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State Revenue, AGI A Rates:
No Looping, No Full in-fll

The Alaska Gasline Inducement Act

e Without rolled-inrates k1S... . ., . . ... ..
... hor. .. expansion occur. lthey dontT

[AGIA revenue] - [L48 FERC revenue] =

State NPVD5S difference, $2007 (billion)

Case A Case B Case C Expected
State gas first State gas 2nd State gas last Value
$3.50 1.71 1.67 2.18 1.85
$5.50 5.63 5.57 6 .28 5.83
$7.00 8.51 8 .45 9.27 8.75
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Producer Upstream Returns

NPVIO($B) IR R
$4.00 6.1 39.7 %
$5.50 12.1 62.9 %
$7.00 17.8 79.2%

Prices are

real,

$2007,

The Alaska Gasline Inducement Act —

NPVIO per BOE

$0.74
$1.46

$2.15

escalating at 2% /year

19



Worst-Case Producer
Effects of AGI A Rates
e The followving shows Producer upstream
Investment measures given the three
expansions under the Worst case”df no
producer gas Inany of the expansions.

NPVm (SB)  IRR P/j NPVin per BOE % ANPV AIRR % AP/
$4.00 5.8 39.6% 4.1 $0.70 -5.4% 0.10%  -4%
$5.50 11.7 62.8% 7.3 $1.41 -3.3% 0.10%  -3%
$7.00 17.4 79.0% 10.3 $2.10 -2.3% 0.13%  -2%

Prices are real, $2007, escalating at 2% /year



Project C om parison
Producer Net Cash Flow (NPV10)

($35 and $25 oil and 6/1 oillgas ratio)
The Alaska Gasline Inducement Act

Project comparison data from EconOne presentation to LB&A Committee, 6/14/06. EconOne data 21
assumes 100% Producer pipeline ownership; upstream return data assumes 0% pipeline ownership.



Project C om parison
Internal R ate of Return (IR R)

($35 and $25 oil and 6/1 oillgas ratio)
The Alaska Gasline Inducement Act

100%

p@To 9o

i"n~¥n~iiiiirrrrrrnrrriiin irrrrrrrn iiiiiiiiiiiMin'l
75 50 25

Percer lie

Project comparison data from EconOne presentation to LB&A Committee, 6/14/06. EconOne data 22
assumes 100% Producer pipeline ownership; upstream return data assumes 0% pipeline ownership.



Project C om parison
P rofitability Index R atio (PIR 10)

($35 and $25 oil and 6/1 oillgas ratio)
The Alaska Gasline Inducement Act

~ - Alaska Gasline - Alberta (PPT fiscal terms)

6
Alaska Gasline -Alberta (2005 fiscal terms)
5
4
Alaska Gasline - Chicago (2005 fiscal terms)
2
1

50

Percentile

Project comparison data from EconOne presentation to LBEA Committee, 6/14/06. EconOne data
assumes 100% Producer pipeline ownership; upstream return data assumes 0% pipeline ownership.



Worst-Case Producer
Effects of AGIA Rates -NPV

The Alaska Gasline Inducement Act

Frequency Distribution Producer Upstream NPV10

18% i

AGIA - No Expansion
AGIA - w/ Expansion

FERC w/ Expansion

24
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Worst-Case Producer
Effects of AGI A Rates -IRR

e Wa Qouooev

16%

14%

12%

10%

8%

6%

4%

2%

0%

The Alaska Gasline Inducement Act

Frequency Distribution Producer Upstream IRR

0%

10%

20%

30%

AGIA - No Expansion
AGIA - w/ Expansion
FERC - w/ Expansion

R

40% 50% 30% 70% 80% 90% 100% 110%

56.8%
IRR (%)
56.9% 57.0% o5



Worst-Case Producer
Effects of AGI A Rates - VI

The Alaska Gasline Inducement Act

Frequency Distribution Producer UpStream

Ra ¥ Rwaweooy,
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Summary

n—i~ The Alaska Gasline Inducement Act [ S

AGIA rolled-in rates promote competition,

exploration and development.

Given uncertainties, AGIA 's rolled-in rates are

clearly in the state's monetary interest,

Protests notwithstanding, the objective evidence
indicates that AGIA's rolled-in provisions cost
the Producers only modestly and are unlikely to

affect initial investment decisions.
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Overview of “FERC 1ssues

The Alaska Gasllne Inducement Act

FERC S new mandatory expansion
authority

* Not a panacea

AGIA S rolled In rate provisions

e In harmony with FERUC C policy

“Negotiated”Versus “Recourse?” tates

e AGIA requires that negotiated rates do not thwart
the possibility of rolled-in rates, and helps foster

m eaningful pipeline access



FERC S authority to order
expansions Is problematic

The Alaska Gasllne Inducement Act

ANGPA Sec. 105— FERC C can mandate expansion only if
FERZC C finds that several criteria are first met, including:

1) No “rate subsidy”

2) No adverse effect on “financial or economic viability” of
project

3) No adverse effect on “overall operations” of project

4) Cannot diminish the “contract rights of existing

shippers to previously subscribed certificated capacity

5) Find that adeguate downstream <capacity exists or will

e xist



Section 105 provisions
invite lrtigation

' The statute is unprecedented

hbeen tested in court.

The Section 105 criteria are

ambiguous, and fertile ground

Litigation necessarily involves:

1) Delay

2) Uncertainty

The duration of delay is likely to

in years, not months

The Alaska Gasllne Inducement Act

and has not

potentially

for litigation.

be measured



AGIA avoilds Section 105 A\

The Alaska Gasllne Inducement Act —

e AGIA requires the licensee 1o:

1) Regularly test the market for new capacity;
2) Expand in reasonable engineering increments;

3) Expand under commercially reasonable term s

e AGIA thus avoids uncertainty/delay of
Irtaigataon.



FERC Rolled-sn Rate Policy /?
In Alaska b

_ The A'aska Gaslinc Inducement Act

v 2004 ANGPA mandate to FERC

- Open season regulations should: “promote
competition in the exploration, development and

production of Alaska natural gas.” (8103(e)(2)(b)).

+ FERC's implementation of that directive:

- “incremental pricing of expansion could put expansion
shippers at a significant rate disadvantage compared
with initial shippers, and accordingly could discourage
exploration, development and production of Alaska

natural gas.” (Order 2005 at 123)



FERC Rolled-in Rate Policy
In Alaska

The Alaska Gasllinc Inducement Act

« FERC’'s Open Season regulations provide a
rebuttable presumption in favor of rolled-in rates.

o This departure from lower-43 policy was in
recognition of Alaska’s unique circumstances.

“O ur existing lower-48 states policy favoring

increm ental rates for expansions does not apply in
the case of an A laska natural gas project. T here is
likely to be only one A laska pipeline so there will be

little or no opportunity for com petition betw een

oipelines.” (O rder 2005 at 123).



FERC Rolled-in Rate Policy
In Alaska

The Alaska Gaslinc Inducement Act

« A rate increase is not necessarily a subsidy.
(see, order 2005-A at 50).

“An alternative ...definition of subsidization could b e
w hether the expansion rate is no higher than the
actual initial rate or of an initial rate w ithout built in

subsidies.” (O rder 2005-A at 4 9)

o FERC leftopen the question of whether to allow
rolled-in rates to a level that is no higher than
the initial rate without subsides.

o Total Government contributions (“built in
subsidies”) reduce rates by more than 15%



Government Rate
Contributions: Summary

The Alaska Gasline Inducement Act

Government contributions total about 250, and
reduce initial rates from $2.25 to $2.00

Initial rates are therefore subsidized by
government by about 12.5%

But owners of Gas Treatment Plant also get a
Federal Investment Tax Credit

If this subsidy is included then total government
subsidies exceed 15%



FERC Process

The Alaska Gasllne Inducement Act

“A pipeline company

PROPOSES

But the FERC

DISPOSES.

(an old industry adage)

10



KJ

FERC Process /A\ !

The Alaska Gasllne Inducement Act

AGIA does not intrude on FERC's authority

AGIA requires the licensee to PROPOSE rolled-

In rates

FERC will DISPOSE

AGIA prevents Producers from negotiating rates
with themselves (or others) that preclude
collection of rolled-in rates



“Negotiated” versus §
“Recourse” rates

The Alaska Gasllne Inducement Act

Recourse rates:

Old fashioned, cost-based, just and
reasonable rates established In FERC rate

proceedings.

All shippers must have access to recourse
rates as an alternative . negotiated rates
... recourse rates are a “lifeline”).



“Negotiated” versus
“Recourse” rates

The Alaska Gasllrse Inducement Act

Negotiated Rates

Negotiate rates are just that. Negotiated

Virtually anything can be negotiated

Negotiated rates are now the norm for new
pipeline capacity in the Lower-48

13



FERC regulates recourse
rates, not negotiated rates

The Alaska Gnsllne Inducement Act

FERC sets recourse rates through
regulatory process

Shipper and pipeline set negotiated rates
through commercial process

14



AGIA’s restrictions on
negotiated rates

i, The Alaska Gasline

AGIA requires commitment by licensee not to
enter negotiated rate contracts that preclude
rate increases due to roll-in of expansion costs
up to 15% above original negotiated rates.

By spreading expansion costs over all billing
determinants, AGIA ensures that rolled-in rate
treatment can - as a practical matter - Dbe
offered to expansion shippers.

15



A ppendix
N egotiated rate exam ple

(R ockies E xpress)
- The Alaska Gasline Inducement Act

Rockies Express Open Season Notice (for
zone 3 “end-to-end” service):

1. Estimated “recourse rate:” $1,427.

2. Negot. rate (fixed rate, non-Anchor
shipper). $1,094

3. Negot. rate (adjustable (depending on
price of steel), non-Anchor shipper):
From $1.04 to $1.14

16



A ppendix
N egotiated rate exam ple

(R ockies E xpress)
—_ —_ . The Alaska Gasline Inducement Act

Negotiated rates are for life of contract
(minimum 10 years).

No risk of rate change due to cost overruns,
changes in volume commitments, cost of
capital, etc.

17



A ppend.ix

B reakdow n of E ffects of

G overnment Contributions o0on R ate s

The Alaska Gasline Inducement Act

. B ase rate: AIl government contributions included

- For a pipeline into Alberta, tariff = $2.00

. Federal loan guarantee: reduces cost of debt

- W ithout loan guarantee, tariff rises to $2.10

. A ccelerated depreciation: 7-year vs. 15-year
- W ith 15-year depreciation tariff rises to $2.19
. A GIA contribution: $500 million reduces rate b ase

- W ithout AGIA contribution, tariff rises to $2.25

18



e C ase A ssum ptions for

R ates to A Iberta

The Alaska Gasline Inducement Act

B ase rate assum es the following government subsidies:

- Federal loan guarantee (assumed here to reduce debt costs by 0.75% )

- Accelerated 7-year tax depreciation (part of Federal enabling legislation)

- AGIA contribution of $500 million (50% wuntil open season, 80% after)

A nd assum es further:
- 70/30 debt/equity ratio
- 14% ROE
- 6. 5% cost of debt
- 30 year depreciation schedule
- 25-year FT contracts
- Cost input price escalation at 2% /year
- Pipeline cost to Alberta of $20.5 billion ($2007)

- Rates calculated on a levelized cost of service basis

19



A ppend.ix
Federal L oan G uarantee:

V alue is S cenario-dependent
- — The Alaska Gasline Inducement Act

Alaska Natural Gas Pipeline
I Value of [federal] loan guarantee offers significant benefits

150-200 bp savings

Presentation from Goldman Sachs to State of Alaska on June 3, 2004
"Partnering and Risk Allocation Strategies for the Alaska Natural Gas Pipeline”
Assumes creative use of loan guarantees to achieve maximum benefits

Federal Loan Guarantee could reduce taxable yields by approximately 50

basis points.
Presentation from JP Morgan to Legislative Budget and Analysis Committee, June 16, 2004
"Interim Hearings: Alaska Natural Gas Pipeline Issues"
Assumes underlying credit rating of A, at most 60% debt

“...application of the DOE Guarantees to Alaska LLC’ debt will probably lower the
cost of borrowing with respect to such debt by approximately 50 to 100 basis

points, depending on market conditions.”
Dept, of Revenue, SGDA Contract FIF

20



*£005027>9-3065 Issued hy FERC OSEC 02/09/2005 in Docket#: RM05-1-000

110 FERC 1161,095
UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Pal Wood, Ill, Chairman;
Nora Mead Brownell, Joseph T. Kelliher,

and Suedeen G. Kelly.

Regulations Governing the Conduct of Open Docket No. RM05-1-000
Season for Alaska Natural Gas Transportation
Projects

ORDER NO. 2005
FINAL RULE
(issued February 9, 2005)

1 The Federal Energy Regulatory Commission is amending its regulations to
establish requirements governing the conduct of open seasons for capacity on proposals
to construct Alaska natural gas transportation projects. This Final Rule fulfills the
Commission’s responsibilities to issue open season regulations under section 103 of the
Alaska Natural Gas Pipeline Act (the Act), enacted on October 13, 200*1.'

Section 103(e)(1) of the Act directs the Commission, within 120 days from enactment of
the Act, to promulgate regulations governing the conduct of open seasons for Alaska
natural gas transportation projects, including procedures for allocation of capacity. As
required by section 103(e)(2) of the Act, these regulations (1) include the criteria for and
timing of any open season, (2) promote competition in the exploration, development, and
production of Alaska natural gas, and (3) for any open seasons for capacity exceeding the
initial capacity, provide for the opportunity for the transportation of natural gas other than
from the Prudhoe Bay and Point Thomson units.

1 Public Law 10S-324, October 13, 2004, 11S Slat. 1220.
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G. Rate Treatment for Expansions

111. As noted above, one of the issues that received substantial attention in the prc-
NOPR comments is whether the Commission should require rolled-in rate treatment for
Alaska pipeline expansions. Although the NOPR’s proposed regulations are silent on
this subject, the NOPR requested comment on whether, in the event the Commission
issues regulations with respect to the Commission’s authority to require expansion of any
Alaska natural gas transportation project, those regulations should address the rate
treatment (rolled-in or incremental) of any such expansion.

112. Other than the North Slope Producers and Alliance, there is much support for
rolling-in the costs of both voluntary and involuntary expansions, although there is
disagreement about when the issue should be resolved. ChcvronTexaco states that the
subject of appropriate rate treatment for expansions is a subject deserving of substantial,
detailed consideration that should be addressed after dealing with the more pressing task
of issuing the open season rules. Northwest Industrial Gas Users also believes that the
issue can be addressed later. Alaska agrees that expansion pricing is a complex subject
that should be examined thoroughly, and asserts that instead of addressing the issue in
this rulemaking, the Commission should issue a notice regarding expansion 'ate treatment
for Alaska natural gas transportation projects in early 2005. Alaska observes that the
arguments in support of rolled-in pricing are strong, but suggests that rolled-in pricing
might not be appropriate in all circumstances. Alliance believes that because the
appropriateness of rolled-in or incremental rate treatment for any expansion should be
made on a fact-specific basis, and not by rule that predetermines, before the
circumstances of a given expansion are even known, how that expansion should be

priced.

113. Pacific Star and Alaska Venture Capital state that the Commission should give an
early indication that it will support rolled-in rates for expansions of any Alaska natural
gas transportation project. Pacific Star states that it agrees with the statement at the
technical conference by TransCanada, ANGDA, Anadarko, BLM, and MMS that rate
uncertainty will discourage exploration and development and that expansions of the
pipeline could present widely varying rale consequences. Pacific Star also states that
concerns over existing shippers’ subsidizing rolled-in expansions should be weighed
against the facts that initial shippers are benefiting from substantial subsidies through the
$18 billion loan guarantee and a 7-year accelerated depreciation. Alaska Venture
Capital/Brook Range similarly believes that the Commission should give an early
indication that it will support rolled-in pricing under scenarios outside the Commission’s
existing policy, under which the Commission approves rolled-in rates only where the
rolled- in rate is equal to or less than the existing recourse rate. According to Alaska
Venture Capital/Brook Range, a policy calling for different rates for similar services
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would place explorers and smaller producers at a competitive disadvantage. This would,
in turn, discourage exploration and development of Alaska natural gas, contrary to the

mandate of the Act.

114. TransCanada, MidAmerican/AGTA, and DOI encourage the Commission to adopt
a rebuttable presumption favoring rolled-in rales. TransCanada states that any shippers
concerned about the effect of such treatment can seek to avoid it through negotiated rates.
MidAmerican/AGTA qualifies its support for this presumption by stating that the
presumption should apply only to reasonably-engineered increments of mainline
expansions supported by long-term contracts similar to those supporting the initial
project. DOI states that rolled-in rate treatment is more equitable to future shippers, and
that, because Canada has adopted rolled-in rates for expansions, it would provide rate

consistency for the entire system.

115. Alaska Legislators, Anadarko, Shell, Calpine, Arctic Slope, and Doyon all contend
that rolled-in pricing should be required for pipeline ex- nsions. Alaska Legislators
contend that incremental treatment for expansions would discriminate against expansion
shippers who, merely because of the timing of their capacity needs, may pay higher rates
than initial shippers. This, according to the Alaska Legislators, ignores the fact that the
need for expansion is the consequence of the demands of all shippers. Alaska Legislators
state that the Commission must balance the interests of the existing customers against
interests of other stakeholders in determining whether or not pre-existing shippers should
get the benefit of rate decreases for expansions that lower the average per unit cost of
transportation, but face the possibility of rate increases that increase the average per unit
cost of transportation. Alaska Legislators also note that the current Commission policy
on expansion pricing was developed to address pipeline to pipeline competition, which
will not arise in Alaska.

116. In addition to arguing that incremental rates operate to discriminate against
expansion shippers, Alaska Legislators argue that the prospect of incremental rates will
also act to reduce competition and impede the development of Alaska natural gas.
Alaska Legislators state that exploration and development of Alaska reserves requires a
long lead-time due to seasonal restrictions and the remoteness of the resource. '7 Alaska

* Alaska Legislators refers to a statement made at the technical conference by Jeff
Walker, of DOI's Mineral Management Service that it takes at least nine years for an
exploration project to mature into production.
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Legislators contend that this long lead time makes it difficult for an explorer tojudge
when it is feasible to commit to capacity on the pipeline. The result, state Alaska
Legislators, is that the explorers and developers may be deterred from investing the large
sums required to drill for Alaska natural gas, when they are unsure whether their future
capacity needs will be met at a time when inexpensive expansion through increased
compression will be available, or whether the expansion they require would involve
costly looping. The Alaska Legislators also argue that Canada has a long-standing policy
of requiring rolled-in rates for expansions which could make exploration in Canada much
more attractive to exploration and production companies.

117. Anadarko, also convinced that expansions under section 103 of the Act must be
priced on a rolled-in basis, argues that this is critical to avoid a rate structure or policy
that discriminates on the basis of time of entry onto the pipeline. Anadarko maintains
that it is important to establish this requirement in the initial open season process in order
to inform those prospective shippers that their rates might increase as expansions are
rolled-in. Alaska Legislators provide a history of the Commission’s expansion rate
policy, varying over time in order to address different goals as deemed necessary to
address changing market dynamics. In short. Alaska Legislators assert that the current
Commission policy favoring incremental expansion rates seeks to address issues of
competing pipelines, competitive markets, optimal construction, and protecting captive
customers, all valid considerations of the market setting in the lower 48 states, but wholly
inapplicable to an Alaska natural gas transportation project or the Alaska market.
According to Alaska Legislators, the Act instincts the Commission, through its open
season regulations, to focus on reducing barriers, not to competitive markets, but rather,
to entry in exploration and development of Alaska natural gas. Alaska Legislators
conclude that to achieve this mandated goal, the open season regulations must be revised
to include rolled-in pricing as one of the criteria for open seasons for pipeline expansions

118. Shell and Calpine also argue that Commission’s 1999 pricing policy for
expansions has no application to the circumstances of an Alaska natural gas
transportation project where there is no clement of pipeline competition or preventing
overbuilding. Shell is concerned that companies might not invest hundreds of millions in
exploration and development costs if they may have to pay for expansions on an
incremental basis, while competitors benefited from earlier, inexpensive expansion.
Calpine stresses that since an Alaska natural gas transportation project will be called to
transport all Alaska gas, notjust gas from Prudhoe Bay and Point Thomson reserves, a
larger picture is required in assessing any policy against subsidization. Calpine maintains
that an Alaska pipeline should be viewed as a 10 Bcf/d pipeline that will be built, in
phases, over time, as opposed to a 4.5 Bcf pipeline that might be expanded from time to
time. Under this picture, shippers on the first phase facilities will benefit from lower
initial rates due to the Act's loan guarantees, however the Act was not only concerned
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with facilitating the development of a project that carries Prudhoe Bay and Point
Thomson production to market, but also the development and transportation of Alaska’s

unproven reserves.

119. Arctic Slope is also concerned that unless rolled-in rates are mandated, there may
never be an expansion of the pipeline beyond capacity created through infill compression
and added compression horsepower. Arctic Slope estimates that rolled-in rates for
expansions would probably be only a little higher than the initial rates since expansion
costs would be borne by the entire pipeline throughput. However, the impact of
incrementally-priced expansions on the incremental shippers, which would be based
entirely on the incremental throughput quantities, would be very severe.

120. Alliance and the North Slope Producers assert that rates for expansion should be
determined on a fact-specific, case-by-case basis, not on a pre-determincd, rolled-in basis
under the open season rules. The North Slope Producers stress that absent information
regarding design, timing, and other project attributes, it would be inappropriate either to
require or to favor rolled-in rates. In addition, the North Slope Producer? “oint to section
105(b)(1) of the Act wherein, they state, Congress identified either rolled-in or
incremental rates as appropriate for mandatory expansions. They add that if rolled-in
rates were made applicable to voluntary expansions in the final open season rule, the
result would be that such expansions would become involuntary and they would be

discouraged.

121. Additionally, the North Slope Producers state that the Commission’s existing, fact-
specific policy recognizes the risks inherent in major infrastructure projects and seeks to
prevent uneconomic pipeline expansions, as well as subsidization by existing customers,
and should not be lightly discarded. Responding to the assertion that the NEB requires
rolled-in rates for Canadian expansions, the North Slope Producers state that altho 'h
NEB has adopted rolled-in rates in expansion cases, NEB addresses the issue on a ase-

by-casc basis.

122.  Finally, the North Slope Producers claim that explorers do not require absolute
rate certainty in order to decide whether to participate in open seasons: an anticipated
range that supports future economics is sufficient. On the other hand, the North Slope
Producers slate that initial shippers who fear that they may be called on to subsidize
future shippers may not bid for initial capacity. In 'his connection, the North Slope
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Producers contend that one of the Commission’s goals is to protect captive customers
from rate increases arising from costs unrelated to their service, resulting in rate
uncertainty and increased contractual risk.

123. In this rule, the Commission does not adopt a firm pricing policy for future
expansions of an Alaska natural gas transportation project, but we do take this
opportunity to provide guidance on this important issue, as it will assist participants in the
initial open season. We conclude that there should be a rebuttable presumption in favor
of rolled-in pricing for project expansions. Our existing lower-48 states policy favoring
incremental rates for expansions does not apply in the case of an Alaska natural gas
transportation project. There is likely to be only one Alaska pipeline, so there will be
little or no opportunity for competition between pipelines. Incremental pricing of
expansion could put expansion shippers at a significant rate disadvantage compared with
initial shippers, and accordingly could discourage exploration, development and
production of Alaska natural gas. Having markedly different rates for similar service
could be in conflict with one of the chief objectives of the statute, which is to encourage
further exploration and development of Alaska natural gas. On the other hand, consistent
with the arguments of a number of commenters, a presumption in favor of rolled-in
pricing may spur investment in and development of Alaska reserves, and the ultimate
delivery of that gas to the lower 48 states.

124, We cannot at this point, without a specific project proposal or the facts
surrounding a proposed expansion before us, define exactly what will be required to
overcome the presumption. As a general matter, we have historically not favored
requiring existing shippers to subsidize the rates of new shippers. We do not intend to
discard this principle, but rather to indicate that we will not lightly authorize expansion
rates that would have an unduly negative impact on the exploration and development of
Alaska reserves. Witnesses at the technical conference acknowledged that defining
subsidization is difficult without specific facts to review, and that fact was restated in
several of the comments filed. We agree. But a basic observation may be useful here.
For example, a rolled-in expansion rate that is less than or equal to the rate paid by the
initial shippers would not be considered a subsidy. Whether a rolled-in expansion rate
that is hiuher than original rates is a “subsidy" is a question that necessarily would have
to be reviewed in the context of a future NGA section 7 filing. At that time, Pacific

"HSee, e.g., Transcontinental Gas Pipe Line Corp. 106 FERC 61,299 (2004).
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Star’s arguments relating to whether the federal government’s loan guarantees and
accelerated depreciation amount to a “subsidy” of initial shippers’ rates may be raised.

125. In conclusion, to provide guidance to potential shippers in advance of the initial
open season that is the subject of this rule, the Commission intends to harmonize both
objectives (rate predictability for initial shippers and reduction of barriers to future
exploration and production) in designing rates for future expansions of any Alaska
natural gas transportation project. It is consistent with onr guiding principle that
competition favors all of the Commission’s customers, as well as with the objectives of
the Act, to adopt rolled-in rate treatment 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.

126. Anadarko states that the open season regulations must prohibit pipelines from
bundling ancillary services with transportation. In particular, Anadarko is concerned that
sponsors might include in a tariff and an open season the bundled cost of a gas
conditioning plant that would extract C02 despite the fact that such extraction would not
be required of gas from many new Alaska gas fields which likely will be of pipeline
quality. MidAmerican/AGTA and Enbridge agree that the open season process should
preclude applicants from tying receipt of capacity to taking ancillary services, such as g«.,
conditioning, treating, or processing. TransCanada simply states that it has no objection

to proscription of tying.

127. DOl and MidAmerican/AGTA agree that rates for ancillary services should not be
bundled with transportation rates. However, DOI contends that the State of Alaska
should address the need for rules concerning non-discriminatory access to gathering and
other production-related facilities, whereas MidAmerican/AGTA claims that the
Commission should assert and jurisdiction over gas treatment plants and require separate
open seasons and cost-based tariff structures for gas processing. On the other hand, the
North Slope Producers contend issues of tying or bundling of services can be dealt with
through established Commission processes and policies at the appropriate time, and need
not be addressed in the open season. Alliance views the tying issue in the context of
requiring designated downstream capacity, and suggests that as a practical matter, that
should not be prohibited.

128. The Commission is stating in the final rule at section 157.34(c)(6) that the open
season notice must contain an unbundled transportation rate. Moreover, section 157.34
(c)(10) prohibits a prospective applicant from requiring prospective shippers to process or
treat their gas at any designated facility. The Commission is satisfied that it can address
any other discriminatory conduct in connection with gas quality requirements or other
ancillary services through the provisions of section 157.35 in conjunction with existing
Commission policies and procedures.
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Tanana Chiefs Conference
AGfA Project Labor Agreement Resolution

WJierous; Tnnana Chiefs Conference represents forty two sovereign Alaska Native Tribes
whose Lriba! lands include the majority ofright of way for any and nil of the proposed
southern route gas line projects being presently considered, and o
« 0
Whereas, Tnmum Chiefs Conference represents a large potential workforce of underutili/.ed

tribal members, both male and female, skilled and non-skilled, and

Whereas, Tatiana Chiefs Conference has a sincere desire to build the capacity and skill levels of
that workforce Ib help address village infrastructure construction projects and bring
increased economic opportunity to its tribal members both now, and in tire future, and

Whereas, Tamma duels Conference and some of its sub-regions and tribes have negotiated
project, Irit 'l and oilier collective bargaining agreements with some of the
construction unions, mainly with die Laborers Union and Operating Engineers, with
vety positive outcomes, and _ ]

Whereas, As aresult. Tanana Chiefs Conference has seen n marked increase in participation by
its tribal members with regards to job opportunities, training programs and
apprenticeship programs along with pension plan participation and medical plan
tpnitidpaiiun above and beyond IHS coverage, and .

Whereas, Tanana Chiefs Conference is fully supportive of Alaska Nalivchire and Alaska Local
hire on whatever gusline project is finally decided upon, and

Whereas, Tanana Chiefs Conference members supports construction project agreements that
along with skills training, pension plans, and medical plans will deliver enforceable
Alaska Native, and local, hire language for the construction of whatever gusline
project is decided upon, and T

Whereas, Tanana Chiefs Conference docs not want to repeal what happened during the Trans
Alaska Pipeline System Project regarding Alaska Native preference opportunities by
not being a part of a comprehensive Project I-abor Agreement at the project’s
inception, and

Whereas, Governor Palm's AGIA bill calls for a negotiated Project l.abor Agreement for
whatever gusline project is finallv decided upon, and

Whereas, Tanana Chiefs Conference has recognized that in light of applicable case law, the
best vehicle to define real Alaska residency and real Alaskan Native status lo ensure

4 Kid4wW H ««
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preference and participation for ils tribal members on any proposed gasline project is
Ibrough a Project Labor Agreement,

Therefore Be It Resolved:;

« * " »

That the Tanana Chiefs Conference supports the Governor Sarah Palin’s ACRA plan amendments as
long as there Is a Project Labor Agreement that contains as one of its tenants, enforceable project - ,
participation preference for qualified Alaska Native p.n des in numbers and percentages that are 1
generally reflective of the population demographies of the Slate of Alaska at the Lime the project me

begins, v , . .
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N o producers No pipeline !
Project is too risky - too big, too com plex, too

ex pensive -to move forward without producers
Potential gas buyers see no producers as no progress

- Buyers’”dilemma, switch to coal, go off-shore or wait for Alaska?
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Industry Capital Spendin
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Tlie oil & gas industry will invest over
Investment of $125 billion $40 billion in capital In Canada in 2006

Northern Canada .
International
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revenue, long term growth

- Extensive new pipeline
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Binding shipper commitment is required prior to

on regulatory applications

- Not commercially prudent to assume producers will show, or that gas

“acquired?”

- Risk too high even with government cost sharing

Even binding shipper/pipeline agreements

including:

An acceptable FERC Certificate

- Acceptable Financing

- Shipper resolution of Alaska state taxation

- Defined project milestones / timing

An unconditional commitment to proceed
- Regulatory certificates may have conditions

- Events between application and certificate

will have

issues

spending significant $ s

can be

conditions

will not happen

making project uneconomic

could make

project uneconomic



No company has the exclusive rightto build a
pipeline to ship Alaskan gas in Canada

2 O ptions to Permit the Project Through C anada
N P A NEB - CEAA
Northern Pipeline Act passed in 1977 Modern, efficient and transparent regulatory
Socio-economic baseline impact developed Process
late 1970s Dove-tails with FERC
Certificates of Public Convenience and Consistent with NAFTA

Necessity issued to Foothills Pipeline to
build the Can portion of the Alaska Natural

Gas Transportation System proposal. First Nations participation

Contemporary, well understood processes:

Enshrines a 30-year old project never : :
. Environmental assessments and practices
undertaken that has now significantly P

changed Economic benefits through open competition



“As we move forward, lam guided by five principles that I believe can be

applied to all pipeline decisions:

- First, they must not interfere with market forces. W e will let the

market decide.
- Second, our decisions must be supportive of a modern regulatory regime
- Third there must be a project management approach
- Fourth, the pipelines must support Aboriginal economic development

- Finally, decisions must ensure that Canadian benefits are realized?”

Honourable Jim Prentice

Minister of Indian Affairs and Northern Deve'opment
Presentation to Canadian Energy Pipeline Association Annual Dinner

May 2006



E nbridge believes:
. Outstanding fiscal issues are the project’s “elephant in the living room.”

An unconditional commitment to advance the project is not achievable

AGIA will best serve Alaskans if it allows for the creativity and innovation that

drives the market place.

Government financial assistance is not essential

Government can achieve key goals without adding to regulatory process
Canada will be ready for this project

Alaska should ensure that itdoes not create a process that is all about

process
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Alaska Natural Gas Pipeline

Enbridge Irc."sassessment of issLes pertainirg to the Canadian portaan of the Alaska Pipelire

Background Of The Northerm Pipelire Act CN\PA)

In the mid-1970% the Uniited States and Canada sufferad from sigificant energy shortages and
sty concerms. The two aauntriies agreed that greater energy supply and ssaurity ooulld be
achieved through the development and costructian of a pielire tretwould trargoort retural gas
fran Alad@a™s North Slope through Canada 1o the loner 48 states. This agreement was embodied
inan exchange of diplaratic kettas between Canada and the Uniited States (@liectinely, the
"Treaty *), which set aut the size and pressure of the pigelire, the fisal regine tretwas togoply
and the raute alag which the pipelirewas to be huit

In 1978 tre Govermment of Canada passed the NPA norder to faalitae tre planing and
axrstruction of tre pipelire tret Canada and the Lhiited Stattes had agreed 1o nthe Treaty; n
fax, tre Treaty i includsd as Annex o the NPA.

In Enbndge”s view, the NPA isgxcific to the pipelire contenplated inthe agreement between
Canada and the U.S. sstaut ntie Trecy; indsed, the definition of” picel ire” inthe NPA means
"the pipelire fathe tramsmission of retural gas fram Alaska across Canada alog the route set
aut nAnnex 1(tre Treaty] tothe Agreament. . " Accordinglly, the cefiniian of " pielire " nthe NPA
camot be separated fram tre pipelire refarrad o nthe Canada-U.S. agreement. They are one
and ttesame.

ks iInportant 1o recognize trat this isdll trat the NPA does. kot an amilbus statute dealling
with the development of rorthem pielines gererally or even a gareral statute dealling with tre
trangoortation of Alaskan gas through Canada, Eoally nportantly, the NPA does not make any
changes 1o the powers of Canada™s Natiaal Energy Board ('NEB”) to cosicer alterretine
intermatiaal pipelines fran Alaska o or through Caneda.

h 1978, naottamplation of the castructaon of “the pcelre”, saveral Gartificates of Rblic
Convenience and Neaessity (CPCNs'™) were 1ssued pursuant tothe NPA. Under the terms of the
Treaty tha pipelirewas 1o be finided by 1983. Honever, because of danging economic
ciraustances, oy tre " Preduilld* portias of tre project defined ntte Treaty were hult

No Party Has BExclusive Rigts To BulldA Pipelire InCanada To Trangport Alaskan Gas

There Bno reference nthe NPA (@ nany other piece of Canadian legiskation ttetwe are anare
of) tret prchibits the development of an altarrative pipelire o ship r. iskan gas through Canada.

Erbridge does rot disoute tret the ridis granted under the NPA are eclusive, but those ridits
do rot preclude pragressing another project under the Natiaell Energy Board /Canadian
Eviromental Assessment Act

The NPA IsProject Secific

The NPA was passed norter toginve effact to the Treaty. The Treaty cottenpllates avery
gecific pipelire pogect, ngtdown to geecifyirg the fisal riegine,, te route o be folloned and
the goerating pressures and the diareter of pipe to be usad. Reference 1o the pipelire goscified
ntre Treaty sthen used nthe NPA todefire the term “pipelire” farthe purposes of e NPA. N
Erbridge”™s view, the CPCNs are rota gareral authorization far the castruction of " 9 pielire



fran Alaska through Canada -the CPCNs are at most a partial auttorization far the costruction
of tre pipelire gecifiad inthe Treaty.

The progject aurrentlly envisioned ot the pipelire goecified intre Treaty. For exarple, tre
Treaty seecifies a pipelirewrth an il cgpecity of 2.4 lcfd, whille aurant proposalls contenpllate
an nitel capecity of about 4.5 befd. The Trealy goecifies 54 dianeter pipe vwhile aurent
proposals cotenplate 48 or 52°°diareter pige. The Treaty oecifies 1120 psi pressure. Qurnrant
prgposals contenplate 2500 =. Ihaddition aunvant prgposals contenpllate a differant termiretion
pointand incluce liquics nthe gas strean. Indart, the auvant proposal ssigwficantdy diffaat
then the pipelire approved nthe CPCNs.

Absent formal amendments, kEsquesticreble whether variatias coulld ¢ cur under the Treaty.
History supports this view. For exanplle in 1978 the Govermments of Canada and the Unirted
States believad tnecessary to execute an amendment to the Treaty when they deciided O
change the pipe diareter fron 56" o 51"

Ihaddtion ishould be noted that historically the NPA  has ot covered dll necessary falities. For
examle, the NPA did not goply to the decarpression / reconpression fdlity tretwas rstalled
nthe Bte 1990"s at Empress Alberta, as partof the Pre-uilld system. That fallitywas approved
under the NEB prooess.

CPCNs

Whille there B0 "'aunset clase” oreqiry date nthe NPA,  itshoulld be noted thet such
lagislation nCanada rarely includes exiry dates.

CPCNs can lgese ot exercised na tinely fashion, or fother fectors have intenaed.

In this particular case:
@® The CPCNs are s.hject toaxditias, includirg Schedule Mof the NPA

Gonstruction of the project cannot Start tonorrow. Under Schedulle llofFtteNPA, a
number of coditias need 1o be satisfied before the CPCNs can be rellied yoon.

One of the codirtians (&.13) of Schedulle Wl recuires the fillirg of contracts between
producers and shippers and between shipeers and the company [tte holder of the
CPCNs], Thismakes shipper support aiitical 1o the hollder of the CPCNs.

The codirttias nSchedulle W also inclucke the requirement to goply farand recene di
necessary regullatory goprovals required far thework (s.17). Such goprovals would
iclue, farexanple, land use pemits, water use pamits, fideries auttorizatias,
an%l%ble waters authorizatias and tinber attirg pemirts inthe Yukon, British Colunbia

The Northem Pipelire Agency, which adni <the NPA, does ot isse these
necessary regulatory goroals; treyare B K der any number of other Canadiian
Acts, including the Canadiian BEviromental v e, -ssrent Act and the Yukon
Envirommental and Socio-economicAsr - m tAct. Under the NPA, each gooroval
would require itsown parel. Lhlikeanu \- _NEB piocess, the NPA offersno
gaoortuninty to coordinate feckeral and pro\ 1L denviromental reviens and does ot
inclucke the statutory advantages ofmodem regulatory schemes. The NPA arid tte
Northem PlpellreAgency have no authority tooerride provircial juristiciion n
enviromental natters



The CPCNs were granted in an era of limited environmental review

The enviromental review ttetwas carpleted when the CPC, kswere arigirally granted
would rot, nBEbridges view, meet aurant standards farenviromental reviens. Inobed,
when tre arigiral enviromental revievwas done #was carpleted under an
Eviromental Assessment Review Parel (EARPY), a process trathas since been
replaced by processes under tte Canadian Bwviromental Assessment Act. At tre tine,
the EARP parel recommended rejectian of cartain routes and concluded thet: itdid not
have enough informatian on which tomake a decision. As Bnbriidge understands i twas
anlywhen the federal govermment firdlly overroce the panel and ordered to recansiider
its rejection of cartain routes tretgpproval was achiieved.

Stridter standarts are nplace toohy.

@  The CPCNs were granted priarto Canadian aourts esteblishing rulles requirirg
araultation with Arst Nations whenever adtimities take pllace in treirtraditicel or

teaty lats.
Canada”s recognirtian and protection of the rights of itsaboriginal people has changed.
From the early 1980"s a series of court decisias have recognized and upheld the

arstitutical ngts of Canada™s ArstNations to be cosulited na comprehensive
manner whenever development actavities are proposed within tresr treditioal lads or

treaty aress.

@) The NPA and the CPCNs are inoosistantwith modermn interratical trace
agreements

The NPA pre-cates the North American Free Trade Agreement ( NAFTA'™) and was rnot
exempted fram the gplication ofF NAFTA when NAFTA was brought into force n 194.

Schedule M ofthe NPA, which sets aut the conartias which must be met priar tobeing
able torelyon the CPCNs, reguires (nArtacke 10) thet Canadian content be maximized
as faras practaceble and that max imum advarntage be taken of qyortunirtaies provided by
tre pipelire to esteblish and expand sypliers nCanada tretcan make a lag term
antribution o tre Caradian rdstrial bese. A rgport must be suomintted specifyirg how
tre requiramentwilll be conplied with This requirament srot disoeticary, but

mendatory .

Erbridge sadvisad tret prefarantial requirements farCanadian products and services
are attrary toNACTA  Inadditian, Enbridge understands tret the Canadian cotent
preferences geecified under the NPA could violate Canada SWor ld Trade Orgeniization
doligatias uder Artidle llof tte General Agreement on Tariffsand Trade (GATT ).

The pipelire vill be the largest infrastructure project nNorth Averica. Accordingly, tte
econamic stakes fTargypliaers are huge.  Ifone were toaooept the positian thai the NPA
provides an eclusive gortunity to the holder of the CPCNs ttet isnot avai "eble to other
NAFTA inestars, koould be argued thet the NPA violates the provisias under Artidie
1102 ofF NAFTA This opens the door farclaims by other NAFTA Inestors

Enbridge believes the Canadian Govermment would need toseek an exerption fran tre
United States farthe NPA toawoid the potenal far Iiticption under NAFTA,  but disoutes
uder GATT may be uavoideble.




Rights-of-way (“ROW™")

InB.C. and Allerta, right=of~nay acuisitian under eftter the NPA or an NEB process woulld start
fran tre same point inthe process. While there are edastirg map rotatias NB.C. and Allerta,
map notatias are rot interests in lad and alllov no automatic gt tbe coverted mntoa ROW.

To Bbridge™s knovledge, the anly ROW which edsts B intre Yukon. That ROW anly allons for
inestigatory activities such as geolagical inestigatias and auneyirng; itdoes rot allovfar
arstruction. Construction cannot cocur without priiorwriittien consent of the Canadilan Federal
Cabinet Minister designated far thet purpose by the Canadian cbiret. kisunlilely tet the
Ministerwould approve arstruction priar todl the requiraments sstout nPart lof the NPA
being net.



AGIA Testimony May 1st& 2nd 2007. Prepared by David Gottstcin

Hello Mr. Chairman and members of the committee, my name
IS David Gottstcin, and | along with Former Governor Walter
Hickel, Co-Chair the group Backbone. Thank you for the

opportunity to testify before you today.

| also thank Kou for your efforts in working through the details
of AGIA. What | would like to focus on today Is perhaps the
broad issues that sometimes get lost in the defails.

Backbone is in support of AGIA and its major components
because it provides for a competitive process, creates material
Incentives, and attempts to provide for the maximum benefit to
the residents of Alaska. Even a recent Dittman poll indicates
that the public, by more than two to one, believe the $500
million incentive package is worthwhile.

My biggest caution to you today is to be very very careful as to
who you listen to. What we know undeniably is that the
representatives of the North Slope producers are paid to
Persuade and convince Iyou that what is good for them is good
or the State. It issimp Y paid advertlsm(g without any checks
and balances. As a resu hey say must be
challenged.

Let me offer some examples. They say that only the producers
are capable of financing and building a pipeling of this
magnitude. That couldn’t be further from the truth, and we
trust that Alaska’s leaders are smart enough not to believe it.

Even if the likes of TransCanada, Mid-America and Sempra
weren't already at our doorsteps, each fully capable and
experienced enoug}h to bring the appropriate parties to the
table with a bona-fida bid, the private equity markets alone
have over a trillion, yes that is a trillion dollars of money under
management constantly looking for deals.

t much of what



And with the forecasted price of gas and the Federal loan
guarantees, they, along with the investment banking
community will be chomping at the bit to get a piece of such an
investment grade investment opportunity. So don’t let the
Producer’s spin doctors convince you otherwise. The only
thing that is necessary to get a pipeline financed and going is
access to a sufficient quantity of gas to make it economical. Ft.
Thomson and our royalty gas alone docs that.

In football it’s touchdowns, in baseball it’s runs, in the North
Slope producers attempt to control the process, maintain a
monopoly grip, and own the pipeline, it’s propaganda and
influence peddling. This is a standard practice all over the
world when it comes to big companies and big profit
opportunities. If they can’t control it, they want to stop th c
process, or at least slow it down as much as possible.

Let’s dispel another fabrication; That the AGIA process is an
exclusive one. As I read it, it is come one come all, and is not
exclusive at all. The main beauty of AGIA is thatitis a
defined competitive process that will result in a pipeline sooner
rather than later. It will provide more to our residents, as it
will attract a more vibrant bidding pool that by definition will
require more from the winning participants. AGIA doesn’t
preclude the chosen licensee from enriching their pipeline
proposal by adding additional participants and aspects after a
successful bid, as long as it doesn’t mean less for the State.

The State has so much at stake, and is in a powerful position to
choose what is in the best interests of our state, that it would be
a shame to abdicate that in lav r of what is truly an exclusive
non-competitive process of dealing just with the producers just
because the foxes say they know what is best for the henhouse.

Do we really want to repeat the mistake of putting our fiscal
future in the hands of tl.-osc with a long and proven history of



overcharging on the oil pipeline, and only paying up when the
court of last resort rules so, or after a successful negotiation for
a fraction of the dollars at stake, as a result of a political
settlement? Can we really take what the Producers say
seriously when they won’t even attempt to engage in any truly
honest and meaningful dialogue?

But it gets worse. They keep saying they own the gas. They
don’t. They have strong economic rights to produce the gas
conditioned upon certain performance requirements. All you
have to do is reference our constitution and the Mineral
Leasing Act setting forth our rights and obligations to

understand that.

The sincerity in which these hyperboles are put forward has
me believe that the presenters believe it, because their bosses
want them to believe it. When in fact, we own the resources,
and when our tenant violates the lease, we not only have a
right, but a duty to wrestle control back of our vast gas
resources and make them available to a hungry nation.

But there’s more; The North Slope producers, through a slight
of hand amendment gimmickry arc attempting to accomplish
with amendments what they are failing to accomplish with
their aforementioned propaganda, by asking you to provide for
non-conforming bids and or to require their upstream
participation. This would put them right back in control of

our destiny.

| think your esteemed colleague Representative Doogan might
have said it best about the Producer’s attempt to build a
pipeline when he said I f they wanted to build one, they’d be
building one. They arc immensely profitable companies. The
federal government is offering loan guarantees. And they
control the most important chip in the entire game, the North
Slope gas that makes a pipeline possible. They have everything



they need to build a pipeline. They aren’t building one. The
only logical conclusion is that they don’t want to build one.”

believe Representative Doogan is right, or at least the three
producers won’t be able to get together and agree to a project
to more forward anytime in the foreseeable future. The North
Slope producers were offered everything imaginable under the
Stranded Gas Act, and still chose defiance. The people spoke
in the last election, recognizing the Murkowski plan
represented a huge giveaway. Why should we think if we offer

them less, they will do more now?

We arc in a game of chicken with the North Slope Producers,
and we lose if we don’t have the backbone to secure access to
our gas and offer it in a free market and open process. The
nanosecond that a line is approved, | believe the producers will
participate, rather than being left out of one of the biggest
investment opportunities in U.S. history, risk losing their leases
due to obvious non-pcrformancc, or face the wrath of Congress
for their intransigence. We urge you to limit amendments to
ones that increase the likelihood of a successful open season
process rather than ones that tilt in favor of Producer control.

The sad thing is that the corporate heads of the North Slope
producers are spending all their time trying to lean us back to
their own exclusive sole-sourcc process, instead of trying to be
competitive. They are gambling that propaganda is a cheaper
way to get what they want than the cost of being competitive.
In a time when our legislative and public processes are subject
to heightened Federal judicial scrutiny due to the potential of
conflicts of interest, let’s prove them wrong. Let’s pass AGIA
with the few meaningful amendments that in your wisdom will
increase the chances of a good pipeline and route sooner than
later. Don’t force a special session, and thereby increase the
risk of failure to act. Thank you for your time and the

opportunity to comment.



Testimony by the Honorable Walter J. Hickel, House and Senate

Finance Committees, May 1,2007 -Juneau

Thank you for inviting us to testify here today.

Our North Slope natural gas is Alaska’'s greatest opportunity to guarantee the
long-term viability of our state.

And Alaska is on the right course to make agasline a reality in this
generation.

It's a large project worthy or our great state.

| am just back from Moscow wheie | have been working with Russian
leaders on two other great projects.

The opening of the Northern Sea Route to the world ....a decision that will
link the Pacific and the Atlantic oceans.

It will be a breakthrough of the same dimension as the Panama Canal.

And we don'thave to build a canal!

The second great project is a tunnel beneath the Bering Strait, linking the
U.S. and Russia.

Those who attended the Conference last Tuesday in Moscow realize how
serious the Russians arc about this visionary concept.

This link between the United States and Russia is going to happen.

And it'sgoing to change the world.

Alaska's immediate opportunity, however, isour North Slope natural
gas.

And itis up toour Governor and this legislature to make sure it is used lor
the maximum benefit of our people, as mandated by our constitution.



Keep in mind that the people of Ah ska...the voters who elected you...are
the owners of this gas.

You and Governor Palin are the trustees of their inheritance...

..won in our statehood battle and our Statehood Act.

The companies who hold Prudhoe Bay leases have purchased the right to
“produce” our gas.

That'swhy we call them the “producers.”
But they don'town the gas.

And they are required, through the leases they hold, to sell our gas it they
can earn a “reasonable profl.

So let's get started.
Governor Sarah Palin's plan isagood one.

She has thrown open the process to make sure that the State finds the very
best and most timely project.

Her team has designed legislation to put the needs of Alaskans first.

It means revenues for slate government.

...gas for our homes...

...gas forour businesses...

...and gas for our remote villages that are in desperate need of affordable
energy.

It means making sure that the valuable gas liquids...

..are available for in-state processing to create high-paying legacyjobs for
generations of Alaskans.



It means a pipeline that encourages exploration...by the producers and by
other companies, large or small, that believe they can find more gas.

Beliefis the key to prospecting...and it is the key to life.

Believe me; we haven'tbegun to explore the natural gas potential of our
state.

And we need a pipeline that will accommodate the discoveries of those
believers.

In my view, this does NOT mean shipping our gas through Canada.
Any Canadian route has to resolve...

UFirst Nation”™ land claims.
Treaty problems.

A long, expensive route.

Legal issues among competing Canadian interests.

And one bidder who wants to use our gas in the Alberta tar sands to produce
oil...

...an outrageous plan for trillions of cubic feet of clean Alaska gas so needed
by our nation and the world.

In my view and in the view of the majority of Alaskans...

'maximum benefit” means an All Alaska Gaslinc....from Prudhoc to
Valdez.

It means a pipeline started sooner and completed several years sooner,
It means an energy source forour villages and cities.

It means feedstock for value-added industries and jobs in Alaska.



We addressed the same issue in the 1960s and 1970s over North Slope oil.
We had to force the oil companies to drill at Prudhoe.
When | was elected Governor in 1966, BP had already given up.

So had all the others except Atlantic Richfield.

In early 1967,1 flew to Prudhoe to meet with their head geologist Harry
Jamison.

And he announced that they, too, were going to pull out.

(Ad lib:  “You drill, or I will.”)

In 1968, that rig discovered the biggest oil field in the history of North
America.

But two years later as Interior Secretary | had to lake Exxon to the mat, or
there wouldn'thave been a trans-Alaska oil pipeline.

(Ad lib:  “Or I’'m going public!”)

Now we have another Governor who is ready to stand up for Alaska and
Alaskans.

And the people are behind her.

Ladies and gentlemen of the State Legislature, this is your moment to step
forward and stand with her.

The people of Alaska want a gasline now.

Together you can make history, and Alaska will long remember this
generation of leadership.

Thank you.
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An Opportunity...and a Challenge

BP wants and needs a successful gas pipeline
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BP Disagrees with Administration's Economics \ '}

. Project is not "wildly profitable?"

- Can't separate upstream economics from midstream commitments

- Economics must be based on the complete project

. Firm transportation comm itm ents m ust be accounted for

in project economics
-- Upstream pays for the midstream

- Without FT there is no project

Long-term cash generation is highly im portant

- Cash flow weil! beyond 10 years remains vital

9 Need common understanding of project to determ ine

best way forw ard



®

What is so important about FT?

Firm Transportation commitments (FT) by the
are needed for a gas pipeline company to get
- "No customers, no credit, no pipeline” (TransCanada)

"No producers, no pipeline” (Enbridge)

FT is a binding financial obligation

- not simply "committing gas to a pipeline"

resource

financing

Requires multi-billion dollar com m itm ents by resource

Assuming 4.5 bcfd, $3.50/mcf, 25 year term $144

Long term commitm ents represent real risk

- Two risks:

billion

OwW ners

OwW ners

* Price risk (over time, market price will not cover FT cost and produce an

acceptable return on the investment)

* Supply risk (will not have sufficient gas to use the FT commitment over time)

- Risk is borne by those making the commitments
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Project Risk Resides with the Resource Owners fy
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BP Messages on AGIA

AGIA needs significant modification to result in a successful

project

As drafted, BP will not be able to submit a bid under AGIA

As drafted, it is difficult to envision circum stances that would

allow BP to make a firm transportation commitm ent to a

licensed project under AGIA

W hy?...

- Negotiated rate protection unavailable upon expansion

Subsidization of competitors is commercially unreasonable

Resource terms insufficient to justify FT commitment

BP intends to bid if AGIA is appropriately modified



Key Concerns Preventing B P Bid Under AGIA

In the order they appear in HB-177

. .130(2)fB) / .210 - "Detailed" description of design requires

substantial customer consultation, engineering

- FERC Order 2005 requires "good faith estimate"

. .130(2)(C-D) - Can't "demonstrate"” economic viability

- "nobody can say today whether this project is economic or not" (Mid-
American Energy); need bottoms-up cost and revenue estimate

. m130(7') - Requires subsidization of competitors & eliminates

negotiated rate protections

- contrary to ANGPA & FERC rules
- Imposes unreasonable commercial risk

. .130f13) - Commitment to reserve capacity for in-state delivery

points, regardless of open season outcome
imposes unreasonable commercial risk
not consistent with FERC Order 20C5 [157.34(c)(8)]

. .150(a) - Release of proprietary information to competitors

after license award creates huge exposure



Key Concerns Preventing BP Bid Under AGIA

In the order they appear in HB-177

# .200(a) - Must accept FERC <certificate despite conditions
- could add significantly to project cost

# .200(b) - Must sanction project within one year of FERC

certification, regardless of cost
- failure to sanction results in loss of all data to state (engineering, design,
contracts, permits, etc.)

# .230(a)(2) / .210 - In breach if substantial deviation from plan

set out in application
Unless it increases NPV, is ordered by AOGCC or isn't foreseeable

FERC, BLM, municipal agencies, Canada, etc. could require changes to
project specs outside state control

# .240(c) - Effectively no way to abandon an uneconomic
project; licensee subject to dam ages
# .310 - .320 - Fiscal term s insufficient; risk of no FT customers

"Nno customers, no credit, no pipeline" (TransCanada)
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How AGIA can help deliver a successful project Q

. A ddress areas of key concern Ilisted on prior slides

® Allow applicants to respond to State's objectives

- Prescribing solutions up front will not result in the best project

. Avoid exclusivity to ensure a pipeline gets built
Even as amended, AGIA creates exclusivity

- Federal moael encourages competition in the marketplace

. A ddress fiscal term s to encourage FT commitm ents
needed for a successful project

Allow resource owners to make offer in bid

. Allow due process of appeal, remove potential O rder

2004 conflict, other clarifying edits



