M NUTES
SENATE FI NANCE COWM TTEE
April 30, 2007
1:57 p.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
1:57:15 PM

PRESENT

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

Senat or Donny O son

Senat or Joe Thomas

Senat or Fred Dyson

Al so Attending: RON BRI NTNELL, Director, Gas Devel opnent,
Enbri dge; BRI AN VENZEL, Vi ce Pr esi dent, ANS Gas
Commerci al i zati on, ConocoPhillips; WENDY KING Manager, Al aska
North Sl ope Gas Devel opnent, ConocoPhilli ps;

Attending via Teleconference: There were no teleconference
partici pants.

SUMVARY | NFORVATI ON

SB 104- NATURAL GAS PI PELI NE PRQIECT

The Commttee heard from representatives of Enbridge and
ConocoPhillips. The bill was held in Commttee.

SB 125- PERS / TRS CONTRI BUT' NS; UNFUNDED LI ABI LI TY

This bill was schedul ed but not heard.
#SB104
1: 58: 57 PM
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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 twelfth hearing for this bill in the Senate Finance
Conmittee.

RON BRI NTNELL, Director, Gas Devel opment, Enbridge, testified,
maki ng the follow ng opening statenent.

My responsibility with Enbridge includes positioning the
conpany to play a lead role in the developnment of an
Al askan natural gas pipeline project - a project which has
been a high priority for our conpany for a nunber of years
and it's a high priority for our senior executives.

Enbridge is a leading North American energy transportation
conpany. W're a public conpany. Qur stock is traded on
both the New York Stock Exchange and the Toronto Stock
Exchange. W supply a significant amount of the oil that's
required in the Lower 48 and we have pipeline businesses
that take all over the world.

|'ve been to Juneau several times and testified before a
nunber of commttees. But this is the first tinme in front

of Senate Finance, so | |look forward to the opportunity. My
hope is that this will be a dialog not a presentation.
That's ny preference. | think we can probably address a | ot

nore of your questions and issues if we nake it a dial og.

| would like to start by first reiterating a nessage that
nmy colleges and nyself have nmade several tines over the
| ast few years. North American supply and demand is very
fragile. | know you all know that but it's worth repeating
again and again. If Alaska gas is to find a market in North
Anerica, tine is truly of the essence. W need the gas but
expediency is inportant. Real progress, not just the
appearance of progress is got to happen.

W' ve been asked about the market w ndow theory. If we
believe that Alaska gas will hit the market, when and where
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it's needed. When we answer this it's not so nuch about the
timng of the market, but is it still going to be there? W
are genuinely concerned about the fact that the market may
be noving on, that it may be |eaving Al aska gas behind.
W' ve seen market degradation due to supply issues, due to
cost issues, due to price issues. W see coal plants being

contenplated. | know there are lots of environmental issues
associated with coal but the reality is demand and supply
will match. If gas can't supply the demand ot her sources of
electricity wll come into play. W'Ill also see LNG

[liquefied natural gas] cone on.

M. Brintnell wutilized a presentation titled, "Al aska Natural
Gas Pipeline" [copy on file.]

2:01:39 PM
Page 2

[ Maps  of North Anerica, Col unbi a, and al t hough not
identified, |Ilikely Spain. On these mps |ocations of
Li quids Transportation, Gas Transm ssion, Gas Distribution,
and Wnd farns/devel opnents are identified.]

e Interest in 50,000 mles of pipelines

* Om and operate the world s longest liquid petrol eum
pi peline

e Deliver 70% of WCSB crude oil production

* Deliver half of deep water Gulf of Mexico natural gas
pr oducti on

* Canada's | argest nat ur al gas | ocal di stribution
conpany

 Enpl oy 4,900 people

* One of the G obal 100 Mst Sustainable Corporations in
the Wrld

M. Brintnell stated that the conpany that eventually becane
Enbridge was founded in 1949. The conpany had "grown steadily
t hough devel opnent and acquisition” and "operated at the highest
levels in the business conmunity."” He proceeded to speak to the
bul | et points.

M. Brintnell identified the Liquids Transportation pipeline
between Norman Wlls and Zanma as the first pipeline built in
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permafrost in Canada. It was constructed over 20 years prior and
has been operating since.

2:02:19 PM

M. Brintnell declared that Enbridge operated in the arctic,
which was significantly different than "cold weather"” that a
different conpany testified as its area of experience. No other
pi peline conpany operating in North Anmerica had the |level of
arctic experience of Enbridge.

2:02:55 PM

M. Brintnell pointed out the Alliance gas pipeline traversing
from Fort St. John in British Colunbia, Canada to Chicago and
further east. This pipeline "has significance" to the proposed
Al aska natural gas pipeline.

M. Brintnell continued detailing |ocations on the map of North
America. Enbridge provided gas to approximately 1.7 mllion
custoners. It operates gas transmission lines in the southern
and m d-western United States.

M. Brintnell remarked, "And, yes we're always |ooking for new
supply.” He added that "Along with looking for an interest in
the pipeline, Enbridge may be |ooking for Alaska to be a supply
of gas. W may take a shipping comm tnent."

M. Brintnell advised that the conpany's inclusion as a d obal
100 Most Sustainable Corporations in the Wrld was based on its
performance on social, environmental and governance iSsues.
Enbri dge took "pride in being good corporate citizens."

2:04: 05 PM
Page 3
Unpar al | el ed Experience in Recent Pipeline Devel opnent
* $15 billion over the next 10 years
o Unmatched recent experience nmanaging | abor,
constructi on, procur enent, envi ronment ,

regul atory and cost-control challenges
o Today's devel opment environnent is substantially
different than 10 years ago

* Alliance Pipeline
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o Technical and commercial simlarities
[ Map of North Anerica depicts Proposed Pipeline Devel opnent
W th Canadi an Suppl i ed and Not Canadi an Suppl i ed
Refineries, Enbridge Pipelines, Enbridge Energy Partners,
and Potential Projects identified. Mjor Announced Projects

are identified on the mp and also listed wth
corresponding I n-Service date as foll ows:

Spear head QL 2006

@ul f Coast (XCM QL 2006

Sout hern Access Expansi on 2009

Sout hern Access Extension 2009

Sout hern Lights 2009

Al berta C i pper 2009

Gat eway 2012/ 14]

M. Brintnell clainmed that the "resource owners, producers and
shi ppers that we deal wth on a day-to-day basis continue to
express their confidence in us." Recently, the conpany concl uded
a successful open season on an extension from netropolitan
Chicago to Cushing, lahoma. This conprised part of the $15
billion North Anerican expansion which was planned for
conpl etion over then next five to ten years. Mst of the growth
was associated with devel oprment in the Al berta "tar sands”.

M . Brint nel | spoke  about the "current” "cross-border
permtting" and other experience in large scale North America
pipeline projects that Enbridge would achieve through its
expansi on efforts.

M. Brintnell assured that adequate jobs would be available for
Al askans contrary to sone concerns. Enbridge would enploy "al
Al askans that want to cone across the border to be trained up”
for pipeline construction projects for the next five to ten
years. The workforce is in short supply.

2:05:43 PM

M. Brintnell told of many changes in the pipeline industry over
the past ten years, including the labor market. Additionally
steel prices had increased substantially. Al so changed was the
"dynam c of who steps up to take capacity on pipelines.” More
mar keti ng conpani es would have been involved five to ten years
ago, but because of the issues regarding Enron, "that al
changed. "
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M. Brintnell pointed out that in the current projects, Enbridge
was interacting wth the US. Feder al Energy Regul atory
Comm ssion (FERC) and the Canadian National Energy Board (NEB)
as well as environnental groups, Canadian First Nations, US
Nat i ve organi zati ons and ot her stakehol ders.

2:06: 37 PM
M. Brintnell enphasized the "recent experience, know edge and
trai ning" gained from Enbridge's efforts that would be avail abl e
for the Al aska natural gas pipeline project.
2:06:47 PM

Page 4

Al l'i ance Pipeline

[Dateline depicts the process of obtaining a NEB

certificate and a FERC certificate as foll ows:
NEB { Canadi an}

Prelim nary Subm ssion Dec. 31, 1996
File Application July 3, 1997
Publ i c Hearing Jan. 1998
Publ i c Hearing May 1998
Draft CSR June 30, 1998
Fi nal CSR Sept. 30, 1998
Certificate Dec. 3, 1998
FERC {United States}
File Application Dec. 24, 1996
Prelimnary (non-environnental

Det er mi nati on Aug. 1, 1997
Draft EIS Dec. 24, 1997
Final EI S Aug. 24, 1998
Certificate Sept. 17, 1998]

M. Brintnell wutilized this as an exanple of the timefranme in
which certification from Canadian and US agencies could be
secured. He noted that the process for the Alliance Pipeline was
conpleted in |l ess than 24 nont hs.

M. Brintnell recounted the initial participation of 22 owners

in the Alliance project. Al parties remined involved until
each becane "confortable" that the project would progress, that
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sufficient financing was obtained and commtnents of gas were
secured from producers.

2:08:22 PM
Page 5

Movi ng the Project Forward
* No producers No pipeline!

e Project is too risky - too big, too conplex, too
expensive - to nove forward w thout producers

e Potential gas buyers see no producers as no progress
0 Buyers' dilemm, switch to coal, go off-shore or
wait for Al aska?

M. Brintnell had followed the progress on the AG A legislation
through both bodies of the legislature and had not heard any
organi zation that had previously constructed or operated a
pipeline refute the statenent that the project nust include the
producers. Sone had expressed need for a five-party negotiation,
others required fiscal stability, and others had testified to
di fferent requirenents.

M. Brintnell opined, "If you legislate a process unworkable to
the producers, it's our view that [it would] put the project at
risk [be]lcause you're excluding the necessary participants,
further delaying the project and signaling to potential gas
buyers [that] Al aska's just not ready."

M. Brintnell spoke to the earlier presentation to the Senate
Finance Commttee by Sullivan and Cromwel| regarding "financing
in the face of risk."” Enbridge agreed with the conclusion that
the North Slope producers were the "best positioned conpanies”
to assunme the level of risk and nmake the shipping comtnents.
M. Brintnell considered the producers as possibly "the only
conpani es" capable for such undert aki ng.

2:09:36 PM

M. Brintnell announced that Enbridge would not submt an
application for AGA. Until the producers were prepared to nmake
a shipping commtnent, which would require a resolution of the
tax issues, "we don't see how it noves things forward for anyone
el se to submt an application either.”
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M. Brintnell clarified, "W anticipate ultinmately being part of
the project, as part of a consortium” Enbridge was interested
in participating.

2:10: 07 PM

M. Brintnell reiterated his job duty was to involve Enbridge in
an Al aska natural gas pipeline project, potentially as an equity
owner, an operator, and a shipper. However, this would not occur
with the current uncertainty associated with the producers.

2:10: 18 PM

M. Brintnell asserted that Enbridge could add value to the
project, but until the producers "were on board and signaling a
willingness to make shipping commtnments that will underpin the
financing of the project, this project is sinply too risky for a
pi peline conpany |ike Enbridge to spend the hundreds of mllions
...of dollars up front.” The issue was not that the conpany took
risks; it was currently investing billions of dollars into

projects. However, "this one's in a whole new category."
2:10: 51 PM

M. Brintnell characterized the "pipeline business” as a "really
small group” with few conpanies operating in North Anmerica. The
conpani es attend many functions together and discuss custoners,
which in the case of the Al aska natural gas pipeline, are the
North Sl ope producers. Custoners would be required to advance
the project. Al though utility conpanies could participate, they
woul d not have the ability to be significant contributors.

2:11: 38 PM

M. Brintnell informed that potential buyers of Al aska natural
gas "have been hearing for a long tine that Al aska gas is ready,
ranping up, and nore recently there was negotiations wth
producers.” An election was held, and the negotiations ceased

At this time the State was taking an alternate approach, which
was its right. However, this caused wuncertainty in the
mar ket pl ace as to when the gas would "arrive" "or even if it's
going to arrive"

2:12: 13 PM
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Page 6

Movi ng the Project Forward
Don't Just Focus On The Pipeline
 As drafted, AGA is unlikely to produce significant
commercial results.
e AGA introduced as a catalyst to expedite the
construction of a natural gas pipeline
 AG A focus is on the pipeline and not entire project
whi ch requires Producer alignnment
e Ad A adds unnecessary regul atory conplexity
0 FERC process well defined and effective

M. Brintnell stated the follow ng.

We believe the Governor and her team deserve recognition
for the priority they placed on the project. W believe
they appreciate how inportant Alaska gas is to North
America. However, Enbridge is concerned that as witten
AG A is unlikely to result in the novenent of Al aska gas.

AG A's focus seens to be 90 percent pipeline, ten percent
producer-shipper. W think that's the reverse of what is
needed.

W believe that 90 percent of the focus should be on
getting a shipper and ten percent on the pipeline. Now,
whether it's 90/10, 80/20, what we're trying to say is the
focus is wong. The majority of the focus right now seens
to be on the pipeline not on the project, and in order to
get a project you need shippers, which neans you need to
tal k to producers.

2:13: 10 PM

M. Bri nt nel | "took the risk of talking ||egislation”
hypot hesi zing that before a commttee chairperson would consider
granting a hearing on a matter, legislation nust be drafted and
the bill referred to the conmttee. To pipeline devel opers,
buil ders and operators, AG A appeared as legislation that had
not been drafted or referred to a conmttee. He stated "without

shippers there is no bill; someone has to agree to ship the
gas."
2:14:19 PM
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M. Brintnell comended the Legislature for the time and effort
devoted to the Alaska natural gas pipeline project. However,
ultimately a shipper was required. The goal was to "nove the
gas" not just build the pipeline.

2:14: 32 PM
M. Brintnell made the follow ng statenent.

Enbridge believes that AG A adds unnecessary regulatory
conplexity especially with respect to rolled in rates.
The potential for rolled in rates to go up is not only a
negative for North Sl ope producers, and |I know you've heard
that over and over again, but it's also a negative for
utilities like Enbridge's.

It is very difficult to get regulatory people to give us
permssion to take any long term contracts period these
days. W're not wunique in that. Al of the Lower 48
utilities face the sanme thing. It's a difficult task to get
the local regulatory bodies to give you the ability to take
a long termconmtnent to take a |l ong term supply.

Part of that just as a history | talked about before, five
ten years ago the utilities bowed out the narketers stepped
in, the Enrons stepped in and the regulators got used to
the fact that wutilities didn't have to take long term
contracts.

Wth the dem se of the marketers - sonme of them are com ng
back, but generally the dem se of the marketers - utilities
are now trying once again to be able to |ook at being able
to take long termcontracts. But the regulators are pushing
back.

Enbridge has spent a fair a bit of time over the |ast
couple years in dialog with NARUC, the National Association
of Regulatory Utility Comm ssioners, the |10GCC, and others
to try to do an educational process with sone of the
regulators to et those utilities take long term
commtnments, for exanple on an Al aska pipeline. But it's an
uphil'l battle.

It's even nore uphill when you have to go to your regulator
and say "lI'mgoing to make a commtnment and |'m agreeing to
pay x - oh, buy the way, in 15 years fromnow it mght be x
plus 15 percent." So it's not just the producers who are
going to have trouble with this. It's other shippers as
wel | .
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2:16: 24 PM
Page 7

Movi ng the Project Forward
Promote, Don't Stym e Innovation
* Absolute requirenents nmay result in not having the
opportunity to evaluate creative solutions that add
value in different ways

e This is not a standard RFP project

M. Brintnell expressed concern with the I|anguage of Section
43.90.130. Application requirements., of Article 2. Alaska
Gasline I nducenment Act License., added by Section 1 of the bill.
The State would "end up further ahead by clearly stating what it
is they want, and then allowi ng the best conpanies in the world
to pose the best way to get there.” The current |anguage was
tantamount to a "command and control arrangenent” in which
"conpanies could not |everage their experience to the State's
advantage even if they apply at all."

M. Brintnell failed to understand why "Alaska would want to
create a process that mght styme innovation and result in the
best project not noving forward, or nobre concerning, result in

no project noving forward.” He asked why the Senators would
support a process in which they would not have an opportunity to
consider a proposal that "doesn't check all the boxes, but

potentially could offer nore significant value to the State." He
predicted a situation could occur in which an application that
failed to neet all «criteria wuld not be furthered for
| egi sl ative review and approval .

M. Brintnell spoke of experts with an ability to assist the
State in determning successful and unsuccessf ul pr oj ect
applications. Fair judgnment of all proposals was "absolutely
possi ble” albeit nore difficult. He was unsure "what the bill
drafters are afraid of here and why they insist on a potential
devel oper neeting all the requirenments or not show up."

M. Brintnell shared that pipeline devel opers conpete against
ot her devel opers and "nmeke pitches" to potential shippers about
their innovative nethods. This process involves collaboration
wi th shippers to achieve solutions and flexibility is necessary.

2:19: 01 PM

SFC- 07 (11) 04/ 30/ 07



M. Brintnell advised that "what you negotiated today may not
ultimately be what ends up being the best project in the |ong
term or the ultimate solution.” He acknow edged that the
government request for proposals (RFP) practice was specific,
and intended to facilitate an "easier apples to apples
conparison" of proposals. However, the gas pipeline project was
not a standard project. Rather it was unique in many ways, wth
the "sheer scope" being only one. The State nust "assune a non-
traditional role"™ and engage in non-traditional processes "in
order for this to work. Insistence on utilization of the sane
processes used for procurenent of office supplies and equi pnment
woul d result in failure to achieve a pipeline.

2:20: 06 PM
Page 8

Canadi an G| Sands Devel opnent
Val uabl e Lessons

* Investnent of $125 billion
o Significant new enploynent, tax revenue, |ong
term growth

o Extensive new pipeline devel oprment
* Resulted from proactive progressive political vision
that facilitated devel opnent
o Wirked cooperatively with industry
0 Generating greater returns for al
| ndustry Capital Spending
Cdn $billions
[ Map of Canada with the follow ng information superinposed:
The oil & gas industry will invest over $40 billion in
capital in Canada in 2006
Nort hern Canada

'03 $0. 3
' 04 0.3
' O5E 0.5
' 06F 0.5
O | Sands
‘03 $5.0
'04 6.2
' O5E 8.5
' 06F 8.8

WCSB
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' 03 $21.4

‘04 24.5
' O5E 27.0
' 06F 29.0
East Coast O fshore
‘03 $2.2
‘04 1.9
' O5E 1.0
' 06F 1.7
| nt er nat i onal
‘03 $5.5
‘04 10. 4
' O5E 5.0
' 06F 6.8
Not e: Spending in Canada excludes spending associ ated
with nergers and acquisitions. I nternational and

acqui sitions net of divestures.]
Canadi an and U.S. Crude Q| Pipeline Alternatives
Gowng oil sands production wll require new pipeline
capacity to existing and expanded narkets
[ Map of contiguous United States and the southern half of
Canada wth Potential Pi pel ine Expansion Routes, and
Ext ensi ons to New Markets delineated. ]

M. Brintnell read fromhis testinony as foll ows.

| nentioned earlier that if noving the resource is
comercially viable, investnment dollars wll flow in
Al aska. That very thing is happening right now in
Enbridge's own backyard and it's called the Canadian Ol
Sands.

W believe that you have to |look at the gas pipeline as
just the first stage of developing a bigger project just
like they did in Al berta.

You've got trenmendous potential here. You ve got 35 tcf
[trillion cubic feet], but that's still 20 tcf short of a
pi peline. But indications are there's much, nuch nore. |
mean if you look at the sheer potential of gas side rates
it's staggering. But it's not possible to tap into that
wi t hout a pi peline.

Al berta recognized the potential of its oil sands when it
started negotiating with its producers. At the tine they
didn't cone up with the ultinmate solution; but they showed
they were willing to be flexible, come up with innovative
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solutions and right now we're looking at $125 billion in
i nvest nment .

2:21: 20 PM
M. Brintnell continued.

That's sonething like four times the Permanent Fund. Did
the original people that negotiated those deals think they
m ght have $125 billion in investment? | doubt it. | wasn't
there but | doubt it. But what happened was that they got
t he snowbal |l rolling.

W think the sane thing can happen here in Al aska. Don't
look to get the ultimte solution first. Get the snowball
rolling and it will keep rolling.

2:21.:52 PM
Page 9

Movi ng the Project Forward
Under st and What |s Achi evabl e
o Binding or shipper conmtnment is required prior to
spending significant $' s on regul atory applications
0 Not commercially prudent to assunme producers wll
show, or that gas can be "acquired"
o0 Risk too high even with governnment cost sharing
o Even binding shipper/pipeline agreenents wll have
condi tions including:
0 An acceptable FERC Certificate
0 Acceptabl e Fi nancing
o Shipper resolution of Alaska state taxation

i ssues
0 Defined project mlestones/timng
0 An unconditional conmtment to proceed will not happen

o0 Regulatory certificates my have conditions
maki ng project unecononic

o Events between application and certificate could
make project uneconom c

M. Brintnell overviewed the information on this page. The State
woul d not receive an unconditional commtnent for this project
to proceed, despite the intent of Al askans. However, too nany
uncertainties exist with any pipeline project, especially the
proposed Al aska natural gas pi pel i ne. Concer ns i ncl ude
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conditions inposed by U S. and Canadi an regul atory agencies, the
| abor nmarket and the steel market could change in the tine
foll ow ng subm ssion of an application.

2:23:28 PM
Page 10

Movi ng the Project Forward
Under st and Canada

No conpany has the exclusive right to build a pipeline to
ship Al aska gas in Canada
0 2 Options to Permt the Project Through Canada
NPA
Nort hern Pipeline Act passed in 1977
Soci o-econom ¢ baseline inpact developed in
| ate 1970s
Certificates of Public  Convenience and
Necessity issued to Foothills Pipeline to
build the Cdn portion of the Al aska Natura
Gas Transportation System proposal.
Enshrines a 30-year old project never
undert aken t hat has now significantly
changed
NEB - CEAA
Modern, efficient and transparent regulatory
process
Dove-tails with FERC
Consi stent with NAFTA
Cont enporary, well understood processes:
First Nations participation
Envi ronnent al assessnents and practices
Econom ¢ benefits t hr ough open
conpetition

M. Brintnell enphasized this information. Neither the Nationa
Energy Board (NEB) nor the Northern Pipeline Act (NPA) contains
a provision to grant exclusive rights to transport natural gas
from Al aska through Canada. Enbridge had prepared a docunent to
further this argunent, which he offered to provide to the
Commi ttee [copy not provided].

M. Brintnell remarked on the benefit the prohibition on
exclusivity. If allowed, the conpetition would be limted to the
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construction of the Alaska portion of the pipeline and would
lack the "same |level of conpetition and creativity on the
Canadi an side."

M. Brintnell opined that the only viable route on which to
transport natural gas from Al aska woul d be through Canada.

2:25: 11 PM

M. Brintnell surmsed that the Canadian governnent understood
the value of this cooperative yet conpetitive approach

Page 11

Movi ng the Project Forward
Under st and Canada

"As we nmove forward, | am guided by five principles that |
bel i eve can be applied to all pipeline decisions:
o First, the nmust not interfere with market forces. W
will let the market decide.
o Second, our decisions nust be supportive of a nodern
regul atory regine
o Third there must be a project nanagenent approach
o Fourth, the pipelines nust support Aboriginal
econoni ¢ devel opnent
o Finally, deci sions  nust ensure that Canadi an
benefits are realized
Honour abl e Jim Prentice
M nister of Indian Affairs and Northern Devel opnent
Presentation to Canadi an Energy Pipeline Association
Annual Di nner
May 2006

M. Brintnell read this quote into the record. M. Brintnell
added that M. Prentice had "also got the Al aska pipeline,
McKenzi e gas pipeline portfolio.™

M. Brintnell associated M. Prentice's comment regarding the
market forces wth his statenents about the necessity of
conpetition.

M. Brintnell defined project nanagenent approach as "no
different that what we're trying to achieve here; a step by step

SFC- 07 (16) 04/ 30/ 07



process in which we go through each of the gates and nake sure
that this project nmakes sense.”

2:26:29 PM

M. Brintnell recounted Enbridge being approached by the Yukon
First Nation requesting information regarding pipelines. The
conpany educated these residents with the basic fundanentals of
pi peline construction and environnental inpacts. The Yukon
Territory governnment, the Canadian federal governnent and ot her
agencies have also participated in dialog with First Nations.
Many Native Al askans had al so never seen a pipeline.

2:27: 20 PM

M. Brintnell acknowl edged the "alarm bells" expressed by Al aska
| egislators upon learning of M. Prentice's expectation of
Canadi an benefits from an Al aska natural gas pipeline. M.
Brintnell explained that the costs could not outweigh the
benefits. Roads, bridges and other infrastructure would be
constructed in Canada to accomopdate the pipeline and Canadi ans
nmust receive sonme benefit in exchange.

2:27:49 PM
Page 12

Movi ng the Project Forward
Fi nal Thoughts

Enbri dge bel i eves:
o0 Qutstanding fiscal issues are the project's "el ephant
inthe living room"™
0 An unconditional commtnent to advance the project is
not achi evabl e

o AGA will best serve Alaskans if it allows for the
creativity and innovation that drives the narket
pl ace.

o Governnental financial assistance is not essentia

o CGovernnent can achieve key goals wthout adding to
regul atory process

o Canada will be ready for this project, but clains of
exclusivity will be denied

o Al aska should ensure that it does not create a process
that is all about process
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M. Brintnell remarked that until the State could address issues
wi th producers regarding taxes, the project would experience no
t angi bl e progression.

M. Brintnell overviewed the bullet points on this page. He
cautioned against creation of a process that would not accept
proposals that did not neet every criteria, but that could
provi de value in different ways.

2:29: 20 PM

M. Brintnell stated that governnental financial assistance on
the pipeline project was not essential, although it could be of
value to a potential applicant and should therefore be
considered. Additionally, wundue "regulatory conplexity" should
not be added to the process to create difficulty for potential
shi ppers.

M . Bri nt nel | recognized the "fear" and potenti al "fear
nongeri ng” that Canada would not be prepared for an Al aska
natural gas pipeline. However, Canadian officials understand the
i mportance of this project and were nmaki ng preparations.

2:30: 30 PM

M. Brintnell concluded his presentation.

2:30: 33 PM

Co-Chair Stedman announced his intent in considering this
legislation to identify solutions. He clarified that Enbridge

did not deem the proposed $500 mllion reinbursenent incentives
necessary to acconplish the project.

2:31: 02 PM

M. Brintnell affirmed. Financial assistance was beneficial, but
usually "comes wth attachnments". AG A had attachnents, and
those attachnments were of greater cost than $500 mllion. The

State funding would not necessarily be required to finance the
proj ect .

2:31: 44 PM
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Co-Chair Stedman spoke of the AIGA condition that if an AGA
|icensee held an unsuccessful open season it would still be
required to secure FERC certification. He asked Enbridge's
opi nion on this clause.

2:32: 11 PM

M. Brintnell responded that Enbridge would not be placed in
such a position that FERC certification mnust be pursued
regardless of whether a successful open season occurred.
Enbridge would not apply for a FERC certificate wthout
knowl edge of "where the producers were at."

M. Brintnell pointed out that the project would also require
certification from the Canadi an National Energy Authority (NEA).
Achi everent of the specificity necessary to convince shippers
and producers to commt gas in a binding open season woul d cost
"hundreds of mllions of dollars”. It could be possible to
expend less and secure conmmtnents in a nonbinding open season

Enbridge would not expend this anobunt to progress to an open
season "beforehand not know ng the answer.™

M. Brintnell identified two types of pipelines as "producer
pushed”" and "market pull”. The proposed Al aska gas pipeline
woul d be a conbi nati on.

2:33:46 PM

M. Brintnell explained that the A aska gas pipeline would
likely be producer pushed from the North Slope to Alberta
Canada, and market pulled to the Lower 48 by utility conpanies.
Regardl ess, if Enbridge were to engage in this project, it would
have upfront know edge of the shippers and whether those
shi ppers would comm t.

M. Brintnell characterized an unsuccessful open season as
“career limting". A pipeline conpany should always know upfront
that an open season woul d be successful. Under the provisions of
AG A an open season could be held with no advance know edge of
whet her shi ppers would commt.

2:34: 57 PM

Co-Chair Stedman understood that Enbridge would not apply for
the AG A |license.
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2:34:59 PM

M. Brintnell affirmed that Enbridge would not be a sole
applicant for the AG A license under the current |egislative
provi sions. Enbridge "hoped" to participate in a consortium A
consortium that included the producers would be required to
undert ake the project.

M. Brintnell qualified that if sufficient changes were nade to
AG A that allowed "the producers to see their way to potentially
make an application" Enbridge would "create enough value" to
beconme part of the consortium

2: 35: 38 PM

Co-Chair Stedman requested the witness identify the sections of
this bill that were "troublesone” to Enbridge as well as
solutions. Co-Chair Stedman commented, "It's easy to tear things

apart; it's much harder to build things." Additionally, he asked
M. Brintnell the provisions of AG A he support ed.

2:36: 21 PM

M. Brintnell agreed, although expressed he was reticent to
provi de significant detail because Enbridge did not deem A A to
be necessary. His greatest concern with the bill was the State's
"must haves" listed in Section 43.90.130.

2:36: 55 PM

M. Brintnell opined that this provision would create a

situation in which the Legislature <could not have the
opportunity to view "the nobst creative solution, and the one
that may in fact add nore value."” An application that failed to
conply with one criterion could offer value in other forns, but
woul d not be considered. This would be a "m stake".

2:37:32 PM
Senator Huggins, referencing Page 12 of the presentation, noted
the statenent that "Canada would be ready for this project, but

claims of exclusivity would be denied." He requested an
expl anat i on.
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2:37:47 PM

M. Brintnell asserted, "There is no exclusive right to build a
pi peline in Canada." Wether the pipeline was constructed under
the provisions of the Northern Pipeline Act or the NEBC Act,
woul d be deci ded by the shippers and the narket.

AT EASE 2:38:26 PM/ 2:39:01 PM

2:39:32 PM

Co-Chair Stedman requested an el aboration of the argunent that
the project was "too risky - too big, too conplex, too expensive
- to nove forward without producers". He asked the anmount of the
project that could be financed by the "downstream market".

2:39: 57 PM

M. Brintnell replied that potentially hundreds of mllions and
possibly one half billion dollars could be commtted from
utility conpanies. He told of past dialog between Enbridge and
utility conpanies on the topic. The actuality would depend upon
approval from the regulatory authorities that governed the
utility. Uilities need new gas supplies; however they require
regul atory approval to make long term commtnents. Because of
the substantial funds involved, regulatory agencies mnust give
applications careful consideration because "in the end, it's not
the owners that necessarily going to bear the risk, it's nons
and dads." The utility conpanies could increase supply for its
custonmers, but if "they're wong" the custoners would be
required to pay higher rates.

2:41: 31 PM

Co-Chair Stednman asked the gross capacity of one-half bcf per
day.

2:41: 42 PM

M. Brintnell indicated a scope of a pipeline capacity of
approximately 4.5 bcf per day. The producers would "step up for"
the majority of the capacity. The utilities would not be able to
"fundamentally underpin the project.” Although the wutilities
could "top up" at the open season, they would be required to
acquire the transport and the supply.

SFC- 07 (21) 04/ 30/ 07



2:42: 34 PM

Co-Chair Stednan noted the witness relayed that Enbridge was not
"100 percent" supportive of the requirenent for rolled-in rates,
which was a FERC presunption. Co-Chair Stednman understood that
Canada had rolled-in rates and asked the reason for Enbridge's
| ack of support for this.

2:43: 05 PM

M. Brintnell informed that the "three nost recent" cross border
pi pelines constructed between the United States and Canada
i nvol ved negotiated rates. The shippers negotiated with the
pi peline conpanies and secured fixed tariffs or tariffs that
excluded a rolled-in presunption. Wiile npost of the gas
transported through Canada was subject to rolled-in rates, this
was not indicative of recent negotiations.

2:44: 02 PM

Co-Chair Stedman relayed that discussions had occurred regarding
a gas treatnment plant, which would be necessary to allow a
natural gas pipeline to be "usable". He asked if Enbridge had an
interest in owning the gas treatnent plant.

2:44: 38 PM

M. Bri nt nel | answered that the conpany engages in gas
processing. Mch of Enbridge's activities in the Lower 48
i nvol ved gas processing, nostly occurring in the state of Texas.
“If the opportunity presented itself" he stated that Enbridge
woul d consi der partaking in gas treatnent of Al aska natural gas.

M. Brintnell wunderstood preference to l|locate the plant in
Al aska to create a petrochem cal conplex and new industry. This
was a "l audabl e goal". However, the distance from the nmarket was

substantial and capacity was available in Alberta, Canada to
process the liquid gas. As a resource owner, the State could
find that its ability to "create greater wealth for the |iquids"
m ght entail selling the liquid in Canada rather than
construction of new facilities in Al aska.

2:45:51 PM

SFC 07 (22) 04/ 30/ 07



M. Brintnell furthered that the "m dstream extraction business"
was "highly volatile". Al though "things |ook rosy today" as few
as five years ago, the situation was not favorable. Ol prices
and gas prices fluctuated and economically affected gas
treat nent operations.

2:46:10 PM

Senator Huggins identified the issue of a producer-owned or
pr oducer - part nered pi pel i ne. The pr oducers of t he gas
transported by the Alliance pipeline initially had part
ownership of that pipeline with Enbridge owning 11 percent. As
t he pipeline project progressed, the producers divested fromthe
part nershi p.

2:46: 45 PM

M. Brintnell affirnmed and detailed that the Alliance pipeline
was the concept of the producers, intended to create nore
conpetition for the transport of the gas from western Canada to
Chicago, Illinois. Enbridge "joined the process" and initially
owned 11 percent of the project. As the design process and
tariff negotiations progressed, the producers "stepped up" to
participate in the open season along with Enbridge Uility. The
producers eventually determned that partial ownership of the
pipeline was no |onger necessary "to get what they wanted",
whi ch was progression of the pipeline project and certainty of
tolls and tariffs. At the time the pipeline was conpleted, no
producers held ownership in the pipeline.

2:48: 11 PM

Senat or Huggins asked Enbridge's "experience" with the
"boundari es" of debt-equity ratios. The current |anguage of AG A
would provide for a ratio of 70:30, and suggestions had been
made to adjust the ratio to 80:20 or 75: 35.

2:48: 31 PM
M. Brintnell replied that the debt-equity ratio of the Alliance
pipeline was 70 to 30. This ratio would be "achievable” for the

Al aska pipeline project. The Maritine pipeline had a 75 to 25
debt ratio.
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2:49: 02 PM

Senator Elton asked if the wtness's statenent that Enbridge
woul d not submt an application for the AG A license pertained
only to the current provisions of the bill and whether the
conpany m ght participate if the |anguage were anended.

2:49: 37 PM

M. Brintnell responded that Enbridge would not nmeke a proposa
in which it was the sole owner. The project nust include the
participation of the producers at least initially as equity
owners. If the provisions of AGQA wre nodified to be
"pal at abl e” to the producers, Enbridge woul d consider submtting
an application as one part of a consortium

2:50: 30 PM

Senator Elton concluded that the "best possibility" for Enbridge
participation would be a scenario in which the producers
constructed the pipeline rather than another pipeline conpany.

2:50:53 PM

M. Brintnell affirmed and reiterated that Enbridge did not
envision the project progressing wthout the producers. The
producers woul d have to bear the risk

2:51:33 PM

Senat or El t on clarified M. Brintnell's definition of
"participation of a producer”™ as an equity stakeholder in the
pi pel i ne.

2:52:16 PM

M. Brintnell again affirnmed and explained that in discussions
with producers over several years about the proposed Al aska
natural gas pipeline, the producers "want to be part of it"
because they would bear the risk as equity owners. The producers

have expressed, "If we're going to be bearing the risk as
shi ppers” they should have control as equity owners. This was
the "prem se" of the Alliance pipeline. The producers' intent

was to have input in the devel opnent of the pipeline.
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2:53: 36 PM

Senat or Thonas spoke to the witness's concern that the "market
may be noving on" and asked if M. Brintnell had an estinmted
timeframe in which this would occur

2:53:59 PM

M. Brintnell answered as foll ows.

The reality is that some of that narket [had] noved on
already in terns of sone of the fertilizer plants and ot her

things. The power plants were noving on. | think that sone
of the environnental issues that are comng to the
forefront will slow sone of that down. But you and | and
the rest of the North America haven't slowed our hunger for
power, for electricity. So it's going to have to
[indi scerni ble] sonewhere. LNG may fill the gap but it's
not the panacea right now either. | nmean two or three years

ago, the fear was Al aska gas has to get noving because LNG
is going to eat its lunch. The reality is LNG is not noving
that fast either because they're facing the sane hurdl es;
the cost and labor and a whole bunch of other things
including foreign control. So if it isn't LNG it's going
to have to be sonmething else and it may well be coal

2:55: 06 PM
Senat or Thomas next asked the capacity of the Alliance pipeline

and whether it would have space available to transport any gas
from Al aska.

2:55:22 PM
M. Brintnell informed that the Alliance pipeline was "fully
contracted and full"™ to the year 2015. He did not anticipate

that gas from Al aska woul d be available to transport before that
date and production was declining in Al berta. Therefore, space
woul d be avail able and the pipeline would be "easily expandabl e
fairly cheaply” in the future "when the time cones".

2:56: 10 PM

Co-Chair Stednman asked the "magnitude" of the cost of the
Al l i ance pipeline project.
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2:56: 20 PM

M. Brintnell reported the cost in US dollars was approxinately
$5 billion.

2:56: 27 PM

Co- Chair Stedman surm sed that Enbridge was therefore capable of
undertaking a project of the magnitude of the Al aska natural gas
pi peline "all else being equal"”

2:56:48 PM

M. Brintnell requested clarification of the inplied ability to
construct the pipeline or the financial capability.

2:57:02 PM

Co-Chair Stedman specified that if firm transportation (FT)
commtnments were secured sufficient to proceed to application
for a FERC certificate, Enbridge would be capable of undertaking
the project. Testinony from other conpanies had asserted those
conpanies were "the only ones in the world that can build it."

2:57:22 PM

M . Bri nt nel | acknowl edged that Enbridge would have the
capability to build the Al aska natural gas pipeline but stressed
the conpany did not have the "desire" to undertake the project
i ndependently. The project would be too big. Enbridge's "market
cap" was approximately $15 billion US dollars and this project
would be "a bet the farm project if we were the sole owner".
| nstead, Enbridge would likely hold ten to 20 percent equity in
t he pi peline.

2:57:49 PM

Senat or Thomas referenced Page 3 and the map depicting Proposed
Pi pel i ne Devel opnment in Canada and the contiguous United States.
He directed attention to a route narked between Kimat, British
Colunmbia and the state of California and asked if this reflected
a proposed natural gas pipeline to central California.

2:58: 14 PM
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M. Brintnell corrected that the marking was an indicator of the
proposed Gateway project to transport oil from the Alberta Tar
Sands to offshore British Colunbia with some oil shipped to
Asi an markets and sonme shipped to California.

2:58:39 PM

Senat or Thonmas asked if Al aska natural gas could be utilized to
"assist in" this project.

2:58:45 PM

M. Brintnell replied that that the Alberta Tar Sands had a
"growing need" for additional gas to produce oil. However,
uncertainty of gas supply also existed, including uncertainty of
whet her  nat ur al gas from Alaska would be produced and
transported. Therefore, the producers operating in Al berta were
considering alternatives.

2:59:16 PM

Senat or Thomas next noted the two year tine period between
application for the FERC certificate for the Alliance pipeline
and issuance of the certificate as denonstrated on Page 4. He
asked the "overall" tinmeframe between the "serious concept" of
the project and construction conpletion.

2:59:45 PM

M. Brintnell answered that he would research and provide a
response.

2:59: 54 PM

Senator Thomas recalled the wtness testified +that the
construction period was approxi mately two years.

3: 00: 00 PM

M. Brintnell stated that calculation of the total time period
woul d require a definition of "serious concept”.

3:00:12 PM
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Co- Chai r St edman request ed M. Bri nt nel | expedite hi s
identification of the "positive aspects" of the AG A legislation
as well as suggested | anguage changes.

AT EASE 3:00:37 PM/ 3:02: 07 PM

3:03: 06 PM

BRI AN  VENZEL, Vi ce Presi dent, Alaska North Sl ope Gas
Commerci al i zati on, ConocoPhillips, introduced hinself and gave
the follow ng testinony.

3:03: 33 PM
M. Wenzel:

Al t hough ConocoPhil i ps supports and very nuch appl auds the
Governor for her efforts to nove the gasline project
forward we do not support AG A as originally introduced. W
do not support the CS [commttee substitute] recently
adopted by Senate Judiciary.

Rat her we believe that AG A needs a critical change; a
change in approach. AG A should be changed to allow an
applicant to submt an application that achieves AQA's
intent but does so with a different mx of conmtnents and
terns and conditions.

As a potential applicant, we need the ability to propose a

conprehensive package - including critical resource terns
that 1'Il talk about in a nonent - a package that
appropriately balances the risk and returns associated with
the project while still providing the necessary maximm

benefits to Al aska.
3:04: 33 PM

M. Wenzel conti nued.

Now | et nme be clear that from ConocoPhillips' standpoint we
very much want to devel op our ANS [ Al aska North Slope] gas
resources. If we collectively can find a way wth the

| egislature, with the Administration, with the public of
Al aska, to make this project econom c, those gas resources
will be devel oped.

3:04: 55 PM
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M. Wenzel cautioned the follow ng.

But conversely, if our upstream resources - the terns for
devel opi ng our upstream gas resources - are not sufficient
to make the project economc, it won't get devel oped.

W need to find a way to essentially balance the risks -
the massive risks - associated with this project and the
devel opment of those resources with the needs of Al aska.

3:05: 28 PM
M. Wenzel shared:

The real question in nmy mnd, the real question before us I
believe, is not "what does it take to nmake a gas pipeline

happen”. Rather, | think the real question before us is
"how do we nmake sure that Alaska's gas resources are
devel oped. "

We believe there's been too nmuch focus on the pipeline and
not enough focus on the upstream fiscal terns that are
necessary to mmke the developnent of those resources
economi c.

We should all be focused on the upstream on the resource
side, where the vast mpjority of the project risk lies. |
thing you' ve had prior testinmony and it's definitely cone
up before other conmttees about the nature of this project

and how this project wll get presented and put together.
The fact that not only does the geologic risk - to the
extent there is any risk with the upstream - but the
upstream infrastructure risk , the price risk, the md-
stream the pipeline infrastructure cost risk, lies wth

t he upstream

3:06: 32 PM

M. Wenzel enphasi zed:
The vast majority of all risk associated with this project
of developing ANS gas resources wll rest wth the
upstream W need to understand those upstream fiscal terns
such that we can assure ourselves that the project is
economi c.

3:06: 48 PM
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M. Wenzel offered the follow ng.

One way to essentially come to ground on those upstream
fiscal terms would be to enter into a dialog, a discussion
around our needs, our objectives and those of the State. In
fact you' ve heard not only the producers but nany of the
third-party pipeline conpanies indicate [that] we've got to
solve the upstream resource issues first and the pipeline
proj ect gets nmuch easier.

From ConocoPhillips' standpoint, we definitely agree. W
believe the best way to resolve these upstream fiscal terns
is to sit down and have that dial og.

3:07:31 PM
M. Wenzel qualified:

Now admttedly that dialog, that discussion, has been
characterized as j ust anot her negoti ation by t he
Adm ni strati on. AGA is not about negoti ati on. W
under stand t hat.

By the sane token, the Adm nistration has indicated there
unwi I I ingness to discuss and adjust the wupstream - the
resource terns. So it seens this first avenue for resolving
the appropriate fiscal structure for the resources is
cl osed.

3:08: 03 PM
M. Wenzel conti nued:

So then we turn to maybe a second alternative to resolve
t he necessary upstream resource terns, and that would be to
essentially ask the business decision makers - those who
need to nake the investnent and devel op these resources -
to put on the table, a conprehensive proposal of what it
takes in ternms of resource terns and pipeline ternms, to
make this project a reality.

3:08: 30 PM

M. Wenzel nade the follow ng remark
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Unfortunately AG A does not provide that flexibility. AGA
stipulates the exact upstream resource terns, in a limted
fashion, that are available. Again as indicated, [AGA]
provides no flexibility for an applicant to propose a
different set of resource terns.

3:08: 53 PM
M. Wenzel sunmmari zed:

So again with the two best nethods for resolving this issue
- for resolving the necessary changes to the fiscal terns
for the resource side - you can appreciate the quandary
we're in, in terns of how to proceed wth the project; how
to nove this forward.

3:09:13 PM
M. Wenzel i nforned:

Now I'll admt at the sane tine that we have many of the
same concerns that you heard presented to you, | think
yest erday, by BP around sone of the other issues with AG A
| don't want to discount those. But at the sane tinme, for
us the heart of the issue is how do we get confortable with
t he upstream resource terns.

The inadequate resource ternms stipulated in this piece of
| egislation causes the wuncertainties associated with the
project to outweigh the potential returns. That in turn
prevents ConocoPhillips from participating in the AGA
process.

3:09: 52 PM

M. Wenzel asserted:
If AGA is not changed, we wll not be able to make an
application under the AQ A process. | said nore generally,
the lack of flexibility in AGA will prevent ConocoPhillips
from maki ng an AG A application.

3:10: 11 PM

M. Wenzel conmuni cat ed:
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| also want to address a claim that cane up just this
norning in the paper where an Administration representative
suggested the return on this project was in excess of 50

percent. | have to tell you from nmy standpoint, |ooking at
internal project nodels; |'ve never seen a return on this
integrated project anywhere close to 50 percent. In fact

again ny problem is rather that the returns on the
integrated project are closer to zero than they are to 50
per cent .

Qur problemis the project as described through AG A is not
econom cally viable. W need different fiscal terns.

The clains that the project is wildly economc are sinply
m sl eading. This project is not wldly economc. If it
were, it would be noving ahead.

The clains that it's wildly economc are based on a set of
assunptions, which no one can guarantee. They' re al so based

on an assunption that $100 billion plus financial
comm ssion can be ignored when doing your project
economi cs.

3:11: 22 PM

M. Wenzel advi sed:

| would urge you to be very careful about the set of
assunptions behind the clains of the economics of this
proj ect .

At the sane tine, if any one can step up and guarantee sone
of those assunptions, this project's ready to go. No doubt.

If we could guarantee gas prices wll always be high,
capital costs will never increase, gas wll discovered in
sufficient quantities to fill this pipeline, this project's

ready to go.

3:11: 55 PM

M. Wenzel characterized the aforenentioned:
Those are the very risks that we as producers of gas
| essees need to get confortable with in order to advance
this project.

3:12: 09 PM

M. Wenzel reiterated:
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Again from our standpoint we need to address sone of those
key risks and try to mtigate those wth an upstream
resource fiscal package to help us advance the project.
That the easiest way for the State to help mtigate those
risks.

3:12: 27 PM

M. Wenzel pointed out the follow ng.
Now resource risk has always posed the greatest obstacle to
a gas pipeline. Long term clarity on State taxes and
royalties is critically inportant to reducing those risks.

3:12:45 PM

M. Wenzel rel ayed:
The other thing | wanted to delve into a little bit is our
ot her concerns on A A. You may have had the opportunity to

hear ny college, Wendy King, testify on nunmerous occasions
over the last few weeks on AQ A She repeatedly indicated

t hat ConocoPhillips is very concerned with the AG A process
and the overly prescriptive approach. She strongly
suggested that a nechanism be introduced into the bill to

allow for resource |essees to propose alternate resource
terns. She's recommended that the Comm ttee nmake amendnents
to change AGA s bid requirenents to bid variables or broad
objectives to provide the flexibility for an applicant to
respond to those variables or those objectives in a way
that presents the best package proposal. And she's
frequently warned about the dangers of the exclusivity
provisions that exist within AGA and the danger that it
could hanstring the State's ability to advance the project
in the event that a licensee is chosen who cannot or wll
not advance the project for some reason.

Behind all of her testinony, lay numerous issues that
concern us within AGA There are rigid deadlines, there
[are] requests for initial shippers to subsidize future
shippers or subsidize third-party pipeline conpanies.
[AG Al requires the waiving our due process rights. It
requires parties to accept FERC certifications wthout the
ability to negotiate any conditions on those certs.
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There's a requirenent that nakes all project changes to the
project subject to State approval and control. And again
nost inportantly, AG A as structured provides inadequate
clarity and predictability around resource terns.

3:14: 46 PM
M. Wenzel posed:

In the end all of our suggestions and concerns,
recommendations can be boiled down to a request that AG A
be changed sufficiently that we can submt our best
proposal and know that it won't be rejected sinply because
it doesn't neet all of the exact requirenments - the nust
haves, the terns and conditions of AQ A

As currently drafted AG A would require that a proposal be
rejected imediately if it doesn't exactly neet the terns
and conditions of Ad A

The Admi nistration has indicated that if AG A process does
not produce enough bids or bids of sufficient quality, that
they'Il repeat the process; we'll start over. Qur view is
that both we as producers, you as the Legislature, the
Al askans, do not have the latitude - can't afford to wait a
year to see if we get enough bids or get the right bids.

Rat her we should find a way to nmake the process flexible
enough to nake sure all bids conme in up front; all bids are
put on the table and eval uat ed.

W're not suggesting ours wll be the only bid. W're
suggesting we want our bid on the table. W want to be
eval uated and considered next to all other bids upfront as
opposed in sone |later iteration.

3:16: 09 PM
M. Wenzel expressed the follow ng position of ConocoPhillips.

W believe that if AGQA - if the AGA process - is truly to
all ow open and transparent conpetition it wll allow each
appl i cant to propose a  set of wor k comm t nent s,
i nducenents, ternms and conditions, which that applicant
bel i eves are best for all stakehol ders.

In such an arena, where AG A has been changed, we w |l bid.
W will put on the table our best proposal, which we
bel i eve best neets the needs of Al aska.
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3:16: 36 PM

M. Wenzel :
And in terns of the process forward, | also want to point
out in ConocoPhillips' view the nost efficient, the nost
expedi tious way forward on this pr oj ect is for

ConocoPhillips to work with BP and Exxon Mbil to advance
this project. W can't ignore the expertise and the
knowl edge of these three producers. That consortium in our
view, needs to be the key or the core behind our proposal
through AGA if and when AQA is adjusted to allow us to
bi d.

3:17: 16 PM
M. Wenzel announced:

At the same tinme we've also indicated, not only before
various conmttees, but also to other entities, that we are
open to the possibility of including other entities in our
consortium bid. To the extent that there are entities out
there - be they third-party pipeline conpanies or other
entities - who bring neaningful additions to our proposal
to the table, we're happy to include those. For instance,
to the extent that there are entities who could bring
better ways to mtigate risk; better particular assets to
the table, cash - cash is always welcone - all of these
things. There are other assets that other entities could
bring to the table and provide a nmeaningful contribution to
a joint proposal.

3:18:12 PM
M. Wenzel began his summarization as foll ows.

In closing, ConocoPhillips very much want to devel op our
ANS gas resources. W want to do that by winning the AGA
license and constructing the ANS gasline. W want to
participate in this process and truly conpete by putting
our best proposal on the table for admnistrative,
| egi sl ative and public review

However, in order to get that proposal on the table - and
in fact other creative proposals on the table - up front,
AG A needs to be anended to allow and indeed encourage
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applicants to submt their very best proposal regardless of
whether it actually confornms to each of the requirenents -
t he must haves, the terns and conditions of AGQ A

3:19: 02 PM
M. Wenzel inforned:

Nei ther the producers, nor the Legislature, nor Al aska
itself, want another delay that mght from an overly
prescriptive process.

W need to encourage the greatest quantity and the greatest
quality of bids in this first bid process. W need all
proposal s on the table and open for review.

3:19: 25 PM
M. Wenzel concluded his presentation as foll ows.

W believe that Alaska deserves to see conprehensive
proposals from conpanies that are already doing business
here in Al aska and have the expertise and resources to nmake
t he project happen.

Al aska deserves to see t he best proposal s. At
ConocoPhillips, we believe we can nmake a proposal that
gives Alaska a project with the nost jobs and the highest
revenues.

But nost of all, at this stage of the process, we want to

be able to conpete. W want to be able to put our proposa
on the table and know that it won't be rejected.

In order for us to do that, AG A needs to be anended to
all ow bidders to address the total risks of the project by
proposi ng a conprehensi ve package including resource terns.

3:20: 22 PM

Co- Chair Stednman commented on the appearance that ConocoPhillips
was “reluctant” to become an applicant wunder the current
provisions of AG A He requested that the provisions considered
probl ematic by the conpany be identified and that suggestions of
sol utions be proposed. He sought constructive recommendations to
advance the project.

3:21:18 PM
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M. Wnzel responded that ConocoPhillips had suggested during
previ ous hearings in other commttees, various nethods to amend
the bill. He offered to provide those recommendations to the
Senate Finance Conmittee. However, the "volume of the changes
required to allow us to bid, to deal with the flexibility we
need to put a conpetitive viable economc project on the table,
is so great that we fear it can't be dealt with in the tine
al l owed.” Consequently, his testinony was intended to instead
suggest "another way, which is to focus on anendnents, which
would allow the flexibility for [an] applicant to cone in with a
new m x of ternms and conditions and comm tnents."

3:22:16 PM

Co-Chair Stedman spoke to the witness's nention of cash. The
State would offer $500 million to further the AG A process. He
was "getting mxed signals" in reaction to this proposal and
asked if ConocoPhillips was "interested" in this incentive if it
were to apply for the AG A |license.

3:22:40 PM

M. Wenzel answered, "Respectfully yes." The conpany would
al ways accept cash contributions. However, this incentive was
not in the best interest of Al aska nor would it be necessary in
a conpetitive bidding process. Rather the State should obtain an
equity position as its contribution.

3:23: 25 PM

Senator Elton wunderstood the M. Wnzel spoke in "unbrella
terms" given his determnation that the anount of necessary
changes to the bill was significant. However, the testinony
supported a "default"™ to the proposed contract negotiated
bet ween ConocoPhillips, BP and Exxon Mbbile, and the Mirkowski
Adm ni stration and rejected by the previous |egislature. Senator
Elton asked how an application under the terns M. Wnzel
suggested woul d differ.

3:24:31 PM
M. Wenzel replied that the involvenent of conpetitive bidding
woul d be the "critical" difference. H's proposal would allow the

State to benefit from an environnment in which ConocoPhillips, BP
and Exxon Mobile, if the conpanies forned a consortium and
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subnmitted an application, would be required to conpete against
bids from other entities. The consortium would have to consi der
the possible incentives and commtnents other applicants would
propose. However, each applicant would have the option of
proposi ng the best possible project.

3:25:30 PM

Senator Elton asked if AQJA was anmended favorably for
ConocoPhi I l'i ps, whether the w tness expected that the conpany
would submt an application package that included specifics
relating to taxes and other conditions needed to acconplish the
pi pel i ne.

3:25: 57 PM

M. Wenzel affirmed that the objective would be "to stay as
close as possible to the original terns of AGA" and that the
only variations would be those necessary to ensure a conpetitive
project and that were acceptable to the conpany's board of
di rectors.

3:26: 33 PM

Senator Elton repeated his question, asking if ConocoPhillips
woul d submt a bid that included resource tax structures for oi
and gas.

3:26:39 PM

M. Wenzel answered, "Yes we would definitely."

3:26:44 PM

Senat or Dyson posed a scenario in which an applicant was all owed
to submt two bids, one that conplied with the conditions of
AG A and another that the applicant determned would neet its
goal s "but had better ways of doing it."

3:27:14 PM

M. Wenzel would not oppose a provision to submt one or two
applications "so long as we could do either-or".

3:27:19 PM
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Senator Dyson clarified that an application conpliant with the
AG A ternms would be required before a nonconpliant application
woul d be accept ed.

3:27:30 PM

M. Wenzel expressed concern that the conformng bid would
propose a non-economc project that could not be financed or
conpl et ed.

3:27:57 PM

Senator Dyson asked if ConocoPhillips was involved wth any
projects located in North Anerica that had the degree of
upstream fiscal certainty that was requested of AGQG A

3:28:18 PM

M. Wenzel answered in the negative. The outstanding el ement of
the Al aska natural gas pipeline project was its "absolute size".
Additionally, the conpany operated in no other location in North
Anerica that has a "regime where it is so dependant on oil and
gas revenues for its future” ear ni ngs. He recogni zed
ConocoPhillips' responsibility to provide revenue for the State
for the long term and the issues that would arise "should the
State run short of funds."

3:28:59 PM

Senator Dyson announced, "I just heard him say that they' ve got
us over their hip because we've got to have the noney."

3:29:13 PM

M. Wenzel viewed the situation in reverse as "the State has us
over the hip."

3:29: 20 PM

Co-Chair Stednman referenced a letter fromdated July 24, 2006 to
former Comm ssioner Bill Corbus of the Departnent of Revenue
from Shell Exploration and Production [copy on file] that
included the topic of FERC regulations and the presunption of
rolled-in rates. He cited from the letter, "FERC regul ations
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should not be prospectively limted or conditioned in any
contract or other agreenment with the State of Alaska.” He
understood that Shell would not be an applicant for the AGA
license partially due to concerns on this issue. He asked the
concerns of ConocoPhillips as a resource hol der.

3:30:19 PM

M. Wenzel replied that ConocoPhillips did not oppose rolled-in
rates. It was supportive of FERC regulations and its continued
regulation of the "appropriate tariffs". The FERC process was
"very established".

3:30: 52 PM

Co-Chair Stedman indicated that his question was not answered
expl aining that | anguage in the bill pertained to "appeal"”
3:30: 59 PM

M. Wenzel deferred to Ms. King.
3:31: 04 PM

VENDY KING  Manager, Alaska North Slope Gas Devel opnent,
ConocoPhillips, testified to the concern expressed on the issue
of rolled-in rates. The FERC adopted regulations to provide that
it would have a "rebutable presunption of rolled in rates up to
the point that there was a subsidy."™ The current |anguage of
AG A wuld limt a pipeline entity and shipper from "proposing
an increnental rate if they believe that there is a subsidy.”
FERC was the "appropriate adjudicator”™ of issues relating to
subsi di es.

3:32: 21 PM

Co- Chair Stedman next spoke to the debt to equity ratio of 70:30
percent. The State preferred a lower tariff. By lowering the
equity requirenent, the tariff could be reduced. He asked if the
rati o should be changed to 60: 40 percent or 80:20 percent.
3:32: 53 PM

M. Wenzel opined that the State should not stipulate the debt
to equity ratio, but rather set a preference for "nore debt
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where possible". The State should recognize the difficulty to
secure financing for this project. The |icensee would be
required to utilize "every possible |ender out there" to finance
a project of its size. The licensee would not have latitude to
require a specific debt to equity ratio. The |licensee would
possibly be required utilize a different ratio for tariff
pur poses than the actual ratio. This represented a "conmmercially
unr easonabl e situation".

3:33: 58 PM

Ms. King identified the greatest variable that would influence
the toll was the capital cost of the project. She reiterated M.
Wenzel's recomendation to provide the maxinmum flexibility to
allow the "nost financially reasonable financing” for the
proj ect .

3:34:32 PM

Co-Chair Stedman recounted the intent of the proposed project
negoti ated by the previous Adm nistration, included an 80 to 20
percent debt to equity ratio.

3:34:59 PM

Ms. King affirmed "in the context of our intent." She expl ai ned
the intent to utilize the federal |oan guarantees, which were
"drafted" with an objective of 80 percent debt to 20 percent
equity. However, uncertainties existed as to the inplenentation
of the federal |oan guarantees. ConocoPhillips had intent to
qualify for the |oan guarantees and therefore conmply with the 80
to 20 percent ratio.

3:35:46 PM

Senator Huggins utilized the assunption of the project cost of
$25 billion with gas production comencing in the year 2020. He
recalled testinony that w thout the gas treatnment plant, the
tariff was predicted to be $1.65. He asked the "bandw dth of
desired, predicted, hopefully-will-be, tariff".

3:36: 21 PM

Ms. King rem nded of previous testinmony in which she indicated
ConocoPhillips would utilize a "gated decision making process".
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As the project continued to advance, the cost estimte would be
updated. Currently the cost estimte was uncertain. She recalled
"the previously public figure back in 2002 was a total of about
$2.00 to $2.40" depending on the calculation of the gas units.
Steel and | abor costs had increased, and the toll could actually
be $3 to $4. Further engineering nust be conduced and a better
indication of the financing and capital costs nust be obtained
prior to the first open season. At open season parties would
"make a best estimate" of the toll.

3:37:37 PM

Senat or Huggins asked if the $3.00 tariff estimate included gas
treat ment.

3:37:48 PM

Ms. King responded that toll figures included "GIP, the mainline
to the Al aska/ Canada border, includes to Al berta and also to the

Lower 48". She furthered, "It is a necessary cost to get that
gas noved from the markets in Alberta to [the] Lower 48 so we
include all in cost estimates in the calculation of the toll."
3:38: 06 PM

Senat or Huggi ns expressed concern that the anobunt was tw ce the
anount quoted to the Committee by the Departnent of Natural
Resources, although it excluded the gas treatnent plant. This
“"further underscores” the wuncertainty of the tariff anount
despite nodeling efforts.

3:38: 44 PM
Senator Thomas referenced M. Wnzel's conpl aints about the |ack

of flexibility and asked if issues other than those identified
in response to Senator Elton's query existed.

3:39:12 PM
M. Wenzel added the concern about "the clarity of the
predictability of wupstream resource terns". He specified the

"absolute production tax rate" and the stability of those rates
over a period of tine.

3:39: 30 PM
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Senator Thonas reviewed the provisions of Section 43.90.140.

Initial application review, additional information requests;
conpl ete applications, and Section 43.90. 150. Proprietary
information and trade secrets, as well as the |[|anguage

pertaining to the initial application review, and failed to
understand "that concrete of a rejection of any proposal based
on such rigid details that are defined in the itens." Instead he
considered the provisions to contain many simlarities to
provi sions of nost requests for proposals (RFP). He acknow edged
that the Al aska natural gas pipeline was |arger than any project
for which he had reviewed an RFP. The intent of this |egislation
was to mnimze potential problens and to address matters in a
"shorter period of tinme". He cautioned against "getting it so
off track with too nmany incidentals or small things that people

would like to see fixes but may not necessarily be a big
probl em"

3:41: 04 PM

M. Wenzel infornmed that the upstream resource terns addressed
in the provisions of the bill relating to inducenents, "were
very prescribed” and "hard fixed in AA" with no ability for an
appl i cant to propose different i nducenents  or di fferent
certainty on State taxes. Potential applicants need the ability
to adjust "some of the terms of AGA never nnd the

requi renents.” The requirenments were al so an issue.
Senat or Thonmas understood M. Wnzel's original concern. Senator
Thomas rem nded that he had posed two separate questions.

3:41:46 PM

Senator Elton posed a scenario, in which AGA was anended as
suggested to provide for a conpetitive process wthout rigid
gui delines, and ConocoPhillips submitted an application but
failed to be awarded the AJ A license; an open season was held
and ConocoPhi l |'i ps did not parti ci pate; t hen, wi t hout
exclusivity, ConocoPhillips had the option to |leverage the State
to "get what you want". He requested assurance that this would
never occur.

3:42: 43 PM
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M. Wenzel disagreed with the characterization of ConocoPhillips
| everaging the State. He proposed that the AQJA Iicensee
selected through the conpetitive process, regardless of whom
should be able to conpete with any project. The |licensee should
be forced to always be conpetitive against other projects. This
would be in the best interest of Alaska. He expected that the
|icensee would have an advantage given that its project was
started first. If ConocoPhillips were granted the AG A license
under the aforenentioned scenario, he assured that it would
continue to conpete if other projects were proposed.

3:43: 33 PM

Senator Elton opined that, "one ways you would denonstrate that
is [to] not participate in [the] open season" because
ConocoPhil l'i ps' project would be nore tangible than the project

sponsored under AG A
3:43:52 PM

M. Wenzel asserted that the decision to participate in an open
season woul d be dependant upon whet her ConocoPhillips deened the
project economcally viable. The conpany would evaluate and
determine if the risks were offset by the potential returns.
This effort woul d be undertaken regardl ess of the project.

The bill was HELD in Comm tt ee.

#
ADJ QURNVENT

Co- Chair Bert Stednman adjourned the neeting at 3:45:05 PM
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