M NUTES
SENATE FI NANCE COWM TTEE
May 1, 2007
1:44 p. m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
1:44: 02 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 Joe Thonmas

Senat or Fred Dyson

Senat or Donny d son

Al so Attending: MARTI N MASSEY, Joi nt | nt er est Manager ,
ExxonMbbi | Cor porati on;

Attending via Teleconference: From offnet |ocations: DAVID
HI LL, General Counsel, U.S. Departnent of Energy; JAVES SLUTZ,
Deputy Assistant Secretary, Ofice of Fossil Energy, U.S.
Depart ment of Energy.

SUMVARY | NFORMVATI ON

SB 104- NATURAL GAS PI PELI NE PRQIECT

The Commttee heard fromthe U S. Departnent of Energy and Exxon
Mobi | e Corporation. The bill was held in Commttee.

#SB104
1: 44: 19 PM

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 Al aska Gasline
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| nducenent Act coordinator; making conform ng anendnents;
and providing for an effective date.”

This was the fifteenth hearing for this bill in the Senate
Fi nance Comm ttee.

1: 44: 27 PM
DAVID HILL, Gener al Counsel , U. S Departnment of  Energy,
testified via teleconference from an offnet |ocation in

Washington D.C. giving his history at the Departnent of Energy
and prior to that as a private attorney.

1:45: 05 PM

Co-Chair Stedman expressed interest in federal |oan guarantees
and asked the current status.

1: 45: 28 PM

M. HIll told of the Alaska Natural Gas Transportation Act of
2005, which authorized the Departnent of Energy to issue |oan
guarantees for the construction of an Al aska natural gas
pi peline. Public comment was taken on how the Departnent shoul d
proceed. No other action had been taken on the matter.

1: 46: 26 PM

Co- Chair Stednman understood regul ati ons had not been witten and
asked when this woul d be done.

1: 46: 32 PM

M. HIll replied that the Act authorized the Departnent to issue
regul ations, but did not require that regulations be issued. A
"nunber" of public coments recommended agai nst the issuance of
regul ations due to the unique nature of the project. Those
providing this recomendation argued that regulations could
"tie" developers "down too nuch", given that the financing
met hod was unknown. M. Hll was unsure whether regulations
woul d be witten.

1:47: 35 PM
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Co-Chair Stednan asked the loan underwiting procedures that
woul d be enpl oyed.

1:47:47 PM

M. HIl qualified that the Departnent had not issued |oan
guarantees for "a long time". The 2005 Act also provided
aut horization for the issuance of |oan guarantees for other
types of projects.

M. H Il anticipated that in the case of the Al aska natural gas
pi peline project, the Departnent would investigate the credit
wort hiness of the project and any commercial commtnents made
in addition to conduction of due diligence.

M. H Il furthered that the Federal Energy Regul atory Conm ssion
(FERC), as part of the issuance of a certificate, would also
undertake a technical review from which the Departnent would
benefit. Any t echni cal financi al factors rel evant to
establishing the cost of the federal |oan guarantee would also
be consi der ed.

1:49:26 PM
Co-Chair Stedman asked if the loan underwiting debt would be

simlar to the process enployed by financial institutions or
banks i ssui ng bonds.

1:49: 46 PM
M. HIl answered the process would be simlar. Because the
Department woul d issue |oan guarantees but not debt itself, it

woul d col |l aborate with the financial institution that actually
i ssued the debt. The financial institution could be a commerci al
| ender.

1:50:13 PM
Co-Chair Stedman clarified that the federal governnment would not
i ssue government backed bonds, but rather a guarantee to another

| ending institution.

1:50: 33 PM
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M. HIl affirmed and reiterated that Section 116 of the Act
authorized the Departnment to enter into agreenents to issue
federal loan guarantees. It also partially defined eligible
| ender as "non-federal qualified institutional buyer."

1: 51: 05 PM

Co-Chair Stedman asked if the lender and the federal governnent
woul d each conduct underwriting reviews.

1: 51: 17 PM

M. HIl stated that the Departnment would collaborate with the
| ender in the underwiting process.

1:51: 25 PM

Senator Elton asked if the due diligence would be undertaken
wi thin the "bureaucracy” or contracted out.

1: 51: 48 PM

M. HIl qualified that it had been a "long tine" since the
Department had issued |oan guarantees. He anticipated that the
underwiting would be overseen by the Departnent Wi th
coll aboration with the federal Ofice of Mnagenent and Budget
and that the actual underwiting activities would be contracted
out .

1:52: 33 PM

Co-Chair Stedman requested an explanation of the process
"t hrough construction to first gas".

1:52: 49 PM

M. HIll replied that the guarantee assured repaynent of debt in
the event of default on the debt obligations by the project. As
the guarantor, the Departnent was not the project owner or
operator. The provisions of Section 116 prohibit the issuance of
the guarantee until the project received FERC certification. The
point at which the |oan guarantees would be issued, disbursenent
of funds and other terns and conditions would be subject to
negotiation with the project devel oper.
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1:54:40 PM

JAMES SLUTZ, Deputy Assistant Secretary, Ofice of Fossi
Energy, U.S. Departnent of Energy, testified via tel econference
from Houston, Texas. The O fice had been assigned to adm nister
the i ssuance of this |oan guarantee.

1: 55: 32 PM

Co-Chair Stednman asked if the |oan guarantees would expire at
sonme point after the FERC certificate was obtai ned.

1: 55: 46 PM

M. HIll explained the "normal FERC process"” was outlined in
Section 7 of the Natural Gas Act. The ability of the sponsor to
finance its project would be considered in the FERC eval uation
of the project. The FERC would review any agreenments reached to
date. In the case of the Al aska natural gas pipeline, FERC would
i nvestigate whether the sponsor would utilize the federal |oan
guarantees, for which debt they would be used and the point in
which the guarantees would be activated. The |oan guarantee
could not be issued until the project was certificated by FERC.

1:57:16 PM

Co- Chair Stedman understood the | oan guarantees had a two year
tinmeline.

1: 57: 23 PM

M. H Il affirmed. The provision of Section 116(a)(3) stipul ated
that "the authority of the Secretary to issue federal guarantee
instrunments under this section for a qualified infrastructure
project shall expire on the date that is tw years after the
date on which the final certificate of public convenience and
necessity is issued for the project."” The subsection further
defined the final certificate.

1:57:57 PM

Co-Chair Stedman asked if the |oan guarantee functioned in a
simlar manner to other guarantees issued for bonds.

1:58: 21 PM
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M. HII affirned.
1:58: 24 PM

Co-Chair Stedman asked the different recourse procedures on a
defaulted loan that occurred during the construction phase
versus post construction and production.

1:58: 47 PM

M. HIll explained the recourse would depend on how the terns
were structured. The federal statute did stipulate that "the
Secretary shall not require as a condition of issuing a federa
guarantee instrunent under this section, any contractua
commtnent or other formof credit support of the sponsors other
than equity contribution comnmtnments and conpletion guarantees
or any throughput other guarantees from prospective shippers
greater than such guarantees that shall be required by the
project owners." The details of this provision would be
negotiated with the project owners.

M. HIl surmsed that the structure of the project would
determ ne whether recourse would be allowed "beyond the project
sponsor and the project assets.”

1: 59: 51 PM

Co-Chair Stedman restated his question asking if the recourse
procedure would be different during the construction phase and
after conpletion of the project. He wanted to know if "the
corporate bal ance sheet” of the project owner would be required
to "back up" the | oan guarantee; and if the |oan were defaulted,
whet her the corporate entity would be "at risk and at what
magni t ude".

2:00: 34 PM

M. HIl reiterated that this would depend on how the sponsor
structured its project. He noted that the Credit Reform Act of
1990 required the Departnment to have appropriated funds to pay
the cost of the loan guarantee prior to issuance. The elenents
that would increase risk to the governnent would have the
potential for increasing the anount of the appropriation needed.
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Efforts nust be undertaken to determine the anount of the risk
and to identify the assets avail able for recourse.

2:02: 01 PM

Co-Chair Stedman asked if a limted liability corporation or
other entity was forned to undertake the pipeline project
whet her its assets woul d be subject to recourse.

2:02: 25 PM

M. HIl answered that the Departnment and the project sponsor
could negotiate terns to allow ultimate recourse to the parent
conpani es, but this would "not necessarily" be the case.

2:02:47 PM

Co- Chair Stednman requested the witness address "conpletion risk”
and its inpact to the loan guarantee in the event the project
encountered substantial cost overruns during the construction
phase or if the "entity fails".

2:03: 20 PM

M. H Il reported that the Departnent had not yet decided on the
nmet hod in which conpletion risks would be addressed. This would
be resolved later in the process.

2:03:42 PM

Co- Chair Stedman asked the tine limt on the | oan guarantees.
2:03: 51 PM

M. HIl replied that federal statute provides that the term of
any | oan guarantee could not exceed 30 years. The term for this
project could be |less, but could not be |onger.

2:04: 11 PM

Senator Dyson asked the stage of the project in which the two
year tinme limt to secure the | oan guarantee would be in effect.

2:04: 27 PM
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M. HIll reiterated that the Departnent had the authority to
issue the guarantees up to two years after FERC certification
was conpleted. He <cited from Section 116 that "a fina
certificate would be considered to have been issued when all
certificates of public convenience and necessity have been
issued that are required for the initial transportation of
commercially economic quantities of natural gas from Alaska to
the continental United States.” The Departnent had not "taken
any authoritative position as to exactly how it would construe
that section.” He predicted that the Departnment would attenpt to
"construe it in a flexible way" to "not unduly bind a particul ar
proj ect sponsor in a way that was comrercially unrealistic."

M. HIl informed that FERC "often" would issue a certificate
that had various conditions. A period of time could be required
after the issuance before the conditions were satisfied and
before work authorization could be granted. The Departnent woul d
construe the two year limtation flexibly, to allow for the
congressional intent of the |oan guarantee.

2:06: 25 PM

Senat or Dyson clarified that the final FERC certificate would be
issued at the point all permts were secured and had no
rel evance to construction startup or commencenent of operation.

2:06: 38 PM

M. HIl agreed the term "construction” was not referenced in
the statutory | anguage. Nei ther was production from the
conpleted facility nentioned. The Departnent would interpret
Section 116 in a manner that would allow a project devel oper to
satisfy FERC conditions and to undertake activities required by
its lenders. The intent was to not bind the project developer in
such a manner that it could not conply with the section.

2:07:51 PM
Senator Elton pointed out that the project would also require

certification from the Canadian governnment, which could be
issued after the FERC certificate. Therefore the two-year

tinmeline would not begin until after both certificates were
i ssued.
2:08:23 PM
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M. Hill affirmed that the Canadian certificate was included as
a certificate or permt needed before the FERC certification
would be considered final. The Departnent had not taken a
position on whether the flexibility would be extended to allow
for conpliance with any conditions attached to the Canadi an
certificate.

2:09: 10 PM

Senator Elton surmsed that conpletion of financing would be
difficult for any sponsor w thout Canadian certification.

2:09: 27 PM

M. Hill agreed and assured that the Departnment was considering
its inplenentation of the subsection to allow the project to
proceed in a "conmercially reasonabl e" manner.

2: 09: 49 PM

Co-Chair Stedman asked the structure of governnent | oan
guarantees and whether it would be possible or practical to
structure the financing of the Alaska natural gas pipeline
project in which the federal government "would issue the $18
billion and then the debt service would just be paid through an
internediary to retire that debt."

2:10:32 PM

M . Hill repeated that the federal statute granted the
Department the authority to issue |oan guarantees; it did not
aut horize the Departnent to issue affirmative debt obligations.
The statute stipulated the definition of an eligible | ender and
a nonqualified |Iender, which included pension plans and
government entities.

2:11:46 PM
Senator O son asked the nunmber of instances in which |oan
guarantees were utilized to "bail out”™ a larger petroleum

transportation system

2:12: 08 PM
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M. HIl did not know The federal governnent issued | oan
guarantees for a variety of projects, including agricultural
projects, export and inport banking, airlines and student | oans.
Most progranms experienced |ow default rates; other progranms had
hi gh default rates.

2:13: 05 PM
Senat or O son asked specifically about energy rel ated projects.
2:13:11 PM

M. H Il recounted that the Departnent of Energy had issued | oan
guarantees during the 1980s and experienced "a nunber"” of
defaults. Several factors were likely the cause. As a result the
Federal Credit Reform Act of 1990 was passed to govern the
manner in which federal agencies admnistered |oan guarantee
prograns and included the requirenent that funds in the anount
of the guarantee nust be appropriated in advance.

2:14:10 PM

Senat or Huggi ns referenced subsection 116(a)(3), pertaining to
the two year tinme limt for a project sponsor to obtain the |oan
guarantee followi ng final FERC certification. M. H |l conmmented
to the intent that the Departnent would interpret this provision
to allow for "maxinmum flexibility". However, previous testinony
warned the Committee to "look for what could go wong." Senator
Huggi ns asked that if the two year period was not "operative"
why it existed.

2:14:56 PM

M. HIl assured that the tw vyear tine |limt wuld be
"operative" and nmust be conplied with. The issue would be
determining the date in which the tine period conmenced. He did
not intend to inply that the provision would be ignored, but
rather that it would be adm nistered in a reasonabl e manner.

2:15: 53 PM
Senator Huggins, <citing a proposed tineline of the Alaska
natural gas pipeline project, estimated the project would have

been underway for approximtely nine years at the tine the |oan
guar antee deadline was reached. Construction would not yet have
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commenced. At this point, it could be argued that the State was
i n jeopardy.

2:16:21 PM

Senat or Huggi ns next spoke to recourse. He asked if |[|ending
institutions would be required to seek paynent from the parent
conpani es or holding conpanies of the project devel oper before
collecting on the federal |oan guarantees.

2:16: 56 PM

M. H Il answered that the point at which the |ender could cal
upon the | oan guarantee would be subject to negotiation of the
| oan guarantee conmtment. He anticipated that project sponsors
woul d chose to not have a requirement to seek paynent fromtheir
parent conpanies before the federal guarantee was activated.
However, that would affect the "credit subsidy score", the cost
of the |oan guarantee, and subsequently the amount of funding
t hat nust be appropri ated.

2:18: 01 PM

M. HIl offered his assistance and that of the Departnent of
Energy. The Departnent supported the project and its process.

2:19:16 PM
MARTI N MASSEY, us Joi nt | nt er est Manager , ExxonMbbi
Corporation, read his testinony into the record as foll ows.
| am the US Joint Interest Manager for ExxonMbil, a
position |1 have held since Novenber 2001, and | am

responsible for the commercialization of ExxonMbil’'s gas
resources in Al aska.

ExxonMobi|l has been in Alaska for over 50 years and has
been a key player in Alaska's oil industry devel opnment. W
hold the largest working interest at Prudhoe Bay (36.4%
and our current net production in Alaska is approxinmtely
150,000 barrels per day. W have benefited from our
involvenent in the State of Alaska, and we believe that
Al aska has benefited from this long-term relationship as
wel | . Commercializing Alaska’s North Slope gas will allow
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us to continue this nutually beneficial relationship for
anot her 50 years or nore.

EXXONMOBI L READY TO PROGRESS PRQJECT

The Al aska Gas Pipeline Project is inportant to Alaska, to
our nation, and to ExxonMobil. The project has the
potential to generate billions of dollars in revenues for
the State of Alaska, the U S federal governnment, and
Canada, and could provide a stable and secure source of
clean energy for Alaska and North Anerica for decades to
cone. For ExxonMbil, the project is significant and has
the potential to add over 1 billion cubic feet per day of
gas sales, which would be nore than a 10% i ncrease to our
current worldw de daily gas production. This project could

al so add over one billion oil-equivalent barrels to proved
reserves, nearly enough to replace a year of our
producti on. Gven the significant inpact this project

could have on our business, we strongly support efforts to
advance a pipeline project.

As an illustration of our commtnent, ExxonMbil has spent
nore than $180 mllion studying ways to conmercialize
Al aska gas. Since the 1970's we have evaluated LNG gas to

liquids and gas pipeline alternatives. Based on these
studies we have determned that a Producer Gas Pipeline
Project will result in the best value for the State, the

Producers and the nati on.

GENERAL FEEDBACK ON AGQ A

| would now |ike to provide you with sone feedback on AG A
ExxonMobi | enbraces the concept of conpetition all over the
world and is ready to participate in a conpetitive and

mar ket - based envi ronnent. AG A as it is witten today,
does not encourage nmnarket-based conpetition due to its
prescriptive nature. In addition, AGQ A does not adequately

address the significant upstream issues and risks
associated with the scale and magnitude of the Al aska Gas

Pi peline Project. W have consistently advised the
Legislature and the Admnistration that AGQA in its
current form wll not encourage conpetitive proposals and
will not result in a comrercially viable project. e
strongly believe AGA wll not <create an acceptable

framework for this world-scale nega-project unless it
allows the parties taking the risks to nmake a proposal that
properly manages the risks.
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After listening to the testinony over the past several
weeks, it has becone clear to nme that one of the reasons
the Admnistration’s view of the project is so different
from ours is due to flawed assunptions in the State’'s

econom ¢ nodel . The Admnistration’s nodel fails to
recognize the integrated nature of this basin-opening
proj ect . The wupstream pays for the mdstream and you
cannot split them apart when evaluating commerci al
viability. Any attenpt to do so wll deliver erroneous
results. This issue is critically inportant, because if
you put in place a process based on a flawed analysis, it
will nost likely fail. For this reason it is inportant
that the State’s economc nodel be corrected. The
Adm nistration’s approach is not consistent wth how
project economics are evaluated, and I|’'lIl expand on this

l[ater in ny testinony.

To ensure the best result, the logical way forward in our
opinion is for AGA to establish the State’'s broad key
objectives, then allow applicants flexibility so that they
can conpete to neet those objectives and define the
paraneters that are necessary to rmake the project
comercially viable. As an illustration of what | am
proposing, AG A could allow the applicant to denonstrate
how their proposal encourages exploration and devel opnent
in Alaska rather than specifying the nethod of project
access and expansi on.

If you were to amend AG A to nmake it objective driven, it
would allow open conpetition, nmaximze the nunber of
applicants and allow those applicants to propose innovative
solutions to neet the State’s needs and open the basin.
The State could then evaluate the proposals and select the
one that best serves Alaska's needs and assures Al askans
realize the maxi mum value for their resource. That process
woul d all ow ExxonMobil, the |argest |easeholder of gas on
the North Slope, to conpete under the AG A process while
providing the State conplete flexibility on who is chosen
to nove the Al aska Gas Pipeline Project forward.

To understand why it’s inportant to use broad objectives as
opposed to prescribing specific requirenents, it is helpfu
to review project risks and issues surrounding its
devel opment that will have to be addressed by an applicant.
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PRQIECT RI SK / PRODUCER CAPABI LI Tl ES
The tendency exists for many to underestinmate the size,

magni tude and risks associated with this project. The
Al aska Gas Pipeline Project is a world-scale undertaking
with significant risks. In fact, the project would be the
| argest private investnent in North Anerica — significantly
|arger than nost “nodel” worldwde oil and gas “nega”
proj ects. Let me be clear, this wll be a precedent
setting gl obal nega-project. As you heard |ast week from

M. Fred Rich of Sullivan and Crommell (Head of @ obal
Proj ect Devel opnent and Finance), this project’s financing
could be many times greater than the largest North American
project financing to date (the Alliance pipeline). There
is not really another project that conpares.

Because of this size, mny factors inpact commercial
viability, including cost and the potential for cost over-
runs, gas price, schedule delays, construction conditions,

and regulatory and State fiscal uncertainties. Qur
previous cost estimate of $20 billion (which is in $2001)
will be substantially higher due, in part, to increasing

steel prices, which have nearly doubled since 2001, and
because we are experiencing hyperinflation on industry and

construction |abor costs. Wrl d-w de nega-projects are
al so placing pressure on pricing and availability of gl obal
materials, and skilled manpower. In addition, as we have
observed over many years, natural gas prices remain highly
vol atil e.

The State of Alaska cannot anticipate how individual

applicants will view the various risks | have discussed or
how applicants may choose to address them Establi shing a
set of rigid, prescribed terns in AGA will not allow the

flexibility needed by individual applicants to weigh and
manage those risks in a way that mnmaximzes value to the
State and the applicant.

HOW PI PELI NES ARE FI NANCED

The way projects are financed gives sonme insight into who
bears the risks for projects of this type and how these
ri sks are managed. Last week you heard how pipelines are
financed from M. Rich. Commerci al ly-sound oil, gas, and
pipeline projects traditionally have been able to obtain
financing if they have strong sponsors with proven track
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records and the financial strength to both provide upfront
| ender required sponsor equity and to backstop key project
conmmi t nent s. For the Alaska Gas Pipeline Project, key
project commtnents take the form of conpletion support
(either a full debt guarantee or additional equity overrun
conmi t ment s) and firm long-term gas transportation
commi t ment s. Firm transportation commtnments are binding
obligations made by conpanies to pay for the cost of
reserving long term gas capacity as shippers on a pipeline.
These commitnents are nmade during an “open season”, which
is a period during which any and all prospective gas
shi ppers can nake binding comrtnents for a specific vol une
of transportation capacity.

As you may recall, M. R ch indicated that for a project of
this scale and magnitude, financial institutions wll
require substanti al , | ong-term firm transportation
commitments to provide funding. These commitnments rnust be
provided by creditworthy shippers because this tariff
stream underpi ns the debt repaynent. Furthernore, |enders
not only look at the contractual commtnents, but place
equal inportance on the underlying economcs of the
project. Any potential reduction in the Producer's netback
is a concern to the Ilender since it increases the
i kelihood that the integrated project may not be econom c,
that the transportation charges are not paid, and that as a
result the lenders are not repaid. Looking at this another
way, the lenders are assessing how effectively the parties

taking the risks are managing these risks. They will also
want these risks reduced to a mninum to nmeke sure they
will get paid back. For this reason they would prefer

stable fiscal regines, project sponsors who have a proven
track record of delivering nega projects on tine and on
budget, project sponsors with ownership in the upstream
and shippers who can support and will honor nulti-billion
dollar firmtransportation agreenents.

VHO BEARS PRQJECT RI SKS

That is why it is so inportant to understand who bears the
project risks. Through the firm transportation comitnents,
the project devel opnent costs and the associ ated cost over-

run risks are ultimately borne by the shippers. For this
project, the shippers will be the Producers, and, directly
or indirectly, the State or the State’ s shipper. These

firm transportation commtnents are valued in the tens of
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billions of dollars for our conpany alone, and could be
over $100 billion for all the shippers. Shippers nmust nake
|l ong-term ship or pay transportation commtnents and agree
to pay transportation and treating rates that are
ultimitely based on the final cost of the pipeline and
treating facilities. The only information the shippers
will know in advance of nmking these nulti-billion dollar
commitrments wll be a projection of the transportation
charges based on the project sponsor’s initial estinmate of
costs. The firm transportation commtnents nust be paid
regardl ess of whether the shipper nmaking those conmtnents
actually transports gas through its reserved capacity and
irrespective of the actual transportation charges. The
shipper is also required to pay this reserved capacity
coormitment even if the narket price for the gas is |ess
than the cost of transportation.

For these reasons, the parties taking the risks for a
project of this magnitude need to be able to manage those
risks. The Producers, as shippers, cannot make firm
transportation commtnents during an open season unless
they are confident the gas pipeline project can be built
and operated cost effectively so that producing and
shi ppi ng gas over the long-termis comercially viable.

| NTEGRATED GAS PI PELI NE PROJECT ECONOM CS

For this reason, AG A needs to bring together the upstream
and the mdstream and provide for an integrated proposal.
Any approach that evaluates them separately is flawed. Let
me expand on this point. You heard |ast week that |enders
eval uate the wupstream very carefully when financing the
m dstream The reason is sinple — the upstream pays for
the mdstream Wen | say upstream |’m tal king about the
revenue generated from production and sale of the gas and
liquids through the pipeline project. Wthout the
commitnment of capital to the pipeline by a producer-
affiliate or the huge financial obligation required for
firm transportation conmtnments to a third-party pipeline

there is no way the transportation system will be built.
Thus, any analysis of the project which excludes m dstream
capital or the firm transportation commtnents is not
correct. Lenders and project sponsors do not mnake that
m st ake because they recognize that nmjor gas pipeline
projects are built on the back of direct capital
commtnments or, long-term firmtransportati on commtnents.
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Since firm transportation commtnments are legally binding
coommitnments that are the backbone of any financing and
essential to funding a pipeline, it only nakes sense to
account for these commtnents when evaluating project
econom cs. Surprisingly, the Admnistration’s analysis of
the economics fails to incorporate these financial
obligations associated wi th underpinning the pipeline. Let
me expand on this point by asking you to think about the
econonmcs from a shipper perspective. The shipper can
either make the investnent in the mdstream through one of
its pipeline affiliates or make a commtnent to a third
party to build the pipeline. In the case of naking the
commtnment to a third party, the shipper nust pay the third
party for the cost of the pipeline plus a return to the
pi peline builder for the investnent he ultimately nmade, not
what he projected the costs to be when the conmtnment was

made. So in this case the shipper is paying for the
ultimate cost of the pipeline plus the profit the pipeline
bui | der requires. When you think about it this way, the

econoni cs have to be worse for the shipper when he nakes a
transportation conmtnment versus directly investing in the
pi pel i ne.

Because the Admi nistration’s economc analysis is flawed,
the resulting assertion that the producer’s stand-alone
upstream economics are robust and inproved wthout
ownership of the pipeline is absolutely incorrect. Agai n,
the wupstream pays for the mdstream and it is no nore
conplicated than that.

Since it appears AGA is based on this flawed economc
analysis, it is critical the legislature address this issue
and AG A be nodified to recognize who is taking the risk
the shipper. For ExxonMbil any decision to invest will be
based on integrated project economcs. It only nmakes sense
for the State to evaluate the proposal on an integrated
basis as well because the State is in the sane position as
the producers receiving the bulk of its revenue from the
sal e of gas. Because we both receive our revenue from the
sale of gas, we should be aligned on the best approach for
mnimzing transportation costs and maximzing netback
val ue.

| MVPORTANCE COF STATE / PRODUCER ALI GNVENT AND BENEFI TS OF

SFC- 07 (17) 05/ 01/ 07



THE PRODUCER PRQJECT

Let me now talk about the inportance of alignnent between
the State and the Producers and the benefits of a Producer
Pr oj ect.

Maximzing the value to the State of Alaska and the
resource holders neans selecting the right design concept
for this nega-project and then executing the Project to
deliver the |owest possible cost and fastest possible

conpl eti on. On a project of this size and nagnitude,
project construction and operating experience should be a
significant consideration. Only a I|imted nunber of

conpani es have denonstrated the capabilities, financial
strength and arctic experience to effectively participate
in and nmanage worl d-scal e nega- proj ects.

The Producers have nega-project experience on numerous
projects world-wide and have denonstrated success in

nmeeti ng project objectives. A critical conponent of that
experience is the Producers’ Arctic experience in Al aska
and throughout the world. ExxonMbbi | 's arctic experience
is extensive - over 40 years - wth developnents in

mul tiple types of arctic environnents. Large projects with
significant conplexity in harsh environnents are what we do
and we are extrenely qualified to take on this work.
ExxonMbbi | s gl obal project devel opnent conpany is unique
within industry and |eads the industry in project cost and
schedul e performance.

ExxonMobi| has also denonstrated world-class |eadership in
safety, health and environnmental performance. ExxonMbbi |
is a leader in operating efficiency and a pacesetter in
operating safety.

In addition to our project and operational excellence,
ExxonMbbi|l has the financial strength to nake this nega-
project a reality. ExxonMbbi | has consistently naintained
one of the strongest financial positions of any company in
the worl d. W are one of just a few public conpanies to
mai ntain the highest credit rating from Standard and Poor's
(AAA) and Moody's (AAA), and we have done so for each of
the last 88 years. Qur financial strength mnimzes the
i kelihood that ext er nal financing requirements wll
significantly delay the project tineline, even in tines of
financial market turnoil.
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It is inmportant to renenber that the Al aska Gas Pipeline

Project is a basin-opening project that wll benefit the
State and the oil and gas industry in Alaska for decades
into the future. Basi n-openi ng projects throughout the

world have progressed and been successful when there is
al i gnnent between the host governnent and the | easehol ders.
The Producers and the State both want a pipeline project to
commercialize the known ANS gas resources and open the
basin to gas exploration.

W believe a Producer gas pipeline project will result in
maxi mum value to the State and the Producers. The reason
is the Producers and the State have nmaxi mum incentive to
control costs. Low capital and operating costs, which

result in lower treating and transportation costs, and
access to premum market price, result in higher netback
val ue on the gas. It’s inportant to keep in mind that the
State will receive the majority of its revenue from the
value of gas sales via revenue received under its |ease
royalty agreenents and from production taxes, which are
val ued based on the netback received fromthe gas.

Third-party owners do not share the sanme incentives in that
they actually benefit fromincreased capital costs.

Based on the demand for workers that this Project wll
generate, Al askans are obviously key to successful project
execution. Both the State and the Producers want Al askans
to benefit fromthe many job opportunities that will exist.

W believe that financial strength, experience and the
ability to get the job done should be critical conponents
of any evaluation of proposals. When you consi der
carefully the options available, a Producer pipeline wll
provi de maxi mum value to the State of Al aska.

| MPORTANCE OF PREDI CTABLE AND DURABLE FI SCAL TERMS

| would now like to talk about fiscal predictability and
its inportance for a mnega-project such as the Al aska Gas
Pi pel ine Project. For ExxonMobil to progress this nega-
project and mtigate its inherent risks, we wll need to
work together with the State on sone very inportant fisca
i ssues. Because of the nature and nmagnitude of the risks
associated wth this Project, fiscal terns that are
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predi ctable and durable are necessary. This is a conmon

thread for any nega-project investnents. In all such
cases, we are wlling to take geologic risks, we are
willing to take cost risks, and we are wlling to take

cormmodity price risks, but we cannot take the risk of
fiscal terms changing. Let ne expand on this further. The
first two risks, geologic and cost risk are risks for which
we have devel oped an industry |eading expertise to nanage.
This is what we do day after day at ExxonMbbil. Mar ket
risk is inevitable in a comodity business such as oil and
gas and we nanage that by attenpting to ensure that we
deliver those products into the highest value market at the

| onest cost. However, the risk of a change in fiscal terns
is of a conpletely different nature and conpletely outside
our control. W nust have agreenments that will allow us to

develop this mega-project under predictable and durable
terns, so that we can nmake an investnent decision with an
adequate degree of certainty. This does not nmean that
taxes cannot change over the [|ife of the project.
Predictability means that the State’'s tax and take terns
are sufficiently understood that they can be defined and
predi ctably nodeled over tinme for purposes of evaluating
the overall project economcs. If fiscal terms can be
changed in unpredictable ways in the future, then we are
not able to make a well founded investnment decision on

behalf of our shareholders, nor wll Ilenders be as
confident in providing financing for a project of this
Si ze.

The Alaska Gas Pipeline Project wll require nassive
investnments, billions of dollars, to be nade over a period
of many years before any revenue is generated from those
i nvestments. As a result, increases in taxes on oil and

gas related activities during the life of the project could
significantly inpact the comercial viability of the
project, offset the benefits of taking on a project of this
magni tude, and could increase |ender concern. Because
fiscal terns could be nodified under the proposed AGQA
| egislation, it does not provide the fiscal predictability
necessary to ensure a commercially viable project.

It is inportant for the State to recognize that for mnega-

proj ect devel opnments, governments do grant long term fisca
stability. These contracts include fiscal stability
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protection that in some cases runs for the length of the
contract and in other cases runs for 40 years or nore.

AG A should allow applicants to put forward their best
pr oposal on what is required to nmake the project
commercially wviable, which wll allow the State the
opportunity to consider those proposals that have the best
chance of actually delivering an Al aska gas pi peline.

ADDI TI ONAL FEEDBACK ON AG A

| would like to now give sone specific feedback on AGA
which is based on the conclusions and principles 1’ve
mentioned. | wll also outline sone additional thoughts on
how AG A should be nodified to ensure the best chance of a
successful result and allow the State to nmaximze val ue.
As | previously stated, alignnent between the State and the
| easehol ders is essential to a basin opening project of
this magnitude. Therefore, establishing the right approach
going forward is the nost inportant activity for the
project at this tinme. To be able to calculate the revenue
from the upstream we nust have clarity on the taxes and
royalty from our oil and gas operations and the taxes and
royalties nust be set at a level that nmkes the project
vi abl e. In order to ensure a viable project from the
outset, we believe this nust be done at the begi nning.

ExxonMbbi | recognizes the inportance to the State,
explorers and others of having access to the project so
their gas can be treated and transported to markets. To
ensure that a project is constructed, it nmust Dbe
commercially attractive to shippers at the tinme they make
their initial firm transportation commtnents. Shi pper s,
particularly those who nust invest substantially to explore
for, develop and produce gas resources, will not be willing

to enter into long-term financial conmtnents for the
transportation of gas if they believe there 1is a
substantial |ikelihood that their initial rates wll be
significantly increased in the future in order to
accommodat e expansi ons.

Under the Al aska Natural Gas Pipeline Act, Congress struck

what it determined was the proper bal ance between
encouraging investnment by those willing to commt to pay
for initial capacity and encouraging exploration by

provi ding an opportunity for future access to the pipeline.
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Because of the unique nature of the Alaska gas pipeline
project, FERC approved unprecedented policies to enable a
FERC- mandat ed expansion to benefit explorers. The issue of
how potential future shippers may access initial capacity
and future expansion capacity, if needed, should be
adm nistered by the FERC for all elenents of the project in
the United States.

In addition, the pipeline entity should not be required to
accept a FERC certificate irrespective of FERC inposed
condi ti ons.

Under AQ A, the proposed upstream i nducenments would require
significant nodification to ensure a comercially viable
project is obtained. In fact, we do not believe it is
practi cal to address these terns in | egi sl ati on.
Therefore, it would be better for AGA to not prescribe
specific upstream terns and allow applicants to nake
proposal s to address those terns.

AG A also prescribes activities that nust be conpleted

within a specific timeframe or date certain. Setting
arbitrary target dates is not consistent with good project
managemnent practices. Furt her, mlestones are not
necessary if the project is commercially viable. The
Producers will progress the project at the maxi num prudent
pace, consistent wth the industry proven “stage-gate”
process for project developnent — there is no reason to do
ot herw se.

In general, AQA |lacks specifics on key fiscal terms and

ot her requirenents. To address these gaps, AG A gives
conmi Ssi oners br oad authority to adopt addi ti ona
requi renents and establish regul ations. Not know ng the

requi renents now creates significant uncertainty.

Finally, because of the conplexity and risk associated with
this project, the parties nust have an efficient and
inpartial means of handling disagreenents when they arise.
W believe project related agreenents should provide for
bi nding neutral arbitration as the mechanism for resolving
di sput es. Binding neutral arbitration is widely utilized
in U S and international conmercial agreenments and is not
a new concept with the State of Alaska. Arbitration is the
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nmet hod used to resolve disputes under the State’s Royalty
Settl ement Agreenents.

CONCLUSI ON

In closing, | would like to reiterate that ExxonMbil 1is
commntted to noving the Alaska Gas Pipeline Project
forward. However, we cannot nove the project forward if it
is not comercially viable. AGA as witten does not
provide for a comercially viable proj ect. The
Adm nistration's stated goal for AGA is to increase
conpetition through an open and transparent process.

However, in its current form AGQA wll result in |less
conpetition because it fails to adequately address the
i ssues raised by those parties who will ultimately pay for
the project. It also appears AGQA is based on flawed
econom ¢ assunpti ons. It is critical that the legislature
and adm nistration address these problens in AGA or we
will end up wth a process that sets unrealistic
expectations and results in disappointnment and failure. In
addition, the existing prescriptive terms in AGA wll
preclude ExxonMbil from being able to nmake an open,

conpetitive and conform ng proposal; thus, the State wll
be denied the opportunity to even consider terms from the
party holding the |argest discovered gas resource and has
the capability to deliver a successful project.

ExxonMobi| possesses the financial strength and project
experience required to nmake this project a success. W are
ready to work with the Administration and the Legislature
to establish a process that recognizes the integrated
nature of the project and mtigates the risks 1|’ve
di scussed to allow the project to progress. We suggest
AG A be anended to provide for a broad objective driven
process that sets out what the State wants to achieve and
all ows each applicant to propose how best to neet those
objectives and identify what is required fromthe State to
advance the project. This process will secure nore viable
applications, create nore conpetition, afford the State the
opportunity to secure the nost value and actually get the

pi peline built. W are ready to participate in a
conpetitive, open and transparent process as |’ ve
descri bed, but unless AGA is nodified we wll not be able

to participate.
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What we are struggling to understand is why the State is
insisting on such a prescriptive way forward. Ad A shoul d
allow all interested parties to submt a conformng bid so
that the people of the State of Al aska have the opportunity
to see and conpare all of the bids put forward to build the
Al aska gas pi peli ne.

2:49: 34 PM

Co-Chair Stednman remarked that AQ A should be constructive to
the interests of both ExxonhMbil and the State.

2:50:12 PM

Co-Chair Stedman requested the wtness identify concerns wth
the bill and provide recommendations at a |ater date.

2:51: 25 PM

Co-Chair Stedman spoke to the $500 mllion reinbursenent
incentive intended to denponstrate the State's conmtnent to the
natural gas pipeline project. He asked ExxonMbil's position on
this proposal.

2:52: 01 PM

M. Mssey acknowl edged that the Palin Admi nistration needed to
take action to "kick start" the project. However, the incentive
would apply only to the pipeline itself and would not address
the "critical" wupstream issues, which would determ ne whether
the project was undertaken. These issues had not been adequately
or "appropriately"” addressed in AGA |If the State intended to
invest in the project, it should "get return from it noving
forward" and be a participant in the project. This would provide
nore | everage to the State and the AQ A applicant.

2:53:36 PM

Co-Chair Hoffman shared questions asked of him that he had
committed to learning the answers. He asked if ExxonMbil was
currently exploring for natural gas on the North Slope or had
plans to explore in the future.

2:54: 03 PM
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M. Massey provided the follow ng response.

We have ongoing work that is conpetitive in nature in terns
of assessing the basin and where night be the nost

attractive exploration opportunities. The key wll be
[ whether] we get a gas pipeline going. R ght now we have
di scovered resources that are in a 35 tcf [trillion cubic

feet] to keep this thing full for thirty-sonething years

we're going to need 50 tcf. So there's going to be plenty
of opportunity to put gas into this pipe. And that's not
even considering the fact that we should be able to expand
t he pi pe.

The way |'d answer your question is: we're doing studies
preparing for that. Those are conpetitive in nature. Qur
activities primarily on the Slope right now are focused on
the oil side; maxim zing the recovery of the discovered oil
resource. Plus |looking at oil opportunities that are around
existing infrastructure that haven't been fully devel oped,
need to be further explored. A lot of this activity is
occurring at the western side of the Prudhoe Bay field
right now where the partners are bringing on a significant
field called the Oion [unverified] field. It wasn't
t hought to be attractive in significant resource and we're
working to bring that on production.

2:55:41 PM

Co-Chair Hoffrman listed facts considered in the questions posed
to him which he was relaying to the witness. Qher conpanies
were actively exploring for nat ur al gas and the nore
identifiable reserves held by a conpany would provide a nore
accurate prediction of that conpany's actions during an open
season. This legislation contained projections on the open
season. Only 35 tcf of gas was currently identified and the
anount nust be at |east doubled to allow for a viable pipeline
project. ExxonMbil had the financial resources available for
exploration activities and M. Massey asserted the conpany's
conmmi t ment .

Co-Chair Hoffman considered a validation of a conpany's
comm tment was whether that conpany was actively pursuing "gas
in Alaska". He asked if the witness agreed with this nmeasurenent
of conmitment to the Al aska natural gas pipeline.

2:57:10 PM
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M. Massey answered that an adequate discovered gas resource
existed to "back this firm commtnent”. However, it would be
likely that the firm comrtnent could extend "beyond the plateau
of this discovered resource", thus providing a strong incentive
if ExxonMobil nmde the commtnent, to identify additiona
resour ces.

M. WMssey expl ained that the discovery process to "put any sort
of sizable devel opnment on place" required ten years and incl uded
pl anni ng, conducting and eval uation of seismc surveys, drilling
and ultimtely devel opnment.

M. Mssey considered this time period satisfactory, given that
the pipeline project would last ten years. He opined, "Everyone
will have a running start to build gas for the first expansion
as well as build gas for the fill this gap back in the end."

M. Massey disagreed with Co-Chair Hoffman's characterization
that a conpany that was not actively exploring denonstrated a
| ack of conmmitment. The comm tnment would "actually cone fromthe
di scovered resource.” Once the pipeline project was underway,
“"we won't have any trouble finding folks [to] go out and explore
for gas" due to the anple opportunity for expansion.

M. Massey anticipated ExxonMobil would be one of those "folks"
He stated, "W're quietly preparing ourselves for that
opportunity, once we realize that gas on the North Slope is
viable." Currently, the conpany did not have this assurance.

2:59: 29 PM

Senat or Thomas shared Co-Chair Hoffman's concerns. Di scussion on
this legislation had repeatedly focused on upstream risk. Lack
of known resource was a mmjor issue contributing to that risk.
Efforts should be undertaken to reach the approxinmately 50 tcf
capacity and while he appreci ated ExxonMbil's stated commit nment
to the pipeline project, he questioned why the conpany was not
"working toward confirm ng" the known resource to mtigate the
risk.

3:00: 22 PM

M. WMssey understood the perception. D scovered gas reserves
equaled 35 tcf but that anmount was not currently commercially

SFC- 07 (26) 05/ 01/ 07



viable. Therefore, the time and expense of exploration efforts
would not be comercially viable either. WMking the 35 tcf
reserves commercially viable would mtigate the upstream risk.
Sufficient discovered gas resources existed to make the "the
initial commtnment” and to "get the initial pipeline going."
However, if not commercially viable, the commtnent could not be
made.

3:01: 31 PM

Senator Thomas reported that the financers share the concerns
about the upstream risk, specifically the wuncertainty of the
known resources. Wile financers could be wlling to accept
ExxonMobi | 's explanation and agree to finance the project, he
surm sed that nore confirmati on was necessary.

3:02: 08 PM

M. Massey pointed out that the credit worthiness of the shipper
that nmade the firm transportation commtnent would also be
evaluated. [|If ExxonMbil, ConocoPhillips and BP nade the
shipping commtnment, and "the gas wasn't there" the financers
woul d have greater assurance of getting paid.

3:03:11 PM

Senator Huggins asked the optinmum consortium of the pipeline
sponsor, if it were to include ExxonMobil.

3:03:41 PM

M. Massey responded that the entities assuming the risk mnust
have the capability to manage that risk. At present, ExxonMobil
Conoco Phillips and BP would conprise the optinmm consortium
The State would assunme a portion of the risk as well.

3:05: 00 PM

Senator Elton furthered Co-Chair Hoffman and Senator Thomas'
guestioning. ExxonMbil's "2005 10k filing" wth the Federal
Trade Comm ssion capitalized its wells |located at Point Thonson.
To do this, the conpany nust nmake a determ nation that the field
was comercially viable given the nmarket conditions and
t echnol ogy.
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3:06: 14 PM

M. Massey responded that the Point Thonson wells "have been on
the books for many years." ExxonMbil considered itself to be
partaking in active discussion wth the State to achieve a
comercially viable project at that location. As a result, those
wel l's could be capitalized.

3:06: 41 PM

Senator Elton clarified that the determnation was nade by
ExxonMbbil in 2005 that given the current narket conditions and
current technol ogy, the project was comercially viable.

3: 06: 55 PM

M. Massey answered, "I'd say we're in discussions with the
State as to how to achieve a conmercially viable project.™

3:07: 06 PM

Senator Elton contended that capitalization nust be based on
"what you think is true not what you think could be true given
certain future events."

3:07:23 PM

M. Massey admtted he was not an expert in filing requirenents
and he repeated his previous response.

Co-Chair Stedman ended the discussion on this item
3:07: 36 PM

Senator Elton asked if the conpetition attested as necessary by
ExxonMbbil and other producers, <could be achieved if the
producers did not apply for the AG A license. He asked if the
producers could create a proposal to coincide with the timng of
the public hearing process and |egislative review process of the
AG A applications. This would allow the legislature to judge the
producer's proposal in <conparison to the AGQA application
proposal s.

3:08:54 PM
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M. WMssey deened this possible. However, ExxonMbil would
rather operate "in a full and conform ng way" within the process
established by the Admnistration so that its proposal would
receive "the scrutiny, the debate, the conparisons with every
other project that's been proposed’. The Palin Adm nistration
had determ ned that AG A woul d be the process.

3:09: 35 PM

Co-Chair Stednman directed the discussion "away from the historic
practices” and to "get down into the actual |anguage". He
intended to learn which sections of the bill were considered
"positive" or "negative" to ExxonMbil. He requested the conpany
submt suggested | anguage. Concern was expressed about "sone of
the flawed anal ysi s" that was not addressed in the bill.

3:10: 17 PM

Co-Chair Stedman asked the witness to comment on the provision
of subsecti on (3)(a) of Section  43.90. 130. Appl i cation
requi renents, on page 5, lines 5 through 8, which required the
AG A licensee to conclude a binding open season no |ater than 36
nonths after the date the |icense was issued.

3:10: 54 PM

M. Massey relayed the position of ExxonMbil that AG A should
not establish any date certain. ExxonMbil would intent to neet
this timefrane, but it should not be a requirenent.

3:11:31 PM

Co-Chair Stednman asked if this provision would be a "show
stopper" that would prevent the conpany from submtting an AG A
appl i cation.

3:11: 43 PM

M. Mssey affirned that ExxonMbil would not undertake a
project that included an arbitrary deadli ne.

3:12: 06 PM

Co-Chair Stedman noted the provision of subsection (5), on page
5 lines 25 through 27, which stipulated that the application

SFC- 07 (29) 05/ 01/ 07



"conmit that after the first binding open season, the applicant

will assess the market demand for additional pipeline capacity
at |least every two years through public nonbinding solicitations
or simlar nmeans.” He asked if the wtness considered this

common practice.
3:12: 43 PM
M. Massey responded as foll ows.

There's a nunber of nust haves in here relating to
expansi on, open season requirenments. Qur suggestion would
be that you turn those into a broad objective that the
State wants to nmake sure that the project can be expanded
and that there would be availability to access the pipe and
all ow each applicant to cone forward and determ ne how best
- how they woul d propose to achieve that overall objective.

M. Massey assured, "This stuff works its way out." If a party
wanted the pipe expanded because of a discovery, it would
approach the owner of the pipeline. The market would not have to
be assessed every two years because "this is business, people
know how to do these sort of things."

M. Massey qualified that conpliance with the provision would
not be overly cunbersone; however, it focused on "a detail that
ought to be left to the applicant's proposal "

M. Massey reiterated that the provisions of this section
pertained to the pipeline and did not address the upstream
"critical issues" that would determne whether the pipeline
proj ect would be undertaken.

3:14: 13 PM

Co-Chair Stednman understood the wtness' concern wth the
upstream i ssues, but intended to review each section of the bil
to "have a logical flow' to the discussion.

3:14: 35 PM

Co- Chair Stedman next addressed subsection (7) on page 6, line

11, pertaining to rolled-in rates. The presunption of the FERC
was that all parties preferred rolled-in rates.
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3:15:17 PM

M. Massey understood the inportance to the State that explorers
had access to the pipeline. FERC had addressed this matter in
"the proper way" and ruled that because of the unique nature of
the project, it would approve "unprecedented policies to enable
a FERC mandated expansion to benefit explorers.” FERC was
positioned to determne the proper rate for the expansion. FERC
determ ned a presunption for rolled-in rates, but also announced
that a subsidy would be considered in determ ning whether the
rolled-in rate was appropriate. ExxonMbil did not oppose this.
However, the provisions of AG A included a "proposed 15 percent
increase in the rate,” which was too great of a risk. That
increase could increase the cost of the tariff for the initial
shi ppers by $500 to $800 million annually.

M. Massey suggested that the incentive that the State would be
required to offset this tariff increase could be detrinental to

the State. If the 15 percent rate increase was approved,
ExxonMobil would factor the affect into its "economcs" and
would need "sonme sort of reduction on the wupstream side to
conpensate for that." He did not consider such conpensation by

the State to be in the State's best interest.
3:17: 15 PM

Co- Chair Stedman requested ExxonMbil conduct an analysis of the
fiscal inpact of this provision.

M. Massey agreed to do so.
3:17: 44 PM

Co-Chair Stednan asked if the wtness had coments on the
provi sion of subsection (8 on page 7, line 29, relating to a
North Sl ope gas treatnent plant.

3:17:57 PM

M. Massey acknow edged that the applicant would have to address
the gas treatnent plant. This provision should be "broadened" to
allow the applicant to "provide nore description of how they
intent to deal with the gas treatnent plant." The requirenent of
"net book value" for "rate-making purposes” should instead be
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“"left up to the applicant"” because "that particular approach”
m ght not be in the best interest of the State or the applicant.
The applicant should be allowed to propose how it would address
t he issue.

3:18: 41 PM

Co- Chair Stedman next spoke to subsection (10) on page 8, lines
14, through 17, which would commt the applicant to a 70 percent
debt to equity ratio. He relayed discussions about |owering the
"equity position, all else being equal of course" because "the
|ower the tariff, the higher the net back, the better value to
the State". A lower equity position would be in the interest of
the State, "ruling out the inpacts of the financing." He asked
ExxonMbbil's position on the ratio and whether it should be
changed.

3:19:26 PM

M. Massey characterized this as another issue that should be
“"left to the applicant to cone forward" and propose the ratio
that would "drive their particular needs". The debt to equity
ratio was only one portion of the tariff structure. The cost to
construct the project would have the largest inpact on the
tariff.

3:20:46 PM

Co- Chair Stedman requested comment on subsection (12) on |ines
21 and 22 that would "commt the applicant to provide for a
m ni mum of five delivery points of natural gas in this state".

3:20: 54 PM

M. Mssey renmarked "We're not tal king about a I ot of noney here
for a delivery point" and that the requirenent should therefore
be "l eft open for the applicant to describe".

3:21: 25 PM

Co-Chair Stedman next asked the wtness' position on the
provi sion of subparagraph (16), on page 9, lines 9 through 11,
which would require the applicant to waive the right to appea
the final FERC certificate ruling.
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3:21: 43 PM

M. Massey noted the advantages and disadvantages of this
provision. It would be favored by unsuccessful AQ A applicants,

but not favored by the successful applicant. Gven the
i nportance of this project, he surmsed that participants would
want the opportunity to appeal. This provision could "limt sone

fol ks from bi dding."
3:22:29 PM

Senator O son, returning to the provision of subsection (8),
relayed a comrent that the North Slope mght not be the best
| ocation for the gas treatnent plant due to the conplexity of
separating individual conmponents of natural gas. He asked
whet her M. Massey agreed.

3:22: 58 PM

M. Massey reported ExxonMbil's contention that the North Sl ope
would be the best location for the gas treatnent plant. This
would allow for all the CO2 to be renoved and thus not shipped
through the pipeline, which would subsequently create room in
t he pipeline for nore gas.

3:23: 38 PM

Co- Chair Hof fman requested the w tness coment on the provision
of subsection (15) on page 8 line 30, which would require
"Alaska hire", to the extent permtted by |aw

3:24: 02 PM

M. Massey referred to his testinony, enphasizing that Al askans
would "play a very inportant role” in the project and should
benefit from "the many job opportunities”. He suggested this
provi sion should be "broadened" to request that the applicant
describe its "total Al aska hire plan".

3:24: 44 PM

Co-Chair Stedman directed the witness to submt alternative
| anguage.

3:24: 56 PM
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Co-Chair Stedman continued to subsection (17) on page 9, lines
12 through 16, that would require the applicant to commt to
negotiate a project |abor agreenent before construction.

3:25:04 PM

M. Massey deened such a requirenent as "premature at this
time". Job opportunities wuld be available for union and
nonuni on workers. Project |abor agreenents should be negotiated
by the major contractor of the project, if +the contractor

decided to enter into an agreenent.
3:26: 08 PM

Co-Chair Stedman spoke to subsection (20) on l|lines 28 through
30, which provided that the applicant must "ot herw se
denonstrate that the applicant is ready and able to performthe
activities specified in the application, including the detailed
work plan, tineline, and associated budget. He remarked that
ExxonMobi| had the financial nmeans to undertake the project with
or without external financing. He asked about availability of a
workforce and materials such as steel, and the inpact of
conpeting projects el sewhere in the world.

3:27: 07 PM

M. Massey advised that the applicant's ability to secure | abor
and materials should be considered. ExxonMbil expends $20
billion per year for capital expenditures. Therefore, the

conpany had "the nuscle" to "nove projects in and out of the
cue” wth various service providers. The Al aska natural gas
pi peline project would be a "huge undertaking"” that would
"stretch the resources"” and therefore, the successful applicant
should have had access and continue to have access to the
necessary resources to conplete the project. ExxonMbil met this
criterion.

3:28:21 PM
Co-Chair Stedman recalled testinmony from a previous hearing in
which Enbridge informed that the Alaska project would be too

|arge for that company to undertake alone and would require it
to change its capital structure. He asked if the project,
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estimated to cost between $20 and $30 billion, would require
ExxonMobi| to change its capital structure.

3:29:01 PM
M. Massey answered it woul d not.
M. Massey further comrented.

There's a lot of other things that you could build into
this one, you know, experience in executing projects of
simlar scope. You're [going to] want to see that a person
has the experience, that they've done sonething of this
scal e and magni tude. You know, can they provide the project
managenment resources. You're [going to] want them to
denonstrate that they have the project managenent resources
that they can cone to bear: what's their safety, health,
envi ronnent al record; how do they go about quality
managenent and assurance capabilities. One of the key
things in a project is project control - how do you contro

the project, how do you know that the cost that you're
getting is correct and your future projection of cost is
right, you're [going to] want to nmake sure that an
applicant has the capability and the processes to nmake sure
that's done very well. Then it's just the overall

integrity, business ethics - how confortable are you from
that standpoint with the conpany that vyou're picking;
you're [going to] get the right deal

Co- Chair Stedman suggested that ExxonMbil could recomrend these
factors as requirenents of the AG A applicants.

3:30: 28 PM

Senator O son responded to M. Mssey's statenment, "with all due
respect", declaring that the integrity and business ethics
record of ExxonMobil was likely the worst in the state. The
Exxon Valdez oil spill was a "disaster"” and 20 years after it
occurred, "conflicts" remai ned unr esol ved. He therefore

chal | enged t he assertion t hat Exxonhbbi | ' s denonstrat ed
experience would be a benefit to the State.

3:31: 05 PM
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M. WMssey responded that the conpany had "learned from that
particular incident” and had "inproved our work processes and as
a result, have becone a nuch better conpany in terns of how we
go about doi ng our business."

3:31: 37 PM

Senator Dyson noted that testinony given by representatives of
BP and ConocoPhillips opined that this project would not be
"W ldly or even profoundly profitable". He asked if ExxonMobil
shared this position and if so, requested an anal ysis.

3:32:18 PM

M. Massey replied that the current provisions of AGA did not
provide himw th sufficient information to determ ne whether the
project would be commercially viable because he did not know
which terns to utilize to calculate the project's economcs. |If
the current provisions remained unchanged, the project would not
be comercially viable and that he "would have to assune today
that what's on the books will only get worse and that the taxes
and so forth will go up over tine."

3:32:58 PM

Senat or Dyson asked the projects ExxonMobil had undertaken in
North Anerica that provided the fiscal certainty requested of
this project.

3:33: 07 PM
M. Massey set forth the follow ng as a response.

| wish we had another project that we could be talking to
sonebody else on this continent that has this magnitude and
potential inpact. It has to do with the project and where
this project is located; this project is in Al aska. Al aska
gets 80, 90 percent of its revenue from the oil and gas
busi ness. Everywhere around the world where there are nega-

projects, we get the sort of fiscal stability that |[|'ve
described - predictability in ternms of understanding what
the taxes are. So nega-projects - that's what we get.

That's the norm it's not the exception. And in many of
those places around the world, they're in the same position
as Alaska in that the bulk of their revenue cones from
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their oil and gas operations as well. So when you take that
context, the fact that Alaska, if they need sonme noney in
the future, where are they [going to] cone - they're [going
to] cone to the oil and gas business. And that's why we
have to understand what the taxes are and understand for a
very long period that those taxes are not going to change
and ultimately inpact the comrercial viability.

3:34: 22 PM

Senator Elton stated that fiscal stability was a "big issue". He
guestioned the inplication that Alaska operated such a
"predatory tax regime" as to pose a (greater risk than price
fluctuation for the product or action taken by Hugo Chavez the
| eader of Venezuela in taking possession of an oil field in
whi ch ExxonMobi |l hel d partial ownership.

3:35:46 PM

Co-Chair Stedman noted that fiscal stability was addressed
el sewhere in the | egislation.

3:36:11 PM

M. Massey responded to Senator Elton's conmment, saying that
fiscal stability pertaining to mega projects was necessary to
"encourage that investnent". The Alaska natural gas pipeline
would be a mmjor project, a "basin opening" project. The
devel opers mnust therefore know what the tax rates and royalty
terms would be "such that we can nmake an adequate i nvestnent
decision". Wether "Alaska is less risky or not" was irrel evant
because "the risk does exist" and the State could change the
taxes to an extent that it wuld "undermne" the fiscal
stability.

3:37:30 PM

Senator Dyson requested a list of mnmega projects in which
ExxonMobi| was the project manager, not just part owner, as well
as the size of those projects and the fiscal stability terns
received from the sovereigns governing the |ocations of the
proj ects.

3:38: 20 PM
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M. Mssey cited "confidentiality protections” as the reason he
woul d not provide the information. He directed Senator Dyson to

review the "Interim Fiscal Interest Finding" conplied the
previ ous year, which included a sunmary of all "major deals that
had been put together and had been nmade public.”™ It was not

uncommon for major basin opening big projects "nuch, much
smaller scale than this" to have 35 to 40 years of fiscal
stability.

3:38: 58 PM

Senator Dyson clarified that the witness could not state the
projects in which ExxonMobil was the project manager.

3:39:12 PM

M. Massey answered, "Those agreenents are signed between us and
the country and they are confidential so we can not..

3:39:31 PM

Senator Dyson interrupted to specify he was not requesting
confidential agreenent information, but rather inquired as to
"the construction, managenent, project nmanagenent that Exxon
managed the project” to denonstrate M. Massey's claim that the
conpany possessed the experience necessary to undertake the
Al aska pi pel i ne project.

3:39: 55 PM
M. Massey agreed to provide "a couple of those".

Co- Chair Stedman requested the witness submt the information in
witing and detail the date of construction, the consortium and
entities involved, the managenent partner, the "dollar anounts”
t he geographic location, and "whatever ternms that you can give
the Conmittee that's not confidential". He indicated that the
Comm ttee had access to sonme of the confidential data.

Co- Chair Stednan pointed out the 22.5 percent tax structure "for
ten years" currently in statute. Therefore, the tax was not
"totally unknown".

3:40: 53 PM
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Co- Chai r St edman pr oceeded to Sec. 43. 90. 140. Initial
application review, additional information requests; conplete
applications, on page 9 line 31 through page 10 line 14, asking
t he reconmendati ons of ExxonMbbil.

3:41:17 PM

M. Massey suggested this |anguage be anended to allow for a
"nore efficient process" and that he would provide an exanpl e.

3:42: 14 PM
Co-Chair Stedman asked the witness' position on the provisions

of Sec. 43.90.160. Notice, review, and comrent, on page 11 line
1.

3:42:40 PM

M. Massey expressed that the |egislature should have access to
"all the information". He stated that "from a constitutiona
test standpoint,"” the legislature "should be involved through

enabling legislation Iike AGA or the [forner] Al aska Stranded
Gas Act; then they should |look at the applicants and approve the
final selection of the applicant.” This would "help the
constitutionality of whatever deal we end up cutting.” This
provi sion was therefore, the "proper approach”

3:43: 18 PM

M. Massey noted that Section 43.90.150. Proprietary information
and trade secrets., on page 10 line 15, had been bypassed. He
perceived this provision would require that an applicant's
proprietary information and trade secrets be made public.
ExxonMobi | woul d not support this requirenment. He predicted the
State woul d receive no "quality bid" because "no one is going to
give their trade secrets or proprietary information out to a
conpetitor.” In place of this |anguage, the provision should
stipulate that "if an applicant believes they have proprietary
information that is a trade secret that they note that in their
[application] when it's given and that not be nade public."

3:44: 24 PM
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Co-Chair Stedman directed M. Mssey to provide suggested
| anguage that would "allow access to information but still
protect the corporate entities".

M. WMssey did not oppose providing the proprietary information
to the State but did oppose allowi ng access to that information
by conpetitors.

3:44: 52 PM

Co-Chair Stedman asked if ExxonMbil had concerns wth the
ranki ng of proposed projects with the net present value as
provided for in Section 43.90.170. Application evaluation and
ranki ng., on page 11 line 19.

3:45: 29 PM

M. WMssey identified the "overriding objective of the ranking"
should be whether the proposal would "meximze the benefits to
the State. Net present value (NPV) was only one factor of a
mul tiple that should be considered. Qther factors would include
some that would be "qualitative rather than quantitative" such
as "undi scounted cash flow'.

3:46: 05 PM

Co-Chair Stednan requested the wtness provide suggested
| anguage.

3:46: 14 PM

Co-Chair Stednman directed attention to Section 43.90.200.
Certification by regulatory authority and project sanction., on
page 14 line 9, and asked for comment.

3:46: 38 PM

M. Massey remarked that this |anguage was unnecessary, and
should instead be "referred to as an objective of the State" and
the applicant be allowed to propose how it would address
expansi ons, open seasons, and access to the gas.

3:47:21 PM
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Co-Chair Stedman next addressed Article 3. Resource | nducenent.
on page 19 line 25.

3:47:26 PM

M. Massey proposed that although the inducenents listed in this
portion of the bill reflected the State's "view ...of what they
should be", the applicants should instead present the resource
i nducenents that would neke the project viable. The provisions

of Section 43.90.300. Qualification for resource inducenent., on
page 19 line 26, wuld not allow for a comrercially viable
project. As a result, "significant nodification® would be

requi red, and should not be stipulated in |egislation.
3:48: 56 PM

Co- Chair Stedman spoke to Section 43.90.320. Gas production tax
exenption., on page 22 line 12, which pertains to upstream
fiscal stability. This provision would offer fiscal stability
for entities that participate in the first binding open season
and would offer that stability for ten years. He requested the
wi t ness' "feedback".

3:49: 08 PM

M. Mssey asserted that this provision would not provide
adequat e fiscal stability. The Pal i n Adm ni stration's
recognition of the need for such stability was "inportant”; but
this provision would address only "one aspect of the governnent
take". Subsequently, no fiscal stability would exist, as all
aspects nust be addressed, including "where revenue cones froni.
He again recomended that the applicant be allowed to propose
fiscal stability terns.

3:49:51 PM

Co- Chair Stednan announced preference to "operate under AGA".
However, nunmerous concerns were expressed, and therefore a
"radi cal departure" could occur.

3:50:43 PM

M. Massey agreed and nade the foll ow ng statenent.
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What is necessary for us to be able to submt a conform ng

bid, wll require significant change to AGQA [in its]
current form However, we would say that that should be in
the State's best interest. ExxonMbil is the |argest
| easehol der of discovered gas resources. | Dbelieve you
would want to see what we would propose in the way of an
applicant that wll allow this project to go forward. |

think we bring a lot to the project itself in ternms of our
financial strength, our ability to execute, our ability to
make the project a reality, and it would be a shame if we
weren't allowed to participate in the AG A process.

3:51:42 PM

Senator Elton understood ExxonMbil's desire to participate in
the AG A process, as well as the conpany's position that this
bill was likely to not be "fixable". |If ExxonMbil determned it
could not participate in the AGA application process, he
encouraged it to participate in "an alternative way", which he
defined as "putting what you think you need to build a gas
pipeline on the table so that it can be part of the public
di scussion when the Governor goes to public hearings wth
hopefully a potential |icensee; so that it can be part of the
Legislature's deliberations during the 60-day permt" process.

3:52:31 PM

Senat or Huggins pointed out sone predictions of success of a
natural gas pipeline project undertaken outside the AGA
process, as well other predictions that such a project would not
be successful. He asked if ExxonMbil could envision a scenario
in which it could «collaborate wth other entities and
successfully construct a pipeline.

3:53: 04 PM

M. Massey responded that the conpany nust have a contract with
the State that "describes how we're [going to] share the revenue
on the wupstream side of this project between the State and
oursel ves before we can go forward." He surm sed such a contract
could be entered into outside of the AQA process under the
provisions of the Alaska Stranded Gas Act, or "outside of
legislation". Utinmately the contract would require |egislative
endor sement .
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M. Massey, addressing Senator Elton's comments, assured that
ExxonMobi | woul d never "give up" on changing the provisions of
AG A The project was "too inportant” and the conpany nust
participate in the AG A process to "fix" the |egislation.

3:54:13 PM

Co-Chair Stedman opined to M. Mssey, "Hopefully the next tine
you show up here, we'll have a contract and be going forward
under AG A"

The bill was HELD in Comm tt ee.

#
ADJ OURNIVENT

Co- Chair Bert Stedman adjourned the neeting at 3:54:28 PM
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