M NUTES
SENATE FI NANCE COWM TTEE
April 28, 2007
9:00 a.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
9: 00: 53 AM

PRESENT

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

Senat or Fred Dyson

Senator Kim Elton

Senat or Donny d son

Also Attending: SENATOR GARY STEVENS, DAVID VAN TUYL, GGas
Commercialization Team Lead, BP Exploration (Alaska) Inc.;
PATRI CK COUGHLI N, Seni or Attorney, BP Legal Departnent;

Attending via Teleconference: There were no teleconference
parti ci pants.

SUMVARY | NFORMATI ON

SB 104- NATURAL GAS PI PELI NE PRQIECT

The Committee heard from a representative of BP. The bill was
held in Commttee.

#sb104
9: 00: 57 AM

CS FOR SENATE BI LL 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."

SFC- 07 (1) 04/ 28/ 07



This was the tenth hearing for this bill in the Senate Finance
Conmi ttee.

9:04: 47 AM

DAVI D VAN TUYL, Gas Commerci alization Team Lead, BP Exploration
(Alaska) 1Inc., introduced hinself and began his presentation
whi ch was acconpanied by a handout titled "Alaska Natural Gas
Pipeline Project, Testinmony on AG A, Senate Finance Commttee,
April 28, 2007" [copy on file].

9:05: 54 AM
Page 2
An Qpportunity..and a Chal |l enge

« BP wants and needs a successful gas pipeline

[Line graph showing BP Net Production (nboe/d) and
proj ected production for the years 1975 through 2050 in the
categories of Light QIl, Viscous, Heavy, and Gas. Overlaid
is a line indicating Current decline wth continued
i nvest ment . |

e Project remains comercially chall enged
M. Van Tuyl testified as foll ows.

BP wants and needs a successful gas pipeline project. And
when | say successful, we want that pipeline to be built at
a low capital cost and operated cost efficiently. W
believe that is what is required to nmake the project happen
and nmake it successful. Low costs are good for BP and
they're good for the State because it results in |[|ower
tariffs, higher netbacks and nore revenues for both the

State and for BP. Also, a low cost project wll help
provide incentive to explore for nore gas to keep the
pipeline full into the future. That is also good for the

both the State and for BP. The best way to ensure there is
gas exploration in the future is to nake sure we get a
pipeline built in the first place, and to get it built for
low cost. This is a hugely inportant project for BP, for
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Alaska and for the nation as a whole. It represents the
| argest, known, but undevel oped gas resource in the United
States, and in BPs world wde portfolio. The gas project
itself is inportant in its own right, but it also extends
the economic life of oil production on the North Slope for
decades into the future. Extending oil production is good
for the State, the nation and for BP. W share the
governor’s and the legislature’s desire to get a successful
gas pipeline project noving. But it's inportant to renmenber
that the project remains comercially challenged. | t
requires massive capital investnent. It requires even
larger financial commtnments to get the necessary financing
in the capital markets to allow the project to advance. |If
it was easy, it would be advancing today. But it’s not
easy. It’s incredibly challenging. The size of this project
al one makes it incredibly challenging and risky.

9:08: 13 AM
Page 3

BP Di sagrees with Adm nistration's Economi cs

Project is nor "wildly profitable”
o Can't separate upstream economcs from mdstream
commi t nment s
o Econom cs nust be based on the conpl ete project

* Firmtransportation commtnents nust be accounted for in
proj ect econom cs
0 Upstream pays for the m dstream
o Wthout FT there is no project

* Long-term cash generation is highly inportant
o Cash flow well beyond 10 years renmains vital

* Need comon under st andi ng of project
M. Van Tuyl continued his testinony as foll ows.

| want to |leave you with a point that we do fundanentally
di sagree with the way that the Al aska Gas pipeline project
econom cs have been characterized recently by the
Admi ni stration. W have concerns over a nunber of
statenents nade by the Admnistration on the project
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econonmics, but I"'mgoing to limt ny conments here to three
key ~concerns. One relates to the wunderlying economc
nmet hodol ogy in the assunption that you can sonehow decoupl e
the upstream from the mdstream W'Ill talk about that a
little  bit. There's the nature of firm shipping
commtnments, we heard a little bit about this from Fred
Rich the other day and I'"m going to talk a bit nore about
that. And the inportance of not only near term but |ong
termcash flow in investnment decision making.

W are concerned that the economc analysis presented by
the Admnistration to the |legislature <can be very
m sl eading. First, on the topic of economcs. Wthout the
commtnent of capital to the pipeline or the huge financial
obligation required for Firm Transportation (FT) for the
m dstream facilities, there is no way to realize value from
the sale of gas. It won't happen. Thus, any analysis of the
project that excludes mdstream capital and FT is
i nconpl ete. Because these conmtnents are just that,
they're legally binding commtnents, they need to be
accounted for when evaluating project economcs. Those
commtnents were ignored in the Adm nistration’s analysis
of the econom cs when they split out the upstream returns.
Because that nmethod ignores the FT obligation, the
resulting assertion that the upstream economcs are so
robust is patently incorrect. In fact, the upstream pays
for the mdstream It does this through firm transportation
comm tnents. And so those comm tnents cannot be ignored.

The second point | want to enphasize is to ensure we have a
common understanding of the nature of these firm
transportation commtnents. FT is a binding commtnent nade
by a shipper to a pipeline conpany in an open season to
secure capacity on the pipeline for a specified duration of
time at a specified cost. Again, we heard Fred Rich talk
about this the other day. Now, there's a few inportant
facts to be clear on about FT. Again, as | said, FT is
binding legal obligation. It becomes binding once certain
conditions are net, and one of those conditions is the

pipeline comng into operation. W have heard the
Adm nistration claim that the producers say that FT is
“exactly like debt”. 1'm not aware of any of us having said

that in testinony. Long term comercial commtnents |ike FT
are often characterized as “debt-like”, and therefore they
have to be reported to the SEC, and we do report these |ong
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term conmrercial conmtnents to the SEC. But that's not the
core issue of how they're accounted for.

The core issue is whether those FT comnmtnents require the
producers to absorb the substantial nmajority of the risk
associated with the project. 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 pipeline conpany fail to neet its obligations. Because
of that, FT, again, can't be ignored if a project is to be
eval uated properly. Generic statements about treatnent of
long term commercial commtnents is dangerous. Conmtnents
of the nmagnitude required to wunderpin this project are
massive in both the dollar anpbunt and the l|ikely duration
These commtnents wll <create their own weather in the
financial markets just because of their size. They have to
be consi der ed.

The third and final point | wanted to enphasize is
confidence in future cash flows is very inportant to
i nvest ment decision nmaking. That is particularly true for a
coommitnment as large as the one that we're facing with the
Al aska gas pipeline project. The Adm nistration suggested
that cash flows beyond 10 years are relatively uninportant
in financial decision making on this project. That's just
not true. Cash flows further out in tine do have Iless
effect on net present value due to discounting, | nmean that
is true. But cash inpact years into the future will indeed
be real. And in evaluating the economcs of projects, BP
| ooks at many different neasures, including net present
value, internal rate of return, productivity index, the
things we heard the Admnistration talk about. Those are
sonme of the measures which are considered. But the ability
of a project to generate long-term cash flow is also an
inportant consideration to investors. [It’s inportant to
bear in mnd that we expect the FT commtnents we just
tal ked about wll be in effect well beyond 10 years. So
those making those commtnents want to nmke sure that
they’' Il be able to make good on them Lenders will want to
know that, too. GCetting this project right has enough
challenges of its own, |et alone when we have such
f undanent al di sagr eenent W th how the pr oj ect is
characteri zed.

9:14:17 AM
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Page 4
What is so inportant about FT?

e Firm Transportation commtnents (FT) by the resource owners
are needed for a gas pipeline conpany to get financing
o "No custoners, no credit, no pipeline" (TransCanada)
0 "No producers, no pipeline" (Enbridge)

 FT is a binding financial obligation
0 Not sinply "commtting gas to a pipeline"

* Requires nmulti-billion dollar commtnents by resource
owner s
o Assuming 4.5 bcfd, $3.50/ncf, 25 year term..$144
billion

e Long termcommtnents represent real risk
o Two risks:
= Price risk (over time, market price wll not
cover FT cost and produce an acceptable return on
t he investnent)
= Supply risk (wll not have sufficient gas to use
the FT commitnment over tine)
0 Risk is borne by those making the comm tnents

M. Van Tuyl explained this page as foll ows.

FT commtnments are typically obligations to “ship or pay”
made by the resource owners or the “shippers”, and they're
needed by the pipeline conpany to get financing. Just to
val idate how inportant they really are, we’'ve heard sone
very sinple and straightforward coments from pipeline
conpanies who have testified in the past few weeks, and
they're shown here on the slide. TransCanada said “No
custoners, no credit, no pipeline’. Enbridge put it perhaps
even nore sinply: “No producers, no pipeline”. | don't
think those are “political” statenments. They are sinply
statenments about the sinple financial truths of a gas
pi peline project.

FT is a binding financial obligation. Sonetines |[|’ve
sonmetimes heard FT described as “commtting gas to a
pipeline”. Kind of a short hand reference. And |’ve heard
that quote from industry as well as others, so |I'm not
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pointing fingers at anyone in particular here. But | wanted
to make it clear that FT is a financial obligation. It's a
commtnment of dollars, not a commtnent of gas. |It's
typically a “ship or pay” obligation, and that nmeans that a
shi pper conmts to pay the pipeline conpany for use of its
service whether or not it actually ships gas. It’s also
inmportant to note that a conpany doesn't have to have any
gas resources to enter into a firm transportation
commtnment. Any conpany who neets the creditworthiness
standards set by the pipeline conpany is free to bid for
capacity in an open season. Gas pipelines are *“open
access”, and anyone is free to obtain capacity if they nmake
t hose requisite comtnents.

The scale of the commitnments is often oversinplified. It’s
not “just” the capital cost of the project, if that weren't
enough on its own, being a twenty, thirty whatever billion
dollar commitnent it mght be. The conmtnent is for the
“demand charge” which is the cost of service the pipeline
will charge through tine. Capital is one major conponent of
the demand charge. For illustration, 1’ve shown on the
slide some broad assunptions to put the scale of these
commitments in perspective. If you assune you have a 4.5
billion cubic foot a day pipeline, that the charge is $3.50
per thousand cubic foot, and you have a 25 year term for
the cormitnment, and you do the suns it's a $144 billion for
the firmtransportation commtnents in total. That’s a huge
sum even for a conpany the size of BP

Again, these long term conmtnents are just that. They're
commtnments. Therefore, they represent real risk. That risk
can manifest itself in a couple of ways. There's price
risk. The price can drop in the future, the price of the
comodity in the market, such that the costs of these
commtments isn't covered. Does that relieve you of the
commtrment? No, it doesn't. The comm tnent exists. The gas
supply on the upstream mght be insufficient also to be
able use the capacity that's been commtted over tine.
That's another risk. The size of these commtnents
magni fies that risk. And again, the risk is borne by those
t hat make those commitnents.

9:18: 09 AM

Page 5
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Project R sk Resides with the Resource Owners

Al risks are either borne directly by the resource owners
or passed to themvia the market or the toll

[Flow chart depicting the Price R sk of Natural Gas
Mar kets, market volatility; the Fiscal Ri sk of Governnent,
Change in fiscal terns; the Production Ri sk of Reserves,
Vol une and deliverability risk; and the Toll Risk to the
Pi peline Conpany, including the Fiscal/Schedule Risk of
Gover nment s/ Regul ators, Regulatory delay & fiscal terns;
the Cost Risk of Miterials and Construction, Material,
| abor, equipnment costs; and the Finance Risk of Capital
Mar kets, repaynent risk.]

Those bearing a risk are commercially notivated to manage
that risk

M. Van Tuyl spoke to the flow chart as foll ows.

What this slide attenpts to show is that risk is ultimately

allocated in a major resource devel opnment project |ike the
Alaska Gas Pipeline Project, and how it all basically
starts with the resource owners. And |I'Il walk through this
one step at a time. First, we start with the resource
owners, and that’'s of <course folks like the State of
Al aska, and it includes the |essees, I|ike BP, Conoco-

Philips, Exxon Mobile, Chevron and others. Now there's
certain risks that are inherent with the resource itself.
There's things like price risk, which we just tal ked about.
W're in the business of selling a commodity |ike natura
gas. There’s always the risk that the price of gas wll
fall in the future, and it may even fall below the cost of
the tariff to deliver it to the marketplace. But that's a
risk we're in the business of nmanaging. There's also
production risk. W need to be able to deliver the vol une
of gas to the pipeline on a day-in and day-out basis, every
day, and then over tinme we need to nmake sure we can keep
the pipeline full over the life of the project. And again,
those risks are inportant consideration when considering
maki ng these firmtransportati on comm tnents.

There's another risk for a lessee and that's fiscal risk.
There's the risk that the fiscal terns on the upstream
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busi ness m ght change over tine. On mmjor infrastructure
projects like the one we're tal king about here, all around
the world, it’s not wuncommon for host governnments to
address fiscal risk through a mutually agreed franework.
There's a whole host of risks that we conmmonly think of as
associated with the project itself. Those are thing I|ike
regul atory risk, if the regulatory process changes it could
result in delays, and schedule inpacts and what not.
There's cost risk associated with the naterials required to
build the project, and l|abor costs and project managenent
and execution. Ant then there's finance risk. The ability
to go out to the capital market and d actually get
financing for your project. Again that was a topic of
di scussion Fred Rich talked about at some length in that
fi nance wor kshop.

| guess what is critical to appreciate here is that all
these project-related risks that are taken by the pipeline
conpany and then are ultimately passed through via the tol
to the resource owners. The pipeline conpany receives a
regul ated rate of return. It gets a reasonable return on
its investnent that's commensurate with the risk that it
takes. In exchange for being rewarded with that regulated
rate of return, the regulators ensure that the pipeline
conpany does not take on certain risks. And instead those
are passed through to the resource owners. And that’s how
the risk/reward balance is struck by the ©pipeline
regulators. So ultimately, virtually all risks are either
borne directly by the resource owners, or passed through to
the resource owners through the toll. To ensure a |ow cost
project, we think it’s inportant that those that bear a
commercial risk are able to nmanage that risk. They are the
one's that are commercially notivated to ensure that that
ri sk gets managed downwar ds.

: 51 AM

Page 6
BP Messages on AG A

« AG A needs significant nodification to result in a
successful project
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As drafted, BP will not be able to submt a bid under
AG A

e As drafted, it is difficult to envision circunstances
that would allow BP to make a firm transportation
commtnment to a |icensed project under AG A

o Why?...
0o Negotiated rate production unavailable upon
expansi on
o Subsidization of conpetitors is comrercially
unr easonabl e
0 Resource ternms insufficient to justify FT
conmm t ment

BP intends to bid if AQA is appropriately nodified
M. Van Tuyl continued his testinony as foll ows.

|1’d like to turn to sonme of our specific coments on AG A
| guess to put it clearly and succinctly, AGA needs
substantial nodification to result in a successful project.
And I'Il go into sonme detail as to the nodifications we see
as necessary. As we’'ve said in previous testinony, we agree
with the Governor’s intent on using AGA to advance a
successful project. But the current version of AGA won't
get us there. I'll explain why again in a nonment.

| want to be very clear with BP' s evaluation of AGQ A as
it’s currently drafted. Sinply put, BP won't be able to
submt a bid that conforns to the requirenents of AGQA
It’s not easy for nme to say that. Because BP really does
want to be able to conpete in the AG A process. BP wants to
hel p deliver a successful Al aska gas pipeline project. W
think we can add significantly to the success of the
project. If AGA is fixed, we intend to bid. W' re happy to
have our bid openly evaluated along with others. But the
current ternms of AGA won’t allow that to happen.

| also want to be very clear about the inplications the
current version of AG A holds for BP participating in an

open season. As currently drafted, it’s difficult to
envision the circunstances that would allow BP to make a
firm transportation comritnent to the |icensed project

under AG A in an open season. And that’'s true even if a BP
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affiliate was the licensee. Wiy is that? That’'s because BP
believes the ternms of AG A put unreasonable conmercial risk
on initial shi ppers. AG A renoves negotiated rate
protection. Those are protections from potential cost
overruns, from subsidization of expansion shippers, and the
ability to gain long term certainty of future rates. Now
there is language in the bill that now references the term
"negotiated rates” but it doesn’'t actually provide rate
protection for initial shippers. AG A doesn't provide the
fiscal certainty also needed to justify the massive, |ong
term firm transportation commtnents necessary for a
successful project.

l’m not trying to be dramatic, or issue any kind of a
“threat”. I'mjust trying to be very open, and transparent.
W owe that to you because there is so nuch at stake.

: 37 AM

Page 7

Key Concerns Preventing BP Bid Under AG A
In the order they appear in SB-104

.130(2)(B)/ .210 - "Detailed" description of design
requires substanti al cust oner consul tati on,
engi neering

o0 FERC Order 2005 requires "god faith estimte"

e .130(2)(CD - Can't "denobnstrate" economc viability
0 "nobody can say today whether this project is
economic or not" (Md-Arerican Energy); need
bottons-up cost and revenue estimte

e .130(7) - Requires subsidization of conpetitors &
el imnates negotiated rate protections
o0 contrary to ANGPA & FERC rul es
0 imnposes unreasonable comercial risk

e .130(13) - Commitnent to reserve capacity for in-state
delivery points, regardl ess of open season outcone
0 imnposes unreasonable comercial risk
0 not consi st ent with FERC O der 2005
[ 157.34(c)(8)]
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e .150(a) - Release of proprietary information to
conpetitors after license award creates huge exposure

M. Van Tuyl detailed how the provisions listed on this page
woul d prevent BP from submitting a bid under the current version
of AG A

Wil e we have several concerns with AG A as drafted, we’ ve
tried to hone this Ilist only to the nost significant
concerns that we have that would prevent us from subm tting
a conformng bid. I'"'m not planning to wal k through each of
these in detail, but 1’'Il explain a few of themto give you
a sense of our concern. They are arranged in the order they
appear in the bill, they're not in any sort of rank order.

For exanple, in section 130 paragraph 2 parts C and D, we
think it’s inpossible, the bill calls us to “denobnstrate”
the economic viability of the project, and we think it's
i npossible to “denonstrate” the economic viability of this
project within the AGA tinmeframe. | nean we can make good
faith estimates based on assunptions, but we don't have a
detailed cost estimate. | nean, it took ei ghteen nonths and
$125 mllion to cone up with the detailed cost estimate. It
was actually a prelimnary estimate, that we did back in
the 2001, 2002 tinmeframe. In fact, Md-Anerican in their
testimony about a nonth ago acknow edged that conundrum
saying that nobody can say for sure that the project's
econoni c.

Anot her one, the next one down, we've provided substanti al
testinmony in the past about section 130 part 7, paragraph 7
about AG A as drafted requires subsi di zati on of
conpetitors. If we intended to be an initial shipper, upon
expansion, this provision would require us to subsidize our
conpetitors. It actual ly el i m nat es protections of
negotiated rates. W think those provisions are in conflict
with FERC policy, as we've tal ked about under O-der 2005
and under the Al aska Natural Gas Pipeline Act, which talks
about it does talk about rolled-in rates and again, our
problem isn't with rolled-in rates. Qur problem is wth
subsidi zation. There's a couple of inportant objectives
that are highlighted in FERC Order 2005. One was providing
incentive for future expansion, but it also says there's
two of them One of themis to provide rate predictability
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for initial shippers. And this provision ignores that
i nportant objective.

Another one on down the Ilist is section 150. AG A as
currently drafted would require the release of the
successful licensee’s proprietary information. W would

hope to be able to nmake a very conplete bid that included
quite a bit of data so that the State could analyze that.
Technical data, talk about new technologies that we've
wor ked on, our strategies plans, rate naking strategies,
you nanme it. AGA as drafted would require the State to
release all that information to our conpetitors upon being
awarded the license, which we think is comrercially
unr easonabl e. There's sonme nore concerns on the next page.

: 56 AM

Page 8

Key Concerns Preventing BP Bid Under AGQ A
In the order they appear in SB-104

.200(a) - Must  accept FERC «certificate despite
condi ti ons
o could add significantly to project cost

e .200(b) - Mist sanction project within one year of
FERC certification, regardl ess of cost
o failure to sanction results in loss of all data
to state (engi neeri ng, desi gn, contracts,
permts, etc.)

* .230(a)(2)/.210 - In breach if substantial deviation
fromplan set out in application
0 Unless it increases NPV, is ordered by AOGCC or
isn't foreseeable
o FERC, BLM nunicipal agencies, Canada, etc. could
require changes to project specs outside state

control
e .240(c) - Effectively no way to abandon an uneconom c
project; |icensee subject to damages
e .310 - .320 - Fiscal terns insufficient; risk of no FT
cust oners
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o "no cust oners, no credit, no pi pel i ne"
(TransCanada)

M. Van Tuyl continued to address BP's concerns with AQA as
fol | ows.

Under 200a, this would require the licensee to accept a
FERC certificate despite potential conditions FERC m ght
i npose, which is comonly done by FERC on issuing a
certificate. They'll issue a conditional certificate and
say "you need to address certain things." W don't know
what those conditions mght be, we don't know what the
di sposition of FERC mght be at the time. Those conditions
could significantly add to the project cost, and if the
FERC knows that we have to accept that certificate, what
notivation wll FERC have to, typically there's a
consultation period where you can work that out. If FERC
al ready knows that we have to accept that certificate, then
that certainly inpacts the bargaining position.

The next item then, once the FERC certificate's issued the
project itself has to be sanctioned wthin one year,
regardl ess of what the cost is. Again, we don't know what
the cost of the project's going to be today. So, this would
require up to go forward with the project potentially one
that would | ose noney for the State and for the investors,
and we don’t think that's commercially reasonable. And if
we didn't, then the breach would, that would be a breach.
Failure to sanction would result in turning all of our data
over to the State.

Another item that we've talked about quite a bit in
testinmony is the last one on the page about the fiscal
terms. It is encouraging on one hand that AGQ A does
recogni ze certain of the resource risks to the |essees,
things like RV RK switching, royalty valuation but the
terms as they're addressed in AJA just are not sufficient
to justify those firm transportation conmtments. W think
there's a real risk as a result that potentially no FT
commtments could be forthcoming, like | said. It's hard
for us to envision BP nmeking FT commtnents wunder this
current for of the bill.

9: 30: 08 AM
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Page 9
How AGQ A can hel p deliver a successful project
* Address areas of key concern listed on prior slides

 Allow applicants to respond to State's objectives
o Prescribing solutions up front will not result in
t he best project

* Avoid exclusivity to ensure a pipeline gets built
o Even as anended, AGQ A creates exclusivity
o Federal nodel encourages conpetition in the
mar ket pl ace

e Address fiscal terns to encourage FT commtnents
needed for a successful project
o Allow resource owers to nmake offer in bid

* Allow due process of appeal, renove potential O der
2004 conflict, other clarifying edits

M. Van Tuyl testified as foll ows.

A nunber of nodifications need to be nmade. Those ten areas
of concern that we just highlighted would need to be
addressed and fixed. And as we’'ve discussed in every
testimony on AGA we've offered, there are three other key
areas that we think also need to be fixed. First, we think

the State should provide its I|ist of objectives that
prospective applicants nust addr ess. BP, and ot her
applicants, should be allowed to tell the State how we

woul d address the State’'s objectives. That’s how the best
solutions are devel oped — through creative thought, not by
presupposed outconmes. Second, we think AG A should renove
el ements of exclusivity. Now, an anmendnent was nmade in a
prior committee to try and address that concern, but even
Wi th t he amendnent | anguage, AG A still creates
exclusivity. And exclusivity prevents conpetition in the
mar ket pl ace. The federal nodel that we have under federa

| aw and FERC works well. It encourages open conpetition in
the marketplace. It works everywhere else in Anerica, and
it will work for Alaska as well. Third, as | just spoke on
the other slide, fiscal terns have to get solved in a way
that will encourage firm transportation conmtnments from
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shi ppers. W would |ike to have the opportunity to include
fiscal terms in a bid under AGA that the State can
consider, and it can reject if it likes, but at least we'd

have an opportunity to mke a bid. Wd like the
opportunity to submt a bid under AGA Finally, there are
other edits, less fundanental than the ones | just

menti oned that we think al so shoul d be addressed.

: 13 AM

Page 10
e BP's Vision for Al aska
e BP has a long history in Al aska...
e ..and we look forward to a 50-year future
e That future is only possible with a gas pipeline

e« BP wants to bid under AG A and hopes it wll be
nodi fied appropriately

[Line graph showing BP Net Production (nboe/d) and
proj ected production for the years 1975 through 2050 in the
categories of Light GQIl, Viscous, Heavy, and Gas. Overlaid
is a line indicating Current decline wth continued
i nvestnent . |

M. Van Tuyl provided the foll ow ng testinony.

To close, 1'd like to spend a nonent to look into the
future and consider again the opportunities that we have
before us. BP has a long history in Al aska. W've been
actively involved in the exploration, developnent and
production of Alaska’ s North Slope energy for decades. W
see the opportunity for a bright future ahead. In fact, we
tal ked about our 50-year future. And it’s not just a
slogan. If you look at this "green nountain chart", as |'ve
heard it referred to, it shows the possibility of the
future that BP sees for Alaska, this is just shown as BF' s
net share of production through tine. A couple of things we
can draw, of course, here we are in 2007. Those days of
hi gh plateau production are behind us. W still have a
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34

significant anount of producti on t oday, but t hat
production, too, wll continue to decline with tinme. It's
kind of hard to see on the graph, but there's a dotted red
line that shows the current rate of decline at six percent,
but that has the historic level of investnent built into
it. It requires a significant level of investnent just to
achieve that |evel of production. W can make up for that
decline with new investnent that would result in new
production from things |ike heavy oil resources, that's
shown in Viscous in yellow, the heavy oil in orange, huge
resource on the Slope untapped. And then of course there's
the known gas resource, which is shown in red. But none of
this is a given. It'’s a vision of what's possible. That
future is only nmade possible with a successful Al aska gas
pi pel i ne project.

: 18 AM

Page 11

VWhat A Successful Gasline Mans

e Jobs for Al askans
« Additional revenue for future generations

e Increased economc activity
* New busi nesses created

* Long termgas supply opportunity for Al askans
A nore diversified econony for decades

[ Map of Al aska, Canada, and the Continental United States
with arrows indicating the path of the gasline traveling
2100 mles from the North Slope to the Al berta Hub, then
1500 miles to the Chicago Hub.]

M. Van Tuyl concluded his presentation as foll ows.

Again, it's not just any pipeline project that we need, we
need a successful gas pipeline project. It's a project of
trenmendous scope and scale and that’'s what this picture in
the lower left-hand part of the graph rem nds us of.
Because of that scope and scale, it presents trenendous
risk. But if it’'s done right, it also presents a wonderfu
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opportunity for the State, for the industry and the people
of Al aska. Because there is much at stake, we need to get
it right. The project creates opportunity for jobs for
Al askans, and if we deliver that successful, |ow cost
project, the opportunity for revenues to the State and to
industry well into the future. In fact, we have an
opportunity here to create a whole new industry of gas
exploration wth a successful, Ilow cost project. Gas
exploration and expansion are only possible if the pipeline
gets built in the first place, and if it’s built for a |ow

capital and operating cost. That will make it attractive
for bringing new volunmes into the project, which benefits
the State, gas explorers, and initial shippers as well. A
successf ul gas pi peline pr oj ect Wil | provi de t he

opportunity to bring a long term gas supply source for use
by Al askans right here at home. And finally, gas sales wll
diversify Alaska s econony for decades into the future. As
| said, there’s a lot at stake, so we need to get it right.
BP wants to get it right. That's why we’'ve tried to be very
forthright and specific with our comments. W owe that to
you as you finish your deliberations on Ad A

AT EASE 9: 36: 23 AM 9:45:19 AM

Co-Chair Stedman referred to the decrease in gas production
depicted on the "nountain chart" on page 2, and asked if that
graph was based only on known reserves.

M. Van Tuyl affirmed that the chart based all resource
projections on known reserves wthout consideration  of
expl oration potential.

Co-Chair Stedman referenced page 4, and asked if the $3.50
figure in the third bullet on that page was related to the
tariff rate.

9:48: 08 AM

M. Van Tuyl responded that the tariff rate or the demand charge
could not be predicted. The $3.50 rate was provided to
illustrate the FT commtnent. The three mmjor producers in
Al aska conducted a cost study in 2001 through 2002 and arrived
at an estimated $20 billion total project cost, and a toll of
$2.39 per thousand cubic feet. Producers had not conducted
another cost estinmate, but project costs had undeniably
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increased. The rate of $3.50 was "half again as nuch" as the
rate estimated in the 2001 study.

9:49: 32 AM

Co-Chair Stedman assunmed that the rates reflected nom nal
dol l ars and were not discounted to present val ue.

M. Van Tuyl wunderstood that the $2.39 figure incorporated
nom nal dollars, but would verify that. The $20 billion cost
estimate was calculated in constant dollars.

9:50:11 AM

Co- Chair Hof fman suggested that the sane bullet point reveal ed
"great potential". Price fluctuations from $3.50 to $6.50
denonstrated the potential for large revenues to the State, the
pi pel i ne owner, and the resource owners.

M. Van Tuyl admtted to the potential for profit in the gas
mar ket, but stressed that the project was not wthout risk due
to unpredictable market fluctuations.

9:52: 00 AM

Senat or Huggins noted the reference Section ".200(a)" on page 8
of the presentation. BP testified that it objected to that
provi sion of Section 43.90.200(a), and Senator Huggi ns asked how
the provision could be "fixed" wthout putting the State at
risk.

M. Van Tuyl would work on solutions to the concern regarding
this subsection. The concern was the subsection's nmandate that
the |icensee accept the "unknown".

9:53:31 AM

Co- Chair Stedman asked for an explanation of the subsection.
Senator Huggins <cited Section 43.90.200. Certification by
regul atory authority and project sanction on page 14, line 9 of

the bill.

M. Van Tuyl clarified that BP was concerned that this section
required the licensee to accept the FERC "conditioned
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certificate" wthout knowedge of the conditions of the
certificate or other factors, such as total project cost.

9:54: 53 AM

Senat or Huggins anticipated two or three recomended sol utions
to the issue. He next referenced Section 43.90.240(c) on page
18, and expressed his understanding that BP did not support the
use of arbitration in determ ning that a project was uneconom c.

M. Van Tuyl affirned.

Senator Huggi ns requested BP provide "fixes" to this perceived
probl em

M. Van Tuyl described the concern associated with subsection
(c) as the requirenment for use of an arbitration panel to
resolve differing opinions of whet her the project was
economcally viable. The panel could determne a project was
uneconom ¢ only upon a finding of inadequate credit support and
after the licensee had denonstrated that the project was
uneconom ¢ based on projected gas sales revenue and upstream
investnment. He asserted that neither of the requirenents under
this subsection were "provabl e".

9:58:19 AM

Co- Chair Stedman announced that a representative from the Palin
Adm ni stration would be asked to address these issues at a |later
date. He reiterated the request that BP provide "reasonable
solutions" to the Committee to attend to the conpany's
identified trepidations.

Senator Huggins thanked BP and M. Van Tuyl for their
"specificity and candor™.

9:59:41 AM
Co- Chai r St edman I ndicated itens of concern that t he
presentation had not specified, such as the five year extension

for "no credit".

10: 00: 08 AM
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M. Van Tuyl clarified that the list represented a sanple of key
concerns that would prevent a BP bid under AG A BP had other
issues with the bill, including the five year extension. He
pointed to page 9 for a listing of additional general concerns.

Co-Chair Stedman asked for nore explanation of the itenms on page
8.

10: 01: 25 AM

Co-Chair Hoffman relayed "major concerns” of the previous
| egislature regarding the "freeze" on oil and gas taxes
contained in the proposed contract negotiated between the
Mur kowski  Adm nistration and BP, Exxon Mdbile and Conoco
Philips. He asked BP's position on the rate structure contai ned
in AGA and the location in the bill that the issue was
del i neat ed.

M. Van Tuyl expressed that the tax rate remained a key concern,
and was addressed on page 8 in the presentation in the bullet

| abel ed ".310/.320" generally as "fiscal terns insufficient”. He
recalled the debate by the legislature and in the public, and
indicated BP's willingness to further explore the issue.

10: 03: 26 AM

Co- Chair Hof fman opined that the issue of FT conmtnents posed a
"maj or stunbling block” in the negotiations between the State
and producers. He asked if BP could prioritize its concerns with
the AG A | egislation.

M. Van Tuyl answered that each item nust be addressed, and that
the 1list provided in the presentation was chronologically
arranged in accordance with the bill.

Co-Chair Stedman inforned that the "fiscal terns" of the bil
referred to a ten-year ©period, but was contingent upon
participation in the first binding open season. He asked if that
provi sion was of concern to BP, or if it planned to participate
in the first open season.

10: 04: 52 AM

M. Van Tuyl did not expect BP would participate in the first
open season under the current proposal because of the fiscal
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terns, the risk associated with the FT commitnent, and the
removal of negotiated rate protection through the enploynent of
rolled-in rates. BP expected the FT commtnents to extend 20 to
30 years, and would not likely commt to a long-term FT wi thout
a corresponding guarantee on the tax rate for the life of the
FT.

M. Van Tuyl pointed out that AGQ A addressed only the tax rate
w thout regard to other elenents of State take. He expressed
approval that the proposed legislation indicated that "RIVVRIK
swi tching” would need further attention and anmendnent.

10: 07:11 AM

Co- Chair Stedman asked the definition of "RIVVRIK swi tching".

M. Van Tuyl defined RIVVRIK as "royalty in value royalty in
kind". He infornmed that under the current proposal, the State
had the option to take its royalty in the form of gas or as a
nmonetary paynment. This arrangenent could cause problens of
capacity and supply for the pipeline owner if the State
"swi tched" between taking its royalty in value or royalty in
ki nd.

10: 09: 04 AM

Co-Chair Stedman understood from previous comments that the
i ssue had been resol ved.

M. Van Tuyl disagreed. The bill recognized the issues created
by RIVVRIK swtching, and stated that they would be addressed
via a regulation to be drafted before the first open season. The
proposed |legislation contained |anguage that prohibited the
forthcomng regulation from creating "unreasonable interference
with marketing” or "unreasonably disproportionate costs,” which
M. Van Tuyl wunderstood to nean that the regulation would be
permtted to "create these problenms” as long as they were not
deenmed "unreasonabl e".

10:10: 19 AM

Senat or Dyson asked for a conparable situation to denpbnstrate an
i nstance when BP received the extent of fiscal certainty that
was requested under AG A
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M. Van Tuyl responded that conparable situations were uncommon
due to the scope of the Al aska natural gasline project. However,
he referenced the Baku-Thilisi-Ceyhan (BTC) pipeline in Wstern
Asia which was built under an agreenment of fiscal stability for
60 years.

Senator Dyson assuned that all the sovereign countries involved
had agreed not to change any of the tax structures relating to
t he BTC project.

10: 12: 06 AM

M. Van Tuyl replied that the tax agreenent defined the tax on
petroleum oil or gas, and on the facilities and transportation.
That tax was not subject to change.

Senat or Dyson understood that the BTC pipeline crossed three
national boundaries. He asked for affirmation that all three
countries had agreed to the fiscal terms for a period of 60
years.

M. Van Tuyl answered, "I believe that is correct.”

Senator Dyson asked if there existed a North Anerican exanple of
the fiscal stability BP had requested under AGQ A

M. Van Tuyl was aware of no North American pipeline exanple, as
that infrastructure already existed. But he offered that oil and
gas | eases provided defined ternms for the length of the | ease.

10: 13: 36 AM

Senator Dyson surmsed that none of the mmjor North Anerican
projects had been built with the degree of fiscal stability BP
was currently requesting.

M. Van Tuyl comented that there was no like project for
conparison in North Anerica.

10: 13: 57 AM

Senat or Dyson acknow edged "constitutional public policy
chal l enges” in negotiating a guarantee to the pipeline builder
that it would recover the construction costs by freezing the tax
rate for a fixed amount of time. He shared that a coll eague had
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suggested the tax rate remain fixed until the pipeline builder
had recaptured its investnment costs rather than fixing the tax
rate for a period of tinme, thus reducing the nonetary risk to
the conpany and avoiding public policy litigation within the
State. He asked if BP would be wlling to examne such a
possibility.

M. Van Tuyl replied that BP would welconme an opportunity to
di scuss options to resolve the issue.

10: 15: 53 AM

Co-Chair Stedman inforned that he had requested that the
Adm nistration provide an estimte of the volune of gas
necessary to equal the construction costs of a gasline.

10: 17: 28 AM

Senator Thomas understood that the pipeline project could be
abandoned if the State and the |icensee agreed that the project
was uneconom c. He asked for clarification that BP s concern
regarded an instance in which the State determined the project
to be economc and BP disagreed with that determ nation.

M. Van Tuyl affirmed. Section 43.90.240 (c) would be applicable
only in the event of a disagreenent regarding the econonic
viability of the pipeline.

Senat or Thomas asked what factors would cause a licensee to
determ ne that the pipeline was uneconom c after expending the
necessary resources to obtain the |icense.

10: 18: 43 AM

M. Van Tuyl responded that many factors could result in a
proj ect becom ng uneconom c. For exanple, the project cost could
become so high as to nmake transporting gas to narket unecononic
for shippers, and the pipeline conpany would be unable to obtain
FT comm t nent s.

10:19: 33 AM

Senator Thomas informed that the Commttee heard an extensive
presentation from Sullivan & Crommel | LLP addressing this issue,
and assunmed that those details had been researched. He inquired
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whether, if BP found the terns of AG A to be unacceptable, the
conpany woul d pursue a FERC application outside of AQ A

M. Van Tuyl replied that BP's "desire" was to work with the
host governnent, as was its standard practice.

10: 20: 12 AM

Co-Chair Stedman invited questions regarding the provisions of
Section 43.90.230(a)(2) and Section 43.90. 210.

M. Van Tuyl shared that BP's concern was that the provisions

presuned |ikelihood for a of breach of contract due to
"substantial departure"” from specifications set out 1in the
application, as the licensee had only three opportunities to

make changes to the plan under Section 43.90.210. OQher events
could occur which would conpel a change in the initial plan not
al l oned under the proposed |egislation, such as an order from
FERC, the Bureau of Land Management (BLM, or a nunicipality.

10: 22: 40 AM

Senat or Dyson asked the neaning of "loss of all data to state"
which was included on page 8 of +the presentation as a
ram fication of Section 43.90.200(b).

M. Van Tuyl assuned that BP would be determined to have credit
support, resulting in a one-year "wndow' to sanction the
pipeline project. |If for any reason BP deened the project
uneconom cal and failed to sanction the contract, it would be in
breach of the agreenent. Under the provisions of Section
43.90. 230, a breach would be renedied by requiring the |icensee

to release to the State all data related to the pipeline
proj ect .
Senator Dyson discerned that BP would not "lose" the data it

coll ected as the conpany would be allowed to retain copies which
may be val uable for future projects.

M. Van Tuyl assuned that the records would also include
proprietary data that BP could use in conpeting projects
el sewhere. Revealing that valuable data would be of benefit to
conpetitors.

10: 25: 19 AM
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Senat or Dyson reminded that the State could have paid up to $500
mllion of the costs to gather that data. He hypothesized a
situation in which the State would assure that the relinquished
data would be kept confidential. He asked if that would be
acceptable to BP

M. Van Tuyl clarified that the "real concern® was the
requirenent that the licensee sanction the project wthin one
year, as necessary information regarding project costs was not
avai | abl e.

Senator Dyson summarized that the loss of data was a concern,
but the primary issue was the sanction requirenent.

M. Van Tuyl affirned. He also inforned that BP would not seek
State investnent if it decided to participate in the application
process and was selected as the licensee. Thus, the data would
solely represent BP s investnent.

10: 27: 31 AM

Senat or Huggins perceived an "inoperability" in the provisions
of Section 43.90.240(c) and Section 43.90.200(b) that would
inpede BP's wllingness to participate in the application
process. The latter Section allowed no avenue to abandon an
uneconom c project, and the former required the acceptance of
the FERC certificate and sanction of the project regardl ess of
fiscal considerations.

M. Van Tuyl expressed that BP would prefer the flexibility to
manage the project as it would any other project, by taking into
consideration all relevant factors.

10: 28: 26 AM

Senat or Huggins asked regarding admnistrative appeal rights
under section 43.90. 200.

M. Van Tuyl responded that the FERC process for certification
allowed for review of a conditional certificate with FERC to
determ ne the best way to proceed. He deferred to M. Coughlin
for further explanation.

10: 29: 38 AM
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PATRI CK  COUGHLI N, Senior  Attorney, BP Legal Depart ment
expl ai ned that under the normal FERC process, a certificate was
often issued wth several condi ti ons. Those conditions
instigated a "give-and-take" negotiation process. The applicant
had the formal right to appeal the FERC decision through the
adm nistrative process, and if the applicant lost the initial
appeal it could appeal the agency determnation to the
Washi ngton, DC circuit court. AGA wuld renove the right to
appeal the FERC decision, thus weakening the applicant's
negotiation |everage. This position would effectively force the
applicant to accept the FERC deternination.

10: 31: 24 AM

Co-Chair Stedrman asked for additional information regarding FERC
certificates issued to BP, and whether forfeiture of appeal
rights was standard.

10: 31: 41 AM

Co-Chair Hoffman discerned that Section 43.90.200(b) required
the project to go forward regardless of cost, which he found
unr easonable. The economc viability of the project should be
considered in the determ nation to proceed with a pipeline.

10: 32: 25 AM

M. Van Tuyl agreed that the provision would "tie the hands of
the investor”™ and was unreasonable. He could not offer a
specific |anguage solution at this time, but would return to the
Comrmittee with recomrendati ons.

10: 33: 13 AM

Co-Chair Stedman asked regardi ng Section 43.90.200(a).

M. Van Tuyl informed that the subsection was related to
subsection (b), in that subsection (a) required the licensee to
accept the FERC certificate and (b) nandated the |icensee to

advance the project regardless of cost.

10: 34: 32 AM
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Senat or Dyson rem nded of the congressional act that stated that
the Al aska natural gas pipeline was a necessary pipeline in the
nation's best interest. The declaration that the pipeline was in
the national interest included the "veiled threat" that the
federal governnent would take over the construction process in
the event that the State failed to secure a gasline. He asked if
that fact would alter the current negotiations.

M. Van Tuyl shared both the federal and State governnents'
desire to conplete a natural gas pipeline. He advised that the
conditioned FERC certificate could, in the nobst extreme case,

render the project conpletely uneconomical. It could also result
in a mgjor increase in the tariff. BP could devise a nethod to
reduce the toll increases, but wuld need the ability to

negotiate with FERC to achi eve those results.

10: 36: 49 AM

Co-Chair Stedman returned to page 7 of the handout, and the
bull et point |abeled ".150(a)", for explanation.

M. Van Tuyl |ikened the release of proprietary information to a
"W nners curse", as the wnning bidder would be required to
provi de all information relating to the project to its

conpetitors after the license was awarded. This nay cause a
bidder to onmit certain technological or other advantages in the
application process.

10: 38: 10 AM

Co-Chair Hoffman opined that the requirenent seened reasonable.
He asked i f BP had di scussed t hat concern wth t he
Adm ni stration

M. Van Tuyl recalled that the |anguage was added during the
| egi sl ative process, although had not been discussed with the
Admi ni strati on.

10: 38: 55 AM

Senator Thomas was unclear of how the |icensee would be put at
risk by the release of proprietary information after the |icense
was awar ded.
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M. Van Tuyl exanpled "trenching" technology BP had devel oped
and would include in a confidential appl i cation. That
technol ogy, however, was proprietary know edge that would
benefit BP's conpetitors worldwide if it was made public.

10: 40: 09 AM

Co-Chair Stedman next characterized Section 43.90.130 as the
Adm nistration's "nust haves".

M. Van Tuyl set forth that paragraph (13) referenced FERC O der
2005 [157.34(c)(8)]. The FERC requirement was two-fold, first
requiring that the licensee offer service to in-State delivery
points, and secondly to offer distance-sensitive rates to those
delivery points. BP did not object to the FERC requirenents, but
was wary of the inplication in testinony by the Adm nistration
that the language in AG A actually reserved capacity, which
woul d exceed the FERC requirenents and inpose "unreasonable
comercial risk".

10:42: 04 AM

Co- Chair Stednan asked for confirmation that BP woul d not object
to the requirenment for distance-sensitive rates.

M. Van Tuyl affirned.

10: 42: 19 AM

Co-Chair Hoffman allowed that the Admnistration may have
clainmed that capacity would be reserved for in-State
di stribution, but asked if that was specified in the |anguage of
the bill.

M. Van Tuyl was concerned with the potential interpretation of
t he | anguage.

10: 43: 03 AM

Senat or Thonas asked if the concern was with the provisions of
Section 43.90.130(6) (B)

M. Van Tuyl explained that the issue was with the | anguage that

referenced "firm service", and BP was concerned that the nmandate
could be interpreted to go beyond the FERC requirenent.
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10: 43: 59 AM

Senat or Huggi ns conmmuni cated that M. Van Tuyl was referencing
| anguage relating to the State's "royalty in value, royalty in
ki nd" take contained in the House of Representatives' version of
the bill. He read the | anguage into the record as foll ows.

.elimnating the ability of the State to take its royalty
in kind for gas in the quantity and volume comritted to a
firm transportation capacity acquired during the first
bi ndi ng open season.

Senat or Huggins shared that the provision went on to state that
in this case, the pipeline licensee wuld then be required to
provide for the "in kind" requirenents within the state. He
asked if M. Van Tuyl was famliar with that |anguage.

M. Van Tuyl recalled that an anendnent to insert this provision
was offered in the House Resources Conmmittee.

Senat or Huggi ns asked M. Van Tuyl's position on the anendnent.

M. Van Tuyl would review the | anguage and provide the Committee
with a response at a |l ater date.

Senator Huggins comented that it was "interesting | anguage”
that coul d address the RIV/RIK issue.

10: 45: 29 AM

Senator Thonas asked if Section 43.90.130(1)(B) on page 3 of the
bill would speak to the concern.

10:46: 14 AM

M. Van Tuyl understood that the provision in paragraph (1)(B)
addressed a different issue than the in-state delivery points
required by the FERC order. Paragraph (1)(B) did, however,
represent another concern, as BP was unsure that it would have
the required information prior to the application deadline.

10: 47: 02 AM
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Senat or Dyson surnmised that FERC denonstrated a preference to
rolled-in rates over negotiated rate increases in order to
stinulate future exploration. Presentations to the Commttee by
various parties had indicated that pipeline expansions would not
cause rates to increase over initial shipping tolls until
"l oopi ng" was required, and then could increase no nore than 15
percent over the original rate. He asked for M. Van Tuyl's
position.

M. Van Tuyl explained that BP had "no problem with rolled-in
rates, as that was required by FERC for this project. FERC
articulated its I|imted support of rolled-in rates, which
extended to just before the point of creating a subsidy to
expansion shippers by the original shipper. The |anguage of
Section 43.90.130(7) would not address the subsidization issue,
and was contrary to FERC rules. That subsection would treat
affiliates and non-affiliates differently, and create a subsidy
for expansi on shi ppers by el imnating negoti at ed rate
protections. This was of "mmjor concern” to BP.

10: 50: 46 AM

Senat or Dyson judged that the intent of Congress, as reflected
by the position of FERC, was to avoid the establishnment of a
"monopol y" pipeline. Due to the exorbitant costs of pipeline
construction in Alaska, it was unreasonable to expect a
conpeting pipeline to be built, as was a combn occurrence
el sewhere in the country. Therefore, the FERC regulations for
the Al aska natural gas pipeline were created in an attenpt to
treat the gasline as a "comon carrier”, accessible for a fair
price to new shippers. He asked why the State should nanage the
gasline differently, and whether the assurance that rates to the
initial shipper would not increase nore than 15 percent over
initial rates was "any hel p".

10: 51: 53 AM

M. Van Tuyl responded that BP viewed the situation differently.
He understood that FERC had the regulatory authority to
promul gate different rules for the Al aska natural gas pipeline,
as the circunstances in Alaska were unique. BP supported the
FERC regul ations. The conpany's concern was that the State was
instituting additional regulations and rules on the construction
of the pipeline. He favored FERC jurisdiction over regulation by
the State of Al aska. He foresaw the 15 percent |imt on the rate
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increase as unpredictable and opined that it ©potentially
represented an anount nuch greater than 15 percent.

10: 53: 57 AM

Senator Dyson asked if prior reference to AGA s "exclusivity"
was indicative of an assunption that only one natural gas
pi peline would be built in the state.

M. Van Tuyl disagreed. The concern was that only one entity
woul d be able to advance the pipeline project, as AG A provided
for the award of one license.

Senator Dyson commented that federal |oan guarantees were
available for nore than one project, and assunmed that the
guestion was whether the State project coordinator could serve
on nultiple projects.

M. Van Tuyl allowed that this was a "fundanental difference"
between AG A and federal |aw.

10: 56: 28 AM

Senator Thomas recalled that the Canadian policy enployed
rolled-in rates.

M. Van Tuyl affirned.

Senator Thomas calculated that the discussion of rolled-in
versus increnental rates applied to approximately 22 percent of
a 36,000 mle pipeline.

M. Van Tuyl set forth that the rate would apply to the Al aska
section of the pipeline and any portion built in the continenta
United States.

10: 57: 20 AM

Co-Chair Stedman asked for nore information regarding the
Canadi an rate structure and rates of return.

M. Van Tuyl was "not a FERC or an NEB expert" but understood

that the Canadian NEB (National Energy Board) had adopted the
use of rolled in rates for pipeline expansions.
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10: 58: 18 AM

M. Van Tuyl stressed that the denonstration of a project's
econonm c viability required under Section 43.90.130(2)(CD was
"i nmpossi bl e".

Co-Chair Stedman asked M. Van Tuyl to speak to this provision
in reference to nega-projects, and whether it would inpede or
enhance such a project.

M. Van Tuyl responded that as a project matured, it would
provide a "better sense" of the technical and commerci al
viability. An investor mght not initially wunderstand the

mar ket, but woul d nmake a determ nation of reasonable probability
of success, and expend the resources to mature the project and
gain nore specificity regarding the variables. The project would
advance in steps, or pass through "gates" of maturity.

11: 01: 34 AM

Co-Chair Stednan asked if a consortium of conpani es that planned
to develop a nega project would typically enploy an outside
consultant to conduct the analysis, or iif that process was
uni que to BP

M. Van Tuyl replied that other conpanies had simlar "gated
processes”. One firm that provided consultation and anal ysis was
| PA, or |ndependent Project Analysis. That conpany enphasized a
di sci plined, gated approach, especially for nmega projects.

11: 02: 39 AM

Co-Chair Hoffman recalled I|earning about gated evaluation
criteria for nega projects in a legislative sem nar the previous
sunmer .

Co-Chair Stedman was "trying to put these pieces together." He
asked if the commtnents required under AG A would circunvent
standard i ndustry practice or conplinent it.

M. Van  Tuyl answered that the provisions of Section
43.90.130(2)(C and (D) were inconsistent wth the gated
process. An applicant would be wunable to denonstrate the
economc viability of the project because the project had not
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yet progressed to the "gate" at which viability could be
det er m ned.

11: 04: 10 AM

Senat or Huggi ns asked the amount of tine that would be required
to produce a "bottons up" cost anal ysis.

M. Van Tuyl informed that the 2001/2002 cost estinmate required
18 nonths and $125,000. That analysis required extensive field
work and research, but was nandated to effectively "mature" a
proj ect .

Senator Huggins shared his concern that the |egislature was
operating on "blind faith" that the AG A process would work. He
was unsure that the current version of the bill was conpatible
with the expectations of the industry.

11: 06: 52 AM

Senator Thomas pointed out that the request for a design
description and other basic application criteria was sinply a
nmethod for the State to evaluate the different applicants

propositions. He understood that "proving" the economc nerits
of the project could be challenging, but was only one aspect of
advancing the project. An applicant would be required to provide
a project plan to the State before the State could find it
reasonable to grant a license to any party. The application
requi renents were sinply the beginning point of this process.

11: 08: 40 AM

M. Van Tuyl replied that BP would like to be a part of that
application process, but would not be able to submt a bid under
the current requirenents.

11: 09: 24 AM

Senator Elton read the second bulleted point on page 6 as "BP
will not submit a bid under AGA'. He asked if BP would submt
an application for the AGQA license if the ten points addressed
in this presentation were anended to be acceptable to BP
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M. Van Tuyl stressed that it would be the "intent" of BP to
submt a bid if all concerns were addressed, including the three
broad concerns |listed on page 9.

11: 10: 22 AM

Senator Elton identified a difficulty in addressing the bulleted
points to conformto BP' s requests without a commtnent from BP
that the broad points would not be later cited as further reason
to withhold a bid under AG A

M. Van Tuyl reported that the two bulleted pages were the
expl anation of why BP would not bid under A A If those points
wer e addressed, BP woul d reexam ne the application process.

11:12: 41 AM

Senator Elton advised that the assurances of FT comm tnents that
BP stated would be required to allow the conpany to submt an
application under AGA were not included during the prior
negoti ations wunder the Stranded Gas Developnment Act (SGDA)
either. He <could identify no additional <certainty for the
construction of a pipeline under AG A than under the previously
negoti at ed SGDA.

M. Van Tuyl shared the sanme concern. That concern notivated BP
to divulge what it identified as weaknesses in AQG A

Senator Elton asked if BP was nore confortable with the SGDA
application process than with that of AGQG A

M. Van Tuyl remnded that the SCGDA application process was
never conpl et ed.

11:14: 36 AM

Co-Chair Hoffrman pointed out that the stipulated 36 nonth tine
frame for the first open season in Section 43.90.130(3)(A) had
not been nentioned. He asked if that the timeframe was
reasonable and iif the Ilength of time could possibly be
di m ni shed.

M. Van Tuyl reiterated that BP had nmany concerns with AGQ A that

were not included on the list of "key concerns”. The "tine
certain"” conponents of AG A were troublesone to BP. In the
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2001/ 2002 cost study BP had declared its intent to hold the
first open season wthin approximately two years. Thus, 36
nonths was a reasonable tinmefrane. He reiterated that date-
specific commtnments were a bad practice in advancing |arge
proj ect s.

11:16:49 AM

Co-Chair Hoffman assuned that aspects of Section 43.90.170 on
page 11 of the bill would al so need to be addressed.

M. Van Tuyl affirned.

11:17: 23 AM

Senator Dyson expounded on the inportance of accelerating
Al askan gas production and asked if BP could provide a tineline
of optimal gas "of ftake" from Prudhoe Bay.

M. Van Tuyl was unsure.

Senator Dyson asked if he would able to tell the Commttee if he
di d know.

M. Van Tuyl was not sure that he would be permtted to share
that information if he had it.

Senator Dyson cautioned that while the State was notivated by
financial concerns to construct a natural gas pipeline as soon
as possible, the producers were notivated by the dynam cs of
reservoir economcs, and the two driving forces could be on
di fferent schedul es.

11: 19: 23 AM

M. Van Tuyl stated that the concern regarding Section
.130(2) (B) and Section 43.90.210 was that although the sections
were patterned after the FERC regulation, they were nmarkedly
different from the FERC directives. Due to the fact that the
applicant may not have the best information available at the
time of application, the FERC regulations require a "good faith
estimate”" to describe the process, and allow for subsequent
nodi fications. AG A, however, required a detailed description,
and would then prohibit deviation from that proposal as nore
conplete information becane avail abl e.
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11:20: 59 AM

Senat or Dyson understood that BP participated wth Conoco-
Philips in the Rockies Express pipeline. That pi peline
construction contract included a protection against cost-
overruns. He asked how that protection operated.

M. Van Tuyl had "limted know edge” of the project. BP was a
partici pant and had commtted to capacity on the pipeline. That
project was conprised of three levels of negotiated rates to
shi ppers.

Senator Dyson clarified that he was interested in the nmechani sm
for managi ng construction cost overruns.

11: 22: 39 AM

Co- Chair Stedman asked M. Van Tuyl to provide that information
to the Commttee.

M. Van Tuyl agreed.

11:23:10 AM

Senator Thomas read Section 43.90.210. Amendmrent of or
nodi fication to the project plan., into the record as foll ows.

Subject to the approval of the comm ssioners, a |icensee
may anend or nodify its project plan if the amendnents or
nmodi fications inprove the net present value of the project
to the state, are necessary because of an order issued by
the Alaska Ol and Gas Conservation Comr ssion, or are
necessary as a result of changed circunstances outside the
licensee's control and are not reasonably foreseeable
before the license was issued.

Senat or Thomas j udged t hat section to be reasonabl y
accommodat i ng, and asked BP' s apprehension to the provision.

11:24: 22 AM

M. Van Tuyl argued that the AG A provision was "fundanentally
different” from the FERC regulation, which recognized that the
best information was not always available, and that market
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demands are a reasonably foreseeable event that mght result in
a project change. A A would not permt such deviation fromthe
ori ginal design

11: 25: 13 AM

Senator Huggins asked the location of +that stipulation in
Section 43.90.130(2)(B)

M. Van Tuyl infornmed that Section 43.90.130(2)(B) required the
provision of a detailed description of the project, including
design capacity and receipt delivery points. He continued that
BP woul d not know those specific details until the concl usion of
the first open season.

Senator Huggins countered that assunptions mnust be nade when
conpiling application data. He asked if M. Van Tuyl found this
expect ati on unreasonabl e.

M. Van Tuyl characterized it as "absolutely reasonable", and
told that FERC Order 2005 required a good faith estinmate akin to
Senat or Huggi ns' comrent.

11:26: 56 AM

Senat or Dyson observed that BP had not stated a need to contro
the construction of the pipeline, as other oil producing
conpani es had. He understood that producers had been financi al
participants in pipelines, but that none of the nmjor producers
in the state had played a nmanagenent rol e.

M. Van Tuyl assured that BP would like to build the Al aska
natural gas pipeline. BP would contribute unique skills, such as
experience in building nega-projects around the world, financial
resources, and the "comrercial notivation" to deliver a pipeline
at the |owest possible cost. BP had experience in building and
owning a pipeline in the @ulf of Mexico. OQher North Anerican
exanpl es may be avail abl e upon research.

11: 30: 25 AM

Senator Dyson asked the "dollar size" of the @lf of Mexico
proj ect .

M. Van Tuyl did not have that information.
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Senator Dyson judged that the @ilf of Mexico project did not
conpare to the proposed Al aska gasline project.

M. Van Tuyl agreed.

Senator Dyson perceived as conmon practice producers hiring an
experienced pipeline conpany to build and nmanage a pipeline
proj ect .

M. Van Tuyl contended that it was nore typical for the
produci ng conpanies to participate in a pipeline project that
woul d open a new basin, due to the risk associated with such
endeavors. He characterized the Alaska gasline as a "basin
openi ng" project.

11: 31: 55 AM

Senator O son asked if BP was a participant in the Alliance
Pi pel i ne project.

M. Van Tuyl did not know.

11:32: 26 AM

Senator Elton asked if BP would participate in building the
pi peline if Exxon Mbil refused to take part in the project.

M. Van Tuyl was unsure of Exxon Mbil's position, but assuned
that a successful project would require participation by the
producers as well as the host governnent.

11: 33: 25 AM

Senator Elton relayed that Rex Tillerson, CEO of Exxon Mbbil,
had announced that the Al aska natural gas pipeline could not be
conpl eted without "fiscal durability".

M. Van Tuyl agreed that appropriate fiscal terns nust be
negotiated to encourage FT commtnments and a successful open
season. The current version of AGA did not provi de
"appropriate" fiscal ternms.

Senator Elton surmsed that this concern should appear on the
list of key issues provided in BP's presentation and handout.
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11: 34: 43 AM

M. Van Tuyl clarified that fiscal terns would need to be
defined to ensure FT commtnents and a successful open season,
and that concern was highlighted on pages 6 and 9. He suggested
that the State allow the producers to propose fiscal terns for
the State to review, and either accept or reject.

11: 36: 04 AM

Co-Chair Stedman renminded that the tax on gas was set at 22.5
percent under the Petroleum Profits Tax (PPT). The failed
contract negotiated by the Mirkowski Adm nistration had proposed
a different tax. "Progressivity" was applied to oil profits but
not gas profits, as the gas was to be taken in kind. He
understood M. Van Tuyl's coments to indicate a desire to
revisit the issue of gas taxes and the period of tax certainty
prior to the first open season.

M. Van Tuyl stated that BP would |like to have that conversation
"as soon as possible", as a resolution of those issues would
provide for nore inforned decisions about the future. The
duration of the tax guarantee was inportant, as BP expected the
FT commtments to be nuch longer than the ten years currently
proposed. Ot her elenents of governnment take also needed to be
addressed to provide fiscal certainty.

11: 38: 18 AM

Senator Elton asked if M. Van Tuyl was avoiding referencing
"oil"™ in his comments on fiscal certainty.

M. Van Tuyl assunmed that fiscal certainty would include oil,
but would be willing to engage in negoti ations.

Senator Elton asked if BP would require a fiscal certainty
guarantee to be reached before participating in the application
process.

M. Van Tuyl suggested that if fiscal certainty was not
determ ned prior to the commencenent of the application process
the resource owners be allowed to include a tax structure
proposal in their applications under AG A
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11:39: 29 AM

Co- Chair Stedman asked regarding the 70:30 debt to equity ratio.
The State would support a lower equity position to reduce the
tariff and enhance the value to the State. He asked BP's
position on the 70:30 ratio.

M. Van Tuyl revealed that BP agreed with the State objective to
achieve a low tariff, as well as a |ow construction cost for the
project. The concern was that AG A would prescribe the rate-
maki ng structure, which nmay deter |enders, thus affecting the
fi nanci ng of the project.

M. Van Tuyl continued that the rate-naking requirenents
differed from the capital structure that a pipeline builder
would arrange with its lender. A lender may require for a
project to be conprised of greater than 30 percent equity, yet
the toll inposed on shippers would be equal to a maxi num of 30
percent equity. BP was unsure that that tax structure would
allow the pipeline conpany to generate sufficient revenue to
neet the | enders' |ong-termrequirenents.

11:42: 00 AM

Co-Chair Stedman identified three conponents of the debt to
equity issue: the State requirenent under AG A, the |ender
requi renent, and the FERC tariff. He asked if FERC could set the
rate regardl ess of the debt to equity ratio.

11:42: 37 AM

M. Van Tuyl responded that the rate set by FERC may not reflect
the structure agreed upon in the financial nmarkets. BP preferred
to allow the applicant to respond to the identified State need
rather than setting inflexible requirenments. The State would
al ways have the option to reject an application that was
insufficient at neeting the State's needs, and the applicants
woul d have nore latitude in crafting a proposal that would be
acceptable to the potential financers.

11:43:45 AM

Co- Chai r Hof fman noted that the $500 mllion matching
contribution provided for in Section 43.90.130(18) on page 9 had
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received significant attention. He asked BP' s position on this
provi si on.

11:44:21 AM

M. Van Tuyl replied that BP had not suggested the inclusion of
the $500 nmillion match, and did not intend to pursue those
dol | ars.

11: 44: 35 AM

Co- Chair Stednman asked why BP would not accept the $500 nillion
i ncentive.

11: 44: 52 AM

M. Van Tuyl answered that while the BP sharehol ders would
likely approve of the incentive, it was not a requirenment for BP
to advance the project. The "establishnent of resource terns
with certainty" was the single l|argest enabling event to the
construction of a natural gas pipeline.

11:45: 42 AM

Co-Chair Hoffman summari zed that BP had not asked for the $500
mllion, but would accept it.

11:45:44 AM

M. Van Tuyl declared the intent of BP was to not require State
nmoney to further the project.

11: 46: 03 AM

Senat or Dyson understood the assunption of Congress and FERC was
that only one pipeline would be built. The possibility of a
producer-owned pipeline had raised antitrust issues. He asked
the State's possible exposure to antitrust actions.

11:47: 26 AM

M. Van Tuyl deferred to M. Coughlin.

11:47: 36 AM
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M. Coughlin informed that BP's analysis of the issue reveal ed
no antitrust concerns, due to the fact that the conpetition
woul d exist in the downstream markets serviced by the pipeline.
Additionally, FERC would regulate the nonopoly of the pipeline
by granting a license to an applicant. While this could in other
cases create an antitrust issue, the concern was abated by the
governmental agency involvenent. FERC insured against antitrust
clainms by regulating both the downstream and upstream aspects of
the pipeline functions to protect against a nonopoly of
servi ces.

11:49: 22 AM

Senator Dyson inferred that FERC was nore concerned with the
upstream access issues than wth downstream conpetition. He
asked for a "synopsis" of antitrust concerns that had enmerged in
other North Anerican pipelines, particularly pertaining to
upstream access i ssues.

11:49: 55 AM

M. Coughlin was not aware of any antitrust actions relating to
upstream activity. The regulation of pipelines had changed
dramatically since 1984 when federal |aw was anended to allow
producers to own pipelines.

11:51: 00 AM

Senat or Dyson assuned that FERC s "predisposition' for rolled-in
rates was an indication that FERC endeavored to address access
for new explorers, and pr event pi peline owner s from
di scrimnating against new explorers in an attenpt to control
production in the basin.

11:51:43 AM

M. Coughlin responded that FERC Order 2005 attenpted to bal ance
two contradictory goals. The first goal was to get a pipeline
built. To finance the construction, rate certainty nust be
offered to initial shippers. The second goal was to ensure that
new explorers would have access to the pipeline, especially
because it would |likely be the only pipeline in the basin. FERC
Order 2005 was an attenpt to balance the two goals. The bal ance
was reached by including a rolled-in rate provision and by
providing the initial shippers the guarantee that expansions to
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accomobdat e new di scoveries of gas would not result in initial
shi ppers "subsi di zi ng" expansi on shi ppers.

11:54: 25 AM

Co-Chair Stedman asked regarding the wviability of | oan
guar ant ees.

11:54: 36 AM

M. Van Tuyl stated that BP was interested in |oan guarantees,
as they would reduce the cost of the pipeline. There existed
uncertainty as to the rules of access to the |oan guarantees,
whi ch had not yet been established by the federal Departnent of
Energy. Loan guarantees would be dependent upon other factors
such as conpletion guarantees and negotiated FT commtnents,
stipul ations he considered "entirely reasonabl e".

11:55: 55 AM

Co- Chai r Hof fman shared that the loan guarantees were
est abl i shed when pipeline cost was estinmated to be $20 billion
Current estimates for conpletion were approximately $30 billion.
He asked if the previous rates were still considered adequate.

M. Van Tuyl informed that the provisions of the |oan guarantee
program recogni zed the project cost escal ations.

11:56: 47 AM

Senat or Thomas spoke of a presentation by the Alaska Q1 and Gas
Conservation Comm ssion (AOGCC) that detailed the reported known
reserves in the State. This presentation indicated that while BP
had expended noney to confirm reserves in other parts of the
world, it had not done so in Alaska for several years. He asked
what neasures BP had taken to confirmreserves in this state.

11:58: 10 AM

M. Van Tuyl answered that Alaska was a mature oil field. The
majority of exploration and discovery was done in prior years.
Basins typically declined in a pattern known as a "cream ng
curve", in which large reserves were identified first, and
subsequent di scoveries becone snaller and smaller over tinme. The
"green nountain" graph on pages 2 and 10 of the handout
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illustrated this trend, as well as the potential for
"significant future adds" to those reserves, such as heavy oil.
This opportunity would not be displayed as a known reserve at
this point. BP was al so exam ning the possibility of opening new
fields, but rem nded that Al aska was a mature basin and the
prospect for new adds was not significant.

11:59: 37 AM

Senator Thomas clarified that his inquiry was to the neasure BP
had taken to confirmthe volunme of gas in the Prudhoe Bay area.

12: 00: 07 PM

M. Van Tuyl acknow edged 35 trillion cubic feet of known gas in
that area, as well as additional volunme in Endicott, North Star
and other fields. United States Geol ogic Survey (USGS) estinmates
suggested that other large reserves may exist in the State. BP
was not currently exploring for new volunmes of gas, but
construction of a gas pipeline wuld lead to further
expl orati on.

#
ADJ OURNIVENT

Co- Chair Bert Stednman adjourned the neeting at 12:01:55 PM
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