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natural gas. The three producers will also influence the criteria used to award and allocate
capacity inany open season as well as the timing of any open season. These facts make the
situation far different than in the lower 48, where producers and pipeline owners for a project arc
typically or largely unaffiliatcd. Also, while in the lower 48 there are often competing pipelines,
it is generally accepted that the North Slope most likely will be served by only one large
diameter gas pipeline.

The State takes no posi ion on the propriety of the NOPR’s proposed approach with
regard to lower 48 gas pipelines. Nor docs the State object to that proposed approach being
applied to Alaska gas pipelines not originating on the North Slope, e.g., those in Cook Inlet.
However, the State submits that the Commission-found unique competitive conditions
surrounding the North Slope gas project do indeed “warrant special consideration and oversight.”
See Order No. 2005 at 9. The past concerns over various aspects of North Slope gas
competition, discussed supra, and the continuing concentration of reserves ownership in three
companies sets Alaska apart from the lower 48 and justifies the continued application of the
more sweeping standards of conduct contained in Order No. 2004. The State submits that it is
belter to pul safeguards in place now in the form of the Order No. 2004 requirements titan to try
later to unscramble abuses after the fact.

The State does recognize that National I-'uel evidenced skepticism in the Commission’s
being able to justify Order No, 2004 solely on a theoretical abuse basis. While that skepticism
may be well founded lor the lower 48. where there are many existing pipelines and thus plenty of
opportunity to show actual (as opposed to theoretical) abuse, that is not the situation in Alaska.
()rder No. 2004 had no reason to, and did not, discuss Alaska separately, and thus tiie court was

unlikely to have considered or even been aware of the unique situation on the North Slope. If



there is any situation where the theoretical threat alone would be sufficient tojustify an ordci
extending the standards of conduct to Energy Affiliates, it is for this yet-to-bc-built North Slope
project. Because the North Slope project has yet to be certificated much less built, there literally
can be no factual evidence of abuse between unknown marketing/non-marketing affiliates and an
unknown pipeline company. Ilowever, Congress and the Executive Branch have repeatedly
voiced their concerns about competition in the exploration, development, and production of
Alaska natural gas and the potential for abuse. This justifies the Commission taking the action

the State requests.

To accomplish this exception, the State recommends that the following italicized words

be aJdcd to § 358.1(e):

“The Standards of Conduct in this part do not govern the
relationship between a natural gas Transmission Provider as
defined in § 358.3(a)(2) and its Energy Affiliates, exceptfor a
Transmission Provider carrying natural gas from Alaska's North
Slope to destinations in the lower -ISstates, and its Pnergv
Affiliates.

The Commission Should Confirm that Order Nos. 2005 and 2005-A Remain Int.act

As noted above. Order No. 2005 incorporated relevant portions of the Order No. 2004
standards of conduct and made them applicable to the open season process. See Order No. 2005
at 74. The incorporation included prohibited dealings between a North Slope gas pipeline am*
its Energy Affiliates. Also as noted, no challenge was made to the Commission's holding on the
applicability of Order No. 2004. llowever, in light of the D.C. Circuit’s action in National h'nef
tin argument could be fashioned that the vacated portions of the standards of conduct

incorporated into Order No. 2005 are no longer binding unless the Commission addresses Order

No. 2005 in its final rule in this proceeding.



This argument fails for at least two reasons. First, the Older No. 2004 standards of
conduct apply only to a certificated pipeline. See Order No. 2005 at 1| 74 n.24. Order No. 2005
takes portions of Order No. 2004 and applies it to an entirely new and different situation - an
open season that will take place well before the certificate stage. Order No. 2005 also has an
independent foundation, Section 103(e) of the ANGPA. The Commission found based on the
record in the Order No. 2005 proceeding that North Slope competition concerns justified its
action. No one has appealed that aspect of Order No. 2005 and it is thus final and non-
appcalable.

Second, even though the same standards applied to all Transmission Providers, the court
vacated the standards of conduct only for natural gas Transmission Providers and thus did not
treat all Transmission Providers the same. The court lefi the standards intact for electric
Transmission Providers because no one appealed their applicability to electric services. Just as
the court implicitly viewed electric Transmission Providers as performing a different service than
natural gas Transmission Providers, the Commission should view the open season “service” as
one unaffected by the

being different than that provided by natural gas Transmission Providers

holding in National Fuel.

Nonetheless, the State recommends that the Commission err on the side of caution and
presume that National Fuel does have an impact. The Commission can negate this presumed
impact by simply confirming that Order Nos. 2005 and 2005-A remain intact because those

orders are necessary to address the unique competitive concerns surrounding an open season for

the North Slope project.
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Respectfully submitted,

/s/ Robert Il. Loefller
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UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Standards of Conduct for Docket No. RMO07-1-000

Transmission Providers

~— ~— O~

REPLY COMMENTS OF
ANADARKO PETROLEUM CORPORATION

INTRODUCTION

On January 18,2007, the Federal Energy Regulatory Commission (“FERC” or
“Commission") issued a Notice of Proposed Rulemaking proposing revisions to the Standards of
Conduct for transmission providers (“Standards of Conduct NOPR").1 On March 30. 2007, the
State of Alaska submitted timely Comments on the proposed rule, directed solely at the
relationship between this rulemaking proceeding and federal regulation of an Alaska natural gas
transportation project. Anadarko Petroleum Corporation (“Anadarko"), an oil and gas
exploration company with significant gas-prone acreage in the State of Alaska, hereby submits
Reply Comments supporting the Comments filed by the State of Alaska.

Anadarko joins the State of Alaska in its request that the Commission (1) make it clear
that the Standards of Conduct for an Alaska natural gas transportation project apply to the
relationship between the project sponsor's and the ultimate pipeline's relationship with both its
"Marketing Affiliates" and “Energy Affiliates"”, and (2) confirm that the requirements of Order

Nos. 2005 and 2005-A, relating to the conduct of open seasons for an Alaska natural gas

Simulants oj Conductfar Transmission Providers, Notice o f Proposed Rulemaking, 11S ITKC 61,031

(2007),

I\WA 27341V).



transportation project,2remain unaltered by this Commission’s actions on remand ofNational
Fad Gas Supply Corp. v. FERC, 468 F.3d 831 (D. C. Cir. 2006) (“National Fuel").

BACKGROUND

1, Competitive Concerns Affecting The Alaska Natural Gas Pipeline

In Order Nos. 2005 and 2005-A, the Commission promulgated its first rules relating
specifically to an Alaska natural gas transportation project. The rules were promulgated to
satisfy a Congressional directive in the Alaska Natural Gas Pipeline Act, 15 U.S.C. § 720, et seq.
(“ANGPA") that the Commission promulgate specific rules formalizing for an Alaska pipeline
the Commission's policy that all new pipeline construction he preceded by a non-discriminatory
“open season." The open season is the process through which potential shippers bid on capacity
on the pipeline, as designed by the project sponsor. It culminates in a final project design and the
execution of precedent agreements between the project sponsor and the prospective shippers for
some or all of the design capacity of the project.

In enacting the ANGPA Congress was cognizant of the fact that virtually all of the
natural gas that would be available for commitment to an Alaska pipeline in the initial open
season would be the Prudhoe Bay/Point Thomson reserves, identified as a result of the
development of the Prudhoe Bay/Point Thomson oil and gas fields. Over 60% of these reserves
are owned by three producers - ExxonMobil Corporation, ConnoeoPhillips Company, and BP
Exploration (Alaska) Inc. (“North Slope Producers”) the self-declared Alaska pipeline project
sponsors. Therefore, to ensure that potential competitors of the North Slope Producers will have
access to the pipeline, and, thereby, be positioned to move forward in their exploration programs.

Congress required that the Commission's open season regulations “promote competition in the

Key,illations Coverniny Ihr Conduct of Open Seasons tor Alaska Natural (ias transportation |’rojccts,
Order No. 2065. 110 11 KC1l 61,065 (2005), orderon r e |iOrder No. 2005-A. 1111 liKC 1] 61.332 (2005).



exploration, development, and production of Alaska natural gas” and, as to open seasons for
capacity exceeding the initial capacity, that the regulations provide the opportunity for gas other
than that from Prudhoe Bay and Point Thomson to be transported through the pipeline.

To develop the rules, the Commission compiled a substantial record, receiving both
written comments and oral testimony from many parties, including the State of Alaska, certain
Alaskan elected officials, Alaskan Natives, representatives of potential project sponsors - both
the North Slope Producers and independent pipeline r upanics, potential shippers - including
the North Slope Producers and explorers, representatives of state and federal agencies, and the
general public.

A primary concern expressed by the State of Alaska, explorers, independent pipeline
companies, and federal and state agency representatives, was the fact that the North Slope
Producers intend to own and/or control the pipeline, and, were they to succeed in doing so,
would have every incentive to enhance and solidify their dominance in the Alaska natural ga*
production market through their control over the Alaska natural gas pipeline. This expressed
concern related not only to the open season process but also to the on-going operating conditions
ofthe pipeline. As to open seasons, the primary concern expressed by these parties is the
pipeline's ability to hold open seasons for expansion capacity under conditions that could tilt the
balance toward their own production - either through timing, rates, or terms and conditions of
service. Ifthe North Slope Producers controlled the pipeline, the Commission was told, the risk
would be significant that the Ninth Slope Producers would give themselves preferential access to

the pipeline and preferential terms and conditions of service in order to enhance their already

dominant market position in Alaska.
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These competitive concerns are not new, as noted in the Comments filed by the State of
Alaska. Rather, they date back to the Alaska Natural Gas Transportation Act of 1976
(“ANGTA"),3in the very early stages of the effort to develop a natural gas pipeline lo transport
Alaska’s North Slope gas to markets in the lower 48 states. That the concerns remain today is
clear from the record in Docket No. RM05-1, and ANGPA itself, where Congress directed the
Commission to ensure that the rules governing access to the pipeline will “promote competition
in the exploration, development, and production of Alaska natural gas.” 4

The need to establish a level playing field for explorers, both in terms of obtaining
capacity and in terms of receiving service, was a fundamental objective of the Commission's
rulemaking proceeding in Docket No. RM05-1. To address the competitive concerns, the
Commission found it necessary to impose “strict requirements on all proposals, and particularly
an affiliate-owned projects, with respect to the public disclosure of information.”5 Concerned
that even with the informational disclosure requirements there would still be an unacceptable risk
that the producer and/or marketing affiliates of a project applicant would have an advantage over
non-affiliates, the Commission specifically incorporated into its Order No. 2005 rules certain of
the Standards of Conduct promulgated in Order Nos. 2004 et sec], to govern the relationship
between the project sponsor and any of its marketing or energy affiliates. Moreover, faced with
the prospect that the North Slope Producers, themselves, will be the project sponsors conducting
the open seasons for capacity on the Alaska pipeline, the Commission required that any project
applicant create a unit or division to conduct the open season, which unit or division "will be

required to function independent of the other non-regulated divisions of the project applicant as

! Pub. I.. No. 94-586, 90 Stat. 290* (1976).
ANGPA* 103(c)(2)(H),
Id



well as the project applicant’s Marketing and Energy Affiliates.”6 Through this rule, the
Commission independently adopted and made applicable to project applicants conducting an
open season for an Alaska natural gas transportation project the following regulations, initially
promulgated in Order Nos. 2004 etseq.: separation of functions (18 C.E.R. 8§ 358.4(a)(1), (3),
(4), (5) and (6) and (b)(e)(3), (5) and (6) (2004)); information access (18 C.F.R. § 358.5(b)
(2004)); prohibitions against discrimination (18 C.F.R. 8 358.5(c)(5) (2004)) and discounts (18
C.F.R. §358.4(d) (2004)). The Commission’s application of these regulations to an Alaska
natural gas transportation project was not the subject of a rehearing request in Docket No.
RMO05-1 and was not the subject of the court appeal filed in that rulemaking docket.
2. The Standards of Conduct As They Relate To An Alaska Natural Gas Pipeline

'fhe Commission’s rulemaking adopting Standards of Conduct for transmission providers
in Order Nos. 2004 et seq., as it relates to interstate pipelines, had its genesis in the Standards of
Conduct developed in Order No. 497, et seq.* These rules were intended to address the
propensity of interstate natural gas pipelines to grant special preferences to their marketing or
brokering affiliates over non-affiliate® * The Alaska pipeline was not a focus of the rule. The
Commission subsequently promulgated similar Standards of Conduct for electric transmission
providers.10 In an effort to develop one rule applicable to all transmission providers, gas or

electric, the Commission synthesized and expanded the application of its Standards of Conduct

Older No. 2005 at P 74.

See order No. 2005 at P 74. _ _ N o
Inquiry Into Alleged Anticompetitive Practices Related to Marketing Affiliates ofInterstate Pipelines. order

No. 497, FERC Stats. & Regs. Regulations Preambles 1986-19901130,820 (1988); Order on reli'g, order No. 497-
A. FERC Slats. & Regs. Regulations Preambles 1986-19901130,868 (1989); Order extending sunset dale. order No.
497-13, FIiRC Stats. & Regs. Regulations Preambles 1986-19901 30,908 (1990); Order extending sunset date. order
No. 487-C, FERC Stats. & Regs. Regulations Preambles 1991-1996130,934 (1991), [eli ¢ denied, ss FErc 1
61,139 (1992); aff'd inpart and remanded inpart std> now. Tenneeo Gas v. FERC, 969 F.2d 1187 (D.C. C'ir. 1992).
See order No. 497 at 1131.127; 1€NNee0 Gas. 969 F.2d at 1194 (D.C. Cir. 1992)
1 See Open Access Same-Time Information System and Standards of Conduct, order 889,1'ERC stats, &
Regs. Regulations Preambles Jan. 1991-Jan. 19961131,035(1996),
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rules in Order Nos. 2004, et sed. lo govern not only the relationship between transmission
providers and their “Marketing Affiliates.” but also the relationship between transmission
providers and their “Energy Affiliates.” 11 As relevant here, a “Marketing Affiliate” excludes
sellers that sell gas solely from their own production or solely from their own gathering or
processing facilities.12 Therefore, with respect to an Alaska pipeline, the Standards of Conduct
would not apply to the relationship between the pipeline and its producer affiliates if the rule
were restricted to “Marketing” rather than “Energy” affiliates of the pipeline.

In National Fuel, the United States Court of Appeals District of Columbia Circuit vacated
Order Nos. 2004, et seq. as applied to interstate pipelines, noting that while the court had
affirmed the rules developed in Order Nos. 497, et seq. governing the relationship between
interstate pipelines and their “Marketing Affiliates” 11 there was no record evidence in the Order
No. 2004 proceeding supporting the extension of the restrictions to the pipeline's “Energy
Affiliates.”

As aresult of the court's decision in National Fuel, the Commission is proposing in this
rulemaking to eliminate the restrictions that Order Nos. 2004 et seq. placed on the relationships
between an interstate pipeline and its “Energy Affiliates" and to reinstate the Order Nos. 497, et
seq. “Marketing Affiliate” rules. The proposed rule in this proceeding makes no distinction
between the application of the “Marketing Affiliate” rules to interstate pipelines, in general, and
the application of those rules to an Alaska natural gas transportation project, despite the

Commission's action in Order Nos. 2005 and 2005-A. As explained in greater detail below, it is

1 Sit Standards of Conductfar Transmission Providers, order No. 2004, 11: KC Slats. Sl Regs., Regulations
Preambles, 2001-20055 31,155 (2003);070€r on reli fl.order No. 2004-A, FERC stats. Si Regs., Regulations
Preambles, 2001-2005 131,101 (2004);070€r on re/i 'I;,order No. 2004-H, FERC Stats. SI Regs., Regulations
Preambles, 2001-2005 1i31.166 (2003);0r0€r on reli #. order No, 2004-C, FERC Stats. & Regs., Regulations
Preambles, 2001-2005 1/ 31,172 (2004);order on reb’g. Order No. 2004-1). 110 FERC 161,320 (2005).

See, proposed $$ 358.3(c)(3)(i) and (ii).
u Tenneeo Gas v. FERC, % 9 F.2d 1187 (D.C. Cir. 1992).
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important that the Commission clarify that its proposed rulemaking in this docket docs not
impact the adoption of the specific regulations implementing the Standards of Conduct
governing the relationship between an Alaska natural gas transportation project, its sponsors, and
their Marketing and Energy Affiliates under Order Nos. 2005 and 2005-A.

DISCUSSION

Anadarko fully agrees with and supports the State of Alaska’s request that the
Commission confirm that the regulations promulgated by Order Nos. 2005 and 2005-A remain
intact, including the application of § 157.34(c)(l 8)-(21), §157.35(c) - (d) to an Alaska natural
gas transportation project and its sponsors. Further, Anadarko supports the request by the State
of Alaska that the Commission modify its regulations at § 158.1(e) to confirm that the Standards
of Conduct govern the not only the relationship between an Alaska natural gas transportation
project, its sponsors, and their Marketing Affiliates, but also the relationship between an Alaska
natural gas transportation project, its sponsors, and their Energy Affiliates. It is also important
that the Commission confirm that as to an Alaska natural gas pipeline, the Standards of Conduct
apply in the pre-certification open season process, as provided in Order Nos. 2005 and 2005-A.
In this regard, Anadarko respectfully submits that the National Fuel decision does not affect the
Commission's regulations promulgated in Order Nos. 2005 and 2005-A.

At the heart of the court's decision in National Fuel is the proposition that vertical
integration creates efficiencies and benefits for consumers, and, therefore, the Commission
"cannot impede vertical integration between a pipeline and its affiliates without adequate
justification."1l This proposition derives from the D.C. Circuit's earlier analysis in Tenneeo,

where it found that “in a competitive market, the efficiencies of the pipcline-affiliatc relationship

See National Far! Gas Supply Corp., 468 F.3d al 840 (citing Tenneeo Gas v. FERC, 969 1".2d 1187. 1199
(D.C. Cir. 1992).
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should produce benefits for consumers.” The National Fuel court further commented that
“advantages a pipeline gives its affiliate are improper only to the extent that they ilovv from the
pipeline’s anti-competitive market power; otherwise, vertical integration pro ’uces permissible
efficiencies that cannot by themselves be considered uses of monopoly power.” 15 Because the
Commission did not have specific findings of affiliate abuse between a pipeline and its Energy
Affiliates, the National Fuel court vacated Order No. 2004’s application of the Standards of
Conduct to the relationship between a pipeline and its Energy Affiliates.

But, the rationale al' National Fuel docs not apply lo an Alaska natural gas transportation
project. Firstly, an Alaska natural gas transportation project will be a monopoly. Secondly, the
North Slope Producers own over 90% of the natural gas reserves initially available for
transportation through the pipeline. Thirdly, the North Slope Producers may well own or
control, cither themselves or through affiliates, the Alaska natural gas transportation project.
Finally, Congress has recognized the unique competitive issues applicable to the development of
Alaska natural gas and access to the pipeline by directing the Commission to promulgate
regulations governing access lo that pipeline that promote competition in the exploration,
development and production of Alaska natural gas.

It can safely be said that the market for interstate pipeline capacity in Alaska is not
competitive. It can also safely he said that the North Slope Producers’ control over the gas
reserves that will anchor the project, and their resultant ability to infiuencc the terms and
conditions of access to the pipeline, create serious competitive concerns for explorers. These
concerns take on added significance in the likely circumstance that the North Slope Producers

will own or control the pipeline, either directly or through affiliates. The Commission

B See National Fuel Gas, 468 F.3d at 840 (citing Tenneeo, 969 o<l at 1205)
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recognized as much in Order No. 2005 when it stated: “the competitive conditions that are
unique to such a project warrant special consideration and oversight.” 16

This is not the natural gas market addressed by the D.C. Circuit in National Fuel. This is
the Alaska natural gas market - a market with respect to which the Commission received
considerable evidence during the rulemaking proceeding in Docket No. RM05-1, and which has
been the subject of substantial competitive analyses since the 1970\s, during which time the
United States Depalment of Justice (“DOJ") conducted an extensive study into the
anticompetitive issues related to an Alaska natural gas pipeline.17 Even then, DOJ identified
serious anticompetitive concerns associated with a producer-sponsored Alaska natural gas
pipeline, concluding that “an ownership interest, or participation in any form in the
transportation system, by producers of significant amounts of natural gas, or their subsidiaries of
affiliates, should be prohibited."T* The DOJ Report discusses not only competition concerns at
the very outset of the pipeline planning process, but also competition concerns aller the initial
construction, noting: “[\V]c cannot say that the problem has been solved just because initial
pipeline capacity seems adequate (indeed, even if initial capacity strains technical construction
and operating capabilities). For the case wc are concerned with includes future efforts by other
producers to enter the Alaskan field and consequential needs for expanded pipeline capacity ....

Producer-ownership of the pipeline creates incentives to deny or impede such future capacity

expansion.” 17

Sir order No, 2005 at I' 3. _
See Report of the Attorne{ Genera! I'ursuant to the Ahtskn Natural (las Transportation Act of 1976 (ury

1577) (“i; wue (lenmil Kepon").
18 hi. at p. SO; SEE also ill. ai pp. v, 29, 30.

Iv hi. at p. 39.
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The competitive environment in Alaska has not improved since the time of the DOJ
Report. In fact, if anything, it has worsened, with the North Slope Producers now owning or
controlling over 90% of the discovered natural gas reserves on the North Slope. Faced with
these competition concerns and Congressional directives, as well as the extensive record in the
RMO05-1 rulemaking proceeding, the Commission’s decision to apply the Standards of Conduct
to the Energy Affiliates, as well as the Marketing Affiliates, of an Alaska natural gas
transportation project, and to do so from the outset, is fully justified. Thus, even if the
Commission were to have to justify its application of those rules to an Alaska natural gas
pipeline project, it could clearly do so.

But. National Fuel is simply inapposite. The risk of anli-compctitivc conduct relating to
access to an Alaska natural gas pipeline controlled by the North Slope Producers has been fully
recognized by Congress and by the Commission. Here, the threat ofa producer-owned or
controlled pipeline enabling its producer affiliates to secure capacity under terms and conditions
not generally available to their non-affiliated competitors or otherwise to benefit from non-public
information or knowledge about the operations and plans of the transmission system is readily
apparent. The threat, here, like in Tcnnaco, stems directly from the pipeline's monopoly position
and the North Slope Producers' control over Alaska's immediately available reserves. The facts
are clearly different from those in National Fuel.

Finally, as explained by the State of Alaska, and as noted above, the Commission's
regulations applying the Energy Affiliate rules to an Alaska natural gas transportation project

were not challenged by any party to the proceeding and, therefore, are final and non-appealable.

Accordingly, the Commission should confirm that these regulations remain in full force and

effect, notwithstanding National Fuel.
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CONCLUSION
For the reasons set forth above, Anadarko supports the Comments filed by the Sta‘c of
Alaska and urges the Commission to elarify that its open season regulations promulgated in
Order Nos. 2005 and 2005-A remain in full force and effect and are not in any way affected by
the Commission’s actions in this rulemaking proceeding. In addition, Anadarko supports

Commission adoption of the suggested clarification to its regulations, as requested by the State

of Alaska.
Respectfully submitted,
ANADARKO PETROLEUM CORPORATION.
By: /sl
Karol Lyn Newman
Joseph W. Lowell
Morgan Lavis & Bockius, LLP
1111 Pennsylvania Avc., N.W.
Washington, D.C. 20004
Telephone. (202) 739-5786/5384
fax (202) 739-3001
klnewman@morganlewis.com
Dated: April , 2007
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Relative To the Alaska Natural Gas Pipeline Act 0f2001
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Note: This paper was prepared before Congress enacted legislation relative to the Alaska

Gas Line and before FERC adopted its open season regulations. Some issues raised tn

this paper have been addressed. It is being distributed because much of the background is

still relevant in June of 2006.
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Rationale for Modifications to
Alaska Natural Gas Pipeline Act 0f2001

BACKGROUND

The natural gas pipeline required to deliver Alaskan North Slope ("ANS") natural gas
reserves to Western Canada and the U.S. Lower 48 States is a massive undertaking. It is
anticipated that an 1,800 mile-large diameter pipeline will need to be constructed to
Alberta, Canada. This ANS gas pipeline is expected to have an initial capacity of about 4

Beid.

In addition, it is assumed that the existing pipelines emanating out of Western Canada to
market centers in Eastern Canada, the U.S. Midwest, and U.S. Pacific Coast will not have
sufficient excess capacity to transport all of this new Arctic gas supply to market centers.
Therefore, it is anticipated that another 1,800 miles of new pipeline, of somewhat smaller
diameter will have to be installed to transport ANS gas to markets. Including the cost of
a gas conditioning plant and the anticipated need for new pipeline facilities all the way to
U.S. market centers (e.g. Chicago), the project sponsors (Exxon, BP. and Phillips) have
been quoting total costs for this ANS gas pipeline project in the SI15 - S20 billion range.

'I'ne 1,800-mile ANS to Alberta portion of the pipeline alone will be the largest, most
expensive pipeline project ever undertaken. Cost estimates for this portion of the project,
excluding ancillary services such as gas conditioning, run in the S7 - $10 billion range.

The ANS reserves anchoring the proposed pipeline are predominately held by three
multinational oil companies. BP, Exxon-Mobil. and Phillips. These three majors, own
more than 8% oflhe gas reserves in the giant Prudhoe Bay Unit and nearly 80% of the
gas reserves in the second largest North Slope gas accumulation. Point Thomson Unit.
Together, these two fields represent more than 30 Tcfof the 35 Tcfof proved ANS gas
reserves. In addition, BP, Exxon-Mobil, and Phillips own the overwhelming majority of
the remaining - 5 Tcfof proven gas reserves attributable to the other North Slope oil and
gas fields. On a volume-weighted basis, these three companies control more than 90% of

the proven North Slope gas reserves.

This dominant market position and power held BP, Exxon-Mobil. and Phillips is a
competitive concern and threat to other natural gas explorers in northern Alaska. By
holding practically all of the ANS gas reserves, these three companies also control all of
the critical facets of the pipeline required to monetize the vast North Slope natural gas
reserves and even far greater gas resources. The proven natural gas reserves on the North
Slope are equivalent to nearly 25% of the proven natural gas reserves in the U.S. Lower

48 states.
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Exxon-Mobil, BP, and Phillips have undertaken a detailed, S100 million feasibility study
to dctcnninc the economic feasibility and routing for the required ANS gas pipeline. The

feasibility study is scheduled to be completed by years’ end.

CONCERNS
Anti-Competitive / Market Concentration Issues

With more than 90% of the natural gas reserves concentrated among three companies,
these companies wield unnatural and dc facto monopolistic market powers. These three
companies will control nil of the commercial issues surrounding an ANS gas pipeline and
are poised to exercise their market powers to the detriment of all competing ANS gas

explorers.

Access to the ANS gas pipeline is of paramount importance. Without access to the
pipeline, natural gas explorers' gas discoveries will be of no value. There is a very real
fear that Exxon-Mobil, BP, and Phillips will secure all of the pipeline capacity. Those
shut-out of the pipeline initially will have to cither (1) await spare capacity after initial
fields have declined; (2) seek release capacity from the shippers that secured the initial
capacity: or (3) sell their discoveries at distressed prices to the holders of the pipeline

capacity.

Each of these options is either unrealistic or extremely onerous to the explorers. In the

first case, gas reserves and expected production rates from the Prudhoe Bay and Point
Thomson Units will likely keep a 4 Bcld pipeline at capacity for nearly twenty (20) years.
In addition, BP and Phillips each hold huge acreage positions from which they are
expected to be able to replace Prudhoe Bay and Point Thomson production declines.
Therefore, if the three dominate gas reserve holders secure all of the initial pipeline
capacity, it is likely that they will be able to keep the pipeline full with their own equity

production for decades.

Relying upon released capacity from the shippers securing capacity on the pipeline is also
an onerous option due to the provisions of FERC' Order 637. Under Order 637, the
shippers releasing capacity to other are not bound by the maximum tariff imposed by the
FERC at the outset of the pipeline capacity contractual process. |hereloro, holders of the
capacity can either release capacity lo the explorers at whatever tariffs the market will

bear, or similarly offer to buy the explorers' gas at distressed prices.

Explorers need look no further than the recent past in Western Canada for an example of
how holders of transportation capacity can drive wellhead prices to severely low levels
during periods that transportation capacity is in short supply. During the year 1996,
Western Canadian gas prices averaged S1.03 per MMBtu, while U.S. gas prices averaged
S2.51 per MMBtu (Henry Hub. Louisiana). The Western Canada prices should have
averaged more like sS1.50 per MMBtu, based solely upon transportation cost differentials.
However, pipeline capacity out of Western Canada was constrained and as a result.
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Western Canadian gas prices were more than 40% lower than they should have been.
Parties holding the scarce pipeline capacity were the segment of the industry that reaped
the nearly $0.75 per MMBtu windfall. This windfall represents 70 - 75% of the wellhead
prices realized to find, develop, and produce the natural gas.

Lastly, if Exxon-Mobil, Phillips, and BP hold all or nearly all of the capacity on the
pipeline, other petroleum companies will be at their mercy in order to secure
transportation of all new natural gas discoveries. The big three producers could deny the
purchase or transport of their competitors' natural gas with the intention of driving them
out of business and/or forcing the distressed sale of their properties.

Manipulation of the pipeline access and tariffs in Alaska by the major players to the
detriment of the second tier companies has a storied history in Alaska. Companies that
exited Alaskan North Slope exploration and production in the 1980’s and 1990's, such as
Conoco, have been very open and vocal that they were squeezed out of their North Slope
properties due to unfair manipulation of the Trans-Alaskan Oil Pipeline (TAPS).

Just last week (August 9, 2001), the Calgary llcrald carried a story about the Arctic gas
pipeline situation in which Conoco's CEO Archie Dunham cited anti-competitive
operation of TAPS for his vehement insistence that Conoco have an ownership in any
Arctic gas pipeline serving the Canadian Mackenzie Delta region. The article stated in
part, "Dunham defended his hard-line position by citing Conoco's woes in Alaska in the
early 190()'s when it felt it couldn't get full value for its resources because it did not own
a stake in the Trans-Alaska pipeline. 'The owners of the pipeline, by adjusting tariffs on
the pipeline, could really diminish the value of producing properties and that’s not going
to happen again,* pledged the CEO of the Houston-based company.”

The remote location of the Alaskan North Slope, for all intents and purposes, creates a
natural monopoly for the pipeline owners and capacity holders, The 1,800 miles of
pipeline and $7 - $10 billion of capital outlays to build the pipeline's initial pipeline leg
to Alberta. Canada represent very real barriers to entry. In all likelihood, there will never
he another gas pipeline built from the North Slope to Western Canada and the Lower 48
states. In order to build another pipeline, another 30 Tcfof natural gas reserves u ill have
to he discovered and shut-in awaiting pipeline outlet It is extremely unlikely that
petroleum companies will spend the money to prove-up another 30 Tcf to justify a
second, competing pipeline. It has taken more than 20 years for there to be sufficient
economic inertia to drive the probable construction of the first such pipeline.

In all probability, the ANS gas pipeline project that is currently being controlled by UP,
Phillips, and Exxon-Mobil, will be the only gas pipeline built to the Lower 48 states from
the ANS. Therefore, the dominant producers, BP. Exxon-Mobil. and Phillips, are poised
to control construction of the pipeline, as well as the throughput capacity. BP, Exxon-
Mobil, and Phillips will enjoy monopolistic power over the North Slope gas pipeline and
by extension hold a monopoly over the exploration and production of Alaskan North

Slope natural gas.
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Non-Discriminatory, Opcn-Access Is a Misnomer

There is a common misconception that, as an interstate natural gas pipeline that falls
under the jurisdiction of the Federal Energy Regulatory Commission (“FERC™), access to
the pipeline by all comers will not be an issue. The FERC regulates interstate pipelines
under a non-discriminatory, opcn-acccss mandate. However, under the circumstances of
this pipeline, non-discriminatory, open-acccss statues are of dubious value and comfort to
the exploration and production companies other than Phillips, Exxon-Mobil, and BP.

FERC regulated natural gas pipelines are generally known as “contract carriage”
pipelines. Under such a regime, the parties desiring transportation service (“shippers”)
contract for capacity to the pipeline. In areas will little or no direct competition, most, if
not all of the capacity is contracted for on a firm basis for extended periods, such as 10 or
20 years. Once the capacity has been fully subscribed, only intcrruptible or capacity
released, or sublet, by such firm shippers is available to parties unable to secure firm
transportation services at the outset. As discussed above, if the holders of the firm
capacity are direct competitors of the parties desiring new pipeline capacity, the firm
capacity holders are likely to take economic advantage by charging excessive tariffs for
its released capacity. In other words, potential shippers that fail to secure capacity on the
pipeline under firm contracts at the outset, face having no access to capacity, or access at

unattractive and even detrimental tariffs.

This “contract carriage" system of capacity allocation differs greatly from the standard
for allocation of capacity on oil pipelines. QOil pipelines are generally structured as
"common carriers”. Capacity on a common carrier pipeline is always allocated on a pro
rata basis. Ifshippers, both existing and new, tender more oil to the pipeline than there is
capacity, then all shippers, both existing and new, are prorated such that each shipper is
allocated a proportionate share of the pipeline capacity. Therefore, failure to secure
transportation capacity at the outset of an oil pipeline's operation is not nearly as onerous
as the situation related to securing capacity on a natural gas pipeline. New comers are
afforded a pro rata share of the pipeline capacity regardless whether they had achieved

capacity at any prior point.

With respect to the allocation of capacity on a “contract carriage” natural gas pipeline,
the capacity is generally bid for during an “open season” process. The open season is a
relatively sort, typically 30-day, period for which bids are taken. Ifall of the capacity is
subscribed lor on a firm basis during the open season, no capacity may be available on

the pipeline for a very long period, up lo 20 years or more.

Therefore, the “non-discriminatory, < en access” process is not synonymous with free
access to the pipeline at any point in time. In fact, in a pipeline such as the Alaskan
natural gas pipeline, access to the pipeline will likely be limited to those companies that
successfully bid for capacity during the 30-day open season. Thereafter, for up to 20
years or longer, all other interested shippers will be either at the mercy of those securing

capacity in the open season, or potentially completely shutout.
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Open Season Process and Oversight

Generally, the open season process is either lightly regulated or not regulated at all. One
of our concerns is that the pipeline sponsors will keep all potential shippers and other
stakeholders in the dark as to the operational and commercial characteristics for the
pipeline until announcing the open season. By controlling the information disclosed and
the timing thereof, the project sponsors can limit the number and effectiveness of those
shippers interested :n bidding for pipeline capacity in the open season. This concern is
exacerbated by the fact that the project sponsors are the major reserves holders on the
Alaskan North Slope and can use this “control” of information to their competitive

advantage over competing exploration and production companies.

Our proposed resolution of this potential anti-competitive situation is to require at least a
90-day notice period prior to the start of the open season and further require disclosure of
critical information needed to make an informed and competitive bid for capacity. The
type of information that we seek in our “pre-open season disclosure” includes:
specifications of the proposed pipeline such as route, diameter of pipe, operating
pressures, pipeline capacity and the amount available for transportation, gas quality
specifications, anticipated tariffrates, delivery and receipt points, tariff structure, bidding
procedures in the open season, methodology utilized in determining capacity awards,
allocation procedures for capacity in the event of receiving bids of equal value and the
inclusion of the precedent agreement. This detailed document should provide sufficient
information to allow an interested party to make an informed, competitive bid for

capacity on the proposed pipeline.

Another major concern regarding the securing of pipeline capacity is the potential for the
project sponsors to “hold-back” capacity from the open season process. A number of
recent FERC regulated natural gas pipelines have been implemented allowing sponsor
holdbacks of up to 50% of the ultimate capacity. Under such a scenario, not only will
non-owners desiring capacity be at a major knowledge disadvantage in competing for
capacity al the open season, as much as one-halfof the pipeline capacity may be withheld
for the project sponsors prior to the advent of the open season. Again, given the fact that
this pipeline is likely to be the only gas pipeline constructed from the Alaskan North
Slope lo the Lower 48 stales, none of the capacity should be permitted to be withheld

from the open season.

Lastly, the determination process for awarding of winning bids during the open season
should be set out in the pre-open season announcement. Potential shippers that are not
pipeline owners must be afforded an even playing lield in the competition for Unite
transportation capacity. All bids submitted for the maximum allowable tariff and for the
full contract term should be allocated a full pro rata share of the pipeline capacity, up to
the capacity bid for by such shippers. For this purpose, the maximum contract term used
in assessing the bids should be capped at some reasonable term, such as 10 or 20 years.
Again, producer owners of the pipeline will have an unfair economic advantage in
bidding longer terms, ifa reasonable truncation is not imposed.
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Tariff Issues

There aic a number of components within the tariff structure that could he crafted by the
pipeline sponsors that we would favor themselves at the expense of their competitors.
One of the major concerns is the amortization period used in the tariff calculation for the
recovery and return on capital investments. If a relatively short amortization period were
permitted, the resultant tariff would be excessively high. If high pipeline tariff would
reduce the netback gas price received by the gas producers. Given the remote location
and seasonal drilling limitations associated with the Alaskan North Slope, it is expected
that new natural gas developments will be quite expensive. If the pipeline tariff is too
high, the wellhead price could be driven to unattractive or even uneconomic levels.

Ifthe major North Slope producers are also major equity owners in the pipeline, they will
be insulated from the adverse impact of such high tariffs and will have preferentially
better project economics than non-pipeline owner petroleum companies. This is precisely
the anti-competitive situation that Conoco's Mr. Dunham referred to with respect lo the
operation of the TAPS oil pipeline and what he stridently intends to avoid in the

Canadian Mckenzie Delta region.

Another major issue is to ensure that the pipeline tariff is “unbundled" as to ancillary
services. Such unbundling has been FERC policy for the past decade. However, there is
concern that the producer sponsors intend to include the costs of a gas conditioning plant
in the pipeline tariff. The subject treating plant would be used to extract CO: from the
Prudhoe Bay Unit gas prior to injection into the pipeline. CO: is a corrosive gas that must
be reduced to minimal levels prior to delivery into the pipeline. Cost estimates for the
COi plant have been estimated at SI billion or more. On a per unit basis, the cost of CO:

conditioning can exceed $0.50 per MMBtu.

It would be inequitable and anti-competitive to include the CO: conditioning plant, or any
other ancillary services in the pipeline tariff. By including such costs in the tariff, the
producer pipeline sponsors would effectively have the largest natural gas Held in North
America be subsidized by the producers of other smaller, less profitable gas fields. Many
new ANS gas fields are expected to be of pipeline quality as produced and therefore not

require CO: conditioning.

While others, such as those expected lo be found south of Prudhoe Bay in the Brooks
Range, will likely interconnect with the pipeline downstream of the Prudhoe Bay area
CO: conditioning plant and will not derive any benefit from such a Prudhoe Bay sited
plant. To exacerbate the situation, fields connected downstream may have to install their
own CO: conditioning plants at their sole cost and expense, while subsidizing the

Prudhoe Bay C(): conditioning plant.

There are a number of other aspects, of the tariff process that could be structured to the
benefit of the producer pipeline owners. Even fairly innocuous provisions such as quality
specifications could be structured in an anti-competitive manner in an attempt to

manipulate and molopoize the limited pipeline capacity.
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For instance, the sponsors could set the minimum Btu content at higher than normal
levels in order to deny capacity to leaner natural gas sources.

Another concern along the same vein is the potential for the sponsors to require shippers
to forfeit their rights to natural gas liquids (NGLs) entrained in their gas stream. This is
purported to be the case on the recently completed Alliance Pipeline. Under such a
scenario, the pipeline sponsors would reap a windfall processing the shippers gas for the

profitable extraction of NGLs.

In addition, there is concern that the sponsors may compute the tariff rales on a
volumetric (Mel) basis rather than on a healing value (MMBtu) basis. Natural gas is now
bought and sold on an MMBtu basis, computing the tariffon an Mcfbasis would result in

leaner gas subsidizing richer gas streams.

One final concern is to ensure that new receipt and delivery points are afforded unfettered
connection lo the pipeline. If new natural gas fields are discovered along the pipeline
route, they should be afforded interconnection to the pipeline so long as capacity on the
pipeline exists. Conversely, if new markets develop along the pipeline route, parties
should be afforded new delivery points to serve these markets. Again, under the
assumption of a single Alaskan gas pipeline to the Lower 48 states, this pipeline will
enjoy a natural monopoly and as such should be i -quircd to accommodate all new receipt

and delivery point requests.

Along these same lines, the tariffs assessed these intermediate receipt and delivery points
should be computed on a mileage based manner taking into consideration the fact that
these new points do not require use of the lull pipeline distance and should therefore pay

eommensurately lower tariff rates.

Pipeline Expansions

The FERC does not currently hold the regulatory authority to order pipeline expansions.
'I'ne modifications we have made to the proposed Senate Bill provide that the FERC be
afforded the authority to require expansion of the pipeline when credible shippers are
willing to enter into long-term transportation arrangements needed to underpin such an

expansion.

We are concerned that the producer pipeline sponsors could deny or delay pipeline
expansions to serve their competitive aspirations rather than operating the pipeline as a
prudent pipeline owner. That is, a prudent pipeline owner would expand its pipeline if
viable economic opportunity presented its self. However, the pipeline sponsors in this
ease may intentionally delay or withhold expansion in order to be better postured lo

secure the expansion capacity for its own use.
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A case in point, would be a scenario where a third-party exploration company makes a
major discovery and petitions the pipeline for an expansion and is willing to commit to
long-term transportation contracts to justify the expansion costs. If this situation were lo
occur a few years before the Prudhoe Bay Unit owners, BP, Exxon-Mobil, and Phillips,
intended to maximize gas production from their field, they may delay the requested
expansion so that they could be better positioned to secure the pipeline capacity for

themselves at expansion.
This access to and timing of pipeline expansions is a eritical issue inasmuch as there are

physical limitations to how much the pipeline can be expanded. Current thinking is that
the maximum the pipeline can be expanded beyond the expected initial capacity is only

an incremental 50%.
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dlsmlsses native demands: CEO Insists on pipeline ownership

%‘% @3 2001
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Archie Dunham, the chiof oxoculi ro ol Conoco Inc., has a mossago foraboriginal groups domanding 100 per cent ownership
ol a proposed Mackenzio Valley natural gas pip-line: No.

Dunham, who gained control of 1.2 trillion cubic leet ol gas Intho Canadian Arctic with Conoco's blockbustor takoovor of Gull
Canada Resources Ltd., said his company must have a stake In tho pipeline.

We're going lo havo an ownership ol tho pipeline... wo havo to have ii." ho said Wcdnosday.

Dunham, who was In Calgary for tho first lima since signing tho $9.8-bltlion takeover of Gull Canad.i In May, spoiled out tho
position wtillo assorting that Conoco will bo a much more active proponont of speedy development of Canadian Arctic gas

than Gull had boen.

"We neod to bring Mackonzie Dolta gas to market a lot quicker than what wo woro originally thinking," he said, listing Itas tho
top priority for new Conoco Canada Ltd. president Henry Sykes.

"If wo could do Il In lour to six years, that would be good."

Dunham was horo to welcome Gull's 1,200 employees lo Conoco with 1ho completion ol the largest takeover In Canadian
oilpatch history. He was also able to report second quartor earnings had Jumped 37 per cent lrom last year lo $119 million.

Out Arctic gas was tho primary topic ol his mooting with tho media. Tho Mackonzie Dolta producers' group, led by Imperial Qil
Ltd., proposes taking a two-thirds ownership stake In tho fine, bul Is facing twin probloms - domanding unanimous aboriginal
support beforo proceeding with the $3-billion project although some nativo groups are insisting on 100 per cent ownership.

Wintor Lennie, a mem! er ol tho Sahlu First Nation soeking comploto native ownership lor (ho plpotine, wasn't alarmod by tho
comments from tho nowest player In the renewed effort to develop tho macJvo northom resource.

“It'sa only o bargaining position," said Lennlo, prosidont ol Wostom Arctic Enorgy Corp. In Nonnan Wolls, NW.T.

Dunham dofendod his hard-lino position by citing Conoco's woes In Alaska In the cariy 1990s when It Iclt Hcouldn't got full
value for Us resources becauso it did not cwn a stako in tho Trans-Alaskn plpolino!

"Tho owners ol the pipeline, by adjusting the larills on tho pipeline, cou'd really diminish tho valuo of tho producing i roportios
and that's not going to happen again."” plodood the CEO ol the Houston-based comnanv.

Intense demand lor gas has renewed Interest In developing the Mackenzie Della after n two-decado moratorium was Imposed
by a federal commission amid aboriginal land claim battles In tho 1970s.

Another gas mogaprojoct has boon proposed tor Alaska's Prudhoe Day and them aro coricoms from the likes of N.W.T.
Premlor Stephen Kakfwl that development ol tho larger U.S. rosourco could strand Mackenzio Delia gas lor a decado or more.

Dunham said tho companies bohind tho two Arclic projocts - Including ExxonMobil Corp. DP PLC and tho Canadian aff:liato
of the Royal Dutcli/Sholl Group -- must work together to develop Iho massive strategic rosourcoo.

Ho was also adamant tno Mackenzie gas must bo part ol tho plan. myv

I can not Imagine n politician In Canada agreeing lo a pipeline route that did not Include Mackonzie Dolta gas," said Dunhani,

who urged Oltawa to throw its Gupport lo Iho Canadian dovetopment.

Alaskan producers aro studying n plpolinn route through tho ctato that would cross Into Canada cri roulo to markets In U
lowor <l0slalos.

He also cltod Uio potential conflict o( Interest of sorno rosourco ownois In Canada who havo rosourcos In Alaska - most
notably ExxonMobil, which Is tho majority ownor of Importal - lo “ phase In" ono project over nnothcr.

S
Spokesman lor Importal arid ExxonMobil dismissed tho suggoslion and notod Iho morits ol both projocts end any synergies
ore being studlod.

N

Imperial spokesman Pius Rolltolsor nlso wamod Hwould bo difficult to push nhond tho timclablo lor Mackenzie Doils
dovotopmcent noting "tlto political and social-ocononilc chailongos are Just as complicalod or moro as Die technical side.






Testimony on April 27, 2007, to the Sen. Finance Committee, Alaska
State Legislature on SB 104, AK Gas Inducement Act, ‘AGIAL

Mr. Chairman, and members of the committee, my name is Cam
Toohey, Alaska M anager of Communications and Government
Relations with Shell Exploration and Production Company.

| appreciate the opportunity to provide Shell comments in support of SB
104, Governor Palin’s Alaska Gas Inducement Act “AGIA” legislation.

Last year, Shell submitted formal comments on the North Slope gas
pipeline proposal developed by the Murkowski Administration. That
letter has been provided to the committee. 1am going to highlight a
couple of points discussed in that letter that | believe are relevant as you

consider this legislation.

Shell supports development of a North Slope gas pipeline and believes it
is important to the continued economic health of the State of Alaska and

the Nation.

While Shell currently docs not have material proven gas reserves to
commit to a North Slope pipeline Project, Shell has made a significant
investment in the State with the specific objective of aggressively
exploring for and, where economically feasible, developing oil and gas

reserves.

The certainty of construction of a North Slope gas pipeline is an
important factor in Shell’s planning and future investment decisions in

the State.

O f importance to Shell is capacity access and expansion and as wc stated

last year...........



Capacity Access and Expansion

Any North Slope gas pipeline Project should be structured to ensure
reasonable access to pipeline capacity by new explorers and non-owner

shippers.

In addition, it would be prudent to design and permit the Project in
anticipation of the future expansion of the pipeline, especially with
respect to establishing adequate right-of-way width and environmental
assessment that paves the way for future incremental compression
facilities, pipeline looping, and/ora second parallel pipeline.

The Project structure should provide reasonable terms for accomplishing
future expansion of the line, including a presumption for rolled-in rates
and mechanisms for requiring and advancing the timely completion of

expans'ons.

Given the vast reserve potential within the State, the pipeline should be
designed to provide a minimum expansion capacity of 6 bef/d.

Sl elieves AGIA adbiesses these agoeas \vary v,

Another important element of a North Slope pipeline identified in 2006
was that.........

Terms of Service

The Project should provide fair and reasonable terms of service for now
explorers and non-owner shippers.

The terms ofservice, particularly transportation rates, have a critical
bearing on whether North Slope development Projects are economic and
competitive with other global opportunities.



Project construction costs will be the principal driver of the future rate
for shipping gas on the pipeline system, and it is important that the State
lake steps to ensure that construction is completed in the most cost-
effective and timely manner to ensure the lowest possible rate.

These concerns are not simply a matter of Shell’s economic interest. For
the State, as the royalty owner, the terms of service are vitally important
because increases in pipeline project costs will be passed on to shippers

in the form of higher transportation rates, and higher transportation rates
will be detrimental to the .development of new reserves and will decrease

the netback value of the State’s royalty gas.
Shell believes thet these issues are well incorporated INAGIA

FFRC Regulation

Q‘E" dﬂ)tﬂﬁ\ﬁ |t iS in'm‘ta‘tﬂ‘HAll sections of the pipeline

traversing the United States should be subject to the regulatory oversight
of the Federal Energy Regulatory Commission (“FERC™").

FERC oversight is necessary to ensure open access, fair and reasonable
terms ofservice, and non-discriminatory behavior.

FERC oversight will also provide all parties an impartial forum to seek
redress of grievances.

Should FERC decline regulatory oversight of certain components of the
Project, then those facilities should be regulated under thejurisdiction of
the Regulatory Commission of Alaska.



In closing;

» Shell applauds the effort of the Palin Administration to advance the
gas line project.

e Shell fully supports the Administration in their efforts to include
all interested parties in the gas line discussions as this will impact
the future ofall involved for generations to come.

e Shell believes development of a North Slope gas pipeline is critical
to the continued economic health ofthe State of Alaska and the

Nation.

e The certainty of construction of a North Slope gas pipeline is an
important factor in Shell’s planning for its current holdings in the
State, as well as its decision-making regarding Shell’s future
investment. :

e Shell believes it is critically important to future explorers that they
have access to the gas pipeline and the line must be expandable.

* The project should provide fair and reasonable terms of service for
new explorers and non-owner shippers, which will benefit the State
ofAlaska.

Thank you for the opportunity to present this morning in support of
AGIA.

I would be happy to take any questions from the committee and provide
written responses.



|f Shell Exploration & Production

Shell Energy Resources Company
Marvin E Odum

Bxecutive Mice President - EP Arericas
200 North Doiry Ashford

Houston, TX 77079-1197

Td f 1-281-544-4800

Ermeil morvin.odum@shell.com

The Honorable William Corbus
Commissioner, Alaska Department of Revenue
P.0.Box 110430

Juneau, Alaska 99811-0430

RE: Alaska Stranded Gas Fiscal Contract Between the State of Alaska and BP Exploration (Alaska)
Inc., ConocoPhillips Alaska, Inc., and ExxonMobil Alaska Production Inc. (“Fiscal Contract") /
Preliminary Findings and Determination (“Preliminary Findings”)

AN cur Commissioner Corbus:

Shell supports development of a North Slope gas pipeline as important to the continued economic
health of the State of Alaska and the Nation. While Shell currently docs not have material proven gas
reserves to commit to a Nordi Slope pipeline Project, Shell has made a significant investment in the
State with the specific objective of aggressively exploring for and, where economically feasible,
developing oil and gas reserves. The certainty of construction of a North Slope gas pipeline is an
important factor in Shell's planning and decisions regarding future investment in the State, and Shell
applauds the effort of the Administration to advance this impottant Project.

Several months ago, the Governor outlined six principles guiding the Administration’s negotiation of
an agreement for the construction of a North Slope gas pipeline with the current North Slope
producers. Shell's comments with respect to the proposed Fiscal Contract and Preliminary Findings
arc primarily focused on two of those six principles: Principle No. 3, "Future explorers must have
access to the gas pipeline”; and Principle No. 4, "The gas pipeline must be expandable.”

Given the monopoly nature of the proposed North Slope pipeline system, certain modifications to the
proposed Fiscal Contract and Preliminary Findings are needed lo bolster the principles articulated by
the Administration, particularly with respect to access and expansion. Below arc Shell’s preliminary
comments on these and several other important aspects of this Project. At this time, Shell’s comments
arc necessarily general in nature as critical components of the Project are, as yet, not available for public
review, including, for example, the LLC agreement, the construction management agreement, the
pipeline operating agreement and, most importantly, the pipeline Tariff General Terms & Conditions
of Service. We assume that these documents ate currcndy being negotiated and may not be available

ANAropublic review for some time.


mailto:morvin.odum@shell.com

Capacity Access and Expansion

Any North Slope gas pipeline Project should be structured to ensure reasonable access to pipeline
capacity by new explorers and non-owner shippers. In addition, it would be prudent to design and
permit the Project in anticipation of die future expansion of die pipeline, especially with respect to
establishing adequate right-of-way width and environmental assessment that paves the way for future
incremental compression facilities, pipeline looping, and/or a second parallel pipeline. The Project
structure should provide reasonable terms for accomplishing future expansion of the line, including a
presumption for rolled-in rates and mechanisms for requiring and advancing the timely completion of
expansions. Given the vast reserve potential within the State, the pipeline should be designed to
provide a minimum expansion capacity of 6 bef/d.

FERC Regulation

All sections of the pipeline traversing the territory of the United States should be subject to the
regulatory oversight of the Federal Energy Regulatory Commission (“FERC”), including die Point
Thomson transmission line. FERC oversight is necessary to ensure open access, fair and reasonable
terms of service, and non-discriminatory' behavior. FERC oversight will also provide all parties an
impartial fonun to seek redress of grievances. FERC regulation should not be prospcctivcly limited or
conditioned in any contract or other agreement with the State of Alaska. Should FERC decline
regulatory oversight of certain components of die Project, dicn diose facilities should be regulated
under the jurisdiction of the Regulatory Commission of Alaska (“RCA”).

Terms of Service

'Hie Project should provide fair and reasonable terms of service for new explorers and non-owner
shippers. The terms of service, particularly transportation rates, have a criucal bearing on whether
North Slope development Projects are economic and competitive with other global opportunities.
Project construction costs will be the principal driver of the future rate for shipping gas 011 the pipeline
system, and it is important diat the State take steps to ensure diat construction is completed in the most
cost-effective and timely manner to ensure die lowest possible rate. This will require prudent
construction management by an entity that has the capabilities and resources to manage a project of

this magnitude and an incentive to manage costs.

These concerns ate not simply a matter of Shell’s economic interest. For the State, as the royally
owner, the terms of service are vitally important because increases in pipeline project costs will be
passed on to shippers in the form of higher transportation rates, and higher transportation rates will be
detrimental to the development of new reserves and will decrease the netback value of the State's

royalty gas.

Upstream Facilities

For the Project to succeed in stimulating new investment, new explorers need access to existing and
newly constructed upstream facilities that serve to deliver gas to the Project. Mechanisms must exist
for new explorers to access these facilities on reasonable and fait terms preventing duplication of
facilities to minimize the impact on the environment, local communities and future development costs.



In addition, flic Project description should clearly include die transmission line from Point Thomson to
the gas treatment plant. Similarly, future upstream transmission lines diat might be developed, such as
any NPRA feeder lines, should be deemed part of the Project and subject to FERC regulation.

State Capacity

If the State assumes an ownership interest in the Project, the State should have die power and
discretion to broker its capacity to third-party shippers. Such authority should extend to both the gas
treatment plant and pipeline capacity. Brokering of capacity is a very successful and active program on
US pipelines ever since FERC established capacity release rules as part of Order T36 in 1992.

Shell applauds die Admrnastration’s efforts to date to advance a North Slope gas pipeline Project.
However, Shell believes that the proposed Fiscal Contract can be improved to protect die interests of
new explorers and, at the same time, better promote die interests of the State of Alaska in encouraging
new development. Shell looks forward to working widi the State of Alaska as this Project becomes
more fully developed and as remaining Project components are introduced. Shell representatives arc
available to discuss Shell’s views with you, or odicrs in the Administration or Legislature, upon request.

If you have any questions or followup, please contact Carn Toohcy widi our Alaska office at
907-770-3700.”
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Alaska Natural Gas Pipeline Project

Testimony on AGIA

Senate Finance Committee

April 28, 2007
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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 <3

Project is not "wildly profitable?"”

Can't separate upstream economics from midstream commitments
Economics must be based on the complete project

Firm transportation commitments must be accounted for

in project economics

Upstream pays fir the midstream
Without FT there is no project

Long-term cash generation is highly important

Cash flow well beyond 10 years remains vital

Need common understanding of project to determine

best way forward



What Is so important about FT?

Firm Transportation commitments (FT) by the resource owhners

are needed for a gas pipeline company to get financing

- "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”

Requires multi-billion dollar commitments by resource owRhners

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

Long term commitments represent real risk

Two risks:
* Price risk (over time, market price will not cover FT costang¢ 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

aia [T
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Project Risk Resides with the Resource Owners P>

RESOURCE
OWNERS _
Production
Price Risk
Risk RESERVES
MARKETS deliverability risk
Market volatility
PIPELINE
ChGOVE_RI}I.MEINtTS COMPANY
ange ntiscal terms Passes risks on via
All risks are either the toll
borne directly by the /
resource owners ofr Fiscal / Schedule Cost Finance
. Risk Risk Risk
passed to them via \
the market or the \
toll. GOVERNMENT*. / MATERIALS AND CAPITAL
REGULATORS CONSTRUCTION MARKETS
Regulatory delay & Material, labor, Repayment risk
fiscal terms equipment costs

Those bearing a risk are commercially motivated to manage that risk

AN10:00
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BP Messages on AGIA pr

. 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 circumstances that would
allow BP to make a firm transportation commitment to a

licensed project under AGIA

Why?...
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

T 21 VoV



Key Concerns Preventing BP Bid Under AGIA
In the order they appear in SB-104

9 .130(2)(B) / .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

.130(7) - Requires subsidization of competitors & eliminates
negotiated rate protections

contrary to ANGPA & FERC rules

imposes unreasonable commercial risk

e .130(13) - Commitment to reserve capacity for in-state delivery
points, regardless of open season outcome
imposes unreasonable commercial risk
not consistent with FERC Order 2005 [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 SB-104

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

& .200fb) - 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.)

,230fa)f2) / .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 slate control

e .240(c) - Effectively no way to abandon an uneconomic
project; licensee subject to damages

A 310 - .320 - Fiscal terms insufficient; risk of no FT customers
"no customers, no credit, no pipeline” (TransCanada)

ALT .St
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How AGIA can help deliver a successful project -

© A ddress areas of key concern listed 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 model encourages competition in the marketplace

® A ddress fiscal term s to encourage FT commitments

needed for a successful project

Allow resource owners to make offer in bid

© Allow due process of appeal, remove potential Order

2004 conflict, other clarifying edits
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B’ Net Reduction

BP's Vision for Alaska

© BP has a long history in Alaska...,

,and we look forward to a 50-year future

That future is only possible with a gas pipeline

® BP wants to bid undet AGIA and hopes it will be modified appropriately
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Current decline with continued investment
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. Jobs for Alaskans

# Additional revenue

for future generations

bp

Increased economic activity

New businesses Created

© Long term gas supply
opportunity for Alaskans

£ A more diversified economy
for decades

11
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SP Testimony on AGIA (SB104)
Senate Finance Committee
April 28, 2007

e Mr. Chairman, members of the committee, for the record my name is Dave
Van Tuyl. I'am the Gas Commercialization Manager for BP Alaska. Thank

you for the opportunity to testify before you this morning.

e« My testimony will start with a reminder of the opportunity and challenge
before us, and a brief discussion of the project economics and risk. Then Tl
provide our specific concerns on AGIA, and end with a vision of a successful

outcome which | think we are all trying to achieve.

An Opportunity,.and a Challenge

e BP wants and nee”s a gas pipeline. And we need that pipeline to be built
for a low capital cost and then operated cost efficiently. We believe that is
what is required to make the project happen arid be successful. Low costs
are good for both BP and the State because it results in lower tariffs, higher

netbacks and more revenues for the State and BP.

e Also, a low cost project will provide incentive to explore for more gas to keep

the pipeline full into the future. That is also good for the State and for BP

e The best way to ensure there is gas exploration in the future is to get a gas

pipeline built in the first place, and to get it built for a low cost.

e This is a hugely important project to BP, to Alaska and to the nation. It
represents the largest, known, undeveloped gas resource in the United
States, and in BP's global portfolio. The gas project is important in its own
right - but it also extends the economic life of Alaska’s oil production for
decades. Extending oil production is good for the State, the nation and for

BP.



Final, with Notes April 28, 2007

m  We share the governor’s and the legislature’s desire to get a successful

gas project moving.

» But the project remains commercially challenged. It requires massive capital
investment. It requires even larger financial commitments to get the

necessary financing to allow the project to advance.

« Ifitwas easy, itwould be advancing today. But it's not easy. It's incredibly

challenging. The size of this project alone makes it incredibly challenging and

risky.

BP Disagrees with the Administration's Economics

An important point | want to leave with you is that we fundamentally disagree with

the characterization of the Alaska Gas project economics as recently presented

by the Administration

We have concerns over many different statements made by the Administration,

but I'll limit my comments to addressing three key concerns.

1. Underlying economic methodology - Decoupling the Upstream fiom the

Midstream
2. Nature of firm shipping commitments

3. The importance or long term cash flow in investment decision making

We are very concerned that the economic analysis presented by the

Administration to the legislature is very misleading.
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Economics

Without the commitment of capital to the pipeline or the huge financial
obligation required for Firm Transportation (FT) for the midstream facilities,
there is no way to realize value from the sale of gas. Thus, any analysis of

the project that excludes midstream capital and FT is incomplete.

And because these commitments are just that, legally binding commitments,
they need to be accounted for when evaluating project economics. These

commitments were ignored in the Administration's analysis of the economics.

Because that method ignores the FT obligation, the resulting assertion that
our upstream economics are so robust is patently incorrect. In fact, the
upstream pays for the midstream. It does this through firm transportation

commitments. These commitments cannot be ignored.

The second point we want to emphasize is to ensure we have a common

understanding of the nature of these firm transportation commitments we’ve just

talked about.

Nature of Firm Transportation Commitments

 FT is a binding commitment made by a shipper to a pipeline company in
an open season to secure capacity on the pipeline for a specified duration

at a specified cost. We heard Fred Rich talk about this the other day.

e There are a few important facu, he clear on about FT

* FT is binding legal obligation. It becomes binding once the nece ssary

conditions are met, including the pipeline coming into operation.

e The Administration has claimed that the Producers say that FT is "exactly

like debt” I'm not aware of any of us having said that in testimony Long



Final, with Notes April 28, 2007

term commercial commitments like FT are often characterized as "debt-

like", and must be reported to the SEC.

The core issue is whether the FT commitments require the producers to

absorb the substantial majority of the risk associated with the project.

 FT is a financial obligation, and it is certain that the lenders would have
recourse to the financial security provided by the producers' FT, should

the pipeline company fail to meet its obligations.

e Therefore, FT cannot be ignored if a project is to be evaluated properly.

 And generic statements about treatment of long term commercial
commitments is dangerous. Commitments of the magnitude required to

underpin this project are massive in both the dollar amount and the likely

duration.

e« These commitments will create their own weather in the financial markets

- they must be considered.

The third arid final point | wanted to emphasize is that confidence in future
cash flows is very important in evaluating the commercial viability of any

investment decision That is particularly true for a commitment as large as

the Alaska gas pipeline project.
Importance of Long Term Cash Flow

e The Administration suggested that cash flows beyond 10 years are

relatively unimportant in financial decision making on this project

e That's not true.
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e Cash flows further out in time tend to have less effect on NPV - this is true

(0]

0]

But cash impact years into the future will indeed be real

In evaluating the economics of projects, we look at many different
measures. NPV, IRR and Pl are just some of the measures which
are considered.

The ability of a project to generate long-term cash flow is also an
important consideration to investors,

It's important to bear in mind that we expect the FT commitments
we just talked about will be in effect well beyond 10 years,

So those making long terms commitments want to know that they'll

be able to make good on them. Lenders will want to know this, too.

Getting this project right has enough challenges of its own, let alone when we

have such fundamental disagreement with how the project is characterized.

What Is So Important about FT?

e FT commitments, typically obligations to ‘ship or pay" made by the resource

owners or "shippers’, are needed by the pipeline company to get financing

validating just how important they are, we've heard some very
simple and straightforward comments from pipeline companies who

have testified in the past couple of weeks

TransCanada has said "No customers, no credit, no pipeline" (and
in this context customers means shippers)

Eribridge put it even more simply by saying "No producers, no

pipeline"

e Those aren't "political" statements. They are statements about the simple

financial truths of gas pipeline projects

e FT is a binding FINANCIAL obligation. I've sometimes heard FT described as

committing gas to a pipeline”. I've heard that quote from industry as well as



Final, with Notes April 28, 2007

others, so I'm not pointing any fingers here. But |just wanted to make it clear
that FT is an actual financial obligation
o Typically, FT is known as a "ship or pay" obligation
mm That means that a shipper commits to pay the pipeline company for
use of its service whether or not the shipper actually delivers gas to
the line
o0 And it's also important to note that a company does not need to
have ANY gas resources to enter into a firm transportation
commitment. Any company who meets the creditworthiness
standards set by the pipeline company is free to bid for capacity.
Gas pipelines are “open access". Anyone is free to obtain capacity

if they make the requisite commitments.

The scale of these commitments is often oversimplified. It's not "just” the
capital cost of the project, if that weren't in itself a large enough commitment.
*j the commitment is for what is known as the "demand charge” which
is the cost of service the pipeline will charge through time
o Capital is one major component
But for illustration, I've provided some broad assumptions to put the
scale of these commitments in perspective.
* assuming a 4.5 bcfd project, at a unit cost of S3.50/mcf for
25 years results in a total FT commitment of S144 billion

m That's a huge sum. even for a company the size of BP

These long term commitments are just that - commitments Therefore, they
represent real risk. The risk can manifest itself in two key ways:

the PRICE can drop such that the costs of these commitments isn't

coveied; and

the GAS SUPPLY may be insufficient to use the capacity that has

been committed over time.
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e And the size of these commitments magnifies the risk. And that risk is borne

by those making the commitments,

Project Risk Resides with the Resource Owners
e This next slide attempts to show how risk is ultimately allocated in a major

resource development project like the Alaska Gas Pipeline Project

 I'm going to step through it one bit at a time.

e First, we start with the Resource Owners - that’s of course the State of

Alaska, and it includes the lessees, like BP, CP, EM, Chevron and others.

 There are certain risks that are inherent to the resource itself.

0 There is always price risk associated with selling a commodity like gas

» that’s the risk that the price of gas will fall in the future,
possibly below the tariff

0 There’s also production risk
m  Keeping the pipeline full for project life
m Being able to deliver the full volume every day
m These risks are important considerations when a resource

owner has to make the firm transportation commitments

necessary to underpin the project

e Next, there’s fiscal risk for a lessee; tnat's the risk that the fiscal terms on the
upstream business might change. On major infrastructure projectslike this

around the world, it's not uncommon for host governments to addressfiscal

risk with a mutually agreed framework.

e There are also a whole host of risks associated with constructing the pipeline

itself
Regulatory process could change schedule risk
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o Material, labor and equipment costs cost risk, which includes
project management and execution

o Need for finances from the capital markets finance risk (Again,
Fred Rich talked at some length about this risk at his project

finance workshop earlier this week)

* What is critical to appreciate is that all these project-related risks that are
taken by the pipeline company are ultimately passed through to the resource
owners through the toll

o The Pipeline company receives a regulated rate of return

o Gets a reasonable return on investment commensurate with the
risks

o That's the pipeline’s reward

o In exchange for this regulated rate of return, the regulators ensure
that the pipeline does not take on certain risks

o These instead are passed through to the resource owners,
provided that the pipeline owner delivers the project on time and
operated efficiently

o That's how the risk / reward balance is struck by the pipeline

regulators

e So ultimately, virtually ALL RISKS are either borne directly by the resource

owners, or are passed through to the resource owners through the toll

e To ensure a low cost project, it's important that those that are bearing a risk

arc able to manage that risk

They are commercially motivated to manage that risk downwards

BP Messages on AGIA

e I'd like to turn to our specific comments on the current version of SB-104.
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To put it clearly and succinctly, AGIA needs substantial modification to result

in a successful project. And I'll go into some detail as to the modifications we

See as necessary.

As we’'ve said in previous testimony, we agree with the Governor’s intent on
using AGIA to advance a successful project. But the current version of AGIA

won’'t get us there. I'll explain why in a moment.

| want to be very clear with BP’s evaluation of AGIA as it's currently drafted.
Simply put, BP won’t be able to submit a bid that conforms to the

requirements of AGIA.

It's not easy for me to say that. BP really does want to be able to compete in
the AGIA process. BP wants to help deliver a successful Alaska gas pipeline

project. We think we can add significantly to the success of the project.

If AGIA is fixed, we intend to bid. We're happy to have our bid openly

evaluated along with others. But the current terms of AGIA won't allow that to

happen.

| also want to be very clear about the implications the current version of AGIA
holds for BP participating in an open season. As currently drafted, it's difficult

to envision the circumstances that would allow BP to make a firm

transportatif'> commitment to the licensed project under AGIA in an initial

open season.

And that's true even ifa BP affiliate was the licensee.

That's because BP believes the terms of AGIA put unreasonable commercial

risk on initial shippers.
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0 AGIA removes negotiated rate protection (protections from potential
cost overruns, protections from subsidization of expansion
sh'ppers, and the ability to gain long term certainty of future rates).
m There is language in the bill that now references negotiated
rates, but it doesn't actually provide rate protection for initial
shippers
0 AGIA doesn't provide the fiscal certainty needed to justify the

massive, long term firm transportation commitments necessary for

a successful project.

I'm not trying to be dramatic, or issue any soil of a "threat”. I'm trying to be

very open, and transparent. We owe that to you because there is so much at

stake.

Next I'll explain what provisions prevent us from making a bid under AGIA as

it's currently drafted.

Key Concerns Preventing BP Bid Under AGIA

While we have several concerns with AGIA as drafted, we've tried to hone

this list only to the most significant concerns we have that would prevent us

from submitting a conforming bid.

I'm not planning to walk through each of these in detail, but I'll explain a few
of them to give you a sense of our concern. They are arranged in the order

they appear in the bill and not in any sort of ranking.
130(2)(B) /.210 - currently requires a "detailed" description of size and

offtake, and the way we understand section .210, we wouldr't be able to

change our plan as better information becomes available

10
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130(2)(C-D) - We think it's impossible to “demonstrate” economic viability of

the project within the AGIA timeframe.

130(7) - We've already testified in some detail regarding our concerns with

this section.

0 these provisions are in conflict with FERC policy and the ANGPA
o itignores one key objective of FERC Order 2005 - rate

predictability for initial shippers!

130(13) - Implies a commitment to reserve capacity for in-state delivery

points, whether or not that service is committed in an open season

150(a) - requires release of the successful licensee’s proprietary information.

Key Concerns Preventing BP Bid Under AGIA (cont.)

200(a) - requires the licensee to accept a FERC certificate despite of

potential conditions FERC may impose.

200(b) - the licensee effectively turns over sanction authority to the State

230(a)(2) - This provision says that the licensee is in breach if there is a

substantial deviation from the terms set out in the application

240(c) - The way we understand this section, there is effectively no way to

prove the project uneconomic, therefore there is no “off-ramp”

310 - 320 - Finally, as we've consistently testified, the resource terms under

AGIA are inadequate.

How Car; AGIA Help to Deliver a Successful Project?
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For BP to be able to submit a bid under AGIA, a number of modifications

need to be made

The 10 areas of concern |just walked through need to be fixed

As we've discussed in every testimony on AGIA we've offered, there are three

other key areas that need to be fixed

First, the State should provide its list of objectives that prospective applicants

must address

o BP, and other applicants, should be allowed to tell the State how
we would address the State’s objectives
o that's how the best solutions are developed - through creative

thought, not by presupposed outcomes

Second, AGIA should remove elements of exclusivity.

0 An amendment was made in a prior committee to try and address
this concern [in .100(b)], but even with this amendment, AGIA
creates exclusivity

0 Exclusivity prevents competition in the marketplace,

o The Federal model works well, and encourages open competition in

the marketplace. Itworks everywhere eise in America. It will work

for Alaska as well.

Third, fiscal terms have to get solved in a way that will encourage firm

transportation commitments from shippers

o we would like the opportunity to include fiscal terms in an bid under
AGIA that the State can consider (and reject if it likes)
0 BP wants to be able to submit a bid under AGIA
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Finally, there are other edits, less fundamental than the ones |just mentioned

that we think also should be addressed.

BP’'s Vision for Alaska

To close, I'd like to spend a moment to look into the future and consider again

the opportunities we have before us.

BP has a long history in Alaska. BP has been actively involved in the

exploration, development and production of Alaska’s North Slope energy

resources for decades.

And we see the opportunity for a bright future ahead. In fact, we envision our

50-year future in Alaska. It's notjust a slogan.

I'd like to turn your attention to the graph at the bottom the slide, which shows

the possibility of the future that BP sees in Alaska, depicting BP's share of

production through time.

There are a few key points to draw from the graph.

The days of high plateau production are behind us.

We still have a significant level of production today, but that production will

continue to decline with time. That’s what the dotted red line depicts.

That shows production declining at historic levels, which already would

require significant investment

We can make up that decline in production with new investment that would

result in new production from heavy oil resources and from gas.

13
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e But it's not a given. It's a view of what’s POSSIBLE.

e That future is only made possible with an Alaska gas pipeline project.

What A Successful Gasline Means
e Finally, it's worth a reminder of the importance of a successful project. And

I'd like to emphasize that what we need isa SUCCESSFUL gas pipeline, not

just ANY gasline.

e As we've said, this is a project of tremendous scope and scale and that's
what the picture reminds us of. Because of this it presents tremendous risk.

But if it's done right, it presents a wonderful opportunity for the State, Industry

and the people of Alaska.

e Because there is much at stake, we need to get it right.

e The project creates the opportunity for jobs for Alaskans, and if we deliver a

successful, low cost project, for revenues to the State and to Industry well into

the future.

e We can create a whole new industry of gas exploration with a successful, low
cost project. Gas exploration and expansion are only possible if the pipeline
gets built in the first place, and if it's built for a low capital and operating cost.
That will make it attractive for bringing new volumes into the project, which

benefits the State, gas explorers, and initial shippers as well.

e A successful gas pipeline project will provide the opportunity to bring a long

term gas supply source for use by Alaskans.
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And finally, gas sales will diversify Alaska’s economy for decades into the

future.

As | said, there’s a lot at stake, so we need to get it right.

BP wants to get it right. That's why we’ve tried to be very forthright and

specific with our comments. We owe that to you as you finish your

deliberations on AGIA.

Thank you for the opportunity to testify today. I'd be happy to answer any

questions you might have.






TransCaneck isa loader in the responsible doveloprrenl and
relicble operation of North Arrerican ererrjy infrastructure.
TransCanada's network of approxirretely 4?,000 kiloretres
(26.000 niles) of pipeline transports the ngjority of V\estern
Canada's natural gas production to key Canadian and

US markets Agrowing independent power prociicer,
TransCanaca owns, or has interests in, approxinretely /./00
megawatts of power generation in Canada and the United
States. TransCanadal common shares trade on the Toronto
and New Yarksteek exchanges under the synbol H*
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Tony Palmer
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As Vice-President, Alaska Business Development, Tony Palmer leads
TransCanada Corporation's efforts on the Alaska Highway pipeline project. Tony
is also CEO of Foothills Pipe Lines Limited, a subsidiary of TransCanada. Foothills
owns the Canadian section of the Alaska Natural Gas Transportation System.
TransCanada and Foothills own the Alaskan segment.

Tony joined Foothills Pipe Lines Ltd in 1985 and worked in NOVA Gas
International Ltd fiom 1994 to 1998 Since then, Tony has held several senior
positions in Business Development, Strategy and Transmission Planning at
TransCanada Tony has 24 years experience in the pipeline business.

Tony earned a Bachelor of Arts from Concordia University in Montreal in 1979
and is a graduate of the Executive Development program at the University of
Calgary in 1988

TransCanada
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e No producers No pipeline !

e Project is too risky - too big, too complex, too
expensive - to move forward without producers

e Potential gas buyers see no vioducers @S no progress

Buyers’ dilemma, switch to coal, go off-shore or wait for Alaska?



As drafted, AGIA is unlikely to produce significant
commercial results.

AGIA introduced as a catalyst to expedite the
construction of a natural gas pipeline

AGIA focus is on the pipeline and not entire project
which requires Producer alignment

AGIA adds unnecessary regulatory complexity

- FERC process well defined and effective



e ADbsolute requirements may result in not having the
opportunity to evaluate creative solutions that add

value in different ways

» This Is not a standard RFP project
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Binding shipper commitment is required prior to spending significant $’s

on regulatory applications

- Not commercially prudent to assume producers will show, or that gas can be
“acquired”

- Risk too high even with government cost sharing

Even binding shipper/pipeline agreements will have conditions

including:

An acceptable FERC Certificate

Acceptable Financing

Shipper resolution of Alaska state taxation issues

Defined project milestones / timing

unconditional commitment to proceed will not happen
Regulatory certificates may have conditions making project uneconomic

Events between application and certificate could make project uneconomic



No company has the exclusive right to build a

pipeline to ship Alaskan gas in Canada

e , Options to Permit the Project Through Canada
NP A NEB - CEAA

Northern Pipeline Act passed in 1977 Modern, efficient and transparent regulatory
Socio-economic baseline impact developed process

late 19705 Dove-tails with FERC

Certificates of Public Convenience and Consistent with NAFTA

Necessity issued to Foothills Pipeline to

build the Cdn portion of the Alaska Natural Contemporary, well understood processes:

Gas Transportation System proposal. . . . .
First Nations participation

Enshrines a 30-year old project never . .
Environmental assessments and practices

undertaken that has now significantly

changed Economic benefits through open competition



“As we move forward, | am guided by five principles that | believe can be
applied to all pipeline decisions:

First, they must not interfere with market forces. We will let the
market decide.

- Second, our decisions must be supportive of a modem 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 Development

Presentation to Canadian Energy Pipeline Association Annual Dinner
May 2006



Eribridge 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, but claims of exclusivity will be denied

Alaska should ensure that it does not create a process that is all about
process
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