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It it important to ramembar that the Alaska gat pipeline protect it a basin-opening 
project that will benefit the State and the oil and gat industry in Alaska. Basin-opening 
projects throughout the world have progressed and been successful when there is 
alignment between the host government and the leaseholders. The Producers and the 
State both want a pipeline project to commercialize the known ANS gas resources and 
open the basin to gas exploration. So, at a very high level we are aligned.

We believe a Producer gas pipeline project will result in maximum value to the State 
and the Producers. The reason is the Producers and the State have maximum 
incentive to control costs. Low capital and operating costs, which result in lower treating 
and transportation costs, and access to premium market price, results in higher netback 
value on gas. It should be noted that the State will receive the majority of its revenue 
from the value of gas sales via revenue received under its lease royalty agreements and 
from production taxes, which are valued based on the netback received from the gas.

Third-party owners do not share the sanm incentives in that they actually benefit from 
increased capital costs.

Based on the demand for workers that this project will generate, Alaskans are obviously 
key to successful project execution. Both the State and the producers want Alaskans to 
benefit from the many job opportunities that will exist. When you consider carefully the 
options available, a producer pipeline will provide maximum value to the State of 
Alaska.

IMPORTANCE QF FI9PAL STABILITY

For us to progress the project and mitigate its inherent risks, we do need some things 
from the State. Because of the nature and magnitude of the risks associated with this 
project -  billions of dollars o' f  nancial commitments, unprecedented cost and scope, 
potential for construction deL/s, as well as the inevitable risks associated with the 
commodity price of gas - fiscal terms that are predictable and durable are necessary. 
As with all of our other mega-project investments, and we share this with the resource 
owners w'ere those investments are to be made, we are willing to take geologic risks, 
we are willing to take cost risks, and we are willing to take commodity price risks, but we 
cannot take the risk of fiscal terms changing. Let me expand on this important concept 
further. The first wo risks, geologic and cost risk are risks for which we have developed 
an industry leading expertise to manage. This is what we do day after day at EM. 
Market risk is inevitable in a commodity business such as oil and gas and we manage 
that by attempting to ensure that we deliver those products into the highest value 
market hub. Fiscal risk, however, is of a completely different nature and wholly outskje 
of our control. We must have agreements that will allow us to develop this mega-project 
under predictable and durable terms, so that we can make an adequate investment 
decision. If fiscal terms can be changed in the future, then we are not able to make a 
well founded investment decision on behalf of our shareholders.

The Alaska Gas Pipeline Project will require massive investments to be made ten or 
more years before any revenue is generated from those investments. As a result, 
increases in taxes on oil and gas related activities during the life of the project could
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significantly impact the commercial viability of the project and offset the benefits of 
taking on a project of this magnitude. Because fiscal terms could be modified under the 
proposed AGIA legislation, it does not provide the fiscal stability necessary to ensure a 
commercially viable project.

Development of a predictable and durable fiscal framework means that the terms 
agreed between the Producers and the State recognize the magnitude and risks 
associated with the project; balance State and Producer needs; and provide for the 
calculation of total State take in a transparent and predictable manner.

SPECIFIC FEEDBACK ON AGIA

With that background, I would like to now give some feedback on AGIA which is based 
on the conclusions and principles I've mentioned. I will also outline our thoughts on how 
AGIA should be modified to provide the best chance of a successful result. For 
example, alignment between the State and the leaseholders is essential to a basin 
opening project of this magnitude. Therefore, establishing the right approach going 
forward is the most important activity for the project at this time. It is important that 
AGIA bring together the upstream and the midstream and provide for an integrated 
proposal. Let me expand on this point. The upstream and midstream at some point in 
time will have to come together. The reason is simple -  the upstream pays for the 
midstream. When I say upstream I mean the revenue generated from sale of the gas 
and liquids from the pipeline project. To be able to calculate the revenue from the 
upstream we must have clarity on the taxes and royalty from our oil and gas operations 
and the taxes and royalties must be set at a level that makes the project viable. In order 
to ensure a viable project from the outset, we believe this must be done at the 
beginning.
At a minimum, any proposal should demonstrate how a successful open season would 
be achieved.

Also, it is important that AGIA allow applicants to define how they could achieve the 
State’s key objectives rather than prescribing specific requirements that must be met. 
To ensure the best result, AGIA should establish broad key objectives and allow 
applicants flexibility in meeting those objectives by providing requirements they feel are 
necessary to make the project commercially viable. For example, we ihink it would be 
better to let the applicant determine whether or not they require any capital contribution 
from the State.

ExxonMobil recognizes the importance to the State, explorers and others of having 
access to the project so their gas can be treated and transported to markets. To ensure 
that a project is constructed, it must be commercially attractive to shippers at the time 
they make their initial firm transportation commitments. Shippers, particularly those who 
must invest substantially to explore for, develop and produce gas resources, will not be 
willing to enter into long-term financial commitments for the transportation of gas if they 
believe there is a substantial likelihood that their initial rates will be significantly 
increased in the future in order to accommodate expansions. I M M :  3-23- 
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Under the Alaska Natural Gas Pipeline Act, Congrees struck what it determined wee the 
proper balance between encouraging investment by those willing to commit to pay for 
initial capacity and encouraging exploration by providing ai. 'oportunity for future 
access to the pipeline. Because of the unique nature of the Alaska gas pipeline project, 
FERC approved unprecedented policies to enable a FERC-mandated expansion to 
benefit explorers.

The issue of how potential future shippers may access initial capacity and future 
expansion capacity, if needed, should be administered by the FERC for all elements of 
the project in the United States. For example, shippers (producers) should not be 
required to subsidize other expansion gas holders (competitors) at 115% of initial 
maximum rates due to a mandated roll-in of expansion costs. For example this 15% 
increase could increase my FT commitment by 30 to 50 cents per MBTU or gas 
shipped. This is an increased cost of $500 to $800 million per year on the in dal 
shippers. You could also consider this a subsidy to the expansion shipper. We are ot 
in the business of subsidizing our competitors. This is too high of a risk to taki In 
addition, the pipeline entity should not be required to accept a FERC certificate 
irrespective of FERC imposed conditions.

As I discussed previously, with regard to upstream terms, the proposed upstream 
inducements would require significant modification to ensure a commercially viable 
project is obtained. It would be better to leave that issue open for now and allow an 
applicant to make a proposal to address those necessary terms.

AGIA also prescribes activities that must be completed within a specific timeframe or 
date certain. Setting arbitrary target dates is not consistent with good project 
management practices. Further, milestones are not necessary if the project is 
commercially viable. The producer's builder will progress the project at the maximum 
prudent pace, consistent with the industry proven “gate* process for project 
development.

In general, AGIA lacks specifics on key fiscal terms and other requirements. To 
address these gaps, AGIA gives commissioners broad authority to adopt additional 
requirements and establish regulations. Not knowing their requirements now creates 
significant uncertainty. AGIA also does not establish criteria for evaluating proposals 
and selecting the successful bidder, which is likely to lead to litigation from project 
proponents not selected for inducements.

Finally, because of the complexity and risk associated with this project, the parties must 
have an efficient and impartial means of handling disagreements when they arise. We 
believe project related agreements should provide for binding neutral arbitration as the 
mechanism for resolving disputes. Binding neutral arbitration is widely utilized in U.S. 
and international commercial agreements and is not a new concept with the State of 
Alaska. Arbitration is the method used to resolve disputes under the State's Royalty 
Settlement Agreements. In addition, Alaska courts have recognized a strong public 
policy in favor of arbitration.
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In dosing, I would like to reiterate that ExxonMobil is committed to moving the gas 
pipeline project forward. Our company poeseeses the financial strength and project 
experience required to make this project a success. We are ready to work with the 
Administration and the Legislature to establish a framework that recognizes the 
integrated nature of the project and mitigates the risks I’ve discussed to alow the 
project to progress. We would suggest AGIA be amended to include the broad 
objectives the State wants to achieve and allow each applicant to decide how best to 
meat those objectives and to identify what is required from the State to advance the 
project The State can then accept the proposal that delivers the most value. We are 
ready to participate in a competitive open transparent process under the approach I’ve 
outlined.

Thank you for your attention and for the opportunity to address this important topic 
today. I look forward to addressing your questions.
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Alaska Natural G a s  Pipeline Project 

Getting Alaska's G a s  to Market

Senate Resources C o m m i t t e e
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•  B P  w a n t s  a n d  n e e d s  a  g a s  p i p e l i n e

•  W e  s u p p o r t  G o v e r n o r  P a l i n ' s  d e s i r e  t o  g e t  A l a s k a ' s  g a s  
t o  m a r k e t

•  W e  a r e  c o n c e r n e d  t h a t  A G IA  a s  d r a f t e d  c r e a t e s  s o m e  
u n i n t e n d e d  c o n s e q u e n c e s



K e y  Concerns tc ddress
■;-------- —    --------

•  A G IA  w o u ld  r e s u l t  in  a n  e x c l u s i v e  w i n n e r  b e f o r e  a n y  w o r k  is  
d o n e ;  b a s e d  o n  p r o m i s e s ,  n o t  p e r f o r m a n c e

•  A G IA  r e q u i r e s  b a s e  s h i p p e r s  t o  s u b s i d i z e  e x p a n s i o n  s h i p p e r s ,  
w h i c h  a d d s  r i s k  t o  t h e  p i p e l i n e

•  I n d u c e m e n t s  c o u ld  b e  s u g g e s t e d  b y  p r o j e c t  s p o n s o r s ,  r a t h e r  
t h a n  s t i p u l a t e d  in  a d v a n c e
- $500m may attract underfinanced sponsors

•  S o l v i n g  r e s o u r c e  i s s u e s  w i t h  c l a r i t y  e n a b l e s  a  s u c c e s s f u l  o p e n  
s e a s o n  w h i c h  i s  t h e  k e y  t o  a d v a n c i n g  t h e  p r o j e c t
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Project Risk Residua with the Resource O w n e r s

A l l  r i s k s  a r e  e i t h e r  
b o r n e  d i r e c t l y  b y  t h e  
r e s o u r c e  o w n e r s  o r  
p a s s e d  t o  t h e m  v i a  
t h e  m a r k e t  o r  t h e  
t o l l . GOVERNMENTS/ 

REGULATORS
Regulatory delay & 

fiscal terms

MATERIALS AND 
CONSTRUCTION
Material, labor, 
equipment costs

CAPITAL
MARKETS

Repayment risk

Those bearing a risk are commercially motivated to manage that risk



S u m m a r y

•  B P  w a n t s  a n d  n e e d s  a  g a s  p i p e l i n e

•  B P  s u p p o r t s  a n  o p e n  a n d  t r a n s p a r e n t  p r o c e s s

•  U p s t r e a m  f r a m e w o r k  i s  c r i t i c a l
- Must be addressed for a successful open season

•  K e y  m i d s t r e a m  i s s u e s  m u s t  b e  a d d r e s s e d  t o  e n s u r e  t h e r e  a r e  
n o  u n i n t e n d e d  c o n s e q u e n c e s
- Granting an exclusive license before any work is performed prevents 

participation of others and reduces competition
- "Inducements" should be based on performance, not promises



10 Largest Oil a n d  G a s  Pipeline Project Financings
(greenfield and expansion only -  excludes acquisition financing and refinancings)1
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1.
Alliance Pipeline Project (Gas),
Canada/US
(3,000 km)

$3.73 billion 
($2.59 billion debt)

Coastal, IPL, Williams, Fort 
Chicago Energy, Westcoast 
Energy

2.
BTC Pipeline (Oil), 
Caspian Basin 
(1,730 km)

$3.6 billion 
($2.59 billion debt)

Amerada Hess, BP, 
ConocoPhillips, Eni, INPEX, 
Itochu, SOCAR, Statoil, 
Unocal,

3.
Cusiana -  Cupiagua Pipeline (Oil),
Colombia
(800 km)

$2.2 billion 
($1.54 billion debt)

Ecopetrol, BP, Total, Triton, 
TransCanada, IPL

4.
Chad -  Cameroon Pipeline (Oil), 
Chad
(1,070 km)

$2.0 billion (pipeline only) 
($700 million debt)

ExxonMobil, Petronas, 
Chevron

5.

Bolivia-Brazil Pipeline Project 
(Gas)

Bolivia /  Brazil 
(3,075 km)

$2.23 billion 
($1.4 billion debt)

Petrobras, BG, El Paso, YPFB, 
BHP, Enron, Shell

1 A ls o  exc ludes primarily upstream  projects with an integrated pipeline com ponent. B ased  on D ea log ic  database.
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6.
OCP Heavy Crude Pipeline (Oil)
Ecuador
(503 km)

$1.2 billion 
($900 million debt)

Alberta Energy, Repsol, YPF, 
Occidental, Agip, Pecom 
Energia, Techint, Kerr- 
McGee

7.
Mozambique-South Africa Pipeline 

Project (Gas), Mozambique 
(865 km)

$1.2 billion 
($543 million debt)

Republic of South Africa, 
Republic of Mozambique, 
Sasol Polymers

8.
Malhas Project (Gas), 
Brazil
(expansion)

$1.0 billion 
($900 million debt)

Petrobras, Mitsui, Itochu, 
Mitsubishi

9.
Kem River Expansion II (Gas), 
United States 
(part refinancing)

$875 million loan Williams, Tenneco

10. Camisea (Gas), 
Peru

$865 million 
($480 million debt)

Techint, Sonatrach, PlusPetrol, 
SK, Hunt Oil, Tractebel

1 A ls o  exc ludes primarily upstream  projects w ith an integrated pipeline com ponent. B ased  on Dea log ic  da tabase .



BP TMtlmony on SB 104 (AOIA)
Sonata Resources Committee 

March 23, 2007

• Mr. Chairman, members of the committee, for the record my name is Dave 

VanTuyl. I am the Gas Commercialization Manager for BP Alaska. Thank 

you for the additional time to prepare our testimony, and for the opportunity to 

testify before you this afternoon.

BP Key Meaaages

• I’d like to start by emphasizing a few general points.

• First, BP wants and needs a gas pipeline. And we need that pipeline to be 

built for a low capital cost and then operated cost efficiently. We believe that 

is what is required to make the project happen and be successful. Low costs 

are good for both BP and the State because it results in lower tariffs, higher 

netbacks and more revenues for the State and BP.

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

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

• The best way to ensure there is gas exploration in the future is to et a gas 

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

• This is a hugely important project to BP, to Alaska and to the nation. It

represents the largest, known, undeveloped gas resource in the United 

States, and in BP's global portfolio. The gas project is important in its own 

right -  but it also extends the economic life of Alaska’s oil production for 

decades. Extending oil production is good for the State, the nation and for 

BP.
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• Second, we there the governor's and the legislature's desire to get a gas

project moving, and BF stands ready to engage with the administration and 

legislature to reach a balanced fiscal framework that works for all the parties.

• And finally, a successful framework will set the foundation for a stable, 
healthy, and viable oil and gas business for decades to come. BP’s 

future in Alaska is directly linked to the gas pipeline project.

• That's why we are very encouraged by the Governor's and the legislature's 

enthusiasm about getting Alaska’s gas to market. That is also our vision, and 

so we share your enthusiasm. It’s the key to Alaska's future, and to BP’s 

future in Alaska.

• Therefore, it’s important that we get it right.

• BP sees AGIA as the Administration’s expression of its commitment to 

advance the gas pipeline project in an open and transparent way. We 

applaud that good faith expression.

• Developing the right process is difficult. Since first seeing AGIA at its roll out 

on March 2nd, we have identified a number of important areas of concern for 

you to consider.

• We believe AGIA may create some unintended consequences that could 

jeopardize the vision of getting Alaska’s gas to market quickly, and at low 

cost. We believe it is important for the Legislature to consider tfiese areas of 

concern as you deliberate on AGIA.

• Next I’d like to turn your attention to a few of those key areas of concern with 

the current AGIA bill.





Key Concerns
• The first concern is that AGIA would result in an exclusive winner before any 

real work is done and awards State funds based on promises, not results

o  We think it wise that the State consider avoiding any notion of 
exclusivity or the government 'picking a winner'; I'm not aware of any 

example where that has worked successfully, 

o  We recognize that the Administration has, in good faith, laid out 

selection criteria to enable the selection of the exclusive winner in as 

transparent a way as possible, 

o  We believe that the State can help to advance the project by 
setting out a clear framework for investors - from there the market 

will work to identify the most effective project 

o  And we support open competition in the marketplace, rather than in 

advance of actual performance or before the competition actually starts 

o  In fact, the FERC requires that the market demonstrate that it wants 
that application before awarding a certificate tc an applicant. That’s 

what happens in a successful open season, 

o  We certainly understand that from the State’s perspective, there are a 

number of specific things desired from ANY project (jobs and 

training for Alaskans, gas access for Alaskans, pipeline expansions), 

o  We support all of these objectives.

o  Those objectives can and will be addressed by a successful project 

through open competition in the marketplace.

• The second concern is that AGIA as drafted can result in one party 

subsidizing another. AGIA specifically requires initial shippers - who 

financially underpin the project and who already bear most of the risk 

associated with the project - to bear yet another risk and additional cost the 

risk of tariff increases of 15% or more by rubsidizing expansion shippers
o  We understand and we fully share the State's desire for a pipeline to 

be expandable - if s absolutely good business.



o  However, we believe that the State should carefully consider the 

potential adverse consequences of requiring pipeline owners to 

increase rates on their initial customers to subsidize expansion 

shippers.

o  A policy of subsidization places additional risk on the initial shippers, 

making the project less attractive, and therefore puts the project at risk, 

o  Now if the State wants to subsidize others, it can certainly do so 

itself, directly, as a policy choice. But we don’t believe it’s good policy 

to do so with other peoples' money, 

o  Congress made clear in the Alaska Natural Gas Pipeline Act of 2004 

that rates for initial shippers should NOT increase if a mandatory 

expansion was ordered. In fact, the language of the Federal Law 

states 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 Order 2005, FERC put in place a rebuttable presumption of 

rolled in rates for expansions provided it did not require subsidization 

by initial shippers [and I'd like to read paragraph 125 of the Preamble]:

*In conclusion, to provide guidance to potential shippers in advance 

o f the initial open season that is the subject o f this rule, the 

Commission intends to harmonize both objectives (rate 

predictability for initial shippers and reduction o f barriers to future 

exploration and production) in designing rates for future expansions 

o f any Alaska natural gas transportation project. It is consistent 

with our guiding principle that competition favors a ll o f the 

Commission’s customers, as well as with the objectives o f the Act, 

to adopt rolled-in rate treatment up to the point that would cau
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there to b ee  subsidy o f expension shippers by initial shippers, if 

any subsidy were to be found. * [Order 2005, paragraph 125]

o These two excerpts from Federal law and regulation, suggest that 

AGIA and Federal law could be in conflict. This conflict issue actually 

becomes quite complicated, and we are continuing to study it. If 

indeed there is a conflict, resolving it would add delay and uncertainty. 

We do not see how that is in any of our interests.

o We heard FERC testify yesterday and speak very favorably about the 

bill, but this area of conflict was not specifically addressed. So in fact, 

we plan to consult with FERC in the very near future just to ensure 

there is not a conflict problem in the future.

o In any case, we believe that this type of provision, requiring a subsidy 

for not-yet-ready shippers at the expense of initial shippers, would be a 

disincentive for potential shippers participating in an open season. 

That’s also not in any of our interest.

o And for the record, I just wanted to ensure that the nature of the 

producers' challenge to Order 2005-A was clear. We are only 

challenging the issue of whether or not FERC should be able to dictate 

design changes after the conclusion of an open season. We are not 

challenging the rebuttable presumption of rolled-in rates provided it 

does not result in a subsidy. A contrary statement was made earlier in 

the week, and we wanted to ensure that we made that point clear.

o Our motivation for the challenge is to prevent cost increases, and to 

avoid unnecessary project delay.
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A third area for careful consideration, and perhaps the centerpiece of AGIA, is 

the $500 million grant
I would like to be clear, this was not requested by BP 

It may be attractive to underfinanced project sponsors or companies 

not willing to risk all of their own money

Rather than specifying in advance what inducements are needed, 
the State could ask project sponsors to propose specific 
midstream inducements -  this gives the free market opportunity 
to do what it does best
The State could then determine what inducements to offer and make 

them available to all parties

We’ve heard the Administration say that the $500m is provided up front 

because this is the riskiest phase of the project. We have a very 

different view.

The up-front phase is risky for a non-resource owner who is not 

confident that it will have customers participate in its open season; we 

heard Enbridge share this view last week. But the riskiest phase for 

the ultimate shippers in fact is the construction period -  where cost 

control is critical, and will be the key determiner of what the ultimate toll 

will be.

In fact, as we’ve previously shared, ALL project risks ultimately flow to 

the resource owners who make those initial firm transportation 

commitments, which I’ll discuss in more detail shortly.

• A fourti, a  ea we suggest be considered carefully is that, although AGIA 

seeks to get a project moving, and we fully support that objective, it does not 
sufficiently address the resource framework, which is the key enabler 
for a financeable project

o It is widely understood that the resource owners will pay the cost and 

bear the risk in building a pipeline whether they own it or not



o Resource owners will pay all the costs of the pipeline, either directly or 

indirectly by reimbursing the pipeline owner through the tariff for the 

costs they incur

o Multi-billion dollar commitments spanning decades are needed to 

financially underpin this project; 

o Just like Wall Street needs to know the rules before lending money, 

resource owners need to know the fiscal rules that will govern the 

project before making commitments that will enable the pipeline to be 

financed.

o Although this is widely known, the details of an upstream framework 

are complex and take time and effort to agree - but unless they are 

addressed, a project won't secure financing; it won't advance

Risk Diagram

• This next slide attempts to show how risk is ultimately allocated in a major 

resource development project like the Alaska Gas Pipeline Project

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

• First, we start with the Resource Owners -  that's of course the State of 

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

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

o There is always price risk associated with selling a commodity like 

gas

■ that’s the risk that the price of gas will fall in the future, 

possibly below the tariff

o There’s also production risk

• Keeping the pipeline full for project life

■ Being able to deliver the full volume every day



■ These risks are important considerations when a resource 

owner has to make the firm transportation commitments 

necessary to underpin the project

• Next, there’s fiscal risk for a lessee, that’s the risk that the fiscal terms on the 

upstream business might change. On major infrastructure projects like this 

around the world, it’s not uncommon for host governments to address fiscal 

risk with a mutually agreed framework.

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

itself

o Regulatory process could change schedule risk 

o Material, labor and equipment costs *  cost risk 

o Need for finances from the capital markets finance risk

• Just to put the finance risk in perspective, I have this handout that my finance 

folks sent me yesterday that summarizes the 10 largest oil and gas pipeline 

project financings ever.

• You’ll notice that the largest financing to date is $3.7 billion, which is a fraction 

of the anticipated cost of this project. I thought this might be useful context 

for the committee.

• All these project-related risks that are taken by the pipeline company are 

ultimately passed through to the resource owners through the toll

o The Pipeline company receives a regulated rate of return 

o Gets a limited but reasonable return on investment, come rain or 

shine

o That’s the pipeline’s reward

o In exchange for this regulated rate of return, the regulators ensure 

that the pipeline does not take on certain risks
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o  These instead are passed through to the resource owners 

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

regulators

• So ultimately, ALL RISKS are either borne directly by the resource owners, or 

are passed through to the resource owners through the toll

• To ensure a low cost project, it’s important that those that are bearing a risk 

are able to manage that risk

o  They are commercially motivated to manage that risk downwards

• To reiterate, it’s critical that the fiscal system is established in such a way that 

the risks associated with the resource or ’’upstream” are adequately 

addressed to ensure the risk / reward balance is right.

o  That will maximize the likelihood of having a successful open 

season and a successful project, 

o  The State is uniquely positioned to address this risk

Summary

• So in summary, I’d like to leave you with four messages.

• First, BP wants and needs a gas pipeline. It's critical to our vision of the 50- 

year future in Alaska.

• Second, BP fully supports an open process that leads to a mutually agreed 

fiscal framework with the State that allows a project to advance and attract 

financing

• We think there should be an open and transparent public review of the 

resulting framework
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- The Governor has already committed to keep the legislature and the 

public apprised - we fully support her in that.

- It is critical that the legislature supports and endorses that framework

- The judicial branch should review that framework to ensure 

constitutionality

- The people of Alaska and all 3 branches of government should and will be 

consulted.

• We think that the resulting framework should be available to all investors to 

ensure competition

• Third, mutually agreeing an upstream framework is critical. The resource 

issues must be resolved for the project to proceed and to ensure the resource 

owners have sufficient confidence to make the necessary long term financial 

commitments in an open season required to advance the project. We are 

ready to engage on developing that upstream framework.

• And fourth, we believe that a number of midstream details in AGIA should be 

fixed.

o  any notion of exclusivity or the government 'picking a winner1 should 

be avoided

o  Any process should allow competition in the marketplace to work 

o  Finally, any payment of State 'inducements' should be made after 

promises are delivered, not before

- For example, we think it would be appropriate that a sponsor 

earn inducements by actually conducting a successful open 

season that results in firm transportation commitments, rather 

than before actual results are delivered.

- It is easy to make hopeful promises

- but it is harder, and vitally important, to deliver performance
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Response to Questions Raised by Senate Resources Committee 
Following Testimony Provided by BP Exploration’s 
Gas Commercialization Manager David Van Tnyl 

at March 23,2007 SB 104 AG1A Hearing

1. Is there anything in the PBUOA that would prevent one owner from 
participating in an open season if the others didn’t choose to?

No. Strictly speaking, at an open season a company makes a financial commitment to pay demand charges for firm transportation services, and is not committing gas 
directly to the pipeline. No provision of a unit agreement would prevent a company from choosing to commit its funds at an open season. However, it is reasonable to 
expect that that company would only make that commitment if it was sufficiently certain that it could actually deliver the volume of gas that corresponds to the firm transportation services it was seeking to acquire.
Although one owner could participate in an open season if the other owners did not, the owner would not likely participate unless the owner could actually deliver gas to the proposed project in compliance with the applicable unit operating agreement and 
any applicable other agreements. Whether the owner could comply with those agreements would depend on the terms of those agreements, which vary unit by unit, 
and the circumstances surrounding the delivery of gas. For example, the provisions for taking gas under the Prudhoe Bay Unit Operating Agreement (PBUOA) are quite 
complex and, before any owner in that unit would participate in a binding open 
season, an exhaustive analysis of the entire agreement would be undertaken as well as 
analysis of any other applicable agreement. In short, before an owner could take gas 
for a major gas sale, some agreements among the owners would likely be required.
In sum, before an owner individually would participate in an open season, the owner 
would want to ensure that all conditions necessary in the applicable operating agreement and other agreements for the taking of gas production and delivery of that gas to a pipeline may be satisfied. That may require additional agreements among the owners depending on the circumstances.
We plan to conduct a more complete analysis of the PBUOA and offer a response when that analysis has been completed.

2. W hat percentage of your total company's gas production would this project 
represent?

In 2006, BP produced 1.45 million barrels of oil equivalent in gas (-8.4 befd). 
Therefore, if BP’s share of gas provided to a 4.5 befd Alaska gas pipeline project was 1 befd BP net, Alaska gas would represent just over 10% of BP’s total worldwide gas production.



The FERC does not specifically address the issue of the rate treatment of a GTP 
expansion 'that is, whether the rate would be incremental or rolled-in).

in abeyance, then a conditioning service w ill have to be included as a part o f
the open season, but again, with a ll services offered priced separately. ”

4. Please provide additional information on the “Top 10 Oil and Gas Pipeline 
Project Financings” chart provided to the Committee, including dates of 
projects and cost information if available. Also, why is TAPS not included on 
the list?

The summary provided to the Committee is a listing of the 10 largest oil and gas 
pipeline project financings, not necessarily the largest projects. TAPS is not 
included in the table because it was not project-financed. For reference, project 
financing is when lenders look to the revenues generated by the project itself for repayment of monies loaned.
We are continuing to attempt to compile the additional details requested by the Committee and will provide a more detailed response once that information is available.

5. What is the volume of liquids that will be carried in the gas pipeline?

The total volume of liquids carried in the Alaska gas pipeline project at any point in time is dependent on a number of factors, including the inlet volume of gas delivered 
to the pipeline, the heating value or “richness” of the gas delivered, the disposition of ethane (which can be marketed as either gas or liquid) and the operating temperature and pressure of the system.
Assuming an inlet gas rate of 4 befd, heating value of 1080 btu/mcf, with the pipeline 
operating at 2S00 psi with a 30 degree compressor discharge temperature, the total liquids potential is approximately 180,000 barrels per day, of which approximately100,000 barrels per day is ethane.
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Response to QueatkMU Raised by Senate Resources Committee 
Following Testimony Provided by BP Exploration’s 
Gas Commercialization Manager David Van Toy I 

at March 23,2007 SB 104 AG1A Hearing

1. Is there anything in the PBUOA that would prevent one owner from 
participating in an open season if the others didn’t choose to?

No. Strictly speaking, at an open season a company makes a financial commitment to pay demand charges for firm transportation services, and is not committing gas 
directly to the pipeline. No provision of a unit agreement would prevent a company from choosing to commit its funds at an open season. However, it is reasonable to expect that that company would only make that commitment if it was sufficiently 
certain that it could actually deliver the volume of gas that corresponds to the firm transportation services it was seeking to acquire.
Although one owner could participate in an open season if the other owners did not, 
the owner would not likely participate unless the owner could actually deliver gas to the proposed project in compliance with the applicable unit operating agreement and any applicable other agreements. Whether the owner could comply with those agreements would depend on the terms of those agreements, which vary unit by unit, 
and the circumstances surrounding the delivery of gas. For example, the provisions for taking gas under the Prudhoe Bay Unit Operating Agreement (PBUOA) are quite complex and, before any owner in that unit would participate in a binding open 
season, an exhaustive analysis of the entire agreement would be undertaken as well as analysis of any other applicable agreement. In short, before an owner could take gas 
for a major gas sale, some agreements among the owners would likely be required.
In sum, before an owner individually would participate in an open season, the owner would want to ensure that all conditions necessary in the applicable operating 
agreement and other agreements for the taking of gas production and delivery of that gas to a pipeline may be satisfied. That may require additional agreements among the 
owners depending on the circumstances.
We plan to conduct a more complete analysis of the PBUOA and offer a response 
when that analysis has been completed.

2. What percentage of your total company’s gas production would this project 
represent?

In 2006, BP produced 1.45 million barrels of oil equivalent in gas (-8.4 befd). Therefore, if BP’s share of gas provided to a 4.5 befd Alaska gas pipeline project was 
1 befd BP net, Alaska gas would represent just over 10% of BP’s total worldwide gas 
production.



3. What does Order 2005 say about regulation of the GTP? Would the rate 
resulting from a GTP expansion be rolled-in or incremental?

In Order 2005, FERC requires that regulations for a GTP provide for an ‘’unbundled" 
service, that is, that the gas treatment service must be offered separate from the gas transportation service. This would allow a shipper to choose between the services 
offered. The FERC’s statement is summarized in paragraph 128 of the preamble to Order 2005:

"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. ”

Additional details as to the FERC’s requirements related to a gas treatment plant are specified under Order 2005-A. Specifically, under paragraph 87:
"The Commission did not intend to preclude the inclusion of jurisdictional 
natural gas conditioning facilities from the open season. If pursuant to 
ANGPA section 103, a project sponsor intends to file an application under 
section 7 of the NGAfor authorization of a project that includes a 
jurisdictional natural gas conditioning service, we will review the open 
season plan and notice to ensure that such service is offered in its open season 
notice, subject to the same requirements as apply to transportation service. 
However, the prospective applicant must offer a separate rate for the gas 
treatment service and separate rate for the transportation service.
Furthermore, the prospective applicant can neither require bidders to bid on 
both services, nor evaluate the bids based on whether bidders requested one 
or both services. Moreover, while the prospective applicant can require 
specific natural gas quality specifications such as would be met by using the 
conditioning services offered, it cannot reject an otherwise qualified bidder 
that states that it will deliver to the pipeline facilities gas that meets the stated 
quality specifications. ”

The Order continues, in paragraph 88, to address the inclusion of a gas treatment 
plant into the ANGTS design, which originally excluded a GTP:

"On the other hand, if a prospective applicant is proposing to apply to revise 
the Alaska Natural Gas Transportation System (ANGTS) application now held



The FERC does not specifically address the issue of the rate treatment of a GTP 
expansion (that is, whether the rate would be incremental or rolled-in).

in abeyance, then a conditioning service w ill have to be included as a part o f
the open season, but again, with a ll services offered priced separately. "

4. Please provide additional information on the “Top 10 Oil and Gas Pipeline 
Project Financings” chart provided to the Committee, including dates of 
projects and cost information if available. Also, why is TAPS not included on 
the list?

The summary provided to the Committee is a listing of the 10 largest oil and gas 
pipeline project financings, not necessarily the largest projects. TAPS is not 
included in the table because it was not proiect-financed. For reference, project 
financing is when lenders look to the revenues generated by the project itself for repayment of monies loaned.
We are continuing to attempt to compile the additional details requested by the Committee and will provide a more detailed response once that information is 
available.

5. What is the volume of liquids that will be carried in the gas pipeline?

The total volume of liquids carried in the Alaska gas pipeline project at any point in 
time is dependent on a number of factors, including the inlet volume of gas delivered to the pipeline, the heating value or “richness” of the gas delivered, the disposition of ethane (which can be marketed as either gas or liquid) and the operating temperature and pressure of the system.
Assuming an inlet gas rate of 4 befd, heating value of 1080 btu/mcf, with the pipeline operating at 2500 psi with a 30 degree compressor discharge temperature, the total liquids potential is approximately 180,000 barrels per day, of which approximately100,000 barrels per day is ethane.
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h a v e  b e e n  w o r k i n g  on t h e  ANS g a s  d e v e l o p m e n t  p r o j e c t  f o r
f o u r  a n d  a h a l f  y e a r s .  I ' m  p l e a s e d  t o  b e  h e r e  t o d a y  t o  
t e s t i f y  on SB 104 o r  t h e  p r o p o s e d  AGIA b i l l .  And I ' d
h i g h l i g h t  -  I  t h i n k  t h e r e  a r e  some h a n d o u t s  o r  some 
p r e s e n t a t i o n  m a t e r i a l s  a n d  r a t h e r  t h a n  work  o f f  t h e  s c r e e n ,  
w e ' r e  g o i n g  t o  work o f f  t h e  h a n d o u t .  I ' l l  t r y  t o  do my b e s t  
t o  t r y  t o  f o l l o w  you t h r o u g h ,  e v e n  t h o u g h  t h e r e ' s  n o t  s l i d e  
n umb er s  on h e r e .  I ' l l  do my b e s t  t o  d r aw y o u r  a t t e n t i o n  t o  
t h e  d i f f e r e n t  p o i n t s  i n  t h e  s l i d e s .

B e f o r e  I d i s c u s s  t h e  b i l l  a nd  w e ' l l  t u r n  t o  t h a t  f i r s t  
s l i d e  l a b e l e d  " I n v e s t i n g  i n  A l a s k a  Today"  I want  t o
r e i n t r o d u c e  t o  t h e  c o m m i t t e e  C o n o c o P h i l l i p s  and  what  o u r
b u s i n e s s  i n  A l a s k a  l o o k s  l i k e .  C o n o c o P h i l l i p s  i s  t h e  
s t a t e ' s  l a r g e s t  o i l  and  g a s  p r o d u c e r .  We h a v e  h a d  1 , 2 0 0  
u n i n t e r r u p t e d  LNG s h i p m e n t s  s i n c e  1969 f r om t h e  K en a i  LNG 
p l a n t .  We a r e  t h e  s t a t e ' s  l a r g e s t  a c r e a g e  h o l d e r  on t h e  ANS 
a nd  we h a v e  d r i l l e d  o v e r  60 e x p l o r a t i o n  w e l l s  s i n c e  1999 .  
We h a v e  d r i l l e d  16 w e l l s  i n  NPRA wh er e  w e ' r e  t h e  o p e r a t o r .

C o n o c o P h i l l i p s  -  I g e t  t o  l e a r n  t h e s e  l i t t l e  f a c t s  a b o u t  my 
company a l l  t h e  t i m e  -  b u t  one  o f  them was t h a t
C o n o c o P h i l l i p s '  h e r i t a g e  company,  P h i l l i p s ,  was t h e  f i r s t  
o i l  company t o  e s t a b l i s h  an  o f f i c e  i n  A l a s k a .

J u s t  t o  move on t o  some g e n e r a l  commen t s ,  I w a n t e d  t o  
e m p h a s i z e  t h a t  t i m i n g  on t h i s  p r o j e c t  i s  i m p o r t a n t .  I would  
a g r e e  w i t h  t h e  a d m i n i s t r a t i o n  t h a t  t h e  t i m i n g  i s  an 
i m p o r t a n t  i s s u e .  Our company i s  c o m m i t t e d  t o  d e v e l o p i n g  t h e  
ANS g a s  r e s o u r c e s  a nd  C o n o c o P h i l l i p s  i s  w i l l i n g  t o  c o n s i d e r  
c r e a t i v e  s o l u t i o n s .  We a r e  e a g e r  t o  f i n d  a f r a m e w o rk  by
w h i c h  b o t h  p a r t s  o f  t h e  p r o j e c t ,  b o t h  t h e  m i d s t r e a m  a nd  t h e  
r e s o u r c e  p a r t s  o f  t h e  p r o j e c t ,  c an  b e  a d v a n c e d .  And I want  
t o  s t e p  b a c k  f o r  a s e c o n d  and  d e f i n e  t h a t .

The m i d s t r e a m  s i d e s  o f  t h e  p r o j e c t  -  a n d  I ' m  g o i n g  t o  us e
t h a t  t e r m  q u i t e  a b i t  -  f o r  me i t  i n v o l v e s  wha t  we c a l l  t h e
g a s  t r a n s m i s s i o n  l i n e s ,  t h e  g a s  t r e a t m e n t  p l a n t ,  t h e  b i g  
p i p e  t h a t  wou l d  go t o  A l b e r t a  and  t h e n  wha t  t h e  d i f f e r e n t  
a l t e r n a t i v e s  m i g h t  be  f rom A l b e r t a  t o  m a r k e t s  i n  t h e  Lower 
4 8 .  So,  a l l  c o m p o n e n t s  o f  t h a t  I wou l d  c a l l  t h e  m i d s t r e a m  
p o r t i o n s  o f  t h e  p r o j e c t .

U p s t r e a m  a r e  t h e  r e s o u r c e  p o r t i o n s  o f  t h e  p r o j e c t  o r  t h e  
a s s e t s  t h a t  wo ul d  b e  a s k e d  t o  b e  ma k i n g  s h i p p i n g  
c o m mi t m e n t s  t o  t h e  p r o j e c t  -  s o  a s s e t s  l i k e  t h e  w o r k i n g



i n t e r e s t  o wn e r s  i n  P r u d h o e  Bay o r  NPRA o r  o t h e r
e x p l o r a t i o n .  So,  i t ' s  more  f r om  t h e  p e r s p e c t i v e  o f  a 
r e s o u r c e  owner  -  a w o r k i n g - i n t e r e s t  o wn er .  T h a t ' s  t h e  
t e r m i n o l o g y  I ' l l  u s e .

The n e x t  s l i d e  i n  y o u r  p a c k e t  i s  wha t  makes  t h e  A l a s k a  
p r o j e c t  d i f f e r e n t .  And wha t  y o u ' v e  g o t  h e r e  i s  a g r a p h  o f  
t h e  N o r t h  A m er i c a n  g a s  p i p e l i n e  p r o j e c t s  t h a t  h a v e  h a p p e n e d  
s i n c e  1997 t h a t  a r e  g r e a t e r  t h a n  $100 m i l l i o n .  And I t h i n k  
f rom a v i s u a l  p e r s p e c t i v e ,  t h e  f i r s t  t h i n g  e y e s  a l w a y s  go 
t o  when we l o o k  a t  t h i s  g r a p h  i s  t hc i t  t h e  c o s t  o f  t h e
A l a s k a  g a s  p i p e l i n e  p r o j e c t  i s  j u s t  o f f  t h e  s c a l e .  I mean 
t h i s  h a s  g o t  t h e  $20 b i l l i o n  2001 e s t i m a t e  on i t .  But  you
can  s e e ,  h e r e ' s  t h e  R o c k i e s  E x p r e s s  P r o j e c t ,  a p i p e l i n e
p r o j e c t  t h a t  i s  i n  c o n s t r u c t i o n  r i g h t  now.  I t s  e s t i m a t e d  
c o s t  f o r  a 1, 300 m i l e  p i p e l i n e  i s  $4 b i l l i o n .  The A l l i a n c e  
p r o j e c t  wh ic h  was c o m p l e t e d  i n  D ecem ber o f  200 0 ,  i s  a 1 . 3  
b c f / d a y  p i p e l i n e  c o s t  a r o u n d  $ 3 . 6  b i l l i o n  a nd  i t ' s  an  1 , 8 0 0  
m i l e  p i p e l i n e .  Mac D e l t a ,  I ' m  s u r e  m o s t  o f  you h a v e  r e a d ,  
t h e  MacKenz i e  D e l t a  p r o j e c t  -  t h e  c o s t  i n c r e a s e s  t h a t  a r e  
j u s t  i n c u r r e d  on t h e  MacKenz ie  D e l t a  p r o j e c t  -  I b e l i e v e
t h e  p u b l i c  e s t i m a t e  t h a t  was j u s t  made on t h a t  i s  $14 
b i l l i o n  i n c l u d i n g  t h e  u p s t r e a m  d e v e l o p m e n t  -  t h a t ' s  U .S .  
d o l l a r s  a nd  t h a t ' s  a 1 . 2  b c f / d a y  p r o j e c t .  So j u s t  a f l a g  -  
you know t h e  A l a s k a  g a s  p i p e l i n e  p r o j e c t  b e i n g  a 3 , 6 0 0  m i l e  
p i p e l i n e  w i t h  a c o s t  e s t i m a t e  g r e a t e r  t h a n  $20 b i l l i o n  i s  
j u s t  n o t  c o m p a r a t i v e  o f  t h e s e .  I t ' s  much b i g g e r .  The s c a l e  
i s  s i g n i f i c a n t l y  l a r g e r .

And I wou l d  a l s o  h i g h l i g h t  t h a t  c o m p a r i n g  -  you know, you 
c a n ' t  j u s t  t a k e  and  s a y  i t ' s  a $30 b i l l i o n  p r o j e c t  o r  a $20 
b i l l i o n  p r o j e c t ,  w h a t e v e r  t h e  number  e n d s  up b e i n g  -  and  
s a y  t h a t ' s  10 t i m e s  $2 b i l l i o n  p r o j e c t s .

The s c a l e  i s  j u s t  d i f f e r e n t .  You c a n ' t  j u s t  m u l t i p l y  i t  
o u t .  The n e x t  p o i n t  I wou l d  l i k e  t o  make was o n . . .

SENATOR WIELECHOWSKI: S i n c e  t h e  c o s t  i s  s o  much f o r  t h i s  -  
how many m i l e s  d i d  you s a y  i t  was?

MS. KING: I t ' s  3 , 6 0 0  m i l e s  f r om A l a s k a ' s  N o r t h  S l o p e  t o
C h i c a g o ,  w h i c h  wo ul d  be  one  o f  t h e  m a r k e t s  i n  t h e  Lower  48 .

SENATOR WIELECHOWSKI: S i n c e  t h a t  i s  -  3 , 6 0 0  m i l e s  - d o e s n ' t  
i t  make s e n s e  t o  s t a r t  maybe t h i n k i n g  a l i t t l e  b i t  more



a b o u t  b u i l d i n g  a s i m p l y  8 0 0 - m i l e  l i n e  down t o  V a l d e z  and
s h i p p i n g  i t  by LNG?

MS. KING: S e n a t o r  W i e l e c h o w s k i ,  t h r o u g h  t h e  C h a i r ,  a c t u a l l y  
t h a t  i s  a q u e s t i o n  t h a t  C o n o c o P h i l l i p s ,  b e i n g  t h e  c u r r e n t  
o p e r a t o r  a n d  h a v e  h a d  an  e x i s t i n g  LNG o p e r a t i o n  i n  A l a s k a  
f o r  d e c a d e s ,  i t ' p a q u e s t i o n  we c o n s i s t e n t l y  l o o k  a t .  And 
we s t i l l  b e l i e v e  t h a t  t h e  c o s t  -  y o u ' d  s t i l l  h av e  t o  b u i l d
a 8 0 0 - m i l e  p i p e l i n e  -  y o u ' d  s t i l l  h a v e  t o  h a v e  t h e
g a s i f i c a t i o n ,  t a n k e r s ,  m c^e i t  t o  a m a r k e t  a nd  g e t  i t  t o  i t  
-  a d i s a d v a n t a g e d  m a r k e t  i n  t h e  c o n t e x t  o f  you c a n  o n l y  
a c c e s s  t h e  c o a s t  a nd  h a v e  t o  b r i n g  i t  i n .  W° s t i l l  b e l i e v e  
t h e  t o t a l  c o s t s  a r e  b e t t e r  g o i n g  w i t h  a p i p e l i n e  p r o j e c t  
t h r o u g h  C a r a  la t o  t h e  Lower  48.  So,  w e ' v e  c o ok ed  a t  i t ;  we 
c o n t i n u a l l y  l o o k  a t  i t ;  we t h i n k  we b r i n g  a u n i q u e
p e r s p e c t i v e  on t h a t .  We h a v e  p r o p r i e t a r y  t e c h n o l o g y  on LNG 
a n d  we s t i l l  b e l i e v e  t h e  c o s t  i s  b e t t e r  t o  go w i t h  a 
p i p e l i n e  p r o j e c t  t o  m a r k e t s  i n  t h e  Lower  48 t h r o u g h
C a n a d a .

: : i PM
The n e x t  s l i d e ,  i f  you t u r n  t o  -  and  t h i s  i s  -  you know,
p r e d i c t i n g  n a t u r a l  g a s  p r i c e s  -  i t ' s  a r i s k y  b u s i n e s s .  And
t h i s  g r a p h  i s  a c t u a l l y  t o  j u s t  h i g h l i g h t  a q u i c k  c r i t i c a l  
p o i n t  h e r e .  What y o u ' v e  g o t  on h e r e  i s  t h e  f o r w a r d  c u r v e  
t h a t  was p u b l i s h e d  on December  9, 2 0 0 5 .  T h a t ' s  t h e  b l a c k
l i n e  on t h i s  g r a p h .  And w h a t ' s  u n d e r n e a t h  i t  i s  wha t  t h e
a c t u a l  g a s  p r i c e s  were  o v e r  t h e  c o u r s e  o f  t h a t  y e a r .  So f o r  
me, I f i n d  t h i s  q u i t e  a s t a g g e r i n g  g r a p h  i n  t h a t  i t  k i n d  o f
g r o u n d s  me t h a t  we c a n ' t  e v e n  p r e d i c t  n a t u r a l  g a s  p r i c e s
w i t h i n  a o n e - y e a r  t i m e f r a m e .  Can you i m a g i n e  t r y i n g  t o  ao 
t h a t  f o r  a 30 o r  40 y e a r  t i m e f r a m e ?  And t h a t ' s  one  o f  t h e  
key  r i s k s  t h a t  t n e  r e s o u r c e  o w n e r s  b e a r  i n  t h i s  p r o j e c t  -  
i s  t h a t  t h e  v o l a t i l i t y  and t h e  u n c e r t a i n t y  on n a t u r a l  g a s
p r i c e s .

I ' d  a l s o  l i x e  t o  h i g h l i g h t  t h a t  C o n o c o P h i l l i p s  w a n t s  t o  
work  w i t h  t h e  A l a s k a  l e g i s l a t u r e  a n d  G o v e r n o r  P a l i n  on a
f r a m e w o r k  t h a t  w i l l  a d v a n c e  a p r o j e c t .  We a g r e e  a p u b l i c  
t r a n s p a r e n t  p r o c e s s  i s  n e e d e d  a nd  we a l s o  b e l i e v e  a
b a l a n c e d  d e a l  i s  n e e d e d  t o  s t a n d  t h e  t e s t  o f  t i m e .  The 
p r o j e c t  i s  j u s t  t o o  b i g  t o  h a v e  a w i n n e r / l o s e r  m e n t a l i t y .  
We ' ve  g o t  t o  f i n d  a b a l a n c e d  d e a l  t o  go f o r w a r d .

We b e l i e v e  C o n o c o P h i l l i p s  c an  b r i n g  a l o t  o f  v a l u e  t o  t h i s  
p r o j e c t .  We h a v e  f i n a n c i a l  s t r e n g t h ;  we h a ve  A r c t i c
e x p e r i e n c e ;  we h a v e  A l a s k a  e x p e r i e n c e ;  we o p e r a t e  i n



A l a s k a .  We h a v e  p r o j e c t  management  s k i l l s  a n d  we h a v e  m ega­
p r o j e c t  s k i l l s  a nd  we h a v e  key  l e a r n i n g s  f r om o t h e r  
p i p e l i n e  p r o j e c t s  t h a t  w e ' r e  i n v o l v e d  i n .  We a l s o  b e l i e v e  
we b r i n g  a u n i q u e  p e r s p e c t i v e  t o  t h i s  i n  t h a t  we a r e  an 
e x i s t i n g  p r o d u c e r ,  b u t  we a r e  a l s o  an  e x p l o r e r .  We h a v e  a 
t r a c k  r e c o r d  o f  t r y i n g  t o  a d v a n c e  t h e  A l a s k a  g a s  p i p e l i n e  
p r o j e c t  a n d  we h a v e  s p e n t  m i l l i o n s  o f  d o l l a r s  t r y i n g  t o  do 
t h a t .

My p r i m a r y  f o c u s  t o d a y  i s  t o  c o n v e y  t h a t  we wan t  t o  work i n  
a c o n s t r u c t i v e  way w i t h  you t o  move f o r w a r d ,  b u t  more work 
i s  n e e d e d .  The f i r s t  t i m e  C o n o c o P h i l l i p s  saw t h e  p r o p o s e d  
b i l l  was on March 2,  wh i ch  was t h e  f i r s t  d ay  i t  was
r e l e a s e d  t o  t h e  p u b l i c .  We have  h ad  o u r  t e a m s  r e v i e w i n g  t h e  
b i l l  a nd  a r e  e a g e r  t o  f i n d  a f r am e w o r k  t h a t  w i l l  a l l o w  
d e v e l o p m e n t  o f  ANS g a s  r e s o u r c e s  t o  a d v a n c e .  We n e e d  t o  be  
a b l e  t o  work t h r o u g h  some c r i t i c a l  i s s u e s  w i t h  t h e  A l a s k a  
l e g i s l a t u r e  and  G o v e r n o r  P a l i n .  We a r e  n o t  l o c k e d  i n t o  t h e  
o l d  p r o p o s a l ,  b u t  we n e e d  t o  f i n d  a f r ame wo rk  t h a t
a d d r e s s e s  t h e  c r i t i c a l  r e s o u r c e  i s s u e s  t h a t  a r e  n e e d e d  t o  
s u p p o r t  l o n g - t e r m  s h i p p i n g  c ommi t me n t s  f o r  t h i s  p r o j e c t .

One a s p e c t  o f  t h e  p r o p o s e d  b i l l  t h a t  we h a v e  n o t e d  i n
p a r t i c u l a r  i s  t h e  d i s t i n c t i o n  b e t w e e n  t h e  m i d s t r e a m  and  t h e  
r e s o u r c e  t e r m s .  The r i s k / r e w a r d  b a l a n c e  i s  v e r y  d i f f e r e n t  
b e t w e e n  t h e  r e g u l a t e d  r e t u r n  p o r t i o n s  o f  t h e  p r o j e c t ,  
p a r t i c u l a r l y  when t h e y ' r e  b a c k e d  by  s t r o n g  f i r m
t r a n s p o r t a t i o n  a g r e e m e n t s .  J u s t  t o  r e m i n d  p e o p l e ,  f i r m  
t r a n s p o r t a t i o n  a g r e e m e n t s  a r e  t h o s e  a g r e e m e n t s  whe r e  a 
s h i p p e r  w o u ld  be  a s k e d  t o  p ay  a p i p e l i n e  wha t  i s  c a l l e d  a 
demand c h a r g e ,  day  i n / d a y  o u t .  And f o r  a p r o j e c t  o f  t h i s
m a g n i t u d e ,  i t  c o u l d  be  20 -  25 y e a r s  t h a t  p e o p l e  a r e  a s k e d  
t o  s i g n  t h a t  s h i p p i n g  commi tment  f o r .  And I ' d  p o i n t  o u t  a s  
w e l l  -  you p a y  f o r  t h a t  c h a r g e  r e g a r d l e s s  i f  you s h i p  g a s  
o r  n o t .

The s p l i t  b e t w e e n  t h e  m i d s t r e a m  a nd  t h a t  r e s o u r c e  we t h i n k  wj.11 h e l p  t o  i l l u s t r a t e  t h e  d i f f e r e n c e s  on r i s x  and  r e w a r d  
w i t h i n  t h e  p r o j e c t .  T h a t  b e i n g  s a i d ,  t h e  p r o j e c t  w i l l  o n l y  
be  s u c c e s s f u l  i f  b o t h  t h e  m i d s t r e a m  a nd  t h e  r e s o u r c e  r i s k s  
a r e  a d d r e s s e d .

Ba s e d  on o u r  i n i t i a l  r e v i e w  o f  t h e  b i l l ,  C o n o c o P h i l l i p s  ha s  
f o u r  key q u e s t i o n  a r e a s  t h a t  we w ou ld  l i k e  t o  d i s c u s s  w i t h  
you .  We h a v e  some s u g g e s t i o n s  on some o f  t h e s e ,  b u t  we 
s t i l l  d o n ' t  h a v e  s o l u t i o n s  f o r  a l l  o f  t h e s e .  The f o u r  key



a r e a s  a r e  f i r s t  -  e x c l u s i v i t y  o r  wha t  we wou l d  c a l l  
c r e a t i n g  r o a d b l o c k s  t o  a l t e r n a t i v e  p r o j e c t s ;  t h e  s e c o n d  one  
i s  t h e  r e s o u r c e  t e r m s ,  t h e m s e l v e s ;  t h e  t h i r d  on e ,  w e ' l l  
b uc k  i t ,  i s  c a l l e d  t h e  m i d s t r e a m  b i d  r e q u i r e m e n t s ;  and  t h e  
f o u r t h  one  i s  t h e  e x p a n s i o n  t e r m s .  And I ' l l  go i n t o  more 
d e t a i l  now on t h e s e  f o u r  a r e a s .

E x c J u s i v i t y  o r  r o a d b l o c k s  t o  c o m p e t i n g  p r o j e c t s  -  I ' d  f i r s t  
l i k e  t o  f l a g  a key  q u e s t i o n  -  Why w ou ld  t h e  s t a t e  wan t  co 
b l o c k  a l t e r n a t i v e  p r o j e c t s  i n s t e a a  o f  l e t t i n g  t h e  f r e e  
m a r k e t  work m o s t  e f f i c i e n t l y ?  And I wan t  t o  draw y o u r  
a t t e n t i o n  t o  s e c t i o n  440 i n  t h e  b i l l .

CHAIR HUGGINS: I ' m  s o r r y ,  Wendy, w ou l d  you s a y  which
s e c t i o n  a g a i n ?

MS. KING: Yes ,  C h a i r m a n  H u g g i n s ,  s e c t i o n  4 3 . 9 0 . 4 4 0 .  T h i s
p a r t i c u l a r  s e c t i o n  r e a d s :

E x c e p t  a s  o t h e r w i s e  p r o v i d e d  i n  t h i s  c h a p t e r ,  t h e  
s t a t e  g r a n t s  t h e  l i c e n s e e  a s s u r a n c e s  t h a t  t h e
l i c e n s e e  h a s  e x c l u s i v e  e n j o y m e n t  o f  t h e  
i n d u c e m e n t s  p r o v i d e d  u n d e r  t h i s  c h a p t e r .

CHAIR HUGGINS: Okay,  h o l d  on j u s t  a s e c o n d .  Okay -  p a ge  18, 
l i n e  22 -  w e ' r e  now p r e p a r e d .

MS. KING: S o r r y  c h a i r m a n  H u g g i n s .  I was r e a d i n g  f r om l i n e
22 and  I ' l l  r e a d  t h a t  a g a i n .

E x c e p t  a s  o t h e r w i s e  p r o v i d e d  i n  t h i s  c h a p t e r ,  t h e  
s t a t e  g r a n t s  t h e  l i c e n s e e  a s s u r a n c e s  t h a t  t h e
l i c e n s e e  h a s  e x c l u s i v e  i n d u c e m e n t s  -  ' E x c u s e  me,
I c a n ' t  r e a d  t o d a y  -  Oh, j e e z ,  i t ' s  b e e n  a l o n g  
week -  I a p o l o g i z e  -  s t a r t i n g  o v e r  a g a i n . '

E x c e p t  a s  o t h e r w i s e  p r o v i d e d  i n  t h i s  c h a p t e r ,  t h e  
s t a t e  g r a n t s  t h e  l i c e n s e e  a s s u r a n c e s  t h a t  t h e
l i c e n s e e  h a s  e x c l u s i v e  e n j o y m e n t  o f  t h e
i n d u c e m e n t s  p r o v i d e d  u n d e r  t h i s  c h a p t e r .  I f  t h e  
s t a t e  e x t e n d s  t o  a n o t h e r  p e r s o n  p r e f e r e n t i a l
r o y a l t y ,  t a x ,  o r  m o n e t a r y  t r e a t m e n t  f o r  t h e
p u r p o s e  o f  f a c i l i t a t i n g  t h e  c o n s t r u c t i o n  o f  a 
c o m p e t i n g  n a t u r a l  g a s  p i p e l i n e  p r o j e c t  i n  t h e
s t a t e ,  a n d  i f  t h e  l i c e n s e e  i s  i n  c o m p l i a n c e  w i t h  
t h e  r e q u i r e m e n t s  o f  t h e  l i c e n s e  a nd  w i t h  t h e



r e q u i r e m e n t s  o f  s t a t e  a nd  f e d e r a l  s t a t u t e s  and  
r e g u l a t i o n s  r e l e v a n t  t o  t h e  p r o j e c t ,  t h e  l i c e n s e e  
i s  e n t i t l e d  t o  p a y m e n t  f r om t h e  s t a t e  o f  an 
amoun t  e q u a l  t o  t h r e e  t i m e s  t h e  t o t a l  o f  
r e a s o n a b l e  c o s t s  t h a t  t h e  l i c e n s e e  h a s  i n c u r r e d  
i n  d e v e l o p i n g  t h e  l i c e n s e e ' s  p r o j e c t  a s  o f  t h a t  
d a t e  t h a t  t h e  s t a t e  f i r s t  e x t e n d e d  p r e f e r e n t i a l  
t r e a t m e n t  t o  a n o t h e r  p e r s o n .

Then I ' d  l i k e  t o  draw y o u r  a t t e n t i o n  t o  s e c t i o n s  340 i n  t h e  
b i l l  and  I ' l l  t r y  t o  f i n d  t h e  p a g e s  h e r e  f o r  you .

A c t u a l l y  s e c t i o n s  [ 4 3 . 9 0 . 1 3 3 0  a nd  340,  I ' m  p a r t i c u l a r l y  
l o o k i n g  a t  wha t  t h e  i n d u c t  n t s  a r e  on p a g e s  16 and  17 i n  
t h e  b i l l .  The m i d s t r e a m  i n d u c e m e n t s  i n c l u d e  s t r e a m l i n e  
c o o r d i n a t i o n  f o r  t h e  p r o j e c t .  Why w o u l d n ' t  t h e  s t a t e  o f f e r  
t h e  b e n e f i t s  o f  s t r e a m l i n e  c o o r d i n a t i o n  t o  a ny  p r o j e c t ?  
T h a t  i s  how t h e  f e d e r a l  p r o c e s s  i s  s e t  up .

The i n d u c e m e n t s  a nd  p a r t i c u l a r l y  i n  s e c t i o n  3 4 0 ( b ) ,  l i n e  7, 
i n d i c a t e  t h a t  t h e  i n d u c e m e n t s  -  you c a n  n o t  p u t  b u r d e n s  -  
a n d  I r e c o g n i z e  t h a t  i s  a word  I am u s i n g ,  b u t  you c an  r e a d  
y o u r  own wor ds  t h e r e  -  on a p e r m i t  by  a ny  s t a t e  a g e n c y  
w ou l d  o n l y  a p p l y  t o  t h e  l i c e n s e d  p r o j e c t .  Does t h a t  t h e n  
mean t h a t  t h e  s t a t e  wou l d  b e  w i l l i n g  t o  p u t  b u r d e n s  on a 
c o m p e t i n g  o r  a l t e r n a t i v e  p r o j e c t  t h r o u g h  t h e  p e r m i t t i n g  
p r o c e s s ?  The way t h e  b i l l  i s  c u r r e n t l y  c o n c e i v e d ,  i t  would  
f r om a p r a c t i c a l  p e r s p e c t i v e  make i t  i n c r e d i b l y  d i f f i c u l t  
t o  p e r m i t  an a l t e r n a t i v e  p r o j e c t  w i t h  t h e  s t a t e  f o r  
p o t e n t i a l l y  a s  l o n g  a s  t e n  y e a r s .  I t  i s  n o t  c l e a r  wha t  t h a t  
t h e  s t a t e  c o u l d  e v e r  p r o v i d e  s t r e a m l i n e  p e r m i t t i n g  t o  any  
o t h e r  p r o j e c t  w i t h o u t  c r e a t i n g  l i t i g a t i o n  e x p o s u r e  t o  t h e  
o r i g i n a l  l i c e n s e e .

The e x c l u s i v e  i n d u c e m e n t s  a l s o  i n c l u d e  t h e  b e n e f i t s  o f  a 
s t a t e - f u n d e d  t r a i n i n g  p r o g r a m  f o r  A l a s k a n s .  Why wou l d  t h e  
s t a t e  be  w i l l i n g  t o  t r a i n  A l a s k a n s  f o r  o n l y  one  p r o j e c t  -  
t h e  l i c e n s e d  p r o j e c t ?  S h o u l d n ' t  q u a l i f i e d  A l a s k a n s  h a v e  t h e  
o p p o r t u n i t y  t o  b e  t r a i n e d  a nd  work on a ny  p r o j e c t  t h a t  i s  
b e i n g  a d v a n c e d  by  m i x i n g  s t r e a m l i n e  p e r m i t t i n g ,  t h e  o f f i c e  
o f  t h e  s t a t e  c o o r d i n a t o r  -  AGIA c o o r d i n a t o r ,  t r a i n i n g  f o r  
A l a s k a n s  a nd  c r e a t i n g  o b s t a c l e s  t o  work  w i t h  r e s o u r c e  
o w n e r s  e x c e p t  w i t h  r e g a r d  t o  t h e  l i c e n s e d  p r o j e c t  w i t h  
e x c l u s i v e  i n d u c e m e n t s  o f  AGIA, i t  becomes  d i f f i c u l t  t o



CHAIR HUGGINS: Wendy,  c o u l d  you p l e a s e  g i v e  us  a p a g e  a nd  
w h ic h  l i n e  y o u ' r e  o n .

MS. KING: Oh, I ' m  s k i p p e d  a h e a d  i n  t h e  b i l l ,  b u t  I ' m  b a c k  
on 440 a nd  I ' m  k i n d  o f  c l o s i n g  i n  t h i s  s e c t i o n  h e r e .

CHAIR HUGGINS: Yes ,  when you do t h a t  i f  you wou l d  j u s t  g i v e  
us  a p a g e  a nd  l i n e  number ,  i t  wou l d  h e l p  u s .

MS. KING: I a p o l o g i z e ,  C h a i r m a n  H u g g i n s .  «

S e c t i o n  440 a g a i n  -  and  I ' m  g o i n g  t o  draw i n  h e r e . . .

SENATOR WAGONER: Page?

MS. KING: Page  18,  l i r . e  22 t h r o u g h  31 a g a i n .  I ' m  b a c k  t o
t h e  r e f e r e n c e  t o  t h e  e x c l u s i v e  i n d u c e m e n t s  a nd  a l s o  t h e  
t r e b l e  damages  c l a u s e .

The e x c l u s i v e  i n d u c e m e n t s  - t h e y  i n c l u d e  t h e  b e n e f i t s  o f  
s t r e a m l i n e  p e r m i t t i n g  -  t h a t ' s  l i s t e d  i n  t h e  b i l l ,  t h e  
o f f i c e  o f  t h e  AGIA c o o r d i n a t o r  -  t h e  s t a t e  c o o r d i n a t o r ,  
t r a i n i n g  f o r  A l a s k a n s ,  a nd  c r e a t i n g  o b s t a c l e s  t o  work w i t h  
r e s o u r c e  o w n e r s  e x c e p t  w i t h  r e g a r d  t o  t h e  l i c e n s e d  p r o j e c t .  
I t  becomes  d i f f i c u l t  t o  s e e  how an a l t e r n a t i v e  p r o j e c t  
c o u l d  be  a d v a n c e d  a n y t i m e  o v e r  t h e  n e x t  t e n  y e a r s  u n l e s s  
t h e  l i c e n s e e  a g r e e s  t h a t  t h e  p r o j e c t  i s  u n e c o n o m i c  o r  i f  
t h e r e  was an a r b i t r a t o r ' s  a wa rd  s a y i n g  t h a t  i t  was 
u n e c o n o m i c ,  t h a t  t h a t  was n o t  c h a l l e n g e d  by t h e  l i c e n s e e .

I wan t  t o  e m p h a s i z e ,  C o n o c o P h i l l i p s  i s  a s u p p o r t e r  o f  
s t r e a m l i n e d  p e r m i t t i n g .  We wor ked  v e r y  h a r d  on t h e  f e d e r a l  
l e g i s l a t i o n  t h a t  was p a s s e d  w i t h  t h e  A l a s k a  N a t u r a l  Gas 
P i p e l i n e  A c t .  I f  t h e  s t a t e  i s  g o i n g  t o  p a s s  s i m i l a r  
p r o v i s i o n s ,  we b e l i e v e  t h e y  s h o u l d  be  a v a i l a b l e  t o  any  
p r o j e c t  t h a t  i s  b e i n g  a d v a n c e d .

We r e q u e s t  t h a t  t h e s e  s e c t i o n s  be  amended t o  make i t  c l e a r  
t h a t  o t h e r  p r o j e c t s  c a n  a d v a n c e .  So t h a t  i s  p a r t i c u l a r l y  
t h e  f o c u s  i n  t h o s e  s e c t i o n s  o f  440 on p a g e  18 a nd  I ' l l  go 
b a c k  on p a g e s  16 and  17 t o  t h e  i n d u c e m e n t s  a s s o c i a t e d  w i t h  
t h e  A l a s k a  Gas l i n e  I n d u c e m e n t  Ac t  c o o r d i n a t o r .  So t h a t ' s  
o u r  f i r s t  a r e a  o f . . .



SENATOR McGUIRE: Wendy,  on t h a t  p o i n t .  So you know t h e
t h e o r y  b e h i n d  t h e s e  i n d u c e m e n t s  i f  you w i l l  a nd  t h e  
e x c l u s i v i t y  o f  them i s  t o  g e t  t h e  p r o j e c t  g o i n g .  To 
i n c e n t i v i z e  p e o p l e  who h a v e  b e e n  s i m i l a r l y  s i t u a t e d  o v e r  
t h e  l a s t  t h r e e  d e c a d e s ,  two d e c a d e s ,  d e p e n d i n g  on how you 
a r g u e  i t  and  y e t  n o t h i n g  s eems  t o  be  moving  f o r w a r d .  So 
w ou l d  y o u r  a r g u m e n t  be  t h a t  t h e s e  i n c e n t i v e s  a r e n ' t  n e e d e d ?  
Or I g u e s s  wha t  I ' m  t r y i n g  t o  -  and  I d o n ' t  d i s a g r e e  by t h e  
way.  I ' m  v e r y  c o n c e r n e d  a b o u t  t h e  t r e b l e  damages  a s s o c i a t e d  
w i t h  t h a t  s e c t i o n  b e c a u s e  I t h i n k  t h a t  a l o t  o f  t h o s e  
i n d u c e m e n t s  a r e  t h i n g s  w e ' d  l i k e  t o  o f f e r  t o  a n yb o d y  t h a t ' s  
w i l l i n g  t o  d e v e l o p  r e s o u r c e  d e v e l o p m e n t  p r o j e c t s  i n  A l a s k a .

But  I g u e s s  my q u e s t i o n  i s ,  do you t h i n k  t h e s e  i n d u c e m e n t s
a r e  n e e d e d  i n  t h e  e x c l u s i v i t y  a nd  i f  n o t ,  wha t  i s  t h e
a l t e r n a t i v e ?

MS. KING: I do b e l i e v e  t h e r e  a r e  v a l u e  i n  t h e s e
i n d u c e m e n t s .  I b e l i e v e  t h a t  s t r e a m l i n e  p e r m i t t i n g  -  I 
b e l i e v e  t h a t  t h e  s t a t e  h e l p i n g  w i t h  t h e  t r a i n i n g  p r o g r a m  - 
L a b o r  i s  c l e a r l y  g o i n g  t o  be  a c h a l l e n g e  f o r  t h e s e  p r o j e c t s  
s o  I do b e l i e v e  t h a t  t h e r e  a r e  v a l u e  i n  t h e s e  i n d u c e m e n t s .  
My c o n c e r n  s t e m s ,  a g a i n ,  t h e  e x c l u s i v e  n a t u r e  o f  t h e
i n d u c e m e n t s .  So I do b e l i e v e  -  and  I u n d e r s t a n d  y o u r  
c o n c e r n  o f  w a n t i n g  t o  m o t i v a t e  a g a s  p i p e l i n e  p r o j e c t  g o i n g  
f o r w a r d .

And I b e l i e v e  C o n o c o P h i l l i p s '  r e c o r d  s i n c e  2000 c l e a r l y  
d e m o n s t r a t e s  o u r  commi tment  t o  t r y  t o  move t h i s  p r o j e c t  
f o r w a r d .  We a r e  d o i n g  wha t  we c a n  t o  do t h a t ,  b u t  we s e e  
t h a t  t h e s e  i n d u c e m e n t s  s h o u l d  be  o u t  t h e r e  f o r  a ny  p r o j e c t  
and  i f  t h e  s t a t e  t a k e s  t h e  c h a n c e  o f  t y i n g  up t h o s e  
i n d u c e m e n t s ,  wh i ch  wou l d  be  n o r m a l  -  L e t ' s  j u s t  s a y  
p e r m i t t i n g  a p r o j e c t  i s  a n o r m a l  s o v e r e i g n  power  t h e  s t a t e  
wo ul d  h a v e .  I f  you g i v e  -  g r a n t  t h o s e  e x c l u s i v e l y ,  we c o u l d  
s e e  o u r s e l v e s  -  i f  y o u ' v e  c h o s e n  t h e  wrong w i n n e r  f o r  some 
r e a s o n  -  t h e  s t a t e ' s  c h o s e n  t h e  wrong w i n n e r ,  b e i n g  d e l a y e d  
f o r  a d e c a d e  w i t h  t h o s e  i n d u c e m e n t s  b e i n g  t i e d  up t o  t h a t  
l i c e n s e e .

So t h a t ' s  wh er e  o u r  c o n c e r n  s t e m s .  I do b e l i e v e  t h e r e ' s  
v a l u e  i n  some o f  t h e s e  i n d u c e m e n t s  -  p a r t i c u l a r l y  t h o s e  
a r o u n d  s t r e a m l i n e  p e r m i t t i n g  and  t h o s e  a r o u n d  g e t t i n g  
A l a s k a n s  r e a d y  f o r  t h e  j o b s .  We w ou ld  p r e f e r  t o  s e e  t h o s e  
a p p l y  t o  a ny  p r o j e c t  t h a t  i s  b e i n g  a d v a n c e d .  And l e t  t h e  
m a r k e t  c h o o s e  wh i ch  p r o j e c t  g o e s  f o r w a r d .



MS. KING: The n e x t  a r e a  t h a t  I  w a n t e d  t o  t a l k  a b o u t  i s  t h e  
r e s o u r c e  p a c k a g e .  And o n c e  a g a i n  I want  t o  d r aw  o u r  
a t t e n t i o n  t o  wha t  do I mean when I s a y  " t h e  r e s o u r c e . "  The 
r e s o u r c e ,  o n c e  a g a i n ,  i s  g e t t i n g  t h e  o w n e r s ,  t h e  
l e a s e h o l d e r s ,  e x p l o r e r s ,  w h o e v e r  e l s e  t h a t  m i g h t  wan t  t o  
show up f o r  an  o pe n  s e a s o n  -  t h o s e  t h a t  wou l d  be  a s k e d  t o
make t h e  s h i p p i n g  c o mm i t m e n t s  t o  t h e  p r o j e c t .  And t h e
i s s u e s  t h a t  t h e y  f a c e ,  t h e y ' r e  u n i q u e  i n  b e i n g  a s k e d  t o  
make t h a t  s h i p p i n g  c o mm i t m e n t .

As we s t a t e d  l a s t  month  i n  S e n a t e  R e s o u r c e s ,  t h e  r e s o u r c e  
r i s k s  h a ve  a l w a y s  p o s e d  t h e  g r e a t e s t  o b s t a c l e  t o  a g a s  
p i p e l i n e .  The p r e d o m i n a n t  r e s o u r c e  r i s k  t h a t  we wan t  t o
c o n t i n u e  t o  f o c u s  on w i t h  t h e  s t a t e  i s  i n  o b t a i n i n g  c l a r i t y  
on t h e  s t a t e  t a x e s  a nd  r o y a l t i e s  t h a t  a r e  n e e d e d  i n  o r d e r  
t o  s e c u r e  l o n g - t e r m  s h i p p i n g  c o m m i t m e n t s .  A d d r e s s i n g  t h e s e  
i s s u e s  r e m a i n s  a c r i t i c a l  c omp o n en t  t o  make t h i s  p i p e l i n e  a 
r e a l i t y .

C o n o c o P h i l l i p s  a p p r e c i a t e s  t h e  r e c o g n i t i o n  o f  t h e  
i m p o r t a n c e  o f  r e s o u r c e  i s s u e s  f o r  a p r o p o s e d  g a s  l i n e
p r o j e c t .  S e c t i o n s  300 -  320 i n  t h e  b i l l .

CHAIR HUGGINS: G i ve  us  y o u r  p a g e  number  a nd  l i n e .

MS. KING: I ' m  l o o k i n g  them up r i g h t  now.  Page  14,  Ch a i r ma n  
H u g g i n s ,  p a g e  14 i s  t h e  q u a l i f i c a t i o n s  f o r  r e s o u r c e  
i n d u c e m e n t .  310 i s  t h e  r o y a l t y  i n d u c e m e n t s .

CHAIR HUGGINS: L i n e  7

MS. KING: A c t u a l l y ,  i n  mov i ng  a l l  t h e  way t h r o u g h
p a g e s  14 - 1 6  i s  t h e  w ho l e  p a c k a g e  o f  r e s o u r c e  i n d u c e m e n t s  
t h a t  a r e  i n  t h e  b i l l .

T h o s e  s e c t i o n s ,  300,  310 and  320 -  so  p a g e s  1 4 - 1 6  -  would
n o t  be  i n  t h e  b i l l  i f  t h e  a d m i n i s t r a t i o n  had  n o t  r e c o g n i z e d  
t h a t  c h a n g e s  we r e  n e e d e d  on t h e  r e s o u r c e  s i d e .  We a l s o  
a p p r e c i a t e  t h e  a d m i n i s t r a t i o n  i d e n t i f i e d  t h a t  f i s c a l
s t a b i l i t y  i s  a c r i t i c a l  r e s o u r c e  i s s u e  by  p r o p o s i n g  t h e  t e n  
y e a r  s t a b i l i t y  p r o v i s i o n .

A t r o u b l i n g  a s p e c t  o f  t h e  r e s o u r c e  i n d u c e m e n t  p a c k a g e  i s  
t h e  t i e  t o  t h e  e x c l u s i v i t y  o f  t h e  l i c e n s e d  p r o j e c t  a nd  t h e  
t r e b l e  d amages  c l a u s e .  So I ' m  g o i n g  b a c k  a g a i n  now t o



s e c t i o n  440 i n  t h e  b i l l .  I s  t h e  s t a t e  n o t  w i l l i n g  t o
p r o v i d e  t e r m  i n d u c e m e n t s  t o  a n y  p o t e n t i a l  p r o j e c t  t h a t  i s
b e i n g  a d v a n c e d  a n d  t o  a ny  p a r t y  t h a t  u n d e r p i n s  t h e  p i p e l i n e  
c o n s t r u c t i o n  w i t h  a f i r m  t r a n s p o r t a t i o n  commi t men t ?  What  i f  
t h e  c h o s e n  w i n n e r  makes  some p r o m i s e s  t h a t  c a n ' t  be
d e l i v e r e d  on?  What h a p p e n s  i f  t h e  l i c e n s e d  p r o j e c t  
s t u m b l e s ?  I s  t h e  s t a t e  w i l l i n g  t o  g i v e  up t h e i r  r i g h t  t o
c h a n g e  t a x  t e r m s  and  r o y a l t y  t e r m s ,  wh i c h  i s  a c o n t r a c t u a l  
a r r a n g e m e n t ,  o u t s i d e  o f  t h e  l i c e n s e d  p r o j e c t  w i t h o u t  
c r e a t i n g  l i t i g a t i o n  e x p o s u r e  w i t h  t h e  l i c e n s e e ?  What i f  t h e  
s t a t e  p i c k s  t h e  l i c e n s e e  b u t  we know t h a t  t h e  l i c e n s e e  c an
n o t  d e l i v e r  on wha t  t h e y  s a y ?  We w i l l  n o t  h a v e  t h e  r i g h t  t o
g e t  u p s t r e a m  s t a b i l i t y  and  p r o v i s i o n s  f o r  a ny  o t h e r  open
s e a s o n  on a d i f f e r e n t  p r o j e c t  f o r  up t o  t e n  y e a r s  o r  e x p o s e  
t h e  s t a t e  o n c e  a g a i n  t o  d a m a ge s .

We do  n o t  wan t  t o  s e e  t h e  p r o j e c t  t i e d  up i n  e x c l u s i v e
a r r a n g e m e n t s  o r  e x p o s e d  t o  t h e  l a r g e r  damages  i n  o r d e r  t o
h a v e  a b a c k u p  p l a n .

More t o  t h e  s p e c i f i c  s i d e  o f  t h e  r e s o u r c e  p r o v i s i o n s ,  we
r e m a i n  c o n c e r n e d  t h a t  t h e  p r o v i s i o n s  i n  t h e  b i l l  n e e d  more 
w or k .  The p r e s e n t  b i l l  p r o m i s e s  t o  make some c h a n g e s  i n  t h e  
r o y a l t y  c o n t r a c t s ,  b u t  r a t h e r  t h a n  n e g o t i a t e  c h a n g e s  t o  t h e  
c o n t r a c t ,  t h e  b i l l  would  r e q u i r e  t h e  r e s o u r c e  o w n e r s  t o
a c c e p t  b e i n g  s u b j e c t  t o  a s  y e t  u n w r i t t e n  r e g u l a t i o n s  and
t h e  r e g u l a t i o n s  a r e  s u b j e c t  t o  c h a n g e  e v e r y  two y e a r s .

The b i l l  p r o m i s e s  a d e g r e e  o f  p r o t e c t i o n  a g a i n s t  p o t e n t i a l  
c h a n g e s  t o  t h e  g a s  p r o d u c t i o n  t a x ,  wh i ch  i s  a s t a r t .
However ,  i t  d o e s  n o t  i d e n t i f y  t h e  p r o t e c t e d  p r o d u c t i o n  t a x
r a t e ,  a nd  t h e  p e r i o d  o f  r e l a t i v e  s t a b i l i t y  i s  i n s u f f i c i e n t  
f o r  a p r o j e c t  o f  t h i s  m a g n i t u d e .  I n  a d d i t i o n ,  t h e r e  i s  no 
p r o t e c t i o n  a g a i n s t  i n c r e a s e s  i n  o t h e r  t a x e s  t h a t  may be  
a i me d  a t  c i r c u m v e n t i n g  t h e  p r o t e c t i o n .  To g i v e  an e x a m p l e  
o f  t h a t :  I f  you had  g a s  p r o d u c t i o n  t a x  s t a b i l i t y ,  s t a t e
c o r p o r a t e  i ncome  t a x  c o u l d  be  i n c r e a s e d  t o  o f f s e t  what
you . . . ba s i c a ]  l y  t h e  t e r m s  t h a t  you had  t h e r e .  So t h a t  b a l a n c e
o f  l o o k i n g  a t  t h e  e n t i r e  t a x  s t r u c t u r e  i s  s o m e t h i n g  we
t h i n k  i s  i m p o r t a n t .  We n e e d  t o  d e v e l o p  a c o m p l e t e  r e s o u r c e
p a c k a g e ,  a nd  i t ' s  g o i n g  t o  r e q u i r e  c r e a t i v i t y ,  open
d i a l o g u e ,  a nd  c o n s e n s u s .  We b e l i e v e  t h a t  d e v e l o p i n g  a 
r e s o u r c e - i n d u c e m e n t  p a c k a g e  i s  i m p o r t a n t .  I n  f a c t ,  [ i t  i s ]  
t h e  m o s t  i m p o r t a n t  a s p e c t  t h a t  w i l l  a d v a n c e  a p r o j e c t  t o  a 
s u c c e s s f u l  o pe n  s e a s o n - - b u t  more  work i s  n e e d e d .



The n e x t  a r e a  t h a t  I wan t  t o  move t o  i s  m i d s t r e a m
r e q u i r e m e n t s .  My f i r s t  q u e s t i o n  i s :  Why wo u l d  t h e  s t a t e  be
so  p r o s c r i p t i v e  i n  t h e  m i d s t r e a m  r e q u i r e m e n t s ?  The c u r r e n t  
v e r s i o n  o f  t h e  b i l l  h a s  a l o n g  l i s t  o f  r e q u i r e m e n t s  t h a t  a
p a r t y  m u s t  d e m o n s t r a t e  t o  t h e  a d m i n i s t r a t i o n ' s  s a t i s f a c t i o n
b e f o r e  t h e i r  b i d  w ou l d  b e  r e v i e w e d  by t h e  p u b l i c  a nd  t h e  
l e g i s l a t u r e .  Any b i d  t h a t  d i d  n o t  me e t  a l l  o f  t h e  b i d  
r e q u i r e m e n t s  wo u l d  b e  r e j e c t e d  o u t  o f  h an d ,  e v e n  i f  i t  
b r o u g h t  t h e  b e s t  a l l - a r o u n d  s o l u t i o n s  t o  t h e  c h a l l e n g e s  
f a c i n g  t h i s  p r o j e c t .  F o r  e x a m p l e ,  a b i d  t h a t  met  e v e r y  one  
o f  t h e  r e q u i r e m e n t s ,  b u t  s a i d ,  " I  c a n n o t  m e e t  t h r e e  f i x e d -  
d a t e  r e q u i r e m e n t s ,  b e c a u s e  we f e l t  t h a t  t h a t  m i g h t  n o t  be
c o n s i s t e n t  w i t h  t h e  b e s t  p r o j e c t  management  t o o l s  and  
s k i l l s  t h a t  a r e  o u t  t h e r e , "  t h e  b i d  wou l d  b e  r e j e c t e d  a s  a 
n o n - c o n f o r m i n g  b i d .  For  a p p r o x i m a t e l y  a y e a r ,  
C o n o c o P h i l l i p s  h a s  i n d i c a t e d  t h a t  we h a v e  a l t e r n a t i v e s  on 
d i f f e r e n t  work  c o m mi t m e n t s  i f  t h e  r i g h t  r e s o u r c e  f r ame wo rk  
was i n  p l a c e ,  b u t  t h e  p r o s c r i p t i v e  n a t u r e  o f  t h e  
r e q u i r e m e n t s  w ou l d  n o t  e v e n  a l l o w  us  t o  b r i n g  t h a t  
c r e a t i v i t y  t o  t h e  t a b l e ;  i t  w ou ld  be  r e j e c t e d  a s  n on -
c o n f o r m i n g  b i d .  A n o t h e r  e x a m p l e  o f  t h i s  i s  wha t  i f  a 
company d e c i d e d  t h e y  d i d  n e t  wan t  t h e  s t a t e  c a p i t a l  
c o n t r i b u t i o n  p r i o r  t o  t h e  open  s e a s o n ?  F o u r  p r o j e c t ,  we 
h av e  e s t i m a t e d  i t  c o u l d  c o s t  $400 t o  $500 m i l l i o n  t o  g e t  t o  
t h e  open  s e a s o n .  The b i d  r e q u i r e m e n t s  wou l d  r e q u i r e  us  t o  
t a k e  $200 t o  $250 m i l l i o n  o f  s t a t e  c o n t r i b u t i o n s  t o  be  a
q u a l i f y i n g  b i d .  S h o u l d  we be  r e q u i r e d  t o  t a k e  t h a t  money 
f rom t h e  s t a t e  a s  p a r t  o f  t h e  b i d ?

SENATOR WAGONER: You k eep  s a y i n g  ' o u r  r e q u i r e m e n t s ' . You
t a l k i n g  p r o d u c e r ^  a s  a w h o l e ,  o r  you t a l k i n g  j u s t  
C o n o c o P h i l l i p s ?

MS. KING: F i r s t  a nd  f o r e m o s t ,  I am a l w a y s  s p e a k i n g  on
b e h a l f  o f  C o n o c o P h i l l i p s ;  I ' m  n o t  s p e a k i n g  on b e h a l f  o f  a 
p r o d u c e r  g r o u p  o r  b i g  o i l .  I am h e r e  r e p r e s e n t i n g  
C o n o c o P h i l l i p s .  Now w i t h  r e s p e c t  t o  t h e  s e c o n d  p a r t  o f  
t h a t - t h e  m i d s t r e a m  r e q u i r e m e n t s  I ' m  t a l k i n g  h e r e  a r e  t h e
o n e s  t h a c  a r e  a c t u a l l y  l a i d  o u t  i n  t h e  p r o p o s e d  AGIA b i l l .  
I ' l l  p r o b a b l y  g e t  t h e  number  wrong ,  b uc  t h e r e ' s  a number  o f  
r e q u i r e m e n t s  t h a t  a r e  i n  t h e r e  t h a t  you n e e d  t o  m e e t  t o  be 
c o n s i d e r e d  a c o n f o r m i n g  b i d .  And t h a t  l o n g  l i s t  o f  
r e q u i r e m e n t s  i s  t h e  one  t h a t  I ' m  s p e a k i n g  t o  now, S e n a t o r  
W a g o n e r .



One o f  t h e  few t i m e s  t h a t  a p i p e l i n e  r e a l l y  h a s  r i s k  i n  
t h i s  p r o j e c t  i s  p r i o r  t o  t h a t  open  s e a s o n .  I g u e s s  t h e r e ' s  
a q u e s t i o n  i n  my mi nd ,  i f  y o u ' r e  n o t  c o n f i d e n t  e no ug h  t h a t  
you c a n  h a v e  a s u c c e s s f u l  open  s e a s o n ,  a nd  you r e q u i r e  an 
i n d u c e m e n t  f r om t h e  s r  . t e  t o  g e t  t h r o u g h  t h o s e  r e l a t i v e l y  
s m a l l  c o s t s - w e ' r e  t a l k i n g  $500 m i l l i o n  o u t  o f  a p r o j e c t  
t h a t  c o u l d  be  :'n t h e  m a g n i t u d e  o f  $30 b i l l i o n - y o u  h a v e  t o  
q u e s t i o n  wha t  r o l e  you c a n  p l a y  i n  t h e  p r o j e c t .  What a b o u t  
t h e  o b j e c t i v e s  o f  t h e  c u s t o m e r s ,  t h e  s h i p p e r s ?  How do you 
b a l a n c e  t h e  f a c t  t h a t  many o f  t h e s e  r e q u i r e m e n t s  f l ow 
t h r o u g h  d i r e c t l y  t o  t h e  s h i p p e r s ?  What s t o p s  a p i p e l i n e  
company f rom p r o m i s i n g  a l l  o f  t h e s e  t e r m s ,  knowing t h a t  
t h e y  c a n  p a s s  them on t o  t h e  s h i p p e r s  and  h a ve  t h e  b e n e f i t s  
o f  t h e  e x c l u s i v e  i n d u c e m e n t s  f o r  o v e r  a d e c a d e ?  What 
h a p p e n s  w i t h  an  e mp t y  p r o m i s e ?  How d o e s  t h e  s t a t e  d e a l  w i t h  
someone  s a y i n g  t h e y  c a n  d e l i v e r  a p a r t i c u l a r  s i z e  p i p e l i n e  
and  t h e n  e i g h t  y e a r s  l a t e r  s a y i n g :  I c a n ' t ,  I d i d n ' t  g e t
t h e  f i r m  s h i p p i n g  c o m m i t m e n t s ,  t h e y  were  i n a d e q u a t e ,  
f i n a n c i n g  w a s n ' t  a v a i l a b l e ,  o r  FERC w o u l d n ' t  a p p r o v e  t h e  
p r o j e c t ?  The c u r r e n t  b i d  p r o c e s s  e n c o u r a g e s  b i d d e r s  t o  b i d  
h i g h  a nd  t h e n  b e g  f o r g i v e n e s s  r a t h e r  t h a n  t o  b i d  
r e a l i s t i c a l l y .  We s u g g e s t  c h a n g i n g  t h e  c u r r e n t  l i s t  o f  b i d  
r e q u i r e m e n t s  t o  b i d  v a r i a b l e s  t h a t  wou l d  be  c o n s i s t e n t  w i t h  
t h e  a d m i n i s t r a t i o n ' s  g o a l  o f  f a i r  and  t r a n s p a r e n t  p r o c e s s ,  
b u t  wou l d  a l l o w  c o m p a n i e s  l i k e  C o n o c o P h i l l i p s ,  who h a v e  a 
l o t  o f  e x p e r i e n c e  i n  t h e s e  t y p e s  o f  d e a l s ,  t o  u s e  o u r  
c r e a t i v i t y .  We u n d e r s t a n d  t h e  s t a t e  h a s  some m u s t - h a v e s .  
I s n ' t  i t  an e a s i e r  way t o  s ay  t o  t h e  i n d u s t r y ,  we h a v e  
t h e s e  de man d s :  A l a s k a - h i r e ,  o p t i o n s  f o r  g a s  f o r  A l a s k a n s ,
r o c k - s o l i d  work c o mm i t me n t s ,  and  o t h e r s ?  P l e a s e  b r i n g  u s ,  
i n d u s t r y ,  t h e  mos t  c r e a t i v e  s o l u t i o n s  you c an  t o  mee t  t h o s e  
d e m a n d s .  The f i n a l  a r e a  t h a t  I w a n t e d  t o  move t o  i s  t h e  
m a n d a t i n g  e x p a n s i o n s  and  r o i l e d  i n  r a t e s .

Why wo u l d  t h e  s t a t e  wan t  t o  m a n d a t e  e n h a n c e m e n t s  f o r  l a t e
s h i p p e r s  t h a t  c o u l d  t h r e a t e n  t h e  v i a b i l i t y  o f  t h e  b a s i n -  
o p e n i n g  p r o j e c t  a nd  i m p a i r  s t a t e  r e v e n u e s ?  C o n o c o P h i l l i p s  
i s  t h e  . t a t e ' s  l a r g e s t  e x p l o r e r ,  and  I d raw y o u r  a t t e n t i o n  
t o  t h i s  s l i d e  h e r e .  And I t h i n k  we c an  b r i n g  a d i f f e r e n t
p e r s p e c t i v e  t o  t h i s  i s s u e .  From t h i s  s l i d e  you c an  s e e  t h a t
C o n o c o P h i l l i p s  h a s  a s t r o n g  l a n d  p o s i t i o n .  The c o l o r  i n  
o r a n g e  i s  l a n d s  t h a t  we h o l d  t h a t  a r e  C o n o c o P h i l l i p s  
o p e r a t e d .  The o n e s  i n  y e l l o w  a r e  C o n o c o P h i l l i p s  n o n ­
o p e r a t e d .  We d r i l l  a number  o f  e x p l o r a t i o n  w e l l s  i n  A l a s k a  
e v e r y  y e a r ,  and  we c o n t i n u e  t o  e x p l o r e  i n  a r e g i o n  t h a t  we 
know i s  g a s - p r o n e :  t h e  NPRA. C o n o c o P h i l l i p s  i s  c o n c e r n e d



t h a t  t h e  i n i t i a l  s h i p p e r s ,  who w i l l  be  a s k e d  t o  s i g n  up f o r
b i l l i o n s  a nd  b i l l i o n s  o f  d o l l a r s  i n  f i r m  s h i p p i n g
c om m i t m e n t s  t h a t  w i l l  make t h e  p i p e l i n e  p r o j e c t  f e a s i b l e ,  
a r e  b e i n g  a s k e d  t o  t a k e  on more  r i s k  u n d e r  t h e  p r o p o s e d  
b i l l  t h a n  u n d e r  e x i s t i n g  s t a t u t e s  a nd  r e g u l a t i o n s .  Why 
w ou ld  a p a r t y  s i g n  up a s  an i n i t i a l  s h i p p e r  i f  I c o u l d
w a i t ,  s e c u r e  i n  t h e  k n o w le d ge  t h a t  an  e x p a n s i o n  c o u l d  be  
m a n d a t e d  and  i t s  t a r i f f  m i t i g a t e d  t h r o u g h  r o l l e d  i n  r a t e  
s u b s i d i e s ?  At  some p o i n t  you h a v e  t o  a s k :  Are  a l l  t h e s e
p r o m i s e s  f o r  e x p l o r e r s  a c t u a l l y  d r i v i n g  t h e  b e h a v i o r s  you 
w a n t ?

F or  o v e r  f o u r  y e a r s ,  I h a v e  h e a r d  c o m p a n i e s  s a y i n g  t h e y  
n e e d  more  t i m e  p r i o r  t o  an open  s e a s o n  s o  t h e y  c an  d r i l l .  
We h a v e  b e e n  a c t i v e l y  t r y i n g ,  s i n c e  2001 ,  t o  a d v a n c e  a g a s  
p i p e l i n e  p r o j e c t  a nd  g e t  t h e  g o v e r n m e n t  f r a m e w o r k s  i n  
p l a c e .  T h e s e  i s s u e s - o r  e x p l o r e r  i s s u e s - h a v e  b e e n  d e b a t e d  
w i t h  t h e  f e d e r a l  l e g i s l a t i o n - t h e  A l a s k a  N a t u r a l  Gas 
P i p e l i n e  A c t - a n d  h a v e  b e e n  d e b a t e d  i n  f r o n t  o f  FERC w i t h  
o r d e r s  2005 a nd  2 0 0 5 a .  And b o t h  t i m e s  a b a l a n c e  was s t r u c k ,  
a n d  t h e r e ' s  s t i l l  no d r i l l i n g .  Why s h o u l d  I d r i l l  now when 
t h e  s t a t e  c o n t i n u e s  t o  p u s h  t o  p r o v i d e  g u a r a n t e e d  
s u b s i d i z e d  r a t e s  f o r  t h o s e  t h a t  d e f e r  d r i l l i n g ?  
C o n o c o P h i l l i p s  c o n t i n u e s  t o  s p e n d  m i l l i o n s  o f  d o l l a r s  e v e r y  
y e a r  t o  a d v a n c e  a g a s  p i p e l i n e .  We b e l i e v e  t h e  s i n g l e  
l a r g e s t  v a r i a b l e  t h a t  w i l l  m o t i v a t e  new e x p l o r a t i o n  on t h e  
s l o p e  i s  a g a s  p i p e l i n e  and  a s u c c e s s f u l  open  s e a s o n .  Wi th 
c o s t s  g o i n g  up t h e  way t h e y  a r e ,  we a r e  l e t t i n g  a m i l l i o n  
d o l l a r  i s s u e  d r i v e  t h e  b i l l i o n  d o l l a r  i s s u e s .  L e t ' s  k eep  
o u r  e y e  o r  f i r s t  t h i n g s  f i r s t .  L e t ' s  compar e  t h e  r i s k s  -  
t h e  n e x t  g r a p h  h e r e  -  t h a t  [an]  i n i t i a l  s h i p p e r  f a c e s  
v e r s u s  a l a t e r  s h i p p e r .  And I r e c o g n i z e  t h i s  i s  a 
s u b j e c t i v e ,  q u a l i t a t i v e - t y p e  a n a l y s i s ,  and  we m i g h t  h a ve  
d e b a t e s  a b o u t  w h e t h e r  t h e r e  s h o u l d  be  one  and  a h a l f  X ' s  
h e r e  o r  two X ' s  h e r e .  I t ' s  more  i n t e n d e d  t o  be j u s t  an 
i n d i c a t i o n .

I ' d  f l a g  i n i t i a l  s h i p p e r s - j u s t  g o i n g  down h e r e  t h r o u g h  t h e  
l i s t  t h e  i n i t i a l  s h i p p e r s  a r e  g o i n g  t o  be  a s k e d  t o  s i g n  up 
f o r  s h i p p i n g  c o mm i t me n t s ,  p o t e n t i a l l y  a d e c a d e  b e f o r e  g a s  
i s  d e l i v e r e d  t o  t h e  m a r k e t  and  w i t h  huge  l e v e l s  o f  
u n c e r t a i n t y  i n  t h e  r e s u l t i n g  t o l l  t h e y  may h a v e  t o  p a y .  The 
c o s t  e n v i r o n m e n t  f o r  t h o s e  u p s t r e a m  d e v e l o p m e n t s  t h a t  t h e  
r e s o u r c e s  a r e  f a c i n g ,  a nd  t h e  e x p e n d i t u r e s  t h a t  you c o u l d  
b e  f a c i n g ,  a nd  t r y i n g  t o  a d v a n c e  t h o s e  u p s t r e a m  
d e v e l o p m e n t s  i n  p a r a l l e l  t o  t h e  l a r g e s t  p i p e l i n e  p r o j e c t  i n



"qar-T"? * ' ’ "7’v r̂ sry^-

N o r t h  A m e r i c a .  L e t  me j u s t  h i g h l i g h t  t h i s  i s s u e  a g a i n .  
W e ' r e  g o i n g  t o  b e  t r y i n g  t o  g e t  o u r  a s s e t s  r e a d y  on t h e  
u p s t r e a m  s i d e - t r y i n g  t o  g e t  P r u d h o e  Bay r e a d y  f o r  g a s  
p r o d u c t i o n s ;  t r y i n g  t o  d e v e l o p  o t h e r  f i e l d s ,  and  f o r  us  
t h a t  c a n  i n v o l v e  t h i n g s  w i t h  NPRA i n  p a r a l l e l  t o  t h e  
l a r g e s t  p r i v a t e  c o n s t r u c t i o n  p r o j e c t  i n  t h e  w o r l d .

Our u p s t r e a m  d e v e l o p m e n t s  w i l l  be  c o m p e t i n g  w i t h  t h e  
p i p e l i n e  p r o j e c t  f o r  t h e  v e r y  g oo d s  a nd  s e r v i c e s  t h a t  w e ' r e  
g o i n g  t o  n e e d  t o  h a v e  t h e  g a s  r e a d y ,  a nd  t h a t  i s  a r i s k  
t h a t  an  i n i t i a l  s h i p p e r  i s  g o i n g  t o  f a c e  i n  h a v i n g  y o u r  g a s  
r e a d y  f o r  t h e  d a y  t h e  p i p e l i n e ' s  r e a d y .  We do a c k n o w l e d g e  
t h a t  g a s  r e s e r v e s  a nd  d e l i v e r a b i l i t y - t h a t ' s  a r i s k  t h a t  any  
s h i p p e r  f a c e s ,  w h e t h e r  y o u ' r e  an  e a r l y  s h i p p e r  o r  a l a t e  
s h i p p e r .  The i n c r e a s e d  s t a t e  t a k e  o v e r  a p e r i o d  o f  FT i s  
a l s o  t h e r e  f o r  i n i t i a l  s h i p p e r s  v e r s u s  l a t e  s h i p p e r s ,  b u t  
t h e  i n i t i a l  s h i p p e r s  a r e  g o i n g  t o  be  a s k e d  t o  s i g n  up f o r  
s h i p p i n g  c o m m i t m e n t s  t h a t  c o u l d  l a s t  f o r  d e c a d e s .  A l a t e  
s h i p p e r  may n o t  h a v e  t o  s i g n  up f o r  t h a t  d u r a t i o n  o f  a 
s h i p p i n g  c o m m i t m e n t .

The i n c r e a s e d  t a r i f f s  f rom r o l l e d  i n  r a t e s  on e x p a n s i o n s — 
t h a t ' s  s o m e t h i n g  t h a t  t h e  i n i t i a l  s h i p p e r s  w i l l  f a c e ,  and 
t o  a d e g r e e ,  a l a t e r  s h i p p e r  m i g h t  f a c e  t o ,  and  I ' m  g o i n g  
t o  g i v e  an e x a m p l e  o f  t h a t  l a t e r  on h e r e .  The p r o j e c t  
d e l a y s  t h a t  u s u a l l y  a c c o u n t  t o  more  c o s t s ;  u s u a l l y  p r o j e c t s  
b e i n g  d e l a y e d ,  y o u ' r e  s p e n d i n g  more  money a nd  i t  t r a n s l a t e s  
t o  more  c o s t s .  So,  y e s ,  t h a t  i s  s o m e t h i n g  a p i p e l i n e  e n t i t y
c a r r i e s  a r i s k  w h i l e  t h e y ' r e  i n  t h e  c o n s t r u c t i o n  p h a s e ,  b u t
when t h e  c o s t s  a r e  f i n i s h e d ,  t h e y  w i l l  be  a b l e  t o  p a s s  them 
t h r o u g h ,  i n  i t s  w h o l e ,  t o  t h e  i n i t i a l  s h i p p e r s  and  t o  t h e  
l a t e  s h i p p e r s .  And t h e n  t h e  p i p e l i n e  a l s o  h a s  a r i s k  a r o u n d  
o b t a i n i n g  t h o s e  s h i p p i n g  c ommi t me n t s  f rom c r e d i t - w o r t h y  
p a r t i e s .  Once a g a i n ,  w i l l  t h e  m a r k e t  s u p p o r t  t h a t  t h i s  i s  
t h e  b e s t  p r o j e c t  t o  do?  I wan t  t o  j u s t  f l a g :  t h e  r i s k s  a r e  
v e r y  g r e a t  f o r  t h e  i n i t i a l  s h i p p e r s ,  and  we t h i n k  we have  
t o  be  c a r e f u l  t h a t  we d o n ' t  s e t  up an e n v i r o n m e n t  where
y o u ' r e  i n  a p l a c e  w he r e  e v e r y b o d y  wou l d  s a y :  I ' d  r a t h e r  be 
a l a t e  s h i p p e r .  We h a v e  t o  g e t  t h e  p r o j e c t  o u t  o f  t h e
s t a r t i n g  g a t e .  The f a c t  r e m a i n s  [ t h a t ]  t h e  m a g n i t u d e  o f  
t h e s e  i n i t i a l  s h i p p i n g  c ommi t men t s  a r e  h u g e ,  a t  a t o l l  o f  
S 3 . 5 0  f o r  a 2 0 - y e a r  s h i p p i n g  commi t me n t ,  t h a t  i n i t i a l  
s h i p p i n g  c ommi t me n t  c an  be i n  e x c e s s  o f  $26 b i l l i o n  f o r  a 1 
b c f / d a y  c o m m i t m e n t .  Now m u l t i p l y  t h a t  number  t i m e s  4 t o  g e t  
t o  a 4 b c f / d a y  p i p e l i n e ;  i t ' s  a b o u t  $100 b i l l i o n  w o r t h  o f  
s h i p p i n g  c o m m i t m e n t s  t h a t  w i l l  s i t  b e h i n d  t h i s  p r o j e c t  when



i t  h a s  an  o pe n  s e a s o n .  T h a t  v a l u e  i s  s e v e r a l  t i m e s  t h e  
v a l u e  o f  many o f  t h e  c o m p a n i e s  t h a t  m i g h t  a p p l y  u n d e r  t h i s  
p r o c e s s .  I a s k  m y s e l f ,  who h a s  t h e  f i n a n c i a l  s t r e n g t h  t o  
s i t  b e h i n d  t h o s e  t y p e s  o f  n umb e r s  i f  n a t u r a l  g a s  p r i c e s  
p lummet  f o r  a p e r i o d  o f  t i m e ,  o r  i f  a f i e l d  h a s  
d e l i v e r a b i l i t y  p r o b l e m s ?  I a l s o  wan t  t o  e m p h a s i z e  t h a t  I ' m  
s u r p r i s e d  t h a t  a c c e s s  i s  b e i n g  r a i s e d  a s  a q u e s t i o n .  I ' m  
a c t u a l l y  n o t  a w a r e  t h a t  a c c e s s  h a s  b e e n  a p r o b l e m  f o r  
a n y on e  t o  d a t e  on t h e  N o r t h  S l o p e .  A na d a r k o  i s  o u r  p a r t n e r ,  
and  A l p i n e  h a s  a c c e s s  t o  f a c i l i t i e s  t o  p r o d u c e  t h e i r  o i l  i n  
NPRA. They h a v e  a c c e s s  t o  TAPS. We know t h e i r  s p a r e  
c a p a c i t y  i n  TAPS, and  we h a ve  d e m o n s t r a t e d  a w i l l i n g n e s s  t o  
work f a c i l i t i e s  a c c e s s  w i t h  p a r t i e s  l i k e  P i o n e e r .

Wi th  r e s p e c t  t o  t h e  A l a s k a n  N a t u r a l  Gas P i p e l i n e ,  t h e  US 
C o n g r e s s  a l r e a d y  c r e a t e d  an u n p r e c e d e n t e d  p r o v i s i o n  w i t h  
m a n d a t e d  e x p a n s i o n  p r o v i s i o n s  t o  e n s u r e  a c c e s s  t o  t h i s  
p i p e l i n e .  She e m p h a s i z e d  t h a t  t h e r e ' s  no s i m i l a r  p r o v i s i o n  
on a ny  o t h e r  p i p e l i n e  i n  t h e  Lower  48 t h a n  t h e  m a n d a t e d  
e x p a n s i o n  t h a t  was p a s s e d  i n  s e c t i o n  105 o f  t h e  A l a s k a  
N a t u r a l  Gas P i p e l i n e  A c t .  I f  a s h i p p e r  i s  w i l l i n g  t o  s i g n  
up f o r  f i r m  s h i p p i n g  c o m m i t m e n t s ,  wh i ch  t r a n s l a t e s  t o  pa^ 
f o r  t h e  e x p a n s i o n ,  and  c an  d e m o n s t r a t e  t h a t  t h a t  e x p a n s i o n  
w o n ' t  r e q u i r e  o t h e r s  t o  s u b s i d i z e  i t ,  t h e  FERC c an  o r d e r  an 
e x p a n s i o n  o f  t h e  A l a s k a  N a t u r a l  Gas P i p e l i n e .  In a d d i t i o n ,  
t h e r e ' s  a b s o l u t e l y  no i s s u e  w i t h  a p a r t y  m a k in g  a f i r m  
s h i p p i n g  commi tmen t  on t h e  g a s  p i p e l i n e  p r o j e c t ,  e ven  i f  
you h a v e n ' t  f o u n d  g a s .  You j u s t  n e e d  t o  be  p r e p a r e d  t o  pay  
t h e  t o l l .  I s n ' t  t h e  r e a l  i s s u e  h e r e  n o t  a c c e s s ,  b u t  t h e  
c o s t  o f  t h a t  a c c e s s ?  I u n d e r s t a n d  why t h e  s t a t e  w a n t s  t o  
c r e a t e  e n h a n c e m e n t s  f o r  e x p l o r a t i o n .

As an e x p l o r e r  I ' m  h a p p y  a b o u t  t h a t .  We wan t  t o  s e e  new gas  
v o l u m e s ,  we wan t  c o - v e n t u r e r s  t o  e x p l o r e  w i t h  U n a l a s k a ' s  
N o r t h  S l o p e ,  a nd  I t h i n k  I ' v e  c o m m u n i c a t e d  t h i s  b e f o r e ,  b u t  
i t ' s  p r e t t y  r i s k y  d r i l l i n g  e x p l o r a t i o n  w e l l s  a t  one  h u n d r e d  
p e r c e n t  d o l l a r s ;  we l i k e  t o  h a v e  p a r t n e r s  t o  e x p l o r e  and 
h e l p  s p r e a d  o u r  r i s k s .  We a r e  t h e  s t a t e ' s  l a r g e s t  e x p l o r e r  
and  we c an  s e e  b o t h  s i d e s  o f  t h e  e q u a t i o n  on many o f  t h e s e  
i s s u e s  r e g a r d i n g  e x p a n s i o n s  and  r o l l e d - i n  r a t e s .  
C o n o c o P h i l l i p s  d o e s  n o t  o p p o s e  t h e  a p p l i c a t i o n  o f  r o l l e d - i n  
r a t e s ,  f o r  some e x p a n s i o n s .



We do h a v e  some c o n c e r n s  w i t h  m a n d a t i n g  t h a t  a p p l i c a t i o n ,  
t h a t  a p p l i c a t i o n ,  f o r  a l l  p o t e n t i a l  e x p a n s i o n s .  We a r e  n o t  
o p p o s i n g  t h e  l a n g u a g e  i n  FERC o r d e r  2005 and  i n  2005 A, 
t h a t  g r a n t s  t h e  p r e s u m p t i o n  o f  r o l l e d - i n  r a t e s .  I ' m  g o i n g  
t o  r e a d  f r om t h a t  o r d e r  2 0 0 5 .

I n  c o n c l u s i o n ,  t o  p r o v i d e  g u i d a n c e  t o  p o t e n t i a l  
s h i p p e r s  i n  a d v a n c e  o f  t h e  i n i t i a l  open  s e a s o n  
t h a t  i s  s u b j e c t  o f  t h i s  r u l e ,  t h e  c o m m i s s i o n
i n t e n d s  t o  r . a r m o n i z e  b o t h  o b j e c t i v e s :  r a t e
p r e d i c t a b i l i t y  f o r  t h e  i n i t i a l  s h i p p e r s ,  and  
r e d u c t i o n s  o f  b a r r i e r s  t o  f u t u r e  e x p l o r a t i o n  and  
p r o d u c t i o n  i n  d e s i g n i n g  r a t e s  f o r  f u t u r e  
e x p a n s i o n s  o f  a ny  A l a s k a  n a t u r a l  g a s  
t r a n s p o r t a t i o n  p r o j e c t .  I t  i s  c o n s i s t e n t  w i t h  o u r  
g u i d i n g  p r i n c i p l e  t h a t  c o m p e t i t i o n  f a v o r s  a l l  o f  
t h e  c o m m i s s i o n ' s  c u s t o m e r s  a s  w e l l  a s  w i t h  t h e  
o b j e c t i v e s  o f  t h e  a c t  t o  a d o p t  r o l l e d - i n
t r e a t m e n t  up t o  t h e  p o i n t  t h a t  wou l d  c a u s e  t h e r e  
t o  b e  a s u b s i d y  o f  e x p a n s i o n  s h i p p e r s  by i n i t i a l  
s h i p p e r s  i f  a ny  s u b s i d y  we re  t o  be  f o u n d .

T h a t ' s  on p a g e  44 a nd  18 CFR p a r t  157 o r d e r  number  2005,  
w h ic h  was F e b r u a r y  9, 2 0 0 5 .  L e t  me i l l u s t r a t e  a few
c o n c e r n s  w i t h  t h e  a p p r o a c h  we h a v e  w i t h  m a n d a t i n g  r o l l e d - i n  
r a t e s  f o r  a l l  e x p a n s i o n s  and  m a n d a t i n g  e x p a n s i o n s  t h a t  may 
be  c o m m e r c i a l l y  u n r e a s o n a b l e .  Some o f  t h e  e x p l o r a t i o n  
v o l u m e s  c o u l d  be  f r om  f e d e r a l  o r  p r i v a t e  l a n d s  and  some may 
e v e n  be  f r om l a n d s  t h a t  t h e  s t a t e  c a n ' t  t -?" .  I ' m  d r a w i n g  
y o u r  a t t e n t i o n  t o  t h i s  g r a p h  h e r e  t h a t  was i n  y o u r  p a c k .  
T h i s  i s  h e r e  j u s t  t o  ki.nd o f  i l l u s t r a t e  -  we t e n d  t o  f o c u s  
a l o t  o f  o u r  a t t e n t i o n  r i g h t  h e r e ,  on t h i s  l i t t l e  c i r c l e  i n  
b l u e  h e r e ,  wh e re  t h e  e x i s t i n g  i n f r a s t r u c t u r e  i s .  But  i n  
r e a l i t y ,  t h e s e  e x p l o r a t i o n  v o l u m e s  w e ' r e  t a l k i n g  a b o u t  a r e  
l i k e l y  g o i n g  t o  be  i n  t h e  Ch uk ch i  [ S e a ] ,  t h e  B e a u f o r t  
[ S e a ] ,  NPRA, ANWR [ A r c t i c  N a t i o n a l  W i l d l i f e  R e s e r v e ] ,  and
t h e  f o o t h i l l s ,  s o  we t e n d  t o  f o c u s  i n  on a s m a l l  a r e a  and
t h e  e x p l o r a t i o n  v o l u m e s  a r e  g o i n g  t o  be  o u t  i n  t h e s e  
d i f f e r e n t  r e g i o n s .

I f  you s k i p  t h e n  t o  t h e  n e x t  s l i d e  t h a t  I ' v e  g o t  i n  t h e  
p a c k ,  t h e s e  a r e  f rom p u b l i c  a l l y  a v a i l a b l e  s o u r c e s  f rom 
d i f f e r e n t  -  t h e  U n i t e d  S t a t e s  G e o l o g i c a l  S u r v e y  
a s s e s s m e n t s ,  a nd  I ' v e  p u t  t h e  d a t e s  down a s  t o  when t h e  
d i f f e r e n t  a s s e s s m e n t s  we re  made,  b u t  I ' d  l i k e  t o  drau- y o u r  
a t t e n t i o n  t o  t h e  t h r e e  b i g g e s t  n u ~r  r s  on h e r e :  t h e  83,  t h e



p o t e n t i a l ,  t h e  l a r g e s t  p o t e n t i a l  a r e a s ;  83 t c f  i n  NPRA, 72 
t c f  i n  t h e  B e a u f o r t ,  210 t c f  i n  t h e  C h u k ch i  -  and  I ' v e  
wo r k ed  on t h e s e ,  t h e s e  a r e  t e c h n i c a l l y  I t h i n k  r e c o v e r a b l e -  
t y p e  n u m b e r s .  But  t h o s e  t h r e e  b i g g e s t  nu mb er s  a r e  i n  a r e a s  
w h e r e  t h e  s t a t e  h a s  no r o y a l t y ,  o r  no ,  o r  some o f  t h e s e ,  
n o t  e v e n  p r o d u c t i o n  t a x .  L e t  me e x p l a i n  an  e x a m p l e  o f  where  
I t h i n k ,  f rom t h e  s t a t e ' s  p e r s p e c t i v e ,  you m i g h t  q u e s t i o n  
w h e t h e r  o r  n o t  m a n d a t i n g  r o l l e d - i n  r a t e s  wou l d  work .

P r u d h o e  Bay h a s  a t o l l ,  f o r  e x a m p l e ,  o f  f o u r  b u c k s .  T h e r e ' s  
an  e x p a n s i o n  t h a t  comes  a l o n g  t h a t  s a y s  t h e  t o l l  wo ul d  go 
up t o  f o u r - s i x t y ,  a f i f t e e n  p e r c e n t  i n c r e a s e .  The s t a t e  
w ou l d  r e c e i v e  l e s s  r o y a l t y  i n  p r o d u c t i o n  t a x e s ,  l e s s  
p e r m a n e n t  f u n d  c o n t r i b u t i o n s  f rom P r u d h o e  Bay by t h e  f a c t  
t h a t  t h e  t o l l  was g o i n g  up .  Now many p e o p l e  h a v e  a r g u e d  
s a y i n g ,  t h e r e  c o u l d  b e  s t a t e - w i d e  i n d u c e m e n t s  o r  b e n e f i t s  
f r om t h a t  o t h e r  [ i n d i s c . ]  e x p l o r a t i o n  coming  i n  h e r e .  But  
wha t  i f  t h a t  e x p l o r a t i o n  vo lume  i s  f r om a f i e l d  i n  t h e  
B e a u f o r t  wh e re  t h e  s t a t e  h a s  no r o y a l t y  o r  no p r o r  c t i o n  
t a x e s  f rom i t .  So you wou l d  be  i n  a p l a c e  whe r e  y o u ' r e  
r e c e i v i n g  l e s s  r o y a l t y  a nd  l e s s  p r o d u c t i o n  t a x e s  f rom 
P r u d h o e  Bay,  b u t  no new r e v e n u e  comi ng  i n  f r om t h a t  f i e l d ,  
coming  f r om t h e  B e a u f o r t .  And I do a c k n o w l e d g e  t h e r e ' s  
gonna  be  some s o c i o - e c o n o m i c  b e n e f i t s  o f  h a v i n g  
d e v e l o p m e n t s  g o i n g  on i n  t h e  B e a u f o r t ,  b u t  you w i l l  n o t  be 
g e t t i n g  a r e v e n u e  s t r e a m  d i r e c t l y  f rom t h o s e  d e v e l o p m e n t s .  
A n o t h e r  e x a m p l e  o f  m a n d a t e d  r o l l e d - i n  r a t e s  wh i c h  c o u l d  be 
p r o b l e m a t i c  i s  an NPRA e x a m p l e .

What i f  we a r e  s u c c e s s f u l  i n  NPRA a f t e r  i n i t i a l  o pe n  s e a s o n  
and  v. t h i n k  w e ' v e  g o t  a good  e x p a n s i o n ;  800 m i l l i o n  a da y ,  
c u b i c  f e e t  a d a y ,  k i n d  o f  e x p a n s i o n ?  And I ' m  a c t u a l l y  j u s t  
g r a b b i n g  number s  f o r  i l l u s t r a t i v e  p u r p o s e s ,  I ' m  n o t  
a c t u a l l y  c a l c u l a t i n g .  The t o l l ,  o n c e  a g a i n ,  l e t ' s  j u s t  s a y  
t h e  t o l l  was f o u r  b u c k s .  I f  t h a t  t o l l ,  due  t o  t h i s  800 
m i l 1 i c n - a - d a y  e x p a n s i o n ,  t h r o u g h  t h e  a p p l i c a t i o n  o f  r o l l e d -  
i n  r a t e s ,  was a good  e x p a n s i o n ,  you m i g h t  s e e  t h e  t o l l  go 
down f o r  e v e r y b o d y  t o  $ 3 . 8 0 .  T h a t  e x p l o r e r  t h a t  was mak ing  
t h e  d e v e l o p m e n t  d e c i s i o n  t o  p r o d u c e  o r  d e v e l o p  t h a t  f i e l d  
s a i d  t h e  t o l l  i s  $ 3 . 8 0 .  I t  l o o k s  l i k e  I s h o u l d  go a h e a d  
w i t h  t h i s  d e v e l o p m e n t .  F i v e  y e a r s  l a t e r ,  t h e r e ' s  a n o t h e r  
e x p a n s i o n  wh e re  t h e  t o l l  would  go up t o  f i v e  b u c k s  b e c a u s e  
i t ' s  an e x p a n s i o n  f r om t h e  B e a u f o r t .  You made y o u r  
i n v e s t m e n t  d e c i s i o n  t h i n k i n g  t h a t  you had  a $ 3 . 8 0  t o l l ,  and 
a l l  o f  a s u d d e n  now y o u ' r e  f a c i n g  a f i v e  d o l l a r  t o l l .  
T h a t ' s  t h e  t y p e  o f  u n c e r t a i n t y  t h a t  e v e n  a s  an  e x p l o r e r  o r



a l a t e - s h i p p e r ,  you m i g h t  b e  e x p o s e d  t o  by  m a n d a t i n g  
r o l l e d - i n  r a t e s .

A n o t h e r  e x a m p l e  wou l d  b e ,  f o r  e x a m p l e ,  i f  t h e r e  i s  some 
s h o r t - h a u l  s e r v i c e  t o  F a i r b a n k s ,  a nd  s h o r t - h a u l  means  t h a t  
you j u s t  s a i d  I wan t  t o  t a k e  c a p a c i t y  o u t  on o pe n  s e a s o n  
j u s t  t o  s h i p  my g a s  f rom t h e  N o r t h  S l o p e  t o  F a i r b a n k s ,  and  
l e t ' s  j u s t  a s s u me  t h a t  t h a t  t o l l  was f i f t y  c e n t s .  I f  t h e r e  
was an e x p a n s i o n ,  t h e y  c o u l d  be  e x p o s e d  Lo t h e  t o l l  g o i n g  
up f rom f i f t y  c e n t s  t o  f i f t y - s e v e n  p o i n t  f i v e  c e n t s  a n d  a l l  
o f  a s u d d e n ,  c o n s u m e r s  i n  F a i r b a n k s  a r e  s a y i n g ,  why am I 
h a v i n g  t o  p a y  more  t o  t r a n s p o r t  t h e  g a s  when t h e r e ' s  an 
e x p a n s i o n  comi ng  i n  f r om somewl. r e  e l s e  t h a t ' s  n o t  
d e l i v e r i n g  any  more  v o l u m e s  h e r e ?  So t h e r e ' s  b o t h ,  on t h e  
c u s t o m e r  e n d ,  a s  w e l l  a s  on t h e  s h i p p e r  e n d ,  s c e n a r i o s  
w h e r e  m a n d a t i n g  r o l l e d - i n  r a t e s  may n o t  be  i n  t h e  b e s t  
i n t e r e s t  o f  a l l  t h e  p a r t i e s  i n v o l v e d .  A l l  we a r e  s u g g e s t i n g  
i s  l e t  t h e  FERC be  t h e  a d j u d i c a t o r  on t h i s  i s s u e .

C o n o c o P h i l l i p s  m i g h t  v e r y  w e l l  be  t h e  company i n  t h e r e  
a r g u i n g  f o r  t h e  a p p l i c a t i o n  o f  r o l l e d  i n  r a t e s ,  and  t h e  
s t a t e  m i g h t  wan t  t o  be  on t h e  o p p o s i t e  s i d e ,  o r  v i c e  v e r s a .  
Our  p e r s p e c t i v e  i s ,  we j u s t  d o n ' t  know wha t  t h e  e x p a n s i o n s  
m i g h t  l o o k  l i k e ,  wha t  t h e y  m i g h t  come f r om.

FERC h a s  r e b u t t a b l e  p r e s u m p t i o n  o f  r o l l e d - i n  r a t e s  t h a t ' s  
n o t  b e i n g  c h a l l e n g e d .  What  w e ' d  s a y  i s  j u s t  l e t  t h e  FERC 
a d j u d i c a t e  t h o s e  i s s u e s  a nd  a l l  o f  us  h a v e  t h e  f l e x i b i l i t y
t h e n  t o  a r g u e  o u r  c a s e  f o r  w h e t h e r  we t h i n k  t h e  s u b s i d y ' s
b e e n  made a t  t h a t  p o i n t  i n  t i m e  i n  t h e  f u t u r e .  I ' d  a l s o  
h i g h l i g h t  t h a t  t h e r e  a r e  many t o o l s  i n  t h e  s t a t e ' s  t o o l b o x  
t o  d e a l  w i t h  t h e  i s s u e  o f  e n h a n c i n g  e x p l o r a t i o n  a r d  
m o t i v a t i n g  e x p a n s i o n s ,  i n c l u d i n g  t h i n g s  l i k e  r o y a l t y
r e d u c t i o n s  and  t a x  c r e d i t s .  The s t a t e  c o u l d  p u t  a c a p i t a l  
c o n t r i b u t i o n  i n  on an e x p a n s i o n  a t  some p o i n t  i n  t h e  
f u t u r e ;  t h e r e ' s  many t o o l s  i n  t h e  s p a t e ' s  t o o l b o x  t o  i n c e n t  
t h a t  e x p l o r a t i o n .  What  i s  i n a p p r o p r i a t e ,  t h o u g h ,  i s  t o
r e q u i r e  t h e  i n i t i a l  s h i p p e r s ,  t h e  o n e s  who h a ve  a l r e a d y  
t a k e n  e x p l o r a t i o n  r i s k s  t o  f i n d  t h e  e x i s t i n g  known 
r e s o u r c e ,  y o u ' l l  be  t a k i n g  on t h e  m u l t i - b i l l i o n  d o l l a r  r i s k  
t h a t  w i l l  make t h i s  p i p e l i n e  p o s s i b l e ,  t o  s u b s i d i z e  t h o s e  
t h a t  h a ve  n o t  y e t  t a k e n  t h o s e  r i s k s .  We c a n ' t  l e t  unknown 
g a s  p r o s p e c t s  t h a t  c o u l d  t a k e  a d e c a d e  t o  e x p l o r e ,  
a p p r a i s e ,  and  d e v e l o p ,  d r i v e  t h e  t i m i n g  a nd  d e v e l o p m e n t  o f  
t h e  a p p r o x i m a t e l y  35 t c f  o f  known r e s o u r c e s ,  a nd  t h e  
l a r g e s t  p r i v a t e  c o n s t r u c t i o n  p r o j e c t  i n  N o r t h  A m e r i c a .  I ' l l



c o n c l u d e  my r e m a r k s  t o d a y  by  s u m m a r i z i n g  wha t  I t h i n k  a r e  
t h e  key  i s s u e s .

C o n o c o P h i l l i p s  i s  r e a d y  t o  s o l v e  i s s u e s  w i t h  t h e  A l a s k a  
L e g i s l a t u r e  a nd  t h e  g o v e r n o r .  We wan t  t o  a c t i v e l y  work w i t h  
you t o  a c h i e v e  a f r a m e w o r k  t h a t  p r o m o t e s  t h e  d e v e l o p m e n t  o f  
t h e  ANS g a s  r e s o u r c e s  and  a d d r e s s e s  t h e  l e g i t i m a t e
i n t e r e s t s  o f  a l l  p a r t i e s .

The key t o  a d v a n c i n g  t h e  g a s  p i p e l i n e  i s  r e a l l y  t o  a d d r e s s  
t h e  r e s o u r c e  i s s u e s  and  p r o v i d i n g  a d e q u a t e  s e c u r i t y  t o  
c o m p a n i e s  so  t h a t  t h e y  c an  make t h e  l o n g - t e r m  s h i p p i n g  
c o m m i t m e n t s ,  i s  t h e  c r i t i c a l  i s s u e  t h a t  w i l l  r e s u l t  i n  a 
p r o j e c t .  We u r g e  you t o  n o t  l o s e  s i g h t  o f  t h i s  f u n d a m e n t a l  
i s s u e .  The p r o j e c t  i s  s o  d i f f i c u l t  t h a t  we h a v e  t o  be  on 
t h e  same t e am  a nd  we h a v e  t o  r e c o g n i z e  t h a t  c om p r om i s e ,
l i k e  i n  a l l  m a j o r  d e c i s i o n s  i n  l i f e ,  i s  n e c e s s a r y  f o r  a l l
p a r t i e s .  We h a v e  t o  h a v e  f o c u s  on d o i n g  what  i t  t a k e s  t o
g e t  t h i s  p r o j r - t  mov i ng  f o r w a r d .  We c a n ' t  l o s e  s i g h t  -  t h e  
c o s t s  a r e  g o i n g  up on t h e  p r o j e c t .  The r e c e n t  a n n o un c e m e n t  
on t h e  MacKenz ie  D e l t a  p r o j e c t  -  t h e  c o s t s  i n c r e a s i n g  
c o n f i r m s  t h i s ,  and  s h o u l d  make us  a l l  s t e p  b a c k  and  p a u s e  
f o r  a s e c o n d .

We n e e d  t o  remember  t i e  r e a l  p r i z e :  t h e  t e n s  o f  b i l l i o n s  o f  
d o l l a r s  i n  new t a x  a nd  r o y a l t y  r e v e n u e s ,  t h e  c o u n t l e s s  
j o b s ,  t h e  new economy t h a t  w i l l  b e  c r e a t e d  w i t h  a new g a s  
e x p l o r a t i o n  and  d e v e l o p m e n t  i n d u s t r y  f o r  d e c a d e s  t o  come.  
To a c h i e v e  t h i s  p r i z e  t h e  r i s k  mus t  be  r e a l i s t i c a l l y  
a d d r e s s e d  and  r i s k  and  r e w a r d s  m u s t  be  b a l a n c e d .  We've  had 
t i i i r t y  y e a r s  o f  an o i l  economy;  we n eed  t o  . look f o r w a r d  t o  
a new g a s  economy.  We n e e d  t o  f i n d  a c r e a t i v e  way t o  make 
i t  h a p p e n .  No company w i l l  work h a r d e r  t h a n  C o n o c o P h i l l i p s  
t o  make t h i s  p r o j e c t  a r e a l i t y .  I ' d  be  h a p p y  t o  t r y  t o  
a n s w e r  a ny  o f  y o u r  q u e s t i o n s .

(End o f  Ms. K i n g ' s  v e r b a t i m  t r a n s c r i p t ]

SENATOR WAGONER a s k e d  f o r  a copy  o f  Ms. K i n g ' s  t e s t i m o n y .
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