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SEC. 116. LOAN GUARANTEES.

(a) AUTHORITY- (1) The Secretary may enter into agreements with 1 or more
holders of a certificate of public convenience and necessity issued under section
103(b) of this division or section 9 of the Alaska Natural Gas Transportation Act of
1976 (15 U.S.C. 7199) to issue Federal guarantee instruments with respect to
loans and other debt obligations for a qualified infrastructure project.

(2) Subject to the requirements of this section, the Secretary may also enter into
agreements with 1 or more owners of the Canadian portion ofa qualified
infrastructure project to issue Federal guarantee instruments with respect to loans
and other debt obligations for a qualified infrastructure project as though such

owner were a holder described in paragraph (1).

(3) The authority of the Secretary to issue Federal guarantee instruments under
this section for a qualified infrastructure project shall expire on the date that is 2
years after the date on which the final certificate of public convenience and
necessity (including any Canadian certificates of public convenience and necessity)
is issued for the project. A final certificate shall be considered to have been issued
when all certificates of public convenience and necessity have been issued that are
required for the initial transportation of commercially economic quantities of
natural gas from Alaska to the continental United States.

(b) CONDITIONS- (1) The Secretary may issue a Federal guarantee instrument for
a qualified infrastructure project only after a certificate of public convenience and
necessity under section 103(b) of this division or an amended certificate under
section 9 of the Alaska Natural Gas Transportation Act of 1976 (15 U.S.C. 7199)

has been issued for the project.

litip://lIhomas.loe.gov/cgi-bin/epiliiery/?&sid cpl083baz9&rcTer Alr n hr773.108&db id... ‘1/26/2007
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(2) The Secretary may issue a Federal guarantee instrument under this section tor
a qualified infrastructure project only if the loan or other debt obligation guaranteed
by the instrument has been issued by an eligible lender.

(3) The Secretary shall not require as a condition of issuing a Federal guarantee
instrument under this section any contractual commitment or other form of credit
support of the sponsors (other than equity contribution commitments and
completion guarantees), or any throughput or ocher guarantee from prospective
shippers greater than such guarantees as shall be required by the project owners.

(c) LIMITATIONS ON AMOUNTS- (1) The amount of loans and other debt
obligations guaranteed under this section for a qualified infrastructure project shall
not exceed 80 percent of the total capital costs of the project, including interest

during construction.

(2) The principal amount of loans and other debt obligations guaranteed under this
section shall not exceed, in the aggregate, $18,000,000,000, which amount shall
be indexed for United States dollar inflation from the date of enactment of this Act,

as measured by the Consumer Price Index.

(d) LOAN TERMS AND FEES- (1) The Secretary may issue Federal guarantee
instruments under this section that take into account repayment profiles and grace
periods justified by project cash flows and project-specific considerations. The term
of any loan guaranteed under this section shall not exceed 30 years.

(2) An eligible lender may assess and collect from the borrower such other fees and
costs associated with the application and origination of the loan or other debt
obligation as are reasonable and customary for a project finance transaction in the

oil and gas sector.
(e) REGULATIONS- The Secretary may issue regulations to carry out this section.

(f) AUTHORIZATION OF APPROPRIA TIONS- There are authorized to be appropriated
such sums as may be necessary to cover the cost of loan guarantees under this
section, as defined by section 502(5) of the Federal Credit Reform Act of 1990 (2
U.S.C. 661a(5)). Such sums shall remain available until expended.

(g) DEFINITIONS- In this section:

(1) CONSUMER PRICE INDEX- The term 'Consumer Price Index' means the
Consumer Price Index for all-urban consumers, United States city average, as
published by the Bureau of Labor Statistics, or if such index shall cease to be
published, any successor index or reasonable substitute thereof.

(2) ELIGIBLE LENDER- The term ‘eligible lender' means any non-Federal
qualified institutional buyer (as defined by section 230.144A(a) of title 17,
Code of Federal Regulations (or any successor regulation), known as Rule
144A(a) of the Securities and Exchange Commission and issued under the

Securities Act of 1933), including—

(A) a qualified retirement plan (as defined in section 4974(c) of the

hit|)://thomas.loc.gov/cgi-bin/c|H|uery/?&siil cpl()83ba/Cy&rcTor VMr n hr773.10S«&dl> id... 4/26/2007
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Internal Revenue Code of 1986 (26 U.S.C. 4974(c)) that is a qualified
institutional buyer; and

(B) a governmental plan (as defined in section 414(d) of the Internal
Revenue Code of 1986 (26 U.S.C. 414(d)) that is a qualified institutional

buyer.

(3) FEDERAL GUARANTEE INSTRUMENT- The term ‘'Federal guarantee
instrumentlmeans any guarantee or other pledge by the Secretary to pledge
the full faith and credit of the United States to pay all of the principal and
interest on any loan or other debt obligation entered into by a holder of a
certificate of public convenience and necessity.

(4) QUALIFIED INFRASTRUCTURE PROJECT- The term ‘'qualified infrastructure
project’' means an Alaskan natural gas transportation project consisting of the
design, engineering, finance, construction, and completion of pipelines and
related transportation and production systems (including gas treatment
plants), and appurtenances thereto, that are used to transport natural gas
from the Alaska North Slope to the continental United States.

And the Senate agree to the same.
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Figure 2-2. Total Governmental Revenue by Major Component, FY 2006 and Forecasted FY 2007-2008

($ million)

Oil Revenue

Unrestricted

Property Tax

Corporate Petroleum lax

Production Tax

Royalties (including Bonuses, Rents, is: Interest)

Subtotal

Restricted
Royalties to Perm Fund & School Fund (includes Bonuses is: Rents)

Tax Settlements to CBRF
NPR-A Royalties, Rents & Bonuses
Subtotal

Subtotal Oil Revenue

Other Revenue (Except Federal & Investment)
Unrestricted

Faxes

Charges lor Services

Fines and Forfeitures

| icenses and Permits

Rents and Royalties

Other

Subtotal

Restricted

Faxes

Charges lor Services

Fines and Forfeitures
| icenses and Permits
Rents and Royalties

Other

Subtotal

Subtotal Other Revenue

History
FY 2006
54.5
661.1
t, 199.5
1,784))
3,699.2

611.5
43.7
4.5
659.7

4,358.9

FY 2006

328.5
21.8

8.5

41.0

8.8

39.3
447.9

86.3
225.0
21.0
30.6
5.9
167.7
5.16.5
984,4

Forecast

FY 2007 FY 2008
52.0 53.2
565.1 512.1
2,124.6 995.4"*
1,583.0 1,406.4
4,324.7 2,967.2
539.1 480.9
90.0 20.0
6.4 7.6
635.5 508.5
4,960.2 3,475.6

FY 2007 'Y 2008
424.7 3814
21.8 21.8
8.5 8.5
43.2 44.0
14.3 11.0
191 17.6
531.6 484.3
86.6 131.7
237.9 277.4
22.0 31.2
37.1 37.5
5.9 5.9
103.1 120.»
192.6 60 11
1,024.2 1,088.4



Figure 2-2. Continued

Federal Revenue History Forecast
FY 2006 FY 2007 FY 2008
| Restricted | 1,966.2 3,106.1 | 2,4J6.0

Subtotal Federal Revenue 1,966.2 3,106.1 2,476.0

Investment Revenue

Unrestricted

Investments 51.9 122.4 94.6
Interest Paid by Others 14 15 15
Subtotal 53.3 123.9 96.1
Restricted
Investments 14.4 45.6 33.8
Constitutional Budget Reserve Fund 73.3 189.7 147.7
Other Treasury Managed Funds 13.4 22.3 23.0
Alaska Permanent Fund (CASH) 3,072.3 2,512.9 2,6'75.7
Subtotal 3.173.3 2,770.5 2,880.2
3,226.7 2,894.4 2,976.3

Subtotal Investment

Grand Total 10,536.2  11,984.9  10,016.3

FY 200,3 has S80.7 million production tax credit outstanding.

both realized and unrealized gains and losses are included per CASH 3d as interpreted by the Finance
Division of the Department ol Administration in its Comprehensive Annual Financial Report.
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Figure 2-3. Total Government by Major Component, FY 2006
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Figure 2-4. dotal Governmental State Revenue, FY 2006 and Forecasted FY 2007-2008 (S million)

Revenue Source History
FY 2006

Unrestricted

Oil Revenue 3.699.2
Other Revenue (except Federal iY Investment) 447.9
Investment earnings 53.3
Subtotal 4,200.4
Restricted

Oil Revenue 659.7
Other Revenue (except federal & Investment) 536.5
Investment Farnings 3.173.3
Federal Revenue 1.966.2
Subtotal 6,335.7
Grand Total 10,536.2

(I FY 200S has SS6.7 million production tax i rcdit outstanding.

Forecast

FY 2007

4,324.7
536.1
123.9
4,980.2

635.5
492.6
2.770.5
3,106.1
7,004.7

11,984.9

FY 2008

2.967.2 "

484.3
96.1

3,547.6

50.3.5
604.1
2.880.2
2,476.0
6,468.8

10,016.3



Figure 2-5. Unrestricted General Purpose Revenue, FY 2006 and Forecasted FY 2007-2008 (S million)

History Forecast
Oil Revenue FY 2006 1Y 2007 F\ 2008
; Property Tax 54.5 52.0 53.2
1Corporate Income lax 661.1 _5§5it_ 312.1
Production Tax
Oil & Gas Production 1,191.7.: 2,11-1.2 983.1
Oil & Gas Hazardous Release 7.8 10.4 12.3
Subtotal Production Fax 1,199.5 2,124.6 995.4
Royalties (including Bonuses, Rents, & Interest)
Mineral Bonuses & Rents 11.6 33.1 14.8
Oil & Gas Royalties 1,772.2 1,542.0 1.390.3
Interest 0.3 8.0 1.4
Subtotal Royalties 1,78-1.1 1,583.0 1,406.4
Total Oil Revenue 3,669.2 4,324.7 2,967.2
Other Revenue (except Federal & Investment)
Sales & Use
Alcoholic Beverages 17.6 17.8 18.2
Tobacco Products - Cigarettes 27.8 31.2 36.0
Tobacco Products - Other 7.6 8.1 8.4
Insurance Premium 44.3 45.4 45.9
Fleetric and Telephone (inoperative 0.2 0.2 0.2
Motor Fuel Tax 42.0 eil.l 41.7
Vehicle Rental rer "\S 7.9
lire Fee 1.6 1.6 1.0
Subtotal Sales & Use 148.8 153.2 159.9
Corporate Income lax 138.0 190.0 139.4
I isli
Fisheries Business 15.4 15.9 10.5
Fishery Resource 1aiuling 4.7 4.5 4.8
Subtotal 1isli 20.1 20.4 21.3
I hlier
Mining 18.6 58.7 58.-1
Fstate 0.6 0.0 0.0
Gaming N =1 2.4
Subtotal Other 21.6 61.1 60.8

Subtotal Other Taxes 328.5 424.7 381.4



Figure 2-5. Continned

Other Revenue (except Federal & Investment)

Charges for Services
General Government
Natural Resources
Other

Subtotal Charges for Services
Fines & Forfeitures

Licenses & Permits
Alcoholic Beverage
Motor Vehicle
Other

Subtotal Licenses & Permits

Rents 6c Royalties
Land Leasing, Rental & Sales
Coals Royalties
Cabin Rentals

Subtotal Rents & Royalties

Other
Miscellaneous
Unclaimed Property

Subtotal Other

Total Other (except Federal & Investment)

Investment Revenue
Investments
Interest Paid by Others

Subtotal Investment Revenue

Total Unrestricted revenue

History
FY 2006

19.7

1.9
0.2
21.8

8.5

0.1
37.7

2.3

41.0

7.4
11

0.3
8.8

29.8
9.5

39.3

447.9

51.9
14
53.3

4,200.4

Forecast
FY 2007 FY 2008
19.7 19.7
1.9 19!
0.2 0.2
21.8 21.8
8.5 8.5
0.1 0.1
39.8 40.6
2.3 2.3
43.2 44.0
12.8 9.4
1.2 1.3
0.3 0.3
14.3 11.0
13.6 13.6
55 4.0
19.1 17.6
531.6 484.3
122.4 94.6
15 15
123.9 96.1
4,980.2 3,547.6



Figure 2-6. WTI, ANS West Coast and ANS Wellhead, ;v 2006
and Forecasted FY 2007-2017 (Nominal $ per barrel)

Fiscal Year WTI ANS West Coast ANS Wellhead
2006 63.01 60.80 55.33
2007 62.42 59.81 53.97
2008 57.22 54.72 47.50
2009 56.36 53.86 47.79
2010 56.62 54.12 49.06
2011 57.80 55.30 50.18
2012 58.52 56.02 50.68
2013 59.40 56.90 51.36
2014 43.53 41.03 35.23
2015 44.73 42.23 36.18
2016 45.96 43.46 37.23
2017 47.22 44.72 38.40

Figure 2-7. ANS West Coast and Futures Market Oil Prices ($ per barrel)
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Figure 2-8. Alaska Crude Oi! and NGL Production, FY 2006 and Forecast 2007-2008 (mil-

lion barrels per day

Alaska North Slope
I’'rudhoc Bay (1)
Aurora
llorealis

Midnight Sun
Orion
Polaris

Lishuruc
Niaktlk (2)

Point Mclntyre

Raven
Kuparuk
Meltwater
Tabasco
larn
West Sak
Milne Point

Schrader Blull

endiciut
B.ul.uni
Alpire.' (3)
Fiord (4)
N.iiuki (5)
(hioguruk
Nnrthstar
Total Alaska Nnrlli Slope

increase/decrease limn prior peiiod
"ii change Iruni prior period
t util. Intel

iin.tiM.se/decrease (torn prior period
"it change Irnin piior period

1H Alaska
in, rease/destease troni prior peiiod

"ii change Irotn piior period

(1) Includes Ntd s
(2) Includes West Ni.iknl.
(3) Includes Qannik

History
FY 2006
0.3)0
0.009
0.017
0.006
0.007
0.003
0.009
0.006
0.033
0.001
0.134
0.005
0.004
0.020
0.013
0.025
0.016
0.019
0.001
0.123
0.000
0.(100
0.000
0,0%
0.845

(0.072)

0.018

(o002t
93

08
(0.0")

(i) Irilodes liord-Ktiparuk
(5) Includes NanuipKiipariik

FY 2007

0.276
0011
0.016
0.004
0.009
0,003
0011
0.005
0.018
0.003
0.124
0.003
0.004
0.019
0.019
0.022
0.010
0.014
0,001
0105
0.00Ss
0.000
0.000
0.0(7
0.710

(0.105)
-12.11..
0OKi

(0.003)
150"

0.750

0109
125

FY 2008

02 1

0.011
0.015
0.004
0.012
0.005
0.012
0.004
0.029
0.003
0.116
0.002
0.004
0.015
0.028
0.024
0.013
0.016
0.001
0.085
0.014
0.010
0.003
0.03"
0.76 «

001
3.3
0.014

(0.001)
90l

0."8

0025
10,



Figure 2-11. Estimated Cumulative Production Tax, FY 2008-2012. Under ELP-Based Production lax

and PPT Production Tax

$ Billion

Figure 2-12, PPT Credits Claimed and Used in 2006 (S million)

Not Used by Companies Total Credits
Claimed for

Claiming Credit
S86.7 Million Calendar Year 2006
$431 Million
as filed on
April 4, 2007

Used by Companies
Claiming Credit
S344.3 Million



Figure 2-13. Total Unrestricted General Purpose Revenue, FY 2006 and Forecasted FY 2007-2017
(S million)

Tr T
Unrestricted .
. . Unrestricted Total
. Unrestricted Oil Other Revenue . Percent From
Fiscal Year Imcstmcent Unrestricted i
Revenue (except Federal oil
Revenue Revenue
Investment)
2006 3,699.2 447.9 53.3 4,200.4 88%
2007 4,324.7 531.6 123.9 4,980.2 87%
2008 2,967.2 484.3 96.1 3,547.6 84%
2009 2,893.3 476.7 96.1 3,466.1 83%
2010 2,982.7 475.7 96.1 3,554.5 84%
2011 3.015.7 486.1 96.1 3,597.9 84%
2012 3,191.7 491.5 96.1 3,779.3 84%
2013 3,061.4 501.3 96.1 3,658.8 84%
2014 1,528.5 492.1 96.1 2,116.7 72%
2015 1,446.0 502.3 96.1 2,044.4 71%
2016 1,455.7 513.3 96.1 2,065.1 70%

2017 1,615.1 520.6 96.1 2,231.8 72%



Annual State Budget Spring 2007 Oil

After FY 08 ($ billion) Price Forecastl $25 $35 $45 $55 $65
$2.3 N/A Aug 2014 Jul2019 N/A N/A N/A
$2.7 N/A Jim 2012 Aug 2014 N/A 1 N/A N/A
$3.0 N/A Jul 2011 Dec 2012 Aug 2019 N/A N/A
$3.3 N/A Jan 2011 Nov 2011 Feb 2016 N/A N/A
$3.7 Oct 2016 Jul2010 Jan 2011 Jul2013 N/A N/A
$3.9 May 2015 Apr 2010 Sep 2010 Jun 2012 Aug 2017 N/A
$4.0 Mar 2015 Mar 2010 Aug 2010 Mar 2012 Jan 2017 N/A
$4.3 Feb 2014 Jan 2010 May 2010 May 201 1 Oct 2014 N/A
$4.6 Feb 2013 Nov 2009 Feb 2010 Nov 2010 Feb 2013 Jun 2019

Figure 2-14 (1$). CRRF Run-Out Date Without lixcess Revenue Deposited intoCBRF"1

Annual State Budget  Spring 2007 Oil

After FY 07 ($ billion) Price Forecast? $25 $35 $45 $55 $65
$2.3 N/A Oct 2013 Aug 2016 N/A N/A N/A
$2.7 N/A Feb 2012 Nov 2013 N/A N/A N/A
$3.0 Apr 2018 Apr 2011 Aug 2012 Oct 2017 N/A N/A
$3.3 Nov 2016 Oct 2010 )iil2011 Jan 2015 N/A N/A
$3.7 Sep 2015 Apr 2010 Oct 2010 Jan 2013 Nov 2018 N/A
$3.9 Oct 20 Ft Feb 2010 Jun 2010 Jan 2012 leb 2016 N/A
$4.0 Aug 201 i Feb 2010 Jun 2010 Nov 201 1 (>t 201% N/A
$4.3 Nov 2013 Nov 2009 Mar 2010 Feb 2011 Jan 2014 May 2020
$4.6 Sep 2012 Oct 2009 Dec 2009 Sep 2010 Sep 2012 Nov 2017

* Matrix allows reader to select specific fiscal year price (from 1V 2009-beyond) to determine (!BRI exhaustion date. Spring
2007 forecasted production volumes arc used. N/A in the matrix indicates that the CBRF does not run out during matrix

timeframe.

" Spring 2007 forecast ANS prices projections are $54.72 per barrel in 1V 2008, $53.86 per barrel in FV 2009, $5 i.12 per
barrel in 1V 2010, $55.30 per barrel in FV 201 I, $56.02 per banel in FY 2012 and $56.90 per barrel in FV 201 1 For FY
2014-beyond, ANS prices are estimate to grow at 2.75%o.






20050209-3065 Issued by FERC OSEC 02/09/2005 in Docket#: RM05-1-000

110 FERC U 61,095
UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

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

and Suedeen G. Kelly.

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

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

1 The Federal Energy Regulatory Commission is amending its regulations to
establish requirements governing the conduct of open seasons for capacity on proposals
to construct Alaska natural gas transportation projects. This Final Rule fulfills the
Commission’s responsibilities to issue open season regulations under section 103 of the
Alaska Natural Gas Pipeline Act (the Act), enacted on October 13, 2004."

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

1Public Law 108-324, October 13, 2004, 118 Slat. 1220.
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G. Rate Treatment for Expansions

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

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

priced.

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

mandate of the Act.

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

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

will not arise in Alaska.

116. In addition to arguing that incremental rates operate to discriminate against
expansion shippers, Alaska Legislators argue that the prospect of incremental rates will
also act to reduce competition and impede the development of Alaska natural gas.
Alaska Legislators state that exploration and development of Alaska reserves requires a
long lead-time due to seasonal restrictions and the remoteness of the resource.37 Alaska

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

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

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

unproven reserves.

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

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

discouraged.

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

by-case basis.

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

uncertainty and increased contractual risk.

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

delivery of that gas to the lower 48 states.

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

'xSee, e.g., Transcontinental Gas Pipe Line Corp. 106 FERC 161,299 (2004).
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Star’s arguments relating to whether the federal government’s loan guarantees and
accelerated depreciation amount to a “subsidy” of initial shippers’ rates may be raised.

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

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

to proscription of tying.

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

should not be prohibited.

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

Commission policies and procedures.



LO



20050601-3088 Issued by FERC OSEC 06/01/2005 in Docket#: RMO05-1-001

111 FERC T 61,332
UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION
18CFR Part 157

(Docket No. RM05-1-001; Order No. 2005-A )

Regulations Governing the Conduct of Open Seasons for Alaska Natural Gas
Transportation Projects

(Issued June 1, 2005)

AGENCY: Federal Energy Regulatory Commission.
ACTION: Final Rule; Order on Rehearing.
SUMMARY: The Federal Energy Regulatory Commission (Commission) generally
reaffirms its determinations in Order No. 2005. Order No. 2005 establishes requirements
governing the conduct of open seasons for proposals to construct Alaska natural gas
transportation projects, including procedures for allocation of capacity. Pursuant to the
directive of section 103(e)(2) of the Alaska Natural Gas Pipeline Act, enacted on
October 13, 2004, the regulations promulgated in Order No. 2005 (1) include the criteria
for and timing of any open season, (2) promote competition in the exploration,
development, and production of Alaska natural gas, and (3) for any open seasons for
capacity exceeding the initial capacity, provide for the opportunity for the transportation
of natural gas other than from the Prudhoc Bay and Point Thomson units.

In this order, the Commission addresses the requests for rehearing and/or
clarification of Order No. 2005. Here, we grant rehearing in part, deny rehearing in part,

and provide clarification of Order No. 2005. In specific, we: (1) clarify that the
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Section 157.36 is intended to provide that the Commission may require design changes
necessary to ensure that some portion of a proposed voluntary expansion will be allocated
to new shippers or shippers seeking to transport gas from areas otl er than Prudhoe Bay or
Point Thomson, provided such shippers are willing to sign qualifying long-term firm
transportation agreements. To ensure clarity, we will revise section 157.36 to read as

follows:

“In considering a proposed voluntary expansion of an Alaska natural gas
transportation project, the Commission will consider the extent to which the
expansion will be utilized by shippers other than those who are the initial
shippers on the project and, in order to promote competition and open
access to the project, may require design changes to ensure that some
portion of the expansion capacity will be allocated to new shippers willing
to sign qualifying long-term firm transportation contracts, including
shippers seeking to transport natural gas from areas other than Prudhoe Bay

or Point Thomson.”

. Presumption of Rolled-in Rates for Expansions

A. Final Rule -S 157.39

39. Section 157.39 states that “[tjhere shall be a rebuttable presumption that rates for
any expansion of an Alaska natural gas transportation project shall be determined on a
rolled-in basis.” The Commission stated in Order No. 2005 that by providing for this
pre’umption, the Commission is advising potential shippers, in advance of any initial
Alaska natural gas transportation project open season, of its intention to harmonize the
objective of rate predictability for initial shippers with the objective of reducing barriers
to future exploration and production in designing rates for future expansions of any
Alaska natural gas transportation project. The Commission concluded in Order

No. 2005 that section 157.39 is consistent with “our guiding principle that competition
favors all of the Commission’s customers, as well as with the objectives of the Act, to
adopt rolled-in rate treatment up to the point that would cause there to be a subsidy of
expansion shippers by initial shippers, ifany subsidy were to be found.”

B. Rehearing/Clarification Requests

40. The North Slope Producers, Enbridge, and ChevronTexaco assert that the
presumption in fav' r of rolled-in rates for voluntary expansions established in

section 157.39 creates uncertainty for shippers and project sponsors, and, therefore,
section 157.39 should be eliminated from the regulations or substantially revised. The



20050501-3088 Issued by FERC OSEC 06/01/2005 in Docket#: RMO05-1-001

Docket No. RM05-1-001 17

North Slope Producers and Enbridge claim that prospective initial shippers, fearing that
in the future their rates may be increased to subsidize the cost of expansion facilities, will
be less willing to make the long-term commitments necessary to support an Alaska
project. This uncertainty, they predict, will discourage rather than advance the
development of an Alaska pipeline or any voluntary expansion thereof- a result clearly
inconsistent with ANGPA’s primary goal. Moreover, the Nonn Slope Producers and
Enbridge suggest that mandatory expansions pursuant lo ANGPA section 105 will
become more attractive than voluntary expansions because of the explicit rate protection

for existing shippers in section 105.

.. 1 The North Slope Producers contend that section 157.39 is unjustifiably
inconsistent with the Commission’s current policy regarding rate treatment of
expansions, which is to discourage uneconomic expansions and assure that expansions
will not be subsidized by existing shippers. They assert that even if, as claimed by the
Commission, only one pipeline will be built in Alaska, that distinction does not justify

deviating from the Commission’s current policy.

42. The North Slope Producers charge that the Commission acted arbitrarily and
capriciously in relying on ANGPA section 103(c) tojustify its conclusion to provide for a
presumption of rolled-in rates for expansions. Although the North Slope Producers
concede that the Commission clearly has the authority under ANGPA and the NGA to
approve rates for Alaska natural gas transportation projects, they claim that ANGPA
section 103(e) has nothing to do with rate regulation. Furthermore, state the North Slope
Producers, even ifsection 103 could be read to give the Commission authority to include
rate regulations in its open season rules, the proper course would be to remove

section 157.39 from the open season rules and instead address rate policy issues only
after the parties have the opportunity of developing a complete factual record. Failing
this, the North Slope Producers state that the Commission should revise section 157.39 to
provide that the Commission’s current rate policies will apply to Alaska projects.

43. Enbridge also argues that the Commission acted arbitrarily and capriciously by
imposing a rebuttable rolled-in presumption, even where rolled-in pricing would increase
existing shippers’ rates. According to Enbridge, Order No. 2005 identifies two
considerations, namely the Commission’s disfavor of existing shippers subsidizing the
rates of new shippers, and the Commission’s reluctance to authorize an expansion rate
that would have an unduly negative impact on the exploration and development of Alaska
reserves. Enbridge contends that the presumption should be “scaled back” to apply only
to cases where expansion rates are no higher than pre-existing rates. Enbridge points to
the Commission’s acknowledgement in Order No. 2005 that it “cannot at this point,
without a specific project proposal or the facts surrounding a proposed expansion before
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us, define exactly what will be required to overcome the presumption.” Enbridge
contends that the Commission’s inability to explain how the presumption can be rebutted
renders rollcd-in pricing mandatory, leaving the question of whether a rolled-in
expansion rate that is higher than original rates is a subsidy to be resolved in a future

NGA section 7 filing.

44, ChevronTexaco stresses that because the text of Order No. 2005 recognizes that
“without a specific project proposal or the facts surrounding a proposed expansion” the
Commission cannot determine what is needed to overcome the presumption favoring
rolled-in rates, the Commission should defer any determination of rale treatment for
expansions until a record can be developed after a specific proposal is made. According
to ChevronTexaco, this inability to articulate when the presumption will be applied
creates uncertainty that inhibits the development of any Alaska project.

45, ChevronTexaco states that inconsistency between the text of order and the text of
the regulations creates further uncertainty. ChevronTexaco states that while the
regulations state that the presumption applies to “any expansion,” Order No. 2005°s text,
at paragraphs 124 and 125, suggests that rolled-in rates are appropriate only if there is no
increase in rales for existing shippers. ChevronTexaco urges the Commission to clarify
section 157.39 to state that no cross-subsidy is intended. Otherwise, the Commission
should consider issuing, in lieu of a regulation, a policy statement which outlines the
general direction that the Commission intends to take.

46. The Alaska Legislators and Anadarko contend that rolled-in pricing is essential
and justified. Anadarko asserts that the Commission clearly has the statutory authority to
establish a presumption of rolled-in pricing for future expansions in the open season
regulations. Both Anadarko and the Alaska Legislators contend that the significant
differences identified in the record between an Alaskan pipeline project and a pipeline in
the lower 48 states provide ample justification for departing from the current pricing
policy. The Alaska Legislators contend that even if there were some factual reason for
applying the current policy, that policy cannot be reconciled with the policy
considerations stated in ANGPA. Both Anadarko and the Alaska Legislators state that
incremental pricing of expansions cannot be reconciled with ANGPA’s goals of
promoting competition in the exploration, development, and production of Alaska natural
gas, and providing for the transportation of natural gas other than from the Prudhoe Bay
and Point Thomson units in any expansions of the Alaska pipeline facilities. The Alaska
Legislators estimate that expanding a pipeline, through looping, to a capacity of 7 billion
cubic feet (Bcf). would result in an expansion rate 50 percent higher than existing rates if
incrementally priced. Anadarko predicts that incremental pricing of expansions of an
Alaskan pipeline beyond 6 Bcfwould cause the pipeline to be capped at 6 Bcf,
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C. Commission Response

47. ANGPA section 103(i) gives the Commission broad authority to establish “such
regulations as are necessary” for the conduct of open seasons. In this regard, the
Commission believes that it is appropriate to establish rate criteria that will assist
potential shippers to make informed open season bids, and will promote competition, as
required by ANGPA. As discussed in detail in Order No. 2005, these criteria include
projected rates for in-state deliveries of gas, as well as a presumption for rolled-in rate
treatment for future pipeline expansions.

48. In adopting the presumption for rolled-in rate treatment, the Commission balanced
rate predictability for initial shippers with the objective of reducing barriers to future
exploration, development and production of Alaska natural gas. The Commission was
concerned that the prospect of high incremental transportation rates might increase risks
lo Alaskan producers and serve as a disincentive to future exploration and development
of potentially valuable natural gas resources. On the other hand, the Commission does
not wish to discourage voluntary capacity expansions.

49. The rolled-in rate presumption was not an abandonment of our current policy of
not favoring rate subsidization by existing customers of capacity expansions as suggested
in the requests for rehearing. The Commission did, however, suggest that because of the
likelihood of a single Alaskan pipeline project, it would consider alternatives to our
current policy on how to define or quantify subsidization by current customers. Current
policy primarily considers whether the expansion project will result in a rate higher than
the existing transportation rate for existing customers. An alternative consideration or
definition of subsidization could be whether the expansion rate is no higher than the
actual initial rate or of an initial rate without built-in subsidies. The Commission
believed and continues to believe that the appropriate place to review this issue is in the
context ofa future NGA section 7 filing. In such a proceeding, if the pipeline owners can
show that the initial pipeline was sized appropriately, i.e., it was uneconomic or
inefficient to build a larger capacity pipeline, the Commission would consider this in

overcoming the rolled-in rate presumption.

50. The text of Order No. 2005 referred to by ChevronTexaco docs not simply state
that rolled-in rates are appropriate only if there is no increase in rates for existing
shippers; it suggests that a rolled-in expansion rate that is higher than the original rate is
not necessarily a subsidy. As noted above, we will determine whether a particular rate
amounts to a subsidy when the issue is presented to us.
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51. Nothing in the requests for rehearing causes us to question our conclusion that a
rebuttal presumption of rolled-in treatment for the expansion of an Alaska Project is a

reasonable approach to the difficult issues we, and prospective pipeline proponents and
shippers, may face on the future. We think that the signal we are sending is a positive

one that will help spur natural gas exploration and development in Alaska. At the same
time, we have not prejudged how we will resolve future proceedings, and all parties will
have the opportunity to convince us of appropriate rate treatment if and when expansion
proposals for an Alaska project are developed. We therefore will not change the rule on

this matter.
1. Late Bids
A. The Final Rule-g 157.34(d)(2)

52. Order No. 2005 added a new provision in the Final Rule, section 157.34(d)(2), that
a project sponsor must consider any bids tendered after the expiration of the open season
by qualified bidders, and may reject them only if they cannot be accommodated due to
economic, engineering, or operational constraints, in which case the project sponsor must
provide a detailed explanation for the rejection. The Commission explained that this
requirement is designed to allow reasonable access to those shippers who may not be
ready to participate during the established open season period, and at the same time
provide the sponsor with flexibility in the timing of its open season.

B. Rehearing/Clarification Requests

53. The North Slope Producers and Enbridge contend that it is important for the
timely development of any project that the project sponsors be able to rely on an open
season that has a definite term. They state that the open season results are needed to
permit the project sponsor to gauge demand and in turn finalize pipeline design. They
assert that the late bid provisions of section 157.34(d)(2) will result in unreasonable risks
and costs to the project sponsor by creating a never-ending, open-ended open season in
which the project sponsor will be required, for each and every late bid received, to divert
resources and incur additional costs to evaluate whether bid can be accommodated. In
addition, they state that there is tremendous potential for delay at each step of the
development of the project, if the project sponsor must stop and make design changes at
every stage to accommodate a late bid. Thus, they state, section 157.34(d)(2) would
frustrate the Commission’s stated goal of adopting open season regulations that ensure
sufficient economic certainty to support the construction ofa pipeline.









Contruetuul Commitments
The following table sumnurums tlie Group’s principal contractual obligations at December 31,2003. Further
information on borrowings and capital lenses is given in Item 18 — Financial Statements — Note 29 on page F-17 and
"further information on operating leases is given in Item 18 — Financial Statements — Note 17 on page F-29.

Payments due by peiiod

Expected payments by period under 2009 and
contractual obligations and Total 2004 2005 2006 2007 2008 thereafter
commercial commitments
($ million)

Borrowings (&> 20,143 9,366 2,674 2,786 1,299 945 3,073
Finance lease obligations 4,634 127 243 248 2-10 248 3,528
Operating leases 8,115 1.275 1,066 8% 799 728 3,352
Decommissioning liabilities 7,504 86 156 173 154 156 6,779

2,430 165 441 102 276 186 660

Environmental liabilities

Pensions (b)

Other post-employment benefits (c)
Unconditional purchase obligations (d) 67,828

26,682 633 649 652 659 666 23,423
11,763 242 252 259 263 264 10,488
45491 7,076 3,133 1,828 1,655 8,585

(@) Expected payments exclude interest payments on borrowings.
(b) Represents the expected future contributions to funded pension plans and payments by unfunded pension plans.

() Represents the expected future payments for postretircment benefits.

(d) Represents any agreement to purchase goods or services that is enforceable and legally binding and that specifies all
significant terms. The amounts shown include arrangements to secure long-term access to supplies of crude oil, natural
gos, feedstocks and pipeline systems. In addition, the amounts shown for 2004 include purchase commitments existing
at December 31, 2003 entered into principally to meet the Group's short term manufacturing and marketing
requirements. The price risk associated with these crude oil, natural gas and power contracts is discussed in Item 11 —

Quantitative and Qualitative Disclosures about Market Risk on page 170.
The following table summarizes the nature of the Group's unconditional purchase obligations.
Payments due by period

2009 and

Unconditional purchase nhligations Total 2004 2005 2006 @ 200S  thereafter

payments due by period

(5 million)
Crude oil and oil products 22,013 19,350 844 452 422 374 601
Natural gas 19439 13,189 2575 1141 459 398 1,647
Chemicals and other refinery feedstocks 10,019 2,277 1,666 753 563 545 4,245
Utilities _ 11,612 9.622 1231 289 62 54 354
Transportation 2,814 73S 510 365 247 204 750
1,871 315 250 133 105 0O 988

Use cf facilities and services

Total 67,328 45491 7.076 3,113 1388 1.655 8,585
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company benefit plans and programs and to reduce the number of shares outstanding. Shares outstanding were reduced from
6.700 million at the end of 2002 to 6,568 million at the end of 2003. Purchases were made in both the open market and
through negotiated transactions. Purchases may be increased, decreased or discontinued at any time without prior notice.

2002
Cash used in linancing activities was SI 1.4 billion, down S3.7 billion, reflecting lower debt reductions. Dividend payments

cn common shares increased to S0.92 per share from S0.91 per share and totaled S6.2 billion, a payout of 54 percent. Total
consolidated short-term and long-term debt was comparable at $10.7 billion. Shareholders' equity increased by S1.4 billion to

$74.6 billion.

During 2002, Exxon Mobil Corporation purchased 127 million shares of its common stock for the treasury at a gross
cost of S4.8 billion. These purchases were to offset shares issued in conjunction with company benefit plans and programs
and to reduce the number of shares outstanding. Shares outstanding were reduced from 6,809 million at the end of 200! to
6.700 million at the end of 2002. Purchases were made in both the open market and through negotiated transactions.

Commitments
Set forth below is information about the corporation’s commitments outstanding at December 31, 2003. It provides data for
casv reference from the consolidated balance sheet and from individual notes to the consolidated financial statements.

I'aynienli Due by Period

Note 2009 2003 2002

— Reftrtnce 2005- and Total Total

roMiintlintnlt Number 2004 2Q0X Ilkyoud  Amount  Amount
fmillion.»o fJailors)

Long-term debt (= 15 S — S 877 $3,879 S4,756 $6,655

1,903 — 1,903 884

- Due inone year g —
125 461 2,854 3,440 3,454

Asset retirement obligations m) 10
Pension obligations to IK 1,180 1,720 4,937 7K37 9,385
Operating lenses <> 1 1,299 2,730 2160 6,189 6,945

17 520 1703 2563 4,786 3,649

Unconditional purchase obligations <
Takc-0*-n;iy obligations P>
Firm capital commitments i"

Hiis table excludes commodity purchase obligations for which an active, highly-liquid market exists and which arc
expected to be re-sold shortly afier purchase. Inclusion of such amounts would not be meaningful in assessing liquidity ami
cash flow, since such purchases will be offset in the same periods by cash received from sales.

833 1,874 1340  4,047. J.475
4,251 2,173 595 7.019 8,449

Notes
id  Includes capitalized lease obligations of $370 million. Long-term debt amounts exclude the coiporation’s share of equity

company debt, which is included in the calculation of return on average capital employed us shown on page 27.
Ihe intount Jue irt « tie year is included in notes and loans payable of 54,789 million (note 7)

Hie discounted present value of upstream asset retirement obligations, primarily asset removal costs at .he completion
of lielil life.

Ihe amount by which accumulated benefit obligations (ABO) exceeded the fair value of fund assets for certain U.S. and
non-U.S. plans at year end (note 18 on paga 65). For funded pension plans, this difference was S3.0 billion at December
31. 2001 (U.S. $0.5 billion, non-U.S. $2,5 billion). For unfunded plans, this was the ABO amount of $4.9 hillion (U.S.
$1 0 billion, non-U.S. $3.9 billion), ihe payments by period include expected contributions to funded pension plans in

2004 and estimated benefit payments for unfunded plans in all years.

Imp//www,8cc.gov/ArchivcH/cclgar/dain/34088/000119312504041877/tl1Ok.htm 2/15/05
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Minimum commitments for operating leases, shown on an undiscountcd basis, cover drilling equipment, tankers, service

0 . :
stations and other properties.

M Unconditional purchase obligations (UPOs) are those long-term commitments that arc noncancelable and that third
parties have used to secure financing for the facilities that will provide tho contracted goods or services. The
undiscounted obligations of 54,786 million mainly pertain to pipeline throughput agreements and include £1,887 million
of obligations to equity companies. Tho present value of the total commitments, excluding imputed interest of£1,543

million, was 53,243 million.

7) Take-or-pay obligations arc noncancelable, long-term commitments for goods and services other than unconditional
purchase obligations. The undiscountcd obligations of 54,047 million mainly pertain to transportation, refining and
natural gas purchases and include S622 million of obligations to equity companies. The present value of the total
commitments, excluding imputed interest of 5663 million, totaled 53,384 million.

¢ Finn commitments related to capital projects, shown on an undiscounted basis, totaled approximately S7.0 billion at the
end of 2003, compared with 58.4 billion at the end of 2002. These commitments were predominantly associated with
upstream projects outside the U.S., of which the largest single commitment outstanding at the end of 2003 was $1.6
billion associated with the development of crude oil and natural gas resources in Malaysia. The corporation expects to
fund the majority of these commitmeuts through internal cash flow.

Guarantees
i Other

Ethy Third Party
Obligations Obligations Total

(mllllont o fdollar])
Guarantees of excise taxes/customs duties under reciprocal arrangements $ — S 983 $ 983
Other guarantees 1,872 424 2,296
Total $ 1872 5 1407 $3,279

The corporation and certain of its consolidated subsidiaries were contingently liable at December 31,2003 for S3,279
million, primarily telating to guarantees for notes, loans and perfonnance under contracts (note 17). This included S983
million representing guarantees of non-U.S. excise taxes and customs duties of other companies, entered into as a normal
business practice, under reciprocal arrangements. Also included in this amount were guarantees by consolidated affiliates of
S1,872 million, representing ExxonMobil's share of obligations of

4

CDP 243771
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MEMORAN DU M May 9, 2007

SUBJECT: CSSB 104(FIN), Draft Version "N"
(Work Order No. 25-GS 1060\N)

TO: Senator Bert Stcdman
Attn-Steve J’ortcr,

FROM: Donald M. Bullock Jr.
Legislative Counsel

Enclosed is a draft finance committee substitute of the governor's AGIA bill. Please
review this draft carefully to ensure that it is consistent with the committee's intent.

There are several issues which the committee may wish to address.

Please look at AS 43.90.150(h) on page Il. You may wish to consider whether the
information that may he returned by the commissioners under the subsection is limited to
what the applicant claimed was a proprietary or a trade secret. Also, does this subsection
apply to all information submitted by the applicant if the applicant claims all information
is proprietary? Is this subsection intended to apply only to unsuccessful applicants? If
the information is returned under this section, but relates to a requirement in

AS 43.90.139. should the application also be rejected?

Also, on page 11, look at lines 20 - 22. What does the following sentence refer to in
AS 43.90.150:

However, information that the commissioners have determined is
proprietary or a trade secret under AS 43.90.130 may not be made public
even after the notice is published under (a) of this section, except as
otherwise provided in AS 43.90.150.

Do you know what is otherwise provided in AS 13.90.150?

Please look at AS 43.90.310(b), which contains two paragraphs. Under that subsection,
may the inducement iccipient pick both (1) and (2), or pick only one of the two
paragraphs? This issue also affects the use of the term ‘"subsection" in
AS 43.90.310)(b)( 1)(B): it a person may elect to exercise the options under paragraphs (1)
and (2). then "subsection” is appropriate, though perhaps should be relocated so it is clear
the provision applies to both (1)and (2). However, il the election is between (1) or (2).



Senator Ben Stedman
May 9, 2007
Page 2

then "paragraph™ may be more appropriate. My impression is that the inducement
recipient may elect between the options in AS 43.90.310(b) or the existing lease terms.
So, if the lease terms arc displaced by the election, then the recipient is subject to both
paragraphs within AS 43.90.310(b). It may be that this whole subsection should be

restructured.

Please look at the definition of "amended certificate" in AS 43.90.900(3). The definition
is limited to a certificate issued by the Federal Energy Regulatory Commission. Is there
an occasion where an amended certificate may be issued by the Regulatory Commission
of ‘'asku jY a Canadian regulatory agency that would affect the license terms?
Throughout the bill, the terms "certificate" a- 'l "amended certificate" appear in tandem; is
this correct, even when not limited to FERE tilicates?

DMB:Imb
07-119.1mb
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Thank you for this opportunity to testify on Senate Bill 104. My name is Matthew
Fagnani; | am president of WorkSafe, Inc. a subsidiary of NANA Development

Corporation. | am also a past President of the Support Industry Alliance.

As | monitor the activity in Juneau, read the Petroleum News, and listen at the
water cooler, 1 am concerned that we will not get a pipeline. As a company
whose employees earn a living on a healthy oil and gas industry, | am concerned
that AGIA in its current form will not get us there. | understand the purpose ' id
method of dictating terms & soliciting applications rather than negotiating, Lc.
when the current leaseholders are not enthusiastic about the bill - 1would listen
their concerns. Amendments to this Bill may be needed. However, what | hear
the state implying is if you do not bid or provide gas during the open season then
your leases may be at risk. | am paraphrasing. What | really hear is project

delays and many years of lawsuits.

The bottom line is we need a gas line and we need one as soon a practicable. If
AGIA fails, it will do more to damage the State and the economy of the State than
any other single event. | for one want to see a gas pipeline project. | am very
concerned that the state will not be able to meet its financial commitments
beyond 2010. Each year’s delay adds to the overall cost for the project, and that
in the end will affect the marketability of Alaskan gas. It is time to sit down and
really negotiate a bill that will work for the leaseholders and potential bidders, the
proverbal win-win. The future of Alaska rests with this Bill. Do right by the

Alaskan economy and its people by fixing this Bill so it can provide for a strong

healthy Alaskan future.

Thank you,

Matthew Fagnani
WorkSafe, Inc.

300 West 36" Ave, Suite A
Anchorage, Alaska 99503
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Testimony by Wes Nason on AGIA to Senate Finance Committee
April 30, 2007

My name is Wes Nason. |am Vice President of VECO Alaska, Inc. responsible for
pipeline construction projects.

There are lour major owners of North Slope natural gas who should have common
objectives to achieve by construction of an Alaska Gas Pipeline Project:

1. lhe State ot Alaska J ILj W u
2. BP Exploration (Alaska) Inc."

3. ConocoPhillips Alaska Inc.

4. ExxonMobil Production Company

The common objectives arc:

1 Least cost pipeline project costs to ensure maximum value of gas at the wellhead

and therefore maximum revenues, i*  tkt; i=ro(i{r +» 7
2. Control of project costs to protect value of gas at the wellhead

The objectives of AGIA, in its current form, do not acknowledge the common interests of
the four largest owners of the future gas sales.

While the honorable leaders of the Palin Administration believe in AGIA in its current
form, the preponderance of testimony from reliable industry sources refutes this notion.
The two major Canadian gas transmission companies with an interest in participating
have both testified that the gas producers must be part of the pipeline development team.

AGIA as currently written seems a transparent attempt to exclude the major producers
and to place Alaska’s fiscal future in the hands of a gas transmission company which may
have no northern or permafrost experience, and no history of managing a project of this

scope.

For a successful project, the State and the major producing companies must be in
alignment. AGIA in its current form will not accomplish this alignment. Please make
those changes recommended by the major producers which will allow them to have their

proposals considered under AGIA.
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Senate Finance Testimony on SB 104
April 30,2007

Mr. Chairmen and members of the Senate Finance Committee, thank you for this opportunity to
comment on SB 104. My name is Mark llylen and I am a lifelong Alaskan. My wife and | own
and operate Beacon Occupational Ilealth and Safety Services. Beacon’s clientele embrace
Alaska’s remote industries, as well as. federal, state and municipal governments. This includes
many of the contractors, producers and explorers that encompass the oil and gas industry in

Alaska.

I have grown increasingly concerned in following the gas pipeline saga over the last couple of
years that we are on the verge of losing a great opportunity for our state. 1his gas pipeline is
critical to the continued economic growth that we have seen over the last decade. Unemployment
is low and state revenues are in surplus, B 111 let us not forget that it was only a few years ago
that we were considering a slate sales and income tax. We need to get this pipeline moving
forward and it is my opinion that the hill being considered is not going to do this. | have been
invited and have listened to the producers, pipeline companies, explorers and the state and it
seems clear that it is unlikely we will receive the competitive bids the state hopes for.

At ilA does not do enough to generate interest in the Request For Application (UFA) process.
First of all. none of the potential applicants | have been able to hear speak regarding AGIA (with
the exception of the Fort Authority) have said that the $500 million is necessary. If someone can
afford a $30-45 billion project they certainly don’t need our token incentive, which in my opinion
can be used for many more productive things for the citizens of Alaska.

I also am concerned that AGIA is too prescriptive and will not generate the bid response that is
intended. Let's pass a bill that will encourage competition in the applicant process not limit

it.

We need the producers and the producers need our state and At ilA needs modifications to gel a
licensee that has a legitimate chance of building a pipeline.

I lie oil and gas industry is critical to our slate. success. Let’s give ourselves the opportunity to
see this gas pipeline become a reality. |ask that you please consider removing the $500 million
incentive and putting less prescriptive terms in the hill.

Alaskans deserve the economic opportunity and security this pipeline would bring to the state.

Ihank you lor your time.
Best regards,
Mark Ilylcn

u \W\s .benoonoliss.cotn
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My name is Reed Christensen, | am the General Manager for Dowland-Bach
Corporation - a local manufacturing company that makes industrial control
panels, chemical inject'on systems, and well head safety systems.

Thank you for this opportunity to testify on Senate Bill 104.

| would like to echo many of the thoughts already mentioned - namely my
concern that we need a gas line and we need it now. The oldest of my four
children is a Freshman at East High School With the current rate of decline of oil
running through the trans Alaska pipeline, | am concerned of how the state will
be even in the few short years that will have passed by the time he graduates.

If it were not for the high prices of oil due to circumstances around the world
beyond our control, we would not be arguing over what to do with the state
surplus this year. This "windfall* will not last forever, and even if these windfall

prices were to last indefinitely, the production is going down.

In a kind of bizarre way, these sustained high oil prices seem to have cast a layer
of complacency across the state. The prices have partially off-set the decline as
well as partially off-set the sense of urgency for our State's financial future.
Meanwhile these same prices seem to have provided a catalyst for anti-big oil
rhetoric and posturing by people and industries who are jealous of these "wind

fall" profits.

Please do what needs to be done to Senate Bill 104 to make it a realistic
opportunity to facilitate this gas line project. We do want commend this “open and
transparent process;” however, the current lease holders and producers are not
transparent and need to be included. ConocoPhillips, BP, and Exxon seem to be
the elephant in the room that AGIA chooses not to see. | am not saying we
should cater to every whim of the "elephant"” | am saying we should not behave
as if the elephant is not here and does not play a crucial role in the gas line

concept.

Maybe the previous administration spent too much time focusing only on the
producers, but this does not mean the current administration should fix that

mistake by refusing to focus on the producers at all.

Wo need this Gas line for the whole State, please do what it takes to help make it
happen. - Thank You


http://www.dowlandbaeh.coni

Good Evening,

| appreciate the opportunity to testify before you this evening. My Name is Dcnette Justus
Romano and | am a Financial Advisor with Wachovia Securities, LLC.

| have been in the investment business in Anchorage, Alaska 21 years and have earned the trust
of .ny clients through recommendations and information pertaining to their specific goals and
objectives. As an Advisor to my clients assets, 1make recommendations based on risk, liquidity,
investment quality and tax ramifications - without this information, the investments | make for

my clients would be inappropriate and | would, therefore, be held accountable.

So what does this matter to you? EVERYTHING.! |am YOUR client, as are all Alaskans, and

you arc OUR advisors and | feel that you may not be putting our Alaskan needs before your own.

Why do | say this?

I have asked the Slate of Alaska and several Representatives repeatedly as to why the State felt a
$500 million incentive would be needed to secure a "competitive" bid - Obviously the State felt
the bids would NO r be competitive otherwise? Is the State attempting to "Huy” competition?
What does a mcasley $500 million to a potentially sto Billion, probably s.jo Billion, Project offer?
Here in lies the quality of the bidder and the risk of the project. If the State has to offer $500

million to a "bidder" Oll a project ol ibis size in order to get them interested, | am now extremely

worried about the project ever being completed.

What is the application evaluation process in selecting a potential Bidder? What are their risks,

quality, liquidy and can they afford a tax rate that cannot be determined prior to investment?



If there is anyone in this room who makes investment decisions without understanding their tax
Ramifications, | strongly suggest they contact a Financial Advisor immediately. Mow can any

person or company properly prepare ANY Bids without knowing what they tax liability i..

What is the State of Alaska REALLY trying to do? Why does the Stale feel compelled to assume
this risk without understanding the quality, liquidity and tax issues and how can you expect

others to make that same investment without necessary changes?

Il want this gas line and | want it now - But I want a successful project, with perks for the State of
Alaska for our recourccs, not by our doling out $500 million dollars. 1want companies to bid on

this project with full knowledge of what their lax liability will be.

Without this, me and all Alaskans assume greater risk - a risk we cannot afford.
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By
Mary E. Shields, General Manager
Northwest Technical Services

Chairmen Stedman and Hoffman, members of the Senate Finance Committee:

Good afternoon. My name is Mary Shields and | am the General Manager of Northwest
Technical Services.

As a long time Alaskan (since 1972) and an active participant in many areas of Alaskan
life, | appreciate your scrutiny and close examination of the bill as posited by the

Governor.

As we are all aware, certainly you more than anyone else, it is the responsibility of the
Legislature to foster an investment and development climate that will add value to our
state resources and encourage participation in this enormous project. | am concerned
that in the Governor’'s desire to be fair to all, we now have a bid process which does not
contain the clear and objective criteria for the evaluation of applications which | would
anticipate in any bid process. |am also concerned that providing a $500 million
incentive would encourage those without the financial strength to carry through with a
project of this size. Most RFPs (or, in this case an RFA) to which | have responded
require that Northwest Technical Services show proof that we have the financial
wherewithal to pay our employees and are very specific that any expenses incurred
during the course of the bid are not reimbursable. As a prudent business person, |
would expect the State of Alaska to make the same requirement - we shouldn’t pay any

company to bid.

| aiso have to concur with previous testimony that points out that the State of Alaska has
a disastrous record of selecting project winners. The selection of this Licensee needs to
follow a formalized, logical objective course. Any subjectivity in selection needs to be

eliminated.

We all talk about making sure that we have jobs for our children and grandchildren in
the future. They are the ones who will continue to make Alaska prosperous. With the
continual decrease in oil production to keep TAPS filled, with the sure loss of positions

-1401 Musiiiess Park lioiilcv.ml, Hlilj* N, Slo 26 *Anchorage, AK 99503-4580.907 562-1033 *907 562-5875 fas
E-Mail: nkvyjKilsjcch.toni«Websilc: uww.NWTS-nk.coni
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and dollars to the state’s coffers as this happens, it is imperative that we do not falil in
getting an acceptable bid process in place - preferably prior to the end of the first half of
this legislative session. We've all seen the charts.

| thank you for your time. | know that you want to do what is best for the state of Alaska
and for its future generations. | ask that you make certain that SB 104 accomplishes

that mission.

Mill Business Park Boulevard, Bklg N. Sic 26 vAnchorage. AK 9950.3-1580, 907 562*163 ?*907 562*5875 lax
E-Mail: :ilkkn pdMcch com . Website: wwwv.NWTS-ak.com



- Position on the Alaska Gasline Inducement Act -
Senate Bill 104

My name is Maynard Tapp and | worked in Alaska since 1972, | am a citizen of Alaska since 1990 and Alaskan in spirit since
1954 when my dad worked for the U.S. Coast Guard in Barrow.

DO THE DEAL NOW
At Thursday’s (26Apr07) spot price for natural gas at $7,510 per MMBTU the states share @12.5% would be $0.94 per MMBTU.

If IMMBTU is approximately 1,000 Cubic feet then, at a production of 4.5 Billion Cubic feet per day, the state of Alaska

revenues loss is $4,224,375 per day.

| worked on the Gasline Study from Jan 2001 until March 2002 (15 months) this study spent approximately $125MM to get near
the end of Conceptual Design. We accomplished a lot during that timeframe. Everyone worked hard arid fast. The results of

that effort indicated that the producer’s wanted to move forward with the pipeline project.

It will take any new player at least 15 months say 450 days to get to the point where the producers study ended. At $4 2MM
per day that totals $1.9 billion dollars loss in state revenues just to get to the place we are today, close to the end of

Conceptual Design.
At the same time Prudhoe Bay production is declining at 6% per year and therefore the related state revenues from the oil
production is declining at the same rate. And at the same time competing projects and technologies are moving forward.

The chart | am including in my testimony is one that | attained when working with aworld class engineering company. It is
used to help them determine the amount of contingency used at any point during the lifecycle of a project. Itis, therefore, a
measure of confidence that a project has regarding known and unknown costs. These milestones cannot be compressed.
You already have two to three years of testimony. Take the good stuff from the last three years, incorporate it in AGIA and
send it to the Governor for her approval. Begin negotiations.
Will you learn anything more in the next 15 months and $1.9 billion in lost revenues?
Nul||_|||é|nlw(l3a|_|t|ugpot

BE LEADERS

PLEASE

DO THE DEAL NOW
Take the good stuff from the last three years, incorporate
it in AGIA and send i‘ to the Governor for her approval.
Begin negotiations.
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RE: Senate Finance Committee Testimony (SB #104) April 30, 2007

Good afternoon Chairmen Hoffman and Stcdman and Co-Chair Huggins and
other esteemed and distinguished members of the Senate Finance Committee.
My name is Lynn Johnsor and as most of you know, | am the President and co-
founder of Dowland-Bach Corporation and a past President of the Alaska
Support, Industry Alliance. First of all, | would like to thank you all for all of
your diligent and thoughtful work to date on AGIA and SB #7104, I suspect that
you all have had numerous visits, e-mails and phone calls recently on this
Subject. The reason for all of this fuss is that Alaska needs to get"going on a gas
?ijeCt now, not later. It appears to me that we are now farther away than éver
rom passmgq any Ieglslatlon enabling construction of our natural gas pipeline to
the lower 48 Qne of the major players now says they are no' even ?omP 0
bother to submit a bid and apply for a state license to build the North Slope gas
pipeling and 1 honestly suspect that the other majors arc thinking in the same

veln, We were much closer to a pipeline twelve months ago and it seems to be
getting worse by (he day.

As a husinessman dom%,busmess, with the producers, | obvmusly have empath
for their position, but this anti-big il rhetoric has got to stop, faxes on the ol
Rortlon of their current business, provide 88% of olr current state revenue and

ave done so for years,.and this is how we treat them?? We need to make key
changes. to this bill prior to passage, mcIudm? ones that Include eliminating
exclusivity and replacing prescriptive mandates with objectives.


http://www.dowlandbach.cam

In summary, If businesses such as mine are %omg survive, we all need to
encourage the building of a gas pipeline in the near term by those capable of
doing it.” AGIA may well be'the last chance at having this Construction actually
take place, and if we fidale around for angther five or six years, some other gas
from another basin is going to fill the need in the Mid-West and Alaska gas wl
no longer be in such high demand. Let’s fix AGIA and then Pass It by ensurin
that It addresses the needs of Alaskans, of the developer and transporter and o
North Slope producers and shippers. [t’s Time.  Thanks
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Thank you for this opportunity to testify on the AGIA Bill, the Alaska Gasline Inducement Act. My name
is Jim Gilbert, and I'm President and testifying on behalf of my company, Udelhoven Oilfield System

Services.

Our400-pius employees provide technical expertise to the oil and gas industry in Alaska, the Gulf of
Mexico, Thilisi, Georgia and Bohai Bay, China.

First and foremost, we want a gas project... sooner rather than later, and with the greatest long-term
benefits for the State of Alaska, Alaskan workers, Alaskan businesses and all Alaskans. North Slope

gas commercialization holds the key to Alaska's future.

We understand the importance and urgency of transforming our gas potential into a gas project. The
opportunity to market our gas won't last indefinitely, and there's a very real risk of losing it altogether if
we don’t act quickly. Project costs are escalating, prospective utility customers are making long-term
commitments for other fuel sources (such as coal), the threat of being displaced from key markets by
LNG imports is growing, and North Slope oil production continues to decline. Given the long lead time
fora gas project and gas revenues flowing into state coffers, this puts Alaska’s fiscal future in further

peril.

As currently stated, the bid requirements will limit competition in the bidding process, as well as
creativity in satisfying the stale's needs. There may be more than one way to reach mutually beneficial
outcomes, and the prescriptive nature of the current bill guarantees they'll never be explored. It also
likely will preclude some prospective applicants from participating.

» The financial strength of gas producers making long-term shipping commitments outweighs tho
creditworthiness of a third-party pipeline builder in determining whether financial markets will underwrite a
North Slope gas project. That was the message of an international megnprojcct financing expert when lie

addrossod members of tho legislature Thursday.

Frederick Rich of Sullivan & Cromwell contradicted administration claims that pipeline companies can
give sufficient financial guarantees to secure funding for tho multibillion-dollar project based on their own
creditworthiness. Speaking to the Senate and House Finance committees in separate presentations, ho
said prospective lenders will focus on tho creditworthiness of shippers signing long-term capacity
agreements rather than that of an independent pipeline company building a pipeline.

As more than one pipeline company has testified during the legislative process, “no producers, no
project.” The bill offers shippers little more than a non-binding "trust me" commitment for fiscal stability
lasting a fraction of the project life, and does nothing to fix gas severance tax rates that even the

administration admits are too high (22.5%).

The S500 million incentive is unnecessary and imprudent. Tho legislature's decision to make it a bid
variable rather than a bid requirement was a step in the right direction. With one exception, companies
that have testified have said tho handout isn’'t needed, and wo don't believe it's the best use of stato
funds, either. Wo're concernod about any provision Hint turns pretenders into contenders for a slate
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license, and we're skeptical about placing Alaska's future into the hands of an entity that requires a
$500 million contribution in order to pursue a $30 billion project. Applicants that need to be "bought"

with the $500 million may not be worth acquiring.

The process promotes a monopoly, and the state has an abysmal record of picking "winners." Alpetco.
Healy clean coal. Delta barley. Alaska Seafood International. Alaska's history is strewn with the
remnants of projects for which the state picked "winners," and the gas line legislation is based on the
same dubious premise. The state should be doing whatever it can to promote any viable gas project,
but the Alaska Gasline Inducement Act virtually guarantees that the licensee picked by a pair of
commissioners will be the only game in town. Provisions like treble damages for granting streamlined
permitting, state-funded training and the services of a pipeline coordinator to a competing project need

to be amended to eliminate "exclusivity."

The bill attempts to pre-empt the authority of the Federal Energy Regulatory Commission (FERC) to

? ., mister access, expansion and tariff issues by dictating rolled-in tariff rates for expansions that

w '..id increase rates as much as 15%. Let FERC do itsjob. If the state believes an expansion is in
Alaska's best interest and is eager to contribute public funds to the project without securing equity, it
could underwrite pipeline expansions in order to maintain tariff rates. There may be instances - for
example, gas production from federal OCS acreage - when rolled-in rates aren’t in the state's interest,

either.

Recent legislative amendments dictating that proposals be judged on the basis of net present value to
the state and the applicant's ability to deliver on its promises enhanced the bill, and further specificity is

needed.

Both the state and shippers need to be involved in and have oversight of a project execution plan that
provides the greatest netbacks at the wellhead. A third-party pipeline builder with no production
interests will have no incentive to reduce costs and no ability to "guarantee" the tariff in advance.

The Alaska Gasline Inducement Act may be our last and best chance to make a North Slope gas

project a reality, but only if it's fixed before it's passed. In order to succeed, the bill must acknowledge
the interests of Alaskans, of tho developer and transporter and of North Slope producers and shippers.

Thank you.

President

jriilbert((7)udelhoven com
http:/Avww udelhoven com
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Thank you for allowing me to testify on SB 104. My name is Hillary Mcintosh
and | am the communications and development manager for the Alaska
Support Industry Alliance, but | am testifying on my own behalf this evening.

| am concerned that the current version of AGIA does not adequately address
the risks of the administration choosing a licensee, a failed open season and

cost overruns.

Taking into account previous instances in which the state selected "winners"
that weren't, such as Aipetco, Alaska Seafood International, Delta barley and
Healy clean coal, | have little confidence that the Administration choosing a
licensee to build the gas line will be a success. | am an economist by
education and firmly believe the market should dictate who should build the

gas line.

There are many arrows pointing towards a failed open season. The gas tax
and fiscal issues aren't resolved. There are no clear and objective criteria for
evaluating proposals. North Slope producers that will be expected to finance
the project through their firm transportation commitments say they won't
apply. Even pipeline companies have said, "no producers, no gas line." It is
imperative AGIA be amended to ensure a successful open season.

When it comes to cost overruns, | am not convinced that a 3tJ party holds
cost control as a high priority. If the builder is guaranteed to recoup all
expenses, whatever they toiui, .vhere is the incentive to keep costs down?

Bottom line...l look at construction of the gas line the same wav | would look
at construction of a new home. If | don't have enough faith in who is going
to build it, what it is going to look like and how much it is going to cost me...|

simply would not make the investment.

There is still time to make these much-needed amendments to the bill. |
want AGIA to work...the State of Alaska needs AGIA to work. The final
outcome of AGIA will dictate Alaska's future. Thank you.

Hillary Mclntosh
(907) 350-624/
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SENATE FINANCE TESTIMONY
On SB 104
April 30, 2007

Thank you for this opportunity to testify on Senate Bill 104. My name is Paul
Laird, and I'm general manager of the Alaska Support Industry Alliance.

Our 400-plus member companies provide the goods and services that make
Alaska’s ail, gas and mining industries possible, and provide more than 30,000

Alaskan jobs.

On behalf of the Alliance, I'd like to make three key points:
First and foremost, the Alliance wants a gas project.

Second, we want a gas project.

Third, we want a gas project... and we don’t believe this bill will get us one
unless key changes are made prior to passage.

As currently drafted, it’s too prescriptive and discourages competition and
creativity in the application process. Bid requirements should be replaced with

objectives.

It places too much emphasis on the short-term risks incurred by the pipeline
builder and too little on the much longer-term and greater risks of gas
shippers. Until those risks are resolved and the state offers real long-term
fiscal predictability, our gas pipeline will continue to be as transparent as the
process for getting it, because there won't be one.

The $500 million "incentive” is unnecessary and could turn pretenders into
contenders for the license. We're skeptical about placing Alaska’s future into
the hands of any entity requiring a $500 million contribution from the state in

order to pursue a $30 billion project.

We also question the mandatory use of rolled-in tariff rates for pipeline
expansions, establishing a virtual monopoly for the state’s licensee at the
possible expense of other more qualified projects and allowing a couple of
commissioners Loo much leeway in how they select a licensee.
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Chairmen Stedman and Hoffman, members of the Senate Finance Committee,
the Alliance understands the urgency of getting a gas project sooner rather
than later, and one that yields the greatest long-term benefits to the State of
Alaska, Alaskan workers, Alaskan businesses and all Alaskans.

We believe the Alaska Gasline Inducement Act may be our last and best chance
to make a North Slope gas project a reality. But we also believe that in its
current form, it’s broken. We urge you to fix it by ensuring it addresses the
needs of Alaskans, of the developer and transporter and of North Slope
producers and shippers, then pass it.

Because the Alliance ... and our 400-plus member companies ... and their
30,000-plus Alaskan employees ... want a gas project. And without changes, this

bill won’t get us one.

Thank you.
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For the record my name is Jerry McCutcheon

Il requested the same amount oftime allocated to Mid-America but have never
heard back form the committee. Thus, | again ask for equal time that the legislature
has accorded to Mid-America. Mid -America could not even get the length oftime
35 tcfwould sustain the 4.5 bcfcl Alcan gasline correct.

| deserve to be heard and given time equal to that of Mid-America ifl can
correct Mid-America and correctthe oil companies.

Iflcan correct the oil companies on the weight of gas pipe steel in the Alcan
gasline in their $125 million gasline study. Then | deserve to be heard by the
legislature. Notone ofyou legislators can calculate itnor can any of your staffnot
even your coniractors can calculate itt The much herald $125 million engineering
gasline study and the oil companies could not even get the amount gas pipe steel
close to being correct; they were way, way off. Not only as to total amount of steel
but also what a single piece weighted. They were not even the same errors.

| offered to proofread the oil companies $125 gasline study but | think they
were too embarrass to have some guy offthe streetjust who looked at their gas pipe
weights and knew they were incorrect because they were so far off; then took less
than 15 minutes come up with die correct answers. The last | have seen the weights
given by oil companies, the oil companies are still using my numbers and
apparently did not recalculate their own numbers.

Governor Palm’s gasline legislation isjust charade, Palin and the legislature
are scamming the public into believing there is going to bo a gasline when in tact
there is not going to be a gasline.

So itis perfectly clear to the audience — There is notgoing to be a gasline
and the there is not even any hope ofa gasline — the oil companies do not have

enough gas for a gasline, less than halfenough gas for a gasline.
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The Alcan gasline isnot economic even ifthere were enough gas for the gasline.

Nor should there be a gasline! The Gas is needed for oil production. The oil
companies could use more gas from somewhere else like Point Thompson to
rebuild the gas pressure in Prudhoe Bay and increase the oil recovery rate and
maximumize the oil recovery as was done for Swanson River on the Kenai.

The premature withdrawal ofgas from Prudhoe Bay will cost the State of
Alaska and the Nation billions of barrels of otherwise recoverable oil just like the
premature sale ofgas from the Cook Inlet platforms left more once producible oil
behind than was produced. Swanson River on the other hand, where the existing
Swanson River gas was supplemented with gas horn the Kenai Gas Field obtain
three times percent ofrecovery as did the Cook Inlet platforms where the gas was
prematurely sold off.

Neither the Legislature nor Governor Palm have told the public that a
gasline can only come at the expense of billions of barrels of recoverable oil. And
that waste of oil is unconstitutional. There is no way the State of Alaska can force
the oil companies to give up the gas need for oil production; companies are

protected by Alaska’s Constitution.

Palin has already conceded that the first open season will be a failure and even
the second '‘open season” will fail; Palin is planning to pursue a FERC license to
get herselfpassed the next election.

A FERC license in the absence ofsuccessful open season is less than
worthless; for a FREC license has the potential to becloud any potential future
gasline with legal entanglements. Palin’s SO.5 billion would further those legal
entanglements. What scares me the most about Palin’s halfa billion dollar give
away is the fact that not only will Alaska will lose a halfa billion dollars, which

Alaska cannot afford and but also will have obtain nothing for the S1/2 billion.
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Palin will peddle to the public and the legislature that FERC license is worth $0.5
billion even without a success lull “open season”. A FERC license in the absence
ofasuccessful “open season” is worthless for Trans Canada already possesses a
defacto Alcan Gasline FERC license not only thru Alaska but also and NEB license
for Canada. Trans Canada has made it clear to the legislature and the Palin
administration that the holding ofa FERC license in the absence ofsuccessful
“open season” is not useful and that Trans Canada would not proceed with FERC
licensing and not even another “open season” until ithad lined up the sufficient gas
shippers and gas buyers to guarantee a successful “ open season”.

The public does notunderstand that those who are chasing the gasline and
have gas customers in South 48 and are charging off their costs plus profit to their
South 48 gas customers thus there is no reason for them to proceed in a prudent
manner. With Palin’s $0.5 billion give away to the anointed recipient who will not
only write offtheir expenditures but also Palin’s $0.5 billion to their South 48 gas
customers. They will get back their $0.5 billion plus profit and the anointed one
will get the States $0.5 billion plus profit but the State will not get back Alaska’s
$0.5 billion. The recipient will just keep Alaska’s SO.5 billion plus profit.

Palin’s $0.5 billion isjust too good to pass up and it opens the bidding process
to the screwing ofthe State of Alaska. Where without $0.5 billion the State is out
time and gets an education at somebody else expense unless they pursue a FERC
license. Ifthey pursue a FERC license, that license wili be useJ to obstruct a later
gasline builder when the actual lime comes for a gasline. Palin’s gasline plan is
anything but a zero sum gain when it Jails.

The $0,5 billion just delays the State of Alaska, the legislature and most
importantly the public coming grips with the fact that there will not be a gasline nor

isa gasline in the best interest of Alaska in the short term nor in the long term needs
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now or in next few decades. What gas there is should be used for oil production
and after Prudhoe Bay oil recovery is complete, the gas should be use for oil
recovery hi other oil reservoirs. After the light oil reservoirs are complete then the
recovery ofthe heavy oil, some 30 billion barrels. The legislature and Palin are
trying to kill Alaska’s oil and gas future to aggrandize themselves.

Prudhoe Bay is gas short and oil long; Prudhoe Bay like most other oil
reservoirs on the North Slope needs gas supplemental gas injected into them; some
ofthat supplemental gas injection is going on now on the North Slope. All of Point
Thomson gas should be injected into Prudhoe Bay after the Point Thomson gas
recycling to prevent retrograde condensation ofthe gas liquids is complete.

The production ofthe North Slope 30 billion barrels of heavy oil may well
take not only all of the current gas but also most of future gas. Alaska should keep
its gas for oil production until we see what the future holds.

Alaska has long profitable future ahead of Alaska. Alaska’s financial is
future is not falling regardless ofwhat the doomsayers have been saying for the last
thirty years. Alaska has enough potential oil and gas resources to take Alaska well
into the next century provided we do not keep electing legislatures which try to give
everything away including the Permanent Fund and chasing cockamamie
investment schemes.

The Courts have held that the public has a right to be heard on issues before
the legislature. 1 think the courts would or have already held the public has a right
to be heard not only by the legislature but also by the public in Ilie public hearings
and this 3 minutes and submit the rest in writing and the legislature may or may not
make it public long after the issue is closed just does not comply with what the
court would considers a public hearing — where only the invited guests can have

reasonable time in which to be heard not only by the legislature but also most



APR-30-2007 HON 03:31 PM ANCHORAGE LIO FAX NO. 907 269 0229 P. 05

importantly by other members ofthe pubic. Thus should this gasline issue ever go
to court, I will file a friend ofthe court briefand raised the question ofthe adequacy
ofthe hearings.

While 99% percent of the public have little to say except that which is
redundant and only general in nature, some of us do have serious challenges to this
gasline legislation. Some ofthose, who the legislature lias invited, are so ignorant
ofthe issues they cannot get even the basic facts correct. For example Mid-
America said that the alleged 35 tcfwould last 22 years at 4.5 befd. While Mid -
America proved that it can do sixth grade arithmetic Mid - America should have
taken a sixth grade general science where they would have learned that gas does not
flow outrock like water out of tank. It is hard to believe that the 22 years came
from someone in the gas business.

Then there is ECON ONE whom the legislature hired and paid over $1.5
million; Econ One also proved they took six grade arithmetic and proudly asserted
the non existent 35 tcfwould last 4.5 befd Alcan gasline 21.5 years. But in reality
the alleged 35 tcfwould only sustain the gasline for a little over a decade. Next
Econ One asked no one about the cost of the Alcan Gasline and Econ One but liked
the number 21.5 so well that used $21.5 as the cost ofthe Alcan gasline as the bases
oftheir gasline profitability. Garbage in garbage out.

Even then the Murkowski gasline team had stated the gasline cost was S30
billion and Pedro van Mcurs even corrected Econ One before LBA stating the
gasline cost was $30 with a higher costs to come, but Econ One never corrected the
$21.5 billion nor was Econ One ever instructed to correct their mistake and sadly
those errors arc still being used today will be used tomorrow..

Now the Palin administration is using Econ One study to support Plain’s quest

for a gasline knowing full well that Econ Ones work is garbage. And the
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legislature is accepting Palin’s offering as ifthey were real. Palin’s gasline
legislation is a scam on the citizens of Alaska.

There is only 29 tcfnot 35 tcf, according to AOGCC, and since Point
Thomson is in litigation there is only 20 tcf. When one subtracts field fuel
requirements over the life of a propose gasline there is less than 15 tcf left, and at
gas reserves requirement of 13 tcfper one befd of shippable gas, that leaves a
gasline with 1.2 befd of gas at best. There isno gasline that can operate on only 1.2
befd not even the spur gaslines. Even that little amount of gas withdrawal from
Prudhoe Bay will come at a sever reduction in oil recovery.

The legislature and Governor Palin have not been honest with the Public.

Palin press release, that she was not going lobby the legislature on her gasline
legislation, outside of her staffs repeated cherry picking misleading information,
was because itwould not do her any good. | think she has finally come to the
conclusion she cannot obtain any semblance ofa successful ‘open season’thus no
hope of a gasline and she will take what ever the legislature gives her.

The outlook for her gasline is nil to nonexistent. The most da naging
presentation occurred when exasperated Sen. French said to/asked of, Cathy
Foerster ofthe AOGCC, after he could not get any amount of gas ortime the gas
would be available from her. “Well, we still have the 2.7 befd ? She said
somebody would have to apply to AOGCC forthat 2.7 befd gas off take, ( or some
portion of it), and the AOGCC would have rehearing on the Rule 9 gas, 2.7 befd,
After the rehearing there would be no gas available. Thus the once available gas for
at least for last 20 years, Rule 9 gas off take of2.7 befd, is now exists on paper
only.

Having predicted the disappearance ofthe 2.7 befd ever since it was first

allowed; I will predict that 2.7 befd disappear again in 10 years, in 20 years. The
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illusion of a gas offtake for a gasline will always be like chasing a rainbow; it will
always be just ahead and never be there when one gets to were they thought it was.
The gasline offtake is like a mirage, just over the next hill but never there. Every
time itcomes time to take the gas the reservoir will have to be reevaluated as if it
were a new discovery, a new discoveiy with all of the production and gas recycling'
infrastructure in place.

Palm was cognizant ofthe need forrehearing ofthe 2.7 befd gas offtake, she
was Chairman ofthe AOGCC, and she must have known what the outcome of a
rehearing would be. Palinjust tried to scam her way through in hopes that the
legislature would not find out before they passed her gasline plan.

There is no reason to pass Palin’s gasline legislation until the AOGCC can
come back to the legislature with a time for the gas offtake and the amount ofgas
that will be available when thattime finally comes ifever. When Senate finance
had Mr. John Norman before it, the finance committee never ask Norman what
would happen to the Rule 9 2.7 befd ifsomeone were to apply for the 2.7 befd. The
committee did not want to know. The legislature cannot dummy its selfdown and
make a gasline happen. The legislature will stumble over a thing called reality.
Senator French chairman ofthe Judiciary committee did the same thing when it
came to the power of the State of Alaska to take the producer’s gas for a gasline.
French asked all the way around the question but never asked Legislative Legal
Services or any one else what the producers rights under Alaska’s Constitution
would be to continue using tlie gas for oil production. State does not have snow
ball in hell chance, blit French led the public and the members of his committee to
believe it is possible to take the producers gas when the gas is being used for oil

production. Senator French ran a scam.
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Quite a few legislators have quietly changed their minds from support of the
Alcan gasline to the AIl Alaska Gasline because of obstructive and obtuse attitude
of Prudhoe Bay producers. The Oil companies hounded the legislature for tax
breaks not only on gas but also oil and every other concession they could dream up.
W hile knowing full well there was no gas for a gasline nor atime when gas would
be a available and they collective withheld those facts from the legislature.

The oil companies have led the public to believe they want a gasline when in
fact the oil companies have not wanted a gasline ever since the oil companies in

stalled the gas recycling infrastructure.

Ken Thompson, the former President of ARCO Alaska, told LBA in 2004 that
when the oil companies were telling the legislature and the public in the 1990’s they
wanted a gasline the oil companies in fact did not want a gasline. | was amazed at
the unwillingness of LBA to pursue the questing of Ken Thomson.

Representative Harry Crawford told the LBA 2004 that Exxon and BP each
independently ofthe other stated to him they were not going to consider a gasline
until the second or third decade. That was at the energy portion ofa legislative
conference in Utah. The operative word is consider not construct; the oil
companies are not going to even give serious consideration to a gasline until 2020
or 2030 then they may study the question of a gasline. And will again conclude the
gas is loo valuable for oil production and gasline will again be in the distant future.
BP’s 50 year plan isnotjust a commercial. LBA did not want to know and did not
question Representative Crawford.

W hy is the legislature try to bamboozle the public into think a gasline is
possible in die near future ? Why is itthe legislature does not want to the public the
truth? W hy is it that the legislature does not even want to ask the questions will

ferret out the facts? Jerry McCutcheon susitnaliydronow @ yalioo.com
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Members of the Senate Finance Committee.

My name is Mike Littlefield. | am a Business Agent for Teamster
Local 959. Teamsters Local 959 represents 5000 active and/or
retired members throughout the state of Alaska. Many ofour
members worked untold hours some years ago, to construct the oil
pipeline. We still have members working on the North Slope or in
Slope-related jobs within the oil industry. At our general
membership meeting in April we placed a 50 year pin on one of

our members.

For over thirty years we have discussed construction of a gas
pipeline here in Alaska. Many of our members planned on going
from their oil construction jobs to gas-related jobs; however, to

date, the majority have given up on that idea.

The previous administration negotiated a deal with the oil
producers, which was brought to the legislative body last year. As

all ofyou are aware, that effort failed.

Before you this afternoon is Sb 104, the Alaska Gasline
Inducement Act or AGIA, presented by Governor Palin and her
new administration. Teamsters Local 959 would like to go on
record thanking Governor Palin and her team for the hard work put
in thus far on AGIA, which wc believe may be the necessary

framework for construction of a gas pipeline in Alaska.

Some say AGIA is a huge risk, destroying an opportunity for an
Alaska gas line. Some say the bill favors the pipeline builders
rather than the gas owners. Some even say the state should not tell
bidders what to bid. Those ofus representing workers believe that
AGIA may well be the vehicle needed to move the gas pipeline

project closer to reality.

In our view, AGIA is a tool for Governor Palin to use while doing

S$83J.SHV31 NU frO:00 1002-60-AVU

co/ao w 1IS0S2S* 696 'IVOO'I



herjob in leading our stateJust as our members need tools to
perform theirjobs on day-to-day basis. The governor and her staff
have presented a very aggressive schedule that contains

quantifiable results.

Previous committees and the governor should be applauded for
including acommitment to negotiate a project labor agreement in
SB 104 as well. We do not believe any pipeline company would
disagree that a project labor agreement (or PLA) is notjustifiable
on a construction project of such magnitude. With a PLA in place,
we will be able to define the training needs of workers, legally
require local hire through hiring halls, and define wages, hours and
working conditions to assure stability during the construction of

this project. We thank Governor Palin and her staff for their

efforts in this area.

As you continue your committee work on the AGIA legislation,
please remember the gas pipeline is vital to the future economic
growth ofthis state. Here isa window of opportunity for us to
move forward. Such opportunity will not last forever. Give
Governor Palin the tools she needs to perform herjob on behalfof
all Alaskans. Support the passage of HB 177.
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May 8. 2007
To: Senator Bert Stcdi
From: Dr. Paul Craig

Rc: AGIA and rolled-

Via Fax

On behalfof my fellow Alaskans, all of whom arc interested in the economic well-being
of Alaska, please support AGIA as proposed by Governor Palin. Please do not alter the

terms of AGIA. Leave the provisions for:

Mandatory Gasline Expansion;

and
Rolled-in Rates
in the bill as proposed by Governor I'alin.

Thank you for supporting AGIA and all of us terms as submitted by Governor Palin - the
governor who was clccied by a landslide it 2006 given her fresh, fair, and competitive
approach to dealing with construction of a gasline as well as the future needs and
economic well being of Alaska.

I nm aware that the big producers would like to go back to the Murkowski proposal, for
which VECO lobbied, which would have given three companies an exclusive 43-year
oligopoly allowing them to control North Slope gits production - essentially forever. But
the voters spoke when Governor Palin was elected 1ct's support her proposal, which
will I>c good for one and all including the three large producers even though it won’t
provide them with the monopoly they were hoping for last year.

Thank you for supporting AGIA with rolled-in rates.
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NAACP Resolution in Support of A Project Labor
Agreement in the Alaska Gasline Inducement Act

(AGIA)

Whereas,

Whereas,

Whereas,

Whereas,

Whereas,

Whereas,

Whereas,

The National Association for the Advancement of Colored People
(NAACP) was first established in 1909 for the purpose of social,
economic and racia' equality for all citizens, and

the Fairbanks Chapter of the NAACP was established in 1952 for
those same purposes, and

the Fairbanks Chapter of the NAACP has as its members, and
represents, the fight for economic equality and employment
interests of many underutilized men and women workers and
potential workers of color and minority status in Alaska, and

the NAACP has a positive history, both locally and statewide, of
working with the construction craft trade unions for the inclusion of
women and minority workers through apprenticeship and other
training programs, and

through such inclusion in the union apprenticeship programs, many
women and minority woikers have accrued pension, medical, legal
and training benefits along with opportunities for lifetime careers in
the construction industry, and

the Fairbanks NAACP wishes to continue to build upon that history,
and

there is discussion and hope of a Alaska Gasline Project that could
employ thousands of workers during its construction, and



Whereas,

Whereas,

Whereas,

Whereas,

Whereas,

Therefore Be It Resolved:

as a result of a Project Labor Agreement, Alaskan workers will be
dispatched from local Alaskan hiring halls, and

once a Project Labor Agreement is mandated through AGIA, the
construction craft unions will have a definable goal to train

Alaskan workers toward, and

this will create real opportunity for the underutilized minority
workers advocated for by the NAACP, and

a Project Labor Agreement will not completely eradicate the long
history of out-of-state hire but will maximize Alaskan hire, and

the Fairbanks Chapter of the NAACP fully supports Alaska hire
local hire, and opportunities for Alaskan minority workers in the

Alaskan construction industry,

On this 21th Day of April, 2007, that the Fairbanks

Chapter of the National Association for the Advancement of Colored People
supports a Project Labor Agreement in Governor Sarah Palin's AGIA as long as
there is enforceable language as part ofsaid agreement to ensure minority and
women's participation on the project in numbers and percentages that are
generally reflective of the demographics of the State of Alaska at the time of

the projects inception.

Approved by the Executive Board and
Signed This Day of April 21, 2007

Ms. Virgie M. Dunlap-Kingy/President
Fairbanks Branch NAACP

Sworn before me on the 214 day of April, 2007

Jonna H. Weed, Notary
My Commission Expires: J
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To the Chair,

Members of the committee, thank you for this opportunity to testify on the
Alaska Gasline Inducement Act. Alaska’s natural gas has the potential to secure our
economic future and | applaud the Governors’ efforts to cause a pipeline to be

constructed.
A project like this comes along once in a generation. We have one chance to get it

right.

As Representative Samuels says the tariff the tariff the tariff. We need a low tariff
to ensure that the state receives fair compensation for its resource and that independent
companies can afford to ship their gas in the pipeline. How do we get a low tariff? One
way is to ensure a steady, productive, and predictable cost and supply of labor. By
including the requirement for a negotiated Project Labor Agreement in the bill we ensure
labor stability through a no strike no lockout provision. We can be sure of a competent
workforce that has been trained in standardized programs that include both classroom and
extensive on the job training, flic cost of labor will be known because the wages and
benefits can be agreed to prior to the start of work and the use of in state hiring halls will
give Alaskans the best opportunity to gel the jobs associated with the gasline.

J urge members of the committee to include the requirement for a licensee to
commit to negotiate a Project Labor Agreement for construction of the pipeline and all
related infrastructure. Again thank you for the opportunity.

John Brown
Operating Lngineers
Local 302



May 8, 2007

Senator Lyman Hoffman

Senator Bert Stedman
Co-Chairmen
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State of Alaska
Alaska State Capitol
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As Alaskans with a vested interest in Alaska’s future, the undersigned urge the Palin Administration
and the Legislature to make one simple change to AGIA. We suggest that you amend AGIA to
allow all interested parties including the Producers to submit their own proposal, without the
specific requirement that it meet the exact terms of AGIA. In other words, “let's see what they

have".

The stakes are too high and the risks are too great to not consider what could prove to be the most
favorable gasline option. Regardless of the outcome. Alaskan’s should be assured that no options

were ignored, regarding the economic future of the state.

The Administration and the Legislature should not be reluctant to allow all parties to submit their
own gas line proposal even if it contains different proposed fiscal terms or variations of criteria
currently proposed in AGIA. There is no downside to looking at this option. Ifthe Administration

doesn’t believe it is in the State’s best interest, it may be rejected.

For the sake of the economic future of Alaska, we urge you to broaden the process to consider any

and all proposed options that meet the state’s key objectives.

Respectfully,

Bob llickcl
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MAY J

May 4, 2007

Honorable Governor Sarah Palin
Office of the Governor

P.O.B. 110001

Juneau, Alaska 99811

Dear Governor Palin,

On behalf of Alaska's cities and boroughs, | would like to offer the Alaska
Municipal League's support for the AGIA concept.

AML is a statewide private municipal advocacy organization with the mission to
help bring success, viability and economic health to all of Alaska's municipalities
through lobbying efforts, training and communication. AML’s membership
encompasses all sizes of municipalities from all areas of the state: Anchorage to
Betties, Barrow to Metlakatla, Our membership also includes affiliate groups
such as the Alaska Conference of Mayors, Alaska Association of Municipal
Clerks, Alaska Municipal Management Association, Alaska Municipal Attorneys
Association, and the Alaska Government Finance Officers’ Association, as well
as associate businesses representing many of the industries across the state.

Our members will all be directly impacted by any legislation dealing with the gas
line. We have discussed at length our position on the concepts currently under
debate in the Legislature and we take this statement of our position quite
seriously, as it will affect everyone in the State. All of AML’s member
communities support the near future development of an Alaska gas pipeline.
This pipeline has the potential to provide billions of tax dollars to our state and
our municipalities, as well as much-needed jobs and business opportunities.

We strongly support an Alaska gas pipeline and would like to commend you and
your staff for the hard work and dedication which has led to a proposal that puts

Alaska first.

We would hope that through the process, continued importance is given to
transparency, flexibility of ideas, creativity and a clear set of objectives.

Member of the National League of Cities and tlio National Association of Counties


http://www.akml.org

We would especially like to applaud Commissioner Tom Irwin and Commissioner
Pat Galvin for the time, expertise and effort they have put into this process. We
look forward to continue working with your administration and the Legislature.

N

O w \'l

Tim Bourcy
President of the Board
Alaska Municipal League

cC: Commissioner Tom Irwin
Commissioner Pat Galvin
25t Alaska Legislature



May 10.2007

Senator Lyman Hoffman, Co-Chair
Senator Bert Stcdman, Co-Chair
Senate Finance Committee

State Capital Room 532

Juneau, AK 99811-0001

Dear Co-Chairs and Members of the Finance Committee.

The top legislative priority for the Alaska State Chamber of Commerce
during the last two years has been “Build the Alaska gas pipeline to the
contiguous U. S.” The Alaska Gasline Inducement Act (AGIA) outlines a
series of inducements that the administration believes are critical to getting a
gasline project underway. The State Chamber commends the Legislature for
its hard work and strong efforts to bring a successful gasline project to

fruition.

The Alaska State Chamber of Commerce encourages the Legislature and the
Administration, to make necessary adjustments to the Alaska Gasline
Inducement Act to encourage the maximum number of parties to submit
proposals. It is our perspective that there are only a limited number of
companies capable of building the gasline and we believe that we must
encourage the maximum number of bidders to submit proposals to the State

for consideration.

We must establish a working process that includes all parties potentially
involved in building a successful project, flic producers, explorers, pipeline
companies, and the State must ilticl a way to come together to put together a
project that will assure companies of the liscal viability of the project and
bring the state the assurances it needs to issue a license for the project to

move forward.

The State should not reject non-eonforming bids to the AGIA process,
without the opportunity to measure those proposals against the potential for
success. In the end, a successful gasline project is of importance, paramount

to the State of Alaska.
We again reiterate our support of your efforts to get a gasline project under

construction for Alaska. We look forward to continuing the dialog and
providing support for your efforts to build a gasline for Alaska.

Yours in economic prosperity.

Wayne AI Stc\ ens
President ('LO

www.alaskachamber.com
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The top legislative priority for the Alaska State Chamber of Commerce during the last
two years has been “Build the Alaska gas pipeline to the contiguous U. S.” The Alaska
Gasline Inducement Act (AGIA) outlines a series of inducements that the administration
believes are critical to getting a gasline project underway. The State Chamber commends
the Administration for its hard work and strong efforts to bring a successful gasline

project to fruition.

The Alaska State Chamber believes that a successful project should create benefits to the
State consistent with the following State priorities:
Alaskans deserve a fair share of revenues from a gas pipeline project
Alaskans need the opportunity to access the gas
. Future explorers must have access to the gas pipeline
. The gas pipeline must be expandable
Alaskans deserve Alaska Gas Pipeline jobs

The State Chamber believes that the State must insure there is a fair and inclusive process
for all potential applicants interested in building the project. Flexibility in accepting and
encouraging applications will bring greater participation in the process and will in the
end, give the State the best possible set of options to review. The State Chamber
encourages the Legislature and the Administration to find ways to encoi age the
maximum number of proposals.

While the list of “must haves” identified by the AGIA legislation are important concepts
to measure a project against, they must not eliminate alternative concepts that lead to a
successful project. Incentives appear to he necessary since no progress has been made to
date, hut the State Chamber seldom believes that incentives can make up lot uneconomic
projects. Critical to the process is the need and desire to maximize the number of
applicants and proposals to build the much-needed project. The State should not reject
non-conforming bids to the AGIA process without the opportunity to measure those
proposals against the potential for success. In the end. a successful gasline project is of
paramount importance to the State of Alaska.

The Alaska State Chamber of Commerce encourages the Legislature and the
Administration to make necessary adjustments to the Alaska Gasline Inducement Act to
encourage the maximum number of parties to submit proposals. We must establish a
working process that includes all parties potentially involved in building a successful
project. The producers, explorers, pipeline companies, and the State must lind a way to
come together to put together a project that will assure companies of the fiscal viability of
the project and bring the state the assurances it needs to issue a license for the project to

move forward.
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Alaska State Legislature

Committee Members:
Senator Charlie I luggins
Senator Hill Wieleehowslci
Senator l.esil McGuire
Senator Gene Therri.mlt

Senator Hollis French, Chair
iSlate Capitol, Room 417
Juneau, Alaska 99801

Rhone: (907) 465-3892
Fax:(907) 465-6595

Senate Judiciary Com m ittee

Changes Made in Senale.Tudiciary to C>SSH104 (RIvS) Natural Gas Pipeline Project.

The hill order was <hanged to comport with (he hill order of die House companion hill, al die
request of legislative drafters.

Acrticle 1.
Inducement to Construction of a Natural Gas Pipeline

Set lion 1.'1,90,010 Purposes: No changes were made to this section.

Article 2.
Alaska Gasline Inducement Act license

Section 1'1.90.100 (his Project: .No changes were made to this section.

Section L'L1)().! 10 Construction Inducement:
 language was added to clnrilv that the S500,000,000 inducement is subject to

appropriation by the legislature.

Sec tion 1/1.90.120 Request lor Applications:
» Language requiting the administration to request applications within 90 davs was changed
to "as soon as practicable” and a conforming amendment was made in uncodilied law
staling the legislature's intent that it lake plac e within 90 class.

e A provision h>r an appeals process lor solicitation and appeals relating to applications was
deleted as the committee added language to the application requirements that applicants

waive their iiglits to appeal.



Section IRQOO. 1iIJO A|)|)lic;ilion Requirements:
« language was added lo (I)) lo rccjnirt* dial applicants will describe llieir plans lo implement
praeliees Ini controlling earbon emissions from natural e/as systems as established by the

11S KPA.

* The re(|nirenienls that an applicant propose and support rolled-in rates were rewritten lo
require that the 1/5 percent will apply lo negotiated rates rather than just the maximum

recourse rale, and that rolled in rales will include fuel costs

» language was added belter defining the provisions for a project labor agreement, and
requiring that an applicant utilize the Department of labor's job centers and internet hiring

program to the extent practicable.

« Two new requirements for applicants were added: (Ib) requires applicanls lo waive appeal
rights, both to the determination dial no applicant merits the issuance ol a license, and to
the determination to license a pailicular applicant. New requirement (If)) requires the
applicant provide a more detailed delineation of the parlies to an application.

Section IR.PO.l Id Initial Application Review: \o changes were made to this section.

Section I'LN)().l.id Proprietary Information and Trade Secrets:
* language was added to clarify that only inloi malioii submitted by the licensee and retained

by the slate is subject lo disclosure

Section ITRO.IbO Notice. Review and Comment:
e Language uas deleted dial staled that applications received are “not public documents" as

ibis was a misstatement of lad.

e Language was added (l.uilvmg that the summaiy provided by the applicant is a siinunaiv ol
confidential inhumation.

* A new siibscdiou was added to require that the inhumation determined b\ the
commissioncis to be conlidenli.il would nevertheless be available lo legislators, legislative
auditors and legislative linaucc stall and their contractors on request alter the person
making the request signs a confidentiality agreement.

Section IR.R0.170 Application Kvalualion and Ranking: No <hangcs wi re made to ibis section.

Section 1d.!10.1SO Notice to Legislature:
* ()ne change was made to clarily that the project rather than the application is judged on its

proposed hcnclils.



Sec tion IR'K). I")() Legislative Approval:
This section was redrafted to require that the legislature approve the selection ol a licensee

through a hill to he introduced in both bodies. The legislature must act within (it) days (this
provision is a change to the Ifiliform Rules and will require a 2/drds vole). Il the legislature
fails lo approve the issuance of a license, the commissioners may not issue the license the

legislature failed lo approve but may request new applications.

Section IM.R0.20I) Cerlilicalion by Regulatory Authority: No changes were made lo this section.

Section IR.P0.2M) Amendment or Moderation ol Project Plan:
l.anguage was added that allows a project lo be modified il the modilicalion improves the

net present value of the project

I.anguage was added that allows a project to lie modified il necessary ol an order issued by
the Alaska ()il and (bis (‘onset valion Commission.

Section PJ.1)().220 Records. Report, Conditions, and Audit Requirements: no changes to this

section.
Section V1.N0.2f() l.irensc Violation*: Damages: No changes were made to ibis section
Section IR.R0.210 Abandonment ol Project:

e flic leim “uneconomic” was delined
abandonment were deleted.

in the section, and rclereuees to arbitiniing

Language was added to lequire that arbitration be conducted under the substantive and

procedural laws of Alaska, that judgments must be entered in a superior eomt in ibis state,
that the burden of prool for any appeal ol an arbitration rested with the person making the
appeal, and that all arbiliators must be selected Irom the National Roster ol the American

Arbitration Association.

The bill was changed to stale that is an aibilialioii panel makes a linal determination that
the project is uneconomic, the licensee shall assign studies, data etc. I<>the stale icgardless

of which patlv requested the arbitration.

Set lion IRROLLIO Casliue Inducement Act Coordinator:
I.anguage "as added lo clai ilv that the pissilikhi was in the oilice ol the gcivei m1l, would be
supported In tin -llite of the Coveiiioi. and thatthe cooidin.iloi was appointed In the

(iovernor and can lie removed at the discielion ol the governor.

| anguage ie(|lliiillg conliiillation ol the coordiiialoi was deleted.

Section I,'1.2(i() I'Apediled Review and a<lion In stale agent ies: No changes in this set lion.



Article 3.
Resource Inducement

Section 13.1)0.300 Qualification lor Resource Inducement:
» Reference lo the lax freeze was deleted from the provisions that can be made contractual.

Section 13.00.310 Royally Inducement:
« l.anguage regarding protest actions by shippers if IT.RC roll-in rale policies change were

deleted.

Section 13.00.320 (bis Production |ax Kxcioption:
» Tax freeze provisions were changed so that lax rales are set at the start ol the first binding
open season rather than at the end of il.

« Conforming language was added to remove contractualprovisions lor the lax freeze
vouchers received In gas producers.

» l,anguage regarding protest actions by shippers il IT.RC roll-in rale policies change were
deleted.

Section 13.00.330 Inducement Vouchers:

« A new sialicin was added lo provide lor vouchers lor persons committing to linn
lianspoi lalion lor a <eilaiu amountol gas is agreed to in a binding sales contract with a gas
pioduccr: the vouchers may then be transferred lo the gas producer for that volume lor the
period of die collirat | or the pel iod of the inducement, whichever expires litsi.

Article 4.
Miscellaneous Provisions

Section 13!>(). 100 (bislinc Inducement Matching Conti ihtiliun fund: No changes vveie made to
this section,

Section 13.1)0.110 Regulations: No changes were made to this section.

Section 13.00.120 Statute ol I.ituil.itik us;
* Ibis section was amended lo cl.uill the pr<uisi<ip applies in this chapter,

Section LLIK). 130 Inleiest; No changes weic made to ibis sec lion.

Section 13.00.110 l.iiiused Pic»j*iJ Assur.uu es.

m |lie Lingii g was amended to claiil¥ that binds must be appropriated by the legislature;
ilia! only qualified expenditures will he leimhuised, and that existing programs to settle
loyally disputes, uiodilv royally rales, or provide the benclils ol a large pnged pcimil
coordinator under existing stale law does not constitute preleieiilial ticalmciil.



Section 13.1)0. ISO Assignments:

A provision was added to require that public notice, legislative notice and a 30 day public
comment period precede a license transfer.

A conforming amendment was made to address die transfer ol inducement vouchers.

Article 5.
General Provisions

A section was added as a coulbrmiug amendment to slate it was the legislature's intent that
a request for applications be issues within 1)0 days alter the effective dale ol ibis act.

A section was added to uneodilied law to stale the legislature's intent that the Court
expedite cases relating lo a pipeline under ibis act by giving the ease piiorily over all other
civil cases lo the extent permitted under the Alaska Rules ol Court.



