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PCSI TI ON STATEMENT: Conmment ed on SB 104.

ACTI ON NARRATI VE

CHAIR CHARLIE HUGA NS called the Senate Resources Standing
Commttee neeting to order at 2:50:17 PM Present at the call to
order were Senators Wgoner, MQ@ire, Geen, Welechowski and
Huggi ns. Representatives Kohring and Sanuels joined the
comittee.

SB 104- NATURAL GAS PI PELI NE PRQJECT

CHAIR HUGA NS announced SB 104 to be up for consideration and
that the commttee would first receive conments from Wendy King.

[ The followng is a verbatimtranscript of Ms. King' s coments]

2:51: 04 PM

VENDY KING Director of State Negotiations, ConocoPhillips
Al aska, Inc.: | work for ConocoPhillips in Anchorage and | have
been working on the ANS gas devel opnent project for four and a
hal f years. |'m pleased to be here today to testify on SB 104 or
the proposed AGA bill. And I'd highlight - | think there are

sonme handouts or sone presentation materials and rather than
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work off the screen, we're going to work off the handout. 1’1
try to do ny best to try to follow you through, even though
there’s not slide nunbers on here. 1I’'ll do ny best to draw your
attention to the different points in the slides.

Before | discuss the bill and we’'ll turn to that first slide
| abel ed “Investing in Al aska Today” | want to reintroduce to the
comm ttee ConocoPhillips and what our business in Alaska | ooks
like. ConocoPhillips is the state’'s Jlargest oil and gas
producer. W have had 1,200 uninterrupted LNG shipnments since
1969 from the Kenai LNG plant. W are the state’'s |argest
acreage holder on the ANS and we have drilled over 60
exploration wells since 1999. W have drilled 16 wells in NPRA
where we’'re the operator.

ConocoPhillips — | get to learn these little facts about ny
conpany all the tinme — but one of them was that ConocoPhillips
heritage conpany, Phillips, was the first oil conpany to

establish an office in Al aska.

Just to nove on to sone general comments, | wanted to enphasize
that timng on this project is inportant. | would agree with the
adm nistration that the timng is an inportant issue. Qur
conpany is comritted to developing the ANS gas resources and
ConocoPhillips is willing to consider creative solutions. W are
eager to find a framework by which both parts of the project,
both the m dstream and the resource parts of the project, can be
advanced. And | want to step back for a second and define that.

The m dstream sides of the project — and |I'’m going to use that
term quite a bit - for me it involves what we call the gas
transm ssion lines, the gas treatnment plant, the big pipe that
would go to Alberta and then what the different alternatives
m ght be from Alberta to markets in the Lower 48 So, al
conmponents of that | would call the mdstream portions of the
proj ect .

2:53: 07 PM
Upstream are the resource portions of the project or the assets
that would be asked to be making shipping commtnents to the

project — so assets like the working interest owners in Prudhoe
Bay or NPRA or other exploration. So, it'’s nore from the
perspective of a resource owner — a working-interest owner.
That’s the termnology I'Il use.

2:53:26 PM
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The next slide in your packet is what makes the Al aska project
different. And what you ve got here is a graph of the North
American gas pipeline projects that have happened since 1997
that are greater than $100 mllion. And | think from a visua
perspective, the first thing eyes always go to when we | ook at
this graph is that the cost of the Al aska gas pipeline project
is just off the scale. | nean this has got the $20 billion 2001
estimate on it. But you can see, here’'s the Rockies Express
Project, a pipeline project that is in construction right now.
Its estimated cost for a 1,300 nmile pipeline is $4 billion. The
Al'liance project which was conpleted in Decenber of 2000, is a
1.3 bcf/day pipeline cost around $3.6 billion and it’s an 1,800

mle pipeline. Mac Delta, |’'m sure nost of you have read, the
MacKenzie Delta project — the cost increases that are just
incurred on the MacKenzie Delta project — | believe the public
estimate that was just nmade on that is $14 billion including the
upstream developnent - that’s U S dollars and that’s a 1.2
bcf/day project. So just a flag - you know the Al aska gas
pi peline project being a 3,600 mle pipeline wth a cost
estimate greater than $20 billion is just not conparative of

these. It’s nmuch bigger. The scale is significantly |arger.

And | would also highlight that comparing - you know, you can’t
just take and say it’'s a $30 billion project or a $20 billion
project, whatever the nunber ends up being — and say that’s 10
tinmes $2 billion projects.

2:54.: 47 PM
The scale is just different. You can't just multiply it out. The
next point | would like to nake was on...

SENATOR W ELECHOWBKI : Since the cost is so nuch for this — how
many mles did you say it was?

M5. KING It’s 3,600 mles from Al aska’s North Slope to Chicago
whi ch woul d be one of the markets in the Lower 48.

SENATOR W ELECHOWBKI : Since that is — 3,600 mles — doesn't it
make sense to start maybe thinking a little bit nore about
building a sinply 800-nile line dowmn to Valdez and shipping it
by LNG?

M5. KING Senator Wel echowski, through the Chair, actually that
is a question that ConocoPhillips, being the current operator
and have had an existing LNG operation in Al aska for decades,
it’s a question we consistently look at. And we still believe
that the cost — you'd still have to build a 800-mle pipeline —
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you'd still have to have the gasification, tankers, nove it to a

mar ket and get it to it — a disadvantaged nmarket in the context
of you can only access the coast and have to bring it in. W
still believe the total costs are better going with a pipeline

project through Canada to the Lower 48. So, we’'ve |ooked at it;
we continually look at it; we +think we bring a unique
perspective on that. W have proprietary technology on LNG and
we still believe the cost is better to go with a pipeline
project to markets in the Lower 48 through Canada.

2:56:46 PM
The next slide, if you turn to — and this is - you know,
predi cting natural gas prices — it’s a risky business. And this

graph is actually to just highlight a quick critical point here.
What you’'ve got on here is the forward curve that was published
on Decenber 9, 2005. That's the black line on this graph. And
what’ s underneath it is what the actual gas prices were over the
course of that year. So for me, | find this quite a staggering
graph in that it kind of grounds ne that we can't even predict
natural gas prices wthin a one-year tinefranme. Can you i mgine
trying to do that for a 30 or 40 year tinmeframe? And that’s one
of the key risks that the resource owners bear in this project -
is that the wvolatility and the wuncertainty on natural gas
prices.

|I’d also like to highlight that ConocoPhillips wants to work
with the Alaska legislature and Governor Palin on a franework
that will advance a project. W agree a public transparent
process is needed and we also believe a balanced deal is needed
to stand the test of tinme. The project is just too big to have a
wi nner/loser mentality. W’ ve got to find a balanced deal to go
forward

We believe ConocoPhillips can bring a lot of value to this
project. W have financial strength; we have Arctic experience;
we have Al aska experience; we operate in Al aska. W have project
managenment skills and we have nega-project skills and we have
key learnings from other pipeline projects that we're involved
in. W also believe we bring a unique perspective to this in
that we are an existing producer, but we are also an explorer.
W have a track record of trying to advance the Al aska gas
pi peline project and we have spent mllions of dollars trying to
do that.

My primary focus today is to convey that we want to work in a

constructive way with you to nove forward, but nore work is
needed. The first tinme ConocoPhillips saw the proposed bill was
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on March 2, which was the first day it was released to the
public. W have had our teans reviewing the bill and are eager
to find a framework that wll allow devel opnent of ANS gas
resources to advance. W need to be able to work through sone
critical issues with the Al aska |egislature and Governor Palin.
W are not |ocked into the old proposal, but we need to find a
framework that addresses the critical resource issues that are
needed to support long-term shipping commtnments for this
proj ect .

One aspect of the proposed bill that we have noted in particular
is the distinction between the m dstream and the resource ternmns.
The risk/reward balance is very different between the regul ated
return portions of the project, particularly when they’' re backed
by strong firmtransportati on agreenments. Just to rem nd people,
firm transportation agreenents are those agreenents where a
shi pper would be asked to pay a pipeline what is called a demand
charge, day in/day out. And for a project of this magnitude, it
could be 20 - 25 years that people are asked to sign that
shi pping conmtnment for. And |I’'d point out as well - you pay for
that charge regardless if you ship gas or not.

The split between the mdstream and that resource we think wll
help to illustrate the differences on risk and reward within the
project. That being said, the project will only be successful if
both the m dstream and the resource risks are addressed.

2:59:49 PM

Based on our initial review of the bill, ConocoPhillips has four
key question areas that we would like to discuss with you. W
have sone suggestions on sone of these, but we still don’t have
solutions for all of these. The four key areas are first -
exclusivity or what we wuld call creating roadblocks to
alternative projects; the second one is the resource terns,
t henselves; the third one, we’'ll buck it, is <called the
m dstream bid requirenents; and the fourth one is the expansion
terms. And I’'Il go into nore detail now on these four areas.
3:00: 23 PM

Exclusivity or roadbl ocks to conpeting projects — I'd first I|ike
to flag a key question — Wiy would the state want to bl ock
alternative projects instead of letting the free market work
nost efficiently? And | want to draw your attention to section

440 in the bill.

CHAIR HUGANS: |I'm sorry, Wndy, would you say which section
agai n?
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M5. KING Yes, Chairman Huggins, section 43.90.440. This
particul ar section reads:

Except as otherwise provided in this chapter, the
state grants the |licensee assurances that the |icensee
has exclusive enjoynment of the inducenents provided
under this chapter

CHAIR HUGA NS: (kay, hold on just a second. Ckay - page 18, line
22 — we’'re now prepared.

M5. KING Sorry chairman Huggins. | was reading fromline 22 and
1’11 read that again.

Except as otherwise provided in this chapter, the
state grants the |licensee assurances that the |icensee
has exclusive inducenents — ‘Excuse ne, | can’t read
today — Oh, jeez, it’s been a long week — | apol ogi ze
— starting over again.’

Except as otherwise provided in this chapter, the
state grants the |licensee assurances that the |icensee
has exclusive enjoynment of the inducenents provided
under this chapter. If the state extends to another
per son preferenti al royalty, t ax, or nonet ary
t r eat ment for the purpose of facilitating the
construction of a conpeting natural gas pipeline
project in the state, and if the licensee is in
conpliance with the requirenments of the license and
with the requirenents of state and federal statutes
and regulations relevant to the project, the |icensee
is entitled to paynent from the state of an anount
equal to three times the total of reasonable costs
that the licensee has incurred in developing the
licensee’s project as of that date that the state
first extended preferential treatment to another
per son.

Then I'd like to draw your attention to sections 340 in the bill

and 1'Il try to find the pages here for you.

3:02: 43 PM

Actually sections [43.90.]330 and 340, |'m particularly | ooking
at what the inducenents are on pages 16 and 17 in the bill. The

m dstream i nducenents include streamline coordination for the
project. Wiy wouldn’t the state offer the benefits of streanmine
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coordination to any project? That is how the federal process is
set up.

The inducenents and particularly in section 340(b), Iline 7,
indicate that the inducenents — you can not put burdens — and |
recognize that is a word I am using, but you can read your own
words there — on a pernit by any state agency would only apply
to the licensed project. Does that then nean that the state
would be willing to put burdens on a conpeting or alternative
project through the permtting process? The way the bill is
currently conceived, it would from a practical perspective make
it incredibly difficult to permt an alternative project wth
the state for potentially as long as ten years. It is not clear
what that the state could ever provide streanmline permtting to
any other project without creating litigation exposure to the
original |icensee.

The exclusive inducenents also include the benefits of a state-
funded training program for Al askans. Wiy would the state be
wlling to train Al askans for only one project — the |icensed
project? Shouldn’t qualified A askans have the opportunity to be
trained and work on any project that is being advanced by m xing
streanliine permtting, the office of the state coordinator -
AG A coordinator, training for Alaskans and creating obstacles
to work with resource owners except with regard to the |icensed
project with exclusive inducenents of AJA it becones difficult
to see...

CHAI R HUGE NS: Wendy, could you please give us a page and which
line you re on.

M5. KING Oh, |I'’m skipped ahead in the bill, but I’'m back on 440
and I'mkind of closing in this section here.

CHAIR HUGA NS: Yes, when you do that if you would just give us a
page and |ine nunber, it would hel p us.

M5. KING | apol ogi ze, Chairman Huggi ns

Section 440 again — and I’mgoing to draw in here...

SENATOR WAGONER: Page?

M5. KING Page 18, line 22 through 31 again. I'm back to the

reference to the exclusive inducenents and also the treble
damages cl ause.

SENATE RES COW TTEE - 8- March 24, 2007



The exclusive inducenents - they include the benefits of
streanline permtting — that’s listed in the bill, the office of
the AG A coordinator — the state coordinator, training for
Al askans, and creating obstacles to work with resource owners
except with regard to the licensed project. It becones difficult
to see how an alternative project could be advanced anyti me over
the next ten years unless the licensee agrees that the project
is uneconomc or if there was an arbitrator’s award saying that
it was uneconom c, that that was not challenged by the |icensee.

3:05:51 PM

I want to enphasi ze, ConocoPhillips is a supporter of
streamlined permtting. W worked very hard on the federal
| egislation that was passed with the Al aska Natural Gas Pipeline
Act. If the state is going to pass simlar provisions, we
believe they should be available to any project that is being
advanced.

We request that these sections be anended to nmake it clear that
ot her projects can advance. So that is particularly the focus in
those sections of 440 on page 18 and |I’'lIl go back on pages 16
and 17 to the inducenents associated with the Alaska Gas line
| nducenent Act coordinator. So that’s our first area of...

3:06:31 PM
SENATOR McGUI RE: Wendy, on that point. So you know the theory
behi nd these inducenents if you will and the exclusivity of them

is to get the project going. To incentivize people who have been
simlarly situated over the last three decades, two decades,
dependi ng on how you argue it and yet nothing seens to be noving
forward. So would your argunent be that these incentives aren't
needed? O | guess what I'mtrying to — and | don’t disagree by

the way. |1’ m very concerned about the treble damages associ ated
with that section because | think that a l|ot of those
i nducenents are things we’'d like to offer to anybody that’s

willing to devel op resource devel opnent projects in Al aska.

But | guess ny question is, do you think these inducenents are
needed in the exclusivity and if not, what is the alternative?

M5. KING | do believe there are value in these inducenents. |
believe that streamline permtting — | believe that the state
hel ping with the training program — Labor is clearly going to be
a challenge for these projects so | do believe that there are
value in these inducenents. M concern stens, again, the
exclusive nature of the inducenents. So | do believe - and |

SENATE RES COW TTEE - 9- March 24, 2007



understand your concern of wanting to notivate a gas pipeline
proj ect going forward.

And | beli eve ConocoPhilli ps’ record since 2000 clearly
denonstrates our conmtnment to try to nove this project forward.
W are doing what we can to do that, but we see that these
i nducenments should be out there for any project and if the state
takes the chance of tying up those inducenents, which would be
normal - Let’'s just say permtting a project is a nornal
sovereign power the state would have. If you give - grant those
exclusively, we could see ourselves — if you’ ve chosen the w ong
wi nner for sone reason - the state’s chosen the wong w nner,
bei ng del ayed for a decade with those inducenments being tied up
to that |icensee.

So that’s where our concern stens. | do believe there’'s value in
sone of these inducenents - particularly those around streanine
permtting and those around getting Al askans ready for the jobs.
W would prefer to see those apply to any project that is being
advanced. And |let the market choose which project goes forward.

3:08:49 PM

M5. KING The next area that | wanted to talk about is the
resource package. And once again | want to draw our attention to
what do | nean when | say “the resource.” The resource, once
again, 1is getting the owners, the |easeholders, explorers,

whoever else that mght want to show up for an open season -
those that would be asked to nake the shipping commtnents to
the project. And the issues that they face, they’'re unique in
bei ng asked to nmeke that shipping commtnent.

As we stated last nonth in Senate Resources, the resource risks
have always posed the greatest obstacle to a gas pipeline. The
predom nant resource risk that we want to continue to focus on
with the state is in obtaining clarity on the state taxes and
royalties that are needed in order to secure |ong-term shipping
comi t ment s. Addressing these issues remains a critical
conponent to nmake this pipeline a reality.

ConocoPhi |l l'i ps appreciates the recognition of the inportance of
resource issues for a proposed gas |line project. Sections 300 —
320 in the bill.

CHAI R HUGE NS: G ve us your page nunber and I|ine.
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M5. KING |I'm looking them up right now Page 14, Chairnman
Huggi ns, page 14 is the qualifications for resource inducenent.
310 is the royalty inducenents.

CHAIR HUGG NS: Line 7

M5. KING Actually, in noving all the way through pages 14 -16
is the whole package of resource inducenents that are in the
bill.

Those sections, 300, 310 and 320 - so pages 14-16 - would not be
in the bill if the admnistration had not recognized that
changes were needed on the resource side. W al so appreciate the
admnistration identified that fiscal stability is a critical
resource issue by proposing the ten year stability provision.

3:11:19 PM

A troubling aspect of the resource inducenent package is the tie
to the exclusivity of the licensed project and the treble
damages clause. So |'m going back again now to section 440 in
the bill. Is the state not willing to provide term inducenents
to any potential project that is being advanced and to any party
t hat underpins the pipeline <construction wth a firm
transportation commtnent? What if the chosen w nner nakes sone
prom ses that can't be delivered on? Wat happens if the
licensed project stunmbles? Is the state willing to give up their
right to change tax terns and royalty ternms, which is a
contractual arrangenent, outside of the |licensed project wthout

creating litigation exposure with the licensee? Wuat if the
state picks the licensee but we know that the |icensee can not
deliver on what they say? W will not have the right to get

upstream stability and provisions for any other open season on a
different project for up to ten years or expose the state once
again to damages.

W do not want to see the project tied up in exclusive
arrangenents or exposed to the larger damages in order to have a
backup pl an.

More to the specific side of the resource provisions, we remain
concerned that the provisions in the bill need nore work. The
present bill promses to nake sone changes in the royalty
contracts, but rather than negotiate changes to the contract,
the bill would require the resource owners to accept being
subject to as yet unwitten regulations and the regul ations are
subj ect to change every two years.
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3:12:19 PM

The bill promses a degree of protection against potential
changes to the gas production tax, which is a start. However, it
does not identify the protected production tax rate, and the
period of relative stability is insufficient for a project of

this nmagnitude. In addition, there is no protection against
increases in other taxes that nay be ainmed at circunventing the
protection. To give an exanple of that: |If you had gas

production tax stability, state corporate inconme tax could be
increased to offset what you.basically the ternms that you had
there. So that balance of |ooking at the entire tax structure is
something we think is inportant. W need to develop a conplete
resource package, and it’'s going to require creativity, open
di al ogue, and consensus. W believe that devel oping a resource-
i nducenent package is inportant. In fact, [it is] the nost
i nportant aspect that wll advance a project to a successful
open season--but nore work i s needed.

3:13:31 PM

The next area that | want to nove to is mdstream requirenents.
My first question is: Wiy would the state be so proscriptive in
the m dstream requirenents? The current version of the bill has

a long list of requirenents that a party nust denonstrate to the
adm ni stration’s satisfaction before their bid would be revi ewed
by the public and the legislature. Any bid that did not neet all
of the bid requirenments would be rejected out of hand, even if
it brought the best all-around solutions to the challenges
facing this project. For exanple, a bid that nmet every one of
the requirenments, but said, “I cannot neet three fixed-date
requi renents, because we felt that that m ght not be consistent
with the best project managenent tools and skills that are out
there,” the bid would be rejected as a non-conformng bid. For
approximately a year, ConocoPhillips has indicated that we have
alternatives on different work commtnents if the right resource
framework was in place, but the proscriptive nature of the
requi renents would not even allow us to bring that creativity to
the table; it would be rejected as non-conform ng bid. Another
exanple of this is what if a conpany decided they did not want
the state capital contribution prior to the open season? For our
project, we have estimated it could cost $400 to $500 million to
get to the open season. The bid requirenents would require us to
take $200 to $250 nmillion of state contributions to be a
qualifying bid. Should we be required to take that nobney from
the state as part of the bid?

3:15: 08 PM
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SENATOR WAGONER: You keep saying ‘our requirenments’. You talking

producers as a whole, or you tal king just ConocoPhillips?

M5. KING First and forenost, | am always speaking on behal f of
ConocoPhillips; 1’'m not speaking on behalf of a producer group
or big oil. I am here representing ConocoPhillips. Now wth

respect to the second part of that—the m dstream requirenents
|"m talking here are the ones that are actually laid out in the
proposed AG A bill. 1'Il probably get the nunber wong, but
there’s a nunber of requirenents that are in there that you need
to nmeet to be considered a conformng bid. And that long |ist of
requirenents is the one that |'m speaking to now, Senator
VWagoner .

One of the few times that a pipeline really has risk in this
project is prior to that open season. | guess there’'s a question
in my mnd, if you re not confident enough that you can have a
successful open season, and you require an inducenent from the
state to get through those relatively small costs—we' re talking
$500 million out of a project that could be in the magnitude of
$30 billion—you have to question what role you can play in the
project. Wiat about the objectives of the customers, the
shi ppers? How do you balance the fact that nany of these
requi renents flow through directly to the shippers? What stops a
pi pel i ne conpany from promsing all of these ternms, know ng that
they can pass them on to the shippers and have the benefits of
the exclusive inducenents for over a decade? What happens wth
an enpty prom se? How does the state deal with soneone saying
they can deliver a particular size pipeline and then eight years
|ater saying: | can't, | didn't get the firm shipping
commtnments, they were inadequate, financing wasn't avail abl e,
or FERC wouldn’t approve the project? The current bid process
encourages bidders to bid high and then beg forgiveness rather
than to bid realistically. W suggest changing the current |ist
of bid requirenents to bid variables that would be consistent
with the admnistration’s goal of fair and transparent process,
but would allow conpanies |ike ConocoPhillips, who have a |ot of
experience in these types of deals, to use our creativity. W
understand the state has sone nust-haves. Isn’'t it an easier way
to say to the industry, we have these demands: Al aska-hire,
options for gas for Alaskans, rock-solid work commtnents, and
others? Please bring us, industry, the nost creative solutions
you can to nmeet those demands. The final area that | wanted to
nove to is the mandating expansions and rolled in rates.

3:17:56 PM
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Wy would the state want to mandate enhancenents for late
shi ppers that could threaten the viability of the basin-opening
project and inpair state revenues? ConocoPhillips is the state's
| argest explorer, and | draw your attention to this slide here
And | think we can bring a different perspective to this issue.

From this slide you can see that ConocoPhillips has a strong
| and position. The color in orange is lands that we hold that
are ConocoPhi l l'i ps oper at ed. The ones in yellow are
ConocoPhillips non-operated. We drill a nunber of exploration
wells in Alaska every year, and we continue to explore in a
region that we know is gas-prone: the NPRA. ConocoPhillips is
concerned that the initial shippers, who will be asked to sign
up for billions and billions of dollars in firm shipping
commtnments that wll nake the pipeline project feasible, are
being asked to take on nore risk under the proposed bill than
under existing statutes and regul ations. Wiy would a party sign
up as an initial shipper if 1 could wait, secure in the

knowl edge that an expansion could be nandated and its tariff
mtigated through rolled in rate subsidies? At sone point you
have to ask: Are all these promses for explorers actually
driving the behaviors you want?

For over four years, | have heard conpanies saying they need
nore tinme prior to an open season so they can drill. W have
been actively trying, since 2001, to advance a gas pipeline
project and get the governnment frameworks in place. These
i ssues—or explorer issues—have been debated with the federal
| egi sl ati on—+he Alaska Natural Gas Pipeline Act—and have been
debated in front of FERC with orders 2005 and 2005a. And both
times a balance was struck, and there's still no drilling. Wy
should I drill now when the state continues to push to provide
guaranteed subsidized rates for those that defer drilling?
ConocoPhillips continues to spend mllions of dollars every year
to advance a gas pipeline. W Dbelieve the single |argest
variable that will notivate new exploration on the slope is a
gas pipeline and a successful open season. Wth costs going up
the way they are, we are letting a mllion dollar issue drive
the billion dollar issues. Let’'s keep our eye on first things
first. Let’s conpare the risks - the next graph here —that [an]
initial shipper faces versus a later shipper. And | recognize
this is a subjective, qualitative-type analysis, and we m ght
have debates about whether there should be one and a half X's
here or tw X s here. It’s nore intended to be just an
i ndi cati on.

3:20: 22 PM
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|I’d flag initial shippers—ust going down here through the |ist—
the initial shippers are going to be asked to sign up for

shipping commtnents, potentially a decade before gas is

delivered to the market and with huge l|levels of uncertainty in
the resulting toll they nmay have to pay. The cost environnment

for those upstream devel opnments that the resources are facing,

and the expenditures that you could be facing, and trying to
advance those upstream devel opnents in parallel to the |argest

pipeline project in North Anmerica. Let nme just highlight this

i ssue again. W're going to be trying to get our assets ready on

the upstream side—+trying to get Prudhoe Bay ready for gas

productions; trying to develop other fields, and for us that can

involve things with NPRA in parallel to the l|argest private
construction project in the world.

Qur upstream devel opments will be conpeting wth the pipeline
project for the very goods and services that we're going to need
to have the gas ready, and that is a risk that an initial
shipper is going to face in having your gas ready for the day
the pipeline’s ready. W do acknow edge that gas reserves and
deliverability—that’s a risk that any shipper faces, whether
you're an early shipper or a late shipper. The increased state
take over a period of FT is also there for initial shippers
versus |late shippers, but the initial shippers are going to be
asked to sign up for shipping commtnents that could last for
decades. A late shipper nmay not have to sign up for that
duration of a shipping conmtnment.

3:22: 02 PM
The increased tariffs fromrolled in rates on expansions--that’s
sonething that the initial shippers wll face, and to a degree,

a later shipper mght face to, and I'm going to give an exanple
of that later on here. The project delays that usually account
to nore costs; usually projects being delayed, you re spending
nore noney and it translates to nore costs. So, yes, that is
sonmething a pipeline entity carries a risk while they’'re in the
construction phase, but when the costs are finished, they wll
be able to pass them through, in its whole, to the initial
shippers and to the late shippers. And then the pipeline also
has a risk around obtaining those shipping conmtnents from
credit-worthy parties. Once again, will the market support that
this is the best project to do? | want to just flag: the risks
are very great for the initial shippers, and we think we have to
be careful that we don't set up an environnment where you're in a
pl ace where everybody would say: 1’'d rather be a |ate shipper.
W have to get the project out of the starting gate. The fact
remains [that] the magnitude of these initial shi ppi ng
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conmtnents are huge, at a toll of $3.50 for a 20-year shipping
commtment, that initial shipping conmtnent can be in excess of
$26 billion for a 1 bcf/day conmtnent. Now nultiply that nunber
times 4 to get to a 4 bcf/day pipeline; it's about $100 billion
worth of shipping commtments that will sit behind this project
when it has an open season. That value is several tines the
value of nmany of the conpanies that mght apply under this
process. | ask nyself, who has the financial strength to sit
behi nd those types of nunbers if natural gas prices plumet for
a period of time, or if a field has deliverability problens? I
al so want to enphasize that |'m surprised that access is being
raised as a question. |I'm actually not aware that access has
been a problem for anyone to date on the North Sl ope. Anadarko
is our partner, and Alpine has access to facilities to produce
their oil in NPRA. They have access to TAPS. W know their spare
capacity in TAPS, and we have denonstrated a willingness to work
facilities access wth parties |ike Pioneer.

3:23:48 PM

Wth respect to the Alaskan Natural Gas Pipeline, the US
Congress already <created an unprecedented provision wth
mandat ed expansi on provisions to ensure access to this pipeline.
She enphasized that there’s no simlar provision on any other
pipeline in the Lower 48 than the nandated expansion that was
passed in section 105 of the Alaska Natural Gas Pipeline Act. If
a shipper is willing to sign up for firm shipping comitnents,
which translates to pay for the expansion, and can denonstrate
that that expansion won't require others to subsidize it, the
FERC can order an expansion of the Al aska Natural Gas Pipeline.
In addition, there's absolutely no issue with a party making a
firm shipping conmtnment on the gas pipeline project, even if
you haven’'t found gas. You just need to be prepared to pay the
toll. Isn't the real issue here not access, but the cost of that
access? | understand why the state wants to create enhancenents
for exploration.

3:25: 03 PM

As an explorer |’m happy about that. W want to see new gas
vol unes, we want co-venturers to explore with Unalaska s North
Slope, and | think [|’ve communicated this before, but it’'s
pretty risky drilling exploration wells at one hundred percent

dollars; we like to have partners to explore and hel p spread our
risks. W are the state’s largest explorer and we can see both
sides of the equation on many of these issues regarding
expansions and rolled-in rates. ConocoPhillips does not oppose
the application of rolled-in rates, for some expansions.
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3:25:39 PM
W do have sonme concerns with mandating that application, that
application, for all potential expansions. W are not opposing
the language in FERC order 2005 and in 2005 A, that grants the
presunption of rolled-in rates. 1'm going to read from that
order 2005:

3:26: 00 PM

In conclusion, to provide guidance to potential
shi ppers in advance of the initial open season that is
subject of this rule, the <conmssion intends to
har noni ze both objectives: rate predictability for the
initial shippers, and reductions of barriers to future
exploration and production in designing rates for
future expansi ons of any Al aska nat ur al gas
transportation project. It 1is consistent wth our
guiding principle that conpetition favors all of the
commi ssion’s custoners as well as with the objectives
of the act to adopt rolled-in treatnent up to the
point that would cause there to be a subsidy of
expansion shippers by initial shippers if any subsidy
were to be found.

That’s on page 44 and 18 CFR part 157 order nunber 2005, which
was February 9, 2005. Let ne illustrate a few concerns with the
approach we have wth nandating rolled-in rates for al
expansions and nandating expansions that nay be comercially
unreasonable. Sone of the exploration volunmes could be from
federal or private lands and sonme may even be from | ands that
the state can’'t tax. |'’m drawing your attention to this graph
here that was in your pack. This is here just to kind of
illustrate — we tend to focus a lot of our attention right here,
on this little <circle in Dblue here, where the existing
infrastructure is. But in reality, these exploration volunes
we’'re tal king about are likely going to be in the Chukchi [ Sea],
the Beaufort [Sea], NPRA, ANWR J[Arctic National WIldlife
Reserve], and the foothills, so we tend to focus in on a snal
area and the exploration volunes are going to be out in these
di fferent regions.

If you skip then to the next slide that |’ve got in the pack,
these are from public ally available sources from different -
the United States Geological Survey assessnents, and |’ve put
the dates down as to when the different assessnents were nade
but 1'd like to draw your attention to the three biggest nunbers
on here: the 83, the potential, the largest potential areas; 83
tcf in NPRA, 72 tcf in the Beaufort, 210 tcf in the Chukchi -

SENATE RES COW TTEE -17- March 24, 2007



and |’ve worked on these, these are technically | think
recoverabl e-type nunbers. But those three biggest nunbers are in
areas where the state has no royalty, or no, or sone of these,
not even production tax. Let ne explain an exanple of where |
think, from the state’'s perspective, you mght question whether
or not mandating rolled-in rates would work.

Prudhoe Bay has a toll, for exanple, of four bucks. There’'s an
expansion that cones along that says the toll would go up to
four-sixty, a fifteen percent increase. The state would receive
less royalty in production taxes, | ess  per manent fund
contributions from Prudhoe Bay by the fact that the toll was
going up. Now nmany people have argued saying, there could be
state-wi de inducenments or benefits from that other [indisc.]
exploration comng in here. But what if that exploration vol une
is froma field in the Beaufort where the state has no royalty
or no production taxes fromit. So you would be in a place where
you're receiving less royalty and less production taxes from
Prudhoe Bay, but no new revenue coming in from that field,
comng from the Beaufort. And | do acknow edge there’ s gonna be
some soci o-econom ¢ benefits of having devel opnments going on in
the Beaufort, but you wll not be getting a revenue stream
directly from those devel opnents. Another exanple of mandated
rolled-in rates which could be problematic is an NPRA exanpl e.

3:29:16 PM

What if we are successful in NPRA after initial open season and
we think we’ ve got a good expansion; 800 mllion a day, cubic
feet a day, kind of expansion? And |'’m actually just grabbing

nunbers for illustrative purposes, |'mnot actually calcul ating.
The toll, once again, let’s just say the toll was four bucks. If
that toll, due to this 800 mllion-a-day expansion, through the

application of rolled-in rates, was a good expansion, you m ght
see the toll go down for everybody to $3.80. That explorer that
was meking the devel opment decision to produce or devel op that
field said the toll is $3.80. It looks like |I should go ahead
with this developnent. Five vyears later, there’' s another
expansion where the toll would go up to five bucks because it’s
an expansion from the Beaufort. You nmde your investnent
deci sion thinking that you had a $3.80 toll, and all of a sudden
now you're facing a five dollar toll. That's the type of
uncertainty that even as an explorer or a |ate-shipper, you
m ght be exposed to by mandating rolled-in rates.

Anot her exanple would be, for exanple, if there is sonme short-

haul service to Fairbanks, and short-haul neans that you just
said | want to take capacity out on open season just to ship ny
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gas from the North Slope to Fairbanks, and let’s just assune
that that toll was fifty cents. If there was an expansion, they
coul d be exposed to the toll going up fromfifty cents to fifty-
seven point five cents and all of a sudden, consuners in
Fai rbanks are saying, why am | having to pay nore to transport
the gas when there’s an expansion comng in from sonewhere el se
that’s not delivering any nore volunes here? So there’s both, on
the custoner end, as well as on the shipper end, scenarios where
mandating rolled-in rates may not be in the best interest of all
the parties involved. Al we are suggesting is let the FERC be
t he adj udi cator on this issue.

3:31: 08 PM

ConocoPhillips mght very well be the conpany in there arguing
for the application of rolled in rates, and the state m ght want
to be on the opposite side, or vice versa. Qur perspective is,
we just don’'t know what the expansions mght |ook |ike, what
t hey m ght come from

FERC has rebuttable presunption of rolled-in rates that’s not
bei ng chal |l enged. What we’'d say is just let the FERC adjudicate
those issues and all of us have the flexibility then to argue
our case for whether we think the subsidy’'s been made at that

point in time in the future. 1'd also highlight that there are
many tools in the state’'s toolbox to deal with the issue of
enhancing exploration and notivating expansions, i ncl udi ng

things like royalty reductions and tax credits. The state could
put a capital contribution in on an expansion at sone point in
the future; there’s many tools in the state’'s toolbox to incent
that exploration. Wat is inappropriate, though, is to require
the initial shi ppers, the ones who have already taken
exploration risks to find the existing known resource, you |l be
taking on the multi-billion dollar risk that wll wmake this
pi peline possible, to subsidize those that have not yet taken
those risks. W can’t |et unknown gas prospects that could take
a decade to explore, appraise, and develop, drive the timng and
devel opnent of the approximately 35 tcf of known resources, and
the largest private construction project in North Anerica. ||
conclude ny remarks today by summarizing what | think are the
key i ssues.

3:32:28 PM

ConocoPhillips is ready to solve issues wth the Al aska
Legi slature and the governor. W want to actively work with you
to achieve a framework that pronotes the devel opnent of the ANS
gas resources and addresses the legitimte interests of al
parties.
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The key to advancing the gas pipeline is really to address the
resource issues and providing adequate security to conpanies so
that they can nake the long-term shipping conmtnents, is the
critical issue that will result in a project. W urge you to not
|lose sight of this fundanental issue. The project is so
difficult that we have to be on the same team and we have to
recogni ze that conpromse, like in all major decisions in life,
is necessary for all parties. W have to have focus on doing
what it takes to get this project noving forward. W can’'t | ose
sight - the costs are going up on the project. The recent
announcenent on the MacKenzie Delta project - the costs
increasing confirnms this, and should nake us all step back and
pause for a second.

W need to renenber the real prize: the tens of billions of
dollars in new tax and royalty revenues, the countless jobs, the
new econony that will be created with a new gas exploration and

devel opnment industry for decades to conme. To achieve this prize
the risk nmust be realistically addressed and risk and rewards
must be bal anced. W’'ve had thirty years of an oil econony; we
need to look forward to a new gas econony. W need to find a
creative way to nake it happen. No conpany will work harder than
ConocoPhillips to nake this project a reality. 1'd be happy to
try to answer any of your questions.

[ End of Ms. King s verbatimtranscript]

3:34: 03 PM
SENATOR WAGONER asked for a copy of Ms. King' s testinony.

M5. KI NG responded that she didn't have a copy of her testinony,
but she offered to have individual conversation w th anyone on
the commttee on the points she nade.

3:35: 03 PM

SENATOR WAGONER said while he realized that ConocoPhillips is
the explorer, and the other two major aren’'t, “The two biggest
supplies of gas have already been explored for and we already
know where they're at.” He had a problem with her statenent
about exploration risk because “there’s not a lot risk in sone
cases.”

3:37:43 PM

M5. KING responded by illustrating a risk that she saw She
worked in the United Kingdom for a while in the Southern Gas
Basin that had a known resource that was producing very well
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One particularly cold winter, a very unexpected event happened
in the reservoir and they were unable to produce gas from that
field for an entire winter. She enphasized that those types of
t hi ngs happen. When soneone takes on a huge shipping commtnment
risk from an asset the size of Prudhoe Bay, if sonething went
wong that is a huge risk.

| would not just assune because the resource is found
that we have all the answers and there’s not going to
be risk associated with production and deliverability
— even from the known resource. The other point |
can’t articulate on other conpanies’ expl oration

strategies, but what | do believe is that the federa
government is going to be paying very close attention.
The FERC will be paying very close attention to insure

that access is provided to those that have all vol unes
in the state. And as an explorer — and |’ ve had people
say ‘You' re an explorer producer, but you want to take
an ownership position in the pipe, so it’'s all noney
going from one to the other.” Well, | would argue or
at least point out to people that when we say we want
to align our ownership interest in the pipe wth our
shipping conmitnment, that’'s based on the initial
vol unes.

| f we have exploration volumes, we very well mght not
be aligned on those issues. And so, once again, we
could find ourselves in a different situation as an
explorer. W still believe the best alternative is to
be able to lay out the facts at the tine the expansion
is being advanced - WAs a party willing to sign up for
shipping conmmtnments? Is it going to result in a
subsidy? And let the FERC see the facts at that tine
and be the adjudicator.

And we know that if we're the ones that believe that a
subsidy is happening, the FERC is starting with a
rebuttable presunption of rolled-in rates. So, you ve
got a little bit of a hurdle to get over to show that
there is a subsidy. But we believe that that is the
best venue to be able to deal with the specific facts
at that point in tine.

3:38: 54 PM
And then 1’d, once again, go back to the point of you
as a state have many vehicles at that point in the
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future to enhance that exploration. If a discovery is
made and it’s struggling econonmically, there are nany
tools in your toolbox that you can use with specific
facts, then, knowing where that field is comng from
Knowing what its inpact wll be on the pipeline
project as a whole, you can weigh the balance of that
say what inducenent is appropriate at that point in
time in the future — to get that exploration volune
into the markets in the Lower 48.

3:39:43 PM

CHAIR HUGA NS said he thought an inportant conponent was her
ability to conmunicate directly to the people who designed AG A
He asked if she had that opportunity.

M5. KING replied that she net wwth the admnistration two tines
in January and had a couple of informal neetings after that, but
she has not had a lot of fornmal dialogue to date. She hastened
to add that she felt that Comm ssioner Irwin and Comm ssioner
Gal vin were anxious to talk.

3:41: 03 PM
CHAIR HUGGA NS said he thought it inportant to comrunicate with
t he ones who wote the bill.

M5. KING agreed saying the issues are conplex and it's critica
to have the talks.

3:42: 25 PM
CHAIR HUGA NS asked her to say a few nore words about the open
season.

MB. KI NG sai d:

The critical mlestone that | see for this project is
that open season. That's when a pipeline entity cones
forward and says, ‘Here's the services that we think
we can provide; here’'s the cost we think we can

provide them at.” And at that point in tinme, each
potential customer is going to go back - each
potential shipper is going to go back — and say, ‘Wth
what | know now — and there’'s still sone questions
that need to be addressed as potential shippers — I'd
flag as a working interest owner in Prudhoe Bay, we
are still working with the Alaska G| and Gas

Conservation Commission to find out what is the
appropriate off-take rate for gas out of Prudhoe Bay.
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|’ve had a lot of people ask questions about Prudhoe
Bay — is a conplex — it’s an excellent field. But it’s
a conmplex field in that that gas has been working hard
for decades to produce nore and nore oil out of that
field. Wien you start taking that gas off, there wll
be inpacts in the reservoir doing that. That’s one
issue that the working interest owners in Prudhoe Bay
will need to work through with the AOGCC to be ready
for that open season. That’'s just one of the many

issues that wll need to be ready for that open
season. But when that open season happens, that’s when
the customers are going to have to say, °‘Look, 1’ve
wei ghed the risks. This is what | think the market is
going to be doing. These are what | think | can
deliver from ny assets. This is what | think the
eventual costs wll be on the project and how they’ ||

get translated back to ne.’

And that will be a signal of - when a custoner is
willing to say ‘I'"'mwlling to sign up for a 20 — 25
year shipping conmtnent, that the nmarkets are
supporting, that this project is ready to go forward.’
It still doesn’t nean that the project is guaranteed,
because there still could be opportunities where the
costs increase dramatically after you get going, but
it indicates the market is ready to try to nove the
project forward. And so it is a critical mlestone.

3:44: 31 PM

REPRESENTATI VE SAMJELS said he was going to ask her two
guestions that he asked M. Massey as well. He asked regardl ess
of who the licensee is, if the bill passed and ConocoPhilli ps

wanted to cone to an open season and ship 1 bcf/day and the
partners chose not to, or just BP cane or however it worked out,
is that possible to do under the operating unit agreenment or “do
you all have to swi mtogether?”

M5. KING replied that question is actually a conplex question
that will have to be handled on a case by case basis depending
on the circunstances at the tine. She expl ai ned:

W do have long-term agreenents wth out fellow

working interest owners and we have to - |like |
mentioned there are sone real conplex issues here.
There’s the inpacts on oil. If one party starts to

take gas off, it’s going to have an inpact.
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And so - another one is inpurities. W all have
di scussed that Prudhoe Bay has 12 percent co2. Wat
happens if one party wants to start putting nore co2
back into the ground? So, it’s a conplex question and
| know there have been frustrations about can’'t you

provide a clear answer on this. But | would highlight
it is just going to have to be a case by case
situation. W wll have to assess what the other

producer wants to do, what we need to do. W’re going
to have to assess what the governing agreenents
actually say and we’'re going to have to assess what
t he governing agreenents actually say and we’ re going
to have to assess whether or not the inpact on the
working interest owners and the arrangenents - what
woul d be necessary to accommpdate what each parties

reasonabl e concerns are. So, it's not a clear answer
and it would require a lot of review on a case by case
basi s.

3:46: 24 PM

REPRESENTATI VE SAMUELS said one of the frustrations the drafters
of AGA had with exclusivity is without it, no one would play
because you [the producers] had the gas and an automatic leg up
on everybody.

He asked if she had any other thoughts on work commitnents so
that sonmething actually happens to nove the project forward
“W t hout having to pick the winner before the race starts.”

3:48: 09 PM

M5. KING said that ConocoPhillips believes nore can be done from
its perspective on work conmtnents. However, hard dates mnmake
t hem nervous, not because they don’t want to go forward with the
project, but because this is the largest private construction
project in the North Anerica and “having a cost blow out on the
ot her end because you were driven by a date.”

She enphasized the critical issue is to have the frameworks in
pl ace that address the resource issues. She added that’s why she
t hought noving the mdstream bid requirenents to bid variables
woul d al l ow ConocoPhillips the flexibility to go back and bring
some sharp mnds together to | ook for creative sol utions.

3:49: 35 PM
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SENATOR W ELECHOWSKI asked if the Prudhoe Bay operating
agreenent has a provision that says if one producer takes a
certain anmount of gas, then all the others have to al so.

M5. KING replied that she hadn't read the Prudhoe Bay operating
agreenent, but that does not nean such a provision does not
exist. She flagged again that those issues are considered on a
case by case basis.

3:50: 56 PM
SENATOR WAGONER asked if ConocoPhillips would participate in an
open season if AG A were nodifi ed.

M5. KING answered that she wouldn’t say what would happen at
some point in the future, but enphasized that the four key areas
she nmentioned earlier need to be worked on to try to get a gas
pi peline project noving forward under A A That is their first
priority right now.

SENATOR WAGONER asked if the actual cost of the project will not
be known until it is conpleted no matter who offers the first
open season.

M5. KING answered yes, but she added that ConocoPhillips has
experts and they have learned that good front-end engineering
design can save billions of dollars on the backside.

That’s an inportant aspect of skills that | think we
as a conpany can bring to the table in the
construction of one of t he | ar gest private
construction projects in North Anmerica — is bringing
those types of skills to say, ‘W need to take this
pause here because if we spend a little bit nore noney
right now, if we spend $10 mllion right now studying
this issue, it could save us billions of dollars
|ater.” Those inportant aspects are sonething we think
we can bring to the table as a participator in a
pi pel i ne project going forward.

3:53:24 PM
SENATOR WAGONER asked the status of ConocoPhillips’ facility
sharing agreenents with Pioneer.

M5. KING replied she didn't know the answer, but she knew they
were working on it.

SENATOR WAGONER asked her to follow up on that.
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3:54:23 PM

REPRESENTATI VE SAMUELS recapped that Ms. King said it could cost
ConocoPhillips $400 mllion to get to an open season, but the
adm nistration testified it would cost $50 mllion to $200
mllion. That would work out to $25 million to $100 mllion for
the state’s matching 50 percent. He asked why there is that nuch
of a discrepancy in getting to an open season estimte and how
fast ConocoPhillips could get to an open season “if you are
gueen for a day.”

M5. KING replied with a few points. First, that ConocoPhilli ps’
estimate in 2001/2002 was that it would take approxi mately $400
mllion to $500 mllion to conplete an open season in its
success case tineline. In May, they indicated approximtely 18
nmont hs before an open season would be started. FERC requires 90
days to approve the open season plans and 90 nore days to hold
it. The proposed AGQ A does not have requirenents before an open
season and she thought that neant an open season could be held
after spending just $10 nmllion and then be in the state
mat chi ng section after that. She el abor at ed:

It has no clear threshold that one open season has to
be like another open season and that different people
mght do different pieces of work prior to an open
season. Qur schedule was we wanted to have four
seasons of environnmental field data that we need to
get. W wanted to be doing that in parallel to the
cormmercial work of getting an open season. So, when
the open season was conpleted, we would be ready to
submt our applications to the FERC and to the NEB.
So, we had sone parallel activities.

But it is not to say that all project sponsors would
necessarily hold an open season at the same tinefrane.
So, that could be why you re seeing sone of the

di screpancy in the nunbers. But | wll reiterate, it
was the $400 mllion to $500 mllion - was the work
that we had done previously to conplete an open season
and roughly two years from when you start - on a

success case schedul e.

3:57: 37 PM

REPRESENTATI VE SAMUJELS recapped that M. King had just said
ConocoPhillips could do a cheaper open season, but if it had
already spent the $400 nmillion, how nmuch nore noney would it

spend to get the certificate. He wanted a total figure.
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M5. KING replied that ConocoPhillips’ 2001 figures would be
going up. It would take sonme strong engineering and regulatory
work to do an updated cost estinate for this project. It cost
$125 mllion the first time;, it’s not a sinple undertaking to
update it. In 2001 they thought it would take another $500
mllion to get a FERC certificate — about $1 billion total. Then
the construction decision wuld be nmade and that’s when you
start to spend the $19 plus billion associated with the pre-
construction and the constructi on phase.

3:58: 59 PM

REPRESENTATI VE SAMUJELS asked if someone could do an open season
for less than $50 mllion, would they just have |ess information
for the shippers. Wuld you trust the tariff a little bit |ess
or what ?

M5. KING replied that one wouldn't trust the estimate. That
would be a key question if someone held an open season very
soon. Other than the six-nonth FERC requirenent, it’'s nore how
one thinks is the best way to manage the project. She didn't see
anything in the bill that would foreclose soneone holding an
open season sooner than ConocoPhillips’ tinmeframe. “It’s just
that we felt that was the best way to manage the project.”

4:00: 15 PM
REPRESENTATI VE SAMUJELS asked using a relatively |arge project -
t he Rocky Mountains Express as an exanple — did they spend half
their noney getting to open season and the other half to get the
certificate.

M5. KING replied that she didn’'t have those figures, but sonme of
her colleagues pointed out to her that the breadth percentage
they were thinking was consistent with sone of the other nmgjor
pi peline projects. She offered to follow up on that a little
nor e.

4:00: 55 PM
CHAIR HUGA NS went to page 11, lines 14 - 25, on exclusivity. He
recapped what someone said to him - that the state is now

managi ng failure. The AG A sets a tineline of five years and if
gas was $7.50 that would cost the state about $12 billion to $13
billion. He asked her for ConocoPhillips’ take on that
provi si on.

M5. KING replied:
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This section of [43.90] 210 (b) and (c) — ny read on

it is pretty clear. If you ve had a successful open
season, and you ve got vyour FERC certificate and
you've credit support, you have to commt - let ne

just flag in (a) first. You have to accept the FERC
appl i cation, which FERC has the right to put
conditions on a certificate. So, this would be
requiring sonebody to accept that FERC certificate in
(a). (b) then says once you' ve accepted that FERC
certificate, that you have one year to go forward to
project sanction and if you don’t have credit support,

you still have the exclusive inducenents in this
chapter for another 5 years — or another 4 years - |
guess — depending on whether you're counting the one
year. You still have the exclusive inducenents under

this chapter all the way through that tine even if you
haven’t had credit support.

Now, one question that we are still evaluating is
normally, | believe, and | apologize, | did not have
time to listen to the FERC s testinony this week, but
my understanding is that normally FERC would say you
have 1 - 2 years after you receive a certificate by
which you need to go forward with construction. And
it’s predom nantly because the environnental data that
you’'ve based vyour environnental analysis on, your
environnmental inpacts, wll start to get stale — if
you sit on a certificate for too long. So, | don't
actually know how the FERC answered those questions if
they were asked in the other hearing. But what | would
flag is that it seenms unusual to provide such an
extended period of tinme after a FERC certificate if
the market is in support of it.

So, you’'ve gone through a period where potentially you
could have had 4 or 5 years just to get to the FERC
certificate and then another 4 or 5 years on top of
that and so that’s where | canme up to the estimte of
10 years that you could have the exclusive rights
under section [43.90.]440.

4:04:52 PM

CHAI R HUGA NS responded that’s what he thought. He was concerned
about the state’s exposure to having to help a conpany that was
goi ng bankrupt - or whatever — and if it was going to continue
for the next five years it would look to the state of Al aska
specifically. He asked if she disagreed with that.
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M5. KING agreed that the state has sonme exposure to parties
comng back to it questioning about how to go forward. “And you
will have invested a substantial amount of tinme and noney at
that point and | understand the anal ysis of delays.”

CHAIR HUGE NS nentioned he comonly hears "W [the State of
Al aska] would be leveraged to an extrene degree if we wanted to
continue on with that |icensee” and asked if she was famliar
with it.

M5. KING replied that she had heard the term “leveraged” a
coupl e of tines.

CHAIR HUGE NS thanked her very rmuch for her remarks and
adj ourned the neeting at 4:06: 32 PM
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