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T h e H o n o rab le  H o llis  F rench , C h a ir 
S en a te  Ju d ic ia ry  C o m m ittee  
S ta te  C ap ito l, M S  31 0 0  
Ju n eau , A K  99801

S en a to r F rench :

T h an k  you  for the o p p o rtu n ity  to  p ro v id e  te s tim o n y  to  the S en a te  Ju d ic ia ry  C o m m ittee . 
D u rin g  te s tim o n y  I w as not ab le  to  fu lly  an sw e r a q u estio n  reg ard in g  the C an ad ia n  p o licy  
on ra te  su b s id iz a tio n  re su ltin g  from  ro lled -in  ra te  trea tm en t. I have p ro v id ed  a  w ritten  
re sp o n se  below .

W h at is the  C an ad ian  policy on subsid iza tion  as it re la tes to  ro lled-in  ra te s?

/ am no t aware o f any statement be inn made by the Canadian N a tio na l Energy B oa rd 
rega rd ing subsid iza tion resu lting from  ro lle d -in ra te treatm ent. However, in Canada 
the NEB has determ ined tha t ro lle d  in to ll treatm ent fo r p ipe lin e expansions is 
gene ra lly in the p u b lic interest.

An im po rtan t decision on the m atte r o f ro lle d -in ra te treatm ent in Canada was made 
by the NEB on the Iro quo is p ro je c t (G H -5 -89 Decision), in which the NEB found , 
among o the r things, tha t “ to llpaye rs have no acqu ired rig h ts  ” , and tha t “ when new 
fa c ilit ie s  are completed they w ill become an in te g ra l p a rt o f (the j  p ipe line system and 
w ill no t be associated w ith o r dedicated to any in d iv id u a l sh ippe r's gas. ”

I have a lso  en c lo se d  a  co p y  o f  the pub lic  te s tim o n y  B P  p ro v id ed  on  SB  104. T h an k  y ou  
aga in  fo r the  o p p o rtu n ity  to  p artic ip a te  in y o u r d e lib e ra tio n s .

S in cere ly .

D av id  V an T uyl
G as  C o m m e rc ia liz a tio n  M an ag er, B P  A lask a

A ttach m en t
cc: C o m m itte e  M em b ers



B P T e s tim o n y  o n  AGIA (SB 104) 
S e n a te  J u d ic ia ry  C o m m ittee  
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• Mr. C hairm an, m em bers of th e  com m ittee, for th e  record my n am e  is D ave 

Van Tuyl. I am  the  G as  C om m ercialization M anager for BP Alaska. Thank 

you for the  opportunity to testify before you this morning.

• My testim ony will s tart with so m e  genera l com m ents about the  im portance 

g a s  pipeline project, then  I’ll provide so m e  specific su g gestions on the  AGIA 

bill, then  I'll turn to a  brief d iscussion  of financing and  risk, and  th en  I’ll 

conclude  with a  sum m ary.

B P ’s  V ision  fo r A lask a

• I’d like to sp en d  a  m om ent to look into the  future and  consider the  

opportunities w e have  before  us.

• BP h a s  a  lo n g  h is to ry  in A laska . BP h a s  b een  actively involved in the  

exploration, developm ent an d  production of A laska’s  North S lope energy  

re so u rce s  for d e ca d e s .

• And w e s e e  the  opportunity for a  bright future a h ea d . In fact, w e envision our 

5 0 -y ea r fu tu re  in A lask a . It’s  not just a  slogan.

• So  how might tha t vision look to our com pany?

• I’d like to turn your attention to  th e  graph a t the  bottom  of slide 2, which 

show s th e  p o s s ib il ity  o f th e  fu tu re  th a t  B P  s e e s  in Alaska, depicting B P ’s  

sh a re  of production through time.

• T here  a re  a  few key points to  draw  from the  graph.
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The d ay s  of h ig h  p la te a u  production a re  behind us.

April 1 4 ,2 0 0 7

W e still h ave  a  significant level of production today, but tha t p ro d u c tio n  will 

c o n tin u e  to  d e c lin e  with time. T hat’s  w hat the  dotted  red line depicts.

T hat sh o w s production declining a t historic levels, which a lready  would 

require s ig n if ic a n t in v e s tm e n t.

• W e can  m ake up tha t decline in production with new  investm ent tha t would 

result in new  production from h e av y  oil r e s o u r c e s  a n d  fro m  g a s .

•  But it’s  not a  given. It's a  view of w hat’s  PO SSIB LE.

•  T hat future is only m ade  possib le  with an  A laska g a s  pipeline project.

B P K ey M e s s a g e s

• So  B P w a n ts  a n d  n e e d s  a  g a s  p ip e lin e . And w e n e ed  tha t pipeline to b e  

built for a  low capital cost and  then  op era ted  co st efficiently. W e believe tha t 

is w hat is required  to m ake the  project h ap p en  and  be  successfu l. Low c o s ts  

a re  good  for both BP and  the  S ta te  b e c a u se  it resu lts in lower tariffs, h igher 

n e tb ack s  an d  m ore rev en u es  for th e  S ta te  an d  BP.

• Also, a  low co st project will provide incentive to explore for m ore g a s  to k eep  

th e  pipeline full into the  future. T hat is a lso  good for the  S ta te  and  for BP.

•  T he b e s t w ay to e n su re  th e re  is g a s  exploration in th e  future is to g e t a  g a s  

pipeline built in the  first place, an d  to g e t it built for a  low cost.

2
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•  This is a  h u g e ly  im p o r ta n t p ro je c t  to  BP, to  A lask a  a n d  to  th e  n a tio n . It

re p re se n ts  the  largest, known, undeveloped  g a s  resou rce  in the  United 

S ta te s , an d  in B P ’s  global portfolio. T he g a s  project is im portant in its own 

right -  but it a lso  ex ten d s  the  econom ic life of A laska’s  oil production for 

d e c a d e s . Extending oil production Is good for the  S ta te , the  nation and  for 

BP.

• W e s h a r e  th e  g o v e rn o r ’s  a n d  th e  le g is la tu re ’s  d e s ire  to ge t a  successfu l 

g a s  project moving, an d  B P s ta n d s  re a d y  to en g ag e  with the  adm inistration 

an d  legislature to reach  a  ba lan ced  fiscal fram ework that works for all the  

parties.

• And finally, a  su ccessfu l fram ew ork will s e t  the  foundation for a  s ta b le , 

h e a lth y , a n d  v ia b le  oil a n d  g a s  b u s in e s s  fo r d e c a d e s  to com e. B P’s  

future in A laska is directly linked to  the  g a s  pipeline project.

•  T h a t’s  why we a re  very en co u rag ed  by the  G overnor’s and  the  leg islature’s

en th u siasm  abou t getting A laska’s  g a s  to m arket. That is a lso  our vision, and

so  w e sh a re  your en thusiasm . It’s  the  key to  A laska’s  future, an d  to  B P’s  

future in A laska.

• T herefore, it’s  im portant that w e g e t it right.

• BP s e e s  AGIA a s  the  A dm inistration’s  expression  of its com m itm ent to 

ad v an c e  the  g a s  pipeline project in an  open  and  tran sp aren t way. W e 

ap p laud  tha t good faith expression .

• D eveloping the  right p ro ce ss  is difficult. S ince first see in g  AGIA at its roll out 

to  th e  legislature an d  the  public on M arch 2 nd, we have  identified a  num ber of 

im portant a re a s  of concern  for you to consider.
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• W e believe AGIA CAN be  su ccessfu l if so m e key is su e s  a re  a d d re sse d , and  

I’ve sum m arized  th o se  co n ce rn s  here , and  will d iscu ss  them  in m ore detail 

shortly.

• W e believe AGIA m ay c re a te  so m e  unintended c o n se q u e n c e s  th a t could 

jeopard ize  the  vision of getting A laska’s  g a s  to m arket quickly, an d  a t low 

cost. W e believe it is im portant for the  Legislature to co n sid e r th e se  a re a s  of 

concern  a s  you deliberate  on AGIA.

• Why do w e feel th e se  c h a n g e s  a re  so  im portant? It’s  b e c a u se  w e w ant the  

project to be  a  su c c e ss , b e c a u se  th e re  is m uch a t s tak e  for BP an d  for 

A laskans.

W h at A S u c c e s s fu l  G a s lin e  M ean s

• It’s  worth a  brief rem inder of th e  im portance of a  successfu l project. And I’d 

like to em p h asize  tha t w hat w e n e e d  is a  SU CCESSFU L g a s  pipeline, not just 

ANY gasline.

•  As w e’ve said , this is a  project of trem en d o u s sco p e  an d  sca le  an d  th a t’s  

w hat th e  picture rem inds u s  of. B ecau se  of this it p re sen ts  trem en d o u s  risk. 

But if it’s  done  right, it a lso  p re sen ts  the  opportunity for g rea t benefits a s  well.

• B ec a u se  th e re  is m uch at s take , w e n eed  to get it right.

•  T he project c re a te s  th e  opportunity for jobs for A laskans, an d  if w e deliver a  

successfu l, low co st project, for rev en u es  to th e  S ta te  an d  to BP well into the  

future.

April 14,2007
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•  W e can  c re a te  a  w hole new  industry of g a s  exploration with a  successfu l, low 

co st project. G a s  exploration an d  expansion  a re  only possib le  if th e  pipeline 

g e ts  built in the  first place, and  if it’s  built for a  low capital an d  operating  cost. 

T hat will m ake it attractive for bringing new  volum es into the  project, which 

benefits  th e  S ta te , g a s  explorers, an d  initial sh ippers  a s  well.

•  A su ccessfu l g a s  pipeline project will provide th e  opportunity to bring a  long 

term  g a s  supply so u rce  for u se  by A laskans.

•  And finally, g a s  s a le s  will diversify A laska’s  econom y for d e c a d e s  into the  

future.

•  As I said , th e re ’s  a  lot a t s take , so  w e n eed  to get it right.

•  Now I’ll turn specifically to our su g g es tio n s  on AGIA that would help AGIA 

deliver a  s u c c e s s  g a s  pipeline.

•  E ach  of the  next th ree  slides s ta rts  out with the  s ta tem en t, “AGIA can  help 

deliver a  su ccessfu l g a s  pipeline if...”, an d  I’ll describe  m odifications w e 

recom m end  to AGIA on each  slide.

U se  O b je c tiv e s  In s te a d  o f P re sc r ip tiv e  R e q u ire m e n ts

• First, AGIA can  help deliver a  su ccessfu l g a s  pipeline if w e u se  objectives, 

in stead  of prescriptive requ irem ents

• W e fully support th e  S ta te  clearly providing its objectives for a  su ccessfu l g a s  

pipeline project

•  T he concern  w e have  is th a t AGIA a s  drafted p re su p p o se s  solutions to  th o se  

objectives, su ch  a s  th o se  contained  in Section .140 starting on p a g e  4 of the  

bill.

’” ‘ ™ ‘ . • ‘   .........
April 14,2007
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•  W e think th a t prescribing solutions up front will not result in th e  b e s t project. 

W e’ve h eard  the  adm inistration s ta te  their intent tha t “w e n e e d  to let industry 

do  w hat they  do best". W e fully a g re e  with th a t intent, an d  think it only g e ts  

m et if industry is allow ed to offer its own unique, creative solutions.

• O ne  specific exam ple of prescribing a  solution w e find particularly troubling is 

th e  issu e  of toll subsidization.

• AGIA a s  drafted can  result in one  party subsidizing another. Now I’m 

referring to the  language in Section .140(7) of the  bill on p a g e  7-8. AGIA 

specifically requires initial sh ippers  - who financially underpin th e  project and  

who a lready  b e a r m ost of the  risk a sso c ia ted  with th e  project - to  b e a r  yet 

an o th e r risk and  additional cost: th e  risk of tariff in c re a se s  of 15%  or m ore by  

s u b s id iz in g  e x p a n s io n  s h ip p e r s

o First I w ant to  m ake c lea r that the  issu e  is not just th e  potential for a  

15% rise in th e  tariff. And by the  way, the  “15% cap" a s  I’ve  heard  

this language  charac te rized  is not 15%, and  it’s  not a  cap . In reality 

it could result in a  significantly higher in c rease  than  15%. 

o But the  m ore fundam ental issue  is tha t we believe th e  is su e  of 

subsidization is contrary to FERC policy, 

o W e u n d erstand  an d  w e fully sh a re  the  S ta te 's  desire  for a  pipeline 

to be  expan d ab le  - it's absolutely  good b usiness, 

o However, w e believe tha t the  S ta te  s h o u ld  c a re fu lly  c o n s id e r  the  

potential ad v erse  c o n se q u e n c e s  of requiring pipeline ow ners to 

in c rease  ra te s  on their initial custom ers to subsid ize  expansion  

sh ippers.

o A policy of subsidization p laces  additional risk on the  initial

sh ippers, m aking the  project le ss  attractive, an d  therefo re  pu ts the  

project a t risk.
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o Now if th e  S ta te  w a n ts  to  s u b s id iz e  o th e rs , it c an  certainly do  so  

itself, directly, a s  a  policy choice . But w e d o n ’t believe it’s  good 

policy to do so  with o ther p e o p le s ’ m oney.

o C o n g ress  m ad e  c lear in th e  A laska Natural G as  Pipeline Act of 

2004  tha t ra te s  for initial sh ip p ers  should NOT in c rease  if a  

m andatory  expansion  w as ordered . In fact, the  language  of the  

Federa l Law s ta te s  that

“the [FERC] shall...ensure that the rates do not require existing 
shippers on the Alaska natural gas transportation project to 
subsidize expansion shippers.” - ANGPA, Sect. 105(b)

o  Also, in O rder 2005, FERC put in p lace a  rebuttable presum ption cf 

rolled in ra te s  for ex p an sio n s  provided it did not require 

subsidization by initial sh ip p ers  [and I’d like to read  p arag rap h  125 

of the  Pream ble]:

"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.” [Order2005, paragraph 125]

o T h e se  two ex cerp ts  from F ederal law and  regulation, su g g es t tha t 

.140(7) of AGIA and  Federal law could be in conflict. This conflict

7
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issu e  actually b e co m e s  quite com plicated, and  w e a re  continuing to  

study it. If indeed  th e re  is a  conflict, resolving it would a d d  delay  

an d  uncertainty. W e do not s e e  how th a t is in any  of our in terests.

o S o  w e rem ain co n cern ed  abou t this conflict.

April 14,2007

o In any c a se , w e believe th a t this type of provision, requiring a  

subsidy  for not-yet-ready sh ip p ers  a t the  ex p en se  of initial sh ippers, 

would be  a  disincentive for potential sh ippers participating in an  

open  se a so n . T hat’s  not in any  of our interest.

A void  E x c lu s iv ity  to  E n s u re  a  P ip e lin e  G e ts  B uilt

• T he seco n d  modification that would en ab le  AGIA to help deliver a  su ccessfu l 

g a s  pipeline re la tes to th e  issue  of exclusivity.

• U nder S ections .410 and  .540 of th e  bill on p a g e s  20  and  22, AGIA would 

result in an  e x c lu s iv e  w in n e r before any  real work is done an d  aw ard s  S ta te  

funds b a se d  on prom ises, not resu lts

• W e a re  co ncerned  tha t th is fea tu re  m ay actually PRECLUDE a  su ccessfu l 

project from moving forward. T hat’s  clearly not an y o n e’s  intent, but could be 

an  unfortunate unin tended co n seq u en ce .

o O ur understand ing  of AGIA is tha t expedited  regulatory handling is 

offered only to the  licensed  project, an d  that tho  S ta te  can  b e  

penalized  for assis ting  an o th er com peting project 

o W e’re co ncerned  tha t this app ro ach  m ay actually conflict with F ederal 

law and  regulation, which favor com petition am ong various project 

p roposa ls  an d  m arket involvem ent in the  choice, 

o W e think it w ise th a t the S ta te  consider a v o id in g  a n y  n o tio n  o f 

ex c lu s iv ity  or th e  governm ent 'picking a  w inner’; I’m not aw are  of any  

exam ple w here th a t h a s  worked successfully .
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W e recognize tha t th e  Administration h as , in good faith, laid out 

selection  criteria under Section .180 to en ab le  the  selection of the  

exclusive w inner in a s  tran sp aren t a  w ay a s  possible.

So  th a t leav es  a  fundam ental question: Should the  S ta te  pick an  

exclusive “winner” b a se d  only on a  p roposal?

That app ro ach  gives u s  concern .

W e believe that the  S ta te  c a n  h e lp  to  a d v a n c e  th e  p ro je c t b y  

s e t t in g  o u t a  c le a r  fram ew o rk  fo r in v e s to rs  - from there  the  m arket 

will work to identify the  m ost effective project 

And w e support open  com petition in the  m a rk e tp la c e , ra ther than  in 

ad v an ce  of actual perform ance or before the  com petition actually s ta rts  

In fact, the  FERC requires tha t th e  m a rk e t d e m o n s tra te  th a t  it w a n ts  

th a t  a p p lic a tio n  before aw arding a  certificate to an  applicant. T hat’s  

w hat h a p p en s  in a  successfu l open  se a so n .

W e believe th e  Federal law under ANGPA offers a  good m odel, in 

which exped ited  regulatory handling is provided to ANY project.

W e certainly u n d erstand  that from the  S ta te ’s  perspective, th e re  a re  a  

num ber of s p e c if ic  th in g s  d e s ir e d  from  ANY p ro je c t (jobs an d  

training for A laskans, g a s  a c c e s s  for A laskans, pipeline expansions). 

W e support all of th e se  objectives.

T h o se  objectives can  and  will be  a d d re sse d  by a  successfu l project 

through open  com petition in the  m arketp lace.

•  A third a re a  w e su g g es t be  considered  carefully is that, although AGIA s e e k s  

to g e t a  project moving, and  w e fully support that objective, it d o e s  n o t 

su ffic ie n tly  a d d r e s s  th e  r e s o u rc e  fram ew o rk , w h ich  is  th e  key  e n a b le r  

fo r  a  f in a n c e a b le  p ro je c t

o T hat said , w e  a re  e n c o u ra g e d  th a t  AGIA re c o g n iz e s  a t  le a s t  in  p a rt, 

th e  im portance of som e of th e se  key resou rce  issu es , 

o In Section .310 on p ag e  16, AGIA s e e k s  to a d d re ss  the  issu e  of 

ro y a lty  v a lu a tio n , which h a s  b een  an  historic so u rce  of conflict

9
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betw een  industry an d  the  S ta te . But w e a re  co ncerned  tha t th e s e  

te rm s d o  n o t p ro v id e  su ff ic ie n t c la rity  to justify m aking the  firm 

transportation  com m itm ents required to underpin the  project.

■ The royalty valuation provisions d ep en d  on future 

regulations; neither the  sh ippers  nor the  legislature know 

w hat th o se  regulations might say.

• The valuation regulations would allow for retroactive 

ad justm en ts, and  the  regulations a sso c ia ted  with RIV/RIK 

switching imply th a t “reaso n ab le” disproportionate c o s ts  and  

“reasonab le"  in terference with m arketing is okay. I d o n ’t 

know w hat tha t m e an s  or how to evaluate  that.

■ Also, th e se  regulations m ay ch an g e  every two y ears.

o In Section .310(a)(3) on p a g e  17 of the  bill, AGIA se e k s  to a d d re ss  

royalty is su e s  a sso c ia te d  with RIV/RIK sw itch in g  which is 

incom patible with the  long-term  arran g em en ts  required to m ake a  g a s  

pipeline project h ap p en  (RIV = “royalty in value”; RIK = “royalty in 

kind”). RIV/RIK switching is problem atic ior at leas t two reaso n s:

1) O ne is that if the  S ta te  c h o o se s  to switch let’s  say  from in-value to 

in-kind, the  s h ip p e r  w o u ld  h a v e  to  c o m e  u p  w ith  a d d itio n a l g a s  

to  s a t is fy  its  c u s to m e r s  in the  m arketplace.

2) The seco n d  problem  is a sso c ia te d  with obtaining the  capacity  on 

the  pipeline if the  S ta te  sw itches. For instance, if the  S ta te  had  

originally e lec ted  to take  g a s  in value, the  sh ipper would have  

obtained  the  a sso c ia ted  capacity  to ship th e  S ta te ’s  a sso c ia ted  

sh a re  of g as. If the  S ta te  then  sw itched from in-value to in-kind, 

this could result in s tra n d in g  d o w n s tre a m  c ap a c ity , raising the  

question  of who would pay  for tha t cost of u n u sed  capacity.

o U nder AGIA, the  specific solution to RIV/RIK switching is left to  fu tu re  

re g u la tio n  that, a s  I m entioned  earlier, would allow for the  le s s e e  to 

b e a r  disproportionate co sts , and  potentially interfere with long-term  

m arketing.
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o AGIA includes a  provision re la ted  to  g a s  production tax  in Section 

.320(a) on p a g e  19. However, th e  g a s  production tax ra te  is not 

estab lish ed , an d  o n ly  b e c o m e s  k n o w n  a f te r  th e  c o n c lu s io n  o f  th e  

o p e n  s e a s o n .  A sh ipper would not know w hat the  production tax  is 

before  having to m ake th e  FT com m itm ent, which would b e  an  

incredible risk.

o T he g a s  production tax ra te  is then  only estab lished  for a  period of 10 

y ears , which for re ference  is a  fra c tio n  o f th e  p e r io d  th a t  s h ip p e r s  

will likely b e  re q u ire d  to  m a k e  th e ir  firm  tra n s p o r ta t io n  

c o m m itm e n ts .

o AGIA is  s i le n t  a s  to  th e  m a n y  o th e r  p a y m e n ts  m ade  to th e  S ta te , 

which constitu te  the  majority of industry paym ents.

• It is widely understood  tha t the  resou rce  ow ners will pay  th e  co st an d  b e a r  the  

risk in building a  pipeline w h e th e r  th e y  o w n  it o r  n o t

• R eso u rce  ow ners will pay all th e  co sts  of the  pipeline, e ither directly or 

indirectly by reim bursing th e  pipeline ow ner through the  tariff for th e  co s ts  

they  incur

• It’s  the  R ESO U R C E that drives the  construction of a  basin-opening  pipeline 

like this project, NOT the  PIPELINE that drives the  resource!

• T herefore, solving the  resou rce  is su e s  with clarity is key to allowing a  project 

to m ove forward.

o Multi-billion dollar com m itm ents spann ing  d e c a d e s  a re  n e ed e d  to 

financially underpin this project;

o J u s t  like Wall S tree t n e e d s  to know th e  rules before lending m oney, 

re so u rce  ow ners n eed  to know th e  fiscal rules th a t will govern th e  

project before m aking com m itm ents tha t will en ab le  th e  pipeline to  be  

financed.

April 14,2007
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•  Although this is widely known, th e  details of an  upstream  fram ew ork a re  

com plex and  will tak e  tim e and  effort by both the  S ta te  and  the  p ro ducers  to 

a g re e  - but u n less  they  a re  a d d re ssed , a  project won't sec u re  financing; it 

w on’t ad v an ce

o T he provisions of S ec tions .310 an d  .320 do not adequate ly  a d d re s s  

th e se  upstream  issu es . To do  so  requires robust interaction.

• T hus far, th e re  have  b een  som e high level d iscussions betw een  our sen io r 

m an ag em en t and  the  G overnor.

• But w e've b een  d isappoin ted  in the  level of interaction with the 

C om m issioners an d  their staff. T hat’s  w here the  problem  will ultimately be  

solved.

•  O ver the  last th ree  w eeks w e’ve had  th ree  constructive d iscussions with on e  

deputy  C om m issioner. T hat’s  a  start.

• W e would w elcom e the  opportunity to  in c rease  the  frequency and  dep th  of 

d ialogue with th e  Administration.

o BP rem ains ready  to  en g ag e  a t any  time

W h at Is  S o  Im p o rtan t A b o u t FT?

• W e’ve h eard  a  fair am ount, in this com m ittee and  o thers, about this term  

called  “FT" which is short fc r firm transportation com m itm ents

o In listening to m any of th e se  hearings it s e e m s  to m e th a t the  

n atu re  of th e se  com m itm ents is not fully understood  

o However, th e se  com m itm ents a re  absolutely  critical for a  g a s  

pipeline to b e  successfu l 

o Therefore, I thought I’d sp en d  a  m om ent hopefully adding a  bit of 

clarity to  th e  understand ing  of FT

12



•  T h e se  com m itm ents, typically obligations to  “ship or pay” m ad e  by the  

re so u rce  ow ners or "sh ippers”, a re  n e e d e d  by the  pipeline com pany  to  get 

financing

o validating just how im portant they  are , w e’ve h eard  som e very 

sim ple an d  straightforw ard com m ents  from pipeline co m pan ies who 

have  testified in the  p ast couple of w eeks 

o T ran sC an ad a  h a s  said  “No custom ers, no credit, no pipeline” (and 

in th is context custom ers m e an s  shippers) 

o Enbridge put it even  m ore simply by saying “No producers, no 

pipeline"

• T h o se  a re n ’t “political” s ta tem en ts . They a re  s ta tem en ts  abou t the  sim ple 

financial tru ths of g a s  pipeline projects

• FT is a  binding FINANCIAL obligation. I’ve som etim es heard  FT described  a s  

"committing g a s  to a  pipeline". I’ve h eard  tha t quo te  from industry a s  well a s  

o thers, so  I’m not pointing any  fingers here. But I just w anted  to m ake it c lear 

th a t FT is an  actual financial obligation

o Typically, FT is known a s  a  “ship or pay" obligation 

o That m e an s  tha t a sh ipper com m its to pay  the  pipeline com pany  for 

u se  of its serv ice w hether or not the  sh ipper actually delivers g a s  to 

th e  line

o And it’s  a lso  im portant to note tha t a  com pany d o e s  not n eed  to 

h ave  ANY g a s  re so u rces  to  e n te r into a  firm transportation 

com m itm ent. Any com pany  who m ee ts  the  creditw orthiness 

s tan d a rd s  se t by the  pipeline com pany  is free to  bid for capacity. 

G a s  p ipelines a re  “open  a c c e s s ”. A nyone is free to obtain capacity  

if they  m ake the  requisite com m itm ents, 

o T h e se  FT com m itm ents a re  real financial obligations. W e a re  

required to d isclose  th e se  com m itm ents a s  additional information 

with our filing with the  SEC.

13



o Clearly, an  FT of this m agnitude will b e  taken  into consideration  by 

financial en tities like banks w hen evaluating our com pany. T h a t’s  

b e c a u se  it’s  a  real obligation, 

o O nce th e se  com m itm ents a re  m ad e  to th e  pipeline, they  a re  u sed  

by the  pipeline to obtain financing from the  financial m arkets, 

provide co v erag e  for that financing, and  a  return for the  pipeline, 

o M aybe an  exam ple to explain the  na tu re  of th e se  com m itm ents 

would help. Let’s  say  w e’ve had  a  su ccessfu l open  se a so n , the  

pipeline g e ts  project financed, is built and  it’s  in operation. Then, 

h eav en  forbid, for so m e  reaso n  the  pipeline com pany  g o e s  

bankrupt. Not w hat w e’re hoping for, for su re . But w hat would th e  

lenders do?  S o  they  would turn to the  FT com m itm ents m ad e  by 

th e  sh ippers  to g e t their repaym ent. And th e se  FT com m itm ents 

would indeed  be paid to the  lenders. T hat’s  b e c a u se  they  a re  a  

REAL FINANCIAL COMMITMENT. They have  to be  properly tak en  

into consideration w hen evaluating project econom ics.

• T he sca le  of th e se  com m itm ents is often oversimplified. It’s  not “just” the  

capital cost of the  project, if tha t w eren ’t in itself a  large enough  com m itm ent.

o the  com m itm ent is for w hat is known a s  the  “d em an d  c h a rg e” which 

is the  cost of serv ice  the  pipeline will ch arg e  through tim e 

o Capital is o n e  m ajor com ponent

o But for illustration, I’ve provided som e broad  a ssu m p tio n s  to put the  

sca le  of th e se  com m itm ents in perspective.

■ assum ing  a  4 .5  bcfd project, a t a  unit co s t of $3.50/m cf for 

25 y ea rs  resu lts  in a  total FT com m itm ent of $144 billion

■ T h a t’s  a  huge sum , even  for a  com pany  th e  size  of BP

• T h e se  long term  com m itm ents a re  just tha t -  com m itm ents. T herefore, they  

rep resen t real risk. And the  size  of th e se  com m itm ents m agnifies the  risk.

And that risk is borne by th o se  m aking the  com m itm ents,

April 14,2007
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R isk  D iag ram

• This next slide a ttem p ts  to  show  how r isk  is  u ltim a te ly  a llo c a te d  in a  m ajor 

re so u rce  developm ent project like the  A laska G as  Pipeline Project

•  I'm going to s t e p  th ro u g h  it o n e  b it a t  a  tim e.

•  First, w e start with the  R e s o u rc e  O w n ers  -  th a t’s  of co u rse  th e  S ta te  of 

A laska, an d  it includes th e  le s s e e s , like BP, CP, EM, C hevron an d  o thers.

•  T h ere  a re  certain  risks th a t a re  inherent to the  reso u rce  itself.

o T here  is alw ays price risk a sso c ia ted  with selling a  com m odity like g a s

a th a t’s  th e  risk th a t the  price of g a s  will fall in th e  future, 

possib ly  below  the  tariff 

o T h ere ’s  a lso  production risk

■ K eeping th e  pipeline full for project life

• Being ab le  to deliver the  full volum e every  day

■ T h ese  risks a re  im portant considera tions w hen a  resou rce  

ow ner h a s  to m ake the  firm transportation com m itm ents 

n e ce ssa ry  to underpin the  project

•  Next, th e re ’s  fiscal risk for a  le ssee ; th a t’s  the  risk tha t th e  fiscal te rm s on the  

up stream  b u s in e ss  might ch an g e . On m ajor infrastructure p ro jects like this 

a round  the  world, it’s  not uncom m on for host governm ents to a d d re ss  fiscal 

risk with a  mutually a g re ed  framework.

•  T h ere  a re  a lso  a  w hole host of risks a sso c ia ted  with constructing the  pipeline 

itself

o R egulatory p ro c e ss  could ch an g e  *  sch ed u le  risk 

o M aterial, labor an d  equipm ent co s ts  cost risk, which includes 

project m an ag em en t and  execution 

o N eed for finances from th e  capital m arkets finance risk

April 14,2007
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•  W h at is  c ritica l to  a p p re c ia te  is tha t all th e se  project-related  risks th a t a re  

tak en  by the  pipeline com pany  a re  ultimately p a s se d  through to the  re so u rce  

ow ners through the  toll

o The Pipeline com pany  receives a  regulated  ra te  of return 

o G ets a  reaso n ab le  return on investm ent co m m ensu ra te  with the  

risks

o T hat’s  the  pipeline’s  reward

o In ex ch an g e  for this regulated  ra te  of return, th e  regulators e n su re  

tha t th e  pipeline d o e s  not take on certain  risks 

o T h ese  instead  a re  p a s s e d  through to the  resou rce  ow ners, 

provided tha t th e  pipeline ow ner delivers the  project on tim e an d  

o p era ted  efficiently 

o T hat’s  how th e  risk / rew ard b a lan ce  is struck by th e  pipeline 

regulators

•  S o  ultimately, ALL RISK S a re  either borne directly by the  reso u rce  ow ners, or 

a re  p a s s e d  through to the  resou rce  ow ners through the  toll

• To e n su re  a  low cost project, it’s  im portant tha t th o se  tha t a re  bearing  a  risk 

a re  ab le  to m an ag e  tha t risk

• To reiterate, it’s  critical th a t the  fiscal system  is estab lish ed  in su ch  a  w ay tha t 

th e  risks a sso c ia ted  with th e  reso u rce  or “up stream ” a re  adequate ly  

a d d re sse d  to e n su re  the  risk /  rew ard ba lan ce  is right.

o That will m axim ize th e  likelihood of having a  su ccessfu l open  

se a so n  and  a  successfu l project, 

o T he S ta te  is uniquely positioned to a d d re ss  this risk

o They a re  com m ercially m otivated to  m an ag e  th a t risk dow nw ards
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S u m m a ry

•  S o  in sum m ary, I’d like to leave you with four m e ssa g e s .

• First, BP w ants an d  n e e d s  a  g a s  pipeline. It’s  critical to our vision of th e  50- 
y e a r future in A laska.

• S eco n d , BP fully su p ports  an  o p e n  p r o c e s s  tha t lead s  to a  mutually ag reed  

fiscal fram ew ork with the  S ta te  th a t a llo w s  a  p ro je c t to  a d v a n c e  a n d  a t t r a c t  

f in a n c in g

• W e think th e re  should  be  an  o p e n  a n d  t r a n s p a r e n t  p u b lic  rev iew  of the

resulting fram ew ork

-  T he G overnor h a s  already  com m itted to k eep  the  legislature an d  the  

public ap p rised  - w e fully support h e r in that.

-  It is critical tha t the  legislature supports  and  e n d o rse s  tha t fram ew ork

-  T he judicial branch  should review that fram ework to  e n su re  

constitutionality

-  T he people of A laska and  all 3 b ran ch es  of governm ent should  and  will be  

consu lted .

• W e think that the  resulting fram ew ork should be  a v a ilab le  to  all in v e s to r s  to 

e n su re  com petition

• Third, w e believe th a t a  num ber of m idstream  details in AGIA should be  fixed, 

o W e think th e  b e st project will com e about if the  S ta te  allows industry to 

offer solutions, ra ther than  prescribing them  up front, 

o T he provisions which result in rate subsid ies of o n e  party to an o th er 

should  be  elim inated 

o a n y  n o tio n  o f  ex c lu s iv ity  or the  governm ent ’picking a  w inner’ like 

th o se  con tained  in S ections .410 and  .540 should be  avoided 

o Any p ro c e ss  should  allow com petition in the  m arketp lace  to  work
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o It is e a sy  to  m ake hopeful p rom ises but it is harder, an d  vitally 

im portant, to deliver perform ance 

o That is w hat w e believe the  S ta te  should require. D elivery , n o t 

p ro m ise e .

• And finally, a  m u tu a lly  a g re e in g  a n  u p s tre a m  fram e w o rk  is  c ritica l.

• T he reso u rce  is su es  m ust be  resolved for the  project to p ro ceed  an d  to 

e n su re  the  resou rce  ow ners have  sufficient confidence to  m ake the  

n e c e s sa ry  long term  financial com m itm ents in an  open  s e a s o n  required to  

a d v an c e  the  project. Section  .310 an d  .320 of AGIA do not accom plish  th is 

objective.

• W e a re  ready  to e n g ag e  on developing tha t upstream  fram ework.

• T hank you for the  opportunity to testify today. I’d be  happy to a n sw er any  

q u estio n s  you might have.
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■ A l a s k a  G a s l i n e  I n d u c e m e n t  A c t  ( A G I A )  P r o c e s s

■ O p e n ,  t r a n s p a r e n t  a n d  c o m p e t i t i v e

■ I d e n t i f i e s  c l e a r  e v a l u a t i o n  c r i t e r i a

■ I n d u c e m e n t s  t o  p r o j e c t  a p p l i c a n t s  i n  e x c h a n g e  f o r  s p e c i f i c  c o m m i t m e n t s

■ E m p o w e r s  s e l e c t e d  a p p l i c a n t  t o  b u i l d  s u c c e s s f u l  c o n s o r t i u m ,  l e a d i n g  t o  o p e n  

s e a s o n

■ R e t u r n  t o  S t r a n d e d  G a s  D e v e l o p m e n t  A c t  P r o c e s s ?

■ N o  i d e n t i f i e d  c r i t e r i a

■ N o  r e q u i r e m e n t  t o  j u s t i f y  n e e d  f o r  3 0 - 4 5  y e a r s  o f  c o n c e s s i o n s  i n  e x c e s s  o f  $ 1 0  

b i l l i o n

■ S t a t e  i n  c o m p r o m i s e d  n e g o t i a t i n g  p o s i t i o n

■ N o  p r o j e c t  c o m m i t m e n t s  o t h e r  t h a n  s p e n d i n g  l e v e l s  -  d u e  d i l i g e n c e  o n l y  

c r i t e r i a

■ O i l  t a x  c o n c e s s i o n s  b e g i n n i n g  n o w  f o r  3 0  y e a r s  w i t h  n o  c o m m i t m e n t  t o  b u i l d  a  

l i n e



T he Ala sk a  ( i a s l i n e  Part A u t h o r i h  r v U i P A " )

F o r m e d  t o  e n s u r e :

1 .  A  g a s l i n e  i s  b u i l t

2 .  S t a b l e  s o u r c e  o f  e n e r g y  t o  A l a s k a n s  n o t  t i e d  t o  L o w e r  4 8  p r i c e  i n d e x  ( H e n r y  

H u b ,  e t c . )

3 .  A l l  p i p e l i n e  a n d  l i q u e f a c t i o n  a s s o c i a t e d  j o b s  a r e  w i t h i n  t h e  s t a t e  o f  A l a s k a ;  

i n c l u d i n g  c o n s t r u c t i o n , o p e r a t i o n , a n d  m a i n t e n a n c e

4 .  D i r e c t  n e t - p r o j e c t  r e v e n u e  s h a r i n g  -  6 0 %  t o  S t a t e  -  3 0 %  t o  e v e r y  A l a s k a  

m u n i c i p a l i t y  -  1 0 %  i n  e n e r g y  r e l a t e d  b e n e f i t s  t o  r u r a l  A l a s k a

5 .  E a r l i e s t  o p p o r t u n i t y  f o r  i n - s t a t e  g a s  a v a i l a b i l i t y

6 .  G r e a t e s t  o p p o r t u n i t y  t o  s u p p l y  g a s  l i q u i d s  t o  i n - s t a t e  m a r k e t s

7 .  M a r k e t  o p t i o n a l i t y  f o r  A l a s k a ’ s  g a s

3
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Indic ; i t i \ c  A ( i P A  Project  S t r u c t u r e

F i n a n c i n g

I n s t i t u t i o n s

Gas Supply / iJT Firm Terminal 
Transportation Capacity

Agreements Agreement

Financing 
Agreements

Time Charter 
, Party Agreement

***✓

LNG O&M 
Contract

fis h *J rom AUTHORITY

Pipeline O&M 
Contract

Gas SPAs GCP EPC Contract

Pipeline EPC 
Contract

LNG EPC 
Contract

GCPO&M 
Contract

L N G  F a c i l i t y  

E P C  C o n t r a c t o r

L N G  F a c i l i t y P i p e l i n e G C P
O p e r a t o r O p e r a t o r O p e r a t o r

■ I n d u s t r y  l e a d e r s  w i l l  b e  i n v o l v e d  i n  a l l  c o m p o n e n t s  o f  A G P A ’ s  p r o j e c t



Gas Conditioning Plant in Prudhoe Bay
■ r e m o v e s  i m p u r i t i e s

■ c o m p r e s s e s  a n d  c h i l l s  t h e  g a s  t o  p i p e l i n e  

s p e c i f i c a t i o n s

Pipeline from Prudhoe Bay to Valdez
■ p a r a l l e l  t o  T A P S

■ p r e - b u i l d  t o  D e l t a  J u n c t i o n  f o r  l a t e r  t i e - i n  

f o r  t h e  A l a s k a / C a n a d a  H i g h w a y  P r o j e c t

■ t i e - i n  a t  G l e n n a l l e n  f o r  a  s p u r  l i n e  t o  

A l a s k a  S o u t h  C e n t r a l  n a t u r a l  g a s  g r i d

LNG Facility in Valdez
■ i n t e g r a t e d  L N G  l i q u e f a c t i o n  a n d  L P G  

e x t r a c t i o n  f a c i l i t i e s

■ i n c l u d e s  s t o r a g e  a n d  v e s s e l  l o a d i n g  

f a c i l i t i e s

5



P ro ject Stilt us

1 . P r o j e c t  R o u t e  P e r m i t t e d

2 .  T h e  1 2  S e n i o r  P e r m i t s  A c q u i r e d

■ Y u k o n  P a c i f i c  C o r p o r a t i o n

■ $  1 0 0  m i l l i o n  e x p e n d e d

■ R i g h t - o f - w a y

■ P r o j e c t  F E I S

■ L N G  t e r m i n a l  p e r m i t

3 .  B e c h t e l  C o s t  E s t i m a t e s

■ C o m p l e t e  &  U p d a t e d

4 .  M a r i n e  T r a n s p o r t a t i o n  /  J o n e s  A c t

■ M O U  w i t h  t h e  l a r g e s t  L N G  

s h i p p i n g  c o m p a n y  i n  t h e  w o r l d  -  

M i t s u i  O S K  L i n e s

m m m
PORT AUTHORITY

5 .  A c c e s s  t o  M u l t i p l e  M a r k e t s

■ O n l y  W e s t  C o a s t  r e c e i v i n g  

t e r m i n a l  u n d e r  c o n s t r u c t i o n

■ W e s t  C o a s t  A l t e r n a t i v e s

■ H a w a i i

■ Pacific Rim

6 .  A n t i c i p a t e d  F i n a n c i n g

■ 8 0 %  d e b t  ( i  e d e r a l  l o a n  g u a r a n t e e  

a v a i l a b l e )

■ 2 0 %  p r i v a t e  f u n d i n g

6



■ L i m i t e d  r e c o u r s e  p r o j e c t  f i n a n c i n g

■ w e l l - e s t a b l i s h e d  f i n a n c i n g  a p p r o a c h  f o r  c a p i t a l - i n t e n s i v e  e n e r g y  o r  

i n f r a s t r u c t u r e  p r o j e c t s  a r o u n d  t h e  w o r l d

■ P r o j e c t  i s  s o l e  s o u r c e  o f  r e p a y m e n t  o f  l o a n s  -  l i m i t e d  o r  n o  r e c o u r s e  t o  

s p o n s o r s  a n d  o t h e r  P r o j e c t  p a r t i c i p a n t s

■ T h e  k e y  f a c t o r s  f o r  f i n a n c e a b i l i t y

■ c o m m e r c i a l  a n d  c o n t r a c t u a l  s t r u c t u r e

■ p r o j e c t  e c o n o m i c s ;  a b i l i t y  t o  g e n e r a t e  c a s h  f l o w s  s u f f i c i e n t  t o  r e p a y  t h e  d e b t

■ e x p e r i e n c e  a n d  t r a c k  r e c o r d  o f  t h e  v a r i o u s  p r o j e c t  p a r t i c i p a n t s ,  i n c l u d i n g :  

e n g i n e e r i n g  a n d  c o n s t r u c t i o n  c o n t r a c t o r s ,  f a c i l i t y  o p e r a t o r s ,  o f f t a k e r s ,  

s u p p l i e r s ,  e t c .

■ a p p r o p r i a t e  r i s k  a l l o c a t i o n  u n d e r  p r o j e c t  a n d  f i n a n c i n g  a g r e e m e n t s

■ c r e d i t  w o r t h i n e s s  o f  t h e  c o u n t e r p a r t i e s  u n d e r  P r o j e c t  a g r e e m e n t s

7



Risk Mit iga t ion

■ 8 0 0  m i l e  p i p e l i n e  i s  1 0 0 %  a d j a c e n t  t o  T A P S ,  1 0 0 %  i n  A l a s k a

■ I n f r a s t r u c t u r e  i n  p l a c e  f o r  e n t i r e  l i n e  -  r o a d s ,  b r i d g e s ,  c a m p  p a d s ,  e t c .

■ L N G  p r o j e c t :  l o w e r  o v e r a l l  c o s t  o v e r r u n  r i s k :

■ l i q u e f a c t i o n  f a c i l i t i e s  u t i l i z e  p r o v e n  t e c h n o l o g y  a n d  w e l l - t e s t e d  d e s i g n ,  

r e s u l t i n g  i n  a  r e l a t i v e l y  l o w  l e v e l  o f  u n c e r t a i n t y  i n  c o s t  e s t i m a t e

"  l o w  l e v e l  o f  c o s t  u n c e r t a i n t y  f o r  L N G  m a r i n e  t r a n s p o r t a t i o n  a n d  r e g a s i f i c a t i o n

■ p i p e l i n e  c o m p o n e n t  h a s  t h e  h i g h e s t  c a p i t a l  c o s t  u n c e r t a i n t y  -  f o r  L N G  p r o j e c t  

t h e  p i p e l i n e  i s  o n l y  a  p o r t i o n  o f  o v e r a l l  c o s t  t o  m a r k e t

■ L N G  P r o j e c t  w i t h  2 / 3  l e s s  c o s t  =  2 / 3  l e s s  r i s k

8



■ Alaska loses U.S. markets to LNG projects from elsewhere

■ Expiration o f $ 18 billion Federal Loan Guarantee

■ Increased cost o f  construction (steel, etc.) as years o f  study and negotiation 
goes by

9



■ R o b u s t  e c o n o m i c s  w i t h  a  f o r e c a s t  o f  i n t e r n a l  r a t e  o f  r e t u r n  i n  e x c e s s  o f  3 0 %  t o  

u p s t r e a m  p r o d u c e r s  w i t h  n o  t a x  c o n c e s s i o n  b y  S t a t e

■ G r e a t e s t  b e n e f i t s  t o  t h e  S t a t e  o f  A l a s k a

■ F a v o r a b l e  e c o n o m i c s  t a k e s  i n t o  c o n s i d e r a t i o n  A l C a n  H i g h w a y  p r e - b u i l d  t o  D e l t a  

J u n c t i o n

■ W i n - W i n  f o r  A l a s k a  f o r  L N G :

■ C a p t u r e  W e s t  C o a s t  m a r k e t  n o w  p l u s  e n a b l e  a  l a t e r  A l C a n  H i g h w a y  p r o j e c t  t o  

p r o c e e d  w h e n  r e a d y

10



A d v a n t a g e s  o f  L N ( i  f r o m  A lask a

■ T h e  A l a s k a  L N G  p r o j e c t  w i l l  b e n e f i t  f r o m  a n  e f f i c i e n t ,  l o w - c o s t  l i q u e f a c t i o n  

o p e r a t i o n :

■ a m b i e n t  c o n d i t i o n s  ( l o w  a v e r a g e  t e m p e r a t u r e s )  i n  V a l d e z  r e s u l t  i n  s i g n i f i c a n t  

u n i t  c o s t  s a v i n g s  i n  c o m p a r i s o n  w i t h  l i q u  / a c t i o n  f a c i l i t i e s  l o c a t e d  i n  t r o p i c a l  

c l i m a t e

■ e f f i c i e n c y  g a i n s  e s t i m a t e d  i n  t h e  r a n g e  o f  3 0  -  4 0 %

■ M o s t  o t h e r  L N G  p r o j e c t s  h a v e  s i g n i f i c a n t l y  h i g h e r  m a r i n e  t r a n s p o r t a t i o n  c o s t s  t o  

m a r k e t  d u e  t o  l o n g e r  s h i p p i n g  d i s t a n c e s

■ M a n y  o t h e r  L N G  p r o j e c t s  i n v o l v e  h i g h e r  u p s t r e a m  c o s t s  d u e  t o  c o m p l e x ,  e x p e n s i v e  

f i e l d  d e v e l o p m e n t

■ A l a s k a  b e n e f i t s  f r o m  s u b s t a n t i a l  e x i s t i n g  N o r t h  S l o p e  i n f r a s t r u c t u r e  a n d  

d e v e l o p e d  f i e l d s  ( P r u d h o e  B a y )

u



\ d \ a n t ; i ^ e  o f  L \ ( .  Idr A la s k a  -  Ri<»ht S i / c d  Project

■ G a s  r e q u i r e m e n t s :

■ C u r r e n t  A N S  d i s c o v e r e d  g a s  r e s o u r c e :  3 5  T c f

■ A l a s k a  L N G  p r o j e c t  i n i t i a l  p h a s e  g a s  r e q u i r e m e n t s :  1 5 - 2 5  T c f  ( 1 . 5 - 2 . 5  b c f / d )

■ M a x i m u m  c u r r e n t  o f f t a k e  a l l o w e d  f o r  P B U  i s  2 . 7  b c f / d  ( A O G C C  R u l e  9 )

■ L N G :  a p p r o x i m a t e l y  2  b c f / d  o f f t a k e

■ T h e  A l a s k a  L N G  p r o j e c t  w i l l  e n a b l e  A l a s k a ’ s  g a s  t o  r e a c h  A l a s k a n ’ s  a n d  t h e

m a r k e t  s o o n e r ,  w h i l e  e x p l o r a t i o n  e f f o r t s  a r e  u n d e r w a y  f o r  t h e  l a r g e r  p i p e l i n e  

p r o j e c t s

■ A G P A  p r o v i d e s  A l a s k a ’ s  v a s t  g a s  r e s o u r c e s  t h e  s i g n i f i c a n t  b e n e f i t  o f  m a r k e t  

o p t i o n a l i t y



■ M o r e  d e t a i l  r e q u i r e d  f r o m  C a n a d i a n  l in e  a p p l i c a n t s

■ I f  o f f t a k e  a m o u n t s  e x c e e d  A O G C C  R u l e  9  l i m i t a t i o n s  (2.7 b c f /d  l e s s  f i e ld  u s e ) ,  m u s t  h a v e  

a l r e a d y  f i l e d  a n  a p p l i c a t i o n  w i t h  A O G C C  f o r  i n c r e a s e d  o f f t a k e  l im i t s

■ A d d i t i o n a l  g a s  r e s e r v e s  n e e d e d ?  B u d g e t  a n d  t i m e l i n e  f o r  e x p l o r a t i o n  p r o g r a m

■ A n a l y s i s  o f  a n t i c i p a t e d  o i l  lo s s  f r o m  P B U  i f  v o l u m e  e x c e e d s  A O G C C  R u l e  9  l i m i t a t i o n s

■ A n a l y s i s  o f  l i q u id s  a v a i l a b i l i t y  in  A l a s k a  f o r  v a l u e  a d d e d  p r o c e s s i n g

■ T i m e l i n e  f o r  p r o j e c t  s ta r t  u p  a n d  c o m p l e t i o n  f o r  p r e s e n t  v a l u e  a n a l y s i s

■ C u r r e n t  p r o j e c t  c o s t  e s t i m a t e  r e q u i r e d  w i th  a p p l i c a t i o n

AGIA benefits towards advancing gas pipeline

■ R o l l e d  in  r a t e s  -  g o o d  f o r  A l a s k a ’s f u tu r e

■ A l l o w s  f o r  i n d e p e n d e n t l y  o w n e d  i n f r a s t r u c t u r e

■ F o l l o w s  s u c c e s s f u l  m o d e l  u s e d  in  o t h e r  c o u n t r i e s  w h o  a l s o  u s e  r o l l e d  in  r a t e s  a n d  

i n d e p e n d e n t l y  o w n e d  p ip e l in e s .

■ $500 m i l l i o n  s k in  in  t h e  g a m e  -  s e n d s  v e r y  p o s i t i v e  m e s s a g e  a b o u t  A l a s k a ’s d e s i r e  to  

c o m m e r c i a l i z e  A l a s k a ’s g a s
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T h e  A l l - A l a s k a  G a s l i n e .  T h e  f u t u r e  i s  o n  t h e  l i n e



S t a t e  o f  A l a s k a

S e n a t e  J u d i c i a r y  /  H o u s e  R e s o u r c e s  T e s t i m o n y

A p r i l  1 3 / 1 4 ,  2 0 0 7

T r a n s C a n a d a
In b u sin ess to  d e live r



N o r th e rn  B o rd e r

ANR

T r a n s C a n a d a  N a t u r a l  G a s ^ i p e l i n e  N e t w o r k

A l b e r t a  S y s t e m

F o o t h i l l s
C a n a d i a n  M a i n l i n e

BC S y s te m

T u s c a r o r a LakesG r e a t

N o r t h  B a j a

T a m a z u n c h a l e

• 3 6 , 5 0 0  m i l e s  o f  

w h o l l y - o w n e d  p i p e l i n e

• I n t e r e s t s  i n  a n  

a d d i t i o n a l  4 , 6 0 0  m i l e s  

o f  p i p e l i n e

• U n p a r a l l e l e d  

c o n n e c t i o n s  f r o m  

t r a d i t i o n a l  a n d  

e m e r g i n g  b a s i n s  t o  

g r o w i n g  N o r t h  

A m e r i c a n  m a r k e t s

• A v e r a g e  d a i l y  v o l u m e  

o f  a p p r o x i m a t e l y

1 5  B c f

T r a n s C a n a d a



T r a n s C a n a d a ' s  P i p e l i n e  A s s e t s

•  T C  i s  N o r t h  A m e r i c a ' s  l a r g e s t  g a s  t r a n s m i s s i o n  c o m p a n y ,  

o w n i n g  a p p r o x i m a t e l y  2 / 3  o f  t h e  t a k e - a w a y  c a p a c i t y  f r o m  

A l b e r t a  h u b  t o  N o r t h  A m e r i c a n  m a r k e t s .

•  T C  o w n s  3 6 , 5 0 0  m i l e s  o f  n a t u r a l  g a s  t r a n s m i s s i o n  p i p e l i n e s  

a n d  p r o v i d e s  s e r v i c e  t o  N o r t h e a s t ,  M i d w e s t ,  P a c i f i c  N W ,

C a l i f o r n i a ,  E a s t e r n  C a n a d a  a n d  W e s t e r n  C a n a d i a n  m a r k e t s  

W C S B  m a r k e t s .

•  T C  a l s o  o w n s  3 6 0  B c f  o f  n a t u r a l  g a s  s t o r a g e  c a p a c i t y .

•  O n e - t h i r d  o f  t h e  A l a s k a  H i g h w a y  P i p e l i n e  P r o j e c t  i s  i n  t h e  

g r o u n d  a n d  t r a n s p o r t i n g  a p p r o x i m a t e l y  3  B c f / d  e v e r y  d a y  

( F o o t h i l l s  P r e b u i l d ,  N o r t h e r n  B o r d e r  a n d  G T N  l o o p s ) .

•  T C  h a s  s t r o n g  c a s h - f l o w s  ( C $ 2 . 4  B  i n  2 0 0 6 )  a n d  g r o w i n g  

f i n a n c i a l  c a p a c i t y  f r o m  i t s  p i p e l i n e  a s s e t s  a n d  7 7 0 0  M W  o f  

p o w e r  g e n e r a t i o n  a s s e t s  ( i n - s e r v i c e  o r  u n d e r  d e v e l o p m e n t ) .

•  T C  h a s  5 0  y e a r s  e x p e r i e n c e  a s  a  b u i l d e r / o w n e r / o p e r a t o r  o f  

c o l d - w e a t h e r  N o r t h  A m e r i c a n  r e g u l a t e d  p i p e l i n e s .

April 13, 2007 CONFIDENTIAL T r a n s C a n a d a



T r a n s C a n a d a  -  P r o v e n  B a s i n  D e v e l o p e r
i v .

1

R e g u l a t o r y  S t r u c t u r e

* I n d e p e n d e n t  p i p e l i n e  m o d e l

• R o l l e d - i n  t o l l s

April 13, 2007 C O N F ID E N T IA L TransCanada
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A l a s k a  H i ' g h w a y  P i p e l i n e

Prudhoa Bay
ALASKA

Anchorage

NUNAVUT

YUKON

AIBERTA

B oundary U
Fort St.

MANITOBA

ONTARIO

Existing Prebuild 
 Monchv I ___wnrinnii |

Kingsgata

C l u k c h i  S a a

G u l f  o f  A l a s k a

April 1 3 , 2 0 0 7 CONFIDENTIAL T r a n s C a n a d a



T r a n s C a n a d a ' s  I n t e r e s t

•  T r a n s C a n a d a  ( T C )  h a s  b e e n  a  l e a d  p l a y e r  i n  t h e  p r o j e c t  s i n c e  

i t s  i n c e p t i o n .  W e  h a v e  m o r e  t h a n  $ 2 B  a n d  3 0  y e a r s  i n v e s t e d  

i n  b r i n g i n g  A l a s k a n  g a s  t o  m a r k e t .

•  T C ' s  s u b s i d i a r y ,  F o o t h i l l s ,  h o l d s  v a l i d  a n d  e x c l u s i v e  

c e r t i f i c a t e s  i s s u e d  u n d e r  t h e  N o r t h e r n  P i p e l i n e  A c t  ( N P A )  f o r  

C a n a d i a n  s e c t i o n  o f  t h e  p r o j e c t  -  t h e s e  c e r t i f i c a t e s  d o  n o t  

h a v e  a  s u n s e t  o r  e x p i r y  d a t e .

•  F o o t h i l l s  i s  n a m e d  C a n a d i a n  P r o j e c t  S p o n s o r  i n  C a n a d a / U . S .  

T r e a t y .

•  T C  h a s  a n  e a s e m e n t  u n d e r  N P A  f o r  e n t i r e  r o u t e  i n  Y u k o n  

r e c o g n i z e d  i n  U m b r e l l a  F i n a l  A g r e e m e n t  b e t w e e n  G o v e r n m e n t  

o f  C a n a d a ,  G o v e r n m e n t  o f  Y u k o n  a n d  Y u k o n  F i r s t  N a t i o n s .

•  T C  h e ’ J s  k e y  l a n d  a n d  e n v i r o n m e n t a l  p e r m i t s  i n  A l a s k a .
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•  N E B  h e l d  c o m p e t i t i v e  h e a r i n g s ,  o p e n  t o  a i l  p a r t i e s

•  S e l e c t e d  F o o t h i l l s  a s  C a n a d i a n  p r o j e c t  s p o n s o r

•  R e j e c t e d  o t h e r  a p p l i c a t i o n s  ( A r c t i c  G a s )

•  C a n a d a  /  U . S .  n e g o t i a t e d  T r e a t y  f o r  A l a s k a n  g a s  p r o j e c t

•  C a n a d a  o b t a i n e d  b e n e f i t s  i n  e x c h a n g e  f o r  a c c e s s  a c r o s s  

C a n a d a  f o r  A l a s k a n  g a s

•  F o o t h i l l s  n a m e d  C a n a d i a n  s p o n s o r  i n  T r e a t y

•  C a n a d a  e n a c t e d  N o r t h e r n  P i p e l i n e  A c t  ( N P A )

•  E n s h r i n e d  F o o t h i l l s  r i g h t s  a n d  o b l i g a t i o n s

•  E s t a b l i s h e d  s i n g l e - w i n d o w  r e g u l a t o r ,  c o m p l e m e n t  t o  N E B

•  F o o t h i l l s  g r a n t e d  e x c l u s i v e  r i g h t s  -  o n l y  r e a s o n a b l e  

i n t e r p r e t a t i o n .

•  P r o j e c t  e x p e d i t i o n  n o t  a c h i e v a b l e  u n l e s s  e x c l u s i v e

•  N o  c o m m e r c i a l  p a r t y  w o u l d  i n v e s t  n e c e s s a r y  b i l l i o n s  w i t h o u t  

e x c l u s i v i t y .

•  N o  e x p i r y  o r  " s u n s e t "  d a t e  i n  F o o t h i l l s  c e r t i f i c a t e s .
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T r a n s C a n a d a ' s  L a n d  S t a t u s  -  A l a s k a

T r a n s C a n a d a  h o l d s  k e y  l a n d  a n d  e n v i r o n m e n t a l  p e r m i t s

•  C o n d i t i o n a l  F E R C  c e r t i f i c a t e  g r a n t e d  u n d e r  A N G T A

•  C l e a n  W a t e r  A c t  w e t l a n d s  p e r m i t s  

.  F e d e r a l  R O W

•  C o m p l e t e d  S t a t e  R O W  a p p l i c a t i o n  ( p e n d i n g  f i n a l  

S t a t e  d e c i s i o n  s i n c e  Q l ,  2 0 0 5 )
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•  Y u k o n  E a s e m e n t

•  R e c e i v e d  i n  1 9 8 3

• C o n f i r m e d  i n  1 9 9 3  i n  U m b r e l l a  F i n a l  A g r e e m e n t

•  W i d t h :  2 4 0  m e t r e s

• E a s e m e n t  i s  F e d e r a l

• Yukon Govt, publicly stated this cannot be replicated
•  A c c e s s  a l r e a d y  g r a n t e d

•  N P A  h o l d s  o t h e r  R e s e r v a t i o n s  b y  N o t a t i o n

•  B C  M a p  R e s e r v e

• R e g i s t e r e d  i n  1 9 8 1

• P i p e l i n e  c o r r i d o r  i s  l a r g e l y  P r o v i n c i a l  C r o w n

• Width: 1600-metre corridor
• Process to perfect through BC/Alberta Lands
• No term or rental fee until interest perfected

•  F e w  p r i v a t e  l a n d  i n t e r e s t s

•  u e y  d i f f e r e n c e  f r o m  M a c k e n z i e :  E a s e m e n t  a n d  R e s e r v e / N o t a t i o n  

c o r r i d o r  a r e  F e d e r a l / P r o v i n c i a l  -  n o t  s u b j e c t  t o  F N  t i t l e
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