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SUMVARY

HB 177 "An Act relating to the Al aska Gasline |nducenent
Act; establishing the Al aska Gasline |nducenent
Act matching contribution fund; providing for an
Al aska Gasline |Inducement Act coordinator; making
conform ng anendnents; and providing for an
effective date.”
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CsHB 177 (RES) was heard and HELD in Committee
for further consideration.

1:44: 24 PM

HOUSE BI LL NO. 177

"An Act relating to the Al aska Gasline |Inducenment Act;
establishing the Alaska (Gasline | nducenent Act
mat ching contribution fund; providing for an Al aska
Gasline Inducenent Act coordinator; making conform ng
anmendnents; and providing for an effective date."

MARK HANLEY, MANAGER, PUBLI C AFFAI RS, ANADARKO- ALASKA,
referred to a handout entitled, *“Anadarko - Al aska Gasline
| nducement Act” (copy on file.) Slide 1 - Anadarko’s
I nvestnment in Al aska-Land, which shows acreage owned by
Anadar ko Petrol eum Corporation (APC), both APC operated and
APC non- oper at ed. He explained that there are three nmjor
prospects located in the foothills where drilling wll take
place in order to keep existing |eases. He enphasized that
if the pipeline goes forward, Anadarko wi |l probably not be
in the open season due to the high risk. He pointed out
that if the open season happens 3.5 years from now,
Anadarko may be involved in an expansion a year or two

after. Fair access at a reasonable price is the nain
concern.

1:52: 42 PM

M. Hanley referred to Slide 2 - Support AdA He
expl ai ned that Anadarko |ikes the specifics and the process
of AQ A It addresses key explorer concerns such as fair

access, expandable pipeline, and reasonable tariffs.

Slide 3 details why Anadarko |ikes the AGQ A process. There
are three opportunities for input and for key policy nakers
to consider issues before a deal is done. AG A creates a
conpetitive process, rather than a nonopoly controlled by
the three |arge producers. It lays out “nust haves” that
the state will require of any applicant.

M. Hanley related the specifics in AGA that Anadarko
supports - Slide 4. Anadarko supports mandatory provisions

on access and rates. A pipeline (licensee) nust assess
mar ket demand for expansions every 2 years. It must commt
to expand in reasonable increments on reasonable terns. It
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must al so propose and support rolled-in rates up to 15
percent above the initial rate and agree not to enter into
negotiated rate agreenents that would preclude the rolled-
in rates.

Representative Gara asked for a conparison of AG A and

Canadi an stipulations regarding rolled-in rates. M.
Hanl ey noted that the provisions regarding rolled-in rates
in AGA are critical. He said he has provided a copy of

the open season regulations, and he encouraged the
conmttee to read it. He opined that AG A does not require
a subsidy and the pipeline nust request one. FERC wi ||
make the decision whether to allow rolled-in rates or not.
The concern is that if producers own the pipeline, extra
scrutiny has to take place. He discussed the mandatory
| anguage where FERC can force expansion. It is a burden of
proof issue, not a requirenent of a 15 percent subsidy.
The provision that requires a pipeline to request rolled-in
rates is appropriate.

2:01: 31 PM

M. Hanley turned to Slide 5, a graph of Indicative
Expansion Tariffs. The blue line shows capacity. He
di scussed expansion and the increnental costs which yield
rolled-in rates. He nmaintained that everyone benefits by
the first scenario under initial capacity. He expl ai ned
how the tariff is affected by each expansion. He read from
the definition of rolled-in rates from the bill. When

| oopi ng occurs, the cost is quite high. He gave an exanple
of Anadarko coming on during the first expansion.

2:07:36 PM

M. Hanley explained Slide 6 - AGA helps mtigate
chal l enge of FERC rules. He gave an exanple of the
producers in court challenging FERC authority to ensure
adequate pipeline capacity and |ow cost expansion. Ad A

woul d prevent the producers from attenpting to invalidate
Sections in FERC regul ati ons.

2:10: 16 PM

M. Hanley concluded with Slide 7 - Anadarko supports AG A
because of the process and the specifics, and because it
addresses key explorer concerns such as fair access,
expandabl e pipeline, and reasonable tariffs. He voiced
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concern about the upstream inducenent section of the bill
He stated support for the 10-year tax lock in the royalty
provi si ons. He had a problem with not receiving sone of
t he upstream benefits.

2:11: 56 PM

Representative Gara asked for information on why the |arge
producers have concerns with AGA. M. Hanley said he does
not know about the big producers’ econom cs. He said they
shared concern about the tax rate. Anadarko does not have
some of the sane concerns as the | arger producers.

Representative Gara inquired if there are any nodels that
show at what price gas production would be econonic. M.
Hanl ey said that information is confidential. M. Hanl ey
reported that Anadarko’'s gas has different risk than the
bi gger producers.

2:15:45 PM

Representative Kelly asked if M. Hanley thought the big
producers would take part. M. Hanley said he could not
speak for them He maintained that some of the problens
with AGA the large conpanies have are not shared by

Anadar ko. He agreed that they want the |owest cost
project, but having the lowest tariff is not necessarily as
i nportant. Representative Kelly asked for exanples of

FERC s invol vemrent with ensuring adequate pipeline capacity
and | ow cost expansion. M. Hanley said he does not have
that information, but it would be wong to take away FERC s
authority.

2:20: 14 PM

Representative Kelly wondered if Anadarko has concerns in
Ad A M. Hanley replied that their one concern is
i nducenents going to only to those in open season. It

creates a conpetitive advantage to those initial investors.
Representative Kelly asked about concerns the producers

have about wupstream tax rates. M. Hanley said he could
not speak for the |arge producers. Anadarko will follow
the statutory requirenments during open season. M. Hanl ey
di scussed mssing credits on treatnment facilities. He

suggested that the escal at or be addressed.

2:25:19 PM
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Co-Chair Meyer asked if Anadarko is an explorer or a
producer. M. Hanley said both, but primarily an explorer
Co-Chair Meyer wondered if there was gas at the Al pine
field. M. Hanley thought there was sone. He asked if
Anadarko has an interest in building the pipeline. M .
Hanley said it didn't. Co-Chair Meyer thought that
producers that have a lot of gas would be nore interested
in developing the pipeline. Explorers don’'t have that sane
desire. He nmaintained that rolled-in rates are good
incentives for exploration and expansi on.

2:29:22 PM

Representati ve Fost er t hanked M. Hanl ey for hi s
present ati on.

Representative Thonas asked about the wording on page 3,

line 29, “which may include”. He thought the word should
be “shall”. M. Hanley thought the requirenents later in
the bill addressed a provision regarding evaluations.

Represent ati ve Thonmas agr eed.

2:32:36 PM

Representative Gara summari zed that the big producers don't
want rolled-in rates because it would cost them nore |ater.
He referred to previous testinony by M. Scott about the
risk to the state of losing substantial income if there
were not rolled-in rates. He wondered how nuch incone the
state would lose if there were no rolled-in rates. M .
Hanl ey reported that rolled-in rates encourage exploration.
Wt hout exploration, the capacity of the pipeline mght be
capped bel ow what could be produced and dollars could be
| ost.

Representative Gara referred to Slide 5 and asked why the
changes in tariffs are not nore significant. He wondered
how realistic that graph was. M. Hanley said he could not
answer . Representative Gara asked why M. Hanley supports
AG A and the producers do not. He said his conpany Iikes
t he provi sion. He specul ated what would happen if no one
bi ds on the gas pipeline.

2: 38: 53 PM
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Co- Chair Chenault suggested that those bringing gas into
the first expansion should argue for increnental tariffs
rather than rolled-in tariffs. M. Hanley related FERC s
role in the process. He pointed out that, as an explorer,
rolled-in rates are encouraging to his conpany.

2:41: 27 PM

TONY PALMER, VICE PRESI DENT, ALASKA BUSI NESS DEVELOPMENT,
TRANSCANADA, reported that TransCanada has been involved in
the natural gas pipeline network for 30 years and is one of
the largest natural gas transnission conpanies in North
Aneri ca. He referred to a handout entitled, *“Al aska
Legi slature Testinony - Alaska H ghway Gas Pipeline
Project” (copy on file.) He provided details about his
conpany’s hol dings — Slides 2 and 3.

M. Palner explained that TransCanada has a proven track
record of devel oping basins — Slide 4. He highlighted the
devel opnent of pipeline over the years wthin Al berta.
That structure was devel oped under an independent pipeline
nodel with rolled-in tolls.

M. Palmer referred to Slide 6 to highlight TransCanada' s
(TO interest in the Al askan project. He di scussed the $2
billion and 30 years invested in bringing Al askan gas to
mar ket . He related that Foothills, TC s subsidiary, holds
valid and exclusive certificates, wthout sunset dates, for
t he Canadi an section of the project. Canada and the U.S
have a treaty for the project, as well as an easenent for
the entire Yukon route wth an agreenment between the
government of Canada, the Yukon, and Yukon First Nations.

2:49: 15 PM

Representative Thomas inquired if First Nations were a
pl ayer in the negotiations. M. Palnmer said that TC has
specific obligations regarding First Nations’ involvenent
and continues to conmmunicate with the organization. He
noted a right of way that was agreed to between the
or gani zati on and TransCanada.

2:51: 03 PM

M. Pal mer explained that TC has key |l and and environnenta
permts in Al aska.
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M. Palnmer explained the |egislative/regulatory structure,
the conpetition held, and how the sponsor was selected for
the project — Slide 7. Foothills was granted exclusive
rights, which was an inportant factor. Slides 8 and 9 show
how TransCanada is ready to nove northern gas to North
American markets via the Alberta hub, the nost liquid hub
in North Anmerica.

Representati ve Hawker referred to the Northern Pipeline Act
(NPA) and National Environment Board (NEB) perspectives
relative to how to resolve the exclusivity issue.

2:54:38 PM

M. Palnmer responded by saying TransCanada has been clear
with Alaska and Canada. TransCanada holds a NEB
certificate and has constructed 1/3 of the pipeline under
that certificate. There is a specific piece of Canadian
| egislation regarding the project, setting out the terns
and conditions. These prove TransCanada ready to construct
the project, unlike a party with none of those itens in
pl ace. Conversely, the others would take |onger because of
the | ack of the aforenentioned. He went on to itenmize and

conpare these factors. He noted the wvarious ongoing
negotiations with First Nations. He further noted that
TransCanada wants to expedite the project. He reiterated

that TransCanada has a history of interest in this project.
He went on to describe other actions taken years ago to be
i nvol ved.

3:01: 21 PM

Representati ve Hawker pointed out that TransCanada does not
have significant issues with the fact that the pipeline
crosses the border. M. Palnmer assured the commttee that
TransCanada 1is conmmtted to the project and predicts
success.

Representative Gara inquired if TransCanada is willing to
subnmit an application under AG A M. Palner replied that
TransCanada, though interested in both sides of the border,
has made no decision regarding applying under AGQA They
are currently putting forth concerns and anmendnents and
when the final bill cones out they wll nmake a judgnent
t hen.

3:05: 04 PM
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Representative Gara asked how TransCanada felt about the
rolled-in rates. M. Palner said TransCanada is a
proponent of rolled-in tolls. He further noted they argued
for them in front of FERC He speculated that a system
designed with a 4.5 Bcf at 48 inches, 2,500 pounds, could
expand to 5.9 Bcf through conpression and the tolls would
decl i ne. They would increase above 5.9 Bcf when [ ooped.
Trans Canada has assunptions on how to expand the system

3:07:52 PM

In response to a question from Representative Gara, M.
Pal mer said that many reasonable increnents were |ooked at
regar di ng expansi ons of the mainline.

Representati ve Gara reported t hat t here has been
conflicting testinmony regarding rolled-in rates. He asked
if experience with rolled-in rates in Alberta is relevant
to Al aska and woul d encourage expansion. M. Pal ner opined
that rolled-in rates can and w Il encourage exploration.
He noted conpronmi ses that woul d have to be nade.

3:10:18 PM

Representative Gara quoted one of the oil conpanies which
said that no basin has ever been opened with rolled-in
rates. He asked if that has happened in Al berta. M .
Pal mer reported that TransCanada has used that system for
over 25 years.

Co-chair Chenault recalled testinmony from Enbridge which
reported that they are noving toward negotiated rates. M.
Palmer related that TransCanada noved 2/3 of \Western
Canadi an gas with rolled-in rates. He further noted that
negoti ated rates have a w de spectrum of features.

3:13: 10 PM

Representative Thomas wondered if all the risk is borne by
the transporters. M. Palmer disagreed, saying that
TransCanada bears a considerable anount of risk. He went
on to provide exanples. He said that often the equity
conmponent i ncreases. The capital cost risk is shared with
the custoner. There are also credit, regulatory, and

operating risks.
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Representati ve Thomas asked for details regar di ng
TransCanada’s involvenent in their 1/3 of the Canadian
pi pel i ne. M. Palner explained that TransCanada used its
own noney at a 70/30 debt equity to construct the pipeline
under the Northern Pipeline Act and owns 100 percent of
Foothills. The custoners are nostly Alberta and Wstern
Canadi an producers.

3:18: 09 PM

M. Palmer referenced Slide 11 - operation costs and
reliability. TransCanada constructed $15 billion worth of
pipeline in the 90°s over 7,000 mles. The project from
Prudhoe Bay to Alberta wll be 1,750 mles. The

TransCanada project was on tinme and within budget. He said
he would match that track record with any other conpany.

M. Palnmer recalled past conprom ses of TransCanada, which
are required for a successful project. He mai ntai ned t hat
all key stakeholders are best served by having a |arge-
scale gas pipeline in place as soon as possible.
TransCanada’s preference is for a five-way collaboration
between the three ANS producers, the state, and
TransCanada. He voiced concern regarding the obligation by
the licensee to obtain a FERC certificate regardl ess of the
outcone of an initial open season. | ndependent pi pel i ne
devel opers may not be prepared to participate in an AGA
RFP if this requirenment is not amended. AG A proposes cost
sharing, in advance of the open season, by the state up to
50 percent and TransCanada supports that. The concern is
that independent developers my be reluctant to conmt
nonies to pursue a FERC certificate if the initial open
season has not attracted enough gas commtnents to nmake the
project viable. TransCanada is focused on the singular way
that they would benefit by this project and the risks
i nvol ved. TransCanada proposes that the focus be on
obtaining custoners and/or credit over a period of years.
He offered to draft an anmendnent to renove the requirenent
for a licensee to continue toward FERC certification unless
adequate shipper conmtnents or an alternate source of
credit are in place.

M. Palmer sunmmarized that a collaborative arrangenent

woul d be nobst expeditious and equitable and the anmendnent
shoul d be nade to AG A
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3:26: 38 PM

Co-Chair Meyer asked M. Palner to draft the anendnent.

Representative Hawker asked if TransCanada would apply if
t he anendnent was passed. M. Palner replied that with the

anmendnent, applying would be easier to consider. He woul d
need to consult wth the board to consider what the
obligations would be. If the open season is successful
TransCanada would be happy to go forward with a FERC
certificate. The board would ask what anobunt of success
woul d be attainable in the open season. He continued to
describe the board process. The focus should be on

attracting custoners.

3:31: 54 PM

In response to a question by Representative Hawker, M.
Pal mer said the real focus should be on the custonmers and
the credit. He noted there is a difference in opinion
about the “risk reward” regarding the FERC certificate.

Representati ve Hawker suggested an alternative anmendnent
with a kick-in by the state for 100 percent of the costs in
going forward past a failed open season. M. Palner said
that would be a significant factor.

In response to a question by Representative Hawker, M.
Pal mer concluded that if the state is wiling to conmt 100
percent, it would be considerably easier for the conpany to
pursue the project.

3:35: 07 PM

Representati ve Hawker asked if it is just a matter of npney
or a business principal. M. Palmer related that it is
normal that before a party pursues a FERC certificate they
al ready have custonmers. This was not the case 30 years ago
and he would prefer not to do that again. Representati ve
Hawker asked if that investnment return was marginal. M.
Pal mer said it was.

Representative Gara asked how nuch noney it would be, in
total terms, for TransCanada's 20 percent share after a
fail ed open season.

3:36:34 PM
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M. Pal mer suggested an estinmate: TransCanada believes that
up thru an open season the total cost would be less than
$100 mllion. The pursuit of a FERC certificate would be
in the range of hundreds of mllions of dollars.

3:38:24 PM

Representative Gara asked if the alternatives are for the
state to pay the full cost after open season or advance the
noney. M. Pal mer enphasized that TransCanada would Iike
not to take on the obligation to pursue a FERC certificate.
If the 100 percent was offered it would be a positive
opti on.

Representative Gara suggested a third option. He proposed
that the state advance the noney. M. Palmer would
consider that option but would want the funds included in
the cost of the pipeline in order to earn a return on them

3:40: 38 PM

Representative Gara reiterated that the adm nistration has
organi zed a team of experts and hoped that TransCanada
woul d negotiate wth the admnistration regarding any
anmendnent s. He further commented about problens wth
removi ng the FERC requirenent.

M. Palmer related that the anendnment is not a new proposa

and there have Dbeen discussions about it wth the
adm nistration, which has been unwlling to grant the
request. He concluded that it is a significant issue for
hi s conpany.

3:44:01 PM

Representative Gara suggested options for if, after open
season, the producers don't sell the gas. M. Pal ner
t hought those were policy calls. He repeated TransCanada’s
plan for pursuing credit and customers regarding that
scenari o.

Representative Kelly said he would rather see serious
commtnments from a conpany than saving a few doll ars. He
asked if TransCanada could make sonething work with just
one producer and how that woul d be done.
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M. Pal mer reported that TransCanada has considered
alternative plans. He described the optiml design

TransCanada 1is prepared to proceed even wth variable
desi gns.

In response to a question by Representative Kelly, M.
Pal mer said if parties commt even two-thirds of the gas
the decision would be easier. He discussed the 30/70
equity ratio, the purpose of keeping the tolls as low as
possi bl e, and the risks invol ved.

3:53:11 PM

KI RK MORGAN, PRESI DENT, KERN RI VER GAS TRANSM SSI ON COVPANY
M DAMERI CAN ENERGY HOLDI NGS COWPANY, read from prepared a
st at enent :

| appreciate the opportunity to offer this testinony to
the House Finance Commttee on behalf of MdAmrerican
Energy Holdings Conpany (M dAnerican) concerning the
proposed Al aska Gasline Inducenent Act (AGQA).

M/ nanme is Kirk Morgan. | am president of Kern R ver Gas
Transm ssion Conpany, a wholly owned subsidiary of
M dAreri can. M dAnerican has assets totaling $37 billion
and an enployee base of 18,000. M dAnerican, through
Kern River and its sister conpany, Northern Natural Gas,
owns and operates nore than 17,500 niles of interstate
natural gas transmssion pipelines wth a conbined
capacity exceeding 6.4 Bcf/d. MdArerican’'s pipelines
deliver approximately 8.3% of the natural gas delivered
in the United States. The Kern River pipeline, which our
conpany built in 1991, brings natural gas from the Rocky
Mountain supply basins across 926 mles of rugged
nmount ai nous and renote desert terrain to custoners in
W ah, Nevada, and California. Kern R ver was the |argest
gas pipeline project to have been built in the United
States in nore than a decade. In 2003, Kern R ver
expanded the pipeline, nmore than doubling its capacity,
adding 717 mles of 36-inch and 42'inch diameter
pi peline. The $1.2 billion project was conpleted on tine,
$87 mllion under budget, and hel ped restore stability to
energy narkets in the Western United States.

M dArerican is a subsidiary of Berkshire Hathaway, Inc.
Berkshire is one of only a few conpanies in the world
with a AAA credit rating. Berkshire has a narket
capitalization in excess of $160 billion. It is

House Fi nance Conmmittee 12 05/03/07 1:44 P. M



3:

56:

recogni zed world-wide for financial strength, investnment
acunen and integrity.

The devel opment of Al aska's huge natural gas reserves is
essential to both Alaska and the United States. Projected
market growth, conbined with a decline in North Amrerican
production, has created a grow ng supply/dermand i nbal ance
that cannot be adequately addressed by traditional gas
supply basins alone. Alaska's natural gas is needed to
help ensure energy security, reliability and price
stability in the United States.

The Al aska natural gas pipeline project is unprecedented
inits scale and conplexity. The successful devel opnent of
the project wll require an alignnent of stakehol der
interests, including the state of Al aska, the North Sl ope
producers, future North Sl ope explorers and producers, a
pi pel i ne devel oper, shippers and the federal governnent.

23 PM

Projects of this scale can be easily delayed. (That has
been the history of this project.) Only through proper
pl anni ng, organi zation, and execution can the project
achieve its goals to accelerate devel opnent of A aska's
natural gas resources and transport gas to |ower 48
markets at the |owest reasonable cost. To do otherw se
will relegate this project and developnent of this
resource to reacting to the next energy crisis, where
goals are frequently conpromised in the interest of
expedi ency.

M dArerican has a serious interest in developing this
project in a nmanner that is consistent with the state of
Al aska's interests. From  our per specti ve, t he
negoti ati ons conducted by the previous admnistration
under the Stranded Gas Act were not fruitful for many
reasons. Forenost anong these were that they produced
proposals not supported by the people of the state;
they failed to give serious consideration to alternative
proposal s for devel opnent; and they consumed years without
advanci ng the project.

W believe AGA is a positive step toward revitalizing
the gas pipeline devel opment process in a way that wil

nove the project f orwar d. The  bill Wil | al | ow
consideration of conpeting proposals and ideas for
developing the pipeline. The state benefits from such
conpetition. The bill offers positive inducenents to
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3:

59:

those who already have discovered gas to commt to the
pipeline, while defining tariff provisions that wll
encourage new exploration. In addition, the bill offers
i nducenents to a pipeline developer to advance the
project in a manner that the state defines as in its

best interest. Perhaps nost inportantly, the bill
establishes a process where each party that proposes to
develop the Iline nust make neaningful comtments to

devel opmrent m | estones for the legislature and the public
to see what it will and will not do and by what tine.

AGAis agood first step. It’s an open, transparent and
conpetitive process designed to advance the project on a
del i berate schedule and in a manner that achieves the
overarching goals of the slate which are to 1) encourage
new exploration on the North Slope, 2) provide for
expansion of the pipeline as new reserves are brought
into production, 3) achieve the |owest cost comercially
reasonable tariff, 4) create jobs for Al askans, and 5)
provi de natural gas to Al askans for in-state use.

AQ@ A recognizes the magnitude of front-end devel opnent
risks and offers to share that risk, in a significant
way, by offering dollar-for-dollar matching of initial
devel opnent expendi tures, by offering worker training for
Al askans, and by commtting to expedite state permtting
requi renents. These, plus separate inducenents offered
to resource owners, are significant commtnents which
signal to the marketplace that the project is noving on a
serious and credible path to conpletion. In the absence
of such progress, narkets wll have no alternative than
to seek other means to neet narket demand. The nost
significant alternative would be to allow inported
liquefied natural gas (LNG even greater narket access

uncontested by developnent of A aska's natural gas
r esour ces.

55 PM

Wiile LNG is certainly a necessary part of the natural
gas resource mx, it makes little policy sense to
unnecessarily increase our reliance on foreign energy
from many unstabl e and unpredictabl e regions around the
wor | d. This project, in MdAnerican’s View, IS
undeni ably necessary and the time is now to push it
forward. The key to noving the project forward is to
determ ne the appropriate bal ance of risks and rewards
for all stakehol ders.
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There is an alternate approach. The North Sl ope
producers have for years articulated their "nmust haves"
before advancing the project. You have heard these
prerequisites before including: 1) tax and royalty
certainty on both gas and oil, 2) regulatory certainty
in both the US. and Canada, 3) cost reductions
t hrough technol ogi cal advancenents, and 4) federal
enabl ing | egislation.

This approach is effectively saying that the project
will get started if and when all of the pre-conditions
have been nmet and all concessions have been extracted
That approach has proven to be ineffective in advancing
the project.

M dAmerican’s approach is different. W believe the
project can be advanced concurrent with resolution of

issues that today remain outstanding. | want to
enphasize MdAnerican’s view that al i gnnent of
stakehol der interests is essential. Parties will

under standably act in their self-interest and in their
own business interest. That is why stakehol der interest
alignnent is critical to a successful project. That
alignnment nust clearly set forth the roles and

responsibilities of each party, as well as the
commercial structure which will balance the risks and
rewards, such that investnent expectations wll be
known up front. Qur approach does not exclude

interested panics or discount new ideas which may be
offered to hel p manage project risks. W know that even
if the pipeline is developed by an independent
devel oper, the North Slope producers wll play a
crucial role as shippers on the line and sellers of gas
to other shippers. MdAnerican, as an independent
pipeline, is inpartial and in a unique position to help
facilitate solutions when stakehol ders’ interests
di verge. W are confident that an appropriate capita
structure and rate design, coupled with our | ow cost of
capital and project experience, can result in a project
structure wth appropriate allocations of risk and
reward for all stakeholders, including the state of
Al aska and the producers.

I ndeed, M dAnerican believes that an i ndependent
pi peline provides the best alignnment of interests.
Nati onal energy policy pronotes, in fact requires,
conpetition and the unbundling of market segnments. For
exanple, the market structure in the United States
typically requires that exploration and production,
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4.

03:

interstate transportation, marketing and distribution,
be perforned by separate conpanies. Conpetition, not
mar ket concentration, wll lead to efficient markets.
M dAneri can has no upstream downstream or gl oba
commercial interest that would create any conflicts of
interest or raise any type of market power concern
with respect to this project.

36 PM

Accordingly, MdAmerican’s interests align extrenely

well with the state of Al aska and incl ude:

1) Accelerating devel opnent of this critically inportant

proj ect;

2) Achieving the | owest cost commercially reasonabl e

tariff;

3) Ofering a comercial structure that encourages new
expl oration and production to both expand and extend
the life of the pipeline. Thirty-five Tcf inplies
only a 22-year project life, and new discoveries are
critical to fill the pipeline over its useful life;

4) Providing open- access, non-di scrimnatory
transportation services to ensure both receipts and
deliveries are provided for in-state use; and

5 Ensuring Al askan jobs and workforce devel opnent. The
state's comm t ent to workforce training and
devel opment is extrenely inportant. Skilled | abor
shortage is one of the contributing factors in
construction cost increases throughout the industry.
A skilled Al askan workforce will not only ensure jobs
for A askans, but wll help address an industry-w de
demand for these workers.

The process set forth in AGA will allow these ideas, and
all parties ideas and proposals, to be advanced and
tested in an open and transparent nmanner. W5 support that
process and while we can understand debate over what
constitutes the best pipeline devel opnent proposal, it is
harder to understand why parties woul d object to a process
that calls for an open and transparent conparison of
proposal s.

As AG A has noved through various commttees, there have
been a nunber of proposed anmendnents. | would like to
of fer M dAnerican's perspective on some of the issues that
have arisen since AG A was introduced.
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First, a project |abor agreenment (PLA), which was added to

AGA wll be an inportant elenent to both A aska workers
and the project sponsor. A PLA for certain sectors of the
workforce wll help ensure that workers receive fair

conpensation, benefits, and have appropriate working
conditions. A PLA will also help ensure necessary worker
training, qualifications and help nanage |abor costs to
mtigate against potential cost overruns. |In concept,
M dAnerican supports a PLA as providing nmutual benefits to
the workforce and to the project sponsor.

W support the requirenent of a project headquarters in
Al aska. W see workforce training and developnent in
Al aska, as well as Al aska hire, as val uabl e conponents of
the project.

In addition, sone have criticized AGA as being too
prescriptive and have argued that it limts creativity in
devel opi ng a project proposal. M dAnerican di sagrees. The
state has set forth its overarching policy objectives and
set forth certain terns that wll acconplish those
obj ectives. Those participants that seek the project
alignnent that AQ A creates can avail thenselves of the
i nducerments that are offered. However, AGQA is not
exclusive. Any party can nake a project proposal that it
bel i eves may better acconplish the state objectives or its
own business objectives and the Federal Energy Regul atory
Comm ssion is free to authorize that proposal wthout the
benefit of the inducenments which the state is offering to
a conformng licensed project. Put another way, if a
party thinks it has a superior proposal, nothing in AGA
stops it fromputting that proposal in witing.

4:07:06 PM

M dAnerican supports the concept of rolled-in rates,
though we believe any variation should be tied to the
initial rate, rather than the initial "recourse" rate.
That will be nore fair to shippers. In our experience,
rolled-in rates can lead to a lowering of rates when
there is expansion by conpression. Further, rolled-in
rates are established national policy in Canada and will
apply to a significant portion of this project anyway.

Sone have also questioned the need for the state to
of fer assurances to the licensed project, that it wll
be the only project to receive state inducenents,
including treble danages should the state provide
i nducenents to a conpeting project. Simlarly, sone have
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questioned the need to allow a five-year period of time to
sanction the project, if necessary credit support to
obtain financing for construction is not sufficient. In
our view, these are essential provisions to provide any
project developer the long-term investnment protection
necessary in order to commt the significant capital
necessary to develop a project of this size. They
appropriately balance the ability of the state to retain
the legal right to change directions with the ability of
the developer to rely upon the opportunity to invest in
the project. MdAnerican is not wlling, and no serious
i nvestor should be willing, to coomt to a project of this
scal e without sonme degree of assurance. W do not wish to
participate in another process which renders our efforts
to advance the project sinply a stalking horse to create
negotiating |leverage for the state. This project requires
a serious commtnent of stakeholders, not a series of

opti ons.

As | have stated earlier, and as you have heard from ot her
proponents, alignnent of stakeholder's interest s
critical to successful project execution. 1In this

regard, MdAmrerican would favor the addition of a
provision to the application requirenents. Section
43.90.130., which would direct applicants to disclose
existing or prospective comercial interest, business
activity and/or revenue streans from upstream
downstream or global activities which may affect or
conflict wth achieving the objectives of this project.
Moreover, the existence or absence of such conflicts
should be given significant weight in the evaluation
criteria for selecting a licensee. In any conmercial
context, investors would want to understand, evaluate,
and give due consideration to the conflicts of the other
parties that could hinder you from achi eving your goals.
This process is no different. The state should require
disclosure of, and give evaluative weight to, al
conflicts a proponent mght have that could notivate
comrercial or devel opnment behavior inconsistent wth
the state's goals.

Finally, we would respectfully urge the Legislature to
approve this legislation this session, so that a pipeline
devel oper can be selected in a tine frame that will allow
a productive 2008 field season for engineering and
envi ronnental prograns to be conduct ed.

4:10: 55 PM
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In response to a question by Representative Kelly, M.
Morgan voiced support for the concept of certification
after an open season. He explained that if an open season
fails because shippers fail to commt their product, then
certification should go forward. He felt that the project
shoul d be econom c. Representative Kelly asked if there
would need to be a guarantee from the state. M. Morgan
acknow edged that the project would be nore risky wthout
the gas sellers, and felt that 80 percent would be
sufficient if the project was denonstrated to be economc
t hrough engineering studies. Wthholding gas by the
producers woul d be unsust ai nabl e.

4:14: 37 PM

Representati ve Gara concl uded t hat M dAneri can IS
supportive of the proposal as witten, not that they
woul dn’t like to achieve 100 percent. M. Morgan agreed
and noted that producers are obliged to provide the gas if
the project is economcal. Many parties would be concerned

if producers wthheld gas. He suggested that public and
federal pressure would result in the gas.

In response to a question by Representative Gra, M.
Mor gan not ed t hat t hey woul d supply further
recomendat i ons.

4:17: 26 PM

Representative Gara questioned if MdAnerican felt that the
w ndow for devel opnent was di sappeari ng. M. Morgan felt
that their supply and demand gap had been filled, in part.
He did not think the wi ndow has cl osed, but enphasized that
there are different paths. He did not think that a nunber
of proposals would be advantageous and provided exanples

He suggested that LNG would have a better position once
term nal s were devel oped.

In response to a question by Representative Stoltze, M.
Morgan noted that M. Buffet is not generally involved to a
| ar ge degree on the project.

4:22:27 PM

Represent ati ve Hawker observed the inportance of securing a
custoner base. He asked if MdAnerican would take the
financial risk if the state was not subsidizing the effort
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after a failed open season. M. Morgan responded that the
focus may be different, but that they would not anticipate
quitting the project. Utimtely, there nust be the right
bal ance of risks and rewards wth the North Slope
producers. He noted that all parties are needed. He did
not believe that producers would withhold the gas if the
project were econonic. FERC certification could be
necessary. Firm transportation conmmtnents are not the
only issue. Oher parties would take the gas.

4:26:31 PM

Representative Hawker terned it a “what if” situation. He
felt that it wuld be reasonable to pursue a FERC
certificate. M. Mrgan noted that facts and circunstances
woul d dictate the path

Representati ve Hawker spoke to the pre-open subsidy. M.
Morgan observed that they did not ask for a state subsidy,
but felt that it was a good idea and would send a signal
that the project would advance in a tinely manner, and
| ower the tariff.

Representative Hawker sunmarized that the subsidy would
reduce the tariff, but a direct construction subsidy would
al so be an option. He stressed the need to consider what
woul d be best for protecting the state’s wealth. \V/ge
Morgan did not think that a subsidy on construction would
junpstart the project and nove it forward.

4:33:21 PM

Representati ve Hawker suggested that having all parties at
the table woul d nmake the market feel better and did not see

a reason to put $500 million of the state’'s resources at
risk. M. Mrgan felt that the state match would align the
state, junpstart the project, and send an inportant
nessage.

Representative Gara agreed that the state should not
subsi di ze unnecessarily. He acknow edged that there is a
risk that major oil conpanies would not supply the gas. He
suggested that the state <could promse support unti

constructi on. M. Morgan reiterated that the $500 nillion
woul d attract producers and lower the tariff. He suggested
that the economcs would not change for the pipeline
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owners, but would change for the resource owner and woul d
i npact royalties to the state.

4:38:29 PM

Representative Kelly asked why the first open season is
nore likely to succeed and, if it doesn't, why would it be
advant ageous to have M dAnerican in the next round. M.
Morgan explained that if the project fails then they would
have to start over. He did not know if the state would be
better off in terns of convincing producers to commt the
gas. There are a nunber of ways to conmt shippers and
share the risk. Rates do not have to be designed on a 100
percent |oad factor. Rates could be designed on a 90
percent |oad factor. All the ternms would have to be in the
applicant’s bid. One shipper commtting is an under-
subscription and would not sustain the project. He did not
know i f two shi ppers would be sufficient.

4:41: 49 PM

In response to a question by Representative Kelly, M.
Morgan noted that it would doubtful that they would have
any commitnments of shippers at the tinme of their
appl i cation. It would require a couple of years of
environnental and engineering studies to know that the
project is viable.

Representative Kelly asked how M dAnerican can help the
state solve the next step. M. Morgan responded that the
work of the licensee would provide understanding on the
econonmics of the project. The process will allow the state
to make the necessary determ nations.

4:44:29 PM

Representative Hawker observed that the Comrittee has an
obligation to spend time to discover how M dAmerican woul d
proceed and noted that Pat Galvin, Conm ssioner, Departnent

of Revenue, indicated their inportance. He spoke to
assurances to the mdstream He related that shippers
could be producers or consuners. He expressed difficulty
providing assurances wthout knowing the state-inposed
economni cs. M. Mrgan stated that assurances are not
related to ft, but to the triple danmages itens. Five years
of the project sanction was another concern. Boycott by

producers out of a desire to build it thenselves would not
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be appropri ate. The five-year period would allow them to
convince the producers to conmt the gas. He did not think
a 10-year period was appropriate relating to assurances to
resource owners. He stressed the inportance of providing
tax certainty on the entire anount that was commtted.
They are |l ooking for certainty for the life of the project.
The level is inportant to the economics of the project.
Representative Hawker noted that custoners are |ooking for
the same certainty and suggested that M dAnmerican could
beconme the state’s |ong-term durable partner.

4:52:53 PM

M. Mrgan reiterated that they are not seeking assurances
through the state, but through FERC approved contracts.
Everyone wants to understand the risk and awards to the
project, as do all investors.

Representative Gara recalled statenents regarding tax
stability and questioned if a prom se was necessary. M .
Morgan stated that he was confortable doing business in
Al aska. He noted that he does not have the sane concerns
as the producers.

M. Mrgan commented on rolled-in rates. He noted that
their pipeline has both rolled-in rates and increnental
rat es. He explained that I ncrenent al rates can be

substantially higher when priced on a stand alone basis.
He recalled that they had to wait for a rate that could
clear the market. Rolled rates to not require a wait to
make an expansion econom c, but can be responsive.
Drillers will quit if the costs double. He felt that the
state was doing the right thing in regards to rolled-in
rates.

ADJ OURNVENT

The neeting was adjourned at 4:58 PM
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