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ACTI ON NARRATI VE

TAPE 01-5, SIDE A
9:06 a. m

CHAI RVAN JOHN TORGERSON cal l ed the Joint Commttee on Natural Gas
Pipelines neeting to order at 9:06 a.m Menbers present during
the neeting were Senators Torgerson, Kelly, and dson, and
Represent ati ves G een, Porter, Qgan, Davi es, and Fat e
(alternate).

PRESENTATI ONS BY GAS LI NE GROUPS

Al aska Gas Producers Pipeline Team

9:07 a.m

MR, JOSEPH MARUSHACK, Vice President, ANS [Al aska North Sl ope]
Gas Commercialization, Phillips Aaska, 1Inc., canme forward,
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noting that with him was Ken Konrad of BP Exploration (Al aska)
I nc. He informed nenbers that along with Robbie Schilhab of
ExxonMbbi | Producti on Conpany, who was not present that day, they
conprise the Managenent Commttee of the Al aska Gas Producers
Pi pel i ne Team [In packets was a handout titled "Overview &
Status" dated July 18, 2001, which acconpanied a Power Point
presentation. ]

MR. MARUSHACK informed |isteners that there hadn't been nuch
change in the team s overall objectives [since the presentations
before the House Special Committee on G| and Gas]. The first
two nonths were spent developing a team now about 100 strong in
[ Al aska]; Calgary, Al berta; and the Lower 48. The teamis trying
to determne the major problens, and first has worked on
t echni cal aspects. Clearly, costs and envi ronnent al
considerations are inportant, as is timng. The teamis working
on permtting issues, and is believed to be on-track in putting
together route-related information in order to nmake a decision
M. Marushack said he is increasingly spending tine addressing
political and governnent-rel ated i ssues, anong ot hers.

MR. MARUSHACK explained that the original goal was to have the
permtting defined by the end of the year; although it has been
pushed back sone, he believes the tinmetable is still within three
nonths of that. He noted that the teamw ||l spend nore than the
$75 mllion projected this year because of the conplexity and
ot her factors.

MR. MARUSHACK addressed a slide called "Overall Project Scope.”
The gas treatnment facility [at Prudhoe Bay] will be the I|argest
in the world; Natchiq Parsons is the lead contractor. The focus
has been on what technology will be nost appropriate to use. The

facility, the largest of its kind in the world, will require nore
than 100,000 tons of steel and a huge anount of work in Al aska;
that is where nost of the long-termjobs will cone from

MR. MARUSHACK continued, addressing "Alaska to Al berta Pipeline
System (A-B)." He noted that Fluor Veco - the contractor
headquartered in Houston, Texas - is working in a nunber of
| ocati ons. The big issues are pressure; dianeter; volunes;

expandability; and logistics, including procurenent, a key timng
item He enphasized the need to find materials and build new

equi pnent to do this, which will require significant effort.

MR. MARUSHACK continued with the sanme slide, addressing "Al berta
to Market Pipeline System (B-O)." He indicated the team is
working with The Al asCan G oup, of which Natchiq is a part. The
issues are a little different: there are routing decisions to
make on "A-B," but on "B-C' the decision is whether new pipeline
is needed and whether there can be expansion. He stated the
belief that it will require sone new pipeline, but said expansion
is part of it. The technical aspects of "B-C' therefore are

probably not as difficult as for "A-B."
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MR. MARUSHACK turned attention briefly to the "NG [natural gas
liquid] Extraction Facility" section of the slide, noting that
Fluor Veco is assisting the team with that as well. He then
turned the presentation over to M. Konrad to talk about the
techni cal aspects.

9:10 a. m

MR. KEN KONRAD, Senior Vice President, Business Unit Leader
Al aska Gas, BP Exploration (Alaska) Inc., enphasized that the
teamis looking in a "macro sense" at whether it can devel op an
economc project, and wthin that, determning the route-
selection criteria. He noted that previously the team addressed
the "seven |enses" of evaluation [econom cs, environment, gas
access, |jobs, revenues, safety, and timng] required for
regul atory applications. He said this is also inportant to the
governnments and stakehol ders with which the team has consulted to
dat e.

MR. KONRAD first addressed economics, noting that the scale of
investment will be $15 billion to $20 billion to get the gas to
mar ket . A major project like this brings not only high costs,
but also a nunber of risks. It is clear after six nonths of work
that there wll be economc challenges, and it isn't clear
whether it wll be an economc project. At this point, it
appears the northern route has some cost advantage over the
southern route, and the teamis trying to quantify that.

MR. KONRAD t ouched on environnental inpacts. He expressed a high
degree of confidence, based on the work to date, that whatever
route is selected, the project can be done in an environnentally
sound manner and will neet all environmental regulations. The
southern route follows an existing corridor, and only about 200
m | es are undi sturbed; the northern route is shorter, but crosses
300-400 mles of wundisturbed corridor, principally the Beaufort
Sea. There are a nunber of other issues that the teamis trying
to fully understand, including whale mgration on the northern
route and conpressor station citing, especially on the southern
route, which will require nore conpression facilities than wll a
northern route.

MR. KONRAD addressed gas access, another key issue. He said the
teamis doing analysis of what sorts of gas demand coul d devel op,
in order to have enough flexibility to address it. To date, the
team s work doesn't show any significant |arge demand within the
state, although clearly there is a small anmunt of demand in
Fai rbanks and potential demand in Southcentral Alaska; it has
been hard to pin that down as a finite nunber, however, and no
one has cone forward to date wth a specific call on the gas in
transit. The team is trying to determne how to structure an
open season to address those potential needs in terns of how
capacity mght be allocated. On the northern route, the teamis
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trying to ook at innovative ideas for getting gas into Al aska in
order to nmake sure those needs are net.

MR. KONRAD turned attention to jobs. Noting the enormty of the
project, he said in ternms of construction jobs wthin Al aska
there are nore jobs than skilled people, regardl ess of the route.

"We'll need to work to train Al askans, and irrespective of route,
there will be an in-mgration of workers [just because of the]
scale of the project,” he told |isteners. "Indeed, it wll

actually stretch North American resources in ternms of finding
enough craft and enough industrial capacity to do a project of
this magni tude."

MR KONRAD noted that nuch of the construction will occur in the
wintertine in the northern sections, whereas line in the Lower 48
could be built year-round or in the sumrer. Therefore, crews

from the northern section could be used in the southern section
[at that point], which would allow Al askans an opportunity to

work on southern segnments of the Iine. He pointed out that
| onger-term jobs, not involving construction, appear conparable
for both routes. The pipeline itself will provide a very snal

portion of the overall job market. The pipe will be buried al ong
its length and nonitored by "smart" conpressor stations that
won't normally be manned. Modst long-termjobs will be associated
with people in an office, in a control room or operating the gas
treatnment plant on the North Sl ope.

MR. KONRAD acknow edged the inportance of revenue to the State of

Al aska. Clearly, if there is an economic project that goes
ahead, it wll likely generate tens of billions of dollars for
the state over the project's life. To the extent the initial

analysis shows the northern route to be sonewhat nore cost-
effective, it would result in sonewhat higher revenues for the
state. He enphasized the need to do nore engineering and
"costing" before it can be understood and quantified, however.

MR. KONRAD expressed confidence that this line will be built to
the highest standards and wll be safe, operating with the
hi ghest | evels of technol ogy, automation, and control equipnent.
He mentioned unique issues for either route. The southern route
needs to be designed to withstand seismc activity and frost
heave, for exanple. The northern route needs to be designed to
wi thstand ice forces and frost heave. He restated his confidence
that it can be engineered, but noted that there is a |lot of work
in actually doing so. The southern route has nore proximty to
human popul ati ons, but the public should have confidence in the
high level of integrity and safety.

MR.  KONRAD addressed timng. He reported that one big
uncertainty around the project involves the timng of the
regul atory process. The team is working with regulators to
streamine the process. G ven the issues around the northern

route, [the team perceives that it would take longer to permt;
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however, that isn't certain. The other timng aspect is how the
Mackenzie Valley line, if it goes ahead, will inpact this. He
said the idea of doing two such "negaprojects” wth |limted
industrial capacity in North Anerica "feels |like a challenge."
He expressed the need to |ook at the logistics; if the Mackenzie

Valley project gets a "junp,” it would be hard to find enough
wel ders, machinery, and equipnent to do the two projects
si mul taneously, and [Al aska's] would have to "dovetail" behind
the Mackenzie Valley project. M. Konrad enphasized that the
evaluations wll mature as the team goes through its work
program

MR. KONRAD noted that in addition to the 100 team nenbers,
contractors are gearing up, responding to the sense of urgency
conveyed by the team At this point, 500-600 people are working
on the project. He cited exanples of activities such as
surveying. He also noted that technical and regulatory work are
proceedi ng, which he would address | ater.

MR. KONRAD reported that the team is defining several issues
beyond whether the project is economc, including the follow ng:
| ayi ng groundwork for creating whatever |egal entities would be
required to construct the pipeline; working on how to shape an
open season and determning tariff structures in relation to
regul ators; and having hundreds of neetings with conmunities,
st akehol ders, pipeline conpanies, governnents, regulators, and so
forth, in order to give people a sense of what is com ng.

MR. KONRAD told nenbers a good portion of the teams activity
revol ves around technical studies that relate to the econom cs of
the project. For the carbon dioxide plants, to be placed on the
North Slope, the teamis |ooking at three technol ogies to renove
carbon dioxide from the gas stream the effort is to narrow it
dowmn to the preferred technol ogy, from both cost and

envi ronmental  perspecti ves. Some pending devel opnents, if
successful, could result in a real [indisc.]. The teamis also
| ooking at NG. renpval processes; those are nore conventional
technol ogies, but still involve designing a plant as efficiently

as possible in order to get the economics right.

MR. KONRAD noted that there is a lot of work around pipeline
hydraul i c si mul ati ons, | ooki ng at vari ous pressures,
tenperatures, dianeters, and conpression configurations to design
an optinmum system that is both cost-effective and expandable
Team nenbers are active in the exploration arena, and would |ike
to know that the system could be expandabl e. The nature of
pipelines is such that the nore volune that is noved, the |ower
the unit costs are. There is an incentive, therefore, if there
is success in finding nore gas, to cost-effectively put it into
the line so tariffs are lower for everybody. M. Konrad said he
woul dn't go into an engineering discussion, but told listeners
these are the types of simulations that the teamis trying to run
in order to optim ze the pipeline system

JT NATURAL GAS PI PELINE CMITE  -7- July 18, 2001



MR. KONRAD directed attention to a graph and talked about the
vol unes cited, nentioning 4 BCF/D [billion cubic feet a day] as a
"base case" and saying the desire is to optim ze around that and
then, with expandability, get it up to perhaps 6 BCF/ D. He noted
that pipeline dianeters on the graph ranged from44 to 56 inches.
The smaller the line, the nore conpression is needed, as well as
nore conpression stations, which affects environnmental and cost
factors. The larger the dianeter and the |l ess the pressure, the
fewer are needed, but it costs nore for steel. Those tradeoffs
are being looked at in order to have the economcs be
conpetitive.

MR. KONRAD reported that in addition to hydraulic studies, the
team has 13 fairly significant technical studies underway. A big
one is looking at the feasibility of using even higher-strength
steel than that used in the industry now, this would |essen the
pi pe-wal | thickness, hopefully translating into cost savings; it
gets into what mlls are capable of producing, for exanple. He
al so touched on the logistics in having 3,500 mles of pipeline,
including staging facilities and potential fabrication sites.
The carbon dioxide facility, the largest of its kind in the
world, will likely need to be fabricated at multiple sites; the
teamis trying to figure out how and where to do that. He also
nmenti oned the thousands of truckl oads needed to haul pipe for the
project, as well as rail and sea transportation; sealifts
potentially will be the largest in the history of the North
Sl ope. These are all big logistical challenges.

MR. KONRAD turned attention to construction technol ogy, noting
that over the past ten years or so the industry has mgrated
towards using drilled river crossings for environnental reasons;
that presents real challenges in terns of the pipe size, which

will likely be 48-inch heavy-wall ed pipe; special studies will be
required to take the industry another step fromwhere it is now.
As for trenching technology - the ability to put big, deep
trenches in permafrost - the team is looking at innovative
technology so that blasting is not necessary; that could offer
significant cost savings. Anot her consideration is whether

exi sting construction equipnment in the industry can be nodified
to handle the sorts of pipe necessary; studies are going on in
that regard as wel |.

MR. KONRAD brought attention to the regulatory front, noting that
a lot of work is going on by folks in the field, both in Al aska
and Canada, |ooking at river crossings, population centers, or
where the rights-of-way need to go, for exanple. In addition,
for the FERC [ Federal Energy Regul atory Conmm ssion] application,
it nmust be known that there are no cultural resources or, if sone
are identified, how those can be avoided. He noted that there is
much | andowner discussion, especially in the |ower-48 segnent.
Furthernore, this weekend the teamw || begin Beaufort Sea sonar
surveys of the sea bottom to get nore definition about how the

JT NATURAL GAS PI PELI NE CMIE - 8- July 18, 2001



northern route can be engineered; the team has a conflict-
avoi dance agreenent in place with the North Slope Borough, and
permts should be com ng shortly from Washi ngton, D.C.

MR. KONRAD concl uded by saying there are a |ot of "noving parts,”
all noving in the right direction; he expressed confidence that
the technical work woul d be done by the end of the year, and that
there woul d be enough information to know whether the project is
economc and to file the permts. He turned the presentation
back over to M. Marushack

9:28 a.m

MR. MARUSHACK pointed out that when tal king about the technica
work, the teamis tal king about feasibility; the design work wll
cone later and will cost hundreds of mllions of dollars.

MR MARUSHACK i nformed nenbers that he would address three main

aspects of government engagenent. The team has been in
di scussions with "al nbst every agency you can think of, both on
the U S., Al aska, and Canadian levels.” 1In the US., he and M.

Konrad, in particular, have nmet with the Al aska [congressional]
del egation and all key agencies to try to obtain an idea of what
is possible; nmenbers have nmet with key agencies in Al aska and
with the legislature. They' ve also net with the Canadi an cabi net
and sone key agencies there. There are weekly discussions, at
m ni mrum anong team nenbers, and sone people are tal king al nost
daily with FERC to determ ne what nmust be in the application, for
exanpl e.

MR. MARUSHACK noted that putting a FERC application together in
| ess than a year is unheard-of. He stressed the inportance of
putting in front of FERC or NEB an application that is conplete
enough that it isn't rejected outright. An inconplete filing is
worse than no filing at all, and yet the teamstill tries to nake
t hese deadl i nes.

MR. MARUSHACK reported that the team hasn't held as many detail ed
discussions in Canada wth the territorial and provincial
governnents, or with First Nations people, as are needed. He
enphasi zed that nmuch work has been done on getting started on the
techni cal aspects, and that the team is now getting to the
governmental and political aspects as nenbers are freed up to do
So.

MR,  MARUSHACK countered newspaper reports from Canada that
indicate this project can't be done; he said the problens aren't
i nsurnmount abl e but are difficult and conpli cated.

MR. MARUSHACK turned attention to "State Engagenent |ssues." He
said the team just started that process in the last few weeks.
He stressed the inportance of having dialogue between the
producers and the State of Al aska regarding "fiscal stability
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uncertainty.” As the teamhas tried to identify the key problem
areas, there is an increasing awareness that the uncertainty of
risk is a chief problem He remarked, "None of us have spent
this kind of noney on a nonsanctioned project before, so we're
trying to elimnate risk where we can.™

MR. MARUSHACK poi nted out that one area of risk involves what the
"deal” will be with the state; there needs to be discussion in
that regard. The objective is to have the key terns understood
prior to the January legislative session. The idea would be to
work with the state, trying to "line out" the various aspects so
that l|egislators would have a starting point. Key di scussi on
itens include valuation clarity on severance and royalties.

MR. MARUSHACK noted that a nunber of issues are not pipeline
i ssues, but producer issues. Ad valoremtax certainty is an area

involving a lot of cost. One issue with this project is that it
will take so nuch tinme to develop before the first gas [goes
through the line]. To do a present-value analysis creates a big

problem therefore, the teamwould like to talk about ad val orem
i ssues, a major cost during the initial devel opnent phases of the
proj ect.

MR. MARUSHACK continued with key itens for discussion. Referring
to the item "Gas take-in-kind and nom nation process” on the
"State Engagenent |ssues” slide, he explained that this gets into
what anobunt of gas is available in Al aska over the long term So
far, the team has seen that the anmount of gas at startup in
Al aska woul d be very small when conpared to the [ultimte] vol une
being tal ked about, perhaps 20 to 30 mllion cubic feet a day in
Fai r banks versus a 4-BCF/ D pipeline. The pipeline will require
| ong-term comm tnments. He asked how that can cone together wth
"growm h opportunities” for the State of Al aska. He said [the
team] thinks the answer s expandability, but it requires
di al ogue and understanding of what the opportunities are.
Addressing the final key item for discussion, "Project risk and
|l ong-term certainty,” he noted the need to talk to the state to
ensure there is comon footing on those issues.

MR. MARUSHACK turned attention to a slide titled "Sinplification
of State Royalty, Severance Valuation.”™ He expressed the desire
to have a comon royalty and severance nethodology, wth the
pricing sinple and clear. [The tean believes the well head price
for royalty and severance should be linked to the Lower 48 [with
a transportation differential]. He said it should not be that
difficult where there is a defined narket in the Lower 48. [The
slide showed the follow ng conponents, alluded to in the ora
presentati on: "Define market price; Agreenent on gas valuation
ternms; Concurrence with FERC/NEB tariff terns; Processing fees."]
He suggested that wusing those conponents, clarity could be
provi ded regardi ng the wel |l head val ue.

MR. MARUSHACK told nenbers two issues are of nmajor concern:
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economcs and politics. The team is working hard on the
econom cs, which it doesn't <control but influences through
choi ces about how and where the pipe is purchased, for exanple,
or how to deal with tariff [indisc.] in order to make it as |ow
as possi ble. However, the team has very little influence on
politics, which could kill the project. Those two issues wll
ultimately deci de whether there is a project.

MR. MARUSHACK addressed itenms on the final slide, titled "Wap-
up, " which read:

W are fully engaged in a joint programto eval uate and
progress a |large, nodern pipeline from Al aska to Canada
and the | ower-48 states

There is a grow ng nmarket for Al askan gas, but we nost
be cost-conpetitive to be a viable project

It is not yet clear that we can develop an econonic
proj ect

It is premature to preclude any options at this point

Still targeting conpletion of engineering and route
studi es by year end

MR. MARUSHACK finished the presentation by enphasizing that
conpetition in the Lower 48 includes LNG [liquefied natural gas]
i nports, coal-bed nethane, and other gas. This is a strategic
project for which it doesn't matter what prices are this year; it
matters what will happen eight years from now and for the next
twenty years. The team is trying to identify all hurdles in
order to figure out how to do a project. He again enphasized
that it is not clear whether there is an economc project at this
point, and stressed the inportance of having a thorough,
nmet hodi cal way of looking at the two route options wthout
precl udi ng any options at this tine.

9:37 a.m

REPRESENTATI VE GREEN noted that during the previous day's
hearing, it was asked whether gas could be sold by the producers
wi thout nodifying the |ease agreenents [which allow for the gas
to be used to lift oil].

MR. MARUSHACK or MR KONRAD replied that they think so; they have
gone through the | ease agreenents, which they believe allow for
maj or gas sales up to 1.75 BCF/ D.

REPRESENTATI VE GREEN responded that according to testinony the
previous day, this is one of the big questions - sone |ease
agreenents may or may not allow that. He asked whether the
team s understanding is that sale is allowed up to 1.75 BCF/ D
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wi th negotiations above that anount.

MR. MARUSHACK or MR KONRAD replied, "W haven't seen that as an
issue to date.”" He offered to get back to the conmttee on that.

REPRESENTATI VE GREEN asked: If the agreenents don't all provide
for that, or if there is a big question in sonebody's mnd, wll
this hold up the project while that is being determ ned? O can
the project go ahead while that is being resol ved?

MR. MARUSHACK and MR, KONRAD indicated [the tean] would keep
doing all the work it is doing, and offered the inpression that
the state wants the producers to nove forward.

REPRESENTATI VE GREEN responded affirmatively. He noted that in
the newspaper there has been nention of extracting the gas
| i qui ds downstream in Al berta, Canada. He asked how that would
affect the royalties due the state.

MR. KONRAD replied that it is one of the severance [and royalty]
i ssues that M. Mrushack was tal king about; the team wi Il work
through that with the state, over the next several nonths, to
come up with an agreed-upon val uati on nmet hodol ogy.

REPRESENTATI VE GREEN asked whether the team has started those
negoti ati ons.

MR. MARUSHACK or MR KONRAD answered that there has been one
general neeting and one "a little nore detailed neeting," so that
the people who "work the issues" can start working with the
state. That hasn't happened yet, though, except for general
conversati ons; there has been no detailed exchange of
i nformation.

REPRESENTATI VE GREEN said the |egislative body wouldn't want to
cone into session in January with that either unresolved or not
resolved to the approval of the |egislature. The legislators
wll want to see how those negotiations are going before actually
reconveni ng.

MR. MARUSHACK and MR. KONRAD i ndi cat ed under st andi ng.
9:42 a.m

REPRESENTATI VE DAVI ES referred to NG and asked whet her there are
possibilities for multiple |ocations for that "takeoff."

MR. MARUSHACK or MR, KONRAD answered probably not, although it
may depend on how gas is taken out in Alberta, through one
pi peline or nmultiple pipelines. [ 1 ndisc.]

AN UNI DENTI FI ED SPEAKER asked whether it can be done on smaller
scal es.
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MR. MARUSHACK or MR KONRAD suggested NG.s coul d be taken out and
sent to California or Chicago, for exanple, but wouldn't be taken
out along the route. [Indisc.]

REPRESENTATI VE DAVIES said it sounds as if the discussions with
the state executive branch are just beginning. He asked whet her,
in those discussions, state ownership or partial state ownership
has been di scussed as an option.

MR. MARUSHACK or MR. KONRAD replied no, it hadn't conme up, but
surm sed that it woul d.

REPRESENTATI VE DAVIES asked whether the team is wlling to
entertain state ownership as an option.

MR. MARUSHACK or MR KONRAD said, "The State of Al aska's our

partner."” He said his personal concern is only a matter of
timng and being able to work efficiently on all those issues
[indisc.]. He stated willingness to consider the idea of state
owner shi p.

REPRESENTATI VE DAVIES referred to the FERC application. He asked
whether it is necessary to have the open season begin in January
or right away, or whether the team could do the application and
contenplate a | ater open season.

MR. MARUSHACK or MR. KONRAD replied, "You need to have an open-
season process in place to have a conplete application.™

REPRESENTATI VE DAVI ES asked whether the process requires that it
start right away.

MR. MARUSHACK or MR KONRAD replied that he supposed it could be
started anytinme, but it needs to be done before putting the
application in. [ I ndisc.] Expansi on of open seasons also
occurs.

AN UNI DENTI FI ED SPEAKER noted that at the previous day's hearing,
the conmmttee had heard that FERC can extend the open season to
keep an application alive "wi thout extending that tineline for
t hat open season.”

AN UNI DENTI FI ED SPEAKER said it will be a najor issue - access or
the lack thereof. Just to say "we can expand the |line anytinme we
want is not the correct answer," he added. "I't's one of them
but it's not the only answer."

9:46 a. m
SENATOR OLSON asked what the general sense is, from the

producers' standpoint, of state involvenent, at whatever |evel
for this project.
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MR, MARUSHACK or MR KONRAD said from a snmall businessperson's
standpoint, he wasn't sure he would like to see any type of
governnment entity as his partner. [Indisc.]

MR MARUSHACK or MR KONRAD added:

W've talked to a lot of prospective partners -
pi pel i ne conpanies, et cetera - and | think our desire
woul d be that, to the extent there are other conpanies
) or entities involved in this project, that they're
bringing value to the project. And if the state can
bring value to the project, that's a good thing. | f
they're going to take value from the project in terns
of not being able to make decisions or not being able
to be responsive to decisions that need to be nuade
every day in terns of building and operating a
pi peline, then that would be a bad thing, and that
woul d be bad for all of us, probably.

MR. MARUSHACK or MR. KONRAD said it isn't a question of needing
equity from the state, but of whether it helps to nove the
proj ect al ong.

9:48 a. m

SENATOR OLSON noted that wup North there are economc and
political issues. He asked about support for the northern route.

MR. MARUSHACK and MR. KONRAD replied that they haven't seen much
support [indisc.] the northern route yet. There have been
surveys, and the dialogue is started, but they don't have all the
answers yet. The reaction is sonewhat enotionally based on the
perception that there will be nore jobs and access to gas from
the southern route, as well as being better for the state
[indisc.]. There needs to be nore dialogue in terns of actua
facts around the decision to be nade.

9:50 a. m

CHAI RVAN TORGERSON asked how the group plans to engage the
| egi sl ature between now and January. He nentioned the issues of
taxes and certainty regarding tariffs, for exanple.

MR. MARUSHACK or MR KONRAD expressed the need to discuss how to
put sonething together that noves the project along, wthout a
backl ash in the | egislature.

MR. MARUSHACK or MR KONRAD added that they would make the
request that the legislature and the admnistration talk as well.

9:50 a. m
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REPRESENTATI VE DAVI ES asked what having terns "understood" neans.

MR. MARUSHACK or MR KONRAD answered that ideally there would be
a set of possible answers. He said he is thinking of it in terns
of corporations, as opposed to the state. He likened it to
wor ker bees' getting together to work out what they believe the
proper answers are, and then noving up the line for approval.

CHAI RVAN TORGERSON noted that M. Bill Corbus was present from
the adm ni stration and coul d address tax issues.

9:51 a.m
REPRESENTATI VE OGAN referred to the [legislative Myjority's]

previous fiscal policy of reducing the budget for five years -
approximately $250 mllion. Now the budget is being increased by

$130-%$140 mllion in general fund (G-) spending. He asked
whether that is having any chilling effect on decisions and
concerns about future taxation, for exanple. He asked M.
Marushack and M. Konrad to respond, as individuals, about any
chilling effect on oil and gas devel opnment as a whole in Al aska.

MR. KONRAD replied:

Fiscal stability is of great interest to us, both in
terms of the rules which M. Marushack has tal ked about
and in terns, in a macro sense, that the state is on a
steady path. ... As an industry, | think we'd |love to
see a bal anced budget. And we understand it's not that
easy, but the general sense of stability would help a
lot, and instability doesn't help a |ot.

MR. MARUSHACK added that the idea of heading down a path and then
having part of the economcs taken away is pretty frightening.
That is why there is a desire to start engaging in [dial ogue
wi th] the state.

REPRESENTATIVE OGAN said his <concern is that there are
| egi slators who want to inpose an inconme tax, for exanple, but he
has been hearing, fromthe industry, concerns about the change in
direction. On another issue, he remarked that the Departnent of
Revenue has said the fluctuations in gas prices have a nuch
greater effect on the netback than, say, possibly increased costs
of the southern route. He asked whether that was addressed in
the presentation yesterday, and whether there is a sense that
"what the long-termprice is going to be will have a much greater
effect.” [ There was no audible answer.] Representati ve Qgan
then asked: What can we expect by January: Rout e sel ection?
Proj ect sanction?

MR. KONRAD answered that route selection by the end of 2001 is

an aspiration, as is the decision whether or not there is an
econoni ¢ project.
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REPRESENTATI VE OGAN asked whether the appropriate entities "or
whoever controls the purse strings”" will nmake a decision on route
selection or a project sanction by the first of the year.

VR. KONRAD replied that he thought this was discussing
applications, rather than project sanction. As M. Marushack
mentioned earlier, there are hundreds of mllions of dollars for
engineering and cost-estimating to do after this phase, to

actually go out and get "real bids for real work." The final
decision to construct the project will be contingent upon getting
an approved application and what it looks |like in terns of
stipulations that are tolerable or intolerable, as well as the
actual cost at that point. Therefore, he expects sanction for
the project to be down the road sone years. Typically, one

doesn't sanction a project until knowng it has been approved and
until there is an actual cost.

MR. MARUSHACK agreed that the actual time of sanctioning would
cone sone tinme after receiving the permts. However, the group
wi |l be spending additional anmounts of noney [indisc.].

9:56 a. m

REPRESENTATI VE GREEN referred to the assertion that if the
Mackenzie line gets ahead of this project, there wouldn't be
enough workforce to do both sinultaneously. He said if that is
still a viable route, there will need to be some sort of size or
vol une determ ned for the Mackenzie portion of this. He asked
whet her the Mackenzie line is that far ahead of this project; if
so, is the Mackenzie project anticipating going "over the top"
with gas comng down, or just building for the Mackenzie delta
gas?

MR. MARUSHACK or MR. KONRAD answered that he believes Mackenzie
is designing for its own project, and he doesn't know whet her
that project is ahead or not, although it began earlier. He
added, "W're working awfully fast, and | don't know whether
they'Il go ahead or not."

REPRESENTATI VE GREEN said his concern isn't the size of the |line
t hat Mackenzie is thinking about buil ding.

MR. MARUSHACK or MR KONRAD responded that if the Mackenzie
project does it alone, it will be a 1-BCF/D line. "Their gas is
com ng," he added.

REPRESENTATIVE GREEN followed up on Representative Ogan's
concerns. He commenting on the volatility of gas prices, and he
asked how long the group estimates a gas contract wll be for
He asked whether stability is being | ooked at fromthe standpoint
of "take or pay" for longer periods of time again, as there used
to be.
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MR. MARUSHACK or MR KONRAD answered that those are independent
conpany decisions, and the conpanies aren't working together in
terms of how to market their gas or whether it is short-term
mediumterm or long-term

MR. MARUSHACK or MR. KONRAD added that the producers will have to
commt that "they'll make the gas flow," but as to where it goes
and whether it is sold "long term fixed, or spot” is up to the
i ndi vi dual conpany.

9:59 a.m

REPRESENTATI VE GREEN renmarked that other conpanies have cone
forward saying they would like to build the line. He asked, "Is
that in your crystal ball, that sone other conpany would build a
line, transmt it - like you do in the Lower 48 quite comonly -
and you woul d provide gas for another conpany to sell, or sell it

t hrough anot her conpany's transm ssi on?"
MR. MARUSHACK or MR, KONRAD answer ed:

| f sonmeone builds a better nousetrap and then designs a
nore efficient system than we can design ourselves,
we're all for it. They' d take the associated risks.
That would be a great thing. So far, no one has
stepped forward to do that.

REPRESENTATI VE GREEN asked whether he is hearing, then, that
there is no objection to soneone else's transporting the gas.

MR. MARUSHACK or MR KONRAD replied, "No objection, provided it's
cost-effective.”

10: 00 a. m

REPRESENTATI VE FATE asked how much input the group has on the
Mackenzie project. He surmsed that it isn't a race. [The reply
was i ndiscernible.] Noting that the group is studying two
routes, he then asked whet her the group has had di scussi ons about
route preferences with FERC

MR. KONRAD answered that the environnental and regulatory groups
are talking with FERC about general concepts relating to how to
file permts, although there nmay have been discussions about
route specifics.

REPRESENTATI VE FATE asked whether there is any idea how many
[long-tern] jobs there would be in maintenance, security, and so
forth along the Iength of either pipeline route.

MR. KONRAD replied that with today's technol ogies and the buried
pi peline, those jobs would be nmuch fewer than for Al yeska [ TAPS].
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10: 02 a. m

CHAI RVAN TORGERSON t hanked M. Marushack and M. Konrad, noting
that he would put additional questions in the formof a letter.
He said he'd personally put hundreds of hours into severance

taxes, for exanple. As for the ad valorem tax, he said, "W
probably won't engage nuch of that until we know what your
project is." He surmsed that "a holiday on that property tax"
would be deferred until gas is actually flowng, which he

suggested is an incentive to nake the |ine nore econom cal.

CHAl RMAN TORCGERSON cal l ed a short recess at 10:04 a.m He called
the neeting back to order at 10:08 a.m

Yukon Pacific Corporation

10: 08 a. m

MR. JEFF LOVWENFELS, President and Chief Executive Oficer (CEO,
Yukon Pacific Corporation (YPC), canme forward to discuss YPC s
right-of-way and LNG project. He noted that with him was
executive vice president [Wayne] Lew s. [Provided to committee
menbers were four itens: A TAGS Conditional Right-of-Wy Lease
dated Decenber 1988; a letter from M. Lowenfels to the Hi ghway
Gas Policy Council dated April 10, 2001, wth a seven-page
attachnent marked "confidential"; a letter from M. Lowenfels to
the Joint Pipeline Ofice dated July 2, 2001, wth attachnents;
and a handout paralleling a slide presentation.]

MR. LOWENFELS called attention to page 3 of the |ast handout,
noting that it depicts an 800-mle pipeline to Valdez, from which
markets in the Pacific Rmw |l be served, specifically in Japan,
Korea, and Taiwan, as well as potential markets in Mexico and
western North America, including California. The project is
"virtually permtted,” with all mjor permts obtained. He
i ndicated there would potentially be a spur line from d ennall en
into the Wasilla area, which would provide gas to the entire
Sout hcentral area and to the Kenai Peninsula. Al t hough a
potential leg could go fromthe Fairbanks area down into Canada,
that isn't the project as designed today.

MR. LOVNENFELS referred to Prudhoe Bay, noting that page 4 shows a
picture of +the <conditioning plant that would be built to
condition the gas and take out the carbon dioxide and inpurities.
The gas would then be transported to Valdez in the existing
pi peline corridor, using chilled pipe. Port Valdez would be the
term nus and Anderson Bay the site for construction and operation
relating to shipping froman LNG facility.

MR. LOVWENFELS noted that the project would require a nunber of

LNG tankers, which are state-of-the-art already. Tankers from
Val dez could serve markets not only in Asia, but also in Mxico
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and North Aneri ca.
10: 11 a. m

MR. LONENFELS pointed out that page 9 [unmarked in packets] lists
TAGS permts and authorizations. Noting that M. Bill Britt
[ Departnment of Natural Resources (DNR)] had testified the
previous day about the quality of the various projects, M.
Lowenfels stated, "W feel that our project permts are at the
hi ghest | evel ." He said YPC is continuing a wetlands program
this sunmer that will continue for another two sumers, with the
information collected during the sunmer being processed in the
W ntertine.

MR. LOVWENFELS explained that the permts allow the ability to
come down to the detail required. Page 11 shows a construction
index for a series of map filings in the next couple of weeks
with the State of Alaska on the state rights-of-way; the index
shows the quantity of information contained on each map YPC is
subm tting, and page 12 depicts one of the maps, with a detail of
1 inch = 1,000 feet. "W know exactly where we're going," he
commented, "and we know where we're going in great detail." Not
provi ded was the technical index. He went on to say the maps are
part of YPCs graphic information system and are highly
effective and wuseful in conputerized form so the state and
federal agencies can know exactly what is going on above and
bel ow ground, as well as what is being inpacted, for exanple.
This is the highest detail, to his know edge, of any subm ssions
made to state and federal governments [indisc.].

10: 13 a. m

MR.  WAYNE LEWS, Executive Vice President, Yukon Pacific
Corporation, noted that this series and the supporting data wl|
be filed within the next couple of weeks. It follows the filing
in early July that is 1 inch = 1 mle. He nentioned a
construction series as well as a full geotechnical series, noting
that it will be 141 naps.

MR. LOVWENFELS said as a result of that detail, shown on page 14,
YPC has been able to develop accurate cost estimates of the
proj ect. The chart begins at 9.2 mllion tons a year for
startup, expanding to 13.8, and then having a second expansion to
18. 4. He pointed out that 9.2 mllion tons a year equals about
1.2 billion cubic feet a day; at 18.4 mllion tons a year, that
is 2.5 BCF/ D

MR. LOWENFELS noted cost estimates on the chart, and inforned
menbers that the pipeline estimate was done in conjunction with
Wl bros Engineering and M chael Baker Jr.; the LNG facility was
"costed" by Kellogg Brown & Root and by Air Products and
Chem cals, Inc. Those are the vendor |icensees and |icensor of
the process for making LNG and these are extrenmely accurate
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estimtes, the best possible. The estimate at startup is $6
billion, expanding up to $8.3 billion [for the second |evel of
expansion]. It doesn't include the cost of the ship, which wll
be owned by third parties. He explained that he was trying to
make an appl es-t o-appl es conpari son between an LNG project and an
overland project in order to provide sone clarity.

MR. LOVNENFELS reported that YPC has |earned that devel opi ng gas
is a challenge - perhaps one of the state's greatest chall enges.
He noted that many people in the room had been in the business
for 25 years or nore. He referred to the list of "characters”
from 1970 to 2001 on page 17, which included the follow ng:
"Arctic Gas, E Paso, Northwest/Foothills, ACETS, MACPORC,
Ki val i na/ Wai nwright, GIL, ARC, LNG Sponsor G oup, YPC/ TAGS." He
poi nted out several attenpts to bring gas to market, enphasizing
how conplicated and difficult it is.

MR. LOWNENFELS referred to page 18, noting that in the 1970s
Congress considered three project options [to supply North Sl ope
gas to the Lower 48]. The sane options remain today: Arctic Gas
of 25 years ago is now the "over-the-top" project; the El Paso
LNG project was simlar to the YPC project of today; and the
Nort hwest/ Foothills project is now the Al aska H ghway (Al can)
proj ect.

MR. LOVWENFELS reported that the changes are these: First, today
Al askan gas can serve nore than one market, whereas 25 years ago
each market was potentially a single-market project, taking the
gas to Asia or to the Lower 48. Not only has the narket to the
Lower 48 changed, but the Asian market for LNG has matured,
devel oped, and beconme clear regarding its denmand needs; by
contrast, 25 years ago the potential demand by 2000 was projected
to be 7 mllion tons of LNG to Asia, so the change to perhaps 30
or 40 mllion tons is a good one. Second, 2 BCF/ D previously was
the biggest LNG project anyone had heard of; by contrast, now
people routinely talk about taking 4 BCF/ D of gas fromthe North
Sl ope - and sonetines up to 6 BCF/ D.

10: 19 a. m

MR. LOWNENFELS addressed the "appl es-to-appl es"” conparison chart,
noting four basic configurations. The first would be a 4-BCF/ D
TAGS LNG project that would serve just North America. He
indicated the chart overlays the YPC project on a potential
overland project to Calgary, Alberta, and pointed out that the
costs are relatively the sane. He enphasized that these are
YPC s cost nunbers, based on 13.6 BCF/ D, which differ from those
of M. Konrad relating to 15 to 20 BCF/D. He said for an appl es-
to-appl es conparison, "the nunbers would be 12.8 versus the
13.6." He explained a related page that read:

Capital cost of TAGS and ALCAN project to Alberta
differ by less than 6 percent (cost-of-service is about
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t he sane)

Pipeline tariff from Al berta to Canadi an/US border with
Lower 48 is about the sanme as the LNG tanker tariff
(about $0. 50/ mbt u)

Fuel consunption is about the sane

Cost of NGL renoval for ALCAN ([about] $2 billion)
assunmed the sane as cost of LNG receiving term nals

MR. LOVWENFELS poi nted out that the conclusion on page 26 is that
the cost to deliver 4 BCF/ D of North Slope gas to the Wst Coast
of North Anerica is about the sane as the cost to deliver 4 BCF/ D
of gas in Canada to the Lower 48 via an Al can pipeline.

MR. LOVWENFELS highlighted one very inportant difference: The
reason people talk about 4 BCF/ D for an overland pipeline is that
it is needed for econom es of scale, "just as we needed sonewhere
between 1.8 and 2 billion cubic feet a day for our econom es of
scale for an LNG project.” That nmeans there nust be 4 BCF/ D of
that market in North American. He el aborated:

For the LNG project, we are predicated on going to
Asia. The neat and potatoes of the project overland is

the market in the |ower-48 states. For our LNG
project, that neat and potatoes becones just gravy. W
don't need all of that 4-billion-cubic-feet-a-day

mar ket, conpeting in the United States.
10: 22 a. m

CHAl RMAN TORGERSON asked whether M. Lowenfels could make that
conpari son w thout including the tankers.

MR. LOVWENFELS answered that he would show it |ater, because the
cost of service includes the tanker tariff. The tanker portion
of the project can be taken into account by either owning the
tankers and including themin the cost of service as an ownership
item along with maintenance and operations, or by taking a cost
of service that a tankering conpany would charge for the tariff.
M. Lowenfels added that the tanker transportation is "out of our
original cost nunber of 8.2." He suggested perhaps it would be
clarified as he continued.

10: 23 a. m

MR. LONENFELS said there is no question ANGTA [ Al aska Natural Gas
Transportation Act] benefits are restricted to that Al can route.
Alaska LNG to North Anerica my involve sonme ANGIA issues;
clearly, the "over-the-top" route has the same ANGTA issues. He
noted that FERC may have jurisdiction over the pipeline that goes
t hrough Canada, but doesn't currently have jurisdiction over the
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TAGS project - which is entirely within Al aska - except for the
export site [at Valdez] and the safety of the LNG facility.

AN UNI DENTI FI ED SPEAKER offered that if there is delivery to the
West Coast, there may be FERC i nvol venent.

MR. LOVWENFELS said there would have to be some tweaking to the

permts, but the framework is there. He continued with his
presentation, saying it isn't limted to a 4 BCF/ D market in the
uU. S There are international markets as well. He referred to

testinmony before a conmttee the previous year that YPC was
| ooking at Mexican markets and potentially bringing gas from
Mexi co over the border into California. Today, he noted, there
are seven proposed new LNG term nal s under discussion. Four very
| ar ge conpani es, including EIl Paso and Enron, have announced they
are going to build LNG receiving facilities in Mexico [indisc.]
United States.

MR. LOVWENFELS said the nunbers range from a new demand of about
22 BCF/ D up to 30 BCF/ D needed in the Lower 48, wth 8 new BCF/ D
needed between now and the year 2010. Cearly, the LNG potenti al
for serving a good portion of that market has been put in place,
and is in play right now by these | arge conpanies. He noted that
many of these conpanies are involved in Al askan gas today.

MR. LOVWENFELS told nenbers that simlar to the overland pipeline
options, increasing the size of the TAGS project to a 4-BCF/ D

project only inproves the econom es of scale. He added, "W
t hi nk our economes of scale work at less than 2 billion cubic
feet a day." Furthernore, simlar to the overland project,

taking gas by LNG naintains the security of a supply of gas to
the U S. and fromthe U S. to [indisc.].

10: 27 a. m

MR. LOVNENFELS noted that the second LNG mar ket obviously is Asia.
Included in the packet were the actual slides from [Shiguru] Sam
Mur aki, the buyer of LNG from Tokyo Gas Conpany Ltd. who spoke to
the legislature [at a joint hearing February 15, 2001, before the
Senat e Resources Standing Committee, the House Resources Standing
Comm ttee, and the House Special Comrittee on G| and Gas]. M.
Lowenfels pointed out that the pages in the packet show the
existing LNG trade; various prospects for new LNG demand in
Japan, Korea, and Taiwan; and the demand out of Asia and the
Pacific in general, including "a little bit of India and China,"”
of 25-50 MIA (mllion tons per annunm. He noted that these
nunbers come fromthe second-|argest buyer of LNG in Asia.

MR. LOVNENFELS pointed out that [YPC s] nunmbers are not that much
different "because, frankly, we take our nunbers from the buyers
in Asia." He recalled that M. Miraki had indicated the future
natural gas trade, as far as he was concerned, involved Al aska.
M. Lowenfels noted that the page in the packet shows gas com ng
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from Prudhoe Bay to the Asian narket. He also noted that M.
Mur aki had indicated Tokyo Gas has contracted for new
construction of two LNG tankers, which are being constructed
"even within our borders.” M. Lowenfels said new Asian denmand
for LNG by the year 2010 is projected to be 50 billion tons a
year. That is a big change from di scussions 25 years ago.

MR. LOVNENFELS reported that one thing that hasn't changed in

those 25 years is that Asia is still [Alaska s] largest trading
partner. He listed seafood, tinber, coal, and LNG since 1969; he
stated the belief that nore LNGw |l cenent that relationship and
that [Asia] wll continue to be [Alaska's] Ilargest trading
part ner.

10:29 a.m

MR. LOVAENFELS addressed page 40, which shows LNG prices as of
January 2001. He said one of the great ironies is that the LNG
price in Asia "during the life of our project has always been
sustai ned high enough to be able to handle our project.” He
el abor at ed:

The only reason, it seens to nme, why we're talking
about an overland project is because last year the
prices went up, and all of a sudden the prices |ooked
|i ke they were going to be high enough to be able to
afford an overland project. And so we got interested
in the overland project.

But the prices have been high enough in Asia throughout
the history of Yukon Pacific. And if you take a | ook,
in January they paid $4.88 average for their LNG
Al aska, $4.54 for the LNG And the prices are reported
on a lag-tine basis. The last prices | saw, | think

were April prices - very, very simlar, if not just a
little bit higher.

MR. LOWENFELS asked, "Well, what does that nean in terms of our
being able to serve that market?" Noting that the [ TAGS] cost of
service to Asia is depicted on page 41, he suggested the cost of
service to California could be determ ned by | ooking at that page
as well. He stated:

W believe that we can deliver that gas, wthout a
wel | head price - so we don't have a fuel cost price
i ncluded, and we don't have the well head price - but
our cost of service to Asia ranges between $2.69 and
$2. 91. Goi ng back one page, to page 40, you see that
they're paying $4.88. There is an awiul |lot of room
there, it seens to nme, for sone negotiation with regard
to a well head value that is attractive not only to the
producers but also attractive to the State of Al aska.
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And that sensitivity that [Conm ssioner] Condon was
tal king about vyesterday is grossly anplified when
you're talking about the difference between $3 and
$3.10. But it has less of a difference if your cost of
service ... is $2.91 and the price that people are
willing to pay is $4.88. There is a lot of roomin
here for value for the state and for the producers, and
for [indisc.] some project.

The future LNG market? Well, there's no question that
the LNG demand in Asia, as indicated by Sam Miuraki, is
going to be about 50 mllion tons per year. TAGS is

commercial at 13.8 mllion tons per year. The cost of
service is $2.69 to $2.91 per MMBTU. The price they're
paying today is $4.88. | think we've got the econom cs
of a good project.

10:31 a.m

MR. LONENFELS turned attention to the third LNG market: in-state

use. He noted that Conmm ssioner Condon or perhaps another state
official had indicated the previous day that "they are in fact
doi ng sone studies on what potential in-state use would be." M.
Lowenfel s said:

W' ve | ooked at it. The state's |ooked at it before.
W' ve heard nunbers anywhere from 200 to 500 mllion
cubic feet a day under existing circunstances. | f

there were to turn out to be sone changes in the Cook
Inlet with regard to a [indisc.] facility or the urea
facility, those nunbers would change. |If there was an
entity such as Netricity or one of these groups that's
... up from California - they're talking about the
potential of using Alaskan gas ... in order to help the
"tech"” industry - those nunbers, again, would change.
But there's no question, gas is needed in Fairbanks.
There's no question, gas is needed in Valdez. And
there is becom ng a very serious question that that gas
is needed here in [indisc.] area.

MR. LOWENFELS noted that the [Cook Inlet] gas resource is in
decline. He said TAGS can still deliver North Slope gas in tine
to offset any decline that is projected with regard to Cook
Inlet, at a price conpetitive with the current Cook Inlet price.
He returned attention briefly to the cost-of-service nunbers on
page 40.

10: 33 a. m

MR. LOWENFELS discussed potential configurations of a Valdez-
based LNG project, listed on a page that read:
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Potential configurations of the TAGS project

1. Stand alone at Valdez with LNG export only to
Asia (current TAGS configuration)

2. Stand alone at Valdez with LNG only to North
Anerica (4 bifid option just discussed)

3. In conmbination with an ALCAN pipeline project via
a Y-line to Valdez fromDelta Junction

4. Stand alone at Valdez with LNG delivery to both
North Anmerica and Asia (LNG supply hub in Val dez)

MR. LOVNENFELS said he doesn't like the term "hub,"” but |ikes the
idea of a supply area that can serve nultiple nmarkets. That is
what Valdez will beconme with an LNG project. He noted that the
third listed option wiuld be to Canada, and enphasi zed that these
options didn't exist 25 years ago, nor did the [indisc.].

MR. LOVWENFELS told nenbers an LNG "Y' or hub at Valdez clearly
has intriguing advantages. First, it is "basically ready to go."
It doesn't require waiting for a lot nore permts to nake a
corporate decision that the project nakes sense and so forth. A
smaller Asian project and a larger |lower-48 project than
previously contenplated are anong the possibilities. For
exanple, a 4-BCF/ D [LNG project could provide 1 BCF/D to Asia
and 3 BCF/D to North Anerica, or 2 BCF/D to each. There are any
nunber of changes. He went on to say, "The bottomline is, our
budget ... needs about 2 billion cubic feet of gas a day to be a
very good econom c project. Anything over that nakes these things
even better. Miltiple markets give us an opportunity.”

MR. LOVNENFELS expl ained that the project infrastructure would be
entirely within Al aska. He remarked, "We're anticipating 12 to
15 thousand [indisc.] constructing this project in ... Al aska.
And we expect that there would be 600-700 people working directly
with the project once it was conpleted. And you add on fromthe
potential spin-offs, spur lines, et cetera, and | think you're
tal ki ng about a much hi gher potential."

MR. LOVNENFELS told nenbers the international politics revolving
around the TAGS project versus an overland project are mnim zed.
He stated:

We do not have to worry about Canada. W m ght even be
able to induce the Mackenzie delta people to bring
their gas to Alaska, which is [indisc.], not the other
way around.

And certainly the flexibility to accommbdate changing
markets - in Asia, we have a sustained price; in North
Anerican markets, we do not. One mght develop, and if
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it does, we've got a system that can serve that
particular [indisc.]. So it's a very, very intriguing
change. W have beconme a multiple-market |ocation, as
opposed to a single-nmarket |ocation.

10: 36 a. m

MR. LONENFELS turned attention to a handout titled "LNG
Positives."” He noted that LNG is portable and can serve nultiple
mar kets. Alaska LNG offers diversity of supply fromthe world's
nost stable supplier to the Asian markets, which are quite

concerned about stability. M. Miraki had cone before the
| egi slature and insisted that the governor was wong, and that in
fact Asia does want Alaska's gas. Asia's long-term supply

projects are backed by 20-year contracts with the world's | argest
utilities, for exanple, whereas yesterday the CERA [ Canbridge
Energy Research Associates] consultant indicated a long-term
contract in the Lower 48 is about a year. Al aska has been an
extrenely reliable supplier to Japan for 32 years. Finally, al
potential TAGS configurations can use [ YPC s existing] permts.

MR. LOVNENFELS enphasized that YPC would willingly work with the
state, and woul d consider state ownership of a project. "W I|ike
the idea of a port authority,"” he added. "W |ike the idea of
transparency. W want the state to be involved in ownership of
this project [indisc.]."

10: 37 a. m

MR.  LOWENFELS concluded his visual presentation, saying the
fol | ow ng:

W believe that when you conpare the econom cs of
projects, you need to start with the sane daily vol une.
That's why we tal ked about 4 billion cubic feet of gas.
You have to nmake appl es-to-appl es conparisons, not only
in costs but in permtting tinmelines and engineering
tinmelines ....

2005 to 2010, the Asian LNG demand is easily large
enough to enable TAGS ... to reach its [indisc.] scale,
and the Asian LNG market 1is not based upon a
specul ative commodity pricing like the |ower-48-state
[indisc.] are. | nst ead, they [indisc.] | ong-term
contracts. These are the standard.

And, again, the TAGS project does not necessarily have
to rely upon the riskiest of the markets, which is the
| ower-48 states. Again, with our project, any gas sold

to the lower-48 states is gravy. For an overland
project, it's the actual neat and potatoes - it's the
whol e deal .
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So, in summary, we think that devel opnent of the North
Sl ope gas [has been and w Il be] chall enging. W' ve
got to take a | ook at project size [indisc.] econon cs
of shipping |large anobunts of gas to the Wst Coast, of
LNG are about the sane as the economcs of ..
shipping that sanme anmount of gas to the |ower-48
st at es.

An LNG project to the Wst Coast has to address the
i ssues of ANGTA, no question about it. An LNG project
is conpatible with [an] Al can H ghway project, with the
Foothills project. | don't think you' d want to
necessarily get to [indisc.] with a brand-new hi ghway
project; one's already been permtted, and we have very
strong feelings that, in fact, that particular project
has advant ages whi ch shoul d be taken advantage of.

And an LNG hub in Valdez allows Alaska gas to serve
mul tiple markets including the | ower-48 states, Mexico,
Asi a, and possibly nore.

10: 39 a. m

MR. LOWENFELS turned attention to his letter in packets to the
H ghway Gas Policy Council, dated April 10, 2001. He expl ai ned
that it had been sent to all the council's nmenbers. He stated:

This letter is an explanation of [an] analysis we did
of the Purvin & Gertz report which was submtted to the
State of Alaska and relied upon [indisc.]. W | ooked
at the Purvin & Gertz report, and we ... could not
believe that the nunbers they used for the LNG project
were the nunbers they used. They used generic nunbers
for an LNG project that was to be located on the
equator, where the efficiency is very bad, versus our
nunbers for an LNG project l|located in a very cold
climate, where the efficiency is extrenely high.

They ... wused generic cost nunbers, instead of the
exact cost nunbers which we have devel oped. They used
the wong nunber for the price of LNG fromAsia. There
are any nunber of things they did which, when we used
... their methodol ogy and went back in and corrected
the nunbers, we canme out with a conplete reversal of
the value of this project to the State of Al aska. And,
in fact, we canme out with a well head netback price for
an LNG project of over a dollar.

Now, |'m not suggesting that that's what ... the
wel | head price ought to be. But | am suggesting that
the Purvin & CGertz report was flawed. W' ve asked the
hi ghway council to ask Purvin & Gertz to cone back and
coment on our nunbers [indisc.].

JT NATURAL GAS PI PELI NE CMITE - 27- July 18, 2001



W' ve asked Purvin & Gertz to comment. We showed t hem

what we were going to submt to everybody. They
thought, for a little while, we were going to be a
client, and we had a little bit of cooperation. And

when it becane clear we were not interested in becom ng
aclient until we knew that the work that could be done
woul d be reliable, comunication [indisc.].

W woul d urge you, as part of your conparison, as part
of your analysis, to contact Purvin & Gertz and to ask
them to coment on our analysis of their report,
because we believe their report is extrenely flawed.
And they, in fact, have created a |lot of the hubbub
about this particular ability to bring gas down to the
| ower - 48 st at es.

W're not concerned about the fact that 40 |arge
conpanies - oil conpanies, pipeline conpanies - are
subscribers to this report. W are concerned that the
governor of the State of Al aska indicated at one point
that this report was influential in his deciding to
back the highway [route] over an LNG project. And if
that's true, then we'd better make sure that what's in
this report J[indisc.]; that's why we included our
analysis, and I would urge you - | would request, ask
you - to ask Purvin & Gertz [indisc.].

MR. LOVENFELS t hanked the committee.
10: 42 a. m

REPRESENTATI VE GREEN nentioned the flexibility to go to markets
in Asia and the Lower 48, as well as "off-take" in California.
He asked about the Northwest.

MR. LOWNENFELS answered that YPC would | ook at Mexico, California,
Oregon, and Washington. Currently, two sites are being pronoted
by Qutside conpanies in Mexico that have capabilities of serving
California. There is quite a bit of interest in serving the Wst
Coast either directly or [indisc.]. He said they are all
feasible to sone degree. There are obviously problens in
California with citing, as well as [indisc.] problens with noving
gas to the West Coast of the United States. [Indisc.]

CHAI RVAN TORGERSON asked M. Lowenfels to comrent on the Russian
gas to Japan and what influence that woul d have on the market.

MR. LOWNENFELS answered that it nibbles away at the Al askan
mar ket, just as LNG projects comng into the East Coast of the
U S., for exanple, nibble away at that market.

TAPE 01-6, SIDE A
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MR. LOVENFELS said [ YPC s] conversations wth Tokyo Gas indicate
"they're not all that pleased with the idea of having a pipeline

cone through Canada."” He added that there are still sone
international treaty problens and Japan is "still at war" wth
Russia. That is, therefore, not a "slamdunk"” project. It wll

challenge the ability of Alaska to get as large a share as
possi bl e.

CHAI RVAN TORGERSON clarified that he was referring to Sakhalin
LNG

MR. LOVNENFELS responded, "W kind of include that in our nunbers;
we think that's a 'go."'"

CHAl RMVAN TORGERSON commented, "They've upped their reserves to
sonmething like 86 trillion feet there in that basin. ... It's
conparable to Al aska, | suppose.”

MR. LOVWENFELS concurred, adding that it's another indication "as
to why we need to get into that marketplace.”™ He remarked that
t he Sakhalin project has phenonenal problens relating to ice and
the location of the fields to be connected, "not to nention the
geopolitical stability of the area.”

CHAI RMAN TORGERSON asked what YPC s nmjor barrier is to a
project's going forward and whether that barrier is getting the
gas fromthe producers.

MR. LOVWENFELS answered that once the producers conclude it is an
econom c project, "they'll Ilet sonebody else transport their
gas." He noted that there are questions about Prudhoe Bay that
need to be foll owed up on.

CHAI RVAN TORGERSON remarked, "Qur royalty isn't enough to sustain
your project.”

MR. LOVNENFELS r esponded:

Unfortunately, it is not. Now, | understand that there
are sone problens with [the] price ... we're able to
charge from our royalty gas, as well. [Indisc.] And
we keep hearing these secret nunbers. But it's kind of
inportant, | think, for people who want to try to buy
the gas to know what the state can sell it for

10:45 a. m

REPRESENTATI VE DAVI ES asked whether M. Lowenfels has an estinate
of the long-termprice of gas on the West Coast.

MR. LOVNENFELS said he did not; it is very hard to predict. He
added that in his office, there is a folder with ten statenents
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made by gas executives in the Lower 48 about desperately needing
the gas in Alaska to cone to the Lower 48, and that the prices
will be high enough to support that; at the bottom of those
statenents are the nanes of the individuals, [with the date]
1979. He said it takes 12 to 18 nonths for new gas supplies
[indisc.] to cone online.

CHAl RMAN TORGERSON asked whether there were further questions;
none were offered. He called an at-ease at 10:47 a.m and call ed
the neeting back to order at 10:51 a.m

Foothills Pipe Lines

10: 51 a. m

CHAI RVAN TORGERSON i ntroduced M. John El | wood. He stated his
understanding that Foothills Pipe Lines Ltd. ("Foothills") is
owned 50-50 by TransCanada PipeLines Limted ("TransCanada") and
West coast Energy Ltd. ("Wstcoast"). The chief executive
of ficers of both conpanies were present.

MR JOHN R ELLWOOD, Vice President, Engineering and Operations,
Foothills Pipe Lines Ltd., informed the comrittee that with him
were M. Dennis MConaghy, Executive Vice President |[Gas
Devel opnent] of TransCanada and Co- Chi ef Executive of Foothills;
and M. M ke Stewart, Executive Vice President [Business
Devel opnent] of Westcoast and Co- Chi ef Executive of Foothills.

MR. ELLWOOD offered a presentation based on a PowerPoint packet
distributed to nmenbers [titled "Al aska H ghway Pipeline Project
Update; original punctuation and capitalization is provided
unl ess bracketed.] [Much of M. Ellwod s testinmony was
difficult to discern because of the sound quality.] He discussed
t he agenda on page 2, which read:

Revi ew ANGTS Advant ages

Overvi ew of Al askan Benefits of ANGIS

Current Status

Wt hdrawn Partners |ssue

Open Access

Potential State Participation

Potential Gas Delivery to Southcentral Al aska
Path Forward to ANGST

Questions and Answers

MR, ELLWOOD next referred to a page titled "Al askan Northwest
Natural Gas Transportation Conpany Corporate Owmership,” and
mentioned a corporate entity point of view. He pointed out that
TransCanada and Westcoast would own Foothills; Foothills and
TransCanada would jointly owmn the Al aska Northwest Natural Gas
Transportation Conpany (ANNGIC), which holds the certificates to
build the Alaska portion of this project, whereas Foothills would
hol d the Canadi an certificates.
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VR.

ELLWOOD turned attention to pages that |isted the "ANGIS

Advant ages.” He addressed the first l|listed advantage, "Earliest
Timng," which read:

ANNGTC/ Foothills was selected by the United States and
Canada to construct and operate the ANGIS and have
secured the foll ow ng:

Federal Lands ROW /[ ri ghts-of - way]

Federal ROWon State | ands

FERC Certificate

NEB Certificate

US Corps 404 permts

Yukon ROW

British Colunbia Map Reserve

Each of these conponents could be expected to re}gyilr

e
18 to 36 nonths to secure after a green el d
application is submtted.

10: 55 a. m

VR.

ELLWOOD turned attention to the second ANGIS advantage,

"Fl exi bl e Framewor k, " whi ch read:

VR.

The ANGTS framework provides an existing, tested and
accepted franmework for expediting the delivery of ANS
gas to the Lower 48

Canada has repeatedly reaffirmed its intention to
ful fill its commtnments reflected in the ANGIS
f ramewor k

The ANGTS framework allows for updates to the existing
U. S. and Canadian regulatory franework to nodify the
project, including initial required shipping capacity,
the use of wupdated technol ogy, environnmental review,
open access and negotiated rate structure

The ANGIS sponsors are commtted to working with the
State, ANS producers and other potential shippers to
develop a project that achieves the comercial and
econom c objectives of all parties

ELLWOOD, referring to updates, explained that in Canada

[ Foothills] has expanded its pipeline facilities five tinmes since
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the original part of the project was conpl eted. Each was under
the [ANGST] regime, and each time [indisc.] up to nodern
st andar ds.

10: 56 a. m

MR, ELLWOOD di scussed the third ANGIS advantage, "Land Tenure."
[ The packet contained a map and sections addressing Al aska, the
Yukon, and North B.C.] He noted that in Alaska, there are 434
mles of right-of-way declared, both on federal and state |ands.
Approxi mately 200 mles are under active application at this
time. In the Yukon Territory, [Foothills] has declared a right-
of -way across the entire territory. And in northern B.C.,
Foothills holds "map reserves” in British Colunbia [indisc.].

MR, ELLWOOD di scussed the fourth ANGIS advantage, "Land Tenure,"
whi ch read:

Best alternative for delivering Al askan gas to the
Lower 48

Can be constructed with proven technol ogy

Has been extensively revi ened

Relies on existing infrastructure

WIIl mnimze adverse environnental effects

Delivers gas to Al askan consuners
MR. ELLWOOD noted that the extensive review has included
environnmental and technical review Regarding the existing
infrastructure, this project doesn't require constructing major
new r oads, for exanple.

10: 58 a. m

MR, ELLWOOD addressed the final ANGIS advantage, "Best Access to
North American Pipeline Gid," which read:

Access to the North Anerican grid enhances the success
of the Al aska Hi ghway Pi peline

Foothills, TransCanada and Wstcoast have built and
operate nost of the gas pipelines in Canada

O fers expanded narket opportunities for Al aska Gas
Foothills, TransCanada and Westcoast recognized as

experienced, reliable and cost effective pipe builders
and operators.
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MR, ELLWOOD noted that "expanded market opportunities for Al aska
gas" includes reaching all North Anerican market centers by going
through facilities that "ourselves or our shareholders own or
participate in."

10: 59
MR, ELLWOOD turned attention to "Al askan Benefits,” noting that
[the conpanies] had conm ssioned a study some tine ago under a
joint venture between a Calgary conpany and an Anchorage conpany
to | ook at economc inpacts and benefits; their results indicate
the followi ng [provided in packet]:

Based on $3 to $5 mmbtu gas price range over 25 years

Increase in Goss State Product $55 to $122 billion

| ncrease in enpl oynent 26, 000 person years

Increase in state and | ocal gov't
revenues $12 to $29 billion

I ncrease in gross revenues for
Al askan Producers $36 to $103 billion

Gross revenue gains to Gas
Producers through earlier
(3 years) connection $4 to $12 billion

MR. ELLWOOD paraphrased from the next page, "Current Status,
ANGTS Update,"” which read:

Finalizing state lands right-of-way [in Al aska]

Negotiating a Menorandum of Understanding with Joint
Pipeline Ofice

Conti nui ng di al ogue wth:
Governnent officials in Otawa and WAashi ngt on
Abori gi nal Conmunities
ANS Pr oducers
ANNGTC Wt hdrawn Partners

11: 00 a. m

MR, ELLWOOD turned attention to "Current Status, Di scussions with
Gas Producer s/ Shi ppers,” which read:

Ongoi ng di scussions with North Sl ope Producers
Cont act with other interested parties such as

expl oration and devel opnent conpanies [active on the
North Slope but which don't yet hold any reserves],
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power generators and power marketers

MR,  ELLWOOD next discussed the page titled "Current Status,
Di scussions Wth Aboriginal Conmunities,"” which read:

Continuing to build upon ©positive relationships
Foothills has devel oped over two decades

Bui | ding support through discussion of the conmunity
benefits of pipeline devel opnent

MR, ELLWOOD par aphrased fromthe page titled "Wthdrawn Partners
| ssue, " which read:

ANNGTC Wthdrawn Partners have right to recover nonies
under certain circunstances

It is recognized that the Wthdrawn partners issue
needs to be addressed in the overall comercial
resolution of this pipeline devel opnent.

This is an issue between ourselves and the Wthdrawn
partners

The process to re-enlist Wthdrawn Partners has begun
and although in the early stages, so far we have seen
SOome encour agi ng signs.

MR, ELLWOOD explained that originally there were 11 partners in
the Al aska Northwest Consortium but the only two remaining are
Foothills and TransCanada. Those [withdrawn] partners have a
right to recover sone noney.

11: 02 a. m
MR, ELLWOOD next addressed "Qpen Access,” which read:

Alaska’s interests best served by continued gas
expl oration and devel opnent

Access to pipeline vital to E&P activity

Financing for the initial pipeline will require |ong-
term shi pping contracts

Addi tional future capacity provided by:
Addi ti onal conpression
Loopi ng
Conbi nati on of both

Addi ti onal capacity will be available to all [shippers
and second-generation producers] on an open access
basi s
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As a pure pipeline service provider, it is in
[Foothills'] interests to provide expanded capacity to

neet demand

11: 04 a. m

MR,  ELLWOOD addressed "Potential State Participation,”™ which

read:

We understand the State is |ooking at ways to directly

participate in a pipeline devel opnent

There are several ways the State could participate in

t he ANGTS
As a | ender or guarantor
As a shi pper

As an equity partner

ANNGTC/ Foothills would consi der discussion of these or

other matters of interest to the Stat

Gas to Sout hcentral Al aska

e

Current gas denmand in Southcentral is approximtely 220

Bcf per year

This volunme could be delivered via a 16-inch spur |ine

connected to the ANGIS near Fairbanks

As a pure pipeline service provider,

it

is in Foothills

interests to serve additional supply and narket areas

whenever it is economc to do so

MR, ELLWOOD clarified that there is no particular point chosen
for a connection to the ANGTIS near Fairbanks.

11: 05 a. m

MR ELLWOOD addressed "Path Forward for ANGIS," which read:

Foothills

Continuing to work toward goal of comercial alignnent

with Producers and potential Shippers

Finalizing state | ands ROW

Bui l ding support in Canada for two stand alone arctic

pi pel i nes

Recommendations to Joint Committee
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Publicly encourage gas producers and pipeliners to
bring collective strengths to the table and accelerate
devel opnment of the ANGTS

Support the <conclusion that only ANGIS neets the
Governor’s goal of wearliest possible start for the
pi pel i ne project

MR. ELLWOOD thanked the conmmittee and offered to answer
questi ons.

CHAI RMVAN TORGERSON asked the presenters to talk further about the
di scussions with the producers, including what barriers they see
right now regarding [ ANNGIC/ Foothills] "com ng together with the
ternms. "

AN UNI DENTI FI ED SPEAKER, apparently on tel econference, nentioned
endeavoring to have collaboration in order to have them better
understand the nerits of the ANGIS [indisc.].

CHAI RVAN TORGERSON asked whether the wi thdrawn partners are an
issue to them al so, and whether that is a barrier.

THE SAME UN DENTI FI ED SPEAKER answered that it is an issue
[indisc.].

CHAI RVAN TORGERSON asked the speaker to briefly mention Mackenzie
Valley. He requested verification of his understanding that the
speaker is involved in at l|least a proposal to build a pipeline
out of there.

THE SAME UN DENTIFIED SPEAKER said Foothills itself 1is not
[indisc.] engage in a line from the delta to [indisc.] for a
pi peline. Both TransCanada and Westcoast separately are | ooking
at the possibility [indisc.].

11: 08 a. m

CHAI RMVAN TORGERSON noted that "alnost everyone's had their
opinion of which route goes first and the inpact to the other
route.” He requested conment on that.

AN UNI DENTI FI ED SPEAKER said he'd heard with interest sone of the
questions and coments about what is going on in Canada,
i ncludi ng a suggestion that FERC regul ate the pipeline in Canada.
"I don't see that happening," he said. He added that there is a
dynam ¢ going on here: Canadi ans, including the governnment and
certain comercial proponents, are actively looking at the
devel opnment of the Mackenzie delta [indisc.]. When | ooking at
t hat devel opnent, probably three or four things wll drive it.
One is "producibility."” In Alaska, 7 BCF/ D today is being
reinjected back into Prudhoe Bay; that is ready to go, under the
ri ght econom c conditions. By contrast, that doesn't exist in
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the Mackenzie delta. He stated:

Probably - in our opinion - two to perhaps upwards of
five years of exploration and devel opnent activity ...
is going to define both the scope and timng of that
devel opnent .

The second large issue is the regulatory process.

There are 13 or 14 over | appi ng regul atory
jurisdictions. There are required permts [indisc.]
devel opment up the Mackenzie Valley [indisc.]. By our
count, sonmewhere in the neighborhood of 425 individual
permts in the group are [indisc.]. That regul atory
process needs to be permanent. But the good news is
that the regulatory agencies are starting discussions
about harnoni zing that regulatory process. But the
reality is that you [indisc.]. Sonetimes you get that

clarified, and that's absolutely the key to anybody
proceedi ng down a path of trying to permt a pipeline.

Then | think the third issue is that it's very well
known and well reported in the nedia what the
aboriginal groups' aspirations to participate and
per haps even legally own and operate a pipeline up the

Mackenzie Valley. ... From our perspective, we ...
recognize that First Nations participation wll be a
part of [indisc.]. How that is actually achieved is
going to take sone tine, and | think you ve seen that
the groups are not conpletely aligned. ... That's going
to take timng, and | think that's ... one of the risk
el enents to the conbi ned "over the top/up the Mackenzie
Val | ey" concept, if you wll, that really underscores
what | would view as a conpounding [indisc.]. It's
very much ... timng and econonics.
11: 11 a.m

AN UNI DENTI FI ED SPEAKER said [indisc.]. The two resources both
have to cone to market and [indisc.] be thought of as crowding
each other out. The only other observation is that Mackenzie
Valley [indisc.] is largely self-contained. He said he believes
there is an opportunity for themto "get their act together" over
the next 12 to 18 nonths. He nentioned Al aska and being as
expedi ti ous as possi bl e.

11: 12 a. m

REPRESENTATIVE GREEN referred to testinony the day before,
mentioned in the newspaper that norning, that there could be sone
resistance in Canada to this sort of pipeline. He asked what the
feeling is about that either being the case generally or being
any kind of obstruction.
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AN UNI DENTI FI ED SPEAKER asked whether that was to a highway
pi peline. [There was no audible response.] He said he believes

there are sone parts to that. No doubt, the federal governnent
in OQtawa hopes it [indisc.]. There is a potential of "regiona
devel opment inplication and benefits, [indisc.] devel oping

reserves in the Mackenzie [delta] area."”

THE SAME UNI DENTI FI ED SPEAKER conti nued, saying he believes it is
al so pretty clear in Gtawa that energy has not been an issue for
perhaps 15 years. However, the price has gone up in the past 12
nont hs; although it has subsided a bit, it has rekindl ed energy
as an issue on the "political stage" in Otawa, which is just
"getting nmobile" in this regard.

THE SAME UNI DENTI FI ED SPEAKER pointed out that there is a treaty
in place between the two countries, but the [U S.] governnent

hasn't yet asked [Canada's] federal government about it. He
st at ed:
[It is] my view - it would be a very strong one - that
if asked, the Canadian governnent is going to live up
to the treaty that exists. Now, in terns of
resistance, you could ... look at that ... in a
regulatory permtting sense. Clearly, starting and
usi ng what we have, the existing approval, is going to

mtigate against resistance that could arise in a green
field application, from an environnental side and from
a conpetitors' [indisc.].

ANOTHER UNI DENTI FI ED SPEAKER nenti oned using the ANGIS [indisc. ]
and getting [indisc.] to narket. By contrast, there are other
formul ati ons wherein all the issues about how Canada will respond
to bringing Al askan gas across [indisc.]. That's a nuch nore
form dabl e undertaking. He said the treaty isn't going to assign
the various conditions involved in [indisc.] lived up to by the
Canadi an gover nnent.

CHAI RMVAN TORGERSON noted that the previous day there was a
presentation by a representative from Canbridge Energy Research
Associ ates, who was tal king about potential political conflicts
between the State of Al aska and the Canadi an governnent - to his
own understanding, mainly because of "our" opposition to the
"over-the-top" route. Chai r man Tor ger son sai d t hat
representative had no response to his question about "the premer
of Alberta saying 'no pipeline unless | steal all the liquids.""
He said that is the sane thing. All the governnents have
responsibility to constituents to get the highest and best use.
Chai rman Tor gerson went on to say:

So when we exercise our rights, then we're considered
to be - in his view - counterproductive to what's
happeni ng in Canada. But we also know there [are]
other premers that tried to block the Al aska route and
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went to Otawa to ask for legislation to block the
Al aska route until the Mackenzie delta [project] was
built. And that's also public know edge.

He was referring to that, and | think that's what
Representative Green was tal king about, the perceived -
at least in his thoughts - conflict between the State
of Alaska and ... the Canadi an governnent. ... Again,
don't see that; | see us as doing things that we think
[are] right for Alaska, no nore than all the rest of
them are, and it's part of the mx when you sit down
and try to work these things out.

AN UNI DENTI FI ED SPEAKER r esponded:

When | get confronted with that, that there's no doubt

that there is sonme sentinment in Qttawa that disagrees

with the |l egislative approach that [indisc.] have taken

here in Al aska, [indisc.], that, to nme, is just kind of

bristle and background noise that | think ultimtely
is irrelevant.

Wen | say to the people in OQtawa, about the debate
over the routing - and | [indisc.] this to the energy
mnistry - is just go up to Alaska and talk to a few
[indisc.]. You'l |l find out what people think about
routing. And | know, Senator, you were in Alberta ten
days ago. And vyou've seen the benefits of what

devel opment of the natural gas industry and val ue-added
industry [indisc.] in that and do to an econony over a
period of tinme. And I think it's pretty sinple, in ny
m nd, how to counter that.

In terms of Premer Klein, | think Premer K eins
statenents about having to say about where the Iiquids
are processed - and [indisc.] saying "extracting ny
fair share on the way" or sonething like that? - | view

that as a way of engaging in the issue and staking a
claimthat he wants to be part of the debate.

| think the analysis isn't that the Al berta governnent
has [indisc.] at stake, in an ownership sense .... The
Al berta governnent wasn't in interested in seeing
[indisc.] getting access to those liquids in a market
sense to make better use of the existing infrastructure
that's in Alberta. And I think he ... could have been
perhaps nore judicious in his choice of words; but
that's what that was about.

11: 18 a. m

ANOTHER UNI DENTI FI ED SPEAKER added (indisc). He nentioned
including optimzing the existing ability in Alberta and in the
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infrastructure that takes gas from Alberta to the Lower 48. He
said the advent of Al aska gas will be "useful and synergistic to
how that infrastructure is currently being used.” He offered
that regarding the interests of Alberta on the liquids issue
"the alignnment will let the market decide.” He added:

They do have a fundanental alignnment that | think can
be built on. Again, that goes to the issue of
[indisc.]. And sonme of our conpanies have had a |ong
... experience with extraction issues, and although the
Al berta governnent [indisc.], | think they fully
understand the notion of [indisc.] and how those
deci sions are going to be made.

CHAI RVAN TORGERSON clarified that he doesn't blame the premer
for what he did. He then said:

He has certain avenues available to raise red flags
when he wants nore val ue added in his -- as well as the
State of Alaska and the Yukon ... the Northwest
Territories, and all four are using whatever tools they
have ... to nake the highest and best use for ... their
particular constituents. ... | nade that clear through
his chief of staff at the neeting that you fol ks set up
for nme, that ... cane by and visited with us there. So
we'l | have nore business with [them] a little later on.

11: 21 a. m

REPRESENTATI VE DAVIES referred to a conmment nade earlier by the
producers that the sinultaneous construction of a [Mackenzie]
Val l ey and highway pipeline would tax North American resources
and perhaps world resources. He asked, "Do you concur with that?
Is that a substantial issue?”

AN UNI DENTI FI ED SPEAKER concurred that sinultaneous construction
of two such projects would be very difficult to achieve, given
the capabilities of the pipeline construction industry in North
Anerica. He said it would be far better to sequence the two, one
behi nd the other.

REPRESENTATI VE DAVIES referred to the state ownership issue. He
asked, "Do you see any real opportunities for the state to add
value to your proposal? O is that just sonething that you are
willing to consider for political reasons?"

THE SAME UNI DENTI FI ED SPEAKER r esponded:

| think we've said in our presentation ... we are
willing to consider it. | think both of our respective
conpanies would cone from... the view that governnent

ownership is not the preferred way to go. But if that
was what was required to actually nake sonething go
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[indisc.], that would be considered.

Qur experience, ... and the conpany of Wstcoast, is
that we don't want to have governnent involvenent nake
an uneconom c project economc. This project has to be
economc to start with. [Indisc.]

AN UNI DENTI FI ED SPEAKER said the state has a legitinate interest
in how the final [indisc.], but other dinmensions of equity
ownership are available to the state [indisc.].

11: 24 a. m

REPRESENTATI VE GREEN returned to the topic of gas |iquids. He
noted that the producers are tal king about a significant pressure
to keep the gas liquids in a gaseous phase. He asked, "If that
weren't required - for exanple, if we were to withdraw those in
the state and ship dry gas - we wouldn't need that high a
pressure; therefore, we wouldn't need ... the technology for
st eel . Wuld that significantly reduce the cost and ultimtely
t he netback to the state?"

AN UNI DENTI FI ED SPEAKER answered that it certainly could change
the capital costs of a project. Lower pressure would require a
reduced wall thickness of the pipe, which is cheaper to buy.
Whet her it changes the total, however, is not so clear because it
al so reduces the volune that can be put through the pipe.
[ 1 ndisc.]

REPRESENTATI VE GREEN replied that he certainly subscribes to
that. However, the concern he'd heard expressed was not know ng
where the kind of steel needed [for higher pressures] can be
obtai ned, or what kind of mll would be necessary. He said he is
thinking there is another way around it, which may be to reduce
the pressure.

11: 26 a. m

REPRESENTATI VE CGREEN noted that in the U S., FERC and other
agencies limt the anmount of transportation or pipeline tariff to
be paid. He commented that "tariff" is a sensitive term in
Al aska because of the TAPS |line, and added:

There wasn't a garden-variety-type determnation; it
was depending on arms-length-type of sales. ... You
have a producer that [transmts] and then it goes to
his refinery. So "tariff" was a real difficult thing
to determine [and] has always been a point of
conjecture. It hasn't been so with gas lines. And I'm
wondering if Canada has that sanme sort of a regulatory
reginme that would limt the amount of tariff that would
be charged - a percentage.
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AN UNI DENTI FI ED SPEAKER conmment ed on gas |iqui ds:

Qur analysis would indicate that nore nodest pressures
will still carry a significant quantity of liquids off
the North Slope. ... [Indisc.] probably get us into the
range where we're carrying very large quantities of
liquids off the North Slope [indisc.]. Cool ing the
liquids may be able to be stopped; you could argue it
can be done [indisc.].

ANOTHER UNI DENTI FI ED SPEAKER said on the tariff side they fully
expect this would be a negotiated tariff between equity owners
and shi ppers. [ ndisc.] "W do have experience with how this
wor ks, " he added, citing a project that went into operation |ast
fall between northwestern British Colunbia and Chicago, which to
date is probably the |argest natural gas pipeline project built
in North Anmerica; it has a negotiated toll structure. He
suggested that when pipeline conpanies own pipelines, there is a
nat ur al bal ance of commerci al interests from a financial
per specti ve. Al t hough not having exact terns in mnd, they
expect it would be sonme negotiated toll structure based on | ong-
term shi pping agreenents to provide appropriate bal ance between
risk and [indisc.].

[ ANOTHER UNI DENTI FI ED SPEAKER added some indi scernible conments
about interests in the pipeline.]

REPRESENTATI VE OGAN referred to comment that they don't foresee
FERC regqgul ati ng Canada. He asked whether that is addressed by
the treaty, for exanple. He asked what the presenters envision
and how the treaty fits in.

AN UNI DENTI FI ED SPEAKER replied that the Northern Pipeline
Agency in Canada would regulate construction of the Canadian
portion of it. Wien it goes into operation, NEB would regulate
t he ongoi ng operation, and FERC woul d do the same in Al aska.

ANOTHER UNI DENTI FI ED SPEAKER expressed confusion regarding
coment s made about ANGTA by the FERC representative the previous
day. The wunidentified speaker said the ANNGIC - of which
Foothills and TransCanada are the active partners - has a
conditional FERC certificate under ANGTA. And to suggest that
there is no application in front of FERC with respect to ANGTA,
he believes goes contrary to fact.

11: 31 a.m

CHAI RMVAN TORCGERSON asked, "If the producers file wunder the
[Natural] Gas Act for a right-of-way, are you folks going to
proceed to represent your interests at court or through | egal
action?"

AN UNI DENTI FI ED SPEAKER answered by first referring to the
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conpani es before the conmttee that day. They have been at this
since the md-1970s, have spent a fair bit of noney, and have
waited a long tinme, he said. Not only do they believe they have
sonething worth sone commercial value, but they truly believe
that if the desire is to expedite construction of a pipeline from
Al aska, wusing the ANGIA framework and building on what is in
pl ace [indisc.]. He said there are comercial interests to
protect. He added:

W have very strong legal views, ... from our
perspective, of what rights we enjoy under the
deci sions and approvals that were rendered in the late
1970s. W have a view about whether or not an
application could be heard under the Natural Gas Act.
W have a very strong view as to whether or not anybody
el se can get past us to the ANGTA franework. And ..
our view would be ... that we don't want to go down
that road. W think it's in the interests of everybody
to coll aborate and build on what we have.

ANOTHER UNI DENTI FI ED SPEAKER nentioned coll aboration and people
hol ding the keys to an expedited regulatory treatnent, saying he
believes there is an inevitability about it. He al so nentioned
timng, as well as regulatory and |egal foruns under the ANGTA
reginme. [Indisc.]

CHAI RVAN TORGERSON suggested it is to nobody's benefit to take
this to court, which would delay it. He asked whether there is
any way to expedite a decision from FERC. He noted that there
may not be an application until ©March or April. He asked: I's
there a process through which FERC can formally be asked sone of
the questions on the routing, for exanple, or does it just
require waiting and seei ng?

AN UNI DENTI FI ED SPEAKER answered that wth respect to the
devel opnent of ANGIS, no decision is needed. It is authorized.
"They have issued their certificate to us,"” he added. Not i ng
that there potentially will be anendnents, he said those can only
cone after the comrercial deal is pulled together, and after the
full project scope is understood. "Nothing is needed from FERC
at this point," he reiterated.

REPRESENTATI VE DAVIES first requested elaboration about the
rel ati onship between FERC and [indisc.]. He asked how they wl|
coordi nate once things are up and running. Second, he asked what
the presenters’' stance is now with respect to their discussions
with the producers. He asked, "Have you nade an offer to them
or ... are you waiting for themto do their due-diligence process
they're going through, and then see where that shoe | ands?"

TAPE 01-6, SIDE B
AN UNI DENTI FI ED SPEAKER nentioned all the things necessary to
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make this happen, saying a nechanismrelating to the treaty wl|
hel p to achi eve that.

ANOTHER UNI DENTI FI ED SPEAKER added [indisc.], nentioning the due-
diligence process of finding alternatives, the need for nore
col | aboration, and the need to have a better understanding of the
relative nerits "of our alternative" in order to help them
expedite their comng to ternms with the routing sel ection.

CHAl RMAN TORGERSON thanked the presenters and announced that
there woul d be a short at-ease.

Al aska North Sl ope LNG Sponsor G oup

11: 40 a. m

CHAI RVAN TORGERSON announced that next the committee would hear
from the [Alaska North Slope] LNG Sponsor Goup ("Sponsor
G oup”), conposed of Phillips Alaska, 1Inc., BP Exploration
(Alaska) Inc., Foothills, and Marubeni Corporation.

MR. STEVE ALLEMAN, Commercial Manager, Alaska North Slope LNG
Project, noted that present was M. Ceorge Findling. He inforned
nmenbers that both he and M. Findling are residents of Anchorage,
enpl oyed by Phillips Petroleum Conpany; however, he hinself was
speaki ng as the commerci al manager for the Al aska North Sl ope LNG
Proj ect.

MR. ALLEMAN referred to presentations to the House Special
Committee on Ol and Gas on February 27, 2001, and to the Senate
Resources Standing Committee on April 7, 2001. He noted that the
Sponsor G oup had indicated it is in the mdst of Stage 2
activities, scheduled for conpletion by the end of this year.
Al t hough nost of those activities are still works in progress, he
woul d of fer an overvi ew of ongoing LNG efforts. He stated:

The Sponsor G oup ... began working in October of 1998
to try to make an Alaskan LNG project economcally
vi abl e and cost-conpetitive in the market. Phillips,
BP, Foothills, and Marubeni ... are the current and

ongoi ng sponsors in this LNG effort.

From the very beginning, we have maintained a strong
mar ket focus. Most of our sponsors have personnel
living and working in East Asia. W have | ongstanding
LNG market relationships that allow us insight into
what the marketplace is saying.

For example, wearly in Stage 1 we challenged the
conventional wi sdom that an Al askan LNG project has to
be sized at 14 or nore mllion tons per year. Qur
mar ket evaluation indicated that we needed a smaller
project to give us the best chance of getting a toehold
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inthis fiercely conpetitive LNG mar ket pl ace.

So the focus of the Stage 1 technical work was to
innovatively redesign a smaller market-entry project
where costs could be deferred and overall risks reduced
and vyet still be expandable later as ... demand
[grows]. The result was a 7-8 mllion tons per ... year
design, which we currently estimte would cost about $5
billion wthout ships. This market-entry project is
the basis for our point-forward worKk.

Through our ... personnel in East Asia, we are quite
aware that the East Asian market is very interested in
Al aska LNG There is no nyth or nystery about the
positives that the market sees in LNG from Al aska. But
we are also very aware that this is only part of the
story. The nore crucial question is: Under what
conditions would the nmarket nove from interest in
Al aska LNG to commtnent to purchase?

11: 43 a. m

There is significant East Asian LNG conpetition in the
form of potential and in-progress |arge expansions and
new grassroots LNG plants. As we detailed in our
presentations during the session, there are over 60-80
mllion tons per year of potential LNG projects
fiercely conpeting for 20-40 mllion tons of East Asian
LNG denmand that is projected to be needed by the end of
t he decade.

Unfortunately, Alaska is not yet cost-conpetitive with
the majority of these other LNG projects on a unit-cost
basi s. Further, we cannot yet denonstrate an
economcally attractive capital payback project wth
assunptions that are reasonably saleable to the narket
[or] to the investors. This all cones back to Al aska’s
uni que conpetitive disadvantage: the 800-mle gas
pipeline to tidewater

As to where we are today, the LNG Sponsor Goup is in
the last half of its Stage 2 work program In Stage 2,
we are using the Stage 1 market-entry project design

and working on primarily comrercial - but also
technical - ways to reduce costs and risks. oo Ve
expect to conplete these deliverables on schedule, by
the end of this year and within our $3 mllion budget.

These efforts include continued engineering design and
cost optimzations that have already identified over
$400 mllion of additional capital-cost reductions in
this stage.
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The LNG Sponsor Group is currently evaluating synergies
around sharing facilities with a southern-route | ower-
48 pi pel i ne. There are cost-savings opportunities in
the gas-treating plant and the pipeline transportation
and conpression from Prudhoe to the takeoff point.

W should also keep in mnd that while sharing
infrastructure wll reduce costs, it wll not elimnate
[then]. The costs for treating and transporting would
be realized either as capital or as fees [indisc.] W
are in the mddle of that evaluation, but intuitively
we don’'t expect sharing alone to elimnate the
conpetitive di sadvantage of the pipeline.

We mentioned during session that we have already | ooked
at the potential value of a joint public-private entity
in Stage 2 and have found no conpelling advantage to
such a joint project at this tine. W have
communi cated this as part of our ongoing discussions
with the [ Al aska] Gasline Port Authority, expressing to
them in part, that any benefits .... passed to private
enterprise will then also be [taxable].

Further, public borrowing rates are unlikely to offset
private entities' potential tax deduction of interest
and depreciation. I would hasten to point out that
does not preclude a public entity from developing a
conpetitive [project] on its own.

Also ongoing is an evaluation of Kkey risks and
mtigation strategies for this project. VWile this
work is not finished, there have been no ... big
surprises to date. R sk itens such as price, price and
cost escal ation, cost overruns, and other expected risk
factors that are typical for any project of this size
and magnitude are also very much a part of this LNG
proj ect.

While nuch of our Stage 1 focus was on East Asian
mar kets, we are currently exploring the potential for
alternate markets in the Lower 48 and Mexico. That
effort is also in md-cycle review and is on schedul e
for tinmely conpletion. W expect to find that the
California[-Mexicol] market 1is subject to the sane
mar ket forces and that all other gas sources, including
LNG inport projects, wll do their part to nmake
this market fiercely conpetitive.

Wth this California-Mexico nmarket focus, we have not
forgotten about East Asian nmarkets in our Stage 2
efforts. Mar ubeni continues to staff our Market
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Liaison Ofice out of Tokyo to gather feedback and
respond to narket questions. W are also in the
process of analyzing other conpeting ... LNG projects
into East Asia and how these projects are estinated to
conpare to our efforts on a cost-of-service basis.
That evaluation is on schedule for conpletion by the
end of the year.

However, as we presented during session, Al askan LNG
has a long way to go to be cost-conpetitive,
particularly on a wunit-cost basis, into East Asia,
primarily because of the 400- to 800-mle buried Arctic
pi peline. The industry benchmark for capital cost per

mllion tons per annum (MIPA), excluding ships, is
reportedly around $250 nillion per nmillion tons per
annum (per MIPA). Because of the pipeline, unit costs

for our Al aska LNG stand-al one project are above [$600
mllion per MIPA].

Finally, an externally gener at ed envi ronment al
assessnment for permtting the N kiski route is nearing
conpletion. Once that work is done, we will devel op an

overall permtting strategy for expeditiously noving
forward with either the N kiski or the Anderson Bay
route and site, if market conditions and cost
conpetitiveness inprove to the point of initiating a
project. Wile that external work has slipped about a
nont h behind our schedule, it is still expected to be

conplete [prior to the end of Stage 2].

| tried to be quick, but hopefully this overview wll
give you a flavor for our past and ongoing efforts with
the Sponsor G oup. As stated, we fully expect to
conplete our Stage 2 work on tine and w thin budget
before the end of this year. Once we have all of our
results, we will then be in a nuch better position to
determ ne what, if any, next steps nake the npbst sense
for LNG

11: 48 a. m

REPRESENTATI VE GREEN asked whether M. Alleman or M. Findling
was present during the YPC presentation. [ There was no audible
answer . | He asked why there are such divergent views regarding

LNG

AN UNI DENTI FI ED SPEAKER answered that it relates to different
views of the marketplace. [Indisc.]

REPRESENTATI VE GREEN said YPC had shown a rather

He asked whether, in M. Alleman's estinmation, that cost

start

to subside because of the additional supply of
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AN UNI DENTI FI ED SPEAKER replied, "W're not discouraged by what
we're seeing ... in the LNG marketplace [indisc.]." He
acknow edged that it is conpetitive, there are a ot of different
projects, and it could be expected to have sone pressure on
[indisc.].

ANOTHER UNI DENTI FI ED SPEAKER expl ai ned what he believes is the
fundanmental difference:

W see an [indisc.] oversupply in marketing to Asia,
and that oversupply | ooks nore cost-conpetitive than we
are. W just don't think the market, the buyers, are
going to opt for a higher cost abroad until that | ower-
cost [LNG has been cleared out.

11: 50 a. m

REPRESENTATI VE PORTER asked M. Alleman to expand on the idea
that port authority or state ownership didn't seemto pencil out
because of an offset in depreciation, for exanple. He said he'd
t hought the tax break and benefit would be substantial, whereas
it sounds as though it is not.

AN UNI DENTI FI ED SPEAKER restated the question, asking how it is
that a public entity, which has a tax exenption, would not add
val ue to a project.

ANOTHER UNI DENTI FI ED SPEAKER answer ed:
The reason is, is that what we were |ooking at was a

col | aborative project between an entity like the port
authority - or some other governnental authority that

had tax exenptions - and a private entity like
our sel ves.

And the ... inability to have benefits conmes from the
fol | ow ng: Even if the revenues from the project are
exenpt from the income taxes [indisc.], when they try
to pass benefits for that to us, in sone form or

fashion, it becones taxable incone to us. So what they
were saving on one side may end up being an incone tax
on the other. So when you take the whole enterprise
together, the tax savings here turn into tax [indisc.]
there, and the overall project isn't [indisc.].

Now, what Steve [Alleman] nentioned in his testinony,
that doesn't address the issue of where the public
entity does the whole thing [itself]. It keeps those
tax benefits for [itself] and doesn't try to pass them
on to private entities. So we were |ooking at a narrow
case of a ... cooperative project, and that's where the
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tax benefit can be [indisc.], tax relief.

AN UNI DENTI FI ED SPEAKER said that doesn't include any other
conbi nati ons or sone type of averages.

ANOTHER UNI DENTI FI ED SPEAKER replied that [indisc.] a tax ruling
that the tax exenption goes because of the fundanental
governnmental [indisc.].

11: 53 a.m
CHAl RMAN TORGERSON asked whether the partners in the study also
will be partners in the project, and whether that decision had
been nmade.

AN UNI DENTI FI ED SPEAKER answer ed:

The way we have our project defined right now is that
we buy gas from the producers, build and own a gas-
treating facility, own the gas pipeline, owm the LNG
facility and the ships. There's several different ways
to do that, ... but [indisc.] cone in and own the
pi peline - as you heard the question today, about "t hat
may be a nore effective way to do it." So that hasn't
been settled to date, exactly how that ownership
[indisc.].

CHAI RVAN TORGERSON, for scheduling purposes, noted that M.
Al'l eman had said the Sponsor G oup wouldn't have nuch nore data
until the end of the year to share with the coomittee. He asked
whet her that is accurate.

AN UNI DENTI FI ED SPEAKER said he would be glad to |et Chairman
Torgerson know i f sonet hi ng becane avail abl e.

11: 54 a. m

REPRESENTATI VE DAVI ES asked: Suppose there were a 50-50 equity
partnership [indisc.]. Wuldn't the 50 percent of the equity
that canme to the state be subject to that tax advantage and, in
fact, bring the overall cost of the project down?

AN UNI DENTI FI ED SPEAKER responded that Representative Davies was
correct. He added that the piece [the Sponsor G oup] was | ooking
at was where the port authority would provide a financing vehicle

and, by doing so, [indisc.] sone tax advantages to "us." The
fundanmental theory wasn't that [indisc.]. The idea was "to try
to pass as much benefit, to nake the project nore attractive to
us, and to [indisc.]." He added, "But you're correct: t he

expenses that a governnental entity [indisc.] the equity, those
revenues that are derived fromthat [indisc.]."

11: 55 a. m
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CHAl RMAN TORGERSON asked whether there were further questions;
none were offered. He thanked the presenters, then announced
that the commttee would take a |unch break until 1:15 p. m

Al aska Gasline Port Authority

TAPE 01-7, SIDE A
1:15 p. m

CHAI RVAN TORGERSON noted that there was only a half hour for the
follow ng presentation; he suggested it may be necessary to
continue it during the Fairbanks neeting [in August]. He
reported that interesting discussions during the break wth
menbers had changed sone of his own thoughts on "what their
authority was."

AN UNI DENTI FI ED SPEAKER noted that a nenber of the Al aska Gasline
Port Authority group is the mayor of Fairbanks, Rhonda Boyl es.

MR. CHARLES E. COLE, Vice Chairnman, Al aska Gasline Port Authority
(AGPA), came forward, noting that he was speaking at the request
of George Ahmaogak, Sr., mayor of the North Slope Borough
[chairman of AGPA]. He introduced the follow ng people: R gdon
Boyki n, senior partner in the national and international law firm
of O Melveny & Myers, LLP; and Brent Surpy (ph), senior vice
presi dent of Bechtel Corporation.

1:16 p. m

MR. COLE infornmed nenbers that AGPA, forned pursuant to Al aska
Statutes in Cctober 1999, is conposed of the North Sl ope Borough,
t he Fairbanks North Star Borough, and the Cty of Valdez; it was
ratified by the electorate of each of those communities in
Oct ober 1999.

MR. COLE explained that AGPA's initial ordinance provided for
ownership and construction of the gas line; that was the
principal idea, with the prem se of distributing the net revenues
of the ownership of the gas line as follows: 60 percent to the
State of Al aska; 30 percent to all comunities throughout Al aska,
with a mninmum contribution annually of $50,000; and 10 percent
remai ning with AGPA. Under its present concept, AGPA would use
that 10 percent to reduce the cost of energy to outlying rura
districts in Al aska.

MR. COLE addressed AGPA's m ssion. Beyond the previous
description, the fundanental mssion is to enable the devel opnent
of ANS gas to the nmaxi num benefit of all Al askans. Omnership of
the pipeline by AGPA offers the possibility - and |ikelihood - of
substantially lowering the effective costs of transporting gas
from the North Slope to the market, as well as inproving the
econonm cs to a degree necessary to make devel opment of that gas
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financially viable.

MR. COLE reported that the group retained by AGPA consists of
Bill Walker of Wlker Wlker and Associates, general |egal
counsel ; Rigdon Boykin of O Melveny & Meyers, LLP - "the brains
behind the operation"; and expert organizations retained to help
AGPA devel op the economics of the project. He noted that AGPA
has entered into a nenorandum [of understanding] wth Bechtel
Corporation to devel op cost estimates for the conditioning plant,

pipeline, and LNG facilities at Valdez. Furthernore, the
internationally known firm Taylor-DeJdongh, Inc., as well as
Merrill Lynch, wll perform financial nodeling and act as

fi nanci al advi sors.

MR, COLE lauded M. Boykin, O Melveny & Meyers, and Bechtel
Corporation for their work. He noted that following [the
presentation], AGPA would furnish "hard"” nunbers about the cost
of the construction of the conditioning plant, pipeline, and LNG
facilities in Valdez. Bechtel Corporation has put in 55, 000 nan-
hours into the devel opnent of those nunbers, he pointed out, and
has provided a remarkabl e work product. Tayl or-DeJongh has done
the same, he added, noting that that firm has run nunbers and
continued to refine them for the past two years; those nunbers
al so woul d be provided, along with the sensitivity analysis that
firm has done based upon a number of vari abl es.

1:22 p. m

MR. COLE reported that the focus has changed a little over tine,
as AGPA has learned nore about the project from work done by
Bechtel, M. Boykin, and Tayl or-DeJongh. The original prem se
was that [AGPA] would build and own the project, take the natural
gas fromthe North Slope to Val dez, make LNG there, and sell it

to the Far East. In order to do so, it was decided to nake a
conprehensive nodel that includes conservative costs - an
estimate for all aspects of the line, including construction,
fi nanci ng, and operations. The costs woul d include devel opnent

costs, permtting costs, and various financing fees and interest
during construction.

MR. COLE nentioned working capital, six nonths of debt service
reserves, and interest. He also noted that construction costs
were to be all-inclusive: equi pnent ; "capital spares”;
construction; freight; catalysts and chemcals for the initia
fill; commssioning and startup costs; engineering services;
escalation of 8 to 10 percent, depending upon the facility; a 10
percent contingency; insurance; licensing fees and contractor
ri sk; overhead; and fees.

MR COLE told nenbers AGPA was able to develop those hard
nunbers. In May 2000, Bechtel Corporation conpleted its [indisc.]
cost study, based upon all the factors just nentioned. Then
Tayl or - DeJongh perforned its econonm c nodeling. The initial base
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case provided a new cost estimate for the gas processing facility
at the North Slope, the pipeline, and the LNG facility. That
data served as a base for devel opnent of various alternatives.
It also provided a realistic and fiscally conservative
met hodol ogy for |ooking at solutions to inproving the econon cs
of the project.

1:25 p.m

MR. COLE asked: GQuess what we found? The answer: It didn't
wor k. Qut of these hard nunbers, therefore, and by taking a hard
| ook, AGPA reached two basic concl usions. First, the economcs
of the project clearly are affected by the amount of 1iquids,
both as natural gas |liquids (NG) separated out on the Slope and
inserted into the pipeline, and as propane separated out as
liquid propane gas (LPG in Valdez. The value of these |iquids,
as shown in the financial report, is substantial. Second, the
project needs to be conbined with other potential projects in
order to share the cost of the pipeline and the gas conditioning
facilities. Furthernore, since June 2000 the econom cs have
changed substantially in the East, Mexico, and the Lower 48.

MR. COLE reported that based upon the cost information put
together by Bechtel Corporation and the financial nodeling of
Tayl or - DeJongh, AGPA now believes the npbst economc and
beneficial project - for both Al aska and the producers - is a
two-project "Y' line, with one branch to the Lower 48 along the
hi ghway, split at "Big D" and the other branch going down to
Val dez along the Alyeska pipeline route. In addition, there
woul d be a spur line fromdennallen to Anchorage.

MR. COLE expl ai ned that AGPA believes using one or both of these
rout es woul d substantial ly reduce t he pot enti al for
"environnental assaults”™ on the project and related del ays. I n
addition, the econom es of scale would be inproved by conbining
these two projects, reducing the pipeline cost for each project

from $7 billion to $4.85 billion - a savings of slightly nore
than $2 billion for each project, for a total savings of $4.3
billion.
1:28 p. m
MR COLE Ilisted conponents of the "Y' |Iline project: a

conditioning plant on the North Slope with the capacity to
condition sufficient gas to put into a 6-BCF/ D, a 550-mle, 56-
i nch-di aneter pipeline operating at 2,220 maxinmum pounds per
square inch fromthe North Slope to Delta Junction; a 150-mle,
44-inch-dianeter branch line carrying 3 BCF/ D to the [Canadi an]
border along the "Foothills route"; a fractionation plant in
Calgary or the U S. to extract the LPG fromthe | ower-48 branch;
a 256-mle, 46-inch-dianeter pipeline also carrying 3 BCF/D to
Val dez; a spur line to Anchorage from d ennallen; a fractionation
plant to extract the liquid propane in Valdez; and a 15-mllion-
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tons-a-year LNG plant - fully ranped up - and port facilities in
Val dez.

MR. COLE provided figures for the "hard" costs: $4.2 billion for
a conditioning plant; $9.7 billion for the pipeline, including
the two branches; $450 mllion for the LPG fractionation plant at
Val dez; and $3.65 billion for the LNG plant and port facilities.

Therefore, the total construction cost would be $18 billion.

MR. COLE next listed the "soft" costs: nearly $5 billion for
interest during construction; $900 million for an owners'
contingency; $1 billion for debt service reserve; and $1 billion
for fees and working capital. Therefore, the "soft" costs would
total $7.8 billion, approaching 50 percent of the construction
costs.

MR. COLE noted that subtracted was preconstruction revenue of
$3.2 billion. Therefore, the total financing cost is sonewhat
over $22 billion. He said these are "pretty good nunmbers." He
cited the vast experience of Bechtel Corporation in this area,
reiterating that Bechtel had spent nore than 50,000 man-hours in
devel opi ng t hose nunbers.

1:33 p. m

MR. COLE acknow edged this isn't the only way it wll work. He
reiterated that the thinking of AGPA has changed as the nunbers
have been devel oped and reworked; they are prepared to make the
nunbers available with the hope that further optim zation of the
design will reduce costs even further. However, from their
standpoi nt, the project has been denonstrated to be financially
viable, and it should be attractive to producers, the state, and
Al askans in general.

MR. COLE reiterated that when AGPA started, the m ssion was just
the LNG plant from the North Slope to Fairbanks and down to
Val dez. The shift in focus cane because that project didn't work
econom cal ly.

MR. COLE reported that the financial results of the two-project Y
line show it would yield to the producers $2 to $3 billion per
year, and to the state $750 mllion. Paynments in lieu of taxes
could be nmade, approximately $150 million. Avai l able to
comunities throughout the state would be $110 million, and for
the construction of infrastructure the cost would be $37 mllion.

MR. COLE listed the benefits of a port authority concept: t he
income from the venture will be tax exenpt; the port authority
can finance this project with nearly 100 percent debt - sone of
the bonds would be tax exenpt, and project financing would be
non-recourse financing; the port authority has substanti al
political advantages both within and outside the state; and the
port authority would not be subject to FERC and could distribute
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a lot of noney in-state. M. Cole told |listeners:

| have long felt that we in the state of Al aska nust be
on guard to mneke sure that our residents and our
consuners don't get ripped off by the cost of energy
that we supply to the country. W people in Al aska
shoul d realize consuner benefits to our crude oil and
to our natural gas. ... The port authority concept
woul d give us nore control over costs of this natura
gas, which | think is very, very inportant.

1:38 p. m

MR. RIGDON BOYKIN, Senior Partner, O Melveny & Mers, LLP, said
they had prepared a slide of an economc analysis of what the
| i qui ds do. He expl ai ned:

For exanple, | think you heard earlier today one of the
groups said that LNG is not economc and it would cost
$700 per ton of production versus what the normis with
bet ween $200 and $300 per ton of production capacity.
That's true on the surface. However, if you allocate
liquids to reduce that <cost, it brings us to a
conpetitive position worldw de.

This slide basically does that. It basically shows you
that, where they get the $700 per ton of LNG It
basically comes fromthe LNG plant [indisc.] $273. The
pi peline adds anot her roughly  $300, and the
conditioning plant adds another $140. However, if you
take the benefit of the LPGs, the propane, that wll
[ be] taken out, whether it's in Calgary or in Valdez,
and offset this; it brings the cost per ton of LNG down
to $340. That's at $12.50 per barrel for the LPGs.

| f you assune a $15 price, for exanple, for the LPGs,
which is probably closer to a historic price, it would
reduce the EPC cost per ton to $267. So, that's the
real conparison you ought to use when you're |ooking at
this project versus a project in Darwin or wherever.

MR. BOYKI N went through the benefits, saying he'd put inalittle
nore over 8 BCF into the processing facility and had taken out a
little over 2 BCF of carbon dioxide and other chem cals that can
be reinjected in the wells. He added, "So we're actually buying
alittle over 6.7 BCF of gas."

MR. BOYKIN noted that they'd decided to establish a benchmark to
measure things against, and they'd posited a price of the gas at
the wellhead of 75 cents [indisc.] on a absolute off-the-top
basis and 35 cents as a subordi nated paynent.

AN UNI DENTI FI ED SPEAKER asked how that nunber conpared wth
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Chanbers'.

MR. BOYKIN replied that Chanbers was tal king about the range of
70s in one of their studies. He used 75 cents at the well head
for the producers, and they decided to use extrenely conservative
prices for the sale of the gas and LNG He added that he "hoped
like the devil that Jeff's nunbers and ot hers panned out, but he
couldn't use them because they are not a good historical average
they could finance off of." He said they assuned a price of $3
for the sale of gas in Chicago and a price of $2.50 at Val dez for
LNG. This equates to roughly a price of $3.10 in Japan. They
al so assuned a tariff from the Al aska-Canadi an border to Chicago
of $1.20, a nunber derived from Canadi an transporters.

MR. BOYKIN said in the slide he was presenting, the really
significant nunmber is 120,000 barrels of propane extracted in
Val dez and 140,000 of LPG extracted sonewhere in Canada or
Chicago down the line; he indicated there is a huge value to
t hose nunbers. The benefit to producers from 75 cents per MBTUs
would be a little over $2 billion per year. The state would get
in $371 mllion royalty and severance tax, $81 million in royalty
and severance tax on the NGs, and $148 mllion in corporate
i ncone tax.

MR. BOYKIN reported that he assunes [indisc.], which would be
|l ess than the customary 20 nmils, of $114 million, and the $222
mllion for the state and the $148 nillion, which would go to
Al askan nunicipalities ($111 mllion directly and $37 nmllion to
build infrastructure to deliver gas to non-pipeline-corridor
communities). Even after doing all of that, $532 mllion will be
| eft over. That can be distributed to stakeholders in the
process, whoever they mght be. It could go to increasing the 75
cents to the producers, or it could be used as a cushion. It
could also run sensitivity studies. |If the price for LNG and gas
is 10 cents higher, it would generate $200 mllion extra per
year. So if it were $4 versus $3, basically, that amounts to $2
billion per year. He said he doesn't believe it wll be $4,
however . He believes it will be closer to CERA's prediction of
$3 to $3. 25.

MR. BOYKIN said in any event, the decrease in interest rates of
one-hal f percent will increases revenue by $120 nillion per year.
An increase in the sales price of the NGs and LPGs of $2.50 per
barrel increases the revenue by $300 mllion per year. And a
reduction in the construction costs, for exanple, using existing
equi pnent on the Slope, increases the anmount available for
distribution by $120 million per year. The AGPA has a lot nore
data available in the study prepared for the conmttee. He noted
that if the commttee wants any sensitivities run, AGPA will be
glad to do that; he offered to give the commttee access to
special data as well.

CHAI RVAN TORGERSON announced that he would like to pick this
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topi c back up when the commttee neets in Fairbanks on August 14
and 15.

MR. COLE said he could furnish the commttee with a 40-page
presentation that contains very detailed data; that wll give
commttee nenbers time to study the data before the next neeting.

CHAI RMAN TORGERSON noted that one of the reports is marked
confidential.

MR. COLE asked Chairman Torgerson to use his discretion about its
use. He suggested using the data to ask questions of other
parties to test the data itself.

REPRESENTATI VE FATE asked if the nodels will be available to
ot her investigators on the pipeline so that the commttee can ask
gquestions later regarding whether the npbdels can becone
benchmarks to neasure data agai nst.

MR. BOYKIN or MR COLE replied that the answer is yes and that
t hey woul d encourage that. He noted if people don't ask everyone
the hard questions and chall enge assunptions, "we're never going

to get there.” He feels AGPA will be better if challenged, as
w Il others, and hopefully out of that process sonething [better]
wi |l be devel oped than any single entity has.

MR. COLE said if, after studying the data, the commttee would
like AGPA to run further assunptions before the next neeting
AGPA woul d be pl eased to do so.

REPRESENTATI VE OGAN asked if M. Cole's statenent, that the AGPA
is not subject to FERC, is based on the assunption that it wll
be shipping to Japan. He asked what the situation would be if
AGPA shipped to the Wst Coast. He pointed out that the
commttee has heard sone conflicting viewpoints in the |ast few
days; for exanple, if one nolecule goes to the Wst Coast, FERC
will have its fingers in the pie.

MR. COLE said that is true for a private project; however, this
is a governnent-owned project that is defined out of the Natura
Gas Act, so it would not be subject to FERC jurisdiction even
t hough a branch of the pipeline will eventually get gas to the
Lower 48.

REPRESENTATI VE OGAN asked if M. Cole has |ooked at the
possibility of AGPA owning the pipeline to that point.

MR. COLE said he believes so; however, the economics would be
maxi m zed to the degree AGPA owns everything across the entire
state, because the return AGPAis wlling to accept is much | ower

than the return anyone else is willing to accept. AGPA woul d
basically be transporting gas across a greater distance for a
fraction of what a private entity would charge. That enabl es
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AGPA to give a higher price to producers and give a |ower price
for in-state use.

SENATOR KELLY asked whether nunicipal- or governnent-owned
pi pel i nes anywhere el se that are transporting gas for interstate
use are not regul ated by FERC.

MR. COLE said there are a couple of small lines in the South, to
hi s know edge.

SENATOR KELLY asked if that gas is utility gas.

MR. COLE replied that it is hooked in to nmake the pipeline, so it
would be in interstate use. He noted that if it were owed by a
private entity, it would be subject to FERC jurisdiction;
however, FERC has explicitly disclained jurisdiction on it.

1: 53 p. m

REPRESENTATI VE DAVI ES asked what AGPA s assunption is regarding
when the pipeline gets to the Canadian border. He asked if the
econom ¢ nodel is based on the pipeline to the state boundary or
whet her the analysis is based on the pipeline to Henry Hub.

MR. COLE said AGPA talked to producers in Canada regardi ng what
the cost would be for themto do it fromthe Canadi an border down
to Alberta and from Alberta to Chicago. Those studies have been
done, so it didn't make sense for AGPA to duplicate that. The
nunber reported was that the charge fromthere would be $1.20.

REPRESENTATI VE DAVIES asked what his assunption is about
owner shi p.

MR. COLE said AGPA is assumng it would not own it.
The commttee took a brief at-ease from1:55 p.m to 2:05 p. m

Kenai Peni nsul a Bor ough

MR. DALE BAGLEY, Mayor, Kenai Peninsul a Borough, said their group

i ncl udes representatives fromthe Mat-Su as well. The Cook Inl et
Pipeline Termnus Goup's main goal is to pronote a Cook Inlet
route that provides the nost benefit to Al aska. He told the
comm ttee:

W' re not proposing to build the pipeline, but if there
is going to be an LNG pipeline to tidewater, we are
advocating that it should be a Cook Inlet route instead
of a Val dez route.

Thirty-five TCF of natural gas has been discovered on

the North Slope, and no one has been |ooking. Wen a
pipeline is built, search for natural gas w Il begin.
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There are some predictions that 100 TCF wll Dbe
di scovered on the North Slope. To put this in
perspective, EnStar provides for the natural gas needs
of 100,000 consuners in the Mt-Su, Anchorage, and the
Kenai Peni nsul a. They wuse approximately 50 BCF of
natural gas per year. Thirty-five TCF ... would |ast
prime EnStar consuners for 700 years. Actual reserves
could actually last consuners for over 2,000 years.

The bottomline is that there is plenty of natural gas
for in-state use as well as export use. There is
enough natural gas on the Slope for an LNG export
pi peline, gas-to-liquids production, and a pipeline to

the M dwest.

BP is currently constructing an $86 mllion gas-to-
liquids pilot plant in Nikiski. The M dwest Canadi an
gas pipeline is becomng nore likely every day. |If the

in-state LNG pipeline is filled along with the M dwest
pi peline, both projects can share costs fromthe North
Slope to Fairbanks, making both projects nore
economcally feasible. Both groups that are proposing
an LNG line are looking to share costs with the M dwest
line to Fairbanks. The inportant point is these
projects are not in conpetition with each other. There
is enough gas for one LNG export pipeline, gas-to-
| i qui ds production, and a M dwest pipeline.

Phillips has been producing, shipping, and narketing
LNG from N kiski for 32 years. Si nce acquiring ARCO
Phillips now has a 44 percent ownership in the Sponsor
G oup. Foothills Pipeline, a Canadian firm has Arctic
nat ur al gas pipeline construction expertise and
experience. Foothills is also |looking at the M dwest
pi peli ne. Mar ubeni Corporation, a Japanese Conpany
with Asian market experience, has opened a Sponsor
Goup office in Japan. BP is a recent addition to the
Sponsor Group. BP would like to see natural gas and a
gas-to-liquids pilot plant in N kiski. They are al so
| ooki ng at the M dwest pipeline.

These are the right players. They have the natural gas
reserves. They have the expertise and experience that
cones from decades of producing natural gas. They have
wor | dwi de natural gas marketing experience. They have
successfully permtted and built projects throughout
t he worl d.

The Sponsor G oup has successfully permtted and built
projects throughout the world. The Sponsor G oup has
finished phase one of their feasibility study. They
spent $20 mllion on their first phase and are now in
phase 2. During the first phase they considered routes
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all across Al aska. They narrowed their choice to a
Cook Inlet route and a Valdez route. Soon they'll make
a decision between the two routes. On the map you'll
see the proposed Cook Inlet pipeline follow the oil

pipeline from the North Slope to Fairbanks. From
Fai r banks, the proposed pipeline would branch off to
Cook Inlet.

The port authority group is proposing a line to Val dez
with consuners in the Southcentral area paying for

residential lines to Southcentral. |If the over-the-top
route happens, it may be even |longer before a stand-
alone LNG North-Slope-to-tidewater pipeline wll be
econom cal ly feasible.

The Cook Inlet LNG line wll be a $7 billion
construction project. In addition to the pipeline,
there wll be a conditioning plant on the North Sl ope
and a billion dollar LNG plant. There will be jobs
during the engineering phase and during pipeline
construction. There will [be] jobs along the route and
at the LNG plant located at the pipeline termnus.
There will be jobs from support industries that wll
devel op throughout the state. These will be quality
jobs that will pronote growh in Alaska and will create

many nore jobs throughout our econony. Consuner needs,
i ndustry needs and space for new industry - these are
the three main reasons for a Cook Inlet LNGIine.

On consuner needs, the gas reserves in Cook Inlet are
declining and are not estimated to |ast |onger than 20-
30 years. Locating the termnus on Cook Inlet is the
only option that serves the mgjority of Al askan
consuners. Seventy percent of all Alaskans |ive along

the route or in the Cook Inlet area. There are
consuners along the route including Fairbanks, Nenana,
Healy, Denali, and Talkeetna. Anchorage has many

resi denti al and busi ness consuners.

Mat-Su is the fastest-growing area in Alaska. This
growt h needs natural gas. The Point MacKenzie project
woul d use this gas to expand their industrial area near
a port. Natural gas could be used to nake electricity,
fertilizer, fuel cells, and things that we haven't even
t hought of vyet. Nenana could wuse barges to ship
conpressed gas or LNG to villages in the Bush. Thi s
pi peline should benefit the majority of Al askans.

MR. BAGLEY showed the comrittee photos to illustrate his
t esti nony. He said Anchor End is the biggest taxpayer and
| argest enployer on the Kenai Peninsula ($30 mllion annual
payroll). It is the largest fertilizer producer in the world; it

recently bought this plant, has plans to expand the facility, and
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needs plenty of gas.

MR. BAGLEY said Phillips has been producing LNG for 32 years,
with their tankers comng into Cook Inlet every 10 days. Their
LNG facility in Cook Inlet is known across the world as a prem er
pl ant and serves as a prototype for new facilities. Furthernore,
Sout hcentral Al aska has thousands of residents who work for
nat ur al - gas-dependent industries; if their needs continue to
grow, there will be less gas available for industry use. The
Al aska natural gas pipeline would protect these jobs.

MR. BAGLEY told nenbers Cook Inlet has space for a large LNG
facility and new industry. Industry has |ooked there, but there
wasn't a guaranteed supply of natural gas. Havi ng a guar ant eed
supply of natural gas opens up possibilities for conmunities
along the Cook Inlet route. He reiterated that the three main
reasons for the Cook Inlet LNG pipeline are: to provide for in-
state consuners, [to provide for] industry, and because they have
the space for the LNG plant and new i ndustry. He told nenbers:

Every August, we have an industry appreciation day to
thank the oil and gas industry, as well as commerci al
fishing and tourismindustries. You are all invited to
join us this year, Saturday, August 25, Kenai G een
strip, for the Industry Appreciation Day Celebration

Cook Inlet is wde and safe. The narrowest part is 12

mles wde. The natural geology of upper Cook Inlet
protects from tsunam  danage. Last year 1,000
shi pl oads of natural gas was safely shipped through
Cook Inlet.

MR. BAGLEY continued to say that Cook Inlet has a close
relationship with the natural gas industry. The regul atory
agencies are in place and are famliar with Cook Inlet natura
gas production and transport. Cook Inlet has a trained work force
and the infrastructure to support expanding the natural gas
i ndustry. He added that in-state gas needs should not be
i gnor ed.

MR. BAGLEY reported that the Kenai Peninsula Borough has
di scussed the port authority concept; if it is needed to make an
LNG I ine economcally feasible, they are prepared to teamup with
other municipalities and nake it work for themtoo. He renarked,
"At this time we are in the wait-and-see node on that."

REPRESENTATI VE OGAN said there was no doubt in his mnd that as
far as the total benefit to Al askans, LNG is probably going to
provide nore benefits to Al askans than any other project. He
asked what M. Bagl ey thought.

MR. BAGLEY replied that he thought an LNG facility and term nus
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at tidewater were very inportant. He didn't have a problemwth
a Mdwest I|ine either. He hoped the econom cs would change
enough for the Sponsor Group to consider an LNG line to tidewater
in Cook Inlet for the reasons he'd outli ned.

REPRESENTATI VE GREEN asked if the attitude in the N kiski or
Kenai areas is that if the energy was there, that community woul d
still welcome the spin-off types of industries.

MR. BAGLEY responded that they would be very receptive to new
i ndustry.

AN UNI DENTI FI ED SPEAKER said he was on the assenbly of N kiski
for 14 years, and they had been inundated with a lot of ideas
about new industry. He said they have repeatedly been told they
have less than a decade of natural gas reserves. They woul d
support at |east a spur coming down to serve Anchorage and Mat-
Su.

CHAI RMAN TORGERSON announced an at-ease from2:17 to 2:19.

WIllians Enerqy Services

MR. JEFF COOK, Vice President, External Affairs, WIIians Energy
Services, introduced the new president, D ane Prier, who
previously served as Vice President of Operations at their Rocky
Mountain m d-stream operations. WIllians is formng a dedicated
team to study the comrercialization opportunities wth Al aska
natural gas. It has 10 nenbers and is called the WIllianms Arctic
Project Team One of the nenbers is Wayne Buck, |ead for the
Regul atory Governnent and Community Affairs. He nost recently
lived in Kentucky and now lives in Tulsa. To nmnake the
presentation today was M. Caven Carlton, who has been serving as
director of Business Developnent, but is now the project team
director.

MR. CAVEN CARLTON told the commttee, "W're not here pitching
our own project, even though we have a lot of econom c interest
in participating in a natural gas project and the associated
opportunities.” He offered a slide presentation, noting that
Wl lians has about 14,000 enpl oyees nati onwi de and 500 in Al aska.
Their energy assets stand across North Anmerica, and they are
currently the second-largest natural gas pipeline conpany in
North Anmerica, behind El Paso, which took the |ead fromthem two
years ago. On an average day, they nove about 20 percent of all
natural gas that noves in North Anerica. They have probably the
| argest natural gas-to-liquids gathering process of any pipeline
network in North Anerican, and that gives themthe opportunity to
add value to this project.

MR. CARLTON reported that in Alaska, WIllianms has a 200, 000-

barrel -per-day refinery at North Pole and an alnost billion
barrel terminal in Anchorage, as well as a mnority interest in
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the TAPS line. They currently market the royalty oil for Al aska
and pay about $12 mllion in taxes to the state.

MR. CARLTON expl ained that his sixth slide highlighted their core
values and beliefs. They have commtnent to comrunities. Cuba
Waddl i ngton, their president this year, serves as the Nationa
Chairman for United Way of Anerica and won the Spirit of America
award, which is given to the best corporate citizen for United
Wy .

MR. CARLTON hi ghlighted the four najor points about their view of
an Arctic pipeline project. First, they believe Arctic gas is
necessary to neet North American demand grow h. Second, they
think it 1is wessential that opportunities wthin Alaska be
anal yzed, which goes to the heart of their petrochem cal
feasibility study. Third, they are in strong support of the
Al aska H ghway route as being the best and fastest way to get gas
to market. And fourth, they think this project wll benefit
significantly by participation of nore strong pipeline nenbers.

MR. CARLTON addressed the first point. A conpilation of studies
on natural gas forecasts say by 2010 there will be about 19 BCF/ D
of natural gas demand growth in North America. They believe
conventional supply sources, including the western Canadian
sedentary basin, will generate about 10-15 BCF/ D of supply growth
during that period. That makes a 4-9 BCF/ D shortfall that wll
be needed by 2010 in order to get to the 30 BCF/D. He comment ed,
"Arctic gas would certainly fill that hole."

MR, CARLTON summari zed the next four slides, saying they are a
detail ed study of how they believe the gas will flow through the
North Anmerican market once it hits the Chicago line. They don't
believe all of the gas will go to Chicago, although a |large part
of it would. They are a 14 percent mnority-owner of the line
going there; on the West Coast portion they own 24 percent. The
Nort hwest Pipeline System that serves the Pacific Northwest also
has significant expandability and can accommobdate sonme of the gas
goi ng there.

MR. CARLTON reported that one area that needs to be sufficiently
addressed is how to mnimze risk associated with this project.
He remarked, "It is a several-billion-dollar project, and that
| evel of risk and the long lead tine [have] a trenendous ability
to push back or potentially prevent this project from happening."”
He pointed out that the Energy Marketing and Tradi ng busi ness has
been set up to mtigate those risks and to | ook at how they could
help with the state's royalty gas to mnimze that risk to the
state. He said certain fixed-pricing arrangenents they could
enter into would allow that to happen.

MR. CARLTON noted that Slide 15 illustrates that a collar is a

conbination of a cap and a floor. A "swation" is a conbination
of a swap and an option, which gives the state an option, at sone
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point in the future, to enter into a swap arrangenent. This is
where WIllianms sets a predetermned price, for instance $3 for

the gas; if the price realized for that gas is |ower than $3, "we
essentially bear that risk." If it's higher than $3, it's
essentially trading risk and giving certainty and guarantees
going forward. He said this is not unique to WIIians. He
added, "There are a nunber of other strong energy nmarketing and
trading conpanies .... W're certainly very proud of our own

trading and marketing outfit, but there's a very health marketing
and trading industry in North Anmerica."

MR. CARLTON skipped to Slide 18, "Opportunities Wthin Al aska."
Wllians is initiating a feasibility study for in-state gas use
and an in-state petrochem cal industry. Their teamis assenbled
and is putting together a detailed action plan. There are 100-
150 separate bullet itens they have identified that need to be
researched and anal yzed before they can concl usively say whet her
it's feasible to have a petrochem cal industry in A aska and what
i nvestment opportunities there are. He didn't have any answers
t oday.

MR. CARLTON explained that there are a lot of conplexities
involved with in-state uses, |ike noving a high-pressure in-state
pi peline system and wanting to have a small delivery off of it;
it's challenging economcally to nmake that work. He added, " Not
to say that it can't work, but that is an avenue that has to be
expl ored. ™

M. CARLTON said second, they are |ooking at whether there is an
opportunity to do things |ike natural gas power generation, which
is exploding all across the Lower 48. The latest statistic he
heard is that every other day, for the next two years, a new

natural gas-powered generation facility wll come online.
Wllians wants to build power generation facilities along with
their gas pipeline facilities. He added, "W've been extrenely
successful in acconplishing that. ... | think right now our

portfolio is about 15,000 negawatts of natural gas power
generation.”

MR. CARLTON said they are |ooking at petrochem cal opportunities
in the state. First, one nust |look at renoving the natural gas
| i qui ds. There are ethane and propane and C4/plus, which is
probably less likely to play a part in a petrochem cal business
in the state. He highlighted that the volune of natural gas
liquids that mght be needed to have a viable petrochem cal
industry in the state would be mnimal if the economcs work.
They would not need all of the natural gas liquids in the state.

For exanple, he said, "If you were to build a worl d-scal e et hane
cracker in Al aska, you would use approximately 8-10 percent of
the ethane in the gas |ine. This could give Alaska a |arge

foothold for the petrochem cal industry.”

MR. CARLTON said a key point is that if the industry does nake
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sense here, the infrastructure issue wll have to be addressed.
WIllians has significant infrastructure in Al aska today, with a
200, 000-barrel -per-day North Pole refinery; it is situated on 600
acres and is uniquely situated best for other opportunities if
they work econom cally. He enphasized that they have significant
anounts of "pet-chent experience across North Anerica, providing
200, 000 barrels per day in NG food stock and produci ng ethyl ene
and propane at a refinery in Menphis and two different |ocations
i n Loui si ana. They also currently have a project going in Red
Water Facility.

MR. CARLTON explained that Slide 21 provides an idea of what
their facility is capable of. Yesterday it produced 42,000
barrels of jet fuel, and it is one of the major suppliers of jet
fuel in North Anerica.

2:38 p.m

MR. CARLTON told nenbers, "The Al aska H ghway route is the
preferred route for this pipeline.” First, the belief is that
this route can be placed in service considerably earlier than any
other route by at least a few years; he thought it could be in
this decade. Second, they feel it 1is essential that the
regul atory, environnental, political, and technical hurdles
associated with an over-the-top route not be underestinmated.
Third, a stand-al one Mackenzie Valley pipeline can be built when
those supplies are ready, but they are not ready now. He added,
"There are still several years of exploration and production work
that need to take place ... before they could finance a pipeline
of that magnitude."

MR. CARLTON noted that the next point WIlians nakes is that
pipeline participation is extrenely inportant in this project.
He said:

I'"'m referring to a conpany like WIllians or ngjor
pi peline conpanies in North Anerica. One of the things
that acconpanies a large, «capital-intensive, |ong
pipeline project is delay and the nunerous anount of
hurdles ... that nust be achieved. ... It 1is an
extrenely conplex, tinme-consunm ng process. This is
sonething that over the last 90 years has becone what
we do.

MR. CARLTON explained that they think it's inportant that healthy
wor ki ng rel ationships be forned with key stakehol ders along the
right-of-way, and that there be a significant anount of
consul ti ng. They have already consulted in the Yukon Territory
with key aboriginal groups along the pipeline right-of-way for
the Al aska Hi ghway route there. He remarked, "That was extrenely
wel | received."

MR. CARLTON made a further point: in North American all | ong-
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haul natural gas pipeline conpanies are owned and operated by
natural gas pipeline conpanies. There are probably one or two
exceptions of a short-haul offshore type where producers own
their systens. He said, "Pipelines can add value if you get this
proj ect happening.” This would be their highest priority. He
added, "Currently, WIlians has about $30 billion in assets and
esti mat es have been nmade of $20 billion for the potential cost of
this project. That gives you and idea of just how large this
project is."

MR. CARLTON referred to Slide 25 and said WIIlianms had been
involved with this project since the 1970s and was the project
director for the Al aska portion of things. In 1994 they had 750
enpl oyees and contractors, at their peak. They were extrenely
i nvolved in selecting the routes.

MR. CARLTON turned his attention to Slide 27, pointing out that
those were their expansion projects. They have approximately $4
mllion - $5 mllion of gas pipeline expansion projects that are
lined with steel today.

MR. CARLTON next addressed Slide 28, which shows a 900-mle
| arge-di aneter pipeline scheduled to deliver Rockies gas to
southern California. 1In 1985 this idea first came up. They were
successful in getting numerous stakeholders onboard to get it
built, getting it in service in 1992. They have just started
expanding it from 700 MCF/D to 2 BCF/ D, which should be conpl eted
by 2003. It's the largest expansion in a pipeline ever, show ng
WIllians' experience in building conplicated pipeline projects
over a long period of tine.

MR. CARLTON said their Qulf Stream pipeline project is $1.6
mllion project and they partner with Duke Energy. It is the
only undersea |ong-haul pipeline in North Anerica. They broke
ground on June 1, 2001. Slide 31 shows that WIIlianms purchased
the largest LNG inport termnal in North Anerica, about an hour
south of Washington, D.C. They are reacclimatizing that facility
to go into service next year. Slide 32 shows that they have
established the 10-nenber teamto pursue Arctic devel opnent.

MR. CARLTON urged anyone to call with questions and offered to
answer questions fromthe commttee.

REPRESENTATI VE DAVI ES asked if WIllians is one of the [indisc.]
partners.

MR. CARLTON replied that Wllianms is a partner. He added, "Most
of the key players that are out today are [indisc.] partners.
So, we're not unique." He said he thought this project would
need at |east one strong U S. pipeline conpany and at |east one
strong Canadi an pipeline conpany in order to capitalize on their
know edge and experience, both technical and regul atory.
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[ AN UNI DENTI FI ED SPEAKER asked a question about developing a
smal | er scale project in Al aska; the answer was indiscernible.]

2:49 p.m

MR. CARLTON said he'd heard that it is not technically possible
or attractive to take out natural gas liquids in the state, and
that the primary processing would be in Al berta.

REPRESENTATI VE GREEN referenced the slides show ng anticipated
grow h that stopped with the Chio-Wst Virginia area. He asked
if that was because they don't serve the Eastern Seaboard states
or is because of sone other reason.

MR. CARLTON replied that WIlianms' largest narket is the Md-
Atl antic. He has tried to approxinmate existing natural gas
pi peline corridors.

REPRESENTATI VE GREEN asked why | ong-haul pipeline are operated by
pi pel i ne conpani es rather than owner-transporters.

MR. CARLTON replied that historically all expansions of all
nat ural gas |ong-haul pipelines are built, owned, and operated by
pi peline conpanies. He said there is no decided advantage.
Natural gas pipelines have been looked at as a lower-term
i nvestnment than other opportunities. WIllians is eager to invest
capital in it.

REPRESENTATI VE GREEN said Slide 27 shows a significant expansion
($5 billion) going on right now He asked, if WIIlianms becane
heavily involved in a gas transportation |line, whether that would
be a significant anmount of their total worth. He al so asked if
the conpany was in a position to take another expansion |ike
t hat .

MR. CARLTON responded that they had no uncertainty whatsoever
He added:

W are extrenely eager to take a key role in an Arctic

pipeline project .... What | want you take honme from
this slide is not that we're stretched and don't have
any nore resources; it's that we're gathering nore

experience today in building pipeline than anyone el se.
Most of our growth has happened on expansions to
our systens.

REPRESENTATI VE GREEN sai d they have an anticipated growth of $700
mllion to $2 billion, alnost a 300 percent increase. He asked
how t hey acconplished that fantastic grow h.

MR. CARLTON replied that comrercially the capacity was set up for

700 MCF/D. This is the only pipeline that takes Rockies gas to
southern California. It provides direct access; they don't have

JT NATURAL GAS PI PELI NE CMIE - 66- July 18, 2001



to go through a local distribution conpany. "It is a very
prem um pi peline," he added. He said at the tine it was built,
they knew it woul d be expanded. So it was planned and done at or

bel ow the existing toll. Wth the California situation, there
has been huge demand to get new natural gas supplies into the
state. In March of this year, he said, "we approached the FERC

and said, 'W have the ability in three nonths' tinme to add 135
MCF/ D to the system and we need your help.""

MR, CARLTON said it wusually takes one or tw years to get a
pi peline project certificated. He added, "I think it took us
three weeks that FERC approved our project. It's the fastest
it's ever happened in the history of FERC "

2:57 p.m

REPRESENTATI VE FATE asked what he neant that econom es of scale
are difficult, yet along sone of their pipeline they have created
power generation at a very mninmal cost. He asked if they had
determned the cost of the small power generation along that
pi pel i ne.

MR. CARLTON answered [nost of his answer was indiscernible], "I
think if [it] can have | oads on the order of 100 or 200 MCF/S, it
becomes nuch nore feasible. [It's whenever you | ook at your 5 to
10 MCF/D that it becones nore of a challenge economcally,
especially on an high-pressure system™

REPRESENTATI VE FATE said they wanted to review sonme of the
assunptions to see if they could outlet the gas at high pressure
to a liquefied natural gas plant, for exanple, where it crosses
t he Yukon River.

MR. CARLTON of fered assistance on that, saying they have four LNG
production facilities on their pipeline systemtoday.

REPRESENTATI VE OGAN asked how W/ Ilianms overcones the hurdle of
wanting to build a pipeline wthout owning any gas.

MR. CARLTON said that was a good question. He added, "It's very
clear to everyone including us that the producers hold the
cards." He said their goal was to find a way to work with the
producers. They are not trying to conpete with them but want to
position thenselves to add significant value to this project.

CHAI RVAN TORGERSON sai d he | ooked forward to getting an update in
Fai r banks.

#sb221
3:03 p.m

SENATOR ROBIN TAYLOR, Alaska State Legislature, sponsor of SB
221, first thanked the commttee for taking the amount of tine
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they have on this issue. He then brought attention to SB 221
which provides for an all-A askan pipeline and is the only
| egi sl ati on pending that would do so. H's primary concern in
introducing it is jobs for Al aska, and follow ng that, "Al askans
need to be on the construction of any future pipeline, a partial
owner, if not a total owner of the project, so that Al aska, for
the first time, receives a true fair share of the project.”

SENATOR TAYLOR noted that many have said producers and owners
have to be in agreenent before any gas goes down a pipeline. He
commented, "Well, Al aska happens to be one of those owners, and
it's high tinme that gas was no |longer |ocked and frozen on the
North Slope, but was freed up. And it has to get to at |east a
deep water port before it can be provided to world markets."

SENATOR TAYLOR said an all-Al askan pipeline to Valdez is not only
possi ble, but the permts exist today, and YPC has pledged to
contribute their permts to this project should the legislature
pass it. He commented that he was disturbed by the remarks of
M. Small [of Canbridge Energy Research Associates (CERA)], who
indicated that if in the future Alaska wi shes to build a pipeline
to the Mdwest, Alaska wll have to have to be "nore
conciliatory"' towards the Canadi ans. He stated:

The idea of having Alaska' s heritage and future held
host age by foreign governnents and foreign politicos is
di sturbing to ne. | am conforted by the fact that we
have sufficient gas on the Slope of known reserves
today - to say nothing of what the potential reserves
are for our future - that Al aska can easily devel op
both pipeline projects. That is, we can first devel op
an all-Al aska pipeline following the existing corridor
and branching off probably at dennallen and going to
the Anchorage bowl. |If there's anything that wll
provide long-term jobs and security for the people of
Al aska in the devel opnent of its gas resources, it is
[an] all-Al aska pipeline.

SENATOR TAYLOR said there is significant support throughout the
Al askan community for this proposition. He al so nentioned that
the Iliberal governnment in British Colunbia is going to nove
forward in developing gas resources off the coast of British
Col unbi a. Furthernore, Bolivia announced yesterday it would be
building a $5 billion, 5,000-mle natural gas pipeline and tanker
route, taking |andl ocked gas out of Bolivia and shipping it into
Mexico and then to California. He stated:

The rest of the world is trying to take advantage. |If
we have to wait for the owners to get onboard for the
producers to be happy, for us to sucre enough support

fromthe Canadians that they're willing to nowtalk to
us about how many jobs they're going to develop, if we
wait for all those things to occur, | firmy believe
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the markets are going to filled and the w ndow of
opportunity will be |ost.

SENATOR TAYLOR concluded by saying he |looked forward to
discussing the all-Alaskan gas pipeline project wth the
commttee. |[End of discussion of SB 221.]

#

3:09 p.m

The conmittee took an at-ease.

3:40 p.m

CHAI RVAN TORGERSON announced that the Joint Natural Gas Pipeline
Committee neeting had begun for the purpose of discussing

commttee business. He noted that the next neeting will be held
i n Fairbanks on August 14 and 15. He will work on the agenda.
Representative Davies will be requesting that the commttee neet
at the conference room at the University of Al aska. He noted
that the Septenber neeting will be held in Kenai but the dates
have not been set yet. The October neeting will be held in
Anchor age.

REPRESENTATI VE OGAN asked about the sound system at the Fairbanks
facilities because he has been getting reports that the current
nmeeting has been difficult to hear in Juneau. He al so rem nded
Chai rman Torgerson that the Council of State Governnents and the
Community Council will neet.

CHAI RVAN TORGERSON said he is not aware of the sound system in
Fai r banks, but he added that the Anchorage LI O neeting room has
never been used before; they know now to add a m crophone for the
testifiers.

REPRESENTATI VE DAVIES said he hopes to secure the Board of
Regents' conference roomin Fairbanks because it has a good sound
system

CHAIl RMAN TORGERSON asked nenbers to contact him about any
particular itens they want placed on the agenda for the next
meet i ng. He plans to finalize that agenda around August 1, and
he plans to schedule a presentation from the port authority
groups and fromthe expert on state ownership. He hopes to have
an update from the adm nistration on sharing sonme of its ongoing
studies. He also plans to ask the FERC to send a representative
and to ask Nan Thonmpson from the RCA to attend so that the two
can discuss who has the authority. He found the presentations
by the FERC and RCA representatives to be confusing and
contradictory. He will send letters to themw th questions to be
answer ed.

CHAl RMAN TORGERSON i nforned the commttee that the second item of
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busi ness pertains to approval of commttee travel to Witehorse,
Yel | owkni fe, Vancouver, and Ednonton to wvisit wth their
| egislative counterparts to establish a Dbetter line of
comuni cation. He has been in contact with all of them He just
| eft Cal gary and set up good contacts there. He noted that Ronda
Thonpson has created a prelimnary schedul e.

M5. RONDA THOWPSON, Staff, International Trade Ofice, Al aska
State Legislature, inforned the commttee that because they wl|
be traveling during the sunmer nonths, they have a better chance
to use ERA airlines and fly directly from Anchorage to
Wi t ehor se. Direct flights are avail able on Mnday, Wdnesday
and Friday. She suggested |eaving on July 30 or August 1.

M5. THOWPSON i nfornmed nenbers that to acconplish the goals of the
commttee, they will need to spend a couple of hours in the
Yukon. It is also nost inportant that the conmttee spend a fair
anount of time in Yellowknife with Mnisters Kim Antoine and
Roger Allen; they have visited the Al aska |egislature many, many
tines. Ms. Thonpson noted that elections were recently held in
Al berta; the new cabinet is very anxious to neet wth the
commttee and Premer Klein in Ednonton. Ms. Thonpson al so
menti oned arrangenents made to visit wth Mnister Pearl
Cal ahasen. She said she has heard that several nenbers of the

NEB woul d be agreeable to neeting as well. The new cabinet in
Victoria is only one nonth old, she noted. The cabinet, the new
Prime Mnister of British Colunbia, Gordon Canpbell, and the
M nister of Energy are a |ot nore anenable to nending fences and
to getting to know the commttee nenbers. The airfare will cost
about $2,000 per person. Pi ckup and delivery from the airports
wi || be handl ed by the Canadi an governnent.

CHAI RVAN TORCGERSON clarified that the total cost per person wll
run about $3, 000. He pointed out that the Joint Natural Gas
Pipeline Conmttee has no budget, so travel costs are to be
submtted to the presiding officers upon return. He has spoken
with both presiding officers, who said they would not disapprove
travel reinbursenent. He comented that he would lIike the North
Slope legislators to acconpany the commttee on the Yell owknife
portion of the trip, particularly Representative Joule and
Senator d son. He asked committee nenbers to let him know
whet her they plan to go and then the tineline will be arranged.

The commttee discussed possible dates for departure. Chai r man
Torgerson tentatively set the departure date on August 6 and
asked Ms. Thonpson to poll all nenbers.

3:53 p.m
CHAl RMVAN TORGERSON said the third item of business before the
conmmittee is the contract with a firmto nonitor activities in

the U S House and the U S Senat e. He proposed to
Representative Geen, in his capacity as chairman of the
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Legislative Council, that the commttee enter into a snal
contract with a firmto nonitor the activities of the nationa
energy policy in Wshington, D.C. The firm would advise the
commttee when hearings wll be held so that a comnmttee nenber
could attend the hearings. He has selected C.J. Zane, who works
for Dyer, Ellis and Joseph, a law firm in Washington, D.C M.
Zane has submtted a proposal to nonitor activities at a cost of
about $5, 000 per nmont h from July t hr ough Decenber .
Representative Green has agreed to sign the contract.

CHAI RMAN TORGERSON announced that the next issue is whether the
commttee should hire a lobbying firm for activities in Otawa
and in Washington, D.C., to represent the legislature's interests

if, and when, an energy bill starts noving. He suggested the
committee needs to take the tine to go to Washington, D.C., or
else hire a | obbyist. He said he does not have a proposal

prepared, but any proposal would have to be approved by the
Legi sl ati ve Council .

REPRESENTATI VE OGAN said he feels the Alaska legislature is
fairly well represented in Wshington, D.C, since [forner
Senator] Drue Pearce is a top advisor to the Secretary of the
Interior and Al aska's congressional delegation is in agreenent
with the legislature on this issue. He questioned how nuch
additional noney should be spent to hire consultants and
| obbyi sts.

CHAl RMVAN TORGERSON asked Representative Ogan, or any conmttee
menber, how many calls he got fromthose folks notifying himthe
energy bill was being worked on during the last week. [No one
responded.] Chairman Torgerson said that was his point. He said
he is not sure whether the | egislature needs anyone to | obby, but
if it did, and no commttee nmenber was available to do so, the
| egi sl ature could be in a weird position. He repeated that he
doesn't have a proposal to hire anyone. He pointed out that C. J.
Zane was chief of staff for Congressman Young. He said in a
perfect world, soneone would call a commttee nmenber, but he is
concerned that no one wll call.

REPRESENTATI VE OGAN sai d he woul d be happy to assign his staff to
nonitor the congressional comm ttee schedul es.

3:58 p.m

CHAl RMVAN TORGERSON said he believes all staff should be
nonitoring that, but his concern is that the information is not
flowing freely fromWshington, D.C., to this conmttee. He told
nmenbers these issues need to be discussed and placed before the
Legi slative Council for funding. He thought the next Legislative
Council mneeting could be at |east one nonth away, and a request-
for-proposals process would take awhile, so it could be as late
as Septenber or October before anyone is onboard.
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CHAI RVAN TORGERSON said, regarding the fiscal reginme, the
commttee will need a legislative nunber "cruncher" regarding
whet her or not any noney is given to the admnistration. He said
from what he has seen, he does not trust the admnistration's
nunbers and would want someone to go over them He feels the
Di vision of Legislative Finance could do sonme of the work, but he
believes the commttee should hire an expert. He noted that the
producers have expressed interest in entering into that kind of
di scussion, and it wll be hard to do unless soneone wth
international status can put it together. He pointed out that
Pedro van Meurs was on contract with the admnistration. The
adm ni stration had requested $75,000 for fiscal reginmes, he
not ed, but pulled the request.

CHAI RVAN TORGERSON referred to open-season access, saying he
thought it mght be settled when FERC and RCA representatives

cone to Fairbanks, but he doubts it. He said this is a mjor
issue and DNR is a little bit squeam sh about making a | egal
opinion public. He surmsed that the commttee will have to hire

soneone to take that issue on.

REPRESENTATI VE OGAN expressed interest in dovetailing the open-
season issue with the hub concept, and finding sone way to
delineate conplete state authority to points on the hub. That
way, if it gets to Delta, the state would have control of any new
gas sal es or open seasons. He suggested there may be a way to
l egally construct something along those lines to bypass FERC
authority.

CHAI RMAN TORGERSON said he isn't sure that is exactly the sang;
it is simlar to the FERC versus-RCA issues. He repeated that he
was confused by the testinony fromthe team

REPRESENTATI VE FATE said he thinks it is a matter of determ ning
whether FERC is ready to determne, for tariff principles,
whether they consider the wellhead to be literally at the
wel | head or, if they nobve down and have the wellhead as a new
setup, it could be called a hub and would be exenpt from FERC
He personally feels that is a stretch, but he believes the
commttee should get a legal opinion on it.

4:03 p.m

CHAI RMVAN TORGERSON sai d he does not disagree. He noted that the
next item ANGTA versus the Alaska [Natural] Gas Act, is also an
i ssue; at best, there are several opinions on how that is to be
applied. The conmttee probably needs sone |egal advice on that
al so.

REPRESENTATI VE FATE commented that the conmttee did hear
conflicting opinions.

CHAl RMAN TORGERSON noted that it is difficult for the committee
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to take formal action before the Legislative Council if it does
not have firm dates.

REPRESENTATI VE OGAN suggested asking Jack Chenoweth [of the
Division of Legal Services] to |look into sonme of these issues.

CHAI RVAN TORGERSON said he could, but he is not an expert. He
informed the commttee that M. Chenoweth wote the opinions on
[SB] 164, which the Ofice of the Attorney Ceneral disagreed
Wt h. He said regarding FERC issues, he would guess the
commttee would need to hire a Wshington, D.C, firm that
wat ches that conmttee all of the tine.

REPRESENTATI VE DAVI ES asked Chairman Torgerson if he has been in
comuni cation with FERC staff.

CHAI RVAN TORGERSON said he visited with FERC departnent heads
when he was in Washington, D.C. They are willing to sit down and
wor k through the questions so the commttee understands them but
the testinony yesterday made the answers nore confusing.

REPRESENTATI VE DAVI ES suggested nmeking that attenpt first.

REPRESENTATI VE DAVIES asked Chairman Torgerson if he has a
strategy for evaluating the question of whether the state should
take an equity interest in any of this.

CHAI RVAN TORGERSON sai d, other than what Conmm ssioner [ Pourchot]
tal ked about, he sponsored a bill that the |egislature passed, a
bill that had a fiscal note.

REPRESENTATI VE DAVI ES asked Chairnman Torgerson if he would rely
on that.

CHAI RVAN TORGERSON said the law required DNR to report and share
the data with the coonmttee every 30 days. All of the data was
supposed to conme to the commttee. One of the problens the
commttee is having with the reports is that the conmttee is
given a summary, but it is not being told how the concl usions
were nmade. He explained that is the problem wth the fiscal
regi ne: the coomttee does not know the underlying nethodol ogy
or conponents of DNR s decision making. He noted the report is
due back to the legislature on January 31. DNR has hired CH2M
HIl to do the risk assessnent portion, as well as a New York
financial firmthat does a | ot of consulting on pipelines.

4:07 p.m

REPRESENTATI VE GREEN noted the key is to get a nonthly update
because January 31 will be a late date for the legislature to be
getting information.

CHAI RVAN TORGERSON sai d he believes the conmttee should request
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that the Legislative Council at Ileast go forward on fiscal
regines and the open season access i Sssues. He noted he m ssed
the nodel on GIL, LNG and Al can and over-the-top pipeline routes.
Wien the Departnent of Revenue nade their presentation, they
actually had another one, which he thought the commttee would
see, which was all four nodeled out and netbacks on all four of

t hose. He suggested the commttee could ask the Departnent of
Revenue to show it that nodel. He stated that his guess is that
the commttee wll eventually end up hiring an economst to

advise the legislature on the nunbers so that the |egislature can
| ook at this fromits perspective.

REPRESENTATI VE OGAN conmented the comrittee is running a parall el
course with the adm nistration

CHAI RVAN TORGERSON sai d unfortunately, that is probably true.

REPRESENTATI VE FATE felt it is true and is caused by the fact
that the admnistration is not communicating its findings to the
| egi sl ature. The Legislative Budget & Audit (LBA) Committee
broke loose a good portion of the funds the adm nistration

requested, $1.5 million, $923,000 plus $180, 000. It is very
clear that the Pipeline Coordinators' Ofice will be doing sone
of the things the commttee is discussing: trying to get

i nformati on.

CHAI RVAN TORGERSON said that his recommendation to LBAis to fund
studies through the conmttee, rather than the adm nistration
However, the CERA study is a little different. CERA offered al
| egi slators the password at one time so that they could access
daily reports. He said that LBA turned down the rest of the
requests for the labor study and for hiring |lawers [to nonitor

activities in] Wshington, D.C, and Qtawa. So, essentially,
the commttee and the admnistration wll run parallel courses
because the admnistration wll find the noney to do those
t hi ngs.

CHAl RMAN TORGERSON continued, saying the governor has a $.5
mllion contingency fund for these sorts of expenses. He had the
CERA contract; instead of paying it out, however, he punped

$180,000 over to the Departrment of Revenue, so that gave him
anot her $180, 000. Again, if the admnistration wants a study
done, it will find the noney, but he doesn't believe LBA should
fund it and then have to beg for the information. He noted that
nost of the noney LBA dealt with the previous evening was pre-
application noney, and it is the legislature's match, the 95:5
portion. As nuch as he doesn't like to give them anything, they
do need desks, tel ephones, and so forth.

REPRESENTATI VE GREEN remarked, having served on the nerger
commttee, that he finds the anpunt of information mssing to be
incredi ble. Al though he opposes this duplication of efforts, he
believes it is necessary because the legislature is not getting
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information from the adm nistration; he believes the |egislature
could be duped into the wong decision. [If the legislature gets
the information six or seven nonths from now and is expected to
make a decision, he believes the legislature wuld be doing it
bl i ndf ol ded. The studies will be costly, but the project will be
extrenely inportant to the state for 50 years.

CHAI RVAN TORGERSON agreed this project will involve billions and
billions of dollars, so if the |legislature has to spend a couple
of mllions of dollars, he will not oppose it. He pointed out
that the admnistration will have to spend a ot nore than that;
it spent $1.5 million on the nerger. He stated that it doesn't
bother himto say he doesn't know the answer and that they should
hire an expert. The open-season and open-access issues are huge
and recently surfaced. He said he has spent a ot of tine on the
fiscal reginmes, but it has not been in relation to the gas side.
Chai rman Torgerson said since a Legislative Council neeting is
not planned, he will not ask for a notion, but if this cones up
before the Fairbanks neeting and the Legislative Council neets,
he will notify nmenbers and set up a tel econference.

REPRESENTATI VE GREEN said, should the commttee decide that one
or nore of these issues needs a special study, it goes beyond his
signatory authority and he fears the conmttee will not find
problens until the m ddl e of Septenber.

CHAl RMAN TORGERSON remarked that the commttee will need its own
fiscal analysis of the severance tax. The producers have said
they would like to have that cleared up by the end of the year
At any rate, the commttee should have the nodels. Initially,
the commttee can get that from the Departnent of Revenue, but
the | arger question on Al aska's severance tax or fiscal regine is
one that only five or six people in the world can answer. The
committee needs to hire one of those experts to conpare Al aska's
situation to this.

CHAI RVAN TORGERSON went on to say he is sure the reconmendation

wll be that Al aska needs to have a nore progressive systemin
which price is added as a conponent to the fornula. In that way,
if there is 3 mllion cubic feet per day, for exanple, it
woul dn't be charged per well, but anything above that should be
price-sensitive. So at $5 per barrel, instead of naking $500
mllion, the state would make $800 million; at $2, the state
woul d rmake not hi ng. That sane recommendation has been nade

whenever anyone has | ooked at Al aska's fiscal regine.
4:17 p.m

CHAl RMAN TORGERSON announced that the commttee would take a
recess until the public testinony period.

4:26 p. m
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CHAI RVAN TORGERSON called the neeting back to order for the
pur pose of taking public testinony.

MR. SCOIT HEYWORTH, Director, Qur Gas, Qur Future, said he is so
inpressed with the hard-hitting questions the commttee has been
asking. He offered his sincere appreciation for the commttee's
efforts. He noted that he had three points to make. First, he
has not heard any good news from the industry or about anything
during the last two days. However, he has heard two things that
concern him He heard M. Marushack discuss how the state w |l
make tens of billions, which tells himthat the oil industry wll
make hundreds of billions.

MR, HEYWORTH said second, the newspapers, specifically the
Anchorage Daily News and the Journal of Commerce, have been
reporting a price of $10 billion for the Canadian highway
pi peline. Yesterday, when Conm ssioner Pourchot nade his report,
he set the cost at $15 billion [according to page 10 of his
report]. This norning, M. Conrad testified that the cost of
this project is $15 to $20 billion. In 48 hours, the price of
t he pipeline doubled. Backbone estimated six nonths ago a cost
of $16 to $20 billion. H's group has been tal king about $15 to

$20 billion for the entire nine nonths of its existence.
Everyone denied it could cost that nmuch, yet today that anpunt is
on the record. He surm sed that the cost will be closer to $25
billion six or eight years from now.

MR. HEYWORTH noted that YPC has estimated $6 billion. He further
noted that M. Jeff Lowenfels has never changed his nunber; he
stays with good, hard facts, while the industry, and sonetines
the adm nistration, has been naking the argunment that LNG to

Valdez is uneconomcal because it wll cost too nuch. He
questioned how - if at $6 billion it was uneconomical - it wll
be economi cal at $20 billion.

MR. HEYWORTH stated that his third point is the nost critical
M. John Ellwod of Foothills said the US. and Canadian

governnments have not sat down and tal ked yet. But M. ElIlwood
enphasi zed that he believes the Canadi an governnent wi |l abide by
the ANGTA treaty. He noted that is significant because the

Canadians in the early 1980s built the Southern pre-built as part
of the ANGIS agreenent. They built their part of the pipeline
for 2.6 BCF, [under] ANGTA treaty |aw. Now, the governor and
i ndustry are suggesting 5 BCF, according to M. Roger Marks.
That is illegal. Canada is going to abide by the treaty. He
guesti oned why Canada would want 4 BCF of Al aska gas com ng down
through their field when they have Canadi an gas to explore. He
sai d he understands their point.

MR. HEYWORTH said he'd polled residents of Anchorage three weeks
ago. The poll results show 65 percent favor Valdez, 26 percent
favor the highway, and 10 percent are undeci ded. He noted that
40 percent of the voters reside in Anchorage. Al askans do not
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favor the highway project, and it wll take an incredible
turnaround for anyone to be behind the Canadi an route.

MR, HEYWORTH concl uded by saying he supports LNG to Val dez. He
asked the conmittee to work together with the adm nistration t
get a best interest finding for the citizens of Alaska t
determ ne the best project. He noted that this project wl
bring revenues to Alaska for 50 to 70 years; this project is a
very inportant responsibility.

0
0
|

CHAI RVAN TORGERSON asked the next witness to testify.

MR.  JERRY MCUTCHEON, representing hinmself, said none of the
proposed gas lines are feasible. The situation is worse today

than 20 years ago. Inflation does not work in reverse - there
may be better plants, but it will not be nuch cheaper to put the
pipe in the ground. He suggested the conmittee get the Van
Coolin (ph) report from 1974. In that report, the author

projects various gas wthdrawals and the effects on the
reservoir. M. MCut cheon said:

The interesting part to that is about as nmuch oil that
you recovered out of that - Prudhoe Bay - Van Coolin
predicted it could be recovered in the first place; so
what the effects will be [indisc.]. So [indisc.] round
about public document 95-73, on page 570, said Prudhoe

Bay [is] producing 15 billion barrels - and this was
1977 - while they were telling us 9.6 billion. They
told Congress 15. Well, that's not real [indisc.] back
in those days. Vell, we are headed for the 15, and

it's just not 15 because the OOYP has grown a bit.

The producibility of Prudhoe Bay, if we don't take the
gas on it, is about 20 billion, so we are a little nore
than halfway there [indisc.]. Projections of what
woul d happen to the reservoir when the high amounts of
gas that you can take out of it: renmenber one thing -
it is absolute, everybody in the oil patch - the
hi ghest recovery from any oil reservoir occurs when it
is produced at or above a bubble point [indisc.]
di scovery pressure. Prudhoe Bay was at 4,400 pounds;
we're less than 3,400 pounds now. It wasn't supposed
to get below 36, | think sonething like that - it's
just going on because there is no control over it.
[Indisc.] raise the proportionate anount of pressure.
The noney is in the oil.

If you really wanted to do sonething, build a stupid
gas line from MacKenzie delta to Prudhoe Bay and shove
20 TCF of gas down Prudhoe Bay. That will get you your
oil. Then, followng that, gather up all of the field
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fuel, the power plants and the rest of the stuff at
Prudhoe Bay and stuff it down there. For every vol une
of gas that you [indisc.] in a power plant, you produce
9 volunes of injectable gas. That wll help the
pressure and stop the critical pressure decline and nmay
even reverse it.

|"ve heard sonme of the nunbers up there, but it's hard
to find out what it [indisc.] fuel catch the exhaust
gases from and shove them back down in Prudhoe Bay. No
one can get a gross nunber of how nuch of the fuel is
bei ng burned up there.

That's all. Go get yourselves a [indisc.] and consi der
repressurizing Prudhoe Bay. Renmenber, on the Kenai
Peni nsula they had absolutely no use for gas and they
had Swanson River, so they decided to go for gas
injection and then they decided they didn't want to do
a water [indisc.], but they did one anyway. Anyway,
the main thing that they did is that they went over to
the Kenai gas field and they |eased gas from Union
Marat hon to stuff down there. They leased it for 10
cents an MCF.

About ten years ago, with Chevron, | think, or maybe
it's longer now, Chevron was still running it - Union
Mar at hon canme to Chevron and said when are we going to
get our gas back? W in our wldest dreans never

t hought that you would [indisc.]. Well, we don't see
any; we're done with it. In order for Union Marathon
to get their gas back, they had to buy the dam
[indisc.]. Thi nk about it: we've |ucked out tw ce.

There was no use for the gas when the Swanson R ver was
found. There was no use for the gas for Prudhoe Bay.
Everything el se [indisc.].

M5. THERESA OBERMEYER, representing herself, expressed concern
about the nomnation of Ben Stevens to the legislature and
testified on other matters unrelated to the gas |ine.

There being no further testinony or business to conme before the

comm ttee, CHAI RMAN TORGERSON t hanked participants for attending
and adjourned the neeting at 4:40 p. m
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