





LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St.,, Rm. 329

MEMORANDUM May 0, 2003

SUBJECT: Sectional summary - HB 267

TO: Representative Vic Kohring

Attn: Ben Grenn

FROM: Tamara Brandt Cook
Director

Sec. 1. Findings, intent and purpose dealing with the power of the Alaska Railroad
Corporation to provide financing for transportation for natural gas resources.

Sec. 2. Adds a power of the Alaska Railroad Corporation to provide financing for the
acquisition, construction, improvement, maintenance, equipping, and operation of
facilities for the transportation of natural gas without regard to whether the facilities are
or will be owned by the corporation or located on land owned by the corporation.

Sec. 3. Requires the Alaska Railroad Corporation to enter into an agreement with certain
terms to protect its bonds if the corporation issues bonds to provide financing for a
facility to be owned in whole or part by an entity other than the corporation.

Sec. 4. States that bonds of the corporation issued to finance natural gas transportation
facilities are issued by an instrumentality of the state for a public purpose.

Sec. 5. The legislature authorizes the corporation to issue bonds in an amount not to
exceed $17,000,000,000 to finance the construction of a natural gas pipeline and facilities
for the transportation of natural gas recovered from the North Slope.

Sec. 6 Immediate effective date.
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AMENDMENT

HB267

This amendment conforms the powers granted to the ARRC in Scc.2 of the bill with the
specific provisions in the legislative authorization and approval section. It makes clear
that this act is intended to facilitate a natural gas pipeline from the North Slope of Alaska.

Page 2 line 21 and 22 delete: [the transportation of natural gas resources within and
outside the state]

Page 2 line 21 insert ....for anatural gas pipeline and related facilities for the
transportation of natural gas recovered from the North slope of this state....
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HOUSE BILL NO. 267
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION
BY REPRESENTATIVES KOHRING, Crawford, Holm

Introduced: 4/15/03
Referred: House Special Committee on Oil and Gas, Resources, Fnance

FOR AN ACT ENTITLED
"An Act ggjaiing=*<r (liy_AJasLaJLiUi»tt4t-authorizing the Alaska Railroad Corporation
to provide financing for the acquisition, construction, improvement, maintenance,
equipping, or operation of facilities for the transportation of natural gas resources
within and outside the state by others; authorizing the Alaska Railroad Corporation to

issue bonds to finance those facilities; and providing for an effective date.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. The uncodified law of the State of Alaska is amended by adding a new section
to read:
FINDINGS, INTENT, AND PURPOSE, (a) The legislature finds that
(1) the Alaska Railroad Corporation is uniquely suited to serve essential
functions of the state by providing financing for a facility for the transportation of certain
natural gas resources located within the state;

(2) providing financing for that facility furthers the purposes of both the state

HB0267U HB267
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and the Alaska Railroad Corporation by assuring that the state's natural gas resources will be
transported to their appropriate markets, thus creating revenue for the Alaska Railroad
Corporation and for the state and providing employment opportunities for residents of the
state;

(3) the facility also will enhance and improve the state's ability to develop and
transport other natural resources of the state, including oil and gas resources located o ff the
North Slope of this state; and

(4) these results are essential purposes of the state and the achievement of
these purposes is critical to the health and welfare of the state.

(b) A purpose ofthis Act is to clarify the statutory functions and powers of the Alaska
Railroad Corporation by expressly including the power toprovide financing for transportation
facilities as described in this Act.

(c) It is the intent of the legislature that

(1) this Act be construed broadly to permit the Alaska Railroad Corporation
the greatest flexibility to accomplish the purpose described in (b) of this section within the
limitations set out in this Act; and

(2) other provisions of AS 42.40 in existence before the enactment of this Act
be similarly construed to complement the provisions of this Act.

* Sec. 2. AS 42.40.250 is amended by adding a new paragraph to read:

(31) provide financing for the acquisition, construction, improvement,
maintenance, equipping, and operation of facilities for the transportation of natural gas
resources within and outside the state without regard to whether the facilities are or
will be owned in whole or in part by the corporation or located on land owned by the
corporation.

* Sec. 3. AS 42.40.630 is amended by adding a new subsection to read:
(b) Before issuing bonds to provide the financing described in

AS 42.40.250(31) for a facility to be owned in whole or in part by an entity other than

the corporation, the corporation shall enter into a contract, lease, or other form of

agreement that will, in the judgment of the corporation, provide sufficient
consideration to

(1) pay the principal of and interest on the bonds as they become due;

HB 267 11B0267a
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(2) create and maintain the reserves for the bond payments that the
corporation considers necessary or desirable; and
(3) pay all costs necessary to service or additionally secure the bonds,
including trustee's fees and bond insurance premiums, unless these costs are to be paid
by a party other than the corporation.
* Sec. 4. AS 42.40 is amended by adding a new section to read:

Sec. 42.40.695. Public purpose of bonds. Bonds of the corporation issued to
finance facilities described in AS 42.40.250(31) are issued by a public corporation and
an instrumentality of the state for an essential public and governmental purpose.

* Sec. 5. The uncodified law of the State of Alaska is amended by adding a new section to
read:

LEGISLATIVE AUTHORIZATION AND APPROVAL, (@ Subject to the
requirements of AS 42.40.630(b), enacted by sec. 3 of this Act, the Alaska Railroad
Corporation is authorized to issue bonds under the power granted to it in AS 42.40 to finance
the construction of a natural gas pipeline and related facilities for the transportation of natural
gas recovered from the North Slope of this state. The maximum principal amount of bonds
that the Alaska Railroad Corporation may issue under this section is $17,000,000,000. The
Alaska Railroad Corporation may issue the bonds in a single issuance or in several issuances,
without limitation as to number of issuances or timing, and as the Alaska Railroad
Corporation determines best furthers the purpose of financing the gas pipeline and related
facilities described in this section. The Alaska Railroad Corporation shall negotiate with the
producers of the gas or with one or more other entities as the Alaska Railroad Corporation
considers appropriate, and shall enter into agreements with those producers or one or more
other entities to provide revenue sufficient to accomplish the purposes described in
AS 42.40.630.

(b) This section constitutes the approval required by AS 42.40.285 for the issuance of

the bonds described in this section.

* Sec. 0. This Act takes effect immediately under AS 01.10.070(c).

HBO0267u 11B 267
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1
2003 LEGISLATIVE SESSION Bill Version: HB 267
(H) Publish Date: 4/25/03
Revision Date/Time (Note if correction): Dept. Affected: DCED
Title Ak Railroad Bonds For Nat.Gas Transport BRU
Component Alaska Railroad Corporation
Sponsor Representative Kohring
Requester House Oil & Gas Component No.
Expenditures/Revenues (Thousands of Dallars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual 163,000.0
Supplies
Equipment

Land & Structures
Grants & Claims
Miscellaneous

TOTAL OPERATING 0.0 0.0 163,000.0 0.0 0.0 0.0
CAPITAL EXPENDITURES [
CHANGE IN REVENUES ( )y ~T
FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Bond Proceeds 163,000.0
TOTAL 0.0 0.0 163,000.0 0.0 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Check this box (X) if funding for this bill is included in the Governor’s FY 2004 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separata paqo itnacessary)

Please see analysis continuation.

Prepared by: Wendy Lindskoog, Director of External Affairs Phone 265-2516

Division Alaska Railroad Corporation Date/Time 4/23/03 2:51 PM
Approved by: Edgar Blatchford, Commissioner Date 4/23/2003

Agency Department of Community & Economic Development

(Rotned 9/2007 OMB) Page lo:2

c . ;ttee copy



FISCAL NOTE #i

STATE OF ALASKA BILL NO. HB 267
2003 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

The hill authorizes the issuance of up to $17 hillion in revenue bonds by the Alaska Railroad Corporation
(ARRC) to pay for 70% of the construction of a natural gas pipeline: Based upon current estimates,
ARRC could issue $14,265,000,000 in bonds as early as state Fiscal Year 2006. ARRC will act as a
conduit for the issuance of these bonds to allow 'he debt to be issued as tax exempt. Through modeling,
the tax exemption has been shown to reduce the cost of financing the project by over one hillion dollars.
The Bonds would be solely secured by revenues generated by the pipeline. The Alaska Railroad will bear
no liability and have no responsibility for repayment of the bonds.

The projected costs of issuing the bonds detailed here will be paid with bond proceeds at closing.
Anticipated professional services include those related to financial advisors, attorney's fees (bond counsel,
undenwriter’s counsel, tax counsel, negotiating with producers), rating agencies, underwriters, printing,
travel, public notices, and the feasibility consultant. ARRC will front certain minor necessary reimbursable
costs from corporation revenues.

For purposes of this fiscal note, it is assumed that bonds with a face value of $14,265 hillion will be issued
in FY 2006. The bonds are expected to be issued with a 25 year term and for modeling purposes carry an
interest rate of 6.5%. As the project will not generate revenue while under construction, the first two .'ears
of interest payments will be made with bond proceeds. Following construction, annual debt service will
begin at approximately $1.3 hillion, growing to $1.4 nillian in year 6 and then gradually lowering to $800
million in the final year. However, ultimately, issuance amounts, dates, term, interest rate, and other
significant variables will be dependent upon the financing structure determined by market conditions at the
time of sale of the bonds.

Page 2 of 2



FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1

2003 LEGISLATIVE SESSION Bill Version: HB 267
(H) Publish Date: 4/25/03

Revision Date/Time (Note if correction): Dept. Affected: DCED
Ti.le Ak Railroad Bonds For Nat.Gas Transport '‘BRU

Component Alaska Railroad Corporation

Sponsor Representative Kohring
Requester House Oil & Gas Component No.

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008
Personal Services
Travel
Contractual 163,000.0
Supplies
Equipment
Land & StrucHrOj
Grants \ Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 163,000.0 0.0 0.0

CAPITAL EXPENDITURES j

CHANGE IN REVENUES ( ) | i '

FUND SOURCE (Thousands of Dollars)
1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Bond Proceeds 163.000.0
TOTAL 0.0 0.0 163,000.0 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Check this box (X) if funding for this bill is included In the Governor's FY 2004 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separata papa if necessary)

Please see analysis continuation.

Prepared by: Wendy Lindskoog, Director of External Affairs Phone 265-2516

FY 2009

0.0

0.0

Division Alaska Railroad Corporation Date/Time 4/23/03 2:51 PM

Approved by: Edgar Blatchford. Commissioner Dale 4/23/2003
Agency Department of Community & Economic Devolopmont

(Rovttud 9/2001* OMB) Page lof 2



FISCAL NOTE #1

STATE OF ALASKA BILL NO. HB 267
2003 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

The bill authorizes the issuance of up to $17 hillion in revenue bonds by the Alaska Railroad Corporation
(ARRC) to pay for 70% of the construction of a natural gas pipeline. Based upon current estimates,
ARRC could issue $14,265,000,000 in bonds as early as state Fiscal Year 2006. ARRC will act as a
conduit for the issuance of these bonds to allow the debt to be issued as tax exempt. Through modeling,
the tax exemption has been shown to reduce the cost of financing the project by over one hillion dollars.
The Bonds would be solely secured by revenues generated by the pipeline. The Alaska Railroad will bear
no liability and have no responsibility for repayment of the bonds.

The projected costs of issuing the bonds detailed here Vill be paid with bond proceeds at closing.
Anticipated professional services include those related to financial advisors, attorney’s fees (bond counsel,
undenwriter’s counsel, tax counsel, negotiating with producers), rating agencies, underwriters, printing,
travel, public notices, and the feasibility consultant. ARRC will front certain minor necessary reimbursable
costs from corporation revenues.

For purposes of this fiscal note, it is assumed that bonds with a face value of $14,265 hillion will be issued
in FY 2006. The bonds are expected to be issued with a 25 year term and for modeling purposes carry an
interest rate of 6.5%. As the project will not generate revenue while under construction, the first two years
of interest payments will be made with bond proceeds. Folloning construction, annual debt service will
begin at approximately $1.3 hillion, groning to $1.4 billion in year 6 and then gradually lowering to $800
million in the final year. However, ultimately, issuance amounts, dates, term, interest rate, and other
significant variables will be dependent upon the financing structure determined by market conditions at the
time of sale of the bonds.

Page 2 of 2



Interim:

600 Hast Railroad Avenue
Wasilia, Alaska 99654

(907) 573-1842

ALASKA STATE LEGISLATURE

Fax (907) 373-4729 Fax

REPRESENTATIVE VIC ICOHRING
DISTRICT 14

SPONSOR STATEMENT
HB 267

RAILROAD BONDS FOR NATURAL GAS TRANSPORT

This legislation would be a significant step toward the construction of a natural gas
pipeline to commercialize North Slope gas reserves.

HB 267 authorizes the Alaska Railroad Corporation to issue bonds for the pipeline
project, leveraging the ability ofthe corporation to issue tax-exempt bonds for industrial
development. This financing plan can push pipeline construction that much closer to
reality, resulting injobs for Alaskans and revenue to the state while delivering natural gas
to awaiting public and market.

The Alaska Railroad’s ability to issue tax-exempt bonds to finance industrial
development was approved in 1983 by the U.S. Congress with the transfer of the Alaska
Railroad from federal to state ownership. Congress reaffirmed Alaska Railroad’s
authority to issue tax-exempt bonds in the Tax Reform Act in 1986.

Estimates prepared by Goldman Sachs and the Department of Revenue suggest the
financing plan presented in this bill will increase the economic viability ofthe natural gas
line construction project by saving the facility owners more than Sl billion over the life

o f the project.

The bill allows Alaska Railroad to provide financing for the acquisition, construction,
improvement, maintenance, equipping and operation of facilities for the transportation of
natural gas resources within and outside the state. It specifically authorizes Alaska
Railroad to negotiate issue up to SI7 billion in bonds for construction of a natural gas
pipeline.

E-Mail Repicsentative_Vic_Kohfing@legis.5tatc.ak.us ¢ Toll Fttt Dunuf StmeuYear Ramil. (S00) A6S-21S6
Website: www.ak'tpiil’lieans.orp/kolinitf

State Capitol Building
Juneau, Alaska 99801-11S2

(907) 465-21S6
(907)465-5818


mailto:Repicsentative_Vic_Kohfing@legis.5tatc.ak.us

While Alaska Railroad would issue the bonds, neither Alaska Railroad nor the State
would own the gas line nor be liable for the debt. That responsibility would fall on the
private companies that build, own, and operate the gas line. The bill requires that prior to
issuing bonds, Alaska Railroad must determine that any contract or lease is sufficient to
pay back the bonds as scheduled, maintain reserves for the payments, and pay all costs
necessary to secure the bonds.

The railroad is avital link in Alaska’s economy. Many towns have sprouted up because
ofthe role of Alaska Railroad, which supported construction of the Alaska Highway
during World War Il and the subsequent military buildup in our state. It also helped in
building the Trans-Alaska Pipeline System; and along its more than 600 miles o f track, it
carries seven million tons of freight and a half-million passengers each year. Alaska
Railroad also provides jobs for 700 Alaskans.
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m Valdez— Producers took advantage oftax exemption for “dock and w harflrelated
assets which support TAP oil exports. Bonds issued by City of Valdez. Proceeds

loaned to producers.

] Fort Knox— AIDEA tax-exempt financed solid waste disposal facility at Fort Knox
Gold Mine.

] Snettisham — Tax-exemptfinancing of Snettisham

Dam by AIDEA, used by AEL&P.
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T ax-exem ptF inancing for A laska G as P ipeline

] Alaska railroad statute permits tax-exem pt bonds to be issued by the R ailroad, and
such bonds would not be "private activity bonds” requiring volume cap or being

subjectto AMT, despite the private use ofthe pipeline.

"O bligations issued by such entity shall be deemed to be obligations of the
State...[means tax-exempt]...but not obligations within the meaning of section

103(b)(2) [mMmeans not private activity bonds]”

] The actual ownership ofthe assets may still be in the hands of private parties

allowing them to use depreciatir i benefits.

] The creditwould be “ship-or-pay” contracts, notthe R ailroad's or the State'’s

general credit or assets.
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contracts are the key credititem

Example from. Alliance Pipeline:

“All o fthe 1.325 b.c.f.d. o ffirm transportation capacity ofthe

System has been contracted by the shippers. .

Contracts require payment regardless of pipeline use

o 72.5% of shippers have investment grade rating

* 14.9% were not investment grade, but accepted by lenders

» 12.6% were required to post letters of credit

Contracts were 15 years in length
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Iliance P ipeline

Sponsors/Equity Owners

m Fort Chicago Energy Partners
m West Coast Energy IhG,: ;r

m Enbridge Inc.

"y

m Williams Companies

m El Paso Corp.-

Shippefé*f

m 35 Companies including
producers, pipeline companies,
aggregation§, end users

* Includes Sponsors

*

VA

h,r':

V. .

"t

S tructure

Equity Returns

Alliance Pipeline
Companies
(U.S. and Canada)

Ship or Pay $

Pipeline Capacity

N\ AAK SR Aledka Gas PlipelinoPresen]. 022P-020002 pot

*

Construction
Consortium

Progress
Payments
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S chem atic ofA laska G a s

* Shippers would likely include users other than producers.

P

ipeline

F

in anc

n

9

N:\Acliva\A\AK\Slala\Alaska Gas Plpeline\Present.022\P-0?.0302.ppl

A

rrangem

e

n

t

10






0>
(o

0ONBIWNIIWI-«

» 10N -0

A0

Lvidle) R

(o

N
g q

® o o O
-
& wa A %
c oo a g e
— — s
-— -y —
_— i
5= 08 1O go g00 Ched 3°
e=—"g RO g sos 853V o=
=<o8 @o % o3t OO coo 503
= % eg a2 sesiPa ez v
#5805 x> 82 R B3 015 <97 85
OA%?E@ n\l© o= @_o% o8y &Kkot (=]
==y ‘oo 2 g o @
25 et = QODi - ~As = &
s= Y% = o\ e'® = o
- [} —_— ~ —_
=57 - [“Bw S U’Bﬁ_._s,: ) R
LD s °sg 3t =
sZpo< oD = 3 53 o =
3%erg o &= s g VR = Py
- S0 ‘e
g © 8 3 g -® -_(g:é
NG bRty © 8 | &7% o7 E=
1o o e g 7 Ted =
O3 S
BT TIS =B ° =g =
ogp o3¥ B &~ o Q =4
/ " ~
O <V°\F§;.< O@_ %}@ < \8|
2k 0Z Yoo %gg -0 % = O;
2 i<xm g iz o
' . o . -
o 2QR<E 5y F

O»
8EEE 9/¢ 106 Ivd v0:¢T €00¢/¢¢/v0

W plg
z;félg%,%g
S PSR

)

(02

§

oo
|
g

g

4

W

b
%@“

2HO SHNOISSWACD A

s
oSN P

»
»

o

A

3

R



2612002 926

N:\Aclive\A\AK\Stale\Al36ka CGos PlpelinBiPresen 02AP-P03E2 ot

N

Inoroj*t«cd Ancr -
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LINE 3 RoyaI% !
x
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""33.000.000
33.000.000
33.000.000

33.000,000 *

33.0bo.0cxj
33.000.000
33.000.000
33.000.000
* 33,000.000
33.000.000
* 33.000.q96
m 33,000.000
33.boo.000
m33.000.000
33,000,000
33.000.000 *
33,000.000
«33,000,000
+33.000,000
33000000
33000000

P resent Value A nalysis of F inancing A lternatives—
- fh 0- Tax-Exem pt— Private Ownership Analysis

L « B 4 N R - - .

= * Not lease Pay«iont - - -Doprocialion Leas Tax Shield
Principal micros) CAPI Corpus ,CAPI Eotnings * - - RExL -~ - ' F r-¢ - * qg.v.

YN 0 - C D . ..A*0-CD Jotal Project Cpsfx Dep: Schedule  /Ef*Fj x.Tax Rato
1/ W $ — J L I . 1 — 8 — JKEFx e —
1/1/03 t. 919353925 . .723373781 + 195,960,044 — % _ x  F ke —
V1A% —  SIS353625 771,157,140 *'48.190,685 — R CoF\ L —
1/1/05 — 010353825 822,096,889 97.556.WG — _ o _
1/1/06 — 019353825 ' 876,*01.527' 42,952,296 — _
VU07 371320000 919,353,625 " 1,290,873,825 * 062,195250 * * * *771,435.121

VU106 674,460.000 . 895218025 * Co. 1.569.678,025 o o . 188I1AJO75. * + * %* 1116580490
11/09 650,650,000 . 851,378,125 * 1.502.228,126 1645351878 * ' * . 1.023.660.121
VU0 631590000  809,072876 | & m*.. 1,440.662.875 *1,481.780.665 . %% 939,240.060
LYY/l fB20Qo0 768019525 . 1,386.219.525 1.34,300.170 . 864.821,076
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119 012310p0y 419050125 * ;. 'm 1,231,420,125 . + 1135390305 .*/:*.*' ! *637,370613
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V124 609.345.000 166,256.350, . o 775.601,350 xx "# ** 1 w68.165,104
VU5 629405000  126648925* | m . 756,053,925 .. : 6+1.926.059
1/1/26 649495000 :.* 85737,600* . 735.232,600 . . . wrens &, e 35152418
VY27 639545000 43520425 .. i |- 71.C65.425 4r4. %% onl7 643374
$14,143905,000 $14,119,394°50 $3,193,029,336:" * 5464.565964 ' $24,565863950 *. .. *$)9.243906,000 . 1'£173.212,420

$693,000000
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552,230.704 *. = .. 552239,704
499,069,535 447.363.286
» 511,506,004 *433,110,905
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. B54.599.44f* . 397.386,954
e 5736594947 *  379.347,950
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Taxable vs. Tax-Exempt—Private Ownership

Tfial «i; 115,676,559,449" = *7,927,636,397

Taxable Scenario

Net Atlor Tax PV of Not Attor

Pdymoms PaymenfB
i/ i/ o s "'
1/1/04"V. m. Lt
1/j/05. o’
I/i/op o’
i//07. .’ 652,244,002 882.244.062
l/ifba t/:$72,870,881.' e 526,930,059
*1/1/00. 603,482,800 .! j 510,937,571
i/i/lo' ' 63i.206.550 491,719,214
i//11 4. " 655547,675 . . ' '489,889,534
1112 | - 670,038,814" ¢ 447,850,108
J/113- 0., 693.800,401/ . 421,038,628
Y114+ "702,094/620 ' . ' 392,040,286
1/1/16,.:' -'..710,652-581;. 385,123,940
1/1/18"  m 718"470,326 340.129.063
V117 v. »:  728(523,174 .. '318,899,897
1/1/18: : 737,787,014« ", 205,300,031
11/19-.,"  '.747.247,475",; . ™ 275,193,980 ,
/12075t 1756.846,173 . 266,466,098
1/1/21'.:;,: '76.61649,71p; m 239,000,956
1/1/22". V- 830665956 , 'i ' 238311220
V123'V . 686,249,544..% ' j » 234,477,382
V124 -i- 884,311,644 .. " «*  :214]792,533
*1/1/25." . : 870.061.587\ ,196,483,108
V126 .v, .872297,015 ,+'179.379,993 -
i1y2r;.. ' 883,790.361 .113.442,809.

Par Par Amount

Assumptions

Taxable Scenario

$14,879.395,000.,; .

Rpte: = & A 8.500%
8.500%
Am ¢ - - .
- Analysis
Inr Projectcrt Ownership Sr.enjrio
Not After Tax PV.ol No) Alterlax .
Payments Payment*-.
.552,238,704. ' 552,'235,704

' 486,0BB;&35 . .. ;' .'.'447,263,286
611,688,004 :\ ' ..s%3*3,110.9P5
534,412.815 . ... .410,313,586

' '554,39.8.447 ./ |1 ,m367.486,854

o Sr<a®SG4e4 . - :..378,347,850
535,821,875 " 355;38p',*46
692,153.386; 'm = = - 330:050,808 .

. '698,844,589; « 307,870,473 .
605,0961245; *286,341(077 '
812,893,199 ,'-'286.515.079
811,829,760. '2 «,064,153

"eZ7.09g,512 . 230,940,281

. 034,4po;i22. .215,000,944

i 841,982,916: ' . 5/60.181,321

. . .100.384,711
'.743,079,101 '198,155,751
'740,436,247: m - 179,840,300

-rpr—

'113,107,871,631,".

737,127.866 e/ 164,742,077

733,98b.i64 *'""150,7.61,200 ;

728.222,051. -i37.70i.i3B
'<.m

*0,084,100,702

1Debt servloe li net of the construction end CAPIfunds' Interest earnings.

*2.487,667,919
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A lternatives

Tax-Esen'ipl— Private Ownership Scenario

$14,143,905ipQ0-i

T—owarrrvmm ?

''25,861,673

v,
*1,133,535.685

Comparisons
Oi/leronco til Alter -Ortlcicnrom . Qlttorcnce in AHet
Tax Pdymcnis- PV Tax Pjymentsfmcl
Ctee e
t i'A
ro\

100,005,358 m  J0Q,003,'35a 0.07
80.6a2.34B . 70,668,772 0.08
91,924,796 * 771826,660' 0.06
06,798,634 m,: .75405,648 0.07

101,149,229 , 72,602,881 0.07

105,380,329 :.29.6p2',268" 1007

w'108.178,618. s 03,649,082.. 0.07

. 100,041,140 ° V. .V-18j,35»;077 : 0.08 '

111,807,992 © sitos'pa: ops

113,775,083 = .V :. 53757.08 008

115,82.9,976 - . or 'AN3*%4.018 «008

117;«87,255 47.218,878 ooB

120,147,903 e 44,247,719 008

m122,388,051 o '""1.465.160 0.08
m+124.688.704 :',08,646;835 0,09

+185:883,025 , m',38.926,515 0.09

145,170.382 0.10

143,875,397 34,940,233 0.10

141,933,721 f'..31,721,bit" 0.10
139,218,901 . . 28,828.094 m 0.10

' 135.508.330 0.0B.

’

Cumulative
Oiflorent.c in PV

100,005,357.60
179,p72,128.75
. 257,498,794.02
332.804.442.59
405,407,123,46 !
4/4,009,3010/
840.658,483.55
801,946:140:1.4
650,393,815:72".
713,160,701.43. .
760,585,5j9.20 .
810,781(397.46
866,029,116,82 1.

690.494.271.06". :

;-935,330,006.48
W74,28fi,421:81'

.1,012,588,05.2.82.

1.047,534(28/1.11 . «
' 1.078.255,917.27

1,107,804.011,73
1,133,535.885 00

80:¢T @0¢/2c/vo

8EEE 9lc 106 XH

‘040  SHIANOISSINNOD  "A3d

olnvd



2/6/2002 9'26

Taxable vs. T ax-E xem pt— P rivate
(¢ MM)
1,400

2002 2004 2006 2008 2010 2012

O w

2014

nership

2016

2018
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G ross

Taxable
Tax-Exempt

2020 2022 2024 2026
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taxable vs. T ax-Exem pt— Private O w nership Tax B enefits to
P roducers or P ipeline A ssociation w ith L ease E xpense,
D epreciation & Interes-st
Taxable
($M M)

I Tax-Exempt
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ssum ptions

Financing Assum ptions

m Dated/Delivered: 1/1/02 « .

| Principal/lnterestvV.JanUaiy/Jufyv
* oKk Nrx [

m 30% Equity Contribution;

ok ! *

o

m 41% Corporate Federal/State Tax Ra'

N:V\dive\A\AK\Slate\Ala3ka Ga3 Pipeline\Present.022\P-020302 ppl

Project Assum ptions

m Total Project Cost: $17 bhillion
m 4-Year Construction Schedule /

le ml’ji;3'k6. Billion TCF/Yr (4 BCF/Day) into

y ‘pipeline ) u ‘V'\} LA
;lijiP/o line loss . Vo
v
Vo [
1
. N _f:>-
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Assum ption

6.5% tax-exempt cost of debt

8.5% taxable cost of debt

8:5% after tax WAGC
(weighted average cost of
capital) for producers

Tax rate of41%

.. Size of $16 billion debt

* Pending

N:\Adive\A\AK\StaleVMaska Gas Pipe,ine\Prosent.022\P-020302.ppt

R ationale

JOO bps above typioai insured municipal reyeriue bonds
today (allowing for size premiumj 'V -

~Alliance Pipeline yielding 7.9% .
. Alaska Pipeline bigger (?)
» Alaska Pipeline strong credits)-)

‘" External data . /

m |bbotson Asspc. Large
Petroleum Median WAGC 8J8%

» .Goldman Sachs research average

J. WACC of BP/Sxxon Mobil/Phillips. 8:20%

Combined State/Federal marginal rate

'® Larger than, but comparable to %
MTATe-cap $145h jl1ib n * =
¢ . _LIPA Municipalization s billioh .
» Cal Power Bonds $12—$13 billion*
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ConocoP hiUips
' Alaska, Inc.

Wendy D. King
Director, External Strategier

P.0. Box 100360 - SuiteATO 203*
Anchorage, Aladca.99S10-0360 (

Phone (907) 265-6026
Fax (907) 26*1-6838

May 6, 2003

Rep. Vic Kohri g
State Capitol* .
Juneau, Alaska 99801

Ja Conoi Phillips Supports HB 267 (An A cttu(borixjng tf* A laska Rsuhoad Corporation to
pm k finonanifor tha transportation ¢ fnrnum lgas mourns.)

Dear Repres ve Knhring;

ConocoPhiUips supports passage o f HB 267, which authorizes the Alaska Railroad
Corporation co provide financing for apotential North Slope gas pipeline project
CorocoPhiQips' three-pronged strategy to make agas pipeline through Alaska and Canada a
reality includes the following:

1. Federal legislation co streamline permitting;
2. Federal fiscal legislation—which provides insurance against the risk o f extreme price
volatility
3. °cate fiscal certainty and clarity - which will be progressingwith the reeendy passed HB
16, reauthorizing the Stranded Gas Development Act
t

I f ConocoPhiUips is successful ip securing these three items, we will continue to move
forward on the project Financing this potentially $20 billion project -will be a significant
priority for any company that pursues the Alaska gas pipeline project, and we support the
tate providing as many tools as possible to choose from when die rime comes. While it is
too early to selectspecific financing vehicles, HB 267 will add a potentially valuable option.

*Thank you for being supportive of efforts to commercialize Alaska North Slope Gas.

Regards,

I/M d iflS .V tfa

Wendy King

Director, External Strategics
ANS Gas Development
ConocoPhiUips Alaska

11



SUaska s tatc iLcgislaturc

REPRESENTATIVE REPRESENTATIVE
BILL WILLIAMS flousc jfmanct Committee JOHN HARRIS
. Co-Cnair
Cc-Chaii
(907) 4653521 (907) 465-4859
Fax: (907) 465-3792 Fax: (9071 465*3799

INTERIM ADDRESS
50 Front Slreel, Suilo 203
Kclcnikan, Alaska 99901
(907) 247-4627
Fax: (907) 225-7157

INTERIM ADDRESS
Stale Caoilol. Room 507
Juneau. AK 99801-1182

State Capitol, Juneau, Alaska 99801-1182

January 21, 2003

John Urbina, Executive Vice President & Manager
Alaska and Northwest Public Finance

George K. Baum & Company

731 N Street

Anchoraze, Alaska 99501

Dear Mr.

| am aware of your expertise based on your involvement with financing of various Valdez projects, including
the Alyesica marine terminal for the Trans Alaska oil pipeline and the current proposal for the hospital. Cased
on your firm’s experience in public financing in Alaska over the past twenty-eight years, | am writing to
request your assistance in evaluating economic data concerning the proposed gas pipeline from Alaska’s North
Slope to Valdez.

As you know, Alaskan voters overwhelmingly created the Alaska Natural Gas Development Authority during
the last general election. The approval of funding for the Authority must occur as part of the budget
deliberations by the House Finance Committee. As Co-Chairman of the Committee, | anticipate there will be
guestions whether the project is sufficiently economic to warrant being pursued by the State of Alaska.

In responding to arequest from me, Yukon Pacific Corporation has recently supplied the most current project
description and economic data for a gasline to Valdez. | have enclosed this as an attachment to this letter.

| would appreciate it if you would analyze the financing and bonding implications of this data from both a
private and public financing point of view. You may contact Yukon Pacific Corporation for any clarifications
on their model if it is necessary.

It would be interesting to know your opinion on debt service coverage required to sell the bonds for this
project, potential returns to the Authority and the Stale of Alaska from owning the project, rates of return on
the pipeline, and whether or not you believe the bonds for this project could be sold if Yukon Pacific’s project
assumptions hold true.

Sincerely,®

Represpj tative John Harris
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GeorgeK.Baum & Com pany

Investment Bankxhs Since 1928

January 30, 2003

Representative John Hams
Ca-CJuir'House Finance Committee
Alaska State Legislature

State Capitol

Juneau, AJC 99801

Dear Representative Harris:

George K. Baum & Company Is pleased tc- respond to your request to analyze economic data for a gaslinc
to Valdez. In our analysis wc have utilized information supplied to you by Yukon Pacific Corporation.

Yukon Pacific Corporation "Information

Your office Las furnished us with Yukon Pacific Corporation detail on projected revenue breakdown and
expenditures including, capital outlays, expenses for gasline products, gas purchase expenses and other
costs.

Yukon Pacific Corporation detail was supplied for two cases:
1) Base Casu, which revenues include: . [

¢ LNG sold to North. America & Asia

LPG sold to Asia

* Ethane sold to Valdez

» Natural gas sold to TAPS

» Natural gas sold to Alaska resident*

Total Operating income over 39 years S103.6 billion

2) Lean Case, which revenues include:

LNG sold ro North. America & Asia

LPG sold to Asia

m Natural Gas sold to Alaska Residents

Total Operating income over 39 years S103.8 billion

We make no statement m to the accuracy or validity o finformation suppb'ud to us by your office or by the
Yukon Pacific Corporation. Material supplied to us is attached as Exhibit A.

Analysis

Our analysis, in accordance with your request, eutailcd the examination ofeach Yukon Pacific Corporation
scenario "base ensa" and “lean gas ease’ lor three different financing op . The financing options
analyzed were 70% tax-exempt debt and 30 % equity; 70 % taxable debt ..id 30% equity, and, 100% tax-
exempt debL

For each case tve computed debt service coverage, potential revenues to the Authority and State ofAlaska,
and an Internal rate of return for the gasline project where appropriate. Detail on our financial models is
attached as ExhihitB.

Our results oro summarized in the attached Ohnrt A,

731 Sth Avenue, Suto 7diO e Scallle, Wa 98104-7016
?hpne 206~<ifl2-339j



Chart A
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30% Eqalty /70% Tax-Exenmpt 30% Equity 770% Texabta 100% Tax-Exempt Debt

B2 Leen Due Lean Bese Lean

Intemal Rale of Retum (ROB)W 1311% 1317% 1160% 15.00% KIA VIa
Yeati Debt Amortized 17 year* 17yera 24 years 24yean Dyeas 39 years
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December 24, 2002

Ward Whitmore

Director of Project Development
Yukon Pacific Corporation

1400 West Benson, Suite 501
Anchorage, AK 99503

Dear Mr. Whitmore:

At the November election, the voters o fAlaska overwhelmingly adopted
Proposition 3, which establishes an Alaska Gasline Authority. As the incoming
co-chairman of the House Finance Committee, | will be overseeing ilmi
committee’s deliberations on abudget for the authority.

| would appreciate the opportunity to meet with you to receive any information
you may be willing to share with legislators concerning potential project
configurations, project economics, including construction costs, potential markers
and revenues, and any other information you believe would help us in our
deliberations.

| am also concerned about public statements made recently by others that infer that
Yukon Pacific is expecting to be paid up front for your permits, even before we
know whether the project will move forward. | would appreciate aletter from you
explaining your outlook on negotiations concerning the use ofyour permits for
this project.

As you know, this project is very important to my district, as well as the rest of the
state, and | want to do all | can to give the issue fair consideration.

Sincerely tfours

Representative John Harris

Cc: Governor Frank Murkowski

Co-Cnair Caiwrmnity anc Rag«onai AdAIrs commitioe. wemoar RUIOUICSt Laooi and Camrnerca. Cil and Ga:. Fisnerias ana fioyuiaicn R&view
Sess»on: Suua Captol. Junsau. Alaiha 99801-I iea * Pnone: (907} 455-48S9 F£-v (307) 465-3799
imenm PO Box 1245. vacei. Alaska 39535 » Pr.cne (907) 835-2836 Fax: (307) 335-3732



YUKON

CORPYRATION

T2ANE-Ai>Sr gas system

January 2, 2003

Representative John Harris
Alaska Scale Legislature
PO Box 1245

Valdez, Alaska 99656

Dear Representative Hams:

Thank you for your letter dared December 24,2002. We obviously share your view
regarding the importance of a LNG project to the scare and to Valdez.

You expressed concern about public statements made by others than infer that Yukon
Pacific Corporation (YPC) is expecting upfront payment for its permits. You also
requested that we explain our outlook on negotiations concerning use of our permits.

YPC is a subsidiary of CSX Corporation. Neither YPC nor CSX has authorized any
person(s) to speak on Dehalf of eiiher corporation regarding Y'PC’s permits or other
aspects of the Trans-Alaska Gas System (TAGS}. As your letter has just done, please
contact us directly to determine our paosition on any matter.

The staff at YPC will be happy to meet with you to address questions and particulars
regarding the content of YPC’s permits and technical aspects of TAGS. CSX will
conduct any negotiations regarding access to YPC’s permits and other asseis. 1can,
however, address CSX's general approach regardingnegotiarions for YPC’s permits.

CSX s flexible regarding the terms used to value YPC’s assets. CSX’s general view is
that the value of the permits is tied to the success of the project. CSX is not expecting an
upfront buyout of YPC’s permits

1400 WEST BENSON BLVD., SUITE 525 ¢« ANCHORAGE, AUSKA 99503 * (907) 265-3100 <« FAX (507) 265-3180
y'uhnn Psr.ifi<- Cnmnniinn ii @ RmitmRS Unit ntC~X C.nmnrahnn



Representative John Harris
January 2, 2003

Page 2 of 2

YPC continues 10 work on the TAGS project and we are excited regarding the prospects
for a LNG project to Valdez. There is an enormous amount of work ahead. YPC will
work with any qualified sponsor wannr.g to advance a LNG projccr in a meaningful way,
and will be responsive to requests from such a sponsor. Ve look forv aid to working
with the State of Alaska regarding the projcci.

Regards,

Ward Whitmore
Director of Project Development

Cc: Andrew Fogarty (CSX)



Yukon Pacific Coiporation

Trans-Alaska G as System

Introduction

Yukon Pacific Corporation (YPC) is the sponsor of and holds major permits for the Trans-Alaska Gas
System (TAGS). TAGS is a project that would transport Alaska's North Slope natural gas by pipeline to
Vaidez, Alaska, where the gas components would be separated into various products for sale to markets
within Alaska, along the west coast of North Americaand in Asia.

TAGS was originally envisioned as a project to produce and sell LNG (liquefied natural gas) exclusively
to Asian markets. A potentially large LNG market is developing along the west coast of North America.
A recent publication of the American Gas Association identifies a LNG project from South Alaska as a
principle option for moving North Alaska gas to markets in North America or North Asia.

A number of LNG receiving terminals are being proposed for the Baja Peninsula of Mexico and
California to serve the natural gas and electrical power markets in the western United States. It is YPC’s
understanding that the LNG supply to these receiving terminals has not yet been secured. The
opportunity exists for TAGS to be a major supplier of LNG to these facilities and/or other terminals
located along the U.S. West Coast and possibly British Columbia.

Economies of scale required for the TAGS project may be achieved if TAGS can secure a significant
portion of the LNG market along the west coast of North America. ATAGS project delivering natural
gas to the lower-48 would benefit Alaska and the United States overall because this would reduce the
dependency of the United States on foreign energy, any potential aid from state or U.S. federal
governments would be applied to a project within the United States, and the United States would benefit
economically from the construction and operation of a domestic project.

The Prudhoe Bay field is the largest reserve of natural gas on Alaska’s North Slope. The Prudhoe Bay
field will be over 30 years old by the start of TAGS. Hydrocarbons, specifically propane, currently used
for enhanced ail recovery operations at Prudhoe Bay may be available for sale via TAGS as LPG
(liquefied propane gas) to markets around the Pacific Rim The sale of large quantities of propane via
TAGS represents a potentially valuable market that could enhance the economic viability of TAGS.

YPC is investigating configurations of TAGS that accommodate both the emerging LNG market to the
west coast 0?North America and the potential availability of large amounts of propane from Prudhoe

Bay. YPC is considering two general configurations: one based upon various value added options such as
supplying feedstock to an Alaskan petrochemical industry, and a second option based on LNG and LPG
sales without value added options. Economic analyses show that this new configuration of TAGS may be
economically viable with, or without the value added options.

YPC is presenting the results of our economic analyses with the goal of engaging other parties interested
in commercializing natural gas from Alaska’s North Slope.

In 1987, CSX Corporation acquired a direct majority interest in YPC and now holds approximately 88
percent of its shares. The remaining interest is held primarily by a charitable trust established by former
Alaska Gov. Whalter Hickel, one of the co-founders of YPC.




The project development activity at YPC includes field programs to gather data along the pipeline route
from the North Slope of Alaska to Valdez. YPC continues to develop in-house analytical software for
evaluation of pipeline designs and a geographical information system containing technical information for
TAGS.

Project Economics

YPC is evaluating two stand-alone configurations of TAGS: a Base Case and a Lean Gas Case. In both
cases, economic analyses have shown that the potential benefits are significant and warrant further
consideration by entities interested in commercializing North Slope natural gas. Analyses show that the
TAGS project economics are enhanced by, but not dependent upon the value added options available to
tlie project.

Both the Base and the Lean Gas cases include the costs for a gas conditioning plant on the North Slope, a
pipeline with compressor stations to deliver the gas to Valdez, a facility to separate the hydrocarbon
components at Valdez, and a liquefaction plant with marine terminal at Valdez. The capital costs also
include a fleet of LNG and LPG tankers, plus a LNG receiving facility on the west coast of North
America.

In both cases, the average flow of natural gas entering the TAGS pipeline on the North Slope, including
fuel, is estimated at 2.2 bscfd (billion standard cubic feet per day). YPC has selected a 36-inch diameter
pipeline, with relatively small sized gas compressors located periodically along the route, to
accommodate the 2.2 bscfd flow. The capacity of the 36-inch pipeline can be increased to 3 bscfd by die
addition of gas compression.

YPC’s economic model generates economic parameters from the perspective of the gas producers
assuming that they own the project, and also from a prospective assuming that a group of investors would
own the project and buy the gas from the gas producers. Both perspectives are based upon generation of
after tax cash flows that are used to determine a rate of return on equity for the project. The model
calculates a separate cash flow for the value of the gas purchased from the gas producers after
consideration of royalty, severance taxes, state taxes and federal taxes. Economics for the overall project
including gas purchase revenue are based upon die sum of the cash flows for the project and the gas
purchase value.

YPC has completed economic analyses for the stand-alone projects according to a methodology used by
the Alaska Legislature Joint Committee on Natural Gas Pipelines. This methodology employs adjustment
of the gas purchase price until the return on equity for the downstream infrastructure equals 12 percent.
Per diis methodology, the 12 percent value reflects the value that would be allowed by die U.S. Federal
Energy Regulatory Commission (FERC) fora typical pipeline project.

The project economics are calculated for two scenarios. The first scenario is based upon die assumption
that the North Slope gas producers would own and operate the entire project. "The economics for this
scenario include the value of the natural gas on the North Slope. The second scenario is based upon the
assumption that the North Slope gas producers would not participate in the project and that other
investors would build the project and purchase die gas from die gas producers. This second scenario
reflects the project for which the Joint Committee on Natural Gas Pipelines has assumed FERC would
allowa 12 percent return on equity.



According to this methodology, the economics for the new stand-alone configurations of TAGS are:

Base Lean Gas
Economic summary
Ovwerall project including gas purchase revenue
Return on equity (%) 175 166
Return on investment (%) 126 121
Gas purchase price
Thermal basis-per million btu (S/mmbtu) 0.9 04
\Volume basis - per 1000 standard cubic feet (S/mscf) 115 0.9
Percent of gross project revenues 32 28
Project excluding gas purchase revenue
Return on equity (%, typical FERC) 120 120
Project volume
LNG (MTA-million metric tons per annum) 125 135
Propane (1000 bpd - barrels per day) 100 76
Ethane to petrochemical feed (1000 bpd) 47 none
NGL blended into TAPS (1000 bpd) 17 none

Hydrocarbons are desired for their energy content and thus gas purchase and sale contracts are ultimately
based on a thermal, or btu, basis. Recent discussions of Alaskan gas projects have referred to gas prices
on avolumetric, or mscf basis. The above table expresses gas purchase prices on both a thermal and
volumetric basis determined according to the hydrocarbon content of the conditioned natural gas at the
inlet cfthe pipeline.

The results ofthe economic models are, of course, dependent on the assumptions used for the various
economic parameters and prices. YPC believes that its capital cost assumptions are generally
conservative. YPC estimates the capital costs, expressed in year 2000 dollars, for the Base Case to be:

Shillion
Gas conditioning plant 21
Pipeline with compressor stations 40
LNG plant and marine terminal 39
12 LING tankers 21
4 PG tankers 05
1bscfd LNG receiving terminal on the 04
west coast of North America
TOTAL 130

The capital costs for the gas conditioning plant are based upon those published by the PBU for their
proposed LNG project from South-central Alaska. The capital costs for the pipeline, compressor stations
and liquefaction plant with marine terminal were prepared for YPC by Willbros Inc., Michael Baker, Jr.
Inc., and Kellogg Brown & Roat.



The following product prices, expressed in year 2002 dollars, were used in the economic analyses of the
Base and Lean Gas cases:

$/mrabtu
Natural gas delivered within Alaska 250
LING delivered to North America 325
LNG delivered to Asia 350
Propane delivered to Asia as LPG 4.38
Ethane to petrochemical feed 200
Natural gas liquids to TAPS 3.00*

*Equivalent to S13.87ftanel

The abowve prices are considered as representative of the various markets. The actual prices and market
quantities required to support the project will be determined through negotiations among the various
stakeholders in the project.

The price assumed for natural gas delivered within Alaska is at or below gas prices reported for recent gas
contracts for in-state utility grade gas. The price for LNG to North America is within the range of price
estimates offered by the Alaska Department of Revenue for LNG delivered to this market. LNG ana LPG
prices to Asia, and ethane delivered for petrochemical feedstock are based upon historical trends. The
price of natural gas liquids to TAPS is an estimate reflecting the value after transport to Valdez, but prior
to loading onto the oil tankers.

The project economics Were based upon the following general economic assumptions:

Debt to equity ratio 70/30

Interest during construction and for debt financing 8%

Debt service duration 15 years

Yearly inflation for nominal dollars 25%
TAGS project size

Various projects have been proposed to commercialize North Slope natural gas by construction of large
capacity pipelines from Alaska through Canada to the Lower-48. Some of these proposals include an
option to install a secondary, or spur, pipeline to an LNG facility at tidewater in South-central Alaska
The TAGS project can be configured as a spur project firoma Canadian pipeline and YPC does not
dismiss this as a possibility. The configuration discussed in this document, however, consists ofa stand-
alone project that does not rely upon the installation of a pipeline through Canada.

PBU (Prudhoe Bay Unit) member companies recently presented information for a pipeline project
through Canada to Chicago with an initial volume of4.5 bscfd expandable to 5.6 bscfd. YPC offers no
comment on this proposal other than to adopt it as the PBU gas pipeline project.

PBU member companies presented information to the Alaska Legislature in 2001 regarding a LNG
project fromtidewater in South-central Alaska to Asia. The PBU referred to this 7-8 MTA project as the
“market entry project” and provided capital costs for this configuration. Again, YPC offers no comment
on this proposal other than to adopt it as the PBU LING project.



YPC's new configuration of TAGS is based upon a volume of 2.2 bscfd of conditioned gas entering the
pipeline on the North Slope of Alaska. The preferred scenario, or Base Case, for TAGS s based upon
delivery of 7.6 MTA of LNG (1 bscfd natural gas equivalent) to the west coast ofNorth .America and 5.0
MTA of LNG (0.66 bscfd) to Asia. The remainder of the pipeline gas consists of propane for ultimate
sale as LPG, ethane for extraction and sale to a petrochemical plant, natural gas for sale within Alaska,
natural gas liquids for extraction and sale to the Trans-Alaska Pipeline System, and project fuel.

TAGS is based upon delivery of approximately one fifth the amount of natural gas to the Lower-48
market proposed for the PBU gas pipeline project. The difference is that this smaller volume ofgas is
targeted to the U.S. west coast instead of the U.S. mid-west. Although small relative to the PBU gas
pipeline project, delivery of 1bscfd of natural gas (7.6 MTA of LNG) to the US west coast represents 3
large LNG project.

The TAGS Base Case is based upon delivery of approximately 60% of the volume of LNG specified by
the PBU as the “market entry” project from Alaska to Asia.

The new configuration of TAGS targets market volumes to the Lower-4S and Asia that are less than those
specified by the pipeline and LNG projects recently evaluated by the North Slope gas producers to senve
these respective markets. The new configuration of TAGS differs from these projects in that both
markets will be served simultaneously thereby providing a collective volume large enough to achieve the
economies of scale necessary to support the overall project.

Propane sale via TAGS

The existing production facilities at Prudhoe Bay concentrate propane and other hydrocarbons from
approximately 8.5 bscfd of natural gas produced from the field into a single stream of approximately 0.45
bscfd. This stream is reinjected back into the reservoir as part ofthe enhanced oil recovery (EOR) project
at Prudhoe Bay. The new configurations of TAGS are based upon extraction of propane contained in this
stream with subsequent sale of the propane as LPG to Asia.

The PBU has projected that the enhanced oil recovery project may be completed by around the year 2010
which is the earliest date now projected for the start-up of TAGS. YPC has assumed that the life of the
enhanced oil project may extend past 2010 and has configured TAGS to mitigate the impact on the EOR
project due to the removal of the propane.

Historically, LPG (propane) has commanded a higher price in Asia than LNG. The price differential has
been increasing over the last ten years thus indicating a strengthening LPG market. .Articles in trade
journals (example: “Trade recovery pushes world LPG demand past 200 million tonnes”. Oil & Gas
Journal, June 24, 2002) also indicate a strengthening LPG market. Existing ard recently announced LNG
projects around the Pacific Rim include LPG sales to the Asian market.

The sale of LPG to Asiawill add significant revenue to TAGS thereby supplementing LNG revenue and
enhancing project economics. The propane will be extracted upstream of the liquefaction plant in Valdez
thereby minimizing the size of the capital-intensive liquefaction facilities.

Value added options and Lean Gas Case

The option exists to extract ethane and/or butane along with the propane upstream of the liquefaction
facilities in Valdez. The ethane and butane can be used as feedstock to a petrochemical industry at
tidewater in South-central Alaska. A petrochemical in. ustry would provide new employment and a tax
base within .Alaska and as such represents a true “value added” use of Alaska's natural resources. Similar



to propane, extraction and sale of ethane and/or butane adds value to TAGS by supplementing LNG
revenues.

TAGS can accommodate either a raw gas from ail production facilities or a residue gas leaving the
existing gas handling facilities at Prudhoe Bay. Use of a raw gas may provide for an increase in near tenn
ail production by allowing oil wells that are currently shut-in to be put on-line. The gas from these wells
would simply be sent to TAGS for subsequent disposition via the gas project. YPC has included no credit
for this potential increase in il production in the TAGS project economics.

Avraw field gas contains hydrocarbon components that can be blended into the crude ail flowing through
TAPS (the Trans-Alaska Pipeline System). Hydrocarbons extracted from natural gas and mixed into the
TAPS ol pipeline are refereed to as blendable natural gas liquids or genetically as NGL. YPC has
assumed that if a raw gas feed is used for TAGS the resulting NGL can be removed from the gas in
Valdez and blended into TAPS immediately upstream of the Valdez Marine Terminal. As noted above,
use of araw gas will result in incremental crude oil production at Prudhoe Bay. The relative amounts of
crude oil and NGL tendered to TAPS will be the same regardless of whether the NGL is blended into
TAPS on the North Slope or blended in Valdez. YPC has included revenue from the sale of the NGL in
the project economics since the investment for TAGS includes facilities to transport and separate the
NGL for delivery to TAPS in Valdez.

The TAGS Base Case configuration is based upon successful implementation of all the value added
options. YPC is also considering a fall back s'.enario based upon the assumption that for some reason a
petrochemical industry is not viable in Alaska and a raw field gas cannot be used as feed to TAGS. The
benefits of increased crude oil production and the associated NGL will not be achieved without use ofa
raw gas feed to TAGS. The fall back scenario is refereed to as the Lean Gas Case since it is asstimedthat
residue gas leaving the processing facilities at Prudhoe Bay will be used as feed to TAGS. Some of the
ethane and propane, and most of the butane and NGL, are removed from the gas in the processing
facilities thus the residue gas is “lean” with respect to the amount of these components remaining in the

ges.
Impact on ail production

QOil loss attributed to a major gas sale appears to be tied to the amount of gas removed from the reservoir

and the corresponding drop in reservoir pressure. One would expect relatively less adverse impact on ol
with a gas sa'e 0f 2.2 bscfd to TAGS since this is the smallest of the Alaskan gas projects currently being
proposed. The TAGS project would thus represent a gain in oil production compared to a reference case
of the PBU pipeline project through Canada.

A finite volume of hydrocarbons must be reinjected to recover a prescribed amount of oil targeted by the
Prudhoe Bay enhanced oil recovery project. Areduction in the volume of injectant would defer, not
preclude, recovery of the ail target. A material balance around the conditioning plant proposed for TAGS
shows that use of the COI and butane byproducts can be used to keep the injectant volume approximately
60 percent whole on the rate. The adverse impact on the EOR project is expected to be negligible because
this project will be near or at the end of its life by the time of TAGS start-up, and the byproducts fromthe
gas conditioning plant can be used to mitigate the reduction of injectant volurme.

Availability of energy for use within Alaska

Utility grade natural gas can be made available anywhere along the gas pipeline with the installation of
minimal equipment. The gas flowing through the pipeline will be free of carbon dioxide and water



moisture. A utility grade natural gas can be obtained simply by dropping the pressure of the gas from
pipeline conditions with the advantageous use of heat exchangers, valves, separators and pumgps.

LNG and LPG will be temporarily stored in Valdez. The opportunity exists for transport of these
products to tidewater communities throughout Alaska.

YPC is focusing its resources on development of the basic TAGS infrastructure since without this
infrastructure derivative energy projects within Alaska cannot occur. YPC does not underestimate the
potential complexities involved with serving the diverse energy needs within Alaska. The successful
implementation of an Alaskan energy distribution system based on the TAGS project will likely depend
more on transportation issues rather than the price of the commodity itself. YPC does not see its role as
usurping the function of local energy utilities or the marine transportation industry within Alaska.

YPC fully expects that TAGS will allow various energy projects to occur within Alaska and remains
willing to work with parties interested in developing these projects.

Summary

Through the configurations presented, Yukon Pacific Corporation has demonstrated that there are
significant benefits to be realized by developing a pipeline that utilizes the large, undeveloped gas
resource in Alaska’s North Slope. Yukon Pacific Corporation is ready to work with all parties interested,
and we welcome any constructive input or participation to advance the project.

Questions regarding this document should be sent to:

Ward Whitmore
Director of Project Development
Yukon Pacific Corporation
1400 West Benson Blvd., Suite 525
Anchorage, Alaska 99503
Phone: 907-265-3108
e-mail: wwhitmore@ypc.cora
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Subject: LNG Meeting with Korea Gas Corp.
Date; Tue, 25 Feb 2003 18:37:09 -0900
From: Bill Noll <biU_noll@dced.siaie.ak.us>

F-267

To: Edgar Blaichford <cdgar_blaichford@dceti.siaie.ak-Us>, Frank_Hom- i@gov.state.ak.us

Edgar and Frank:

Per Jim Clark's request 1 took ;S)artin theFeo. 215t naturalgas
discussions with Mr. Kim, Jong-Soolof Korea Gas Corporation.

As | reported telepnonical

ly on Feb. 22nd, the discussions went well.
Following are some pertinent fa

cts.

1.  There were two meetings on Feb. 21st, one aC 10:00 a.m.in tne
offices of Jeff Lowenfels” and Wayne Lewis, and then at 6:30p.m. for
dinner at tne Captain Cook Hotel.

2. Attending the 10:00 a.m. meeting: Noll, Kim, Rep. Fate, Rep.
Harris, Rep. Whittaker, Paul Funs, Scott He worth, John (JCDina (Baum £
Co.), Geoff Urbina, John Bitney (Anch. rep for Baura), and Craig Ricnarda
(from Wahlfartn's firm, on contract to Alaska Railroad for bonding
matters).

3. Attending tne 6:30 p.m. dinner: Noll, Kim, ReE. Whittaker, Funs,
Heyworcn, Doth urDino's, Bltne){, Brad Whitmore (Yukon Pacific), and Bill
Walker. Dinner was hosted by tne Urbina's (Baum i Co.).

Mr. Kim is Senior Executive Vice President and a Member of the Board
Korea Gas Corporation (Kogas). During the course of the meetlnqs he
d that he would be the point of contact for discussions about Alaska
s. All parties had a lively ana positive exchange, Mr. Kim has a
gree from the United States in electrical engineering, and he speaks
glieh very well. He is 56 years ot age.

O MmMecwvwopn
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Kogas now sources gas from Oman, Qatar, Indonesia. Malaysia ana
runei. Mr. Kim sees a need for an added 17mm tons of LNG in Korea in
e 2010 - 2015 timeframe. Kogdi is looking at possiDle sources to fill
at need, including renewing éxisting confracts, new pipeline sources,
d nud-concrnct adjustments. By tne conclusion of the morning meeting
. Kim said ne would now consider Alaska as a possible source for a

on of chat need, citing the united presence of Alaska's Executive
Legislative Brancnes along with tne private sector in pushing for
pr

oject.

6. | notea to Mr. Kim that our Governor has considerable international
and enert};y experience and chat he will no doubt make a visit to Korea
with a strong delegation Dur. not until after the end of the Legislative
session. | cold Mr. Kim that "the Governor uill soon wJp,mnt the memDers
of an authority to worK on the question of our gas. hile | made no
commitments on the outcome of cne auth,orlt)(’s_wor,k, | assured Mr. Kim
chat the commercialization of our gas is ot high interesc.

= o —“w
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=
—
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7. Fuhs ana Urbina presented a very brief overview of tne proposed, LNG
RArOJEQt, citing a price of 53.50 per mmbcu delivered to Korea (CIF). |
r. Kim's comment.” "Good price." Mr. Kim said that Kogas is now paying
from 54.00 to 55.70 per mmbcu CIF.

8. Kogas LNG js. currently delivered by a fleet of 17 tankers (price
S160 - 5175 million each), all built in one of tnree Korean yards ana
operated Dy four Korean $nipping companies unaer long term contracts
vlvzltrgarlﬁ(() ?ss Yukon Pacific figures tnat their export project will need
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S. Mr. Kim scared in both meetings cnar Kogas would discuss a St - 10i.
equity interest in the Alaska project. | assume that this could be
offered an the form of capital goods (such as the ships). Mr. Kim
repeated to me that Kogas could discuss a long term caaualtsient contract
with Alaska, so long a$ the price point risk was equally shared by the
State. No details, of course, but his point was repeated DY him and_ by
me to be sure of the words, and his melanln? uas cieax. (Ffl. the price
point per rambru for international LNG is often peg%ed to a basket of
crudes known as the Tokyo Crude Cocttail or TCC. "Tne LNG price point
fluctuates with tne price of those 'rudes.  Higner crude prices equate
to lowar risk for LNG sellers and .. her prices for LNG consumers.
Lower crude prices equate to the opp Hte, and nerexn is tne need for
risk analysis on cne seller side — s. 1as Alaska.)

10. There were many otnex items discussed, the details of which could
be summari-red b¥] the technical peq[)_le at tne meetings. | can report
that the atmosP ere was quite positive. Tne House members seemed very
encouraged by tne meeting.

11. Frankly, | was also pleasantly surprised Dy Mr. Kim's forthcoming
nature and comments. Tnere are many more thing$ to be done, but this
an encouraalnq Weetm% with one ?f the major LNG end-usgers, Again,
Mr. Kim askea that he be the point of contact at Kogas £or furtncr’
discussions. x departed tne dinner along with Rep. Wnittaker, telling

Mr. Kim that | would see him in Seoul.

12. | spoke wich Paul Fuhs _today[ (Feb, 25th). He aj now in Juneau. |
asketd_ mm to look into inviting Tokyo Gas to Ala. .a *or a similar
meeting.

Best regards. Bill

412220113 4 3] f
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ConocoPhiUips
1 Alaska. Inc,
Wendy D. King

Director, External Strategic

PO Box 100360 - Suite ATO 203A
Anchorage. Alaska. 99310-0360 :

Ehone 407) 2656026
*X  (907) 2656830

May 6,2003

Rep. Vic Kohring
State Capitol,; Cy
Juneau, Alaska 99801

Rr Conot Phillips Supports HB 267 (AnActautbom pitheAlaska Buukoad Corporation to
pm lo finditajgjorthe transportation ofnaturalgas motares.)

Dear Represjittdvc Kohring;

GonocoPhHlips supports passage of HB 267, which authorizes the Alaska Railroad
Corporation to provide financing for a potential North Siope gas pipeline project
CnrixroPhillips’ chrec-prongel strategy to make a gas pipeline through Alaska and Canada a

reality includes the following:

1. Federal legisfc.Jon to streamline permitting;
2. Federal fiscal legislation—which provides insurance against the risk o f extreme price
volatility
3. State fiscal certainty and clarity —which will be progressing with the recently passed HB
16, reauthorizing the Stranded Gas Development Act
7

f ConocoPhilHps is successful in securing these thrift items, we will continue to move
brward on the project. Financing this potentially $2G billion project will be a significant
mcjrity for any company that pursues the Alaska gas pipeline project; and we support the
providing as many tools as possible to choose from when the rime comes. 'While itis
too early to select specific financing vehicles, HB 267 will add a potentially valuable option.

mThank you for being supportive of efforts to commercialize Alaska North Slope Gas.

Regards,

Wendy King

Director, External Strategies
ANS GaS Development
ConocoPhiUips Alaska





