M NUTES
SENATE FI NANCE COWM TTEE
April 26, 2007
9:10 a.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
9:10: 25 AM

PRESENT

Senat or Lyman Hof f man, Co- Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice Chair
Senator Kim Elton

Senat or Joe Thonmas

Senat or Fred Dyson

Senat or Donny d son

Al so Attending: FREDERIC RICH Head, d obal Project Devel opnent
and Finance Goup, Sullivan, & Cromwell, LLP;, ROBERT SWENSON,
State Ceologist & Acting Director, Division of Geological &
CGeophysi cal Surveys, Department of Natural Resources; KEVIN
BANKS, Acting Director, Division of Ql& Gas, Departnent of
Nat ural Resources

Attending via Teleconference: There were no teleconference
partici pants

SUMVARY | NFORMVATI ON

SB 104- NATURAL GAS PI PELI NE PRQIECT

The Committee heard two presentations pertaining to the Natural
Gas Pipeline Project legislation: one from Sullivan & Cromnel |l
LLP on gas pipeline financing and one from the Departnent of
Nat ural Resources on potential gas reserves in the State. The
bill was held in Conmittee.

9:10: 37 AM

#sb104
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CS FOR SENATE BILL NO. 104(JUD)

"An Act relating to the Alaska Gasline Inducenent Act;
establishing the Alaska Gasline |Inducenent Act matching
contribution fund; providing for an Alaska Gasline
| nducenent Act coordinator; making conform ng anendnents;
and providing for an effective date."

This was the sixth hearing for this bill in the Senate Finance
Conmittee.

Co-Chair Stedman announced that this would be another in a
series of Committee hearings focused on gathering information
pertinent to the Al aska Gasline |Inducenent Act (AGA).

Co-Chair Stedman announced he had asked Frederic Rch wth
Sullivan & Comwel |, LLP, an international |law firm based in New
York, to review select information from a gas pipeline financing
presentation he had recently presented to another Legislative
committee which Co-Chair Stedman had attended. Sullivan &
Crommell, LLP is consistently ranked "in |eague tables and
surveys" as one of the top leading advising law firnms for oil
and gas and pipeline financing. The firm has been a parti ci pant
in five of the ten largest "and conpleted" international oil and
gas pipeline financing projects.

Co-Chair Stedman noted that followwng M. Rich's remarks, the
Department of Natural Resources would be presenting information
regardi ng gas reserves in the State.

9:12:57 AM

FREDERIC RICH, Head, Gobal Project Developnent and Finance
Goup, Sullivan, & Cromaell, LLP, inforned the Commttee that
Sullivan & Cromwel |l specializes in "nega projects” with capita
costs "in excess of a billion dollars".

M. R ch noted that while Sullivan & Crommel | LLT has typically
served as lead financial advisor to the producers group, his
remar ks would be his own and should not be viewed as the opinion
or position of any producer group nenber.

9:14:18 AM
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As noted by Co-Chair Stedman, M. Rich affirmed he would be
el aborating on specific information in the "Project Finance
Wor kshop, An Introduction to Project Finance for G, Gas and
Pi pel i nes" presentation, dated April 25, 2007 [copy on file].
First, however, he wi shed to el aborate on a question he had been
asked the previous day regarding whether "the authority of the
Secretary of the Departnent of Energy (DOE) to issue the federal
| oan guarantee, the authorization, had any sunset or expiration
date.."

M. Rch affirned there was no expiration date associated wth
the federal |oan guarantee authorization; however, the Secretary
of the DCE nust "issue the federal |oan guarantee instrunent”
wthin a two-year period after the Federal Energy Regulatory
Commi ssion (FERC) issues a project a Certificate of Public
Conveni ence and Necessity.

M. Rch also noted that the certificate would be considered
"issued" when all the certificates had been issued that "are
required in connection wth transportation of commercially
econoni cal quantities of gas".

9:15:39 AM

M. R ch considered it worthwhile to remnd the Commttee that
"the scale and magnitude of this project and the extent to which
it would likely make its own market" makes it difficult to
conpare its financing to other oil and gas projects. Here-to-
fro, the largest conpleted financing for any industry project
was $6.7 billion and "the largest previous pipeline financing
was $2.6 billion".

M. Rich characterized this project, in terns of financing, as a
"quantum leap into new territory". It is so large that no
structures and procedures from any previous project could be
"scaled up" to size. Thus, even "the magnitude of the risk is
gqualitatively different"”.

9:17: 03 AM

M. Ri ch, understanding that the Comrmittee desired nore
information on how "the presence” of the federal |oan guarantee
m ght affect other aspects”" of the project such as project
financing, shared that "the federal |oan guarantee in effect
only has the affect of interposing the federal governnent either
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as the lender or as an additional l|ender". Thus, any reference
to a condition inposed by the lender would infer it to be a
requirenent of the federal governnment, especially where the
federal |oan guarantee 100 percent.

M. Rich communicated that having a federal governnent guarantee
on the project "is hopefully providing an incentive for the
project to proceed by lowering the cost of the debt". One should
be m ndful that the federal |oan guarantee is not free noney; it
must be repaid since the federal government "nust behave" as any
prudent | ender woul d.

M. Rich specified that were the federal governnent to guarantee
100 percent of the debt, "it will have a financial advisor which
will advise it on the terms and conditions and structures and
covenant s" and ot her conponents of project financing.

M. Rich stated that in the case of a federal governnent
guarantee of |ess than 100 percent of the debt, there would be
other "lenders taking full project risks post conpletion” in
addition to the federal governnent.

M. Rich, referencing the imensity of the project, noted that
if the federal governnent guarantee was 80 percent, the
remai ning "un-guaranteed portion itself would be one of the
| argest project financings ...ever undertaken" for an oil and gas
i ndustry project.

M. Rich expressed that having a federal guarantee would |ikely
not change any of the requirenents or "lessen any of the
pressures or requirenents” associated with the project. Wre the
federal governnment to pay "under the guarantee"” for any default
in a loan, there would sinply be "a change in lender; the
borrowi ng conpany, the pipeline conpany, still owes the noney,
but instead of owing it to Citibank, if that was the initial
| ender, it now owes it to the federal governnent".

9:19:56 AM

M. R ch next addressed the "conpletion support or conpletion
guar ant ee"” agreenents associated with a pipeline. The interplay
between the required conpletion support and the federal |oan
guarantee is specified in federal statute, in that "the
Secretary shall not require as a condition of issuing a federa
guar antee agreenent, any contractual commtnent or other form of
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credit support of the sponsors other than equity contribution
comm tments and conpl eti on guarant ees".

M. Rich noted that equity contribution comitnents and
conpletion guarantees "are alternative fornms of providing
conpletion support”. Equity contribution conmtnments are "a
prom se by the shareholders or owners of the pipeline conpany
that they will put in the required equity portion under the base
case budgeted capital costs and that they would put in an
additional portion in respect of overruns”. Qher oil and gas
projects have required an additional 30 percent of the estinmated
capital costs for project overrun expenses.

\V/ g Rich disclosed that a "conpletion guarantee is an
alternative form of conpletion support where the sharehol ders of
the pipeline entity actually guarantee the debt when the debt is
incurred during the construction period and those guarantees are
in full force and effect until conpletion is net". He specified
that "conpletion is defined as neeting a set of physical,
operational and financial tests."

M. Rich contended that "before conpletion exists, there is no
project, there is no credit, there is no facility, there's no
way for the lenders to be repaid so they are |looking to the
guarantor”. In order to pass a conpletion test, the pipeline
nmust be built as scoped, nust be able to operate at the required
capacity; and nust neet the entirety of other requirenments in
the credit agreenent. These other requirenent m ght include such
things as firm shipping commtnents. "Once all those things are
certified ...the conpletion guarantees fall away".

M. R ch concluded that either a conpletion guarantee or an
equity contribution commtnment would be required by a federal
guarantee. They could be in place "on day one so that the
| enders would have the confort of the federal guarantee and the
parties providing the conpletion support would give the support

to the federal governnent”. One exanple of this is "a straight
debt guarantee” which "would be a counter guarantee of the
federal governnment by the shareholders”. In this case, if a pre-

conpl etion default occurred, "the federal governnment would pay
the bank, and then it would turn and nake a claim against the
shar ehol der under its guarantee".
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M. Rich advised that a straight debt guarantee "would | ower the
cost of the debt because the bank lending the pre-conpletion
will priceit at a U S. governnment risk margin".

M. Rch stated that if the federal government decided agai nst
taking conpletion risks, it could wait to issue its' guarantee

until after the pipeline was conpleted. In this case "the
sharehol ders would directly guarantee to Ilenders until the
conpletion was net". "The cost of the guarantee would reflect

the credit rating of the sharehol ders of the pipeline conpany.."

M. Rich concluded his comments regarding the "interplay between
t hese conpletion issues and the federal guarantee".

9:24:29 AM

In response to a question from M. R ch, Co-Chair Stedman
requested that Menbers hold their questions until M. Rich
conpl eted his presentation.

9:25: 02 AM
Sullivan & Crommel | LLP
Proj ect Finance Wrkshop
An I ntroduction to Project Finance
for Gl, Gas and Pipelines
April 25, 2007
Section 5

Project Finance for G|, Gas and Pipelines
Page 48
Wiy do lenders like oil, gas & pipeline projects?

« Past experience has been good

* Resource based | ending for upstream projects; contractual
based | ending for pipeline projects

e Technol ogies are usually well-proven

e Particularly suited to cash-based credit analysis - cash
flows clear

 Either commodity products w thout market risk (oil), or
highly credit-wrthy off-take/transportati on comrtnents
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* One of the main post-conpletion risks is usually price
risk - which, traditionally, banks understand and can
price

e Sponsors can be
O highly creditworthy
0 experienced with | arge projects, conservation culture

0 judged by lenders unlikely to abandon strategically
significant projects

M. R ch directed attention to page 48 of Section 5 in the
presentation [copy on file]. He noted that since |enders
typically provide 70 to 80 percent of a project's funding, their
primary focus is on being repaid in a tinely fashion. This is a
very different perspective than those of "the devel opers who
stand to earn an equity return or upstream producers who stand
to be able to market their gas and earn an upstreamreturn”

M. Rich comunicated that lenders tend to view projects in a
"what could go wong"” nanner. Nonetheless, "there is a good deal
of enthusiasnt anongst |enders, specifically comercial banks,
"about the oil and gas pipeline sector”. The probability is high
that this project could be financed.

9:26: 50 AM

M. Rch cautioned the Conmttee to be aware that banks and
other lending institutions "tend to be in marketing node" during
the initial stages of a project. They mght |abel the project
"fantastic" and state their wllingness to help finance it. It
is not until later in the process that intricate issues, such as
the firmcomm tnent contract agreenents, are addressed.

M. Rich also noted that one of the primary questions
sharehol ders of any project nust address is whether to seek an
i ndependent financial advisor "who would not be conpeting to do
t he busi ness of naking the | oans or underwiting the bonds or do
they seek a bank that actually will both give them advice and
then change to the other side of the table and be the
counterpart negotiating the terns of the credit”.

M. R ch considered there to be wvalid argunents for each
approach; however, nost of the "nore sophisticated conpanies" as
well as the United States governnment, prefer to have an
i ndependent financial adviser. This issue is being highlighted
because it is likely that the information presented on page 48
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woul d be experienced. Banks "love doing oil, gas and pipeline
busi ness, especially” projects in the United States. Currently
only 15 percent of this lending market is for projects in the
United States. Mst of these capital requests to banks are for
projects in places such as Russia and Venezuela, "and places
where there's a whole different el enent of risk".

9: 29: 24 AM

M. Rich expressed that an oil and gas project in North America
is attractive to lending institutions for the reasons specified
on page 48.

9: 30: 05 AM
Page 49
Upstream vs. nidstream (pipelines)

Upst ream

* Ol projects involve comodity products with little or
no market risk; transportation nay not be an issue

e (Gas projects depend on available transportation and
mar ket, and strength of off-take comm tnents

M. Rch remnded the Conmttee that the upstream and m dstream
mar ket pl aces are "very different”. In addition, gas is a nore
conplicated commodity than oil to address.

Page 50
Upstream vs. m dstream
M dst ream
Pipeline credits vary widely - depending on

* Degree of pr oj ect i ntegration W th
upst r eani downst r eam
= Upstream and m dstream as integrated project
= Separate but wth upstream producers as
owners of m dstream

= Separate with upstream producers’ role
[imted to custoner

e Contractual and credit links into upstream
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= Producer transportation commtnent vs. buyer
as shi pper
= Nature of transportation conm tnent
e Tariff structure
= Unregulated - negotiated tariff
= Conmmon carrier
= FERC/ NEB

» Energing market vs. devel oped

9:30: 16 AM

M. Rch renmnded that 1issues pertaining to "a separately
constituted mdstream project” were discussed at |ength during
the previous day's ©presentation. Wiile there has been
"successf ul financing of separately constituted mdstream
projects” in the United States, the current trend outside of the
United States is that both producers and |l enders are tending "to
prefer the integration of the upstream and mdstreant efforts
This project should be weighed to determne which precedents
m ght apply to it.

9:31:22 AM
Page 51
Mai n Pi pel i ne Fi nanci ng Approaches

Degree of Integration with Upstream Downstream
» Especially for large strategic projects which rely
on single transportation system producers want (i)
timely devel opnent of transportation, (ii) control
over construction and operating costs, and (iii)

reliability - usually leads to integration wth
upstream or producer participation if mdstream is
separat e

 Even if pipeline is organized as a separate project,
devel opnent of upstream resources, transportation
commtments and downstream nmarkets are foundations
of the pipeline credit

M. Rich declared that "as long as this project is separately
constituted, which it will be, the key issues would be: what is
the nature of the link or the contractual claimthat the |enders
to the mdstream pipeline project have on the availability of

SFC- 07 (9) 04/ 26/ 07



the upstream reserves ...That of course is a function of the firm
transportation contracts.”

9:31: 29 AM

Page 52

Mai n Pi pel i ne Fi nanci ng Approaches

"Dual Project Risk"

o Dual conpletion risk if separate upstream project is
al so greenfield

0 Crux of issue: mdstream |enders exposed to upstream
risks wthout normal covenants wth and renedies
agai nst upstream proj ect

o0 Creates trenendous pressure (i) for comon ownership
or (ii) on terns and conditions of transportation
agreenents as only "link" into upstream

o Financing conplexity, tinme and costs also can increase

Page 53

Transportation Agreenents

Transportation Agreenent defines cash flows for pipeline
bor r owner
o Producer or buyer as shi pper
o Nature of shipping comm tnent

= Shi p-or-pay (nost conmon)

= Shi p- and- pay
For ANGP, as FERC/ NEB regul ated project, open season bids
woul d be on the basis of firmtransportati on comm tnents

9:31:40 AM
Page 54
Transportation Agreenents
Firm Transportation Conm tnent (ship or pay)
e Key mdstream financing issues are tenor, voluneg,
tariff, shipper credit and force majeure
o If Federal guarantees are available and used,
these are issues for Federal governnent as
guarantor, and for lenders as to any uncovered
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portion of debt ...but force nmmjeure exceptions to
"ship or pay" obligations are key

e Starting point for mdstream post-conpletion credit
is blended credit behind shipping commtnents

e Shipper credit analyzed based on (i) financia
strength, (ii) upstream devel opnment and operating
costs and break-even net-back, (ti1) end-user
mar kets, and (iv) sufficient volunes to fulfill firm
conmi t ment

 In FERC regulated transaction, tariff adjusts -
generally protects |enders because costs passed on
to shi ppers

* Producers may be reluctant to enter into firm "ship-
or-pay" commtnents if they do not own the pipeline

M. Rch identified key elenments a |ender would consider when
judging the adequateness of firm transportation agreenents
(FTs). These would include: "their duration in relation to the
duration of the debt" as "the general rule is that the tenor of
the off-take contract or the FT agreenent"” should be as |ong or
| onger than the length of the debt obligation; "the volunme of
the commtnents nust be sufficient to repay the debt"; and "the
credit” behind the FTs.

M. Rich disclosed that |enders analyze FTs on two |levels. The
t echni cal analysis would consider the entity giving the
coommitnment and their «credit ranking. "There is no credit”
acconpanyi ng a conpany whose sole business "was the production
of upstream reserves in Al aska" as that conpany would not have
"the cash to pay the commtnent unless it is in fact nonetizing
the gas". This scenario mght be acceptable to lenders if the
conpany was a conponent "of a larger corporate group” and there
was the "expectation that the larger corporate group wll cause
that affiliate to nmeet its obligations".

M. R ch expressed that that expectation would not typically
hold true if the entity behind the FT "does not have a public
investnment grade credit rating". In that case, the |lenders would
require additional credit supports or guarantees.

9:34:39 AM

M. Rich stated that the second analysis would be a commerci al
and economc analysis of "how likely is it ..that conpany would
perform its obligations". In the case of a gas pipeline, this
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analysis "leads right into an integrated econom cs of the whole
enterprise”. Questions would include such things as whether the
net backs would be positive, and, over a 20 or 30 year period

would "it nmke conmercial sense to lift the gas and transport”
it. The "entire value chain" of the project nust be nodel ed and
proj ect ed.

9:35:12 AM

M. R ch stated that the nodeling would be conprehensive and
woul d consider such things as operating costs, reservoir data,
fiscal, and gas market forecasts. The ultimte question would be
whet her the conpany could pay back the $20 billion debt over the
next 20 years under a negative netback scenario as conpared to
the scenario "where the upstream business is going fine and the
net backs are positive and they're continuing to produce".

9:37:17 AM
Page 55
Transportation Agreenents

Force Maj eure

* In "ship-or-pay", force nmajeure provisions define
ci rcunst ances where shippers do not have to pay

« O key inportance to lenders, since force mmjeure events
result in interruption in cast flow available to service

debt
e Min force maj eur e provi si ons cover
operational /availability risk in mdstream- if mdstream

cannot accept gas, shippers not obligated to pay

* Result is keen lender interest in (i) quality of original
design and construction, (ii) operational expertise and
track record of mdstream operator, and (iii) technica
and financial capacity of mdstream project conpany and
its owners to address operational issues

e Project size and conplexity, together with long tenor and
|arge size of mdstream financing, likely to increase
t hese concerns in ANGP

M. Rich identified force nmajeure (FM provisions as another key
consideration in the |ending process as contracts do not require
shippers "to pay the tariff in 100 percent of t he
ci rcunst ances”. Even though shippers "do take nobst of the risk”
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of paying, "they are excused from paying ...if pipeline is not
avai lable to accept and transport tenured gas ... As a result
it’s a risk the mdstream |l enders take". If the pipeline is not
available due to such things as an environnmental problem
"there's no cash flow'.

M. Rich inforned that consideration of the pipeline operators’
"operational track record and expertise" as well as technol ogy
and operating support is "an essential part" of the lender's

credit decision and "their pricing of the <credit". "Force
maj eure provisions are heavily negotiated" and are not
standardi zed. In addition, they are affected by the Federal

Ener gy Regul at ory Conm ssion (FERC) process.

M. Rich, who professed not to be an expert in the FERC process,
did know that "FTs are able to be negotiated prior to the open
season so that these force majeure provisions [indiscernible]
basically arise as a matter of negotiation".

M. R ch enphasized that FTs do affect the financing of a
project. "If the owners of the pipeline are conpletely dependent
on financing", an attenpt would be nade early in the process "to
understand and anticipate" what financing would be required.
Therefore, it is likely that at the time the FTs are being
negoti at ed, a conpany woul d be anti ci pating fi nance
requi renents. "But there is always risk". He could not conmrent
further as he was wuncertain of this project's devel opnent
tinmetable. Nonetheless he espoused that integrating the FERC
timetable with the financing tinmetable "is a conplex matter”.

9:40: 55 AM
M. Rich acknow edged, however, that finance commtnents are
"conditional ultimately on the issuance of the certificate" and
ot her assunptions. "But at the end of the day, the FTs have to
be acceptable to the | enders one way or another."
9:41: 23 AM

Page 56

Structural issues for cross-border pipelines

= Separate entities in each country nost common
= Can be separately tranched | oans to each entity, but
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o Cross-conpletion risk
o Sonetines structured to create unified credit

= Two |l oans can equal nore conplexity and cost and |onger
tinme to devel op

M. Rch stated that the issue with cross-border pipelines "is
that even if the pipelines were separately constituted in Al aska
and Canada or had separate ownership groups” they would be
considered a single "integrated" pipeline from a credit
per specti ve.

M. Rch voiced that <cross-border transactions are conplex,
costly, and require additional time to process and devel op.

9:42:13 AM
Page 57 and 58

10 Largest G| and Gas Pipeline Project Financings
(greenfield and expansion only - excludes acquisition
financi ng and refinancings)*

[Listing of five projects by name and |ocation, total
capital cost (senior debt portion), sponsors, and financial
advisors to the consortium

For exanple, the Alliance Pipeline Project (Gas) in Canada
and t he Uni t ed St at es cost $3, 730, 000, 000 with
$2, 590, 000,000 of that being debt. It was sponsored by
Coastal, IPL, WIllians, Fort Chicago Energy, and Westcoast
Energy. Goldman Sachs, Scotia, Paribas served as the
projects financial advisors.]

*Also excludes primarily upstream projects wth an
i ntegrated pipeline conponent. Based on Deal ogi ¢ dat abase

M. Rch informed the Committee that the largest United States
pi peline project cost slightly less than one billion dollars.
The smallest of the top 20 largest pipeline project financing
projects was in the vicinity of $10 to $20 billion.

M. R ch stressed that one of the toughest judgnent «calls
associated with this project is whether the |argest donestic
FERC-regul ated project to date could be scaled up to this
project's size "and expect it to achieve the sane result”. The
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effort nust be to determne what conponents of the |[large
projects would apply or not apply to AGA This would include
consi deration of upstream conditions, nultiple producers, access
to a variety of fields, the nature of the off-stream off-take.
Particular attention and worry would revol ve around the scal e of
t he project.

M. R ch concluded his renarks.

9:43: 46 AM
Co-Chair Stedman asked for further informati on about how
"l enders deal with the debt to equity split", including whether

a specific split ratio was favored. He also questioned the
| everage a lender might have in "requiring a change in the debt
to equity".

9:44:17 AM

M. Rich stressed that from a financing perspective, both "the
percentage and the actual quantum of the equity in the project
is one of the key foundations of the credit". Wat |enders like
"to see is that sonebody else has a lot of skin in the gane."
This is because the equity placed in a project is the elenent
that would suffer the losses first. Thus, "lenders take a
tremendous anount of confort fromthe size and percentage of the
equity interest”.

M. R ch declared that "lenders do not desire to be over-
exposed” and, therefore, as funding is spent, "the matching
equity" contribution conponent” is constantly re-certified in

order for the project to receive additional noney.
9:46: 00 AM

M. R ch advised that additional "financial drivers"” included
"the concept of a project's debt capacity". He detailed the
added conplexities of the debt capacity when FERC regul ations
are involved, including the role shippers play in the equation.

M. Rich also noted "that de-leveraging gives lenders a great
deal of confort". In contrast, a developer's financial objective
is for "maximum |everaging”. In today's financial arena, "the
whole world of private equity is one where returns are increased
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t hrough the maxi mum use of | everaging. Wien debt is inexpensive,
as it is today, you get those higher returns”.

M. Rich noted, however, that from a |ender's perspective, this
serves to increase risk. Lenders would prefer "lower |everage,
hi gher anounts of equity". This interplays with other issues.
"None of them independently meke it bankable or not bankabl e,
but it's the cunulative affect of all of these that raise the

cost, and meke it wultimately less or nore likely that the
financing will get done".

9:49: 50 AM

M. R ch comunicated therefore that "one of the strategies
used, if the devel oper has the financial capacity to do it", is
to de-leverage the project. If the terns of the FTs cannot be

inproved in a way acceptable to the lender, then a |ender could
be enticed to participate by de-leveraging the project or
changing another "risk factor that the |enders are unhappy
about". De-leveraging is a commonly used strategy.

9: 50: 05 AM

Senator Elton struggled with his desire to seek specifics while
understanding that M. R ch, whose role was not that of a
consultant, desired to speak in terms of "generalities".
Nonet hel ess, he directed attention to an AGQ A provision which
specifies a "nust have" debt-equity ratio of a mninum 70 to 30
(70:30) percent. He understood that an 80:20 ratio would be
acceptable, but a 65:35 would not, as that would result in a
lower tariff. He concluded therefore that "if a hard line" was
set, it could limt the pool of |enders.

9:51:12 AM

M. Rich stated that while he could not address the specifics of
that provision in AGA he wuld stress "that flexibility is

key". He reiterated a statenment he had nade during his full
presentation as to "how inportant” it was "that the DOE not be
prescriptive in the loan guarantee provisions". This s

extrenely inportant in "a project of this size and conplexity".
"... At the end of the day, de-leveraging the project sonmewhat
could be what was required to get it to go ahead".

9:52: 24 AM
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M. R ch communicated that at the onset of a project this size,
it would be inpossible to have "utter confidence going into it
..of what would be required". "It's only once the comercial
arrangenments have been set and contracts have been negoti ated
and the project has been designed, you know, the cost estimates
been refined, that you can really get a sense of what the
finance plan is going to |ook like. And what degree of equity is
required and what |everage is permtted is one of those things
you di scover through that process”.

9:53: 01 AM

Senat or Huggins spoke to an [unspecified] Library of Congress
docunment that addressed the two year tinme period after the
issuance of the FERC certificate. The concern was to what
considerations mght be nmade by the DOE Secretary in regards to
a project when the tinme required to nmeet the conditions mandated
by DOE exceeded the allotted time period.

9:54: 28 AM

M. Rich admtted being worried about the two-year provision. He
could foresee a multitude "of circunstances where, despite the
best efforts in the world, we would not be in a position to
cl ose the financing and have the | oan guarantee agreenent issued
within that two year w ndow'. The historical experience for
financing nega projects has been approximtely five years. Tine
must be permtted to address such things as litigation or
permtting issues.

M. R ch was unsure how the DCE Secretary would address this.
Usually this person forns a team of [|awers and advisors,
devel ops financial nodels, conducts studies, and analyses the
credits and the contract, and devel ops docunentati on.

9:57: 00 AM

M. Rch advised of another worry. That being that "the
pronoters of the project will not only want a financing, but
they'Il want to optimze the financing because the cost of the

financing is the major determnate of the economc viability of
the whole project”. Another consideration is whether the health
of the overall financial marketplace is favorable.
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9:57:42 AM

Senator Huggins declared that the operational concept of this
project mght be one that "could see the lapsing of the |oan
guarantee and we're continuing to nove toward sonething that is
scary."

9:58:12 AM

Co-Chair Stednman asked for further information about "the
potential of the non-recoursability of the |oan guarantee"”;
specifically whether "that |oan guarantee could be issued using
government bonds". This would allow the bond narket "to generate
the capital to build the line and then" having the entity
desiring to build the line "have a non-recoursability against
the note so we can't in any way have the corporate bal ance sheet
exposed to back the loan guarantee”. |In other words, the
guestion is whether a firm could "use the |oan guarantee on a
non-recourse basis so they don't have their balance sheet
exposed".

M. R ch replied "yes, post conpletion ..The |oan guarantee is
available for a limted recourse project financing structure, so
that after the conpletion tests have been net, the federal
government in its role as lender ...and its quite right as you
say, there's bond holders out there.they don't care, if the
guarantee covers 100 percent of their bonds, they hold a US.
governnment piece of paper. So, they're indifferent as to whether
the project is able to pay its debt, because, if there's any
problem the governnent pays them And then the question is,
‘what is the nature of the governnment's recourse?" And, post-
conpletion, the governnent's recourse is limted recourse, i.e.
it is to the project pipeline conpany and not to the bal ance
sheet of its shareholders. So, the government is no different
than if the guarantee was not into place. It's the sane thing.
Pre-conmpletion, it's looking to recourse to the parent conpany
bal ance sheets, if there's a guarantee, or to the parent conpany
bal ance sheets for over-run funding if it's an overrun equity
commtnment. Post-conpletion, they're taking the risk that the
pi peline conpany will have the revenue sufficient to pay."

M. R ch concluded by stating "pre-conpletion, full recourse;
post-conpletion, limted recourse".

10: 00: 52 AM
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Co-Chair Stedman surm sed therefore that in the pre-conpletion
phase, "it would be reasonable to expect the |ender then to want
a bal ance sheet or a consortium of 'em strong enough to handl e
the inmpact” of a project if things go am ss.

M. Rich agreed. "It's easiest to analyze if it’s a classic
conpl etion guarantee", as referenced in federal stature, where
it specifies "equity contribution commtnents and conpletion
guarantees. And if it is a conpletion guarantee, the party
giving the guarantee has to be creditwrthy.” He noted having
read a recent [unspecified] Notice of Intent docunment in this
regard witten by the DOE Secretary, "which is quite typical" to
what "you see from the other federal guarantee prograns: 'There
has to be a reasonabl e reassurance of repaynent of the debt. The
terms and conditions provide adequate terns and security
appropriate to protect the financial interests of the United
States'."

M. Rich stated that the Secretary would "look at this just the
way a bank would". He shared two points: first, "the credit
behind the conpletion guarantee does have to be adequate. There
is a binary elenent to this. It's highly inprobable that a
project of this size could be done wthout investnent grade
credit behind that conpletion support. There's also a pricing
elenent” in that the interest levied pre-conpletion would
reflect that credit.

M. Rich exanpled therefore that the interest costs would be
lower for a conmpany with a AAA credit rating giving the
guarantee. The costs would be higher for a conmpany with a BBB or
a BBB- credit rating, which both qualify as investnent grade
ratings.

M. Rich stated that there is an "availability, a do-ability,
and a pricing aspect to that, absolutely".

10: 02: 50 AM

Co- Chair Stednan "assuned that the nunmber of corporate entities”
with either a AA or AAA credit rating that are able to back
billion dollar projects would decline sharply "as the size of a
project goes up in ten billion increnents".
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M. Rich enphasized that the size of a project is a mjor
consideration. "You can't assune that the precedence can be
scal ed up".

M. Rich expressed that |enders mght not view a conpany with an
"A" credit rating and four billion dollars of capital on its
bal ance sheet sinply in terns of its "A" rating, particularly
when "the anmount of the guarantee is huge in relation to the
debt".

M. Rich expanded his exanple. Wre this conpany participating

with two other entities on an $18 billion project with an $18
billion federal guarantee, the conpany, with only four billion
dollars in capital, "would be adding a six billion dollar
contingent obligation. That's not a single A credit". Lenders

tend to view conmpany's credits on a proforma basis in that they
would, in addition to considering a conpany's position today,
consider how it mght look after it is "loaded with this |arge
contingent obligation on its bal ance sheet™".

M. Rch noted that if this was a conpletion guarantee, "it's a
straight debt guarantee". |In other words, the nonent the
conpletion test is not net or any anmount is due pre-conpletion

the conpany "would be obligated to pay it as if it were their
own debt".

M. Rich comunicated that a small conpany wishing to
participate in a large project mght be required "to issue
additional capital ... and grow in size in order to have the

financial capacity to cover the conpletion risk".

M. Rch stated that "if it’s a good project”, the post
conpl etion guarantee approach is fine if a conpany had good
viable credit. The problemis dealing with the conpletion. "It's
classic in the resource sector”, that, while developers and

small mning conpanies mght have all the required rights to a
"sound, good, profitable" resource discovery, "they don't have
the financial capacity to neet the conpletion support™ criteria.
This typically requires those small conpanies to join with a
| arger conmpany to gain that conpletion support, or sell, or
mer ge" .

M. R ch characterized the project financing scenario as the

"gating issue: you don't get past the starting line unless you
can handl e, sonehow, the conpletion risk"
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10: 06: 44 AM

Senat or Dyson, referencing the cross border information depicted
on page 56, asked how the |oan guarantees would work if a
Canadian firm was involved in the Canadian portion of the
project. He also asked that the term "tranched" be defi ned.

10: 07: 19 AM

M. Rich explained that "'tranched' neans a slice or piece of
the loan". A loan could be divided up into different segnents.

M. R ch stated that having different ownership interests on
each side of the border in a cross-border pipeline is a common
occurrence. This is acceptable "from a financing perspective,
provided that .. the credit behind the conpletion support is
strong enough on both sides of the border.” Lenders nust be
assured that sone entity would ultimtely take the conpletion
risk. Sometinmes one entity would assune the conpletion risks for
the entire project regardl ess of which side faltered.

M. R ch expressed that separate loans or tranches mght be
assigned to the cross-border entities in order to recognize the
different conpanies' credit ratings or other circunstances
i ncluding whether the l|oan involved Canadian or United States
f unds.

10: 09: 46 AM

Senator Dyson clarified his question. He was interested in how
the federal I|oan guarantee would apply to a cross border
proj ect .

M. Rich conveyed that the federal |oan guarantee statute would
allow this. "The Secretary may also enter into agreenments wth
one or nmore owners of the Canadian portion of a qualified
infrastructure project to issue federal guarantee instrunents
wth respect to |loans and other debt obligations for a qualified
infrastructure project” utilized to "transport natural gas from
the Alaska North Slope to the continental United States".

10: 10: 49 AM
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Senat or Thomas deduced that the Trans Al aska Pipeline System
(TAPS) had not been included in the listing of the ten nost
expensive pipeline projects because it had been privately
fi nanced.

M. R ch affirned.

Senat or Thomas asked whether any other privately funded projects
the size of TAPS have been undert aken.

M. R ch assured Senator Thomas that nmany such projects have
been undertaken by "large integrated international oi
conpani es". They are financed in a mnmultitude of ways including
borrowed funds or internal financing.

Senator Thomas asked whether having existing infrastructure in
an area such as in Prudhoe Bay, even though it was oil related,
was beneficial.

M. R ch stated that "anything that reduces cost is helpful".
Not being required to build "expensive new infrastructure wll
either be beneficial to the mdstream or the upstream netback,
which the mdstream | enders care about”. Any activity occurring
in the "upstream that provides |enders confidence that the
reserves and the dynamics of the reserves are well understood
and that the risk of bringing the gas into successful production
is lowis helpful, no question".

Senat or Thomas asked whether |lenders would view a project in
Canada or the United States nore favorably than a project in an
area with a |l ess stable political environnent.

10: 13: 16 AM

M. Rich responded in the affirmative. He stressed however, that
the fiscal aspects of a project "are universal: anything that
hits that netback is something in which |enders are interested"
regardless of its location. Aside from the fiscal risks of a
project, political risks are a consideration. This project would
generate a lot of interest due to its North Anerican | ocation.

Co-Chair Stedman thanked M. Rich for his remarks.

AT EASE 10:13:59 AM/ 10:22:06 AM
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Co-Chair Stednman stated that the Committee would now hear a
presentation from the Departnent of Natural Resources. O
particular interest was how oil and gas activities in the
federal offshore regions mght inpact the capacity of the
proposed gasline, as the revenue the State receives from those
areas is significantly lower than the revenue generated from
resources on State | and and of fshore areas.

10: 23: 21 AM

Al aska Departnment of Natural Resources
Briefing for
Senat e Fi nance
Current Gas Reserves & Resource Estinmates

ANS & O fshore
Robert Swenson

State Ceol ogi st & Acting Director

Di vi sion of Ceol ogi cal & CGeophysical Surveys
http://ww. dggs. dnr. st ate. ak. us
http://akgeol ogy.info

April 26, 2007

ROBERT SWENSON, State CGeologist & Acting Director, D vision of
Ceol ogi cal & Ceophysi cal Surveys, Depar t ment of Nat ur al
Resources stated that his Division and the Departnent's D vision
of GOl and Gas have collaboratively worked on devel oping the
information included in this briefing [copy on file].

M. Swenson, whose professional background included 15 years as
a field and exploration geologist in the State, infornmed the
Commttee that a significant anount of work was required to
devel op the reserve estimates included in this presentation.

10: 24: 44 AM

Page 2
Overvi ew

 The State of Alaska does not perform quantitative,
probabilistic resource assessnents, but works closely
with the agencies that do

e Al nunbers presented here are from US Geol ogi cal Survey
& MVB

e resource assessnents published between 1999 and 2005.
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Al estimates provided are based on rigorous analysis of
all available data, geology, existing accunulations, and
basi n anal ogi es

e« Al non-reserve estimates are presented as technically
recoverable resources (as contrasted with economcally
recoverable or gross resources or gross in-place
esti mates).

* Resource estimtes used represent the nmean of a
probabilistic Resource estinmates used represent the nean
of a probabilistic

e distribution with associated P5 & P95

M. Swenson read the information and noted that the Departnent
works closely with the US GCeological Survey (USGS) and the
Departnment of the Interior Mnerals Mnagenent Service (MVb).
Further information on the "P5 & P95" elenents would be
forthcom ng.

10: 25: 51 AM

Page 3
Ol & Gas Resources Team
[ Gaphic of a Viking sailing ship with "Resource Assessors"
steering the ship and "Highly Trained Fearless Explorers
and..." manning it.]
M. Swenson |ikened the agencies conposing the Ol & Gas
Resources Team to "highly trained fearless explorers that are
out there | ooking for the next big find".

10: 26: 06 AM

Page 4
Overvi ew of Regi onal GCeol ogy
[ Geol ogi cal diagram of the Brooks Range, the Foothills, the
Coastal Plain, and the Beaufort Sea regions of the Centra
North Sl ope. ]
M. Swenson stated that the unique regional geology of the North
Slope is a crucial elenment in the assessnment nunbers. This
region is considered the definitive "world class hydrocarbon
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provi nce". Three primary areas of inportance in this analysis of
the North Slope are the Barrow Arch, the Colville Basin, and the
Brooks Range. The Colville Basin is a collection point for
sedi ment eroded of f the Brooks Range.

10: 27: 30 AM

Page 5

North Al aska Stratigraphy & Petrol eum Pl ays

- As used in USGS NPRA Assessnent

- Play definitions wll vary slightly anmong assessnent
provi nces

[ Cross-sectional diagram depicting the strata formations
and Petroleum Plays during the Cenozoic, Cretaceous,
Jurassic, Triassic, Perman, Pennsylvanian, M ssissippian,
and Devonian and dder ages based on a 2002 USGS
assessnent. |

M. Swenson explained that one conponent of the assessnent
i ncl udes conparing the various geol ogical events in Al aska, such
as continental "rift" areas, to other regions in the world. Rift
anal ogi es have been drawn to places such as the North Sea, the
Suez Rift area, and other rift basins wth significant
hydr ocar bon bases.

M. Swenson disclosed that the "thrust belt" in the foothills
regions of the Brooks Range is another geologic occurrence with
anal ogies around the globe, including "the Canadian Rocky

Mountain front, where there has been a significant anmount of
exploration” and a significant anount of gas found.

M. Swenson stated that the North Slope "is unique" in that it
contains these "two major types of oil provinces".

10: 28: 38 AM

Page 6

[ Diagram depicting the variety of information gathered to
devel op the "probalistic resource potential of an area.”

M. Swenson stated that this information is reflective of the
intensity of the work conducted to conplete a resource analysis
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for, in this case, the National Petroleum Reserves - Al aska
(NPR-A). The stratigraphic diagram on the right depicts rock
formati ons deposited over tinme. To the right of that is depicted
the "petroleum plays", which are based on seisnmc data, well
| ogs, and the experience of discoveries across the basin. Al of
these factors are considered when developing the "probalistic
resource potential for an area".

10: 29: 16 AM

Page 7
NPRA Assessnent Area

[USGS Seismic Gid of the National Petroleum Reserve -
Al aska, depicting exploration wells and known accumrul ati ons
of oil, gas, and Announced Q| discoveries.]

M. Swenson noted that this diagram depicts known accumul ations
of oil, gas, and announced oil discoveries based on seismc data
in NPR- A The geological activities depicted on page 6 were
conducted in order to project the area's "play types".

M. Swenson pointed out that the density of exploration wells in
NPR-A is depicted by white dots on the diagram It would be
“"fair to say that this is a very under-explored region". "This
area would be conpletely covered up with white dots" were it a
mature area that had experienced a significant anount of
exploration. Information from exploration wells with discoveries
is utilized in the resource assessnent.

10: 30: 35 AM

Page 8
North Slope G| & Gas Activities & Discoveries March 2005

{Map depicting oil and gas activities and discoveries. Ol
accunul ati ons, gas accunul ations, recent discoveries, and
exploration wells drilled in 2003, 2004, and 2005 are
identified.]

M. Swenson stated that discoveries, specifically in the Barrow

Arch region, are depicted on this page. A nunber of discoveries
have been nmade in both the foothills region and the State's
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of fshore regions even though those areas have experienced a
limted anount of exploration.

10: 31: 10 AM

Page 9

Proven Gas Reserves
Does not include Probable
(reserves grow h through continued devel opnent)

Nort h Sl ope

Badam Unit O BCF
Barr ow 34 BCF
Colville River Unit 400 BCF
Duck Island Unit 843 BCF
Kuparuk River Unit 1, 150 BCF
M | ne Point Unit 14 BCF
North Star 450 BCF
Prudhoe Bay Unit 24,526 BCF
O her Undevel oped 8, 000 BCF
TOTAL NORTH SLOPE 35,417 BCF
Cook Inl et 1, 650 BCF
TOTAL STATE 37,067 BCF

Source: 2006 Annual Report, Alaska DNR-Div. of Gl and Gas

\V/ g Swenson explained that the collection of geologica
information assisted the Departnment in its analysis of the
State's proven gas reserves, including reserves that are already
di scovered and delineated, proven and probabl e.

M. Swenson conmunicated that approximately 35 trillion cubic
feet (TCF) of proven gas reserves are available on the North
Sl ope. Geol ogists refer to these reserves as "behind pipe".

10: 32: 02 AM

Page 10

[Map of the State depicting Statew de Al aska Natural Gas
Resource basins based on USGS estimates of State onshore
and offshore natural gas resources, as well as MBS
estimates of federal CQuter Continental Shelf (OCS) natura

gas resources]
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M. Swenson stated that the inportant point regarding the USGS
resource assessnment of gas in the State, conducted in the year
2001, is that "these are technically recoverable reserves and
undi scovered volunes”. A range and nean of the reserves at each
| ocation is provided. These ranges are "estimates are vol unes of
gas at 95% and 5% probabilities". A 95 percent probability case
woul d indicate there being "95 percent confidence that what wll
be found in the future in these resource assessnents, it falls
within that range". A five percent range indicates there being a
95 percent probability it would not. The nmean is "the nmaxi mum
occurrence wthin that di stribution". The nmean rmnust be
determned "in order to be statistically correct”.

10: 33: 36 AM

In response to a question from Senator Elton, M. Swenson
provi ded further information about the probability ranges. The
"0.0% |ower range assigned to many locations in Wstern Al aska
does not nean there are zero reserves there. It is instead
indicative of the fact "there is so little data available to do
the analysis"” in those areas. A "0.0% range would indicate that,
at that particular level of exploration, there is a 95 percent
chance "that you will have found at |east zero"

M. Swenson noted that the distribution range in areas where
there is "a significant anount of data” would be "much nuch
narrower". He conpared ranges in highly explored areas of NPRA
to the ranges in western Alaska. "A broad distribution with a
very very low end nunmber on the 95 percent case, and a nuch
hi gher end on the higher case" typically indicates there is very
little data avail abl e.

10: 35: 56 AM

Page 11

Techni cal |y Recoverabl e ANS Reserve Esti mates
Does not include econom c threshol ds

North Al aska Assessnments of Undiscovered, Technically
Recover abl e Gas

USGS Assessnent Segnent Year F95 Mean FO5
State Lands oil -
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associ at ed gas, BCF 2005 2,681 4,198 6, 092
St at e Lands non-

associ at ed gas, BCF 2005 23, 939 33,318 44,873
NPRA non-

associ at ed gas, BCF 2002 40, 372 61, 351 85, 317
ANVR non-

associ at ed gas, BCF 1999 0 949 3, 660
MVE Assessnment Segnent
Chukchi Shel f gas, BCF 2006 10, 320 76,770 209, 530
Beaufort Shelf gas, BCF 2006 650 27, 650 72,180
Hope Basi n, gas, BCF 2006 0 3,770 14, 980
Total Arctic OCS 2006 16,410 108,190 183,530
Total Onshore & OCS 2006 208, 006

M. Swenson comrunicated that as nore seismc and geol ogical
data becones available, it is periodically incorporated into the
USGS and MMS anal yses, as portrayed on page 11. Rather than
dramatically changing nunbers, it sinply "fine tunes" sone of
the potential resources in the basins.

10: 36: 39 AM

Page 12

Arctic Al aska Province Resource Estimates Summary

[ Map depicting undi scovered oil and gas assessnents for the

Chukchi Shel f, Beaufort Shelf, Central North Slope, Hope

Basi n, NPRA, and ANVWR 1002 Area]

Sour ce: Houseknecht and Bird, 2006, USGS PP 1732-A, fig. 4
M. Swenson informed the Commttee that this is the nost recent
assessnent of reserve estimates in the areas depicted, including
federal offshore reserves. This information is depicted in graph
formon page 13.

10: 37: 45 AM

Co-Chair Stednman asked for further information about the term
"proven reserves".

10: 37: 55 AM
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M. Swenson explained that "proven reserves"” indicates that
exploration has occurred and a zone of hydrocarbons has been
found. The hydrocarbons in the zone are further tested and
delineated as either "P1" or "P2" proven reserves.

M. Swenson noted that another type of reserve is a "Probable"
reserve. This references an area within a unit which "has not
specifically been penetrated but" to which both the seismc data
and the surrounding well data would suggest that reserves are
t here.

M. Swenson noted that the entirety of information depicted on
pages 12 and 13 are "potential reserves". Geologic information
such as seismic and well data, surface information, and
i ndi vi dual discoveries in an area was applied to simlar but
relatively unexplored geological areas wthin that area to
devel op a probalistic analysis of probable field sizes there.

10: 41: 20 AM

M. Swenson explained that "technically recoverable" areas are
those to which there 1is Jland access, regardless of the
econonm cs. An economc "filter" would be applied to a field to
determ ne whether it was an "econom cally recoverable" field.

M. Swenson declared it would be unlikely that a field 300 mles
from the nearest infrastructure with surface access obstacles
woul d be included in an econonm c resource anal ysis unless either
t he access issue or the econom cs significantly changed.

10:41:49 AM

Co-Chair Stedman asked that "bookabl e reserves" be addressed.
M. Swenson deferred to Kevin Banks.

10:42:15 AM

KEVIN BANKS, Acting Director, Division of QI and Gas,
Department  of Nat ur al Resources explained that "bookable
reserves" are those in a field that has both access to narket
and favorabl e econonics. The process undertaken by the Division
when conducting reserve estimates for oil fields in Prudhoe Bay,
woul d consider the current developnment status of the field
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i ncluding known and predictable activities that mght occur in
the area within the next few years.

10: 43: 41 AM

M. Banks stated that when considering "bookable gas reserves
under AG A, the Division considers the level of the comm tnent
made by a producing conmpany and the probability that the
pi peline would be successfully conpleted. That would assist in
cal cul ating proved gas reserves. Once there is a conmmtnent for
the construction of the gas pipeline, "the owners at Prudhoe Bay
woul d be able to "book" the gas reserves there.

M. Banks noted that the term "other undevel oped" gas reserves
would apply to the Pt. Thonson field. Gas there is not
consi dered "bookabl e, proved reserves" even though the field has
been sufficiently delineated, there is "a fairly good notion of
how big the bucket is", and "the likely recovery capability" is
known. The economic challenges to developing Pt. Thonson are a
consi der ati on.

10: 46: 00 AM

Co-Chair Stedman asked for an estimate of the bookable reserve
nunbers for Pt. Thomson and Prudhoe Bay.

M. Banks referred the Commttee to the reserve information on
page 9 of the Departnment's presentation. O the total 35.4 TCF
North Sl ope proven gas reserves, Prudhoe Bay hol ds approxi mately
24.5 TCF. The 8 TCF quantity depicted for "other undevel oped”
reserves on that page primarily refers to the Pt. Thonson field.

10: 46: 50 AM

Co-Chair Stednan estimated therefore that were the gas pipeline
to advance, the State could expect an immediate production of
approximately 35.4 TCF less the 8 TCF in the Pt. Thonson Field.
The 8 TCF in Pt. Thonmson would be available within the next few
years as devel opnment progressed.

10:47: 04 AM

M. Banks affirmed. The timng for the 8 TCF woul d depend on how
t he devel opment plans for Pt. Thonmson progressed.
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10: 47: 17 AM

Senator Thomas asked whether a history of the gas reserve
estinates was avail able as he was curious whether the reserves
increased annually or over tinme. The current 35.4 TCF North
Sl ope estinmate appears to be a stagnant nunber.

10: 48: 01 AM

M. Banks, agreeing that "the nunmber has been relatively
static", remnded the Commttee that the estinmate does consider
the fact that gas is used as fuel in Prudhoe Bay. This has had
the affect of Iowering the estimate slightly over tine.

10: 48: 41 AM

M. Swenson advised that gas estimates in Prudhoe Bay are based
on oil producers' field data.

10: 48: 58 AM

M. Banks affirmed. Seismic data provided by oil producers and
explorers in Prudhoe Bay and other fields does provide a great
deal of information to the Departnent.

10: 49: 38 AM

Senat or Huggi ns asked for exanples of the economc return the
State might garner from gas reserves in the Chukchi and Beaufort
Seas.

10: 50: 06 AM

M. Banks advised of being unfamliar with "the economcally
recoverable” reserve potential for either the Chukchi or
Beauf ort Sea areas.

M. Banks commented, however, on the fact that the State does
receive 27 percent of the royalty the federal governnent
receives from oil and gas devel opnent between three and six
mles off the State's coastline. The State has no taxing
authority outside of the State's three-mle from shore boundary.

10: 51: 05 AM
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Senat or Huggi ns asked for confirmation that the federal CQuter
Continental Shelf (OCS) jurisdiction applied to reserves up to
six mles offshore.

10: 51: 35 AM
Page 13
Tabl e 4. Esti mat ed mean vol unes of undi scover ed,
technically recover abl e petrol eum in conventi onal
accunmul ations for areas in the Arctic Alaska Petroleum
Pr ovi nce.
[ Tabl e depicting oil and natural-gas liquids in billion bbl
and natural gas in trillion cubic feet, in onshore and

State offshore areas; federal offshore areas; and the
Arctic Alaska Petroleum Province onshore and offshore

ar eas.
Total undiscovered, but technically recoverable |iquids
anount to 50.75 billion bbl. Total undi scovered but
technically recoverable gas is 227.34 trillion cubic feet.
There is a total of 35.42 trillion cubic feet of known gas

fields for a total of 262.74 TCF.]

M. Swenson stated that this information, which is based on the
2006 assessnent, should address Senator Huggins' question. The
State's rights extend to three mles offshore; the federa
jurisdiction is between three and six mles offshore. 32 percent
of the total 227 TCF of undiscovered but technically recoverable
gas reserves in the State is in NPR-A The Central North Sl ope
accounts for 16.5 percent, ANWR accounts for four percent, the
Chukchi Shelf accounts for 33.5 percent, the Beaufort Shelf
accounts for 12 percent, and the Hope Basin accounts for
approxi mately two percent.

M. Swenson noted that, when known gas reserves are added in,
there is a total of 262 TCF of avail abl e gas.

10: 52: 39 AM

Page 14

Undi scovered Mean Field Size D stributions - USGS
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[ Di agram depicting undiscovered oil and gas accumul ations
and an assessnent of recoverable quantities on State Lands;
in NPRA, and in ANWR 1002. ]

M. Swenson inforned the Commttee that one of the activities
conducted in the gas analyses is the developnent of a
distribution of field sizes. "Any geologic basin when it's fully
explored will have a distribution of field sizes." As depicted
on this graph, there would typically be many snmall fields and
only a few, if any, large fields. Charting field sizes helps to
ensure there being a "realistic analysis". An analysis would be
suspect if, for exanple, the mpjority of field sizes were |arge.

M. Swenson noted that while 35 percent of the State's resource
potential mght be located in offshore areas, those reserves are
technically recoverable not economcally recoverable nunbers.
They do not reflect the field s accessibility or econom cs.

M. Swenson specified that the first area of any field being
explored and devel oped would be that with the highest economc
viability. They would be close to infrastructure and have easy
access and permtting issues.

M. Swenson also noted that the size of a field would also be a
consideration in the economc viability analysis. A large field
woul d drive exploration.

10: 55: 27 AM

M. Swenson exanpled a large oil basin off the coast of
Greenland. While it has been viewed as "very very attractive",
ice and other environmental issues would Ilikely delay the

recovery of that oil for many years.

10: 55: 58 AM

Page 15
Arctic Al aska Province Leased Acreage
[ Map depicting existing leases and high bid tracts from

April 18, 2007 Beaufort Sea OCS in NPRA, ANWR 1002 area
and the Beaufort and Chukchi Seas.]

SFC- 07 (34) 04/ 26/ 07



M. Swenson reiterated that even though an amazing anount of
data is utilized in the resource assessnent effort, sone people
still mght not consider the outconme of the "rigorous
mat hemat i cal anal ysis" believable. Thus, he avowed that one of
"the best indicators" of an area's resource potential is to
study "what type of |ease activity there has been" there. The
| evel of activity in areas depicted on this map would indicate
strong resource potential. The conpanies who |ease tracts "are
very very good at what they do and they have to spend a |ot of
nmoney well out in front of any possible viable market".

10: 57: 25 AM

Page 16

Unconventional Gas Potenti al
Page 17

Known Gas Hydrate Accunul ations

[ Model i ng of known gas hydrate accunul ations and hydrate-
associated free gas accunulations in the "Tarn trend" and
"Eileen trend" regions in the vicinity of the nmajor North
Sl ope oil fields.]

M. Swenson stated that while the primary focus on the North
Slope to date has been to conventional gas reserves, this
information focuses on the potential of gas hydrates, which are
considered "unconventional gas" reserves. Wile research is
bei ng conducted on hydrates, it has not been "proven that we can
produce hydrates economcally into a well bore yet".

M. Swenson infornmed the Conmttee that he had recently attended
an international conference on gas hydrate reserves. The
economcs of this resource is a "huge issue" and efforts to
identify the location and type of hydrates are being conducted.
However, these reserves are not considered technically
recoverable as the technology needed to bring them to the well
bore has not yet been devel oped.

M. Swenson noted that the "Tarn trend" has 60 TCF of gas
hydrates and the "Eil een trend" has 44 TCF of gas hydrat es.

10: 59: 01 AM
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Page 18
Eil een and Tarn Trend Gas Hydrate Accumul ati ons

[A cross-section of the gas hydrate accurulations in these

trends]
\V/ g Swenson reviewed the location of the gas  hydrate
accurul ations in relationship to such things as the pernafrost
| evel. Hydrates are essentially a "nmethane nolecule that is

encased in a ice cage". Further research nust be conducted to
determ ne "how to di sassociate that nethane fromthat ice cage".

10: 59: 58 AM

Page 19
ANS Pot ential Hydrates Resource

Al Values Trillions of Cubic Feet (TCF)

e 32,965 Tcf - Gas Hydrates in Place Resource

e 104 Tcf - Gas Hydrates in Place Prudhoe - Tarn area

e Technically Recoverable Nunbers cannot be determ ned at
this tinme

M. Swenson deened the potential of gas hydrates to be
significant. For instance, there is approximately 104 TCF of
natural gas hydrates in Prudhoe Bay and Tarn trend area. He
reviewed sone of the technol ogical theories being considered to
extract this resource.

11: 01: 05 AM

Page 20

Energy Sources in Renote Al aska

[Map depicting the location of villages and popul ation
centers and the |ocations of coal basins and coal units in

the State.]

Page 21
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[ Map of State depi cting t he | ocati ons of 1)
Expl orati on/ Prospecti ve Phase resource basins; 2) Pre-
Devel opment Phase resource basins; 3) Producing Mne; 4)
Maj or port; 5) Alaska Railroad; 6) H ghways; and 7) Coal
fired power plants and coal technol ogy projects.

M. Swenson stated that little discussion has focused on the
"tremendous anmount"” of coal reserves on the North Sl ope, even
t hough it has not been analyzed well. There are nultiple demands
for this resource in the United States and internationally.

M. Swenson concl uded his presentation.

11: 02: 21 AM

Senator O son asked how nuch of the proven gas reserves depicted
on page 9 were beyond the six mle offshore limt and therefore
exenpt from paying royalty to the State.

M. Banks responded that all of the undevel oped gas reserves
depicted on page 9 are located on State land or wthin the
State's three mle offshore area.

11: 03:48 AM

Senat or Thonas asked that the royalty revenues to the State at
t he various of fshore di stances be revisited.

11: 03: 59 AM

M. Banks explained that zero to three mles of offshore
reserves fall wunder State jurisdiction and would therefore be
subject to the Petroleum Profits Tax (PPT) and State royalties.
Wil e resources in the three to six mle offshore area are under
federal jurisdiction, the federal governnent would share 27
percent of its royalty revenue with the State. The State would
receive nothing from devel opnment occurring beyond six mles
of fshore. 100 percent of those royalties would go to the federal
gover nnent .

11: 04: 37 AM

Senator Elton wunderstood that the federal governnment could
negotiate their royalty share with the | easehol der
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M. Banks acknowl edged that 1in recent sales, the federa
government has offered |eases within their jurisdiction wth
"royalty suspension volunes" in that, depending on the size and
| ocation of the lease, up to 45 mllion barrels of oil would be
exenpted from the federal royalty tax. This federal incentive
effectively precludes the State frompotential royalties.

M. Banks noted however, that bidders on royalty suspension
| eases do take the suspension into account in the bid. The State
m ght benefit from"the bonus" generated fromthat situation.

11: 06: 00 AM

M. Swenson stated that in the Gulf of Mexico and other areas of
the country where there is offshore production, "royalty sharing
agreenents have been developed with the federal governnent" in
consideration of the offshore developnents inpact on on-shore
ar eas.

11: 06: 24 AM

Senator Huggi ns suggested there would be "nerit" to the State
conducting an analysis of when and how nuch of the gas in
federal areas might cone on line, and how that mght affect the
State.

Co-Chair Stedman agreed that such analysis had nerit. Measures
should be taken to ensure that the States does not "build a gas
line for the federal governnent".

11: 07: 20 AM

Co-Chair Stedman asked the Departnent to alert the Commttee to
any area of concern pertaining to any federal of fshore
activity's inpact on the State.

11: 07: 38 AM

M. Banks pointed out that there was a significant anpunt of gas
bet wen Deadhorse and the Chukchi Sea. The |Iikelihood of
developing gas in the md-area of this region was higher than
that of the Chukchi Sea area due to inmmense costs associated
wi t h devel opi ng of fshore areas.
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M. Banks also noted that, as depicted in the presentation, nost
current | eases were on-shore.

11: 08: 16 AM

Co-Chair Stednman acknowl edged that devel opnent of offshore areas
in places like the Chukchi Sea were years into the future.
Nonet hel ess, there were federal |eases off the coast of Prudhoe
Bay, and those |eases would have "fairly easy access into the"
online distribution system

M . Banks affirned.
Co-Chair Stedman identified this as an area of concern.

11: 08: 41 AM

Co-Chair Stednan reviewed the schedule for the afternoon hearing
on AG A

The bill was HELD in Comm tt ee.
#

ADJ QURNVENT

Co-Chair Bert Stednman adjourned the neeting at 11:09: 05 AM
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