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ACTI ON NARRATI VE

CHAIR CHARLIE HUGEA NS called the Senate Resources Standing
Commttee neeting to order at 3:31:55 PM Present at the call to
order were Senators Wagoner, Stedman, Stevens, Wel echowski, and
Huggi ns. Senator Green joined the comittee at 3:33.

Present ati ons by Upstream St akehol ders:

JOE MARUSHACK, Vice President, ConocoPhillips, said that noving
the pipeline project forward is critical. He said he mght be
freer to tell him what he thinks today, because he wll be
noving on to take the lead in ConocoPhillips Australian unit in
the next nmonth or two. He said he has nmet in front of conmttees
like this many tines over the last six years and it has been a
uni que experience. He said he would address the issues that he
thinks are really inportant in noving forward saying, “I truly
bel i eve, now nore than ever, we are at a critical tine in noving
this project forward.”

3:33:16 PM
SENATOR GREEN joined the commttee.

CHAIR HUGA NS said he wanted speakers to keep in mnd three main
items that FERC said are mlestones attributed to producers as
critical itenms in the past - physical certainty for the State of
Alaska tax and royalty provisions, certain jurisdictiona
permtting and financing issues and regulatory action in US.
and Canada, and reasonabl e assurance over tine that the project
is econom cally feasible.

3:36: 10 PM

MR. MARUSHACK sai d he woul d address nunber one and three, but he
di sagreed on the permtting issue. He said he has worked on this
project for six years and in the past he has felt the “w ndow of
opportunity” wasn't necessarily critical, because he always
recognized that there is a natural decline of the US. and
Canadi an resource base and therefore, this project could fit in
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with a ten-year time |line between starting the project and first
gas. However, he said:

3:38: 03 PM
Thi ngs changed about two years ago and | would not
advocate that we have any absolute train weck on our
hands, but I will tell you this in ny personal belief,
we have gone from being in front of the curve to being
in back of the curve right now and I'll tell you

exactly why that is.

There is growing conpetition not only of gas on gas,
but of all the other energy sources that are out
there. In particular, we’'ve got «coal-fired plants
being permitted right now in Texas and in places that
historically haven't been permtted. And that's a
legitimate loss of market for us. Coal is much |ike
our gas pipeline. Wen we get this gas pipeline going,
we'll flow that gas and it’Il flow from then on for
the next 30 — 50 years, whatever it is. It wll not be
interrupted. Coal-fired plants are alnpst the sane
way. Once you start wup a coal-fired plant, you
probably don’'t go back to gas or anything else. And we
are seeing clean coal-fired technology now that has
the ability to take some of our market. In addition to
that, you are aware there is LNG conpetition out
there; there’s lots of gas in parts of the world, a
ot of it wants to conme into this country.

W also face the dilemma not only of other energy
sources, but of nmassive conpetition for critical
conponents. By critical conponents, | nean steel,
machi nery, labor, technical engineering and project
managenent. Again, over the last period of tine where
we’'ve seen prices really rise, we've seen projects
nmove in front of us. And so we are back in the queue
on getting steel and getting this equiprment right now.
That’s a real threat to wus, especially given we
haven’t announced this gas neking its way to the Lower
48 and we still have a 9 — 10 year period in front of
us before that gas, once we nmake that announcenent.

| believe that the market needs to know the Al aska gas
is coming and | believe they need to know it’s com ng
fairly quickly. This is a very conplicated project and
if we had unaninobus support at this particular tine,
we could nove this project forward.
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| won’t talk too nuch about the historic contract that
was put in place last year. W never really had tine
to fix the issues that you had out there, but had we,
this project could be nmoving forward. W would be
hiring Alaskans and noving it forward today as we
speak.

W're now going to go into a new process. And that new
process is going to take a little bit of tine. And
"1l give you an exanple of why | feel that way. Wen
we bring a new nenber onto our team we bring
experienced people. W don’t bring brand new people
out of college onto this gas pipeline team W bring
peopl e anywhere from 10 — 15 years experience who have
done projects all over the world, who have unique
attributes that nake theminportant to this project.

It takes our team nmenbers about a year in order to be
productive. And you mght ask the other conpanies
about that, too — but - there are certain things they
can do, but the project is so conplicated and it’s so
massive that to really become productive, it takes
about a year to understand this project. So, | think
it’s going to take a new legislature and a new
adm nistration a certain period of time to really get
confortable with the issues and be able to nobve it
forward, too. So, we have to nove forward together; we
have to nove forward quickly; we have to avoid

rhetoric and at all costs, we have to avoid
l[itigation. If we're into a protracted litigation for
any reason, | fail to see how we can nove this project

forward in the wi ndow that we’ve got.

The second point | want to leave wth you is
ConocoPhillips is absolutely standing ready to nobve
this project forward. Now, we believe every conpany
has a core skill and they' Il all tell you what their

core skills are, but one of our core skills is we
pride ourselves on being problens solvers. W don’t
get rewarded; we don't get the opportunity to do other
projects if we sit on issues. W get rewarded and we
are notivated to make things happen. W want to work
with you as the legislature; we want to work wth
Governor Palin; we want to nove this thing forward now
as quickly as we can.
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| think our track record is pretty good in this
regard. It’s early in the life-cycle of this
particul ar project, but we have to be ready to roll up
our sleeves and work out those issues. Actually, |
have sone synpathy for a lot of what |1’ve heard from
various individuals including a statenent from the
Governor that she recently made in her state of the
state speech in Alaska, which was that there’s a |ot
of talk, talk, talk, and when do you stop tal king and
when do you start doing things. And actually | get
frustrated with that, too, but the point is even

though that’'s an accurate statenent, this is a
conplicated project; it takes a long tinme to get up to
speed on it. It’s very difficult — | couldn’t dictate

the requirenents that are going to be necessary to
nove this to you and it would be very difficult to
dictate the requirements on the shipping commtnents
to me. W've got to nmove this thing forward and work

it together.

3:40: 48 PM
The next point 1'd like to leave you with is a really
really inportant issue which - [|I'm just going to

digress and talk about the old contract just for one
or two sentences then I won't hit it again - but the
old contract was viewed as not a commtnment to build a
pipeline and was centered exclusively around the
producers. And there’s a reason for that. That old

contract addressed the resource issues. If we can
address the resource issue, the pipeline falls out of
that. And 1'Il explain why that is. The resource issue

is really the critical part of the equation here. The
resource pays for everything through the shipping

commtnment. It’'s the nost critical wunderstanding in
nmoving this project forward. Basically, even though
this is a pipeline that wll provide access to other

explorers, what we know now and one of the real
advantages we’ve got is we've got the ability to nake
| ong-term shipping coonmtnents if we can get the deal
ri ght based on the bal ance sheets and the resources of
the three major North Slope producers and actually the
State of Alaska is in there, too. But those producers
and the State of Al aska basically are going to pay for
this project.

VWat we’' |l say when we say we naking those shipping
commtnents is we'll deliver the gas to the pipeline,
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we'll conmit to deliver the gas to the pipeline. W'l
pay the tariff — pretty nuch whatever it is under
certain circunstances. If the tariff is worth nore
than the value of gas, like it could very well be and
i kely woul d have been back in Septenber of this year,
we will still make that gas flow, we wll still pay
that tariff - even if we're under water. W’|

guarantee those shipping commtnents for the term
offered — nost likely that’s 20 years or nore and if
the cost of the project is nore than expected, under
certain circunstances, we wll take that risk. Al aska
is on the hook for that as well. If the project cost
bl ows up, your tax revenue is l|less, your royalty is
| ess, the inpact to your Permanent Fund is |ess. Sane
thing happens if the gas price goes down. You're in
the sanme exact position as we are. So, together we
share a huge anount of risk on this project and that’s

really another reason why | believe we should be
aligned in noving it forward. But in any regard, once
the ©pipeline project is commtted, Al aska and

producers are at risk of any conbination of events and
once we’'ve nmade that decision, it’s irreversible.

3:43: 13 PM
The pipeline, on the other hand, as opposed to the
resource — or the pipeline owers — however you want

to look at that, receives a regulated rate of return
based on their equity contribution. If the cost of the
project gets higher, they transfer that onto the
shi ppers, they transfer that [indisc.] to the resource
owners. So it’'s actually us again that pay for that.
If the nmarket goes south again, the pipeline really
doesn’t care about that because they receive a rate of
return off the shipping commtnent and off that
tariff. So, prices go up; prices go down; we have the
inmpact. If costs go up, we have the inpact of that.

The only time the pipeline conpany is really at any
risk for those dollars is between when the project’s
pl anning starts and when a successful open season is
met. Those <costs in there are probably anywhere
bet ween $400 million — probably if you get to project

sanction around $1 billion or sonething |ike that. But
that’s really the only tine on this $20 billion or $30
billion project, or maybe nore, that a pipeline

conpany really has any noney at risk.
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It’s actually a little bit ironic that when you think
about the pipeline conpany, they really have fiscal
stability - because anything that happens - not
anyt hing, but alnost anything that happens on taxes,
they can pass on to the resource owners and the
shi ppers.

The last point 1’'Il make on this I'lIl make is if your
— you know, this is a huge project in ternms of the
cost — whatever it is - $20 billion, $30 billion, $40

billion - but given that, the only tine that the
pi peline has any real risk in this project is up front
— and that’s conparatively really small. If you can't

fund that upfront cost by yourself, then this project
really isn't for you

So, | believe that if we address the resource issues
in some form or fashion, we can get a deal done, but
it’s got to work for the state and it’s got to work
for the producers. That's the critical item Those
issues really involve what kind of agreenment we can

reach to address how the producers will be taxed and
the ternms around royalty and to the degree at which
the state wll wirk wth the producers, so the

producers can make this nmassive shipping conmm tnent
and be relatively certain that any potential value and
upside is sinply not going to be taxed away over tine.

3:45: 15 PM
You know, very sinply put at |east under the proposa
we made | ast sunmmer, the producers will take a |ot of

the risks inherent in a najor nega project, but we ask
your understanding and your help in addressing issues
that are really under your control

MR. MARUSHACK said he talked to the commssioners of the
Departnment of Natural Resources (DNR) and Departnent of Revenue
(DOR) about the new proposal. He hadn’t heard any details. He
has nmet with them twice and had good dial ogue both tines. The
first time the conm ssioners expl ai ned what they thought the new
proposal was. The second time BP went through sonme issues and
i deas they had on the issue. He suggested that there were a few
things that would nmerit a thought process behind them The idea
of splitting the pipeline issues from the resource issues has
sonme nerit. That separates the confusion sonewhat. The pipeline
issue is very sinple, but +the resource issues are very
conpl i cat ed.
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Also the idea of |ooking at different pipeline proposals mnakes
sone sense to the state. However, he thought the fundanental
issue remains — you have to address the resource side of the
equation. “If you' re successful on the resource side, the
pipeline will fall out of that.”

3:46: 50 PM

MR. MARUSHACK rel ated that his personal frustration was managi ng
expectations and msunderstandings while retaining focus. He
sai d:

Sonetinmes it really appears to nme that what people
think we’'re talking about is a parking garage. And we
buil d parking garages all over the place, so we sinply
scale it up and now we’'ve got a big parking garage.
It’s not that nmuch nore conplicated than that.

But actually, this is nothing |like Lower 48 pipelines.

This is a major infrastructure project — on scale with
anything in the world. And as such, there are really
no nodels for this project. It’s unique; it's got a

myriad of conplexities and there are very few
sinplifications that you can make in this project. But
the nost inportant thing on this project is to get it
nmoving right now. And why I'mreally saying that is a
project like this, you get into an endless series of
do-loops on what ifs and if you ever start down that
path - and | have a little experience on a few
projects where folks what if, what if, what if, what
if - you can never get to the finish line on those
projects. Basically, you ve got to take a long-term
| ook and focus on what's the nost critical issue and
the nost critical issue is getting started on the
project right now And if you do that, and if we can
build this project, then everything else gets better,
if you will.

If we want a spur line at South Central [Alaska] that
spur line is a lot nore economic if it’'s built off of
this major econony-of-scale main pipeline project. If
you want to take liquids off, again, you're a |ot
better off taking liquids off of an econom c nmassive
project than any other concept that | can think of.

Jobs - the nore economic the project, the nore jobs
that will be created. If it’s an uneconom c project, a
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sub-economc project, it will not support the growth
injobs in the state.

Expl oration and access — we don't explore for gas
right now If we had this project com ng, we would be
exploring for gas and that’'s a whole new nassive
industry for the State of Al aska.

And then state economc growh — it’'s really in our
interest as well as your interest that this project be
successful and it spins off substantial revenues to
the state — because we need additional sources of
revenue in here and this gas pipeline project should
provi de that.

3:49: 06 PM

Now really, we tend to get sonetines mxed up in
enotion and | think the producers sonetines have that
issue as bad as other folks. 1'lIl give you a couple of
exanples on things that are basically rhetoric that
has to really stop in order to nove this project
forward and starting to understand and work with each
other. And a couple of them are probably sone things
like fiscal certainty. | suspect when producers say
fiscal certainty, sonme people think that’'s attack on
sovereignty. It’s really not, but sone people think it
iS.

Now from our side, we’'ve got these problens, too. Wen
folks say rolled-in rate, | can tell you we think
that’s code for subsidizing other conpanies. Neither
of those are probably legitimte and both of them have
to be addressed, but it’s just exanples of areas that
we’'ve got to work our way through and not get caught
up in that rhetoric. | honestly believe ConocoPhillips
and the State are aligned in wanting to have the best
project nove forward. W want revenues for the state,
we want revenues for our self, we want an exploration
busi ness here; we want to grow this business. W think
we have a lot of insight into this area and probably
sone conpetitive advantages and we want this project

t o happen.

Anot her series of issues really — I'Il focus on this
rhetoric issue a little bit. It’s really damaging; it
causes us to lose some focus - is there's a

m sunderstanding that this project is wildly economc
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obviously economc. And 1'Il give you a couple of
exanpl es why nobody can really say that. The first is
dealing with cost. Now in 2001, we put $125 mllion
into this project, didn't weld a piece of steel and we
basically had a cost estimate at the tinme of $20
billion. Since then, steel prices have doubl ed, |abor
has gone way up, the queue for equipnent has
drastically changed, project managenent skills are
much nore difficult to find and the bottom line is
nobody - not us, not anybody else - can tell you
exactly what their projects costs are until they
rebuild all that engineering work. Now I can tell you
it’s not $20 billion anynore. |It’'s north of $25
billion, I would guess. But nobody can really tell you
to what extent how high that is. So that’'s the cost
side of the equation and you're only going to know
that when we invest another $100 million or so in
order to get that.

The other equation is the market. And the market is
$10 last year and it’'s below $4 last year. It's all
over the place and it's hugely volatile. And if vyou
|l ook a the long-term the forward curves, if you wll,
sonetines they can be above $10, sonetinmes they are
bel ow $8, the bottom line is nobody really knows what
prices are going to be. Al we can really do is get
the nost economic project that we possibly can. W’ ve
got to get our deal done; we’'ve got to put Al askans to
work, we’ve got to nove this project forward and we’l
find over tinme if we can get to that project sanction
and nove this project forward.

3:51:57 PM
So, I'l'l conclude ny prepared remarks, if you will, by
| eaving you just four key itens. One, ConocoPhillips
is ready to solve issues with you and the Governor. W
think we're pretty good at it; we think we're

reasonable; we think there’s a historic basis for us
to make those statenents, but we need the |egislature
and the admnistration to actively engage with us. |
don’t see any way we can nove this forward if we're
not actively engagi ng together.

The key to addressing the pipeline is really to
address the resource issues. Wve got to provided
adequate security to the conpanies in the areas where
the state can so that those shipping conmtnents can
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be nmde, because they are the critical conponent in
maki ng this project happen. Al though the pipeline wll
serve a lot of parties, the bottomline is that it’s
really the three mjor producers, as well as the
state, that are on the hook for this pipeline project.

Time is inportant and though we don't need to rush
into a bad deal, we need to be telling the market our
gas is ~comng. This project 1is difficult; it’'s
conplicated; we've got to be on the same team | think
it’s going to be extrenely difficult to nove this
project forward unless the entire state of Al aska and
the producers are all on the sanme page trying to nove
this forward. W’'ve got to stay |I|aser-focused on
getting this project noving forward together. And 1’11
| eave ny conclude remarks by just telling you that I'm

personally commtted to this project still and even
after | leave this area, I’'mgoing to be watching this
i ke hawk doing everything | possibly can to hel p nove
this project forward. ConocoPhillips is commtted and
| appreciate the opportunity for you to listen to ny
t hought s.

3:53: 26 PM

SENATOR WAGONER asked the average price of gas overall |ast

year .

MR. MARUSHACK guessed north of $8 and he offered to get the
correct information for him

3:55:19 PM

SENATOR W ELECHOWSKI asked if one of the producers wanted to
take its share of Prudhoe Bay gas and participate in an open
season and the others were not interested, would ConocoPhillips
agree to that.

MR. MARUSHACK answered that there are probably ways of doing
that, but then the gas balancing issues at Prudhoe Bay would
have to be I|ooked at - how would that affect the other
producers, how does that affect oil production and pressure
mai ntenance. It’s not a sinple question. It’s been thought about
alittle bit, but there are no firm answers.

3:56: 23 PM

SENATOR STEDVAN said he didn't |look forward to having a project
and an open season when no one shows up and he asked who he
t hought woul d show up.
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MR. MARUSHACK replied the first thing you have to have is sone
sort of agreenent on taxes with the state that will allow | ong-
term shipping commitments. He Ilikened a Ilong-term shipping
agreenment to owni ng a house.

W’ re going to live in the house forever. W' re going
to pay for the house no matter what, but we’ ve got to
know that we're going to have the wherewithal to pay
for that house and to actually nmake sonme profits when
we do that. So, | believe we’'ve got to have a deal
around the fiscal ternms that will allow those shipping
comm tments to happen.

Now, there’'s another issue out there, too, Senator,
and that is the issue of cost overruns. Now | can tel
you with pretty great certainty that if the producers

- let nme just talk ConocoPhillips and not the
producers — if we’'re nmanaging that project, we have an
ownership in that pipeline, we'll take the cost
overrun risk. W do it over the world; we'll do it on
this one, too. But - and the reason for that is
because we have a process that we think has the best
opportunity of Kkeeping that cost as low — it’s not
that we don’t have overruns, it's that if we have the
probl em ourselves, we’'ll pay for it ourselves. | think
it’s going to be nore difficult, however, if it’'s

sonebody else that wants to build that because they
woul dn’t have the sane interest in making absolutely
guaranteed that it’'s the |owest cost project and have
the sanme sort of processes. And again it gets into
this disconnect where if you don't own the resource
and yet you are going to be held whole on the pipeline
itself, there's less interest in naking absolutely
sure that the cost is as low as possible. | wouldn't
say inpossible and there may be ways around it, but I
do think it’s an issue that the producers are very
interested in nmnaging that cost and that neans
mat ching up throughput with ownership for the nost
part. | think those are probably the two big itens
that I can think of off the top of nmy head that are
probably the nost critical itenms in making sure we
don’t have a train weck when we have that open
season. Believe ne, an open season process where
nobody shows would be a terrible thing for the state;
it would not be good thing for the producers.
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3:59:28 PM

And this really gets into what happens in that case
One this is for sure; we've lost a lot of tine, we' ve
sent a terrible signal to the market, we may end up in
some sort of litigation, which adds nore delay onto
that and so, | think this has to be avoided at all
costs. The way to do that is to get our deal done on
the resource side and then we’'ve got to figure out if
— again | think it’s probably best - if we’'re aligned
on the pipeline and the resource and shipping
conmmi t ments.

4:00: 04 PM

SENATOR STEDVAN said it appears that the new contract is going
to be vastly different than the old one. Cearly gas in-kind was
an issue. He asked if shared ownership of the pipeline wth the
state would be problematic rather than the alignment that was in
the old contract - using 20 percent gas i n-Kkind.

4.02:18 PM
MR. MARUSHACK replied that the old contract for the nobst part
was what ever you ship, you own. He thought ConocoPhillips could

find a way of working around the state not wanting to take a
shi pping commtnent. The shipping commtnment would have to be
addressed sonehow.

4:02:56 PM

MR. MARUSHACK related that he just had his board to talk issues
over with and they have all been in his position at the table,
but he realizes the state has a board of 600,000 people who
haven’'t sat across the table. “That’s sonmething that we ve got
to be cognizant of and help you wth, too, because the way
you' ve got to sell your side of the deal is probably nmuch nore
difficult than the way | have to sell ny side.”

4:03: 37 PM
SENATOR WAGONER asked for a scenario on cost overruns and how
those would affect the tariff.

MR. MARUSHACK replied with what he said was not an accurate
exanple. He started with a $25 billion project. He assuned that
woul d nake an average toll of about $3 ncf/20 years. The
producers all sign up for that deal and a problem cones up and
the cost is $50 billion by the time they are done. If that
happened, one mght expect the toll to go from $3 to $6. The
producers are still on the hook for that.
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And so, here’s what happens. If gas prices are $8 and

the toll is $6, we’'ve got $20 to do all our
devel opment work and whatever else we need to do.
Maybe it makes sonme profit, maybe it doesn't. If it’s

$5, or if it's $4, we ship that gas. W pay the toll;
and we sell the gas at a loss. So, that’'s the cruel
reality. This is why it's so inportant to the
producers that they have sone managenent of that
project. The other thing is, too, if you' re going to
live in the house and you' re going to pay for the
house, how many of you don’t own your house? Nobody
probably - and so that’s another reason you don't want
to pay a rate of return to sonebody when you could pay
it yourself if basically you're going to live in the
house and own it your whole life.

4:05:56 PM
CHAIR HUGA NS nentioned if the existing PPT would be about right
going into this process.

MR. MARUSHACK replied no, in the last contract the state took
7.25 percent of the gross. “It wasn’t a net calculation at all.”
Hi s personal view on PPT is that it would not result in what the
state wants - which is nore investnent on the oil side |ong-
term Alaska has a fairly steep decline and if it doesn't get
enough investnment, it wll be even worse. It represents a
substantial increase on taxes on oil, which affects investnent
| ong-term and under the current PPT, if that is transferred to
gas, that is a big problem

4:07:18 PM
CHAIR HUGGA NS asked him if he had any showstoppers to bring
before the commttee that he hadn't touched on before he | eaves.

MR. MARUSHACK replied he could figure out how to give the state
al nrost anything it needs if it would be wlling to give him
something else in return. That means huge anounts of tradeoffs
and a | ot of understanding.

| would say this. If they aren’t showstoppers, they' re
pretty close — one of which is we have to address the
resource issues. There’'s no way around addressing the
resource issues. It’'s too big a project; it’s too big
a risk on the part of the producers. It has to be
done. Another one is...no public conpany is going to
subsi dize another public conpany. So to the extent
that there’s any issues out there that m ght be viewed
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as that, we’'ve got to find a way to work around t
That doesn’t necessarily nmean that |'m telling
anything does or doesn’t work. But I'mtelling y
showst opper would be you're not going to get
conpany to subsidize anot her conpany.

hat .
you
ou a
any

The third one is not a showstopper, but it’s a serious
issue. | personally have trouble figuring out how you

make that shipping commtnent if you don’t control

t he

cost and so | think those three things are extrenely

important issues for us. But again, you know, al

nmost

anything else, if you say you really need sonething,
[’1l bet I can figure out a way to — or ny team and BP

and Exxon could figure out a way to get it for

you.

It’s just a matter of what the offset is to that, sir.

4:09:17 PM
CHAI R HUGE NS asked what he would say to the Governor
new process.

about the

MR. MARUSHACK replied that everyone deserves the benefit of a

doubt until they see what cones out.

W are here to do a deal. We're here to work with the

adm nistration. Wen | say that, | actually bel
it’s going to take a huge ampunt of negotiation

i eve
s. |

remenber when we first started this with the prior
adm nistration. WIIl Condon was on the other side and

we were talking, talking, talking. W thought we were
negotiating. W are not negotiating until we're
working 16 hours a day, seven days a week and worKking
late at nights. |I’ve never done a deal yet that wasn’t
full-time, painful lots of time and effort, on these
big projects. So, | would voice let’s get to the
table; lets start working these issues. Let’s focus on
the resource issues because the pipeline wll actually
fall out as a result of that....If people are

flexible, we can get to the finish line onit.

CHAIR HUGA NS asked him to estinmate when he thought
woul d get to the point of shipping gas.

MR. MARUSHACK replied that once they have a resource

neets the state’s and the producer’s needs, 9 - 10 y
first gas at signing. That's assum ng they can get the
they need. He didn't know what it would take to get

the state

deal that
ears from
mat eri al s

to that
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point. He said that it took Wendy King a year to get up to speed
on this and it will take the new people at |east that.

4:12:39 PM
SENATOR WAGONER pointed out that the PPT is at 22.5 percent and
the contract was negotiated at 7.5 percent - gross versus net.

4:13:17 PM

CHAIR HUGE NS announced that ExxonMbil’'s presentation would
come next and that Mark Nelson, Commercial Negotiator for
ExxonMobi| was at the table

MARTY MASSEY, Joint Interest Manager for U S. Operations for
ExxonMobi| Production testified via teleconference and said he
is responsible for conmercialization of ExxonMbbil’s gas
resource in Alaska and has had this position since 2001, M.
Nel son had been working in Alaska with him for the |ast severa
years. He said that ExxonMbil is conmitted to advancing the
Al aska gas pipeline forward and are ready to work wth the
| egi slature and Governor Palin and her cabinet. This project has
the potential to add over 1 bcf/day of gas to ExxonMobil, which
is nore than their current daily gas production; it can also add
over 1 billion oil equivalent of crude reserves. That is nearly
enough to replace a full year of its production.

G ven the significant inpact this project can have on
our business, we are obviously very interested in
progressing it so we start getting revenue from this
i mportant resource. W’'ve spent a l|lot of noney over
the vyears, $180 mllion or so, studying ways to
comercialize Al aska gas and since the 1970s we have
eval uated LNG, we’'ve looked at gas to liquids and
we’ ve | ooked at gas pipelines. Based on these studies,
we’ve determ ned that a producer gas pipeline project
will result in the best value for the state, the
producers and the nation. It is a bit disappointing
having been so involved in the last effort, you know
that we didn't get it done, because we could be
getting ready to get out in the field to gather
information necessary to finalize the design and
conduct an open season.

MR. MASSEY recogni zed that public coments have to be addressed
to the satisfaction of the state and the producers and
ExxonMobil is ready to do that. The Governor is considering an
RFP process and he has nmet with her on several occasions and
hoped for a successful result.
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MR. MASSEY agreed that the scope of the project and the risks
that come with it are not well-understood saying, “The project
is a world-scale undertaking with significant risks. It wll be
the largest private investnent in North Anerica....”

He said many factors inpact commercial viability like the costs
that are going up on materials and |abor. The estimate in 2001
was $20 billion. In addition, inflation and a nunber of other
mega projects are going on in the world. Gas prices remain very
volatile. Oher risks have been nentioned |ike cost overruns,
schedul e del ays, construction conditions, regulatory and state
fiscal uncertainties.

Wth size cones conplexity, M. Mssey said, and then it’s even
nore inportant to get the design concept right — the contracting
and marketing plans and executing them well. Wth size cone the
consequences of poor execution. He said a limted nunber of
conpani es have denonstrated the capabilities and financia
strength to effectively participate and manage this world-scale
mega project. “The producers — ExxonMbil, BP and ConocoPhilli ps
— are strongly represented as project developers in these sorts
of projects worldwi de and have denonstrated success in neeting
the project deadlines.”

4:19:25 PM

MR. MASSEY said it was inportant to recognize that the federa

governnment has al so addressed risks associated with this project
and has established a federal pipeline coordinator office.

Producers have the maxi mum incentive to control the costs; |ow

capital and operating costs will result in a lower toll and that
will result in a higher netback value for the gas. Also the
project they envision will go into a prem um gas nmarket. And the

state receives the mgjority of the revenue fromthe value of the
gas. There is no such incentive for third-party owners who
benefit from increased capital costs. The producers also have
t he necessary project and operating experience.

You know, this is a basin-opening project and with any
basi n-opening project, it requires alignment between
the host gover nient and the |easehol ders. The
producers and the state both want to devel op ANS gas
and open the basin to gas exploration. Al so obviously,
Al askans are going to be key to the project execution.
Both the state and us want Alaskans to benefit, you
know, for the job opportunities.
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4:21:15 PM

MR. MASSEY went on to explain how pipelines are financed and who
bears the risk. Commercially sound oil and gas pipeline projects
traditionally have been financible if they have a coupl e things:
one is strong sponsors wth proven track records and the
financial strength to backstop commtnents. The producers have

this financial strength. The commtnments will take the form of
firmtransportation agreenents. He said that to provide funding,
any financial institution wll require firm long-term shipper

pay contracts; those have to be provided by credit worthy
parties.

| think that Joe said it very well that when we sign
up those transportation commtnents, we wll pay
whether the gas flows and whether or not what the
price is. These firm transportation commtnents are
needed for pipeline investors to show the creditor
that it has the capacity confirned over sufficient
duration to secure the financing. Pipeline owers rely
on the financial strength of shippers to secure that
project financing and it’s also required to obtain a
first certificate.

The shippers provide the underpinning for this
financing and the risk will be passed back to themin
the form of conmtted tariffs. The producers have the
financial strength to backstop the commtnents that we
tal k about, but the producers cannot nake the firm
commtments unless they' ' re confident the gas pipeline
project can be built and operated on a long-term
commercially viable basis including being conpetitive
wi th ot her sources of supply.

If you think through that, it only nmakes sense that
the parties taking the risks need to be able to manage
those risks — especially on sonething that has the

scope of this project.

4:23:19 PM
MR. MASSEY said ExxonMobil is commtted and ready to nove the
proj ect forward.

4:23:36 PM

SENATOR WAGONER said it |ooks like they were starting all over
again, but he hoped not. Last year, M. Mssey stated that
ExxonMobil may or may not elect to continue ownership of the
pi peline after construction is done and gas is being shipped. He
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asked since FERC sets the rate, and if ExxonMbil has an overrun
of $5 billion for a $25 billion project, would the rate for
shi pping be figured on the $25 billion or, if line is sold to an
i ndependent pipeline conpany, would ExxonMobil ask FERC for an
adjustnent to the tariff to include its total purchase price of
the project and therefore, roll in the $5 billion. M. Marushack
figured the shipping would be figured on the $25 billion.

MR. MASSEY replied:

| believe the way that process would work is that when
we sign the firm transportation commitnent, the deal
is basically done at that point in time and we will be
commtted to pay that tariff within sonme constraints,
no matter what it costs. And that tariff is pretty

well locked in through that firm transportation
commtnment and FERC will basically bless that when the
pipeline is conpleted, you know, from construction.
That's what you would be selling, if you sold it — is
you know the pipeline asset - and you know the

comm tment that sonmeone has given to the pipeline for
the firm transportation. You know, we’'ve said before
and | think you re exactly right that a lot of the
risk associated with this is upfront when you're in
the construction period and trying to get this project

started. You still have the ongoing risk after that of
the fact that you've made that firm transportation
commitnment and it will probably still be difficult to

sell the project, you know, while you're in that firm
transportation conmmtnent node. But, you know, that
first 15 — 20 years, but that doesn’t nmean it can't
happen and it has happened in other places. | hope
t hat answers your questi on.

SENATOR WAGONER asked if an independent pipeline conpany would
want to pay nore than $25 billion for it.

MR. MASSEY replied probably not:

It really gets down to a commercial deal at that point
in terms of what sonmebody is willing to pay for your
interest and what they're going to get is, you know,
the deal that’s been cut and has been bl essed by FERC

SENATOR WAGONER responded, “All I'm saying is it’Il lower their

rate of return if they paid the higher figure, because the price
is set by FERC and it isn't going to change.”
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MR. MASSEY responded, “That’s right.”

4:27:03 PM
SENATOR STEDVAN asked how he defined alignnment and non-
al i gnnent .

MR. MASSEY replied that alignnent can take on many things; but
this project is so conplex that it can't get started unless the
state and the producers are all on the sanme page.

If we’'re at odds with one another, we’'re not going to
be successful. It doesn't stop with just the deal. W
have to work together on how do we permt the thing

how do we put the other necessary things in place....
The project is just too big, too risky for anyone to
try to do that wthout having that alignnment. If you
| ook back to the past deal — and I'll try not to talk
about the past deal - but we were aligned in that we
both had an ownership position in the project. Wth
that beconmes — that kind of notivates you. W had to
put nmoney into the deal and all of us had to put noney
into it together. It notivates the parties to nake it
happen. And that was one of the benefits associated
with that. That doesn't nmean that has to be there, but

the concept has proven successful in many projects

around the world - for the host governnent, if you

will, to take an ownership in a big project like this.
4:29: 06 PM

SENATOR STEDVAN asked what risks a third-party pipeline builder
woul d face.

MR. MASSEY replied that the risk is upfront for them and how
much capital they are really willing to invest — such that
during the open season, soneone will really be there to nmake a
commitment to their project. Once they have that conmtnent,
because it’s a regulated activity, they are guaranteed a return.

| think that’s why you'll find as you go forward here

that there will be very few conpanies that are willing
to put a lot of noney up front at risk associated with
this project, especially wuntil they get this firm

transportati on commtnent.

4:30:21 PM
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SENATOR W ELECHOWSKI asked if ExxonMbil was not taking its gas
out, would it allow the state to take its royalty share in-kind
to participate in an open season.

MR. MASSEY replied that is a good question, but he had not
| ooked at it in terms of what the agreenents would all ow

|’ve not really addressed that because we’ve hinted to
work together to try to nove this wth all the
parties. It is difficult to see a smaller project
wi thout the economes of scale being commercially
viable, but that doesn’'t say, based on different
parties needs and so forth, and what they're trying to

achieve that it couldn’t happen. And I’'ll just have to
tell you, we will have to go look at that. W have
not .

SENATOR W ELECHOWSKI asked if one of the producers wanted to
take its share of Prudhoe Bay gas and participate in an open
season and the others were not interested, wuld ExxonMbi
agr ee.

MR. MASSEY repli ed:

The three of us have said that a project of this
magni tude takes all three of us including the state
W’ re all major working interest owners in Prudhoe and
Pt. Thomson and Prudhoe is going to be the major field
that backs this thing and it really is going to take
all three of us. So, we just really haven't dealt with
t hat i ssue.

CHAIR HUGE NS indicated there were no further questions and
t hanked M. Massey and M. Nelson for their remarks.

4:32: 24 PM
ANGUS WALKER, Conmercial Vice President, BP Al aska, and DAVID
VAN TUYL, Manager, Gas Conmmercialization, BP Al aska, introduced
t hensel ves.

MR. WALKER said that because of the newness of his role, M. Van
Tuyl would provide the bulk of BP's briefing. However, he
reiterated that BP is 100 percent comritted to noving the Al aska
gas pipeline project forward. It’s a very inportant project for
both BP and Al aska. He said, “It is clearly sonething that is
vital to extending the life of the North Slope and economc life
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of Alaska, itself,” and to do it properly they nust work
t oget her cl osely.

4:35: 02 PM
MR. VAN TUYL enphasized that BP is ready to go forward and ready
to work wth the state on this project. It represents the

| argest known undeveloped resource in BP's portfolio and he
said, “W would very nuch |like to renpbve that distinction of
this Al aska gas resource.” He said the gas project is inportant
on its own, but it also extends the economc life of Iight oi
production from the North Slope as well as open other
opportunities. He stated:

BP stands ready to work with the new adm nistration
and the legislature to reach a balanced fisca
framework that works for all the parties. Finally,
that successful agreenent with the state is going to
set a stable foundation for a healthy viable oil and
gas business for decades to cone.

He said that BP has a long history in Alaska and has been
actively involved in exploring for, developing and producing
Al aska’s North Slope energy resources for decades and, “W have
the opportunity for a bright future ahead, as Angus said. In
fact, we envision a 50-year future in Alaska.” Wth that, he
showed the conmmittee a graph of BP' s production through tine. He

enphasi zed a few key points — that production is declining was
one - even wth significant new investnent. The decline in
production can be nmade up with sone new opportunities — from

heavy oil resources and gas. However, the future is not a given,
but it is what is possible and that, “That future is only nade
possible with an Al aska gas pipeline project.”

MR. VAN TUYL said the gas pipeline would give BP the opportunity
to extend the life of its economc oil production into the
future. It opens up the opportunity to unlock the heavy oil
resource that’s on the Slope and creates a new gas industry in
Al aska. It creates a new source of revenue for resource owners —
including the state.

The gasline gives themthe opportunity to extend the life of the
basi n.

4:39: 44 PM

The next slide showed what M. Van Tuyl called cornerstone
concepts. Any project contains three basic kinds of risks: price
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risk of what the product will actually get in the narketplace
the cost of devel opnent, and fiscal and regulatory ri sk.

He explained that the price is set by nmarkets, which remain
volatile and that the producers are price takers, not price
makers, just like the state. The project costs have also risen
As energy prices have increased over the last few years, the
costs of bringing that energy to market have also risen
dramatically. Steel prices have doubled, <costs for |abor,
fabrication, engineering, permtting and buying equipnent have
also increased significantly. This presents a major challenge
for any nega-project. But renenber, M. Van Tuyl said:

The Alaska gas pipeline project is not any nega-
project....Because of its size, it'’s really in a class
of its own. It's potentially the largest privately
funded infrastructure project ever. W need to bear in
m nd because of that a sobering fact is that nost
mega- projects exceed their sanctioned cost estinates.
So, while gas prices have generally increased over the
past couple of years, so have project costs. And the
net result is that the project remains challenged.

4:42:10 PM
And finally, as we said, there’s fiscal risk
associated with any project. So, we have these risks.
How are these risks best managed? Price risk is
inherent to any comodity |ike energy. It’'s borne by
the resource owners. It’'s a risk that producers here
in the state take. It’s what we’'re in the business of
taking. Cost risks on nega-projects is sonething that
conpani es like ny company, BP, ExxonMbbi |,
ConocoPhillips are well acquainted wth managing
t hrough rigorous project managenent processes. And as
fell ow resource owners along with the state, we think
that careful managenent of costs is absolutely

critical in maximzing the value of the resource.
That’s really the benefit of this project — is getting
the — maximzing the value of Alaska s gas resource

The people that hold that risk, the cost risk, need to
be able to nmnage that risk. They're the ones nopst
i ncentivized to manage that risk.

Finally, fiscal risk - fiscal risk is mtigated,
sinply put, by an investor knowing the rules. That's
what reduces the investnent risk. The state can work
with investors to mnimze that risk. So, we’' ve mapped
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out before us what we think is an anmazing opportunity,
but one that cones with significant risks. Therefore,
we need to get the risk and reward bal ance ri ght.

4:43: 55 PM
MR. VAN TUYL said he thinks the state is uniquely positioned to
hel p overcone these chal |l enges through an open process.

We think it should be open with the same rules for al
the parties. That would allow the best project to nove
ahead. One of the things we think is really inportant
is allowwng the free market to work. That’'s when the
best ideas are created. Certainly a project like this
needs good ideas to allow that best project to energe.
W think the process should take advantage of sone
common goals that we have. One is that we're all ready
to see a gas pipeline project advance. Another is that
we think the process needs to have legislative and
public support and also we think again that the
resulting project has to nmaximze the value of
Al aska’s resources. | can’t say that enough.

4: 45: 16 PM
MR. VAN TUYL cl osed with another | ook into the future.

The future that Angus and | spoke about at the open is
right in front of us. It's captured the imagination of
BP; it holds incredible opportunity for the state. W
think it’s the pronmse for future generations of
Al askans and it's available to us. As exciting as it
is to talk about the future, we would nuch rather be
rolling up our sleeves to begin work. We think that’s
made possible once we jointly define the rules that
establish that risk/reward balance we tal ked about for
the project. So to close, I1'd like to enphasize again
that BP standing ready, willing and able to work to
this future in an open process with the state and the
| egi slature as we described, that allows for a tinely
resolution so that we can actually get about getting
started with the project. And with that, 1’1l concl ude
and thank you again for the opportunity to testify and
|’d be happy to answer any questions that you m ght
have.

4:46: 23 PM

SENATOR W ELECHOMSKI asked how much in federal |oan guarantees
this project has.
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MR. VAN TUYL replied that federal |oan guarantees provide up to
$18 billion of the project capital.

SENATOR W ELECHOWSKI asked if any other project in the country
has that anount of | oan guarant ees.

MR. VAN TUYL replied that he was aware of none.

SENATOR W ELECHOWSKI  conmented that they are talking about
allowwng the free markets to work, but there is significant
governnent interplay with the $18 billion guaranteed. “So, we're
alittle bit outside the free market, already.”

SENATOR STEDMAN asked if the full faith and credit of BP would
be on the line to access that credit guarantee.

MR. VAN TUYL repli ed:

Any federal guarantees are only available to the
holders of a certificate of public convenience and
necessity offered by the FERC and the National Energy
Board in Canada. To hold that «certificate, those
conpani es woul d have needed to enter into these firm
transportation arrangenents which are backed by their
basically a corporate guarantee. So the short answer
to your question is yes.

SENATCR STEDMAN sai d:

Not to dimnish the value of the |oan guarantee, but
if the three npjors were to gather on a pipeline -
one-third, one-third, one-third — to be accessed those
| oan guarantees, we'd pretty nuch have to I|iquidate
the equity out of at |east one of the conpanies and
severel y damage the ot her two.

MR. VAN TUYL repli ed:

The project itself wll be backstopped by firm
transportation comm t nent s. The f eder al | oan
guar ant ees, if they’'re used, would enable the

investors in the project, perhaps, to get a better
financing rate on — bearing in mnd that sonme of the
conpanies here before you have sone of the best
bal ance sheets in the world and can already obtain
pretty attractive financing - but the ultimte
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backstop of those firm transportation comitnments that
underpin the project are guaranteed by those
corporations. Those FT arrangenents aren’t backstopped
by the federal governnent.

4:49:41 PM
SENATOR STEDMAN asked what the state could do to assure that
peopl e show up at an open season.

MR. VAN TUYL replied that it is in everyone's best interest to
i nsure a successful open season.

A couple of key ingredients are that the service
that's offered is a service that is responsible to the
custoners. What that neans is we have a |ow cost
project that is offered that encourages shippers to
participate. W do that if we have confidence that we
have these cost managenent practices that we have in
pl ace and that we have confidence that we can deliver
a |l ow cost project.

Cost managenent is one thing that's very inportant and
the other is to insure that those folks that wll be
making those firm transportation agreenents at the
open season have confidence, again, that they know the
rules. This is what both Joe and Marty tal ked about
and the need to define the resource terns in advance
of the open season. That reduces a huge risk for the
resource owers who will be making that conmmtnent and
t hat woul d make that possible.

4:51: 23 PM

SENATOR THOVAS said that Prudhoe is short on gas at this point
and he asked what volume would be necessary to nove the project
forward

MR. VAN TUYL replied that 51 tcf of gas would be needed for a
project that would extend out 35 years. Prudhoe Bay has a known
resource of 24 tcf; Pt. Thonson has a known resource of 8 tcf;
and ot her places around the Slope add up to 34 — 35 tcf. Al of
that is needed, so nore exploration is inportant. He was
di sappointed with the Pt Thonson situation and thought that
peopl e need to work together jointly to solve it.

4:52:55 PM
SENATOR THOVAS said that once that’'s established, what has been
done to establish where the other 15 tcf of gas will cone from
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MR. VAN TUYL replied that Mning and Mnerals Service (MV5) and
United States Geol ogical Survey (USGS) studies indicate 100 -
200 tcf of additional gas. This project will create incentive to
explore and find it.

4:54.23 PM

CHAIR HUGA NS said last year they went through an exhaustive
process and nultiple sessions and asked him what paraneters may
have changed from his corporate perspective that would conme to
bear in the new process.

MR. VAN TUYL agreed that last year he and his coll eagues had
gone through a rigorous process and projecting that forward, he
didn’t see necessary just one solution to all the problens that
are before them He said they stand ready to address the
concerns that were raised l|last session. They are open to new
i deas on howto get the risk and reward bal ance ri ght.

4:56: 38 PM

CHAIR HUGE NS said his constituents want a pipeline and he
didn't want to test their patience. The legislature wants to
work with all the parties to nake this project work. The
adm nistration wants the sane. He asked if any of the producers
want ed to make any ot her comments.

4:57.45 PM

SENATOR WAGONER want ed MR, MARUSHACK to cone back and tal k about
how difficult LNG siting is in Long Beach. “You know it’s easy
to get a FERC permt sonetinmes, but it's pretty darn hard
sonetinmes to site an LNG facility.” He explained that the reason
he asked this is because there is a |lot of angst anong sonme of
them about how LNG is going to flood the market and take the
mar ket away and there won’t be an opportunity for a pipeline. “I
think that’'s sone scare tactics that sone people are using and
they’' re not necessarily true.”

MR. MARUSHACK responded that hopefully ConocoPhillips wasn’'t
using those tactics, but agreed that siting LNG facilities is
tough on the @l f Coast. A nunber of them have gone forward

Four facilities already exist. ConocoPhillips’ facility in Mine
was turned down by the locals and the one in Long Beach is
difficult. However, he doesn’'t believe that LNG by itself is
really the conpetition. It always goes to the coast and then the
gas has to be pushed all the way across the country. The Al aska
pi peline project goes to the mddle of the country and out from
there. He thought that was a real advantage over LNG with an
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isolated market with a long ways to go to get it to other
| ocations other than the Gulf Coast.

But the problem now is these other alternatives — coal
and the real enphasis on alternate energies including
ethanol and things like that. | see those and in fact,
nore inportantly, the way | see it, Marianne Kah, our
chief econom st, has talked to you all and she sees
this as a real issue and she has been clear, | think,
with me and with nenbers of the legislature that she
believes we’'ve got to nove this thing forward real
qui ck. The market nust know — everyone knows it’s
going to happen — it’'s going to be 10 years from when
we start, but the market must know this gas happens.
Just by knowing that, 4 bcf/day is a huge volunme. That
will create opportunities for us if the market knows
that’ s com ng.

5:00:49 PM
CHAIR HUGEA NS asked using the @Gulf Coast, what the tineline is
fromconcept to production for citing an LNG pl ant.

MR. MARUSHACK replied the real problem now is there is a huge
backl og of LNG exchanger equipnment, so you've got to be in line
or else you've really got a long tinme line in front of you.
Al nost any mmjor infrastructure project, you re talking about
that 8 - 10 vyear time period. ConocoPhillips got its LNG
facility in the Gulf Coast in 5 years from design, but that was
only for the receiving termnal. That has to be matched up with
where the resource is comng from

CHAIR HUGA NS t hanked everyone for their comments and adjourned
the neeting at 5:02: 05 PM
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