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DAVI D VAN TUYL, Gas Conmerci al i zati on Manager

BP Expl oration (Al aska) Inc. (BP)

Anchor age, Al aska

POSI TI ON STATEMENT: Testified regarding BP Exploration (Al aska)
Inc.'s concerns about HB 177 and responded to questi ons.

WLLIAM M WALKER, Project Mnager

General Counse

Al aska Gasline Port Authority (AGPA)

Anchor age, Al aska

PCOSI TI ON STATEMENT: Testified in favor of HB 177 and responded
to questions.

PAUL FUHS, Lobbyi st

for the Alaska Gasline Port Authority

Anchor age, Al aska

POSI TI ON  STATEMENT: Provided information on gas pipeline
devel opnent issues and on suggested anendnents to HB 177.

ACTI ON NARRATI VE

COCHAIR CARL CGATTO called the House Resources Standing

Commttee neeting to order at 1:02:17 PM Represent ati ves
Gatto, WIlson, Seaton, Roses, Quttenberg, and Edgnon were
present at the <call to order. Representati ves Johnson

Kawasaki , and Kohring arrived as the neeting was in progress.

HB 177- NATURAL GAS PI PELI NE PRQJECT
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1: 02: 31 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 Inducenent Act
mat ching contribution fund; providing for an Al aska Gasline
| nducenent Act coordinator; naking conform ng anmendnents; and
providing for an effective date." [Before the conmttee was
CSHB 177(C&G) . ]

1: 03: 48 PM

DAVID VAN TUYL, Gas Conmercialization Manager, BP Exploration
(Alaska) Inc. (BP), referred to a PowerPoint presentation, slide
2, and paraphrased from witten testinony [original punctuation
nodi fied slightly]:

BP has a long history in Alaska. BP has been actively
i nvol ved in the exploration, devel opnent, and
production of Alaska’'s North Slope energy resources
for decades. [W] see the opportunity for a bright
future ahead. In fact, we envision our 50-year future
in Alaska. It’s not just a slogan. So how mi ght that
vi sion |l ook to our comnpany?

I’d like to turn your attention to the graph at the
bottom of slide 2, which shows the possibility of the
future that BP sees in Al aska, depicting BP s share of
production through tine.

There are a few key points to draw from the graph.
The days of high plateau production are behind us. W
still have a significant Ievel of production today,
but that production wll <continue to decline wth
time. That’'s what the dotted red line depicts. That
shows production declining at historic levels, which
al ready would require significant investnent.

W can nmake up that decline in production with new
investnment that would result in new production from

heavy oil resources and from gas. But it’s not a
gi ven. It’s a view of what is POSSIBLE. That future
is only made possible with an Alaska gas pipeline
proj ect .

1: 06: 39 PM
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CO CHAIR GATTO asked whether one should assunme the gas is in
"barrels of oil equivalents."

MR. VAN TUYL answered yes.

CO- CHAIR GATTO noted that slide 2 shows a future decline in oi
production despite continued investnment, however it also seens
to indicate sone future production above the projected decline.

MR. VAN TUYL explained that the chart on slide 2 shows possible
future production increases in viscous oil and gas should there
be further investnment "beyond which we have had historically.”
He said the historic decline rate has been around six percent
annual ly, but that rate could be slowed sonewhat should there be
nore investnment in the devel opnent of viscous oil resources.
Alternately, if the investnent rate was reduced, the projected
rate of future decline would be even greater.

1: 08: 36 PM

MR. VAN TUYL paraphrased from witten testinony [original
punctuation nodified slightly]:

So BP wants and needs a gas pipeline. And we need that
pipeline to be built for a low capital cost and then
operated cost efficiently. W believe that is what is
required to nake the project happen and be successful
Low costs are good for both BP and the State because it
results in lower tariffs, higher netbacks and nore
revenues for the State and BP

Also, a low cost project wll provide incentive to
explore for nore gas to keep the pipeline full into the
future. That is also good for the State and for BP. The
best way to ensure there is gas exploration in the future
is to get a gas pipeline built in the first place, and to
get it built for a | ow cost.

This is a hugely inportant project to BP, to Al aska and
to the nation. It represents the largest, known,
undevel oped gas resource in the United States, and in
BP's gl obal portfolio. The gas project is inportant in
its own right — but it also extends the economc |ife of
Al aska’s oil production for decades. Ext endi ng oi

production is good for the State, the nation and for BP
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1:10: 10 PM

W share the governor’s and the legislature’s desire
to get a successful gas project noving, and BP stands
r eady to engage W th t he adm ni stration and
| egislature to reach a balanced fiscal framework that
works for all the parties.

And finally, a successful framework wll set the
foundation for a stable, healthy, and viable oil and
gas business for decades to cone. BP"s future in

Alaska is directly Iinked to the gas pipeline project.

That is why we are very encouraged by the Governor’s

and the legislature’s enthusiasm about getting
Al aska’s gas to nmarket. That is also our vision, and
so we share your enthusiasm It is the Kkey to

Al aska’s future, and to BP's future in Al aska.
Therefore, it is inportant that we get it right.

BP sees AG A as the Administration’s expression of its
cormitment to advance the gas pipeline project in an
open and transparent way. We appl aud that good faith
expr essi on.

Devel oping the right process is difficult. Si nce
first seeing AQA at its roll out to the legislature
and the public on March 2" we have identified a
nunber of inportant areas of concern for you to

consi der. W believe AG A CAN be successful if sone
key issues are addressed, and | have sunmarized those
concerns here, and wll discuss them in nore detail
shortly.

e bel i eve Ad A may Create sone uni nt ended
consequences that could jeopardize the vision of
getting Alaska’s gas to market quickly, and at |ow

cost. W believe it is inportant for the Legislature
to consider these areas of concern as you deliberate
on AG A

Wiy do we feel these changes are so inportant? It is
because we want the project to be a success, because
there is nmuch at stake for BP and for Al askans.
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1:12:15 PM

MR VAN TUYL referred to slide 4 of the PowerPoint and
paraphrased from witten testinony [original punct uati on
nodi fied slightly]:

It is worth a brief reminder of the inportance of a
successful project. And | would like to enphasize that
what we need is a SUCCESSFUL gas pipeline, not just ANY
gasline. As we've said, this is a project of trenendous
scope and scale and that’s what the picture rem nds us

of . Because of this it presents trenmendous risk. But if
it is done right, it also presents the opportunity for
great benefits as well. Because there is nmuch at stake,

we need to get it right.

The project <creates the opportunity for jobs for

Al askans, and if we deliver a successful, |low cost
project, for revenues to the State and to BP well into
the future. W can create a whole new industry of gas
exploration with a successful, |ow cost project. Gas

exploration and expansion are only possible if the
pipeline gets built in the first place, and if it is
built for a low capital and operating cost. That w ||
make it attractive for bringing new volunes into the
project, which benefits the State, gas explorers, and
initial shippers as well.

A successful gas pipeline project wll provide the
opportunity to bring a long term gas supply source for
use by Al askans. And finally, gas sales wll diversify

Al aska’s econony for decades into the future.

1:14: 03 PM

MR. VAN TUYL opined that AG A can help to deliver a successful
gas pipeline if certain nodifications are mnade. He first
recoomended that the bill set forth objectives instead of

prescriptive requirenents and paraphrased from witten testinony
[original punctuation nodified slightly]:

W fully support the State clearly providing its
objectives for a successful gas pipeline project. The
concern we have is that AGQ A as drafted presupposes
solutions to those objectives, such as those contai ned
in Section .130 starting on page 3 of the bill.
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We think that prescribing solutions up front will not

result in the best ©project. We’'ve heard the
adm nistration state their intent that “we need to |et
i ndustry do what they do best”. W fully agree with

that intent, and think it only gets net if industry is
allowed to offer its own unique, creative solutions.

One specific exanple of prescribing a solution we find
particularly troubling is t he i ssue of t ol
subsi di zati on. AG A as drafted can result in one
party subsidizing another [referring to the | anguage
in Section .130(7) of the bill on page 6-7.]. Ad A
specifically requires initial shi ppers - who
financially underpin the project and who already bear
nost of the risk associated with the project - to bear
yet another risk and additional cost: the risk of
tariff increases of 15% or nore by subsidizing
expansi on shi ppers:

First 1 want to nmake clear that the issue is not just
the potential for a 15% rise in the tariff. And by
the way, the “15% cap” as |’'ve heard this |[|anguage
characterized is not 15% and it’s not a cap. In

reality it could result in a significantly higher
i ncrease than 15% But the nore fundanental issue is
that we believe the issue of subsidization is contrary
to FERC policy. W understand and we fully share the
State's desire for a pipeline to be expandable - it's
absol utely good business. However, we believe that
the State should carefully consider the potential
adverse consequences of requiring pipeline owners to
increase rates on their initial custonmers to subsidize
expansi on shi ppers. A policy of subsidization places
additional risk on the initial shippers, naking the
project less attractive, and therefore puts the
proj ect at risk.

1:17:15 PM

Now if the State wants to subsidize others, it can
certainly do so itself, directly, as a policy choice.
But we don't believe it’s good policy to do so wth
ot her peoples’ noney. Congress nade clear in the
Al aska Natural Gas Pipeline Act of 2004 that rates for
initial shippers should NOT increase if a mandatory
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expansi on was ordered. In fact, the |anguage of the
Federal Law states that

“The [ Federal Energy Regulatory Conmi ssion] (FERC
shal | .ensure that the rates do not require existing
shippers on the Al aska natural gas transportation
project to subsidize expansion shippers.” - ANGPA,
Sect. 105(b)

1:18:17 PM

MR. VAN TUYL referred to Order 2005 in which FERC put in place a
rebuttable presunption of rolled in rates for expansions
provided it did not require subsidization by initial shippers.

REPRESENTATI VE ROSES asked whether future pipeline expansion
could ever result in rates lower than the shippers' initial
rates.

MR. VAN TUYL replied that it is possible for an expansion to

result in a reduction in an initial shipper's rates. However,
it is "not necessarily a given that the first expansion wll
reduce rates ... [it is] just as possible that it could increase
rates.”

1:20: 07 PM

REPRESENTATI VE ROSES referenced FERC policy ensuring that
existing shippers are not required to subsidize expansion
shi ppers and asked about the situation where a new shipper is
given a lower rate than the original shippers. He asked whet her
in that situation, BP would claim the new shipper was receiving
a subsi dy.

MR VAN TUYL replied that he believes the aforenentioned
situation is what FERC was trying to address in Order 2005 and
that is why it established a rebuttal presunption to rolled in
rates. He said there is "quite a bit of |anguage" in the FERC
order regarding the subsidy issue. He opined that FERC
recogni zes the conplexity in this area and accepts that each
case needs to be evaluated on a case-by-case basis. He pointed
out that FERC is meant to regulate inter-state gas transni ssion
and that there is a body of law and regulation regarding this
ar ea.

1: 22: 00 PM
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REPRESENTATI VE ROSES noted that prior testinony enphasized the
need for "predictability of expenses." He questioned whether
the need to go to FERC for various issues establishes or
underm nes predictability.

MR. VAN TUYL replied that on this particular issue of expansion
and subsi di zati on, he Dbelieves that the existing FERC
regul ati ons provide predictability for initial shi ppers.
However, he went on to say that A A as currently drafted
appears to allow an expansion to take place and that the rates
would be rolled in provided they did not increase the initial
maxi mum recourse rate to the downstream term nus. He expl ai ned
that BP is concerned that the nagnitude of the subsidy could be
"well in excess of 15 percent."” He explained that the term
"initial" is a concern because the initial rate can be higher
than the rate after the "period of levelization.” Additionally,
“maxi mum recour se" rai ses sone concern because this term usually
means the maxi numrate all owabl e by FERC

MR VAN TUYL said that nost pipelines are operated under
negotiated rates, a point which seens to be recognized in AGQ A
Negotiated rates are typically 85 percent of maxinmum recourse
rates, he said. This could result in a potential rate increase
of 30 percent to an initial shipper, he concl uded. Last, there
is some concern over the effect of the language if the rate

relates to the downstream termnus of the pipeline. He
explained that the term "downstream termnus" could nean
Chicago, Illinois if the gas was shipped to the M dwest. He
expressed concern that an expansion to a different part of the
line could perhaps still count Chicago as the downstream
term nus, which results in a "high degree of uncertainty"” to the
pi pel i ne owner. He opined that FERC policy gives nore confort

as it has precedent and policy regarding rate issues.

1:27: 02 PM

REPRESENTATI VE ROSES asked if this |language would be nore
pal atable if anmended to exclude the terns "original" and
“"terminus," and referred instead to the "cost at the tine of

expansion,” and "the cost to the point of expansion."”

MR. VAN TUYL replied that although BP has concerns with the
technical aspects of AGA its main concern is that sone
provisions of AGA are in conflict wth FERC regulation and
federal |aw He suggested that a preferable approach would be
to request that the applicant describe how it would support
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recovery of expansion costs consistent with FERC regul ation and
federal |aw

1:28:11 PM

REPRESENTATI VE ROSES sought clarification as to whether the
witness said that the initial shippers do not want to subsidize
any expansion, but do want to share should there be |owered
rates.

MR. VAN TUYL answered the aforenmentioned characterization is not
accurate; rather the issue is subsidization as described by
FERC. He explained that under FERC guidelines if the rate drops
as a result of expansion, it 1is not considered a subsidy.
However, if the rate increases it may or may not be a subsidy
depending on the situation. He reiterated that FERC has a body
of policy which it considers in making a determnation as to
whet her a subsi dy has taken place.

1: 29: 34 PM

REPRESENTATI VE SEATON stated that a primary objective for the
state is to encourage expansion and further exploration
Today's testinony seens to indicate a desire to renove possible
benefits to | ater shippers and explorers, he opined.

MR. VAN TUYL disagreed with the aforenentioned statenent. He
said BP believes it is entirely appropriate that the state
encourage design of an expandable pipeline which enhances
prospects for further exploration. He enphasized that his
coments relate nore to jurisdictional issues because FERC
regul ates inter-state gas transm ssion. He expressed concern
that AG A as currently drafted conflicts with federal law in
this area. He opined that the state should articulate its
objective by asking the applicants to describe how they wll
pl an for expansion and enhanced expl orati on. He cautioned that
an overly specific approach regarding rates is problemtic and
may conflict with federal |aw.

1: 31: 52 PM

REPRESENTATI VE SEATON relayed that the state's desire for
pi peline expansion and future exploration mght be different
than FERC s regulatory structure, therefore the state should
have some control over this issue so as to acconplish its
obj ecti ves. He asked whether there are other nechanisnms to
encourage future exploration such as assuring that future
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explorers receive conditions of shipnent simlar to those
received by the initial shippers.

MR. VAN TUYL replied that he thinks that the best assurances
that can be provided to initial and expansion shippers is to
first build a pipeline at a |low cost. He opined that it is
entirely appropriate for the state to desire further exploration
and an expandabl e pi peline. However, he expressed concern that
the state's attenpts to mandate the expansion process and rates
could create conflict with federal |aw

1: 34: 33 PM

REPRESENTATI VE SEATON said that FERC recognizes that higher
rates may or nmay not be considered a subsidy. He opined that
the provision in AGA that increases within 15 percent are not
considered a subsidy is not necessarily in conflict with federal
I aw.

MR. VAN TUYL agreed that the above statenent may or may not be
in conflict with federal |aw He went on to explain it is the
manner in which "this is laid out" that could create the
conflict.

1: 35: 34 PM

CO CHAI R GATTO suggested that subsequent shippers can subsidize
the initial shippers to some extent. He indicated that the
state is justified in setting forth sone encouragenent for
future expansion and exploration efforts.

1: 38: 27 PM

MR. VAN TUYL read an excerpt from FERC Order 2005, which he
characterized as putting in place a rebuttable presunption of
rolled in rates for expansion provided it does not require
subsi di zati on by initial shi ppers [ origi nal punct uati on
provi ded] :

In conclusion, to provide guidance to potential
shi ppers in advance of the initial open season that is
the subject of this rule, the Commssion intends to
harnoni ze both objectives (rate predictability for
initial shippers and reduction of barriers to future
exploration and production) in designing rates for
future expansi ons of any Al aska nat ur al gas
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transportation project. It is consistent with our
guiding principle that conpetition favors all of the
Comm ssion’s custoners, as well as with the objectives
of the Act, to adopt rolled-in rate treatnent up to
the point that would cause there to be a subsidy of
expansi on shippers by initial shippers, if any subsidy
were to be found.” [Order 2005, paragraph 125]

1: 39: 28 PM

MR. VAN TUYL opined that the two excerpts of O der 2005 suggest
that AS 43.90.130(7) could be in conflict with federal [|aw. He
said the issue is quite conplicated, and is still being studied.
He warned that a «conflict could result in delays and
uncertainties.

1: 40: 15 PM

CO-CHAIR GATTO asked if this issue would be resolved if the
| anguage in section 130 (7) read "not nore than zero" rather
than "not nore than 15."

MR. VAN TUYL opined that even with that change there would stil
be conflict and concern because it puts the state in the place
as the rate-maker rather than FERC.

1: 40: 55 PM

REPRESENTATI VE SEATON asked whether this is just part of a
negoti ated rate process.

MR VAN TUYL agreed that FERC certainly does allow for
negotiated rates, but he went on to say that his understanding
of AGA is that it sets forth paraneters for any negotiated
rate. He offered that this raises the issue of whether it is
really a negotiated rate or a nmandated rate.

1:41: 53 PM
REPRESENTATI VE SEATON noted that the state is the resource
owner, and perhaps this provision could be considered a term put

forth by one of the parties, in this case the state.

MR. VAN TUYL opined that negotiation requires terns that are

agreed to by both parties. He indicated that in this instance
there is a question as to whether it is really a negotiated rate
since AGA s terns appear to nmandate a certain structure. He
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continued by explaining that BP believes a provision which
requires a subsidy for not-yet-ready shippers at the expense of
initial shippers would be a disincentive for potential shippers
to participate in an open season.

1:43:17 PM

REPRESENTATI VE ROSES asked for clarification as to whether the
concern was regarding possible conflict with federal |aw, or
nore with the desire to allow the applicants greater |leeway to
describe how they would plan for future expansion of the
pi pel i ne.

MR. VAN TUYL enphasized that he believes it would be entirely
appropriate for the state to articulate its objectives and to
require an applicant to explain how its proposal would allow for

pi peline expansion and future exploration. He assured the
committee that expansion and future exploration are also key
objectives of BP. However, BP is concerned that an overly

prescriptive application requirenment could create a conflict
with federal |aw

REPRESENTATI VE RCOSES asked whether it would be possible to
request a ruling from FERC as to whether the provisions in AGA
are in conflict with FERC provi sions.

MR. VAN TUYL said this is an issue of federal law, noting that
the FERC provisions referred to today are regul atory.

REPRESENTATI VE ROSES pressed on to ascertain whether the concern
would still exist if there was a ruling from the appropriate
federal entity that AG A s language is not in conflict wth
federal |aw.

MR. VAN TUYL replied that the issue about the conflict would be
satisfied. However, the issue of the magnitude of the potential
subsidy would still exist and could expose the shipper to a rate
i ncrease "significantly higher"” than 15 percent.

1:46:16 PM

MR. VAN TUYL suggested that a second nodification that would
enable AG A to help deliver a successful gas pipeline relates to
the issue of exclusivity. He paraphrased fromwitten testinony
[original punctuation nodified slightly]:
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Under Sections .260 and .440 of the bill on pages 18
and 23, AGJA would result in an exclusive Ww nner
before any real work is done and awards State funds
based on promi ses, not results. W are concerned that
this feature may actually PRECLUDE a successfu

project from noving forward. That’s clearly not
anyone’ s i ntent, but could be an unfortunate
uni nt ended consequence.

Qur understanding of AG A is that expedited regulatory
handling is offered only to the licensed project, and
that the State can be penalized for assisting another
conpeting project. W’re concerned that this approach
may actually conflict with Federal |aw and regul ation
whi ch favor conpetition anong vari ous pr oj ect
proposal s and market involvenent in the choice.

W think it wise that the State consider avoiding any
notion of exclusivity or the governnment 'picking a
winner’; |1’m not aware of any exanple where that has
wor ked successful ly.

1:47: 34 PM

W recognize that the Admnistration has, in good
faith, laid out selection criteria under Section .170
to enable the selection of the exclusive winner in as
transparent a way as possi bl e.

So that |eaves a fundanental question: Shoul d the
State pick an exclusive “winner” based only on a
proposal ? That approach gives us concern. W believe
that the State can help to advance the project by
setting out a clear framework for investors - from
there the market wll wrk to identify the nost
effective project

And we support open conpetition in the narketplace,
rather than in advance of actual performance or before
the conpetition actually starts

1:48: 47 PM

In fact, the FERC requires that the nmarket denonstrate
that it wants that application before awarding a
certificate to an applicant. That’'s what happens in a
successful open season. W believe the Federal |aw

HOUSE RES COW TTEE - 15- April 13, 2007



under [Alaska Natural Gas Pipeline Act of 2004] ANGPA
offers a good nodel, in which expedited regulatory
handling is provided to ANY project.

W certainly understand that from the State’'s
perspective, there are a nunber of specific things
desired from ANY project (jobs and training for
Al askans, gas access for Al askans, pi pel i ne
expansi ons).

We support all of these objectives. Those objectives
can and wll be addressed by a successful project
t hrough open conpetition in the nmarketpl ace.

1:49:21 PM

REPRESENTATI VE ROSES asked for nore clarification as to how
mar ket factors will help determne the best solution to actual

performance if the performance is building a pipeline or

expanding an existing pipeline. He questioned how this would

work prior to establishment of a market.

MR. VAN TUYL clarified that he was referring to, as an exanple,
"performance through conducting a successful open season”
wherein a project sponsor does the work necessary to attract
custoners to assure a successful open season. He opi ned that
this was the nodel under federal |aw.

REPRESENTATI VE ROSES asked if the open season should be held
before there is a bidder on the project.

MR. VAN TUYL responded that he believes the best npbdel would be
to allow nultiple projects to go forward so as to insure a
successful open season. He opined that if only one entity is
chosen, yet becones unable to go forward to open season, it
could result in a substantial project delay.

1: 51: 30 PM

CO CHAIR GATTO comrented that requests for proposals (RFPs) are
a conmon business practice whereby proposals are eval uated. He
opined that AG A sets forth a procedure to allow the state to
eval uate various proposals. He queried as to whether BP seeks
an open process that allows applicants to come forth with any
proposal they want.
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MR VAN TUYL said his suggestion is that the state allow
conpani es to advance a project through actual performance in the
mar ket pl ace. He opined that a successful open season wll
provide the information necessary to know if a proposed project
will actually advance.

CO- CHAIR GATTO clarified that under the wtness' description
bi dders could choose which projects they were interested in
during an open season.

MR. VAN TUYL agreed wth the aforenentioned scenario. He
rem nded the commttee that the Al aska Natural Gas Pipeline Act
of 2004 (ANGPA) provides for the federal government to grant
expedited regulatory review of "any project.” He said this
enconpasses the possibility that there will be nultiple possible
projects, and any one of them will receive expedited approval
He predicted that the custoners will sign up for the project
that gives themthe best service.

1:54:18 PM

REPRESENTATI VE SEATON said he was trying to ascertain whether
the state was setting the stage for a successful open season.

MR. VAN TUYL said that as a resource owner BP wants to have a
successful open season so that the pipeline project can advance.
He set forth that there are three conponents to establish the
confidence needed to bid for firm transportation (FT)
coormitments and therefore assure a successful open season:
know edge of the resource rules, confidence that the open season
sponsor can deliver the project offered, and an understandi ng of
the comercial terns of the FT comm tnents. He opined that BP
coul d advance a successful open season, but that there should be
mar ket pl ace conpetition as "we don't have the market cornered on
all the good ideas."

1:57:14 PM

MR. VAN TUYL paraphrased from witten testinony [original
punctuation nodified slightly]:

A third area we suggest be considered carefully is
that, although AQ A seeks to get a project noving, and
we fully support that objective, it does not
sufficiently address the resource framework, which is
t he key enabler for a financeable project.
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That said, we are encouraged that AG A recognizes at
least in part, the inportance of sone of these key
resource issues.

In Section .310 on page 19, AGQ A seeks to address the
i ssue of royalty valuation, which has been an historic
source of <conflict between industry and the State.
But we are concerned that these terns do not provide
sufficient clarity to justify making the firm
transportation conmtments required to underpin the
proj ect .

The royalty valuation provisions depend on future
regul ations; neither the shippers nor the legislature
know what those regul ations night say. The val uation
regul ations would allow for retroactive adjustnents,
and the regulations associated with RIVVRIK swtching
inply that “reasonable” disproportionate costs and
“reasonable” interference with marketing is okay. I
don’t know what that neans or how to eval uate that.

Al so, these regulations may change every two years.

In Section .310(b)(3) on page 19 of the bill, AGA
seeks to address royalty issues associated wth
RIVVRIK switching which is inconpatible with the |ong-
term arrangenents required to make a gas pipeline
project happen (RIV = “royalty in value’; RK =
“royalty in kind”). RIVVRIK switching is problematic
for at |east two reasons:

: 39 PM

One is that if the State chooses to switch | et us say
fromin-value to in-kind, the shipper would have to
come up with additional gas to satisfy its customers
in the nmarketpl ace.

The second problemis associated wth obtaining the
capacity on the pipeline if the State switches. For
instance, if the State had originally elected to take
gas in value, the shipper would have obtained the
associ ated capacity to ship the State’s associ at ed
share of gas. |If the State then switched fromi n-
value to in-kind, this could result in stranding
downst ream capacity, raising the question of who would
pay for that cost of unused capacity.
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Under A A, the specific solution to RIV/R K sw tching
is left to future regulation that, as | nentioned
earlier, would allow for the lessee to  Dbear
di sproportionate costs, and potentially interfere with
| ong-term mar keti ng.

AGd A includes a provision related to gas production
tax in Section .320 on page 21. However, the gas
production tax rate is not established, and only
becones known after the conclusion of the open season.
A shipper would not know what the production tax is
before having to make the FT commtnent, which would
be an incredible risk.

The gas production tax rate is then only established
for a period of 10 years, which for reference is a
fraction of the period that shippers wll likely be
required to make their firm transportation
comm t ments.

: 127 PM

AG A is silent as to the many other paynents nade to
the State, which constitute the majority of industry

paynment s. It is widely understood that the resource
owners will pay the cost and bear the risk in building
a pipeline whether they own it or not. Resour ce
owners will pay all the costs of the pipeline, either

directly or indirectly by reinbursing the pipeline
owner through the tariff for the costs they incur.

: : 05 PM

It’s the RESOURCE that drives the construction of a
basi n-opening pipeline like this project, NOI the
PI PELI NE that drives the resource! Therefore, solving
the resource issues with clarity is key to allowing a
project to nove forward.

Mul ti-billion dollar commtnents spanning decades are
needed to financially underpin this project;

Just like Wall Street needs to know the rules before
| endi ng noney, resource owners need to know the fiscal
rules that wll govern the project before naking



coormitments that wll enable the pipeline to be
financed.

2:02:44 PM

Al though this is wdely known, the details of an
upstream framework are conplex and will take tinme and
effort by both the State and the producers to agree -
but unless they are addressed, a project won't secure
financing; it won’t advance.

MR VAN TUYL clarified that the state is indeed a resource
owner .

2:03: 13 PM

REPRESENTATI VE SEATON asked about the benefit of establishing a
gas production tax rate at the time of licensing, then for a
three year period to cover open season, and with a guarantee in
the bill that an initial shipper would get that sane rate for a
10 year peri od.

MR. VAN TUYL agreed that certainty is good and that sonething
i ke the aforenentioned approach would be a step in the right

di rection. He said that other issues are the nagnitude of the
rate, and the prospect that the rate w Il change. He opined
that it is inportant for an applicant to know that the rules
wi || not change throughout the course of the project.

2:04:51 PM

REPRESENTATI VE SEATON asked for <clarification regarding BFP s
concern with the royalty section, particularly wth regard to
the state switching how it takes its royalty share.

MR. VAN TUYL explained that BP' s fundanmental concern is that

"the rules are not yet established.” He agreed that the current
| ease terms with regard to switching between RIK and RV are
inconpatible with a gas pipeline. He said that seeing this
i ssue recognized in AGA is encouragi ng, however BP has concerns
with the nature of the solution. He explained that FT
commitments may require BP to commit to capacity for decades,
therefore the possibility that the state will switch its royalty

between in-value and in-kind creates the risk of stranded
capacity. He opined that it is possible to negotiate a solution
to this issue that stabilizes the risk
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REPRESENTATI VE SEATON asked for nore detail regarding acceptable
terns.

MR. VAN TUYL offered that there are a nunber of ways to address
risk. For instance, the state could be required to choose to
take in-kind or in-value at the beginning of the project.

2:08: 46 PM

REPRESENTATI VE SEATON asked whether the state's switching within
an expansion, and for a qualified anount, would take care of the
ri sk factor.

MR. VAN TUYL opined that "it is actually pretty conplicated.”
In theory the parties can agree that the state would take
responsibility for any stranded downstream capacity, however he
offered that in actuality, this type of arrangenent may actually
violate FERC regulations since capacity nust be posted for
conpetitive bidding. He expressed skepticism that the parties
could agree in advance that one party would receive another
parties stranded capacity. He set forth that he does not have a
solution to this issue regarding the royalty share short of the
state setting forth at the beginning of the project a framework
for what it intends to do with regard to its royalty share.

2:10: 34 PM

MR. VAN TUYL paraphrased from witten testinony [original
punctuation nodified slightly]:

The provisions of Sections .310 and .320 do not
adequately address these upstream issues. To do so
requi res robust interaction.

Thus far, there have been sone high |evel discussions

bet ween our senior nmanagenent and the Governor. But
we’ ve been disappointed in the level of interaction
with the Conm ssioners and their staff. That’ s where
the problemwill ultimately be sol ved. Over the | ast
three weeks we’ve had three constructive discussions
with one deputy Comm ssioner. That’s a start. e
would welcone the opportunity to increase the

frequency and dept h of di al ogue with t he
Adm ni strati on.

2:11: 31 PM

HOUSE RES COW TTEE -21- April 13, 2007



What |Is So | nportant About FT?

W've heard a fair amount, in this comittee and
others, about this termcalled “FT” which is short for
firmtransportation commtnents. In listening to many

of these hearings it seens to nme that the nature of
these commtnents is not fully understood

However, these commtnents are absolutely critical for
a gas pipeline to be successful. Therefore, | thought
|’d spend a nonent hopefully adding a bit of clarity
to the understandi ng of FT.

These commtnents, typically obligations to “ship or
pay” nade by the resource owners or “shippers”, are
needed by the pipeline conpany to get financing.
Validating just how inportant they are, we’'ve heard
some very sinple and straightforward conmrents from
pi peline conpanies who have testified in the past
coupl e of weeks. TransCanada has said “No custoners,
no credit, no pipeline” (and in this context custoners
means shi ppers)

Enbridge put it even nore sinply by saying “No
producers, no pipeline”. Those aren’'t “political”
st at enent s. They are statenments about the sinple
financial truths of gas pipeline projects

2:12:56 PM

FT is a binding FINANC AL obligation. |’ ve sonetines
heard FT described as “committing gas to a pipeline”.
|"ve heard that quote fromindustry as well as others,
so I'm not pointing any fingers here. But | just
wanted to make it clear that FT is an actual financia
obligation. Typically, FT is known as a “ship or pay”
obl i gati on. That neans that a shipper commts to pay
t he pipeline conpany for use of its service whether or
not the shipper actually delivers gas to the line

And it’s also inportant to note that a conpany does
not need to have ANY gas resources to enter into a
firmtransportation commitnment. Any conpany who neets
the creditworthiness standards set by the pipeline
conpany is free to bid for capacity. Gas pipelines
are “open access”. Anyone is free to obtain capacity
if they make the requisite comm tnents.
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These FT conmmitnents are real financial obligations.
W are required to disclose these commtnents as
additional information with our filing with the SEC.

Clearly, an FT of this magnitude wll be taken into
consideration by financial entities I|ike banks when
eval uati ng our conpany. That’ s because it’'s a real

obl i gati on.

Once these conmitnents are made to the pipeline, they
are used by the pipeline to obtain financing from the
fi nanci al mar ket s, provi de cover age for t hat
financing, and a return for the pipeline.

2:14:46 PM
Maybe an exanple to explain the nature of these
commitrments would help. Let’s say we’'ve had a
successful open season, the pipeline gets project
financed, is built and it’s in operation. Then,
heaven forbid, for sone reason the pipeline conpany
goes bankrupt . Not what we’'re hoping for, for sure.

But what would the |enders do? So they would turn to
the FT commtnents made by the shippers to get their
repaymnent . And these FT commitnents would indeed be
paid to the |enders. That’ s because they are a REAL
FI NANCI AL  COVM TMENT. They have to be properly taken
i nto consi deration when eval uating project econom cs.

The scal e of t hese comm t ment s IS of ten
oversinplified. It’s not “just” the capital cost of
the project, if that weren't in itself a |large enough
conmi t ment . The commtnent is for what is known as
the “demand charge” which is the cost of service the
pipeline will charge through tine. Capital is one

maj or conponent

But for illustration, |’ve provided sone Dbroad
assunptions to put the scale of these commtnents in
per specti ve. Assunming a 4.5 bcfd project, at a unit
cost of $3.50/ncf for 25 years results in a total FT
commi t ment of $144 billion

2:16:57 PM

MR. VAN TUYL noted that $144 billion is a huge sum even for a
conpany the size of BP. He rem nded the conmittee the FT costs
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can be three to four tines nore than the cost of the pipeline.
He responded to a question by explaining that FT conmm tnent
terms vary fromproject to project. Sonetinmes in an open season
the term can be used "as a differentiation where that is bid."
The rate may vary depending on the terns of the FT commtnents,
with a higher rate for shorter ternms, he explained. He
indicated that the Alaska project wll Ilikely require fairly
long term FT commtnents of 25 or nore years, which he
characterized as fairly long term He indicated that a nore
usual FT conmitnment termis around 15 to 20 years.

2:18:44 PM

CO-CHAIR GATTO asked whether FT commitments are based on tine,
or other terms, such as vol une.

MR. VAN TUYL responded that in a typical FT commtnent a conpany
reserves a specific anount of pipeline capacity for a specified
period. He said it is possible there are fornms of FT comm tnent
that relate only to vol une.

MR. VAN TUYL responded to a question regarding the size of the
pi peline project by explaining that this project was studied
several years ago. At that time BP considered the issue of the
size of the pipe and cane to the conclusion that the rate of
around 4.5 billion cubic feet per day (Bcfd) was a good bal ance
between commercial viability and expandability. He expl ai ned
that at 4.5 Bcfd, there would be an opportunity with a 52 inch
pipe to expand it at a rate not to exceed the initial rate.

2:21: 00 PM

CO- CHAIR GATTO asked whether there is a mninum pipe size for
this project.

MR. VAN TUYL replied that a snaller dianmeter sinply does not
have the through-put necessary to lower the unit cost to a |evel
that nmakes it viable to get gas off the slope. He said a 48 to
52 inch size is "sort of what we were | ooking at."

CO CHAIR GATTO offered that it may be difficult to conpare very
di fferent proposals, which is why AG A has sone "sideboards" to
somewhat limt the proposals so that they can be nore easily
conpar ed.

2:22:58 PM
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MR. VAN TUYL said he has sone concerns about requiring too much
specificity early on because very often the project details are
determned based on the outcone of the open season. For
exanple, if there is nore denmand than anticipated, the pipeline
size may have to be increased, he said.

2:24: 02 PM

REPRESENTATI VE ROSES set forth that his understanding of the
af orenenti oned discussion is that the project |icense my be
awarded based on a proposal, but then the open season nmay
dictate a larger or smaller pipe than set forth in the original
pr oposal . He queried as to how the state could be assured that

the successful proposal was actually the best one if it later
has to be re-designed based on the results of the open season.
He offered that perhaps a different applicant may have done
better research to nore accurately predict the outcone of on
open season, but that applicant would be foreclosed from
proceeding once the Ilicense was awarded to a different
appl i cant.

MR. VAN TUYL said that the aforenmentioned scenario is also of
concern to BP. He predicted that the best pipeline project plan
will becone clear after open season - at that point the state
wi |l know what the best solution is, he opined.

MR. VAN TUYL responded to a question by explaining that he is
unaware of the shortest and |ongest terns of BPFs FT
comm tments, but he does know that the terns vary.

2:26:43 PM

REPRESENTATI VE GUTTENBERG asked for nore clarity regarding the
statenent that the nmarket wIll determne the best project
t hrough actual perfornance.

MR. VAN TUYL replied that an exanple of actual perfornmnce would

be a project that conducts a successful open season. He
indicated that the open season approach is the "nechanism for
gas pipeline projects in the US. " He said that projects cone

t oget her when custonmers and the project sponsor cone together to
denonstrate their commtnent through the open season process.
He said he is not sure how many open seasons BP has parti ci pated
in, however, he could get further information on this.

2:27:58 PM
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MR. VAN TUYL responded to a question by opining that the state
is entitled to pick a project and to provide financial support
to the |icensee. He suggested that a better approach would be
to allow nmultiple parties to proceed to open season and allow
the result of the open season itself to determ ne which conpany

has the best project. He opined that this approach would
provide a greater likelihood that the pipeline will actually be
built because the project wll have denonstrated rmarket

viability through actual performance.
2:29:50 PM

REPRESENTATI VE W LSON noted that sonetines open season are not
successful .

MR. VAN TUYL agreed it is possible to have an unsuccessful open
season. He suggested that there are a couple of key ingredients
for a successful open season. First, ~certainty regarding
resource terns gives the resource owners the confidence
necessary to enter into FT conmtnents. Furt hernore, potentia
custoners mnust have confidence that the sponsor has the ability
to deliver on the services offered. Anot her factor is the
nature of the conmm tnents thensel ves, he expl ai ned.

2:31: 24 PM

CO- CHAIR JOHNSON asked about a situation where one or nore
conpani es participated in a conpeting open season, and how much
it would likely cost to get to open season.

MR. VAN TUYL replied that there have been situations where
mul ti ple sponsors have advanced their projects at an open
season. The cost of getting to an open season depends on the
nature of the open season, he said. He estimated it would take
18 nonths to 2 years to get to open season for the Al aska gas
pi peline project, and would cost "hundreds of mllions" of
dollars. He explained that the tine and high cost is due to the
need to obtain environnental information and to conduct a
"bottons up" cost estimate. He opined that this research is
necessary to allow for a full understanding of the project prior
t o open season.

2:33:24 PM
CO CHAIR JOHNSON asked whether it would help or hinder

conpetition to have nore than one conpany prepare for and
participate in an open season. He expressed sonme concern as to
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whether it would be reasonable to expect conpanies to invest
time and noney despite the risk of not being chosen as the
proj ect sponsor.

MR. VAN TUYL responded that it would be preferable for the
parties to cooperate so as to advance the project. He opi ned
that this is why FERC expedites regulatory handling of any
proj ect .

CO CHAI R GATTO asked about the costs of open season should each
conpany proceed separately.

MR. VAN TUYL opined that it was highly unlikely that each
conpany would individually spend hundreds of mllions to get to
open season. It would be nore likely that the parties would
cooperate to find a way to advance the project.

2:35:11 PM

REPRESENTATI VE SEATON asked whether anything has prevented the
producers from working together to plan a project and hold an
open season. He expressed sone skepticism about conpeting
bi dders for open season since to date no conpanies have
proceeded in this direction on their own.

MR. VAN TUYL agreed with the aforenmentioned comment and stated
that the single nobst enabling ingredient would be to establish
"resource terns with clarity.” He opined that:

"if that was done then the resource owners, such as
BP, would clearly be notivated to do just what you are

descri bing and advance ... to open season. It is the
resource that wll pull the pipeline project along,
not the other way around. Once those resource terns

are known, then the franework is set for a successful
open season.

2:36:40 PM

REPRESENTATI VE SEATON observed that work on oil production taxes
during last year's legislative session was to establish known
resource terns. He suggested that now the terns are known, but
apparently not |iked. He expressed continued concern with why
t he producers appear to be reluctant to set forth an open season
proposal on their own.
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MR. VAN TUYL replied that the process that has been laid out by
the admnistration is AGA which is why BP is working within
t hat frameworKk. He said if there was another process proposed
BP woul d work within that franmework.

2:37:52 PM

REPRESENTATI VE W LSON summarized that BP wants the pipeline and
is waiting for the state to "put sonething forward so that we
can address that."

MR. VAN TUYL agreed that BP would very nuch like to have a
pipeline to nonetize its gas resource. He reiterated that the
key enabler is an wunderstanding of the rules governing the
resource over the long term He stated that since the current
framework to establish the enabling factors is AGA BP is
providing coments regarding whether AGQ A establishes the
necessary enabling factors.

2: 38: 58 PM

REPRESENTATI VE W LSON asked about the benefits to BP of being an
owner or part owner of the pipeline, especially since pipeline
returns are regul at ed.

MR. VAN TUYL responded that there are a nunber of reasons why BP
would like to be an owner in the pipeline. First is that BP has
worl d-wi de experience in delivering nega-projects and 1is
confident it could manage the risks associated with this |arge
pr oj ect . Second, as a resource owner, it is in BP s best
interest to deliver the resource for the |owest cost possible.
He noted that although the pipeline itself would be limted to a

regul ated rate of return, FT conmtnments will have to be made.
These commtnents represent a "significant sum of noney" when
made to a third party, he explained. He offered that

information presented by the adm nistration showng a potential
high rate of return on the pipeline neglected to consider the
cost of FT commtnents. He responded to a further question
regarding BP's desire to build the pipeline by enphasizing that
BP has the experience and the commercial notivation to deliver

it at the |owest cost possible. A conpany that is not a
resource owner receives its revenue from the project's rate
base, he opined. He explained that any developer wll want

custonmers, but indicated that the economc notivations vary
depending on whether the developer is an independent pipeline
conpany or the resource owner. He opined that in the latter
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case there is nore notivation to deliver the gas at the | owest
cost possi bl e.

2:43:26 PM

CO- CHAIR GATTO referred to an issue of The Bernstein Report
which concluded that BP and other producers have project
managenent problens regarding pipeline construction managenent.
Based on this, he asked why the state should want the producers
to oversee the pipeline project.

MR. VAN TUYL characterized the aforenentioned conment as a "bit
of a sinplification" of what the report says. He went on to say
that BP has developed sone of the nore challenging projects

"across the gl obe." He noted that BP has conpleted a pipeline
in the Caspian Sea area that had political and technical
chal | enges. He observed that although BP does not have the

mar ket cornered on good ideas or project delivery, it "clearly
has a unique notivation as a resource owner "to do the best job
possible to deliver the project at a | ow cost."

2:46: 29 PM

REPRESENTATI VE ROSES asked why it would cost $400 to $500
mllion for BP to get to an open season for the Al aska gas
pipeline project in light of its significant experience wth
difficult projects worl dw de.

MR. VAN TUYL agreed that it would take this Kkind of noney
because the Alaska project does not necessarily require
"l earning what we already know. " He said that in 2001 BP
studied and "literally wal ked" the possible Al aska gas pipeline
route to gather information on the environnent. This effort
cost $125 mllion and will likely need to be repeated in nore
detail. Additionally, BP will have to do a "bottons up" cost
study of the project, which is very costly.

2:48: 35 PM

CO CHAIR JOHNSON asked about the effect of the state
contributing $500 mllion towards preparation for open season,
then providing information to potential pipeline sponsors.

MR VAN TUYL said that would be a state policy call. He
suggested that industry participants, whether they be producers
or others, are best suited to plan and execute studies necessary
prior to an open season. He responded to further inquiry by
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stating that BP "would be nore than happy" to put forth the
nmoney and effort necessary to prepare for an open season
provided it had confidence in the resource terns. He expl ai ned
that BP "would place a high prem uni on needing confidence that
the work and engineering done to prepare for an open season
neets its needs and standards.

2:51: 29 PM

MR. VAN TUYL continued to discuss FT conmtnents and other
aspects of the pipeline by paraphrasing from witten testinony
[original punctuation nodified slightly]:

These long term conmtnments are just t hat -
comi t ment s. Therefore, they represent real risk.
And the size of these conmtnents magnifies the risk

And that risk is borne by those making the

comi t ment s. This next slide [slide 9] attenpts to
show how risk is wultimtely allocated in a mjor
resource developnent project |ike the Alaska Gas
Pi peline Project. |’m going to step through it one

bit at a tine.

First, we start with the Resource Owmers — that's of
course the State of A aska, and it includes the
| essees, |like BP, CP, EM Chevron, and others.

2:52:22 PM

There are certain risks that are inherent to the
resource itself. There is always price risk
associated with selling a comodity |ike gas:

That’s the risk that the price of gas will fall in the
future, possibly below the tariff.

There’s al so production risk

Keeping the pipeline full for project life

Being able to deliver the full volune every day

These risks are inportant considerations when a
resource owner has to nmake the firm transportation

comm tments necessary to underpin the project

2:53: 07 PM
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Next, there's fiscal risk for a l|lessee; that’s the
risk that the fiscal ternms on the upstream business
m ght change. On mpjor infrastructure projects like
this around the world, it’s not wuncomon for host
governments to address fiscal risk with a nutually
agreed franmework.

There are also a whole host of risks associated wth
constructing the pipeline itself:

Regul at ory process coul d change - schedul e risk

Material, labor, and equipnment costs - cost risk,
whi ch includes project management and execution

: 121 PM

Need for finances from the capital markets - finance
risk
What is critical to appreciate is that all these

project-related risks that are taken by the pipeline
conpany are ultimtely passed through to the resource
owners through the toll. The pipeline conpany
receives a regulated rate of return and gets a
reasonable return on investnent commensurate with the
risks.

In exchange for this regulated rate of return, the
regul ators ensure that the pipeline does not take on
certain risks. These instead are passed through to
the resource owners, provided that the pipeline owner
delivers the project on time and operated efficiently.
That’s how the risk / reward balance is struck by the
pi pel i ne regul ators

So ultimately, ALL RISKS are either borne directly by
the resource owners, or are passed through to the
resource owners through the toll. To ensure a |ow
cost project, it's inportant that those that are
bearing a risk are able to manage that risk. They are
commercially notivated to manage that risk downwards

To reiterate, it’s critical that the fiscal systemis
established in such a way that the risks associated
with the resource or “upstreani are adequately



addressed to ensure the risk / reward balance is
right. That will nmaximze the |ikelihood of having a
successful open season and a successful project. The
State is uniquely positioned to address this risk.

2:55: 44 PM
So in sumary, 1'd like to leave you wth four
nmessages. First, BP wants and needs a gas pipeline.
It’s critical to our vision of the 50-year future in
Al aska. Second, BP fully supports an open process

that leads to a nutually agreed fiscal framework with
the State that allows a project to advance and attract
fi nanci ng.

W think there should be an open and transparent
public review of the resulting franmework. The
Governor has already comritted to keep the |egislature
and the public apprised - we fully support her in
t hat . It is critical that the legislature supports
and endorses that franmework. The judicial branch
shoul d revi ew t hat f ramewor k to ensure
constitutionality. The people of Alaska and all 3
branches of governnent should and will be consulted.

W think that the resulting framework should be
avai lable to all investors to ensure conpetition.

Third, we believe that a nunber of mdstream details
in AGA should be fixed. W think the best project
will conme about if the State allows industry to offer
solutions, rather than prescribing themup front. The
provi sions which result in rate subsidies of one party
to another should be elimnated. Any notion of
exclusivity or the government 'picking a winner’ Iike
those contained in Sections .260 and .440 should be
avoi ded. Any process should allow conpetition in the

mar ket pl ace to work. It is easy to nmake hopeful
prom ses but it is harder, and vitally inportant, to
deliver performance. That is what we believe the

State should require -Delivery, not prom ses.

And finally, mutually agreeing to an upstream
framework is critical. The resource issues nust be
resolved for the project to proceed and to ensure the
resource owners have sufficient confidence to nake the
necessary long term financial commtnents in an open

HOUSE RES COW TTEE - 32- April 13, 2007



season required to advance the project. Section .310
and . 320 of AG A do not acconplish this objective.

MR. VAN TUYL concluded by stating that BP is ready to engage in
devel opi ng the necessary upstream franmeworKk.

2:58: 18 PM
REPRESENTATI VE ROSES asked whether it is a fair assessnent to

conclude BP would not bid on the gas pipeline project based on
the current terns of AGQ A

MR. VAN TUYL said that BP would like to bid, but would not under
the current terns of AQ A.

2:58: 58 PM

MR. VAN TUYL responded to a question about the FT comm tnents by
explaining that longer term transportation conmmtnents have

lower risks and tolls, which results in a higher netback. He
suggested that it would increase the risk of financing to
shorten the FT conmm tnent terns. He said that BP' s financiers
have indicated that a FT comritnent terns of only 10 years for
this project will probably not qualify for financing.

3:00: 23 PM

CO CHAIR GATTO asked about nethods to acconplish long-term
financial stability.

MR. VAN TUYL responded that there are any nunber of ways that
certainty can be structured. He noted that project finance can
be conplicated, but that there are a nunber of ways to approach
it.

3:01:35 PM

REPRESENTATI VE SEATON asked about the possible effects of
| egi sl ation regardi ng carbon di oxi de em ssions on the tariff.

MR. VAN TUYL replied that it would increase the tariff, although
he is unaware of the magnitude of that increase. He suggested
that applicants could be required to address greenhouse gas
i ssues and possible effects of carbon credit |egislation.

3:04:31 PM
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REPRESENTATI VE W LSON asked exactly what BP neans when it says
the resource ternms nust by clear.

MR. VAN TUYL answered that "exactly what | nmean is the rules ...
that define the paynents that we nake to the governnent" be

specified "for a long period." He explained that he neant taxes
and BP would seek as nuch certainty as possible with regard to
all taxes. He said he cannot offer a specific ultimtum but

indicated that there could be any nunber of potential solutions
to the issue of certainty of resource terns.

3: 06: 54 PM

REPRESENTATI VE W LSON of fered her understanding that the wtness
said BP would not be submitting an application. Based on that,
she asked what the state needs to do to get BP to submt an
appl i cation.

MR VAN TUYL replied that "if he said that" he may have
m sspoken. He explained that BP would like to be in a place
where it could submt an application and he offered that if
changes were made to AGA BP would be able to submt an
appl i cation. He indicated that BP would |ike to propose its
resource ternms in the application so that the state could
examne BP' s application to determne whether the terns were
accept abl e.

3:07:36 PM

REPRESENTATI VE GUTTENBERG asked what BP | ooks for in its rate of
return. Second, he asked about the value of retaining basin
control

MR. VAN TUYL replied that basin is actually controlled by the
regulator of the pipeline, in this case FERC due to the
interstate nature of the pipeline. He said that under FERC the
pi peline woul d have "open access" to bidders during open season.
He suggested that it is unclear who will receive access to the
pipe in the course of conpetitive bidding as required by FERC
As to the successful rate of return, he explained that conpanies
| ook at a "whole host of economc indicators” to determne the
pi peline's risk.

3:09: 56 PM

REPRESENTATI VE SEATON asked about the factors that influence the
pipeline's rate of return, such as the anmount of equity in the
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pi peline. He noted that negotiated rates could be 85 percent of
the maxi mum recourse rates and queried about how this could
affect the pipeline owmer's rate of return.

MR. VAN TUYL answered that the shortest answer is that it
depends on the specific structure of the negotiated rate. He
agreed that it is possible that a negotiated rate of 85 percent
could reduce the rate that the pipeline operator would receive.
He responded to a question by rem nding nmenbers that FERC w ||
establish a maxi num recourse rate to insure that the rates are
just and reasonabl e. He explained that FERC allows parties to
negotiate rates that could be less than the maxi mum recourse
rates.

The comm ttee took an at ease from 3:15:11 PMto 3:31: 03 PM

3:31: 22 PM

WLLIAM M WALKER, Project Manager, GCeneral Counsel, Al aska
Gasline Port Authority (AGPA) provided the commttee with a
Power Poi nt presentati on. He stated that in general the AGPA
views the open and transparent process of AQ A favorably. He
opined that AGA "has a nuch better feel”™ than the prior
Stranded Gas Devel opnment Act (SGDA).

PAUL FUHS, Lobbyist, Al aska Gasline Port Authority, opined that
prior testinony indicated a desire by the producers to return to
a process nore |like the SGDA.

3:36: 53 PM

MR. WALKER rem nded the commttee the AGPA was fornmed under
state statute to encourage developnent of Alaska' s gas. He
noted that a stable and secure energy source is critical to
Al aska residents. He explained that AGPA would share its

revenue as directed by statute- 60 percent to the state, 30
percent to nunicipalities, and 10 percent to energy related
benefits for rural Al aska.

MR. FUHS noted AGPA is a non-profit organization created to
create a public service. However, it nust take in sone revenue
to allow it to take on debt. The aforenentioned conmment
concerns the revenue surplus over AGPA s debt service.

MR. WALKER said that AGPA considers supply of gas to in-state

markets a high priority. He said that AGPA supports use of sone
gas liquids for the in-state market and market optionality for
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Al aska's gas. He explained it is inportant to naxim ze narket
opti ons.

3:43: 25 PM

CO CHAI R GATTO asked for further explanation of whether debt is
deducted prior to disbursenent of the direct net-profit revenue
sharing split.

MR. WALKER expl ained that the debt cones out prior to revenue
sharing paynents. In response to a question regarding gas
liquids, he explained that there wuld be a fractionation
facility in Valdez to take the propane and liquids out to be
shi pped separately from the liquefied natural gas (LNG. He
said the volume shipped is the product not needed for in-state
use. He explained that the |iquids would be shipped separately
fromthe LNG

3:44: 39 PM

MR. WALKER referred to slide 4 and enphasized that AGPA woul d
act as a facilitator for any gas pipeline project. He offered
that "world class" conpanies would be doing the actual pipeline
wor k. He explained that AGPA has been working wth various
conpani es to obtain cost estinates.

MR. FUHS offered that it is not necessary for the resource owner
to take the risk in building a pipeline. I nstead, a custoner
may meke a long termcomrtnent to buy the gas.

MR. WALKER expl ai ned that AGPA plans to build a 48 inch pipeline
from Prudhoe Bay to Valdez, with a pre-build to Delta Junction

for later tie-in wth the Al aska/Canada highway project. In
response to a question, he explained that "gas conditioning” is
different froma gas treatnent plant (GIP). 1In the conditioning

process, the gas is cooled to ready it for input into the
pi pel i ne.

3:50: 04 PM

REPRESENTATI VE SEATON asked whether the gas conditioning aspect
of AGPA's project is the sane as the GIP considered in the other
proposed gas pipeline projects.

VR WALKER answered that the aforenentioned statenent S

correct. He said AGPA is prepared to pay a toll for gas
treatnment costs, or to build a GIP.
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MR. FUHS responded to an inquiry regarding the difference
between a GIP and gas conditioning by explaining that they are
very simlar processes. He explained that construction requires
simlar construction techniques. He said the producers planned
project may be | arger

3:51:41 PM

CO- CHAIR GATTO asked if the treatnent was to produce pipeline
grade gas.

MR. WALKER replied that pipeline grade product will be comng
out of the LNG after the propane is renoved. He said there
woul d be an LNG facility and storage capability at Val dez.

3:53:26 PM

MR. WALKER estimated projects costs for the AGPA approach as
around $10 billion. He said that one cannot have a |oan
guarantee and tax exenpt financing at the sane tine. He said
that the federal governnent loan ternms would guarantee 80
percent of the project anobunt not to exceed $18 billion dollars.
He said that the project route is well-known, and has received
nunmerous permts, including an approved environnental i npact
statement .

3:55:21 PM

REPRESENTATI VE W LSON asked if AGPA suggests building an all-
Al aska route.

MR. WALKER said that the AGPA project is not to the exclusion of
the Canadian route and that the project would allow a |ater line
t o Canada.

REPRESENTATI VE W LSON asked whether construction of the snaller
proj ect proposed by AGPA would nake a larger line out of Prudhoe
Bay uneconom c. She asked what would happened if there was not
a Canadi an |ine.

MR. WALKER opi ned that he does not think the AGPA proposal woul d
have the aforenentioned effect. He explained that the |arger
projects proposed wll require further exploration to find
adequate gas reserves. He opined that the first 550 mles of
the Iine would be the npbst expensive, and could help in a later,
| arger project. Wth respect to a Canadian |line, he indicated
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that he thinks the AGPA pre-build to Delta Junction would
i nprove the economcs for a Canadian line. He characterized the
AGPA project as providing benefits to both the producers and the
state if the pre-build aspect is built first.

3:59: 58 PM

REPRESENTATI VE W LSON asked what size of project and pipe AGPA
was consi deri ng.

MR. WALKER expl ained that "our base case is a 1.2 Bcf [billion
cubic feet] project.” He estinmated maxinum in-state use as
"point five," which adds up to a project size of 1.7 to 2 Bcf.
Their project contenplates a pipe size of 48 inches, he said.

REPRESENTATI VE W LSON asked about the possibility that the
producers would not cone to an open season due to concerns that
t he AGPA project would jeopardi ze a | arger project.

MR. WALKER characterized the above point as a good question, and
went on to say that AGPA would continue to attenpt to acquire
gas from them He said that AGPA's reading of the l|eases is
that there is an obligation to sell the gas. He opined that the

producers are obligated to sell their gas "if there is a
reasonabl e expectation of profit" and that they would "sell the
gas into a project.” He rem nded the conmittee "that the vol une

of gas we are talking about” is within the volume of gas that is
currently being re-injected, and that there is a cost to re-
i njecting gas.

4:03: 28 PM

MR. FUHS agreed that one issue is what is the right size for
this project. He noted that as of yet, there has not been a
request of the Alaska Ol and Gas Conservation Conm ssion

(AOGCC) as to how nuch gas can actually be taken off the North
Sl ope. He indicated that the current estimate is that 2.7 Bcf
could be renmoved from the North Slope wthout creating

catastrophic oil | oss. He cautioned that a project size of 4.3
Bcf is not possible absent discovery of additional gas, a
process that can cost tens of billions of dollars. He suggested

there are benefits to looking at a smaller project with a
quicker tinme line, a lower risk profile, and within the already
known reserves.

4:05:50 PM
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MR. WALKER responded to a question about an anti-trust |awsuit
filed by AGPA by explaining that AGPA dismssed the litigation
shortly after the current admnistration cane into office. He
stated that the AGPA is serious about doing a project, and felt
that the prior admnistration's approach to the gas pipeline
left it wwth little choice but to pursue an anti-trust clains.

MR. WALKER continued by explaining that AGPA has recently
updated its cost estimates for the project and has entered an
menor andum of understanding (MOU) with Mtisu OSK lines for
shi ppi ng. He enphasized the inportance of nultiple markets and
indicated that there have been inquiries from Hawaii, the West
Coast of the United States, and Pacific R mcountries.

MR. WALKER explained that there are a variety of factors to
consider in financing and rem nded the conmttee that federa

| oan guarantees now apply to an LNG project and are very
hel pful. He said that Yukon-Pacific Corporation has spent about
$100 million, while AGPA has spent around $125 to $135 nillion

i ncl udi ng spendi ng by contractors and other entities.

4:11: 07 PM

CO CHAIR CGATTO asked where the $100 nmillion cane from and
whet her it was covered by the | oan guarantees.

MR. WALKER expl ai ned that was from CSX corporation, when "they
funded they owned Yukon-Pacific Corporation for 20 years, and
that is what they put in ... acquiring the route" and other work
done with respect to the project. He said this was done |ong
before the | oan guarantees were avail abl e.

MR. FUHS noted that AGPA has a significant tinme advantage in its
approach due to the work and permts already done.

4:12: 09 PM

MR. WALKER expl ained that this project would |likely be done on a
project finance basis. Under this approach, entities cone
together and obtain financing based on the strength of the
project. He explained that non-recourse financing would "not be
tied to the balance sheet" of the conpanies. He said that FT
commtments are inportant to the project, but that they are not
the only pieces, there are other inportant pieces as well. He
opined that the biggest risk in project finance is a conpletion
guarantee. He enphasized that this is an infrastructure project
t hat should allow for maxi mum use and expansi on.
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4:16:14 PM

MR. WALKER addressed the issue of risk mtigation by opining
that proximty to the Trans-Al aska Pipeline System (TAPS) |ine
mnimzes risk due to proximty and existing infrastructure. He
explained that the gas pipeline would be thicker, and thus
heavier, than that of TAPS. He was not sure of the exact
t hi ckness, or whether infrastructure would have to be upgraded
to carry a heavier pipeline.

MR. FUHS said the Departnment of Transportation exam ned this
i ssue based on a 52 inch pipe, and concluded sonme bridges would
have to be upgraded.

MR. WALKER offered that Al aska's cold weather makes a LNG pl ant
nore efficient to run and that the marine transportation system
offers a known shipping system He said that the "highest
unknown" is the pipeline itself.

4:19:22 PM

REPRESENTATI VE RCSES asked about the ampunt of product loss with
I i quefaction and re-gasification.

MR. WALKER answered that approximately 5.5 percent of the volune
is lost due to these processes. He indicated that this is the
fuel cost, not the anpunt of | eakage.

MR. FUHS stated that sonme product is burned by the LNG tankers
for fuel

REPRESENTATI VE ROSES asked if the only gas lost is the gas used
as an energy source when converting gas to |iquid.

MR. WALKER explained there is not really a |loss, but sone fuel
nmust be consumed to go through the process of converting the gas
to liquid.

REPRESENTATI VE ROSES expressed sonme skepticism with the figure
of 5.5 percent as it is the |owest percentage he has heard,
noting that other conpanies have estimated the product |oss as
around 11 to 14 percent.

MR. FUHS indicated that he could provide additional information
to confirmor clarify this figure.
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4:23:37 PM

MR. WALKER opined that the greatest risk facing the project is
that Alaska will Ilose the United States market for LNG to
projects from el sewhere. He suggested that there are LNG
projects being designed worldw de and that these projects may be
conplete prior to the Al aska project should the delays continue.

AGPA is also concerned about the possibility that the federa

governnent will take away the $18 nmillion |loan guarantee if no
one applies for it. He noted that construction costs are
constantly increasing. This is why the AGPA is pushing for the
right size project in a tinmely fashion, he expl ai ned.

MR. WALKER relayed his belief that an LNG project is economc
and projects a rate of return in excess of 30 percent to the
upstream producers. He said it provides gas to Al askans sooner
and still enhances the possibility of a later, larger project
goi ng t hrough Canada.

4:28:31 PM

REPRESENTATI VE GUTTENBERG asked about the role of FERC and the
RCA in this project.

MR. WALKER responded that the AGPA has been advised that if the
gas is sold at Valdez, the project my be exenpt from FERC

over si ght. However, if "we held on to the gas" through
i quefaction and shipping, then "clearly we would be regul ated
by FERC. " He opined that one mnust consider various factors to

determ ne whether it is better or not to be exenpt from FERC
over si ght.

4:31: 26 PM

CO- CHAIR GATTO noted that whoever owns the gas for shipping is
likely to come under the authority of FERC.

MR. WALKER agreed that once the gas conmes back into the United
States it would be regulated by FERC. He indicated that AGPA
woul d determ ne the best approach regardl ess of whether it would

i nvol ve FERC regul ati on. In response to a question, he said he
was not sure whether the volume of LNG inported to the United
States was down | ast year. He did indicate that sone other LNG

proj ects have been sl owed down due to "other issues."”

CO CHAIR GATTO asked whether any re-gasification termnals are
operating at full efficiency.
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MR. WALKER replied that AGPA has not tracked the efficiency of
existing facilities. He said that the initial market for their
project is the Wst Coast and currently no LNG receiving
termnal on the Wst Coast is in operation. He noted that
recent hurricanes show the need for LNG facilities in areas
besi des the Gul f Coast.

MR. FUHS rem nded the commttee the AGPA is tax exenpt, and that
can be a benefit. He noted that one cannot be tax exenpt and
receive a federal |oan guarantee.

MR. WALKER clarified that there cannot be tax-exenpt financing
and a l|loan guarantee, and indicated that there is no conflict
bet ween t ax-exenpt status and a federal | oan guarant ee.

4:36:11 PM

REPRESENTATI VE W LSON asked whether there is a |imt to the
federal |oan guarantees and if they could be used for the Al aska
portion and a | ater Canadi an portion of the gas pipeline.

MR. WALKER expl ained that the federal |oan guarantees apply for
up to 80 percent of a project up to $18 billion. It would apply
to only one project, and he is not sure if it would apply to a
subsequent Canadi an |i ne.

4:37:56 PM

CO CHAIR GATTO referred to information dated January 2007 from
the Energy Information Admnistration which indicated that the
vol une of LNG inports has decreased the |ast two years.

MR. WALKER rem nded the commttee that the AGPA project 1is
pl anned to begin around 2013 or 2014. He noted that issues
regardi ng tanker costs are part of the entire project economcs.

MR. WALKER summarized that there are many benefits to an LNG
project, referring to slide 11. He opined that there is enough
gas for the planned AGPA LNG project and that this smaller
project will allow Al aska's gas to reach the market sooner.

4:46: 26 PM
CO- CHAIR CGATTO asked if the AGPA project would "touch Point

Thonmson" and whet her the amount of known Prudhoe Bay reserves is
sufficient for this project.
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MR. WALKER supplied that "this would not necessarily effect
Poi nt Thonpson," although the volunme of gas available there is
enough for this project. He also said AGPA woul d not need Poi nt
Thonson, which he described as having "nore unknowns" than
Prudhoe Bay.

4:47: 22 PM

MR. WALKER suggested that there be sone anendnents nade to AG A
First, he noted that AG A requires an applicant to provide a
great anount of detail regarding any proposed LNG project and
suggested that a simlar level of detail be required from
Canadi an |ine applicants. Second, he offered that any applicant
should provide details regarding any additional gas off-take
over what is currently authorized by AOGCC Furt hernore, any
applicants should be required to provide a budget and tineline
for future exploration, an analysis of anticipated oil |oss
shoul d off-take from Prudhoe Bay be increased, and an analysis
of how rmuch liquid would be available in Al aska for value added
pr ocessi ng.

4:49:19 PM

REPRESENTATI VE ROSES asked whether these suggested anendnents
are related to the fact that AGPA proposes an all-Al aska
proj ect .

MR. WALKER sought to assure the commttee that AGPA does not
seek to stop any project, however, he characterized the
additional information suggested as very helpful in analyzing
the viability of any project. He opined that absent additiona
information, it would be possible for the state to select a
project that requires nore gas off-take than authorized by the
AQGCC.

4:51:49 PM

REPRESENTATI VE ROSES stated that there are unknowns, such as how
much gas will be commtted at open season, and opined that I|ine
capacity is a simlar issue.

MR. WALKER replied that the project should be defined as to what
it takes to be econom c before the open season. He offered that
prior to open season, any applicant should know if it can take
the volune of gas required for its project fromthe North Sl ope.
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4:53:30 PM

REPRESENTATI VE ROSES asked whether it would be advantageous for
Al aska to have an open season prior to asking for a design and
proj ect bid.

MR. WALKER said that AGPA is suggesting that applicants be
required to submt an application to "start the process”
required to increase off-take limts should the planned project
require nore gas off-take than is currently authorized.

MR. WALKER continued by explaining that AGPA also suggests
inclusion of a tinmeline for project start up and conpletion and

current project costs estimates. He went on to say "we fully
support rolled-in rates", noting that such a system has been
successf ul in Canada. He opined that AQJA allows for

i ndependently owned infrastructure.
4:58: 56 PM

CO-CHAIR GATTO asked how much revenue the state would receive
under the AGPA proposal .

MR. WALKER replied that six percent is "on top" of what would go
to the state wunder "anybody's project.” In response to a
further question, he said he does not have an exact revenue
anount, but could provide that infornmation.

CO- CHAIR GATTO noted that all the projects seem to require
consi deration of assunptions and that since the state is |ooking
for revenue, additional information on possible revenue woul d be
hel pful .

5:00: 34 PM

MR. WALKER responded to a question regarding the way revenues
are determned by stating that the AGPA may be willing to enter
a long-term contract with the state to "lock that in" so that
option is not available. In response to a query about the
i keli hood of increased rates, he offered that the AGPA is not
| ooking for a certain rate of return, rather it "wants the
project to happen"” to provide energy and jobs to Al aska.

CO CHAIR GATTO asked about the nunber of permanent jobs under

the AGPA proposal conpared to the nunber of permanent |obs
shoul d the gas pipeline go through Canada.
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MR  WALKER replied that "it would be greater because of
i quefaction,”™ which he characterized as |abor intensive.

5:02: 52 PM

REPRESENTATI VE SEATON characterized sone of the suggested
anendnents as nore appropriately included as part of the
conmmi ssioners' evaluation criteria rather than as part of the
state's initial "nmust haves."

MR. VWALKER replied "it could be used either way." He stated
that the concerns brought up by AGPA are to nmeke it clear that
there should be concern regarding the amount of gas that is
currently authorized for off-take from Prudhoe Bay.

REPRESENTATI VE SEATON stated that his wunderstanding is that
proposals wll be evaluated to determ ne which one provides the
greatest benefit to the state. He questioned whether the AGPA
project would provide any corporate or nunicipal tax benefits
and if not, how the AGPA project would conpare to one that pays
t axes.

MR. WALKER said that "the actual nodel we run now is a taxable
nodel ," and that the project still sets forth "robust
econom cs. " He suggested that AGPA could provide further
i nformation on this.

5:06: 36 PM

REPRESENTATI VE  SEATON characterized this issue as quite
i nportant because the comm ssioners wll be conparing and
eval uati ng proposal s side-by-side. He asked if the AGPA takes
issue wth any of the "nust have" criteria set forth in AG A

MR. WALKER answered that AGPA is pleased with the "nust haves”
and that none of them cause it any particular concern. He
clarified that AGPA proposes to pay taxes of 20 mls, which is
t he sane as TAPS pays.

5:09: 14 PM
REPRESENTATIVE ROSES referred to AS 43.90.130(16) whereby

applicants waive their right to appeal, and asked whether that
provi si on gives AGPA any cause for concern.
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MR. WALKER stated that AGPA is confortable with the process of
AG A and would likely be confortable with the ultimte decision
made.

5:10: 08 PM

MR. FUHS suggested an anendnent to AS 43.90.210 regarding
amendnents or nodification to the project plans. He said that
an applicant should be allowed to suggest changes that would
provi de additional value or benefits to the state.

CO CHAIR GATTO suggested that the I|anguage as witten would
all ow nodifications to the plan.

MR. FUHS opined that the |anguage would need to be nodified to
allow an applicant nore flexibility to suggest nodifications to
add benefits to the project.

MR. WALKER answered a question regarding federal incone taxes,
by explaining that there could be a scenario whereby the AGPA
woul d be subject to federal taxes.

MR. FUHS clarified that AGPA can make revenue, but nust spend it
for a public purpose.

5:14: 35 PM

MR. WALKER responded to a question about the Jones Act by
explaining that it requires that shipnents between U.S. ports
must be on vessels built and flagged in the United States. He
suggested that AGPA does not need that act anended for its
proj ect because there are eight qualified LNG tankers that wll
beconme available in 2013. He indicated that sonme ships may need
to be re-flagged. He opined that the AGPA project does not
"have a Jones Act problem"”

CO CHAIR GATTO asked about why tankers would be available in
2013.

MR. WALKER replied that they are currently under contract and
the contracts cone due in 2013, so they could be available for
ot her purposes. He said AGPA is currently in the process of
wor ki ng to secure shipping capacity.

MR. FUHS threw out that the AG A process will help negotiations
with other interested parties once the applications are out.
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5:19: 07 PM

MR. WALKER responded to a question by stating the AGPA has been
advised that the LNG tankers referred to "will be good to go"
and will not require re-fitting.

CO- CHAI R JOHNSON asked if LNG tankers are doubl e-hul | ed.

MR. WALKER said that LNG is different fromoil and AGPA has not
found any reason to need double hulled tankers for transport.

MR. FUHS opined that in aliquid formLNGis quite stable.
5:21:57 PM

REPRESENTATI VE SEATON asked about the amount of carbon em ssions
from the project, the amount of energy needed to operate the
pi peline and possible alternatives on how to run the pipeline.

MR. WALKER indicated that those issues are currently being
revi ewed.

CO CHAI R GATTO expressed sonme skepticism regarding the ease of
re-flagging a tanker.

MR. WALKER sai d AGPA has been advised that re-flagging may be an
easier process if the ship was built in the United States. He
said that the age of the ships has been considered and that AGPA
can provide further information on this. He offered that there
may be a shipyard in San Diego that could build an LNG tanker
He inferred that a United States shipyard has not built an LNG
t anker since the 1970s.

[HB 177 was held in commttee.]
ADJ QURNVENT
There being no further business before the commttee, the House

Resources Standing Conmttee neeting was adjourned at 5:28:34
PM
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