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ACTI ON NARRATI VE

CHAIR HOLLIS FRENCH called the Senate Judiciary Standing
Commttee neeting to order at 10:02:07 AM Present at the cal
to order were Senators Wel echowski, Huggins, and Chair French
Senator Therriault joined the neeting soon thereafter.

SB 104- NATURAL GAS Pl PELI NE PRQJECT

10: 02: 23 AM

CHAI R FRENCH announced the consi deration of SB 104.

10: 02: 27 AM

DAVID VAN TUYL, Gas Conmercialization Manager, BP Exploration
(Al aska) I nc., delivered a  Power Poi nt presentation and

paraphrased fromwitten testinony

10: 03: 19 AM

MR. VAN TUYL referred to slide 2 — BP's Vision for Al aska - and
outlined BP's Ilong history exploring for, producing, and
developing North Slope energy in Al aska and highlighted the
opportunities for a bright future if the resource is

appropriately devel oped. The graph characterizes BP' s share of
production through time including the current six percent annua
decline. New investnent resulting in new production is shown for
viscous oil, heavy oil, and gas, but that’s not a given; it’s
what is possible with a successful Al aska gas pipeline project,
he sai d.

10: 05: 21 AM

MR VAN TUYL referred to slide 3 - BP Key Messages - and
enphasi zed that BP wants and needs a successful gas pipeline
project that is built with low capital cost and operated cost
efficiently. Low costs result in lower tariffs and higher
net backs nmeaning nore revenue for the state and for BP. Al so, a

| ow-cost project will provide exploration incentive, which wll
keep the pipeline full into the future. “This is a hugely
inportant project to BP, to Alaska and to the nation. It

represents the |argest, known, undevel oped gas resource in the
United States, and in BP's global portfolio.” Al though gas is
inportant in its own right, it wll also extend the economc
life of Alaska's oil production for decades. BP stands ready to

SENATE JUD COW TTEE -4- April 14, 2007



work with the admi nistration and the legislature for a bal anced
fiscal framework that works for all the parties.

BP views AGA as the administration's good faith expression to
advance the gas pipeline project in an open transparent way,
which is to be appl auded. However, developing the right process
is difficult and BP has identified a nunber of areas of concern.
“W believe AG A can be successful if some key issues are
addressed.”

10: 08: 49 AM

MR. VAN TUYL referred to slide 4 — Wat A Successful Gasline
Means — and highlighted the trenendous scope and scale and risks
and benefits associated with the project. Sonme of the benefits
include jobs for Alaskans, additional revenue for future
generations, increased economc activity, new businesses, a
|l ong-term gas supply opportunity for Alaskans, and a nore
di versified econony for decades to cone.

10: 10: 40 AM

MR. VAN TUYL referred to slides 5, 6, and 7 all of which state
that AG A can help to deliver a successful gas pipeline if
certain nodifications are made. The first suggested nodification
is for AGQA to wuse objectives rather than prescriptive
requi renents. BP feels that sone of the prescriptions contained
in Section 140 starting on page 4 will not result in the best
project. The administration’s intent to let industry do what it
does best is only net if industry is allowed to offer its own
uni que sol utions.

MR. VAN TUYL highlighted toll subsidization as a particularly
troubling exanple of prescribing a solution. Referring to
Section 140(7) on pages 7 and 8, he said that |anguage requires
the initial shippers to bear the additional risk of tariff
increases of 15 percent or nore by subsidizing expansion
shi ppers.

10: 12: 20 AM Senator Therriault joined the conmttee.

MR. VAN TUYL enphasized that BP believes that subsidization is
contrary to FERC policy. Furthernore, the state should consider
the potential adverse consequences of requiring pipeline owners
to increase rates on their initial customers to subsidize
expansi on shippers. Doing so could put the project at risk. The
state could make the policy choice to subsidize others, but it
sinply isn’t good policy to do so with other peoples' noney.
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10: 14: 30 AM
SENATOR W ELECHOWNSKI asked if he agrees that rolled-in rates
encour age expl orati on.

MR. VAN TUYL clarified that the concern he' s speaking about
isnt wwth rolled-in rates it’s with subsidization

SENATOR THERRI AULT suggested that the real issue is what the
FERC will consider to be a subsidy because there’'s a question
about what that really nmeans. If the tariff begins at one dollar
and drops to 85 cents as a result of cheap expansions, would you
consider it to be a subsidy if a subsequent expansion raised the
tariff to 95 cents? It’s still below a dollar, he said.

MR. VAN TUYL pointed out that there’s no guarantee that the
initial expansion wll be cheap because it depends on things
like the hydraulics of the system fuel use, the extent of the
expansion, and the volunes. He said he believes that’s why the
FERC | anguage in the preanble to Order 2005 says that the issue
needs exam nation on a case-by-case basis. According to his
reading, the only definitive advice that FERC offers is that if
the expansion results in the initial rate going down, then it’s
not a subsidy. Beyond that, FERC would have to |look at the facts
and make a determination. As the regulator of interstate gas
pi pelines, that’'s what FERC does, he said.

SENATOR THERRI AULT said that in the past FERC commi ssioners have
i ndicated that going out to 105 percent was not considered to be
a subsidy. Cearly, wunder that old rule you could see an
increase beyond what you signed for initially and it still
woul dn’t be consi dered a subsidy, he stated.

MR. VAN TUYL said he too has that understandi ng and he i nmagines
that’s why FERC | ooks at it on a case-by-case basis.

SENATOR THERRI AULT observed that the |anguage about the
rebuttable presunption for rolled-in nethodology is sonmewhat
unusual. In his view that’s because Congress directed that the
line is to be constructed in a way that fosters conpetition and
exploration. He asked if he believes that that’'s why the
rebuttable presunption is there.

MR. VAN TUYL said it would be speculative for him to answer
that. He understands that the |anguage in ANGPA required setting
rules to encourage exploration. He reiterated that BP has no
problem with rolled-in rates. The issue is that AG A could
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result in a rate increase of significantly higher than 15
percent and that could raise the subsidy specter.

10: 19: 31 AM

SENATOR THERRI AULT noted that the producers continue to talk
about a line running to Chicago, which would nean that about
two-thirds of the line would run through Canada where rolled-in
rates are the norm He asked why it isn't a problemthere.

MR. VAN TUYL said the regulatory body in the US. 1is the FERC
and the regulatory body in Canada is the NEB and BP is happy to
abi de by the regul ations that are provided.

SENATOR THERRI AULT asked why it’s a problemto live with roll ed-
in rates on one-third of the line if it’s not a problem on the
two-thirds that runs through Canada.

MR. VAN TUYL again stated that BP does not take issue with FERC
saying that for this project there wll be a rebuttable
presunption of rolled-in rates. The concern is that the FERC
| anguage highlights that the nethodol ogy should not result in a
subsidy. “The issue we have is with the subsidization, not wth
the rolled-in rate.”

SENATOR HUGGE NS recommended that the state have an upfront
conversation with FERC and ask for answers to the subsidy
guestion. This is a provision that needs to be exam ned fromthe
pi pel i ne conpany’s perspective, he stated.

CHAI R FRENCH st at ed agr eenent.

SENATOR W ELECHOWSKI asked what Canada’s position is on
subsidization and if it has a presunption of rolled-in rates.

MR. VAN TUYL said he would do sone research and get back with a
conpl ete answer.

SENATOR W ELECHOWSKI commented that it doesn’'t nmake a |ot of
sense if two-thirds of the line has rolled-in rates and the rest
of it doesn’t. He also asked how it’s possible to have an
i ncrease of greater than 15 percent.

MR. VAN TUYL explained that BP has four concerns with this
portion of the bill. Three are technical and one is the
overriding policy 1issue of subsidization. He explained the
fol | ow ng:
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The technical concerns result in the statenent that we

think that it could be nore than 15 percent.

| anguage of the bill relates to — this 15 percent

related to the initial, nmaxinmum recourse rate to
downstream term nus. Those are three terns in

The

IS
t he
t he

bill. Each one of those could result in that nunber

bei ng hi gher than 15 percent.

Initial because typically for rate-making purposes, a
toll is levelized for a period and it depends on
what’s ultimately negotiated between the shipper and
the custonmers. It could be 10 years, it could be
longer, it could be shorter. But after that period of
| evelization, as the pipeline depreciates, the tol

drops. And so if you're in the period where the toll
is dropping, but you're still relating back to the
initial rate, then the 15 percent is going to 16, to

20, to a larger nunber. That’s one nmanner in which
magni t ude coul d be nore than 15 percent.

The second relates to the nmaxi num recourse rate

t he

And

typically rates between custoners and pipeline
conpanies are negotiated rates. And those negotiated
rates are typically less than the maxi num recourse

rate—20 or 15 percent, as much as 30 percent |ess

some cases. There’s another if you're relating to
maxi mum recourse rate and you have a negoti ated

in
t he

rate

that’s 15 percent wunder the maximum recourse rate,

then you're actually talking about a gap there of

percent —aot 15 percent.

The third issue relates to the downstream tern nus.

the downstream termnus.is Chicago—don’'t know if
need to build new pipe to Chicago or a portion of

pipe and | don’t know how the downstream term nus

30

| f
we
new
is

defined. But if the expansion is only for a portion of
the pipe, upstream let’s say it’s all the way from
Alaska to Alberta. But the rate that you' re neasuring

the increase against goes all the way to Chicago.

That

could add 50 cents, 75 cents to the anmobunt that you're

nmeasuri ng 15 percent agai nst.

MR VAN TUYL said those three elenents could result

increase that’'s significantly higher than 15 percent.

10: 26: 18 AM
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SENATOR THERRI AULT said the conmittee should consider nodifying
the language to address all or a portion of those concerns and
he believes the adm nistration is in agreenent.

CHAIR FRENCH referenced Senator Therriault’s previous tariff
exanpl e and asked if BP would consider that to be a subsidy.

MR. VAN TUYL said he couldn’t answer the question because he
doesn’t know what FERC woul d use to nake the determ nation.

CHAI R FRENCH restated his question. “Wen BP.appears before FERC
to have its say on that tariff adjustment, would BP be arguing
that going from 85 cents to 95 cents is a subsidy or would it
not ?”

MR. VAN TUYL replied he would need nore information because it
woul d depend on a nunber of factors such as fuel usage. That's
why FERC didn't give a definitive answer to that question, he
sai d.

10: 28: 24 AM
CHAI R FRENCH said “Fair enough.”

MR. VAN TUYL said the federal law made it clear that for
mandat ory expansions, FERC shall ensure that the rates do not
require existing shippers to subsidize expansion shippers. In
Order 2005, FERC put in place a rebuttable presunption of
rolled-in rates for expansions provided it did not require
subsidization by initial shippers. He read the following from
O der 2005:

125. In concl usion, to provide guidance to
potential shippers in advance of the initial open
season that is the subject of this rule, the
Commi ssion intends to harnonize both objectives
(rate predictability for initial shippers and
reduction of barriers to future exploration and

producti on) in desi gni ng rates for future
expansi ons of any Al aska nat ur al gas
transportation project. It is consistent wth our

guiding principle that conpetition favors all of
the Comm ssion’s custoners, as well as with the
objectives of the Act, to adopt rolled-in rate
treatment up to the point that would cause there
to be a subsidy of expansion shippers by initial
shi ppers, if any subsidy were to be found.
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MR. VAN TUYL said that a provision requiring a subsidy for not-
yet-ready shippers at the expense of initial shippers would be a
di sincentive for potential shippers participating in an open
season.

10: 30: 47 AM

VR. VAN TUYL referred to slide 6 and said a second
recommendation for a successful gas pipeline is to avoid
exclusivity. Sections 410 and 540 of AGJA would result in an
exclusive winner before work is done and state funds would be
awar ded based on prom ses rather than results. This may preclude
a successful project from noving forward, he said. BP
understands that expedited regulatory handling is only offered
to the licensed project and that the state could be penalized
for assisting a conpeting project, but that approach could
conflict with federal law and regqgul ation, which favors
conpetition and nmarket involvenent in the choice. Although the
selection criteria wunder Section 180 is as transparent as
possible, it |eaves the fundanental question of whether the
state should pick an exclusive w nner based only on a proposal
BP is concerned with that approach. Instead it supports open
conpetition in the marketplace. FERC requires that the market
denonstrate the desire for an application before awarding a
certificate to an applicant and that’s what happens in a
successful open season, he said.

MR. VAN TUYL said that the Alaska Natural Gas Pipeline Act
(ANGPA) is a good nodel in which expedited regulatory handling
is provided to any project. BP understands that fromthe state’'s
perspective a nunber of specific things that are desired from
any project. That includes things such as jobs, training for
Al askans, gas access for Al askans, and pipeline expansions. BP
supports all those objectives, he said.

10: 33: 46 AM
SENATOR W ELECHOWBKI asked if ANGPA is the federal nodel

MR. VAN TUYL replied that’'s the federal |egislation that passed
in Qctober 2004.

SENATOR W ELECHOWSKI asked if he sees any conflict between AG A
and ANGPA.

MR. VAN TUYL said the areas of conflict are conplicated, but BP

thinks that the ANGPA nodel provides expedited regulatory
handling to any project. AGQ A says expedited handling will be
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provided only to the project that’s selected. Those concepts are
different, he said.

SENATOR W ELECHOWSKI asked if his wunderstanding is that any
group that is not selected as the winner could still get federal
expedi ted regul atory assi stance under ANGPA.

MR VAN TUYL said he isn’'t sure how t hat woul d work.

10: 35: 56 AM
SENATOR W ELECHOWBKI asked if an unsuccessful applicant under
AG A could still go ahead with the project. The difference being

that there would be no forthcom ng benefits under AQ A

MR. VAN TUYL said the concern is that BP isn't sure how the
regul atory support that’s required to advance any project would
work for an entity other than the successful I|icensee. AlSso,
there’s potential for the state being penalized for providing
certain kinds of assistance. It’'s different than the federal
nodel that expedites any project so that a successful project
energes. That’s the fundanental nexus of the concern, he said.

SENATOR W ELECHOWSKI pointed out that the state would still have
the obligation to process materials from an unsuccessful
licensee. The difference is that there wouldn't be an AQJA
coordi nator present to expedite the process.

MR. VAN TUYL said his understanding is that the benefits of the
AG A coordinator are exclusive to the licensee. BP's concern is
what the breadth of the inducenent that’s offered under AGQA
entails. If the state could be penalized for providing expedited
regulatory handling to another project he questioned whether
t hat other project could advance.

10: 37: 49 AM

SENATOR HUGGE NS referenced the statenment that AG A may conflict
with federal |aw and regul ation and suggested the conmmittee get
an answer to that and put the issue to bed.

CHAIR FRENCH said he would forward the question to |egislative
| egal .

10: 38: 31 AM

CHAI R FRENCH opi ned that the topic of exclusivity will be hotly
contested, but from the perspective of nmany Al askans BP,
ConocoPhi |l l'i ps, and Exxon have had a sort of exclusivity for 30
years and a pipeline hasn’t been built. Last year the process
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wasn’t successful and nobst Alaskans want ground work on the
project to start next year. The only way that’s going to happen
is for the state to say it’s about to pick a winner. If you're
not ready then we’'ll get on a different pony and try to ride
that one. If you are ready then bring us sonething this sumer.

10: 40: 06 AM
MR. VAN TUYL said that once the resource terns are defined, the
pipeline will follow “To ensure that the pipeline gets built,

that’s going to be the single key enabler.”

10: 40: 59 AM

MR. VAN TUYL continued the presentation and said that AGQA
doesn’t sufficiently address the resource framework for getting
the project noving even though it is encouraging that it
recogni zes some inportant resource issues. He said that Section
310, page 16, seeks to address the royalty valuation issue, but
the terns don't provide sufficient clarity to justify making the
required firm transportation conmmtnents. He explained that the
royalty valuation provisions depend on future regulations and
neither the shippers nor the |egislature knows what they m ght
say. Evaluation regulations would allow for retroactive
adj ustments and the regul ati ons associated with royalty-in-val ue
to royal ty-in-kind swi t chi ng i mply t hat r easonabl e
di sproportionate costs and r easonabl e interference wth
marketing is okay. | don’'t know how to evaluate that when | run
proj ect econom cs, he said.

Section 310(a)(3), page 17, seeks to address royalty issues
associated wwth RV to RIK switching. This is inconpatible with
the long-term arrangenents required to nake a gas pipeline
proj ect happen, he stated. It is problematic because if the
state chooses to switch from RIV to RIK the shipper would need
to cone up with additional gas to satisfy its custoners in the
mar ket pl ace. Another problem is associated wth obtaining
capacity on the pipeline if the state chooses to switch. For
exanple, if the state originally elected to takes gas in val ue,
t he shi pper would have obtained capacity to be able to ship the
state’s share of the gas. If the state then switched to value in
kind it could result in stranding downstream capacity that the
shi pper had obtained on behalf of the state to transport that
gas. That raises the question as to who would pay for cost of
that unused downstream capacity. AG A leaves the solution to
future regulation, which would allow the Iessee to bear
di sproportionate costs and potentially interfere with |ong-term
mar ket i ng.
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Section 320, page 19, includes a provision related to gas

production tax, but that tax rate will not be known until after
the open season is concluded so a shipper wouldn’t know what the
production tax would be wuntil after having made the firm

transportation comrtnent. Also, the gas production rate is only
established for ten years. That is a fraction of the period that
shi ppers wll probably be required to nmake their firm
transportation commtnents. Furthernore, AG A silent on the many
ot her paynents nmade to the state, which constitute the majority
of industry paynents.

CHAIR FRENCH said in all fairness the gas production tax should
be fixed sonetine before the open season begins so an entity
could nmake its last final calculation on what its bid should be
for the gas. Referencing M. Scott’s presentation about net
present value of the flow of gas through the pipeline, he asked
M. Van Tuyl his opinion on the basic point that the maximm
risk to the conpany is during the first ten years. After that
time the effect of a tax rate is fairly negligible on the net
present value of the gas at the beginning of the term

MR. VAN TUYL said he would address the concerns that that
presentation raised in due course. “There are nmany things that |
woul d take issue with and hope to discuss in nore detail,” he
added.

CHAI R FRENCH asked if he would specifically address the question
of net present value or if it would be addressed in a different
format.

MR. VAN TUYL agreed to address the topic now First, he said

when evaluating a project there are many different indicators,
but the ability to generate |ong-term cash distinguishes gas
projects around the world. That’'s why mdstream nega gas
pipeline projects are comonly built on the back of fiscal
stability agreenents. The project payout nmay be neasured in
decades so certainty over a long period is required and is
consistent with the firm transportation comrtnents that are
typically required to underpin these projects. For a project of
this magnitude we would reasonably expect it to be up to 30
years out, he stat ed.

10: 48: 06 AM
SENATOR W ELECHOWSKI asked if he agrees that giving that kind of
fiscal certainty would require change to the state constitution
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MR VAN TUYL said he does not agree. BP believes it’s
constitutional for the state to enter a contractual arrangenent
to define the rules of take. “W believe that the arrangenent
that was proposed before was constitutional.” W were confident
enough in that assessment that we committed to spend $125
mllion to continue advancing the project. If the issue were to
be chall enged it woul d be decided by the courts, he added.

CHAI R FRENCH sai d he doesn’t know how the court w |l decide, but
the real question is how to get a gas pipeline built regardl ess
of how the decision conmes down. If your conpany is wong are you
still willing to build a pipeline basing your tax stability on
the fair and even-handed tax treatnent you ve gotten from this
| egislature for the last forty years?

MR. VAN TUYL said he believes BP is right, but if the court were
to nmake a decision counter to that BP would need to nmke an
evaluation at that tine.

10: 51: 03 AM

SENATOR W ELECHOWSKI pointed out that BP is doing business in
pl aces such as Chad and Angola that are nowhere as stable as
Al aska. How do you get fiscal certainty in a country where there
could be a mlitary coup at any nonent, he asked.

MR. VAN TUYL explained that political risk relates to the
jurisdiction in which a conpany does business while the fisca
risk is nmore a function of the project that a conpany is |ooking
to invest in. Any project that requires a financial conmmtnent
that spans decades requires sufficient fiscal certainty to
warrant the project.

SENATOR W ELECHOWBKI said it all cones down to politics. “I'm
sure you had fiscal certainty in Venezuela when you went in
there and now you have a 90 percent tax rate and you ve had the
oilfields nationalized.” | don't see how you could get better
fiscal certainty in those countries than in Al aska, he said.

MR. VAN TUYL said in evaluating the forward economcs of the
project it’s necessary to know what the paynents to governnent
will be for decades. Once the investnent is nmade it would be
very rational for a governnent to take another |ook at what the
governnment take should be. “That’s a huge risk for an investor
|l ooking to make firm transportation commitnents of tens of
billions of dollars.”

10: 53: 51 AM
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MR. VAN TUYL said it’s understood that the resource owners wl|
bear the cost and risk of building the pipeline either directly
or indirectly. It's the resource that drives the construction of
the pipeline so solving the resource issues with clarity is key
to advancing the project. “Just like Wall Street needs to know
the rules before | ending noney, resource owners need to know the
fiscal rules that wll govern the project before naking
commitnments that wll enable the project to advance.” The
details of an upstream framework are conplex and BP is concerned
that the provisions of Sections 310 and 320 don't adequately
address those upstream issues. Thus far there have been robust
di scussi ons between senior managenent and the governor and her
staff, but the level of interaction wth the conm ssioners and
their staff has been a disappointnent. Utimtely that’'s where
the problemw Il be solved so additional discussion is welcone.

10: 55: 52 AM

MR. VAN TUYL said he's concluded that the nature of firm
transportation conmtnments isn't fully understood. He explained
that FTs are typically obligations that the resource owners or
shi ppers make to ship or pay and they re needed by the pipeline
conpany to get financing. “Validating just how inportant they
are, we’'ve heard sone very sinple and straightforward coments
from pipeline conpanies who' ve testified in the past couple of

weeks. TransCanada has said, ‘No custoners, no credit, no
pipeline.” In this context customers neans shippers. Enbridge
put it even nore sinply by saying, ‘No producers, no pipeline.’”
Those statenments are not political, they re about financial

truths of gas pipeline projects. FTs are a binding financial
obligation in which the shipper commts to pay the pipeline
conpany for use of its service regardless of whether the shipper
delivers gas to the pipeline. Another inportant point is that a
conpany doesn’'t need any gas resource to enter into the
commtnment. Any conpany that neets the standards of credit
wort hiness that the pipeline conpany sets is free to bid for
capacity. Gas pipelines are open access so anyone is free to
obtain capacity if the required conmtnents are made.

MR. VAN TUYL continued to explain that because FT comm tnents
are financial obligations, they must be disclosed in FCC
filings. “Clearly a firm transportation conmmtnment of this
magni tude.wi || be taken into consideration by financial entities
| i ke banks when evaluating our conpany.” Once the commtnents
are made, the pipeline conpany uses them to obtain financing
from the financial markets, provide coverage for the financing
and get a return for the pipeline.
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MR. VAN TUYL posed an exanple where a successful open season was
held and the pipeline was financed built and in operation. Then
for sone unforeseen reason the pipeline goes bankrupt. At that
point the lenders would turn to the FT conmtnents nade by the
shippers to get repaynent. The |enders would receive those FT
paynments because they are a real financial commtnent. M. Van
Tuyl explained that the reason BP takes exception to sone of the
nunbers that were shown previously, and Senator W el echowski
pointed it out, 1is that for an independent pipeline the
econonmcs were shown to be high double-digit returns whereas
with a producer ownership they were lower. That's because FTs
weren’t taken into consideration. To properly evaluate project
econonics they sinply nmust be taken into account, he stated.

MR. VAN TUYL enphasized that the scale of the commitnents is
often over sinplified. It’s not just the capital cost of the
proj ect .

10: 59: 42 AM
SENATOR W ELECHOWBKI asked if he agrees that BP' s |eases require
it to put gas into the pipeline if it’s reasonably profitable.

MR. VAN TUYL replied he isn't famliar with specific |anguage
but he does know that BP has and will continue to abide by its
| ease requirenents.

SENATOR W ELECHOWBKI said this is a critical question because if
the |ease agreenent requires a conpany to put gas into the
pipeline if it’s reasonably profitable, then he doesn’'t see how
a conpany coul d refuse.

MR. VAN TUYL replied he didn't believe the | anguage of the |ease
actually contains that phrase, but he would verify that. *“But
clearly if we saw the opportunity for the project that was
depicted here of high double-digit rates of return we would
absolutely be pursuing that project.” The project doesn’t appear
to be that robust and it appears to have trenendous risks, he
sai d.

SENATOR W ELECHOWSKI asked if BP has devel oped spreadsheets that
show rates of return and net present val ue.

MR. VAN TUYL replied they have made estimates of the project
econonmi cs, but they haven’t done a bottons up cost estinmate.

SENATOR W ELECHOWSKI asked if it’s a profitable project.
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MR. VAN TUYL replied it has the potential to be profitable if
the resource terns are established such that the investnment can
take place. Right now it’s too uncertain because the capital
cost is wunknown. W don’t know if it’'s profitable now, he
st at ed.

SENATOR W ELECHOWEKI expressed amazenent.

MR. VAN TUYL said BP believes there’'s a reasonabl e prospect, but
before that question can be answered with certainty BP would
need to know the capital cost of the project, the resource
terms, and the nature of the firm transportation commitnents.
Until those are defined the answer is “unknowabl e,” he stated.

11: 03: 31 AM

SENATOR HUGGE NS posed a scenario where a pipeline conpany
conducted an unsuccessful open season, but because of the terns
in ADA it was conpelled to continue on to pursue a FERC
certificate. He asked how such a scenario would inpact a
producer |ike BP

MR. VAN TUYL said a successful open season has three essenti al
elenents: 1) knowing the cost of project; 2) knowing the
resource ternms; 3) the nature of the FT. If those three el enents
are in place he’'d be fairly confident that it would be a
successful open season. He added that he doesn’'t understand why
a conpany would commit to a project if doing so would expose it
to massive loss. That’s one scenario where the open season would
fail, he said.

11: 07: 05 AM
CHAIR FRENCH posed a situation in which BP did not win the
license, but was still interested in making a FT commtnent.

“Woul dn’t you conpare your internal estimate of what you think
the cost is going to be to what the pipeline is saying it’s
going to be just so that you can nake the best educated guess
that you can when you nom nate your gas?”

MR. VAN TUYL said absolutely. He added that it’s common for the
pi peline conpany to consult with its custonmers before an open
season to ensure that its custonmers are interested in the
service that the pipeline conpany envisions.

CHAIR FRENCH asked if he agrees that under AG A an open season
woul d take place within 24 nonths.
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MR. VAN TUYL said his understandi ng, depending on the draft, is
that it would be either 24 or 36 nonths.

SENATOR THERRI AULT said if a conpany proposes to be a mgjor
shipper it’s not uncommon for it to enter into an agreenent with
the proposed builder to have significant oversight and perhaps
outright control of the construction project even though it is
not that conpany’s construction project.

MR. VAN TUYL replied that any range of comrercial agreenents can
be negotiated. Wiat wll be inportant is that the pipeline
conpany deliver the project that’s being negotiated. Perhaps
that would be a term of negotiation, he added.

SENATOR THERRI AULT asked M. Van Tuyl if he had additional
slides on the FT issue.

MR. VAN TUYL said no.

SENATOR THERRI AULT said he asked because he believes that this
is a mpjor point of disagreenent. He said he appreciates that
today he didn't use the term debt because even though the $144
billion commtnment to pay for transportation may be a drag on
the corporate bal ance sheet, the fact is that you may be able to
book a $200 billion or $300 billion asset.

11: 10: 36 AM

MR. VAN TUYL said that’'s not quite correct. He explained that BP
woul d nake the FT commtnents at the open season and typically
that event would not result in the reserves being noved from
known resource to proven reserves. That usually takes place sone
years |later after the project is actually sanctioned, he said.

SENATOR THERRI AULT asked if it's footnoted initially as a
possi ble obligation and after certification it beconmes a sure
t hi ng.

MR. VAN TUYL said it’'s a binding obligation in the period when
the binding agreenents are signed. The fact that the obligation
has been entered into is reflected to the FCC

SENATOR THERRI AULT asked when the value of the reserves is
actual Iy booked.

MR. VAN TUYL said booking of the reserves occurs at project

sanction. That typically occurs once the FERC certificate is
issued and the record of decision has been reviewd and
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finalized. Once the conpany has commtted its portion of the
capital, the auditors make sure there is the requisite corporate
authority to release funds to go forward with the project.
Typically, at that point the auditors would allow a conpany to
nove the reserves fromknown to proven

SENATOR THERRI AULT said but even after project certification you
don't actually start making paynent on the obligation until the
first gas flows. You're able to book that value and maybe four
years later you start making the paynments. Even then you don’t
transfer $144 billion in capital. It’s just the transportation
obligation for that first year.

MR. VAN TUYL said the obligation is in the total anmount and for
the entire term Also, another obligation that has to be taken
on and reflected is the conpletion guarantee. That would be a
term of negotiation between the builder and the shippers, he
sai d.

11:13: 24 AM

MR. VAN TUYL continued the presentation and said the concl usion
is that FT conmitnments do represent real risk to the resource
oWners.

MR. VAN TUYL said that slide 9 depicts that in a project I|ike
this, all the risk reside with the resource owners. Those
include: price risk, fiscal risk, production risk, toll risk,
fiscal/schedule risk, cost risk, and finance risk. BP believes
that those that bear the risk are comrercially notivated to
manage it downwards and thus should be in a place to nanage that
ri sk, he said.

11: 14: 49 AM

MR. VAN TUYL said in sunmary BP wants and needs a successful gas
pi peline. It supports an open and transparent process leading to
a mutually agreed to framework that allows the project to
advance. Furthernore, BP believes that an open and transparent
review should involve the legislature supporting the framework
that the governor has already committed to. The judicial branch
should review the framework to ensure that it is constitutiona

and the people of Alaska should be consulted. The m dstream
details should be addressed such that they encourage the best
solution by allowing industry to offer objectives rather than
having them presupposed up front. The issue of subsidization
should not be required. Actual narketplace perfornmance should
determine the wnner rather than selecting a wnner before
performance is started. Finally, agreeing on the wupstream
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framework is critical because resource issues nust be resol ved
for the project to proceed.

11:16: 30 AM

SENATOR THERRI AULT referenced antitrust issues and asked if he
agrees that if the producers were to propose purchasing an
existing oil pipeline, the federal governnent would |ikely place
stipul ations on the purchase

MR. VAN TUYL said he doesn’'t know what the federal governnent
m ght do.

Recess from 11;:17:36 AMto 11:28:19 AM

CHAI R FRENCH reconvened the neeting and asked M. Hanley to
present Anadarko's perspective.

MARK  HANLEY, Public Affairs Mnager in Alaska, Anadarko
Petroleum relayed that as an explorer Anadarko is generally
aligned with the producers, but it does have sone differences.

MR. HANLEY showed a map reflecting Anadarko's investnment on the
North Slope and said that the partnership with ConocoPhillips
has been beneficial. In response to a question he expl ai ned that
the green areas depict operating fields. Anadarko continues to
be keenly interested in access to a pipeline and has been
consistent in its effort to get fair access at a reasonable
rate, he stated.

MR. HANLEY answered a recurring question and explained that
Anadarko wll continue to drill so it can nmaintain current
| eases and so it is ready for either the initial open season or
the first expansion. Because of the incentives Anadarko would
prefer to be in the initial open season, but under the tinelines
it’s unlikely, he added.

11: 34: 56 AM
MR. HANLEY stated general support for the AQ@ A process, which
provides opportunity for input on the initial |egislation,

during the public comment on the submitted applications, and
during the legislative review. Arguably it also provides a bit
of conpetition. However a |long-standing concern relates to
letting the marketplace decide in when there really is no
conpetition. Before the recent change at Pt. Thonson, three
conpanies controlled over 90 percent of the gas. Wen the
pi peline was debated in the 1970s a |lot of concerns were voiced
because of the likelihood that the producers would control the
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resource and own the pipeline. Those things cause additional
concern, he said. It shouldn’t be prohibited, but extra scrutiny
and extra stipulations are warranted. That’'s part of what AG A
provi des, he said.

MR. HANLEY said the process |lays out “nust haves” that wll be
required of any applicant and as an explorer we |ike them and
bel i eve they ought to be in the bill.

11: 37:16 AM
SENATOR W ELECHOWSKI asked if he agrees with BP that the
exclusivity of AG A rai ses concerns.

MR. HANLEY replied Anadarko has not been opposed to exclusivity.

11:39: 11 AM
MR HANLEY stated that Anadarko supports the nmandatory
provisions on access and rates. It's appropriate that the

pi peline conmpany is required to assess the market demand for
expansi on every two years. After that, it’s critically inportant
that the pipeline conmpany is willing to conmt to expand in
reasonable increments on reasonable terns. Anadarko al so
supports rolled-in rates up to 15 percent above the initial rate
and the agreenent not to enter into negotiated rate agreenents
that would preclude those rolled-in rates. These provisions are
reasonable, they fit together, and they are critical to ensure
nor e expl orati on.

MR. HANLEY said Anadarko is notivated as an explorer without
identified gas, but he mght be arguing a different side if his
conpany had a large gas reserve and didn't want to explore. He
suggested it would be interesting to ask which hat the producers
are wearing when they're testifying because they certainly have
different notivations than pipeline conpanies. For exanple, when
a pipeline conpany acts as a consolidator it mght argue to FERC
that it should get a 20 percent rate of return because the pipe
is risky. The normal tension is set up because the shippers
woul d argue that from their perspective they are really taking
all the risk

11:42. 07 AM
CHAI R FRENCH asked where in the process that decision gets nade.

MR. HANLEY said he doesn't know, but he could get the answer. He
continued to explain that the tension that he described is
normal , but the concern that Anadarko has relates to a conpany
that wears both hats. If you have a producer owned pipe, they

SENATE JUD COW TTEE -21- April 14, 2007



absolutely want the | owest cost, but what is their incentive on
the rate? He said he suspects that the overall incentive in an
integrated conpany would be to have the |owest cost and the
hi ghest rate of return. You could sort of pay yourself and
reduce the well head value, which neans that severance taxes and
royalties to the state would be | ess. Anadarko woul d be affected
because it isn't a pipeline owner. GCbviously we would get the
| oner severance taxes, but we would get that because we would be
paying the higher rate. The difference is that we wouldn't be
putting it into our own pocket, he said.

11: 43: 57 AM
SENATOR HUGGE NS asked if he is saying he doesn’'t want a producer
owned | i ne

MR. HANLEY said his conpany has testified previously that it
would be nore confortable wth a third-party owned pipe, but
it’s all relative because the producers bring some benefits as
well. Additional stipulations are justified, he said. "“You saw
sone of that in the FERC regulations and | think that’s why we
support sone of these provisions here.”

SENATOR HUGA NS asked what he thinks about having a divestiture
requi renent if the producers becone a nmgjority holder of initial
owner shi p.

MR. HANLEY said he’d need to think about that, but what’s really
inportant is to nmake sure that the appropriate terns and
conditions are established from the beginning. Acknow edging
that the conpani es have differences of opinions about what those
are, he reiterated that that's why Anadarko supports the
provisions in this particular bill.

SENATOR HUGA NS stated that he would be 100 percent against any
concept that caused the producers to have sone control factor
that worked to Anadarko and the state’'s detrinent for expansion
and greater exploration.

SENATOR THERRI AULT asked if a lot of Anadarko’ s concern springs
from oil production issues and the current TAPS tariff struggle
wi th the producers.

MR. HANLEY said he isn't sure that’s what it stems from but the
producers are | ooking out for their corporate interest. They' re
getting a rate of return and Anadarko is challenging it before
FERC arguing that the rates are $3 a barrel too high at today’s
rates on the TAPS. He noted that the RCA decision suggested
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over-collections of $10 billion up to about 1997. obviously
that’s a matter of concern because the producers will push the
envel ope to the extent that they can. Returning to the origina
poi nt about ownership, he said that if the producers didn’t own
the pipe, the pipe mght be proposing sonme of these things to
get those rates of return.

11: 47: 35 AM

MR. HANLEY referenced the statenment that AG A could result in
one party subsidizing another and said AG A doesn’'t require a
subsidy; it requires the pipeline to request rolled-in rates up
to a certain level. It’'s up to FERC to decide whether or not
it’s a subsidy. The distinction is that the producers may never
propose a rolled-in rate if they owmn the pipe. Even in Senator
Therriault’s scenario, they mght not ask for the increase to be
rolled-in. “Wuld you want your rates to go up at all even if
it’s not a subsidy?” He enphasized that the key for Anadarko
would be to ask for rolled-in rates. The shippers are free to
argue against it, whether the conpanies are affiliated or not,
and FERC wi || decide under its rules.

11:49: 57 AM
SENATOR W ELECHOWSKI asked if he would object to tightening the
| anguage in the bill to address the suggestion that the increase

could be nore than 15 percent.

MR. HANLEY said he believes there are legitimte issues to
support tightening the I|anguage, but he doesn’'t have any
speci fic suggesti ons.

11: 51: 08 AM
SENATOR THERRI AULT asked if he agrees that the “must haves” in
AGA wuld force the pipe to operate sonewhat Ilike an

i ndependent pipe even if the major producers were the owners.

MR. HANLEY said yes, which is why it's appropriate to get the
producers to ask for rolled-in rates.

11:52: 10 AM
SENATOR HUGGE NS said if FERC isn’'t bound by the |anguage in the
bill, then whatever is witten will have m nor inpact.

MR. HANLEY said the tension is whether the pipe will ever ask
for arolled-in rate.
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CHAI R FRENCH asked if the presunption for rolled-in rates would
be overcone if the pipe were to ask FERC for an increnental
rate.

MR. HANLEY said not necessarily because you wouldn’'t know what
they m ght advocate for.

SENATOR HUGA NS added that the presunption is a special
provision and he assunes it's nore than a mnor statenent
witten on a piece of paper.

SENATOR THERRI AULT explained that it stems from the special

| anguage that Congress gave for developing this particular

package of regulations. At that tine the state, Anadarko, and
the Departnment of Interior testified before FERC in favor of

having rolled-in rates, but FERC was only wlling to go as far

as a presunption. The state’'s position was that it wanted
rolled-in rates so it is a concern to suggest changing the
| anguage to say it’'s just a presunption and that the state won't

require conpanies that want to nomnate for capacity to support

rolled-in rates. “I’m not sure why we would back off at this

point from what we ve been asking for for the |[|ast—probably—
three years,” he stated.

11: 54: 59 AM

SENATOR HUGA NS noted that the administration indicated it has
the data to shed light on this. W need to see what the
paraneters are because it’s an unanswered question, he said.

CHAI R FRENCH asked when the information would be forthcom ng.

SENATOR HUGA NS said it’s outstanding and he assunes it’s being
wor ked on. “The administration agreed--to |eave the |anguage in
unti | the question was answered.” He said that t he
adm nistration isn't at odds with the resources conmmttee or the
Senate; it was an agreenent.

11:55: 59 AM

MR. HANLEY read paragraph 124 from Order 2005 to address the
question of whether or not a $1 tariff that went to 85 cents and
then 95 cents woul d be a subsi dy.

W cannot at this point, without a specific project
proposal or the facts surrounding a proposed expansion
before us, define exactly what will be required to

overcome the presunption. As a general matter, we have
historically not favored requiring existing shippers
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to subsidize the rates of new shippers. W do not
intend to discard this principle, but rather to
indicate that we wll not lightly authorize expansion
rates that would have an unduly negative inpact on the
exploration and developnent of Alaska reserves.
Wtnesses at the technical conference acknow edged
that defining subsidization is difficult wthout
specific facts to review, and that fact was restated
in several of the coments filed. W agree. But a
basi ¢ observation may be useful here. For exanple, a
rolled-in expansion rate that is less than or equal to
the rate paid by the initial shippers would not be
considered a subsidy. Wiether a rolled-in expansion
rate that is higher than original rates is a “subsidy”
is a question that necessarily wuld have to be
reviewed in the context of a future NGA section 7
filing. At that tine, Pacific Star’s argunents
relating to whether the federal government’s | oan
guarantees and accelerated depreciation amunt to a
“subsidy” of initial shippers’ rates nmay be raised.

MR. HANLEY said it gets conplicated because sone are arguing
that an initial shipper’s rates are already subsidized through
federal |oan guarantees and accel erated depreciation. He opined
t hat that shouldn’t be consi dered.

CHAIR FRENCH said it seens relatively black and white that you
can’'t get a subsidy when you're under the initial rate.

MR. HANLEY agreed and said he nentioned it because it does seem
to directly answer that particul ar question.

SENATOR THERRI AULT highlighted a conversation he had wth the
adm ni stration about where the 15 percent figure cane from He
| earned that the administration |ooked at whether the faster
depreciation and access to the federal |oan guarantee is an
actual subsidy that the initial shippers take. Perhaps that
initial $1 rate really would have been $1.15 if there were no
federal incentives. FERC will need to take those things into
consideration in the future, he said.

MR. HANLEY said the provision that requires asking for rolled-in
rates is inmportant and the provision requiring expansion in
reasonable increnments is also valuable. He explained that the
FERC process provides for two avenues for expansion—voluntary
and nmandatory. The voluntary process seens to be where everyone
is relying on the presunption of rolled-in rates, but the
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pipeline could say no and force the nmandatory process.
Qobviously, we’'re not absolutely confortable that we’'ll end up
with a voluntary expansion and a presunption of rolled-in rates,
he stated.

12: 01: 44 PM

MR. HANLEY showed a graph of expansion tariffs to denonstrate
how 4.5 bcf/day mght be expanded and what indicative rates
mght be. At 4.5 bcf/day the tariff is $1.62. After the first
conpressi on expansion the capacity increases by 1 bcf/day and
there’s a an increnental tariff of $1.07 and a rolled-in tariff
of $1.47. Everybody’s rates go down. That's the way FERC woul d
do it in the Lower 48 and presunmably it would be the sanme in
Al aska, he said.

CHAIR FRENCH asked if the incremental approach would result in
the new shippers paying the $1.07 tariff since all they are
addi ng i s the conpression.

MR. HANLEY said yes, but FERC s general policy in the Lower 48
is toroll in the rates when the expansion reduces the rates and
go to an increnental policy it increases the existing rates.

CHAI R FRENCH asked if the net result of the expansion would be
to bring everybody’'s rate to $1.47.

MR. HANLEY sai d yes.
12: 03: 50 PM

SENATOR W ELECHOWBKI observed that the expanders are essentially
subsidizing the initial producers’ decreases.

MR.  HANLEY acknowl edged that there 1is debate about what
constitutes a subsidy. He was sinply explaining how FERC policy
typically works.

SENATOR THERRI AULT said it seens that whether it’s rolled-in or
increnental, the way the system works is that it’s rolled-in as
the price goes down and everybody benefits.

MR. HANLEY said yes, and Anadarko believes it would work the
same way under current FERC policy for Al aska.

Returning to the graph, he explained that it shows that the

second conpression expansion is nore expensive. At 6.5 bcf/day
the increnental tariff is $1.73 and when it’s rolled-in with the
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$1.47 tariff the conbined rate rises to $1.51, which is stil
lower than the initial rate.

After |ooping, the capacity is 7.5 bcf/day and the increnenta
tariff is an expensive $3.25, but if the rates are rolled-in,
the tariff is $1.71. The exanple denonstrates the potential
magni tude of a | ooping expansion and the tension that occurs in
the systemif the rates aren’t rolled-in.

12: 06: 41 PM
CHAIR FRENCH stated for the record that he's always found the
word “looping” to be msleading because the pipe is not being
| ooped. Rat her , new sections of pipe are built around
bott| enecks.

MR. HANLEY described looping in ternms of passing lanes on a
hi ghway.

CHAIR FRENCH asked if the folks that were already in the pipe
would pay an increnental tariff of $1.71 or $1.51 after the
| oopi ng expansi on.

MR. HANLEY said they’'d pay the $1.51 tariff.

SENATOR HUGGA NS asked for a tinmeline for seeing the $1.47
tariff.

MR. HANLEY said the first assunption is that a pipeline is going
forward, but it mght be 2014.

SENATOR HUGAE NS asked about a scenario where there’'s an
unsuccessful open season. “You have the gas and the state tells
the licensee to go to a FERC certificate.” Wuld you commt your
gas?

MR. HANLEY said if he has gas available at the open season and
the terms were right he mght have been there and commtted his
gas.

SENATOR HUGA NS nentioned the 5-year w ndow and an unsuccessf ul
open season and asked, “What would you see in that 5 year w ndow
assum ng you canme across sone volune of gas-still having an
unsuccessful season as a backdrop to the scenario.”

MR. HANLEY said they’'d make a judgnent at the tine because it’'s
a decision-tree process.
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SENATOR HUGGE NS said, “Your reaction is nmuch |ike sonme of the
others and rightfully so.”

SENATOR THERRI AULT said, but if you did find a sizeable reserve,
you may be begging for another open season and your success may
be what pronpts opening the question again.

MR. HANLEY said it could be, but it's all theoretical.

SENATOR THERRI AULT referenced the chart and asked what
guarantees two relatively cheap expansions after the initial
pipe. He asked if it isn't true that the pipe could be sized
initially at the step three conpression so there wouldn’t be a
cheap expansi on.

MR. HANLEY said his |ast slide addresses that question.

12:13:11 PM

SENATOR W ELECHOWBKI  asked if it’'s fair to say that if
i ncrenment al tariffs were allowed, we'd essentially cost
ourselves out of an expansion between 6.5 bcf/day and 7.5
bcf/ day.

MR. HANLEY said yes; wunder this scenario wth increnenta
tariffs the expansi on woul d not be econom c.

SENATOR W ELECHOWSKI reviewed the chart and asked if it’'s fair
to say that the state could potentially |ose hundreds of
mllions if not billions of dollars if increnental tariffs are
al | owned.

MR. HANLEY said there is that potential, but it depends on where
the gas cones from The nunbers, which came from the
admnistration, are illustrative and highlight the concepts. He
noted that TransCanada suggested that with 48 inch pipe, it
could expand from 4.5 bcf/day to 7 bcf/day and as long as the
rate is rolled-in, it would be lower than the initial rate. W'd
be happy with that kind of scenario, he said, because there's
lots of opportunity to conpete for that expansion capacity. He
said that |eads into Senator Therriault’s question about the
possibility of building a pipe that's fully conpressed from day
one. It could probably be designed that way and it would |ikely
be the |owest cost pipe that you' d have. However, the first
expansion would start on the | ooping and that woul d be risky.

MR. HANLEY said his last point relates to the current federa
court challenge of FERC authority. The producers want to
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elimnate Sections 157.36 and 157.37 relating to open seasons
for expansions and project design. W believe that the
protections provided in those sections are appropriate. W're
aligned with the state and FERC on mmintaining those rules, he
st at ed.

SENATOR HUGGE NS said one of his major concerns is getting into
the scenario where the pipe is under designed.

SENATOR THERRI AULT opined that Congress gave FERC the unusua

authority to mandate design changes because of that final $3.25
bar. Congress owns a lot of land up on the North Sl ope on behalf
of the U S «citizens and doesn’'t want to see its undiscovered
resource priced out of the market. It’s unlike the Lower 48
where you m ght have conpeting pipelines that can deliver from a
basin; this mght be the one and only pipeline. Congress knew
that and gave that specific direction to FERC. FERC understood
and came out with the particul ar package of rules, he stated.

12: 20: 25 PM
MR. HANLEY said that’s why we think this package with its
critical conponents fits nicely. In summary he said we |like the
AG A process and the opportunity to submt concerns. W like the
specifics, which nakes us nore confortable in going forward with
expl orati on.

SENATOR HUGGE NS commented he found the testinony refreshing and
bal anced. He said thank you on behalf of ny constituents; |
appreci ate your approach and believe Al askans do too.

CHAI R FRENCH agreed and t hanked Senat or Huggi ns for saying so.

SENATOR THERRI AULT asked if he had any comment on the discussion
regardi ng potential antitrust issues related to a producer owned
pi pel i ne.

MR. HANLEY said he doesn’'t have a comment.

SENATOR THERRI AULT asked if Anadarko would likely partner wth
anot her conpany to spread risk if it found sonething that | ooked
prom sing in the Foothills acreage.

MR. HANLEY said Petro-Canada and BG are already partners in the
Foothills. Cenerally, each partner has a one-third interest and
Anadarko is the operator. It’s a high risk frontier-type
exploration play so you want to share the risk
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12: 23: 14 PM

SENATOR THERRI AULT asked if he has any idea why the producers
woul dn’t want to share the risk of building the pipeline just as
they do for exploration and devel oprent.

MR. HANLEY said he didn't want to speak for the producers, but
he imgines they consider the three-way partnership as sharing
the risk. He's heard and would probably agree that the risk is
in the construction so controlling the cost is critical.

SENATOR THERRI AULT asked about the issue of needing long-term
fiscal stability on gas and oil.

MR, HANLEY said “W'd like as nuch long-term fiscal stability as
we can get.” The initial open season provides benefits that we
believe should apply for expansions because the sanme risks
apply, he added. That’'s a change we woul d suggest even though we
understand the notivation to provide incentive to show up at the
initial open season. From our perspective that «creates a
conpetitive advantage, he said.

SENATOR THERRI AULT said even though your conpany might not
participate in the initial open season, you don't appear to be
folding your tent and exiting the state so you nust see a
wor kabl e scenari o going forward.

MR. HANLEY said the conpany has a decision-tree process and it’s

too early to speculate on what it mght need. W Il go forward
and do what’'s necessary to hold our |eases and prove up sone
concepts. But, he reiterated, we're interested in fisca

stability for as long as we can get.

12: 27: 39 PM
SENATOR HUGA NS asked what exploration tax incentives Anadarko
m ght benefit from

MR. HANLEY said the PPT |anguage slightly inproved exploration
economi cs.

SENATOR HUGA NS asked himto think about what the state m ght do
to incent Anadarko and others to participate in future
expansi ons.

MR. HANLEY suggested having a debate around tax rate |evels and
tax credits for gas.
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SENATOR THERRI AULT highlighted a 30 page neno and two page
introduction from M. Shepler at Geenburg Traurig, evaluating
antitrust issues and what the producers mght need to do to
obtai n Departnment of Justice clearance.

CHAIR FRENCH said that sounds hel pful and he’d nake sure that
copi es are distributed.

Recess from 12:33:16 PMto 1:45: 39 PM

CHAI R FRENCH reconvened the neeting and announced the next item
on the agenda is a presentation from the Alaska Gasline Port
Aut hority.

BILL WALKER, General Counsel and Project Manager, Al aska
Gasline Port Authority (AGPA) and Paul Fuhs, Legislative
Director, AGPA, introduced thensel ves.

MR. WALKER stated that AGPA |likes AG A s open and transparent
process because it guarantees a level playing field. Hopefully
it will continue to be open to all participants, he said.

MR. WALKER explained that the Port Authority exists in part
because the Stranded Gas Developnent Act was not initially
effective. The idea was to provide a tax exenpt structure to
better the econom cs of a gas pipeline project in Al aska.

1:49: 33 PM

MR. FUHS added that the testinobny about going to nore genera
obj ectives and staying away from specific applications is sinply
code for returning to the Stranded Gas Devel opnent Act.
Furthernore, the coments about exclusivity are hard to take
seriously because under the last adm nistration those parties
were happy with total exclusivity. The calls to return to a
negoti ated agreenent with the admnistration is a call to return
to a non conpetitive back room process.

MR. WALKER said another reason not to go back to a negotiated
contract is that the contract had 30-45 years of concessions
calculated to be in excess of $10 billion and it didn't result
in a project. W’re pleased to see a new and prom sing way
forward, he said.

MR. WALKER expl ained that the Port Authority was forned to:
1. build a gas pipeline
2. provide a stable source of energy in Alaska that isn't
necessarily tied to a Lower 48 price index
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3. keep pipeline and liquefaction associated jobs in the state

4. direct net-project revenue sharing: 60 percent to the
state, 30 percent to nunicipalities, and 10 percent in
energy related benefits to rural Al aska

5. make gas available in state at the earliest opportunity

6. supply gas liquids to in state markets to the greatest
extent possible

7. provide market optionality for Al aska's gas

1:57: 50 PM

MR. FUHS explained that port authorities are used worldwi de to
facilitate and nmanage huge projects. Al the operations are done
by the private sector so it’s not a governnment operation other
than the board of directors that ensures that operation is in
the state’'s interest.

MR. WALKER enphasized that AGPA is the facilitator that wll
cause the gas pipeline project to happen. He displayed a slide
i ndi cating how and where industry |eaders wll be involved in
the conmponents of an AGPA project. The goal is to have a world
cl ass team avail able for the project, he said.

MR. FUHS added that the AG A process creates an atnosphere that
bri ngs people together. Although you ve heard that all the risk
goes to the resource owner, typically these projects are based
on a long-term contract to supply a certain facility. Sonmebody
does have to make a firm transportation commtnment, but it does
not have to be the resource owner. The producers have testified
that they would be willing to sell their gas to a third party
and that is another possibility, but whoever buys the gas wll
have to nmake the commtnent to nove it in the project. It
doesn’t have to be the people that hold the | eases on the North
Sl ope, he said.

2:02:15 PM
SENATOR W ELECHOWBKI asked about the market for natural gas in
the U S and on the West Coast for the life of the project.

MR. WALKER said AGPA research indicates that there’'s a long-term
need for natural gas in North America. Fields in Canada and the
Lower 48 are in significant decline while there’s an increase in
demand. Large industrial users of LNG are very eager to have LNG
from Al aska because the state has a good reputation, he stated.

SENATOR W ELECHOWSKI asked if he agrees with the ConocoPhillips

econonmi st who indicated that the U'S. is headed toward using
coal and nucl ear energy rather than natural gas.
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MR, WALKER said what we hear and see doesn’'t match w th what
t hose conpani es are doi ng el sewhere around the worl d.

MR. FUHS added that the Wst Coast uses about 10.5 bcf/day. The
new project there had one contract at 1 bcf/day and now they’'re
going out for another 1.5 bcf/day. For a project like this, it
doesn’t really matter if general demand goes up or down because
you're supplying a certain anmount to a certain facility under
contract.

2: 06: 50 PM

MR. WALKER di spl ayed a map of the AGPA project and described the
48 inch line from Prudhoe Bay to the gas conditioning plant in
Val dez. The economics are sufficient to pre-build to Delta
Junction for a line through Canada if that takes place, but it
could al so be used for expansion. The LNG facility in Val dez has
a fractionation facility that strips the propanes. Currently
there’s a premummarket for that in Asia, he said.

CHAI R FRENCH asked how rmuch gas the base case project proposes
to nove.

MR. WALKER said the base case is 1.2 with a naximumof .5 for in
state so the total would be 1.7.

2:07:59 PM
MR. WALKER described the project status as foll ows:
1. The project route is permtted
2. The 12 senior permts have been acquired. AGPA purchased
exclusive right to the Yukon Pacific Corporation several

years ago and spent in excess of $100 million to permt
the route. State and federal rights-of-way, the federal
environnmental inpact statenent, and the LNG termna

permt in Valdez have all been received.

3. Bechtel Corporation supplied cost estimates and AGPA is in
the process of updating the nunbers for 2007.

4. The marine transportation/Jones Act — They received a MU
with the largest LNG shipping conpany in the world -
Mtsui OSK Lines. They have 8 U S. built LNG tankers for
use as the initial shipping. Re-flagging nay be required,
but that shouldn’t be an issue.

5. Access to Miltiple Markets - The Wst Coast is the nost
obvious, but there are markets in Hawaii and the Pacific
Rim There are about eight West Coast projects that are in
different phases of developnent. They're located in
Mexico, California, Oregon, Washington and BC Canada. The
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nost enticing is the Senpra facility in Baja California,
Mexi co because it’'s currently under construction.

6. Anticipated financing is for 100 percent debt financing
taki ng advantage of the federal |oan guarantee. It’'s a
benefit to the project and to Al aska.

SENATOR HUGGE NS recal l ed soneone saying they didn’t anticipate
LNG perm tting anypl ace other than the Gulf Coast in the future.

MR. WALKER said the @ulf Coast has been the nost successful at
getting permts for LNG receiving termnals, but FERC is nore
involved with permtting receiving termnals so that mght
change. The technology is also changing to address concerns that
have been raised. Although only a fraction of the 45
applications for receiving termnals will receive permts, he's
confident there will be at |east one nore permt on the Wst
Coast. Even if there isn't, the volunme of the termnal that’'s
under construction in Baja is sufficiently sized for this
proj ect .

2:14: 06 PM
MR. WALKER said AGPA has been advised that with the right kind
of robust economics and the right kind of structure, a project
of this nature can be done on a project financed basis. W
believe that's available and we plan to take advantage of that,
he stated.

SENATOR THERRI AULT noted that other testinony indicated that the
firm transportation conmm tnent underpins the financing for the
project. It was suggested that if the pipeline conpany were to
go bankrupt, the financier would |ook to the conpanies that nade
the FT conmitnents for payoff on the loans. You don't see that
happeni ng?

MR. WALKER said his understanding is that it would depend on how

the contract is structured. Also, there’s a federal |oan
guarantee for 80 percent of the cost of the project up to $18
billion. A detailed response will be forthcom ng, he said.

CHAI R FRENCH asked himto send a witten response to his office
and he would see that it’s distributed to the commttee nenbers.

2:17:18 PM
MR. WALKER articul ated the advantages of the AGPA project:

e It’s an 800 nile pipeline that’s 100 percent adjacent to
TAPS and entirely wthin Al aska.
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e The infrastructure that’'s already in place is a significant
step in mtigating risk.
* LNG projects have | ower overall cost overrun risk.

e Each new liquefaction facility gets nore efficient and
we're confortable wth the cost estimates we’ ve
received. Also, contractors are wlling to stand
behind the nunbers related to building a l|iquefaction
facility.

» The |Ievel of cost uncertainty for LNG marine
transportation and re-gasification 1is [|ow W're
dealing with ships that are already built and we know
the transportation cost for shipping LNG from Val dez
to Baja so there’s no specul ation on that.

e The pipeline conponent has the highest degree of
uncertainty with regard to cost overruns but the AGPA
line is the shortest line at 800 mil es.

 Apipeline that is one-third the length of another |ine has
significantly | ess risk.

MR FUHS said the project is estimated to be $10 billion.

MR WALKER di scussed Al aska' s ri sk

e Alaska could lose the U S. markets to LNG projects that are
beyond the study phase. If we mss the market, Al aska s gas
coul d becone stranded.

e The $18 billion federal |oan guarantee could be taken away.
The AGPA project isn't 100 percent dependent on that but it
certainly does help.

e The cost of construction rises over tine.

2:21:16 PM
SENATOR THERRI AULT asked when the $10 billion project cost
estimate was | ast updat ed.

MR. WALKER replied it was in My, 2005. The estinate was $8
billion for the pipeline and $2 billion for the I|iquefaction.

MR. WALKER di scussed the project econom cs.

» The LNG economics are robust. Econ One Research, Inc. shows
an internal rate of return in excess of 30 percent to the
upstream w thout tax concessions. It’'s a status quo
proj ect .

e This project brings the greatest benefits to the state.
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e The econonmics are sufficient to pre-build to Delta
Junction, which 1is a strong indicator of the robust
econoni cs of the LNG project.

 To have the LNG project go now is an absolute w n-wn
scenario for Al aska.

e It allows multiple markets. It would be a Wst Coast
market initially, but in the future it could be on a
world market. Also, when issues are resolved a later
line could go through Canada.

MR. WALKER di scussed t he advant ages of LNG from Al aska.

e The Alaska LNG project will benefit froman efficient, |ow
cost liquefaction operation.
e« The 40 degree anbient tenperature wll nmake the

facility 30 to 40 percent nmore efficient than
facilities in warner regions because the gas 1is
basi cal |l y pre-cool ed.

e Oher LNG projects that have gas at tidewater typically
have |onger shipping times - sonme as long as 28 days. The
Al aska LNG market is 5-6 days away, which is a significant
cost savings. Also, not having the gas at tidewater is
beneficial for distribution of gas al ong the way.

e Many other LNG projects have higher upstream costs due to
conpl ex, expensive field developnent. In Al aska 8.4 bcf/day
is reinjected so there isn't the expensive upstream
devel opnent .

* There are associated costs, but it’s not the sane as a
green field development on the upstream Al aska
benefits from substantial existing North Slope
i nfrastructure and devel oped fi el ds.

e It’s inportant to evaluate the entire project. ASPA
has significant advantages that the other projects
don’t have.

2:25:32 PM
MR. WALKER described a right sized project.
* (as requirenents:
e The proven North Slope gas reserve is 35 tcf.
e The gas requirenent for the initial phase of the
Al aska LNG project is 15 to 25 tcf or 1.5 to 2.5
bcf/ day.

e The maxi num of ftake for Prudhoe Bay under AOGCC Rule 9 is
2.7 bcf/day. That hasn’t changed since 1977.
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* LNG has about 2 bcf/day offtake. It decreases the cost
of operation from reinjection and nakes nobre oi
avai |l abl e for thruput through TAPS.

* The Alaska LNG project will enable Alaska's gas to reach
Al askan's and other markets sooner than |arger pipeline
projects. This project fits within the market for LNG on
the West Coast and it fits within the size of the permtted
pipeline route. Also, it fits with the availability of the
gas on the North Slope in volunme and the offtake at Prudhoe
Bay.

* AGPA provides market optionality as the project grows.

2:28:19 PM
MR. FUHS said AGPA supports Senator Huggins request to AOGCC to
address the issue of nmaxi mum al | owabl e of ft ake.

CHAIR FRENCH stated for the record that he asked M. Nornman
about that recently. He indicated that sone prelimnary data has
been published and they' re continuing to work on the question.

SENATOR THERRI AULT asked if he’s saying that gas of ftake now may
enhance oil recovery.

MR. FUHS explained that as a field gets older, nore gas comes up
conpared to the volume of oil so oil production becones |imted
by the gas handling capacity of the facility. Increasing gas
handl i ng capacity by 2 bcf/day would result in an immediate
increase in oil production.

SENATOR THERRI AULT advi sed that |ast year he asked Departnent of
Nat ural Resources personnel if anything could be inferred if the
producers didn’'t propose additional investnent for gas handling
capability. He suggested that it's a good question for AOGCC to
answer and then it should be put to the producers.

2:31:13 PM
MR. WALKER di scussed suggested amendnents to AG A He noted that
sone of the follow ng have been addressed in the latest bill
ver si on.
 The sane level of detail should be required for al
projects. The | atest version seens to address that.
* If the proposed offtake exceeds the maxi num all owed under
AOGCC Rule 9, soneone should file an application to start
the process to increase the limt.
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e |If the volune of gas that’s needed is in excess of 35 tcf,
the applicant should say what the exploration costs and the
ti meframe woul d be.

* There should be an analysis of the anticipated oil 1o0ss
from Prudhoe Bay if the volume exceeds the AOGCC |imt of
2.7 bcf/day.

e Atimefrane for the project start up and conpletion should
be established for all applicants.

* A current project cost estimate should be included with the
appl i cation.

SENATOR THERRI AULT asked if the project start up wouldn't be
reflected in net present val ue.

MR. WALKER said yes, which is why it should be included. A net
present value analysis of the various proposals is necessary to
see the true value of the project to the state.

SENATOR THERRI AULT recalled that the state agencies indicated
that net present value would be the primary neasure of the
different factors.

MR. WALKER said that’s good as long as there’s a net present
val ue calculation that considers tinmefranes. Al so, there should
be provision for an expedited judicial process in the event
theres a challenge to the process or to the contract that’s
awar ded.

CHAI R FRENCH agreed and said the conmmttee is |ooking at ways to
ensure that a case would |eapfrog any other pending matter in
front of the court.

2: 35: 59 PM

MR. FUHS highlighted a suggested anendnent related to value
added processing. If the project description includes an
agreenent to provide gas liquids within the state for value

added processing, you should get credit for that because that
will build an econony beyond the construction phase, he stat ed.

CHAIR FRENCH said he’d be happy to review proposed |anguage on
t hat point.

MR. FUHS said he also has proposed |anguage to address project
nodi fications as outlined on page 14, line 20. The way the bil

is currently witten it’s not possible to nodify a project to
provide inproved benefit to the state and you should be able to
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do that. The admnistration doesn’'t object to the proposed
| anguage, he added.

CHAIR FRENCH asked him to give the proposed |anguage to his
staff.

2:38:26 PM
CHAI R FRENCH not ed that Representative O son joined the neeting.

SENATOR THERRI AULT said he would certainly like to see value
added industry get started in the state, but it’s difficult to
award points to sonething that m ght or m ght not happen.

MR. WALKER suggested building a process into the contract so
that when there is industry, it could bank on offtaking sone of
the liquids within the state.

SENATOR THERRI AULT asked if it’s a question of a physical
of f t ake.

2:40: 03 PM

MR. FUHS explained that the gas on the North Slope is rich. In
Cook Inlet it's 99.9 percent nmethane and on the North Slope
there’s nethane, ethane, propane, and butane. The gas handling
there nakes it possible to actually customze what the gas
offtake will be so it Ilinks up to the intended uses. He
suggested you'd go at least as far down as propane. It receives
a premumin the Asian market and it’s the nost |ikely petrol eum
product to be exported to coastal Al aska. He noted that ANGA has
done a financial analysis on noving propane into rural Al aska to
repl ace diesel. Ethane provides a feedstock for the plastics
i ndustry and butane provides a feedstock for butyl rubber, which
is what nost autonobile tires are nmade of. W ought to at |east
be able to create those basic feedstocks whether you produce
themto the final product or not, he said.

2:41: 39 PM
SENATOR HUGGE NS asked, on behalf of a know edgeabl e constituent,
if the term nus should be closer to MatSu, Kenai, or Anchorage.

MR. WALKER explained that the location of the LNG facility is
the result of work the Yukon Pacific Corporation did. Going into
Cook Inlet was studied, but the permtting agencies wouldn't
allow it. Any effort to change the terminus would require
proving wong those 23 state and federal agencies. Doing that
would renove the tine advantages of having a location that’s
permtted right now.
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SENATOR HUGA NS said his constituent would argue in support of
maki ng the spur line to Southcentral larger and just bringing it
down. Because of the terrain and available workforce it’'s
readi | y expandabl e.

MR. FUHS said it doesn’'t need to be an either or question. In
fact, AGPA has a MU with the Al aska Natural Gas Devel opnent
Authority on bringing the spur line in. That proposal is a 24

inch line tying into the existing 24 inch line. There's no
reason you couldn't also bring rich gas in for industry if it
nmakes sense, he said. If ConocoPhillips wanted to nodernize its

LNG plant there’d be no problem it’d bring the unit cost down
for everyone in the system The trick is to get production as
high as possible and still have a project that’s not too big to
nove forward within the available gas supply. That’s what we
mean by right sizing, he said. If soneone wants to nmake the
commtment to expand that’s not a problem

2:46: 22 PM
MR. WALKER highlighted A A benefits toward advancing a gas
pi pel i ne.
e The rolled-in rates are good for Alaska s future. In Canada
rolled-in rates are the norm and it would be wunusual to
have an adjacent project that’s increnental.

e The $500 mllion sends a very positive nessage about a
proj ect going forward.

2:46: 52 PM

SENATOR W ELECHOWBKI said the testinobny was refreshing and he’s
pl eased that this alternative exists. The project is |less risky,
it’s all Alaskan, it’s quicker, and according to various studies
it’s as profitable. Expanding through Canada |ater is always an
option. He said he hopes the admnistration looks at this
proj ect seriously.

SENATOR THERRI AULT asked what nekes AGPA believe it can get
approval to deliver gas liquids to overseas markets beyond the
current export.

MR. WALKER replied we’'re not aware of any prohibition against
gas liquids going to a foreign market and we’'re not aware of any
shortage of propane in the North American nmarket. The | oan
guarantee requires getting the natural gas into the continenta
US but we haven’t seen that requirenent on the liquids, he
sai d.
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At ease from 2:49:09 PMto 2:52:57 PM

CHAI R FRENCH reconvened the neeting and announced the next item
on the agenda is a presentation from ExxonMobil .

BILL  McIMAHON, Commrer ci al Manager , ExxonMobi | Al aska Gas
Devel opnent G oup, Anchorage, AK, described ExxonMbil’'s 50 year
history working to develop the oil industry in Al aska. He said
this has been a mutually benefi ci al relationship and
cormercializing gas on the North Slope wll allow the
relationship to continue for another 50 years. ExxonMbil holds
the |argest working interest at Prudhoe Bay and its current net
production in Alaska is 150,000 barrel s/day. Adding 1 bcf/day in
natural gas sales—which would be ExxonMbil’s share—aould
increase its worldwide daily gas production by nore than 10
percent. Gven the significant inpact that this project could
have, he said his conpany is ready to work with Governor Palin,
her cabinet, and the legislature to nove the project forward.

2:54: 47 PM

MR MMAHON said that as an illustration of conmtnent,
ExxonMobi| has spent nore than $180 mllion studying ways to
comercialize Al aska gas. Since the 1970s we have eval uated LNG
gas to liquids, and gas pipeline alternatives. Based on these
studies, we’'ve determned that a producer gas pipeline would
result in the best value for the state, the producers, and the
nati on. ExxonMbbi | is aligned wth the governor, t he
| egi slature, and the people of Alaska regarding the overal
objective. W are conmitted in noving the Al aska gas pipeline
proj ect forward.

ExxonMobil is ready to participate in a fair market-based
conpetition. W understand the overarching goal of AGA is to
create open conpetition, but due to the prescribed conditions
included in AGA it will not achieve that goal. A prescriptive
bidding process wll not allow the flexibility needed for
i ndi vidual applicants to weigh the risks associated with this
basi n-opening nega project and propose what is necessary to
manage these risks. It’s inportant that AG A allow applicants to
define how they woul d achieve the state’s objectives rather than
prescribing specific requirenents.

To ensure the best results, AG A should establish broad key
objectives and allow the applicants the flexibility to neet
those objectives and the flexibility in defining the
requirenents they deem necessary to nmake the project
commercially viable.
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MR. McMAHON suggested amending AGA to nake it is an objective
driven process. Doing so would result in an open conpetition
with the nmaxi num nunber of applicants proposing innovative
sol utions. He reconmmended that the state define broad objectives
and request proposals for how the applicants intend to neet or
not neet those objectives. Evaluate the proposals and select the
one that best serves Alaska's needs and if none neet the state’'s
overall objectives, they can be rejected or the state could
negotiate with the party that nost closely neets those needs.

2:58: 03 PM
MR. MMAHON said to understand the inportance of wusing broad
objectives it’s helpful to review the project risk and issues

surrounding the developnent that any applicant will need to
address. Describing the project as a "world scale" undertaking
with significant risk, he said the recent increases in
construction costs have nade the 2001 $20 billion cost estinmate

too |low Furthernore, natural gas prices remain highly volatile
and are now slightly less than in 2001. Oher risk factors
i ncl ude cost overruns, schedul e delays, construction conditions,
regul atory uncertainties, and state fiscal wuncertainties. The
huge size of the project increases the conplexity and, he

cauti oned, the size anplifies the consequences of poor
execution.
3:00: 54 PM
MR. MMAHON explained that large, comercially sound oil, gas

and pipeline projects traditionally have obtained financing if
t hey have strong sponsors, proven track records, and sufficient
financial strength to provide sponsor equity and to backstop key
project commtnents. He opined that the key commtnents for this
project will take the formof firm long-term gas transportation
commtnents. Those firm transportation (FT) commtnents are
bi nding obligations nade by shippers to pay for the cost of
reserving a quantity of gas capacity on a pipeline over a
specified period of tine.

MR, McMAHON said that FT comnmtnents are needed to finance the
gas pipeline project and nust be provided by creditworthy

shippers. In this case, the shippers will be the producers and
the state’s shipper. These substantial FT conm tnents, which may
be for tens of billions of dollars, nust be paid whether or not

the gas is actually shipped and regardless of the price of gas
in the marketplace. Through these commtnents, the devel opnent
costs and associated overrun risks are ultimately borne by the
shi pper.
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3:03:46 PM

MR. McMAHON enphasi zed that the parties taking the risk need to
be able to manage the risk. He expressed the view that the
producers as shippers cannot make FT conmtnments during an open
season unless they have confidence that the gas pipeline project
can be built cost effectively and operated on a long-term
commercially viable basis. He warned that the current
prescriptive terms wll preclude |easeholders from nmaking a
conform ng proposal thereby denying the state the opportunity to
consider ternms from the largest stakeholders in the project’s
successful devel opnent.

3:04: 38 PM

MR. MMAHON offered the view that operation and construction
experience ought to be a significant consideration on projects
of this magnitude. He advised that the producers have worl dw de
nmega- proj ect experience and have denobnstrated success in neeting
project objectives. In fact, ExxonMbil has a record of
conpleting large projects wthin 15 percent of the cost
estimated at the tinme of project funding. The conbined
experience and capability of ExxonMbil, ConocoPhillips Al aska
Inc., and BP Exploration (Alaska) Inc., wll provide the best
chance for delivering a successful project, he stated.

3:07: 01 PM

MR. McMAHON rel ayed that the producers have extensive successful
experience in Arctic environnents. He noted that ExxonMbil’s
coommitment to technology devel opnent has played an inportant
role in advancing oil and gas developnent in Al aska. He
attributed ExxonMbil’'s success to its research, technica
devel opnment, and a firm conmtnment to safety, health and
environmental care. In addition to its operating excellence,
ExxonMobi|l has the financial strength to make this project a
reality. Having naintained the highest credit rating for the
past 88 years, ExxonMobil has the financial strength and
flexibility to pursue opportunities wor | dwi de t hr ough
fluctuating econom c cycl es.

3:09: 56 PM
MR. MMMHON rem nded nenbers that the Alaska gas pipeline
project is a basin-opening project that will benefit the state

and the oil and gas industry in Alaska. He opined that these
projects are nost successful when there is alignnment between the
host governnent and the |easeholders and on a very high |evel
there is alignnment between the three major producers and the
state. ExxonMbil believes that a producer gas pipeline project
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will bring maxi mum benefit because the producers and the state
have the greatest incentive to control cost. Low capital and
operating cost conmbined with |lower treatnent and transportation
cost, results in a higher net-back value on the gas. He
highlighted that the state will receive nost of its revenue from
the gas sales under the |ease royalty agreenments and production
taxes, which are valued based on the netback received from the
gas. He expressed the view that third-party owners do not share
the sane incentives because they can benefit from increased
capital costs.

3:12: 01 PM

MR MMAHON stated that to mtigate the trenendous risks
associated with this project, ExxonMbil nust have fiscal terns
that are predictable and durable before it can to proceed. He
rel ayed that ExxonMobil is willing to take the geologic, cost,
and commodity price risks, but it cannot risk a change in the
fiscal terns. That is of a different nature and totally beyond
his conpany’s control. If fiscal terns are subject to change
ExxonMobi| cannot nmake a well-founded investnent decision on
behalf of its shareholders. Because of the |arge investnent
required to develop the gas pipeline, tax increases on oil and
gas related activities during the life of the project could
significantly inpact the comercial viability of the project and
offset the benefits, he stated. He reiterated that AG A should
allow nmarket participants to put forth proposals on what 1is
required to make the project viable. This conpetitive process
will allow the state to consider the proposals that have the
best chance of delivering on the promse of an Alaska gas
pi pel i ne.

3:15:16 PM

MR. McMAHON expl ained that AG A nust bring together the upstream
and mdstreamto provide an integrated proposal. The reason they
must come together s because the wupstream pays for the
m dstream Upstream neans the revenue generated fromthe sale of
the gas and liquids from the pipeline project. To calculate the
revenue from the upstream there nmust be clarity on the taxes
and royalties from the beginning of the project. At a mninmm
any proposal must denonstrate how a successful open season will
be achi eved.

MR. MMAHON said that because the upstream inducenents require
significant nodification, he would suggest I|eaving the issue
open and allow an applicant to nmake a proposal to address those
terms. AG A prescribes activities that nust be conpleted in a
particular tinmefranme, which isn't consistent with good project
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managenment practices. |If the project is commercially viable,
m | estones are unnecessary. AG A generally lacks specifics on
key fiscal terns and other requirenents. To address these gaps
commi ssioners are given broad authority to adopt additional
requirenments and establish regulations. This would create
significant uncertainty, he stated. Finally, the parties nust
have an efficient and inpartial neans to handl e disagreenents.
ExxonMobi| believes that project related agreenments ought to
provide for binding neutral arbitration as a nechanism for
di sput e resol ution.

3:18: 50 PM

MR. MCMAHON stated that ExxonMobil agrees with sonme of the
changes that have been made to AGQ A including: nmaking the
state’s entire capital contribution a bid variable; beefing up
evaluation criteria; recognizing the need to include terns in
the contract; and requiring |legislative approval of any |icense
awar d. O her changes will limt bi dders by elimnating
confidentiality protection for a licensee’s proprietary and
trade secret information and requiring bidders to forgo the
right to challenge an inproper award. At this stage AGA is too
prescriptive to solicit quality nmarket-based bids that are
necessary to nove the project forward, he opined.

MR. McMAHON stated that his conpany is ready to work with the
adm nistration and the legislature to establish a franework that
recogni zes the integrated nature of the project and mtigates
the risks outlined above to allow the project to go forward

ExxonMobi | suggests anmending AG A to include a broad objective-
driven framework. Applicants should be allowed to propose how to
best neet those objectives and to identify state requirenents to

advance the project. Such a process wll bring nore viable
applications, create nore conpetition, and allow the state to
sel ect the proposal that delivers the nost value. ExxonMbil is

ready to participate in a conpetitive, open, and transparent
process as outlined above.

CHAI R FRENCH asked M. MMahon to send a copy of his statenent
for the record.

3:21:22 PM

SENATOR THERRI AULT asked if participation by an ExxonMbi
affiliate mght satisfy the Canadian denmand for involvenment in
the Iine running through that country.

MR. McMAHON replied his conpany hasn’'t focused on that at this
poi nt, but ExxonMobil’s interest in Canada would be held by a
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Canadi an affiliate. We're interested in working with any parties
that add value to the project and that includes Canadian
enterprises, he added.

SENATOR THERRIAULT said he understands that ExxonMobi |’ s
corporate view is that Enbridge and TransCanada don't add val ue,
but it appears that they could satisfy this Canadi an demand.

MR. McMAHON replied, “W continue to have dialog wth Enbridge
and wi th TransCanada today.”

SENATOR W ELECHOWBKI asked if the request for locked in rates
doesn’t ask Al aska to assune huge ri sk.

MR. MMAHON said establishing the fiscal terms means talking
about how to split the revenue from the project between the
state and the producers. Gven that this is a natural resource
project, there will be fluctuation in the actual revenue that
each party receives based on the volatility of natural gas
prices.

SENATOR W ELECHOABKI commented that ExxonMobil would essentially
like to shift its risk onto the state.

MR. McMAHON replied we want clarity on what the split of revenue
will be over the |ife of the project.

SENATOR W ELECHOWBKI asked what type of assurance ExxonMobil can
give that it can actually access its gas under the Prudhoe Bay
Unit Operating Agreenent.

MR. McMAHON said we'll need to work with AOGCC for gas offtake
rates and we already have commercial agreenents anong the
Prudhoe Bay owners that govern the taking of gas so we're
confident that we’ll be able to take our share of the gas from
Prudhoe Bay.

SENATOR W ELECHOWBKI asked if he’s famliar with the Prudhoe Bay
Unit Operating Agreenent.

MR. McMAHON sai d no.
SENATOR W ELECHOWSKI relayed that there are differing opinions

as to what producers can and cannot do under that agreenent. Do
you absolutely know you can take your gas?
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VR. McMAHON said with alignnent anong the Prudhoe Bay
| easehol ders, we’re confident we can take our gas.

SENATOR W ELECHOWSKI relayed that many of his constituents are
asking why ExxonMbil should be allowed to participate in the
gas pipeline when it hasn’t paid for the Exxon Valdez spill and
it hasn’t devel oped Pt Thonmson. He asked for a response.

MR. McMAHON repl i ed:

As far as the Valdez oil spill, ExxonMbil has paid all the
damages associated with that—+the actual damages ordered by
court and voluntarily, many within a year of the spill. The

current dispute that is open right now are punitive damages
appropriate in this case. That's the issue that’s being
wor ked through the courts as we speak. And so we think that
that’s best resolved in the courts. As far as Pt. Thonson's
concerned, we are involved in litigation over the Pt
Thonmson field and I’mreally not at liberty to coment on
Pt. Thonson.

SENATOR HUGA NS asked for a comnment on an international project
t hat was cancel ed when it was $3 billion over budget.

MR McMAHON said he isn't famliar with it.

CHAI R FRENCH asked if ExxonMobil needs fiscal stability on taxes
across the spectrum

MR. McMAHON said yes. Providing stability on just one form of
tax wouldn’'t be sufficient because the other taxes could be
increased to offset the fixed rate.

CHAIR FRENCH  suggested ExxonMbbi | t hi nk about anot her
alternative. “You're forcing us to go to an all Alaska line or
some other route that allows us to actually get our gas to
mar ket w thout your participation because of your request for
what | perceive as a political inpossibility.” The state derives
90 percent of its incone from oil revenues so giving you what
you' re asking for would threaten schools, roads, public safety,
and everything else. Even then there would be no guarantee that
you' d start digging on the pipeline, he said.

3:31: 30 PM
MR. McMAHON acknow edged the statenent.

SENATOR THERRI AULT rel ayed that in 2001 ExxonMbil resisted when
it was asked to help wth financing a northwest pipeline
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project. At that time the Secretary of Energy asked the major
producers to give the builder some kind of |oan guarantee even
though they were barred from equity ownership. Basically you
told Congress that if you were going to participate you' d ask
for a waiver and you d want some equity, but you wouldn't give a
| oan guarantee. Now the issue is that the FT commtnent really
finances the pipeline and is akin to a loan guarantee. The
argunent then and the argunment now aren’t consistent, he said.

MR  MMAMHON explained that in 2001 there was a different
regul atory regine for the natural gas business in North Anerica
and the concept of FT conmitnents didn't exist. At that tine
pi peline conpanies were a nerchant transporter and as such they
bought, transported, and sold gas into the nmarkets in North
America. Producers were prohibited from that business. Since
t hat time the natural gas pipeline business has been
deregul ated. Now the pipeline conpanies are prohibited from
being a nerchant; they transport gas for a fee and soneone el se
hol ds the shipping rights.

SENATOR THERRIAULT said there’s the suggestion that FT
commitnments are like a loan guarantee, but there's already a
separate federal governnent |oan guarantee. Wy are we being
told you're running significant risk? If the pipeline were to
cease operation it doesn't seem that you d necessarily be
responsi bl e for paying off the construction | oan, he said.

MR. McMAHON explained that if the pipeline wasn't operational
that would be a force majeure event and under the FT agreenents
his conmpany wouldn’'t be required to nmake the paynents. He
further explained that FT commtnments are ship or pay and the
corporate balance sheet is on the line for that. The federa
| oan guarantee would cone into play only if all the shippers
failed to make their paynments. Financiers wll look first to the
hol ders of the FT comm tnents.

SENATOR THERRI AULT asked if the federal |oan guarantee woul dn’t
be available to pay off the construction loan if the pipeline
conpany were to decl are bankruptcy.

MR MMMHON said he would defer to the ExxonMbil financing
experts.

3:37:56 PM

CHAIR FRENCH advised that the commttee would be happy to
receive a supplenental witten response.
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SENATOR THERRI AULT noted that ExxonMbil’s 2001 congressional

testimony included the followng statenment: “There nust be
assurance that the Canadian segnent wll be financed and
conpl eted w thout our involvenent.” There seens to have been a

different world view at that time, he said.

MR MMMHON said it was a different world given the different
regul atory regine.

SENATOR W ELECHOWSBKI asked if his conmpany would agree to put its
gas in the line if it isn't the licensee and the project is
econoni cal |y vi abl e.

MR. McMAHON said we’'ll assess the project that’'s proposed when

an open season is announced. ExxonMobil has a duty to its
sharehol ders and it has obligations under its |ease agreenents
wth the State of Alaska. Those obligations wll drive our

participation in an open season, he stated.

SENATOR W ELECHOWBKI asked if his conpany has anal yzed whet her
or not this project is profitable.

MR, MMAHON said we don't believe the project is conmercially
vi abl e under the current fiscal regine.

SENATOR W ELECHOWEKI asked if his conpany had calculated any
rates of return or net present val ues.

MR. McMAHON replied we analyze our business and nake investnent
decisions on a proprietary basis.

SENATOR W ELECHOWBKI noted that the state has tal ked about rates
of return averaging anywhere from 29.8 percent at $3.50/ncf to
90 percent at $8. Is your analysis different than that?

MR. McMAHON expl ai ned that determining the comrercial viability
of a project has nore to due with risk than a single nunber.
There’s cost risk, price risk, conpletion risk, and fiscal risk.

3:41: 24 PM
SENATOR W ELECHOWEKI asked if he had | ooked at and agrees wth
the state’s report or the EconOne analysis fromlast year.

MR. McMAHON said he hadn’t seen the state report. He did | ook at

the EconOne analysis last year and his conpany does not agree
withit.
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SENATOR W ELECHOWSKI said this is the first testinony he’s heard
that the project isn't commercially viable.

MR. McMAHON said his conpany is willing to take on nmany of the
ri sks associated with the project including geologic risk, cost
risk, and commodity risk. However, fiscal risk nust be addressed
and that’s what his conpany hopes to achieve through the AGA
process.

SENATOR W ELECHOWBKI asked if his conpany doesn’t take on fisca
risk every day in other countries.

MR. McMAHON said yes, but the sheer nagnitude of this project
makes it different and that’s what is driving the quest for
fiscal stability and predictability.

SENATOR W ELECHOWBKI asked if he’'d agree that the all Alaska
line would be | ess risky.

3:44:16 PM

MR. McMAHON replied ExxonMobil has | ooked at LNG gas to liquids
technology, and gas pipelines and it believes that a gas
pipeline to the North America narkets offers the nobst prom se
for a comrercially viable project for the producers and the
state.

SENATOR W ELECHOWSKI rem nded him that he just said that is a
much ri skier project.

MR. McMAHON said there is extreme risk associated with a project
of the magni tude envi si oned.

3:45: 04 PM

SENATOR THERRI AULT said you don't get the type of certainty
you' d like in western denobcracies; you only get it in areas of
the world where it’'s wvirtually neaningless. You don't get it
here because of constitutional prohibitions and because of the
governmental system you're able to participate in. The proposed
reserves tax is a case in point. Wwen that was on the genera
el ection ballot |ast year, ExxonMbil participated in the “Vote
No” canpaign and the citizens in the state did in fact vote no.
That governnmental system keeps political risk and therefore
financial risk in balance. There isn’t any reserves risk because
there’s gas comng out of the ground every day. There is cost
risk because the price of steel could escalate, but you don’t
have to build the upstream part. That pipe is built, the gas is
comng out, and the pipe’ s been anortized. It seens like there
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are a nunber of things in place that nake the risk nmanageabl e so
the claim that this is too risky just doesn't ring true, he
sai d.

MR MMAMHON said if this project were in Texas, the United
Ki ngdom or Australia his conpany would seek the sane
predi ctabl e and durable terns. He then read the foll ow ng:

Most western denocracies have broadly diversified
econom es and when there’s a need for nore tax
revenues, those governnments have nmany options
avail able to them on how best to raise the needed
addi ti onal revenue. For exanple, the United
States changes the rate of personal incone taxes
as often a vehicle that's selected. There's no
need to target a particular industry. W need
fiscal predictability in Alaska for exactly the
same reasons that we insist on fiscal stability
in these other political jurisdictions. The
tenptation to target the predom nant industry to
provi de additional revenue is always there and
fiscal stability provisions prevent these other
host gover nment s from responding to t hat
tenpt ati on.

SENATOR THERRI AULT asked if his conpany couldn’t divest itself
of sone of the risk by selling at the well head.

MR. McMAHON said ExxonMobil is open to selling its gas at the
wel l head to any conpany that offers an attractive proposal
t hrough a comercially viable project.

3:49: 55 PM
SENATOR W ELECHONSKI asked if it’'s fair to say that ExxonMobil
will not be participating in the bid if AG A stays the sane.

MR. McMAHON said if AQA remains in its current form his conpany
woul d not be able to make a conform ng bid.

SENATOR THERRI AULT asked if ExxonMobil wouldn't enter into
active negotiations with the project proponent about ways to
manage risk and wuse its corporate expertise to oversee the
proj ect even though it wouldn’t be an owner.

MR. McMAHON said it would depend on the structure of the open

season and the types of bids the project proponent would accept.
He said he doesn’'t know if it’s a common practice or not.
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At ease from 3:52:30 PMto 3:58:58 PM

CHAI R FRENCH reconvened the neeting and announced the next item
on the agenda is a presentation from ConocoPhillips.

VENDY Kl NG, Manager Al aska Nort h Sl ope ( ANS) Gas,
ConocoPhi | i ps, Anchor age, bri ef ed t he conmittee on
ConocoPhillips’ business in Al aska and stated that her conpany
is commtted to finding a way to develop the ANS gas resources
and is eager to find a framework by which the project can be
advanced. Although the resources conmittee nmade sone thoughtfu

changes, additional change is necessary, she stated.

4:00: 54 PM
IVB. KING displayed a <chart indicating that since 1970
ConocoPhi | l'i ps has studied a nunber of different technologies to

mar ket ANS gas resources. Since 2000 it has focused on a gas
pi pel i ne project through Al aska and Canada for delivery to North
Anmerican markets. Wrking jointly wth the other maj or
producers, it has spent $125 nmillion on this project. During
2002, 2003, and 2004 it was involved in federal |egislation.
Si nce 2003 ConocoPhillips has worked with the State of Alaska to
devel op a franework to advance the gas pipeline project and that
effort continues today. Dialog and balanced accomodation of
reasonable concerns are essential to create the alignnents
necessary to nove this project forward, she stated.

4:02: 34 PM

M5. KING displayed a graph denonstrating that the Al aska gas
pipeline project wll be significantly larger than any other
North Anmerican project advanced since 1997. W know that this
project will cost nore than $20 billion, but we don’t know how
much nore, she said. The sheer size and scale creates new risks
that even those of us in the industry don’t nornmally | ook at
when analyzing a $2 billion to $3 billion project.

SENATOR THERRI AULT asked if the graph is showing the cost into
the Alberta Hub as $14 billion or $15 billion.

4:05: 02 PM

M5. KING explained that the graph is intended to clarify—wth
the 2001/2002 cost estinmate—how nmuch of the project is from
Al berta to Lower 48 markets. It doesn’t factor in cost estinmate
increases so the actual breakdown to Alberta versus Alberta to
the Lower 48 is unknown. Actually, she added, there are three
alternatives for that second leg. The first involves building
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new pipe, the second expands the existing pipelines, and the
third alternative uses existing capacity. W haven't presupposed
any of the alternatives, but that commercial decision wll be
addressed as the project schedul e advances, she said.

4:07: 08 PM

M5. KING referenced the DNR perspective of the project econonics
and said those nunbers inply that the gas sales via a third-
party pipeline are wldly economc and that the internal rate of
return (IRR) would drop significantly on an integrated basis if
an affiliate owned a corresponding share of the pipeline. Al so,
the IRR figures assune that the producers’ econonics aren’t
affected if the capital investnents in the pipeline are made by
an unaffiliated conpany. This ignores the fact that the shipping
commitments are the nost likely foundation for financing the
pipeline. It’'s not the credit of the pipeline that will make
this pipeline project go, it’s the credit of the shippers, she
stated. Furthernore, the nunbers don't include the uncertainties
that it costs to explore, find, and develop the gas to get it
into the m dstream portions of the project.

4:08: 57 PM
SENATOR W ELECHOWBKI asked what the standard rate of return is
for an upstream producer in oil and gas.

M5. KING replied she hasn’'t seen a standard rate of return on
projects she’s worked on. Her conpany |ooks at a nunber of
financial netrics such as long-term cash flow, discounted cash
flow, profitability indexes, reserves, and cost per barrel.
Those netrics are wei ghed against the risks and uncertainties to
determ ne whether or not the risk/reward bal ance is appropriate
to make a stand-al one investnent deci sion.

SENATOR W ELECHOWSKI asked what the rate of return was on the
$2.2 billion that ConocoPhillips made in Al aska | ast year.

M5. KING said she would do some research and supplenent the
record.

SENATOR THERRI AULT said you meke it sound as though an FT
commitnment is alnost a loan guarantee to the financial narkets
that finance the line and | don’'t believe that's true.

M5. KING said her wunderstanding of the financing is that a
pi peline conpany asks for ship or pay conmmtnents. That is a
promse to pay for a certain capacity over a specified term
regardl ess of whether gas is shipped down the pipeline or not.
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The pipeline entity will take that shipping conmtnent to the
bank and inprove its ability to finance the project.

SENATOR THERRI AULT said his understanding is that the pipeline
entity shows the shipping commtnent to the banker as proof that
the project is economcally viable. ConocoPhillips’ obligation
to pay is tied to the units that are shipped down the line; it
is not a commtnent to pay the banker. That |ong-term obligation
to ship and pay may be a drag on the corporate bal ance sheet,
but you have the wupside of finally booking the trenendous
reserves as an asset, he said. If the pipeline were to go
bankrupt, ConocoPhillips wouldn’t be obligated to pay the bank
that financed the pipeline. Your conmpany is only obliged to pay
as the units are actually shipped.

M5. KING said she isn't famliar wth the term “booking the

value of the reserves,” but her conpany doesn’t realize the
financial value of the reserve until it’s produced. The second
point is that if ConocoPhillips makes a shipping commtnent it

is obligated to pay that pipeline entity even if it is unable to
get the gas into the pipeline. She acknow edged that she doesn’t
know what course of events the bank follows if a pipeline
conpany defaults on a | oan, but those shipping conmtnents were
used to get the financing so there has to be a link. “1’m happy
to follow up with our experts that are comng in here and try to
get nore back to the conmttee on that,” she said.

CHAIR FRENCH said we’d be happy to have you supplenent the
record.

SENATOR THERRI AULT nentioned an article that talked about
mul ti national corporations that were having trouble replacing
reserves and comented that a conpany that isn't replacing
reserves will eventually go out of business. Investors really
ook at that so it’s got to be trenendously inportant to your
conpany, he said.

M5. KING said she understands what he’s saying about reserve
replacenent, but she isn't they' re speaking a comon | anguage
when tal king about “booking the reserves” versus “booking the
val ue of the reserves.”

4:19: 08 PM

CHAIR FRENCH noted that Senator Joe Thomas had joined the
meet i ng.
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M5. KING displayed a slide outlining project risks. Steel and
| abor costs are on the rise so the $20 billion cost estinmate
could be significantly higher by the time actual construction
begi ns.

4:20: 32 PM

SENATOR W ELECHOWSKI reviewed the graph and said he’s not sure
it’s fair to use cost figures back to January 2001 when her
conpany was prepared to enter into a contract in My 2006.
That’ s a nore appropriate starting point, he opined.

M5. KING expl ai ned that ConocoPhillips was mndful of what had
happened to project costs as it worked through the different tax
and royalty terns associated with the |last proposal. But it’s ny
understanding that we aren’t working under the old proposal, she
said. W’ ve been asked to find a new framework to advance the
project and we're willing to do that. W’ re sinply pointing out
that there are uncertainties and risks associated with this
project that we'll be considering as we try to find a bal ance.
believe we can bridge the gap, she said.

SENATOR W ELECHOWEKI said he's sure ConocoPhillips wouldn't have
entered into a contract in May 2006 using January 2001 steel and
| abor costs estinates. Those increases had to be factored in
sonehow, he said.

M5. KING said when ConocoPhillips was involved wth the
negotiations last year it did the appropriate work to assess the
uncertainties and risks. That was a proposal that would allow
the project to go forward. Clearly people don't want to work off
that old proposal now so her conpany has to find a new bal ance

She expl ained that ConocoPhillips uses a gated, decision-nmaking
process and it is not at a decision gate right now. A |lot nore
engineering is required before the actual project sanction
deci si on.

4:26:52 PM

M5. KING said price is another project risk. Predicting
natural gas prices is challenging and it’s risk that is
borne entirely by the shippers. A pipeline entity isn't
exposed if it has firm shipping commtnents because it wll
get paid day in and day out. Oher risks and uncertainties
i ncl ude: wor | d- scal e | ogi stics, wor | d- scal e mat eri al
procurenent, |abor availability, weather, reserves and
deliverability. Wth these risks and wuncertainties, she
guestions whether any entity is capable of guaranteeing an
economc return on this project. W are wlling to
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guarantee assunptions in our work and back them up in a
contractual arrangenent, but is a pipeline entity wlling
to cone up here and build this project wthout firm
shi pping commitnents? Even if an entity said yes, could it
get financing?

4:30: 33 PM
SENATOR THERRI AULT said with regard to price risk he
recalls that when ConocoPhillips acquired Burlington

Resources, Inc., analysts put a price per unit of gas at $6
or $7 based on the cost of acquiring those reserves. That
has to say sonething about what you thought the price m ght
do going forward, he said. Under the old contract, M. Van
Meurs proposed a risk sharing arrangenent such that the
state would pick up sone risk on the down side and in
return it would share on the up side. The producers said
no, which is another indication that you thought it was
nore likely that the price of gas would go up. Wth regard
to reserves risk, Prudhoe Bay is a lower risk than others
because it’s probably the largest and nost well-understood
basin in the world in terns of getting the resource out of

the ground. As far as tax risk is concerned, ConocoPhillips
in particular indicated it was ready to strike a deal
before long-termcertainty on oil was added to the deal. If

you |l ook at the things that are being highlighted as high
risk, there are indications that perhaps that isn't the
corporate view, or sources of information have helped to
mtigate those risks, or the state has actually offered
things to mtigate some of the risk and your conpany
decl i ned, he stated.

M5. KING said after the Burlington Resources acquisition
she recalls that sonme of the quotes were only partial
quotes. Although commodity price risk is sonething that
ConocoPhillips takes on, there is a distinction between
short-term and long-term price forecasting. Wth regard to
reserves and deliverability risk she explained that there’s
clearly risk with deliverability. Even when you re worKking
with known reserves, producing has associated risks. Wth
regard to the price differential paynent, she explained
that it was part of a past proposal that related to
upstream cost al | owance.

4:36:15 PM
SENATOR W ELECHOWSKI commrented it’s risk versus reward.
You're in the business of potentially earning up to 100
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percent return and you ought to keep that in mnd when you
tal k about risk. The rewards are huge.

M5. KING pointed out that the authors of AG A recognized
that the licensee could see the project as uneconomc in
the future. If that weren't the case there wouldn't be a
provision to set up an arbitration panel to deal with that
issue. That is a reflection of the risk associated wth
this project. She continued to say:

It is inportant for us to reduce the differences
in our perceptions about the econom c drivers and
risks on this project. It is also wvitally
inportant to have a common understandi ng about
what gas resources we have and how they are used.
ConocoPhillips has a 36 percent working interest
in Prudhoe Bay that represents a majority of our
known resource on the North Sl ope. Prudhoe Bay is
circulating approximately 8 bcf/day gas into that
producing oil reservoir. That gas serves to keep
the reservoir pressure up so nore oil can be
produced. Sone of that gas is converted to
mscible injectant and is injected into Prudhoe
and other reservoirs to inprove oil recovery and
some of that gas is blended with oil for shipnment
as NGL.s—atural gas |iquids—+that go down TAPS

We have invested billions of dollars at Prudhoe
Bay to produce nore and nore and nore oil from
that field. And the Prudhoe Bay gas has been and
continues to work hard to produce nore oil.
Nei ther the gas nor the owners are sitting there

idle right now | am nost disappointed in talk
about litigation for getting a gas pipeline. |
see litigation as a lose lose proposition. I'd

rather see a process by which we’'re creating work
for engineers rather than «creating work for
| awers. As a nmenber of the House Mnority
described it, they saw it as the state s nuclear
option. | actually agree. Wiile we are fighting
out litigation, costs could be continuing to
rise, gas demand could be destructed and we’d be
acconplishing nothing that could get us closer to
make this project a reality.

4:39:48 PM
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M5. KING displaying a graph that reflects the 10-year project
timeline after A A. She highlighted that open season is from 18
nmonths to two years after the project planning comences. During
the permtting and engineering phases the focus wll be on
project costs and mtigating risks and uncertainties. Al nost
every year there will be a critical decision-gate and if the
project still |ooks viable, the next phase is started. Roughly,
it was estimated to cost $1 billion to get through the first
four years. At that point you make the decision to nove to the
construction phases. She advised that is the 2001 $19 billion
cost estimate.

4:41: 30 PM
CHAIR FRENCH asked if the $1 billion is shared anong the three
producers.

M5. KINGreplied it’s $1 billion gross.
CHAI R FRENCH asked where the FERC certificate is indicated.

M5. KING pointed to the two yellow boxes at the top of the
graph. The first is when you file the FERC and NEB certificates
and the second one is when you receive the FERC and NEB
certificates. The project sanction decision would be made after
receiving the FERC certificate.

CHAIR FRENCH asked who mnekes that separate project sanction
deci si on.

M5. KING said on a project of this magnitude the project
sanction decision would go before the board. FERC could put
conditions on a certificate so you' d assess whether or not those
conditions change the economc viability or risk/reward bal ance
of the project.

CHAIR FRENCH said from a timng perspective, the decision would
fall hard on heels of the FERC certificate. That’'s when you nake
the decision to commt noney for construction.

M5. KING said yes; but the parties would need the tinme to do due
diligence to make that huge investnent decision.

4:43:35 PM
M5. KING di splayed a “pipe” graph of front end |oading and cost
estimtes. She explained that the feasibility phase wll take

about two years and cost about two percent of the total project.
That’s where prelimnary design is done and fatal risks are
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identified and nitigated. This phase provides the Dbest
opportunity to spend good noney on engineering that will reduce
costs | ater on, she said.

Once you nove from the feasibility phase into the design phase
you' Il spend about five percent of the total project cost. For
this project that’s when you d get the major permts. You d be
finishing the design optimzation and you d have about ten
percent of the detailed design conplete. At that point you' d be
inplenmenting risk mtigation plans. Wiile advancing the
engi neering, environnmental, and permtting work, the goal is to
try and define the project nore and reduce uncertainties.

The execute phase is when you're actually out there and
construction is ongoing. At that tinme the risk mtigation
options are limted and expensive. If the wupfront work isn’'t
right, this phase will be expensive.

4:45: 41 PM

M5. KING stated that the open season is critical to the project
because: it allows open access to the pipeline; it denonstrates
no discrimnation; it’'s required by ANGPA in Section 103(e); it
establishes the demand for capacity, which inpacts size, design,
and the cost of the pipeline; and it supports whether or not the
project is commercially viable and can get financing.

4:46: 38 PM
SENATOR HUGE NS said in his view the binding open season is the
critical event. He questioned what m ght be nore inportant.

M5. KING said an open season, receiving the FERC certificate,
and making the project sanction decision will all be critical
m | est ones.

SENATOR HUGGE NS noted that ConocoPhillips shows receiving the
FERC certificate in about 4 years and AG A estimates submtting
the FERC application in about five years. He asked for help in
under st andi ng the difference.

M5. KING recalled that the only specific tineline in AQA is
that the initial open season is to be concluded within three
years. The five-year tineline accombdates the circunstance
where a party isn't ready to nove into the execution phase. The
FERC certificate has been received, but the party hasn't been
able to receive credit support and/or shipping commtnents.

4:48: 46 PM
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M5. KING expressed the view that the current structure of AQA
hi nders conpetition and creative alternatives. Wy would the
state want to block alternative projects instead of letting the
free market work the nost efficiently? For all practical

purposes, it's difficult to see how an alternative project could
be advanced any tinme over the next decade, she said. The
I icensed project assurance clause in Section 540, Senate version
page 22 is particularly problematic with respect to fair and
open conpetition. The provision severely constrains the state’'s
right to change tax and royalty terns, which is a contractua

arrangenment, for a project other than the licensed project. Even

when the licensed project is not noving forward or is fully
subscribed for over a decade. It also creates |litigation
exposure to the Ilicensee. The word “preferential” could be
easily disputed if the licensee was not satisfied with the

state’s actions, she said. The benefits of the AGQ A coordi nator
and streamline permtting are exclusive to the state’ s chosen
wi nner, but what if the winner can’t deliver on the project that
was promsed in the application? The state could be tied up for
a decade with an entity that was picked before nost of the front
end engineering design work is done, she said. Also, an
alternative project could experience difficulties in getting
their permts done efficiently or face nore burdensone
conditions if the state didn't want to cooperate wth the
alternative project.

M5. KING said she’s been asked if AS 38.05.020(b)(9) offers an
alternative vehi cl e for streanl i ned permtting for an
alternative project. She reviewed the statute and wonders why
the adm nistration developed the AG A coordinator position and
mrrored it so closely to the federal legislation. Cearly, the
powers of the coordinator with respect to the discretionary
authority of the various state agenci es—+the Section 410—are not
avai | abl e under that statute, she said.

4:52: 04 PM

M5. KING drew attention to the federal streamine permtting
process that would apply to any project that is being advanced.
I n passing the Alaska Natural Gas Pipeline Act in 2004, Congress
clarified that the pipeline application process should be
mar ket -driven and that the streamline permtting be available to
any project sponsor. Instead of creating disincentives for sone
projects and special preference or rights for other sponsors,
Congress ensured that the conpetition would be on a |evel
playing field. She said we request that these sections be
anended to make it clear that other projects could advance.
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4:54:32 PM

M5. KING questioned why the state would be so prescriptive in
the bid requirenments. In particular, she drew attention to
Section 43.90.140 on page 4, line 23. Under the provisions
outlined, an applicant would be required to denonstrate to the
admnistration’s satisfaction that each of the requirenents was
nmet before the bid could be reviewed by the public and the
| egislature. Any bid that failed to neet even one of those
requi renents would be rejected as a non-conformng bid even if
that bid brought the best overall solution to the state and to
the chal |l enges facing this project.

M5. KING expressed concern with the prescriptive and narrow in
terms of: the project size receipt and delivery points; the
project cost and tools; and work conmtnents. She asked how you
bal ance the fact that many of those requirenents are going to
get passed on to the shippers. Al so, what happens when the
applicant can’t deliver what was proni sed? W’ re concerned that
the current bid process encourages bidders to bid high and then
beg forgiveness rather than to bid realistically, she said.

M5. KI NG suggested changing the current list of bid requirenents
to bid variables or making them objective based. That would be
consistent wth the admnistrations goal of a fair and
t ransparent process, but it wuld allow conpanies ||ike
ConocoPhillips to use its experience and creativity in bringing
a solution forward. The state does not need to accept any bid
unless it neets the needs of Al aska, she said. Wth regard to
the “nust haves,” the state could say it has these objectives
and request a conpany bring the nost creative solution forward
to neet those demands. This would create nore alternatives for
the state and it would give the state the right to reject the
proposal if it doesn't neet its needs, she said.

4:57:21 PM

M5. KING expressed concern with the resource package defined in
Sections 43.90.300 to 310 and 320 and reiterated that risk
associated with tax and royalties has always posed the greatest
obstacle to a gas pipeline project. W need to find a vehicle to
wor k through the resource issues because those sections woul dn’t
be in the bill if the admnistration had not recognized that
changes were needed. W appreciate that the admnistration
proposing the ten year stability provision, but we had
understood that the issue of fiscal stability and predictability
would |ikely be decided by the Al aska Suprene Court. Although
the bill prom ses to nake sone changes, the current form would
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in fact force the resource owners to accept the future
regul ations albeit in contractual form

M5. KING said the bill pronises a degree of protection against
changes on the gas production taxes, but it doesn't identify the
protected production tax rate and the period of relative
stability is insufficient for a project of this magnitude. Al so,
there is no protection against increases in other taxes that may
be ainmed at circunventing that protection. ConocoPhillips
suggests converting the resource package to a bid variable where
resource owner/applicants can propose the resource terns and the
public and the legislature can review them This will provide an
option by which the public and the legislature can see the
m dstream and the resource sides that provide a foundation for
the project to go forward.

4:59: 50 PM

CHAIR FRENCH said if we were to take your advice and nake the
resource inducenents bid variables, what would it do to your
open season posture if you proposed total tax stability for 30
years and the legislature rejected it?

M5. KING said if the resource inducenents were expressed as bid
variables and the state wasn’t satisfied with the proposal, she
hopes that would set up a vehicle for working through the issues
prior to an open season.

SENATOR W ELECHOWSKI said he suspects that if there are bid
variables, the contract will be exactly the sane as |ast year
and that wasn't acceptable to Al askans.

M5. KING replied ConocoPhillips is on record saying it was
willing to make changes to address the public coments. The
current difficulty is that there isn't a vehicle for working
t hrough those issues. It’s particularly problematic to deal with
the conplexity of those issues in this forum she said.

5:02: 11 PM

M5. KING di splayed a slide of the exploration and permtted well
sites on the North Sl ope between 2000 and 2007 and said as the
state’s largest explorer, ConocoPhillips wants to ensure that
the pipeline can accommobdate new gas on a fair and reasonable
basis. The best way to encourage nore exploration is to get the
pipeline built in the first place, she said. It’'s a concern that
t he discussion about tolls and tariffs has beconme confusing, but
in her mnd it’s clear that FERC is going to serve as the
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adj udi cator about issues regarding rate treatnment and the
expansi ons.

CHAI R FRENCH asked if the state automatically gets a seat at the
table to argue its case to FERC regarding rates.

M5. KI NG said she expects that the state would have a role.

5:04: 24 PM

SENATOR THERRI AULT said he can't speak specifically to the
state’s standing, but because the rate inpacts the state’s
royalty and taxes it would al ways have seat.

M5. KING questioned whether all the state’s promses to
explorers are actually eliciting the desired behavior. She
pointed out that the explorer issues have been debated in
federal |legislation and before FERC. Both tines a balance was
struck and there is still no drilling so why would a conpany
drill now when the state continues to push to provide guaranteed
subsi di zed rates for those that defer the decision to drill. She
expressed the view that if sone of those conpanies had drilled
wells in their gas prospects, perhaps nore gas would have been
found and that could be helping to inprove the viability of the
proj ect right now

M5. KING said the mandat ed expansion provisions in ANGPA Section
105 are unprecedented. If a shipper is willing to sign up for
firm shipping commtnents, and can denonstrate that the
expansion won’'t require others to subsidize it, FERC can order
an expansion. She said there’s no problem with a party show ng
up and making a firm shipping commtnent even if they don’'t have
gas right now. The real issue isn't access; it’s the cost of the
access.

5:06: 36 PM
SENATOR W ELECHOWSKI noted that ConocoPhillips was in this sane
position years ago when it was forced to sell MIlne Point

because it couldn't afford to pay the increnmental rates on the
tariff. W’'re trying to avoid that sort of situation because
it’s not good for either the state or an explorer he said.

M5. KING said she’s not aware that ConocoPhillips was forced to
di vest of M I ne Point.

SENATOR W ELECHOABKI read a statenment from the ConocoPhillips
CEO stating that it broke his heart to trade MIne Point, but it
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was necessary because the pipeline tariffs took away the value
of the property.

M5. KING said she doesn’t know the specifics of the MIne Point
trade, but she does know that Congress has given FERC the right
to mandate an expansion on this pipeline and FERC has said there
is the rebuttable presunption of rolled-in rates. W aren't
chal  enging that issue, she said. ConocoPhillips believes that
if gas is found and there’'s need for an expansion there are
vehi cles by which parties can get access to it. The issue here
is who will pay for that expansion. Through AG A the state asks
the initial shippers, including the state, to be wlling to
subsi dize other conpanies’ exploration efforts. You re asking
the state to consider subsidizing the federal governnent if the
expansi on comes fromthe federal waters of the Beaufort Sea, she
sai d.

5:09: 38 PM

M5. KING said ConocoPhillips does not oppose rolled-in rates; it
is sinply proposing that FERC adjudicate the issue. According to
Order 2005 the objective of the Act is “to adopt rolled-in
treatment up to the point that would cause there to be a subsidy
of expansion shippers by initial shippers, if any subsidy were
to be found.” She posed several hypothetical exanples to
hi ghl i ght concerns related to presupposing the FERC process via
AG A

M5. KING said there are a couple of key questions related to
expansions. The first asks what happens when an expansion is
particularly small. In that circunstance it’'s possible that the
incremental costs and increnental fuel could be higher. She
suggested that the parties would want to argue before FERC about
whet her or not that expansion is a subsidy. Another case m ght
relate to fuel wuse. 1In conpression expansions, fuel wusage
depends on the anmount of gas that’s noving through the
conpressor and down the pipe. Cearly you would want to | ook at
t he cost of fuel

CHAI R FRENCH asked if it would |lower her anxiety if the cost of
fuel were included in calculating the expansion costs.

MS5. KING said her anxiety will be |ower when FERC actually plays
the role it is intended to play.

CHAIR FRENCH said it strikes him that it’'s necessary to
i ncorporate fuel cost as part of a legitimte expansion.
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M5. KING said fuel is clearly a conponent that FERC will review
when it decides how to handle the rate treatnent. Continuing
wth the presentation she described sequential expansions and
pointed out that after several expansions the in-field
conpressor stations mght not be in the optimum | ocati ons.

5:15: 32 PM

M5. KI NG said ConocoPhillips supports the state in its desire to
incentivize North Slope exploration and believes that the state
already has the tools to notivate and enhance expansions.
Clearly, there are royalty reductions, tax credits and other
alternatives that the state can look at in specific cases to
determne the best way to “incent” the exploration. Also, the
state could nmake a capital contribution to the future expansion.
She said it’s inappropriate to require existing shippers to
subsidize the parties that did not take on the initial risk.
Signing up for a 20-year shipping conmtnent is greater risk and
asks for greater exposure than asking a conmpany to drill one
exploration well that mght be a dry hole. W can’t |et unknown
gas prospects drive the timng and the devel opnent of
approximately 35 tcf of known resource and the largest private
construction project in North America.

5:18: 04 PM
M5. KI NG suggested the foll owi ng changes to AG A

e Convert AG A bid requirenents to bid variables because
doing so provides an option for potential bidders to
include certain commtnents and uncertainties in exchange
for others. This approach will also create an avenue by
whi ch resource owner/applicants can propose packages on the
resource terns. It will provide nore bidders for the state
to consider and the state would still have the ability to
reject the bid that doesn’t neet objectives.

* ConocoPhillips requests that the exclusivity provisions be
anended to provide the state with nore options. The treble
damages clause is a significant issue that ties the state’'s
ability to discuss resource terns for any alternative
proj ect over the next decade. Allow the coordinator and the
streanmlined permtting to apply to any Al aska gas pipeline
project just like in the federal legislation. There nust be
some benefits in the provisions over existing law or the
adm ni strati on woul dn’t have provi ded t hem

e Finally, ConocoPhillips wants to achieve a framework that
pronotes the developnent of the Alaska North Slope gas
resources and that addresses the legitinmate interests of
all parties. This project is so difficult that all parties
nmust be on the same team and be willing to conprom se. No
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party will work harder than ConocoPhillips to nake this
project a reality.

5:19: 34 PM

SENATOR THERRI AULT asked if AG A isn't trying to say that
if a party has constructive and creative ideas, now s the
time to step forward.

M5. KING said our suggested changes wouldn’t preclude
commercial parties from having conversations at anytinmne.
ConocoPhillips sees concerns wth the prescriptive bid
requi renents regardless of the partnering structure. She
reiterated that novenent from bid requirenments to bid
variables allows the legislature the discretion to approve
or disapprove the administration’s proposed licensee. The
exclusivity provisions are problematic. The |icensee may
have a good plan, but if they stunble, the state wll be
tied up for 10 years. That’s a concern with such a large
and unpredi ctabl e project.

CHAIR HUGGA NS said his thinking has conme full circle and
his current preference is to have a consortium Sone of the
flags that have been raised ought to be addressed, he said.
Wth regard to the pipeline coordinator job, it’s incunbent
upon this conmttee to make sure it’'s legal. If there are
points that require clarification, | hope that we get those
clarified to the benefit to the state at a mninum he
st at ed.

SENATOR THERRI AULT said he has questions regarding the
issue of the rolled-in rates and if the state would be the
ultimate victim He asked if AGA allows the state to go to
FERC and argue against a rolled-in rate if it is
di sadvantageous to the state. Perhaps AG A can be
structured so that conpanies wanting to bid for capacity
have to agree to the rolled-in rate unless released by the
state. He said he would explore the structure of a rel ease
mechanismw th the adm nistration

M5. KING asked the commttee to consider converting the bid
requirenents to bid variables and closing the exclusivity
provi si ons.

There being nothing further to cone before the conmmttee
Chair French adjourned the neeting at 5:26:44 PM
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