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W TNESS REG STER
GEORGE BERRY

Fai r banks, Al aska
POSI TI ON STATEMENT: Testified in support of HB 177.
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M KE LI TTLEFI ELD, Busi ness Agent

Teansters Local
Fai r banks, Al aska
POSI TI ON STATEMENT:

PETER CAPTAIN, SR

959

Testified in support of HB 177.

Vi ce President

Tanana Chi efs Conf erence

Fai r banks, Al aska

POSI TI ON STATEMENT:
supports the project

JOHN CORBETT
Laborers Local 942
Fai r banks, Al aska

PCSI TI ON STATEMENT:

177.

SAMANTHA FONOTI
Laborers Local 942
Fai r banks, Al aska

POSI TI ON STATEMENT:
regarding HB 177.

M. Corbett

ERI C FONTENOT
Laborers Local 942
Fai r banks, Al aska

PCSI TI ON STATEMENT:

the Tanana Chi efs Conference
in AG A

Rel at ed t hat
| abor agreenent (PLA)

Testified in support of the PLA within HB

Stated her agreenent with the testinony of

During hearing of HB 177, enphasized the

i nportance of constructing a gasline.

DI RK TAYLOR
Laborers Local 942
Fai r banks, Al aska

PCSI TI ON STATEMENT:

JACOB HOWDESHELL
Laborers Local 942
Fai r banks, Al aska
PCsSI TI ON STATEMENT:

EMALY SPENCER
Laborers Local 942
Fai r banks, Al aska

POSI TI ON  STATEMENT:
support of Governor

ROBERT PURCELL

Laborers Local 942
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Testified in support of HB 177.

Testified in support of HB 177.

testified in

During hearing of HB 177,

Palin's [proposal].
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Fai r banks, Al aska
POSI TI ON STATEMENT: Testified in support of the PLAin HB 177.

BRYAN LI NT

Laborers Local 942

Fai r banks, Al aska

POSI TI ON STATEMENT: Testified in support of the PLA in AGQ A

JERRY WALKER

Fai r banks, Al aska

POSI TI ON  STATEMENT: During hearing of HB 177, expressed
concer ns.

JAY QUAKENBUSH, Presi dent

Fai rbanks Bui | di ng and Construction Trades Counci

Fai r banks, Al aska

PCSI TI ON  STATEMENT: During hearing of HB 177, testified in
support of the PLA

DANIEL FIRM N

Laborers Local 942

Fai r banks, Al aska

PCSI TI ON STATEMENT: During hearing of HB 177, agreed with [the
PLA anmendnent].

GERALD KW BROWN
Fai r banks, Al aska
PCSI TI ON STATEMENT: Urged passage of HB 177.

JERRY MEHLBERG

Val dez, Al aska

POSI TI ON STATEMENT:  During hearing of HB 177, said that he has
devel oped a long-range concept that wll better use the $500
mllion incentive.

JERRY MCCUTCHEON

Anchor age, Al aska

POSI TI ON  STATEMENT: During hearing of HB 177, testified that
there won't be a gasline.

PAUL LAI RD, Ceneral Manager

Al aska Support Industry Alliance

Anchor age, Al aska

POSI TI ON STATEMENT: Testified that HB 177 may be the last and
best chance to make a North Slope gas project a reality, but
only if it's fixed before passage.
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PAUL KENDALL

Anchor age, Al aska

PCSI TI ON STATEMENT: During hearing on HB 177, encouraged the
committee to thoroughly discuss the critical details of the
pl an.

AVES THOWPSON, Executive Director

Al aska Trucki ng Associ ation (ATA)

Anchor age, Al aska

PCSI TI ON  STATEMENT: During hearing of HB 177, expressed
concer ns.

MAYNARD TAPP

Anchor age, Al aska

PCSI TI ON STATEMENT: During hearing of HB 177, testified that
the [state] should do the deal now.

ERI C DOVPELI NG Vi ce President

Al aska Support Industry Alliance

Anchor age, Al aska

PCOSI TI ON STATEMENT: Testified that HB 177 nust acknow edge the
interests of not only Al askans, but those of the project
devel oper, the transporter and the North Slope producers and
shi ppers.

KEVI N KNOX

Laborers Local 942, Fairbanks, Al aska

PCOSI TI ON STATEMENT: Testified in support of HB 177 and the PLA
anmendment .

TAMM E W LSON

Fai r banks, Al aska

PCSI TI ON STATEMENT:  Thanked the commttee for including the PLA
in HB 177.

JOSEPH BOYLE

Local 942

Fai r banks, Al aska

POSI TI ON STATEMENT: Testified in support of the PLA included in
HB 177.

RON MCPHETERS, Presi dent

Laborers Local 341

Pal mer, Al aska

PCSI TI ON  STATEMENT: Uged the conmittee to |eave the PLA
| anguage in HB 177.
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MEG LUM Apprentice

Laborers Local 341

Chugi ak, Al aska

PCSI TI ON STATEMENT:  Encouraged the conmttee to enforce the PLA
in HB 177.

TI M SHARP, Busi ness Manager

Al aska District Council of Laborers

Fai r banks, Al aska

POSI TI ON STATEMENT: During hearing of HB 177, testified on the
PLA.

LI SA PEGER
Fai r banks, Al aska
PCSI TI ON STATEMENT: Testified in support of HB 177.

DAVE MCCLURE, Executive Director

Bristol Bay Housing Authority;

Chai rman, Board of Sout hwest Al aska Vocational Education Center
DI lingham Al aska

PCSI TI ON  STATEMENT: Testified in support of CSHB 177(C&G),
specifically the PLA provision.

ANDY ANDERSON, Deputy Director

Bri stol Bay Housing Authority

Di|I'li ngham Al aska

PCSI TI ON  STATEMENT: During hearing of HB 177, testified in
support of an equitable PLA

DAVI D VAN TUYL, WManager

Gas Commerci al i zation

BP Expl oration (Al aska) Inc.

Anchor age, Al aska

PCSI TI ON STATEMENT: Expressed concerns with CSHB 177( Q&G .

VENDY KING Director of External Strategies

ANS Gas Devel opnent Team

ConocoPhi |l i ps Al aska, Inc.

Anchor age, Al aska

PCSI TI ON  STATEMENT: During hearing of HB 177, answered
guesti ons.

Bl LL MCMAHAN, Comrerci al Manager
Al aska Gas Devel opnent G oup
ExxonMobi | Cor porati on

Houst on, Texas
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POSI TI ON  STATEMENT: During hearing of HB 177, answered
guesti ons.

ACTI ON NARRATI VE

COCHAIR CARL CGATTO called the House Resources Standing

Conmittee neeting to order at 1:04:12 PM Representati ves
Gatto, Johnson, Seaton, Roses, Edgnon, Kawasaki, Kohring, and
WIlson were present at the call to order. Representati ve
Gut tenberg arrived as t he neeti ng was in pr ogr ess.

Representative Fairclough was al so in attendance.

HB 177- NATURAL GAS PI PELI NE PRQJECT

1: 04: 30 PM

CO CHAI R 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; mnmaking conform ng anmendnents; and
providing for an effective date.” [CSHB 177(0&35 was before the
comittee.]

1: 05: 52 PM

GECRCE BERRY said that recently he read that Governor Palin
enj oys an 83 percent approval rating, which he opined neans that
her form of government is that which the people desire. M.
Berry said that the Alaska Gasline Inducenent Act (AGA) is nost
wel come to himfor it clearly and definitively places a gasline
proposal on the table for a fair and open assessnent by citizens
as well as legislators. He noted that recently an Anchorage
Daily Newspaper article by fornmer Governor Wally Hickel
di scussed the state's rights in relation to the oil and gas
| easehol ders. M. Berry stressed that his nessage today is that
representatives need to use the state's leverage at its highest
| evel . The AG A legislation is the best way to get the gas
players to the table. He then recalled recent testinony from BG
Gas, a worldw de gas transm ssion producer, that related that
third party owners of a gas transmssion line is nore conmon

than producer ownership. He opined that the third party
pipeline owner is nore interested in production and throughput
versus producers who don't generally hold those sane ideals. In

regard to changes and anendnents to HB 177, a project |abor
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agreenent would be a very positive anendnent as it wll ensure
| ocal hire of Al askan residents.

1: 09: 21 PM

MR. BERRY, in conclusion, stated his support of AGA and
requested that the commttee nove it forward this session.

1: 09: 39 PM

M KE LI TTLEFI ELD, Busi ness  Agent, Teansters Local 959,
par aphrased fromthe followng witten testinony:

Teansters Local 959 represents 5000 active and/or
retired nenmbers throughout the state of Al aska. Many
of our nmenbers worked untold hours some years ago, to

construct the oil pipeline. W still have nenbers
working on the North Slope or in Slope-related jobs
within the oil industry.

For over thirty years we have discussed construction
of a gas pipeline here in Alaska. Many of our nenbers
pl anned on going from their oil construction jobs to
gas-rel ated jobs; however, to date, the mmjority have
gi ven up on that idea.

The previous adm nistration negotiated a deal with the
oil producers, which was brought to the legislative
body l|ast year. As all of you are aware, that effort
fail ed.

Before you this afternoon is HB 177, the Al aska
Gasline Inducement Act or AG A, presented by CGovernor
Palin and her new adm nistration. Teansters Local 959
would like to go on record thanking Governor Palin and
her team for the hard work put in thus far on AG A,
which we believe may be the necessary franmework for
construction of a gas pipeline in Al aska.

Some say AGA is a huge risk, destroying an
opportunity for an Alaska gas line. Sonme say the bill
favors the pipeline builders rather than the gas
owners. Some even say the state should not tel
bi dders what to bid. Those of us representing workers
believe that AGA my well be the vehicle needed to
nove the gas pipeline project closer to reality.
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In our view, AGA is a tool for Governor Palin to use
while doing her job in |eading our state, just as our
menbers need tools to performtheir jobs on day-to-day
basi s. The governor and her staff have presented a
very aggressive schedule that contains quantifiable

results.

The previous conmttee and the governor should be
appl auded for including a commtnent to negotiate a
project |abor agreenent in HB 177 as well. W do not
bel i eve any pipeline conpany would disagree that
proj ect |abor agreenent (or PLA) is not justifiable on
a construction project of such magnitude. Wth a PLA
in place, we will be able to define the training needs
of workers, legally require local hire through hiring
hall's, and define wages, hours and working conditions
this
for
their efforts in this area. Addi tionally, we request
the commttee include a definition of Project Labor
Agreenent, that would support the |anguage included in

to assure stability during the construction of
proj ect . We thank Governor Palin and her staff

the CS for SB 104 Judiciary Conm tt ee.

As you continue your commttee work on the

a

AG A

| egi sl ation, please renenber the gas pipeline is vital

to the future economic growh of this state. Here is
Such
opportunity wll not |last forever. G ve Covernor
Palin the tools she needs to perform her job on behalf

a w ndow of opportunity for us to nove forward

of all Al askans. Support the passage of HB 177.

1:13: 28 PM

CO CHAIR GATTO announced that he expects this legislation to
is for

reach the House Finance Conmittee this week and the goa

the legislation to be passed out by the end of session.

1: 14: 03 PM

PETER CAPTAIN, SR, Vice President, Tanana Chiefs Conference,
Chi ef s
Conference (TCC) passed a resolution supporting an AG A PLA,

informed the conmttee that recently the Tanana

whi ch he read.

1:17: 44 PM
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CO- CHAIR GATTO turned to the issue of the Al aska hire preference
provision in HB 177. He offered that there will be many good
jobs after the pipeline is constructed and delivering gas.
Therefore, he requested that people are trained for long-term
jobs after the construction is conplete. He highlighted the
various aspects of the project requiring workers from managenent

to workers at the gas treatnent plant. The goal, he opined, is
to fill as many of the positions wth Al askans.
1:19:17 PM

JOHN CORBETT, Laborers Local 942, testified in support Governor
Palin's AG A anmendnent to include a PLA, which neans locals wll
go to work first and be the last to be laid off. Fur t her nore,
it nmeans that the wages he earns could be put back into Al aska.
He related his goal to be able to build a house and raise his
famly in Al aska.

1: 20: 55 PM

SAMANTHA FONOTI, Laborers Local 942, noted her agreenment wth
M. Corbett's testinony.

1: 22: 23 PM

ERI C FONTENOT, Laborers Local 942, infornmed the committee that
he has been living in Alaska for the last seven years after
initially arriving with the US. Arny. He recalled his tine
wor king with "NorConn" and the discussions he has heard rel ating
that attenpts to get a gasline have been going on for the |ast

30 years. M. Fontenot opined that a gasline needs to be
constructed for nore than just the jobs it will create, but also
for the gas Al askans could use. Furthernore, a gasline could

reduce the strain on Al aska's econony.
1:25: 06 PM

CO CHAIR GATTO thanked M. Fontenot for his service in the U S
Arny. He then explained that the gas has constantly been used
to reinject into the ground to push the oil out. Therefore, the
gas has been useful and has pushed the life of Prudhoe Bay from
20 years to 30 years. At this point, the gas is ready to be
shi pped. Co-Chair Gatto expressed his hope that within five
years the gas will be in the line.

1:26: 28 PM
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DI RK TAYLOR, Laborers Local 942, related his support for HB 177.

He said this legislation [will result] in a lot of jobs for
people living [in Alaska] who wll put the noney back into the
state's econony. Furthernore, Al askans will take pride in this

job, pride that those in the Lower 48 won't necessarily have.
1:27:39 PM

JACOB HOWDESHELL, Laborers Local 942, noted his agreenent wth
M. Taylor's testinony and the anmendnent to AGQA He opi ned,
“"I't will be long-term econonmc solution putting trade workers to
work, not just in the construction but in the nmaintenance and
t he operations.”

1:28:15 PM

EMALY SPENCER, Laborers Local 942, testified in support of
Governor Palin's [proposal] because it provides jobs that allow
her to support her children and work for her children in the
future.

1: 29: 29 PM

ROBERT PURCELL, Laborers Local 942, opined that through the PLA
in AGA nuch nore community building through jobs will result.
M. Purcell related, "It nmeans a lot to ne to be able to say
that I'm an apprentice in a laborer's program and that they're
going to give nme the training that I'mgoing to need not only to
help with the pipeline but also to work in future jobs that comne

after work." He highlighted that it's inportant to be able to
provide for his children and also have a pension plan that
allows him to be able to retire. In conclusion, M. Purcell

stated his support for the PLA in AG A

1:30:49 PM

BRYAN LI NT, Laborers Local 942, testified in support of the PLA
in AG A He expressed the need for the pipeline to go through.
M. Lint related that all the training in the apprenticeship
program is helping himand he would |like to be able to use that
know edge at worKk.

1:32: 21 PM

JERRY WALKER provi ded the foll owm ng testinony:
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|, respectfully address you today as an individual who
is proud to have lived and worked in the great state

of Alaska for 18 years. | am appreciative of the
adm nistration's efforts and your car ef ul
considerations to be responsible stewards of our
resour ces. | remnd you today of one very inportant

theme and from that ask four questions for your
careful consideration as you continue this critical
process. The thene is the free enterprise system and
state governnent's role wthin.

Question 1) Is the purpose of AG A [to] enhance your
role as legislators to induce private enterprise by
providing $500 billion in their risk-reward analysis?
O, should it nerely be to ensure an open for business
envi r onment t hat IS characterized by m ni ma
interference? Please consider being |less prescriptive
and nore general in your objectives for your bid
requirenments.

Question 2) Wo best can evaluate risk and potenti al

reward, private enterprise or state governnent? If,
as legislators, you want to evaluate risk, | suggest
you focus on how we, as a state, deal wth the
probable negative growth wthout individuals and
conpanies willing to invest required capital. Pl ease

consi der being less prescriptive and nore genera
in your objectives for bid requirenents.

Question 3) Is the real question of fiscal stability

nore inportant ... for potential shippers of our
natural resources that we as a state have sold and
hope to sell nore of? O, should it be for both

current and future generations of Al aska to determ ne
how we can pay for expected services? Please consider
fixing severance tax rates that will pronpt investnent
in Al aska.

Question 4) Do we really think we can expect current
and future owners of our natural resources to conpete
in a global marketplace when, under the proposed bil

two comm ssioners wll be responsible to pick the
wi nner? Please consider allowing for nore proposals
that will encourage nore conpetition in our project
such that the ultimate wnner will be better prepared
to conpete globally, and hence provide nore fiscal
stability to Alaskans for mnmany years to cone. I
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respect your commtnent to Alaskans, present and

future. | thank you for your careful consideration
and request your responsible action and ultimate
decision to this bill in this legislative session that
isS ... soon to expire.

1:35:46 PM

JAY QUAKENBUSH, President, Fairbanks Building and Construction
Trades Council, said that |abor organizations in Alaska are
poised to train and enploy Al askans. He opined that a PLA wil
provide an opportunity to further the investnment of [Iabor
organi zations] in the state and help the enploynent application
of this job, which provides the pipeline |icensee and the state
assurity that the pipeline will be built on tinme and under
budget. In response to Co-Chair Gatto, M. Quakenbush confirned
that a PLA wouldn't restrict |aborers to be union nenbers. The
| aborers on the project would be working under the terns and
conditions of a bargaining agreenent as would any other | aborer
on the project. Therefore, non-union nenbers could possibly be
wor ki ng for the same wage as union nenbers. In further response
to Co-Chair Gatto, M. Quakenbush confirmed that these non-union
| aborers would be required to pay union dues that would go
towards the laborer's representation under the collective
bar gai ni ng agr eenent.

1: 39: 13 PM

DANIEL FIRM N, Laborers Local 942, noted his agreenment with the
others who have testified [from the Laborers Local 942] and
stated his agreenent with the anendnent to AG A

1: 39: 57 PM

GERALD KW BROWN appl auded the effort and work that the conmttee
puts into these neetings. He then noted his agreenent that a
PLA is a very inportant part of the process. He said that he
sent all the commttee nmenbers an email of sone observation
points he had after hearing Marty Massey's testinony, which he
said took him aback. It seens that the three [conpanies] that
have control of the gas don't really want to participate in this
pr ocess. He expressed hope that sonme kind of fairness in how
the gas from the North Slope is distributed can be achieved.

Wether the aforenentioned is part of AGA or separate
| egislation, it needs to be reviewed, he opined. |In fact, [the
state] may need to nandate sone rel ease of the gas on an annua

process. M. Brown nentioned that he was very inpressed by M.
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Keanan's testinony and his third party observation. He
expressed hope that the comrttee saw the need for the

production of gas and the demand that wll result. M. Brown
said, "I hope that AG A does give a fair, balanced approach to
di stributing gas from Al aska." In conclusion, M. Brown urged

that the commttee pass HB 177.

1:43: 20 PM

CO CHAIR GATTO clarified that AGA is legislation that sinply
allows the state to find soneone who will be called a |icensee,
who will then have the nbst to do with noving the gas to market.

The legislature's work is done when it finishes with AGA and
devel ops a structure from which the admnistration can select a
| i censee.

1:44: 46 PM

MR. BROWN turned to the issue of those who work on the North
Sl ope, but reside outside of the state. He suggested a state
income tax mght encourage people to be residents in the state
because the tax refund could be tailored to residency.

1:45:58 PM

JERRY MEHLBERG began by informng the conmttee that he retired
after working 20 years in the oil industry on the Al aska
pi pel i ne. He further informed the conmttee that he is a
nmechani cal admi nistrator and a |icensed journeynan plunber. He

related his support of sone type of inducenent to get the
gasline built and in operation. M. Mehlberg then said that he

has devel oped a long-range concept that w Il nake nuch better
use of the $500 nmillion incentive. He opined that his concept
woul d dovetail wth Governor Palin's commtnent to reduce

greenhouse gases; place the Railbelt [comunities] and nost
other electric wutilities on a common state strategy; would
probably elimnate the need for construction of coal-fired
plants, as is being discussed for the Matanuska-Susitna Valley;
reduce electrical <costs for everyone; and would help the
producers maintain oil production while providing them a good
econonm ¢ and environnental incentive. M. Mehlberg said that
his plan is conprehensive, and therefore he inquired as to who
he should talk to about his plan.

1:47:51 PM
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CO CHAIR GATTO suggested that the House Special Conmittee on

Ways and Means woul d be the appropriate venue for such.

1:48: 24 PM

JERRY MCCUTCHEON began by indicating that Co-Chair Gatto should
apol ogi ze to those whom he has |lead to believe that there wll

be a gasline. He then provided the follow ng testinony:

The legislature and the Governor Palin have not

been
honest with the public. They have led the public to

believe there's going to be a gasline when, in fact,

there will not be a gasline. Palin's press rel eased
that she was not going to |obby the |egislature on her
gasline legislation outside of her staff repeatedly
cherry-picking, msleading information to give to the

| egi sl ature and the public. | doubt if her |obbying
the legislature would do nmuch good; they have already
served notice that they are going to take their tine
and do it their way. | think Palin has finally cone
to the conclusion she cannot obtain any senblance of
an open season, thus no hope of a gasline. The
outcone for Palin's gasline is nil to nonexistent.
The nost damaging presentation occurred when the
exasperated Senator French, chairman  of Senat e
Judiciary, said and asked of Cathy Forester of the
[ Alaska] G| and Gas Conservation Conmi ssion after he
could not get her to give himany anount of gas or any
time the gas could be avail able. . French said,
"Wll, we still have the 2.7 bcfd." Cathy replied,
"Sonebody would have to apply to the [Alaska] Q| and

Gas Conservation Conm ssion for that 2 bcfd offtake or
some portion of it and the AOGCC would have to rehear
the Rule 9, the 2.7 bcfd and after the hearing there
woul d be no gas available.” Thus, the once avail able
gas, for at least the last 20 years, Rule 9 gas
of ftake of 2.7 bcfd is now nonexistent. It exists on
paper only and if you try to apply for it, it isn't
going to be there. There is no gas available for
gasline, nor is there any indication of when there
And,
t he
di sappearance of the 2.7 bcfd ever since it was first

will be gas available for a gasline, if ever.
11 bet on the later. Havi ng predicted

allowed, | wll predict that the 2.7 bcfd wll

di sappear again in 10 vyears, in 20 years.
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and never there when one gets to where they thought it
was. The gas offtake is like a mrage, just over the
hill but never there. Every tine it conmes to take the
gas, the reservoir will have to be evaluated as if it
were a new discovery and a new discovery wth all the
infrastructure in place. And, we wll always be faced
with the need for the gas for oil production. Pal i n
was cogni zant of the need for the rehearing of the 2.7
bcfd gas offtake. She was chairman of the [ Al aska]
Ol and Gas Conservation Comm ssion, she nmust have
known what the outconme of a rehearing would be. Palin
just tried to scammer through in hope that the
| egi sl ature would not find out

1:52: 38 PM

CO CHAIR GATTO interrupted M. MCutcheon to inform him that he
had to conclude his testinony in the next few seconds.

1: 52: 50 PM

MR. MCCUTCHEON opined that he has a right to be heard and that
the courts would uphold that he has a right to be heard by the
| egi slature as well as the public.

CO CHAI R GATTO explained that M. MCutcheon needed to summari ze
his comments as every witness has a certain anount of tinme due
to the many who want to speak.

MR. MCCUTCHEON said that if this legislation ends up in court,
he would be present and give the co-chair the opportunity to
testify as to why he didn't allow [folks to heard]. He then
reiterated his right to be heard [by the court] as well as by
t he public. He then enphasized that there's a big difference
between [the court] and the |legislature taking testinony and
burying it somewhere.

1: 53: 20 PM

PAUL LAIRD, General Manager, Alaska Support Industry Alliance
paraphrased from the following witten testinony [original
punct uati on provided]:

Qur 400-plus nenber conpanies provide the goods and
services that mnmake Alaska's oil, gas and mning
i ndustries possible, and provide nore than 30,000
Al askan j obs.
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First and forenost, the Alliance wants a gas project

sooner rather than later, and with the greatest
|l ong-term benefits for the State of Al aska, Al askan
wor kers, Al askan businesses and all Al askans. W
believe this act wll fail 1in 1its objective of
achieving a gas project unless key changes are nade
prior to passage:

First, bid requirements set out in the bill are too
prescriptive and should be replaced wth broad
objectives. Bid requirenents will limt conpetition in
the application process. The prescriptive nature of
the bill guarantees that creative and nutually
beneficial approaches that address the state’ s needs
will never be explored, and it likely wll preclude

sone prospective applicants from partici pating.

Second, the Dbill places too nuch enphasis on
mtigating the short-term financial risks incurred by
the pipeline builder and too little on addressing the
much | onger-term and greater risks of gas shippers. It
offers shippers a non-binding “trust-nme” conmtnent
for fiscal stability lasting a fraction of the project
life, and does nothing to fix severance tax rates that
the adm nistration admts won't work.

Third, the $500 million incentive is unnecessary. It
has the potential to turn pretenders into contenders
for a state license, and we’'re skeptical about placing
Al aska’s future into the hands of any entity that
requires a $500 nillion contribution in order to
pursue a $30 billion project. Applicants that need to
be “bought” with the $500 mllion may not be worth
acquiring.

W' re also concerned about provisions nandating the
use of rolled-in tariff rates for pipeline expansions,
establishing a virtual monopoly for the state's
licensee at the possible expense of other qualified
projects and allowing a pair of comm ssioners too nuch
| eeway in how they select a |licensee.

The Al aska Gasline Inducenent Act may be our last and
best chance to make a North Slope gas project a
reality, but only if it’s fixed before it’s passed. In
order to succeed, the bill nust reflect the interests
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of Al askans, of the devel oper and transporter and of
North Sl ope producers and shi ppers. Thank you.

1:56: 18 PM
[ Co-Chair Gatto passed the gavel to Co-Chair Johnson. ]
PAUL KENDALL provided the foll ow ng testinony:

Nearly all things send signals, signs, or indications
of things that have been or things to cone, in sone

form of another. You folks, because the producers
have sent you confusing, adnonishing, conflicting,
mnimal, and wuncertain signals, nust prepare for a
worst case scenario in direct proportions to the
signals you have received from the producers. Thi s
makes it all the nore inportant that you stay focused,
in the queue, ... and above all "The United as
Al askans npde we stand.” | strongly, therefore,

believe that you should gather and pass the initiative
or whatever it takes to stay in session for the rest

of the year. You have to pay yourselves a decent
salary for you and your famlies. There are many
critical details to conme and nore need for insights
into a few nore critical sectors, as | wll [list

below. To nention a few of those: The capacity needs
to be discussed in totality. The take, the take, and
the take really needs to be a cautious discussion.

Soci al i npact s i nfrastructure, tail gating | ar ge
projects such as Agrarium and ARR, the gas price
charges to residential users at a true and actual

cost. The Texas conpany purchase of Enstar, the GIP

the coal gasification process, hydrogen gas, severa

others are in need of an unhurried, nethodical and
prof essi onal accounting for an awareness, testinonies,

and hearings. It is therefore, again, that | strongly
urge the following in addition: that you contact the
governors or their designees of Los Angeles, San
Franci sco, Sacranento, Seattle, Portland, and other
leading cities located south and southwest of the
Al berta Hub. You should invite their emssaries to
cone to Alaska ... for a roundtable forum on energy
needs of those states and Al aska's role. Because we,

as Al askans, feel conpelled to reach out to our fellow
Anericans to see if they're in need of our resources
before we should send them el sewhere. The reason you
should do this also is nunber one: it is the right
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thing to do, it is the honorable thing to do, it is
the American thing to do, it is the Alaskan thing to
do, it is a smart business decision, it is a necessary
conmponent for a decision, especially if you get forced

to a co-venturing position. Finally, in conclusion,
|adies and gentlemen, | am having a great tine
learning so nmuch about the gas piping, shipping
industry. | am anxious to see how the take is divided

and | only regret one thing and that is that no
one is paying nme to learn this .... In closing,

this is to the governor, the House, the Senate, the
unf oreseen and the unseen or unheard others who work

behind you in support of you, should | forget | am
enjoying watching ... you all work together for the
benefit of us all. Wat a great job and |egacy all of
you are part of it. This process you are involved in
now is, in ny opinion, how our society will need to be
represented now and on into the future. Just as

Alaska is a new frontier for many, so it is that you
all may represent the new frontier for how our society

will need to be represented by the new public servants
of the future. It has to be an open and full-tine
commtment process called a job. | thank you and

thank you on the behalf of those other people that
feel the same way. Thank you.

2:01: 02 PM

AVES THOWPSON, Executive Director, Alaska Trucking Association
(ATA), paraphrased from the followng witten testinony
[original punctuation provided]:

The Al aska Trucking Association is a state wde
organi zation representing trucking interests from
Barrow to Ketchikan for nore than 49 years. Qur nore
than 200 nenbers represent all of the diverse trucking
operations in the state and many associ ate nenbers who
provi de goods and services to our industry. On behalf
of ATA, | thank you for the opportunity to testify on
t he subject of Ad A

The hi ghest priority of t he Al aska Trucki ng
Association is to get a gas line built, up and running
and delivering Alaska’s gas to market. W applaud the
Governor and her team for pronptly presenting AGA to
the legislature for their consideration.
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We believe like others, that AG A has a chance to

bring a gas line to fruition. W also believe that
certain changes nust be nade to make the gas line a
reality. | will address sonme of the inportant issues

as we see them

Bid requirenents of the bill are far too specific.
The better approach my be to set perfornmance
specifications or expectations or outcones and let the
bi dders address how they wll neet those expected
out cones. There may be other ways to reach these
mutual ly beneficial outcones, and the prescriptive
nature of the current bill guarantees we w Il never
hear the alternatives.

The bill needs <clear and objective criteria for
eval uating applications. Sonme recommendations for
criteria are:

Best financial return to the state,

Lowest |evel of risk of delays due to lawsuits, etc,
H ghest probability of success,

Jobs, instate use of gas, etc.

Expansi on provisions for adding gas to the |ine.

The bill places too much enphasis on mtigating the
short-term financial risks incurred by the pipeline
builder and too little to address the nmuch | onger-term

and greater risks of gas shippers. Fiscal certainty
is an inportant issue for those that will be asked to
coomit to long term firm transportation agreenents
worth billions of dollars over the Ilife of the

agreenents. Sone notion of future tax or royalty |aw
or at least, policy nust be part of the deal.

As a corollary to the previous point, we feel the $500
mllion giveaway is unnecessary and inprudent as we
would like to see the successful i censee be
financially capable of making their decisions based on
the sound economics of the project rather than a
subsi dy or handout fromthe state.

It seens that existing shippers should not be forced
to subsidize new shippers by sharing the cost of
pi peline capacity expansions. It would seem nore
equitable and predictable to provide that the new
shi ppers pay the cost of expansion.
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These are a few of our concerns and |I’m sure you wl|
hear from others today as they share their testinony.
The Al aska Trucking Association is eager for this
project to succeed and stands ready to assist in any
way to help nmake this dreama reality.

[ Co- Chair Johnson returned the gavel to Co-Chair Gatto.]

2:04: 21 PM

MAYNARD TAPP paraphrased from the following witten testinony

[original punctuation provided]:

| am a citizen of Alaska since 1990 and Al askan in
spirit since 1954 when ny dad worked in Barrow for the
Coast Cuard.

DO THE DEAL NOW

At Thursday’s spot price for natural gas at $7.510 per
MVBTU the states share @2.5% would be $0.94 per
MVBTU.

If 1IMVBTU is approximately 1,000 Cubic feet then, at a
production of 4.5 Billion Cubic feet per day, the
state of Al aska revenues |oss is $4, 224,375 per day.

| worked on the Gasline Study from Jan 2001 wuntil
March 2002 (15 nonths) this study spent approximtely
$125MM to get near the end of Conceptual Design. W
acconplished a lot during that tinefrane. Everyone
wor ked hard and fast. The results of that effort
indicated that the producer’s wanted to nove forward
wi th the pipeline project.

It will take any new player at |east 15 nonths say 450
days to get to the point where the producers study
ended. At $4.2MM per day that totals $1.9 billion
dollars loss in state revenues just to get to the
place we are today, close to the end of Conceptual
Desi gn.

At the sanme tinme Prudhoe Bay production is declining
at 6% per year and therefore the related state
revenues from the oil production is declining at the
sane rate. And at the sane tinme conpeting projects and
t echnol ogi es are novi ng forward.

The chart | amincluding in ny testinmony is one that |
attained when working with a world class engineering
conpany. It is used to help them determ ne the anount
of contingency used at any point during the lifecycle
of a project. It is, therefore, a neasure of
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confidence that a project has regarding known and
unknown costs. These nil|estones cannot be conpressed.
You al ready have two to three years of testinony.

W1l you learn anything nore in the next 15 nonths and
$1.9 billion in |l ost revenues.

2:06:46 PM

COCHAIR GATTO inquired as to what M. Tapp neans by "Do the
Deal Now' as he said he thought that's what is occurring now.

2:06:55 PM

MR. TAPP opined that under AG A it seens that the process is
starting over again. He reiterated that nost of the |egislature
has already had two years of testinony and experience on the
matter. Therefore, he opined that the |egislature could pick up

and negotiate under the |ast governor's proposal. There is
enough information from the prior admnistration to pul
together a deal, nodify it, and sign it. He suggested that

doing so could result in an open season within a year or two,
rather than 36 nonths. M. Tapp said that he supports CGovernor
Palin's openness and transparency with AG A, but the concern is
that 15 nonths will be |ost.

2:08: 10 PM
ERI C  DOVPELI NG, Vice President, Al aska  Support | ndustry

Al liance, paraphrased from the followwing witten testinony
[original punctuation provided]:

Wen | cane to Alaska 37years ago, there was a term
that doesn’t get used as nuch today “W don't care how
they do it outside!” Over the course of those 37

years, things have changed in Al aska; we now provide
roughly 20% of the oil consunmed in the United States;
the revenue that comes from that oil devel opnent
supports the state econony. But it was not the State
that risked the capital to explore and devel op those
| eases.

AG A is intended to expand resource sales, this tine
the gas associated with North Slope GI. Gas has been
produced at Prudhoe Bay for 30 years and in that tine
has been an econom c boon by maintaining pressure at
Prudhoe Bay which in turn has allowed an additional 3
billion barrels of oil to be produced. Today that
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gas, that 8 Billion Cubic Feet of Gas, being produced
with the oil and reinjected everyday is creating a
handl i ng i ssue and needs to be shipped to nmarket.

This gas project wll be world <class by any
definition, but we are not alone in the devel opnent of
Wrld Cass Resources. There is a project already
underway in Qatar that has 1,500 trillion cubic feet
of known reserves, 42 times larger then all 35
trillion Cubic Feet of gas currently producible on the
North Sl ope. The Pipelines are in place the Tankers
are built and the expansion is noving forward.

W have heard for years from oil producers that any
project nust conpete globally for capital investnent
and be judged on the return on the capital invested.
Based on that factor alone Construction and expansion
of any project will not be prescribed; but determ ned
by the economi cs.

The North Slope gas project will ultimtely not be a

political decision, it will be an econom c decision by
a resource |easeholder, whether they have known
reserves or are exploring hoping to develop future
reserves. In a free market, the tariffs wll

determine if a line gets built or expanded. In order
to pronote a project the States role should be to
ensure that the resource owners know what the terns
and conditions will be, | urge you not to |eave the
tax issue open to interpretation. Open  ended
contracts expose both sides of any agreenent to
litigation not construction.

The efforts of Governor Palin and her team to advance
The North Slope gas project, through AQA;, are
appl auded by all Al askans including the nenbers of the
Al l i ance. However, the I|nducenent Act as currently
drafted does not include clear objective criteria for
evaluating the economcs of a project, wthout those
econonic objectives this project wll not nove
forward. Attenpts by governnment entities to determ ne
economc viability do not have an enviable track
record. Let the market decide by asking for a “Best
Proposal” offer that is open and transparent and can
be judged by the nerits of the economcs, because in
the end it all cones down to the Tariff!
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| spoke earlier about Al askan’s not caring how things
are done outside! Today we conpete in a d obal
Market, let us not focus only on Alaska s wants, but
focus on how we conpete for the devel opnent of our
resources in that d obal arena. The Al aska Gasline
| nducenent Act may be the best opportunity to nmake a
North Slope gas project a reality, If it is to
succeed, the bill nust acknowl edge the interests of
not only Al askans, but those of the project devel oper
the transporter and the North Slope producers and
shi ppers.

Thank you for your tinme, this concludes ny testinony.
2:12: 04 PM

MR. DOVPELING in response to Co-Chair Gatto, explained that the
Al aska Support Industry Alliance is a trade organi zation of 400
different nenbers representing roughly 30,000 enployees in the
st at e. He nentioned that the organization encourages the
responsi bl e devel opnent of Al aska's natural resources.

2:12:53 PM

KEVIN KNOX rel ated his support of AG A and the PLA anendnent to
it. He opined that the PLA will ensure that |ocal people wll
go to work first and be the last to be laid off. Furt her nore,

t he wages earned [ by Al askans] w il be put back into Al aska.

2:14: 00 PM

TAMM E WLSON thanked the commttee for including the PLA in HB
177. She then related that her son has benefited from the
Department of Labor & W rkforce Developnent (DLWD) grant to
become a heavy diesel nechanic. The aforenentioned will allow

her son to immediately enter the operators' union where he can
make good wages and have a retirenent and pension plan.
Furthernore, this training will allow him to build a house,
raise a famly, and spend his noney in Al aska.

2:16: 05 PM
JOSEPH BOYLE, Local 942, informed the conmittee that he is a
recent graduate of the Laborers Local 942 apprentice program

He testified in support of the PLA included in HB 177 as it
means that he can continue working and have a future.
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2:16:57 PM

RON MCPHETERS, President, Laborers Local 341, inforned the
committee that he represents 6,000 nmenbers statew de through the
District Council of Laborers. He urged the conmittee to |eave
t he PLA | anguage in HB 177.

2:18: 20 PM

MEG LUM Apprentice, Laborers Local 341, inforned the committee
that she is currently obtaining her trade skills during her

apprenticeship program She related her excitenent for the
gasline, which she hoped will be a source of enploynent for
those reinvesting incone in the state. Ms. Lum said that Ad A
nmust include a PLA, which will ensure Al aska hire on one of the

nost inportant projects that Al aska has seen. She opined that
Al aska's econony can be kept strong and apprentices |ike herself
can be kept in the state with the security of a decent wage and
benefits. She then related that she |ooks forward to working on
the gasline to maintain her independence as a single nother and
t axpayer. She concluded by encouraging the conmttee to enforce
the PLA in AG A

2:19:31 PM

REPRESENTATI VE SEATON poi nted out that another committee made a
change in the PLA such that a pipeline applicant is required to
use the DLWD's job centers and Internet hiring program to the
extent practical. He asked if wusing the in-state hiring
processes is detrinental to the PLA

MS5. LUMsaid that she wasn't famliar with that.
2:20: 23 PM

TIM SHARP, Busi ness Manager, Alaska District Council of
Laborers, began by addressing Representative Seaton's question

He inforned the conmittee that when the Fort Knox M ne was
built, people from the Lower 48 were instructed to go directly
to the job service centers to sign up and inform personnel that
they had been in Alaska for a nonth and intended to stay. The
af orenenti oned neant that such individuals [were considered]
Al askan residents and were then referred to the Fort Knox M ne.
Therefore, M. Sharp opined that such a requirenent isn't going
to threaten the PLA, but it threatens the goal of putting
Al askans to work first and keeping them to the end. He
highlighted that previous testinony has illustrated that
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Laborers Local 341 and 942 have over 60 years of training and
putting Al askans to work in Al aska. M. Sharp said that he is
present to support the governor in getting the gas to market as
wel | as Al askans building the pipeline. He then rem nded the
conmttee that the constitutional definition of an Al askan
resident is 30 days, with the intent to stay. The PLA is the
only way to legally raise the bar in defining |legal residency in
Al aska. The Al aska District Council of Laborers only allow
folks to sign up on the hiring hall list [after one year in
state.] The aforenentioned increases the good outcone allow ng
Al askans to go to work on these projects. Furthernore, [the
PLA] allows the building and construction trades to perform
trai ni ng. He noted that it takes three to five years to turn
out journeynan. Wth regard to |egacy jobs, M. Sharp opined
that a properly crafted PLA with |egacy jobs and Al aska hire
requirenments in mnd could be beneficial in the long-term
outl ook. He highlighted that oil conpanies are on record saying
that the [pipeline can't be built] wthout organized |abor and
organi zed |abor has said it can't be done w thout a PLA M .
Sharp specified that he doesn't want to slow AG A down, but does
want to maxim ze the benefit to Al askans.

2:24:11 PM

REPRESENTATI VE SEATON requested that M. Sharp obtain the Senate
Judiciary Standing Comrittee's |anguage change to the PLA and
emai |l the commttee his comments.

MR. SHARP agreed to do so.
2:25.40 PM

LI SA PEGER began by saying that she is representing The Conmon
Sense Activist Party, of which she is the only nenber. Ms.
Peger said that she supports HB 177. However, she cautioned the
conmttee wth regard to the consolidation of power such that
it's placed in the hands of only one or two people. She then
expressed the need for conpetition such that new producers can
cone on |line cheaply because conpetition breads efficiency. She
pointed to Canada as an exanple with its 3,000 oil and gas
producers whereas in the U S. basically three producers produce
and distribute all the country's oil and gas. The producers,
she opined, are the least likely group to want to develop the
gas line quickly. She then opined that energy costs make
everything escalate, including the cost of |abor and housing.
Ms. Peger turned to the trillions of dollars of gas and
suggested that all the problenms that producers have identified
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can be addressed. Wth regard to financial certainty, she again
rem nded the commttee that this is trillions of dollars. She
then suggested that the $500 million inducenment could be an
option rather than a given.

MR PEGER told the commttee that the state governnent 1is
spendi ng $30, 000 per Al aska worker per year, nost of which is
for |abor. Therefore, she suggested that it may be tinme to
freeze the 3 percent Consunmer Price Index (CPlI) and any wage
hi kes until the gas is flowing. She characterized the CPl as a
phony thing and that educators and governnent workers don't need
to be given 3 percent nore. In conclusion, she reiterated her
support for AQ A

2:31:32 PM

DAVE MCCLURE, Executive Director, Bristol Bay Housing Authority;
Chai rman, Board of Sout hwest Al aska Vocational Education Center,
paraphrased from the following witten testinony [original
punct uati on provided]:

| support the CSHB 177, and specifically, subsection
17 of Section 43.90.130, which includes a project
| abor agreenent in the application process. This PLA
is vital to ensuring residents of our region, and our
state, are hired for the workforce to be enployed
during construction and operation of the pipeline.

During the construction of our Voc Ed Center, we
created a partnership and project |abor agreenment with
the trade Unions in the State, in coordination wth
Al aska Wbrks Partnership, which was highly beneficial

to the residents of the region. The facility was
conpleted wth at | east 85% | ocal | abor, bot h
journeyman and apprentices. I ncluding that project

and in subsequent years, we have had over 120 |oca
folks enrolled in a general building mintenance
repair and apprenticeship prograns, wth ten percent
of those fol ks gaining journeyman st at us.

| also support Section 43.90.470, concerning job
training prograns. | ask that this section include
reference to training centers, including those in
Anchor age, Fairbanks, and the rural regional training
centers such as the Southwest Al aska Voc Tec Center,
the People’s learning Center in Bethel, the centers in
Kot zebue and St. Marys.
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In conclusion, the Project Labor Agreenent and use of
the training centers in the State of Alaska are
critical and crucial for maxim zing the use of Al aska
workers in this inportant project.

2:33:11 PM

ANDY ANDERSON, Deputy Director, Bristol Bay Housing Authority,
paraphrased from the following witten testinony [original
punctuati on provided]:

My statenment is short and addresses the |[abor
provision and is in support of an equitable Project
Labor agreenent.

My responsibilities for the last 14 years include the
construction of Affordable Housing and associated
infrastructure in the Bristol Bay region. As such, it
is nmy responsibility to ensure that Federal, State and
local funds allocated to low to noderate incone
housi ng are shepherded towards providing the maximum
guantity of safe, decent, and affordable housing for
every dollar spent while nmaxim zing | ocal |abor.

At the tinme | started this job, skilled building
trades alnost did not exist in the 32 communities BBHA
serves. This paucity of local building skills forced
contractors to inport a mpjority of their |abor. The
creation of the Southwest Al aska Vocational Education
Cent er, or SAVEC, through the Ileadership of a
dedi cated core of local Ieaders with the financial
support of Federal, State and |ocal agencies, and with
a mjor part being played by the Al aska Wrks
Par t ner shi p, I nc. has slowy, but effectively,
reversed that situation. M. MCure has provided
nunbers of SAVEC training graduates that have allowed
af f ordabl e home construction labor in the region to be
95% | ocal | y sourced.

Institutions such as SAVEC, wth the training and
financial input of Al askan unions, wll be needed to
ensure that Al askan residents are prepared to
construct and operate the gas pipeline.

| enphasize that it was the cooperation, training and
financial support of the union trade organizations and
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advocates and their steadfast support to provide the
training and entry level opportunities for village
residents that has nmade this, by any neasure, a
successful effort.

The pipeline and other future major public and private
constructions wll be a successful wth the |abor
| eadershi p, organization and denonstrated capabilities
of the local unions and their organizations, ensuring
maxi mum partici pati on of Al askan residents.

2:35:59 PM

CO-CHAI R GATTO announced that the commttee would be in recess
until 3:00 p. m

3:03: 56 PM

CO- CHAIR GATTO reconvened the neeting at 3:03 p.m and noted
that public testinony wll remain open. He then announced that
the remainder of the neeting will be a roundtable during which
the commttee will hear concerns from the producers regarding
concerns they have regardi ng previous testinony.

3:06: 14 PM

DAVID VAN TUYL, Manager, Gas Conmmercialization, BP Exploration
(Alaska) 1Inc. (BP), paraphrased from the following witten
testinmony [original punctuation provided]:

Chairman Gatto and Menbers of the House Resources
Commttee, we appreciate the opportunity to address
you regardi ng points that have been nade over the |ast
few days. W recognize you have a very busy schedul e,
and we will nmake our conmments brief.

My nanme is Dave Van Tuyl, representing BP. Wth nme
here is Wendy King, representing ConocoPhillips and I
believe Bill MMhon with ExxonMbil is joining us by
t el ephone. Wiile | represent BP, these points | wll
be providing in testinony have been jointly prepared
wi th ConocoPhil lips and ExxonMbbil .

The first and nost inportant point | want to |eave
with you is that we fundanentally disagree with the
characterization of the Al aska Gas project econonics
as recently presented by Antony Scott.
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3: 07

We have concerns over nany different statenents nade
by M. Scott, but in the interest of time I’'Il limt
my comments to addressing three key concerns.

1. Underlying econom c nethodology - Decoupling the
Upstream from the M dstream

2. Nature of firm shipping commtnents

3. The inportance of long term cash flow in investnent
deci si on maki ng

W appreciate this opportunity to state our concerns.

| suggest that | go thru ny talking points here in
about 10 or 15 mnutes and then we are available to
spend all the time the commttee wants to answer your
gquesti ons.

And |’ m confident that, especially with Ms. King here,
you won’'t be shy about asking questions.

: 37 PM

Poi nt Number 1 — Project Econom cs

W are very concerned that the economc analysis
presented by M. Scott to this comittee is very
m sl eadi ng.

Econoni cs

e Wthout the commtnment of capital to the pipeline or
the huge financial obligation required for Firm
Transportation (FT) for the mdstream facilities,
there is no way to realize value fromthe sale of gas.
Thus, any analysis of the project that excludes
m dstream capital and FT is inconplete.

* Inreality, major gas pipeline projects are built on
t he back of | ong-term firm transportation
comi t ment s. For exanple, two recent gas pipeline
projects are Alliance and Rockies Express. Al l'i ance
required 15 vyear shipping commtnents, and Rockies
Express required 10 year conmm tnments. And both of
those projects are significantly snmaller in scale than
t he Al aska gas pipeline project.

* And because these conmtnents are just that, legally
binding commtnents, they need to be accounted for
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when eval uating project econom cs. These conmtnents
were ignored in M. Scott’s analysis of the econom cs.

« That analysis suggests that the upstream project can
be devel oped without a commtnent to the m dstream

» Because that nethod ignores the FT obligation, the
resulting assertion that our upstream econom cs are SO

robust is patently incorrect. In fact, the upstream
pays for the mdstream It does this through firm
transportation comitnents. These commitnents cannot

be i gnor ed.

e In order to evaluate the economcs of any project,
you must account for the commtnents that are
necessary to enable the project to nove forward.

« W nust evaluate economcs on the conplete project,
that is on an integrated basis (top to bottom to
properly account for total project risk and detern ne
whether the project is economc. Any decision to
invest will be based on integrated project economcs.

« To analyze a project correctly, one needs to | ook at
both the costs and the benefits together, that is, we
need to evaluate the benefits of the reserves along
with the cost of the commtnents required to produce
t hose reserves. In fact, that’s the way we do our
proj ect anal ysis.

3:10: 22 PM

e To concl ude our discussion on the economcs | wanted
to just touch on reserve booking.

W agree with the Administration that being able to

add reserves to our books is a benefit — that's the
i febl ood of our business. But we don’t book reserves
at any cost. They need to be economcally

recover abl e.

« And we don’t book the “value” of our reserves. Any
value attributed to those reserves will be determ ned
by the cost of the commtnents and the investnent
required to get those reserves to market. Hopeful | y
we can get the gas to market cheaper than the market
pri ce.

* Renenber that for gas, the transportation cost is a
very significant portion of the value of the gas
itself — that mkes gas projects wth a large
transportati on conponent inherently risky.
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* Wen we add reserves to our books, which we hope to
be able to do for Alaska’s gas resource, Wall Street
will notice. They will also notice when we inform
them of the firm transportation commtnents required
to underpin the project, and the cost of the project
to devel op those reserves.

* So to sunmari ze our concern with t he
characterization of the economcs, we disagree wth
M. Scott’s analysis that with a 3'% party pipeline the
upstream busi ness can be anal yzed separately from the

m dstream investnent. That analysis ignores the
commitments required to develop the upstream And
therefore we believe that analysis is fundanentally
fl awed.

3:12: 08 PM

REPRESENTATI VE  ANNA  FAI RCLOUGH, Al aska State Legislature,
inquired as to why the Rockies project, which is over 800 mles
inlength, isn't conparable in sone way.

MR. VAN TUYL specified that the two projects he nentioned are

about an order of magnitude snaller in terns of cost. The
Rocki es Express project cost about $4 billion, while the
projected costs of the Alaska project in 2001 was $20 billion

Wth increased costs since 2001, there has been specul ati on that
the cost of the Al aska project could be as high as $30 billion

Simlarly, the Alliance project is about a $3.7 billion
i nvestnment and noves 1.6 billion cubic feet a day, whereas the
Al aska project is expected to nove 4.5 billion cubic feet a day.
3:13:26 PM

REPRESENTATI VE FAI RCLOUGH inquired as to why the costs to run
800 mles in the Rockies Express project are so different from
t hat of the Alaska project. She  acknow edged that
transportation would be a factor as would the cost of naterials
at the time of construction, but maintained that it seens to be
quite a difference for what seens to be fairly conparable
m | eage.

3:14: 01 PM
MR. TUYL pointed out that the project evaluated in 2001 was

3,600 mles. He said that it's known that 2,100 mles of pipe
has to be built to transport gas into Alberta since no
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transportation system exists today to get gas that far.

Al though it's not known whether new pipe will have to be built
from Al berta south, that was assumed to be the case for the
pur poses of conparison. The aforenentioned results in another

1,500 mles to transport gas from Alberta to the upper M dWest
mar ket, which totals 3,600 mles.

3:15: 02 PM

CO CHAIR GATTO related his understanding that the $30 billion
estimate is a Chicago estimate rather than an Al berta estinmate.

MR TUYL confirmed that the $30 billion estimate assunmes new
pipe is built to Chicago. However, even if new pipe isn't built
out of Alberta, there wll need to be firm transportation

conmtnents to nove gas out of Al berta, even on existing pipe.
3:15:34 PM
MR. TUYL conti nued:

Poi nt Nunber Two

The second point we want to enphasize is to ensure we
have a common understanding of the nature of these
firm transportation commtnments we ve just talked
about .

Nat ure of Firm Transportation Conm tments

FT is a binding commtnment made by a shipper to a
pi peline conpany in an open season to secure capacity
on the pipeline for a specified duration at a
speci fied cost

There are a few inportant facts to be clear on about

FT
FT is binding |egal obligation. It becones binding
once the necessary conditions are net, including the

pi peline com ng into operation.

M. Scott has clainmed that the Producers say that FT
is “exactly like debt”. I’m not aware of any of us
having said that in testinony. Long term commerci al
commtnents |like FT are often characterized as “debt-
like”, and nust be reported to the SEC.

The core issue is whether the FT commtnents require

the producers to absorb the substantial majority of
the risk associated with the project.
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FT is a financial obligation, and it is certain that
the lenders would have recourse to the financial
security provided by the producers’ FT, should the
pi peline conpany fail to neet its obligations.
Therefore, FT cannot be ignored if a project is to be
eval uated properly.

3:17:14 PM

COCHAIR GATTO interrupted M. Van Tuyl and related his
understanding that M. Van Tuyl is saying that the SEC wants to
know what the debt woul d be.

MR. VAN TUYL clarified that the SEC requires [producers] to
report long-term conmercial conmitnents. |In further response to
Co-Chair Gatto, M. Van Tuyl specified that BP's annual report
includes a host of information, including assets, debt, and
debt-1i ke obligations. Therefore, the annual report includes
| ong-term conmercial conm tnents.

3:17:49 PM

CO CHAI R GATTO asked if gas in the ground can be reported as an
asset.

MR. VAN TUYL clarified that gas in the ground can be reported as
an asset once it reaches a status called proven. The vast
majority of gas in Alaska isn't proven, he related. The ot her
portion of the gas that's proven is that used for field fuel
which is a small fraction of the known resource. The gas would
becone proven once there's a denonstrated nethod to nove the gas
to market.

3:18: 22 PM

CO- CHAIR GATTO surm sed then that all of the known Prudhoe Bay
reserves that have been used to push the oil out are considered
unproven.

MR. VAN TUYL referred to them as a nonproven resource.

3:18: 40 PM

REPRESENTATI VE FAIRCLOUGH asked if the term proven is a
financial termor a termused within the oil and gas industry.
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MR. VAN TUYL confirmed that the term proven is a term of art
that is used by the SEC to establish a certain quality of
resource that has reached a certainty of being devel opable. To
reach proven status, certain hurdles have to be crossed. I n
further response to Representative Fairclough, M. Van Tuyl
confirmed that the termproven is a recognized accounting term

3:19:40 PM

REPRESENTATI VE W LSON surnmised then that nonproven neans that
the resource is known to be present, but it hasn't went through
the steps to make it proven.

3:19: 46 PM

VENDY KING Director of External Strategies, ANS Gas Devel opnent
Team  ConocoPhillips Alaska, Inc., interjected that she has
heard the term "probable reserves" and "possible reserves",
al though those definitions don't seem to be as clearly
est abl i shed. The proven category, al though there are
distinctions withinit, is a defined term she said.

3:20:10 PM
REPRESENTATI VE GUTTENBERG asked if there are tines when it is
advant ageous not to finish the process that would nove a reserve

from unprovabl e to provabl e.

MR. VAN TUYL answered that the primary notivation is to devel op

resour ces. Therefore, the comrercial notivation is to obtain
resources and develop through the value <chain from known
possible to probable and to wultimte devel opnent. The

notivation is to conti nue to advance.
3:20: 59 PM
REPRESENTATI VE GUTTENBERG sai d:

One of the things that brings up a question for nme is
the amobunt of gas that's provable up there versus
that's not provable that mght be probable or
otherwi se or speculative if it's there. W understand

there needs to be a lot nobre gas than what is
currently proven or being able to pull off Prudhoe.
So, you mght know there's nore gas up there and not
want it proven, but as soon as it becomes econonically
viable you just finish that process and it becones a
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proven reserve. And there you're going forward wth
it.

3:21:41 PM

REPRESENTATI VE ROSES rel ated his understandi ng that when the gas
is in the ground, one would have a good idea that it's present

after it has been discovered. In fact, the gas may be injected
into the oil to obtain nore oil. However, until there is a way
to deliver that gas to nmarket, it doesn't becone proven.

Therefore, he surmsed that the term "marketable" would be
synonynmous with "proven."

MR. VAN TUYL responded that Representative Roses has provided a
fairly apt description. He pointed out that there's an aspect
of comercial viability of the resource that is considered when
advancing the resource from possible to probable to proven.

3:22:55 PM

REPRESENTATI VE ROSES opined that once a transportation
conmmtnent is nmade, regardless of the price, it is a risk
because whether it's delivered or not there will be paynent.
The risk is that the entity can't deliver the volunme to which it
conmi tted. Therefore, he surmsed that it becones a debt the

first day that the entity can't deliver what it commtted to
del i ver.

MR. VAN TUYL stated his agreenment that Representative Roses
comments are a reasonable summary. He then noted that the one
thing that is certain about a FT commtnent is that the entity
making that commtnment wll ultinmately mnake good on that

obligation to the pipeline conpany to which the commtnent is
made, which is why it's a legally binding obligation that can't

be ignored. "Hopefully, in association wth making that

commtnment for that period, you' re also able to deliver gas.

But that's not a known; what's known 1is that that firm
transportation commitnent is a legally binding obligation," he
speci fi ed.

3:25:11 PM

REPRESENTATI VE ROSES recalled when M. Van Tuyl said that the
econonm cs have been m srepresent ed. He further recalled that
M. Van Tuyl said that as a part of that [commtted] volunme and
the conmitnment to inject gas into a pipeline to be delivered, a
conpany can't ignore the value of that wthout calculating the
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costs because without the costs the "borrow ability" is unknown.
He related his understanding that M. Van Tuyl was referring to
knowi ng the costs, beginning to end, in order for investors to
commt to a specified anpbunt of gas.

MR. VAN TUYL noted his agreenent with Representative Roses. He
added that the gas only flows down the pipeline if there was an
upfront commtnent nmade to the builder of the pipeline for the
transportation capacity for a period of tine. The conmm t nent,
which is a real obligation, had to be made first in order to
allow the gas to flow Therefore, the two have to be eval uated
in concert, he highlighted.

3:26: 42 PM

REPRESENTATIVE WLSON inquired as to whether [the producers]
have ever experienced not having the anount of gas conm tt ed.

MR. VAN TUYL said there are always risks on the deliverability,
the ability to actually nove gas to the pipeline on a day-to-day
basi s. M. Van Tuyl confirnmed that it has happened for BP, and
said he could obtain statistics for the commttee.

M5. KING noted that she has worked for Conoco in the United
Ki ngdom on the Southern Gas Basin producing known assets. One
winter it was particularly cold in the United Kingdom and there
was an unexpected event that caused the conpany not to be able
to deliver gas for an extended period of tine, even in known
produci ng fields. However, she said that she didn't have any
collective statistics.

3:28:31 PM

CO CHAIR GATTO related his understanding that each of the terns
probabl e, possible, and proven all have an associated nunber.

He said, "P90 for proven. You're sitting on the gas, you' ve
punped it for 20 years, you know it's there, you're allowed to
say it's 90 percent proven." He then posed an assunption that

Prudhoe Bay is 90 percent proven, which he said doesn't sound
like a risk.

MR. VAN TUYL clarified that proven is a term of art wth SEC
reserve booki ng nethodol ogy. The resource that is known about
at Prudhoe Bay is not a proven resource, although it's a known
resource. Proven requires certain steps of commerciality.

3:30: 06 PM
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CO CHAIR GATTO asked then if the gas noves from known to proven
when the gas is available to be placed in the pipe.

MR. VAN TUYL explained that typically as a project matures, it
woul d nove through the reserve categorization. At the point of
commtting funds to develop the project, the SEC or the
conpany's auditors would view that as a conmtnment to the
project and sufficient commercial viability since the conpany is

willing to place nore investnent into the project. At that
point, the reserve is placed into the proven category, which has
subcat egori es. Until this point, the resource isn't a proven
resour ce.

3:31:15 PM

CO CHAI R GATTO posed a situation in which the producer isn't the
pipeline builder. As the pipeline is being built, the producer
is waiting for the opportunity to bid for the reserves. At that
point, would the producer review all the gas it has determ ned
to be proven and decide that the FT would be made, he asked

"I's there sone thing that happens at the noment you meke your FT
in a pipeline you do not own, you' ve taken on a responsibility
to pay for the shipment of whatever FT you have but you' ve also
gai ned the asset, the bookable reserve,” he said.

MR. VAN TUYL pointed out that each conpany will have its own
t hreshol ds and standards of reserve booking. He said he didn't
know if he could tell the commttee definitively when a bookabl e
reserve woul d occur in the aforenentioned scenari o.

3:32:45 PM

M5. KING requested that questions regardi ng how conpani es m ght
view things with respect to nmaking decisions during an open
season be addressed on an individual basis.

MR. VAN TUYL pointed out that an open season is a conpetitive
process and the [producers] are conpetitors who need to be able
to act independently and conpete.

3:33: 27 PM
Bl LL MCMAHAN, Commercial Manager, Al aska Gas Devel opnent G oup
ExxonMobi | Corporation, regarding the progression of the booking

of reserves, said that as a project gets closer to startup,
i ndi vi dual conpanies may becone nore confident. He said that
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one strategy could be to book a portion of the proven reserves
as key m | estones are nmade. For instance, a portion of proven
reserves could be [booked] when the pipeline conpany mnakes
commitments in the open season, obtains its permts, or when the
pi pel i ne conpany sanctions or funds the project. M. MMahan
said that he hasn't viewed the booking of the proven reserves in
this project as a singular event as it could be a series of
events.

3:34:42 PM

CO CHAIR GATTO likened the situation to a funnel in which the
wi de part of the funnel says there's no certificate and there's
100 percent wuncertainty while the narrow portion of the funnel
says that the certainty is 5 percent. Therefore, at sonme point
between the 100 percent and 5 percent lies a significant anount
of certainty and the conpany is willing to book certain anounts.

VR. MCMAHAN noted his agreenent wth the aforenentioned
characteri zation. As uncertainty narrows, the confidence to
represent the gas resource to the investnment conmunity as proven
i ncreases.

3:35: 30 PM

REPRESENTATI VE FAIRCLOUGH returned to the matter of cost
fluctuations and FT commtnents. Wth regard to M. King's
exanple in the United Kingdom Representative Fairclough
inquired as to whether the conpany has a clause within the
contract addressing acts of God or war that resulted in a
conpany's inability to nove gas that didn't require the producer
to pay the shippers in these instances.

M5. KING said that the agreenent in that particular instance is
confidenti al . However, she offered that force majeure clauses
are typical clauses in sone arrangenents. She explained that a
pipeline entity is subject to a conmponent of the charge called
t he demand charge, which nust be paid whether gas is delivered
or not. Ms. King related her anticipation that a pipeline
entity negotiating firm shipping commtnent would discuss how to
handl e a force maj eure event.

3:36:47 PM

REPRESENTATI VE FAI RCLOUGH asked whether a pipeline entity would
negotiate sone flexibility in any contract in order to reduce
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the risk from the demand clause in case sonething unforeseen
happened.

MR. VAN TUYL explained that typically on a gas pipeline project

a conpletion guarantee governs until the pipeline is put into
servi ce. Therefore, the entity that is building the pipeline
has a guarantee to its lenders that the project wll be

conpl et ed. Until that point, the holders of the FT commtnent
aren't binding. Typically, once a project is placed in service
the FT conmmitnment is binding. For exanple, if the pipeline is
in operation but something happens on the upstream end and the
pipeline entity is unable to deliver gas to the project, the
pipeline entity isn't excused from that obligation to deliver

t he gas. However, if there's sone reason that the pipeline is
unabl e to receive gas, that would typically relieve the pipeline
entity of delivering gas until the pipeline is again able to
recei ve gas. As nentioned earlier, the aforenentioned is the

subject of a negotiation between the pipeline conpany and the
shi pper.

3:38: 33 PM

REPRESENTATI VE RCSES inquired as to at what point in the process
from reserves, to probables, to known reserves, to an FT
comm tnment does that comobdity becone the nost valuable for
getting investors to participate in a project.

MR. VAN TUYL opined that the commodity would be nost val uable
once it's able to be placed in a market, provided the market
wants to accept that conmmodity. Therefore, the investnment has
been delivered, provided that it has been delivered in a manner
that the commodity can be delivered to the market at a cost
bel ow the price of the comuodity.

M5. KING rem nded the commttee of the testinony she provided on

Monday when she tried to illustrate the gated decision-nmaking
process. Clearly, a critical mlestone wuld be the open
season. She noted that nore engineering and environnental
permtting work wll continue in parallel wth the FERC
certification process. Furthernore, during that tine the
pipeline entity will continue to receive updated cost estinmates

and nore market information. M. King said that the question is
a bit unanswerabl e because there isn't know edge as to what will
happen in the market. The aforenmentioned is what she said she
was trying to illustrate with her testinony on Monday. "There's
going to be uncertainties and we're going to do all that we can
in developing a project to try to mtigate those risk and
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uncertainties in advance, but you don't know what's going to
happen, for exanple, to the price of steel or the cost of
| abor," she said.

3:41: 36 PM

CO- CHAIR GATTO related his understanding that this conversation
is leading to the determnation of what the net present value
iS. He recalled that M. Scott presented a different net
present value than that [of the producers].

MR. VAN TUYL said that his testinmony will briefly touch on that.
3:42:16 PM

REPRESENTATI VE ROSES related that his anticipation was that M.
Van Tuyl would [specify that the point in the process a
cormodity becones the nost valuable for getting investors to
participate in a project] is when the firm commtnent is nade

However, he recalled that M. Van Tuyl said that's also the
point at which it's classified as the greatest risk.

MR. VAN TUYL confirmed that the point at which there's a firm
transportation is a great risk because the pipeline entity
doesn't know whether it can enter the nmarket and obtain a
sufficient price for the comobdity to cover the costs for the
duration of the firmtransportati on conmtnent.

REPRESENTATI VE ROSES surmised then that if it is the greatest
asset and potentially the greatest risk, the pipeline entity
would try to maximze the anmount put into it in order to
capitalize on the greatest potential asset. Therefore, the
pipeline entity will want to ensure the price is as lowas it is
in all aspects in order to mnimze the potential risk.

MR. VAN TUYL agreed with Representative Roses, adding that there
are certain things that the pipeline entity can try to control

or at least influence to reduce those risks it can. If the
pipeline entity controls the risks that it can, it increases the
likelihood that the pipeline entity will have a good out cone.
3:43: 55 PM

CO- CHAIR GATTO asked if [BP] would care about the risk if it
were the pipeline owner.
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MR. VAN TUYL opined that the pipeline owmer will want to ensure
that it has custoners for a long time in order to have an
expandabl e project with nore custoners. Therefore, he opined
that the pipeline ower would want to have a project that
attracts custoners. He pointed out that part of the dynamc is
that if an entity is just a pipeline conpany, the only source of
revenue is fromthe rate base. Therefore, the pipeline conpany
is notivated to increase the rate base and the tariff while
ensuring the custoners renain. The aforenentioned is different
froman entity that wants to naxim ze the val ue of the resource,
whi ch woul d desire the | owest cost project.

3:44:56 PM

COCHAIR GATTO surmsed then that since this pipeline is
certainly a nonopoly pipeline, the builder wouldn't have nmuch of
an interest, except to ensure that it cost quite a bit. He
asked if that would be expected from an entity that is only
bui I di ng the pipeline.

MR. VAN TUYL answered that as a resource owner [BP] would
certainly have the notivation to deliver a |low cost project to
prevent the aforenentioned situation. A [resource owner] would
want a low capital and |ow operating cost project in order to
ensure the value of the resource is maximzed over tine.

3:45:40 PM

REPRESENTATI VE SEATON highlighted that this exact problem has
occurred with a producer-owned pipeline in TAPS, at |east for
the interstate portion.

MR. VAN TUYL responded, "W do want the |owest possible capita
cost project.” He then noted that FERC w Il adjudicate the
rates associated with the project and review the return on
equity and the cost of debt.

3:47:22 PM

REPRESENTATI VE SEATON said he agreed that [the producers] want
the | owest cost project, but whether it's the lowest tariff is a
di fferent discussion. Wth regard to the portion of risk being
borne by the pipeline conpany for delays, the risk is on the
pi peline owner and those doing the debt service on the pipeline
because FT doesn't go into effect wuntil the pipeline is in
servi ce.
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3:48: 28 PM

MR. VAN TUYL returned to his prepared testinony and concl uded
the portion addressing the nature of firm transportation
commi t ment s:

And generic statenents about treatnment of long term
commercial commtnents is dangerous. Comm tnments of
the magnitude required to underpin this project are
massive in both the dollar anpbunt and the |likely
dur ati on.

These commtnments will create their own weather in the
financial markets — they must be consi dered.

3:49:21 PM

Poi nt Nunber Three

The third and final point we wanted to enphasize this
afternoon is that confidence in future cash flows is
very inmportant in evaluating the comercial viability
of any investnent decision. That is particularly true
for a commtnent as large as the Al aska gas pipeline
proj ect .

M. Scott suggested that cash flows beyond 10 years
are effectively inconsequential in financial decision
maki ng on this project That’s not true.

3:49: 53 PM

COCHAIR GATTO interjected that he didn't believe that M. Scott
ever used the word "inconsequential™ but rather nade the point
that it was significantly abbreviat ed.

3:50:11 PM

MR. VAN TUYL said he would accept Co-Chair Gatto's correction

but opined that the point stands that the inplication was the
focus is on the cash flows for the first 10 years and beyond
that they beconme |ess inportant. The [producers], he related,
don't believe that to be true. M. Van Tuyl then returned to
his prepared testinony:

Cash flows further out in time tend to have |ess
effect on NPV — this is true

But cash inpact years into the future will indeed be
r eal
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Many factors are used to evaluate a go - no-go
decision for a project, not just one economc
yardstick |ike NPV

In evaluating the econonmics of projects, we |ook at
many different neasures. NPV, IRR and PI are just
sonme of the measures which are consi dered.

The ability of a project to generate long-term cash
flowis also an inportant consideration to investors.
It’s inportant to bear in mnd that we expect the FT
commtments we just talked about wll be in effect
wel | beyond 10 years.

So those making long ternms commtnents want to know
that they' Il be able to make good on them Lenders
will want to know this, too.

3:51: 24 PM

REPRESENTATI VE GUTTENBERG i nquired as to what M. Van Tuyl views
as the duration of the FTs in the first open season in a norna
project versus that of Alaska's project.

MR. VAN TUYL specified that the duration of the FT can vary and
depends upon the project. The Alliance pipeline going from
Al berta into the Chicago area was 15 years for 1.6 billion cubic
feet a day, $3.7 billion project. The Rockies Express pipeline
had a 10-year FT. Because the Al aska project is significantly
larger in the size, cost, and nature of the project, the
expected FT required should be commensurately |onger. He said
that he couldn't say with certainty the duration of the FT. He
then highlighted that an inportant trend to know is that in
general the longer the termof the FT, the lower the risk on the

pi pel i ne. Therefore, the Ilower the toll charged by the
pi pel i ne. The aforementioned illustrates the benefit to the
shipper to be able to enter into |onger FT because of the | ower
toll, but that nust be weighed against the risk of entering into

t hat | onger conm tnent.
3:52:51 PM

CO- CHAIR GATTO nentioned that he has a Lukens Energy G oup
report by Dr. Jay Lukens, dated June 30, 2005, that includes a
profile show ng that from about O0-12 years, it's a 100 percent
and from 12-15 years, it's 97 percent. He noted that it's a 4.3
bcf Al aska gas reserve profile. Therefore, he surm sed that
[the duration of the FT] would be at |east 15 years.

3:53: 54 PM
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MR. VAN TUYL continued with his prepared remarks:

Let’s consi der this poi nt from a di fferent
per specti ve.
When nmaking a decision to purchase a hone that you

know you' Il live in for 30 years, wll the interest
rate on your nortgage still matter after 10 years? |
think it will.

WIl the property tax assessnment no |onger nmatter
after 10 years? O the property tax rate?

They certainly will matter, because cash generation is

an inportant factor in personal budgeting, just as it
is to a mjor corporation in making an investnent
deci si on.

Getting this project right has enough challenges of
its own, let alone when we have such fundanenta
di sagreenent with how the project is characterized.

Thank you for the opportunity to share these concerns

with you.
As | nentioned at the start, we have many other
concerns with M. Scott’s testinony, but I’ve limted

these remarks this afternoon to these three areas.
That concludes the testinony prepared by BP
ConocoPhillips and ExxonMobil unless Wndy or Bill
have anything to add. The three of us would be happy
to answer any questions

3:55:19 PM

MR. MCMAHAN said that he wanted to reinforce what M. Van Tuy

has shared in regard to M. Scott's analysis. Wth regard to
the TAPS tariff dispute, M. MMhan said that the difference
between the proposed gasline and TAPS is that TAPS is conplete
and running now. Therefore, the cost of TAPS is known. The
owners of TAPS are sinply trying to receive the return on their
agr eed upon i nvest nent . He acknow edged t hat it's
under st andabl e that shippers on TAPS would like a |ower tax,
which is what they're requesting. The FERC has been given the
authority to settle this difference of opinion. M. MMhan
said that the focus thus far on | owest possible cost is because
the Al aska gasline hasn't yet been built.

3:56: 37 PM
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CO- CHAIR GATTO related his wunderstanding that M. MMhan is
referring to the TAPS settlenent nethodol ogy. Under that
met hodol ogy, the RCA would determne the tariff if the pipe were
conpletely within the state and the product didn't |eave the
state.

MR. MCMAHAN said that is his understanding as well.
3:57.:08 PM

CO CHAIR GATTO further related his understanding that the oil
goes to Valdez and if it's used in the state the tariff is $2
whereas if the oil is placed on a boat, the tariff is over $5.
The aforenentioned is a huge discrepancy, which certainly
i npacted those who didn't own the pipeline but wanted to ship
oil. He related his belief that the state is one of those
entities. He related his understanding that the aforenentioned
hasn't been decided, but will be decided by FERC

MR MCMAHAN said that's correct.
3:58: 07 PM

M5. KING added that [the producers] wll further expand on its
comments if allowed to do so in future commttees.

3:59: 09 PM

M5. KING said that the three points brought before the comittee
today are the areas of focus. She then turned to the issue of
reserves and highlighted that one of the critical issues wl

al ways be the deliverability of those reserves. The gas in the
ground is different than the rate at which the gas can be
pr oduced. Therefore, assunptions and decisions will have to be
made in relation to the 20- to 25-year shipping commtnents
bei ng contenplated. Furthernore, the lead tine is substantial.

4:01: 14 PM
REPRESENTATI VE ROSES recalled that one witness today testified
that AGA is a joke as there aren't enough reserves and by the
time the gas is punped in the pipeline to get the oil out, it's
a waste of tine and noney. He asked if the producers would care
to conment.

4:01:41 PM
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MR. VAN TUYL said that the producers don't share that view. The

producers committed $125 nillion to advance the project and
denonstrate sufficient confidence that the producers would be
able to get the gas to narket. He said that the producers

continue to be encouraged about the prospects of this project
being able to deliver this gas to market. He nentioned those at
BP like to talk about a 50-year future, which is only possible
if Alaska's gas goes to market. Furthernore, BP believes the
aforenentioned is possible and thus it makes a l|ot of other
t hi ngs possi ble, such as devel oping heavy oil on the North Sl ope
and extending the life of TAPS. Therefore, [the producers] are
absolutely commtted to getting Alaska's gas to market while
recogni zing the regul atory hurdl es.

4:03: 35 PM

M5. KING drew attention to her previous testinony and rem nded
the commttee that ConocoPhillips worked very hard since 2000 to
advance the gasline project. ConocoPhillips, she related,
believes there is potential value in this project and want to
continue to pursue that. However, ConocoPhillips doesn't
believe the project is wthout risk as there are no guarantees
in regard to the project econonics. Still, ConocoPhillips is

continuing to work to advance the gasline project.
4:04: 10 PM

REPRESENTATI VE SEATON recalled that nost of [ConocoPhillips']
testimony has been about upstream in the aspects of AGA He
further recalled testinony that the royalty inducenents and the
90-day switching from royalty in-value to royalty in-kind is
problematic for [the producers]. Therefore, there was sone
di scussion of doing royalty in-value with the guarantee that the
producers would supply to in-state residential and commerci al
mar ket s. Representative Seaton asked if that's sonething in
whi ch the producers are still interested.

MR. VAN TUYL said that [BP] is interested in pursuing any means
that is mnutually agreeable to mtigate those risks. He
enphasi zed that switching from royalty in-value to royalty in-
kind is inconmpatible with the long-term contracts required as
wel | as the purchase and sell agreenents.

M5. KING confirmed that [ConocoPhillips] wants to continue to

find a way to work the entire area of the resource inducenents
prior to an open season. Therefore, the producers would like to
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continue a conversation with the governor and the |egislature on
this matter.

4:06: 46 PM

REPRESENTATI VE SEATON commented that the high side of in-state
use on residential and comercial would probably be .3 bcf. He
t hen highlighted that many portions of AG A ensure that there is
gas for in-state use. He asked if the producers view the
elimnation of the switching with the assurance that the
producers would supply the in-state gas at distance-sensitive
rates as beneficial.

MR. MCMAHAN said that this exanple highlights the need to nake
AG A objective driven. If the [producers] understand the
state's needs through AGA then that wll free up the
applicants to propose innovative ways to neet the state's needs.
Gven that freedom it would be possible for an applicant to
address the concerns with switching and its inconpatibility with
FT commtnments while addressing the state's need for ensuring
gas is available and deliveries are nade in state.

4:09:31 PM

REPRESENTATI VE SEATON surm sed then that from ExxonMbil's
perspective, the switching is problemtic.

MR. MCMAHAN replied yes.
4:10: 08 PM

CO-CHAIR GATTO related his wunderstanding that when gas 1is
shi pped down the pipe and the state takes it as in-kind, there
Is space, a vacuum going down the line. He inquired as to what
happens to that avail abl e space for new gas.

MR. MCMAHAN responded that it depends on when the gap occurs.
If it's known going into the open season that the state is going
to take gas in-kind and deliver it to an in-state nmarket, then

the pipeline constructor wll be able to design the pipe
downstream of that point so that there isn't an unused portion
of capacity. However, if that in-state delivery naterializes

after the design and construction of the pipeline, then there
could be some unused capacity downstream of that point and for
whi ch there would need to be paynent. The |enders who will | oan
the noney to build this project will need to be paid for the
entire line.
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4:11:47 PM

CO CHAIR GATTO surmised then that a pipeline builder would
prefer that there not be any offtakes.

MR. MCMAHAN replied no, the pipeline builder would prefer to
know the l|ocation and the volunme of the offtakes in order to
design the pipeline to match that service.

MR. VAN TUYL pointed out that the Al aska Natural Gas Pipeline
Act actually envisions an in-state use study to be conducted
prior to the initial open season, presunably to design the
pi peline appropriately and avoid the aforenentioned situation.

4:12: 47 PM

CO- CHAIR GATTO said he would guess that the size of the pipe
woul dn"t change follow ng an offtake.

MR. VAN TUYL answered that it would depend on the nagnitude of
t he offtake. Typically, an offtake could be accommpdated w th
the design of the conpression system downstream He said that
there could be a snmaller dianeter pipe, if there's a significant
change in the offtake.

CO CHAIR GATTO rel ated his understanding that the adm nistration
wants to wite regulations such that the larger the offtake, the
| onger lead tine conpanies would have for switching. Co- Chai r
Gatto expressed concern with the anount of offtake.

4:13:47 PM

REPRESENTATI VE SEATON recalled that discussions about the
previ ous package generally considered allowing for future growth
in use wll probably amount to about .3 bcf for all residentia
and commercial in-state use. However, that doesn't include
sonmething |ike Nikiski LNG or Agrium or another industry. The
chief concern, he opined, in AGA is to ensure that comerci al
and residential uses are cover ed.

M5. KING said that those order of magnitude figures are
consistent with sone of the previous studies. She rem nded the
conmmttee that FERC will require an in-state needs study prior
to an open season in order to address services of in-state
needs.
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4:15:10 PM

CO CHAIR GATTO, upon determining no one else wished to testify,
announced that public testinony is closed.

4:15: 27 PM

REPRESENTATI VE EDGVON posed a situation in which the |egislation
is passed, signed by the governor, and is fairly simlar to the

legislation as it stands today. He surmsed that such a
situation would be unacceptable to the producers and they won't
be able to participate. Therefore, he questioned where such a

situation would | eave the producers.

MR. VAN TUYL said if CSHB 177(Q0&5 passes, BP wouldn't be in a
position to submt a bid. He rem nded the commttee that BP, in
its testinony, has highlighted the chief concerns it has that
would need to be addressed to place BP in a position of
submtting a bid. M. Van Tuyl enphasized that BP hopes that
the legislation wll arrive in a structure that will allow BP to
submit a bid because BP wants to be able to submt a bid. He
related that the conpany wll be focused on getting the
legislation in a structure that allows the nmaxi num chance for
the construction of a gasline.

4:17:44 PM

REPRESENTATI VE EDGVON asked whether his <characterization of
fundanental differences is an overstatenent.

MR. MCMAHAN confirnmed that there are fundanental differences
with CSHB 177(C&G). As currently drafted, AGA is very
prescriptive in the way in which the state expects a proposal to
be tabl ed. M. MMhan noted his agreement with M. Massey's
earlier testinony that AGA in its current form actually limts
conpetition. Ther ef or e, M . McMahan recommended t he
substitution of less prescriptive legislation that clearly |ays
out the objectives the state has, invites applicants to propose
how to best neet those objectives, and specifies selection
criteria that the state will use to deternm ne which applicant
best neets the state's objectives.

4:19: 08 PM
CO CHAIR GATTO recalled that Ms. King suggested use of the term

"bid variables" rather than "nust-haves." He opined that "bid
vari abl es" sounds conpletely like the previous admnistration's
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goal of having the [applicants] tell the state what they need
and the state giving it to [the applicant]. Co-Chair Gatto
identified the aforenentioned as the problem The very issue is
that the "must haves" are very tolerable, although they do limt
the conpetition in sone ways. The legislature wants a pipeline,
he stressed. He then related his expectation that an
i ndependent conpany will have the nbst interest in the gasline.
The producers, he opined, seemto be saying that they m ght not
bid, but fall short of saying that they won't bid. He then
hi ghli ghted the magnitude of this project in terns of inportance
to Alaska and the country as a whole. Co-Chair Gatto begged the
producers to not give up on this project. He informed everyone
that the conmmttee would consider anendnents on Monday and as of
yet he hasn't received any fromthe producers. He nentioned his
hope that the producers wll provide sone anmendnents Monday.
Co-Chair Gatto then passed out anmendnents to the conmttee.

[HB 177 was hel d over.]
4:24:29 PM
ADJ QURNVENT

There being no further business before the commttee, the House
Resources Standing Conmmttee nmeeting was adjourned at 4:24 p.m
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