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ACTI ON NARRATI VE

CHAIR CHARLIE HUGA NS called the Senate Resources Standing
Commttee neeting to order at 1:35:07 PM Senators W el echowski ,
Huggi ns, Stevens, Wagoner, Stedman, and G een were present at
the call to order.

SB 104- NATURAL GAS PI PELI NE PRQJECT
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CHAI R HUGA NS announced the consideration of SB 104. He said the
only conpany he has not heard fromis Md-Anmerica. There will be
a joint session tonorrow for public testinony, he noted.

1: 36: 38 PM

MARTIN W MASSEY, U.S. Joint Interest Manager, ExxonMobil, said
he has held his position since 2001 and is responsible for
ExxonMobi|l gas resources in Alaska. The conpany has been in
Al aska for over 50 years and has been a key player in oil
devel opnment in the state. It holds the |argest working interest
in Prudhoe Bay, and current net production is 150,000 barrels of
oil per day. Commercializing the Alaska’ s North Slope gas wll
allow for the relationship with Alaska to |ast another 50 years
or nore. The project has the potential to generate billions of
dollars for the state, the country, and for Canada. It could
supply energy for Al aska and North Anerica for decades to cone.
ExxonMobi | supports efforts to advance the pipeline project and
is ready to work with the state. ExxonMbil’s share of gas in
the pipeline has the potential to add over one bcf per day,
which is nore than a ten percent increase to its current
wor | dwi de gas production. ExxonMbil has spent nore than $180
mllion studying ways to commercialize this gas.

1:39:13 PM

MR. MASSEY said, based on studies, it has determned that a
producer gasline project will result in the best value to the
state, to the producers, and to the nation. ExxonMbil is

commtted to noving it forward. There is a perception that this
is just a gas-treating, pipeline project, so there is a tendency
to underestimate its size and risk. The pipeline would be the
| argest private investnent in North Anmerica, significantly
| arger than nost oil and gas nega projects. Nothing conpares,
thus many factors inpact commercial viability, and the previous
estimate of $20 billion has grown because of steel prices and
| abor costs. Also, worldw de nega projects are placing pressure
on pricing and availability of global materials. Despite recent
i ncreases, gas prices remain volatile. The price of natural gas
before 2000 was less than estinates of gas transportation and
treatment costs. He said other risks include cost overruns,
schedul e delays, and regulatory and state fiscal uncertainties.
| nvestnents will have to be nade ten years before the gas flows
down the pipe. Size accentuates the inpacts of poor execution. A
m st ake made on this project would cost everyone dearly.

1:42: 07 PM

MR. MASSEY said comercially sound oil, gas, and pipeline
projects traditionally have been able to obtain financing with
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strong sponsors. Key project conmitnments will take the form of
firm long-term gas transportation commtnents (FT), which are
bi ndi ng obligations nade by the conpanies, known as shippers, to
pay for the costs of receiving a quantity of gas capacity on a
pi peline over a specified period of tinme, typically many years.
The comm tnents are nmade during an open season, which will |ast
at |least 90 days during which any prospective gas shippers can
make binding commtnents for transportation capacity. Financia
institutions require conmtnments to provide funding for a
pi peline, and they nust be provided by credit-worthy shippers.

In this case the shippers will be the producers and, indirectly
or directly, the state. The FTs are substantial and in the tens
of billions of dollars, and they nmust be paid whether the gas is

nmoved or not. The shipper mnust pay regardless of the price of
gas. Pipeline investors use the FTs to show creditors they can
secure financing and nust rely on the financial strength of the
conpanies backing the FTs to secure the financing. So the
financial institution will look at who is naking the FTs to
decide if it is secure enough. Thus the devel opnent cost and
overrun risk are ultimtely borne by the shipper.

1:44:. 35 PM

MR. MASSEY said the shipper nust make long-term FTs and agree to
pay the transportation and treating rates that are based on the
ultimate cost of the pipeline and treating facilities. The
information will be a projection of the costs, which is based on
the entity doing the work. So the parties taking the risk nust
be able to manage those risks. The producers, as shippers,
cannot nmake FTs during open season unless they are confident the
pi peline project can be built cost effectively and operated on a
|l ong-term commercially viable basis, including being conpetitive
to other gas. Maximzing the value to the state requires
selecting the right design and delivering gas at the | owest
possible cost. A project this size nmeans construction and
operating experience should be a significant consideration. Only
a limted nunber of conpanies have denonstrated the capability
and financial strength to do it. The producers have such
experience on nunerous projects world-wi de and have denonstrated

success in neeting objectives. ExxonMbil operates on every
continent except Antarctica. It is the world s |argest non-
government producer of both oil and natural gas. Its gl obal

devel opnent conpany is unique within the industry. It leads the
industry in project costs and schedul e performance. Costs have
been 20 percent |ower than the industry average on a dollar per
barrel basis, and nearly 90 percent of ExxonMbil’s projects
with costs greater than $1 billion are delivered within 15
percent of the estimated costs at the tinme of project funding
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and nearly 80 percent of those were delivered within 15 percent
of the funding schedule. ExxonMbil’s superior performance was
validated by a report. It came out on top of the analysis with
the Ilowest slippage rates despite taking on challenging
projects. It is highly conpetent, he stated.

1:47: 31 PM

MR. MASSEY said ExxonMobil has extensive Arctic experience. Its
Arctic offshore activity started in 1966 with the installation
of the ice-resistant platform in Cook Inlet, which is still
producing oil. In the 1970s ExxonMbil provided research and
engi neering for Prudhoe Bay and devel oped the conbi ned hydraulic
fl ow nodel and thermal sinmulator for the design of TAPS. In 1984
ExxonMobi|l installed the concrete island drilling systemin the
Beaufort Sea. It has extensive experience in Canada. He naned
projects including the first and only iceberg-resistant offshore
structure in the world. He spoke of an offshore platform in
Russi a. These exanples show that |arge projects with significant

conplexity “is what we do.” ExxonMbbil has a long-term
commtnment to technology innovation, and that has played a key
role in Alaska oil developnent. It spent $3 billion on

technol ogy since 2002. ExxonMbil has denonstrated world-class
| eadership in safety and environnmental performance. Its enpl oyee
recordable incident rate is below the average U S. petroleum
i ndustry benchmark. It’'s conmtnent to safety, health, and
environment manifests itself in superior performance across all
operations. The gas project is a basin-opening project that wll
benefit the state and industry. Such projects are successful
when there is alignment between the host governnent and the
| ease holder. “At a high level, we are very well aligned.” A
producer-owned gasline project will result in the maxi num val ue
to the state and to them The producers have the nmaxinmm
incentive to control costs. Low capital operating costs and
access to a premum market will result in a higher netback val ue
on the gas. The state will receive a majority of its revenue
from the gas sales via revenue received under the royalty
settl ement agreenent and for the taxes that are paid.

1:52:11 PM

MR. MASSEY said third-party owners do not share the sane
i ncentives—they actually benefit fromincrease capital costs. He
said both the state and the producers want Al askans to benefit
from future job opportunities. To progress the project and
mtigate its inherent risks, ExxonMbil needs sonme things from
the state. The billions in financial commtnent require fisca

terms that are predictable. ExxonMbil is willing to take the
geol ogic, cost, and commodity price risks, but it is not willing
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to take a tax-change risk. Market risk is inevitable, but it is
managed by getting the products to the best market. Fiscal risk

is outside of ExxonMbil’s control. Fiscal ternms need to be
predi ctable and durable. |f they can be changed in the future
then ExxonMbil cannot mneke an investnment decision for its
sharehol ders. An increase in taxes during the Ilife of the

project could offset the benefits of taking it on. Because AG A
allows fiscal ternms to be nodified, it does not provide fisca
predictability. He said total state take nust be provided.

1:55: 37 PM

MR. MASSEY said alignnent between the state and the |ease-
holders is essential to a basin-opening project of this
magni t ude. It is inportant that AGQA bring upstream and
m dstream together and provide for an integrated proposal,
because the upstream pays for the mdstream The upstreamis the
revenue generated fromthe sale of gas and liquids. To cal cul ate
that, there nmust be clarity on the taxes and royalty, which nust
be set at a level that nakes the project viable. Any proposa

must denonstrate how a successful open season will be achieved

To insure the best result, AGA should establish broad key
objectives and allow applicants flexibility in neeting them by
providing requirenents they feel are necessary to make the
project viable. It would be best to let applicants determne if
they need capital contributions fromthe state. It is inportant
for the state and explorers to have access to the project so
their gas can be treated and transported to nmarkets. It nust be
attractive to the shippers when they make their initial FTs. The
shi ppers that nust invest substantially to explore, develop, and

produce gas will not be able to enter into long-term financia
commtnments for the transportation of gas if there is a
Iikelihood that the rates will increase in order to accomopdate

expansions. Under the Al aska Natural Gas Pipeline Act, Congress
struck a balance between encouraging investnents by those
willing to conmmt the initial capacity and those who expl ore.

1:58:42 PM

MR. MASSEY said because of the unique nature of the Alaska gas
pipeline project, the Federal Energy Regulatory Conm ssion
(FERC) approved unprecedented policies to enable a FERC nandated
expansion to benefit explorers. The issue of how potential
future shippers may access initial capacity and future expansion
capacity, if needed, should be adm nistered by FERC. Shippers
should not be required to subsidize other expansion gas hol ders
at 115 percent of initial maxinmum rates due to a nmandated rol
in of costs. A 15 percent increase could increase the FT
commitnment by $0.30 to $0.50 per MBTU on gas shipped, which is
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$500 million to $800 mllion per year on the initial shippers.
The expansion shipper mght like it, “but at this state we don’'t
know who the expansion shipper mght be.” It is too high of a
risk. The pipeline entity should not have to accept a FERC
certificate irrespective of FERC-i nposed conditions. The
upstream i nducenents require significant nodification to ensure
a coommercially viable project. It would be better to |eave the
issues open and allow the applicant to nmke a proposal to
address those necessary ternms. AG A prescribes activities that
must be conpleted within a specific tinmeframe. Setting arbitrary

target dates is not good nanagenent. M/lestones are not
necessary if the project is comrercially viable. The producers
will progress the project at the nmaxi mum prudent pace consi stent

with the industry-proved gate process for project devel opnent.

2:00:46 PM

MR. MASSEY said AG A gives conmm ssioners broad authority to
adopt additional requirenents and establish regulations. AGA
doesn’ t establish criteria for evaluating proposals and
selecting a successful bidder, which is Ilikely to lead to
litigation. The parties nmust have an inpartial neans of handling
di sagreenents. Binding neutral arbitration is wdely used in
comercial agreenents and is not a new concept in Al aska. Al aska
courts have recognized a strong public policy in favor of
arbitration. He said ExxonMbil 1is commtted to nove the
pi peline forward. He suggests that AG A be anended to all ow each
applicant to decide how best to neet the state’s objectives. The
state can then accept the proposal that delivers the nost val ue.

2:02:49 PM

SENATOR WAGONER asked if ExxonMobil is saying that if the state
| eaves rolled-in rates and the 15 percent in place, that
ExxonMbbi | and the other producers will not participate.

MR. MASSEY said he described where AG A is very prescriptive
“I't also renobves an applicant’s ability to argue in front of
FERC what they think is right and in the best interest of the
project or them as an initial shipper or an expansion shipper.
It is too prescriptive. As a result, |1’m encouraging that it be
removed fromthe bill. FERC will decide what is right no matter
what we put in this agreenent. They have the responsibility for
overseeing these rates, and they wll do it.”

SENATOR WAGONER said if it is left in ADA and the state selects

a proposal, the proposal goes to FERC and if they didn't accept
the rolled-in rate and the 15 percent, then, at that time, the
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argunment could be nmade to change it. “Seens to nme like either
process woul d work.”

MR. MASSEY said if ExxonMobil agrees to it, it would be required
to put it in front of FERC, and that does not nean that FERC is
going to agree. It doesn’'t nean sone other shipper may protest
and is not a party to the agreenent. This is a |ong-term deal,
and it is difficult to predict where things mght land. It m ght
not even be in the best interest of the state to have it in the
agreenent, because the gas that may be flowing nay not be its
gas. It could be gas from federal lands, “but you re required to

subsidize that.” There is already a process for dealing wth
expansions and rate changes, and that is FERC. “W should be
careful to prescribe things that my sound good, |ook good

today, but we're entering a very long-termrelationship that we
can’t today predict what the situation mght be.”

2:06: 19 PM

SENATOR W ELECHOWSKI said M. Massey has talked a |ot about
fiscal stability. ExxonMbil has been in Alaska for many years.
When the oil pipeline was built, there was no | ocked-in tax, and
ExxonMobi| has made billions, probably hundreds of billions, in
profits. He said he read an article in Wall Street Access that
was disturbing. It said there is unlikely to be an Al aska gas
pipeline in ExxonMbil’'s future because Al aska has been an
unreliable partner, as quoted by ExxonMbil’s CEO  Senator
W el echowski said he understands how inportant stability is, so
he | ooked at where ExxonMbil is partnering to conpare wth
Al aska. ExxonMbil has major investnents in Chad where there are
seventy political parties and is subject to multiple mlitary
coups. Chad recently threatened to throw several oil conpanies
out of the country. It has one of the top ten largest pipeline
projects in the world, and ExxonMbil is part of that.
ExxonMbbi| participated significantly 1in Equatorial Cuinea,
which was recently rated as one of the worst dictatorships in
the world. It has w despread torture, arbitrary arrests, and a
total corruption of government services. ExxonMbil is in
Ni geria, Libya, Bolivia, Indonesia, Angola, and Kazakhstan, and
it is looking at investing in Iran, which just seized 15 British
soldiers. “lI am just wondering if you believe those countries
are nore reliable partners and provide nore fiscal stability
t han Al aska does.”

2:08:41 PM

MR. MASSEY said the discussion is about what is required to
allow the pipeline to progress. “Wthout stable fiscal terns, |
don’t know how to make an adequate investnent decision. It is
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not like a small drill well in west Texas. This is a nega

project and the fiscal terms--1 have to know what they are and |
have to know what they are going to be over tinme, so that | can
nmake an adequate investnent decision. This is such a huge
project that it will have an inpact on ExxonMbil as big as we

are because of the magnitude of the capital investnent that’s
required to put in this project. W can’t nmake that capital
investnment and then a few years later, that capital investnent
is no |longer viable.”

2:09: 52 PM

SENATOR W ELECHOWSKI said ExxonMbil didn't get a tax lock-in
when building the oil pipeline. Alaska has been very fair with
ExxonMobil and the other oil conpanies. He said he finds it
insulting that ExxonMobil doesn’t trust Al aska and says it isn't
a reliable partner.

MR. MASSEY said it is not a matter of trust; it is a matter of
knowing the fiscal terns to make an investnent decision. “And
until it can be agreed, between ourselves, how we’'re going to
share the benefit fromthis project, then I'’m not able to nmake
an adequat e decision.”

SENATOR STEDVAN said M. Massey needs transparency and
predictability. The tax structure on the books is transparent.

The bill has a transparent and predictable tinme frane. “Wat am
| mssing?” The bill tal ks about ten years, he added.

2:11:46 PM

MR. MASSEY said the bill includes ten years of fiscal stability
for gas production taxes. There are several ways for Alaska to
tax the project, including property taxes, oil taxes, and
corporate income tax, so a small lock-in on gas production tax

doesn’t give the full scope of fiscal terns throughout the life
of the project. He can’t run the economcs and make a good
deci sion w thout know ng the taxes he will pay. The pipeline is
going to be the revenue generator for ExxonMbil in the future,
so fiscal terns nust be identified.

2:12: 57 PM
SENATOR STEDVAN asked if all state and federal taxes are equally
i nportant.

MR. MASSEY said ExxonMbil follows the principal that it is
perfectly acceptable to work with the resource owner--Al aska.
“W're in this together. Your resource doesn't get to market
unless it’s viable and | can't build it for you unless it is
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viable for ne.” The federal governnent doesn’t own the resource,
so the state and the | ease-holder nust define what it takes to
make it work, he stated.

2:14: 27 PM

SENATOR MCGQUIRE said the coments centered on the building of
the pipeline and it being a highly-risky nmega project, “so |let
sonmeone else build it.” She asked what ExxonMbil would do if
soneone else puts the noney up and builds it, and the open
season cones up and ExxonMobil needs to make a decision and | ock
in ten-year gas rates. She noted that rolled-in tariffs are used
by Inperial, ExxonMbil’s counter part in Canada, so it is not
unfam liar to ExxonMobil.

MR. MASSEY said a successful open season will only work if the
project is commercially viable to the shipper, and in this case
the shippers are the producers and the state. So if it is not
cormercially viable, then it wll not be a successful open
season. AG A does not provide for a comercially viable project.

SENATOR MCGQUI RE said, “So, you pass up the open season because
you make the decision that it is not comercially viable for
you. And there are two other nmjor producers along wth
i ndependents that have led to great discoveries through
exploration over the next couple of years, and together they
make the firm FTs that are needed to get the gas noving. No way
around it. There’'s a conpany that’'s going to agree to build it;
it’s being built; the FTs are there; you ve passed up your open
season; you' ve given up your opportunity to lock in your tax
rates. What’' ||l your sharehol ders have to say about the fact that
you’' ve given up the opportunity to nonetize your gas?”’

MR. MASSEY said if ExxonMbil decides it is not viable then
ot her conpanies will make the sane deci sion.

2:16: 56 PM
SENATOR W ELECHOWSEKI asked if the producers talk anong
t hensel ves about naki ng bids during an open season.

MR. MASSEY said, “No, we cannot. It is an independent conpany
decision which we cannot share with one another. And those
commtnents are binding commtnments on individuals conpanies” He
said they can share plans for Prudhoe and how they wi Il devel op
the gas at Prudhoe Bay and Pt. Thonpson. “But the individual
coommtnments that are made by each conpany will be private and
not di scussed. No one will know until the bids are open.”
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SENATOR W ELECHOMSKI asked, “If this is an econom c project, but
a project that’s built by independents as opposed to producers,

and it’s an economc project.you will not participate in an open
season?”
MR. MASSEY said a successful open season will only happen if the

project is commercially viable to the initial shippers.
SENATOR W ELECHOWEKI asked agai n.

MR. MASSEY said if a third party builds it and it’s commercially
viable, then ExxonMbil wll participate. “The question is
whether it is comercially viable being done by a third-party
participant. That’s a question we wll answer at the tine.”

SENATOR W ELECHOWSKI said this project is a national priority.
“Do you think Congress would | ook very favorably upon an open
season that was deened to be economcally viable and you didn’'t
show up?”

2:19: 06 PM

VR. MASSEY said he wll be confortable in explaining
ExxonMbbi |’ s position to anyone. “W cannot nmake a commitnent to
a project of this magnitude if it’'s not viable for our conpany
and for our shareholders. That wll just not happen.”

SENATOR STEVENS asked M. Massey to be nore specific about what
fiscal certainty is.

MR. MASSEY said, “We would propose that AG A be anmended such
that there’'re broad objectives that the state wants to achieve
[and] let the applicants neke a proposal that describes what
they need in ternms of making the project viable. And then also
describe how they intend to neet the state’'s objectives, and
included in that wll be, what sort of ternms for fiscal
stability are necessary. It’s difficult for nme to sit here today
wi t hout |ooking at the whole scope of the deal to give you a
particul ar period.”

2:20: 35 PM

SENATOR WAGONER said a few years ago people cane by who weren’'t
producers or shippers but distribute natural gas to commerci al
and residential custoners. They also have sonme comerci al
generation capacity throughout the lower 48. “Wuld it be
feasible.if they came to either yourself or another producer on
the slope and were interested in purchasing gas from you..and
then them commtting to open season with that gas they' ve nmade a
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commercial arrangenment with you on. |Is that going to be
sonet hing that sonme of the producers woul d consider?”

MR. MASSEY said the gas is always for sale.
SENATOR MCGQUI RE said sonetines it doesn't feel like it.

MR. MASSEY said the gas is for sale but it has to be sold at a
mar ket -rel ated price and ExxonMdbil has to have confidence that
the project the buyers are pursuing is viable. “Cbviously if
sonebody would be willing to come up there and nmeke that FT
commitment and build the pipe thenselves and give us a market
price for the gas and we believe their project is viable, sure
we woul d sell our gas.”

2:22:38 PM
SENATOR STEDMAN said that was confusing. It would be a demand-
driven open season, and “wouldn’t you still face the same issues

you face today in the fiscal arena that you operate? How woul d
you sol ve those, or are they irrelevant if it’s demand driven?”

MR. MASSEY said, “In that gas arrangenent, we would work sone
sort of deal with the person purchasing the gas to provide the
stability that we would need. They would have to guarantee that
stability, which could be done. O we would have to go to the
state and guarantee that stability. So, regardless, you' re going
to have to get the stability some way or another. It could be
done through that transportation arrangenent as Senator Wagoner
described. O it could be done with a gas sale, but is handled
through the state at the sane tinme. It still would have to be
there in some formor another.”

SENATOR STEDVAN said one scenario is ExxonMbil asking the state
for fiscal certainty, and the other would be sonebody else
comng to the state and leveraging for the sane fisca
certainty, because the fiscal certainty appears to be driven out
of the three majors that have the gas.

MR MASSEY said that is correct.

SENATOR W ELECHOWBKI said it is hard to understand. “There is an

$18 billion federal |oan guarantee. |f someone conmes forward and
the federal governnent deens that to be an acceptable project,
they’re willing to offer $18 billion—unprecedented as you said.

| guess I'’m having a hard tine seeing why you see that as a
probl em”
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2:25: 07 PM

MR. MASSEY said financing is a very conplicated subject, and he
woul d be happy to bring in financing experts. The federal |oan
guarantee doesn’t kick in until the project starts. The risk of
conpletion is the greatest risk and will be on the backs of the
shipping commtnment—+those that are nmaking that conmmtnent.
“Because they are responsible for paying for that pipe no matter
what it costs when they sign up for that conmitnment.” It is very
conplicated. The |oan guarantee will help get a |ower interest
rate, but it doesn’t renove the conpletion risk that falls back
to the shipper and buil der.

SENATOR W ELECHOWSKI said the gas is sitting in the ground.
“I't’s not making you any noney. If sonmeone else is wlling to
take the risk of building the pipeline, that’s not costing you
anything. If the pipeline doesn't get built, you' re right where
you're at. Your gas is still sitting in the ground. So if
sonmeone else agrees to build it and you go to open season and
the pipeline fails for sone reason, you ve lost nothing.” He
asked what the risk is to ExxonMbil to cone to an open season
if soneone else built the project.

MR. MASSEY said the federal governnment is not backing the
conpletion of the pipeline; the costs for building the pipeline
and the risk associated with its conpletion are borne by the
shi ppers. “1 don’t know of a conpany that can build a pipeline
without a firm transportation conmmtnent. Maybe there’'s a
conpany out there, but | don’t know of one.”

SENATOR W ELECHOWSKI asked why woul dn’t ExxonMbil go ahead at
an open season and bid its gas. He asked what the risk is.

MR. MASSEY said if the pipeline is not commercially viable, then
we won’'t bid our gas.

SENATOR STEDMAN said there are legal briefs, 2005 and 2005a, in
his office and he asked what those are and what FERC s role is.

2:28:52 PM

MR. MASSEY said it all began when the Al aska Natural Gas
Pi peline Act (ANGPA) passed in 2004, which gave ExxonMobil the
confidence it wanted in the federal legislation to progress the
project. It describes what to do to get the permts and
establishes a federal coordinator to guide the different federal
agencies. It also established that FERC should rule and put out
open season regulations. FERC did that in 2005. Even within that
FERC order they put out an order that there wll be a
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presunption of rolled-in rates. They wll judge those cases on
the basis of that order, he explained. Some have m sinterpreted
t hat ExxonMbil’s court challenge is about rolled-in rates. “The
presunption of rolled-in rates is there, and that is not what
we're challenging.” It is challenging one small aspect of the
FERC open season regulation, “and that is: does FERC have the
ability to order a design change. W believe that is beyond the
scope of FERC today. We don’t want to get in a position where we
have progressed the project right to a FERC certificate at about
$1 billion and then FERC orders a design change, and we have to
go back and start over.” There was debate when the open season
regul ati ons were being put together, “but that’s behind us now”
The issue that is left is the ability to nake a desi gn change.

2:31: 06 PM
SENATOR STEDVAN said the bill seens to have everybody agree with
each other and not challenge things. “lIs FERC biased to the

i ndustry or to the state or are they independent?”

MR. MASSEY said FERC is the regulator, and he can’'t say who
Wi ns, but ExxonMobil is confortable working in front of FERC. He
believes they take all views and will land on a decision that
everyone is confortable wth.

SENATOR MCGUI RE noted that M. Massey said that one problemwth
AG A is that it put too nuch demand on expansion of the line
“and that you would prefer that to be sonething that FERC woul d
deal with.” But M. Mssey just said that the part of the 2005
opi nion that ExxonMbil is challenging is the ability of FERC to
order a design change. She asked if a design change is different
from an expansion order or an access order. “On the one hand
you' re saying you' d like FERC to have nore authority over the
very things that we'd like to demand here—expansi on of our pi pe,
access to our pipe so that our independent explorers can bring
nore gas into the system And on the other hand you’ re saying
the part of the opinions that you're challenging is their
authority to order a design change.”

2:33:53 PM

MR. MASSEY said a design change has great risk, and the state
should see that. “W could get to the point where we have spent
significant suns of noney and be ordered to nake a change in the
design and have to cone back and redo that work.” ExxonMobi l
doesn’'t have a problem with expanding the pipe after it is
built. There is a belief that ExxonMdbil would block an
expansion, and he doesn’t know why it would do that if it was
the pipe owner. ExxonMbil wants the parties to nmake that
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decision. In 10 percent of the cases it may have to go to FERC
to be resolved. Under ANGPA, FERC was given the authority to
mandat e an expansion, so it’'s inpossible to prevent soneone from
getting an expansion. “They just have to go to FERC and prove
their case and then they will get their expansion.”

SENATOR MCGUI RE asked, “So if that is the case, then why would
you mind if AGA sinply reaffirmed your statenents on the record
here today. Every two years you take a look at it, see whether
or not you to expand it as you said on the record you d like to
have nore gas in the pipe and that’'s everybody' s goal. Wy not
sinply reaffirm that in our state |law the sane way we have in
the federal ANGPA and certainly your statenments here on the
record. Why not just do that?”

2:36:18 PM

MR. MASSEY said he was talking about the requirenent that
ExxonMbbil has to support rolled-in rates that could increase
the tariff by 15 percent. The state may not like it either.
There is an agency where the pipeline ower and shipper can go
to state their case. Then ExxonMobil can go in and have that
di scussion, and then FERC wi |l meke that deci sion.

SENATOR MCGQUI RE asked the definition of commercially viable.

MR. MASSEY said it is very conplex, and it involves econom cs,
exposure, and ri sk managenent.

SENATOR MCGUIRE asked if he considers supply of the whole
system “If you were to bring your gas to the market, there’'s a
chance that it could lower the price of gas as a whole and
potentially detrinentally affect your investnents in other
pl aces, such as Iran.” \Wat profit margin is acceptabl e?

2:39: 04 PM

MR. MASSEY said ExxonMobil | ooks at the project as a stand-al one
i nvest ment decision. He said operations are not allowed in Iran.
“No subsidiary of a U S. based conpany can have operations in
Iran, to my knowl edge.” Profit margin |ooks at total cash flow,
the investor’'s rate of return, return on the capital, and
present value from the cash flow It will be analyzed across a
mul titude of different variables, and “then land on whether we
think we got a good shot at nmaking it.”

CHAIR HUGGA NS said this conmttee sees its role as facilitating

partnership cooperation, but ultimtely success in getting the
gas pipeline. He called the comm ssioners forward.
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SENATOR WAGONER sai d, “Wuldn't your answer have been the reason
Exxon doesn’t want to participate on the open season is ‘cause
you don’t know the tariff and how high the tariff’s going to go,
because you don’'t know who's going to control the project and
what the final expense on the project’s going to be?”

MR. MASSEY said that is a good explanation. Regardless of who
builds the pipeline, the shipper pays for it. “And if you're
paying for it, you want to nanage it.”

2:42: 11 PM
CHAIR HUGEA NS said meking the assunmption that it wll be 10
years before first gas, the critical event is the open season.

PAT GALVIN, Conmm ssioner, Departnent of Revenue, said the
critical step is open season. There isn't a single open season,
but there could be a series of open seasons to get the gas
necessary to finance the project. AG A provides inducenents on
the initial open season. “Wre at a better opportunity for
success if we get the gas conmtment up front at that first
one.” But there is the opportunity to have additional ones. That
is why AGQA is designed to nake sure that the project wll
advance beyond that initial open season. Having success at the
open season is the critical path for the project.

CHAIR HUGA NS said an unsuccessful open season wll rmake him
weak- kneed.

MR. MASSEY said there is no question that the open season is
inportant, but nore inportant are the producers and the state
agreeing on a contract that describes the fiscal terns that wll
allow the project to progress. “l can guarantee you if we can
agree to that we will have a successful open season.” O herw se
the chance of failure is very, very high.

CHAI R HUGE NS asked how the state can facilitate the alignnment
anong the players so there is a successful open season.

2:45: 53 PM

MR. MASSEY said the state and the producers are well aligned to
begin with. Both want a project and both see that there is a
cormercially viable project to be had. For a project of this
magni t ude the state and ExxonMobil have to be in sync.

TOM | RWN, Comm ssioner, Departnent of Natural Resources (DNR),
said he is glad to hear ExxonMobil say that the project 1is
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cormercially viable. “As a conmittee you need to understand that
everything we have heard [from the producers] to becone
coonmercially viable is an independent negotiation. How nuch the
state has to give to give certainty [to the producers].is
undefined. W’ ve asked many tines.to define this certainty. And
so when we talk about clear alignnment, the alignnment cones if
the state gives, from everything 1’'ve heard. If that’s
different, we're certainly willing to listen.”

2:48: 02 PM

COWM SSI ONER GALVIN said there is alignnent between the state
and the producers for noving the project forward. The only area
of disagreenent is when an actual agreenent is signed. Cearly,
ExxonMobi| believes it nust be done now, and what AGQ A does is
allows that opportunity to take place at sonme point, but we are
now at | oggerheads. The producers’ nust-haves and what the state
is wlling to give needs to change. He said the state is not
going to change the dynamics of the situation, and everyone
needs to reach alignnment: gas |essees, state, and pipeline
builder. “What we’'re trying to do is to allow the project to
hopefully gain sonme nore clarity, elimnate sonme uncertainties,
so that that discussion can take place in a different dynamc
t han we have right now”

2:50:10 PM

MR. MASSEY said it is inmportant that ExxonMobil is asking for
sonething that 1is standard for nega projects. It 1is done
everywhere with mega projects. Until ExxonMbil can get to a
common understanding that that is what it takes to progress a
project, it will be a struggle to go forward. It wll accept al

ri sks except the risk of Alaska changing its taxes. “Once we get
to that understandi ng, then we can make a project go forward.”

SENATOR WAGONER said if he invested in sonething this big he
woul d want to make sure he got his noney back. In Alberta there
is a 25 percent royalty tax, and all but one percent is forgiven
until the conpanies have recouped their investnent. It is an
accounting process, and once that is recouped, they go back to
the 25 percent. “How would that set w th Exxon?”

MR. MASSEY said there are many options. ExxonMbil just wants to
know what the deal is so it can run its economc tests. *“Wat
the state has put in place, here, are nechanisms that tax
because of your history, what you' ve put in place, and there has
been a general desire to want to continue that approach to
taxing. But there’'re many different approaches.” ExxonMbil is
open to any nodels, as long it can predict it.
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2:53: 45 PM
The commttee took an at-ease from 2:53:58 PMto 3:08:53 PM

MARK HANLEY, Manager, Public Affairs, Anadarko Petroleum said
his conpany is generally pleased with the bill. It is all about
subtleties. Anadarko is a large independent, and it is focused
on exploration and production. It doesn’'t have refineries or gas
stations, so that is why its nane is |ess known. He showed a map
of acreage in Alaska that Anadarko has an interest in. Anadarko
is partnered wth ConocoPhillips for some acreage. It 1is
partnered with BG and PetroCanada in the foothills.

3:12: 02 PM
MR. HANLEY said Anadarko generally 1ooks for anchor fields,
| arger fields that can sustain their own infrastructure, |ike an

Al pine-sized field. It does not |ook for satellites, so there is
hi gher risk and higher rewards. The foothills area is a gas
province. Wells for oil found a lot of gas, and that is where
Anadarko is focused. People ask him if Anadarko will drill a
well for gas, and it wll probably do so to keep its valuable
| eases. There is a timng issue. “You don’'t want to strand a | ot
of capital.so we don’t want to put a lot of dollars out in there
if we don't think a pipeline is going forward.” 1In the
foothills, Anadarko has four pretty well-defined prospects that
seem good. Anadarko just contracted to build a new rig, and

there are partners on line to actually drill a well next wnter.
He said he thinks there is gas down there, but it may not be
enough to be comercial. But one well isn't enough to go to an

open season, he said. “W can't make a long-term conmm tnent
wi t hout understanding the field and howit’'s going to perform?”

3:15: 01 PM

MR. HANLEY said if things nove forward on the pipeline, “our
preference would be at the initial open season, but just to be
honest wth you, the odds that we could be at an open season, if
it’s held within about three or three and a half years, is not
very good because it’s going to take us one year just to get the
first well and a nunber of years to drill enough delineation
wells.” But if Anadarko drills next winter and if it |ooks like
there will be an open season, “we nmy decide to get a couple
rigs and try and delineate that thing as fast as we can to get
in the initial open season. If it’'s a little slower, we’'ll go
probably test another prospect. W’ ve got a three-year plan to
try and test all three of these prospects, and then we’ |l nake
deci sions based on where we see things going.” If there is an
open season within three and a half years, there is a good
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chance it will cone in tw years after the initial open season

and ask for an expansion. That is not unusual, he said, and the
pipeline itself wll decide how to handle it. “They nmay either—
if it’s just adding conpression or conpressors, they may be at a
point in the process where they can actually add those as part

of their construction or they may not.” It may have to be put

off until after pipeline start up. “Wre hoping that if this

thing noves forward and we don’t make the first open season, we
clearly want to have things identified well before start up.”

3:17:36 PM

MR. HANLEY said Anadarko |ikes the process in SB 104 and sone of
the specifics. It gives Anadarko a chance before a deal is done
to get its issues out on the table for policy nakers to address.
“W feel like having ours considered at least earlier in the
process is easier than having sonething handed back. And we have
two shots at it during this process. W have this process before
you even pass the bill and applications are submtted, and then
we have the process during the public comrent period before the
license is actually granted, and maybe a third because it goes
to the legislature where we’'ll have an opportunity to presumably
gi ve comments.”

MR. HANLEY said Anadarko feels like its comments are being
considered and the process is good and transparent. “W |ike
that.” Referring to the construction inducenents, he said,
“having the state put sone skin in the ganme obviously helps.” He
said sonme have suggested the inducenents at a different point.
Putting the noney into the pipeline to reduce the tariff is
inmportant. He thinks the conm ssioners understand Anadarko’s
perspective. “If the state’'s putting in $2 billion, if you put
it in the upstreamit can inprove the overall project econom cs,
but is hasn't inproved the pipeline. If you put it in the
pipeline it reduces the pipeline costs, so.this is going to
actually reduce the tariff and inprove everybody’'s economn cs,
whet her you're an expansion shipper or an initial shipper or
whatever. | think that’s the appropriate route.” About 70
percent of the noney will come back through a lower tariff. It
is a big investnent and says sonething to people, he stated.

CHAI R HUGE NS asked about [the state] having a choice between a
bi dder that wanted the noney and one that didn't.

MR. HANLEY said, “If it’s going to reduce the costs, | would say
we prefer it be reduced. If the state’s willing to put sone
nmoney in and actually reduce the cost for everybody, | think
that’ s our preference.”
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CHAIR HUGE NS said sonme people suggest putting the noney
contingent on a successful open season. “You get the noney; it’s
just at a different point. It’s an incentive.”

3:21:34 PM

MR. HANLEY said the application requirenent of providing a
detail ed description is helpful to “all of us.” On page 5, the
| anguage requiring an “estimate of rates and charges for all
services and a detailed description of all access and tariff
terns” is valuable. It is the appropriate |anguage, but it only
applies to the LNG project and should be noved up in the section
so that either route, the highway or LNG wll be included. He
noted that sonetines it is inportant to know what the operating
pressure of the pipeline wll be and the gas quality
requirenents. Page 6 contains the idea that people will assess
mar ket demand through nonbinding public solicitations or other
net hods, and “we like that idea.” He agreed that ExxonMbil is a

| arge conmpany that can get projects done and do them well, but
his concern is that normal notivations change when a producer
owns the pipe. Independents build pipelines all over, and

producers are always riding on them The producers would have a
desire to keep the costs as |low as possible. He said there are
concerns, however. The nornmal tension that exists is a pipeline
conpany saying the pipeline is risky and asks FERC for a higher
percentage, and the shippers say it isn't risky and ask for a
| ower rate of return. “FERC s going to listen to that and that’s
the normal tension that occurs.” A producer-owned pipeline would
not have that tension. The producers aren’'t going to oppose a
high rate of return on the pipe. “Qur concern is that the higher
the rate of return on the pipe, that’s the higher the tariff is-
-that neans the lower wellhead value for explorers, producers.
But if you're aligned as a producer and a pipeline owner, it is
one pocket into another, and, in fact, the higher the tariff is
the lower the state’s share because of the wellhead value. So
you alnost automatically have an incentive to argue for that
hi gher tariff.” A producer-owned pipe won't keep the return | ow

3:26:49 PM

MR. HANLEY said the incentives are not the same. Oiginally
producers were prohibited from owning any part of the pipe. This
pipeline will be a nonopoly, and it needs to be | ooked at extra
carefully. If the pipeline is owed by a pipeline conpany, it
woul d want to expand, and a producer-owned pipeline mght not
want to do that.
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SENATOR STEDVAN remarked that it seenms possible that if the
producers build a pipeline, they will divest thenselves of it in
the future, alleviating M. Hanley's concerns. He suggested
requiring a divestiture after so many years.

MR. HANLEY replied that the producers may not want to divest,
and there will be things set in the beginning, |like the rate of
return. Including the language in AA is inportant. He woul dn’t
suggest a required divestiture.

CHAIR HUGG NS said M. Massey believes sonme of the |anguage is
redundant, and he has faith in FERC. He asked M. Hanley if FERC
i s even handed.

MR. HANLEY said FERC is a good venue, but there are chall enges
going on right now. He referenced a case where the FERC rules
that were supported by the state and by Anadarko were chal |l enged
by the three producers. The following FERC |anguage is being
chal | enged by the producers:

In reviewing any application for an Al aska natural gas
project the commissioner will consider the extent to
which a proposed project has been designed to
accommobdate the needs of shippers who have nade
conformng bids during an open season as well as the
extent to which the project can accommodate | ow cost
expansion and may require changes in project design
necessity to pronote conpetition and offer a
reasonabl e opportunity for access to the project.

M. Hanley said,”That is the heart of what we’ ve been talking
about. You see sonme of that |ow cost design |anguage that’s in
here—that's specifically in here—and..that section is what

they’re trying to get renoved. So it causes us concern.” It is a
good thing to have sonme of that |anguage in the bill, including
the | ow cost expansion |anguage. “I wouldn’t say don't let them
build it—+hey have great expertise. | suspect if they actually

wanted to submt a bid, they're going to be hard to beat.”

SENATOR W ELECHOWSKI asked if the producers are really the only
ones that can build this project. “Do you deal w th non-producer
pi pel i nes, and what has your experience been on those?”

MR. HANLEY said Anadarko deals with a lot of pipelines that it
doesn’t own, and it goes head to head wwth them There are other
big pipeline conpanies that wll |ikely conme before the
| egi sl ature and suggest they have experience. Anadarko is an
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exploration conpany and doesn’t drill wells; it nanages the
wells and those drillers. The producers won't necessarily be
building the pipe thenselves; they wll nmanage it. He agrees
that the “Exxons of the world have a great reputation for
managi ng costs,” but he thinks other conpanies have the ability.
The financing will require commtnents from shippers, so there
is a chicken and egg situation.

SENATOR STEDMAN asked if there will be enough gas from Anadarko,
Pi oneer, Shel | and others to underwite the pipeline
construction by the tinme of open season.

MR. HANLEY said no. Anadarko may not be able to be at the
initial open season, unless the timng changes. “W're going to
be either a small part of the initial open season or into the
expansi ons—ds and others that are out there.”

SENATOR MCGUI RE asked for M. Hanley's opinion on the commercia
viability of the pipeline in ExxonMbil’s view

MR. HANLEY replied that he couldn’t specul ate.

SENATOR MCGUI RE said she likes his positive attitude towards the
pi pel i ne whereby Anadarko is going to give it a shot.

MR. HANLEY replied, “I will say.when we talk about risks in the
pipeline, if we show up at the initial open season, we wll take
the sanme risk.depending on volunes.nore or less. But we wll
take that sane risk, but we do have nore risk in ours overall

as well, because we have exploration risks that Prudhoe Bay
doesn’t have. | nean, we don’t know if our fields are going to
perform W have a developnment risk cost. Most of the
devel opment costs are already covered at Prudhoe Bay. So they
have—don’'t get ne wong, they still have the risk of price and
cost overruns on the pipeline and all the things that were
described earlier—but they do not, at least, and to a |esser
extent, they have nore risk at Pt. Thonsen because they have
di scovered reserves, but Badam did too, and when they turned
the spigot on, it didn't flow |like they thought it was, so
there’s still risks there, but.the risks of raw exploration is
much greater on the exploration side. So our costs are going to
be higher on an MCF basis. So when we | ook at what we’'re going
to do, we're going to have to see the nunmbers that everybody

el se sees. | would say our gas is going to be |ess econonic than
the gas at Prudhoe, and all we can do is look at the publicly
avai l abl e nunbers, look at the kind of tariffs that are out
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there, and try and determine whether or not we think it’s
wort hwhil e.”

SENATOR MCGUI RE asked if Anadarko had the known proven reserves,
would M. Hanl ey believe this project was comercially viable.

MR. HANLEY said he couldn’'t answer that.

SENATOR STEVENS asked if Anadarko is worried about access
deni al .

MR. HANLEY said that it is a concern. He said the producers’
challenge to FERC to take away Anadarko’s ability to get into
the pipe or if it’'s designed properly, “so we see things along
the way that concern us.”

SENATOR STEVENS asked for other entities with simlar concerns.

MR. HANLEY said any conpany that wants to get in on the
expansion. There was testinony |ast year regarding the pipeline
contract on concerns about getting into the pipe. There are
those in Alaska who are interested in exploring but don’'t have
identified reserves yet.

SENATOR WAGONER noted that Anadarko wll Jlose its fisca
certainty if it doesn’t participate in the initial open season.

MR. HANLEY said that it is a concern. “On an equitable basis, if
people are making conmtnents to the pipe and there’'s a
legitimate certainty that's there, it’s no different for people

that conme in at different points in the pipeline. | would
suggest that they feel |ike they should have the sanme types of
certainty. So the debate that’s out there.l think | wunderstand

there’s supposed to be an incentive to really get people to go
into the first one, but one of our argunments would be, what if
you cone in two years later and you're still in on the first
shi pping but you didn’t get fiscal certainty. It will affect our
decisions as we go forward just as it does everyone else’ s out
there. W would probably argue that it ought to be, if you
commt gas to this pipe, you get the fiscal certainty, whatever
that mght be that the legislature and the adm nistration feels
is appropriate. Because we'd like to have that nore certainty on
the royalty valuation methodology; the *‘higher of’ concerns us
all the time too, and sone of the other issues.”

CHAIR HUGA NS asked if certainty is inportant for explorers and
producers.
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MR. HANLEY said, “As much as we can get.” He added that
different areas are inportant to different people. It is a
noving ganme, and “with our exploration plan, we’'re going to try
and sink as little noney as we can into proving up Sonme reserves
to hold our leases to the point where hopefully we can get a
pipeline that we feel confortable is noving forward under terns
that we think are reasonable and our prospects are econonm c and
then we’'re going to try and devel opnent them”

CHAIR HUGEA NS asked if there is an unsuccessful open season and
Anadar ko has proven gas reserves, “are you going to cone forward
subsequent to that.and conmt your gas?”’

MR. HANLEY replied Anadarko would approach the pipeline Iike
everyone else to see if noney can be nade. He said everyone wll
have to wait. Not everything can be answered now.

CHAIR HUGA NS referenced a chart showing varying gas prices. He
said, “It shows if gas was $6.50, in a three-year scenario, the
state would |l ose $6.5 billion with a three-year delay. There’'s a
provision in the contract that creates what | wll <call an
accordion. |If you have the financing, you ve got to get started
in one year; if you don't, it’s five years. That wll be a
significant amount of noney for you if you conme to that open
season with that delay if you accept the argunent that delay
equals major loss on the part of people that have commtted to
the project. Tariff goes up potentially. You re thoughts?”

MR. HANLEY agreed that delay is a problemand said that it is an
issue for all involved. Once the decision is made to go ahead
people want to start as soon as possible. If the pipe takes a
while, it’Il be a risk, he said.

CHAI R HUGGE NS asked what woul d push Anadarko to expl ore nore.
MR. HANLEY said that progress on the pipeline is the catal yst.

SENATOR W ELECHOWSKI asked for coment on the inportance of
rolled-in rates to Anadarko and to encourage expl orati on.

MR. HANLEY replied that they are inportant, and the |anguage in
the bill doesn't require rolled-in rates. FERC is the decider.
The bill requires the pipeline ower to ask for and support
rolled-in rates. The 15 percent cap wuld get through two
conpressions and maybe the first |ooping. The pipeline conpany
woul dn’t care, but the shippers would disagree. A producer
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owning the pipe would wear two hats. The pipeline part of the
conpany nay support rolled-in rates and the shipping side—+the
initial shipper—would probably say no. The policy call should be
what ever nmakes the npbst sense, but Anadarko, as an explorer,
i kes the provision. Everybody is looking at their bottom |ine.
He suggested | ooking at the Canadi an system where they generally
use rolled-in rates and there are “no property rights to a
specific right when you get that.” The Canadi ans believe there

are benefits to expansions, like adding to the security of the
pi pe, which benefits all the users. He noted that two-thirds of
this pipe will be in Canada; so explorers in Canada m ght get

better rates.

3:52:30 PM
SENATOR W ELECHOWSKI asked if rolled-in rates tend to lead to
nore exploration and nore expansion.

MR. HANLEY said that he would think so, “but ask a pipeline
conpany.” He referred to the debt structure of 70/30 “regardl ess
of what you apply for.” He appreciates the state trying to keep
tariffs low, and that is another exanple of that. He referenced
the evaluation criteria in AGA and said they are appropriate.
How the applicant plans to nmanage cost overruns is critical.
“You can go to an open season and you've got to be careful
because if it conmes in way over.” There are ways to protect
yourself with contingent bids and he gave the exanple of: “if
sonebody says the tariff's going to be $2.30 and it goes to
$4.00, you're not conmitted on the pipe, and then whose risk is
it, if they’ve built the whole pipeline?” There are tensions as
a rule, but it is a much bigger scale, he stated, so it is a
significant risk.

CHAI R HUGGE NS suggested that contingencies may make it difficult
to get financing.

MR. HANLEY agreed, but said, “There are agreements to share
ri sks where the pipeline now has the sane incentive if you cone
in on tinme on budget or under budget. There are incentives. |If
you don’t, you pick up a share of it. Now there’s no incentives
to go over those kinds of things.That’'s a big issue on the cost
overruns. You should get people to see how they do it. This is
not, maybe not on this scale, but these issues are there every
time a pipeline is built, so they' re handled sonmehow And |
think it’s worth understanding that, to see what those risks
are.” Referring to Page 9, “the extent to which [|ow
transportation rates, again, it’s just focused on |ow rates,
which we think is a good idea. Accommpdate | ow cost expansions—
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this is just the criteria they have to present in how they're
going to handle these things. So we |ike that. W want to see a

pi peline design that preferably wll handle | ow cost expansions,
and hopefully the first expansion wll be beneficial to
everyone. In other words, the rate will go down for everyone
because it will be rolled in and the conpressors wll be out
there.”

3:56: 03 PM

MR. HANLEY referred to the resource inducenents. “If we' re not

going to be on the initial one, if there s value, which we think
there is, and we think you ve identified sone of the issues that
are concerns. The royalty valuation nethodology for any of our
| eases that are out there has always been a point of contention
anong the industry [and] between the state. And tax certainty.
Both of those. So to the extent that it’s going to be avail abl e,
we think anyone that commts on the line, whether it’'s first
open season or otherw se, makes sense to, we would argue, to
give that certainty, whatever you choose to give.” He said
Anadarko is still assessing snmaller details [of AGA]. “If you
wanted to change that to nake the resource inducenents apply to
everybody, | could make it real quick—give you an anendnent.
But, anyway, that’'s a policy debate as to whether it should just
be those in the initial open season or those otherw se. W would
argue everyone should get it, and we can fix that easily.”

3:57:26 PM
CHAIR HUGA NS noted that Anadarko and BG are doing sone
exploration, “but your appetite is restrained until the point

that you see the pipeline really going forward?” He asked if the
trigger will be the successful open season.

MR. HANLEY said yes, a pipeline going forward, which wll
probably take a successful open season.

CHAI R HUGE NS asked what el se would be an incenti ve.

MR. HANLEY said a successful open season suggests they are going
through the certificate process and then construction.

CHAI R HUGE NS suggested that Anadarko’s profile of risk is |ow
until success is evident.

MR. HANLEY agreed, and said everybody’'s risks are | ow before the

commtnments on the pipe. He said, in sunmary, Anadarko |ikes the
process and appreciates the ability to comment and participate
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from the beginning. He said Anadarko likes a nunber of the
provi sions, as nentioned, in AG A

The comm ttee took an at-ease from4:00:45 PMto 4:12:10 PM

DAVE VAN TUYL, Gas Commercialization WManager, BP-Al aska, said
the commttee will hear famliar themes. He said BP wants and
absolutely needs a pipeline, and “we need that pipeline to be
built for low capital costs and to be able to be operated

efficiently at a low cost.” Low costs are good for BP and the
state, because it will result in lower tariffs, higher netbacks,
and nore revenues for both. It will provide incentive for future

exploration. The lowcost pipeline needs to be built in the
first place for this all to happen. The pipeline project is
hugely inportant to the nation. It’s the largest known
undevel oped gas resource in the United States and in BP s gl obal
portfolio. The project extends the economc |ife of Alaska s oi
production for decades to come, he said.

MR. VAN TUYL explained that BP shares the desire to start the
project and wants to work on a balanced fiscal franmework. BP' s
Al aska future is directly linked to this project. It needs to be
done right. AGA is the admnistration’s comrtnent to advance
it openly and transparently. There are a nunber of areas of
concern in AGA He said it may create unintended consequences
that could jeopardize getting the gas to market quickly. AGQA
would result in an exclusive w nner before any real work is
done, and it awards state funds based on prom ses, not results.

SENATOR WAGONER said M. Massey expressed a lack of clear
criteria for the state to assess the proposals. But, “if you
give the answers to the test, then people are going to shape the
proposal toward the answers instead of shaping their proposal
toward the best proposal they can perform?”

MR VAN TUYL said BP feels that the best way to allow for
conpetition is to allow concepts to be proposed. That is how the
free market can generate the best possible project.

SENATOR WAGONER asked if the state will take prior experiences
into account, and he believes that a conpany who hasn’t built a
l[ine will be elimnated.

MR. VAN TUYL said there is such a provision in AGA, but he was

referring to performance on this particular project and actually
delivering results beyond just prom sing.
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4:20: 44 PM

MR. VAN TUYL said that the adm nistration has laid out criteria
for a selection in a transparent way, but the project could be
further advanced by setting out a clear franework for investors.

From there the market will work to identify the nost effective
project. He said BP supports conpetition. FERC requires that the
mar ket denonstrate that it wants that application before
awarding a certificate; that’s what happens in a successful open
season. There are specific desires for the project |ike Alaskan
jobs, training, expansions, and gas access, and BP supports all
of those objectives. They can, and wll be, addressed through
open conpetition. He said AGA can result in one party
subsidizing another. It specifically requires that initia

shi ppers who financially underpin the project and bear nobst of
the risks, to bear the additional cost of tariff increases of 15
percent or nore for expansions. BP shares the expandable
pipeline desire, but the state should consider the adverse
consequences of requiring subsidization. This policy places risk
on the initial shippers and could put the project at risk, he
opi ned. “The issue of rolled-in rates isn't really the concern;
it’s the issue of subsidization.” He said the state can
subsidize, but it is not good policy to take risks with other
peopl €' s noney.

MR. VAN TUYL noted that Congress nmade clear in the Al aska
Natural Gas Pipeline Act that rates for initial shippers should
not increase if a mandatory expansion is ordered. The |aw states
(Section 105b) that FERC shall insure that the rates do not
require existing shippers to subsidize expansion shippers. FERC
put in a rebuttable presunption of rolled-in rates provided it
did not require subsidization by initial shippers. He read the
preanble to Order 2005: “In conclusion, to provide guidance to
potential shippers in advance of the initial open season that is
the subject of this rule, the commssion intends to harnonize
both objectives: rate predictability for initial shippers and
reduction of barriers to future exploration and production in
designing rates for future expansions of any Al aska natural gas
transportation project. It is <consistent wth our guiding
principle that conpetition favors all the comm ssion’s custoners
as well as with the objectives of the act to adopt rolled-in
rate treatnent up to the point that would cause there to be a
subsi dy of expansion shippers by initial shippers if any subsidy
were to be found.”

4:25:45 PM

SENATOR W ELECHOWSKI asked if it's fair to say that any rolled-
inrates lead to that kind of subsidy.
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MR. VAN TUYL said there is that possibility. A rolled-in rate
that resulted in an increase isn't necessarily subsidization,
and FERC wi Il have to nmake a judgnent.

SENATOR W ELECHOWBKI surm sed that the FERC presunption assunes
that initial shippers will be subsidizing future expanders.

MR VAN TUYL said it is rebuttable if the rolled-in rate
resulted in a subsidy.

SENATOR W ELECHOWEKI said he can’t envision a scenario where
rolled-in rates wouldn’t increase the rates of initial shippers.

MR. VAN TUYL said a rolled-in rate could result in |lower rates
for all shippers. It depends on the nature of the expansion. It
could be nore efficient than the base rate, he explained

4:28:32 PM
CHAIR HUGA NS asked if the existence of a subsidy nust be
proven.

MR VAN TUYL replied affirmatively. He said that AQJA and
federal law could be in conflict, and if that is true, resolving
the conflict would add delay and uncertainty. FERC has spoken
favorably about the bill, but the issue needs to be consulted
before progression. “W plan to go ahead and consult with FERC
in the very near future just to insure there’'s not a conflict
problem in the future when we actually are progressing the
project.” Requiring a potential subsidy for shippers wuld be a
di si ncentive during open season. He clarified that the producers
are only challenging the issue of design change requirenents
after the open season. “W’re not challenging the rebuttable
presunption of rolled-in rates, provided it doesn't result in a
subsidy.” The notivation for the challenge is to ensure that
costs are mnimzed and delays are avoided from a nmandated
desi gn change.

MR VAN TUYL said that a third area for careful consideration is

the $500 million grant; it may be attractive to underfinanced
proj ect sponsors or conpanies unwilling to risk all of their own
money. Instead the state could ask project sponsors to propose
their own md-stream inducenents. “That would give the free
mar ket the opportunity to do what it does best.” The
adm nistration wants to provide the $500 million wup front
because that is the riskiest phase of the project. “W have a

very different view” The upfront phase is risky for a non-
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resource owner who is not confident that it will have custoners
participate in its open season. Enbridge has that view. He said
the riskiest phase for the wultinmate shippers is in the
construction period, when cost control is critical. Also risky
is entering the open season when firm transportation conmtnents
must be made, which neans “commtting real dollars to enable the
project to be financed to begin wth.” Al project risk
ultimately flows to the resource owners, he said.

MR. VAN TUYL said the fourth area of concern is that AGQA
doesn’t address the resource framework, which is the key enabler
for financing. The resource owners will pay the cost and bear
the risk of building the pipeline whether they own it or not,
because they reinburse the pipeline owner through the tariff

cost in the toll. Just like Wall Street needs to know the rules
before |ending noney, resource owners need to know the fiscal
rules that will govern the project before making the comm tnent.

The details of an upstream franework are conplex, but unless
they are addressed the project won't secure financing.

4:35:04 PM
MR. VAN TUYL referenced a slide to show resource owner risks.
They include: price, which mght fall below the rate of the

tariff; production, which requires a full pipeline every day;
fiscal risk, whereby the fiscal ternms on the upstream business
m ght change; construction, |ike cost increases; regulatory
delay; and the risk of financing in the capital narkets. He
showed another slide showng the ten largest oil and gas
financing in history, and the largest has been $3.7 billion,
which is a fraction of what this project will be. Al risks are

taken by the pipeline conpany and passed through to the resource
owner. The pipeline conpany receives a regulated rate of return
on investnment, come rain or shine. In exchange for a reasonable
rate, it is protected from certain risks, which are passed,
instead, to the resource owner. Utinmately, all risks are borne
by the resource owners. It’s inportant that the risk-bearers can
manage it, so it’s critical that the upstreamrisks are bal anced
with rewards. The state is uniquely positioned to manage that
ri sk because it establishes those fiscal terns.

MR. VAN TUYL concluded with four key nessages: 1) BP wants and
needs a pipeline. 2) BP fully supports an open process that
leads to a nutually agreed fiscal franmework with the state that
allows the project to advance and attract financing. It 1is
critical that the legislature supports that franmework, and the
judicial branch should review it for <constitutionality. The
people of Alaska should be consulted, and the resulting
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framewor k shoul d be made available to all potential investors to
insure conpetition. 3) Mitually agreeing on an upstream
framework is critical. The resource issues have to be resol ved
so the owners will have the confidence to nake commtnents in an
open season. He said he is willing to engage in devel oping that
upstream franmework. 4) A nunber of the mdstream details in AG A
need to be fixed to avoid picking a winner in advance. Any
paynment of inducenents should be nade after the results are
delivered. A sponsor <could wn the inducenents after a
successful open season.

4:41: 58 PM
SENATOR W ELECHOWSKI asked if there is a master operating
agreenent that deals with all the North Sl ope producers.

MR. VAN TUYL replied that each individual field has its own unit
oper ati ng agreenent.

SENATOR W ELECHONSKI  asked if the Prudhoe Bay operating
agreenent requires one party to get permssion from the others
bef ore taking gas.

MR VAN TUYL said there are provisions for overlift and
underlift, and there is the ability for any individual owner to
take its gas or oil in kind, but that is limted by not
interfering with operations.

SENATOR W ELECHOWBKI asked if there’s a provision that requires
the other owners to take gas if one owner is.

MR. VAN TUYL replied that he doesn’t know of any such provision
There are over-lift or under-lift provisions, which happen al
the time with tanker schedules. “I mght need to underlift
because the tanker that 1’m planning to deliver ny crude to is
del ayed.when another tanker is already in port. Wat | don't
know, specifically, is how far out of, how over-lifted | can
becone.”

SENATOR W ELECHOWSKI asked if BP would need permi ssion from the
other owners to take a certain anount of gas, or if they al
have to put their gas on the market.

MR. VAN TUYL replied that one can take gas in kind if it doesn’'t
interfere with unit operations. There are already mnor gas
sales so that provision is utilized. He is not aware of a
provi sion that requires putting gas on the market.
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4:45: 48 PM
SENATOR WAGONER asked for an updated version of “this” with an
addi tional colum for which projects were over or under budgets.

SENATOR STEDVAN asked for the dates of the referenced projects
as well. The projects appear to be the sane size as the gas
treatment plant.

MR. VAN TUYL said, “About that size or slightly smaller.”

SENATOR W ELECHOWNSKI said the nunbers | ook |ow, and he thought
the oil pipeline cost $9 billion 30 years ago.

MR. VAN TUYL said he is not sure what the financial arrangenent
was for delivering TAPS, but he will find out.

4:47:50 PM
CHAIR HUGGA NS said that he recalls another expensive project
that’s not on the list. It was over $15 billion. “You m ght

check your source.” He asked if BP wll apply under AG A

MR. VAN TUYL replied that it depends on the ultimte form of
AG A, but he hopes so. Its concerns woul d need to be addressed.

CHAIR HUGE NS asked if the wupfront application tinmeline wll
work for BP

MR. VAN TUYL said a project of high inportance needs sufficient
time to thoroughly evaluate proposals. There are certain
stipulations in AGJA that mght nmake this difficult. *“The
concern that we would have is could we neke an adequately
conform ng proposal basically in good faith.”

4:50: 08 PM
CHAI R HUGGE NS asked for BP's estinate on the project cost.

MR. VAN TUYL said the estimate was $20 billion in 2002, but
steel prices have doubl ed and | abor costs have gone up.

SENATOR W ELECHOWBKI asked for specifics on what BP wants.

MR. VAN TUYL replied that it’s difficult to say what provisions
are needed; the key is getting risk/reward bal ance. There isn’t
one specific solution; there’s a host of possible outcones.
Allowing applicants to propose what they want “would be a
reasonabl e step forward, | think.”
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4:52:39 PM

SENATOR W ELECHOWBKI said he doesn’t know how else to do this

He said he is synpathetic to M. Van Tuyl’s concerns, but there
is no way to evaluate what he wants w thout nore specifics. He
asked if the inducenments in AG A shouldn’t be there, and instead
BP cones and tells the state what it wants. “At any tinme wll
you cone to us in an open hearing and tell us what you want?”

MR. VAN TUYL said he is not advocating a particular process;

that is the choice of the state. “I’m not sure that a new piece
of legislation is required; | think that the admnistration
negotiates terns, and whatnot, all the time outside of

legislation. Utimtely that would be, if that happened, that
would need to go to the legislature and be endorsed, approved,
reviewed by the judiciary. | think the, like | say, one process
forward mght be to allow potential project sponsors to propose
to the state what that risk/reward bal ance package would | ook
like, rather than to stipulate specific ternms in the bill that
m ght--the concern | have is that by being too specific, whether
it’s wth the application or with the form of inducenents, we
may preclude the one option or the conbination that allows the
project to advance. | know that that wouldn’t be the intent in
providing that specificity, but that’s just ny concern.”

SENATOR W ELECHOWSKI said he can’t eval uate what BP wants unl ess

he is told. “I guess ny suggestion would be to put together a
package and bring it to us. We're going to be hearing this for
the next few weeks. | would like to see what your package is. |

would like to see what exactly you want us to do, because if you
don't tell wus, then we’'re not going to know what to do—what
you' d like us to do. We won't be able to fairly evaluate it.”

4:55:13 PM

SENATOR WAGONER surnmised that the $20 billion applies to a
pipeline all the way to Chicago. There are alternatives that
will be explored like an Alberta hub and a smaller line to
Chi cago. He asked for a nodeling of those figures.

MR. VAN TUYL replied that the portion from Al berta to Chicago
was $5 billion of the $20 billion total. It is unknowabl e what
the avail able takeaway capability will be in Al berta ten years
hence. There are unknowns |like the explorations in the Canadi an
sedi mentary basin and others. So BP figured out the cost of a

brand new pi pe and conpared the alternatives. “If we can access
existing capacity for a conpetitive price, then that would
certainly be a sensible thing to do.” There nmy be sone

conbi nati on of new pipe required and use of existing capacity.
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4:57.:04 PM

SENATOR WAGONER asked what percent of the 4.3 BCF capacity would
be taken up with liquids if the line was run at 2,500 pounds.
“How many barrels of |iquid would be shipped per day?”

MR. VAN TUYL said the shrinkage on the line is about six percent
total, and about three percent of the gas is used as fuel in the
gas treatnent plant (GIP) itself, and about another three
percent in the pipeline as it goes down to the market. The total
liquid volune depends on the richness of the gas at its source.
“My recollection is that the total liquid volume is in the
nei ghbor hood of 100,000 barrels a day.”

SENATOR STEDVAN asked what percent of BP's volume will be from
the gas basin if there is a four or six BCF |line.

MR. VAN TUYL replied that the project would about a 12 percent
increase in BP s total gas through put.

SENATOR STEDVAN asked if that woul d be significant.

VAN replied, “Absolutely. This project, anyway you look at it.is
huge, even for a very |large conpany |ike ExxonMobil or BP

5:00: 01 PM

SENATOR STEDVAN commented that there hasn’t been any discussion
on the cost of treatnent plants. If there is a third party
pi peline bidder that w ns, how will the ownership and
construction of the gas treatnment plant fit in?

MR. VAN TUYL replied that ultinately a plant nust be part of the
pi peline project scope, because the gas at the North Slope
contains nore CO2 well beyond the pipeline spec CQ2. The CQO2
will need to be renoved and there needs to be an initial stage
of conpression, which is supplied at the gas treatnent plant
There needs to be other inpurities renoved, so that should be
i ncluded in any project proposal.

SENATOR STEDVAN asked the cost of a gas treatnment plant.

MR. VAN TUYL replied that in 2001 it was $3 billion, but the
cost woul d undoubt edly be hi gher now.

SENATOR STEDVAN asked how FERC is involved in the plant.
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MR. VAN TUYL replied that when FERC promul gated the open season
rules, it included the treatnment plants as part of its
jurisdiction, so tariff rates would be included in the gas
treatment plant as in the pipeline. It's part of the pipeline.
The service would be unbundl ed, which neans soneone purchasing
the service could choose what portion of conpression and what
portion of CO2 renpoval was required.

SENATOR STEDVAN asked if it would be probable that an
i ndependent conpany submit a proposal and not address the gas
treatnment plant. If so, how would that be reconcil ed?

MR VAN TUYL replied that it’s hard to speculate, but a
successful project nust include a gas treatnent plant. “1 would
expect that any party would recognize that, whether it was an
i ndependent pi peline or a producer.”

SENATOR STEDVAN asked if the plant would be controlled by a
pr oducer .

MR VAN TUYL said that is difficult to answer now, but
ultimately he imagines the operator of the pipeline would
arrange “operatorship” of the plants as well.

SENATOR STEDVAN said he was referring to ownership

MR. VAN TUYL replied that the producers are uniquely positioned
to deliver big projects and notivated to do so at | ow cost since
that neans higher netback. It would include the gas treatnent
plant. The plant would be regulated by FERC. It would provide
t he access regul ations.

SENATOR STEDMAN asked if the bill should be expanded to include
the 70/30 debt provision in the gas treatnent plant or should
the gas treatnent plant be 100 percent equity, or is it
irrelevant to getting the project built.

MR. VAN TUYL said that is a concern on the specificity of the
tariff structure. “We fully support the notion behind AGA of
trying to ensure that the toll.is as low as possible.” He is
concerned about being too prescriptive up front, which may
prevent the best comrercial solution. “Wat the correct toll
structure is for the GIP will ultimtely be.in an ideal world,
get set in the market place and it gets regul ated by FERC. "~

SENATOR STEDMVAN asked if M. Van Tuyl wants it to be left out of
this process and | et whoever cones forward with a proposal dea
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with the gas treatnent plant or not. “I assume it would have to
be wapped up in their proposal as they bring it forward and | et
them in their proposal, recommend sone form of a debt equity
position along with other variables.”

MR. VAN TUYL replied that that would be a real possibility for
ensuring the |owest possible toll. He believes the rea
objective of the admnistration of setting the 70 percent debt
conponent is really trying to get at the |owest possible
wei ghted average cost of capital. That is what wll drive the
tariff |ower.

5:09: 35 PM
SENATOR STEDVAN asked how rolled-in or incremental rates affect
the gas treatnment plants. If the plant is at or near full

capacity and soneone wants to conme on, would they build another
one or would they expand it? Is there any relationship between
t he FERC order 2005 and the gas treatnent plant?

MR. VAN TUYL said he doesn’'t know what the interplay is. The
pl ant would be expandable because typically those plants are
arranged in nultiple trains. So there may be three trains
initially to process 4.5 BCF a day of gas, and if additional gas
canme in, another train could be added. “I don't recall the
specific structure of Oder 2005 and what it would say, if
anyt hing, about the rolled-in rate treatnent in the GIP.”

SENATOR WAGONER asked Conm ssioner Pat Galvin about the “70/30
and whether it applies just to the pipe or the treatnent plant,
which is the whole project, or not.”

5:11: 30 PM

PAT GALVIN, Conm ssioner, Departnment of Revenue, said that AGA
allows the applicant to choose whether or not to include the gas
treatment plant as part of its proposal. “If they do, then they
are required to include the same provisions for both the tariff
structure and the expansion that would be required for the
pi peline.” That provision is on Page 7 of AGA and it only
specifies the debt to equity, not the expansion. “If they submt
a proposal they can include it in the proposal itself with the
understanding that they would have a 70/30 debt to equity ratio.
It also requires them that if they don't include it and then
subsequently own it, they will still have to be required to use
the 70/30 debt to equity ratio.” And that’s why it’'s witten
that way. Applicants can include it or not, but they are
commtting that ratio at either tine.
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5:15: 33 PM
SENATOR GREEN asked who will build it if it is not included in
t he proposal .

COMWM SSI ONER GALVIN said the market wll decide. If a third-
party builds the pipeline they may end up building the gas
treatment plant, or the |l essees nay decide to build and own it.

SENATOR GREEN said that doesn’'t make sense.

5:16: 25 PM

SENATOR WAGONER said it seens that a private pipeline conpany
building the line would probably want to build the plant too. He
can’t imgine the producers building the GIP if they are
buil ding the pipeline. He said it’s a chicken and egg story.

COW SSIONER GALVIN said he would be happy to conme back and
expand on the issue. AGA is being built on the idea that the
governnent shouldn’t dictate who owns what and what roles
entities play in the overall system AGA attenpts to avoid
putting restrictions on people that hinder conmercialization.
Interested parties could coment on this. The conmrercial
decisions of the participant may drive them to decide to have
separ at e owner shi p.

MR. VAN TUYL said that BP envisioned separate legal entities
owning and operating the gas treatnent plant. “It may have
exactly the same ownership individuals as the pipeline and
whatnot, but just because.the remt of the GIP is a bit
different than the pipeline that it my be a different entity
but the sane structure as the gas pipeline.” Three or four
owners mght own both the GIP and the pipeline but they would
formdifferent conpanies.

5:19: 45 PM

COW SSIONER GALVIN said the tw parts of the system have
different roles. The pipeline conpanies transport the product,
and the GIP is a nmuch different part of the system+t is nore
associated with drilling than transporting. That’s why there is
a likely division between the two.

MR. VAN TUYL said there are gas pipelines that include treatnent
plants. It’s not wunusual to include both functions within one
physical entity. And it is not exclusive either.

5:21: 03 PM
SENATOR MCGUI RE asked if |ast year’s contract had them separate.
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MR VAN TUYL replied that it had envisioned separate |egal
entities, but the ownership nmay have been the sane.

COWMM SSI ONER GALVIN said AG A is providing the opportunity to do
it either way, but if an entity decides to own both, it is going
to have to have that |ow cost built in.

CHAIR HUGEA NS said that much of the commentary on AGA is
positive. The state has a spotty record on business enterprise.

The producers need to clarify what they want, and the
interacti on between players needs to be encouraged. “l can tel
you that if I'’minvesting ny noney, | want the business partners

that show a big bottom line with a big plus beside it because
that’s who the best partner is.” He said he hopes BP is a big
pl ayer, but BP has to help the legislature help it get what it
wants. “And to that extent, we are prepared to be your partner.”

SB 104 was hel d over.

The conm ttee adjourned at 5:24:26 PM
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