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ACTI ON NARRATI VE

CHAIR RALPH SEEKINS called the Senate Special Committee on
Natural Gas Devel opnent neeting to order at 10:18:51 AM
Present at the call to order were Senators Fred Dyson, Bert
Stedman, Gary W/ ken, Lyda Geen, Kim Elton, Donny O son, Lyman
Hof f man, Ben Stevens, Thomas Wagoner and Chair Ral ph Seeki ns;
Senators Con Bunde, Al Kookesh, and Thomas Wagoner arrived as
the neeting was in progress. Also in attendance were Senator
Gary Stevens and Representatives Paul Seaton, Jay Ranras, Kurt
A son, Ral ph Sanuels, Mark Neuman and Berta Gardner.

Al aska Gasline Port Authority Presentation

CHAI R SEEKI NS announced that the conmttee would pick up where
they left off yesterday with the Port Authority’s presentation.

JIM WH TAKER, Chair, Alaska Gasline Port Authority (AGPA), said
the overriding mssion of the Port Authority was to keep as nuch
of Alaska’s natural resource wealth in Al aska as possible. He
said that goal is consistent with Alaska’s laws and with the
| egi sl ative mandate that Al aska s constitution requires.
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10: 21: 43 AM

RADOSLAV  SHI PKOFF, Director, Greengate LLC, and Financi a

Advisor to the Alaska Gasline Port Authority, resuned his
analysis contained in the “Presentation to Senate Specia

Committee on Natural Gas Devel opnent - AGPA Project Econom cs,

August 3 - 4, 2006” and recapped that the LNG project was
reviewed on a stand-alone basis. It has a net present value
(NPV) of $1.7 billion, an internal rate of return (IRR) of $27.4
billion and rapidly achieved discounted payback. He reviewed
sensitivities using current prices and what the break even Henry
Hub price was, which is defined as the price necessary to
achieve the mninmum required return. He discussed that the LNG
proposal offers an additional value to the producers that
doesn’t exist in the pipeline project and that is the ability to
divert gas to the best market avail able - because it can be put
on ships and delivered anywhere in the world.

10: 23: 48 AM

He explained that gas is diverted only when the opportunity
arises to do so and the real question is how to quantify that
possibility and that is what he would talk about next. He said
slide 51 was heavy on statistical analysis and he would give
them the overview of that analysis, which underpins the
concl usi on.

MR. SHI PKOFF explained his theory that options exist for val ues
when there is lack of perfect correlation between two vari abl es.
Japanese gas prices tend to be very highly correlated wth
Japanese oil prices, which have to do with contractual formnulas
contained in their LNG purchase agreenents. U S. gas prices are
not very well <correlated wth its oil prices. This |ow
correlation increases the likelihood the US. wll have periods
when one price is high and the other is low In Japan, there is
no ability to choose between higher or lower. There have been
peri ods when Japanese prices create greater value to a potenti al
LNG supply from Valdez than what Al aska would receive from
sout hern California.

He expl ai ned that he used both a strai ght al gebraic approach and
a Mnte Carlo sinmulation, which used specialized statistical
anal ysis software that created an expected average value from a
| arge nunber of scenarios; the resulting graph was on slide 52.
Bot h approaches calculated essentially the sanme nunber if the
sane assunptions are used.

10: 30: 10 AM
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He said that California gas prices are not closely correlated

with oil prices and that creates variability in price, which
creates uncertainty. The graph shows that for any price below
$37 per barrel, one would expect to receive nore value from

Japan than from southern California and conversely for any price
above $37 per barrel, one would expect to receive nore value
from the U S than from Japan. This is only if southern
California prices were perfectly correlated with oil, but that
is not the case. The graph did not show how nuch nore val ue the
gas would have in Japan, just that it would be nore and it would
be different at each oil price (graph on slide 53).

10: 33: 11 AM

MR. SHI PKOFF reviewed the probability graphs on slides 53 - 58,
whi ch showed the higher the US. oil price, the |lower the value
of diverting to Japan is and explained, “So, if we were to have
an LNG project today, you would not expect to be diverting to
Japan very often.” He said the probability distribution of oil
prices can be plotted based on historical distribution and over
the last five years it has been about $40.

He said that slide 56 graphed historical observations using the
Monte Carlo inputs. The results are alnpst the same using the
straight algebraic approach. He said the intuitive concept
behi nd these anal yses is very sinple and el aborat ed:

What we’'re saying is that the lower prices are, the
lower the value is in the US of the net back
generated from selling the gas in the U S. However,
you woul d expect to generate higher value from Japan.
The fact that you have the ability to go to Japan as
opposed to the U S., when going to the U S. does not
create nuch value, gives rise to this extra prem um
whi ch coul d be anywhere from $0 to $1

10: 39: 57 AM

SENATOR STEDMAN asked him what kind of volunes he was talking
about in playing this “arbitrage game” and how qui ck he proposed
the project could respond in dealing with |Iong-term contracts.

MR. SHI PKOFF replied that he didn’t know how much vol une woul d
be diverted, but under the |oan guarantee, 20 percent could be
diverted and if the U S. has extrenely low oil prices, nore than
20 percent could be diverted. How nuch is diverted does not
change the analysis. The project is profitable wthout the
ability to divert to Japan. Every project has that ability even
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with long-term contracts. They always negoti ate diverting cargo;
that is why he is putting value on it.

SENATOR STEDMAN said he was struggling with the rel evancy of the
whol e concept in the presentation versus just a casual coment
that one mght be able to play sonme pricing arbitrage between
two different markets. The fundanental question he had to answer
is what project is going to give the best value to the citizens

of the State of Alaska - not so nmuch weighing his project
substantially heavier because he has the potential of an
arbitrage play. He said, “To ne, that’s alnost irrelevant.”

Showi ng analysis indicating his project is viable is just one
step of many. He asked how that arbitrage information was
supposed to hel p hi mmake his deci sion.

MR.  SHI PKOFF nentioned that first there is the ability to
divert, which was ignored before — even though the project is
very profitable without it. He said the producers frequently
divert LNG He said the LNG project is not an either/or project
and takes nothing away from a potential highway project. “If the
proj ect becomes econonic; then it becomes a no-brainer. You have
to doit.”

SENATOR STEDMAN repl i ed:

Not necessarily. Wthout getting into an argunent,
clearly there is a decision being made on which
project is going to be going forward and which ones
aren’t. Wthout recognizing that, clearly that’'s up to
you. But clearly it looks to ne like that’'s what’s
going on at the table for the |last year and a half.

MR. SHI PKOFF replied that the decision should be that any
project that creates value for the state and the producers
shoul d proceed. So, the highway project should proceed whenever
it wants and so should the Port Authority project.

SENATOR BEN STEVENS said that M. Shipkoff offers so nuch, but
his project has neither upstream fiscal agreenents nor approva
from the Federal Energy Regulatory Comm ssion (FERC) - giving
the appearance of trying to subvert the FERC. He also took
of fense at the “no-brainer” comment when everything M. Shipkoff
presented is hypothetical discussion saying, “lI don’t think that
it is even worthy of our consideration at this table at the
point we are [at].”
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CHAI R SEEKI NS stepped in to say that he wanted an orderly debate
and asked speakers to stick to the presentation.

10: 48: 53 AM

MAYOR WHI TAKER di sagreed with Senator Ben Stevens’ basic precept
that the producers, given a |ease agreenent and an obligation to
produce, should determne what is in the state’s best interests.

10: 49: 24 AM

MR. SHI PKOFF continued his presentation with slide 59, which
shows what happens to upstream profitability if the optional
arbitrage value is added. The IRR increases to about 31.9
percent; the NPV goes from $0.5 billion up to $2.2 billion. The
breakeven prices are also reduced from $4.30 Mmbtu to $3.74
Mbtu. He commented that he had seen conparative projects that
were very good at $3.74.

He then talked about the hypothetical of what happens if the
hi ghway project is added to the LNG project assumng it would
cone on line by 2016 at the earliest and that it is a 4.3 Bcf
proj ect . The increnental val ue  of a Y-Line increases
significantly for a total of $13.1 billion, he said and, “The
sum of the two is nore than the sum of the parts,” because both
projects together save on the tariff of the shared line. Slide
61 indicated the highway project’s netback inproves if the LNG
project goes first, because its transportation costs are reduced
from Prudhoe Bay to Delta Junction. The value to the state
increases from $16.5 billion for a standal one hi ghway project to
a total of $21.8 billion with the LNG project.

10: 52: 02 AM

MR. SHI PKOFF said that slides 63 - 71 |look at what happens if
only Point Thonmson gas is used. He assuned the LNG project would
get a conbination of gas supply from Prudhoe Bay and Point
Thomson of 1.2 Bcf for 30 years. Using just Point Thomson, there
woul d be | ess overall supply and the decline would start sooner;
therefore all of the costs would have to be anortized faster.
H s analyses did not take into account the economcs of the
liquids and condensates from Point Thonson. He said Slide 64
showed what the netback would look like at the pipeline inlets
and spent a few mnutes explaining that. He said the returns are
very good, but the breakeven price is still sonmewhat high. He
t hought a Point Thonson project alone would end up | ooking very
economc if the liquids and condensates were added.

11: 01: 07 AM
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MR. SHI PKOFF concluded that AGPA's nunbers show that an LNG
project creates increnmental substantial value both for the state
and for the producers. He asked the commttee if a project
creates substantial increnmental value for the state and the
producers, why aren’'t the producers doing it. In a textbook
financial scenario, a conpany should do every project that
creates positive value, but in reality that is not the case.
Conpani es have capital and resource constraints and regulatory
and legal constraints. He explained that wusing the value
maxi m zation strategy, a conpany would meke sure it has the
opportunity to develop all the projects that create value. This
neans that all the projects with an expiration date wll be
devel oped first; and Alaska is one of the few jurisdictions that
doesn’t have an expiration date and that is why he thought it
woul d be devel oped | ast.

11: 05: 34 AM
MAYOR WH TAKER remarked that it was wunfortunate that sone
conm ttee nmenbers weren't at the neeting.

CHAIR SEEKINS explained that some nenbers had to attend a
t echni cal session and he said the commttee would take a recess.

11: 06: 02 AM recess 11: 25: 03 AM

CHAI R SEEKINS cal |l ed the neeting back to order at 11:25 am

MR.  SHI PKOFF concluded his presentation saying that he didn't
think the producers were serious about any of the projects yet,
but they would do both if they could determ ne they had maxi num
val ue.

11:29:11 AM

Bl LL WALKER, GCeneral Counsel and Project Manager, Al aska Gasline
Port Authority (AGPA), stated that it appears the Port Authority
is adversarial to the producers, and in sone instances they are,
but that was not their first choice. He briefly recapped the
history of the Port Authority saying was created to benefit the
producers and the beginning idea cane froman IRS finding on its
tax-exenpt status for financing an all-Alaska project. The
project was presented to the producers and they declined to
participate in it; then the Port Authority decided to continue
on its own.

11: 30: 29 AM
MR. WALKER picked up his presentation saying that AGPA realized
it needed assistance on the marketing side and entered into an
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agreenent with Senpra Energy. Senpra was very excited about the
project and offered to participate by investing $5 billion.
However, it withdrew from the AGPA effort following the hostile
attitude of the administration towards the all-Al aska gasline
project and it is not in an agreenent with the Port Authority at
this point.

11: 31: 54 AM

MR. WALKER stated that AGPA submtted an application under the
Stranded Gas Act and a few nonths after it was submtted, the
Adm ni stration suggested that it withdraw. Since there was no
need to negotiate concessions or anend existing tax structure
the Adm nistration proposed that AGPA sign a protocol agreenent,
whi ch was done [slides 19 — 31].

In the later part of Mrch 2005, he said the Adm nistration
requested that AGPA resubmt its Stranded Gas Devel opnent Act
(SGDA) application, which he did on the final day of the
deadl i ne. He was di sappoi nted the next day when he saw the press
rel ease fromthe state saying it was disappointed to receive an
application from the Port Authority and that it couldn’t bring
an application to the legislature this session. He said, “Wll,
that was nost unfortunately - that was never part of the
di scussion.” The president of Senpra was present at the neeting
in which the Administration requested that AGPA resubmt its
application and he was stunned.

11: 34: 42 AM

MR. WALKER said that slide 31 listed the eight sister ships
owned by BGTI that were built by General Dynamics in the late
70s. They are currently in the trade now Two fleet Ilife-
expectancy studies were perfornmed by Lloyd s Register, the nost
recent one in 2005, giving the ships a |ife expectancy up to at
| east 2020 with the older ships having sonme inefficiencies
associated with them He also said the U S -built ships would
need to be reflagged, as discussed yesterday, but BGI's | egal
counsel in \Washi ngton, D.C. assured him that it was a
congressional process with nmuch fewer obstacles than receiving
an exenption from the Jones Act. He said that the maritine
unions had offered himtheir assistance in this process.

11: 36: 49 AM
SENATOR WAGONER asked how the capacity of ships built in 1978 or
1979 conpared to nore nodern tankers and if there is a
difference in the capacity, how would that affect transportation
of the LNG
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MR. SHI PKOFF replied that all eight sister ships have identical
capacity of 126,300 cubic nmeters (m). The standard capacity for
LNG tankers used to be between 125,000 my and 138,000 my. The Q
flex ships (Qatar-flex) are around 215,000 my and Q max ships are
up to 260,000 ny. This trend is not general for all tankers, but
rather project specific for Qatar that needs the extra capacity
because it is so far away fromthe @l f of Mexico — about 9,500
nautical mles. He said it’s not a good idea to use Q max sized
t ankers, because a reduced nunber of termnals can accommopdate
them Mbst Japanese and European term nals cannot acconmodate
them However, using snaller tankers neans one nust have nore
shi ps to accommobdat e capacity.

11:39:49 AM

MR. WALKER said the life expectancy study indicated that the BGI
sister ships would go out to 2040 wi thout nuch difficulty. The
question is if the older ships should be used or be replaced
wi th newer ones.

SENATOR STEDVAN asked if AGPA had the first right of refusal or
some conpetitive advantage with BGI when its |lease runs out with
t hem

MR. WALKER replied that they are currently negotiating that
issue. BGI is anxious to have its ships in the Al aska trade.

MR. SHI PKOFF added that the charters expire in 2011; and many
ot her suppliers could use them AGPA does not have an exclusive
arrangenment with BGI, but they realize having U S. built ships
gives them an advantage. The rates he assuned in the graph take
into account what he believes will be the range of values they
could attract from other potential charterers and are set
slightly above them for Al aska.

MR. WALKER noted that AGPA had received a proposal from Totem
Ocean Trailer Express, as well, but it doesn't have any
experience shipping LNG Burna Gas Transport, 75 percent owned
by Mtsui O S K Lines, already ships LNG shippers and has
experience worl dw de.

MR WALKER s slides 37 and 40 showed 16 North American LNG
facilities on the Wst Coast that are in various stages of
application that have the potential of receiving Al aska s gas.
Most have contacted AGPA favorably about receiving Al aska gas
and he is working with those that are closest to receiving their
permts. The first one is Kitimat LNG Inc. in British Col unbia,
a 2.1-day sailing from Valdez. Senpra Energy has received its
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permt and it is furthest south on the Baja Peninsula. He
estimated that three of four facilities would be pernmtted on
t he West Coast.

11:46: 35 AM

He said that slide 38 was from the California Energy Conm ssion
and listed the receiving termnals on the Wst Coast; slide 39
was a picture of the Senpra termnal 1.5 Bcfd expansion.

MR. WALKER said the initial LNG supply opportunity for Senpra
was obtai ned by BP and Shell at 50 percent each.

MR. SHI PKOFF added that BP's 50 percent is held by Senpra.

MR. WALKER said that Kitinmat just signed agreenments with the
First Nations and has received all, but one, of its
environmental permts fromBritish Colunbia

11:51: 22 AM
SENATOR HOFFMAN asked how long it takes a ship to get from
Val dez to Japan.

MR. SHI PKOFF replied about seven days for 3,500 nautical mles.

11:52: 06 AM
MR. WALKER said when the $18 billion |oan guarantee was put in
the 2004 energy bill, he found that the Port Authority was not

part of it. He went to Washington, D.C. and with the help of
Senat or Ted Stevens, he got it added before it passed.

11: 53: 50 AM
CHAI R SEEKINS asked what hurdles one nust get over to qualify
for a | oan guarantee.

MR. WALKER replied that one has to first go through the FERC
process.

MR. SHI PKOFF added the specifics of obtaining the guarantee has
not been set yet by the DOE, but essentially you would have to
convince themto |l end you the noney.

CHAIR SEEKINS asked if one would have to go through an open
season to get long-term shipping coormitnments to show a bal ance
sheet to get a |oan guarantee - in essence showi ng that you
don't really need it.

MR. SHI PKOFF replied yes, that is what the process is all about.
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CHAI R SEEKI NS asked if he could get a guarantee w thout shipping
conmm t ments.

MR. SHI PKOFF replied no, a reasonable probability that supply is
t here nust be present.

CHAI R SEEKINS asked if he could contractually arrange who woul d
ship through AGPA s pi pe.

MR. SHI PKOFF replied that was a possibility.
CHAI R SEEKI NS asked how t hat woul d wor k.

MR. SHI PKOFF expl ained the rationale behind an open season was
to ensure fairness that all possible producers would supply gas
into it. The Port Authority could determne it wants to have an
open season even though it’s not required to.

CHAIR SEEKINS asked if he is actively negotiating with DOE to
determ ne what the qualifications m ght be.

REPRESENTATI VE SAMJELS interrupted to say the Legislative Budget
and Audit Conmittee, the Admnistration, the producers and
Anadar ko specifically petitioned the secretary of DOE to not set
the rules up yet — until what nechanisns will be needed for what
proj ects are known.

12: 01: 33 PM
MAYOR VWH TAKER said that was consistent with the conmmunication
he has had with DOE, as wel|.

12: 01: 37 PM

SENATOR STEDVAN asked how he could was going to get certificates
of public convenience and necessity if FERC is not going to
regul ate his project.

MR. WALKER replied that was the purpose of the neeting he had
with the DOE's general counsel. Their response was if you're
FERC exenpt, you present your project to the DOE. He reasoned:

You know, we’'re not |ooking at picking a battle wth
any regulatory agency. W're |looking at doing a
project. Wuld we continue to have conmunications with
FERC? O course we would. W’re not going to just
ignore them But our read of the law, and many of them
agree, that under the definition and the description
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that we have laid out, we are FERC exenpt. And if
that’s going to save us a couple of years, that neans
a |l ot based on the way we see the market pl ace.

SENATOR STEDVAN said that would be a good question for the FERC
attorneys.

12: 03: 40 PM

MR. WALKER said next issue is YPC permts and data and there is
an entire warehouse of data in Anchorage. AGPA becane conmtted
to it when it wired $1 mllion for them in 2004 and since then
AGPA has taken over the responsibility of maintaining them To
determne their value, he said that Bechtel Corporation |ooked
at them and said there was significant value. Therefore, they
proceeded to put in their 55,000 man-hours of work without
payment from AGPA. The law firm of O Melveny & Myers LLP did the
same thing and was confortable with the permts. Senpra Energy
did a very significant due diligence on the permts before
entering into an agreenent with the Port Authority. The permts
are current, but they need to be nodified. He is confortable
t hat the package has great val ue.

12: 06: 52 PM

He said they have a 25-year export license that nay or nay not
be of significant val ue depending on whether gas gets shipped to
Japan [slide 44]. The Coastal Zone Contingency process took a
year and it found TAGS Phase 1 was consistent with the standards
of the Alaska Coastal Managenent Program and the North Sl ope
Borough and City of Valdez coastal nmanagenent progranms. The EI S
served as the National Environnental Policy Act conpliance
docunment on which all federal agencies based their permt
application decisions. In it the agencies adopted a unique
“tiered” permtting process.

12: 07: 44 PM

He said that the Ahtna Corporation [slide 45] right of way (ROW
agreenent grants YPC the right to designate and acquire
easenments, rights of way and other siml|ar agreenents for access
across lands for purposes that include gravel rights for a
natural gas pipeline and associated facilities across Ahtna
Native | ands.

MR. WALKER said they have both federal and state rights of way
for a gasline and related facilities. He reported that AGPA has
a conditional ROWNI|ease for 21 nonths that contains the text and
stipulations of the final ROW | ease that becone effective when
the conditional ROW | ease requirenents are net. It addresses the
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pipeline on state lands from the North Slope to Anderson Bay
within the TAPS corridor in a nmanner consistent with the federal
ROW gr ant .

MR. WALKER said the DOE and OFE authorized YPC to export up to
14 mllion metric tons of LNG annually for 25 years to Japan,
South Korea and Taiwan, and limted FERC s jurisdiction on the
pl ace of export sites to Anderson Bay. He said that FERC Order
350 is exenpt. He report that the final EIS on the Anderson Bay
site fulfilled the National Envi r onnent al Protection Act
adm nistrative review requirenents and allowed FERC to issue
pl ace of export authorization.

MR. WALKER said the air quality permts go for eight years.
CGetting the data collected for it was critical because it was
needed to anend the permt.

He rem nded them that ANGDA recently received its conditional
right-of-way lease from dennallen to Palner, but that the Port
Authority has no rights to it. He applauded them for doing what
they are doing saying it is very conpatible with the Port
Authority project. “Again, we sort of |look at ANGDA as a related
organi zation - not legally related, but simlar goals and
m ssions.”

He said that slide 48 was a project tineline prepared by
Bechtel, if the Port Authority had gas tonorrow, which it
doesn’t. It indicated a six-year process that was driven by a
two-year nodification of permts and financing phase foll owed by
a four-year construction phase. He said an additional year m ght
be needed for construction of the tanks in Val dez.

12:13: 06 PM

MR. WALKER said that gas acquisition strategy is the core of the
Port Authority’'s issues. He was relying on the fact that an
Al aska gas project is reasonably profitable and that the
producers have a duty to go forward with it. Furthernore, he
stood by the beliefs stated by Spencer Hosie Esq., |egal counsel
to the LB&A Commttee, that it is not the state’s obligation to
go head-to-head with international projects and give concessions
until a project becones economcal. The law is clear that the
producers cannot warehouse hydrocarbons nerely because it makes
sense fromtheir perspective.

He related that he has had many neetings wth ConocoPhilli ps,
Exxon, and BP offering to nove their gas through their tax-
exenpt structure. Wien those were not successful, AGPA filed an
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anti-trust suit, which 1is on-going. He said that state
adm nistration’s enforcenment of the ternms of the leases is
really inportant and el aborat ed:

W follow closely the Point Thonson issue. W think
that is a wonderful opportunity for Alaska to finally
get its gas to market - 8 Tcf of proved reserves in
Poi nt Thomson, the |argest undeveloped gas field in
North Anerica. So, we think that’s in default
currently and we think it’s appropriate that that be
made available to this project. Wat we' ve |ooked at
is gas from Point Thomson and the state’'s royalty gas
out of Prudhoe Bay conbined is very close to what we
need for this project. So, we're very interested in
Poi nt Thonmson. W’'re not saying take Point Thonmson
back and nmake it available to us; that’s not what

we're saying - make it available to a project that’s
ready to go.

If the state termnated those |eases and we should
| ook at the legal steps necessary to do that — rather
than giving up 87.5 percent of sonething that you know
is there, the state nmay look at it a little

differently and look at sonme of the other countries
that have retained a greater role and have sonebody
el se come in and be the operator of it wthout giving
away significant anounts. So, there actually nay be an
upsi de on that.

MR. WALKER said he hadn’t figured the upside on renoval of the
liquids from Point Thonmson, which would be another significant
anount. He said that bringing the liquids out without the gas is
problematic as far as reinjecting the gas back in at Point
Thonmson, but the AGPA project would be happy to take the gases.

12:14: 36 PM

He said that slide 50 showed conpetition around the world to
bring gas into the United States. The point of the slide is to
say that the hottest market on the planet right now is the Lower
48.

MR, WALKER remarked that, “W sort of describe our gas in Al aska
as mlk with no expiration date, because it never quite gets to
the front of the counter, because there is really no downside to
delay that.” Developnment of other projects is why he is in a
hurry - everybody is trying to their gas into the US.;
approximately 15 sites are seeking permts. OQher slides he
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presented (from a Cheniere presentation) showed gas transm ssion
systens in the United States as well as targeted gas demand
proj ections.

SENATOR DYSON interrupted to ask if the conmttee was going to
take a break because he had sone questi ons.

CHAI R SEEKINS responded that the conmmttee would break after a
few nore slides from M. Wl ker. He woul d take questions when it
reconvenes at 1:30.

12: 20: 03 PM

MR. WALKER referenced an Anchorage Daily News article by Wsley
Lori that supported AGPA' s concern that the Lower 48 could be in
LNG gas balance by 2012 and that Alaska’'s gas is projected to
get there by 2016 to 2020. He said that BP, ExxonMbil and
ConocoPhillips are all planning other projects in the Lower 48.
He had a quote from Lee Raynond, CEO of Exxon, that said, “There
isnt going to be an Al askan gas pipeline before there is a
Canadian gas pipeline.” Another quote from Jim Milva, CEO of
ConocoPhi |l l'i ps, that said basically the sane thing.

12:21:38 PM

MR. WALKER stated that AGPA believes that TransCanada's pernmits
are good, but he thought that was sonewhat ignored in the
contract and litigation about how Canada would participate in
the construction of a pipeline could be a potential delay. He
opi ned that TransCanada holds valid property rights to build and
own the Canadi an section of the project and Al aska has no option
but to defend those rights on behal f of Canadi an sharehol ders.

12:23:19 PM

He said that AGPA was also concerned about the inpact on the
wel | head value if the liquids were taken off in Al berta. He al so
said that an off-take at Delta Junction does not work for their
scenari o.

12:26: 12 PM

MR, WALKER summarized his presentation saying that AGPA is
concerned about Al aska being shut out of North American markets.
He is not sure what the inpact of the Al berta tar sands would
be; for one thing, sonme of the sane conpanies own gas at Prudhoe
Bay. Qher concerns included: any concessions on the Canadi an

portion of the project (65 — 80 percent) wll be deducted from
the wellhead value, that the 30 - 40 vyear contract didn't
actually guarantee a pipeline would get built, loss of the

state’s ability to manage its resources, and loss of state
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sovereignty in the developnment of its gas and oil. He finished
with a slide | abeled “Conparative Benefits to Al aska of Proposed
Projects” and reiterated that AGPA' s biggest challenge is that
it doesn’t have gas conm tnents.

The commttee took an at-ease from 12:30: 27 PMto 1:51:12 PM

CHAI R SEEKINS cal l ed the neeting back to order at 1:51.

MAYOR WH TAKER said AGPA's presentation had been conpleted and
they would answer questions. He pointed out that they consider
thensel ves to be a collaborative and cooperative project along
wi th the highway project.

1:51: 51 PM
SENATOR WLKEN said one of the things that meke the project
unique is its tax exenption from the federal governnent. He

asked M. Shipkoff to explain how that plays out in his
cal cul ati ons.

MR. SHI PKOFF answered that the economcs he presented today
don’t include tax exenption benefits. The reason is because it
is not a constant value and depends on a |ot of assunptions.
Whenever they have shown a project that includes the tax
exenption benefit, they have been challenged - <either the
magni tude of it or whether they are tax exenpt for real. They
wanted to take the issue off the table; and the project works
without it. He pointed out that the original objective of the
Port Authority was to help inprove producer econom cs.

1:55:17 PM

SENATOR WLKEN brought attention to a particularly good
Anchorage Daily News article that challenged the Port Authority
to conme forward with five specific areas for the LNG project to
respond to if it is truly a viable alternative to the H ghway
gas line; and opined if it isn't a viable alternative, “Let’s
end the distraction.” He asked M. Wil ker to respond to the
guestions in a public manner.

1:57:49 PM
MR. VWALKER replied that he didn't carry the ADN editorials with
hi m and that he woul d answer the questions one at a tine.

SENATOR WLKEN said the first is what the project is today, the
second, is what AGPA's market is for Wst Coast gas, third, its
financing design and comritnents on ships, fourth what are all
of its Menoranduns of Understanding, both in place and being
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negotiated, and fifth, the neaning of the IRS exenption to the
proj ect .

CHAIR SEEKINS asking if he wanted a response here or in the
Anchorage Daily News.

SENATOR WLKEN replied if he were doing it, he wuld wite a
letter to the editor of the AND or as a conpass piece.

1:59: 28 PM

MAYOR WH TAKER responded that the questions are fair and
reasonable and the Port Authority was prepared to respond. He
t hought all of the questions had already been addressed during
the course of the commttee’ s deliberations and consi derati ons.

CHAIR SEEKINS said he also thought the presentation had
addressed them

2:00: 26 PM

SENATOR DYSON said his packet doesn’t have sone of slides being
di scussed. One of his slides had the potential and plans to
bring gas fromthe Gulf Coast to the Geat Lakes, which he saw
as a major challenge to the H ghway project. He asked what the
tinmeline was for that project and where they were on it.

MR. WALKER replied that AGPA hadn’t seen an exact tineline, but
it the project appears to be aggressively getting the permts
for the re-gas termnals on the Qulf Coast to make that plan
wor K.

MR. SH PKOFF said that sonme information is not publicly
avai l abl e, but currently, at least six projects are going into
the Gulf that will alnost certainly start delivering gas between
2009 and 2012. Another 4 Bcf project could conme in by 2012 or
2014 with sonmething pretty close to certainty. You can count on
9 to 10 Bcf comng to the Gulf, which is well connected to the

M dwest and Northeast. In addition, a new pipeline proposal wll
come in from the Colorado Rockies to the Mdwest, an additiona
2 Bcf. He said there is a lot of conpetition for the US.
mar ket .

SENATOR DYSON asked if it’'s right to assune that the existing
pipelines from Gulf Coast to the G eat Lakes don’t have enough
spare capacity to handl e anot her 4 Bcf.
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MR. SHI PKOFF answered that he didn’t have the precise figures on
spare capacity, but he could follow up on that adding that those
projects have either obtained financing or are very close to it.

2:04:59 PM
SENATOR DYSON asked if they were thinking of bring AGPA s gas
into Kitimat in Canada.

MR, SHI PKOFF replied that they al so have the southern California
option available, but if Alaska continues to wait, that option
may go away. The reason their base case nunbers assunmed the gas
would go to southern California is because it is of better value
and that option is still avail able.

SENATOR DYSON asked him to explain why Kitinmat mght not be
avai | abl e.

MR SH PKOFF replied that it 1is available, but southern
California is a better val ue today.

SENATOR DYSON said he was just in Ednonton and Calgary and
tal ked to nost of the Canadi an players there. Those fol ks had no
knowl edge of the Port Authority making contact with the industry
there. He asked if he just didn't talk to the right people.

MR. WALKER responded that they nmet wth the chairman of the
board, the president and all the officers of Kitimt LNG He has
an MOU with them

SENATOR DYSON said that Kitimat has a 30-inch crude export |ine
with a 20-inch dilutant inport line and asked if there is no
avai |l abl e gasline space between Kitimat and the Al berta Hub at
this tine.

MR. WALKER replied there is not sufficient room and they realize
that. That is why Kitimat has entered into a joint venture with
Pacific Northern Gas (PNG to expand the existing |ine.

2:08:15 PM

SENATOR DYSON said he attended sonme seminars that talk about
conpressed natural gas (CNG as opposed to LNG transport for
short distances and asked if he took gas to Kitimat would it be
short enough for himto consider doing CNG as opposed to LNG

MR. WALKER replied that they |ooked into that and CNG nmekes a

| ot of sense for short runs, but it’s right at the limt of what
makes sense for the AGPA. The problem is that CNG is highly
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conpressed and it doesn’'t go through liquifaction and the cost
of CNG vessels is significantly higher. Al so, AGPA wanted the
flexibility of going |onger distances.

SENATOR DYSON asked if he said CNG vessels were nore expensive
t han LNG

MR  WALKER replied that was the estimate they gave. He
el aborated they would need the |arger size for coastal Al aska.

2: 09: 45 PM
SENATOR DYSON said his information on the cost of using CNG
vessels was different than the informati on M. Wl ker has.

MR. SHI PKOFF clarified that his figures were based on per unit
transported. The CNG boats are smaller, but they are a better
option for smaller projects. So, the relative cost per unit
transported is higher — even though in absolute terns they may
be cheaper.

CHAI R SEEKINS noted there were no further questions and thanked
the Port Authority presenters.

2:10: 51 PM
CHAI R SEEKINS wel comed M. Shepler and M. Harper, legislative
consul tants, and asked if they had any coments at this point.

MR. SHEPLER, G eenberg & Traurig, and R CK HARPER, Econ One
Research, Inc., introduced thenselves as consultants to the
| egi sl ature on gasline matters.

MR. SHEPLER began his coments by referring to a handout he'd
provided and the FERC exenption issue. He summarized that the
Port Authority was making this claim was under the Natural Gas
Act (NGA). He said four different sections of the definitiona
terns apply to the NGA and stated, “It is ny view that as a
technical legal matter, the Port Authority’ s assertion of being
exenpt as a nunicipality finds support in the FERC case |aw and
the statute.”

Having said that, M. Shepler noted that only a handful of cases
interpreting the nmunicipality exception had been decided by the
Comm ssion and none of them were near the magnitude of the
project that the Port Authority is talking about. Secondly, he
said that while they have a credible legal claim they do not
have any official declaratory order from the FERC that would
confirm that status — even though that is not a requirenment. He
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t hought there mght be some value in obtaining one to assure
that standard is satisfied.

2:14:40 PM

MR. SHEPLER expl ained that the Natural Gas Act (NGA) applies to
persons (page 1 of the handout). “Person” is defined to include
a corporation; corporation is in turn defined to exclude
muni ci palities. A “rmunicipality” is defined by the statute to
mean “a city, county or other political subdivision or agency of
the State”. He said the Port Authority is chartered under the
Al aska Port Authority Act and it wuld appear to be a
muni ci pality or other political subdivision or agency of a state
gover nnent .

He also cited 7(c)(1) of the NGA that talks about who needs to
obtain a certificate of public convenience and necessity for any
project that involves a transportation or sale of natural gas in
i nterstate comerce.

MR. SHEPLER said the term “nunicipality” has been construed by
the FERC in less than a dozen cases and for the first time in
1988 by a northwest Al abama gas district, which was basically a
collection of conmunities that bought gas for resale to their
citizens and engaged in sonme |limted transportation of gas
across their systenms. The conmm ssion determ ned that because it
was organi zed by several municipalities under a statute, there
was a public purpose that was being served and that gas district
woul d be exenpt under the statute. In another case, the FERC was
needed to regulate so-called regulatory gap. Another case
i nvol ved one pipeline conpany bypassing another in order to
serve the city of Decater, Alabama, utilities. FERC found that
they had no discretion in the area and there was no need for
themto try to infer what Congress intended.

2:17:28 PM

He said the last notable case is the nbst recent in 2004 and
involved a piece of pipe connecting an LNG inport termnal to
the southern California Gas Conpany distribution system It was
significant between the FERC and the State of California over
who had authority over the citing of inport termnals. FERC
originally said a 2 to 3-mle section of LNG pipe needed to file
a certificate. That m ddl e segnent was owned by the Cty of Long
Beach, California, and on rehearing, the Conm ssion acknow edged
that the Gty of Long Beach was a nunicipality and no
certificate was required. The significance of this case is that
it was a mddle segnent, a connector pipe between the inport
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facility and the further downstream activities as opposed to
being on the delivery end of the transaction.

MR. SHEPLER said that based on those cases and a handful of
others, he had to acknowl edge that there is a credible |egal
claim but 2.3 mles of pipeline at the end of an LNG term na
is not an 800-mle pipeline from the North Slope. There is a
guestion of scale and scope as to whether the Decatur decision
would be <controlling on this project. He thought it was
significant that the Port Authority did not have a declaratory
order confirmng its status and that it has said it doesn't
intend to get one.

He said the Port Authority believes it has a FERC exenption, but
it has a slightly different business nodel than the committee is
used to in dealing wth the FERCregulated environment. For
instance, FERC rules prohibit the owner of the pipeline from
owning the gas in the pipeline and the Port Authority is
initially proposing to actually buy the gas at the North Sl ope
and then resell it as LNG as it cones out of the LNG term nal.

2:22:09 PM

MR. SHEPLER said that once the gas becones LNG and is destined
to leave the Port of Valdez, if it heads towards Canada in a
hi ghway route project, it is back in the realm of FERC
jurisdiction. The entity that’s buying the LNG and causing it to
be delivered to a port in California or B.C. would need a
certificate to either transport natural gas in interstate
commerce between Alaska and California or to export natural gas
either to Canada or Mexico. So, the downstream transaction away
fromthe LNG termnal at Delta Junction, if it occurs, wll be
subj ect to nornmal FERC certificate requirenents.

2:23.45 PM
MR. HARPER said that he didn't have a presentation, but he had
been hel ping menbers to fully understand the presentation.

2:24:13 PM

REPRESENTATI VE RALPH SAMUELS asked M. Shepler to clarify that
upstream from Delta Junction the pipeline is not regulated by
FERC, but from Delta Junction south, it will be FERC regul at ed.

MR. SHEPLER responded that under the Port Authority proposal

the pipeline would be FERC exenpt, arguably because it is a
muni ci pality. The exenpt Iline would be regulated by the
Regul atory Comm ssion of Alaska (RCA); a FERC-regulated Iine
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woul d start from the exenpt |ine under the Governor’s proposed
contract.

REPRESENTATI VE SAMJELS asked if the pipeline would be RCA-
regul ated before Delta Junction, FERC-regulated after Delta to
t he Al aska/ Canadi an border where it would becone NEB-regul ated
and then wherever it crosses the border south of Alberta to
Chicago it woul d becone FERC-regul at ed agai n.

MR. SHEPLER replied that essentially he thought that was right.
He said the issue has conme up as to how far upstream would the
FERC regulation extend — even in the context of the producer
proposal. It’s been said the parties certainly expect the FERC
to regulate the gas treatnment plant (GIP); however he said that
woul d not be the case if the GIP is owned by the Port Authority.
The upstream feeder lines to the GIP would appear to be FERC
regulated in the context of a producer-owned pipeline as well as
a Port Authority context because it has not said it plans to own
anyt hing upstream fromthe GIP.

2:26: 27 PM
SENATOR BEN STEVENS sai d confusion has recently come up over the
mechanism to settle the basin control issue and who is

regul ati ng what entity.

MR. SHEPLER agreed, but thought that at some point it would
beconme clear who woul d regul ate what entity.

SENATOR BEN STEVENS asked if the Port Authority owned the GIP
woul d it be FERC-regul at ed.

MR. SHEPLER clarified that anything the Port Authority owned
woul dn’t be FERC regulated — in its view — because of its status
as a municipality.

2:28: 47 PM

SENATOR BEN STEVENS asked if one can go from an interstate
coormerce FERC-regulated facility, into a state-regulated
facility and then back out into an interstate-regulated
facility.

MR, SHEPLER answered that that is unprecedented; but at |east
initially, based on statute, there appears to be a credible
| egal argunment for it. “How that gets sorted out, | don’t know
and it would depend on how they structure all their comerci al
arrangenents.”
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2:30: 04 PM
CHAI R SEEKI NS asked:

| got eight |anes, two of them are going to Val dez and
six of them are going south across Canada. So because
two of them are instate, the whole section that would
be transporting all eight l|anes mght not be FERC
regul at ed?

MR. SHEPLER answered that it appears to turn on the issue of
ownership. “If the Port Authority owns the eight |anes and the
Port Authority is a nunicipality, then everything that they own
woul d be exenpt.”

CHAI R SEEKI NS sunmari zed, “So, we just don’t know.”

MR. SHEPLER agreed with that.

CHAIR SEEKINS said by definition, the Port Authority is a
muni ci pality and so it appears it is exenpt.

MR. SHEPLER agr eed.

2:31:17 PM at ease 2:36:11 PM

CHAIR SEEKINS call ed the commttee back to order at 2: 36.

EDWARD J. TWOVEY, Morrison & Foerster, Counsel to the Governor
came forward with Dr. Pedro van Meurs. He had worked closely
with Bob Loeffler over the years and was a "long-term FERC
aficionado.” Hys legal career started with the TAPS rate case in
1977. He said it is interesting to hear the argunent on the FERC
jurisdictional matter, because he recalled vividly just before
TAPS started up in June of 1977, when sone of the eight oil
conpanies that owned portions of the trans-Al aska pipeline
floated a trial balloon jurisdictional issue saying that perhaps
the Interstate Commerce Conm ssion, which then regul ated TAPS
did not have jurisdiction because it wasn’'t interstate conmerce.
The reason they said that was because when the oil |eft Val dez,
it went into international waters and that broke the chain of
interstate comrerce. That argunent was floated and dropped
pretty quickly because of what was nentioned a few m nutes ago —
the size of the project and the idea that the biggest crude oi
pipeline in the United States was not going to be federally
regulated just didn't sit well.
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MR. TWOMEY said he thought about that with regard to the Port
Aut hority project. It seens that it would be very hard to take a
line of that size and say that FERC doesn’t have regul ati on over
it. More particularly, he had sonme specific points. One is, as
M. Shepler said, you could nmake an argunent that a nunicipality
isnt subject to the Natural Gas Act, but there are a few cases
where FERC decided the other way and he thought it would
ultimately find this project jurisdictional.

He expl ai ned that FERC woul d | ook at the overriding activity and
what is being done as a nunicipality. He used an exanple of the
California Energy crisis five years ago where both investor-
owned wutilities and municipality-owned utilities were selling
into and buying out of the so-called California 1SO and the PX
markets. Those are short-term markets and the source of all the
Enron di scussions. FERC | aunched a nmmjor investigation into the
sales into and buys out of the ISO and PX called the California
Refund Proceeding and ultimately FERC found that a lot of
utilities had overcharged and owed noney. A |lot of them were
muni ci pal utilities, but they said:

Hey wait a mnute, you don't have jurisdiction over
nme. I’m a muni and under the Federal Power Act, just
like the Natural Gas Act, ‘munis’ are exenpt. And FERC
says, ‘No.” The 1SO is a FERC jurisdictional facility
and you chose, you voluntarily chose, to do business
under the FERC rules. Therefore you are subject to our
jurisdiction.

He said this case and several others related to it are on appeal
and the jurisdiction issue is in front of the Ninth Crcuit. He
had just heard, however, that one of the cases just ruled that
“muni s” were subject to FERC jurisdiction.

MR. TWOVEY gave another exanple of a municipality in one of the
sout hwest border-states that decided to take its Iine and extend
it into the adjacent state, New Mexico. FERC cane after it and
said it was interstate commerce. They said no. FERC said they
chose to build an interstate pipeline, therefore it was subject
to FERC jurisdiction. He opined:

Now, | think there’s a good chance what FERC wll do
is look at this Port Authority project as was
described yesterday and today and say that is a

conti nuous voyage, i f you wll, in interstate
commerce, nmuch like TAPS and the fact that you are a
‘“muni’ you're still engaging in a voyage in interstate
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commerce and the fact that you happen to be selling at
Val dez, | would presune they're selling just north of
the LNG termnal, the fact that you' re selling there
is no excuse for wus not regulating this whole
continuous journey. That, | think, is probably the
argunent you probably will see from FERC

MR. TWOMEY read a quotation from M. Robert Cupina, one of the
FERC officials who testified before the commttee |ast week,
taken fromthe Septenber 2005 Petrol eum News.

But the Alaska Gas Port Authority project is different
— quote — and this is from Rob Cupina: ‘Both the line
and the termmnal are for interstate commerce and
therefore, they would both need a certificate.” -
unquot e.

He said the idea of no FERC regulation is going to be a slam
dunk for the Port Authority. FERC doesn’'t shy away from
jurisdictional issues. He also cleared up a little confusion on
Senator Seekins’ six and eight-1ane highway exanple assum ng the
hi ghway project goes forward tonorrow and is an eight-Iane
highway - two lanes are reserved for intrastate service that
gets off at Delta and goes all the way down. He stat ed:

There is no question under that fact circunstance,
that the line from Prudhoe Bay down to Delta is FERC
regulated including the two l|anes of the highway. I
don’t think anybody would question that. Wen there’'s
co-mngling of inter and intra state, FERC is going to
set the tariff from Prudhoe down to Delta. The RCA

will set the tariff from Delta down to Valdez or
wherever. There is no question that is a 100-percent
certainty.

Now what we have here from the Port Authority is a
little play on that - a reversal of it. That 1is,
they’'re saying that they're going to own this eight-
| ane pipeline dowmn to Delta. They’'re only going to use
two of those lanes for X-nunber of years and the idea
that after those X-nunber of years and the other six
| anes get filled up, the idea that that would preclude
FERC-j uri sdi ction, which is now the exact fact
situation of the line initially being built by the
producers, the idea that, the fact that, the Port
Aut hority got there and reserved two l|lanes to begin
wi th and happen to own an eight-1lane highway that then
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beconmes used, six lanes of which for interstate
commerce, | cannot conceive of FERC not coming in and
t aking control .

2:43: 51 PM
CHAI R SEEKINS thanked M. Twoney for his testinony and invited
M. Cark to testify.

2:44. 06 PM

JIM CLARK, Chief Negotiator, Ofice of the Governor, said it was
inmportant for this dialogue to continue. In that regard, he sent
the nmayor of Fairbanks a letter suggesting a roundtable
di scussion next week with the Port Authority that the public
coul d attend.

CHAI R SEEKINS offered to help facilitate it.

MR. CLARK thanked him and enphasized again how hel pful he felt
t he roundt abl e di scussi ons were.

2:46: 39 PM

MR. CLARK said the Governor asked him to enphasize a point that
he feels gets lost in the shuffle - that when the nmain line is
built, there will be an open season and with that will cone an
opportunity for an off-take line to Val dez.

It’s just a question of comng during the open season,
bidding “ft” for a portion of the gas. Renenber, we’ ve
said that for purposes of instate use, we are prepared
to make Al aska’s share, the 900 Mf/d available for
projects that we think are needed in-state. And
obviously, our priority right now is looking at an
off-take in Fairbanks to help gasify that comunity.
We think that could really |ower honmeowners’ costs in
Fai rbanks. Wth respect to getting gas to Kenai, that
is a very, very high priority of the Governor’s in
order to find a way to keep the Agrium and LNG pl ant
down there open. And an off-take to Valdez to allow
this project to go forward on a smaller LNG project is
something that is really open here and that we would
assi st.

But the place where we seemto not be able to connect
with our friends from AGPA is on the notion of doing
the line to Valdez to the exclusion of or first or
instead of doing the project that we have in mnd. |
wanted to just preface the remarks from Roger and
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Pedro to say we’'re not antagonistic to what they're
trying to do; we just don’'t believe it can be done the
way they want to do it. Wth that, M. Chairman, our
presentation will cone from Pedro and Roger who have
spent quite a bit of tinme working on this. And thank
you, again, for having these roundtables.

2:48: 55 PM

DR. PEDRO VAN MEURS gave a slide presentation w th acconpanying
handout. He said when he interacted with the Port Authority, the
concept was precisely as he illustrated - to see whether there
is some way, through beneficial taxation nethods and through the
help of the communities in Al aska, that maybe a producer project
could be nmade nore attractive. That was so inportant at that
point in time when the Stranded Gas Act was passed in the hopes
that the LNG project to Asia would succeed - and that project,
then, fell apart. The project to Alberta by the producers didn't
exi st, yet.

He enphasized that in the year 2000, the Port Authority was the
only project that Alaska had and it was inportant to realize
t hat Al askans kept the flane alive of trying to find innovative
ways to make export of Al aska gas possible at that tine. That is
where his comments are coming from

2:51: 22 PM

DR. VAN MEURS said he would first comment on slides 2 — 5 on
“Tax Coments”. He explained that the source of the Port
Authority’s initial inspiration was finding out it had a tax
exenption. The slide indicated that the U S. federal governnent
woul d receive alnopst $50 billion in tax revenues on the upstream
and $2 billion in the md-stream - federal taxation is a very

big slice and therefore, trying to think creatively as to what
can be done to mnimze these taxes and maxim ze the possibility
that the project goes forward is all very helpful. This is where
he started working with the Port Authority six or seven years
ago.

DR. VAN MEURS said the Stranded Gas contract took inspiration
fromthe work that was done at that time and it includes a 20-
percent participation by the State of Al aska, which results in a

federal incone tax savings of $.5 billion. Hypothetically, if
the state owned 100 percent of the pipeline systemin Al aska, he
estimated the total tax savings would be about $2.5 billion.

This doesn’t namke or break the project, but it denonstrates how
i mportant these tax matters are. For the Port Authority to cone
up wth creative ideas on how its tax-exenpt status could be
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used to push an Al askan project forward should be recognized as
a good idea by Al askans.

2:55:16 PM

DR. VAN MEURS said a reference was nmade to his “Aide Menoir” to
the Port Authority in which he reiterated that he believed
reducing taxes is very inportant in finding a commercial project
along wwth finding a way of |lowering the overall cost by finding
a cooperative configuration with other parties so that the
project can proceed. Conditions need to be created where this
tax exenption can be effectively used for the project.

2:56: 27 PM

DR. VAN MEURS said he enjoyed the Port Authority’s analysis of
the North Anerican gas markets. It showed excellently sonething
that he had been trying to inpress on the legislature — the
extreme volatility and risk of the North Anerican gas market
where gas price one day could be 60 percent of crude oil on a
Btu equivalent basis and the next day it could be 100 percent.
Just recently, there wasn’t even a day when the gas prices were
only 50 percent of the equivalent of crude prices. He showed his
slide 6 |abeled, “Hgh R sk Nature of the Project.” He also
enphasi zed that the cost estinmates made in 2001 have escal ated
enornmously over the last five years. This is why the stranded
gas contract and the related fiscal stability are so inportant.

2:58: 38 PM

He said the Port Authority’s presentation illustrated that the
project to Alberta greatly benefits its project and he was
somewhat surprised about its opposition to the stranded gas
contract.

3:00:11 PM
SENATOR ELTON recalled that the Port Authority didn't say it
opposed the other project, but that its project enhanced it.

DR. VAN MEURS supposed that perhaps he read about the Port
Aut hority’ s opposition through the press, but he did think their
remarks today were positive about the two projects. However, he
wanted to comment on their tineline that clainms their project
can deliver first gas in 2012 if it starts by January 1, 2006

The sponsor plan provides for first gas in 2016 and has a
starting date of January 1, 2007. If a correction is nade for
those two starting dates, it is fair to say that there seens to
be only a three-year difference rather than four between the two
timelines [slide 8].
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3:02:19 PM

DR. VAN MEURS showed slides 9 - 10 where the Port Authority
suggests that the gas treatnent plant (GIP) would be constructed
by the producers, but that they would be wlling to do it
t hensel ves, if necessary. He said the main function of a GIP is
to elimnate the carbon dioxide fromthe gas and it’'s inportant
to realize that the CO, can’'t be released into the atnosphere; it
must be reinjected. It can only be reinjected into existing oi
and gas reservoirs. Consequently, it is immnently |ogical that
the GIP would be a facility that would be operated and
constructed by the producers, because it has to interact wth
the renoval of the CO, and its re-injection. So, in his mnd, the
Port Authority project depends on the GIP being constructed by
the producers. It also needs to be stated that it’'s not the sane
GIP they are talking about now but one that is nore costly,
because all the CO, would have to be renoved in order to nmeet LNG
speci fications.

3:04:14 PM
DR. VAN MEURS said the producers provided a very detailed
timeline (slides 11 -12). It indicated that the engineering and

FERC permtting would take about four years. In their tinmeline
they contenplate that the GIP certificate would actually be
granted by January 2011. So, he found it difficult to see, if
one assumes that the FERC certificate for the GIP would be
granted in January 2011 and if the Port Authority contract
illustrates that you need four years for construction, how there
could be a startup date of 2013.

Al ternatively, he said, the Port Authority said they could build
the GIP thenselves. But he found it difficult to believe it
would be able to do all the project engineering, have the open
season, do the regulatory processes, prepare sonehow with the
producers for the injection of CO, or acquire their own |eases
for the injection of CO, and then negotiate the financing in two
years to neet the deadline — assuming it started in 2007. It is
nore likely that first gas would be achi eved by 2015 or 2016.

3:06: 44 PM

DR. VAN MEURS discussed slide 13 “Gas Sales in California” next
and remarked that the Port Authority had very good information
on the California nmarket, various alternatives and conpetitors.
However, he missed really conclusive evidence that they woul d be
able to offer the lowest price in California conpared to other
LNG exporters. He saw good evidence that transportation
di stances from other sources were nuch |onger, but he remained
of the view that nost of the LNG export facilities in the
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Pacific are on tidewater, like Australia, |ndonesia, Malaysia,
and Brunei. Sakhalin’s facility is connected to a short pipeline
on Sakhalin Island. He said that all these countries have LNG
expansion plants on their way and nost of the projects relate to
fields that have relatively |ow production costs. He agreed with
M. Shipkoff, that if Alaska had its own LNG facility in Val dez
and if there is nore demand, it is not so difficult to put in
another train, but it is also easy for all of our conpetitors,
who are already in business [slides 14 - 15]. Just to get to
tidewater, Alaska needs a $5.3 billion pipeline, plus a GIP
aimed at renoving all the CO, Gven these conditions, it seens
that it would extrenely difficult for the Port Authority to
under cut possible prices of their conpetitors.

3:09: 31 PM

SENATOR DYSON said he raised the sane question and the answer he
got was that gas tankered to California wouldn't need to
undercut. He got the inpression it’s not a spot market for every
ship that pulls up to sell its gas.

DR. VAN MEURS agreed sayi ng:

The situation is this. Gas is bought by buyers and
buyers always want the best deal. Consequently, it is
not automatic that a buyer has to pay, say, a so-
called price. No, on large contracts buyers, whether
they are electric facilities or if there are other gas
di stribution systens, always try to negotiate the best
possi ble price. Consequently, if you have to go head
to head with other suppliers, it is very inportant to
have the latitude that if things get bad, that you can
fight off your conpetitors.

So, consequently...there is no regulated price. There
is a free market and in a free market, buyers have the
right to acquire the Ilowest cost gas. And so,
consequently, how the California market wll evolve
over the years is difficult to see. But we have a free
mar ket and narketers buy the |owest-cost gas. And

therefore | have some concern if you nmke all these
investnments and if you have to pay all of these
tariffs, that you wll be in a sonmewhat difficult

position to effectively conpete.

3:12:23 PM
DR. VAN MEURS paraphrased slide 16 - Gas Sales in California -
saying the Port Authority clained one of the benefits of its
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project is that it would diversify Alaska s access to the East
Coast as well as the West Coast nmarkets and he took sone issue
with that. He said the great advantage of bringing gas to the
Alberta Hub is that it actually has access to both the East
Coast and the Wst Coast. The benefit of trying to get the
hi ghest price for Alaska gas either in the Wst Coast or the
East Coast markets is possible with the Al berta Hub, depending
on pipeline constraints.

3:13: 32 PM

DR. VAN MEURS showed slides 17 — 18 - Financing of the Project
— saying that in his mnd nore fundanental issues relate with
respect to the financing of the project. The Port Authority
indicated it would initially use 1.2 Bcf in a 48-inch line. The
Admi nistration’s FERC advisors indicate that if one builds a 48-
inch line and uses far less gas to fill it, it is very unlikely
those extra costs wll be permtted in the rate base
Consequently, the pipeline tariff that would be approved by
FERC, or maybe by the RCA, is unlikely to include the total cost
of this huge pipeline. It is only likely to include the portion
of it that seens really justified for the transportation of 1.2
Bcf .

DR. VAN MEURS said that guestimating from the Port Authority’s
data, actually $2.3 billion would have to be invested on pure
specul ation. There would be no incone stream attached to it. It
seens to him if one does not receive an income stream from FERC
or the RCA that allows one to recover the cost of the $4.3 Bcf
line, that sonmehow has to cone out of your own pocket. You have
to invest equity to build that large of a line — a 100-percent
equity situation. Wile there could be other options, that seens
to be the situation at first gl ance.

3:16: 26 PM

DR. VAN MEURS showed slide 19 on federal |oan guarantees. He
said the deal at this point doesn’'t have specific obligations. A
very inportant reason that the Departnment of Energy (DOE) is in

charge of the federal |oan guarantees is because the U S
Congress wanted to express that this should not be just a normal
treasury concept. It wanted this federal |oan guarantee to

consider wider interests of national inportance.

He explained the way |oan guarantees typically work is first of
all it is not a loan to the borrowers of the project. It is a
guarantee that if the lenders to the project have a default

then the federal |oan guarantee would click in. But what is very
inportant to realize is that a typical | oan guarant ee
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arrangenent doesn’'t get the Port Authority off the hook. The
federal government would still try to recover the nonies — say
from the person that defaulted. Cearly, he agreed with M.
Shi pkoff that these |oan guarantee negotiations could sonetines
take a year and a very inportant point is precisely what happens
if one defaults on a loan and what the assets are. It was
difficult for himto envision that the federal governnent would
cone to the conclusion that there would be significant assets
attached to the Port Authority that they could go to if it would
default. However, that being said, the DOE has said it would
bend over backwards to nmake a gas project work.

3:19: 33 PM
DR. VAN MEURS showed slide 20 on conpletion risk and assert ed:

What is absolutely certain is that the federal |oan
guarantee would not cover the conpletion risk and it
is absolutely certain that the lenders to the Port
Aut hority or to the project would not assune this
conpletion risk

DR. VAN MEURS expl ai ned that conpletion risk neans that you have

invested noney, say $7 billion, in a project and you have
borrowed, say $5 billion, from your |enders and now something
occurs |ike an earthquake, a court case, a huge environnental
problem or sonething nobody thought about and the project
cannot be conpleted. “What happens in that case?” Then the
lenders will want their noney back — that is a conpletion

guarantee. So, the person financing the project from its own
assets nust be able to provide this guarantee; otherwi se no
| ender will lend on a project-financing basis.

DR. VAN MEURS asked:

How is the Port Authority going to provide a $7
billion or $8 billion conpletion guarantee? Now, they
can maybe go to their construction firnse and go to
Bechtel and say we’'d like you to take a |large part of
this.... It is however, very unlikely that you can
spread your conpletion guarantee conpletely around.
So, consequently, sonebody has to provide a conpletion
guarantee. And the Port Authority has not explained to
us how they are going to do that. And unless they
explain that to us, nobody will |lend them any noney -
not even with a federal | oan guarantee.

3:22:33 PM
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DR. VAN MEURS went on to slide 21 - Financing of the Project
Concl usi on — and sai d:

So, it seens to nme that the project is difficult to
finance. Firstly, we may have $2 billion or $3 billion
of excess capacity in a 48-inch line for which there
is no revenue stream Secondly, wi thout a federal |oan
guarantee, although the federal governnment may provide
t hat , but definitely not wi t hout a conpletion
guarantee, it seens to ne that the Port Authority wll
be unable to finance this project — even if they have
ship or pay contracts from all the parties that have
strong bal ance sheets. So, | think the capability of
financing this project is very nmuch in doubt.

3:23:28 PM

DR. VAN MEURS paraphrased slides 22-23 - Ship or Pay Conmm tnent
— saying no matter what you do, there have to be ship or pay
commtnments for the part between Prudhoe Bay and the LNG export
point. So, the Port Authority needs contracts with a nunber of
parties that want to ship their gas. This could be a producer
interested in using the project or a buyer. A contract could be
$10 billion to $20 billion over 20-years depending on the
tariff.

“Who would be interested in concluding such a contract?” he
asked. The information provided by the Port Authority indicates
that it is likely that producers’ netback through its project is
| oner than the netback from their own project. If that’s the
case, he asked why they would be interested in selling into this
project. The Port Authority, by concluding such a ship or pay
agreenent, would actually be increasing the risk of their own
project, because it would becone nore costly because it would
have a higher reserve risk. It again seened to him that it’'s
highly unlikely that such a deal would actually come together.

3:25:37 PM

DR. VAN MEURS showed slide 24 - Stranded Gas Contract - and
supposed what would happen if the Asian market conditions
change. The Port Authority explained well how the Asian market
and the North Anmerican market are two different markets and over
the comng years Asian narkets mght becone nore attractive
again conpared to North Anerican narkets. “So, who knows,” he
asked.

He said under a stranded gas contract whether one sells through
Valdez or directly to Canada is essential, particularly if on
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average the producer would expect to have a | ower netback. This
makes the LNG project even higher risk.

3:28: 00 PM

SENATOR DYSON thought he wunderstood from Port Authority’s
presentation that it would buy gas from the producers rather
than shipping gas that the producers own. He asked what
difference it makes.

DR. VAN MEURS replied for the pipeline to be financed, soneone
nmust conclude a contract against which the financing can take
place. The Port Authority talked about Senpra and it is
theoretically possible to say that Senpra buys the gas right at
the end of the pipeline and would take care of the ship-or-pay
agreenent — and the producers don’'t have to. This would be a
very attractive arrangenent for the producers.

SENATOR DYSON asked if that were the case, would the producers
want a guarantee that the pipeline conpany would buy a specific
or m ni num anount and what if one producer says it didn’'t want
to sell.

DR. VAN MEURS replied that in this society people are free to
buy and sell as they wish. So, if a buyer nakes an attractive
proposal to buy gas at the Inlet of the Port Authority project
and if that price is higher than the seller believes he can get
himself, if there are less ship or pay commtnents attached,
yes, the producers have said they would | ook at it.

3:31: 01 PM
SENATOR DYSON asked if a prospective financer of the project
believes the producers will sell at either flange, would the

risk of not having gas to put in the pipe be dimnished.

DR. VAN MEURS clarified yes, the person constructing the I|ine
and the lenders like to see a conmmtnment either from the
producers or from a buyer to pay the tariffs on the line — so
the | enders can see an inconme stream

SENATOR DYSON asked if only one pipeline will be built from
Prudhoe Bay and the Port Authority builds it, did he foresee any
ci rcunst ances under which the producers wouldn’'t sell gas that
day.

DR. VAN MEURS replied the problemis that before you even get to
the point of putting up the sign, the line has to be financed
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and you cannot do so without the contractual arrangenents that
are necessary to finance it.

3:33:23 PM

DR. VAN MEURS [slide 25 - Stranded Gas Contract] said it is
inportant to realize no nmatter what happens, the first step,
whet her you have a Port Authority project or a gas line to
Al berta or any conbination, you always need to have a stranded
gas contract first. O herw se producers cannot even deci de about
the offers that would be nade to them because they don’t know
what the fiscal package is that would be attached to it.

SENATOR DYSON said he was tenpted to say “phooey” because lots
of gas lines get built wthout fiscal certainty. OQhers have
represented to the legislature that this is a very attractive
project with some risks, but a very good rate of return. He
asked why he continues to say in today’'s market, a stranded gas
contract has to provide fiscal certainty.

DR. VAN MEURS answered that Senator Dyson was right, a nunber of
| arge projects around the world have been built wthout fiscal
certainty and he had highlighted that fact in his Centennial
Hal | presentations. However, he said:

The reason that | believe fiscal certainty on this
particular contract is inportant is because of the
risk profile of this particular contract. In this risk

profile we took into consideration that as of today we
haven’t seen a buyer conme forward for the 4.3 Bcf that
is wlling to make the commtnents that we just tal ked
about — which neans that the producers will be stuck
with the commtnents to nake the ship or pay
arrangenments. If they are stuck with the conmmtnents
to make the ship or pay contracts, they take that into
consideration in the risk assessnent and consequently,
because of that, this pipeline has an extreme risk
profile that is quite different from your average
pipeline, say, in the North Sea or in Southeast Asia
or in sonme other parts of the world. This is a
nonst er-mega project of a size that is well beyond all
the projects in the world, as | nentioned, in total
si ze except maybe the Kazhegam project. So, that is
why under this particular case a stranded gas contract
is justified.

3:37: 08 PM
DR. VAN MEURS el aborated on slide 26:
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It seens to ne that from an econonm c perspective it
doesn’t seem sensible to consider the Al berta project
increnental to the Port Authority project, because we
bel i eved such an option is very difficult to finance
in reality. Wat seens rational is to consider the
Port Authority project incremental to a project to
Al berta. And this is precisely the option that is
al ready included in the stranded gas contract. That is
why the stranded gas contract contenplates that, yes,
if during an open season a [1l] Bcf can be taken from
say, Delta Junction, or another tie-in point to
Val dez, then and if that is a viable situation and if
because of changes in market conditions the producers
are anxious to sell or nmaybe it proves that
incremental explorationists belief that that option is
viable to them then that is imensely welcone - that
t here absol utely has never been any doubt about that.

3:38:41 PM

DR. VAN MEURS discussed slide 27 - Upstream Economcs - and
referenced the Port Authority slide showwing a high rate of
return. He said if there would be a buyer at the inlet of the
pi peline, such rates of return cannot hurt. However, if the
producers have to make the ship or pay commtnents, then
typically their capitalized value has to be taken into
consideration in the econom cs, which makes their project not as
attractive as presented.

He next comented on the revenues that the state would earn
under various options - slide 71. It seened to him that the Y-
line plus the Port Authority option is a 5 Bcf case versus a 4
Bcf case. O fhand, it seenmed to him that the difference between
the highway project and the Y-line project 1is just the
difference in the extra 1 Bcf. He took exception to the
presentation where the revenues under the contract are much |ess
than the revenues under the status quo. He said he had shown a
very detailed presentation in Centennial Hall illustrating
i ncone from various sources itemby-item providing his nodel to
all economists that were interested; and he had never heard any
specific criticism about his assunptions or any errors noted. He
therefore nmaintained that his owm analysis is the correct one.

3:42: 03 PM

CHAIR SEEKINS thanked Dr. Van Meurs for his comments and
announced that the committee would take an at-ease from 3:42:42
PMto 3:50: 07 PM
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SB 3002- STRANDED GAS AMENDMENTS

CHAIR SEEKINS called the neeting back to order at 3:50 and
announced SB 3002 to be up for consideration. He rem nded
commttee nenbers that the proposed conmttee substitute (CS)
Version F as anmended, had failed to nove from the committee
yest er day. He enphasized the inportance of allowing the
comm ssioner enough tine to prepare a summary of the public
comments he received in response to the proposed contract and
the prelimnary findings and determ nations and to acconplish
the rest of the tasks in AS 43.82.430(a).

3:53: 00 PM

CHAIR SEEKINS said he wanted to give the comm ssioner enough
time to gather the aforenentioned information and respond to the
coments, prepare a list of anmendnents, and to nmeke his fina
findings and determ nations as to whether the proposed contract
and any proposed amendnents neet the requirenents and purposes
of the chapter. He then noved to adopt CSSB 3002(NGD), Version
Y, as the working docunment. There being no objection, it was so
or der ed.

3:53: 28 PM
SENATOR DYSON asked if his inplication was that last night’s
bill failed because it gave the comm ssioner 60 days.

CHAI R SEEKI NS answered no, that was just a part of the bill that
fail ed.

SENATOR DYSON asked him to explain the rationale for using 120
days.

CHAIR SEEKINS replied that he didn't think there was a hurry and
want ed an adequate job. This allows a maximum tinmeframe for the
commi ssioner to do that. They know that 30 days isn’'t enough; 60
days is questionable and 120 days is a maxi num

3:55:45 PM
SENATOR DYSON expressed concern about getting the results back
intime for the legislature to ratify it.

SENATOR BEN STEVENS asked Senator Dyson if he was ready to
ratify a contract.

SENATOR DYSON responded that he was if he could see it.
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SENATOR BEN STEVENS asked how they could conplete a contract if
they won’t pass the anendnents to enable it to be conpl et ed.

SENATOR DYSON replied, “lI guess under the same regine that’s
allowed it to be negotiated over the last year and a half — not
havi ng the anmendnents hasn’t stopped that process. *

SENATOR BEN STEVENS said he was encouraged to hear Senator Dyson
was ready to ratify a contract when it was presented to the
| egi sl ature.

SENATOR DYSON replied that it wouldn’t be a rubber stanp and not
being able to see it is part of what’s holding it up. He was
also interested in seeing the LLC and the fiscal interest
findi ng.

SENATOR BEN STEVENS noted that they all are interested in seeing
t hose.

3:57:16 PM

CHAI R SEEKINS said they had attenpted to address other issues in
terms of fiscal certainty, work commtnents, and Al aska hire and
had chosen not to give the Adm nistration any direction on that
in ternms of the law. So, he wanted to give them the extra tine
to be able to work on those issues.

3:57:38 PM

BILL CORBUS, Comm ssioner, Departnent of Revenue, noted the
public conment period had closed July 24 with a little over
2,000 coments; they were in the form of witten comments,
emails, verbal coments nmade at the public hearings. About 25
witten comments were very scholarly and well-prepared,
including a 50-page docunent. He received coments from
| egislators, public interest groups, and people wth direct
commercial association with the project other than producers. He
was in the process of analyzing them and putting together a
response. Certainly, he said 30 days is wunrealistic to do
justice to the public comments. He said the Adm nistration
supports the chairman’s proposed anendnent.

4:00: 13 PM
SENATOR STEDMAN asked what direction the legislature is giving
the Adm nistration. Was it going to renegotiate anything it
wanted and then cone back and find it doesn’'t have support for
sonme of it?
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CHAIR SEEKINS replied he wasn't sure. He thought the commttee
did sonme good work last night and its only alternative nowis to
wait and see. “It's a trust ne deal.”

SENATOR STEDVAN asked if he was right to infer that this
extension would put it in to the end of Novenber so they would
be dealing with this next January and February.

CHAIR SEEKINS replied that it wasn’'t his intent to do that, but
he didn’t want to give the Admnistration an artificial boundary
t hat woul d hinder or delay or force it into a premature effort.

4:03: 11 PM

SENATOR ELTON asked to hear what the conm ssioner considers his
duties are under AS 43.82.430(a)(2) and (a)(3). He asked if this
authorizes an extended period of time for the conm ssioner to
work on proposed anendnents to the contract and to the Stranded
Gas Act, as well.

COWMM SSI ONER CORBUS replied yes; he would interpret it that way.

CHAI R SEEKINS added that in this tineframe, he and the other
parties would be renegotiating changes to what he would propose
as a final contract.

COMM SSI ONER CORBUS replied that was correct. They have |earned
that negotiations always take |onger than they expect. He said
they badly need the extra tine and comented that once
negoti ations are consunmated, they nust incorporate the changes
in the fiscal interest finding.

CHAI R SEEKI NS asked whether it is his opinion that negotiations
that take place inside a tight tinmefrane m ght put one party or
the other at a di sadvant age.

COWMM SSI ONER CORBUS replied yes, particularly the state.

4:06: 12 PM at ease 4:08: 06 PM

CHAI R SEEKI NS asked if there was any objection to adopting work
draft CSSB 3003(NGC), Version Y. There were no objections and it
was so ordered.

4:08:19 PM

SENATOR BEN STEVENS noved to adopt Anmendnent 6 and objected for
di scussi on purposes. He nmentioned that it was drafted to Version
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G but he asked that nenbers give the latitude to insert it in
t he new Version Y.

OFFERED | N THE SENATE BY: SENATOR BEN STEVENS
TO CSSB 3002(NGD) (24- GS2095\ Q)

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 conm ssioner nmay execute [ SHALL SUBM T]
the contract [TO THE GOVERNOR] .
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 whet her to execute the contract under (b)
of this section are final agency deci sions under
this chapter.
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 comenced 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. *©
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Page 11, followi ng line 30:

Insert new bill sections to read:
“*Sec. 24. The uncodified | aw 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,
t he 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 anmended to conform
to the provisions of the Act, are approved, and
the process and procedures followed in
formul ating that contract are ratified.

*Sec. 25. The uncodified | aw of the State of
Al aska i s anended by addi ng 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 por at ed, ConocoPhillips Al aska,
| ncor porated, and ExxonMobil Al aska Producti on,
| ncor porated, as anmended 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
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 is anended by adding a new section to
read:

ADVI SCRY VOTE. At the 2006 general election
to be held on Novenmber 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 conm ssioner of revenue sign and nmake
bi ndi ng upon the State of Al aska the Al aska
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Stranded Gas Fiscal Contract between the State of
Al aska and BP Exploration (Al aska) Incorporated,

ConocoPhi | I'i ps Al aska, |ncorporated, 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:

I nsert 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 conmm 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
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”

SENATOR BEN STEVENS said he agreed with the Chair’s and Senator
Stedman’s coments about the work that was conpleted on the
i ssues before the commttee. He said he wouldn't reoffer the
anendnents they had already voted on, but if any other nmenber
of fered those anmendnents, he would vote for them again. He was
offering this anmendnent that hadn’'t been voted on. He expl ai ned:

It puts the ability to execute the contract at the
di scretion of the commssioner, it wuld renove
| egi sl ative approval wupon a vote of the general
public, and the sections that have a neani ngful change
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to the Stranded Gas Act are all contingent on a
conditional effect in Section 29.

M. Chairman, | think that the actions that we have
taken previously on these subjects to address work
commtnents, to address fiscal certainty on oil, to
address fiscal certainty on gas, to address public
project |abor agreenents, to address sovereignty
agreenents, to address collateral and arbitration
cl auses, to address calculation of educat i onal
funding, to address paynent in lieu of taxes to

muni ci palities, all the issues that we’ve done for the
last two special sessions are wthout any standing
now. And so, from ny position the only standing we
have for those to be incorporated in the contract is
to give the conm ssioner — enpower the comm ssioner -
to get those enacted.

W heard comment that there’'s concern that 120 days
may be too long for the public period before the
contract cones before us, but if we don't give the
conmi ssioner the authority to negotiate, we'll never
get what we expect to see from the product of the
negotiation. This is a sinple amendnent that says one
thing: the legislature can't make a decision on
changing the Stranded Gas Act to enable negotiation to
go forward; let the public nake the decision

4:11:29 PM

SENATOR DYSON asked if this anmendnent passes and the people vote
and the Governor executes the contract, what would be the
provisions for nodifying the Stranded Gas Act to cone into
conformty with the contract.

SENATOR BEN STEVENS replied that those provisions would be
included in Section 25 of the anendnent, the enabling
| egi sl ation.

SENATOR DYSON asked if the contract would supercede state |aw on
any difference between it and the conditions of the contract.

SENATOR BEN STEVENS replied that is correct.
4:12:48 PM
CHAIR SEEKINS said no matter what pathway they take, if the

| egi sl ature ever authorizes the execution of the contract under
the current law, the authorizing bill would nore than |ikely
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r ead

“notwi thstanding any other provision in law,” which

often put in statute to keep lawsuits from happeni ng.

4:14:

24 PM

SENATOR BEN STEVENS responded that there had been a |ot
di scussion about the concept of whether the negotiators have

been

working within the bounds of the law and as a result

state has lost standing in the contract.

It’s ny opinion that the people that have been
negotiating this contract, the comm ssioner of
revenue, the nmenbers of the DNR staff, the nenbers of
the Adm nistration staff, have one thing in common and
that is to get a project that's in the best interest
of the state. And we continually are saying to the
Adm nistration and saying to our |ead negotiators,
‘“You're going outside of the law and you re giving
away the state’s assets.” And | have yet to see that
come to reality. W in the |legislature have done
nothing but criticize the negotiation in terns of what

they’ve produced and | think that the fact that a
project is before us for ratification — granted it’'s
not ready for ratification — we still haven't seen key
conponents of it — but because of the fact that they
have produced sonething that is to the benefit of the
state, which is a project to nove forward, is an
exanple of the work that they ve done. |I’ve had it to

the point where | can't listen to it anynore about the
fact that the legislature or the Adm nistration has
given away state’'s rights. | just don't think it’'s
justified any longer! And we can continue to sit as a
| egi slature and say, ‘W need nore. Wiy did you give
this away; why did you give that away.” And we’'re not
maki ng progress. So, the anmendnent does one thing. If
we can’'t meke progress, let the general public take
the progress. By the way, this doesn’t take away the
fact that we can do it before the Novenber 7 election

The other thing that this doesn't do - it’'s
irregardless of who is in control after the elections.
It lays all the responsibility on the general public
to say if nothing is done by Novenber 7, should we
vote to ratify or not.

4:17:13 PM
SENATOR DYSON said the Adm nistration has always been very clear
with the legislature that if there were changes to be nade to

t he

Stranded Gas Act, they wuld deal wth them at

is

of

t he

t he
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appropriate tinme after they negotiate the contract. “That’s the
process we’'ve been in. At no point have | ever said that they
were operating outside of the law and an intimation that | was
sayi ng so i s unfathomable.”

CHAIR SEEKINS said he didn't interpret it that way.

SENATOR BEN STEVENS said he could interpret his coments any way
he wants, but that’s not what he intended to say.

4:18: 51 PM
CHAI R SEEKINS invited Dennis Bailey to sit with the comrttee.

SENATOR STEDVMAN said he comes from a district that is as far
fromthis gas line project as one can get, but the people there
are very interested in nonetizing the resource and noving the
state forward. They are not afraid of deciphering conplex issues
and making the correct decision. He supported Amendnent 6 and
was glad it was before them today because the people he had
talked to in his district about it didn't want to vote. “They
want a gas contract and if there’'s inaction in the |egislature,
t hat can be taken care of in the ballot box.”

4:20: 53 PM

SENATOR ELTON diverted attention to Sections 23 and on and
Sections 14, 15, and 16. He had asked for soneone to be
avai lable from Legislative Affairs [M. Bailey] to see if his
view of those sections is correct. He thought it read as
follows: “Section 14 authorizes the comm ssioner to execute the
contract.” He asked if this bill passes with this anmendnent,
would that authorize the conm ssioner to execute the contract
the day it is signed.

SENATOR BEN STEVENS said that was not correct. Section 23(a)
whi ch renoves legislative ratification until after a vote of the
peopl e, doesn’'t go into effect.

CHAIR SEEKINS said the entire process of Section AS 43.82.430
with fiscal findings and final determ nations would becone an

agency deci si on, whi ch are chal | engeabl e under t he
Adm ni strative Procedures Act, as the Judiciary Committee
di scussed. Then it would not beconme effective until it was

ratified by a vote of the people. He asked Senator Stevens if he
was correct.

SENATOR BEN STEVENS responded it was nost inportant to first
understand Section 29 [ Anendnent 6] on page 3, which lay out the
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dates the sections take effect. Sections 14, 15, 16, 23, and 24
are all conditional on a positive vote on a general ballot.
Nothing is significantly altered until that point.

4:23:52 PM

SENATOR ELTON agreed with the sponsor that Section 29 provides a
conditional effect, but that doesn’'t necessarily allay his
concern. He asked, assum ng SB 3002 is passed as anended in this
manner, and that the comm ssioner recognizes that he can execute
a contract, but it may not take effect because of the
conditional dates in Section 29, what the need was for Sections
14, 15, and 16.

4. 25:57 PM
CHAI R SEEKINS asked for an explanation of Section 43.82.440 -
Judi ci al review.

SENATOR BEN STEVENS deferred to M. Dennis Bail ey.

DENNI S BAI LEY, Attorney, Legislative Legal Services, agreed with
t he understandi ng expressed by Senator Ben Stevens that Sections
14, 15, 16 don’'t take effect wuntil after a public vote. In
Section 30, after the director of elections certifies the
results, the commssioner has the authority to sign the
contract. The timng there is currently 30 days after the public
comment period, which has already occurred. So, his reading is
if there was a positive vote, Section 29 would nake Sections 14,
15, and 16 effective; Sections 14 and 16 would becone effective
after the certification and then the conm ssioner could sign the
contract. He thought the 120 days referred to after the date the
contract was executed by the conm ssi oner.

SENATOR ELTON asked if the commssioner could not sign the
contract until after the certification of the el ection.

MR. BAILEY replied that was right — that is what Section 30
says.

CHAI R SEEKINS added that was 120 days after final execution by
all parties.

MR. BAILEY replied yes.

4:29: 01 PM
SENATOR BEN STEVENS renoved his objection to the anendnent.
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SENATOR ELTON objected saying he was going to vote no, because
he disagreed with any assertion that the |egislature has been
dilatory. He, personally, had started with a mninml anmount of
knowl edge, and while he wouldn't say he is an expert in
petrol eum econonm cs, he has greatly increased his know edge from
there. He was now prepared to make a decision on what is good
for state after seeing the contract and the LLC and he wouldn’t
vote against the contract just because it contains sone elenents
he didn’t |ike.

4:32:56 PM
CHAIR SEEKINS recognized Senator Elton’s attendance and
partici pation as having been stellar.

SENATOR STEDMAN said he had no hesitation in taking the contract
to the voters.

4:33: 57 PM

SENATOR WAGONER said it’s a matter of having the background and
knowl edge to be able to vote. Hi s constituents have said they
don’t want to vote on this issue; it’s a matter for the
| egi sl ature to decide.

4:34: 37 PM

SENATOR DYSON said he identified wth Senator Elton’s remarks.
He said our founding fathers set wup our governnment as a
constitutional republic in which elders are elected to take care
of the people’s business and the tinme and resources were set up
to allowthemto do that. He was a “strong no vote on this.”

4:36:41 PM

SENATOR HOFFMAN said Al askans want a gas line; it’s a financial
key to our future and our children’s future. He was sent to
Juneau to make those decisions; that is why he supported the
Stranded Gas amendnents. They haven’t done their job here and he
doubted that they would this session. He still wanted to get the
j ob done, but it seened that they were being placed in a box and
they would let the w ndow of opportunity slip by. He was glad
the Governor had kept legislature here to get its work done. He
said this issue is critical to the financial well-being of the
state and if this is the best chance to get a gasline built, if
the legislature can’t do the work in one regular session and
three special sessions, maybe they should adopt the amendnent
and send it to the people to vote on. “I believe they wll make
the right decision and get the gasline built.”

4:40: 50 PM
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SENATOR OLSON spoke against the anendnent and in support of
letting the | egislature make the deci sions.

4:43: 09 PM
CHAI R SEEKINS said he didn't know if this was the right tine to
put it to a vote before the people and he would vote no on the
anmendnent .

4. 45: 58 PM

SENATOR BEN STEVENS provided closing comments on Amendnent 6
saying there are 89 days until Novenber 7 and it doesn’t renove
the legislature’s authority then. He stated that the project
needed to nove to the next phase.

4:48: 30 PM
SENATOR ELTON numi nt ai ned hi s objection.

A roll <call vote was taken. Senators Hoffnan, Senator Ben
Stevens, and Stedman voted yea; Senators Kookesh, O son, WIken,
El t on, Wagoner, and Seekins voted nay; so, Anendnent 6 failed by
a vote of 3 yeas and 7 nays.

SENATOR W LKEN noved to adopt Anendnent 13.

AMENDMVENT 13

TO SB 3002
BY SENATOR GARY W LKEN

“An Act amending the time allowed under the Al aska
Stranded Gas Devel opnent Act, for the comm ssioner of
revenue to sumari ze public coment s, pr opose
amendnents, if any, and nake findings; and providing
for an effective date.”

CHAI R SEEKI NS obj ected for a discussion.

SENATOR W LKEN said he thought Version Y was good, but he was a
little concerned that the title didn't define what the bill
does, which could lead to delays over the next six days as this
t akes what could be a tortured path through the |egislature.

4:50: 24 PM
MR. BAILEY said he had no difficulty with this anmendnent since
it was simlar to the title on the original CS

4:51:17 PM
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CHAIR SEEKINS renoved his objection and asked if there was
further objection.

SENATOR STEDVAN obj ected and said he would prefer to |eave the
title the way it is.

CHAI R SEEKI NS decl ared that as the introducer of this particular
CS, he didn’t intend it to have an open title nor was there any
di scussion with any other person in the other body about the
title.

4:52:35 PM
SENATOR STEDMAN nami nt ai ned his objection.

A roll call vote was taken. Senators Kookesh, Dyson, W] ken,
Elton, and Wagoner voted yea; Senators Ben Stevens, Stedman,
Hof f man and Seekins voted nay; so, by a vote of 5 yeas and 4
nays, Anendnent 13 was adopt ed.

4:53: 32 PM

SENATOR W LKEN asked Conm ssioner Corbus if this would allow him
to collect and synthesize information for after the election. He
asked if that was his intent.

COWM SSI ONER CORBUS replied that it was their intent to get all
this work done before the el ection.

4:54: 15 PM

SENATOR BEN STEVENS noved to report CSSB 3002(NG&) Version Y as
anended out of commttee with individual recommendations. There
were no objections and it was so ordered.

The commttee took an at-ease from 4:54:55 PMto 4:56:37 PM

Al aska Gasline Port Authority Presentation

CHAIR SEEKINS returned to the Alaska Gasline Port Authority
presentation. He informed nenbers that he would take rebuttal
and continue the roundtable discussions in future neetings.

4:58: 40 PM

MAYOR WH TAKER continued his Port Authority presentation. He
said the legislature had cooperated with the Port Authority, but
he couldn't say the sanme about the Adm nistration. “W have
f ound t hat t he Adm ni stration has been anyt hi ng but
cooperative.” And while they were willing to put up with that,
other participants in the project were not. Senpra |eft saying,
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“You' ve got the best economics that we can find, but you’ ve got
the worst politics.” It was that kind of an attitude that it
would be very difficult for the project to nove forward. He
st at ed:

|’mgoing to editorialize just a bit. Qur results have
been put on the board today and the comm tnents that
we have nmade are clear. W’'re dedicated to noving a
project forward. Are there roadbl ocks? Certainly. Can
we overcone those roadblocks? W certainly think we
can.

On the other hand, what you have in front of you is a

contract t hat IS essentially a hold harm ess
agreenent; it’'s a hold harnmless agreenment for the
producers given that if they choose not to build a
project, there will be no penalty for it. And that
hold harm ess agreenent is for 30 years and 45 years.
"1l stop now. Those are the results that | see thus
far.
5:01: 25 PM

MR. SHI PKOFF said he disagreed with Dr. Van Meurs’ slide 3 that
listed the distribution of the take between the various state
conponents and the producers. M. Shipkoff said that while he
didn't disagree with any specifics, that according to his
nunbers there is a $2 billion federal tax cost to the mdstream
which the Port Authority's structure allows to be saved - a
savi ngs that can be shared between the state and the producers.

5:03: 01 PM at ease 5:03:17 PM

MR. SHI PKOFF referred to Dr. Van Meurs’ slide 4 that discussed
state ownership in the pipeline and indicated a certain portion
of the federal tax cost could be alleviated, and he does not
di sagree; but what AGPA offers is that the entire anount of
federal tax can be alleviated without the state having to take
any owner shi p.

On Dr. Van Meurs’ slide 5, M. Shipkoff said that |ikew se,
there was nothing he disagreed with. The purpose of the Port
Authority was to acconplish all of these goals. But the
connection between the high-risk nature of the project and the
need for fiscal stability is an area where he disagreed. AGPA
doesn’t see the need to give fiscal concessions. H's concern
with slide 7 was the same in that supporting the stranded gas
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contract, the West Coast market and the LNG project mght never
happen.

MR. WALKER noted that the LNG may be lost to Al aska, but the
producers have ot her projects el sewhere.

MR. SHI PKOFF agreed. He went on to slide 8 that discussed the
tinmeline. He agreed that they were now past the startup date of
January 1, 2006, but even if the LNG project started now, he
believed that the benefits of having sone engineering work
al ready done and using existing permts wuld allow it to have
first gas sonetine late in 2012. He agreed with Dr. Van Meurs
that every day waiting is a day | ost.

MR WALKER interjected that their offer to the producers
i ncl uded discussion on returning CO, back into the |eases where
it came fromas mscible injectant (M). In early neetings, the
producers wanted to retain ethane as part of the M stream
subsequently it appears that is not the case.

MR. SHI PKOFF added that they have never suggested that AGPA
woul d do anything not in concert with the producers. “Obviously,
everything has to be done in coordination with the producers.
That’ s very clear.”

5:07: 58 PM

MR. SHI PKOFF went on to slide 10 and pointed out his argunent
that the LNG project is exenpt from FERC regulation, thus
conpressing its tinmefrane for everyone including the producers.

5:08: 29 PM

SENATOR ELTON said this point struck him during Dr. Van Meurs’
presentation. He asked if he was suggesting that because the
Port Authority already holds permts, that a GIP is possible in
2011 rather than in 2013.

MR. SHI PKOFF responded that his tineline takes into account work
that has already been done on permts and, if the project is
FERC- exenpt, it does not have to go through the FERC process

The highway project that assumes first gas at 2016 includes the
time needed to obtain permts and FERC approval, but he said,
“We can elimnate that — for whoever and whi chever project.”

CHAI R SEEKI NS asked if they anticipated owing the GIP

MR. SHI PKOFF replied “We have said that we are prepared to own
it if that benefits the state and the producers....”
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CHAIR SEEKINS asked if the Port Authority didn’t own it, would
the producers still have to go through that process.

MR. SHI PKOFF replied no; he thought that would be a benefit the
Port Authority could bring to them

CHAIR SEEKINS asked if there was sone indication that the
downst ream shi ppers out of Valdez would have to go through that
process.

5:10: 30 PM

MR. SHI PKOFF replied, of course; he did not dispute that for the
downstream re-gas term nal and takeaway pipelines that bring the
gas to market. As an exanple, Costa Azul in Mexico, regulated by
the CRE, has already applied to FERC for a certificate of public
conveni ence and necessity for its takeaway pipelines. He
reasoned, “It’s not us who has to obtain those permts.”

CHAI R SEEKI NS asked about the ships and the shippers.

MR. SHI PKOFF replied that he is not an expert on shipping
regul ati ons.

CHAIR SEEKINS said he thought M. Twoney said that the boats
used downstream from the pipeline are FERC regul at ed.

An unidentified person in the audience indicated the he woul dn’t
say that.

5:11:46 PM

SENATOR ELTON asked if the Port Authority owned the GIP, 2011 is
realistic for first gas, but if the producers own it, it could
be as late as 2013.

MR. SHI PKOFF replied that 2011 may not be realistic, but 2012
may be; he thought AGPA could help conpress the tineframe for
everyone.

SENATOR ELTON said he thought M. Shipkoff said 2011 is when
their project could start delivering gas.

MR. SHI PKOFF clarified that it was 2012. He went on to slide 13
on gas sales in California and countered that while he has not
provided any evidence that the LNG project could offer the
| onest price in California conpared to other LNG exporters, he
di sagreed with Dr. Van Meurs that the LNG project had to provide
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the lowest price. One nust |look at where the project fits on a
cost-supply curve and conpare oneself against all potential
suppliers. The fact that Qatar is not the |owest cost supplier
into the Gulf has not prevented them from having very successf ul
projects. He said:

W do not expect to be the |owest cost supplier into
the West Coast.... The |owest cost supplier into the
West Coast s going to be indigenous California
production that is non-conventional or sonething |ike
t hat .

5:15: 06 PM

DR. VAN MEURS comented that while there are things |ike supply
and demand curves, one needs to always conpare the strengths in
a project relative to the strengths of other projects in the
mar ket .

MR. SH PKOFF agreed with Dr. Van Meurs’ comments that one needs
to conpare oneself against all the suppliers into the market one
is selling into, not just LNG and stated, “W certainly are
going to have a |ower break-even price than many of the other
suppliers who are going there....”

M. SH PKOFF said slide 15 tied in to the sanme idea that their
conpetitors are not just other LNG projects, but all suppliers
into a market. He pointed out that the highway project faces the
sanme situation going into the Mdwest stating:

If all the projects that have break-even prices bel ow
the marginal cost and below the expected price in the
mar ket , it wll proceed. W believe that both
projects, the LNG project and the highway project, are
wel | below the threshold and they both are econom c.

Regarding slide 16, M. Shipkoff couldn’t recall ever claimng
that the LNG project brings the benefit of diversifying between
the East and West Coast, but rather he tal ked about the benefit
of diversifying between the Wst Coast and Japan. The highway
proj ect cannot bring the gas to Japan.

MR. WALKER added that regarding the |ast paragraph about the
Al berta Hub and East Coast/Wst Coast narkets, he has seen
nothing in the contract that guarantees the gas |eaves Al berta
and stated, “We strongly believe that it wll nost |likely stay
in Alberta for the tar sands feed stock.”
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CHAI R SEEKINS commented that he was just in Alberta with the
Paci fic Northwest Econom c Region (PNER) and was told that by
Alberta’s oil and gas people that its tar sands were not a
conpetitor for Alaska' s gas. Their information is that by the
time Alaska gas gets to Alberta there will be enough downstream
capacity to accommpdate all of it, because all the WMackenzie
Delta gas would be used in the tar sands area.

MR. WALKER said the last report he saw indicated that the tar
sands would require as much as 3.7 Bcf of gas and MacKenzi e has
about 1.2 Bcf. An official at ConocoPhillips said they're
building their oil line out of the tar sands to St Louis for the
refinery specifically because they plan to put the Al aska gas
into the tar sands.

CHAIR SEEKINS admitted they could, but that is information he
received within the last 30 days. It is a point for discussion.

5:21:54 PM

MR. SHI PKOFF went on to slides 17 and 18, the issue of over-
sizing the pipeline. He has assuned they woul d have a negoti at ed
rate and over sizing is for the benefit of the producers who
also want to do the highway line. He saw no problem with that,
putting aside the FERC-regul ated i ssue.

He agreed, regarding slide 19, that you have to convince the
provi der of guarantee that a project is sound, but the Port
Aut hority was confident that that case could be nade.

CHAI R SEEKINS said his question was based on the fact that he's
never gotten a |loan guaranteed for him unless he already had
enough capital that they didn't need to guarantee it for him

MR. SHI PKOFF responded that went to the point of slide 20, which
concerned whether the I|enders (by extension the guarantors)
woul d | ook at AGPA's assets as insurance that the |oan would be
repaid. If this was a full-recourse corporate type of financing,
that would the case, but nost |arge capital projects aren't
financed on that basis. They are financed on a |limted-recourse
basis — in which case the | ender does not |ook to the assets of
the borrower, but to the ability of a project to generate a
specific revenue stream

CHAIR SEEKINS asked if he didn't think the state would have to

put up full faith and credit of people of Al aska as part of the
guar ant ee.
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MR. SHI PKOFF replied that he wouldn't recomrend that and didn't
expect it.

CHAI R SEEKINS commented that since there are no regul ations yet,
it is hard for himto forman opinion on it.

SENATOR BEN STEVENS comented that he disagreed with M.
Shi pkoff that his project wouldn't need the full faith and
credit of the state behind it in a financial market. He related
that |last week, the Womng Port Authority’'s participation in
the Rocky Mountain Express project was pulled by the FERC and
real l ocated anobngst the remaining owners. The reason the
Aut hority didn’'t get credit wor t hi ness for t he firm
transportation commtnent was because the Wonmng |egislature
woul d  not exceed a $3-billion backing for their 200-
decat herm day capacity. He excl ai ned:

So, the comments that you don’'t have to have the ful
faith and credit of the state in the financial
markets, | don't agree wth that because there is an
exanpl e that just happened |ast week.... You know, you
continually put things in front of us that say it
doesn’t work, it doesn’'t work, we don’t need that, we
don't this, we don’t need FERC, we don't need firm
transportation commtnents, we don’'t need upstream
agreenents, we don’'t firm financial agreenments. |
mean, what it’s amazing to nme that everything you say,
you don’t need it. Everything we’ ve heard from every
other project presenter that these are requirenents
that have to be in place for any project to be put
forward; you say you don't need it. It’s just a
phenonenal presentation that you' ve given us in the
| ast 24-hours.

MAYOR VWHI TAKER r esponded:

W’ ve never said that we don’t need a nunber of things
that any other project would need. There are sone
things we do need, sone things we don’'t need. M.
Chairman, if it’'s okay with you, | would like M.
Shi pkoff also to reply.

CHAI R SEEKI NS responded, “Absolutely.”
5:29:28 PM

MR. SHI PKOFF responded that he couldn't speak to what the
Wom ng Authority proposed, but what they offered was obviously
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not sufficient to satisfy financial markets. Based on the Port
Aut hority’ s experience, they believe they can put a structure in
place with proper gas supply agreenents, proper mtigation of
risks through a conbination of contractor guarantees to
denonstrate that the project has robust viability to where the
lenders will lend on a limted recourse basis. This is done al
the tinme; it’s not innovative or new.

5:31: 03 PM
CHAI R SEEKI NS directed that the di scussi on nove on.

MR. SH PKOFF said he didn't agree with slide 20 that said the
Federal Loan CGuarantee wouldn’t cover conpletion risk. Nothing
in the guarantee requires the secretary of DOE to ask for
conpl etion guaranties, but he could decide to. He agreed that
non- guaranteed | enders generally don't take conpletion risk and
that has been anticipated in his economc analysis. If Senpra
invests in and operates the LNG plant, which it has proposed to
do, that is their risk and it has the financial resources to
back it. Conpletion guarantees can be provided for portions of
the project that are not privately owned and he said financial
instruments are available that can provide mtigation for
conpl etion risk and cover |enders.

CHAI R SEEKINS asked if he had any hard plan as to who wll own
what in the LNG project.

MR. SH PKOFF replied that they are not in the position to
negotiate final comercial agreenents, but he pointed out the
hi ghway project is not in that position either.

CHAI R SEEKINS asked, “All we really can count on at this point
woul d be that you would own the pipe?”

MR. SHI PKOFF replied, “It’s very likely that we will, yes.”

5:35: 04 PM

DR. VAN MEURS remarked that Senator Elton had been requesting
the LLC agreenent and the reason it takes so long to negotiate
it is precisely to deal wth very conplex questions |Iike
conpletion risk. In fact, the state has |ooked very hard at its
ability to take on certain fornms of conpletion risk as a

partner. “So, | think the seriousness of conpletion risk at this
point in time, | think is being understated by the Port
Aut hority.”

CHAI R SEEKINS said that was a point well taken.

SENATE NGD COW TTEE - 58- August 4, 2006



MR. SH PKOFF went on to slides 22 and 23 and said the point
appears to be who is going to give you ship or pay commtnents
that are needed for financing if the netback the project
provides is so low He did not agree with this prem se. He said
the netback for the LNG project is |ow because it is using over-
sized pipe in preparation for a highway project. He said the
only issue is whether the project can support itself or not,
because it provides a netback greater than no netback at all.

5:38:12 PM

He said the stranded gas contract - slide 24 - goes back to his
initial remarks about whether either project requires a stranded
gas contract and whether the gas is stranded in the first place
is a separate issue from whether the LNG project is viable. He
stated, “We think that neither the LNG project nor the highway
project are stranded gas and, therefore, neither of themrequire
support....”

Relating this to the previous point he made that they wll be
successful in obtaining financing, M. Shipkoff said their tax-
exenpt financing and possible |ower cost of capital is often
rebutted by the idea that one can’t evaluate projects on a post-
financing basis, but purely on a pre-financed basis.

MR. WALKER said he had very significant concerns about slide 26
that said the LNG project could be the increnental piece of a
hi ghway project rather than adding the highway to the LNG
project. They don’t know when the line would cone through Delta
Junction because it's only a study at this point and he was
concerned that they would lose the market by becomng an
i ncrenental addition a highway project.

MR, SHI PKOFF went to slide 27 that assuned a buyer would buy gas
at the inlet of the pipeline. The Port Authority assuned the
same thing, but it is also wlling to act as transporter to a
North Slope shipper. If producers have to assune ship or pay
commtnments, they are financial obligations of a sort and don’'t
have to be capitalized on a balance sheet. He disagreed that
capitalization of these commtnments needs to be included in
eval uating the upstream economics. There are many instances in
whi ch the upstream producer transports its gas via a third-party
pipeline and clearly he said you evaluate upstream econom cs
based on the val ue you get upstream

MR. SHI PKOFF countered Dr. Van Meurs’ slides that conpared of
state revenues making the point that the Y-line is a bigger
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project. And M. Shipkoff said that was his point exactly; the
Port Authority brings incremental value to the state by
providing the opportunity for both the state and producers to
capture a larger share of the Lower 48 narket with Al aska gas,
not with sonebody el se’s gas.

5:44: 29 PM at ease 5:46:11 PM

CHAIR SEEKINS cal l ed the neeting back to order at 5:46 pm

ROGER MARKS, Econom st, Departnment of Revenue, informed nenbers
that he'd prepared a detailed presentation, but he would be
brief. He referenced the Admi nistration s perceived antagonism
toward the LNG project. He stated this project is all about
maxi m zing the benefits of the state’s resources to the Al askan
people and the Admnistration takes that very seriously. “W
beli eve maxi m zing the value neans three things: the nbst gas at
t he highest price at the | owest cost.”

MR. MARKS expl ai ned his view of the LNG project.

This is how we see LNG project. 1’'Il talk about the
West Coast market demand and supply real briefly and
the price. The Wst Coast demand for gas is not
growm ng very fast; this is from Wod MKenzie. Over
bet ween now and 2020, it’s growing nmaybe 2 Bcf a day.
It’s just growing slowy with the population growh.
The West Coast has large supplies of nuclear and
hydropower, and oil, as well, to run power plants. In
addition on supply side, what the Wst Coast has
access to is, and what is going gangbusters is, the
Rocky Mountai ns. You know, people talk about the North
Sl ope has a lot of gas — 35 Tcf; the Rockies have over
300 Tcf of conventional and unconventional gas. It
costs about $.50 - the tariff fromthe Rocky Mountains
to the West Coast about $.50.

Peopl e have tal ked about the |ast couple of days, the
Rocki es Express Pipeline. There is so much gas in the
Rocki es that the producers in the Rockies cannot ship
any nore to the Wst Coast because the price would
just crater. The Rockies Express Pipeline is sonething
like 1,500 mles from the Rockies - you know the
Powder River Basin, Womng, all the way to Ohio at a
tariff of $1. They’'re going to build a project that
big and pay that much tariff because all the gas they
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can get into the Wst Coast is there w thout crashing
t he market.

In addition, if you look at, you know, if is there
room for LNG on the Wst Coast? Yeah, there is room
for a little bit. This is a forecast from Wod
Mackenzie. Their forecast, you know, by 2020 - and
they have it all going into the Baja, which they
believe is the only site that can be sited on the West
Coast. This is the same opinion that PFC Energy had.
They say that by 2020, there mght be 1.8 Bcf of LNG
comng into the Baja termnal.

Right now the Baja plant, the Senpra plant, is going
to open in 2008; they have 1 Bcf a day conmitted. They
recently had an open season to try to get another 1.5

Bs and nore than that was subscribed. So, if you
believe this forecast, there is about 2.8 Bcf a day
al ready subscribed into the Baja plant. So, | think an

argunent can be nmde that there may not be any nore
room for any nore LNG including our project, or if it
does, it will suffer on the price side.

As Noel stated yesterday, West Coast prices are about
$.50 less than Chicago prices. So, on the price side,
again if we believe we naximze the benefit of the
project to the people by maximzing the value, just on
the price side alone going to the Wst Coast, we |ose
$. 50.

Now on the cost side, LNG is an expensive process. In
general, you know, people do LNG when they have no
ot her options and the reason they do when they have no
other is it's so expensive. You have to conpress it
about 600 tines so it fits in a ship; it’'s 260 degrees
bel ow zero. It costs a | ot!

In addition, this concept of the Y-line — you know,
pipelines live and die by economes of scale. If you
| ook at the option of shipping 4 Bcf a day to the
upper M dwest and split that out between 3 and 1, you
kill a lot of economes of scale. And so what happens
is the costs go up a lot. You know, our estinate is
just if you were to take the difference between 4 Bcf
a day and 3 Bcf a day, it is an additional $.40 per
mllion Btu to get it to Chicago. So what you do by
taking a Y-line is you dilute the economcs on both

SENATE NGD COW TTEE -61- August 4, 2006



portions, because you just killed the econom cs of
scal e.

You know, you said yesterday that the Y-line option or
the LNG option, the 1 B, doesn't take anything away
from the Alcan project. Well, it certainly does; it
takes gas away from the Alcan project. If it’'s
economc to commercialize 4 Bcf a day, the state wll
realize nore value doing all 4 Bcf to Chicago rather
than 3 and 1. If it nmakes sense to commercialize 6 Bcf
a day, it makes nore sense to ship 6 Bcf a day to
Chi cago rather than 5 and 1.

Coul d the LNG project possibly pay for itself? Yes, it
m ght but the issue is where do we get the nost val ue.
well, M. Chairman, | just — what's been perceived
again as the Admnistration’s antagonism is really
nothing but our reverence for the directive in the
Constitution, the sanme directive that Mayor Witaker
stated yesterday. So, that’s what | was going to say
in half an hour down in about five m nutes.

CHAI R SEEKI NS cal | ed for questions.

REPRESENTATI VE SEATON asked Dr. Van Meurs or M. Mrks if the
Stranded Gas Act is needed for both projects and if it is needed
for a 1.2 Bcf LNG project wi thout over-sizing the pipeline.

DR. VAN MEURS answered that the Stranded Gas Act was actually
created for an LNG project when the state was hopeful that the 2
Bcf Yukon Pacific project could be realized to the Asian nmarket.
Further he said:

Qoviously, the same price volatility and the sanme cost
overrun problens that face a project to Al berta face
an LNG project. Consequently, if the producers, in the
hypot hetical case, that they would make a decision to
sell gas to this LNG project, yes, they would like to
know what the fiscal terns are; they would like to see
some stability on the fiscal terms and consequently
that is the same for either project.

REPRESENTATI VE SEATON asked if this is no longer a nmajor
project, was it his opinion that the Stranded Gas Act,
concessions, credits, the fiscal certainty are necessary for
this project to go forward as a stand-al one project.
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DR. VAN MEURS answered that the situation is, as Roger Marks
described, that the state has an obligation to naximze the
benefits back to the state and he believed that this highway
project did that. He sees the Port Authority project as a
potentially valuable addition to the highway project. So, he
can’t see how they could have partial fiscal stability.

REPRESENTATI VE SEATON said in |ooking at the maxi num value for
the State of Al aska, he concluded that the Stranded Gas Act
| ooked for the maxi num value for the producers and concessions
wer e needed for a stand-al one project.

5:59: 00 PM

DR. VAN MEURS replied that he hadn’'t studied the details enough,
but previous extensive analysis of the LNG project to Asia
showed the clear need for fiscal stability, the Stranded Gas Act
concessions, and at that time it authorized them to have far
nore extensive lowering of the fiscal ternms than what has been
agreed to currently. He disagreed with Representative Seaton
that the stranded gas contract was done wth the view of
maxi m zing the benefits to the producers. He had hoped to
explain over the last few nonths that there is an inportant
bal ance between risk and reward. He el abor at ed:

Consequently, we Dbelieve that the reward to the
investors can be lowered and it is inportant to |ower
the reward to the investors if you can |ower the risk.
And consequently, that is a concept that 1is true
universally. The great advantage, the great innovation
of the Stranded Gas Act was that for the conditions in
Al aska where you are so far renoved from markets, no
matter what - and that was well-explained in the Port
Aut hority presentation and I t hi nk in our
presentation. No matter what you do, you are very far
— or whether you go to Asia — you are very far from
markets. Under those kinds of conditions it is very
useful to consider the balance between risk and
reward. And by reducing the risk through the Stranded
Gas contract, we can reduce the reward and increase
the benefits to the state. And that is precisely what
M. Marks has al so enphasi zed.

REPRESENTATI VE SEATON said that when the LNG anal ysis was nade
earlier, the highway project would have been uneconon c also.
Economi cs have to be talked about as they exist on the two
projects now. He thought they should be conparing the very |arge
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supply of revenue the state would get fromthis LNG project and
keep all the PPT oil noney to subsidizing the gas project.

MAYOR WHI TAKER said Representative Seaton was correct. Wen the
YPC discussion was ongoing, there was an incredibly different
price regime. Wth regard to the nost gas, highest price, |owest
cost coment, he has read the contract that is before the
| egislature and he didn't see anything that would take them
there. He saw an indemity for the producers to hold them
harmess if they choose not to produce any gas. Therefore, he
said if the state is looking for certainty, it should seriously
ook at the LNG project. He thanked the Chairman for the
opportunity to conme before the commttee.

MR. WALKER suggested that if the goal of the Adm nistration is
to maximze the value of the wellhead at the |owest cost, they
shoul d | ook at the over the top option, which acconplishes that.
The Port Authority thinks that Alaska can have as high a
wel | head as any other project and keep gas in Al aska for the use
of Al askans as well. Perhaps, this is where they disagree.

CHAIR SEEKINS inserted that this legislature will not allow an
over the top route under any circunstances; federal |egislation
won't allowit either.

6: 06: 19 PM

MR. WALKER said the PFC report, a slide that wasn’'t shown in the
Adm ni stration’s presentation, did the Port Authority a lot of
damage because the people who did the analysis were instructed
not to contact the Port Authority.

|f they had contacted us, they would have had updated
information. W would have gone to see them just |ike
we went to see Econ One within six hours of our
conversation the other day, M. Chairnman, when you
were going to utilize them to evaluate us. That was
just a blindside that was indicative of driving the
final stakes through the heart of the Port Authority
proj ect when you do an analysis. Then you do your best
interest findings — all this stuff — based upon a
study that we were never even contacted. So, we spent
tons of noney with Lukens, with Econ One, wth anybody
else doing an analysis and yet the Admnistration
chose to go with PFC and that’s just indicative of
what we’ve lived with in this adm nistration
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CHAIR SEEKINS noted that the legislature was doing its own
i ndependent analysis of the economics of the deal. Wen that
conmes out, it would be released even if it hadn't been di scussed
in public forumto the Port Authority.

W will do everything we can to make sure that our
di scussions are full, fair, and conplete and bal anced
as we go forward in trying to nake this determ nation
for ourselves. W’ || take everyone’s input as you can
see today.

MR. MARKS said he was the project director on the PFC study and
the project description was absolutely consistent wth the
project description the Port Authority had on its website and
continued to update even after the draft report was released

Wth regards sone comments nade yesterday about whether that
study put the costs on an apples to apples basis with the Port
Authority’s estimates, he said PFC went to painstaking |engths
to make them consistent in ternms of inflation, steel costs, 2005
prices, profit margins, and contingenci es, and the cost
estimates, as well.

MAYOR VWH TAKER sai d, “We absolutely disagree wth those
statenents.”

MR. WALKER said, “Not a single phone call to us.”

6:10: 06 PM

CHAIR SEEKINS found there were no further questions and
commented that the conversation had been stinulating and he
| ooked forward to continuing it as they go forward. There being
no further business to cone before the commttee, he adjourned
the neeting at 6:11:44 PM
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