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PCOSI TI ON STATEMENT: Di scussed gas pi pel i ne economi cs.
ACTI ON NARRATI VE

CHAIR HOLLIS FRENCH <called the Senate Judiciary Standing
Commttee neeting to order at 1:35:30 PM Present at the call to
order were Senator Wel echowski, Senator Therriault, and Chair
French. Senator McCGuire arrived shortly thereafter.

CHAI R FRENCH announced the commttee would hear from M. Hosie
about the duty to produce.

1: 36: 04 PM

SPENCER HOSI E, Foundi ng Menber of Hosie MArthur LLP, said he
was asked to testify on the subject of duty to devel op under the
Al aska | ease form specifically, and oil and gas |aw generally.
He began with an outline of his background in the area and the
perspective he brings to the duty to devel op question. He's been
an oil and gas |lawer for about 25 years and he began his career
working for the State of Alaska on what was then known as the
Anmerada Hess case. Hi s conpany now runs a national oil and gas
practice from San Francisco representing both private and public
royalty owners. For about a decade he has served as the |ead
outside |awer for the State of Louisiana in its energy natters
related to litigation and regulation. The conpany has
represented the State of Hawaii and has also worked with the
U.S. Departnment of Justice in federal royalty matters in the
whi st ebl ower context. Over the last several decades he’'s had
the opportunity to see and review mllions of pages of oi
conpany docunents. Sone that were produced in litigation. From
that he has a deep and detail ed understanding of the processes
that oil conpanies bring to the question of a capital intensive
upstream investnent. That includes what matters, what doesn’'t
matter, why things get built, and why other things don’t get
built. “And it’s that perspective that | bring to duty to
devel op,” he stat ed.

1:38: 01 PM

MR. HOSIE said that with regard to the substance of the duty to
develop, it’s necessary to understand the basic nature of the
relationship that an oil and gas creates between the royalty
owner and the oil producer. That relationship is profoundly
unlike a traditional arns-length commercial relationship, he
stated. The process begins with a |landowner wth real estate
that may or my not have mneral resources. Because the
| andowner doesn’t have the know edge or expertise to drill,
explore, develop and narket the hydrocarbons that mght be
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found, the |andowner needs a partner that has that particular
set of skills. OF course, that is a ngjor oil conpany.

MR. HOSIE explained that the Iandowner and the oil conpany
execute an oil and gas |lease, which is often a short and sinple
contract to govern a relationship over 50- to 70- years. In that
relati onship the |andowner contributes the real estate and the
oil conpany contributes the promse to use its expertise to
explore and develop the property diligently and to narket the
production for the nutual benefit of the |andowner and itself.
That’s the deal that the oil conpany strikes to get the initia
| ease, he stated. As a consequence of making that prom se, which
i ncludes the prom se of diligent developnent, the oil conpanies
get nost of the value of the production. In Alaska, under the
Division of Lands 1 Lease Form (DL1), the oil conpanies get 87.5
percent of the value of the production while the state’'s royalty
share is 12.5 percent. That is |ow under nodern standards, but
it was the norm when the DL1 |ease form was drafted in the late
1950s.

MR. HOSIE enphasized that the nmain point is that the producers
get the lion's share of the value because of the prom ses they
nmake to get the initial |ease. That includes the promse to
explore, to develop, and to market for the nmutual benefit of the
royalty owner and the oil conpany.

1:40: 35 PM

MR. HOSIE infornmed nenbers that for decades the courts have
recogni zed that an oil and gas |ease creates a relationship of
nmutual interdependence and nutual benefit. Inportantly, that
means that the oil conpany that is under a lease is no |onger
able to nmke decisions based on its unilateral econom c best
interest. “It can't say ‘This is how we make the nobst noney;, we
want to spend our dollars here and not there.’”” Rather, it nust
make devel opnent decisions based on both its interest and the
econom c best interest of the royalty owner. They're in it
t oget her and that covenant to make deci sions based on the nutual
best interest of both parties is a promse the oil conpanies
make in the initial |ease agreenent, he stated.

MR. HOSIE said that the economc interests of the royalty owner
are often tinmes fully aligned with the economc interest of the
oil conpany. For exanple, both are interested in high prices;
high prices are good for the oil conpany and the |andowner.
However, under sone circunstances the oil conpany’s econom c
interest diverges from the royalty owner’s economc interest. A
key instance where that happens is wth devel opnent. Al nost
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i nvariably the |andowner wants their property devel oped and the
hydrocar bons produced and sold, because that activity is what
generates the royalty check. “After all, they went to the oil
conpany in the first instance precisely to have the Iland
devel oped and the property producing and the hydrocarbons sold,”
he stated.

MR. HCSI E expl ained that sonetinmes an oil conpany is disinclined
to develop and produce--at |east right now For exanple: the
conpany might be long on a particular resource so it doesn't
value it right now, the conpany m ght be capital constrained;
t he conmpany might have a lot of capital, but for various reasons
it mght want to spend it elsewhere. “If you're a nmjor oil
conpany with a devel opnment opportunity in Kazakhstan or Qatar,
if you don't spend your dollars there, if you don’'t nove that
project forward there’'s likely to be an unhappy consequence for
you. You have to go forward in those jurisdictions,” he stated.

MR. HOSIE relayed that another reason for not devel oping right
now i s that the conpany m ght have high internal hurdle rates or
RO that, as a corporate policy, governs all investnment in the
conpany. The internal hurdle rate could be 30 percent, 40
percent, or as high as 45 percent and it won’t invest any nobney
in an upstream project unless it believes it wll achieve that
return. “That may be its internal hurdle rate and if a project
is only 25 percent profitable it’s not going to pass the gating
test and won’t get built,” he stated.

1:44: 09 PM

MR. HOSIE said that for any nunber of reasons an oil conpany can
decide not to spend noney on developnent right now Those
deci sions m ght be perfectly sensible and from conpany
perspective that may be the right decision. But that’s not the
right question with regard to the duty to develop. The right
guestion there is, “Is the project in Alaska, on its own nerits,
reasonably economc.” If it is reasonably economc, the oil
conpany has an obligation to go forward. That’'s how the inplied
duty to develop solves this conflict between a royalty owner who
wants his/her field produced and an oil conpany that wants to
spend its dollars sonewhere else. Duty to develop solves that.
It says, “If the project is.on its own nerits, reasonably
econom c, you have an obligation to go forward.” He enphasized
that goes back to the basic bargain that the royalty owner
struck with the oil conpany to get the first |ease signed.
“That’s the prom se the oil conpany nade then.”

MR. HOSIE stated that in this instance, the oil conpany went to
the state and said it would produce diligently and that is why
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it got 87.5 percent. The oil conpany said it would use its
expertise to explore, develop, and market the production. That
is why the oil conpany gets the lion's share. “Those were
prom ses they made to get the leases in the first instance and
it is inconsistent--with that bargain |ong since struck--for an
oil conpany 30-years down the road to say, ‘Ch incidentally,
this project may be reasonably economi c, but we think we can get
a bigger bang for our buck in Kazakhstan or Qatar or in
M ssissippi, or in East Texas.'” That isn’t the right question

he enphasi zed.

1:46: 23 PM

MR. HOSIE said he thinks about it in terms of the follow ng
anal ogy. Toyota is thinking of building a manufacturing facility
in one of five or six southern U S. states. It goes to those
states and asks what incentives they can provide Toyota so it
builds the facility in one state as opposed to another. That
| eads to a reverse auction--or race to the bottom-to find which
state can put together the nobst attractive package of economc
i nducenents so that Toyota builds in one state as opposed to
anot her. Say Kentucky wins that race to the bottom and cuts a
deal with Toyota, but as part of the deal Kentucky gets Toyota
to agree that if the first plant is successful and Toyota
decides to build a second plant, it nust build it in Kentucky.
Toyota made that promise as part of the original deal. “That is
exactly what the duty to devel opnent is under the Al aska deal on
|lease form” he enphasized. |If an Alaska gas pipeline is
reasonably profitable on its own nerits, then the oil conpanies
have an obligation to go forward even if nore noney could be
made el sewhere.

MR. HOSIE said he noted yesterday that Exxon has spent $41

billion in the last two years buying back its stock on the open
market. It’s doing that to drive the Exxon share price up, and
Wall Street loves that. It shows fiscal discipline, it reduces

out standing shares, and the value of the remaining shares rise
showing that Exxon is a good and promsing investnent. From
Exxon's perspective that may be a rational econom c decision.
But when you ask whether they have an obligation to commt

dollars to a particular devel opnent project, it doesn't matter
if they believe they mght be better off buying back $41 billion
of their own stock. He again enphasized that, “If the project is

econonmic on its own nerits they have an obligation, under the
deal they entered into.to build the project.”

1: 49: 10 PM
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CHAI R FRENCH asked if he’s saying that the industry mght be in
the position that it has to build a pipeline, or is it nore
accurate to say that they have to be in a position to sell into
an econom ¢ pi peline.

MR. HOSIE suggested that he is really asking what renedies the
royalty owner has if there is a breach of the duty to devel op.

To begin with, he said, litigation is never the first option and
rarely is it a good option. *“A conpany can force you into
litigation if it wants to, but that’'s not really where you want
to be.” Fortunately though, in the duty to develop context
there's a better remedy. If the oil conpany refuses to go

forward with a devel opnment project because it says it’s not
economc, then it nust give the resource back. There is a
consequence to saying the project isn't economc, he stated.
Once an oil conpany says a project isn’'t economic, the resource
reverts to the royalty owner. Then the resource owner can go to
a different oil conmpany that nay have a greater need for that
production now as opposed to sone years later. That's the
royalty owners right. He reiterated that the first renmedy is if
the oil conpany doesn’t want to build a pipeline, then they have
to give the resource back so it can be relet through another oi
conpany that is willing to build a pipeline on your schedule.
“That is the inportant renedy here,” he stated.

MR, HOSIE explained that if a third party with the neans,
desire, or ability to build a pipeline goes to the producers and
if the producers refuse to commt gas at a reasonable market
price, then the producers violate the inplied duty. They're in
violation because effectively that bottles wup the resource
indefinitely. The courts call that in-ground warehousing. It is
specul ati ve warehousi ng of a hydrocarbon. “If you' re Exxon with
a lot of gas on line, maybe that’'s a good thing for you, but it
is not a good thing for the royalty owner that needs the gas to
be produced to generate revenue now.”

MR. HOSIE said the short answer is that the right remedy is not
to spark a conplicated litigation. The right renmedy is to ask
for the resource back. It’'s really that clear in the law, they
can’t have it both ways. In this state they have to nove it or

lose it, he said. If a third party is willing to cone forward
they can't say they won’t build the project and also not sell it
to sonmeone that is willing to build it.

1:52:59 PM

SENATOR W ELECHOWSKI said a concern he has relates to the need
to reinject the gas to produce the oil.
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MR. HOSIE agreed it’s an inportant consideration and if there
are conservation and field preservation reasons that nake it
i mprudent to sell gas because it would inpede oil production,
that is a legitimte reason for a producer to say no. However,
in that situation the economc interest of the oil conpany and
the state are aligned. Both parties have an interest in
preserving the field and certainly the AOGCC would have
sonething to say about that if sonmeone were of a different
perspective. “But that’s..not.the problem here. The problem
here.is that you don’t have a pipeline cuz Exxon doesn't want to
build a pipeline—not yet.”

SENATOR W ELECHOWEKI noted that recently all the producers cane
forward and said they would not put a bid in under AGA He
asked if he believes that is a violation of the | eases they have
signed with the state. What action would you recommend the state
t ake?

MR. HOSIE replied it may be a violation of their duty to market
and it nmay be a violation of the prom ses they nade to the state

a nunber of years ago. “lI think the right action for the state
is to avoid conplicated, expensive litigation.” Instead, tell
the producers they can’'t have it both ways. If they aren't

willing to build the pipeline then they nust commt to tender it
at nmarket pricewth AOGCC concerns covered—to a third party
consortium |If they aren't willing to do that either then they
should be told they forfeit the resource. “Qherw se.they're
just bottling it up indefinitely and that is contrary to every
tenet of oil and gas lawin this country,” he stated.

1:55:10 PM

SENATOR McGUI RE said she thought Senator W el echowski was going
mention the issue of the unit agreenment on the North Slope. She
asked if he had reviewed aspects of that and if he had an
opinion as to whether there would be a violation of that unit
agreenent if one or two of the three producers made the decision
to commt their gas in the form of a firm transportation
commitnment. If they do she believes there mght be antitrust
issues there. “You have a wunit agreenent that.on its face
precl udes any novenent fromthat basin,” she stated.

MR. HOSIE said the antitrust question is interesting and the
state has looked at that in past years in the context of its
prior issues wth the oil conpanies in terns of how the
production is marketed and how royalties are reported. The
guestion was: Wre they acting in concert to report an
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artificially depressed price? In terms of the current contract,
if the producers act together to not take advantage of a
reasonabl e market activity, that could be a violation of Section
1 of the Sherman Act. It prohibits concerted action for the
purpose and with the effect of sustaining or maintaining prices.

MR. HOSIE said the second point is that the fact that there is a
unit agreenent that requires unitary action is itself not a
legal or antitrust issue. Unit agreenents are pro-conpetitive
and good for both the oil conmpany and the |andowner. “You want
there to be a unit with a unit operator that runs the thing
sensibly to make sure that there isn't waste in the field.” The
nore sensitive point is whether the oil conpanies have reached
an agreenent between and anongst thenselves to stand together
and say “No.” to reasonable market activity or options such as a
willing third party. “That is something they would have to be
careful about,” he stated.

CHAI R FRENCH advised that M. Mnesinger will talk nore about
antitrust.

SENATOR W ELECHOWSKI asked if he has an opinion as to whether or
not the AG A process is the appropriate approach. “If the |eases
are interpreted that way you' re saying, it would seemto ne that
we don't need A A+that we don't need the incentives and the
i nducenents.”

1:58: 29 PM

MR. HOSIE said it is the correct approach; the $500 mllion is a
catalyst to try to get a third party to get past certain
regulatory hurdles to nmake it a reality. “lIt’s in the state's
interest to do that to nmke that happen.” And it doesn't
underm ne the larger l|legal point, which is that the state does
have the benefit of the duty to develop and the producers do
have the obligation to nove it or lose it. They don’'t have the
option to warehouse the resource in the ground and wait for
somet hing to change, he st at ed.

MR HOSIE said the legal question asks if this project 1is
economc, so it’s essential that the state know what the
producers really think about this. It’s not just the negotiating
posture that should be evaluated here because these are people
who negotiate for a living. He said he noted recently that Exxon
told the Securities and Exchange Comm ssion in its 2005 K-1
annual report that the Pt. Thomson Unit was economically
feasible that year based on 2005 prices and economcs. He
continued to say:
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That is in their 10-K Wiy is it there? Because in
2005 Exxon changed its accounting for its capitalized
Pt. Thomson costs. And it changed its accounting under
FASB—i nanci al Accounting Standards Board—Standard 19-
1, which lets a conpany undertake a certain type of
accounting only if it concludes that the project is
econom cally feasible based on then current prices and
conditi ons—FASB 19.1. Exxon made that conclusion and
its auditors—Price Waterhouse Cooper (PwC)—signed off
onit and it’s footnoted in their 10-K

That is what Exxon really thinks about Pt. Thonson.
Exxon is not msleading the SEC. Exxon 1is not
m sl eading Wall Street. Exxon’s position nmay have been
a little different in its negotiations with the state
in years past, but those are negotiation positions.
You expect themto be forceful in negotiations. That's
what they do for a l|iving.

The point.is that it’s essential that the state really
know what these conpanies think about their upstream
econonics. They have docunents, they have upstream
i nvestnment guidelines that govern where they invest
nmoney and what the gating hurdles are and what the
return investnment has to be for themto green-light a
project. These conpanies are conpanies wth processes
that govern these activities. And it’s all there in
their internal docunents.

2:01:36 PM

SENATOR W ELECHOWBKI said that after sitting through about seven
weeks of this process he knows that he and others have asked
repeatedly what they want and whether this is a profitable
project. W haven't gotten a whole |ot of straight answers, he
said. Do you have any suggestions that this body can do to get
the information? In your opinion are we entitled to this
information wunder the |eases? Should we be requesting the
information in a nore formal manner?

MR HOSIE said you are entitled to the information. That’s
particularly so if the oil conpanies have said the project is
not economc unless the state changes its royalty percentage or

tax reginme. “In making those kinds of requests—and | appreciate
that was in the prior admnistration.the industry is essentially
trying to recut the deal.” He rem nded nenbers of the Toyota

analogy and said if the oil conpanies are asking for a change
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then it seens that they have an obligation to show their
internal econonmic analyses including their upstream investnent
hurdl e rate docunments. Those are the ones that say, “Here's when
we invest and here’s what we need to invest. Here's what we
think we can safely warehouse.” The first thing an oil conpany
t hi nks about is what happens if a project isn’'t developed. Is
there a risk of losing it? “My personal view is that Exxon and
the others have not, until very recently, considered the risk of
losing the resource real in the state of Al aska..They thought
t hey coul d safely warehouse these resources here.”

2: 03: 23 PM

SENATOR McGUIRE, noting that the Chair has the power to ask
W tnesses to swear under oath and the power to subpoena rel evant
docunents, asked if it mght becone a political question that
the court wouldn’'t touch, if the oil conpanies failed to produce
t he docunents that were subpoenaed.

MR. HOSIE said he isn't sure how that would be resolved under
Al aska political law. Oher avenues would be to formally ask
Exxon for the docunents through new or current litigation, or
ask Exxon to give him permssion to show the docunents. He said
he can’t show them w t hout permni ssion because they were produced
under protective order, but he does have them Al oil conpanies
have internal investnment guidelines; they can’'t do business
wi thout them G ven the fact that you are interdependent, in al
fairness | think that you are entitled to see them he stat ed.

2: 05: 00 PM

SENATOR THERRI AULT noted that for 30 sone years the price was
such that the project was not economc. Is it with the tacit
approval of the |andowner that you' re able to go from year to
year, he asked. At what point does the |andowner nmake the
determ nation that sonebody else should have the right to go
forward?

MR. HOSIE said Pt. Thonson, where a discovery well was drilled
in 1977, is a good exanple. The unit was created 30 years ago
and not a drop or oil or gas has been produced from that wunit.
For a long time the | ack of devel opnrent may have been due to the
fact that it wasn’'t economc. “But certainly for the past nmany
years it has been economic to do a project at Pt. Thonmson. And
the state has been slowy escalating its insistence that the
producers nove the project forward.” There have been agreenents
for drilling as well as agreenents on expansion and contraction
financial penalties, so it’'’s worth Ilooking at ExxonMbil’s
performance under those agreenents. There have been nultiple
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defaults and they currently owe the state $20 mllion. That is a
penalty ExxonMbil agreed to pay if it didn't do certain
devel opment. It didn't do the developnent and it won't pay its
share of the $20 mllion so there cones a tinme when the royalty
owner is entitled to make the oil conpany decide. If the project
is economc, then nove forward and if you truly think it’s not
economc, then let it go. It’s the royalty owner that has to
make the call, he stated.

MR. HOSIE said the duty to develop is the law in Alaska. It is
specifically referenced in paragraph 19 of the DL1 |ease form

It clearly says that further developnment will be done with due
regard “to the interests of both the royalty owner and the oil
conpany.” That matter was litigated in the ANS royalty case

where Judge Carpeneti decided that there was a full array of
inplied duties in Alaska law including the duty to develop.
“There’s just no question but there's a duty to develop in

Al aska,” he stated. The real question is wll the state say
“Move it or lose it.” if the oil conpany says the project is not
econom c.

2:07:56 PM

SENATOR W ELECHOWSKI asked who would have standing to file a
| awsuit ordering the producers to devel op the resource.

MR HOSIE replied a lawsuit posing that question on the Pt.
Thonmson matter is proceeding right now in the superior court in
Anchorage. A decision was nmade to termnate that unit as of
Decenber 2006 because of inadequate plans of devel opnent. He
noted that there are procedural questions as to which court has
jurisdiction and what the proper sequence ought to be. That
argument will likely take the next 60 days. But the state wll
ultimately win the nove it or lose it point, he stated.

SENATOR W ELECHOWNSKI asked if only the State of Al aska has
standing to bring suit, or could the legislature or any citizen
do so.

MR. HOSIE said he doesn’t know, but DNR certainly has standing

As the responsible agency it has the obligation to police the
field and the plans of developnment. If it believes there has
been a default, then it has the obligation to act appropriately
and require the oil conpany to cure the default, put the field
in production, or surrender the leases. “Right now DNR is
actively.pursuing that with the full support and assistance of
the Departnent of Law. That is underway as | speak--for Pt.
Thonson.” Asking that question wll have a clarifying effect on
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the conmpany’s willingness to commt. “There’'s just no question
but that Pt. Thonson’s economic. They wll never let their
| eases go.”

2:10: 28 PM

SENATOR W ELECHOWBKI said he has heard from sone | egislators and
from the public that the producers wouldn't say they weren't
going to put in a bid unless they really nmeant it. He noted that
M. Hosie has an inpressive resunme, “but | guess from a
negotiating standpoint, how credible is a statenent from a
producer when they say we're not going to put in a bid under
AG A?” Are they bluffing or are we negotiati ng?

MR. HOSIE said yes, you are in a negotiation. He said it is a

m stake to look at the oil conpanies as one. They are very
different conpanies wth different needs and desires. He
believes Chevron and ExxonMbil feel very differently about
Al aska devel opnent. So woul d Shell, he added. “When they take a

unified stance in a negotiation, it is inportant to renmenber
that they are very good at speaking with one voice to you, but
internally they are kicking each other under the table all the
time.” They like to characterize the state as being litigious,
but that is untrue. And they are very quick to sue one another.
“I't is just part of the business that they are in, and it is a

negotiating tactic to back the state up on its heels.” It is a
negoti ation, and “who knows what they individually think and who
knows what they will do if you nove forward anyway?”

SENATOR THERRI AULT asked if it would be good to know if other
conpanies had to try to buy the acreage, because the conmpany can
release it back to the state or sell to another. He noted that
ot her conpani es have approached ExxonMbil and have been shooed
away.

2:13: 24 PM

MR. HOSIE said absolutely yes. “If you have another nmajor oil
conpany, or even a snmaller oil conpany that has a foothold in
the North Slope and wants nore, if they' re comng to Exxon and
offering to take over the Exxon |eases and pay a significant
bonus, that’s because they think it's an economc project.” He
has not doubt that the state could generate significant bids if
it relet the Pt. Thonson | eases today with nine zeros.

SENATOR THERRI AULT said that back when M. Hosie nade a
presentation to the LB&A commttee, the commttee asked the
adm nistration for a formal request for information from the
conpanies holding the |ease acreage and suggested using M.
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Hosi e’ s expertise on what docunents needed to be requested. D d
t hey approach you about how to phrase such a request?

MR. HOSI E sai d no.

CHAIR FRENCH said the Ilynchpin is if the gas pipeline is
econonmc. He is skeptical that the state can force the oi
conpanies to build a pipeline, but seenms that the state can
force the industry to sell into an econom c pipeline.

MR. HOSIE said the first thing that the state is entitled to is
a hard, clear informed answer from ExxonMbil about whether it’'s
economc. “You are entitled to that at a bare mninum” They
have equivocated because it's a lose/lose point for them *“If
they don’t want to build it now, but prefer to negotiate to see
how many i nducenents Toyota can get in Kentucky, they don't want
to say equivocally we’'re not going to build it. It’'s.we need
your cooperation; we need sonme inducenents. On the other hand

if they say it isn't economc, bluntly and flatly, then they
have just proven their way out of their |eases.” So the key
thing for the state to do right away is to make them take a
definitive position. Ask them to square what they ve told the
state with what they’ve told the SEC in terns of Exxon’s
accounting for Pt. Thomson capital costs.

CHAI R FRENCH said he has gotten hinmself |ocked into the m ndset
that he has to prove this affirmatively and keep marshalling
state experts and outside analysts to prove that this is
econoni c, when they have the answer and we just haven’t forced
it out of them

2:16: 39 PM

MR. HOSIE said, yes and, “you can't, as a royalty owner, prove
it is economc.” The legislature doesn't have that information
“That’s not what you do. That’'s why you have them That’'s why
they’re getting 87.5 percent of production. That's their
expertise, and so the last thing a royalty owner wants is a |ong
drawn out litigation from the oil conpany about whether a big
project is economc or not.” It’s not the fight you want or one
that you need to fight, he said. You have to nake themtell you
“Are you going to build it or you going to give it back?” If
they give it back, the state can release to a conpany wth
specific tinetables. That is the right of the royalty owner.
VWhat is inproper is that the state has been in |inbo through
these intermnable negotiations and sliding down a slippery
sl ope.
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2:18: 01 PM

SENATOR McGUI RE said when a licensee commts to build the line
and there beconmes an economic way to transport that gas to
mar ket and one of the big three conpanies won't nmake a firm

transportation conmtnent, “we get into this norass of
litigation that goes on for years and years and years, and we
| ose opportunity.” What about expedited consideration? |Is

anything like that contained in the |ease agreenents? Does it
already exist in disputes governing the |lease itself? Can there
be a conpelling argunent to the superior court that this is the
kind of matter that needs to be expedited.

MR. HOSIE said he believes there is nothing DL1 |ease form for
both the North Slope and Pt. Thonson that conpels arbitration or
provides for expedited treatnent. There is absolutely the
ability to ask a superior court judge to expedite a given
matter. The state has enphasized the need for pronpt treatnent
in the Pt. Thonmson case. He said Judge deason is noving it
forward very quickly indeed. He said he thinks the parties wll
be deeply into the substance of the dispute in two nonths.

2:20: 03 PM

SENATOR W ELECHOWSKI asked the definition of "reasonably
profitable.” He has asked that question repeatedly and he
expects the answer to be that they don’t know because they don’'t
know what the pipeline deal is going to look like. Is it fair
because of the unknowns?

MR. HOSIE said reasonable profitability means that they can
build the project out, get the gas nmarket-ready, wth an
expectation of making a reasonable return on their investnent.
It may be six percent or ten percent. It isn't 30 percent, he
stated. If there is an internal hurdle rate of about 20 percent,
it can still be profitable at half of that. Bond rates and
investment debt are what a court |ooks at. There are
uncertainties. But there are always uncertainties in any
upstream oil and gas project. That is the deal they took when
they got the lease. “lIt’s theirs to develop diligently.” They
can't tell the state to nmake it risk free for us, because that
is a renegotiation the basic deal by which they got the North
Sl ope | eases, under which they ve taken hundreds of billions of
dollars of profit. Yes, there may be contingencies and risk.
Maybe gas will drop by 90 percent in three years. “I don’'t think
so.” But no one can guarantee that. “It’s not their right to
insist that the state conpromse its economc position to mnake
their business riskless. They're getting the lion's share
because they agreed to take the risk.”
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2:22:42 PM
SENATOR THERRI AULT said wunder the Stranded Gas Act, AS
43.80.300, if the administration is negotiating a package under

that act, if the application is approved the respective
comm ssioners shall require the successful applicant to provide
financi al t echni cal and mar ket i nformation. “ So t he
conmi ssioner gets to determne what information he wants.” |If
the information is not provided, then the application can't go
forward under the act. “Since you were part of the previous

adm ni stration, you had done sonme work for them are you aware,
was such a request ever put into the producers to see whether,
in fact, the economcs of this project were acquired, the things
that were being offered up?”

MR. HOSIE said he is not aware of any such requests.

SENATOR THERRIAULT said in a conversation with the previous
chief of staff specifically on the work that you had done, he
warned nme that there was a hole in your argunment. “He called it
a circular non-sequitur that you get into sonme little loop.” He
asked what flaw he referenced.

MR. HOSIE said no one in the prior admnistration conmmented any
such thing to him |If they had thought that, he would have
appreciating knowing. “I do not think that there is.” For an oi
and gas |l awer, these are not abstract shades of gray concepts.
There is a duty to develop and it is in the DL1 | ease form They
do have the obligation to go forward and if they don't there is
price to pay: they have to turn the resource back to the state.
“Those are black letter rules of law”

MR. HOSIE said his final point is that the producers are al
very di fferent W th fundanental |y di fferent Vi ews and
willingness to go forward with a project in spite of speaking to
the state with one voi ce.

2:25.:49 PM

KENNETH M M NESI NGER, Attorney, G eenberg Traurig, said he has
practiced before the FERC for 15 vyears representing several
maj or gas pipelines and other clients. He has tried sonme of the
maj or FERC mar ket power cases, including cases around the recent
so-called “California energy crisis.” He has served as chair of
the Energy Bar Association antitrust coomittee and has
significant experience on energy-related antitrust matters. He
said he wll cover three issues today: 1) antitrust and
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conpetitive problens associated with a producer-owned pipeline,
2) how AGA would largely fix or aneliorate those problens, and
3) the question of what if the producers fail to bid in an open
season.

2:28:10 PM

MR. M NESI NGER said in 1977 the U S. Attorney Ceneral found that
a producer-owned pipeline would present serious vertical market
power issues and recommended a conplete ban on producer
ownership. The issue is that there would be a disincentive to
expand the line to serve third party conpeting gas supplies, he
said. He addressed this in a Decenber 21, 2006 nenorandum that
is on the Legislative Budget and Audit website. The 1977 opinion
is consistent with subsequent precedent of the Departnent of
Justice and FERC dealing with vertical market power issues. It
is like three trains owed by three conpanies and one conpany
buys the one bridge they all need to go over. That conpany wl|
have an incentive to favor its train and discrinm nate against
its rivals. That is what the attorney general was talking about
in 1977. It boils down to expansion, delay, and access, he said.

MR. M NESINGER said a producer-owned pipeline would have a
di sincentive to expand. AG A, however, fixes that because it has
a requirenment that if it’s economc to do so, the pipeline nust
expand. If there are customers willing to pay, the pipeline nust
expand. AG A also requires that the pipeline hold open seasons
every two years. AG A addresses the issue of delay by requiring
the wnning applicant to hold an open season within 36 nonths
and requiring the applicant to propose specific dates by which
it wll file for a FERC certificate and initiate the prefiling
process. So AG A goes a long way in addressing the delay problem
with a producer-owned line. AG A addresses the access issue in
the area of rates. If there's a producer-owned pipeline, the
producers (Exxon, BP, and Conoco) would be indifferent to a high
tariff rate, because it is noney from one pocket into another.

2:32: 35 PM

MR. M NESINGER said AG A requires the pipeline to have |ower
rates. A 70/30 debt to equity ratio, for exanple, drives the
rate lower than if there were a higher debt to equity ratio.
AG A requires rolled-in rates. That’s related to the expansion
i ssue where the pipeline would be required to roll in up to 15
percent above the initial rate. Lower rates inprove access for
third parties, l|like BG or Anadarko. AGQ A establishes an open,
conpetitive process for all parties, unlike the 1977 attorney
general opinion, which advocated a total ban on producer
ownership. AQA invites the producers into the process. It

SENATE JUD COW TTEE -16- May 7, 2007



establishes a mddle ground between not banning them and
negotiating with them exclusively. H's opinion on the failure to
bid is simlar to M. Hosie’'s. If the failure to bid by the
producers were the result of an agreenent anongst the producers,
“you could have a very serious issue under Section 1 of the

Sherman Act.” It's premature to go beyond that regarding
antitrust issues. “W need to wait and see what happens.” W all
hope it will be a successful open season no matter who conducts

it, he stated. The docunents M. Hosie spoke of would be
interesting from the duty-to-produce perspective and they m ght
be interesting from an antitrust perspective. But we need to
wait and see.

2:35:28 PM
SENATOR THERRI AULT said he met with himin Washington D.C. prior
to witing the nmeno for LB&A. “If there is a waiver of the

earlier language that said that the producers should not own a
part of this particular transportation system there was sone
concern that that would not necessarily satisfy the Departnent
of Justice.and that there are sone turf battles that always goes
on between the.federal agencies. Just because one has signed off
doesn’'t nmean the other wouldn't be putting a proposal through
all these hurdles. And so if | take your testinony correct.if we
did have a producer participating, or the three producers
participating together, in a proposal under AG A to be the owner
of the transportation system the requirenents of AG A would go
a long way to satisfy that Departnment of Justice process?”

MR. M NESINGER said, “Correct, and we discussed that in the
meno.” He said he is glad he nentioned the waiver. It is a
detail that is covered in his handout. The Reagan Adm ni stration
came along and said that producers can perhaps own the pipeline
so long as they satisfy the FERC that there is no antitrust
problem He said in 2005 the FERC Chair said the antitrust
issues were still wvalid and will be addressed in any FERC
certificate proceeding.

SENATOR THERRI AULT said, “So that would be part of a FERC
proceeding that would invite input from the Departnment of
Justice.”

MR. M NESINGER said it would be a FERC certificate proceeding if
the producers win the AG A license or otherwise subnmt an
application to FERC for a certificate to build the line. At that
time parties could raise antitrust issues. There are multiple
agencies and the Departnent of Justice or the Federal Trade
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Comm ssion could show interest, particularly if there was
evi dence of joint agreenent to not bid or other reasons.

2:38: 57 PM
SENATOR THERRI AULT asked if there is a potential antitrust issue
that AQ A doesn't speak to.

MR. M NESI NGER said he thinks AG A speaks to the issues. He said
it is a mddle ground, particularly with access issues. It
significantly inproves the situation, short of banning producer
owner shi p.

2:40: 05 PM
WLLIAM H SPARCER, Principal, Energy Project Consultants, LLC
Col orado Springs, Colorado, said he has 35 years experience in
natural gas pipelines and has worked in project managenent, cost
control, engineering, and construction managenent. He has worked
for two major pipeline conpanies in the United States. He said
term nol ogy changes with whoever is speaking, so he gave the
foll ow ng definitions:

* Project: An assuned natural gas pipeline along the southern

route through Al aska into Canada

e Producers: The three existing North Slope oil producers
* North Arerica: United States and Canada only

MR. SPARGER noted the follow ng unfounded “concerns” advanced by
primarily the producers:

e Shippers bear all of the financial risks of the project
cost overruns.

* Producers nust have econom c certainty.

* Producers are the only ones qualified to construct the
proj ect .

e Schedules with mlestone dates drive up the project cost,
so firmdates are bad.

MR. SPARCGER said it is sinply not true that the shippers bear
all the financial risks of cost overruns. Mst new projects have
negotiated rates. The rates are negotiated between the shipper
and the pipeline conpany. Those rates nmay be some form of firm
transportation and may take sonme form of risk sharing, whereby
the pipeline conpany may take sone risk of an overrun and the
shi pper may take some. “I think that’s what’s going to happen
with this project,” he stated. He said he doesn’t know how t hat
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risk sharing will take place, but it is a certainty that the
shi ppers will not bear 100 percent of the risk of cost overruns.

2:43: 27 PM

CHAIR FRENCH said, “Wiat you're saying is that should the
initial pipeline tariff be estimted at $2.00 and should cost
overruns drive the tariff up to $4.00.that full $4.00 tariff
isn't just automatically passed on to the shipper.” It is
possible that a shipper could negotiate a $1.75 tariff in the
first place, and then have some protections from assum ng that
cost overrun tariff.

MR. SPARGER said that is true. A rmulti-billion dollar project in
the Lower 48 (Rockies Express) has negotiated rates. “And those
rates are, in fact, firm whereby the pipeline bears all of the
ri sk of cost overruns.”

CHAI R FRENCH asked, “100 percent of the overrun risk put on the
pi pel i ne buil der?”

2:44: 47 PM

MR. SPARGER said yes. He referred to the idea of producers
needing economc certainty. That certainty breaks down into
three areas, and one is supply or upstream and for this project
the supply side is as certain as it gets. “The gas is there
they know it’'s there; they know what the reservoir |ooks like
they know within reason how it behaves; and the producers have
much nore economc certainty on the supply side than nost any
ot her producers on nornmal projects.” A good exanple is Rockies
Express where the producers signed FTs wthout having 500
mllion per day to turn on—they only think they will by the tine
the pipeline is in place. In Alaska s case, about “twice the
vol unes that are being tal ked about is being recirculated as we
speak,” he explained. People are talking about a billion cubic
feet a day pipeline and over eight is being recircul ated today.

MR. SPARGER said that the negotiated rates wll mtigate
m dstream cost overrun issues. The market and the downstream is
a normal business risk faced every day. If you look in the
producer’s annual reports or their 10-Ks, it is listed as a
business risk. It is a risk assunmed all over the world every
day.

2:46: 44 PM

SENATOR W ELECHOWBKI asked if he agrees wth the producers
repeated statenent that the size of this project takes it to a
new | evel of risk
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MR. SPARCER said no. Pipeline projects are not rocket science;
they are relatively sinple from an execution and engineering
standpoint in North Anerica where there are rules that don't
change. He said he won’t mnimze the magnitude of the project;
however, pipelines are constructed one mle at a tine, and the
length nmakes little difference to the execution. It just needs
nore surveys, rights-of-way, contractors and other resources.
The Rockies Express is 1,400 mles long and on an execution-
basis it is not being treated any different than any other
pi peline, he noted. “I would not agree with those statenents.”

SENATOR THERRI AULT referred to the Rockies Express and the FT
commtnments for nore gas then is known about, and asked about
paying for unused pipeline capacity and the market for that
capacity.

MR. SPARCER said these conpanies think they will have that gas,
but they also can sell that reserve space to soneone who has the
gas. The FT is a commodity. If they don't use it and there is a
mar ket for it, then sonmeone will take that space.

2:49: 22 PM

MR. SPARGER said he has heard testinony saying that schedul es
with mlestone dates drive up the project cost. AG A has only
one firm date and that is to go to an open season 36 nonths
after the license is awarded. All other dates that are asked for
are dates that wll develop 1in proposals. They are not
prescriptive dates. Wthout a schedule, projects tend to go on
forever. “No project is ever, to ny know edge, started or
executed wthout a schedule for not just through the FERC
certificate, but from beginning to end.” If things drive up
costs, then the schedule is revaluated under a total project
econom c analysis. It happens on every large project that at
certain points one nust revisit the schedule and adjust it
dependi ng on the econom ¢ decisions at the tine.

2:51:40 PM

SENATOR THERRI AULT asked if \V/ g Sparger has | ooked at
i nformation t hat consul tants suppl i ed to t he previ ous
adm nistration about |arge project scheduling. There was sone
caution that if a tinmeline is too rigid “you force things
al ong.you nove from one step to the next step.before you have
everything lined up and you' re ready to take that step.”

MR. SPARGER said he has seen it and believes it is IPA s paper
presented last year in Centennial Hall. He’'s seen a course they
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put on regarding the same topic. “I think it’s being quoted out
of context.” He said he thinks the intent was not to say there
shoul dn’t be a schedule, but that one shouldn’t set unrealistic
or arbitrary dates. The dates should be realistic, he stated

and that is what the cost estimate is based on. The dates should
be open to change as circunstances change, and then an econom c
deci sion is nade based on the entire econom cs of the project.

MR. SPARGER noted other unfounded issues and concerns. It is
false to say that |eading-edge technology is required to reduce
project costs. Also, the statenment that AG A requirenents for a
detailed project description are premature and costly is not
correct. “l believe, although | can’'t put any specificity to
this, that the currently proposed schedule may be able to be
shortened.” He thinks it is sonewhat pessinistic. The proposed
schedule is built on end-to-end dates whereby one step 1is
finished before the other begins. However, that is not the way
pipeline projects are built—+they are overlapped. Procurenent
overlaps with the FERC process, for exanple.

2:54:49 PM

CHAIR FRENCH said the commttee would next hear from M. Harper
who would talk about FT conmmtnments and their affect on a
conpany’s bal ance sheet as well as other econom c issues.

RI CK HARPER, | ndependent Advisor to the Legislature, said he is
working in collaboration with Econ One Research, Inc. He has
been involved in this capacity for two years.

CHAI R FRENCH pointed out that M. Harper is not a consultant for
the adm nistration, but for the |egislature.

2:55:38 PM

SENATOR THERRI AULT asked M. Harper to disclose his relationship
with the Mrkowski Admnistration prior to working for the
| egi sl ature.

MR. HARPER said in addition to assisting the legislature over
the better part of the last two years, “during that time | also,
on occasion, advised the Mrkowski Admnistration on natters
related to the proposed gas line contract, specifically wth
regard to issues related to capacity release, capacity
brokering, and those types of issues.”

MR. HARPER spoke of being involved in the oil and gas industry
for over 34 years and with Al aska gas since 1977. He worked for
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Atlantic R chfield for 15 years running its North American
nat ural gas business operations. He served as president of Arco
Gas and he was retained as an advisor for 10 years after that.
Al so he has served as president and chief executive officer of a
Canadi an oil and gas exploration and production conpany. And he
was the senior vice president and officer of a natural gas
pi peline distribution and storage conpany. He said he has been
involved in his own international oil and gas consulting
busi ness activities for over six years.

2:57:13 PM

MR. HARPER said he has been asked to look at the testinony on
AG A H's observations will focus on the overall risk of a
pipeline from a comercial transactional standpoint, the nature
of FTs, and how a conpany evaluates projects. He will put the
term “internal rate of return” (IRR) in perspective. He said he
agrees with M. Sparger, substantially, that the Alaska gas

pi peline, unlike many other pipelines, will serve a devel oped
mar ket wi th adequate existing downstream infrastructure and wl |

access known supplies. “The risk of this pipeline from that

perspective is certainly not very substantial.” This pipeline
will stimulate unprecedented gas exploration in Al aska. He
believes that many of the estinmates have been understated.

Producers have the obligation to devel op, market and account to
the lessors. It presunes a reasonabl e expectation of profit, not

a reasonable certainty. The IRR is always an indicator that is

| ooked at along with cash flow, return on capital enployed, and
net present value. The primary determinate on the producing and
pipeline sides is net present value. He said he and Econ One
Research have reviewed Antony Scott’s recent work, and the
met hodol ogy is accurate. “Wth the current world that we |ive
in, in terns of interstate natural gas pipelines, no conmtnent

of supplies is required. No conmtnment of supplies is called
for.” In order to support a project, transportation commtnents—
generally firm ones—are required. The obligation to nake
paynents under those conmtnents, which are called denmand
charges, begins when a pipeline is placed in service—nornally
when gas flows. Denmand charges and FTs are not take-or-pay
commtnents and aren’'t even related, he said. There have been
suggestions and confusion about that. As M. Sparger said,

natural gas pipelines are not generally considered high risk
propositions, and traditionally producers have not been invol ved
in the construction, with some mnor exceptions. Producers or

their marketing affiliates, however, do routinely subscribe to
FTs. Producers are not generally the primary FT holder on a
given pipeline. It varies, he said. For a pipeline such as this,

one woul d expect to see a large participation on the part of the
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producers, both to naximze and to protect their interests. He
woul d expect to see others as well. There mght be sone
specul ative taking of FT capacity here.

3:02:39 PM

MR. HARPER said pipeline transportation costs, whether firm or
interruptible, are generally treated as expenses and not as
debt. It is not only producers, but gas pipelines, distribution
conpani es, and others that take on these obligations. They are
obligations he said, but they are not treated in that fashion,
at least from an SEC [Securities and Exchange Conmm ssion]
earni ngs perspective. GQccasionally consideration is given and
perhaps inplenented as a way of anortizing the cost from a tax
standpoint, but that is much different from | ooking at SEC-type
rate of return calculations. The duty to develop and the duty to
mar ket are essential duties, he said. He has seen pervasively
this pipeline and the taking of FT referred to as risk, and that
is not consistent with his experience. It is an expense that has
to be managed. “But what you're really dealing with is the
opportunity to nonetize substantial resources.” One would never
contenplate that unless there was a prospect for a reasonable
expectation of profit.

MR HARPER said the pipeline transportation side 1is not
generally considered to be a material risk, but it's considered
to be a part of the real opportunity of nonetizing resources. He
agrees that FT subscribers do not bear all the risk of project
overruns. They can be shared and mtigated contractually through
negotiated rates. There are also processes through FERC should
the overruns result froma lack of diligence in the project. He
said he has been involved in situations where FERC was asked to
require the pipeline conmpany to absorb the overruns. There are
different ways, “but it is absolutely not a given that FT
subscribers will bear all the risk of project cost overruns.”

3:05:49 PM
SENATOR THERRI AULT asked what his duties entailed as president
of Arco Gas.

MR. HARPER said, “W were generally responsible for everything
that happened to the corporation’s natural gas once it got to
the wellhead. That included marketing, trading, pipelines,
processing, and you nane it.” He was also responsible for the
operation of the conpany’s intrastate pipeline conpany.

SENATOR THERRI AULT said he is trying to figure out if he knows
what he is talking about. He said FTs not being take-or-pay, is
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“sort of sonething that | think we’ve fallen into here, and it
is nmy understanding.that the take-or-pay cones from the old
pi peline nodel where the pipeline took the nolecules of gas or
had to pay for them” But this is nore use-or-pay, whereby you

either use your capacity or you pay for it. |If take-or-pay
really is not the correct termnology, | want to be clear, he
sai d.

MR. HARPER said take-or-pay is a vestige in the natural gas
i ndustry of a bygone era when pipeline conpanies purchased all
of the gas from producers in or near the field. Today pipeline
conpanies are precluded from purchasing natural gas in
interstate commerce and nust function solely as transporters.
“Take-or-pay was a concept whereby the pipelines would agree to
take a certain amount of production or pay for it in lieu there
of--not as a penalty but as a cash flow device and had the
opportunity later on to make it up.” From the “deregul ation” of
the natural gas industry, where interstate pipeline conpanies
becane contract carriers, the ability to ship required a conpany
to enter into an agreenment to acquire space, either on a firm
basis or on a non-firm basis. On a firm basis there are two
conponents: “you pay a demand charge, which is a charge you pay
whet her you nove gas or not.it generally covers the fixed cost
portion of the pipeline, and then there’s a comvobdity charge,
which generally covers the variable conponents of rates.” The
paynent is made whether the gas is noved or not. But that has

become a commodity in and of itself in the industry. “lIt’s not
sonething that you are necessarily saddled with.” It can have
nore or less value than you pay for. The value can oscillate
over tine, and people make good livings doing nothing but

managi ng that activity. It doesn’'t relate to take-or-pay; it’s
just a marketing function and expense that occurs within the
industry and that is howit is generally treated.

3:09:17 PM

SENATOR THERRI AULT asked what happens if he conmits to a certain
capacity and then can’t fill it, but he doesn't want to sell it
on the open market. “lI haven't filled ny own capacity.l have to
pay for it even if I'’mnot utilizing it, but then the pipeline
conpany 1is operating a pipe that’s not up to its full
potential.” How is that addressed?

MR. HARPER said, “As a part of addressing conpetitive concerns
at the time that the industry went through its transition,
mechani sms were put into place; just |like |lessees, as M. Hosie
sai d, cannot warehouse oil and gas reserves at the |ease |evel,
you can’'t warehouse capacity through paying demand charges. |If
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you’'re not using your capacity on a given day, the pipeline has
an obligation to make that capacity available to others on an
interruptible basis. You can step back in and exercise your
rights under certain guidelines that are established, but no,
that capacity would not sit idle if there is a need for it or a
demand for it.”

SENATOR THERRI AULT asked if the capacity is nade available on an
interruptible basis, is the person with the FT commtnent
relieved of the obligation to pay for it. “They don’'t get double
billed?”

MR. HARPER said there are nechanisns for crediting a portion of
what is received by the pipeline.

SENATOR THERRI AULT said he has heard the suggestions that if one
pi peline conpany had a portion of the pipeline and another had
anot her portion then they can participate in each other’s open
seasons, and “end up with a virtual straw from a to b even
t hough they don’t own it all.”

MR, HARPER said that is correct. *“Owming the pipeline and
controlling space in the pipeline and another pipeline are
really two distinct issues. And in a situation where you ve got
two pipelines which own interlocking segnents, | would expect
that each of those pipelines mght take positions in the other
vis-a-vis FT. In fact, in the industry, [that] has happened
before.”

3:12: 09 PM

CHAI R FRENCH said he used to be an oil production operator, and
he didn’t know about the legalities of oil production, “but we
did a lot of arithnmetic. W were always counting how nuch noney
the industry was nmaking and even though we were getting pretty

wel | paid, we thought, well, they’'re making a |lot of noney too.”
I f the proposed gas line noves 4.5 bcf/day and gas prices are at
$5.00, would that be $22.5 mllion a day in revenue?

MR. HARPER said he believes that is correct.

CHAIR FRENCH said if the tariff was $2.00, it wuld be
subtracted from that revenue, and there would be $13.5 mllion
per day in revenue.

MR HARPER said that is correct, and that is referred to as a
net - back cal cul ati on.
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CHAIR FRENCH said that every 73 days—after paying the tariff—
there would be $1 billion in revenue. “So every couple of nonths
you' re putting $1 billion into the cash register.”

MR. HARPER said, “Your math and your concepts appear to be true
to form”

SENATOR THERRI AULT asked if he can speak to the blessings from
the Econ One teamregarding the work Antony Scott has done.

MR. HARPER said he is ill-equipped, but he has had contact wth
his coll eagues at Econ One who did review the nethodol ogy that
was used in his calculations. They support the nethodol ogy and
the treatnent of FT, acknowedging that FT is an inportant
consideration and not one taken lightly by producers or anyone
el se. The fact that it mght be treated as an expense doesn’t
mnimze the obligation itself, “but we think the overal
nmet hodol ogy that was utilized is correct.”

SENATOR THERRI AULT asked, “But is it your understanding in the
calculations done by Dr. Finizza or M. Scott, that the
obligation to pay for those FTs was calculated; a netback
calculation was done so that's all accounted for in the
cal cul ati ons?”

MR HARPER said vyes; last year, at the request of the
| egi sl ature, Econ One made an attenpt to sinulate the upstream
and mdstream returns on the producer project, and there was no
scenario, including the downside, that was not profitable. He
said BP's presentation had nunbers “quite a bit higher than what
has been seen before, but +there has been no supporting
docunentation provided that would allow a critical review of any
update of those nunbers at this tine. But as of |ast year, based
upon Econ One’s analysis, there was no scenario that.didn't
suggest that there was a reasonabl e expectation of profitability
from North Sl ope natural gas.”

3:16: 26 PM

SENATOR THERRI AULT said one of the conmpanies told him that it
has been careful to not call FT debt, but it said it was debt-
like. It appears that the FT commtnent gives the pipeline
conpany sonething to go to the financiers with to get financing,
so it rmust have value. The conpany seened to be pitching that
even though the FT is an obligation to pay in the future as a
monetized resource, “that it was alnost as if they had
transferred val ue—actually paid cash across, and so they want to
be conpensated for that.” He said it doesn’'t seem |ike that can
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be done. “Qther than taking it into consideration for what the
net back--the profitability of nonetizing the resource—+s, that
there’s any way that they should expect to be conpensated or
that it should be calculated in, to drag down the overal
profitability.”

MR. HARPER said it shouldn't drag down overall profitability
aside from being a marketing expense. It certainly is an
i nportant decision that has to be nade, but one generally does
that when one has substantial opportunity to nonetize assets or
to gain market share, and it is wusually regarded as a very
positive thing. “Usually there’s quite a bit of celebration
associated with acquiring it and the business proposition that
is inplied that goes along with it.” Chair French' s calculation
is exactly the way one takes a look at it when one is talking to
one’s board of directors.

SENATOR THERRI AULT expressed di sappointnent that the TV canera
wasn’'t present so the testinony could be replayed. He asked for
a transcript to be posted.

3:19:13 PM

CHAIR FRENCH said he too regrets the lack of caneras, and that
is a good idea. He recessed the neeting until 6:00 pm
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