HOUSE FI NANCE COWM TTEE
May 4, 2007
1:43 P. M

CALL TO ORDER

Co-Chair Chenault called the House Finance Comm ttee neeting
to order at 1:43:30 PM

VEMBERS PRESENT

Representative M ke Chenault, Co-Chair
Representative Kevin Meyer, Co-Chair
Representative Bill Stoltze, Vice-Chair
Representative Harry Crawford
Representative Les Gara

Representati ve M ke Hawker

Representati ve Reggi e Joul e
Representative Mke Kelly
Representative Mary Nel son
Representative Bill Thomas Jr.

MEMBERS ABSENT

Representative Richard Foster

ALSO PRESENT

Representative Mark Neuman; Bill Walker, Project Manager,
General Counsel, Al aska Gasline Port Authority (AGPA),
Anchor age; Paul Fuhs, Legislative Director, Al aska Gasline
Port Authority (AGPA), Anchorage; David Keane, Vice
President of Policy and Corporate Affairs, BG North Anmerica,
LLC, John Norman Chair, Alaska Ol and Gas Conservation
Comm ssi on, Anchorage; Brian Andrews, Deputy Conm ssioner,
Treasury Division, Departnent of Revenue; Deven Mtchell,
Executive Director, Al aska Minicipal Bond Bank Authority,
Depart ment of Revenue

PRESENT VI A TELECONFERENCE

Kat hy Foerster, Comm ssioner, Al aska Ol and Gas Comm ssion,
Anchorage; Frank Ingrassia, Mnaging Director, Goldman
Sachs, New York; Tim Romer, Mnaging D rector, Goldman
Sachs, Los Angel es

SUVMVARY
HB 177 An Act relating to the Al aska Gasline I|nducenent

Act; establishing the Al aska Gasline Inducenent
Act matching contribution fund; providing for an
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Al aska Gasline |Inducement Act coordinator; making
conform ng anmendnents; and providing for an
effective date.

HB 177 was HEARD & HELD in Commttee for further
consi derati on.

TESTI MONY taken from

Al aska Gasoline Port Authority (AGPA)

BG North Anmerica, LLC

Al aska G| and Gas Conservation Comm ssion (AOGCC)
Pal i n- Parnel | Adm nistration: Financing

#HBL177
HOUSE BILL NO. 177

An Act relating to the Al aska Gasline Inducenent Act;
est abl i shing the Al aska Gasline Inducenent Act matching
contribution fund; providing for an Al aska Gasline
| nducenent Act coor di nat or; maki ng conform ng
amendnents; and providing for an effective date.

1: 45: 23 PM

ALASKA GASLI NE PORT AUTHORITY (AGPA)

BILL WALKER, PRQIECT MANAGER, CGCENERAL COUNSEL, ALASKA
GASLI NE PORT AUTHORITY (AGPA), ANCHORAGE, pointed out the
handout, which he intended to follow during a power point
presentation. (Copy on File).

M. Wal ker referenced.

Slide 2 — Project Description:

. Gas conditioning plant in Prudhoe Bay
. Pi peline from Prudhoe Bay to Val dez
. LNG facility in Val dez
1:47:15 PM
Slide 3 — A phased-in project to provide for better cost

overrun risk managenent :

. The 800 mle pipeline would be 100% adjacent to
Trans- Al aska Pipeline System (TAPS) & 100% in

Al aska;

. Wth the infrastructure in place for the entire line
i ncludi ng roads, bridges, canp pads, and etc.;

. A_IQ«B project with a |lower overall cost over-run
risk;
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. A phased approach with LNG project proceeding with
the first 2/3 less cost, equaling a 2/3 |less risk;
and t hat

. Phase 1 would proceed with only one producer, rather
than three.

1:51: 31 PM

Slide 4 - Project Status:

. Project route permtted

. 12 senior permts acquired

. Bechtel cost estimates, conplete & updated

. Marine transportati on/Jones Act

. Access to multiple markets

. Anticipated financing @ 80% federal |oan guarantee &

20% private funding

Co-Chair Meyer asked if the Iloan guarantee would be
available only if that gas was shipped within the United
States. M. Wal ker advised that the facilities on the West
coast applying for permts are Long Beach, California, Coos
Bay & Brai dwood, Oregon, one in Washington State and one in
British Col unbi a.

1: 58: 54 PM

PAUL FUHS, LEQ SLATIVE DI RECTOR, ALASKA GASLINE PORT
AUTHORI TY (AGPA), added that when shipping to Mexico, it is
considered the United States (U S.). The Jones Act
addresses final destination points, not delivery. He stated
that only the U S. gas will need to be clarified as that |aw
is not clear. Co- Chair Meyer pointed out that would be
assum ng, they use the sane | oan guarant ee.

2:00:10 PM

M. Wal ker continued the power point presentation.

Slide 5 — The indicative Al aska Gasoline Port Authority
(AGPA) project structure, highlighting the Port Authority’s
i nvol venent during the project as the facilitator.
Financing of a project this large, requires world-class
parti ci pants.

M. Fuhs acknow edged that Al aska has not had a |ot of
experience wth the Port Authority; but instead, used
extensively for big public projects around the world and
al ways done with private sector conpani es.

2:02:42 PM
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M. Wal ker commented that:

Slide 6 — AGA wuld be good for Alaska. The AG A process
consi sts of:

. Bei ng open, transparent and conpetitive

. | dentifying clear evaluation criteria

. | nducenents for project applicants in exchange for
speci fic commtnents

. Enmpowering selected applicants to build successful
consortium | eading to an open-season

. Separating the md-streamfromthe upstream

. Bringing additional interested parties to help

devel op Al aska’s gas resource

2: 04: 26 PM

M. Wal ker conti nued:

Slide 7 — AG A recommends anendnents regardi ng:

. | f additional gas reserves were needed, a budget and
tinmeline for the exploration portion

. Anal ysis of nmaking liquids available in Al aska for
val ue added processing

. Current project cost estimtes required wth an

application

M. Wal ker addressed AG A benefits in advancing a gas
pi pel i ne:

. Rolled in rates woul d be good for Alaska s future

. Al'l owi ng for an independently owned infrastructure

. Fol | owi ng successful nodels used in other countries
that use rolled in rates and independently owned
pi pel i nes

. $500 million dollars “skin in the gane”, sends a
positive nessage about Al aska’ s desire to
comerci alize the gas

. Supporting low tariffs

2:08:57 PM

M. Wal ker referenced the handout from the TransCanada, a
proven basin devel oper, an independent pipeline nodel wth
rolled in tolls. (Copy on File). He suggested that it
woul d be wong to conpare the economcs of a snall line to a
| arger one, but instead, determ ne which line could be built
now and acconmpdate an expansion. He thought that the Port
Aut hority’s proposal was simlar to that of Trans-Canada
The market indicates that Al aska has the best opportunity
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for novenent of the resource. He believes that it is a |ow
risk and a good fit for Al aska and the federal |egislation.

2:12: 02 PM
Representative Crawford understood that |ast year, it was
i ndicated that Al aska could adjust for a 4.5 billion cubic

feet (BCF) per day; however, presently the 4.5 BCF
projections is causing a disruption. He asked how the pipe
woul d be sized for a 2 BCF a day. M. Wl ker envisioned a
larger line (48") to Delta Junction and then a smaller one
from Val dez, with the actual size to be determ ned. AGPA
has been advised that with the conpression, they would be
able to take it up to 5.9 BCF. He reiterated that the
project is the right size for the off-take of Prudhoe Bay.
There were nmnmany bids presented during the process; he
t hought there is an advantage to Alaska's stability.

M. Wal ker pointed out that when the effort started in 1998,
there were issues, which changed significantly with no
federal |oan guarantees. He believed that the market price
forecast of $5.50 was appropri ate.

2:15: 58 PM

Representative Gara asked about a nunber recommended ot her
than $500 nmillion dollars. He understood that the Port
Authority was confortable with putting the $500 million up-
front; however, recomrended receiving it back in the event
of a successful project. M. Wal ker thought that concept
was possible and applauded anything that could reduce the
tariff.

Representative Gara enphasi zed the provision is generous to
the State. AG A recommends the State paying 80/20 ratio
fromthe open-season to certification. M. Wl ker conment ed
they were receptive to the proposal and that the Port
Authority would continue even after an unsuccessful open-
season. M. Wal ker thought that a small volune during the
initial open-season woul d be adequate for AGPA.

Representative Gara stated there are other options for pay-
back as part of the bidding criteria.

2:20: 47 PM

Representative Gara inquired the type of authority needed
for re-flagging. M. Wal ker responded that AGPA had been
advised by the U S Congressional staff that it could be
done through the Coast Guard Reauthorization Act. At this
time, there are questions regardi ng the process.
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M. Fuhs pointed out that nmuch of the re-flagging was done
during the conversion of the U S. 200-mle limt. It is not
controversial and that it is separate fromthe Jones Act.

Representative Kelly pointed out that ConocoPhillips is the
nost aggressive of the producers. He asked if the proposed
approach would bring only themto the “table”. M. Wl ker

said yes because of their ownership of the gas in Prudhoe
Bay.

Representative Kelly asked if it could be guaranteed

bankabl e. M. Walker comented that the producer’s
financial market would not take a reserve risk. If the
producers comng to the project have sufficient control and
access, t hat shoul d be sufficient for f i nanci ng.

Representative Kelly summarized that wth relationship to
capacity, only one player wuld need to be involved,
however, he did not think they had sufficient reserves to
make the project work. M. Walker countered that one
producer could have enough reserves for the project.

2:26: 11 PM

BG NORTH AMERICA, LLC

DAVI D KEANE, VI CE PRESI DENT OF POLI CY AND CORPORATE AFFAI RS,
BG NORTH AMERICA, LLC, referenced the handout, BG North
American Legislative Hearings. (Copy on File).

2:26:51 PM

M . Keane pointed out:

Slide 3 — BG G oup snapshot:

. A world | eader in natural gas

. A FTSE 20-conpany listed in both the Long Island &
New Yor k St ock Exchanges

. Mar ket capitalization of over $49 billion dollars
. Production circa of 70% gas & 30% oi
. Enpl oys approxi mately 4,700 staff — with 64% outsi de

of the United Ki ngdom ( UK)
2:28: 04 PM

M . Keane conti nued:

Slide 4 - Indicates the business nodel, connecting the
natural gas to the necessary markets through transm ssion
and distribution.

2:29: 08 PM
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M . Keane expl ai ned:

Slide 5 — Identifies the countries and current operations,
wi th over 25 countries including Canada, Bolivia, Argentina,
Egypt, India, China, Thailand & the Philippines.

Slide 6 — H ghlights the gas market focus for connecting gas
to the market.

The devel oped markets are in:

. North Anerica
. UK/ Eur ope focus

The devel opi ng markets are:

. Bol i vi a/ Br azi |
. | ndi a
2: 30: 49 PM

M . Keane pointed out that:

Slide 7 — Hghlights global gas trade during the recent
past .

Slide 8 — Indicates global gas trade gradually evolving into
a globalizing gas industry.

2:32:12 PM

M . Keane stated that:

Slide 9 — Shows a couple supply projects that BG is
currently involved with, the Atlantic LNG Trinidad/ Tobago &
Egypti an LNG

Slide 10 — Identifies the U S. market summary:

. Lake Charles inport termna
. Phase | expansion 4 2005

. Phase Il expansion 2 2006
. El ba |Island i nport term nal

2:33: 05 PM

M. Keane conti nued:
Slide 11 - Provides a chart highlighting the LNG inports

from 2003 to present and that BG has been the largest U S.
LNG i nporter from 2003 to 2006
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2:33: 29 PM

M .

Keane i ndi cated that:

Slide 12 — Identifies the Alaska E&P with 2.1 mllion acres
| ocated in the Foothills of the Al aska North Sl ope (ANS) and
.2 mllion in the ENS.

Slide 13 — Addresses the Ad A pl an:

BG is investing in Alaska and exploring along the
North Sl ope and ENS.

BG supports AG A because the process is fair, open
and inclusive; BG supports the mandatory provisions
on access and rates and BG wll encourage new
explorers to invest in Al aska.

AG A provides input opportunities for interested
parties & | egi sl ators during t he initial
| egi sl ati on, when pi peline applications are
submtted and during the legislative review of the
Wi nni ng application.

2: 35: 09 PM

M .

Keane addressed:

Slide 14 - The Ad A Pl an:

AG A addresses BG s concerns by providing a |evel
playing field for all participants. It will provide
certainty that when gas is discovered, there will be
access to pipeline capacity, providing a nechanism
to ensure reasonabl e rates.

AG A creates conpetition to build the pipeline and
per haps an LNG export facility.

AG A spells out what is required of any applicant.
AG A clearly identifies the “nmust haves” for Al aska.
BG s “nmust haves” are a regulated pipeline, open
access provisions in the tariff and just and
reasonabl e rates.

2:36: 09 PM

Slide 15 - Qutlines the key nmessage of BG

AG A is good for Alaska and for the natural gas
i ndustry.

AG A will encourage the continued devel opnent of
Al aska’ s unt apped natural gas reserves.

AG A's purpose is to facilitate commercialization of
the North Slope gas resource; to pronote exploration
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and developnment of oil and gas resources on the
North Sl ope; nmaxim ze benefits to the people of the
State from devel opnent of oil and gas resources in
the State; and encourage oil land gas |essees and
other persons in the State to commt natural gas
from the North Slope to a gas pipeline system for
transportation to markets in the State or el sewhere.

2:36:42 PM

Representative Kelly asked if there were provisions in AG A
that could cause project failure. M. Keane noted that
woul d happen if the Legislature was “not on board”.

Representative Kelly asked the connection between BG and BP
M. Keane replied that they are conpletely separate yet both
are head-quartered in the UK

2: 38: 52 PM

Representative Gara inquired about the fears & threats
presented by the three major producers. M. Keane said he

could not speak for the producers. He anticipated that
sharehol ders would expect their conpanies to bid and to
commt their reserves to capacity. He could not inmagine

that if the project is economcally viable, why reserves
woul d not be noved to market.

Co-Chair Chenault noted the pressures placed on producers by
the State, the federal governnent and the sharehol ders; he

did see shareholders <carrying nuch weight in those
deci si ons.
2:43: 03 PM

ALASKA O L AND GAS CONSERVATI ON COVM SSI ON _((AGGCC)

JOHN  NORMAN, CHAI R, ALASKA O L AND GAS CONSERVATI ON
COWMM SSI ON (AOGCC), ANCHORAGE, discussed the AOGCC s role in
the North Sl ope gas sales by providing a status report.

He indicated that nost know edgeable Al askans know the
significance of 35 TCF of natural gas; however, few realize
mllions of barrels of oil and condensate could be lost if
gas off-take is not correctly managed. M. Norman stressed
that oil is Alaska’s nest egg. The AOGCC is responsible for
setting the gas off-take allowable fromthe North Sl ope oi
fields to ensure that there is no harm to the investnent.
Mai ntai ning reservoir pressure enhances oil recovery, but
produci ng gas depletes reservoir pressure. Therefore, gas
reserves in nost fields are usually sold only after nost of
the oil has been produced. Until that tine, the gas that is
produced with the oil is used to pronote increased liquid
producti on.
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M. Norman pointed out that North Sl ope gas sal es are going
to involve trade-oils between oil and gas recovery. It is
not practical to get all oil out of the ground before
starting gas sal es.

2:47: 33 PM

M. Norman advised that the AOGCC does not take such a
position; however, the State needs to ensure that the trade-
offs result in greater recovery of both gas and oil. It is
inmportant to wunderstand that Prudhoe Bay does have an
exi sting gas off-take allowable, which is 2.7 BCF per day.
That rate was set in 1977. The AOGCC usually waits for an
application fromthe operator to nodify pool rules including
off-take rates. In 2005, it was recognized that:

. Serious discussions were taking place concerning
maj or North Sl ope gas sal es;

. The 2.7 BCF per day gas off-take allowable for
Prudhoe Bay was set in 1977, when the field first

began to produce. The off-take rate was based on
the best information available at that tine;
however, now the State has 30 years and 11 billion

barrels of production and production-related data to
hel p determ ne a better nunber

. Most of the publicly discussed pipeline options

could require nore than 2.7 BCF per day off-take
from Prudhoe Bay;

. Performng the necessary studies to determne an
appropriate current off-take rate would take tineg;
and

. AOGCC does not intend to be the cause of any project
del ays.

M. Norman continued, therefore, to acquire the nost current
information, BP and the other Prudhoe Bay working interest
owners agreed to provide the AOGCC staff and consultants
access to the simulators including the underlying
engi neering, geologic, and geophysical information. They
voluntarily set up a data room in BP s Anchorage offices

equi pped with conputers and software, allowng for the
revi ew of simulator results.

2:50: 33 PM

M. Norman said it is inportant to note that data and
information provided falls wthin the standards of AS
31. 05.035(d) and 20 AAC 25.537(b), governing confidentiality
of information. On February 28, 2007, AOGCC published a
summary report, which is now available on the website - a
mul ti-variabl e equation. The right off-take volume wll
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depend on when sales start how aggressively the oil has been
produced and what the mtigating steps are in-place and
pl anned. There are legal restrictions on what results of
the study can be shared. As soon as an application is
recei ved or they otherw se have enough information to nmake a
nmeani ngf ul determ nation, AOGCC wi ||l convene public hearings
to make information available as needed and |egally all owed
to support changes in the allowable off-take assigned
nat ural gas.

2:53: 08 PM

M. Norman added, there is sufficient information in the
record to support any decision that the Conm ssion reaches.

Representative Gara asked if the AGOCC statutory mandate
requires that it be the nost efficient nmeans of reaching gas
and oil or if there is flexibility, while not destroying the
pr oj ect . M. Norman affirmed there are sone genera
princi pl es, one which address gas off-take, nat ur al
deterioration recoverability.

Representative Gara questioned if the gas efficiency could
be off-loaded and if there was a chance to |oose the

pi peline project. M. Norman expl ained they could consider
practi cal considerations to an extent but that the
Conmi ssion can not excuse waste of the resource. He
clarified that for each day the oil passes through the

pi peline, the conservation risks becone | ess. The Comm ssion
recogni zes a point of dimnishing returns; the oil and gas
nmust both contribute to the econom cs of the project.

3:01:14 PM

M. Norman addressed Slide 4, pointing out the intent to
conplete the evaluation by holding hearings and neking a
final ruling on allowable gas off-takes for both Prudhoe Bay
and Point Thonson in time for the “open season” process. At
this tinme:

(1) The later the gas sales begin, the smaller the oil

| osses;

(2) The lower the off-take rate, the smaller the oil
| osses;

(3) The nore the oil production is accelerated before
gas sales start, the smaller the oil |osses;

(4) The nore that is done to mtigate detrinental
effects of gas sales, the smaller the oil |osses;

(5) Gl loss is nore sensitive to the acceleration of

oil production and mtigating steps than it is to
start-up timng or off-take rates;

(6) Depending on the life of the North Slope
infrastructure, delaying gas off-take too long can
result in a decreased gas recovery.
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By the tine a pipeline project is ready, selling gas from
Prudhoe Bay coul d proceed at a higher off-take rate than the
current 2.7 BCF per day, provided BP and its partners
conti nue wor ki ng toward:

. Accel erating oil production; and
. Mtigating gas | osses.
3:02:37 PM

Co-Chair Chenault asked the limting factors from renoving
oi |l out of the ground.

KATHY FOERSTER, ( TESTI FI ED VI A TELECONFERENCE)

COW SSI ONER, ALASKA O L AND GAS COW SSI ON, ANCHORAGE,
expl ained that the Prudhoe Bay owners were working wthin
the constraints of the nunber of rigs & people avail able.
Currently, every available rig is working, testing water
injection into the gas cap while undertaking multi-latera
drilling. They are working to capacity.

3:04: 42 PM

M. Norman stressed all possible interruptions need to be
avoi ded and that any shut downs will increase the risk and
defers production, which ultimately, creates conpetition for
future gas.

3:05:48 PM

Representative Crawford voiced surprise with Ms. Forester’s
coment s. He wunderstood that oil production was down
because it had been maxed-out with what the facilities could
handl e.

Ms. Foerster clarified that they are looking for wells with
a higher oil cut and |lower gas & water cut, replacing nore
margi nal wells. Another optionis a facility expansion, but
those are very expensive. She recommended that BP be asked
t he questi on. Representative Crawford asked if a facility
expansion would be the place to hold the gas, such as a
pi peline. M. Forester did not think that would be a good
facility expansion.

Representative Crawford suggested that there will conme a
point during the life of Prudhoe Bay that the gas could be
taken in addition to the oil. Ms. Forester agreed and was

optimstic that by the tine the State has a pipeline, gas
sales would be right; nowis too soon.
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Representative Gara worried about the seriousness of the
producer’s attitude since they have not requested AOGCC s
for the new off-take ruling.

3:10: 48 PM

M. Norman acknow edged that he expected an off-take
petition. M. Foerster added that the producers were asked
to work with the Comm ssion. If a filing had been nade
before the study was conplete, the process would have been
ext ended.

3:12:46 PM

M. Norman referred to the Commi ssion’s mtigation plan; she
wanted to see the mtigation neasures enployed. If the
slate is wiped clean of any oil discoveries, Prudhoe Bay
[Wwith just the remaining oil] would still be the largest in
the United States. Prudhoe Bay has reserves of 2 billion
barrel s remai ning, which equates to $120 billion dollars in
gross revenue, approximately $15 billion in royalties. He

stressed the inportance of the oil to the State.

3:15: 34 PM

Representative Kelly asked if the Conm ssion m ght concl ude
that the capacity of the pipeline was too small. M. Nornman
explained that the Comm ssion has received confidential
information, which allows certain considerations. The AOGCC
works like a court in that they wait for parties to conme to
them before a ruling can occur. The AOGCC can act if they

believe waste is emnent. It would be inproper for the
Conmi ssion to declare a nunber at this tinme, wthout the
public process. The Comm ssion can not provide specific

nunbers. They are as confortable as they can be with the
information they have at this tine. Di scussi ons have been
happening for a nunber of vyears, and explained the
Comm ssion intends to work with the producers. He noted
that there are a nunber of variables; the Comm ssion is not
as confortable with Point Thonson as it is with Prudhoe Bay.

3:20:43 PM

Representative Kelly referenced the first phase of Prudhoe
Bay; he asked how confortable they were. M. Norman
stressed it is inportant not to get ahead of the public
process. He observed that estimated nunbers of off-take
continue to change. The Comm ssion needs a specific &
tangi ble project; otherwse, they are speculating. The

AOCCC has gathered information and believe they could rule
qui ckly on Prudhoe Bay.

3:23:59 PM
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M. Norman comented the AOGCC is confident that unless a
substantial delay occurs, they wll be adequately prepared
to make a determ nation of the correct Prudhoe Bay gas off-
take all owabl e rate when the application is received.

M. Norman added, there is confidence in Point Thonson. A
year ago, AOGCC and Exxon agreed on a simlar process for
studying allowable gas off-take from that area. The AOGCC
contracted reservoir evaluation consultants to assist the
technical staff in performng that study. Exxon and its
partners agreed to give the AOGCC staff access to data from
the Exxon’s Houston office. Unfortunately, AOGCC was not
able to follow the required tinme line; there were delays in
preparing the Exxon data room and information. The process
was finally slated to begin late |last year; since then the
study has been pending resolution for |egal issues. Wthout
a thorough study, it is difficult for the AOGCC to have
sufficient information to make a gas off-take ruling on
Poi nt Thonson; it remains a “wild card”.

3:26: 57 PM

M. Nornman sunmari zed:

. There is a lot of oil and condensate at risk if
Al aska does not manage their natural gas off-take
properly.

. The AOGCC is charged with setting gas off-take
allowable that wll prevent loss to the State’s
val uabl e hydrocarbon resources.

. The AOCGCC intends to performits function before an
open season in order that the project 1is not
del ayed.

. The AOGCC has done the technical work to address
Prudhoe Bay’s off-take w thout causing a del ay.

. A lot of work remains for the Point Thonson area

delay is quite possible.

3:28: 03 PM

Representative Gara asked if the AOGCC statutes allow for
the encouragenent of the producers to drill & produce
faster. M. Norman replied they do not; it is not the place
of the Conmi ssion to dictate devel opnent, but rather, the
| andowner det er m nes t he devel opnent al functions.
Representative Gara pointed out that timng is not as
inperative in the | ower 48, enphasizing that Al aska has one
shot at a pipeline.

3:31: 26 PM
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Representative Hawker referred to Point Thonmson and the

reservoir’s dynam cs. He summarized that Iliquids are
renoved and the gas is taken off at the end of the field's
life. He noted that Point Thonson has unknown factors

relating to high pressure and questioned if the structure
woul d change. M. Norman responded that the Point Thonson
reservoir is counter intuitive. Until recently, it has been
treated as an oil reservoir. It is belowthe threshold of a
reservoir. The Conmmission will need to have a plan for
devel opment fromthe operator. M. Forester added that in a
retrograde reservoir, pressure is the key & when dropping
bel ow a certain pressure, the hydrocarbon |iquids drop out
in the reservoir, inpeding the production. Pressure is
essential for maxi mum gas producti on.

3:35:52 PM

Representative Hawker inquired if there could be a situation
in which the gas & the condensates nust be produced
simul taneously early or re-injecting at high pressures to
protect the condensates. Ms. Forester acknow edged that
wi thout regard to econom cs, only maxim zing the hydrocarbon
recovery could be acconplished by re-injecting the gas. The
reservoir pressure nust be retained.

Representati ve Hawker questioned if regulation would be
different for oil versus gas field. M. Forester replied it
woul d & expl ained that a gas field does not need an of f-take
allowance; it is classified as an oil field, then the AOGCC
woul d need to do an off-take. If classified as a gas field,
indicates that the gas/oil ratio was above 100,000 standard
cubic feet per barrel, which would stipulate that the liquid
recovery was | ean and a secondary concern.

Representati ve Hawker asked if there should be a | egislative
change identifying Point Thonson as an oil feet and not a
gas field. M. Foerster said yes.

Representati ve Hawker asked how a producer could go about
decl aring Point Thonson a gas field. M. Foerster explained
that they would have to go to someone other than the AOGCC
The AOGCC is charged with maxi m zing hydrocarbon recovery &
preventing waste. Representati ve Hawker inquired if that
woul d be a |egislative decision. M. Norman affirnmed that
the Legislature has the authority to override the
Comm ssi on; however, he cautioned that the rest of the world
woul d be wat chi ng and questi oni ng.

3:41: 27 PM

Representati ve Hawker concluded that the probability of
having Point Thonmson as a gas field, discounting oil was
nil. M. Norman recommended the best approach is to nove
forward, obtaining nore information. He stated that no one
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has conme before the Conmm ssion providing a vehicle to answer
t hese questi ons. Represent ati ve Hawker appl auded the work
of the Commission and noted his confidence in their
abilities.

3:44:12 PM

Representative Crawford commented there is a dropping
production; he questioned why Point Thonson has not been

devel oped. He asked how much gas has been used in the
producti on of Prudhoe Bay to operate the field and how nuch
has been lost from attrition. M. Norman advised that

guestions regardi ng production should be directed toward the
operators, noting the Comm ssion would be delighted to see
Poi nt Thonson acti ve.

Representative Crawford thought that [the producers] want
new wells with a lower cut of gas and water & higher oil.
M. Norman observed that Point Thonson presents its own set
of chall enges. He observed that they have received well
applications that are two years away.

3:48: 27 PM

Ms. Forester explained that it will be nore involved than
simply drilling wells at Point Thomson. There will need to
be a lot of investnent infrastructure in production
facilities bef ore producti on can actual ly occur .
Representative Crawford suggested a spur will need to be

det er m ned.

AT EASE: 3:49:51 PM
RECONVENE: 3:57:46 PM

PARNELL ADM NI STRATI ON: FI NANCI NG

BRI AN  ANDREWS, DEPUTY COWM SSI ONER, TREASURY DI VI SI ON,
DEPARTMENT OF REVENUE, referenced the handout, The Al aska
Gasline Inducenent Act - Alaska Gasline Project from the
Lender’s Perspective. (Copy on File).

He nentioned his investnent experience and provided
perspective from his understanding. The Adm nistration has
received nuch enthusiasm in the AGA project within the
i nvestnment  conmunity. He described the fundanental
consi derations of |enders:

. Capacity and the debt repaynent capability of the
pi pel i ne project;

. Col | at er al and the secondary source of debt
repayment ;
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. Character/Credit and the project sponsors who are
experienced in the pipeline industry, wth solid
credit history;

. Commi t nent bot h fi nanci al and non- fi nanci al
comm t nment s from sponsors I ndi cating their
incentives to the success of the pipeline project;
and

. Conditions for future markets including regulatory,

econonm ¢ and environnental conditions could inpact
the viability of a project.

M. Andrews continued, the critical itens for agreenment of a
natural gas export pipeline fromAl aska include a firm/long-
termcommtnent to ship natural gas at a price, quantity and
term sufficient to service and repay the necessary debt
financing; equity funding typically at 20%30% of the
project’s forecast capital structure; and division of cost
overrun risks anong the parties, which have the financial
strength and skills to nanage that risk; and Federal Energy
Regul atory Conm ssion (FERC) and other regul atory approval.
Each of the critical elenments are magnified due to the size
of the project and that federal |oan guarantees would be
hel pful to maxim ze the quantity of debt and to |imt the
cost of the pipeline debt financing.

M. Andrews pointed out the firm transportation commtnents
to ship natural gas at a price & quantify to service and
repay the debt financing; the bulk of the shipper
commtrments would likely come from the parties that own a
gas supply. Equity commtnents are a pre-condition to debt
financing and federal guarantees; the FERC regulation
pi peline project would be funded with 20% 30% base equity
given the opportunity to attract equity sponsors. Cost
overruns are a key financing concern. Substantial increases
in cost of large capital projects have occurred in recent
years across the globe. He noted that because of the market
conditions and the project size, there is a limted ability
to shift cost overrun risks to the contractors and
suppliers. The magnitude of the cost overrun risks and the
nodest equity returns typically associated with the pipeline
equity will drive the need for sharing the risk between
equity investors and shi ppers.

The Al aska Natural Gas Pipeline Act of 2004 gave the U S
Departnment of Energy the ability to issue up to $18 billion
dollars in loan guarantees in support of the project. The
key |oan guarantee provisions are favorable. Favor abl e
legislative terns may be limted by practicalities of the
Depart ment of Energy inplenentations.

M. Andrews summari zed that AQ A has hel pful el enents:

. Up to $500 million dollars of risk sharing;
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. FT commitnents; and

. Requi renments that an application should describe the
nmeans for preventing & managi ng cost overruns.

A pipeline would not be built wthout I|enders’ debt
financing and the financing of the pipeline project should
be supported by firmtransportation conmtnents and a robust
federal guarantee. He acknow edged that there are many
questions and unknowns within the project; however, there is
nothing in AG A that precludes project financing.

4:04:18 PM

FRANK | NGRASSI A, (TESTIFIED VIA TELECONFERENCE), MANAG NG
Dl RECTOR, GOLDMAN SACHS, NEW YORK, reinforced previous
comments that there is nothing in the |egislation that would
prevent successful financing of the pipeline. The
legislation in its current state is a “skeleton that needs
nmeat on the bones”, to allow for successful financing. The
proj ect needs:

. Firmtransportati on comm tnents;

. Positive project econoni cs including a cost
structure resulting in gas prices well wthin the
forecast of the commodity prices; and

. A tight contractual structure with an appropriate
ri sk allocation [construction risk];
. A strong, credit worthy team with a record of
success in other |arge project financings.
M. Ingrassia reiterated the legislation is permssive,
putting out a financable plan. He offered to answer

guestions of the Commttee.

4:09: 00 PM

Co-Chair Chenault asked if there would be concerns for a
federal 1oan guarantee with gas noving through foreign
countries. M. Andrews knew that a federal |oan guarantee
could be used through Canada; he was uncertain of gas sales
t hrough ot her countries.

4:10: 03 PM

Representative Gara noted that since the |oan guarantees
wer e backed by the federal governnment, would it be possible
to secure a lower interest loan. M. Andrews said that the
guarantees allows for an increased quantity of debt as well
as |ower cost tariffs.

4:11: 08 PM
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HB 177 was HELD in Commttee for further consideration.
#

ADJ OURNVENT

The neeting was adjourned at 4:11 P. M
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