going forward as
qui ckly as the producers can do it, because they want to be the
ones to fill the spare capacity.

He returned to the presentation on slide 29, showing the
hypothetical flows to the Lower 48 under the highway proposal
4.2 starting in 2016, and 1.5 starting in 2012 for a total of
5.7. Under the Port Authority proposal, 1.1 will initially be
delivered to the West Coast. Qut of the increnental Costa Azul
capacity, foreign suppliers will fill .4. In 2016, the highway
project will go to nmarket with 4.2. Notice that the anount of
gas going to Lower 48 is still a total of 5.7; but Alaska's
share of the market is larger. The Port Authority’s concern is
that, unless the LNG project is finalized soon, the LNG wll
come from sonmewhere el se, not Al aska.
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3:16: 20 PM

CHAIR SEEKINS referred to slide 30 and asked how the total of
5.4 ties into proven reserves. He asked if M. Shipkoff’s
assunption is that the additional capacity will spur discovery
and devel opnent in order to provide 5.4 by 2016.

MR. SHI PKOFF said yes, that is part of the argunent. The hi ghway

project alone will need 15 Tcf of additional gas and, although
no one knows how much wll actually be discovered, the
expectation is about 100 Tcf of unknown reserves. If none is
di scovered, the highway project is in trouble; if nore is

di scovered, there may be nultiple projects.

CHAI R SEEKINS comented that, for Alaska to realize the prom se
of 5.4 Bcf, there would have to be robust exploration and
di scovery beyond what is known today.

MR. SHI PKOFF agreed and went on to say that, what he has been
tal king about is Alaska gas capturing Lower 48 markets. It is
al so possible, although it is not captured in the base case,
that there will be expansion of the LNG facilities to sell gas
to other markets including Japan and Kor ea.

3:20:16 PM

MR. SHI PKOFF stressed the inportance of being consistent when
using capital cost estimates for the purpose of econonmc
anal ysis and conparative analysis. He addressed slides 36-39,
“Consi stency of Capital Cost Assunptions” and noted that the
same conponents for different projects should have the sane
assunmed costs in conparison. The AGPA capital cost assunptions
for 745 mles of 48" Al aska pipeline, were 42 percent higher
than the producers’ estimates for 806 mles of 52" dianeter
pi pe. The difference in distance cannot account for it. It is
because different nethodologies and different cost inclusions
have been incorporated into the nunbers. Conparisons between the
two projects have often failed to make adjustnents for such
i nconsi st enci es.

He noted that, AGPA's previously published capital cost figures
i ncluded contractor contingencies, profit and risk premuns,
escal ation allowance during construction, owners’ contingency,
and owners’ insurance during construction. The cost figures used
for the highway analysis are capex estimates w thout contractor
guaranties that are expressed in real constant dollar terns and
adjusted for inflation to the point that the project is
i mpl ement ed.
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3:27:44 PM
CHAIR SEEKINS asked if the Port Authority has a guaranteed |unp
sum price for building its project.

MR. SHI PKOFF replied yes, for large portions of the pipeline and
for the LNG pl ant.

CHAIR SEEKINS asked if the commttee could have a copy of the
estinmate from Becht el

MR. SHI PKOFF replied yes, that the April 2005 proposal included
Bechtel’s detailed update at that point. O course, that is out
of date now and will have to be revised.

CHAI R SEEKI NS asked if copies are available to the conmttee.

MR. SHI PKOFF said that a formal docunment fromthe Port Authority
and Senpra was delivered to the state.

MR. SHI PKOFF said slide 36 shows that guaranteed price at $8.4
billion. The guaranty for the LNG plant was $2.1 billion.

3:30: 23 PM
REPRESENTATI VE SAMUELS asked if the $8.4 billion quoted to them
nmeant that Bechtel would eat any cost overruns.

MR. SHI PKOFF repeated that Bechtel would cover all overruns
except in certain areas where they were unwilling to provide a
guaranty because of the terrain. The LNG plant is guaranteed
because these are off-the-shelf designs.

REPRESENTATI VE SAMJELS asked about shi ps.

MR. SHI PKOFF said there is no uncertainty surrounding the ships;
AGPA just has to sign a long-term charter agreenent when the
project is inplenented.

REPRESENTATI VE SAMUELS asked what the tariff would be for the
1.2 Bcf.

MR. SHI PKOFF replied $2.50 per MMBtu nonminal terns in 2012.
3:33:13 PM
REPRESENTATI VE SAMJELS noted that M. Shipkoff has tal ked about

chartering ships and building Jones Act conpliant ships. He
asked whether the charter ships are flagged U.S. now, or if it
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will take an act of Congress to reflag them and whether his
econonm c analysis includes the cost of building Jones Act
conpliant ships, or just the cost to charter.

MR. SHI PKOFF said they do need to be reflagged. BGI and its
parent conpany have offered to help AGPA obtain new Jones Act
conpliant ships; but because the Port Authority is not sure that
wi |l happen, he has included only the cost to |ease existing
shi ps.

He proceeded with slide 39 and pointed out that, when he strips
away the various risk premiuns and allowances that are not
included in the highway project estimates, it reduces the LNG
project’s capital cost assunption from $2.1 billion to $1.5
billion.

CHAI R SEEKI NS asked when that estinmate was updated.

MR. SHI PKOFF answered April of 2005. Since that tinme, prices on
steel have actually cone down.

3:35:36 PM

Slide 40 answers the question “How reliable are the cost
estimates?” M. Shipkoff explained that Bechtel per f or med
extensive work in 2000 to prepare the original estimates and did
a detailed cost update in 2005. Al of the technical details
were shared with the state’s consultants. He comrented that he

is a little puzzled by the cost estimates for the highway
project. The 2001 estimate was $11.6 billion, and the 2006
estimate was $11.0 billion, despite a 28 percent price increase.

MR. SHI PKOFF explained that slide 41 shows the “APGA BASE case
capital cost assunptions” used in his presentation today, which
have been adjusted for consistency with those wused by the
| egislative consultants at Econ One. He stripped out the
contractor premuns and the allowance for escalation during
construction, used real 2005 nunbers and applied an escal ation

assunption of 2.5 percent per year until the <capital 1is
expended.

3:39: 09 PM

He continued that the figure used for the LNG facility is $1.5
billion; the pipeline to Valdez is $5.3 billion; the expansion

for the highway line is $.9 billion; the Delta Junction to
Al berta pipeline (taken from the highway project using their
5.1:5.9 ratio for the Alaska to Canada legs) is $8.5 billion;
and the conditioning plant is $2.6 billion (from the fiscal
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interest findings). Al of the mdstream conponents include a 10
percent capital expenditure contingency and a 5 percent owner’s
contingency. The sum total of wupstream expenditures is $8.4
billion, consi st ent Wi th t he | egi sl ative consul tants’
assunpti ons.

3:41: 20 PM
MR. SHI PKOFF went on to slide 43, “Netback Pricing”.

CHAIR SEEKINS interrupted for a brief recess.

Recess from 3:41:28 PMto 3:56: 06 PM

SENATOR W LKEN said he just added up the five nunbers on slide
41 and they total $18.8 billion. He asked if M. Shipkoff is
saying that, for $18.8 billion, the Port Authority would get
t hose conponents, a line to Valdez, and a line to Al berta.

MR. SHI PKOFF replied that he has included the Al berta segnment to
show what will happen to the project if and when the highway
line is added but, because it is not AGPA's project, the $8.5
billion figure is a rough estimate. The initial 2012 project
will not include the Alberta pipeline or the expansion of the
Prudhoe Bay to Delta Junction |ine.

CHAIR SEEKINS asked if the total for the other conponents is
$10.3 billion.

MR. SHI PKOFF replied yes.

3:58:29 PM
He went on to slide 43, “Netback pricing.” The tariff
assunptions listed for mdstream conponents are the sanme as

those used by the legislative consultants. Senpra agreed to
operate the LNG facility for 12 percent.

CHAI R SEEKINS asked if the Port Authority is confident that it
can exercise the federal |oan guarantees.

MR. SHI PKOFF replied yes, if it has a project with gas supply.

CHAI R SEEKINS asked what the qualifications are for the |oan
guar ant ee.

MR SHI PKOFF deferred to M. \Wal ker.
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MR. WALKER replied that the Departrment of Energy (DOE) has to
see that it is a viable project with an acceptabl e debt-service
coverage ratio and that risks are appropriately covered. DCE
will want to see the same type of docunentation that one would
provide to any business | ender.

4:01: 17 PM

SENATOR LYDA GREEN said that, when a group canme from WAshi ngton
D.C. to discuss progress on the gas pipeline, she got the
i npression that this project would not qualify.

MR. WALKER replied that he has never received any indication of
that from them and the |anguage in the federal |egislation was
anmended to specifically include this project.

MR. SH PKOFF said there is no reason the Port Authority would
not qualify as long as it nmeets FERC s requirenents. The
guestion is whether it can accel erate the process.

SENATOR GREEN said she renmenbers that it had to do with the
destination for the oil.

MR. WALKER said his recollection of that discussion is that
routing the gas through Costa Azul before it conmes back into the
United States was not viewed any differently from routing it
through Canada at Beaver Creek before comng back into the
United States. It wuld nmake no difference to the [|oan
guar ant ee.

4:04:56 PM

MR, SHI PKOFF wanted to elaborate on the tariff assunptions
before noving on to the netback. He said that he has shown that
the Port Authority can offer significant benefits and cost
savi ngs; but those benefits have been debated. So, for this
presentation, he decided to elimnate the discussion by using
t he sane assunptions that everyone el se is using.

He said the conbined tolls for the pipeline and LNG facility are
projected to be $2.50 per MWBtu in 2012. He anticipates
| evelized negotiated tariffs in nomnal ternms, which means they
decline in real terns; so, a $2.50 tariff in 2012, converted
into today’'s terns assuming 2 percent inflation, is $2.17. A
of the downstream conponents including shipping, regas, and
t akeaway pipeline total $1.50 in 2012 and $1.30 in today’s
terns.
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CHAIR SEEKINS asked if the tariff would be $4.00 in nom nal
terms in 2012 and $3.47 in 2005 real terns to take the gas from
Prudhoe Bay to the regasification termnal.

MR. SH PKOFF replied yes, these are the tolls the shippers wll
be paying in 2012. Tolls cover the facilities’ revenue
requirenent to pay for costs and capital. He noted that the
$1.30 in 2005 dollars for downstream conmponents includes the
conbi ned value of the fuel consunption and l|losses for all the
conponent s.

CHAIR SEEKINS said he is just trying to get it from Prudhoe Bay
to the regasification plant.

MR. SHI PKOFF apol ogi zed and said he had given figures to the
mar ket point, which includes the regasification plant and the
pi peline tolls downstream of the regasification plant.

CHAI R SEEKINS asked if by “market point” he nmeans sonewhere on
t he west coast, not after it is distributed.

MR. SHI PKOFF answered that the takeaway pipeline from Costa Azul
is owned by Trans-Canada and Senpra, and is called Baja North on
the Mexican side and North Baja on the U S. side. It connects
with the E Paso system at Ehrenberg, on the border of
California and Arizona and can go either direction. \Wen the gas
gets to that point, it will sell for the index price.

CHAIR SEEKINS said he is trying to fix the point M. Shipkoff is
nmeasuring from

MR. SHI PKOFF responded that is from Ehrenberg to Prudhoe Bay. He
explained that the total of the tolls overstates cost and
under st ates net back, because there is uplift fromthe extraction
of liquids in Valdez. By “uplift”, he meant that the pipeline is
transporting a certain nunber of Btu's from Prudhoe Bay to
Val dez that include the LPG s (propane and butane) extracted in
Val dez. Those attract a higher value than gas. The uplift, when
spread out over all of the Btu's on the North Slope is $.23
nom nal, $.20 today per MvBtu. Econ One estimated the uplift in
Al berta from the highway project would be $.12 per Mf due to
the lower price of LPG s in Al berta.

He said that the nom nal netback obtained by subtracting all of
the tolls and taking into account the liquids uplift at the
pipeline inlet starts at $2.11 per MvBtu in 2012 and, in nom na
terns, increases to $7.87 in 2041. In real ternms that is $1.84

SENATE NGD COW TTEE - 43- August 3, 2006



to $3.86. Once the gas nobves beyond the pipeline inlet to the
wel | head, one has to take into account the conditioning plant
toll, shrinkage (subtracting CO2 and inpurities), and the cost
of the feeder pipeline; so, the nomnal netback range at the
wel | head is $1.47 to $7.16.

MR. SHI PKOFF referred to the graph on slide 45 and expl ai ned
that he escalated costs at 2.5 percent and revenues at 2.0

percent, in order to present a nore conservative picture. The
top line of the graph represents the Henry Hub price. The space
between that |ine and the bars represents the $.47 discount

bet ween Henry Hub and SoCal. The blue bars at the top show the
total netback at the pipeline inlet. The nom nal netback in 2012
for Henry Hub is about 6, and for SoCal is $5.53. In real terns,
Henry Hub stays flat at $5.50 and SoCal at $5.03.

4:13: 36 PM

Slide 45 illustrates the assuned supply. He said that the
cheapest and nost obvious supply for 1.2 Bcf would be Prudhoe
Bay, however M. Shipkoff prioritized the returns from Point
Thonpson recognizing that is not the best way to do it, so that
the returns illustrated on the graph would be the |owest
possible returns. |If he assumed all of the gas would cone from
Prudhoe Bay, the internal rate of return (IRR) would skyrocket
to over 100 percent.

4:15:51 PM
SENATOR WLKEN asked if M. Shipkoff had done an NPV at 10
percent and 8 percent.

MR. SHI PKOFF replied no, but that he could do so. He comrented
that he has seen analyses that use 10 percent across the board;
but the discount rate is supposed to be a representation of the
cost of capital that takes into account the risks associated
with the particular type of investnment. Riskier investnents
woul d use a higher discount rate than less risky investnents

and because upstream investnments are generally higher risk and
have a higher capital expectation than mnmdstream 12 percent
woul d be nore realistic.

REPRESENTATI VE SAMUJELS asked M. Shipkoff to go back to slide 43
on tolls and asked how nuch of the pipeline Bechtel guaranteed.

MR. SHI PKOFF replied that he would have to check on it, because

he did not have the precise percentage available; but he does
not think it was nore than 50 percent.
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REPRESENTATI VE SAMUELS said that, wthout cost overruns, the
adm ni stration's proposal talks about a tariff to AECO of $1.62
and to Chicago of $2.35. He realized that the figures would have
to be adjusted for overruns, but noted that the difference
between those tariffs and the Port Authority's at $3.27 is
significant.

MR. SHI PKOFF asked if Representative Sanuel’s question has to do
with the Port Authority’s higher cost to market, resulting in a
| oner netback conpared to the other project. He reiterated that
the LNG project does not preclude a highway project and, when
one does happen, it wll produce a higher netback because its
expenses will be reduced by the LNG project.

REPRESENTATI VE SAMUELS said that he would still argue that this
project mght hurt the chances for an eventual highway project
by taking gas that wll be needed for economes of scale. He
asked if M. Shipkoff had run NPV's for the entire 5.5 Bcf at a
tariff of $2.35 conpared to 1 at $3.27

MR. SHI PKOFF responded yes, he has |ooked at this case even
t hough he thinks it is unrealistic and conceptually flawed. If
the anmobunt of gas is limted to 4.3 so that only 3.1 is
available to go to Alberta, the NPV is still slightly higher due
to the tinme value of noney.

He comented that he still does not wunderstand under what
circunstances the LNG project would prevent a highway project
from occurring.

CHAIR SEEKINS said that he thinks there is an open discussion
poi nt there.

4:22:24 PM

SENATOR BEN STEVENS said that one of the independents testified
| ast week that 3.8 Bcf/d mght be all the AOGCC woul d allow off
the proven reserves. He also said that the conmttee has heard
conflicting testinmony about what volune is required to build the
project and what the source(s) wll be.

MR. SHI PKOFF said he is also confused about what the magnitude
of the highway project is, as he has seen proposals for 3.5, 4.3
and 5.9. He pointed out that, if the AOGCC approves only up to
3.5 Bcf/d, that neans the highway projects figure of 4.3 is
arbitrary.
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SENATOR BEN STEVENS said the point he is nmaking is that the Port
Aut hority said it had the ability to go to 4.3 or 6.0; but how
will it conduct an open season for that amount if the AOGCC
won't approve it. He asked if the Port Authority intends to have
mul ti pl e open seasons.

MR. SH PKOFF said that when the project starts up, AGPA w |
price the tariff assumng only 1.2 Bcf. The figures are still
good, despite carrying the extra cost of a larger pipe. If the
highway |ine occurs |ater, it will adj ust the tariff
accordingly.

4:26:13 PM

SENATOR BEN STEVENS asked M. Shipkoff to show him where in the
upstream portion of his presentation it shows a gas treatnent
plant (GIP) that is expandable to 5 Bcf.

MR. SH PKOFF clarified that he said upstream production costs
for an Alaska project are lower than in other parts of the
wor | d.

4:27:09 PM

SENATOR BEN STEVENS said he understands, and asked if the 8.4
Bcf upstream portion includes a GIP that is expandable to 5-6
Bcf .

MR SHIPKOFF replied that the Port Authority assunes the
producers will want to own and operate the GCP, so it has used
the 2.6 billion that is assumed in the fiscal interest finding.
Bechtel did the engineering however, so the Port Authority is
willing and able to take that on if the producers do not want
to.

SENATOR BEN STEVENS t hanked M. Shipkoff for the explanation and
apol ogi zed for asking questions that he mght have answered
earlier in the presentation. He asked about the concept that the
real access to the pipe is under the GCP or GIP or the basin

control, and asked what benefit it is to future independent
shippers, if the Port Authority assunmes the producers wll own
the GCP. That brings the commttee back to the question of who
will regulate it and how do other producers get access.

MR. SHI PKOFF said that is a good question, and agreed that there
m ght be strategic benefit to the Port Authority owning and
operating the GCP itself, since a GCP owned by the producers
coul d becone a bottl eneck.
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4:29:53 PM

SENATOR STEDVAN comented that the current proposal includes
substantial credits for the construction of that plant. He asked
if the Port Authority intends to nodify it and ask for state
hel p.

MR. SHI PKOFF replied no, that AGPA has never suggested it needs
the state’s help financing any conmponent of the project. It
believes the project can be fully funded on a non-recourse
project finance basis. That is what M. Shipkoff specializes in
and he believes the economcs are sufficiently robust to
qual i fy.

4:31:18 PM

SENATOR STEDMAN commented that, if the Port Authority goes ahead
with its project and the producers are left to build the GCP, it
woul d substantially increase their costs. He also asked if
Senpra was out of the picture.

MR. SHI PKOFF asked Senator Stedman if he is referring to the
proposed 35 percent credit under the fiscal contract, which is
basically an incentive. If so, there is no reason that he can
see to apply for that credit. If the producers will do the GCP
wi thout the credit, so will the Port Authority. He deferred to
M. Wl ker to answer the second part of the senator’s question.

MR. WALKER said that Senpra’s was interested in the project
because of the economcs and the [|ocation. It became
disinterested due to the adversarial relationship of the
adm nistration to the project. As recently as a week before this
meeti ng however, the president of Senpra called to say that he

is still interested in the project if the admnistration wll
support it.
4:33:36 PM

REPRESENTATI VE SAMUELS asked if the $3.27 tariff to market
includes a tariff going through a GIP

MR. SHI PKOFF replied that pages 43-44 show the tariff wthout
the GIP, which results in a real netback at the pipeline inlet
of $3.86, nomnal $7.87 in 2041. Wen the GIP cost, shrinkage,
and the feeder pipeline cost are subtracted, wellhead value is
$1.47, $7.16 in nomnal ternms. The GIP tariff is expressed in
dollars per MwBtu, which is the process used in the fiscal
contract.
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REPRESENTATI VE SAMJELS said he thinks the $2.35 includes the
tariff to the GIP, but that he would verify it.

MR. SHI PKOFF said that may be, but tariffs are calculated on the
basis of capital cost assunptions, so one has to ask what the
capital cost assunption of getting it to Chicago is. He does not
know how the producers <calculated the $2.35 tariff. He
reiterated that AGPA is not trying to conpete wth another

project's tariff; its project is increnental and stands on its
own.
SENATOR WAGONER said he is still confused about whether the GIP

is included in the Port Authority’s pricing.

MR. SH PKOFF said the GIP is fully included for purposes of
calculating the economcs of the project and the returns to the
producers. The Port Authority does not know whether it wll be
owned and operated by the producers or by AGPA, but that is a
strategi c issue.

4:36: 11 PM

SENATOR BEN STEVENS said that who owns and regulates it is also
a major policy issue. He coomented that the comrttee has enough
information to know that this project is an upstream fiscal
contract. It is only part three of a three-part project and, in
order for it to nove forward and obtain a certificate of public
convenience, it has to have an upstream fiscal contract, access
to a facility that is expandable, and a tariff rate set for the
capital costs so that those making shipping agreenents will know
what they are getting into.

He reminded M. Shipkoff that the Port Authority doesn't know
where it will get the shipping commtnents, and asked if the
state is expected to take the shipping commtnent on this
proj ect .

MR. WALKER responded no.

SENATOR BEN STEVENS asked where the gas will conme fromif there
is no upstream fiscal agreenent.

MR, SHI PKOFF said that Senator Stevens is asking the question
that is at the heart of the issue. The Port Authority does not
have gas supply today. If it did, it would not be at the table,
it would be building a pipeline.
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SENATOR BEN STEVENS said he did not nean to be disrespectful
but the comrent that “we could build this project tonorrow if we
had gas” is not true because there are too many things that have
not been addressed.

4:39: 39 PM

MR. WALKER responded by junmping ahead in his presentation. One
of the things the Port Authority |looked at is a structure. It
knows it is tax-exenpt, and was advised that it is FERC exenpt.
It submitted the FERC opinion to the Departnment of Energy and is
working with DOE on a conclusion. DOE said to bring the project
there for the |oan guarantee. The Regulatory Conm ssion of
Al aska (RCA) would regulate the project. These are significant
steps forward on the tineline. So, to say that the project could
start tonorrow is perhaps overstating, but, because of the
structure and benefits that the Al aska Gasline Port Authority
brings to the process, it does have certain advantages that
ot hers do not.

4:42: 02 PM

SENATOR BEN STEVENS said he appreciates that information and
apol ogi zed for getting ahead of the presentation. He asked about
the AGPA application for FERC exenption. He said that one of the
conditions under the loan guarantee (in section 116(b) of the
natural gas pipeline act) is that “the secretary may issue a
federal |oan guarantee instrunment for a qualified infrastructure
project only after a certificate of public convenience has been
issued”. He asked if M. Wilker had said that the waiver from
FERC regulation would not disqualify the project from the
federal |oan guaranty.

MR. WALKER said it would not. He could not quote the specific
| anguage, but paraphrased that if a project does not go through
the FERC process, it goes directly to the Departnent of Energy
for the | oan guarantee.

4:43: 25 PM
SENATOR BEN STEVENS said this is the first tine he has heard
that the project is FERC exenpt, and he would like to hear nore
about that.

4:43: 37 PM
SENATOR STEDVAN asked if the project would still be exenpt from
FERC regulation if it were extended through the Y-Iline.

MR. WALKER answered that, because the Port Authority would not
be doing the Y-line expansion, it would still be exenpt.
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SENATOR STEDMAN said that his understanding is that, from the
GIP to Valdez would be FERC exenpt, but the line from there
t hrough Canada woul d be FERC regul at ed.

MR. WALKER said that is correct; but the Canada line wll be
soneone el se’s project.

4. 44: 28 PM

CHAIR SEEKINS said that is something the commttee needs to | ook
closely at. He said it seens that, once the FERC is involved, it
extends its jurisdiction all the way up into the feeder |ines.

MR. WALKER said he agreed, and that is why the Port Authority
retained a forner general counsel of FERC to look at it.

CHAIR SEEKINS clarified that the project would not be RCA
exenpt .

MR. WALKER agreed that it would not.

4:46: 07 PM

MR. SHI PKOFF went on to slide 49, "Producer Returns" show ng the
profitability nmeasurenents for the upstream producers. Slide 50,
"Sensitivity of Producer Returns"” shows what happens to producer
returns under different price scenarios. The break-even price of
Henry Hub, the price at which the IRR is 12 percent and the net
present value (NPV) is zero, is $4.30 per MVBtu.

He pointed out that he has not taken into account that, once the
gas is liquefied and |loaded on a ship, it can go to whatever
mar ket provi des the highest value. For the purpose of analysis,
he assuned that the entire volune would be contracted to go to
southern California or Arizona via Costa Azul however, at these
low price levels, diverting to Japan would result in a
significantly higher netback.

4:49: 40 PM
MR, SH PKOFF said that, wth the expansion of LNG and the
i ncreased val ue available wth di ver si on opti ons, LNG

contractual structures and financing arrangenents have nore
flexibility. On slide 51 he attenpted to quantify the value of
t he diversion option.

REPRESENTATI VE SAMUJELS was skeptical that the project would be
granted $18.5 billion in | oan guarantees to ship gas to Japan.
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MR. SHI PKOFF responded that is a good point. He noted that the
| oan guarantee is for 80 percent of the project, so he could
make a case that the operator should be free to do as it w shes
with 20 percent of the capacity. In addition, 100 percent of the
capacity will be commtted in the United States, so the only
time gas would be diverted is when and if the prices in the U S
are so low that diversion is nore profitable despite the cost of
payi ng for those comm tnents.

4:54:27 PM

He continued that it is even possible that the guaranteed | oan
could be replaced by a non-guaranteed |oan. Because BGI is
partly owned by Mtsui O S K lines, the project would qualify
for Japanese financing, which is very inexpensive, along the
lines of the | oan guarantee rate.

CHAIR SEEKINS said the commttee was told that natural gas deals
with long-term shipping comitnents and marketing agreenments. He
asked how it is possible that the project could just ignore
those and go to another market until the price comes back up in
the United States.

MR. SHI PKOFF answered that LNG projects today are financed on
the basis of Jlong-term agreenments; but the Ilenders allow
diversions. In this supply-constrained world, the suppliers have
the power to insert diversion provisions into the long-term
agreenents. O course, the seller has to conpensate the buyer
for the daily spot replacenent cost.

4:57:02 PM

MR, SHI PKOFF said the analysis takes all of this into account.
What nust al so be taken into account is that the seller not only
has to conpensate the buyer, but nust pay for the capacity that
the supplier is not using on regas and the takeaway pipeline.
So, one would only divert if the price is sufficient to cover
all of those additional expenses and still provide a good val ue.

CHAI R SEEKINS questioned whether one could actually get away
with diverting the 20 percent not covered by the | oan guarantee.

MR. SHI PKOFF responded that the Port Authority is not relying on

that; he was nerely speculating. The bill is silent on that
poi nt .
4:58: 42 PM
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SENATOR STEDMAN said he believes the |oan guarantee was pushed
by m d- Anerican states that want the gas, so he does not see how
the project would be allowed to divert gas to anot her nmarket.

MR. SHI PKOFF answered that it's a hypothetical issue. This case

will not exist unless prices are so low in the US. that it is
uneconomc to sell to U S. markets. He stressed that he does not
think that will ever happen; but this is the kind of worst-case

scenario that | enders | ook at and want accounted for.

CHAI R SEEKINS said he would like to set this presentation aside
until tonmorrow and allow the committee to finish up sone other
matters.

At -ease from5:02: 05 PMto 5:06:56 PM

CHAIR SEEKINS called the neeting back to order and advised the
committee that he is waiting for drafting and would recess unti
7: 00 pm

Recess from5:07:20 PMto 7:14:17 PM

Present at the call back to order: Senators Ben Stevens, Bert
St edman, Con Bunde, Fred Dyson, Kim Elton, Lyman Hoffman, Lyda
Green, Thomas Wagoner, Gary WIken, and Chair Ral ph Seekins;
Senator O son arrived soon thereafter.

SENATOR BUNDE asked if that is the last iteration of the Port
Aut hority’s plan, the one it would take to RCA and FERC.

CHAIR SEEKINS said this is the current plan, and that he can put
t he question to them tonorrow

SB 3002- STRANDED GAS AMENDMENTS

7:15:49 PM

CHAI R SEEKINS returned attention to SB 3002. He informed nenbers
that drafting was proofreading a new proposed conmttee
substitute (CS)

7:16: 13 PM

CHAI R SEEKINS said he would open with Anendnent 7 (already noved
and set aside), having to do with the $1.5 billion good-faith
account .

7:17:22 PM
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DAVID VAN TUYL, Commercial Manager, Alaska Gas Goup, BP, said
that BP does not support this anendnent. It believes it nay have
uni ntended consequences that wll be bad for the project,
i ncluding higher costs. He estimates the total cost to project
sanction would approach $1 billion, but fears that this
anendnent w pes out any incentive to work efficiently. Even if
the producers performwell and deliver, they could still have to
wite a check to the state. It increases costs at the front end
of the project when it especially hurts project economcs. BP
fears it wll resul t in schedul e-driven behaviors that
historically result in cost overruns and failed projects.

7:20: 04 PM
He also thinks the anendnent raises a nunber of awkward
guestions and concerns regarding the project. Specifically, the

state mght be conflicted out of voting in project nmanagenent
decisions. It raises the question, “Wat is a sponsor?” The term
is not defined in the act, nor does it say whether the state is
considered one. In addition, it creates difficulties for project
econom cs. The |anguage does not provide a specific anount,
saying only that the comm ssioner can set it at a mninmm of
$1.5 billion. There is no detail of what is included in project
expenditures or how they will be audited.

BP is conmtted to diligently advance this project, and the
contract currently drafted does that. It is evaluating public
corments in an effort to constructively address valid concerns;
but the producers negotiated a balanced contract and, if the
costs and risks increase, the contract wll have to be re-
bal anced in order to go forward.

7.22:20 PM
SENATOR DYSON asked for clarification of the term “full project
funding” from Sec. 13(b) that reads: “Project expenditures

required by this subsection nust be necessary to finance the
planning or permtting phase of the project leading up to the
deci sion on full project funding.”

MR. VAN TUYL replied that is a good question, and said he is not
sure the termis defined in the act. He thinks it nmeans project
sanction, which is when the conpanies commt the funds necessary
to fund the project; but he isn't sure.

SENATOR DYSON said he thinks that is what the sponsor intended,

and asked what the producers have to acconplish in order to get
to that point in the process.
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MR. VAN TUYL answered that they have to conplete all of the
prelimnary engi neering and t he envi ronnent al fiel dwork
necessary to prepare a FERC application; hold a successful open
season; and submt the project application to FERC and the
Nat i onal Energy Board (NEB) in Canada. Those regulatory
processes have to run their course and the producers would have
to receive a “Record of Decision” fromthe FERC and a “Leave to
Construct” from the NEB, either conditional or unconditional.
Once those are received, the conpanies wll decide whether they
are acceptable, then they would conmt funds.

SENATOR DYSON asked if all of those things could be acconplished
in four years.

MR. VAN TUYL answered yes, but rem nded Senator Dyson that there
are processes in that time franme over which the producers have
no control.

7:25: 45 PM
SENATOR DYSON asked if the tineframe is realistic. He said that
he does not believe the sponsor of the bill intended the

producers to spend nore noney; the intention was that noney
spent during this phase would be provided for by this account.
He al so pointed out that the account doesn’t have to be funded;
they only have to provide a letter of credit. So, although this
is a hassle, it does not take any noney out of the producers’
pockets. He asked if $1.5 billion is an unreasonable nunber for
all that has to be done to get to project sanction.

MR. VAN TUYL replied that BP estimated that costs to get to
sanction mght approach $1 billion, but it hopes to beat that.
He said his <concern is the language that says if the
conmmi ssioner determ nes that a sponsor has breached the m nimum
expenditure commtnent, the unexpended bal ance would be paid to
the state treasury. That seenms to nean that the producers have
to spend at |east that nuch by Decenber 31, 2010, whether the
wor k coul d be conpleted for | ess or not.

7:27:40 PM
SENATOR ELTON asked M. Van Tuyl if, relative to a definition of
“sponsor”, it would be clearer to say the "mainline LLC" rather

than “the sponsors of the Al aska hi ghway natural gas project”.
MR. VAN TUYL answered that he supposed it would address the

guestion of who has the obligation for the expenditure. The
specific expenditure anmount in the anendnent is still a concern.
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SENATOR ELTON asked if disputes would be handled by the
comm ssioner of DNR with the concurrence of the conm ssioner of
DOR, or would go through an arbitration panel.

MR VAN TUYL said that is not clear.

7:30: 07 PM
CHAIR SEEKINS asked M. Van Tuyl to restate his concern
regardi ng the use of the word "sponsor” in this anendnent.

MR. VAN TUYL replied that he isn't aware that "sponsor" 1is
specifically defined in the act, although "sponsor group"” and
“menber of a qualified sponsor group” are used generally to
refer to the producers.

CHAIR SEEKINS said that the neaning of “sponsor” or “sponsor
group” is assuned, and asked if M. Van Tuyl was sure it is not
defined in the act.

MR VAN TUYL said he does not see it in the definitions section
in the act.

7:31: 36 PM

CHAIR SEEKINS said it is not in definitions, but there is a
whol e section on what it takes to be a qualified sponsor or
gual i fied sponsor group.

MR. VAN TUYL agreed, and pointed out that it would seem to
exclude the state. If that were the case, then the state’'s share
woul d be excl uded.

CHAIR SEEKINS said he would ask the drafter; but he thinks the
intent was that, since the state is a 20 percent owner, it would
have to put up 20 percent of the anount.

7:32: 07 PM

SENATOR BEN STEVENS said he would like to clarify his intent.
The first sentence of Section 13(b) reads: “The sponsors of the
Al aska H ghway Gas Pipeline Project shall incur” [A Mnimm O
$1, 500, 000, 000] “in project expenditures beginning with the date
the contract is fully executed”. So, once contract is fully
executed, all parties to the contract become the sponsors.

7:33:32 PM

CHAIR SEEKINS said that he couldn't find any definition. He
asked Senator Stevens what he proposes if the costs are |ess
than $1.5 billion.
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SENATOR BEN STEVENS responded that, if the total expenditures to
full project funding were less, then the sponsors would not be
liable for the balance of the $1.5 billion. The only time funds
woul d revert to the state treasury is if there was a breach

7:36:16 PM

MR. VAN TUYL said he wanted to enphasize his concern about the
deadline. If all of the activities are not conpleted by January
1, 2011 as required by the contract, and the total cost is only
$800 million, the comm ssioner could say that the producers are
in breach and require them to pay the full anmount, which is a
m nimum of $1.5 billion. That could cause participants to cut
corners or operate in a way that is different fromthe norm in
order to nmake the deadline.

7:37:17 PM

MARK NELSON, ExxonMobil, said that ExxonMobil is also opposed to
Amendnent 7 due to the hard conpletion date and m ni num spendi ng
requi renents. Just as the producers have a responsibility to
sharehol ders, the state has a responsibility to Alaskans to
pursue the project in a disciplined manner using best practices.
Proj ect nmanagement experts and individual project analysis have
concluded that, “Wen the calendar rather than the data drives
the project, the project usually fails.” Rushing to neet inposed
deadlines serves to increase costs, conpronise safety, and
increase the risk of project failure. As with other anmendnents
presented by this conmmttee, this anendnent may prevent the
project from being conmercially viable. An econom c project does
not need guaranteed start-up dates and mandated spending rates,
because the parties already have a substantial incentive to
advance it. In conclusion, being schedule-driven won't deliver
the best project to the state of Alaska and participating
conpani es.

7:40: 40 PM

VENDY KI NG ConocoPhillips, said she appreciates that, from the
public comment perspective and the comments that she has heard
in commttee over the past couple of nonths, work commtnents
are a significant issue to the legislature. For the producers,
it is a heart-of-the-deal issue. The producers have enphasized
that it is not advisable to tie work activities and dollars to
dates. Schedul e-driven projects are set up for failure.

She stressed that ConocoPhillips wants to nove this project
forward and is coomitted to spend the noney necessary to get to
project sanction, but cautioned that, until project sanction,

SENATE NGD COW TTEE - 56- August 3, 2006



all of those funds are likely to be equity funds, not financed
funds. Also the federal |oan guarantees won't provide backup
financing until the project gets to the conpletion tests, so the
sponsors are “on the hook” for those doll ars.

Ms. King said that Conoco Phillips is trying to work with al
parties to find a solution to work conmmtnents. This could
include commtting sonme noney to project developnent in the

contract itself. She said that Conoco Phillips is not opposed to
spending commtnents, but it sees challenges wth this
particular anendnent. The $1.5 billion nonetary requirenent is
nore than ConocoPhillips expects to have to spend, and the focus

shoul d be on keeping costs down. Another issue is the tineline.
The contract hasn’t even been approved and the producers do not
know when the project will begin, but there is already pressure
to get to sanction by 2010. Schedule-driven behavior is a
concern.

7.44: 14 PM

She continued to say there should be sone nechani sm whereby, if
there is a spending conmtnent, but all parties agree it should
be spent at a later date, it could be deferred. She is also
concerned that putting up $1.5 billion in the beginning could

create sonme time-value of noney i ssues. To concl ude,
ConocoPhillips has not had time to fully assess this anmendnment
internally. It is willing to entertain some of the concepts in

the anmendnent, but it needs to advance that in the context of
di scussi ons on work conmi t nents.

7:45: 28 PM

SENATOR STEDMAN said that, in the second line from bottom of
Amendnent 7, it talks about providing the conm ssioner with a
nont hly expenditure report; so that should alleviate sone of the
concern about a big expenditure comng in only one day into the
project. The intent is not to get renmuneration to the state, it
is to keep the project noving forward and deal wth other
concer ns.

MR. NELSON said that ExxonMbil’'s concern is that it does not
have control over a lot of things that can happen prior to
project sanction, such as a judicial challenge. It would be
putting noney at risk, or could be forced to continue spending
noney during a challenge of the contract.

7:47: 26 PM

SENATOR BUNDE comented that M. Van Tuyl nentioned fairness
and one of the consistent tenets he has heard from the producers
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is certainty. He thinks fairness would dictate sone certainty
for the state as well. The producers are putting noney at risk

the state is putting its econony and the well being of its
citizens at risk. He said he was heartened to hear that the
producers have thought about how to bring nore certainty to the
state, and is wondering when the commttee m ght hear nore about
t hat .

M5. KING replied that the public coment period closed July 24,
and ConocoPhillips is just beginning discussions wth the
adm nistration and its partners to find a bal ance that works for
all parties. She said she is unable to provide a firmtineline
for a decision at this point.

7:49: 46 PM
SENATOR BUNDE asked if it is possible that a decision mght be
avai | abl e before next Thursday.

M5. KING said that is very optimstic.

7:50: 08 PM

SENATOR WLKEN said that is the best testinony M. King has
given, and it 1is clear that she wunderstands the state’s
position; so, he addressed his comments to the representatives
of the other two producers. He said he wll vote for this
amendnment, but does so with sone concern, because he does not
|i ke deadlines either. This contract won't |eave the |egislature
as a "trust ne" contract. He does not want to get to the end of
the four years estimated to project sanction and hear that the
producers aren't ready yet. He said he does not know what the
benchmarks are, but there have to be sonme specific goals the
state can use to nmeasure whether the producers are expending the
effort necessary to nove this project ahead.

7:53: 36 PM

MR. VAN TUYL said he appreciates Senator WIken's concern, and
BP is commtted to advance the project and nonetize the resource
for the benefit of BP and the state. The challenge is how to
structure the contract to ensure that outcone. The work
conmmitments in the contract are the product of a lot of
consideration, and he thinks the formula provides as nmnuch
certainty as it is reasonably possible to provide. Deadlines and
spending rates may not result in the desired outcone.

7:56: 12 PM

SENATOR W LKEN said he believes what M. Van Tuyl said, but he
does not want M. Van Tuyl's replacenent talking to his
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repl acenent about these sane issues. He wants sone type of a
yardsti ck.

MR. NELSON echoed M. Van Tuyl's remarks, saying that Exxonhbbi l
is commtted to this project and will continue to work hard; but
it does not want to put inefficient neasures in place that wll
cost extra noney.

7:57:19 PM

SENATOR BEN STEVENS said he wanted to nake a clarifying point.
In Section 13 when it says, “the contract is fully executed by
the parties”, the term parties is defined as “the state and al
participants” and participant neans “BP, ConocoPhillips, and
ExxonMobi | . The sponsor is the one that takes it to the federal
gover nnent .

7:58:21 PM
CHAIR SEEKINS pointed out that this is $1.5 billion, and $300
mllion has already been set aside by the state.

SENATOR BEN STEVENS clarified that the state is putting risk

noney up front as well, and once the contract is executed, the
state will agree to pay 20 percent of the expenses incurred. He
said he does not agree that all of the $300 mllion will cone

back to the state if a breach has occurred.

SENATOR ELTON asked Senator Stevens if it was his intent to kick
any disputes under Section 13(b) or (d) into the arbitration
di spute resolution process, or for them to be settled by the
conmi ssi oners.

SENATOR BEN STEVENS said he cannot answer the question, but his
intent was for the mninmum project expenditure to be agreed upon
in the contract. As part of the contract, it would be subject to
di spute resolution; but the statute does not beconme part of
di spute resol ution.

8:03: 36 PM
CHAI R SEEKI NS asked if the unexpended bal ance attributed to that
sponsor woul d be subject to forfeiture.

SENATOR BEN STEVENS answered yes; it doesn't say whole project
woul d cone to a stop

8:04: 59 PM

SENATOR ELTON said he is struggling with |anguage that would
make it clear that disputes under Section 13(b), (c) or (d)
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would be settled by the conm ssioners of revenue and natural
resources outside the dispute resolution process established in
the contract, and is thinking of a possible conceptual anmendnent
to clarify that.

8:.05:41 PM

SENATOR BEN STEVENS said he does not think that |anguage is
necessary, because the contract cannot dictate what statute
says. He said he does not want to put anything in statute that
can be dictated by contractual terns.

8: 08: 32 PM

SENATOR DYSON said he agrees with Senator B. Stevens, but he
worries about the curative |anguage the conmttee saw earlier

which he is told is standard in a contract. If the contract is
ratified and it later proves to be in conflict with any existing
law, the curative |anguage says the contract trunps the |ega

statute; so he feels that the point Senator Elton raises is a
valid one. He also feels that the producer’s concern about the
deadline is valid. If the contract is not ratified quickly, it
woul d be better to specify a nunmber of days or years instead of
namng a firm end date. He thinks accommodati on should al so be
made for events beyond the producers’ control.

8:09:45 PM
SENATOR HOFFMAN asked Chair Seekins to refresh his nenory
regardi ng the amendnent before the commttee.

CHAI R SEEKINS said that the anendnent to Anendnent 7, to include
“Wth the concurrence of the comm ssioner of the Departnent of
Revenue” is before the comittee.

SENATOR HOFFMAN asked Senator Stevens how he arrived at $1.5
billion in light of the fact that all three sponsors have said
they think they can get to project sanction for less than $1
billion.

8:10: 42 PM

SENATOR BEN STEVENS said the legislature voted on a $300 mllion
set-aside, and the state is a 20 percent partner, so he
cal cul ated the total based on that.

8:11:59 PM

SENATOR STEDVMAN commented that the state had sonme concerns about
its ability to come up with the funds to build this, and the
$300 million set aside is a good start toward the full 20
percent it will have to conme up with
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The comm ttee took an at-ease from8:12:54 PMto 8:17:20 PM

CHAIR SEEKINS called the neeting back to order. Not all of the
menbers were present, so he went off the record until they
arrived.

SENATOR KOCKESH arri ved.

The comm ttee took an at-ease from8:18:06 PMto 8:19: 08 PM

CHAI R SEEKI NS cal | ed for discussion anong the nenbers.

SENATOR ELTON said he wll vote yes, but still has concerns
about the dispute resolution process and plans to discuss it
with Legislative Legal Services before the bill gets to the
fl oor.

8:19:45 PM

CHAIR SEEKINS interrupted to clarify that the matter before the
conmmittee is whether there is any objection to adopting
Amrendnent 1 to Anendnent 7 (proposed earlier by Senator W1 ken)
to insert "with the concurrence of the conm ssioner of revenue"
in Section 13. There being no objection, it was so ordered.

8:20:12 PM
CHAIR SEEKINS said that the commttee is now discussing
Amendnent 7, as anended.

SENATOR ELTON said he appreciates the effort to create sonme work
commtnents and nonetary incentives, and does not think it is
too burdensone for the producers. He does not put aside their
concerns however, and thinks that they should have tine to cone
up with a way to tweak this approach if they feel it is
necessary.

8:21:59 PM
SENATOR BUNDE asked Senator Stevens whether, if there is a delay
and the reason for it is disputed, the dispute would go to
arbitration

SENATOR BEN STEVENS replied that is not his intent. It is
intended to provide |everage to the commi ssioners. The intent
was to create financial commtnents, while giving the producers
|atitude to be efficient within that franmework. How a dispute
woul d be handl ed relates to whether a determnation is nade that
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there has been a breach in the spending commitnment inposed by
t he contract.

8:24:38 PM
SENATOR BEN STEVENS renpoved his objection.

SENATOR DYSON obj ect ed.

8:25:12 PM
The roll was call ed:

Yea: Senator O son, Senator WI ken, Senator Hoffnan,
Senat or Kookesh, Senator Ben Stevens, Senator Stednan,
Senat or Bunde, Senator G een, Senator Wagoner, Senator
El ton, Senator Seekins

Nay: Senator Dyson

Amendnent 7 was adopted as anended by a vote of 11
yeas, 1 nay.

8: 26: 34 PM
CHAI R SEEKI NS i ntroduced a new draft CS, Version F.

8:26:46 PM
SENATOR GREEN noved to adopt Version F as the working docunent.
There being no objection, it was so ordered.

8:27:23 PM

JIM CLARK, Chief Negotiator, Ofice of the Governor, introduced
hi nsel f.

CHAI R SEEKINS asked Joe Donohue if he would explain the intent
behind Section 1 of the CS

8:27:44 PM
JOSEPH DONOHUE, Preston, Gates & Ellis, said the intent of
Section 1 of the bill (Version F) is to provide authority for

the state to agree to the Federal Arbitration Act. So, this is
an exception to the revised Alaska Uniform Arbitration Act. The
contract provides that the Federal Arbitration Act will contro
the arbitration procedures, and this exception is designed to
clarify that.

8: 28: 36 PM
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SENATOR DYSON asked if he 1is «correct that the Federa
Arbitration Act wll apply except where this contract has
exceptions.

MR. DONOHUE answered that the concern was that state |aw m ght
conflict with the contents of the proposed contract. This allows
the state to negotiate in the context of a Stranded Gas
Devel opnment Act contract, to stipulate to arbitration procedures
outside of title 9 of the state | aw

SENATOR DYSON asked if the contract doesn't conform to state
| aw, this paragraph puts it under federal arbitration |aw.

MR DONOHUE said this allows the state to stipulate as a
contractual term in a fiscal contract under 43.82 that the
Federal Arbitration Act will control arbitration proceedi ngs.

8: 30: 02 PM

CHAIR SEEKINS asked if there were objections or proposed
amendnents to Section 1. Hearing none, he asked M. Donohue to
address paragraph 1 of Section 2.

MR. DONCHUE expl ai ned that paragraph 1 of Section 2 was intended
to clarify that the contract devel oped under 43.82 could include
fiscal certainty ternms relating to oil and to the business
activities of the qualified sponsors generally, not just those
related to new i nvestnent, or the gas pipeline project.

CHAI R SEEKI NS asked for questions or anendnents.

8:31:10 PM

SENATOR ELTON asked M. Donohue to speak to a suggestion he nmade
earlier, when explaining Version G to the conmmttee, that this
section be noved to another part of the bill.

MR. DONOHUE replied that his coment was related to |lines 6-7,
the Ilanguage “including gas pipeline expansion pricing that
encourages further gas exploration.” At one point, t he
adm ni stration considered proposing |anguage to 43.82.200 that
would deal with this issue and take it out of the purpose
cl ause.

SENATOR ELTON asked if the admi nistration deci ded agai nst that.

MR. DONOHUE answered yes.
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CHAI R SEEKINS commented that the conmttee added “or a related
party” to that paragraph and the next, as well as a definition
of related party in a later section. He explained that Section 3
was the commttee's anmendnent to the earlier CS (Version G.

8:.32:41 PM

CHAIR SEEKINS remnded the conmttee that Section 4 is an
amendnent that was offered by Senator Stednman and has been
included in the new CS. He asked M. Donohue to explain the
del eti on on page 3 of Section 5.

MR. DONOHUE explained that Section 5 inserts the concept of
“related party” to make it clear that fiscal certainty terns can
relate to owners of the GIP, the mainline LLC, and other
entities. Also, the deletion on page 3 is designed clarify that
fiscal terms do not necessarily have to relate directly to this
new i nvest nment.

CHAI R SEEKI NS asked for questions on Section 6.

8:34: 09 PM

SENATOR ELTON comented that, wunder Version G there was an
anendnent to 43.82.020, which was negotiation of contract terns
and deals with the related party issue, and that section seens
to be mssing in this version.

CHAI R SEEKINS said he would cone back to the sections that were
renmoved for convenience, to discuss whether any should be
rei nserted.

8:35: 00 PM

MR. DONOHUE expl ained that Section 6 deletes the reference to
royalties. AS 43.82.220 currently deals only with royalty-in-
kind and royalty-in-value issues, and the intent was to broaden
the application of 43.82.220 to deal nore generally with oil and
gas |l ease and unit agreenents.

He went on to Section 7, which states that conpliance wth
43.82.220(a) is sufficient to satisfy all statutory requirenents
under AS 38. That is primarily intended to nmake clear that those
are the sole criteria that apply to decisions to enter into
shi pping commtnments under the stranded gas act, and that the
royalty advisory board has no role in those deci sions.

8: 36: 45 PM

CHAI R SEEKINS explained that Section 8 on pages 3-4, is the
amendnent adopted regarding Project Labor Agreenents (PLA S),
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which has been incorporated into the new CS. He asked M.
Donohue to go on to Section 9.

MR. DONCHUE said Section 9 deletes |anguage that would limt the
term of the contract to the period necessary to develop the
stranded gas, in order to avoid legal issues relating to how
long that period mght be. It also contains the commttee
amendnents passed earlier in the week, changing the term from
comencenent of operations from 35 years to 25 years, and
maxi mum contract period from45 years to 35 years.

8: 38: 08 PM

SENATOR BEN STEVENS offered Anendnment 9 (the first anmendnent to
Version F) and objected for discussion purposes. He said this
anendnent cane before the commttee during the last special
sessi on and has not changed.

A AVENDMVENT 9

AS 43.82 is anended by adding a new section to read:
Sec. 43.82.255. Term of contract provisions

related to oil. (a) The

provisions of this section apply to a contract

devel oped under AS 43.82.020 t hat

provi des for periodic paynent in lieu of taxes on oil

under AS 43.55.

(b) For the part of the contract term begi nning
i medi ately after the date
of full project funding or the date of issuance of a
certificate of public convenience
whi chever date is later, and ending 14 years after
t hat date, the conm ssioner may
develop a term for the contract that provides for
paynents in lieu of the taxes on oil
set out in AS 43.55. For the part of the contract term
est abli shed with as nuch
certainty as the Constitution of the State of Al aska
al | ows.

(c) For the part of the contract term beginning
i medi ately after the period
described in (b) of this section, and ending on a date
not later than 25 years after the
effective date of the contract, the anount of the
paynent in lieu of tax on oil wunder AS 43.55 nust be
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equal to the anobunt of the tax levied by the [|aw
However, the

comm ssioner may develop a contract term that, in the
event of a material change in

the taxes enacted after the effective date of the
contract, establishes a procedure for

restoring the parties to substantially the sane
econonmi ¢ position they had as of the

end of the period described in (b) of this section
i mredi ately before the change.

(d) | mpl ement ati on  of a contract provi si on
authorized in this section may’ be nade subject to the
di spute resol ution procedures of the contract.

CHAIR SEEKINS said he assuned that Senator Stevens wanted to
make sonme nodifications, and that is why it was not incorporated
into the CS. He asked if there were questions regarding
Amendnent 9.

SENATOR W LKEN referred to line 18, the word “conm ssioner”, and
remnded the comnmttee that the admnistration was going to
prepare |anguage to clarify that this refers to the conm ssioner
at the time of the fiscal certainty. He asked if the
adm ni stration has had the opportunity to work on that.

MR. DONOHUE apol ogi zed and said he does not have it ready.

8:40: 09 PM
CHAI R SEEKI NS asked Senator Stevens if he would like to hold the
amendnent to | ook at the new | anguage.

SENATOR BEN STEVENS replied that it is up to the discretion of
t he chair.

CHAI R SEEKINS asked if Senator Stevens’ intent is that it be
automatic and negotiated now, or that it be negotiated in the
future, 1If the legislature raises taxes nmaking an economc
bal anci ng agreenent necessary.

SENATOR BEN STEVENS answered that it would be negotiated as the
result of a material change at a future date.

CHAIR SEEKINS asked if it would satisfy his intent to say:
"However, in the event of a material change in the taxes enacted
after the effective date of the contract and after the period of
time specified in paragraph (b), the conm ssioner of revenue may
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develop a contract term that establishes a procedure for
restoring the parties to substantially the same econonmc
position they had..."

8:41:59 PM
SENATOR BEN STEVENS asked Chair Seekins to repeat his proposed
| anguage.

CHAI R SEEKI NS di d so.

SENATOR BEN STEVENS replied that, if that helps to clarify it,
he has no problemwth it; but he feels it is already prescribed
on line 14.

8:42:52 PM
MR, DONOHUE interjected that, given the context of 43.82
generally no clarification is needed.

CHAIR SEEKINS said that, as he understands the statute, the
conm ssioner referred to is the comm ssioner of revenue, and the
econonm ¢ bal anci ng procedure would not take effect automatically
unl ess the economc rents changed after the prescribed period of
time. He asked Senator Wlken if he was satisfied with that
det erm nati on

SENATOR WLKEN answered that he is not. He said he does not
understand why the committee feels it should deal with this at
all. The sitting conm ssioner can maintain the fiscal
equi libriumduring that 14-year period.

8:45: 04 PM
CHAIR SEEKINS replied that this section takes place after the 14
years.

SENATOR W LKEN responded that it is at the tail of 25 years.

MR. DONOHUE explained that, under this provision, the current
commi ssioners mght offer a contract termthat would lock in the
tax that is in effect by law at project sanction. The producers
may or may hot agree to that, since they don't know what is
being locked in; so there is uncertainty related to the second
phase as to whether the producers would even be wlling to
consider this. As to the third phase, it seens as if the
conmmi ssi oner could negotiate provisions now that help refine the
concept of material change and how it would work when there is
fiscal stability.
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8:46: 24 PM

MR. CLARK suggested that the admi nistration nmeet with producers
to craft language that fulfills the conmttee’s direction, and
bring it back for review before the legislature ratifies the
contract.

8:47:31 PM
CHAIR SEEKINS said he wunderstands it would be the sitting
conm ssioner that would make the decision to do it.

SENATOR GREEN pointed out that this is Ilanguage that the
committee already adopted two or three tines.

SENATOR BEN STEVENS said he did not think there were any
proposed changes.

SENATOR W LKEN said that, when the commttee tal ked about this
anmendnent previously, there were three sections: four years to
sanction, five years to build, 9 years for ~capital cost
recovery. Then there was a piece of tine at the end and, if
there were changes that would require the state to change oil
it would seek bal ance through gas, or vice versa. This amendnent
proposes to address sonething that, best guess, starts 14 or
nore years from now. He did not understand why one woul d suppose
this legislature can do a better job of it today than the
commi ssioner and the administration could in 14 years, given all
the circunstances that could ari se.

8: 50: 54 PM

MR. CLARK said that the |anguage for fiscal balancing agreenents
exists in many types of contracts. It is usually included on the
front end so all parties know what the rules will be in the
future. It may be that, at end of the 1l4-year period, it needs
to be changed; but that could happen to other sections of the
contract as well.

8:52:38 PM
SENATOR DYSON asked what is before the commttee now.

CHAIR SEEKINS replied that it is Amendnent 9 (the first
anmendnent to Version F).

SENATOR DYSON said that it looks as if disputes under this
section are subject to the contractual arbitration process, and
asked Senator Stevens to comment on the last two lines of the
amendment .
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SENATOR BEN STEVENS answered that ternms of a contract are
subject to dispute resolution. D sputes concerning the timng
woul d be settled in arbitration.

8:55:18 PM
CHAIR SEEKINS confirnmed that it is when it is inplenented.

SENATOR DYSON said that confirnmed what he thought was true. He
said he appreciates what Senator Stevens has done, but is not
convinced of the efficacy of that dispute resolution process.

8:56:14 PM
SENATOR STEDMAN asked Chair Seekins if he could provide a brief
tinmeline to the people listening from hone.

CHAI R SEEKINS summarized that there is a period of approximately
four years until project sanction, prior to which there is no
fiscal certainty. For a period of approximately five years after
sanction and nine years of construction, during capital cost
recovery, the state has established what taxes on oil wll be.
That is a total of 14 vyears after project sanction. The
remaining 25 years, mnus the pre-build years and the capita
cost recovery years, is a period of econom c balancing during
which, if taxes are raised resulting in a substantive change in
the distribution of rents, the conm ssioner can enter into the
process to restore econom c balance. (This was illustrated using
the chart Senator W/ ken created for SB 2004.)

8:58: 06 PM
CHAI R SEEKI NS asked if he had summarized it correctly.

SENATOR BEN STEVENS replied yes.

SENATOR STEDMAN par aphrased that, under this anendnent, the oil
tax structure would not be locked in until after sanction. The
state would stabilize the taxation on oil t hrough the
construction.

CHAIR SEEKINS interrupted that it nmay be unconstitutional to do
so.

8:58: 52 PM

SENATOR WLKEN said he would vote for the anmendnent because it
addresses one of the issues the comrmittee has with the contract,
but told M. Cdark that he expects to have further discussions
with himon this subject.
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SENATOR ELTON said he would vote for the amendnment because it is
margi nally better than what is in the contract that he supposes
will be presented to the legislature. He does not think it does
anything to alleviate the constitutional questions, and he does
not think the state should lock itself into a tax rate for any
period of tine.

9:00: 01 PM
SENATOR DYSON renoved his objection.

CHAIR SEEKINS asked whether there was further objection to

adopting Amendrment 9. There being no objection, it was so
or der ed.
9: 00: 25 PM

CHAI R SEEKI NS expl ained that Sections 10 and 11 are the sane as
Amendnent 7 to Version G which was adopted by the commttee. He
asked M. Donohue to address Section 12.

MR. DONOHUE explained that Section 12, beginning on page 6,
extends the m ni mum public comment period from30 to 60 days.

CHAIR SEEKINS asked if this is an anmendnent that was passed
earlier today.

9:01: 34 PM

SENATOR BEN STEVENS said yes; it was a curative anendnent,
because the 60 days expired on the 24th of July.

SENATOR W LKEN sai d he thought the anmendnent was on |ine 23.

CHAI R SEEKI NS answered yes. This was a curative anendnment to the
60 days of public comment that ended in July.

MR. DONOHUE agr eed.

SENATOR W LKEN repeated that he thought the change was on line
23.

CHAIR SEEKINS replied that it woul d be.
SENATOR BEN STEVENS said he believes the governor announced that
he was going to have 75 days of public conmment, from May 10 to

July 24.

MR. CLARK confirmed that it was 75 days.
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9:03: 07 PM
SENATOR BEN STEVENS noved to adopt Anmendnent 10, which anends
line 19 on page 6 to read “75” in lieu of “60”. There being no
objection, it was so ordered. (This is the second anendnent to
Version F.)

CHAIR SEEKINS said that Section 13 is the one that was anended
earlier today.

9:03:47 PM

MR. DONOHUE said that the amendnents to Section 14 clarify that
the fiscal ternms can relate to the qualified sponsor, nenbers of
the qualified sponsor group, or related parties. The anendnents
on lines 11-13 specify that paynments are due to the state, but
can be nmade payable to the revenue affected runicipalities.

He continued to Section 15, saying that the anendnents to
43.82.505 provide that all of the inpact paynments due under the
fiscal contract would be paid to economcally affected
muni ci palities under the principals outlined in 43.82.520.

SENATOR W LKEN apol ogi zed to the commttee for digressing, but
said he has been working on the PILT issue and needed to correct
an error. Section 16 of Version G was deleted in Version F but
cont ai ned sone really good work and shoul d be retained.

CHAIR SEEKINS said he would put it back in and asked where
Senator Wlken would like it to be inserted.

SENATOR SEEKINS said it should go right after economcally
inpacted nunicipalities and would becone a new Section 16.
Section 15 would revert to its language in G because it refers
to Section 16.

9:06: 08 PM

SENATOR W LKEN noved to adopt the foregoing as conceptua
Amendnent 11, the third anendnent to Version F. He noted it
woul d take Sections 15 and 16 of Version G and insert them after
the current Section 15 in Version F

SENATOR ELTON interjected that, wunless he has m sunderstood
Senator Wlken's intent, they should be inserted after Section
14, beginning on line 14, because Section 15 in Version F would
be repl aced.

CHAI R SEEKI NS asked for confirmation.
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SENATOR W LKEN agreed and restated his notion.

The conmttee took an at-ease from 9:10:01 PMto 9:10:51 PM and
from 9:12:22 PM to 9:14:30 PM to discuss technical aspects of
t he anmendnent.

9:16: 31 PM

CHAIR SEEKINS re-stated Senator WIken's notion to adopt
conceptual anmendnent 11 to Version F. Renpbve Section 15 of
Version F, replace it with Sections 15 and 16 of Version G and
renunber the other sections accordingly. There being no
obj ection, the notion carried.

9:17: 22 PM
SENATOR W LKEN noved to adopt Amendnent 12 (fourth anmendnment to
Version F). He objected for discussion purposes.

He said that, under the stranded gas anendnent, AS 43.82.210
speaks to paynment in lieu of taxes for nunicipalities, and the
amendnent intends that the legislature will decide how the PILT
nmonies are distributed. The state gets noney from the oi
conpanies in four major ways: a corporate inconme tax; royalties;
severance tax, and an ad valorum tax. The ad valorem tax calls
for 2 percent of the total value to be divided between
muni ci palities that have oil and gas properties within their
boundaries, with the balance renmaining in the general fund. That
tax is being replaced by PILT, which will generate approximtely
$12.67 billion over the next 35 years.

9:20:41 PM
SENATOR WLKEN said he researched how the PILT nobney was
di stributed and f ound t hat one area i's benefiting

di sproportionately to others, and he isn’'t sure that is in line
with the spirit of Section 8.1 of Alaska' s constitution. He
distributed a chart showing the distribution and pointed out
that the North Slope Borough will get 70 percent of the noney.
Fai rbanks North Star Borough will get 4 percent; Valdez will get

3 percent; the state of Alaska will get the 21 percent that
remains. If that were distributed on a per capita basis, that
would be $1.3 mllion each for residents of the North Slope

Bor ough; $96,000 for those in Valdez; $5,800 for residents of
Fai rbanks North Star Borough; and $4,400 for each of the
626, 000 citizens of Al aska.

He said that Amendnent 12 provides that the noney will go to the

state and the legislature will decide how to distribute it to
t he peopl e of Al aska.
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9:23: 28 PM
CHAI R SEEKI NS asked Senator Wl ken if Version F, page 3, between
lines 18-19 would be a good place to insert the anendnent.

MR. CLARK interrupted to suggest that it mght be helpful for
M. Di cki nson, author of this section, to explain the
adm ni stration’s rational e.

9:24: 34 PM

DAN DI CKINSON, CPA, said that Section 20.1 of the contract
states that paynents are due to the state. It can direct that
sonme of those are paid to political subdivisions, and rules for
that are found in Exhibit G It also states that political
subdi visions have no rights under the contract and cannot go
directly to the producers for satisfaction on issues.

CHAI R SEEKINS asked if there is a problemwith the distribution
being directed by | aw.

MR. DI CKINSON answered that Exhibit G the nethodology that
determines how it is divided up, provides that no noney goes to
a political subdivision unless there is a ratio in front of it.
That ratio is the political subdivision's ml| rate over 20 mls.
Under law, the legislature establishes the rules for the ml
rate, so he believes that the anendnment is superfluous. Having
said that, maybe m| rates aren’'t the best way to determ ne how
certain nmunicipalities get noney. Qther rules could be made.

9:28:47 PM

SENATOR W LKEN said that, although everything M. D ckinson said
is correct, he is not sure how germane it is to what he is
trying to do. He referred to Exhibit G which reads in part:
“participant may nmake a portion of its paynents due to the state
under articles 15, 16, and 17, payable to a political
subdi vision.” Then it says to go to Exhibit F for calculations,
and nunber 15 under F shows hypothetical exanples that really do
not illustrate how the noney will be distributed. How that noney
is divided up should be dealt wth through deliberative
| egi sl ative process, not through the contract.

9:31:42 PM

MR. DI CKI NSON observed that Section 43.82.210 of the Stranded
Gas Act instructs the conmssioner that PILT paynents to
muni cipalities wll be a function of the contract. He also
pointed out that there is an assunption as to what ml| rates
are; but those ml| rates can be changed. He urged caution to
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ensure that the ml rate is always a critical part of the
cal cul ati on.

9:33:10 PM

SENATOR HOFFMAN expl ai ned that the vast mpjority of the noney is
going to the North Slope because that is where the resource is,
and the borough should be incentivized to encourage devel opnent.

9:34: 26 PM
SENATOR OLSON pointed out that the pie chart shows North Slope
Borough getting 2/3 of the noney, twce as nmuch as the rest of
t he state.

He asked M. Dickinson how accurate the percentages are, since
nobody knows what the ml| rate will be 35 years from now.

9:35:49 PM

MR. DI CKINSON answered that there are a nunber of assunptions
that reflect the situation today. The nore distant the
projection, the harder it is to predict how those assunptions
will hold up. If the tax base increases, all other things being
equal, one would expect the ml| rate on the North Slope to
| ower. For exanple, if the tax base grows by $3 to $3.5 billion
to a tax base that is currently $12 billion, that is an increase
of alnost 30 percent, so the ml| rate should decrease by 30
percent and the state’s portion should pick up.

SENATOR OLSON asked if M. Dickinson is saying that the nunbers
could be off by 30 percent.

MR. DI CKI NSON responded that, over 30 years, that would be a
generous esti mate.

9:37:35 PM
SENATOR OLSON opined that the admnistration is not in favor of
amendnent .

MR DICKINSON answered that is correct. The admnistration
worked hard to ensure that the legislature retained the ability
to control these issues.

9:38:17 PM

SENATOR STEDMAN asked if the ml rate would have to change
statewide to do the property tax adjustnent to bring that nunber
down.
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MR DICKINSON replied that is correct. Under the current
system any taxation up to 20 mls by a locality goes to that
locality; the difference between its tax rate and 20 mls goes
to the state. Under current statute, a nunicipality can go up to
30 mls for operations. If it is receiving paynents to pay back
bonded i ndebtedness, there is no ml| rate Iimt. So, one of the
things that happens in the contract is that nunicipalities’
current ability to tax is limted. Even though 20 mls has
effectively been the ceiling, the actual cap is at 30. This
| egislation would reduce it to 20 for operations; there is no
cap for debt.

9:40: 33 PM

SENATOR WLKEN agreed with M. Dickinson, but noted that a
provision in current law allows the North Slope Borough to
choose how it establishes its per capita ml| rate. Because its
expenses exceed the 30 mls, it is allowed to use a formula that
takes the average per capita of the state, multiplies it by 225,
and divides it by nunicipal population. That Iowers the
effective ml rate to keep it below 30 mls. Today it is at 29.7
mls for its operating budget and 40.22 mls for debt, which
comes to 69.97. They get to make that choice. Today, the North
Sl ope Borough has approximately 6,894 people. Through the
optional calculation for North Slope Borough, the nmnunicipal
popul ation is counted as 13, 047.

9:42: 45 PM

MR. DI CKINSON answered yes. Those options are defined in |aw,
and the issue went as far as the Suprenme Court about five years
ago, which affirnmed it. Because it is in law, it remains in the
purvi ew of the |egislature.

SENATOR BUNDE said one mght refer to this anmendnent as a belt
and suspenders. \Wen dealing with $5 to $10 billion, that m ght
be a good investnment. The nunbers may be speculative, but
wher ever underground resources are found, they belong to all of
the people of the state, not to a particul ar geographic region
When hyperinflation hits, which wll happen when the pipeline
goes through, all comunities will suffer econoni c inpacts.

9:44:21 PM

SENATOR COLSON said that he is not sure what the previous
speaker’s point was, but he would like to go back to the point
that Senator W1 ken nmade and ask whether the option that North
Sl ope Borough has chosen differs from what other boroughs have
avai l abl e to them
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SENATOR W LKEN responded that the provision was included because
of the Dboroughs extraordinary wealth. Any borough has the
option, but only one has the wealth to use it.

9:45: 23 PM
CHAIR SEEKINS asked if there is a continuing objection to the
notion to adopt Amendnent 12.

SENATOR OLSON obj ect ed.
The roll was call ed:

Yea: Senator Bunde, Senator Dyson, Senator W] ken,
Senat or Green, Senator \Wagoner, Senator Seekins

Nay: Senat or Kookesh, Senat or St evens, Senat or
St ednman, Senator 4 son, Senator Elton, Senator Hoffman

Amendnent 12 failed to be adopted by a vote of 6 yeas,
6 nays

9:46:12 PM
CHAIR SEEKINS noved on. There were no questions or proposed
amendnents to Sections 18-22.

9:47: 37 PM
CHAIR SEEKINS asked if there were any other sections that
menmbers would |i ke added back into Version F

SENATOR BEN STEVENS rem nded Chair Seekins that Amendnent 6 (to
Version G is still on the table. In the interest of tine, he
asked to reserve the right to offer it on the floor if there is
no ot her debate.

CHAI R SEEKI NS agr eed.
SENATOR ELTON asked what sections of G have been dropped.

9:48: 39 PM

SENATOR W LKEN answered that the sections deleted from Version G
were Sections 3, 4 and 7; Sections 11 and 16 were del eted but
put back into Version F

MR. DONOHUE explained that Section 3 nade it clear that fisca

terms can relate to "related parties,” including the mainline
LLCs and other LLCs. The deleted |anguage in sub-paragraph (1)
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clarified that fiscal terms are not restricted to activities,
i ncome, and property related to the specific approved, qualified
project. Sub-paragraph (2) related to broad anendnents that
would allow the fiscal contract to negotiate terns that varied
fromthe oil and gas |ease agreenents and unit agreenents. Sub-
paragraph (3) provided authority for the state to negotiate for
the recei pt of production taxes in kind rather than in val ue.

9:52:14 PM

MR. DONOHUE explained that Section 4 of Version G relates to
amendnents to the contract devel opnent provisions. Sub-paragraph
(1) clarifies that fiscal certainty can attach to oil and that
credits can be provided for investnents in the project,
specifically in the fiscal contract and not related to
provi sions of excess profits tax (EPT) and related tax. Sub-
paragraph (2), lines 11-12, relates to provisions that would
expand the scope of 43.82.220 beyond the authority to vary
royalty—in-kind notice and timng provisions, and royalty-in-
val ue val uati on nethodol ogies to include variations fromoil and
gas |ease agreenents and unit agreenents. On lines 23-24, the
| anguage aut hori zes t he adm ni stration to negoti ate
adm nistrative determnation contractual provisions and is
associated with a repeal er of 43.82.445. Sub-paragraph (7) would
broaden the authority of Section 7 to authorize all the terns of
the contract that are not specifically mentioned in 43.82.200.

9:54: 23 PM

MR. DONOHUE went on to explain that sonme of the preceding
deletions relate to Section 7, 43.82.220(a), which would broaden
the authority of the state to negotiate provisions that would
vary from | eases and unit agreenents within the context of the
fiscal contract. Specifically sub-paragraph (1) clarifies the
state’s right to enter into shipping commtnents for the life of
the agreenent, and to specify by the deletion of the current
sub-paragraph (3) that the state’s commtnent to take its
royalty share in value is not limted to initial purchase and
sal e agreenents. Sub-paragraph (2), lines 21-23 are intended to
authorize certain provisions of the fiscal contract that vary
fromlease terns and, in sone cases, the terns of title 38.

9:55: 56 PM

CHAIR SEEKINS said that the deletions did not necessarily
reflect a lack of intent to consider these provisions; but
menbers felt they did not have enough information to act on them
at this tine.
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MR. CLARK stressed that these are provisions that will have to
be discussed at a later tine, as they will be needed to nmake a
contract work.

9:57: 06 PM
SENATOR GREEN noved to report CSSB 3002 Version F, as anended,
fromcomittee.

SENATOR W LKEN, SENATOR BUNDE and SENATOR ELTON obj ect ed.

SENATOR WLKEN explained he would Iike to see what the
adm ni stration does to address public comments before giving it
further authority. He also wants to see the LLC agreenent and do
nmore work on how the PILT wll be distributed.

9:59: 08 PM

SENATOR ELTON explained that, in addition to Senator WIlken's
concerns, he is not confortable with the pieceneal fashion in
whi ch these anendnents are bei ng handl ed.

SENATOR BUNDE sai d he shares Senator W/ ken's concerns.

CHAIR SEEKINS said he intended to vote for the bill because,
even though nore work is needed, it provides sone sideboards
that mght help in further negotiations.

10: 02: 48 PM
SENATOR HOFFMAN agreed with Chair Seekins that this is just a
step toward noving the project forward.

10: 03: 50 PM
CHAI R SEEKI NS asked for further comment. There was none.

The roll was call ed:

Yea: Senator Hoffrman, Senator Ben Stevens, Senator
St edman, Senat or Green, Senator Seekins

Nay: Senator Elton, Senator Kookesh, Senator Bunde,
Senat or O son, Senator Dyson, Senator W I ken, Senator
Wagoner

CSSB 3002(N&), Version F, as anended, failed to nove
fromcommttee by a vote of 5 yeas and 7 nays.

CHAIR SEEKINS said the commttee would reconvene at 10 a.m
t onor r ow.
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10: 05: 03 PM adj our ned.
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