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ACTI ON NARRATI VE

CHAIR VIC KOHRI NG cal l ed the House Special Conmmittee on Ol and
Gas neeting, which recessed on 3/27/07 at 5:51 p.m, back to
order at 7:34:42 AM Representati ves Ranras, Doogan, Kawasaki
Dahl strom Sanuels, and Kohring were present at the call back to
or der. Representative Oson arrived as the neeting was in
pr ogr ess.

HB 177- NATURAL GAS PI PELI NE PRQJECT

7: 35: 08 AM

CHAI R KOHRI NG announced that the first order of business would
be HOUSE BILL NO 177, "An Act relating to the Al aska Gasline
| nducenent Act; establishing the Alaska Gasline I|nducenent Act
mat ching contribution fund; providing for an Al aska Gasline
| nducenent Act coordinator; mnmaking conform ng anmendnents; and
providing for an effective date."

7:35:45 AM

RON BRI NTNELL, Manager, Alaska Gas Project, Enbridge Inc.
(Enbri dge), informed the conmttee that he wll pr esent
Enbridge's candid views on the Al aska gas pipeline project.
Enbri dge, he said, wants to see the project go ahead because the
gas supply is desperately needed. He continued to say that
Enbridge maintains a network of pipelines supplying oil and gas
t hroughout North America and abroad, including the Alliance
line, which is very simlar to the proposed Al aska gas pipeline.
Enbridge also owns Canada's largest wutility conpany, IS
know edgeable regarding the supply of natural gas, and is
experienced regarding the construction and rmaintenance of
facilities in northern climates.

7:39: 38 AM

REPRESENTATI VE RAMRAS asked for Enbridge's market capitalization
val ue.

MR. BRI NTNELL answered that Enbridge's value is approximtely

US$15 billion and its stock is traded on the U S. and Toronto
stock exchanges.
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REPRESENTATI VE RAMRAS further asked for Enbridge's bal ance sheet
debt | evel.

7:40:41 AM

MR. BRI NTNELL responded that its debt equity ratio is 65 percent
to 35 percent.

REPRESENTATI VE RAMRAS t hen asked how Enbri dge woul d bond the gas
pi pel i ne project.

MR. BRI NTNELL explained that the project would be financed by
shi ppi ng comm t nent s.

7:41: 32 AM

REPRESENTATI VE RAMRAS observed that Enbridge would |everage
financi ng back fromthe custonmer to the project source.

7:41: 42 AM

MR. BRINTNELL explained that, directly or indirectly, it is the
strength of the shipping commtnments, the producers, and the
state that wll be the basis of obtaining credit. M. Brintnel
continued his presentation by noting that during previous
projects Enbridge has gained significant experience in terns of
ordering steel and dealing with the tight |abor market. He
added that Enbridge is ready to train Al askan workers who are
interested in working on Canadian projects now, however,
Enbridge's current projects will be near conpletion by the tine
construction begins on the Al aska gas pipeline.

7:42:51 AM

MR. BRINTNELL told the commttee that Enbridge believes that the
pipeline can not be built wthout the producers as shippers.
The North Sl ope producers and the state are in the best position
to nmake shipping commtnents. H s concern, he said, is that
delay in the construction of the gas pipeline will cause other
sources of energy to be devel oped because the narket for energy
i s high. M. Brintnell encouraged the state and the producers
to re-establish negotiations. He said Enbridge feels that gas
pi peline developnent through the Federal Energy Regulatory
Comm ssion (FERC) process is a well defined and sound process
for Al aska.
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7:46: 38 AM

MR. BRINTNELL said that Enbridge is encouraged to see that the
state has placed a priority on the gas pipeline; however, the
Al aska Gasline Inducenent Act (AGA) is insufficient due to its
focus on the pipeline and not on the producers and shipping
commi t nent s.

7:47: 30 AM

CHAI R KOHRI NG asked for suggestions on how to acconplish the
goal of obtaining commitnents from the producers and the
shi ppers.

7:47:45 AM

MR. BRI NTNELL suggested that the state and the producers begin a
flexi ble and open dial og. He said that he believes that the
producers want the gas pipeline to be constructed.

REPRESENTATI VE DOOGAN asked for confirmation that Enbridge
believes that the economcs are such that a conmtnent for gas
will result in viable project.

7:49: 50 AM

MR. BRINTNELL assured the <conmttee that the project is
commercially viable, but not wthout risk, due to the cost of
the project and the unstable market price of gas.

7:50: 36 AM

REPRESENTATI VE RAMRAS commented that the price of gas today is
$7.20 according to the Henry Hub natural gas index.

7:50: 50 AM

MR. BRINTNELL pointed out that gas prices have ranged from $15
mllion cubic feet (Mrf) to $4 WMrcf, due to storns, warner
Wi nter tenperatures, and the availability of gas reserves.

7:51:31 AM

REPRESENTATI VE DOOGAN asked what the state could do to |ower the
project risk and gain commtnents fromthe producers.
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MR. BRI NTNELL responded that the risk is not just the pipeline
cost but also the future market price and, nost inportantly, the
uncertainty of tax rates.

7:54:31 AM

REPRESENTATI VE DOOGAN asked whether Enbridge has built a
pi peline that, after construction, becane uneconom c by changes
in the tax regine.

7:55:16 AM

MR. BRINTNELL recalled that, typically, pipeline conpanies wll
pass increases in tax rates to the shippers. He expl ai ned that
t he pipeline conpany takes its risk in controlling operating and
construction costs.

7:56:40 AM

REPRESENTATI VE DOOGAN re-stated his question by asking whether
Enbridge is aware of a project that became uneconomc due to a
tax rate change assessed to the producers.

7:57:31 AM

MR. BRI NTNELL answered no; however, as a shipper, the pipeline
conpany woul d not be inpacted unless the tax rate is so high the
producers can not ship their product.

7:59:32 AM

REPRESENTATI VE SAMUJELS requested clarification on Enbridge's
need to be part of a consortiumin order to participate in the
gas pipeline project.

8:00:16 AM

MR. BRINTNELL explained that, to participate, his conpany wll
require shipping commtnents prior to devel oping the project.

Enbridge will not hold an open season unless it is confident of
a successful outcone. Typi cal ly, non-binding open seasons can
be held at a lower cost and garner nany responses. Enbridge's
job, he said, is to develop pipeline concepts, look at the
fundanmental s, and propose a project through a non-binding open
season or through direct dialog wth producers. Bef or e
proceeding to a binding open season, Enbridge will have shipping

comm tnents in place.
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8:02: 29 AM

CHAI R KOHRI NG asked whether rights of way and permtting in
Canada wi || pose probl ens.

8:03: 08 AM

MR. BRINTNELL replied that permts on the Canadian side wll
fall in place in a tinely fashion. The Canadi an governnent, he
said, knows the inportance of this project. He assured the
committee that TransCanada Corporation (TransCanada) does not
have exclusive rights to build the pipeline. In fact, the

Canadi an government has announced that its priorities for a
northern gas pipeline are to let the narket decide on the
bui | ders, to establish a regulatory regine, to support
Aboriginal economc developnent, and to retain benefits for
Canadi ans. M. Brintnell continued to say that creating
alignment with the producers is inportant due to their
experience, financial resources, and the fact that the producers
will bear the largest risk during the developnent of the
proj ect .

8:10: 36 AM

REPRESENTATI VE DOOGAN requested a description of the project
Enbridge is proposing.

8:10: 57 AM

MR BRI NTNELL replied that his conpany anticipates the
construction of a gas pipeline to Alberta, Canada. After
reaching Al berta, there is sufficient capacity in existing
pipelines to reach the U S. markets. M. Brintnell cautioned
that the existing pipelines, however, may not be the best choice
for shipping the gas. He also warned the conmttee that they

should be concerned about the possibility of a failed open
season due to the high cost of the project and the unbal ance of
the risks invol ved.

8:14: 24 AM

CHAI R KOHRI NG asked whether the $500 mllion is a sufficient
i nducenent to prospective applicants.

8:14:43 AM
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MR. BRI NTNELL, replied that the grant is a favorable factor, but
it 1's unnecessary.

CHAI R KOHRI NG asked for Enbridge's opinion of the evaluation
criteria established in AG A

8:15:56 AM

MR. BRINTNELL infornmed the committee that the AG A process is
unnecessary. He expressed his belief that negotiations with the
producers are nost inportant for the project to proceed.

8:17:11 AM

REPRESENTATI VE DOOGAN asked for nore information regarding the
val ue of the $500 million grant.

MR. BRI NTNELL answered that the real issue is the |onger risk,
not the initial cost. He pointed out that during the
construction of the first gas pipeline in Alberta, the future
growt h of the market was unknown.

8:20: 36 AM

MR. BRI NTNELL observed that at this tinme it is unrealistic to
expect builders to nmke an wunconditional commtnment to the
project due to uncertainties related to permtting, regulations,
mar ket price, and the |abor nmarket. M. Brintnell added that
conpleting FERC and [Canadian] Northern Econom c Devel opnent
(NED) applications requires spending hundreds of mllions of
dollars that Enbridge cannot spend wthout commtnents from
shi ppers. He concluded his presentation by saying that AdQA
does not address the tax concerns of the producers. He
expressed his belief that the terns of AGA are weighted in
favor of the pipeline conpanies and do not resolve the

producer's issues; therefore, AGA wll not attract their
support. In addition, government financial assistance is not
essential, and the additional regulatory process outlined by
AG A is unnecessary. Finally, M. Brintnell enphasized that

Enbridge believes in the future denmand for natural gas and
desires a role in the construction and operation of the
pi pel i ne.

8:28:33 AM

REPRESENTATI VE SAMUJELS asked how long it would take for Enbridge
to develop a consortiumin order to participate in the project.
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8:29:23 AM

MR. BRI NTNELL opined that the first step would be to conplete
fiscal arrangenents with the producers. After that, agreenments
bet ween partners wll be conpleted w thin nonths.

8:29:51 AM

REPRESENTATI VE SAMUELS t hen asked how long it would take for the
consortiumto prepare for open season.

8:30: 08 AM

MR. BRINTNELL told the commttee that a reasonable estinated
tinmeline is two to three years.

8:30: 54 AM

REPRESENTATI VE SAMJELS asked for M. Brintnell's opinion of the
15 percent |limt [on a tariff increase].

8:31:27 AM

MR. BRINTNELL replied that rolled-in rates (RIR) are a concern
for Enbridge for the reason that, as a potential shipper, it is
required to get permssion for its shipping rates from a
regul atory body. Thus, subsequent rate increases are
undesi rabl e.

8:34:17 AM
REPRESENTATI VE SAMUELS r emar ked:

What percentage of the gas that you haul in Canada,
where they have the presunption of rolled-in rates, is
negotiated? And what part of it is just rolled-in,
that's because the governnment says that that's the
policy of the country?

8:34:45 AM
MR. BRINTNELL replied that the Alliance pipeline has rates that
were negotiated wth the shippers prior to construction

recently constructed pipelines in Canada and the U S. tend to
have negoti ated rates.
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8: 37: 03 AM

MR. BRI NTNELL, responding to a question, infornmed the commttee
that Canada's energy regulatory body is the National Energy
Board (NBA).

8:37:50 AM

CHAI R KOHRI NG announced that the next order of business would be
testi mony by ConocoPhillips Al aska, Inc.

8:39:18 AM

VENDY D. KING W©Manager, Alaska North Slope Gas Devel opnent,
ConocoPhil lips Al aska, I nc., informed the conmittee that
ConocoPhillips Alaska, Inc., (ConocoPhillips), is the state's
| argest producer of oil and gas and has conpleted 1,200

uninterrupted liquefied natural gas (LNG shipnments since 1969.
Ms. King continued to say that ConocoPhillips is the |argest
acreage holder on federal and state lands on the North Slope
has drilled 60 exploration wells since 1969, and that 13 percent
of its production is based in Al aska. The construction tineline

of the natural gas pipeline is critical, and ConocoPhillips is
commtted to development of the North Slope gas resource. She
noted that the mdstream part of the project includes the
transmission lines to transport the gas to the gas treatnent
plant (GIP) and the large pipeline to take gas to Al berta,
Canada. Ms. King explained that the resource ternms of the
project are related to the gas itself or to the holders of the
firm transportation (FT) commtnents. She conpared the Al aska

gas pipeline to previous North American projects and poi nted out
its large size and estimted cost.

8:47:15 AM

REPRESENTATI VE DOOGAN confirmed that ConocoPhillips's project
cost estimate is for a gas pipeline to Al berta.

8:48: 02 AM

M5. KING clarified that the 2001 cost estimate of $20 billion is
for a pipeline termnating in Chicago. She added that questions
concerning the costs of the Alberta to Chicago portion of the

pi peline depend on the future capacity, cost of fuel, and
tariffs on existing pipelines. Ms. King continued to say that
another key unknown to the cost of the project is the
instability of the market price for natural gas. There is no
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guestion, she said, that U S. narkets need a long term source
of gas; however, industry market predictions of prices are
unreliable. She affirnmed that ConocoPhillips wants to work with
the administration and the legislature on a bal anced franework
that will advance the project. Ms. King informed the commttee
t hat ConocoPhillips has artic experience and financial strength
to bring to the project.

8:51: 03 AM

REPRESENTATI VE RAMRAS commented that the "Predicting Natural Gas
Prices" chart provided to the commttee by ConocoPhillips is a
di stortion and asked for the source of the information.

8:54:19 AM

M5. KING assured the commttee that she would be happy to
provide the details and specifics that support the data
present ed.

8:55:11 AM

REPRESENTATI VE RAMRAS reiterated his concern that the data
presented not an accurate presentation of the novenent in the
price of natural gas.

8:55:47 AM

M5. KING continued her testinony by saying that ConocoPhillips
has already spent mllions of dollars to advance the Al aska gas
pi peline project. She said that her company is in the process
of reviewing the terns of AGA and is interested in working
with the legislature to address the resources needed to support
the long term shipping conmmtnents. Ms. King pointed out the
i mbal ance of the risk factors regarding the mdstream and
upstream portions of the project. ConocoPhillips's review of
AG A reveals that the initial, and greater, risk is borne by the
pr oducers. The first area of ConocoPhillips's is concern is
exclusivity, and it asks why the state would block alternative
proj ects and di scourage the free nmarket process.

8:59: 04 AM
M5. KINGreferred to AS 43.90.340 and renar ked:

"1 read from these sections here, except as
otherwi se provided in this chapter, I'm on line 23
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now, "The state grants a |icensee assurances that the
| icensee has exclusive enjoynent of the inducenents
provi ded under this chapter. If the state extends to
anot her person preferential royalty, tax, or nonetary
t r eat ment for the purpose of facilitating the
construction of a conpeting natural gas pipeline
project in this state, and if the licensee is in
conpliance with the requirenments of the license and
with the requirenents of state and federal statutes
and regulations relevant to the project, the |icensee
is entitled to paynent from the state of an anount
equal to three tines the total of the reasonable costs
that the licensee has incurred in developing the
licensee's project as of the date that the state first
extended preferential treatnment to another person.”
- Wiy wouldn't state offer the benefits of
stream i ned coordination to any project? That was how
the federal process was set up

M5. KING further noted that the inducenents provided in section
340(b) wll only apply to the licensed project and could be
interpreted to nean that state agencies have the authority to
bur den conpet i ng proj ects by wi t hhol di ng permts and
aut hori zati ons.

9:01: 15 AM

REPRESENTATI VE DOOGAN urged Ms. King to explain the existence of
a conpeting project.

9:01: 32 AM
M5. KI NG expressed her belief that one project will be devel oped
but that there may be spur lines and conplinmentary projects.

What is inportant, she said, is that multiple projects should
advance to |icensing.

9:03: 03 AM

REPRESENTATI VE DOOGAN sai d:
| don't wunderstand how we get a conpeting pipeline
project. ... I'"'mhaving a hard time with the practica

problemthat this represents.

MS. KI NG renar ked:
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|f sonebody has sonme good ideas, we think it's
inmportant that they could be able to advance their
project. ... Wuat if a winner is chosen and it's the
wWrong W nner?

9:04: 49 AM

REPRESENTATI VE RAMRAS noted that, after an election, it is
i ncunbent on everyone to work wth the successful candidate.
For this reason, he suggested, it is also incunbent on
ConocoPhillips to participate in the legislation that passes and
to work with the state for the success of the project.

9:06: 42 AM

M5. KING highlighted that ConocoPhillips is making efforts to
assess the bill and make inprovenents.

9:07: 32 AM

REPRESENTATI VE RAMRAS repeated his belief that the producers can
suggest inprovenents, but ultimtely they need to work wthin
t he framework of AGQ A

9:08:13 AM

REPRESENTATI VE DOOGAN stressed that the inducenents are an
integral part of AQA and asked what progress can be nade
wi t hout them

9:10: 17 AM

M5. KING advised the commttee that ConocoPhillips is not
proposi ng renoving inducenents, but allowing them to apply to
ot her projects.

9:11:14 AM

REPRESENTATI VE DOOGAN rem nded Ms. King that inducenents nust be
excl usive to be neani ngful.

9:12:11 AM

M5. KING pointed out that three of the four inducenents are
exclusive and those are of concern to ConocoPhilli ps. The $500
mllion grant is acceptable, she said.
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9:14:16 AM

REPRESENTATI VE DAHLSTROM request ed clarification of
ConocoPhi | I'i ps objections to AS 43. 90. 330.

9:15: 30 AM

M5. KING responded that the conmpany is concerned that the
| anguage w il allow roadblocks to be put in the way of a
conpeting project.

9:16:45 AM

REPRESENTATI VE DAHLSTROM expressed her understanding that the
position of an Alaska Gasline Inducenment Act coordinator is
meant to be a help, not a roadblock. She said she will research
the intent of the creation of this position.

9:17: 33 AM

M5. KING continued her testinony by calling the commttee's
attention to the 16 application requirenents described in AS
43. 90. 140. She surmised that rejection of one item on the
application would result in a non-conform ng bid.

REPRESENTATI VE RAMRAS assunmed that the conmttee wll be
addressing this situation through an anendnent.

9:19:32 AM

REPRESENTATI VE DAHLSTROM agreed with Representative Ranras, and
she then added that the bill also allows an opportunity for the
applicant to conplete an inconplete application.

9:20: 33 AM

M5. KING offered an exanple to illustrate ConocoPhillips
obj ect i ons. She told the cormmittee that AQ A requires a nunber
of fixed deadlines, and that the industry's experience is that
with a project this size, flexible and alternative work
conmitnents are vital.

9:22:11 AM

REPRESENTATI VE RAMRAS requested the location in the bill of the
dates to which she was referring.
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9:22:19 AM
MB. Kl NG answer ed:

Conclude by a date certain, it's ... page 5, line 17
through 30, there's three dates in there. There's the
[indisc.] pre filing, the applying for the FERC
certificate and for concluding an open season. ... And
page 4, ... line 19, receipt and delivery points, and
the size and design capacity of the proposed natura
gas pipeline at the proposed receipt and delivery
points. That is what an open season is for.

9: 24: 04 AM

REPRESENTATI VE RAMRAS expressed his desire to remnd the
producers that AGA S tineline is its best feature. The bill
requires only the outline of a project and an expedited open
season w Il accelerate the process.

9:26:44 AM

M5. KING assured the commttee that ConocoPhillips understands
wor k comm t nent s. However, she noted that conceptually mllion
of dollars can be saved by proper planning in the early stages
of a project. ConocoPhillips wants to find creative solutions
to the challenge of building the best project at the |owest
price.

9:28: 21 AM

REPRESENTATI VE RAMRAS remarked that the admnistration is
sensitive to the need to keep tariffs | ow

9:28: 54 AM

M5. KING explained that tariff prices are deternmined by the
capi tal cost of project. ConocoPhillips is focused on
mai ntaining a |low capital cost project. She then returned to
the subject of bid requirenents and said that ConocoPhillips
estimates a cost of $400 million to $500 mllion to conclude an
open season. Bid requirenents specify that the successful
applicant would take a portion of the $500 million grant prior
to the open season. In fact, ConocoPhillips feels this should

be a wvariable and should be determined by the conpany.
Unfortunately, another concern resulting fromthe exclusivity of
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the state's evaluation process is the possibility of an
applicant submtting enpty prom ses and phony esti mates.

9:31:46 AM

M5. KING further said that ConocoPhillips believes it has
creative solutions to these questions. Ganted, the state wants
nmust- haves included in this project, and the applicants, she
noted, can include those itens in the context of bid variables.
She returned to her analysis of AGA and said that Article 3
relates to the resource owners and that section 310 of Article 3
creates the greatest obstacle: the state's taxes and royalty

termns. The inportance of fiscal stability is noted by the
admnistration, but the bill is designed to nake changes to the
tax structure not by negotiation, but by regul ation.
ConocoPhillips will be asked to sign up for 15 year to 25 year
shi pping commitnents, even though royalty in-kind (R K) and
royalty in-value (RIV) terns can change. In addition, the
Production Profits Tax is stable, but other taxes may change.
ConocoPhillips needs to know what the resource package | ooks

i ke, and suggests that the resource package be converted to a
vari abl e bid package.

9:36: 31 AM

REPRESENTATI VE RAMRAS asked:

If you had a choice, ... and you could either change
one of these two variables, either the time increnments
that are prescribed in the bill, or the resource
package. Wiich of those tw would be the nore

i nportant variabl e change to you?

9:36: 59 AM

M5. KI NG sai d:
We put those both in the context of bid requirenents
to bid variables, so we think by that solution we can
address both of those issues.

9:37:31 AM

REPRESENTATI VE RAMRAS asked:

If we opened it up so that it can be a nuch nore
interpretive resource package, if you wll, if we
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| eave the prescribed tine requirenents in there is
that sonething that is accommopdative to Conoco?
Wuld you rather keep the tinme increnment and be able
to innovate your own resource package design?

9:39: 30 AM

M5. KING replied that ConocoPhillips requires the flexibility to
provi de suggestions regarding a resource package and the ability
to offer alternatives to time nmanagenent of the project. Bot h
of these choices are critical, she said.

9:40: 06 AM

REPRESENTATI VE RAMRAS requested an answer to his question as
soon as possi bl e.

9:41:52 AM

M5. KING told the commttee that she wll be submtting
recomrendati ons for anmendnents to HB 177.

9:44: 00 AM

REPRESENTATI VE SAMUELS expressed his belief that the conpetition
to build the pipeline is the race for the gas. Thus,
ConocoPhi | l'i ps has an advantage because they have the gas. He
t hen sai d:

If you make everything a bid variable, if you don't

have gas, are you even going to conme to play? ... How
do you find that mddle ground there, ... | believe
true conpetition is ... is to let everybody cone back
with their best proposal. ... But automatically you

get to attach gas to yours so you have this huge
advant age and then nobody else plays, and we're right
back to where we started. ... Going conpletely the
other way, making everything a bid variable, mght
exclude all other players other than the producers.

9:46:51 AM
M5. KING comrented that ConocoPhillips doesn't want litigation
She also remnded the commttee that the producers are

i ndependent of each other. The prescriptive |lists of
requirenents in the bill remain a problemfor ConocoPhilli ps.
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9:49: 25 AM

REPRESENTATI VE SAMUELS asked if ConocoPhillips is authorized by
its operating agreenments to ship gas independently of its
partners.

9:50: 25 AM

M5. KI NG responded that the operating agreenents vary fromfield
to field. This issue, she added, will need to be addressed on a
case by case basis.

9:51: 00 AM

REPRESENTATI VE SAMUELS asked if internal operating agreenments
are a matter of public record.

9:51:28 AM

M5. KI NG expressed her understanding that the adm nistration has
access to the operating agreenents for Prudhoe Bay. She noted
that overall oil production in Prudhoe Bay may be affected by
one party taking off gas.

9:52:33 AM

REPRESENTATI VE SAMUELS further asked whether ConocoPhillips, if
in a partnership with a pipeline conpany, would be in a position
to spend $400 million in preparation for open season.

9:53:41 AM

M5. KING replied that ConocoPhillips would participate in
parallel work activities during the preparation for the open

season. The concern is that if open season is held and the
technical work is not done to update the cost estimate,
customers will not trust the cost estimtes and wll be

reluctant to bid. The three producer's previous cost estinate
she noted, cost $125 million to conplete and she estimated an
updat e woul d take six nonths at an unknown cost.

9:55: 55 AM

CHAI R KOHRI NG recessed the neeting until after the House fl oor
sessi on.

11: 21: 30 AM
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CHAI R KOHRI NG adj ourned the House Special Conmttee on Gl and
Gas neeting of Tuesday, March 27, 2007, and called to order the
neeti ng of Wednesday, March 28, 2007. Represent ati ves Doogan,
Kawasaki, Dahlstrom Sanuels, and Kohring were present at the
call to order. Representatives O son and Ranras arrived while
the neeting was in progress.

CHAIR KOHRI NG announced that Wndy King of ConocoPhillips
Al aska, Inc. will conplete her testinony.

11: 21: 32 AM

M5. KING answered a question Representative Sanmuels asked prior
to the neeting's recess. She said that the mandated RIR
operating agreenents on state approved units are a matter of
public record.

11: 23: 07 AM

M5. KING continued by saying that ConocoPhillips's testinony on
HB 177 is focused on elimnating exclusivity and changing bid
requirenents to bid variabl es. The final item to be addressed
regarding bid variables is the question of nandating expansions
and rolled-in rates (R R). ConocoPhi I i ps operations include
acreage in the National Petroleum Reserve - Al aska (NPRA) which
is known to be gas prone. Mandat ed expansions and RIR s nean
that the initial shippers wll be required to nmake firm shipping
commtments, thereby taking on nore risk than required by
exi sting statutes and regulations. She pointed out that parties
can wait until after the project is built wth the know edge
that expansion wll occur and the tariffs will be mtigated
through RIR subsidies. ConocoPhi | I'i ps has been working since
2001 to advance the pipeline project and has already spent
mllions of dollars. She asked why a conpany would drill now
when the state will provide guaranteed subsidized rates to those
who defer drilling.

11: 24: 41 AM

M5. KING asked the commttee to consider ConocoPhillips's
prospective of A A s project risk allocation. Initial shippers
are asked to take risks, beginning early in the devel opnent of
the project and with uncertainties regarding the future tolls.
In addition, the initial shippers nust prepare for the delivery
of gas at the same tinme as they are involved in the construction
of the pipeline. In contrast, |ate shippers can cone in at the
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time of expansion, w thout the previous costs, and with shorter
shi pping commtnments. M. King explained that this shorter tine

commtnment also results in less state take. Si ze, duration,
scope, and project delays are additional risks for initial
shi ppers. Mot ai ning shipping commtnents from creditworthy
parties and project delays are risks faced by the pipeline
conpany; however, the actual project cost wll be passed al ong

to the initial shipper through the toll.

11:28:10 AM

M5. KING estimated that a toll of $3.50 at 1Bcf per day for a 20
year initial shipping commtment will total $25 billion. The
financial strength needed to back a commtment of this size,
with the possibility of low gas prices or field deliverability
probl enms, is enornous. Ms. King turned to the subject of the
ability of the non-owners to access producers' facilities. She
enphasi zed that the U S. Congress created mandated expansion
provisions effective only in Al aska, and the real question is
not access, but the <cost of the access. ConocoPhil | i ps
encourages the formation of partnerships to control costs and it
feel s access should not be part of AG A s requirenents.

11:32: 46 AM

M5. KING stressed that ConocoPhillips does not oppose the
application of RIR s for sone, not all, expansions and that it
supports FERC regulations that allow RIR s for sone expansions.
However, one reason nmandating potential expansions is not
acceptable is due to the effect of disparate shared royalty on

| ands. | f new gas devel opnents are discovered on |ands w thout
royalty, the state may benefit from toll increases by FERC
regul ati on. Moreover, later expansions may result in higher

tolls that act as a subsidy for other and perhaps less well-
managed producers.

11:37: 23 AM

REPRESENTATI VE  SAMJELS recalled that TransCanada provi ded
estimates on the capacity of the gas pipeline that did not
exceed the original maxi mum rate.

11: 38: 08 AM

MR. KI NG expl ai ned that sone expansions will not be full in-fil
conpr essi on. The cost of these expansions for |ower capacities
will be greater than estimated and wll bring engineering
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chal | enges. Loopi ng expansions are inpacted by the need to
predict the costs of steel and fuel. She warned that expansion
costs are difficult to estimate and there may be situations
where incremental rate increases are desirable.

11: 40: 45 AM

REPRESENTATI VE SAMJELS asked for the reason that ConocoPhillips
and TransCanada have such different esti mates and concerns.

11:41: 26 AM

M5. KING expressed her belief that ConocoPhillips sees the
benefit of RIR s in sone potential scenarios, but not all, and
it encourages the state to allow FERC regul ations to prevail

11:42: 52 AM

REPRESENTATI VE SAMUJELS asked whet her ConocoPhillips assuned RIRs
in its Canadian operations. Sonme pipelines, he noted, cross
borders and may be subject to varying regul ations.

M5. KING responded that she is unfamliar with ConocoPhillips's
Canadi an agreenents; in fact, the NEB has a bias for RIRs.
However, the Al aska gas pipeline, she added, travels a long
di stance before reaching the Canadian border and continues
afterward into the Lower 48 to markets.

11: 46: 33 AM

REPRESENTATI VE SAMJELS surmsed that one-third of the gas
pipeline will be regulated by the Canadian authority and that
the RIR issue covers the distance between the North Slope and
t he Canadi an border.

11:47: 29 AM

M5. KING expressed sone doubt about the jurisdiction over the
Al berta portion of the pipeline if new, rather than existing,
pi peline is used.

REPRESENTATI VE SAMJELS further asked whether differing rates
wi |l inpact expansions and tariffs.

M5. KING assured the commttee that the FERC and the NEB have

previously regul ated pipelines that cross national borders. She
said that regardless of who owns the pipeline, there will be a

HOUSE C&G COW TTEE -21- March 28, 2007



different entity in Canada that will offer a toll and that wll
have an open season. The Al aska entity will conform to FERC
regul ati on, she added.

11:48: 48 AM

M5. KING continued her testinony by describing an exanple of a
pipeline with an expansion to allow a short haul service to
Fai rbanks at a certain cost. Then, 10 to 20 years later, an
expansion of the other part of the pipeline could raise consuner
prices even though the gas was initially commtted at a | ower
price.

11:50: 46 AM

REPRESENTATI VE DAHLSTROM vol unteered to provide a copy of FERC
order 5(a) to commttee nenbers for their reference. She then
observed that rate increases can be conpared to discounts used
to attract new custoners.

11:51: 47 AM

M5. KING clarified that ConocoPhillips does not want to pay
costs that are the result of someone el se's action.

11:52: 08 AM

REPRESENTATI VE DAHLSTROM further noted that ConocoPhillips is
requesting the opportunity to negotiate for prices.

11: 52: 28 AM

M5. KING reiterated that ConocoPhillips wants the right to
debate its case before the FERC

11:52: 57 AM

REPRESENTATI VE DAHLSTROM questi oned whet her ConocoPhillips wants
that right witten in the bill.

11:53:21 AM

M5. KING stated that this provision does not have to be included
inthe bill.

11:54: 41 AM
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M5. KING summari zed that the state has many inducenments to offer
to pipeline construction applicants. ConocoPhilli ps does not
want unknown gas prospects that are ten years away from
devel opnent to determine the success of the pipeline project.
She encouraged the conmttee to consider that ConocoPhillips is
ready to solve problenms and that efforts to resolve the resource
issues will begin to nove the project to conpletion. She said
t hat the Alaska gas pipeline is a difficult project and
conprom se is necessary to achieve the goals of a new source of
revenue for the state, jobs for Alaskans, and new devel opnent
for the industry.

11: 56: 28 AM

REPRESENTATI VE SAMUELS asked how 1long would it take for
ConocoPhillips to enter into a partnership and apply for a
i cense.

11: 57: 14 AM

M5. KING replied that the tinely formation of a partnership
woul d depend on the parties. She added that the challenge of
the project is to balance the partnership between the two
di stinct parts of upstream and m dstream devel opnent.

11:58: 09 AM

REPRESENTATI VE SAMUJELS asked how |ong ConocoPhillips, wthout
partners, would need to prepare for a successful open season.

11:59: 16 AM

M5. KING responded that ConocoPhillips has estimated 18 nonths
to 24 nonths to get to open season.

12: 02: 49 PM

REPRESENTATI VE SAMUELS r enar ked:

Does ConocoPhillips think that the tax debate should
happen now, before the application process noves
forward or do you think that it would be okay to have

the tax discussion, as long as you have it ... before
t he open season. ... Do you think having it now ...
would be beneficial, realizing all the of the

political ups and downs.
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12: 03: 52 PM

MS. KI NG suggested that the conmttee anend the bill to nmake the
resource package variable, due to its conplexity. Then, the
parties will be able to work together.

12: 05: 24 PM

The commttee took an at-ease from12:06 p.m to 12:11 p.m

CHAI R KOHRI NG announced that the committee will hear testinony
by Anadar ko Petrol eum Cor porati on.

12:12: 15 PM

MARK HANLEY, Manager, Al aska Public Affairs, Anadarko Petroleum
Cor poration (Anadarko), informed the commttee that Anadarko is
an independent conpany that explores for and produces oil and
gas w thout downstream operations. Anadar ko has partnered with
the major oil conpanies and has nmaintained operations in Alaska

for 10 years. M. Hanley said that Anadarko nuaintains good
relations with ConocoPhillips and Atlantic R tchfield Conpany
( ARCO) . At this time, Anadarko's biggest interest is in

begi nning construction of the Al aska gas pipeline project, and
it is significantly aligned with its partners on sone of the
i ssues invol ved.

12:15: 42 PM

MR. HANLEY continued to explain that Anadarko holds about 5.4
mllion acres of gross exploration acreage and 1.8 mllion acres
of net exploration acreage. Anadarko's partners include

ConocoPhillips, BG Goup (BG, Artic Slope Regional Corporation
(ASRC), Petro-Canada. He noted that the Foothills region is
ready for exploration and Anadarko has four prospects there that
are ready to drill. Exploration, given that the gas pipeline is
still uncertain, is done to neet the |lease requirenents to the
state, and to prepare for participation in the initial open
season. However, the challenge is to continue to prepare for the
production of gas while controlling costs. M. Hanley explai ned
that even if exploration drilling in 2008 is prom sing, Anadarko
will not be in a position to go to an open season until after
delineation of the field and additional wells are drilled. In
any case, it will take three to four years to determne if the
economcs wll support a gas commtnent to the gas pipeline.
Furthernore, Anadarko, he said, does not think its prospects
will be sufficient to underpin the gas pipeline.
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12:21:59 PM

REPRESENTATI VE SAMUJELS observed that the tinme delay in AGA is
designed to give the explorers time to prepare for gas
production. He then renarked:

To nme, shortening the tinmeline up to as soon as you

can have a real open season with real infornation

[so] the people who do have gas can decide whether

they want to come or not, nmakes nore sense than

waiting a little bit longer if you're not ... if you

can't be reasonably certain that you can cone to us
[ and] participate.

12:23:28 PM

MR. HANLEY expressed his belief that Anadarko's policy decisions
will be based on the earliest available information. Anadarko
will begin planning before the open season, in fact, if the
pipeline is designed for expansions that l|ower the tariff,
Anadarko will want to participate in the inexpensive expansion

Anadarko nmay be in a position to participate one or two years
after the initial open season and request an expansion before
the pipeline is in service. M. Hanley said that additions
during construction can be a part of the design of the pipeline.

12: 25: 57 PM

REPRESENTATI VE SAMJELS asked whether Anadarko considers the
benefit of the tax freeze associated with the first open season
to be unfair.

12: 26: 57 PM

MR. HANLEY replied that the tax freeze will be a conpetitive
advant age. Anadarko will not be at the open season, but feels
that any conpany that makes conmitnents to the pipeline should
qualify for tax certainty. He stressed that the nore that the
state can do to inprove fiscal stability will also inprove the
econonm cs of the project and reduce the risk. Anadar ko woul d
not like to see conpetitive disadvantages for the conpani es that
do not participate in the initial process.

12: 29: 01 PM
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MR. HANLEY continued his testinmny on AG A by pointing out that
Anadarko appreciates the opportunities to comment on the
| egislation now, during the public coment period after the
applications are revealed, and during the review of the

successful application by the |egislature. He agreed that the
earliest developnment of the project is a benefit for al
parties. M. Hanley called the committee's attention to AS
43.90.110 and stated that Anadarko is not a pipeline conpany and
Wil | not be submtting an application for the |Ilicense
Therefore, it feels that the $500 million inducenent will reduce

the tariff and that it is a benefit. Regarding the criteria for
the application, M. Hanley stated that Anadarko has concerns
about the sub-subparagraph (ii) on marine transportation of
liquefied natural gas (LNG. This item requires a description
of transportation services and a detailed description of all
access and tariff terns on a marine route only. Anadarko feels
that this | anguage should apply to any proposed pipeline route.

12: 34: 16 PM

MR. HANLEY suggested that the AG A application should also
require stating the operating pressure of the pipeline as part
of the design standards and gas quality requirenents.
Addi tionally, Anadarko supports section 140, paragraph (5), that
requires the applicant to assess the mnmarket demand for
additional pipeline capacity at |east every two years through
non-binding solicitations, and paragraph (6), that requires
expansions to encourage exploration. M. Hanley expressed
Anadarko's concern about the notivation of parties in the
i ndustry who would influence the process representing either the

owner of the pipeline, or the producers. He recalled earlier
testinmony that the bigger risk is borne by the shippers and the
bigger return will be on the resource, not on the regul ated
pi pel i ne. The large producers, he noted, wll represent both
roles, that of a conpetitor and that of a partner in the
pi pel i ne. In fact, a pipeline conpany nmay propose a RIR or

when its interest as a shipper donmnates, may request an
i ncrenental rate. The incentive for a producer owned pipeline

is often to request a high rate.

12:39:52 PM

MR. HANLEY added that Anadarko feels that a producer owned
pi peline should be held under the close scrutiny that AQA
requires.

12: 40: 35 PM
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REPRESENTATI VE SAMUJELS requested Anadarko's opinion of the
producer's argunment that the scale of the project and the fact
that they will provide the gas should put the pipeline under the
producer's control. He asked:

What would you tell the three people with the [gas

reserves] that say, "If |I'm wong about building the

pipeline I'm paying the higher tariff and ny gas is

not as conpetitive. If I'"mright, then ny costs are

less.” ... How do you find the m ddle ground there?
12:42:26 PM

MR. HANLEY answered that Anadarko feels that the access and
expansi on provisions in AlGA address sone of these issues in a
r easonabl e manner.

12: 43: 03 PM

REPRESENTATI VE SAMJELS opined that, in this case, Congressiona
and FERC regul ations are insufficient.

MR. HANLEY stated that some of the issues, for exanple, the
design of the pipeline, are critical, and have yet to be
deci ded. He called the committee's attention to a graph of
| ndi cative Expansion Tariffs, that conpares the increnental
tariff of $1.07 to a rolled-in rate tariff of $1.47 at the first
expansion to 5.5 billion cubic feet (Bcf) per day. Anadarko, he
said, is concerned that a 42-inch pipe would need to be | ooped
at the first expansion. In that case, increnental tariffs would
make woul d rmake any expansions uneconom C. M. Hanl ey pointed
out that the producers are appealing FERC regulations over
pi pel i ne design. |f FERC regulations are overruled, he said

the pipeline could be designed to effectively elimnate the
possibility of future |ow cost expansions. M. Hanley read the
FERC regul ati ons that are under appeal.

12: 49: 13 PM

REPRESENTATI VE DAHLSTROM requested clarification on the FERC
regul ati ons under appeal .

12: 50: 02 PM

REPRESENTATI VE SAMJELS said that his reference was to the
rebuttable presunption of rolled-in tariffs. Congress and the
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FERC, he said, recognize the presunption that the producer-owner
of the pipeline has an inherent conflict.

12:50: 17 PM

MR. HANLEY expressed his understanding that the presunption of
rolled-in rates applies to voluntary expansions only. A
producer who owns the pipeline may refuse an expansion request
and that would force the issue to litigation. In fact AG A, he
said, nerely instructs shippers to ask FERC for rolled-rates.

M. Hanley returned to the tariff graph and pointed out that a
second expansion to 6.5 Bcf per day results in an increnenta

tariff of $1.73 and a rolled-in rate of $1.5l. These rates are
less than the initial tariffs, but higher than the first
expansion. |If Anadarko is participating in the first expansion

it assunes the risk of paying a higher rate for a rolled-in
tariff. M. Hanley explained that this is an acceptable risk in
order to proceed with the project. However, designing a
pi peline for expansion and setting a limt on the expansion rate
are critical factors.

12: 56: 12 PM

REPRESENTATI VE RAMRAS asked for the origin of the tariff rates
reflected in the graph.

12:56:43 PM

MR. HANLEY expressed his belief that the rates were provided by
t he Departnent of Revenue.

12:56: 59 PM

REPRESENTATI VE RAMRAS concluded that the rates are "stylized"
numnbers.

12:57: 27 PM

REPRESENTATI VE SAMUELS r emar ked:

Realizing the exanple [on the graph] in the United
States does sinply the marketplace take care of your
exanple in expansion nunber four, eventually, nobody
is going to bid $3.25 while sonebody is paying $1.50.
O is that the way in the United States it works,

you' ve got various way to ship your gas.
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12:58: 14 PM

MR. HANLEY rem nded the commttee that the Al aska gas pipeline
is a nmonopoly and in the Lower 48 a shipper would have other
options such as building a new pipeline. Again, the initial
design of the pipeline is a critical factor in the economcs of
expansi on.

REPRESENTATI VE SAMUELS observed that Trans-Canada's estimations
remai ned under the 15 percent limt throughout the life of the
proj ect .

12:59: 25 PM

REPRESENTATI VE DOOGAN referred to the Indicative Expansion
Tariffs graph and asked whether expansions 1 and 2 are
conpressi on expansi ons, and whet her expansion 3 is a |ooping, or
new construction, expansion.

12: 59: 43 PM

MR. HANLEY answered yes.
1: 00: 04 PM

REPRESENTATI VE SAMJELS asked whether tariffs are normally
increased to match the rate of inflation.

1: 00: 48 PM

MR. HANLEY said he is unsure and will provide an answer to that
guestion. He continued his testinmony by saying that Anadarko is
supportive of AQA' s requirenments regarding the debt ratio and
the evaluation criteria. Anadarko would suggest the comment and
review period in AS 43.90.180 be anended to say "a m ninum 60-
day period.” Agai n, Anadarko supports offering inducenents to
all parties rather than creating conpetitive advantages for the
successful applicant.

1: 02: 45 PM

MR. HANLEY told the commttee that Anadarko's risk during
upstream devel opnent is equal to or greater than that of the

North Sl ope producers. In fact, the risk of gas reserves and
deliverability is higher due to the uncertainty of gas
di scovery. This bill, he said, creates benefits for the initial

shi pper that are not available to the |ate shipper, such as the
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certainty on taxes. Again, Anadarko will bear the risk of
increased tariffs and the producers have the ability to manage
costs. In addition, for Anadarko to participate in the
pipeline, it wll need to ship one-half Bcf per day in
producti on.

1: 08: 31 PM

MR. HANLEY concluded by saying that Anadarko appreciates the
opportunity to discuss the bill with the coomittee. He repeated
that the issue of RIRs and whether they can be negotiated with
FERC remains to be resol ved. In addition, he recommended t hat
the state include its nust-haves in the statute. Anadar ko, he
said is also supportive of the process established by AG A and
of the fact that AG A addresses nmany issues for the explorers.

REPRESENTATI VE DAHLSTROM recalled an issue regarding a previous
cross-border pipeline wherein the exact transition point was in
guestion. She asked if this type of situation can occur again.
1:13: 58 PM

MR. HANLEY assured the commttee that nany pipelines have
successfully crossed the U S. and Canada border.

1:14:14 PM

REPRESENTATIVE OLSON recalled M. Hanley's past |egislative
experience and asked for guidance.

1:14:52 PM

MR. HANLEY advised that commttee nenbers should not rush to
judgnent, but need to keep the process noving forward. He noted
that the legislature has the final review after the license is
i ssued.

[HB 177 was hel d over.]

1:16: 37 PM

ADJ OURNMENT

There being no further business before the conmttee, the House

Special Commttee on G| and Gas neeting was adjourned at 1:16
p. m
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