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W TNESS REG STER

MARTY MASSEY, U.S. Joint Interest Mnager

Exxon Mobi |l Corporation ("ExxonMbil™")

Houst on, Texas

PCOSI TI ON STATEMENT: Presented testinobny and answered questions
regardi ng CSHB 177( O&G).

ACTI ON NARRATI VE

COCHAIR CARL GATTO called the House Resources Standing

Commttee neeting to order at 1:02:58 PM Represent ati ves
Gatto, Edgnon, Kohring, WIson, Seaton, and Roses were present
at the call to order. Represent ati ves Johnson, Cuttenberg, and

Kawasaki arrived as the neeting was in progress. Representative
Faircl ough was al so in attendance.

HB 177- NATURAL GAS PI PELI NE PRQJECT

1: 03:12 PM

CO CHAIR GATTO announced that the only 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; naking conform ng anendnents; and
providing for an effective date." [Before the conmttee was
CSHB 177(0&0) . ]

1: 04: 03 PM
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CO CHAIR GATTO stated for the record that M. Mssey is able to
personal ly sign an agreenent should one be reached between Exxon
Mobi | Corporation and the state.

MARTY  MASSEY, U S. Joi nt | nt erest Manager , Exxon  Mobi |
Cor poration ("ExxonMbil™"), said that this is correct.

1: 04: 52 PM

MR. MASSEY stated that he has held his position as U S. Joint
| nt erest Manager for ExxonMobil since Novenber 2001 and that he
is responsible for the comercialization of ExxonMbil's gas
resources in Al aska. He presented his testinony froma witten
statenent [original punctuation provided]:

ExxonMobi| has been in Al aska for over 50 years and
has been a key player in Alaska’s oil industry
devel opnent . W hold the largest working interest at
Prudhoe Bay (36.4% and our current net production in
Al aska is approxi mately 150,000 barrels per day.

We have benefited from our involvenent in the State of
Al aska, and we believe that Al aska has benefited from
this long-termrelationship as well.

1: 05: 39 PM

Commercializing Alaska’s North Slope gas will allow us
to continue this nmutually beneficial relationship for
another 50 vyears or nore. Let me enphasize that
ExxonMobi| wants a successful gas pipeline project and
we want to nove it forward.

The Alaska Gas Pipeline project is inportant to
Al aska, to our nation, and to ExxonMobil. The Project
has the potential to generate billions of dollars in
revenues for the State of Al aska, the U S. federal
governnment, and Canada, and could provide a stable and
secure source of clean energy for Alaska and North
Anerica for decades to cone. For ExxonMobil, the
project has the potential to add over 1 billion cubic
feet per day (EM share) of gas sales, which would be
nore than a 10% increase to our current worldw de
daily gas production. G ven the significant i npact
this project could have on our business, we strongly
support efforts to advance a pipeline project and we
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are ready to work with Governor Palin and her cabinet
and with the Legislature to nove the project forward.

1: 06: 52 PM
As an illustration of our commtnent, EM has spent
nore than $180 nillion studying ways to conmercialize
Al aska gas. Since the 1970's we have evaluated LNG
gas to liquids and gas pipeline alternatives. Based
on these studies we have determned that a Producer
gas pipeline project will result in the best value for
the State, the Producers and the nation. It is

inmportant for me to say ExxonMbil is aligned with the
Governor, the legislature and the people of Al aska
regarding the overall objective—awe are comitted to
nmovi ng the Al aska Gas pipeline project forward.

1:07:36 PM
ExxonMobi| enbraces the concept of conpetition all
over the world and is ready to participate in a fair
mar ket based conpetition. we under st and t he

overarching goal of [the Al aska Gasline |nducenent Act
(A A)] is to create open conpetition but due to the
prescribed conditions included in AGA it wll not
achieve this goal. A prescriptive bidding process wll
not allow the flexibility needed for individual
applicants to weigh the risks associated with this
basin opening nega-project and propose what is
necessary to manage these ri sks.

It is inmportant that AG A allow applicants to define
how they could achieve the State' s objectives rather
than prescribing specific requirenents that nust be
met. To ensure the best result, AG A should establish
broad key objectives and allow applicants flexibility
in mneeting those objectives and in defining the
requi renents that are necessary to nake the project
comercially viable. If you were to anmend AG A to
make it objective driven, it would result in an open
conpetition, maximzing the nunber of applicants and
allowng those applicants to propose innovative
sol uti ons.

As such, we suggest AGQ A be nodified to establish an

objective driven process — define the state’ s broad
obj ectives, request proposals as to how applicants
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intend to neet or not neet those objectives, evaluate
the proposals and then select the one that best serves
Al aska’' s needs. If none neet the State's overal
obj ectives then you can always reject them or opt to
negotiate with the party that nost closely neets your
needs.

1: 09: 34 PM

CO-CHAI R GATTO asked what is the issue that ExxonhMbil has wth
the 20 objectives that are included in AGQ A

MR. MASSEY advised that the broad, key objectives described by
AGd A should relate to: maki ng sure that the project delivers
the nost value for the state; making sure that gas is provided
for Alaskans; making sure that people can access the pipe so
that explorers can get their gas down the pipeline; and naking
sure that Al askans will have the opportunity for the jobs that
the pipeline creates. Then, he continued, the state should
allow the applicants to lay out how they intend to neet those
obj ecti ves.

1:10: 47 PM

CO- CHAIR GATTO surm sed that ExxonMobil would like to see the
remai ning 15 objectives deleted and that then it would submt a
pr oposal .

MR. MASSEY sai d yes.
1:11:01 PM

REPRESENTATI VE SEATON stated his understanding that there is
not hi ng that prevents ExxonMbil from comng forward right now
with a proposal to build a pipeline under those conditions. He
asked why this has not happened.

VR. MASSEY responded that ExxonMbbi l has been asked to
participate in an open, conpetitive process which has been laid
out in AGA and that ExxonMbil has not been asked to provide a
proposal that neets its needs. He said that ExxonMobil did do
that once before in what is referred to as the old fiscal
contract. The process that the administration has laid out is
an open, transparent, conpetitive process which ExxonMbil 1is
ready to participate in as long as it is allowed to participate
in such a way that the conpany can describe what is necessary to
make the project comercially viable, and to neet the state's
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obj ecti ves. M. Massey stated that it would not be in
ExxonMbbi|l's best interest to participate outside of the open
conpetitive process when that is the direction that the state is
trying to go.

1:14: 14 PM

CO CHAIR GATTO commented that the AG A bill was introduced on
April 4, 2007, and that prior to that date anyone could have
conme forth with a plan for noving gas. He inquired whether the
i ntroduction of new gas is sonehow detrinmental to ExxonMbil's
ability to sell existing gas in the open narket at a higher
pri ce. Is it an advantage or disadvantage for ExxonMbil to
nmove forward at this tinme, he queried.

MR. MASSEY responded that it is an advantage for ExxonMbil to
move the project forward when it is comercially viable.

1: 15: 39 PM

CO CHAIR GATTO asked at what point would ExxonMbil determ ne
whether it is commercially viable.

MR. MASSEY stated that conmmercial viability is determ ned by
| ooking at a conbination of different factors: the ability to
execute the project, the ability to mtigate the risk associated
with the execution, and the range of project costs versus the
anticipated range of future gas prices. If the project is
judged to be viable, then the conmpany woul d nove forward.

1:17: 20 PM

CO CHAIR GATTO inquired as to who gathers the information and
makes the decision on whether or not to nove forward - the
corporation's board of directors, a group of other people, or
one person.

MR. MASSEY responded that a set of people within the conpany
woul d nmake the decision together after weighing and discussing
the information provided by all of the experts in each of the
di fferent aforenentioned categories.

1:18: 27 PM

CO CHAIR GATTO acknow edged the difficulty in making such a
deci si on.
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1:18: 46 PM
MR. MASSEY continued with his presentation:

To understand why it is inportant to wuse broad
obj ecti ves as opposed to prescri bi ng specific
requirenents it is helpful to review project risks and
i ssues surrounding its developnent that will have to
be addressed by an applicant.

Because there is a perception this is “sinply” a gas
treating / gas pipeline project, the tendency exists
for many to underestinate the size, nagnitude, and
risks associated with this wundertaking. The Al aska
Gas Pipeline Project is a world-scale undertaking with
significant risks. In fact, the Project would be the
| ar gest private investnent in North America -
significantly larger than nost “nodel” worldw de oil
and gas “nega” projects. There is not really another
proj ect that conpares.

Because of this size, many factors inpact conmercia

viability.

1:19:40 PM
First there is cost: Qur previous estinmate of $20
billion [in 2001 dollars] is now substantially higher.
Since 2001, st eel prices have nearly doubled.
| ndustry and construction | abor costs are experiencing
hyperinfl ati on. In addition, world-w de nega-projects

are placing pressure on pricing and availability of
gl obal materials, and skilled manpower.

Next there is gas price: Despite recent increases,
natural gas prices remain highly volatile. The price
of natural gas before 2000 was |less than currently
estimated gas treating and transportation costs.

1:20:17 PM
Finally, there are many other risks: These include
cost overruns, schedul e del ays, construction
condi ti ons, and regul atory and State fiscal
uncertainties. It is also inportant to note that

project investnents would have to be made over a
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period of 10 or nore years before gas flows down the
pi peline and is sold at the marketpl ace.

Wth size cones conplexity, and an even (greater
prem um on getting the design concept, contracting and
mar keting plans right.and then executing these plans

efficiently and effectively. Most inportantly, size
al so anplifies the consequences of poor execution. |If
a mstake is nade on this project it would cost us all
dearly.

The State of Alaska cannot anticipate how individua
applicants wll view these risks or how they nmay
address them Establishing a set of rigid prescribed
terms will not allow the flexibility needed for

i ndi vi dual applicants to weigh and nmanage those ri sks.
1:21: 16 PM

It is also inportant to understand how pipelines are
financed which is a key reason why AG A should allow
flexibility in pr oposi ng upstream termns.
Commercially-sound oil, gas, and pipeline projects
traditionally have been able to obtain financing if
they have strong sponsors with proven track records
and the financial strength to both provide sponsor

equity and to backstop key project commitnents. For
the Alaska gas pi peline project, key proj ect
coommitments take the form of firm Jlong-term gas
transportation conmtnents. Firm transportation

commtnents are binding obligations nmade by conpanies
to pay for the cost of reserving a quantity of gas
capacity as shippers on a pipeline over a specified
period of tinme, typically nmany vyears. These
commitnments are made during an “open season”, which,
according to FERC Order 2005 for the Al aska gas
pipeline, is a period of at |east 90 days during which
any and all prospective gas shippers can neke binding
commtnments for a specific volune of transportation
capacity.

Financial institutions generally require substantial

long-term firm transportation conmtnents to provide
funding for a gas pipeline project. These comm tnents
must be provided by creditworthy shippers. In this
case, the shippers wll be +the Producers, and,
directly or indirectly, the State or the State’'s
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shi pper. These firm transportation commtnents are

substantial, in the tens of billions of dollars and
must be paid whether the shipper nmaking those
conmmitments actually transports gas through its

reserved capacity. The shipper is also required to pay
this commtnment regardless of the price of gas in the
mar ket pl ace.

1: 22: 59 PM

Pipeline investors wuse these firm transportation
commtments from shippers to show creditors they have
capacity confirmed over a sufficient duration to
secure financing and nust rely on the financial
strength of the conpanies backing the transportation
commtnments to secure project financing. Thus, the
devel opnent costs and the associated over-run risk are
ultimately borne by the shipper via this commtnent.
In other words, shippers nust make long-term ship or
pay transportation commtnments and agree to pay
transportation and treating rates that are based on
the ultimate cost of the pipeline and treating
facilities. The only information known in advance of
maki ng these conmtnents will be a projection based on
each project entity’'s initial estimate of costs.

1: 24: 11 PM

For that reason, the parties taking the risks need to
be able to manage those risks. The Producers, as
shi ppers, cannot naeke firm transportation conmtnents
during an open season unless they are confident the
gas pipeline project can be built cost effectively and
operated on a long-term comercially viable basis,
i ncluding being conpetitive with other sources of gas
supply. This is especially true for a project of this
magni t ude.

The exi sting prescriptive terns Wil | precl ude
| easehol ders from being able to make a conform ng
proposal which would deny the state the opportunity to
even consider ternms from the parties who hold the
| argest stake in the project’s successful devel opnent.

1: 24: 52 PM
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Let ne now talk about the inportance of alignnment
between the State and the Producers and the benefits
of a Producer project.

Maxi m zing the value to the State of Al aska and the
resource holders neans selecting the right design
concept for this nega-project and then executing the
project to deliver the | owest possible cost.

On a nega-project of this size and magnitude, project
construction and operating experience should be a
significant consideration. Only a limted nunber of
conpanies have denonstrated the capabilities and
financial strength to effectively participate in and
manage worl d-scal e mega- proj ect s.

1:25:29 PM

COCHAIR GATTO inquired whether M. Massey believed that
ExxonMobil is the only one in Al aska that can do this.

MR. MASSEY noted that ExxonMbil is a large resource owner and

al so holds the | argest discovered gas resource. He said that he
thinks the State of Alaska is very fortunate because it 1is

ExxonMobi|l that wll put up the necessary firm transportation
cormitment (FT) along with the other |arge stakehol ders, "BP and
ConocoPhi | I'i ps". He said that ExxonMobil cannot do the project

by itself, that it will take all three conpanies.
1:26:21 PM

CO-CHAIR GATTO asked whether ExxonMbil would or could do the
proj ect independently.

VR. MASSEY stated that it wi || take ExxonMobil, BP,
ConocoPhillips, and the State of Al aska. "Until we are all
aligned on the project it just is not going to happen," he said.
1:26:56 PM

MR. MASSEY continued with his presentation:

The Producers have nega-project experience on numerous
projects world-wide and have denonstrated success in

meeting project objectives. For exanple, ExxonMbbil
operates in nearly 200 countries and territories and
on every continent except Antarctica. W are the
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world’ s largest non-governnent producer of both oil
and natural gas. ExxonMobi |l ’s gl obal pr oj ect
devel opnent conpany is unique within industry. This
gl obal devel opment conpany |eads the industry in
project cost and schedul e perfornmance. Nearly 90% of
ExxonMobi | projects with costs greater than $1 billion
are delivered within 15% of estimated costs at the
time of project funding and nearly 80% of those were
delivered wthin 15% of the funding schedule.
ExxonMobi|l’s superior performance was independently
validated in a report (dated Septenber 21, 2005)
publi shed by Sanford C. Bernstein and Co. On the
topic of project delays, the report stated “Exxonhbbi l
cane out on top of this analysis, with the |owest
slippage rates, despite undertaking sone of the

| argest projects. W Dbelieve this to be a direct
result of its highly conpetent internal devel opnent
company, which assunes full responsibility for

monitoring a new project from idea to profit.”
Conmbi ning our capability with BP and ConocoPhillips
wil | provide the Dbest chance of delivering a
successful project.

1:28:16 PM
The Producers also have Arctic experience in Al aska
and throughout the world. ExxonMbbil’s arctic
experience 1is extensive - over 40 years - wth

devel opnents in multiple types of arctic environnents.
Qur Arctic offshore activity started in 1966 with the
installation of the 1ice resistant Ganite Point
platform in Alaska’s Cook Inlet, which is still
producing oil. In the 1970's we provided a
significant anmount of research and engineering for the
Prudhoe Bay project, where our conpletion designs for
permafrost were of key inportance to the project. W
al so devel oped the conbined hydraulic flow nodel and
thermal sinulator on which the design of TAPS was

based. In 1984, we installed the Concrete 1sland
Drilling System (CIDS) to drill exploration wells in
the Al aska Beaufort Sea. This was the first nobile
drilling platformto operate in the ice covered waters
of the Beaufort. |In addition to our Arctic experience
in Al aska, ExxonMbbi|l also has extensive Arctic

experience in Canada, developing the Norman Wlls
Field in the Muckenzie River area near the Arctic
Crcle. O fshore Newfoundland, we conpleted the
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Hi bernia platform the first and only iceberg
resi stant offshore structure in the world. |In Russia,
we recently started up the Sakhalin 1 devel opnent
which involved an offshore drilling platform where
C DS was reused and renamed Olan, an onshore dril
site where we have set new industry Ilimts for
extended reach drilling, an onshore oil, and gas plant
with a capacity of 250,000 barrels per day, and
purpose built tankers which are used year-round. Al
of this work 1is being done in an arctic and
seismcally-active area. At Sakhalin we are currently
produci ng 250,000 barrels of oil per day. | hope you
see from these exanples that l|arge projects wth
significant conplexity are what we do and we are
extrenely qualified to take on this work.

These successful efforts were the result of a |ong-
term comritnent to technol ogy devel opnment which has
pl ayed an inportant role in the advancenent of oil and

gas developnment in Al aska. ExxonMobi | bel i eves
innovation is the key to neeting the world s energy
chal | enges. Technology is the |Ilifeblood of our
industry, and it always has been. W are the |eader
in our industry in technology devel opnent. In 2006,
we spent $730 million on technol ogy devel opnent and we
have spent nore than $3 billion since 2002.
1:30: 38 PM

In addition, ExxonMbil has denonstrated world-class
| eadership in safety, heal t h, and environnent al
per f or mance. ExxonMobil is a leader in operating
efficiency and a pacesetter in operating safety. CQur
total recordable incident rates for enployees and
contractors are substantially below the average of US
Petrol eum I ndustry benchmark of participating Amrerican
Petroleum Institute conmpanies. W believe a conpany’s
commitrment to the highest standards of safety, health
and environnmental care manifests itself in superior
performance in all aspects of its operations.

1:31: 09 PM
In addition to our operational excellence, ExxonMobil
has the financial strength to make this nega-project a

reality. ExxonMobi | has consistently naintained one
of the strongest financial positions of any conpany in
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the world. W are one of just a few public conpanies
to maintain the highest credit rating from Standard
and Poor's (AAA) and Mody's (Aaa), and we have done
so for each of the last 88 years. Qur wunparalleled
access to financial resources gives us the flexibility
to pursue opportunities worldw de throughout the
econonmc cycle with the know edge that they can be

fi nanced. Host governments recognize this strength
and its inportance as they look to develop their
resources and econom es. As an exanple of that
strength, ExxonMbil's project financing experience
exceeds $30 billion in value for recently conpleted
and ongoing activities. Qur efficient managenent of
| arge scale project financings is a critical piece in
t he overal | success of Exxonhbbi |’ s pr oj ect

i npl ementati on record.
1:32:12 PM

It is inportant to renmenber that the Alaska gas
pi peline project is a basin-opening project that wll
benefit the State and the oil and gas industry in
Al aska. Basi n- openi ng projects throughout the world
have progressed and been successful when there is
al i gnment between the host gover nnment and the
| easehol ders. The Producers and the State both want a
pipeline project to comercialize the known ANS gas
resources and open the basin to gas exploration. So

at a very high level we are aligned.

We believe a Producer gas pipeline project will result
in maxi rum value to the State and the Producers. The
reason is the Producers and the State have maxi mum
incentive to control costs. Low capital and operating

costs, whi ch result in | ower treating and
transportation costs, and access to prem um market
price, result in higher netback value on gas. | t
should be noted that the State wll receive the
majority of its revenue from the value of gas sales
via revenue received under its | ease royalty

agreenents and from production taxes, which are val ued
based on the netback received fromthe gas.

Third-party owners do not share the sane incentives in

that they actually benefit from increased capital
costs.
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Based on the demand for workers that this project wll
generate, Al askans are obviously key to successful
proj ect execution. Both the State and the Producers
want Al askans to benefit from the nmny job
opportunities that wll exist. When you consider
carefully the options available, a Producer pipeline
wi |l provide maxi numvalue to the State of Al aska.

We believe that financial strength, experience and the
ability to get the job done should be critical
conponents of any eval uation of proposals.

1: 34: 03 PM

For us to progress the project and mtigate its
inherent risks, we wll need sone things from the
St at e. Let ne discuss the inportance of predictable
and dur abl e fiscal terns for t he upstream
participants. Because of the nature and magnitude of
the risks associated with this project - tens of
billions of dol | ars of financi al conmi t nent s,
unpr ecedent ed cost and scope, pot enti al for
construction delays, as well as the inevitable risks
associated with the commodity price of gas - fiscal
terns that are predictable and durable are necessary.
This is a comon thread for all of our nega-project

investnments in basin opening devel opnents. In all
such cases, we are willing to take geologic risks, we
are willing to take cost risks, and we are willing to

take comodity price risks, but we cannot take the
risk of fiscal terns changing. Let nme expand on this
i mportant concept further. The first two risks,
geologic and cost risk are risks for which we have
devel oped an industry |eading expertise to nmanage.
This is what we do day after day at EM Mar ket ri sk
is inevitable in a commobdity business such as oil and
gas and we nmanage that by attenpting to ensure that we
deliver those products into the highest value market.

Fiscal risk, however, is of a conpletely different
nature and wholly outside of our control. W nust
have agreenents that wll allow us to develop this

mega- proj ect under predictable and durable ternms, so
that we can make an adequate investment decision. |If
fiscal terms can be changed in the future, then we are
not able to nmake a well founded investnent decision on
behal f of our sharehol ders.
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The Alaska Gas Pipeline Project will require nassive
investnments to be nade over a period of nany years

bef ore any revenue (IS gener at ed from those
i nvest ments. As a result, increases in taxes on oil
and gas related activities during the life of the

project could significantly inpact the comrercial

viability of the project and offset the benefits of
taking on a project of this magnitude. Because fisca

terme could be nodified under the proposed AGdA
| egislation, it does not provide the fiscal stability
necessary to ensure a commercially viable project.

1:36: 25 PM

CO CHAIR GATTO inquired whether a l|legislated 10 year certainty
on tax rates is sufficient for ExxonMbil, provided that it is
ruled legally perm ssible.

MR. MASSEY said that his wunderstanding of AG A is that the

proposed 10 years is on the gas production tax. However, he
said, there are nore fornms of "take" within the State of Al aska
than just the gas production tax. Locking in one piece of the
take while |eaving open all the other pieces of take still does
not provide any fiscal stability because it can just be changed
in another form of the take. There needs to be an agreenent
between the state and the producers as to how the revenue
generated from the project will be shared over the life of the
proj ect . Until that is known, ExxonMobil cannot nake a good

i nvest ment deci si on. M. Massey said that he does not know how
to run the economics if he does not know what the terns are
going to be, and that he wll have to assune that they will go
up. On a nega-project of $20-30 billion in magnitude, this is
too big of a risk to take, he said.

1:38:23 PM

CO CHAIR GATTO requested M. Mssey to give sonme exanples of
other jurisdictions where the certainty that ExxonMbil is
asking for - longer than 10 years and maybe the life of the

project - already exists.

MR. MASSEY referred Co-Chair Gatto to ExxonMbil's interim
fiscal finding that was done for the previous effort. The
finding includes an analysis of approximtely 50 projects across
the world where these types of arrangenents have been nmade.
Especially on nega-projects of this nagnitude, he stressed, it

HOUSE RES COW TTEE -16- April 12, 2007



is not unusual to see terns much longer than 35 years and none
of those projects really conpare to this project.

1:39: 27 PM

CO CHAIR GATTO stated that he has seen the docunent and revi ewed
the nanes of the places where terns of certainty were provided.
However, he noted, many of these places are politically unstable
so that any [contractual] certainty will only last until the
next mlitary coup, in which case the project is jeopardized in
its entirety. He requested exanples of long-termtax stability
agreenents in Europe and places that are considered politically
st abl e.

MR. MASSEY responded that whether this project was in the United

Ki ngdom (UK) or Texas, ExxonMbil would still require this sane
sort of wunderstanding because it is a $20-%$30 billion nega-
project, not one well. Additionally, he renmarked, there is no

project that is even conparable in the UK
1:40: 58 PM

CO CHAIR GATTO commented that there would seem to be a benefit
to knowi ng that the reserves are proven

MR. MASSEY acknow edged that this obviously helps a |Iot.

However, he argued, the estimated 35 trillion cubic feet (tcf)
of discovered resource is not enough. He said that 50 tcf is
needed because of the 35-year period of the project. Wile this
is not of too nuch concern based on the estinmates of North Sl ope
gas, finding nore gas to keep the pipeline full is still an
i ssue.

1:42: 15 PM

REPRESENTATI VE SEATON asked if the <concern about the gas
production tax exenption, as witten on page 21 of CSHB
177(0&G, is that the tax will be increased between the tinme the

license is issued and the open season. He inquired whether
ExxonMobi| would be nore confortable with fixing the rate at the
time of licensing and having this rate continue until 10 years
after the open season. Is it this certainty that you want, he

asked, or is it a negotiation on rate that you are wanti ng.
MR. MASSEY acknow edged that the words "lock in the rate" nake

sonme people nervous. \Whether it is inconme tax, production tax,
or property tax, he said, the rate can change over tinme as |ong
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as ExxonhMbil knows what the rate will be at the start of the

project. The rate can be flat, declining, or increasing as |ong
as the agreed-upon rate results in a commercially viable
proj ect . He reiterated that he cannot run the econom cs and

make a sound decision today because the rates on all of the
t axes can change.

1:44:56 PM

REPRESENTATI VE SEATON inquired if he is correct in understanding
that M. Massey's answer neans that ExxonMbil's needs woul d be
satisfied if the tax section on page 21 were to provide the
certainty of a tax rate that will continue from the tinme of
licensing, the 3 years between licensing and open season, and
then for 10 years after the close of the open season.

MR. MASSEY replied that 10 years is inadequate for a project of

this nmagnitude, that the term nust be for the life of the
project so that ExxonMbil can run the economcs. He reiterated
that the production tax rate is only one form of take. If this

is the nodel for the system that is to be used, then the take
for inconme, property, and other taxes nust al so be defined under
this nmodel so that he can run the econom cs.

1:47:13 PM

REPRESENTATI VE SEATON asked if what M. Massey is saying is that
ExxonMobil wll not participate in building the pipeline as a
producer if locking in the tax rates for the life of the project
is ruled unconstitutional.

MR. MASSEY offered his opinion that there is little question
that the constitutionality issue will ultimately be resolved in
court. He pointed out that the Stranded Gas Devel opnent Act
(SGA) had a 35-year term in the belief that it was
constitutional based wupon Ilegal opinions received by two
adm ni strations. He said that ExxonMbil's viewis that it wll
be ruled constitutional to agree on what the revenue share is
going to be over the term of the project. However, if it is
rul ed unconstitutional the court can be asked to provide advice
in its ruling as to what needs to be done to make it work and
adj ustnments can be made that are based upon the advi ce.

1: 49: 08 PM

REPRESENTATI VE ROSES voiced his concern about going to court
over the constitutionality 1issue because it wll cause a
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substantial time delay during which nothing noves forward. He
suggested that a way around the tax rate issue mght be for the
state to receive a percentage share in the volume of product
i nstead of charging a tax. He asked whether this could be used
as a neasurable quantity for determining the financial viability
of the project.

MR. MASSEY pointed out that 1in its <contract [under the
previ ously proposed SGDA] ExxonMbil had commtted to continue
the project up to a certain level of spending even if there was
a judicial challenge, although he could not recall the anount.
He stressed that ExxonMbil was ready to risk a significant sum
of noney while that judicial challenge was going on because of
its belief that the tax rate would be ruled constitutional. He
said that in his view, Representative Roses is right in ternms of
a way to share the risk because if the state takes its revenue
in a share of the gas, then that elimnates a lot of the other
i ssues.

1:52: 01 PM

REPRESENTATI VE  GUTTENBERG asked  whet her ExxonMobi | woul d
wi thdraw from the contract should the 10 year production tax
exenption be found unconstitutional.

MR. MASSEY replied that if the courts decide that the tax
structure of AGA is not constitutional, ExxonMbil would have
to re-visit the issue to determine if it would be possible to
craft a constitutional tax provision. "W would not be able to
go forward until we understand what the deal is,"” he said.

1: 53: 28 PM

REPRESENTATI VE GUTTENBERG asked if these were conditions that
ExxonMobil would like built into the contract.

MR. MASSEY answer ed yes.

1:53:39 PM

REPRESENTATI VE GUTTENBERG asked what would happen if the state
was unable to provide a level of fiscal certainty satisfactory

to ExxonhMobil .

MR. MASSEY responded that he believes the court would provide
gui dance as to how to nmake it constitutional. He reiterated
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that he believes the tax exenption provision is constitutiona
and that ExxonMobil will be ready to spend funds and go forward
during any constitutional chall enge.

1:54:12 PM

CO- CHAIR GATTO read, in response to a prior conment, the nanes
of countries, and noted that he did not see any European
countries on the |ist. He opined that no countries on the |ist
were equivalent to a United States or Al askan operati on.

1:55:13 PM
REPRESENTATI VE ROSES requested further detail on the need for

fiscal certainty, noting that in business |enders my require
that a | ease exceed the life of a |oan.

MR. MASSEY responded that |enders will closely exam ne any deal

but noted that in a "deal of this magnitude" |enders wll
require the full backing of ExxonMobil, whether the gas flows or
not . He opined that a consideration should be whether the

conpany has the financial strength to provide that backing.
1:57:21 PM

REPRESENTATI VE ROSES asked whether there had been any prior
di scussion of an equity split based on the vol une of the gas.

MR. MASSEY replied that is "exactly what we did for the ngjority
of the take." The prior approach had the state take and be
responsible for its share of the royalty and tax gas. The state
would then receive the benefits from the sale of that gas, he
expl ai ned.
1:58: 07 PM
CO CHAI R GATTO asked if "you inked your nane on that agreenent."”
MR. MASSEY answered that ExxonMobil had been ready to do so.
1:58:15 PM
CO CHAI R GATTO put forth for consideration

If we Ilooked today at the value of the gas,

alnost $8 and the tax at 22 and one-half percent, and
the royalty, and figured out that that equaled 25
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percent of the value of the gas and said tell you what
-- Wiy don't we beconme a one-quarter, three quarter
partner. That's as sinple a contract as anyone could
come up wth. It would end taxes, it would end al
the wuncertainty except for the price, but then we
woul d all suffer equally or be blessed equally.

He asked whether the aforenentioned scenario was sonething
ExxonMobi | woul d consi der.

MR. MASSEY said "where do we sign?" He went on to say that the
actual percentage share in any partnership arrangenent would
need to be considered. He opined that the aforenentioned
concept is one that would allow the state and ExxonMobil to work
together to mnimze the risk associated with the project.

1: 59: 35 PM

REPRESENTATI VE ROSES clarified that he does not support the
state owning a part of the pipeline. Instead, he suggested that
it mght be possible to establish fiscal certainty downstream if
the state took its share of the gas in-kind. He did not suggest
that the state share the expense of building the pipeline.

2: 00: 22 PM

COCHAIR GATTO commented that the tariff 1is an extrenely
inportant part of the value of the gas. He opined that the
state may want to own a piece of the pipeline. He offered his
belief that the tariff provides consistent inconme, whereas the
incone fromthe gas varies depending on the price of gas.

2:01: 15 PM

MR. MASSEY responded to a question about the $500 nmillion state
contribution proposed in AG A by stating that he approves of the
anendnents made to allow individual applicants to propose how
they would propose to use the $500 mllion. He descri bed that
change as consistent with his belief that AG A should be nade
| ess prescriptive so that the applicants have nore |eeway to
describe how they propose to address different aspects of
comercial viability. He said that the $500 mllion "is not a
big deal"” to ExxonMobil and offered that if the state is going
to put noney into the project, it should be a participant. He
advocated that joint ownership nmay align the partners to execute
t he project.
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2:04:54 PM

MR. MASSEY continued with his presentation:

Devel opmrent of a predictable and durable fisca
framework nmeans that the ternms agreed between the
Producers and the State recognize the magnitude and
ri sks associated with the project; balance State and
Producer needs; and provide for the calculation of
total State take in a transparent and predictable
manner .

2: 05: 42 PM

AG A should allow market participants to put forward
their best proposal on what is required to make the
project viable, thereby creating a conpetitive process
that will allow the State the opportunity to consider
t hose proposals that have the best chance of actually
delivering on the prom se of an Al aska gas pi peline.

| would like to now give sonme specific feedback on
AG A which is based on the conclusions and principles
|"ve nmentioned. I will also outline sone additiona
t houghts on how AG A should be nodified to provide the
best chance of a successful result. For exanpl e,
alignnment between the State and the |easeholders is
essenti al to a basin opening project of this
magni tude. Therefore, establishing the right approach
going forward is the nost inportant activity for the
project at this tine. It is inportant that AG A bring
together the upstream and the mdstream and provide

for an integrated proposal. Let nme expand on this
poi nt . The upstream and mdstream at sone point in
time will have to cone together. The reason is sinple
— the upstream pays for the mdstream When | say

upstream | nean the revenue generated from sale of the
gas and liquids fromthe pipeline project. To be able
to calculate the revenue from the upstream we nmnust
have clarity on the taxes and royalty fromour oil and
gas operations and the taxes and royalties nust be set
at a level that makes the project viable. 1In order to
ensure a viable project from the outset, we believe
this nmust be done at the beginning. At a mninmm any
proposal should denponstrate how a successful open
season woul d be achi eved.
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2:06: 58 PM

As | discussed previously, with regard to upstream
terms, the proposed upstream i nducenents would require
significant nodification to ensure a commercially
viable project is obtained. It would be better to
| eave that issue open for now and allow an applicant
to make a proposal to address those terns.

AG A also prescribes activities that nmust be conpl eted
within a specific timeframe or date certain. Setting
arbitrary target dates is not consistent wth good
proj ect managenent practices. Further, m |l estones are
not necessary if the project is comercially viable.
The Producers’ builder wll progress the project at
t he maxi mum prudent pace, consistent with the industry
proven “gate” process for project devel oprment.

2:07: 39 PM

In general, AG A lacks specifics on key fiscal terns
and other requirenents. To address these gaps, AGA
gi ves commi ssi oners br oad authority to adopt
additional requirenents and establish regulations.
Not knowing the requirements now creates significant
uncertainty.

Finally, because of the conplexity and risk associated
with this project, the parties nust have an efficient
and inpartial neans of handling disagreenents when

they arise. W believe project related agreenents
shoul d provide for binding neutral arbitration as the
mechani sm for resolving disputes. Bi ndi ng neutral
arbitration is wi del y utilized in u. S and

international comrercial agreenents and is not a new
concept with the State of Alaska. Arbitration is the
method used to resolve disputes under the State’'s
Royalty Settlenent Agreenents. In addition, Al aska
courts have recogni zed a strong public policy in favor
of arbitration.

2: 08: 34 PM
CO CHAIR GATTO said that in his experience, arbitration can be a

sl ow process. He asked whether binding arbitration would apply
to project |abor agreenents.
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MR. MASSEY replied that ExxonMobil proposes that binding neutral
arbitration apply to the relationship between the producers and
the state. In response to a question, he agreed that the
arbitration proposed by ExxonMbbi l would follow comonly
accepted procedures whereby each side picks an arbitrator, and
the two arbitrators pick a third arbitrator.

2:09: 23 PM

REPRESENTATI VE GUTTENBERG asked if the producers use binding
arbitration for disputes between thensel ves.

MR. MASSEY replied that the "our agreenents govern how we make
deci sions," such as voting. He said the producers have not had
a dispute which has required | egal or other proceedings. He put
forth that the parties have agreed that they need to work
towards arbitration should there be a nmjor disagreenent anong
t hensel ves. He responded to a question by stating that in the
past 30 vyears, the producers have been able to work out
di sput es.

2:10:28 PM

CO CHAIR GATTO asked what type of arbitration was in existence
at the time of the Exxon Val dez tanker incident [1989].

MR. MASSEY opined the issues there were handled through the
courts.

CO- CHAIR GATTO noted that the aforenmentioned litigation has
"taken a lifetine," and opined that binding arbitration nmay be a
much qui cker dispute resol ution procedure.

MR. MASSEY agreed that binding arbitration is a nore efficient
process for handling disputes.

2:11: 23 PM

MR. MASSEY continued with his presentation:

W also note that the House Gl & Gas Conmttee and
the Senate Resources Committee made a nunber of
amendments to AQ A Whil e substantial work needs to
be done to make AG A truly objective, several of the
proposed changes noved in the right direction,
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i ncl udi ng maki ng t he state’s entire capita

contribution a bid variable, beefing up evaluation
criteria, recognizing the need to include terns in a
contract and requiring legislative approval of any
license award. Unfortunately, steps were also taken
that will likely Iimt the nunber of potential bidders
by elimnating any confidentiality protection for a
licensee’s proprietary and trade secret data and
i nposi ng new prescriptive terms such as requiring any
bidder to forego its legal rights to challenge an
i nproper award. What we have at this stage is an AG A
bill that renmains too prescriptive to solicit the
quality market based bids necessary to nove the
proj ect forward.

: 128 PM

In closing, | would like to reiterate that ExxonMobi l
is commtted to noving the gas pipeline project
forward. Qur conpany possesses the financial strength
and project experience required to make this project a
success. W are ready to work with the Adm nistration
and the Legislature to establish a framework that
recogni zes the integrated nature of the project and
mtigates the risks |1've discussed to allow the
project to progress. W would suggest AG A be anended
to include a broad objective driven franmework that
sets out what the State wants to achieve. AG A should
al l ow each applicant to propose how best to neet those
objectives and to identify what is required from the
State to advance the project. This process wll
secure nor e vi abl e appl i cati ons, Create nor e
conpetition and afford the State the opportunity to
secure the nost value. W are ready to participate in
a conpetitive, open, and transparent process under the
approach 1’ ve outlined.

Thank you for your attention and for the opportunity
to address this inportant topic today. | look forward
t o addressi ng your questions.

2:13: 34 PM

REPRESENTATI VE ROSES asked for nore clarification of
"objective driven" concepts referred to above, noting that

i ssues discussed appeared to be objective. He asked whet her
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conpliance wth Regul at ory Conmm ssi on of Al aska (RCA
requi renents i s an objective issue.

MR. MASSEY replied that ExxonMobil believes the project will be
regul ated by FERC and RCA will not have a role.

2:14: 28 PM

REPRESENTATI VE ROSES asked whether "access to nmarket capacity”
is an issue in ternms of the desire for an "objective driven
docunent . "

MR. MASSEY suggested that the applicant should be allowed to
decide how it wll assess market capacity. He suggested that
the applicant may be able to cone up with an approach preferable
to a mandated bi ennial review of market issues.

2:15:47 PM

CO CHAI R GATTO asked whether ExxonMbil would object to review
of market factors such as cost and demand every two years to
possi bly make adjustnments so that as nuch gas can be produced as
i s reasonabl e under the circunstances.

MR. MASSEY responded that pipelines are expanded frequently, and
that pipeline conpanies wrk wth suppliers and shippers
regardi ng expansion nechanics and funding. He rem nded the
commttee that FERC oversight applies in these situations, and
that any parties can go to FERC He opined that the issue of
expansion should be left to the applicant to provide in its
pr oposal . The state could then review that aspect of the
proposal just |ike other terns.

2:18: 48 PM

REPRESENTATI VE SEATON said he is trying to ascertain the answer
-- |Is ExxonMobil willing to have an assessnent every two years
of whether there are other parties who want to ship gas down the
pi pel i ne?

MR. MASSEY asked that his coment not be m sinterpreted. Hi s
suggestion is that the applicant be allowed to nake its proposal
in this area. He noted that an applicant my propose that
mar ket factors are reviewed far nore frequently than every two
years.
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REPRESENTATI VE SEATON noted that currently AQ A proposes a
review "at |east” every two years" [AS 43.90.130(5)].

2:20:14 PM

REPRESENTATI VE ROSES reiterated his desire to determ ne which
application factors are objective driven and which are not. He
offered his belief that a requirenment for review every two years
is objective driven, regardless of whether two years is the
appropri ate nunber or not.

MR. MASSEY replied that the objective for the state is to ensure
that the pipeline could be expanded. It should be left to the
applicants to describe the process they propose to ensure
expansi on, he suggest ed.

2:21: 37 PM

REPRESENTATI VE ROSES noted that requirenment nunber six [AS
43.90.130(6)] requires the applicant to commt to expand the
proposed project in reasonable engineering increnments wth
commercially reasonable terns. He asked whether it is in the
best interests of the pipeline ower to always build in an
expansion capability, therefore that term does not need to be
| egi sl at ed.

MR. MASSEY stated he bel i eves t hat t he af orenenti oned
characterization is correct.

2:22: 29 PM

REPRESENTATI VE ROSES asked whether the wtness considered the
ternms [regarding pipeline expansion] to be objective driven.

MR. MASSEY replied no.
2:22:3 PM

REPRESENTATI VE ROSES asked about AS 43.90.130(7) which requires
an applicant to commit to "propose and support recovery of
mai nl i ne capacity expansion costs,” which he characterized as
l[imting the roll-in costs to not exceed 15 percent "above the
initial maximum recourse rates from the North Slope to the
project's downstreamtermnus ..." He asked whether the w tness
considered this "an objective driven statenent."”

MR. MASSEY replied that he does not.
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2:23: 04 PM

REPRESENTATI VE ROSES asked whether this requirenent could be re-
structured to be "objective driven."

MR. MASSEY responded that obviously it is very inportant for the
state to understand how each applicant would propose to deal
wi th pipeline expansion. However, he stated his confidence that

t he business community "knows how to do these things." He said
that given the state's interest in this area, every applicant
should be required to describe in detail how it proposes to

treat issues related to future expansion.

2:24: 34 PM

REPRESENTATI VE GUTTENBERG asked whether it 1is a reasonable
choice for the state to require applicants to describe their

pl ans for future expansion and exploration.

MR. MASSEY said he did not intend to inply that the state's

interest in this area was unreasonable. However he reiterated
his preference that the applicant be allowed to describe its
approach to future expansion and exploration. He went on to

opi ne that under the Alaska Natural Gas Pipeline Act ("ANGPA"),
the United States Congress struck what it determned was the
proper bal ance between encouraging initial i nvestnment and
encouragi ng exploration and future expansion. He enphasized
that basin opening projects require alignnent between the state
and the producers. He opined it nost likely that the producers
will build the project because that approach wll provide
maxi mum benefit to the state. He said that Congress gave FERC
unprecedented abilities to mandate a FERC mandated expansion to
benefit explorers. Therefore, to sone extent this issue has
been dealt with and delegated to the right agency, he opined.

2:2707 PM

CO CHAI R GATTO noted that exploration for gas may allow for the
di scovery of additional oil resources, which would benefit the
state. He sought clarification as to whether FERC nandates
future expansion, or whether it is sinply the decision nmaker in
this area.

MR. MASSEY replied that "you wll not have any trouble”

attracting additional explorers once the gas pipeline is in
operation, and indicated ExxonMbil would "be a part of that
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effort.™ He enphasized that under federal |aw, FERC has the
unprecedented right to "mandate an expansion to benefit
expl orers.™

2:28: 34 PM

REPRESENTATI VE GUTTENBERG asked whet her ExxonMbil was currently
in litigation with FERC regarding provisions which would nmandate
desi gn changes to neet open seasons.

MR. MASSEY rem nded the commttee that ANGPA was effective in
2004. The issue of FERC s ability to mandate a design change
after the pipeline builder has planned and invested substantia
suns is currently in Jlitigation, he explained. He said
ExxonMbbil has no problem with FERC nandated expansion, but
woul d i ke sone clarity on the design change issue.

2:30:58 PM

REPRESENTATIVE WLSON asked for clarification as to why
ExxonMobi| objects to the inclusion of items in the application
that the wtness has indicated wll be covered by the
applicants, such as the commtnent to expand the pipeline.

MR. MASSEY suggested that applicants be allowed to propose how
they intend to deal with expansion rather than describing it in

| egi sl ati on. He indicated that sonme itens should be in
| egislation, but others should be left to the applicant to
pr opose. He suggested that the state sinply describe its

requi renent that explorers need access to the pipeline, and |et
the applicants propose how they woul d neet that requirenent.

REPRESENTATI VE W LSON expressed some uncertainty regarding the
af orenenti oned answer.

2:33:22 PM

REPRESENTATI VE ROSES sought to clarify matters by summarizing
the witness' point as stating it wuld be in the state's best
interest if AGA was not as prescriptive regarding issues of
expansion, but rather allowed the applicants nore flexibility to
describe their plans for pipeline expansion.

MR. MASSEY agreed with the aforenenti oned summari zati on.

2:35:06 PM
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REPRESENTATIVE WLSON noted her guestion concerned the
requi renents in proposed AS 43.90.130(5) and (6).

2:35:18 PM

REPRESENTATIVE ROSES referred to AS 43.90.130(7) and asked
whet her requirenents regarding the limtation of expansion costs
to no nore than 15 percent above the initial maxi mum recourse
rates is an encunbrance to applicants.

MR. MASSEY replied yes. The issue of how potential future
shi ppers my access initial capacity and future expansion
capacity should be adm nistered by FERC for all elenents of the
project in the United States. He offered his belief that
shi ppers, being the producers, should not be required to
subsi di ze ot her expansion gas-holders at 115 percent of initia
maxi mum rat es. He described this as potentially costing the
initial shippers an additional $500 to $800 mllion a year. He
characterized this as a subsidy to the expansion shipper, and
claimed that ExxonMobil "is not in the business of subsidizing
our creditors.” He suggested that the applicants be allowed to
suggest what is necessary to achieve an acceptabl e expansi on.

2:37:16 PM

CO CHAIR GATTO referenced the possibility that ExxonMbil could
be the primary beneficiary of a rolled-in rate in sone
si tuations. Additionally, rolled-in rates initially "drop
everybody's rates,"” he said. He asked whether it was to
ExxonMobi|'s advantage to incorporate "these rules that say
rolled-in rates are really good things."

MR. MASSEY replied that ExxonMbil proposes renoving any sort of
mandates regarding expansion costs and suggested that the
busi nesses resolve these issues at the tine. He characterized
increnental rates as rolled-in rates. He cautioned that
mandat es could harm the future econom c benefits to the parties.
He enphasized that the parties should be allowed to cone to a
busi ness arrangenent, and that one party not have nore |everage
t han anot her. He offered that FERC would be able to resolve
di sputes should the parties not cone to an agreenent.

The comm ttee took an at ease from 2:40:55 PMto 2:49:48 PM

2:50: 25 PM
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REPRESENTATI VE SEATON questioned how the state's setting forth
m ni mum requirenments regarding certain aspects of the pipeline
constrains applicants from putting forth a better offer to be
eval uated by the state under the six different criteria in AGA

MR. MASSEY responded that what ExxonMobil is proposing that AG A
be anmended to renpbve prescriptive provisions, and to instead
describe the state's broad objectives. The applicants will then
propose how they will neet the broad objectives.

REPRESENTATI VE SEATON noted that the state nmay have certain
m ni mum requi renents, and suggested it is inportant to set forth
m ni mum requi renents so applicants have sone notice and clarity
regardi ng what nust be addressed.

2:54: 30 PM

MR. MASSEY said that the "nust-haves" set forth in AGA give
potential applicants an indication of what the state would Ilike
addr essed. He opined that it is difficult to discuss these
requirenents in isolation, but offered that a preferable
approach would allow nore flexibility as applicants nay want to
propose terns nore beneficial in one area, but will be penalized
or rejected if they do not neet the requirenments in another
ar ea. An overly prescriptive approach may foreclose the state
from considering options that actually have nore value to the
state, he opined. He offered that AG A has provided hel pful
information to potential applicants regarding the state's
objectives, but that a nore flexible approach will allow the
state to receive maxi mum benefits.

2:56: 18 PM

REPRESENTATI VE SEATON noted that applicants could propose nore
generous ternmns. He asked whether the state should nake clear
that there may be certain mninmumrequirenents, such as a review
of market capacity and queried as to whether the applicants
woul d |'i ke know edge of those mi ni muns.

MR. MASSEY noted that it can be difficult to assess hypothetical
situations, but agreed that they offer sone guidance for purpose
of discussion. He offered that they can be used to describe the
difficulties of a prescriptive approach.

2:57:42 PM
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CO CHAIR GATTO rem nded nenbers that AG A is currently just a
proposal, and the stakehol ders nay have the ability to influence
its final provisions.

MR. MASSEY responded that if the admnistration was willing to
seriously consider and discuss what is necessary to go forward,
ExxonMobi| would be willing to do so. He stated that as of now
the administration has set forth a particular process that
requi res anmendnents before ExxonMbil could make a conformng
bi d. He said that as currently witten AG A does not result in
a comercially viable project, therefore ExxonMbil could not
make a conform ng bid.

2:59: 10 PM

CO- CHAIR GATTO opined that comrmittee nenbers are interested in
determ ning possible necessary anendnents. He suggested that
ExxonMbbil has the ability to put forth suggestions to the
adm ni strati on.

MR. MASSEY replied that if the admnistration was willing to
consi der a proposal, ExxonMbil would provide one. However, he
said that it "is not the approach they have taken."

3:00: 45 PM

REPRESENTATI VE ROSES asked about whether AS 43.90.130(8)
regarding a North Slope gas treatnent plant (GIP) sets forth an
obj ective driven criteria.

MR. MASSEY replied that a gas treatnment plant has to be dealt

with and should be part of an applicant's proposal. He
suggested that provisions regarding valuation of existing
facilities should be left to the applicant to describe. He

responded to further inquiry by indicating that although the GIP
could be considered an integral part of the project, he has
concerns about the provisions establishing the rate and net book
val ue of the GIP.

3:02: 39 PM

REPRESENTATI VE ROSES asked about possible changes to this part
of AGQ A

MR. MASSEY replied the applicant should be allowed to describe

how it intends to roll-in assets to determ ne net book val ue of
t he GTP.
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3:03: 30 PM

REPRESENTATI VE ROSES asked whet her AS 43.90.130(9) regarding the
percentage and dollar amount that will define the level of the
state's contribution is an objective driven criteria.

MR. MASSEY responded that the state «contribution provision
should be left entirely up to the applicant to propose, noting
that the applicant may not even want a contribution, or nmay |ike
to see sone state ownership.

CO- CHAIR GATTO asked if anmending the |anguage to read "the
applicant shall determne the extent to which the state may
contribute a percentage of the project cost” would be
preferable.

MR. MASSEY responded that such a change woul d be reasonabl e.
3:05: 06 PM

REPRESENTATI VE ROSES asked whether AS 43.90.130(10) regarding
rates for the project and the GIP is an objective driven
criteria.

MR. MASSEY replied that the applicant should propose how it
proposes to structure the tariff, but he expressed disagreenent
wth ADA s mandate of not less than 70 percent debt. He said
that the applicant should be able to determine how it wants to
propose the rate structure. He indicated he understands that as
proposed the capital structure nust be "not |ess than 70 percent
debt," but suggested that although an applicant could "not do it
unless it is 60, but they give you sonething else that you
val ue, therefore you ... would want to hear that."

3:06:12 PM

CO- CHAIR GATTO suggested that the admnistration put that
provision in to help control the cost of the pipeline and to
keep the tariff at a rate where everyone is "naking good noney."
He suggested that the 70 to 30 ratio is designed to neet that
goal, and that the admnistration may be unwlling to alter this
proportion. He asked whether the wi tness would characterize
this requirenent as a "deal killer."

MR. MASSEY responded that in its l|ast proposal, ExxonMbil hoped
to achieve an 80 percent debt ratio. He reiterated that
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applicants should have flexibility to deternm ne how they propose
to neet the state's objectives. He suggested that by picking 70
percent, the state may mss an opportunity to "get sonething
t hat works better for you."

3:07:38 PM

CO- CHAIR GATTO referred to a chart and offered that the three
North Sl ope producers have a higher rate of return in activities
that do not involve pipeline construction. Based on this
hi story, he asked why the producers would want to hold nore than
30 percent of a pipeline as it may reduce their rate of return.

MR. MASSEY responded that ExxonMobil would like to own the
percent of the project that matches its percent of the through-
put so that "the anobunt of gas we have going through equals the

anount of pipe.” He went on to say that in a basin opening
project, the resource owner and the |ease holders nust be
aligned before the project goes forward. He said that

worl dwi de, the |ease holders take the lead in basin opening
proj ects because the | easeholder is the nain beneficiary.

3:10: 20 PM

REPRESENTATI VE ROSES asked whether AS 43.90.130(11) regarding
t he managenent of cost overruns is an objective driven criteria.

MR. MASSEY responded yes.
3:10: 38 PM

REPRESENTATI VE ROSES asked whether AS 43.90.130(12) requiring a
m ni mum of five delivery points is an objective driven criteria.

MR. MASSEY suggested the applicant be allowed to propose how it
pl ans to propose access to the pipeline for in-state deliveries.

CO CHAIR GATTO suggested that this requirenent is a politica
problem not a nonetary problem as state residents desire
natural gas for in-state delivery.

MR. MASSEY reiterated that this requirenent should be left to
the applicant to describe how it intends to handle in-state gas
access.

3:12: 24 PM
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REPRESENTATI VE ROSES suggested it is inportant for the state to
specify sonme mninmunms to avoid costly change orders.

MR. MASSEY said that off-take points do not cost a |ot of nopney,
but if the state absolutely has to have five, it should so
st at e.

3:14:17 PM

REPRESENTATI VE ROSES asked for the witness' opinion as to AS
43.90.130(13) regarding in-state transportati on services.

MR. MASSEY opined that how to nanage in-state transportation
servi ces should be part of the applicant's proposal.

3:14: 42 PM

REPRESENTATI VE ROSES asked about AS 43.90.130(14) regarding
| ocal headquarters.

MR. MASSEY replied that the applicant should be allowed to

explain how it wll manage the project, and opined that
obviously there will be Al aska offices to manage the project.
3:15:16 PM

REPRESENTATI VE ROSES asked whether AS 43.90.130(15) regarding
| ocal hire would be considered an objective driven criteria.

MR. MASSEY suggested that the state should propose a broad
objective to allow an applicant to explain howit intends to use
Al askans on the pipeline project. He suggested that state would
like to see nore than a commtnent to local hire, and would
benefit froma fuller explanation of enploynent issues.

3:16: 26 PM

REPRESENTATI VE ROSES asked whether there was concern over the
possibility that AS 43.90.130(15) could limt the applicant's
ability to hire workers if it could not find in-state workers at
a reasonabl e cost.

MR. MASSEY replied that obviously the project is going to have

to be cost conpetitive. Furthernore, enployees nust be
qualified to neet the needs of the project. He noted that this
project wll provide excellent opportunities for Al askans, and
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that the [|anguage should be broadened so that the applicant
provi des nore details as to howit intends to hire Al askans.

REPRESENTATI VE ROSES sunmmarized that the witness is suggesting
the applicants be required to provide a general statenent
regarding local hire qualifications and inplenentation.

MR. MASSEY agreed with the aforenenti oned summari zati on.
3:19:42 PM

REPRESENTATI VE ROSES asked about AS 43.90.130(16) regarding the
wai ver of the right to appeal.

3:19: 55 PM

MR. MASSEY said that section 16 renoves an applicant's ability
to challenge whether the award was done correctly. He opi ned
that would limt the nunber of applicants rather than open the
process up to great conpetition

CO- CHAIR GATTO asked whether the limtation on the ability to
appeal woul d keep ExxonMbil from submitting an application.

3:20: 53 PM

MR. MASSEY replied that ExxonMbil wll consider the total AQA
bill once it is "all put together"” to determ ne how to proceed
For this particular item he indicated he would prefer it not be
in the bill. He went on to say that ExxonMbil wll likely be
able to put a conpetitive bid forward, and is supportive of the
conpetitive process. He offered his opinion that AGA in its
current form "does not deliver a comercially viable project, so
| can't play today the way it is witten."

3:21: 34 PM

REPRESENTATI VE ROSES stated that if the open season was held
first, the state would know how nmuch gas the producers would be
wiling to conmt to the project so that the pipeline could be
sized to the project. He expressed concern that if the appeal
process was closed out, the state would lose the ability to go
back and review applications should the pipeline have to be re-
desi gned depending on the result of open season. He al so noted
that there is a benefit to the winner to not have its bid
chal | enged.
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3:24: 43 PM

MR. MASSEY responded to a question by explaining that as he
understands the appeal provision, there is no adnmnistrative
appeal available to an aggrieved applicant since the
comm ssioners are nmnaking the decision. As a result, an
applicant would have to appeal to the court system he opined.
He went on to explain that one appeals a decision to the person
above the decision naker so that person can review the decision
and review new i nformati on.

REPRESENTATI VE SEATON referenced the delay of Ilitigation and
asked whether there was any benefit to constraining the ability
of an applicant to go to court to protest the bid award.

MR. MASSEY replied that he "would make that available,” noting
that an applicant could continue wth the project during
l[itigation and could describe how it intends to proceed in such
a situation.

3:28:56 PM

REPRESENTATI VE SEATON noted that under AG A a single license
will be issued and asked whether the Ilicensee would proceed
despite a possible restraining order limting the ability to

proceed with the project.

MR. MASSEY reminded the commttee that "we're tal king
hypot heticals,” and that a restraining order would be a problem

3:30: 23 PM

REPRESENTATI VE ROSES asked about AS 43.90.130 (17) requiring an
applicant to commt to a project |abor agreenent.

MR. MASSEY said the applicant should be required to describe how
it intends to require labor for the pipeline and described a
requirenent for a project |abor agreenent as too specific and
premat ur e.

CO CHAIR GATTO referenced the costly nature of a strike. He
asked about the significance of the l|abor costs for a project
like this.

MR. MASSEY responded that Ilabor will be a big part, but he
cannot recall the actual anount of predicted |abor costs. He
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suggested that the |I|abor environnment could be flexible and
i ncl ude uni on and non-uni on | abor.

CO CHAI R GATTO opi ned that project |abor agreenents are val uable
to avoi d delays due to | abor issues.

3:33: 56 PM

REPRESENTATI VE ROSES asked whether AS 43.90.130(18) requiring
exclusion of the state's contribution from an applicant's rate
base is an objective driven criteria.

MR. MASSEY replied that in his opinion it is not, and expanded
by stating that the applicant should be allowed to describe how
it would characterize any state contribution anounts.

3:34: 40 PM

REPRESENTATI VE SEATON relayed that a major goal is to keep the
tariff low, and that section 18 provides that any state
contribution amount wll not be considered in raising the
tariff. He characterized the witness's position as potentially
allowing the state's contribution amount to be considered in the
tariff calculation, therefore potentially raising the tariffs,
and violating one of the state's main objectives - low tariff
rates.

MR. MASSEY replied that an applicant nay actually propose that
the state's $500 million contribution be rolled into the rate
base. Anot her applicant may propose a lower tariff wthout
having taken any state contribution anount, or suggest sone
ot her arrangenent that would still result in a lower tariff
rate. He suggested that if the objective is to get the | owest
tariff, the state should allow the applicant to propose how it
intends to structure the tariff.

3:36:43 PM

REPRESENTATI VE SEATON noted that the aforenentioned possibility
is in the evaluation criteria, and asked whether consideration
of this issue is objectionable as part of the eval uation.

MR. MASSEY indicated that it is not objectionable.

REPRESENTATI VE ROSES characterized AS 43.90.130(19) regarding
applicant information as requesting fairly specific criteria.
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MR. MASSEY agreed with the above characteri zati on.
3:37:30 PM

REPRESENTATI VE ROSES characterized AS 43.90.130(20) regarding
the applicant's readiness and ability as requesting fairly
specific criteria.

MR. MASSEY agreed section 20 was obj ecti ve.
3:38:01 PM

REPRESENTATI VE SEATON referred to page 6 of HB 177 and asked
whether the original pipe size should be included in the
appl i cation.

3:39: 24 PM

MR. MASSEY reiterated that ExxonMobil position is that the
requi renents set forth in AGA wuld be set forth in the
applicant's proposal. He did note that Representative Seaton's
gquery put the interpretation of AS 43.90.130(6)(B) sonmewhat at
issue, as it could be interpreted to nmean one would have to
build a "whol e new pipe."

REPRESENTATI VE SEATON i ndi cat ed agr eenent Wi th t he
af orenenti oned i nterpretation.

CO- CHAIR GATTO noted that section (6)(B) uses the word "or",
allowng for conpression or new construction to accommpdate
addi ti onal capacity.

3:40: 30 PM
REPRESENTATI VE SEATON asked whether the 15 percent cap on

rolled-in rates was really a substantial issue since it applies
to initial nmaximum recourse rates not adjusted for inflation.

He noted that initial expansion would Ilikely be through
conpression, and that it would only be later that expansion
woul d be through | ooping. Based on those assunptions, he

gueried as to the significance of the 15 percent limtation.
3:41:18 PM

MR. MASSEY responded that 15 percent is huge and is too big of a
risk to take at any tine.
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REPRESENTATI VE SEATON sought confirmation that the w tness also
meant 15 percent of the original rate structure.

MR. MASSEY replied "at any tinme."
3:41: 37 PM

REPRESENTATI VE SEATON asked whether there is a rate increase
[imtation figure which his conpany woul d not object to.

MR. MASSEY answered that ExxonMobil would prefer that the
applicant be allowed to propose how it would deal wth

expansion, rolled-in rates, and increnmental rates. He said he
understands what the state has suggested, and opined that if
ExxonMobil wants to win the bid it will need to deal with the

issue in a very positive way for the state.
3:42: 31 PM

CO CHAIR GATTO asked whether it would be fair to establish a
tariff whereby ExxonMobil would not receive the benefits of
| owered rates, yet would also not bear the cost of increased
rates.

MR. MASSEY said he has not really considered this and is not
able to answer that question at this tine. He did say that the
itens reviewed wth Representative Roses were the "pipeline
side" which he characterized as the easy part of this project.
However, it is the upstream side which wll deternine whether
the project is comercially viable. He enphasized that the
applicants should be allowed to propose the upstream terns
required to make the project viable.

3:44:11 PM

REPRESENTATI VE GUTTENBERG asked whether ExxonMobi l has the
ability to put forward to FERC a pipeline project plan
regardl ess of AdQ A

MR. MASSEY responded that if ExxonMbil thought the project was
commercially viable under the current terns, it could go to FERC
and apply for a certificate. However, he opined that wth
respect to the upstream portions, the project at present is not
commercially viable. He stated that wuncertainty over future
terms does not allow ExxonMobil to determ ne whether the project
is viable over the long-term In response to further
guestioning, he relayed that a determnation of comercial
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viability regarding a project of this size is not so much a
matter of trust as of "understanding what the deal is.” Thi s
requires a determnation of the terns between the state and the
pi pel i ne devel oper, he expl ai ned. He agreed that the state and
the producers have a long history, but reiterated that for this

"mega- proj ect” the terns and conditions nust be fully
under st ood. He opined that worldw de, projects that go forward
are those where the resource owner and the devel oper have cone
to an arrangenent regarding how the revenue will be shared. The
project wll not progress until that point is reached, he
concl uded.

REPRESENTATI VE GUTTENBERG noted that Alaska provides a stable
political environnent and it is |looking for an open conpetitive
process. He inplied that the state's position nay not be in
alignment with that of ExxonMbil's.

3:49: 34 PM

REPRESENTATI VE SEATON characterized AG A as a "md-streant
proposal, while the witness was referring to upstream issues
which are of interest only to the producers. He suggested that
the witness was referring to a closed process with the producers
recei ving upstream concessions to make the project viable. He
opined that "we tried that route and it didn't work." However
the approach of AGQA is to focus on a conpetitive process to
devel op a pipeline. He asked whether the producers would sell
their gas regardl ess of ownership in the pipeline.

3:51:19 PM

MR. MASSEY agai n enphasi zed that the upstream pays for the "cost
of the pipe" he said. He expressed his opinion that in a basin
opening project, the gas wll pay for the infrastructure.
Therefore, there will not be a project until the upstream terns
are dealt with to the satisfaction of the producers. He
suggested that the upstream applicants be allowed to propose
their needs for the project to proceed. He once again
enphasi zed that in his opinion AGA as proposed does not neke a
commercially viable project, therefore his conpany cannot make a
conform ng bid. He remi nded the comrittee the state can accept
ExxonMbbil's ternms, reject them or enter negotiations. He
opined it is difficult to do this through |egislation.

3:53: 22 PM
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CO CHAIR JOHNSON asked whether ExxonMbbil would bid on the
project if AGQA were to pass today.

MR. MASSEY answered that the way AGA is witten today, the
project is not viable, so ExxonMobil cannot meke a bid.

CO CHAI R JOHNSON asked about the process of examning AGA to
devel op a bid.

MR. MASSEY said ExxonMobil is going to try to win the bid, and
the itens set forth in AGA give a good indication of what the
state wants in the project. He explained that ExxonMbil would
| ook at the state's objectives, and could come up with sonething
nore favorable to the state than is proposed in AG A

3:55:23 PM

CO- CHAIR GATTO indicated that the above conment is why the state
has proposed that applicants not be allowed to appeal the award.

MR. MASSEY responded that appeal concerns are a reason to not
put so many prescriptive criteria in AGA but to instead put
forth broad objectives. He suggested this broad approach would
make it less likely for an unsuccessful applicant to appeal.

CO CHAI R GATTO opined there will |ikely be an appeal.

MR. MASSEY agreed, and pointed out that he believes that AG A as
witten does not set forth a conpetitive process. He said that

ExxonMbbi |, despite being a major player on the North Sl ope,
"can't play." He suggested that the |egislature should consider
whether it wants ExxonMobil to participate. He clarified that
the state owns the resource, but ExxonMobil is a | ease hol der.
3:57:18 PM

REPRESENTATI VE ROSES asked whet her ExxonMbil has participated
in conpetitive requests for proposals (RFPs).

MR. MASSEY explained that normally RFPs are done when one is
trying to access land or a resource. He noted that here Al aska
already has nmuch of the gas |eased, which makes RFP in this
situation nore conplicated. He opined that once the land is
| eased, the resource owner needs to work with the | essee to make
the project go forward.

3:59:18 PM
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REPRESENTATI VE ROSES sumarized that typically RFPs include
| ease negoti ations. However, since in this instance the |eases
have already been issued, the applicants have nothing to trade
of f except the value of the product and would therefore prefer a
nmore fl exible process.

MR. MASSEY characterized the aforenentioned sunmary as fair.
4:00: 22 PM

REPRESENTATI VE SEATON asked about the effect on the tariff
should ExxonMobil be required to purchase carbon dioxide
em ssions credits.

MR. MASSEY said that issue has not yet been considered.

REPRESENTATI VE SEATON asked about the possible effect of federal
| aw regarding carbon dioxide em ssions and the possible effect
on tariffs should a portion of the carbon dioxide be able to be
noneti zed by the pipeline operator.

MR. MASSEY replied that the policy should be that the pipeline
owner receives a fair return on its investnent. If they are
able to lower their expenses, it should carry through to the
tariff, he said.

REPRESENTATI VE SEATON opined that this is a significant issue as
there nmay be federal legislation to pre-allow certain carbon
di oxi de em ssions and that this nmay be a significant factor.

MR. MASSEY answered he has not | ooked at this issue yet.
4:03: 59 PM

VR. MASSEY responded to a question regarding ©possible
negotiations with the adm nistration by explaining that he would
like total flexibility in that regard and is not wedded to any
prior agreenent. He suggested that the parties could first
agree on common objectives, then could consider how to assign
responsibility to acconplish those objectives.

4:05: 28 PM
CO CHAI R JOHNSON asked about how nore fiscal certainty regarding

taxation wuld affect the 1likelihood that ExxonMbil would
participate in the process.
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MR. MASSEY stated that "we're going to have to deal wth
predictable and durable fiscal terms" for all aspects of the
project. He said he "does not know how we can deal with that in
a piece of legislation,”™ noting that prior negotiations resulted
in a 400 page docunent. Due to the difficulty of establishing
fiscal certainty, he suggested that the better approach is to
allow the applicants to describe what they need. The state can
then determ ne whether it wants to accept the proposals.

4:07: 24 PM

REPRESENTATI VE ROSES observed that "you've nade it .
abundantly clear that as this bill currently exists" ExxonMobil
may not bid on this project. He asked whether this was true of

ot her producers as well.
MR. MASSEY said he could not speak for the other producers.
4:08:49 PM

MR. MASSEY responded to a question as to how he would present
the status of this project to his conpany by stating that he
woul d indicate "we gotta keep working at it." He rem nded the
commttee that his conpany is conmtted to finding a way to nake
this inportant project go forward. He indicated that if the
state and the producers can agree on how to structure the
upstream this project will go forward.

4:10: 26 PM

CO CHAIR GATTO suggested that the long-term forecast supports
devel opnment of this project. He asked about communication wth
the adm ni stration.

MR. MASSEY said the governor has made herself available for
conversation with ExxonMobil mnanagenent. He offered his belief
that the comm ssioners have decided on their approach and "they
don't want to negotiate with us."

4:12:56 PM

REPRESENTATI VE ROSES asked whether the open season should be
held before or after the i ssuance of the |icense.
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MR. MASSEY replied that he has not pondered that question,
al t hough he understands the point. He restated that his concern
is "what the deal is" prior to proceeding with the project.

CO CHAIR GATTO remnded the committee that previous pipeline
negoti ations had very little public discussion.

4:15:59 PM

REPRESENTATI VE GUTTENBERG read froma letter by a consultant who
wor ked on prior pipeline negotiations which concluded that the
state has never developed fiscal terms that are unreasonable
conpared to international practices. The letter put forth that
the state has "been a reliable business partner,” and there is
no need to "treat Al aska as banana republic in order to secure
the gas line."

[HB 177 was held in conmttee.]
ADJ OURNMENT

There being no further business before the conmttee, the House
Resources Standing Commttee neeting was adjourned at 4:17 p.m
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