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ACTI ON NARRATI VE

TAPE 01-12, SIDE A
9:08 a. m

CHAl RMAN JOHN TORGERSON cal |l ed the Joint Commttee on Natural

Gas

Pipelines neeting to order at 9:08 a.m and announced that M. M ke

Menge, staff for Senator Mirkowski, would conmment.
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CONGRESS| ONAL UPDATE

MR. M KE MENGE, staff to Senator Frank Murkowski, said he cane to
Alaska in 1979 with the U S. Geological Survey and spent the
ensui ng years working on various oil, gas and coal devel opnent
projects across the state, including working on the TAPS I|ine.
During Governor Hickel's | atest governorship, he cane to Juneau and
wor ked four years as Director of Environnmental Quality within the
Al aska Departnment of Environnental Conservation. So, he got a
chance to |l ook at resource issues froma permtting perspective,
which controls a | ot of Alaskan projects. Over tinme it has becone
the dom nant issue. Alaska is awash in resources, but not
necessarily awash in good will or the ability to permt the
devel opnent of these resources. Wien Senator Mirkowski assuned the
chai rmanship of the Natural Resources Commttee in D.C., he was
invited to serve as professional staff dealing with public |and,
energy issues and Al askan issues. \Wen he was authorized officer
for the TransAl aska pipeline he and Jerry Brossia (then with the
Al aska Departnent of Natural Resources) created the Joint Federa
State Pipeline Mnitoring Ofice, which was created prinmarily to
issue the right-of-way permts necessary to proceed forward with
the TAGS Iine and al so to continue nonitoring the TAPS |ine. So, he
has foll owed the gas devel opnent in Alaska from"the | owest rung."

MR. MENGE said he would give thema brief update on activities in
Washington, D.C. where the Senate is engaged in the energy package.
Wen the Senate finishes its package, both House and Senate
versions will go to a conference conmttee. The commttee will get
into the neat of the energy package starting about Septenber 12 and
expects to have an energy bill before the full Senate by the end of
Septenber. Wth the transition of power in the Senate, it | ooks
like issues will be debated well through Cctober. O her than the
appropriations, the energy bill will be the principle issue. He
said further:

Senat or Mur kowski has encouraged the advocates for gas
devel opnment in Alaska to bring forth energy |egislation,
which would be considered during the energy package.
About two or three weeks ago we received that submtta

from the producers group. W have also asked the
TransCanada Foothills group for legislation and to this
point that has not been forthcom ng. Senator Torgerson
shared with me proposed legislation | had not seen
before. So, nowis the right tine for the consideration
of that legislation. W have submtted the producers’

| egislation to various federal agencies for their review
and comment and have not received that back yet. The
Senator will reserve his actions until after we have had
a full hearing of this information. | believe we will be
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scheduling a hearing in md-Septenber to take a | ook at
this information shortly after we get back. The Senator
has made it very clear that he prefers the Al aska |ine,
think for all the reasons that Senator Torgerson has been
wor king on and el aborating, as well. W have serious
concerns over the 'permttability' of the over-the-top
route. We al so have concerns with the potential inpacts
of that |ine. However, Senator Mirkowski has not closed
out his options and is prepared to listen with an open
mnd to all of the various proposals before we draw our
conclusions. Cearly the energy in the commttee right
now i s focused primarily on ANWR opening, but not to the
exclusion of potential pipeline |legislation, as well. |
think we'll be doing a full-court press in doing
everything we can to advance the ANWR | egi sl ati on and now
woul d be the tine when that requires alnost all of our
energy. That is pretty nmuch all | have to report at this
point. I'd be pleased to answer any questions.."

CHAI RVAN TORGERSON added t hat he had shared Charlie Cole's proposed
l egislation with M. Menge this norning, not anything he had
witten personally.

REPRESENTATI VE OGAN asked himto comment on what a radio station
was sayi ng about |egislation Senator Mirkowski had introduced on
this issue. He thought there was only draft | egislation.

MR. MENGE replied:

| have al so encountered that runmor and | can assure you
that it is absolutely not true. W have received the
| egislation offered by the producers' group. W have
di ssem nated that to various federal organizations for
their review and comment. Senator Mirkowski has not taken
a position on that legislation nor has he offered that
|l egislation and wll not wuntil after we have an
opportunity to look at it in significant detail and
receive the input froma |ot of other organizations and
entities. Thank you for the opportunity to clarify that.

CHAI RVAN TORGERSON asked if he was guessing Septenber for the
hearing Senator Mirkowski had been able to schedule on that
| egi slation with M. Bi ngaman.

MR. MENCE said he was guessing and there had only been prelimnary
di scussions. He didn't think there would be any opposition from
Senat or Bi ngaman to have a heari ng.

CHAl RMAN TORGERSON asked him to tell Senator Mirkowski that he
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would like to have the opportunity to testify on any |egislation
that nmay cone through on this proposal.

MR. MENGE said he would carry that request to the Senator.

REPRESENTATI VE DAVI ES said that he thought the bill provides an
advant age by expediting the process for the northern route and, "W
woul d have serious concerns with that..

MR. MENGE said he woul d pass on that concern.

CHAI RVAN TORGERSON announced that C J. Zane and Duncan Smth, Dyer,
Ellis and Joseph, were under contract through Legi sl ative Counci
to nmonitor the progress on the energy bill in the House, the
Senate, the conference commttee and the Bush Administration. He
said they actually signed the contract yesterday, but they had been
on the job for over a nonth and had set up sone very inportant
nmeeti ngs between him [ Chairman Torgerson] and staffers in D.C

MR C. J. ZANE, Dyer, Ellis & Joseph, said he was Chief of Staff for
Congressman Don Young for many years and is famliar with Al askan
i ssues. He al so | obbied for Native corporations, Al yeska Pipeline
and Al askan based interests for a nunber of years. He said that a
partner in the law firm M. Duncan Smth, worked as conmttee
staff for Congressman Young at the sanme time. They feel they are in
a good position to help the commttee stay on top of devel opnents
wi th Congress and the Bush Adm nistration. The adm nistration can
do a nunber of energy policy things on its own that nmay or may not
have an effect on the Al aska natural gas project. There is a |l ot of
interest in the energy issue. The bill that just passed the House
didn't seemto have anything that was di sproportionately skewed to
adversely affect this project. That bears watching as this effort
noves forward. Cther than the tax grants and incentive packages for
ot her types of energy, the only thing in the House bill of note is
t he | anguage that bars the over-the-top route.

I think that sever al denocratic senators who
traditionally vote with the environnental comrunity are
going to be very key in this debate in as nuch as severa
of the national environnmental groups have said they woul d
support natural gas delivered from Al aska, but they have
made it pretty clear that does not include a systemthat
woul d be in the Beaufort Sea...

9:27 a.m

MR. DUNCAN SM TH, Dyer, Ellis & Joseph, added that four bills were
consolidated into one. Everyone was putting forth ideas and the
bill needs to be watched through to the final package.

REPRESENTATI VE DAVI ES asked i f he concurred w th t he
7
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characterization of the producers' bill that it provides at |east
equal footing, if not an advantage, to the over-the-top route.

MR. ZANE answered that he read the transcript that Charlie Cole
provi ded yesterday and could understand why John Katz and M.
Loeffl er believe the | anguage provides for an over-the-top route,
but he wasn't sure which proposal Representative Davies was | ooking
at. The Walker Wilker & Associates |anguage [conm ssioned by
Charlie Cole and the Port Authority) does not advantage the over-
the-top route; it would advantage the existing Foothills and Yukon
Pacific line.

REPRESENTATI VE DAVI ES asked hi mto expand on | anguage regardi ng the
over-the-top route in the House bill

MR. ZANE said he hadn't heard any concerns with the | anguage from
t he Canadi ans. He has heard that people were wondering if simlar
| anguage coul d be added to a Senate bill

MR SMTH reiterated that there are a | ot of noving parts to this
bill and this is one of a whole range of issues. A lot of people
are still presenting their ideas and they need to be watched as a
final package is put together. He agreed with M. Zane that
anal yses that had been done to date had been pretty careful, but
they all conclude that you have to see what the final words say.

9:35 a.m

CHAI RMAN TORGERSON sai d he thought the criticismAl aska is getting
fromCanada is on two fronts. One is fromthe Northwest Territories
on banning the over-the-top route; they would like to see Prudhoe
Bay and the Mackenzie Delta in one line. The other front that is
getting nore press is the opposition to opening ANVR from our Yukon
friends and ot hers throughout Canada. He thanked them for joining
the committee.

Canadi an Political Reactions

CHAI RMAN TORGERSON asked M. John Katz, Director, State and Federal
Rel ati ons, and Speci al Counsel to the Governor in Washington, D.C
for an update on Canadi an political reactions to the ban inposed by
the Congress on the over-the-top route, Prine Mnister Chretien's
comments during the G8 sunmt when he appeared to be favoring one
route over the other and on the producers' |egislation.

REGULATORY AGENCI ES

MR. JOHN KATZ, Director, State and Federal Rel ations, and Speci al
Counsel to the Governor in Washington, D.C. said that Bob Loeffler
was with himand he would testify on other matters later in the
heari ng.
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MR KATZ sai d:

My testinony today is the product of discussions wth
U.S. and Canadian officials at both the federal and, in
the case of Canada, territorial and provincial |evels,
di scussions with the private sector and various interest
groups. | would like to very briefly give ny perception
of the current situation with respect to four or five of
the nost inportant entities and interests in Canada and
then respond to four or five commonly asked questions
about what's going on in Canada in relationship to the
United States.

The first category would certainly be the Canadian
federal governnment. | think all of you are famliar with
the so called open mke remarks of the Prinme M nister of
Canada, Chretien, in which he was heard to say at the G 8
summt to President Bush, 'Well, can't we basically get
on with building the over-the-top route."

V¢ have since followed up on those remarks in Canada with
our Canadi an consul tants and al so through our neans. The
official position of the Canadian government as we
understand it remains route and project neutrality. They
woul d prefer in the ideal circunstance that the producers
and pipeliners conme to themw th sonme unity on how t hey
woul d i ke to proceed in comercializing natural gas in
the U S. and Canadi an Arctic.

There have been presentations at the cabinet |evel of the
Canadi an governnent. | think it is fair to say there is
sone individual mnisters who woul d favor the over-the-
top route or who would favor a Mackenzie Valley route
controlled conpletely by Canada. There are others who
woul d favor the southern, the Al-Can route. | think it is
al so the case that the Canadi an cabi net has been briefed
on this issue and is aware that in the case of the over-
the-top route there would be a significant permtting
process that woul d be required involving many different
regul atory processes and permts. Wiereas with respect to
the southern route, thanks to ANGTA of 1976 and the
ensuing U S. and Canada decisions, the decision making
process would be nuch |less conplicated. But for this
nmonent in history, | think the official position wll
remain neutral while individual mnisters certainly have
their own personal predilections.
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A second major force in the Canadian political situation
is the position of the various provincial premers and
territorial premers. As all of you know, Prem er Kakfw
of the Northwest Territories strongly favors an over-the-
top route or a Mackenzie Valley route. He is opposed to
the Al-Can or the southern route. In contrast, the
premer of the Yukon Territory has expressed her support
for the Al-Can route. British Colunbia so far inits new
admnistration has not been quite as active, but we
expect that as Prem er Canpbell gets nore acquainted with
t hese issues, our expectation is that he wll be a strong
advocate for the southern route, as well.

Premier Klein of Al berta has taken the position that he
does not want to see a so-called 'bullet pipeline
through his province. That is, he wants to see sone
addi tional commercial value fromnatural gas production
and transportati on and he has specul ated about the use of
gas liquids or expanding the petrochem cal industry in
Al bert a.

The next group to nention is the producers and the
pi peliners thenselves. Qur information is that thus far,
the North Slope gas producers and their Canadi an
subsidiaries and affiliates have not been that active
yet, in the Canadi an deci sion-nmaki ng process. | think at
| east two entities have been quite active. The first is
Continental G|, which has substantial holdings in the
Mackenzi e Valley. Sone of you m ght have seen the recent
conments of their CEO strongly advocating the devel opnent
of the gas reserves in the Mackenzie Valley and not being
particularly supportive at all of the southern route or
the imediate comrercialization of North Slope natura

gas. Hs viewis that there are sufficient reserves in
the Mackenzie Valley and he would |like to see them
devel oped sooner rather than later.

10: 41 a. m

All of you are famliar with Foothills and their
activities. They have recently confirnmed their position
that all of this was settled between the United States
and Canada in the late 1970's and that they have the
excl usive franchise to develop North Sl ope natural gas by
means of the southern route.

The next set of interests, which | think are very
inportant in Canada and in the U S. also are Canada's
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abori gi nal people. At the outset | should nmention that as
nost of you know that the North Sl ope Eskinobs in Al aska
have expressed strong opposition to the over-the-top
route. In Canada, there isn't the sanme population
diversity along the coast. So I"'mgoing to focus on first
the clans and tribes of the Northwest Territory. W're
advised that by and large the issue there is not
aboriginal land clains thensel ves, but rather ownership
and profit fromthe pipeline, itself.

Most of the clans started with the position that they
wanted 30 percent ownership interest in the pipeline.
More recently, one clan has advocated 100 percent
ownership in the pipeline and so that's thrown the
situation into sone state of fluidity and chaos. The
ownership interests there have yet to be resolved.
There's been sone talk about asking for intervention

per haps fromthe Canadi an federal governnent.

In the south, the situation is a little bit different.
Aboriginal clains have not been fully resolved, but
there's only one major tribe or clan to deal with in that
circunstance. W've been advised that it is unlikely
there that the absence of a full settlenent at this point
would be an obstacle to pipeline construction. The
feeling is that either there will be a conprehensive
aboriginal settlenment or if not, that probably a deal
coul d be negotiated with respect to pipeline, itself.

O her groups have weighed in to the fray. Canada has a
very active environnental novenent as we do. They have
expressed opposition to the over-the-top route, but we do
not detect that there is concerted opposition, yet, or
perhaps a conscious joining of Canadian environnental
groups with Alaska groups and with national groups.

However, | think it is fair to postulate that the
environnmental sector, probably in both Canada and the
United States will oppose an over-the-top route.

Movi ng on quickly now to some of the questions that are
on people's mnds about the Canadi an situation. The first
guestion is how did the Tauzin Young amendnent [t hat
woul d preclude construction of over-the-top route
of fshore] affect the situation. Certainly, there were
articles in Canada of when this occurred and sone
editorial conmment, as well, sone to the effect that the
United States ought not to be able to dictate what m ght
be best for Canada. The reaction was simlar to the
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reaction when our own |egislature passed a relatively
simlar amendnent.

The second thing | want to conment on is the two-pipeline
scenario. As many of you know, sone of the Al aska
political |eadership has advocated a two-pipeline
scenario believing that the construction of the southern
route followed by the Mckenzie route represents a
reasonabl e devel opnent scenario for both countries. In
recent tinmes in Canada we've seen sone nedi a conment and
sone of the political |eadership saying, 'Yes, a two-
pi peline scenario is fine, but let's build a Mackenzie
Valley pipeline first to Alberta and then we can build
the Al -Can H ghway and commercialize Al aska North Sl ope
gas after that. The feeling in that scenario is that the
Mackenzie Valley route involves sufficient reserves in
Canada and the ability of the Canadian governnental
process to control the permtting and construction. So,
it would be a reversal of what sone Al aska interests
argued earlier

A third issue is the linkage between ANWR and the gas
line. As nost of you know, the official position of the
Canadi an government is in opposition to ANVR and Canada
has been active fromtime to tine back here in Washi ngt on
in expressing its opposition to ANNR Sone interests have
suggested to the Canadi an political |eadership that they
link the gas |ine and ANR and indicate that they wll
only support the commercialization of Al aska North Sl ope

gas if sonething to their liking can be worked out on
ANVWR. Fortunately, we do not detect that that idea has
spread its roots. There has been a Ilittle bit of

specul ation about it, but to our know edge very few
people in the political |eadership of Canada have been
willing to create that |inkage. They would nuch prefer to
eval uate each project on its own nmerits.

Finally, just a couple of comments on the U S.-Canadi an
federal relationship, generally. There was an energy
summ t between President Bush and Prine Mnister Chretien
earlier on. They tal ked about the possibility of creating
a North American Continental Energy Task Force that woul d
include the United States, Canada and Mexico. There has
not been significant follow through there at high
political levels. W are aware that a bureaucratic task
force of US. agency people has met wth their
counterparts in Canada, but that process has been going
on for years. To our know edge, there haven't been
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significant discussions either focused specifically on
the White House level or Prime Mnister Chretien's |eve
in the aftermath of the summt they held. So, at this
poi nt, our understanding is neutrality on the part of
Canadi an federal governnent and on the part of the U S
governnment, the best indication of where the President
and Vice President stand is the very conprehensive energy
report that was issued by the Administration sonme tine
ago where they directed the Secretary of Energy and the
Secretary of State to remain very much involved in the
pi peline issue and in the relationship between the U S
and Canada. Wth that, M. Chairman, | think ['ll stop
for questions.

CHAI RVAN TORGERSON said he wote a letter to M. Katz, which laid
out sone questions, nost of which had to do with FERC i ssues that
M. Loeffler would testify on. He asked if the over-the-top
| egislation that Congressnman Young had put in damged our
rel ati onship with our Canadi an counterparts.

MR. KATZ answer ed:

| would have to say from the perspective here, there's
been no permanent danmage. | think the Canadi an | eadership
is calculating all that in their own equation wth
respect to the gas line, but we hear |oud and cl ear when
Canada has problens with fisheries, ANVR, etc. Wile we
specul ate and know that there is some heartburn with
that, it hasn't reached the sane crescendo at this point.
Recogni zing that you will be leading a delegation to
Canada, as well, | think you will get a sense for that
al so. Wien the state adm nistration was there sone tine
ago, the Canadian | eadership did talk about the position
we have taken with respect to over-the-top, but they were
willing to nove on to discuss the pros and cons of the
vari ous projects generally.

CHAl RVAN TORCGERSON asked M. Katz to comrent on the producers’
| egislation. At a neeting with the Governor's Conference in Juneau,
Charlie Cole asked him questions. The conmttee received that
transcript yesterday. He asked M. Katz why he thought the
producers' legislation favors a particular route over another and
whether it actually pulls provisions fromthe 1977 ANGTA and puts
theminto the Natural Gas Act.

MR. KATZ repli ed:

Thank you for giving ne the opportunity to conment and |
very much appreciated the comments that ny friend and
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col | eague, C. J. Zane, said a couple of mnutes ago. |
think we made three or four observations about the

producers' legislation and I'll very briefly sumari ze
them here. For one thing, | think the legislation puts a
significant amount of control in the producers,

t hensel ves. The entities that control the natural gas
under their anendnents have trenmendous authority through
the regulatory process and in deciding generally what
projects to pursue. That conmes out of the definition of
shipper in there and the fact that the producers contro

the gas. Under the formulation in the producers

| egi slation, the decision by FERC is nade basically on
so-call ed market placed grounds - that is, they don't
have the authority under the legislation to adjudicate
between conpeting applications. They 1look at each
application in ternms of three criteria. The first is
rates and charges and the second is control of the gas
and third is neetings, environnental and certain other
standards. If they nmake positive determnations on those
grounds, they nust approve the application. The
application will be filed for the nobst part by the
entities that control the gas.

Then quickly there are three other things | would say
about it. The legislation in our judgnent does not
preenpt ANGTA 1976. That remains existing |law, but the
producers' legislation would give the producers the
option of proceeding under their expedited process and
under the Natural Gas Act even with respect to the
sout hern route. So, the question arises, does Foothills
or the pipeline conpanies [ END OF TAPE].

TAPE 01-12, SIDE B
MR KATZ conti nued:

...Wth respect to the southern route, how woul d ANGTA of
1976 relate to this expedited process whereby Congress
under the producers' |legislation would be creating
anot her process, which in theory could be applied to the
sout hern route, as well.

Secondly, the producers' anendnents would allow the
application of the expedited process to any other
application for a route and project including the over-
the-top route. So, while they're proceeding under
existing law, which would involve a very difficult
regul atory process, the producers' anendnents would all ow
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for an expedited process, less rigorous than existing | aw
woul d provide to sone extent for a southern route. So, it
doesn't prefer a southern route, but it treats the
southern route for the purpose of the expedited process,
the sane as ANGTA did with respect to the '70s southern
route.

It does, of course, nodernize sonme of the expedited
processes. They are not precisely the sane as the
processes in ANGIA. They reflect the thinking in 2001 and
then finally, we observed that there hasn't been the sane
environmental review, which preceded the expedited
process for the southern route. So, you would applying
t he expedited process with respect to the northern route
to a data base that has not been as fully devel oped as
the one for ANGIA. So, | think in those different
respects there are sone simlarities and sone differences
bet ween ANGTA and t he producers' proposed anmendnents.

CHAI RVAN TORGERSON t hanked hi mand said that M. Menge updated them
on congressional actions that may happen and of a hearing in md-
Septenber. He said the commttee would have its regul ar neeting at
the end of Septenber in Kenai, but he hoped to have another neeting
in Anchorage strictly on this legislation for that hearing. He
asked if he or the Governor had responded directly to the producers
about their |egislation, yet.

MR. KATZ responded:

No sir. We are still in the process of analyzing the
producers' anendnents on their own in relationship to
ANGTA and to the views of the political |eadership in
Al aska and the Natural Gas Council. The Governor has
actually constituted a snmaller group of us to conplete
that analysis in relatively short order and be prepared
to advise him That would all be the predicate to
participate constructively in the process that M ke Menge
descri bed earlier.

CHAI RVAN TORCGERSON asked if he had a tineline for responding to the
producers.

MR KATZ replied that they don't have a tineline yet for responding
to the producers or to the Senate Energy Commttee. They are aware
of the tinelines of the Conmttee and that they won't be altered
for anyone, having inperatives from Senate |eadership. "W are
probably well enbarked on our internal process, not finished yet,
but we know the deadlines that are out there in ternms of the
situation back here and we nust be in a position to neet those
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deadl i nes. "

CHAI RVAN TORCGERSON asked if he had seen M. Cole's proposal [Wal ker
Wal ker & Associ ates].

MR KATZ said he hadn't had a chance to read it.

CHAI RVAN TORGERSON said he wanted his coments on it. He said at
the last neeting many heard himcriticize the admnistration for
not working very closely with this conmttee. He said they had nade
sone "l eaps and bounds" in trying to get al ong together, but M.
Kat z went overboard in Washington, D.C "O any issue we should be
united on when we go before the Energy Commttee, it's probably
this proposed | egislation..

MR. KATZ responded:

On the basis of everything | know |I think the policy
objectives of the state adm nistration and the governor
wWith respect to these various routes and projects are
quite simlar and | pledge to you the sane |evel of
cooperation fromhere as we ferret through this together.
Back in Washington, there are very few of us and a | ot of
t hem

CHAI RVAN TORGERSON said he wanted to continue with M. Katz and
that the Federal Energy Regulatory Comm ssion had responded in
witing to the questions he sent them

11: 03 a. m

REPRESENTATI VE DAVI ES said he was al so wondering if he had seen the
Wl ker Wl ker & Associ ates proposal and that he woul d be interested
in his cooments on those as well as the producers' anendnents. He
said he appreciated M. Katz's service to the State of Al aska over
t he years.

MR. KATZ thanked himvery nmuch and said he would let M. Loeffler
answer that question.

Updat e on FERC | ssues

MR. BOB LCEFFLER, Morrison & Forrester, an Atlantic lawfirm said
he has represented the state's pipeline issues since about 1974. He
cut his teeth on the first version of the Al aska gas pipeline. He
had sent a nine-page letter to Senator Torgerson addressing the
commttee's questions. He asked if that was received.

CHAI RVAN TORGERSON said that they received it and had it on the

back table along with FERC s response to his questions. FERC s

response i s 50-pages, but 40-pages are the chairman's letter of
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January 18 in response to M. Bingaman's questions. FERC responded
with a two-page letter to Senator Torgerson's questions.

It basically says that, 'A nunber of the questions raise
inportant policy matters that the Conm ssion should only
address at such tinme as it is presented with applications
requesting particular approvals. Interested parties
should also have the opportunity to provide the
Comm ssion with opposing points.' They're not answering
any of the questions is the short story....

MR LOEFFLER said he would try to summarize his positions stated in
the letter:

"1l make one coment on FERC. The staff report - and it
is only a staff report - was issued in January on the
| ast day of the |last Denocratic Chairman of the FERC. In
Washi ngton, we're now on our second Republican Chairnman
of FERC since January. Several comm ssioners have been
replaced and we don't have guidance from the
conmm ssioners thenselves - staff turns over, general
counsel will turn over. So, while the January docunent is
a very useful docunent in |aying out the pros and cons of
various positions, it is by no neans the |ast word and,
in many respects, as the recent letter notes, they
haven't even reached conclusions. | hope I'ma little
better, but with the caveat that a lot will depend on the
exact shape of the application that cones before us.

My first point, and |I think it's good to bear this in
mnd, is that what FERC does and doesn't do for oil
pi pel i nes and gas pipelines are vastly different. In oi
pi pelines, FERC regulates only their tariffs and FERC
does not give oil pipelines permssion to go into
business or permssion to exit. In gas pipelines, the
Congress gave the FERC conprehensive jurisdiction over
interstate gas pipelines and that neans that FERC has to
approve a new pipeline, the facilities for a new
pi peline, the environnmental conditions that go with it,
as well as the tariffs. Simlarly, a gas pipeline does
not go out of business w thout FERC permssion. It's nuch
nore hands-on intense regulation than you find in the oi
pi peline area.

Nunber two, FERC has been doi ng gas pipelines since 1938.
It is its daily business along wth interstate
electricity issues. They really have taken that oil
pi peline regulation reluctantly. What that really neans
in practice is they have developed a lot nore |aw on
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interstate gas pipelines, but of course, nearly all of it
has been devel oped in the Lower 48 context.

Nunber three, there is a special statute that everyone
refers to, the '76 ANGIA statute, and that created a
process that was designed to get a gas pipeline in
service by 1983. It's inportant to renenber that that
statute is still on the books. Indeed, although there
were recommendations towards the end of the 1980s to
repeal it, Congress chose to repeal only two mnor
aspects of it, which reinforces the argunent that it is
still extant law, in sone respect. The state has sone
special rights under that statute that it should make
sure are preserved in any new |l egislation and we're quite
attuned to that issue.

Let's talk for a mnute about the very inportant issue of
access instate to royalty gas, laterals instate, who
regul ates the main interstate gas pipeline and who woul d
regulate laterals. | will start with the case before us,
which is the interstate gas pipeline, not an LNG proj ect.
| will talk alittle about LNG later - but an interstate
gas pipeline, which we believe should go along the
sout hern route.

Nunber one, the rights to charge for interstate service,
| think everyone believes will be set by the FERC |
think at that point, it's inportant to note that based on
what happened in the 1970s and the division of
jurisdiction between Canada and the U S. federa
governnment, there wll be pipeline tariffs set by
segnents. So, that there will be a pipeline tariff for
t he Al aska segnent, one for the Canadi an segnents and one
for Lower 48 segnents. | know there is concern that
instate transportation could be burdened wth costs
downstream out of Al aska. Under this division of tariffs,
t hat shoul d not happen. Even inside Al aska, the |ast go-
round, we litigated for a result that would have Al aska
traffic pay only for the mles and volunes used as a
fraction of the total mles and volunes used in Al aska
and | think there's a very, very strong case that that is
the only fair result and neets the commttee's concern
about Alaska gas traffic instate carrying only a
reasonabl e charge for its usage of the pipeline.

Nunber two, the Alaska Natural Transportation Act in
Section 13(B) gives the state the right to ship gas on an
interstate ANGTA project and to take the gas off within
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Al aska, provided the royalty contract has that provision
and the FERC is ordered to issue all the authorizations
necessary to bring about that shipnent and w t hdrawal and
its jurisdictionis limted to reviewi ng the fairness of
the rates charged for that shipnent. Now that is a
feature of Section 13(B), not a feature of the Natural
Gas Act and | think it inportant for all our concerns
that those rights be preserved forever with respect to an
Al aska gas project.

There's a question, of course, in how the FERC woul d | ook
at a lateral serving Fairbanks or serving other instate
needs. Generally the FERC asked the question, on a
| ateral, whether it is part of the integrated system -
that owns it, [is] it regulated by a state comm ssion and
issues like that. Certainly if the lateral were owned by
a separate conpany fromthe main pipeline, |I think there
woul d be a very strong case that the FERC woul d di sclaim
jurisdiction and leave it to the Regul atory Comm ssion of
Al aska. Even if you get to the other test, which is
integration with the main system | think there's a very
strong case also that a l|lateral serving Fairbanks, for
exanple, is not part of the integrated interstate system
but they do apply factual tests there and it's not
absol utely clear.

In ternms of the question of who woul d deci de where a tap
would be on the interstate system for a |ateral,
bel i eve that woul d be the FERC but | woul d point out that
Section 13, to ny way of thinking, would require themto
establish a lateral or the tap for a lateral for royalty
gas and | would expect that the FERC, recognizing the
need, woul d be sensitive to creating laterals or latera
taps inside Alaska. There is sone very, very old |aw
that allows taps to be placed on interstate gas pipelines
for the benefit of |andowners through whose |and the
pi pel i ne passes and the idea was farnmers who woul d grant
ri ghts-of-way and they could have gas for their farmng
operations. | haven't seen that law cited for about 25
years but it's another basis for recognizing the equity
of allow ng instate use.

That is the - quickly - the picture. | know that the
chair of the RCA is going to testify about the
jurisdiction of her agency and how they would set

tariffs. | would point out one aspect of pricing. In

the first go around in the 1970s, the U S. governnent

regulated the wellhead price of natural gas. That
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jurisdiction was withdrawn fromthe Congress. Back then
a lot of people felt that it acted to restrain A aska and
others fromreceiving fair value for North Sl ope gas but
that jurisdiction has been wthdrawn. The federal
governnment does not regulate the wellhead price of
natural gas. On the other hand, it's conmon for state
comm ssions, including the RCA to regulate the price for
at least distribution of natural gas and the RCA may have
sone jurisdiction over instate prices of natural gas.
|"msure the chair will address that.

Now, there are questions about could the sponsors of a
project block taps for instate use laterals and the |ike.
VWell, the short answer is you have to | ook at both the
Natural Gas Act and ANGTA because, as | nentioned, the
state has some pretty powerful rights under ANGTA but, in
any event, the FERC, unless its jurisdiction is nodified
by Congress, has the power to require taps for instate
use even if the owners of a project would oppose it. O
course it would | ook at why they're opposing it but they
woul d not control the gane unless the jurisdiction of a
commi ssion is nodified.

On an LNG project, or an all-Alaska project, we look to
sort of a different point for federal jurisdiction and a
different kind of federal jurisdiction. | reviewed the
Yukon Pacific applications to the federal governnent in
the 1980s and later for authorization to export and at
that tinme the projects were very clearly prem sed on
exports outside the U S. not comng back into the U S.
and that gives the federal governnent a sonewhat
different kind of jurisdiction under Section 3 of the
Nat ural Gas Act. And, what that neans in practice is
that the Departnent of Energy authorizes the export on
certain ternms and conditions and the FERC deals with the
export facilities, which [indisc.] the facilities at the
poi nt of export, say Val dez, and on everything behind it
all the way to the Sl ope and so, in a sense, the pipeline
part of the purely export LNG facility is not regul ated
in any conparable sense to an over-the-land route by the
federal governnent and any of its agencies. |If, however,
the LNG cones back into the United States, then you have
the nore traditional type of regulation.

And now, a footnote on that - two footnotes. One
footnote is Congress, in 1992, passed a provision which
no one understands involving LNG exports and inports
which limts, perhaps, the jurisdiction of the federal
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gover nnent . It tells the federal governnent to just
i ssue the authorizations for inport and export projects.
[Indisc.] this nonth, sponsors of a project in the
southern United States filed an application with the FERC
telling themwhy don't you disclaimall jurisdiction over
facilities at the point of inport or export and it's not
been ruled on by the FERC but they cite this 1992
statute. Nunber two - footnote nunber two - if the gas
went out of Al aska and canme back in California, we would
have a rerun of the old El Paso LNG project and then we'd
be dealing with Section 3 and Section 7 - our standard

FERC jurisdiction. If, however, the LNG project went
from Al aska to Mexi co and then perhaps went to different
ownership in Mexico and then cane into the U S., it's not
clear what would happen there. At least the US.

governnent woul d have authority under Section 3, subject
to this new statute passed in '92, and | can't find a

precedent for that. [I'Il think nore about it but | think
| know the LNG cases. | couldn't find a cl ose precedent
for that.

Common carrier status - oil pipeline TAPS is a conmnon
carrier. Gas pipelines are not common carriers. The

FERC, in the late 1980s, went to open access principles,
which are intended to prevent the owners of a pipeline
fromfavoring affiliated merchant enterprises, which sel
gas that will be shipped on the line. They don't want
interstate gas pipelines tying up capacity to favor the
other half - their production affiliates. There's a |lot
of law in that, one spin out of this general open access
concept is that the FERC expects new gas projects to have
an open season in which they entertain applications for
shippers to sign up for a period of tinme and they use
those sign ups to help sell the project to the financial
community and also it shows the need for the project.
But there is no common carrier status of gas pipelines,
which does raise fairly the issue of owners of the
pi peline entering into arrangenents, which could tie up
access to the pipeline for a long tine.

Now t he open season idea, which is nore a policy than a
requirenent. |If you search through the requirenments for
new pi pelines, you cannot find today a requirenent for
open season but the FERC has said in specific cases that
they expect open seasons for new facilities. But ,
anyway, the policy is intended to deal with issues about
tying up capacity to the detrinment of future shippers or
conmpetitors. W did a quick run last night and we found
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700 different rulings on this fromthe FERC, so it is not
a sinple area. Any project the size of the Al aska gas
pipeline is going to get Departnent of Justice and FERC
scrutiny. Nevertheless, | think there are valid concerns
about how the open season will operate.

Because |I'mrunning fast on ny tinme, let ne take that up
very quickly. If the sponsors of the project are not yet
a natural gas conpany, the FERC does not yet have
jurisdiction so you could conceive of a situation where
sponsors of a project under a new corporate nanme woul d
have an open season and they woul d set the rules as they

wi sh and then the capacity would be tied up. I f they
were already jurisdictional by the FERC, people would
conplain imedi ately about unfair provisions. In the

situation where they're not yet jurisdictional by the
FERC, anyone would know that these issues are going to
come back before the FERC at a | ater date and t hey ought
to act to conmply wth a fair and nondiscrimnatory
provision of FERC rulings in their open season but there
m ght be a renmedy at the instant, as opposed to |later, on
that. That's an issue deserving of close scrutiny. On

the other hand, if their future shippers wll want
capacity reserved for themor want to make sure the FERC
will be attuned to them | think in the regulatory

process there's precedent at the FERC that capacity not
be tied up for future shippers and that it be fairly
priced for future shippers.

Let me address for a mnute the upstream access questions
beyond t he open season issues and there are a coupl e of
points worth maki ng. Now when Congress, and | believe it
was President Reagan, signed in - but when Congress
passed waivers of |aw submtted by the President, the
conditioning plant was included within the pipeline
system under ANGTA. A couple points there. Nunber one,
conditioning plants would not normally be included. Now
there's a benefit to their inclusion, which is you get
the expedited permtting and judicial review and there
was a benefit then that doesn't exist anynore - a second
benefit, which was for pricing purposes when the federal
government then priced natural gas, you could get an add-
on for the conditioning costs. O course, that's gone by
t he waysi de. It is not clear what the right result
shoul d be for a new gas pipeline. There nmay be nore than
one conditioning plant, for exanple. There nmay be issues
under the state | ease and even an RCA jurisdiction over
conditioning plants and, insofar as | know, the
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adm ni strati on does not have a position yet on whether
the conditioning plant should stay as part of the main
transportation system or should - the pipeline should
start at the exit of the conditioning plant.

Some of the issues that are identified in your letter
about access to, for exanple, the conditioning plant by
new users in the future, remind ne of a nunber of issues
that the state and the comm ssioner of natural resources
is, in particular, trying to address in the context of
t he BP/ ARCO nerger where there were issues about access
to field facilities and there were sonme provisions, |
recall, dealing with that.

Havi ng raced through everything | think I will stop for a
mnute. | think I'mright on the dine, in terns of tine,
and ask if there are any questions.

CHAI RVAN TORCGERSON asked M. Loeffler if he covered the question of
whet her the NGA or ANGTA prevails.

MR. LOEFFLER said he did not, but he covered it a little bit in
witing. He stated the answer is that no one knows. They are both
on the books and the only way that question can be definitively
resolved is through legislation or ultimtely, a Suprene Court
ruling. He noted that he commented, in his neno, that while the
ANGTA statute is on the books, at the tinme it was passed, no one
thought it would be dealt wth nore than 20 years later. He
poi nted out, with both the presidential decision and the treaty,
that the Northwest Project was expected to be in service in 1983.
It is operative because it is on the books. He suggested the best
one could do to answer that question is to | ook at the January 18
FERC staff report, which weighs out the pros and cons.

CHAI RVAN TORGERSON stated that he believes it was the 1982
anmendnent that allowed the producers to have part ownership in a
pi peline, but they had to prove that their participation did not
violate anti-trust |laws. He asked M. Loeffler to comment on that.

MR. LOEFFLER said he has several coments and provided the
following history. When the president's decision was in draft
form the then comm ssioner of the Al aska Departnent of Revenue
objected to the banning of the producers on various grounds but,
essentially, on economc grounds. At that tinme, it was thought the
producers' financial support, nore than debt guarantees, was
necessary to build the project. Sure enough, three or four years
| ater, when the financial needs for the project were so great, they
came around to that and the waiver of |aw was passed. He recalled
the wai ver of |aw said the Departnent of Justice had to rule that
the producer participation would not establish a condition
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inconsistent with the anti-trust laws. That was a standard used by
t he Nucl ear Energy Regul atory Conm ssion and never fleshed out. At
that tine, they were | ooking for 30 percent producer participation
in the equity of the project and in debt guarantees. The gas
pi pelines were financially weak conpared to the producers. The
concern of the producers at the tinme was that their 30 percent,
pl us cost overruns, could becone a higher percentage. M. Loeffler
said he thinks there are valid concerns about ensuring that a
project is built, which will require the backing of people with the
financial wherew thal . M. Loeffler said he also believes the
state has a counter concern that those who own the pipeline do not
| ock it up agai nst independent producers and future shippers. He
expects the state, FERC and Departnment of Justice to take a very
cl ose | ook at the open access requirenents.

CHAI RMAN TORGERSON asked who woul d nmake the anti-trust decision

MR. LOEFFLER replied it is a double standard. The FERC | ooks at
anti-trust issues but does not apply the anti-trust laws so anti -
trust concerns are one of the elements of the public interest
determ nation that the FERC nakes. Separate from that, the
Department of Justice will look at that question and has its own
ways of enforcenent.

CHAI RVAN TORGERSON referred to page 26 of the transcript of the
neeting in Juneau [August 2, Al aska H ghway Natural Gas Policy
Council], and asked if the conmttee could get copies of Phillips'
proposed anendnents to the federal fiscal regine.

MR, KATZ said he would prefer that Phillips explain its own
proposal but said it is fair to say that Phillips' current thinking
is divided into two parts: one is accelerated depreciation for
construction costs. Accelerated depreciation is an issue that has
been framed in some of the pending national energy bills in
Washington, D.C. so he believes that will be discussed as a generic

nati onwi de i ssue. Second, Phillips has requested a provision that
deals with a floor on price and renedies that mght apply if the
price of natural gas goes below a certain level. He pointed out,
in the context of the pending federal |egislation, there had been
proposals to deal with a production tax credit. One proposa
i ntroduced by some denocratic nenbers would tie it specifically to
the southern route. Phillips'" proposal is route-neutral. He
offered to contact Phillips in Wshington, D.C., relay the
Chairman's request, and allow Phillips to establish a direct

relationship with the conmttee.

CHAI RVAN TORCGERSON t hanked M. Katz and noted a representative from
Phillips would be presenting to the commttee that afternoon.

MR, KATZ informed the conmmttee that the [U S.] Senate Energy
Commttee has jurisdiction over all of the issues he discussed
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except the tax reginme, which is under the purview of the Finance
Committee. That will undergo a separate process and it is not yet
clear howthat will relate to the federal energy |egislation under
consi deration by the Senate Energy Commttee. He added that of the
many tax proposals floating around, sone do invol ve the devel opnent
of transportation of natural gas so he expects those issues to get
a fair hearing as well.

CHAI RVAN TORCGERSON not ed that he plans to request of the producers,
Foothills, the admnistration and of the commttee' s |egal advisors
that each provide sectional analyses of that section. That
information will be distributed to commttee nenbers in advance of
the next neeting so that the subject can be discussed then.

TAPE 01-13, SIDE A

REPRESENTATI VE DAVI ES stated that at the commttee's |ast neeting
he was pretty dissatisfied with the responses of FERC officials
relative to the open season question. It seened they were willing
to accept a market-driven inperative for open seasons that would
happen |l ater than the initial open season. He noted M. Loeffler
i ndi cated that open season decisions, with respect to FERC, were
set nore by policy than law and that FERC has nmde over 700
rulings. He asked if the rulings were about open seasons at the
initiation of a pipeline or on point for continued access. He also
asked whet her Al aska shoul d consider codifying sone of the open
season principles in the upcom ng | aw

MR. LCEFFLER stated that there are rulings for new pipelines, for
expansion of existing pipelines, and rulings in the life of a
pi peline as capacity becones available for the first tinme regarding
how capacity shoul d be all ocated between users and new users. So,
essentially, there are definitely rulings that deal wwth "later on"
inthe life of a pipeline. He said the question of whether Al aska
needs a particul ar expression of non-discrimnatory access or fair
access for all shippers is an active "hotplate" of consideration,
i ncluding the question of whether that expression should be placed
in |legislation.

REPRESENTATI VE DAVIES said that he is interested in being kept
abreast of that discussion because his inpression is that the FERC
pl ayers are not very concerned about that.

MR. LCEFFLER said that as is often the case in Washington, D.C
they may need a little education and to be sensitized to the
particul ar concerns on an Al aska gas pipeline, which is part of his
j ob.

CHAI RMAN TORGERSON comented that a lot of the open season
guestions cane fromsone of the smaller producers that are active
in Al aska. He hopes they will have an opportunity to review M.
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Loeffler's or M. Chenowet h's | egal opinions and nake
recommendations for congressional action prior to the next
committee neeting.

REPRESENTATI VE FATE renmarked that he noticed the producers, in
their proposed bill, say in Section 3 that they would establish a
federal pipeline director position. He asked M. Loeffler if he
sees any problem with that relative to the state regulatory
busi ness.

MR. KATZ said he does not know yet. He explained that everyone
sees the need to coordinate the activities of the various federal

agencies and ANGTA of 1976 provided for a federal pipeline
inspector and a very large staff that was designed to provide
coordi nati on and conmuni cati on anong agencies. That admnistrative
authority nowresides in the Secretary of Energy, hinself, because
the office of the pipeline inspector no |onger exists. He
indicated there are three possible alternatives now on the table.
One is to do what the producers suggest, which is to create a
position in the Wite House subject to Senate confirmation. The
second is to revitalize in some formthe office of the pipeline
i nspect or. The third would be an alternative inplenented by
adm nistrative action. He inforned the conmttee that currently, a
bureaucratic task force of federal officials neets periodically to
di scuss pipeline issues but that task force has not noved very far.
He said he believes that everyone who is famliar with the federa

process feels the need for coordination in order to accelerate
pi pel i ne consideration. Exactly what formthat wll take is still

uncl ear.

REPRESENTATI VE FATE said it sounds like this position would be nore
per manent and woul d be applicable to other pipelines.

MR. KATZ repli ed:

It certainly could be. | think that the producers
probably intended that it apply specifically to the
comerci alization of North Slope natural gas but there
are sone general provisions in sone of the pending
nati onal energy bills that refer to a need to coordinate
generically and nationwi de with respect to these kinds of
projects. One bill, for exanple, provides for a fornmal
menor andum of under standi ng process so it mght well be
that as the Congress |ooks at this, if they decide that
it's a good idea in one circunstance, they mght seek to
apply it nore generically.

REPRESENTATI VE OGAN noted that at the last hearing, FERC officials
said they regulate fromthe well head on down if gas is shipped to
the Lower 48. He asked M. Loeffler if a statutory schene coul d be
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designed where the wellhead is nobved farther down the 1line
statutorily, to delineate state and FERC regul ati on at that point.

MR. LOEFFLER explained that the Natural Gas Act was adopted
follow ng a Suprene Court ruling that suggested that production and
gathering were inherent subjects for state regulation and that
interstate commerce, in a sense, began with the transportation of
natural gas out-of-state. Regarding whether FERC jurisdiction has
been carved back voluntarily or otherwi se, to appoint further into
the process, the closest analogy one can cone to is the Gulf of
Mexi co regarding the distinction between production and gat hering
and transportation. Second, Congress only has the power to define
where federal jurisdiction begins. He can see sone constitutional
problenms regarding figuring out what is interstate commerce and
what is not. Congress could nove the FERC jurisdiction point
farther south but he doesn't know whether that will solve all of
the problens that the snmaller and i ndependent producers see because
of the question about access to the conditioning plant, before the
gas gets to the pipeline. He said it nmay not be subject to
regul ati on by anyone and noving the point of jurisdiction south
really doesn't address the first issue. He noted that is one issue
in his opinion that he said he will have to think nore about.

REPRESENTATI VE OGAN asked M. Loeffler for the nane of the Suprene
Court case.

MR LCEFFLER agreed to provide it to the conmttee at a |later date.

There being no nore questions, CHAI RVAN TORGERSON t hanked both M.
Katz and M. Loeffler. The commttee then took a short recess.

11: 06 a. m

Update from Requl atory Agenci es

CHAI RVAN TORCGERSON cal | ed the comm ttee back to order. He inforned
participants that he submtted the same |ist of questions to M.
Loeffler, FERC, and others and copies of their responses were
avai l abl e at the back of the room He asked Ms. Nan Thonpson, to
address the conm ttee.

MR, NAN THOWPSQON, Chairwoman of the Regul atory Conm ssion of
Al aska, informed commttee nenbers that the purpose of her
testinony is to answer questions posed to her in a letter fromthe
conmttee dated July 23. She offered to later submt those answers
in witing.

M5. THOWPSON noted the commttee's letter expressed frustration
about the answers it received during the |ast hearing. She pointed
out that the commttee asked great questions, but those questions
do not necessarily have black and white answers. She stated that
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if her answer is not solid, it is not because she is trying to be
anbi guous, she is being honest. She believes it is inportant for
conmttee nenbers to understand the "lay of the | and”; where things
are clear and unclear so that nenbers can nmake the best policy
deci si ons.

M5. THOWPSON S testinony is as foll ows.

The first section of the letter asked questions about
jurisdiction. It was entitled Background and |I' m goi ng
to use this opportunity to throwin a couple of prefatory
comments nyself, which is, the letter seened to - seened
li ke at the | ast hearing there was sone awareness dawni ng
that oil pipelines are really regulated under a very
different | egal reginme than gas pipelines therefore the
state's experience with TAPS, our large interstate oi

pi pel i ne where we concurrently regulate with FERC, isn't
necessarily the way this line's going to be regul at ed.

| think it's also inportant to understand that all of the
federal |aw on gas pipelines was devel oped in the Lower
48 and it was based on policies that may not apply here.
This is really the first interstate gas pipeline that's
come from this state and we're different. W're an
island. A lot of the legislation that's been devel oped
on a federal level in the Lower 48 is based on facts that
are very different here. For exanple, the current
regul atory schene that allows contract carriage, or open
access as they call it now, is based on an environnent
where there should be an option, not on one where there's
only one pipeline that |eaves the state. |In the Lower
48, a producer may have several alternative routes to
market so it doesn't necessarily matter that the product
gets on a specific line. But, nonethel ess, the federal
regul atory regine, the policies supporting, recognizes
the i nmportance of preventing pipelines frombeing used as
a tool to discrimnate against shippers so | would urge
caution about how the current federal |aw on gas lines
may or may not be applied here and I think, what |I heard
briefly when | joined this group a little earlier this
norning, was discussion about changes in federa
| egislation. | think that, in order to develop clarity
inthis situation, is the way to go. | wouldn't assune
that it can't be changed because in order to affect the
sanme policies that the Lower 48 |aw does here, it may
have to be different up here because of our geographic
| ocati on anongst ot her things.
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It's also inportant to understand - and you probably are
well aware of this by now - that which federal |aw
applies to this pipeline and how it applies isn't clear.
ANGTA was passed in the late '70s, and it gave from a
regul atory perspective, it gave renarkabl e powers to the
President to pick the route. But the pipeline that
| egislation anticipated wasn't built and the deadlines in
the Act have passed so only the courts or the Congress
can sort out what it really neans and how it applies to
this particular situation. The significance of that is
anbiguity in law creates a potential for litigation. It
creates a potential for posturing and delay so any of the
parties who have varying interests in one route or the
other can hire a stable of |awers and spend years trying
toclarify the anbiguities, or at |least threaten to. The
alternative to that is a route that would work through
the federal legislative process to clarify sone of the
anbiguities in the | aw

The only other background conmment | have is about the
track record that FERC and the RCA have. W have
concurrently regul ated TAPS over its years and we have a

track record of cooperating to do that. | don't have any
reason to believe that that cooperation isn't going to
still continue. W have a - our relationship with that
agency has changed as the head of the agency has changed,
but 1'm confident that the group that's there now is
going to be sensitive to the state's concerns and is
going to work well with ny regulatory agency. It is not

a turf battle between FERC and ny agency. W have
different concerns. M agency is worried about instate
access and instate rates, and FERC is concerned
principally with the interstate shipnment and responsible
for making sure that nothing we do within the state
interferes with interstate commerce but | think, within
those paranmeters, we can work well together on this
pr obl em

The first question was about state access for instate
demand and it was: Wat would the FERC and the RCA's
jurisdiction be over a pipeline along the Alcan route?
The RCA - ny agency has jurisdiction under the Al aska
Pipeline Act, a state law, to regulate intrastate oil and
gas pipelines and state law also says that we have
jurisdiction over interstate pipelines to the extent that

we're not preenpted. On the federal side, | know you' ve

heard from M. Loeffler and others this norning about the

Natural Gas Act. FERC has jurisdiction over al
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interstate pipelines and under the Conm ngling Doctri ne,
if there's one nolecule of gas that's transported
interstate cormerce it's an interstate pipeline. So, at
first blush, the Al-Can route, carrying gas to Chicago,
woul d be regqulated by FERC but there's ANGTA and its
i npact, again, is not entirely clear. Section 13(B) is
the one provision of ANGTA that | think is nost inportant
to focus on here. That gives the state the right to ship
its royalty gas - to use its royalty gas - within the
state of Alaska. It gives the state the right to go to
FERC and say we want to take our share and use it in

Alaska and it requires FERC to accommpdate that. The
| anguage - it's one of those paragraph |ong sentences
that drive me nuts - but | think it could be interpreted
either way. | would argue that it gives the state the

responsibility for setting rates for that intrastate
shi pment subject to review by FERC. But, again, that's
one of the anbiguities that would be nice to clear up in
order to avoid sone type of litigation over that issue.

| think [Section] 13(B) of ANGTA has another inportant
provi sion when you' re considering instate access and t hat
aut horized that - 13(A) - I'msorry - that prohibits the
operator of the gas line and if it's also a producer,
from discrimnating against others who want to have
access to the line. So Section 13 of ANGIA, as it now
exists, is very inportant for delineating state's rights
and protecting state's interests in using gas instate. |
urge you, if you review any of the drafts now circul ating
for changes to ANGIA, to | ook carefully and see what they
say in ternms of provisions conparable to the current
Section 13.

The one thing that's inportant to note is that ANGTA now
requires an instate delivery point just for the state's
royalty gas. So, if the state - if there's other
producers who want their gas to be used instate, they
woul d have to be protected by another neans or perhaps
through this legislation. And | imgine what would be
required of the state, in order to exercise this
privilege under ANGTA, would be sonme denonstration of
ability to use, or plans to use, its gas instate. I
think wunder those circunstances it would be very
difficult for FERC to deny an access, even on a FERC
regul ated pipeline within the state.

The next question was about generally - a series of
guestions - about regulation of instate tariffs and
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prices. Under the Natural Gas Act, FERC would set rate
for instate delivery points on a pipeline fromthe North
Sl ope to Chicago. Again, under ANGTA, the answer may be

different. It's arguable under that law the RCA s
responsibility is subject to FERCs review for
reasonabl eness, if the gas taken at those instate

delivery points is state royalty gas.

When we set pipeline rates, we operate under the Al aska
Pi peline Act, again, and we're required to set just and
reasonable rates. Qur case history says that neans rates
based on cost. So, there isn't one tariff nethodol ogy
that we consistently approve. There's a nunber of them
and what actually happens nost of the time is the
producers and the other interested parties negotiate a
settlement and they conme to us for review of that
settl enent. They resolve issues |ike how quickly the
pipeline will be depreciated; how DR&R funds wll be
accunul ated; how the rates change according to different
take-of f points. W review those when we cone in, again,
to insure that they're just and reasonable, that the
interests of future shippers, as well as current, are
protected and the public interests are protected. But,
we |l ook principally at the cost of delivering service,
Just like any other wutility regulation, they're only
allowed to charge their custonmers what it really costs
them to deliver the service so | can't tell you that
there's one pipeline nethodology that we use but it's
general |y cost-based and the history on pipelines in this
state is a series of settlenents negotiated between
producers and shi ppers that we've revi ewed and approved
as appropriate. What we do when we get them if we have
guestions, we have a hearing, we ask, require further
filings, sonetinmes negotiate other nodifications but
generally they've all been approved that way.

Regul ation of an all-Al aska pipeline - there was a series
of questions under this that tal ked about a hypotheti cal
pi peline to Val dez and shi pnents to Mexi co and back or to
California via Mexico. Basically, FERC would have
jurisdiction over a pipeline to Valdez if that carried
export gas. The federal governnent regulates export
pi pel i nes. There are different agencies that are
involved. | think M. Loeffler probably hinted on that a
little but it doesn't matter - it's the federal
governnent, it's not us.
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Qur jurisdiction is influenced by a couple of different
factors. |If there's a pipeline that begins and ends in
the state, that's an intrastate shipnment, that's within
our jurisdiction. Qher factors that are inportant are:
what gas is taken off? Under ANGTA, it matters. Qur
jurisdiction is influenced by whether or not it's the
state's royalty gas taken off. | think also what type of
processing or handling is done to the gas that changes
its character m ght influence our jurisdiction.

Last, and this is a difficult one to articulate, but
where the decision is made to ship the gas out of state.
"1l give you a hypothetical to try and explain what |'m

t hi nki ng of. |"ve been asked a | ot about, well what
about if - and | think |I heard Representative Ogan talk
about it, nmoving the well head down. The hub concept - in
order for us to have jurisdiction over the pipeline to
the hub, assuming that all the very, very conplex

econom ¢ and processing issues are resolved, there isn't
really any direct analogy currently. The letter talked
about the Gulf of Mexico case but this is really the

reverse. In the @ulf of Mexico, the feeder lines, or
gathering lines, they go into a central facility and go
out. In this case it would be one line com ng out and

then splitting out theoretically so, if there was a
pipeline fromthe North Sl ope that went to a center - and
"1l say Fairbanks because that's where I'msitting today
- and in Fairbanks there was sone kind of trading center
and gas went either through an LNG line to Valdez for
export or was sold to a |local petrochemcal facility for
processing or sold to a local wutility to generate
electricity or shipped on a pipeline route through Canada
to the Lower 48, then | think we'd be in a situation
where there would be a better reason to argue that at
|l east that first segnment of the pipeline could be

regul ated intrastate. Again, it depends on how the
project is set up and designed. That's not inconceivable
but there isn't, like in response to nmany ot her questions

you asked, there isn't really a clear path on that.

The next section talked about regulation over hubs. |
think I explained why the Gulf of Mexico exanple isn't
real |y anal ogous because it's an opposite. The question
al so tal ked about spur lines. It's true that any |ine
that went off of a main pipeline that transported product
to somewhere else in the state, to a utility or to a
processing plant from an off take point, would be
regul ated by the RCA This is another area where it
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woul d be hel pful to have clarification over the federal
law if that's what the policy nekers decide is the
obj ective, to have where our jurisdiction begins and ends
and whether or not - I'mnot sure it's a good idea to
have us regul ate the rates down from Fairbanks but if it
is, that's an area where sone clarification of federa
| aw defining what a hub or a training center or where the
jurisdiction begins and ends, woul d be hel pful.

Regul ati on as common carrier - that was the next series
of questions. The letter asked if | knew of any gas
pi pel i nes that FERC now regul ates as conmon carriers. |
don't but renenber, again, that the Lower 48 pipeline
regul atory schene was based on a different market
structure. You' ve got a network of pipelines going al
over the place. In a world where shippers have ot her
options, the concept of common carriers that's so
inmportant to us, isn't as inportant. This is going to be
a bottleneck facility, at l|east for the foreseeable
future therefore | think there's very strong public
policy reasons why common carriage, or sonme other schene,
it doesn't matter if you call it common carriage or open
access, sone schenme to ensure that there's non-
discrimnatory access to the line by producers, any
producer that has product to ship is inportant. And
that's something that could be best resolved through
federal |egislation.

The danger of a contract carriage pipeline is that it
woul d al |l ow the producers, or some subgroup of them to
control whose gas got to market. From ny perspective,
that's unacceptable for a couple of reasons. The state
as a royalty gas owner is going to want to get its own
gas to market and may be left out of that schene. Al so,
as the owner of lands from which the gas resource is

devel oped, I'msure we'd want to encourage devel opnent of
our gas resources. ANGTA, again, Section 13(A) talks
about - prohibits discrimnation against shippers that
don't own an interest in the pipeline and that type of
nodel - if there's going to be nodifications to that |aw,
bringing that principle forward | think would be very
i nportant.

It's also worthy to note, when we talk about state
regulations to influence who gets their product on the

line, what sone other states have done. In Texas,

t hey' ve used sone of their right-of-way access procedures

to require pipelines to be common carriers. | know that
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provision is in sone of the state | eases. | have no idea
whether it's in any of the | eases on any of the proposed
routes fol ks are tal king about, but that's another option
for the state ensuring that all producers have access to
the 1ine. Anot her option to think about is the one
simlar, perhaps, to what the legislature crafted a few
years ago on HB 290. | know sone of you were around for
that effort. There, it was an export gas pipeline at
i ssue. \What happened in the end was a bal ance.

The problem was the pipeline owners needed firm
conmmtments in order to obtain financing for the pipeline
and there were users in-state who were not able at that
point in tine to make the long term comm t nents. So,

what the legislature did was carved out, or designated, a
section of the line that would be regul ated as a common
carrier and gave the RCA responsibility when the pipeline
proj ect began to conme on |line for defining how big that
slice was going to be and regul ating that one piece of
the pipeline so that in-state users would have access.

That pipeline was never built but that's another - and
that concept is untested but that's another option,
perhaps worthy of consideration if we're thinking about
how the interests of in-state users could be protected.
| don't know of any other precedent for that type of
schene on a national |level. Again, TAPS was - and how we
regul ate TAPS concurrently with FERC, was the origina

nodel for that. The thought there was that - again, our
role on TAPS is to protect the interests of in-state
shi ppers so they pay fair rates even though there's nuch
nore pi peline beyond where they take off.

The next series of questions was about regul ati on under
the Natural Gas Act, or ANGIA, and it asked about FERC
applications. FERC is really the appropriate agency to
comment on how it's going to handle applications. They
have a statutory obligation to process applications and

understand that their response today was until the
application was filed they're not able to say a lot. As
frustrating as that may be, that nekes sense from a
regul atory perspective. Wat they' re going to be faced
with is sorting out whatever |egal challenges are filed
to whatever application they get. The answers are
di fferent depending on the particular application. But
|"d suggest that if the goal is a snmooth process at FERC
that the best nodel is for all of the interested parties
to sort out their differences and go together to FERC
with an application. That's the nodel we've seen in our
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pi peline cases and | know FERC does the same thing, or
experiences the sanme thing. It's when the parties are
able to negotiate, all the interested parties, again if
they're not all at the table it's FERC s role to nake
sure that their interests are protected, but the best
nodel is for folks sorting out their differences before
t hey get there.

On upstream access, |'mnot well versed on the first and
open season process but many of the concerns about that
process expressed in the letter are whether the producer
owned pipeline [is] wvalid. My agency's goals and
priorities are in-state access at a reasonable cost and
that's based on ny know edge and experience with what it
costs to generate power in the state and how it mght be
very hel pful to have sone of this gas to reduce that
cost. | would caution that the cost of constructing a
pipeline is really what's recovered in the transportation
rate so that if you' re evaluating alternative routes or
alternative options, whatever mnimzes construction
costs is really inportant. | think | saw a statenent in
the press by producers to that effect and | would agree
that mnimzing costs is inportant, although |I may | ook
at costs a little differently. The incentives that they
have to keep construction costs low are different than an
i ndependent pi peline conpany m ght have or anot her owner
and that issue is significant when you' re talking about
keeping tariff rates | ow enough that in-state users can
have reasonabl e access.

| think the state, in summary, has legitimate interests

in the connection with this pipeline that will be heard
and appreciated at FERC. W have interests in ensuring
state access and use of our gas in-state. W have

interest in getting our gas to market, if that's what we
choose, and a strong interest in pipeline safety. And,
any pipeline permtting process that doesn't take those

interests into account is not likely in the end to be
successful . That's the end of ny answers to the
qguestions posed in the letter. 1'd be happy to entertain
nore questi ons. | saw sone scribbling up there so |

suspect |'mgoing to get

CHAl RMVAN TORCGERSON asked Ms. Thonpson if she could suggest any
| egislation the conmittee might consider to nake the RCA's job
easi er.

M5. THOVPSON replied not on the state | evel because her focus now
is toclarify the federal |aw, which would benefit all parties if
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this project is to nove forward.

CHAI RVAN TORGERSON asked Ms. Thonpson if she has had a chance to
review the producers' draft |egislation.

M5. THOWPSON said she briefly | ooked at it but has not anal yzed or
studied it. She offered to provide specific conmments if the
comm ttee so desired.

CHAI RVAN TORGERSON i ndi cated the commttee would be interested in
her comments. He infornmed her that the conmttee plans to neet in
Septenber for the sole purpose of discussing the producers' draft
| egi sl ati on. He also said he would provide Ms. Thonpson with a
copy of the proposed legislation provided to the commttee by
Charlie Cole. He comented that it |ooks like some fix is
necessary on the federal level and that the commttee should
provi de suggestions for changes to the federal Ilaw and her
expertise woul d be wel cone.

REPRESENTATI VE DAVI ES asked Ms. Thonpson to expand on her comments
about the need for clarification of the federal lawin a nenpo to
the comm ttee.

M5. THOWPSON agreed to do so.

REPRESENTATI VE DAVI ES noted that Ms. Thonpson stated that an export
pi peline would be federally regul ated but he thought M. Loeffler
said that FERC would regulate the export facility. He asked for
clarification.

M5. THOWPSON said she did not hear M. Loeffler's comments but it
i s her understanding that an export pipeline would be regul ated by
FERC or the U S. Department of Energy. She repeated that [HB] 290
pertained to a case in which sonme of the gas would be used in-state
so the rates for that portion of the gas would be set by RCA but
t he RCA woul d have nothing to do with setting transportation rates
for gas sent out-of-state.

11: 33 a. m

CHAI RVAN TORCGERSON recal | ed sonething he read that said if the port
authority concept went forward or if the pipeline was state owned,
it would not come under FERC jurisdiction. He asked Ms. Thonpson
to comment on that.

M5. THOMPSON said she honestly does not understand that concept
wel | enough to comment.

TAPE 01-13, SIDE B

CHAI RMVAN TORGERSON noted that he posed a series of questions to
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that group to answer at their presentation that afternoon.

SENATOR KELLY stated that at the |ast neeting, the commttee tal ked
and heard about FERC jurisdiction if a single nolecule of gas was
exported or transported to the Lower 48 and it was his
under standi ng that RCA would not be involved if that were the case.
He asked Ms. Thonpson if her opinion differs since she said that
gas for use instate would fall under the regulation of the RCA He
asked if she nmeant froma hub transported to a community in Al aska
or for royalty gas - under what circunstances RCA would be
i nvol ved.

M5. THOWPSON said the conmttee wal ked away with the right answer
under the Natural Gas Act but the question is: Wiat does ANGTA nean
and what inpact does that piece of |egislation have on the answer?
The one nolecule concept falls under the Comm ngling Doctrine,
which falls under the Natural Gas Act. That canme about because
creative state regulators and creative pipeline conpanies were
buil ding pipelines to avoid certain state boundaries so federa
regul ati ons were inposed because it didn't nake any sense. Al aska
has different factual circunstances. She believes it is arguable,
al though it is not clear, under ANGIA, that the state woul d have a
role in setting the rates under which its gas is transported in-
state. If, under ANGIA, Section 13, the state exercises the right
to take its royalty gas in-state, then the |anguage of that bill
could be construed to give states the right to set the rate to that
of f-take point for state gas. She repeated that applies only to
royal ty gas.

SENATOR KELLY asked if M. Thonpson was speaking only to setting
transportation rates to the off-take point.

M5. THOWPSON said that is correct; she was only speaking about
transportation.

SENATOR KELLY asked if "to the off-take point" neans to the point
where the end purchaser purchases it or to a hub where it is then
transported fromthe big pipeline to the communities of the state.

MS. THOWPSON repli ed:

To the point where it |eaves the pipeline and the end
user - | guess there's a nunber of different scenari os.
If it goes, for exanple, if there's a spur line that goes
out of Fairbanks down to the Kenai area, then we would
regulate the spur line clearly because that's an
intrastate pipeline. W may, under ANGTA, regul ate the
rates that fol ks who were the end users in Kenai pay for
the portion of transportation between the North Sl ope and
wherever the spur line starts off the big line. That's
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the anbiguity, whether or not ANGTA neans that we have
some say in what they pay for their share of shipnent on
the big |ine.

CHAI RVAN TORGERSON asked if that answer differs depending on
whet her the application is filed under the Natural Gas Act or under
ANGTA.

M5. THOWPSON asked Chai rman Torgerson if he is speaking about the
application that has already been filed when he referred to the
ANGTA appl i cati on.

CHAI RVAN TORGERSON sai d yes. He noted the 1977 law clearly
provi ded for access in-state.

MS. THOWPSON agr eed.

CHAI RVAN TORGERSON st at ed, "NGA doesn't, except for what we heard
earlier, is for sone farners, so we're going to make folks in Delta
happy maybe, if it crosses their property but, you know, what about
everybody el se?"

M5. THOWPSON responded that not having | ooked back at the original
application, she is unconfortable providing a definitive answer.
She said if Chairman Torgerson is asking whether the RCA has any
control over the in-state rates under either piece of |egislation
and whether it makes a difference whether it was the original
application or another one, she guessed the answer is probably no.
She noted this is an area that should be clarified if federa
| egislation is passed - that the state has the right to set rates
for gas that's taken off and used in the state and the federal
governnment can do everything el se.

CHAl RMVAN TORGERSON asked Ms. Thonmpson if she has, "any
recommendati ons that woul d stop us fromchasing our tail and get to
sone real answers?"

M5. THOWPSON sai d she shares the Chair's frustration about having
to absorb a lot of information. She stated in an ideal world, she
would like to see a unified state position that the state could
take to the table to negotiate with the entities that will build
the 1line. That would enable RCA to better protect the in-state
users. She said she doesn't think anyone has the answer yet, but
anything the conmttee can do to encourage a unified position would
be hel pful to the RCA

CHAI RVAN TORGERSON t hanked Ms. Thonpson and asked representatives
from FERC to testify. He noted that he distributed the 40-page
|l etter to the comrittee from M. Chanbl ee [dated August 14, 2001]
and the short letter that said FERC did not want to answer any
guestions until it received an application.

38
JT NATURAL GAS PI PELI NES CMIE August 15, 2001



MR. JOHN KATZ, Director of the Ofice of Energy Projects, FERC,
infornmed the Chairman that he noted the concern expressed in his
|l etter regarding the responses provided by FERC officials at the
| ast nmeeting - that the responses were given in the context of the
NGA and not to ANGTA. He explained that FERC officials were trying
to answer the questions as they understood them but no one at FERC
has an expressed preference or negative sense about whether an
application could or should be filed under ANGTA versus under the
NGA. Those statutes coexist and it will be up to the applicants to
deci de what they want to file under. The bottom line is nothing
that FERC officials said was intended to cast aspersion on ANGIA or
to express a preference. Second, while FERC officials want to be
as forthcom ng and hel pful as possible, it is hard to answer al
gquestions in detail before an application is filed because so nuch
depends on other factors. FERC will first need to know what is
bei ng proposed and who is asking for what authority, etcetera.
Finally, the questions are also difficult to answer because FERC is
an i ndependent regul atory agency with five conm ssioners who vote
on matters of |aw and policy so staff can provide the standing of
the comm ssion's policy and what the comm ssion has done in the
past, but staff cannot predict what the conm ssion wll do. He
said he totally agrees with Chair Nan Thonpson that an Al aska gas
pi peline proposal is a matter of first inpression here and that the
ANGTA certificate, which never became a final certificate nmay pose
policy and | egal issues that the FERC has not dealt w th because of
t he unique circunstances in Alaska. He said staff does not want to
m sl ead anyone by suggesting that FERC m ght reach a particul ar
deci si on.

MR. KATZ said that Nan Thonpson's answers to the conmttee tracked
the best answers he could give the commttee. He said he agrees
that Section 13 of ANGIA does contain a provision regarding the
transportation of royalty gas and the NGA does not address that.
That doesn't nean such a thing couldn't occur under the NGA. In
regard to the rates that would be charged for such a service, Chair
Thonpson spoke on that point. He clarified that Section 13(B) says
the State of Alaska is authorized to ship its royalty gas. The end
of that section says the comm ssion [FERC] shall issue whatever
aut hori zation necessary, "subject to review by the conm ssion only
of the justice and reasonableness of the rate charge for such
transportation.” He repeated that this is hypothetical because no
gas has ever been transported pursuant to ANGIA but a plain reading
of that section suggests that the FERC woul d at | east need to | ook
at the proposed rates for Alaska royalty gas transportation. He
was not sure whether those rates would initially be set by the RCA
and then reviewed by the FERC

CHAI RMVAN TORGERSON comment ed t hat they have been tal ki ng about the
1977 act and that, in reality, nothing has materialized as a result
of passage of that act. He asked how to account for the pre-build
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in Alberta and British Colunbia in relation to that act or whether
it shouldn't be recognized. He stated it seens that portions of
the requirenments in the law that was passed were acconplished in
the pre-build.

MR. KATZ said the Chairman is absolutely right and that those two
| egs of the pipeline were indeed built under ANGTA but no Al aska
portion has been constructed.

CHAl RVAN TORGERSON said it is very frustrating to commttee nenbers
to realize that one of the major stunbling blocks it is faced with
today is whether or not NGA or ANGTA prevails over an application.
He said he finds it alnost intolerable that the comm ttee cannot
get a decision fromanyone. He stated that this issue snells |ike a
court fight and that hundreds of attorneys on both sides wl
represent Foothills and producers if one side doesn't |like what is
going on. He said he realizes that FERC s position is to let them
negoti ate and hopefully work it out, which he wi shes they woul d do,
but he feels it is a matter of law and a decision on it needs to be
before the FERC so that the matter can be settled. He asked if
there is a way the State of Al aska can put this question before the
FERC and get a ruling on which | aw prevails.

MR. KATZ said, "I can tell you we are right behind in terns of
wi shing we had answers to all those questions.” He noted in the
report FERC sent to Congress, staff stated that ANGIA did not
precl ude consideration of another proposal under the NGA. ANGTA
says the FERC has to do various things and that once it has
conpleted the process of a President's decision and Congress's
approval of that decision, the FERC may reject other applications
under the NGA, which staff has interpreted to nean that FERC could
choose to consider themor not consider them depending on whet her
the application is in the public interest. He informed conmttee
menbers that in terns of getting an answer from FERC, people do
file requests for declaratory orders, otherwise the state could
request a general counsel's opinion. He said the problemwth a
general counsel's opinion is that he is not sure the answer will be
worth much nore than the paper it is printed on because any party
could litigate. He did not think another party could litigate a
decl aratory order because that would just be an opinion that would
not affect anyone's right to liability until the FERC acted upon
it. He maintained that the issue will probably go to court unless
Congress speaks on and clarifies it.

CHAI RVAN TORGERSON thanked M. Katz and Randy Methura (ph) for
their information.

MR. KATZ said FERC staff tries to work with whatever agenci es and
| egi slatures are involved and hopes to do that as this project
noves down the road.
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REPRESENTATI VE OGAN noted that he believes the statenment that the
easiest way to resolve this issue is to get Congress to speak is an
OXynor on.

CHAI RVAN TORGERSON asked M. Katz to clarify what is going on
wi thin FERC regarding staff and Chair changes.

MR. KATZ said that Chairman Hebert has announced that he wl|
resign as of the end of the nonth and Kevin Madden (ph), general
counsel, has also resigned. The President announced yesterday that
Pat Wods, who was Chairman of the Texas Comm ssion, and is
currently FERC Conmm ssioner, will be the new FERC chai rman as of
Sept enber 1. The vacant seat will presumably be filled with a
Republ i can.

CHAI RMAN TORGERSON asked if anyone el se, besides the | ead counsel,
has |l eft the FERC

MR. KATZ said no. He stated that Chairnman-desi gnate Wod has an
excel | ent background in energy regulation and has a strong interest
in gas issues.

CHAI RVAN TORGERSON asked M. Katz if he will be the next genera
counsel .

MR. KATZ said that he can prom se he will not be.
CHAI RVAN TORGERSON asked if the Chairman nmakes that appoi ntnent.
MR. KATZ said it is. He noted the Chairman has soneone in m nd.

CHAI RVAN TORGERSON asked M. Katz if he has |ooked at the
producers' | egislation.

MR. KATZ said that staff supports anything that clarifies under
what aut hority FERC shoul d consi der pipeline proposals and agrees
with the thrust of the parts of the legislation that inplies the
need for coordination of federal efforts. But, staff has not yet
done a detailed review of the |egislation.

CHAI RVAN TORGERSON asked for a copy of the staff's remarks when
they are avail abl e.

MR. KATZ agr eed.

CHAI RVAN TORGERSON t hanked M. Katz and announced the conmmttee
woul d take a lunch break until 1:00 p.m

TAPE 01-14, Side A

DEPARTMENT OF NATURAL RESOURCES
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CHAI RVAN TORGERSON cal l ed the nmeeting back to order at 1:04 p.m
He invited M. Bill Britt to testify. He asked M. Britt if he
bel i eves the state can have, in its right-of-way |eases, provisions
to protect access to comunities or other projects the state m ght
want to do.

MR BILL BRITT, Gas Pipeline Coordinator wthin the Departnent of
Nat ural Resources (DNR), said he hesitates to answer specific
questions wthout consulting with counsel because there are
limtations to the power, but he believes the R ght-of-way Leasing
Act is one of the nost powerful tools the state has to affect
policy relative to the question and it is not frequently recognized
as such. He stated that when the | egislature chose to preenpt the
over-the-top route, the R ght-of-way Leasing Act was the tool the

| egi sl ature used to do so. DNR can affect very consequenti al
policy through right-of-way |eases; that realmis contractual |aw
as opposed to police powers. However, the state does run up

agai nst federal preenption issues within certain areas so it
depends on the specific question and what the state wi shes to
affect. He said he would like to find out how and what the State
of Texas has done in this arena.

CHAI RVAN TORGERSON sai d he understands soneone will be di scussing
that issue with the Al aska H ghway Natural Gas Pipeline Council on
Septenber 17 so they may learn nore at that tine. He coment ed
that there has been a lot of talk about the hub concept and that
there is a feeling that hubs are created I|egislatively. The
commttee has not been able to find any such animal. It appears
the Comonweal th did sonething to create a hub and that may be the
only exanple. He asked if perhaps access to Fairbanks coul d be put
in aright-of-way and effectively that nmay becone the hub.

MR BRITT said there are two ways to go. The statute itself
contains mandatory covenants that every right-of-way |ease nust

include. 1In addition, DNR negotiates the | ease wth the owners of
the pipelines, and that includes stipulations and provisions that
vary frompipeline to pipeline. |If DNR can figure out how to put,

in plain | anguage, what the state wi shes to have happen, it would
be relatively easy to find out whether that can be acconplished
through statute, which is where the nandatory covenants |ive, or
t hrough the negoti ated | ease.

CHAl RMAN TORGERSON asked M. Britt to conmment on the producers
| egi slation and the port authority's |egislation.

MR. BRITT noted that he only saw the port authority's proposed
| egislation for the first time this afternoon but, regarding the
producers' legislation, the admnistration is preparing coments on
that |egislation. H s comments to the admnistration were that:
the definition of Al askan gas was limted to North Sl ope gas and he
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was unsure what affect that woul d have on future exploration; that
the return of the office of the federal inspector would be
beneficial; and the preenption to FERC was required to say yes to
applications if three tests were net - those tests seened sl anted
in favor of the producers.

CHAI RVAN TORGERSON asked M. Britt if one of the goals of the
federal group of agencies that has been neeting is the creation of
a "super-agency" to | ook after rights-of-way.

MR. BRITT said their mssion is unclear at this tinmne. He was told
in a briefing that they are strictly limted to anal yzing federal
approval processes, determning where the bottlenecks are and
maki ng recommendations in a report to be conpleted in the late
fall.

CHAI RVAN TORGERSON comrent ed that form ng a super organization is
consistent with the President's energy policy if the President's
goal is to nove nega-projects forward. He thought that the
President said he would establish such an office in his policy
statenent .

MR. BRITT said he thinks it is a good idea and that is what his
office is at the state level. Agenci es operating on their own
frequently operate on various schedul es and at cross purposes. |If
everyone i s under one roof, the process goes nore snoothly.

REPRESENTATI VE FATE asked M. Britt if his office has received
enough noney from the Division of Legislative Budget and Audit
(LBA) to coordinate and inplenent sone of the activities required
of his office.

MR. BRITT replied the general funds his office received from LBA
were sufficient for himto sign two reinbursenent nenoranda of
understanding (MOUs) with Foothills and the producers. That seed
noney is all his office really needed to begin going forward at a
pace determ ned appropriate in conjunction with the project
proponents. He has been hiring staff.

REPRESENTATI VE FATE asked if the process was fairly snooth.

MR. BRITT said it happened very quickly. After LBA gave Chairnman
Therriault the power to enter into the agreenents, a letter was
sent to Comm ssioner Pourchot the followi ng day. That sane day,
the agreenents with Foothills and the producers were signed. He
believes working with Chairman Therriault will be very easy.

CHAI RVAN TORGERSON asked M. Britt what interaction he is having
with the Canadian regulatory authorities. He asked if they are
formng a joint office also.
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MR. BRITT said his interaction with Canadi an authorities has been
extrenely limted up until now. He has been concentrating on the
federal agencies so the Canadians will be next.

CHAl RMAN TORCGERSON asked if we should care.

MR. BRITT said he believes so, sinply because ultimately how
qui ckly sonething is approved and the expense associated with that
approval occurs on both sides of the border. He thinks everyone
will be better served if the authorities in both countries work
together. He said he also believes it is easier to influence the
approvals of others if the state interacts with and has a
coordi nated process with those agenci es.

CHAI RVAN TORGERSON asked M. Britt if he anticipates a Canadi an
menber on Al aska's Joint Pipeline Conmttee and vice versa.

MR BRI TT said he thinks that is entirely possible. He expects the
state and Canada to be westling with many of the sanme engi neering
questions and | and status and title questions so it nmakes sense to
| earn from each ot her

CHAI RVAN TORGERSON asked M. Britt if Jack Giffin is his |ega
advi sor.

MR BRI TT said he deals with the fol ks who work for M. Giffin.

CHAI RVAN TORGERSON asked M. Britt to ask for a legal opinion on
the right-of-way issue and provide the conmttee with the response.

MR. BRI TT agreed to do so.

CHAI RMAN TORGERSON t hanked M. Britt and asked Representative Ogan
to proceed with his questions of M. Mers.

REPRESENTATI VE OGAN asked M. Mers:

M. Mers - | want to have a little discussion about
possi bl e interaction between the producers on what coul d
possi bly be deal killers, or at |east slow down the gas
going to market and nmaybe have an effect on the routes
sel ected. Kevin Meyer has been on record in the past -
and |'m going to kind of paraphrase it, but basically
saying that this alignnent agreenment renoves sone of the
i npedi nents to a maj or gas sale but - nmaybe we could tal k
a little bit about sonme of the past things that have
caused problens, like the M and NG dispute. You' ve got
the gas cap owners and BP at odds over that and coul d you
kind of tell us your know edge of what happened w th that
situation?

44
JT NATURAL GAS PI PELI NES CMIE August 15, 2001



MR. MARK MYERS, Director of the Division of Gl and Gas in the
Departnment of Natural Resources, introduced Bonnie Robson

petrol eum i nvest nent nanager and infornmed the commttee that M.
Robson represented the state as an assistant attorney general on
sone of the legal issues so he would defer to her on the fine | ega

poi nt s.

MR. MYERS stated the North Slope oil field is a very rough
pl ayground. The commercial issues involve large dollars and the
conpani es are very nmuch conpetitors in many ways even though they
have a unified interest so that conpetition is manifested in a
| arge nunber of areas. There are cases, not uncommonly, where the
comercial interests of one conpany are advantaged over another
conpany and those commercial interests are different than the
state's. There are cases when those commercial interests are
aligned. Those alignnents are usually gotten to through a series
of very tough negotiations. Sonme of the issues are so |large that
the negotiations are often protracted and have a very strong | egal
and comrerci al aspect to them

Regarding the M-NG "wars,”" MR MERS said that prior to the
al i gnnent agreenent, BP had a mpjority interest in the oil rim

wher eas ARCO and Exxon had a |arger position in the gas cap. 1In
the case where natural gas liquids were being produced, stripped
out of the gas, there were two najor uses for them one was to
create mscible injectant (M) to reinject into the fields to
enhance oil recovery; the second was to create a natural gas liquid
and ship it down the pipeline with the oil. Once the oil line had
sufficient capacity in it, there were sone engineering safety
concerns that were answered:. yes it's appropriate to ship a certain
anount of natural gas liquids down the pipeline. The bottomline
was that the natural gas |iquids were dom nantly out of the gas rim
acreage that had majority ownership by Exxon and ARCO and therefore
they were at a comercial advantage to see those |iquids go down
the pipeline. The state was in a simlar position with its royalty
interest. BP felt it was nore advantageous to have the M used for
reinjection to recover nore of its oil rimoil. So, essentially,

there was a conmercial dispute in terns of value. That comercia

di spute led to BP building separate facilities, which were never
used. That dispute noved into the public sector, with several

agencies on several fronts, including the [Alaska O and Gas]

Conservation Conm ssion and the Division of Gl and Gas. Hearings
were held and ultinmately a settlenent was reached and the
facilities were not used. It was an exanple of a commerci al

di spute getting in the way of the highest and best use of
facilities on the North Sl ope.

MR MYERS said, regarding the Gas Bal ancing Act, the division would
expect the Gas Bal ancing Act would be needed if a large gas sale
were to occur. It would take 100 percent ownership agreenent in
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the field for that Gas Bal anci ng Act, which nmeans a mnority owner
could block it. Therefore, even though there is alignnent anong
majority owners, major negotiations would need to occur with the
mnority interests regarding the Gas Balancing Act and the
nmet hodol ogy devel oped and used by the producers. M. Mers said to
single that case out as unique is not really accurate, he can think
of a half dozen other mechanisns that could be used if one owner
wanted to bl ock devel opnent.

MR MYERS conti nued:

W heard earlier testinmony by the AOGCC on the issues of
oil production in ternms of lost oil production with gas.
Qobviously, to mtigate that you're going to want to
nodify the reinjection profiles of the field - either
change the gas conpositional mx to vary the conposition
as you | ower pressure for additional recovery, increase
water flood or a conbination of that and other
mechani sms. So, that 1involves significant investnent
capital. So, you would need all parties agreenent. In
addition, the AOCGCC, through their Title 31, would have
to approve it and |look at the conservation of the
resource and physical wast e. DNR through their
unitization would have to approve that there's no
econom ¢ waste and do the bal anci ng between | ost gas and
oil.

But in that process, if you have a nmaj or owner there that

doesn't want to pay their share, they can kill the
project. O if you had a maj or producer that did not want
to sell their gas, they could argue successfully,
potentially, that they need to be conpensated for that
|l ost oil. Therefore, we need to extract this extra val ue

out of this negotiation. So, there would be protracted
| egal negotiations there.

Anot her issue is the gas in probably a 4 BCF case isn't
Prudhoe Bay alone. It has to be Point Thonpson gas. So
now, you've got another separate unit, which wll have a
separate unit operating agreenent where that bal ancing
has to occur. In addition, you have other parties |like
Chevron and whil e they have a snmall percentage in Prudhoe
Bay, certainly less than 2 percent, they have about a 25
percent or so interest in Point Thonmpson. So, again there
are parties not even involved in this current realignment
that while their position is small in Prudhoe is very
| arge elsewhere in gas sales. So, anywhere w thout
agreenent from these parties, there are numerous ways
this project can be bl ocked.
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Anot her issue would be the conditioning plant. If it is a
unit facility wthin Prudhoe, it has different
inplications than if it was part of the pipeline
structure in terns of ownership, regulation and potentia
rates of return for it. So, there's another issue where
if sonmeone doesn't want to put the hundreds of mllions
of dollars they would have to into that facility, it
woul d be very difficult to build.

REPRESENTATI VE OGAN asked about a scenario in which Exxon has
significant holdings in the Mckenzie Delta area and the board
decides not to play unless the route goes over the top, whether it
could kill the whol e deal

MR. MYERS answered that wouldn't be an unrealistic scenario,
al though the state has sonme right to have expectations of the
inplied covenant to narket. If there's a reasonable nechanismto
get that gas, we could force the issue through that, but it would
be a difficult fight. Another issue is that these are not primarily
gas fields; they are primarily liquids fields with significant
anopunts of gas. So, you have to | ook at producing the liquids as
wel | as producing the gas and there are nultiple ways of doing
that. Some of theminvolve nuch nore capital investnent. At 35 TCF
on the Slope, Exxon is the owner of the majority of the gas
reserves.

MR MYERS conti nued:

It would be very difficult to see the volunes that you
woul d need in this type of process independent of them -
if you need a 20 or 30-year supply of gas, to justify the
financing. And even if you could solve all the comercia

i ssues and they don't want to sell, that's over a third
of that gas. That's a significant anmount and woul d have a
maj or inpact on the project... Basically, | believe the
producers wll try to reach an alignnment of their
positions and that's one of the issues of why we're not
hearing a whole lot. They wll have to reach that
i nternal alignnent.

Anot her issue along the line is how nuch capacity does
each conpany get. I'msure that's a very hot subject of
negotiation. It's probably ongoing. Does a conpany that
has nore proven reserves bill a higher percentage of the
project or do they in a practical sense get a higher
nom nati on versus soneone that's willing to take the risk

that they're going to discover nore. Soneone |Iike
Phillips that has a smaller percentage, a 5 percent
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interest in Point Thonpson, has a very different economc
scenari o than does a conpany |ike Exxon that has over 30
percent. There are a lot of internal negotiations and
alignnments that have to be reached before they reach
consensus on the size of the project and what their
preferred route is.

REPRESENTATI VE OGAN asked if the lack of alignnent on Exxon's part
sl owi ng any devel opnent.

MR. MYERS answer ed:

| think we can | ook at the oil exanples of the alignnent
even in Prudhoe, but lack of alignment - and this is not
pointed particularly at Exxon, but at the aligned
parties, versus Chevron's interest in some of the
satellite oil developnment - it has been an inpedinent in
the past to rapid devel opnent of these satellites. That's
again why Chevron's commercial interest in Prudhoe Bay
was only less than 2 percent. Their ownership in specific
smaller satellites mght be much higher than that. It
m ght be 25, 30 or 50 percent. So, the inpact on a
particular project is much larger in their overall
interest. The sane thing could occur in situations with
gas. That |ack of alignnment created a problemand we had
to hold a hearing on the application to produce. W had
to make a decision on what was appropriate participating
area. W did not have consensus anong the parties. So, we
had to act to basically broker the dispute. | think the
good news is that we reached a reasonabl e decision, at
| east reasonable by our standards and devel opnent is
going forward. But not without real fits and starts and
i ssues involving how nmuch production is the mnority
owner allocated and how nmuch do they pay to use existing
facilities. Sone of those decisions, even though we've
reached a resolution, aren't fully decided, yet. W often

post pone. W say, 'W'Ill do a tenporary nechanism You
guys internally fix it, come back to us in two years. In
the neantinme, we'll use this nechani sm

That is a very comon way. In the oil field often the
disputes are based on commerci al uncertainties,
uncertainties about how much oil or gas underlays a
particular |lease, its commercialities, price, etc. Those
are often solved by a tenporary nechani smthat has to be
fixed later. So, you agree to the methodol ogy, but you
don't necessarily agree to the actual nunber. That nunber
is back calculated. There are nunerous ways to solve
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these disputes at least to the point where you can go
forward with devel opment wi thout fully solving them

| think the alignnent is an exanple of one of those in
sone aspects because it fixed the problem with the
majority owers, but it really hasn't fixed it with the
mnority. | hope that answers your question.

REPRESENTATI VE OGAN indicated that it did and asked what his
experience has been with gag orders. He had the inpression they
were not releasing anything on the gas pipeline unless all three
agr ee.

MR. MYERS answered that he wanted to refer sone of the |egal
aspects of it to Ms. Robson. He said:

There is an agreenent involving the allocation of the
| eases that is not yet part of the unit or the unit
operating agreenent. Because of that, it's confidential
and we can't talk about it. W're hoping to get clarity
on that. If it becomes part of the unit operating
agreenent, we would be able to tal k about it.

V5. BONNI E ROBSON, Petrol eum | nvestnent Manager, DNR, responded:

Basically, the Prudhoe Bay Alignment Agreenent was
executed in the wake of the BP/ ARCO Phillips acquisition
nmerger and transaction. It was received by the state
Attorney GCeneral's Ofice as a confidential docunent
protected through the FTC proceedings. W believe it does
address a nunber of issues typically found in a unit
operating agreenment and that it doesn't in fact amend
sone of the terns of the Prudhoe Bay Operating Agreenent.
So, we have prepared a draft letter and forwarded it to
the Attorney Ceneral's Ofice for reviewin which we w |l
ask the producers and specifically the Prudhoe Bay unit
operator, BP, to file that as an anmendnent to the Prudhoe
Bay Unit Operating Agreenent and then provide copies to
the public. Again, it's not certain that we will be able
to do that. Qur request has to receive |egal review and
it may be contested by the producers.

MR. MYERS added:

| think 1'd address it a little nore philosophically in
ternms of | think: a) The conpanies are reluctant often to
share their comercial disputes or their dirty laundry in
a public forum and you can't fault them for that. So,
that's part of it. Another part of it is, |I think, a
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unified front to agencies like ours that negotiates
royalty or deals with tax structure has value to them It
has strength and value in terns of the risk of divide and
conquer and other scenarios. | think those issues have
| ead to an approach we've seen recently fromthe AOGCC
and fromus that it has often been very difficult to get
information that in past years has been relatively free
flowng to agencies that are able to deal wth
confidential data.

So, we've seen an overall effect of |ess information
flowng directly to the state. | will say in past years
the lack of alignnent and the commercial disputes which
we have had to resolve, and often we have a royalty
interest if we have varying royalty rates, for exanple on
a lease. The different technical interpretation by the
different conpanies helps us review our own interna
interpretation and | ook at ot her opti onal
interpretations. So, it's been a value. A wunified
interpretation that's a conpromse that fits all the
commerci al needs often isn't the approach we would really
like to see. W'd like to see the best wunbiased
interpretation of the data. Again, that's one of the
reasons we have technical folks that do forensic type
geosci ences engi neering and geophysics - is to actually
determ ne where our comercial interests are harnmed or
where we believe the interpretation has nore uncertainty
or less uncertainty and that affects the bottom line.
That is one of the aspects of when you see a conbined
approach and interpretation. W' ve |lost the benefit of
that which, again, | would argue is another argunent for
the state to strengthen their ability to do those types
of technical interpretation. It's also a function of a
unified front in that we can expect in these cases to get
a variation of interpretation. | do want to stress these
are variations in interpretation of data wth
uncertainty. It's not m scharacterizations of the data.
It's taking a nore liberal or less liberal interpretation
of that data.

DEPARTMENT OF REVENUE

CHAI RVAN TORCGERSON t hanked him for answering their questions and
announced t hat Conm ssioner WIson Condon, Departnent of Revenue,
woul d conment next.

COWM SSI ONER CONDON introduced M. Ed Small, Canbridge Energy
Research Consultants (CERA), to give them a market update.
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MR. ED SMALL, CERA, updated the committee:

There has been sone significant changes in the past
nont h. The conbi nati on of continued demand softness and
the supply growmth that we're seeing has caused us to
revise our pricing outlook dowward and downward fairly
substantially. W believe, though, that this nore of a
short termsituation than an enduri ng phenonmenon and as |

go through the why, hopefully that'll give you an
i ndication of where we think we're going in the long term
as wel | .

The current situation is one where the Lower 48 supply is
up. It was up about 500 MCF/ D | ast year. W're expecting
it to be up about 800 MCF/ D this year. Depending on how
| ow prices go, to be up between 600 - 800 MCF/ D again
next year. Canadi an supply is going to be up about 850
MCF/ D this year. So, in total we're in that 1.75 BCF/ D
i ncrease for 2001.

What that is causing is out of the 2.5 BCF/ D of residua
fuel oil that had come on and switched off gas during the
winter, there's currently only about .5 - 1 BCF/D that is

still on residual fuel oil. W expect that to be gone by
the end of the year. In other words all of that demand
that had switched to residual fuel oil wll likely be

gone and be back on gas by the end of this year.

What that does is it elimnates the price floor that we
have seen over the past four to six nonths. \Wen prices
cane down to a point where residual fuel oil was cheaper,
that caused the gas to basically stay at that |evel or
people would switch back to fuel oil. So, we see that
fl oor being gone probably in the fourth quarter of this
year. At the sane tinme that we're seeing sone growh in
supply, we are seeing continued demand softness. Power
demand in the West has been off 10 percent this sumrer.
It has been up to flat nationwide in the Lower 48 with
the recent heat wave, but prior to the last few weeks
nati onwi de power denmand had been off. The denand softness
is primarily in the industrial sector, though, power
bei ng one of the things | just nentioned, but industrial
demand i s the biggest factor. How nmuch of that is econony
driven is still hard to tell. I think I nentioned that
last tine | chatted, but we have revised our GDP outl ook
| ower for the balance of this year and in 2002 we expect
to see sone recovery the second half of 2002. At this
point in time, we are looking for a GDP gromh of 1.1
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percent in 2001 and 1.4 percent in 2002 with the majority
of that being in the second half.

What that does say is we do expect to see that industrial
demand cone back next year. In 2002 we expect to see
i ndustrial demand increase by 1 to 1.2 BCF/ D over 2001
| evel s, but again nost of that will occur in the second
hal f of the year. Currently, ammonia is still down, the
manuf acturing sectors are still hard hit, steel is stil
off, etc. In 2002 we al so expect to see roughly 300 BCF/ D
of power growth. So the conbination of the industrial and
power should give a demand growt h of about 1.5 BCF/ D next
year. That suggests that by the end of next year, we'll
begin to see the kind of supply/demand tightness we
experienced in the second quarter of this year.

What's happening now also is inpacted by storage. In
spite of last week where storage was basically flat, we
still expect storage to reach anywhere from3 to 3.2 TCF
by Novenber 1 of this year. Keep in mnd that full is 3.3
TCF. So storage is going to be in very good condition

going into the upcomng winter. In 2002 absent a cold
W nter, we expect the supply situation to be such that
storage will be closer to that 3.3 level going into the

winter of '02 and '03. So, those are sone of the factors
we expect to cause the price softness. To give you a
sense of what price softness we're tal king about, when
chatted with you last we had indicated a Henry Hub price
of $4.41 for 2001. We've now lowered that to $4.24. W
had an outl ook for 2002 of $3.53 on average. W have
| ownered that to $2.80 Henry Hub.

But as | had indicated, there is going to be an inpact of
this lower price. That inpact is going to be both on the
supply side and on the demand side. W're already
starting to see indications on the supply side via | ower
rig counts. They are starting to show sonme softening.
W're starting to see indications that rigs may be
| eaving the Gulf of Mexico. So, if we see the price we
are calling for the balance of this year, it will likely
have an inpact on drilling. That with about a six nonth
to one year lag neans a |lowering of the supply growh,
not necessarily going away, but not as strong as it woul d
have been had we seen the kind of drilling | evels we have
seen for the first half of this year. So the | ower prices
wi |l have an inpact by |lowering the supply response. It
also wll have an inpact in addition to the economc
growh we expect next year. Lower prices should help
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bring some of that demand back - ammonia, steel and sone
manuf act uri ng.

Where this leads is to the likelihood of 2003 prices
going back into that | ow $3 Il evel, probably between $3.10
and $3.25. So, the outlook that | have suggested going
out through '05 we still believe is the path we wll be
on from'03 through '05 of prices in the |ow $3, around
$3.25 range. As an indication of that, that's kind of the
| evel that we expect to see prices by the end of next
year even though the annual average will be bel ow $3. So,
that is the update since we | ast spoke.

CHAI RVAN TORGERSON asked if he had any information on the
proposed receiving plants around the U S. for LNG

MR, SMALL replied:

The only change | think is that there probably has been
one addition to the ones | had indicated before. | think
the answer there is the proponents of those projects are
going to be westling with the dilema of the short term
price softness. | think unless they have a belief that
prices are going to be stronger in the longer term it
woul d be difficult to proceed in the short term But the
pri ces have not been soft enough | ong enough for any of
the proponents to say 'No, we're not going ahead.' So,
basically, there's no change on that front.

CHAI RVAN TORGERSON asked who will get scared off first on the | ower
prices, LNG or pipeline?

MR, SMALL replied:

That is a very good question. It is one of those
situations of who blinks first. Part of the answer |
think is going to be in which conpanies have the stronger
price forecast going forward. If they believe as we do
that in '03 you'll see sone strengthening again, those
people would likely go ahead. If people believe that
we're going to see softness continuing, those will be the
peopl e that blink and back off. Wo goes first is really
hard to tell.

The other factor is obviously the magnitude of the costs
i nvol ved. The higher the risk, the higher the cost. |
t hi nk those people may have a tendency to blink first.

CHAI RVAN TORGERSON t hanked him for joining them and directed the
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di scussion to Conm ssi oner Condon.

DEPARTMENT OF REVENUE

COWM SSI ONER W LSON CONDON sai d:

Since we started at the end with item 5 and CERA's
update, maybe we can just go backwards and touch on item
4 next and then conclude with item 3.

In item4 you ask for a discussion, sone anal ysis, sone
conj ecture about netback values and how the notion of
net back is used to determ ne values for severance tax and
royalty purposes. |I'Il talk some about the use of netback
val uation for the severance tax and Bonni e Robson w ||
address the sane set of considerations for royalty.

The first thing that you asked was how crude oi

severance tax values are currently established. And that
really involves basically a two-step process. The first
step is valuing the oil in the destination market where
it's disposed of. Wien we tal k about destination nmarket
or crude oil that's sold by the producer to a third
party, we're talking about the place where that sale
takes place. If the crude oil is not sold as crude oil by
the producer, but instead is transported to that
producer's refinery and refined, we're tal ki ng about the
| ocation of the producer's refinery. Today for purposes
of taxation there are three inportant destination
markets. One of those is the West Coast in the Lower 48
and that really is the refining area in the Puget Sound
and in the Bay area in Southern California. As well

Al aska North Sl ope crude is disposed of at tide water in
Alaska and that's treated as a separate destination
mar ket for valuation purposes and finally, there is sone
production sold at Punp Station 1 on the North Sl ope.

In earlier tines, when the production |evel was
considerably higher than it was today, there were
di spositions on the U S. @Qulf Coast, on the U S. East
Coast, in the Caribbean area, in the U S. Virgin Islands,
and in the md-continent in the refineries that exist in
the Northern Mdwest. Each of those was treated as a
separate destination narket when Alaskan oil was
transported there and either sold there or refined there
by a producer. Then in the '90s for a substantial period
of time Alaskan North Sl ope crude was transported to the
Far East and sold there to refiners in Japan, Taiwan

Sout h Korea, and the Peoples Republic of China. The Far
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East was also treated as a separate destination market,
in termse of how oil is valued in those destination
markets for that is sold to third parties.

The val uation neasure that has been inplenented in our
production tax is to use the higher of two neasures of
value and those two neasures are what the producer
actually sells the oil for a neasure of the current
mar ket value in that narket, a termthat goes under the
| abel in the tax business here, of prevailing value. Wth
respect to crude oil a producer takes to its own refiner,
the val ue neasure there is what | call prevailing val ue,
which is what we hope is an objective neasure of value in
t hat market .

Having determ ned destination values, we junp to the
second step in the process, which is to subtract fromthe
applicable destination value in the disposition narket
each taxpayer's actual transportation charges from the
point of incidence on the North Slope where the tax
applies to the destination narket where we have
calculated this value. Thence for the netback, you take
the destination value and subtract the transportation
charge to arrive at a netback value. That's how val ues
are determ ned for severance tax cal cul ations.

Over the years we've had to face a nunber of issues. Sone
of those issues will be resurrected when we tal k about
gas taxation. So, | ought to run through those briefly.
First major issue that we've westled with for the better
part of 25 years is howto determne this thing called
prevailing value. Wen we're telling tax payers they have
to pay taxes on the basis of this value, we have picked a
measure that they can know and appreciate when it comnes
time to pay their taxes. Today we believe we do have a
system where a taxpayer can and should know what they
shoul d be paying their taxes on. The neasure we use for
determining this thing called prevailing value is the
spot price that's published by the third party reporting
services. That is the neasure we use for determning
prevailing value both at the West Coast, which is where
that price applies, and we use it to calculate a
prevailing value at South Al aska and at Punp Station 1.

Spot prices for Alaskan North Slope crude have been
published by third party reporters since the 1983-4
tinmeframe. They actually weren't recogni zed specifically
in the regulations that apply to the severance tax until
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1994. Before 1994, this neasure, prevailing value, was
based on the price that would be derived fromthree sal es
contracts selected by the departnent in each of the
destination markets. That determ nation was nmade by the
departnent at the tinme it conducted its audits and had an
opportunity to collect sone or all of the contracts from
all of the producers. Wat this neant, of course, was
t hat producers did not know which contracts were going to
be used. They probably for the nost part [END OF TAPE].

TAPE 01-14, SIDE B
COVM SS|I ONER CONDON conti nued:

.what ot her producers' contracts | ooked |ike precisely.
So, we did have a situation where sonetinmes nany, nany
years went by before we told the producers precisely what
the prevailing value we expected them to pay taxes on
woul d be. Presumably they did know what they actually
sold their production for. So, today we believe we have a
transparent knowable valuation procedure so that
t axpayers can know what their tax obligation is. W have
to be concerned, not that this hearing is focused on oi

i ssues, but the spot price that we believe is reliable
today, given the declining production rates. Changing
marketing patterns nmay not be reliable indefinitely.
That's sonething we have to be concerned about as tine
mar ches on.

The second issue we've had to face is which deliveries
mat ch which production nonths. If you stop and think
about that for a mnute, you realize that oil conmes out
of the ground on the North Slope; it noves down the
TransAl aska Pipeline; it may sit in the termnal for a
while in Valdez; it's |oaded on to tankers. Today those
tankers take it to Wst Coast refining |ocations,
sonetinmes including the Cook Inlet, have gone to the Far
East and for a long period of time went to | ocations on
t he East Coast of the United States and it took in those
i nstances six weeks or longer for oil to get to narket
after it was produced on the North Sl ope. If you' re going
to be matching values and determ ning a higher of sone
objective neasure of market value and proceeds at
destination and then matching that back to a production
nonth on the North Sl ope, you obviously have to figure
out which deliveries go with which production nonth to
inplenent the tax value. That's been a conplicated
problemthat we've westled with over the years. W think
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we have a good solution now for oil and no doubt the
problemthat we'll have to westle with on the gas front
will be different than what we've had to westle with on
the oil front.

Simlarly, where you' re using different val ue nmeasures,
you al so have to nake sure that you' ve matched the right
nmeasures in destination narket and this gets a little
nore conplicated than I want to get into today, but in
the oil business, when you hear a spot price quoted
today, that spot price is for deliveries that wll occur
next nmonth. Where you have prices quoted in the press, we
tal k about the August spot price, but the August spot
price really applies to Septenber deliveries. Again, that
requires that if you're going to have a neasure where
you're | ooking at some objective neasure of value and
conparing it to actual proceeds, and you re making
reference to spot prices and you have vol atile prices, as
we do, to get a fair match requires sonme care and
ingenuity. Again, it's a problem which we think we've
solved correctly, but it is not a problem which we
arrived at a solution for easily.

The next problemis determ ning transportation charges
and for that in the oil area, it's really neant
determining what a fair return on the capital investnent
made in the tanker fleet ought to be and then coupled
with that is the question of how you take a bundl e of
charges that just occur over tinme and allocate themon a
nonth by nonth basis so that you have a definite figure
that you can subtract for value every nonth. You' ve got
to adopt a set of conventions that are knowabl e by the
t axpayer so they can take their transportation charges
and allocate them the way you expect them to allocate
them to determine a value. That has been another
adm nistrative problem that we've had to solve wth
respect to the netback valuation of Al askan North Sl ope
crude oil production.

Goi ng forward, how do we see the value determnation for
North Sl ope gas production including the various liquid
conponents in the gas. As we sit here today and think
ahead to what ought to happen, we have identified three
principals that we stick to today. One of themis that we
believe we ought to continue with the notion of higher
of. We get at |east market value and if sonebody nmakes a
particularly good deal, we get the benefit of that deal

W want to make sure that however we val ue gas, that we
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capture the econom c val ue of the NGL conponents and we
want to come up with a procedure where it's possible for
the taxpayers to know the right value on which they're
supposed to be computing their taxes at the tinme they
file their returns or shortly thereafter. If they can't
know it in the nonth imrediately foll ow ng production

which is when their taxes are due, that they are able to
get the information in sone manner so that they can
figure out what it is that they were supposed to have
pai d.

Wth respect to the problem areas that we're obviously
going to have to address in pursuing those principles,
we're going to have to determ ne a good objective neasure
of market value to determne prevailing value. As we | ook
at the world today there are sone possibilities out
there, but as I1'lIl discuss at the end, | think it's
premature to do anything other than exam ne those
possibilities. The province of Al berta has cone up with a
very ingenious way of deriving what they call an Al berta
reference price. That's certainly a candidate for a
nmeasure of prevailing value, but it's entirely possible
that transportation systemthat carries North Sl ope gas
to market would in effect bypass Al berta and carry gas
directly to the md northern United States in which case
the market peculiarities that are faced by Alberta
production m ght be bypassed by Al aska gas. So, we don't
know whether that would really be a good neasure.
Qoviously, in the gas business we need to nmake sure we
correctly identify what we contend the actual proceeds of
transactions are, if there are incidental charges where
consideration changes hands in terns of the gas
transacting. Should sone of those be included in the
value is something we'll have to work through when we see
what the business |looks like. W're still going to be
faced with the sane issues, although the solutions wll
probably be different for matching dispositions to
production nonths. There may as well be issues relating
to allocating costs of particular production nonths.

Can we solve these problens today in terns of adopting a
set of regulations and putting it to bed? Qur past
experience certainly would suggest no. W're talking
about deliveries that are going to commence if we're
fortunate 8-10 years fromnow. W' re hoping for sonething
sooner.
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But, if you think about the oil business, North Sl ope
production started in 1977 and back up to 1967 and say
what changed in the world from'67 to '77. In '67 US.
crude oil values were the province of the Texas Railroad
Comm ssi on; OPEC existed, but hadn't flexed its nuscles;
the notion of spot prices sinply didn't exist; that's not
how oil was priced. If you |look at what the world | ooked
| i ke when TAPS commenced, you had OPEC in the driver's
seat trying to establish an official price which they
hoped to defend; we were marketing oil on the Gulf Coast
and in the Caribbean and on the East Coast. W woul dn't
have guessed that woul d happen as we | ooked ahead from
1967 to 1977. There were sone spot transactions that were
occurring in 1977, but there was no transparent spot
market. Then, if you fast forward ahead another 10 years
to 1987, OPEC has given up this notion of an official
price and is sinply trying to control prices by
controlling the volume they produced. The NYMEX futures
mar ket had cone into existence and there was a reasonably
transparent spot nmarket and certainly spot services were
publ i shing prices.

In 1987, there was not an agreenent or a consensus t hat
spot prices were the best and fairest neasure of val ue.
That was the state's position, but the producers in 1987
argued strenuously agai nst that position. But, you nove
ahead 10 years to 1997, we're shipping ANS to Asia

there's a general agreenent that reported spot prices are
an accurate neasure of market value. That notion is
recogni zed in our regulations. And not to belabor this
point too nuch, but if you go back 10 years ago and | ook
at the gas business, again the changes over the last 10
years have been dramatic. That was just the beginning of
a transparent spot price reginen nationw de. The NYMEX
futures prices had just been established; the regional

tradi ng hubs that exist throughout the continent today
were in their infancy in terns of the kind of transacting
we see there today; and who those najors were at those
tradi ng hubs were a conpletely different kind of conpany
than is active at those spots today. The point | really
want to meke here is that to be able to put together a
wor kabl e net back pricing schenme, we're going to have to
see how the realities of the narketpl ace evol ve before we
nail down exactly how we're going to do what we're
supposed to do.

CHAI RVAN TORGERSON asked if that is a chicken-egg deal. "Wuldn't
you assumne the producers would |like to have taxing stability before
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i nvestment versus what you're saying - Let's wait and see what
happens and then set a taxing structure in place?"

COWM SS|I ONER CONDON answer ed:

|deally, they would want us to be able to tell them
exactly what to do 10 years in advance. |'moffering the
proposition that that's just something that's inpossible
to achieve. We're certainly happy to work with them W
have been tal king to them about how we go about sol ving
this problem 1It's ny sense that they really don't
under stand t he nuances of what we need to do any better
than we do. They understand that these are probl ens that
need to be solved, but they're not sure what their own
business is going to ook like - whether they're going to
enter the Al berta market or not, whether they're going to
have a bullet pipeline - I could go on and on.

CHAI RVANT TORGERSON said: "W may have to work on guidelines that
are flexible to sonme degree.”

COW SSI ONER CONDON agreed and added: "W have a set of principles
that I have said we wanted to pursue and that is to have a way so
that the producers can know what the tax right value is when they
file their returns.

REPRESENTATI VE DAVI ES sai d that Conm ssioner Condon had indicated
that there were also prices at tidewater and at Punp 1 and asked if
they were the netback of the transportation costs from the spot
mar ket price.

COVMM SSI ONER CONDON i ndi cated that was right.

REPRESENTATI VE DAVI ES asked if there was anything the state | earned
fromthat in ternms of pricing gas at Fairbanks.

COVMM SSI ONER CONDON replied no and that it is likely to be an
al gebrai c equati on and:

It would be nmy guess that it could be nuch easier than
what we have on the oil front, because it very well my
be that the transportation systemfor gas is conpletely
covered by regulated tariffs that have been approved by a
regul atory conmm ssion and business is built around those
tariffs. That's not the situation we have with respect to
the tinkering part of ANS oil noving to market.

REPRESENTATI VE DAVI ES r esponded:
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But we still have, even if you know the tariff perfectly,
you still have the price determ nation and where that
poi nt applies and what di stance you woul d apply fromthe
mar ket back to the sale at point, let's say, Fairbanks.

COWM SSI ONER CONDON r epl i ed:

W don't know today what kind of tariff arrangenent -
whether it will sinply be a MCF per mle tariff or sone
ot her arrangenent. We don't know whether the narket
values we'll be selling gas into will be markets where
everyone pretty nmuch agrees on what the values in those
markets are. It would be ny guess that that would be the
case, because as tinme has unfolded over the last 40
years, pricing has becone for both oil and gas nore and
nore transparent. So, | don't believe over the next 10
years pricing will becone | ess transparent, but obviously
anyt hing i s possible.

He said he would | et Ms. Bonni e Robson discuss the royalty issues.

M5. BONNI E ROBSON said she would briefly discuss royalty issues and
address sone differences between royalty and tax and build on sone
poi nts nmade by Comm ssi oner Condon:

| believe the first question you asked is how does the
net back nethodology work for both royalty and tax
purposes. It works for royalty purposes nuch as it does
for tax purposes. There are several exceptions. The first
is that when it cones to destination value, | believe
Comm ssi oner Condon described two neasures of destination
val ue - one being actual proceeds and the second being a
proxy for market value that is called prevailing price.
For tax purposes the higher of those two neasures is
used. For royalty purposes it depends on the individual
| ease form at play. Al of the |ease forns provide at
| east three operative neasures of destination value. The
first is a producer's actual proceeds for the sale of
gas. The second is the average of other producers' in the
field proceeds for gas and the third is market value for
gas. Again, the state is entitled to the highest of those
neasures of value. There are other neasures that are
ei ther not operative such as posted prices in the field
or neasures that apply in certain newer |ease fornms such
as m ni mum val ue.

The second way in which royalty and tax netback
nmet hodology is different is that taxes are typically
i npl enented through statutes and regul ati ons and may be
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changed by the state changing their statutes and
regulations with public conmment, but not necessarily
public agreenent. Royalties on the other hand are a
function of contractual arrangenents with the | essees and
so we do not necessarily have the opportunity to correct
any errors or problenms made at a prior point in tine.
That is we nmust live with the lease fornms now in
existence and if we were to enter into agreenments with
t he producers now on val uati on net hodol ogy, we woul d have
to live with those throughout tine.

| believe another question that you raised was what
specific problens do you see wth regard to the
i npl enentation of a royalty valuation nmethodol ogy. |
think the primary problem is that the producers have
approached the adm ni strati on and asked the Departnent of
Nat ural Resources to enter into negotiations and in fact
conplete those negotiations this calendar year on a
royalty val uati on nethodol ogy and on whether the state
will take its royalty share in kind or in value. Qite
frankly, we have advised the producers that we do not
believe we have sufficient information at this point in
tine to even commence those negotiations. W feel that
the situation is sonewhat different from the oil
situation in that yes, we do have royalty oil settlenent
agreenents, but those were reached in 1991 after
approximately 14 years of litigation and an opportunity
to review a decade's worth of contracts for the sale of
the state's royalty oil.

W are now being asked to enter essentially a settlenent
agreenent on the valuation of gas w thout having seen any
gas sales and certainly no gas sales contracts. So, there
are basically four areas where we are short of
i nformation.

e One is we do not know what the actual destination

for this gas will be.

 Two, we do not know how this gas will be marketed.

* Three, we do not know  what the actual
transportation costs wll be.

e Four, we do not know how the world will change between

now and the actual tine of gas sales.

"1l just comment briefly on each of those four points.
In ternms of us not knowi ng what the actual destination
will be; of <course, one elenent of the netback
nmet hodol ogy is destination value. It's quite possible
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that this gas will go to multiple locations in the Lower
48 vi a Canada and specifically Alberta. There is in fact
a trading hub in Alberta. North Slope gas may be traded
in Alberta, but certainly that is not its ultinmate
destination, at least to the dry gas. Maybe it will be as
to the liquids.

W do have a concern that our gas not be valued in
Al berta, because that is a nmarket in which supply we
think will always exceed denmand and that is a fornmula for
alowprice. W think it should instead be val ued, even
if first traded or sold in Alberta, in its actual market
or destination, which we expect to be the Lower 48 where
demand will equal and possibly exceed supply, which is
the formula for either a fair or high price.

W do not know how the gas will, in fact, be marketed. As
| mentioned, we have not seen gas narketing contracts for
the Lower 48 states. W have in fact advised the
producers that as a starting point we would like to see
sonme of their actual gas sales contracts for the Lower 48
states. W would like to see, for exanple, as a starting
point, their 10 largest gas sales contracts for a
representative nonth; their 10 snmallest contracts; 10
contracts that they believe are representative of the
spectrum of their actual transactions; 10 contracts if
not included in the above for field sales; also if not
included in the above, 10 contracts for sales at hubs.
W'd |ike to see 10 processing contracts; and we'd |ike
to see 10 straddle plant contracts. W would also like
additional information on how they market gas. Again, we
think this information is a starting point on sonme of the
informati on we believe necessary to intelligently enter
an agreenent on val uation.

| nmentioned third, | think, that we do not know what
actual transportation costs will be and one area in which
we are particularly deficit is that we expect by the tine
natural gas flows to market the estimati on of recoverable
resources will increase above its 35 TCF and this matters
for a determnation of the useful life of the pipeline
and the conditioning plant. Right now, if we have a 4
BCF/ D pi peline, we would expect that the known reserves
of 35 TCF would nove to market in 23 years and the
producers may in fact argue for a useful life of 23 years
or less. In fact, we would expect that the facilities and
pi pel i ne woul d have a | onger physical life than that and
we woul d expect with additional activity in the Foothills
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area, in NPRA possibly with gas hydrates and el sewhere
on the North Slope, that nunber would increase and
i ncrease substantially, therefore, supporting a |onger
useful life.

The fourth point is that the world will change in ways we
cannot predict. It makes us extrenely hesitant to now
enter an agreenent, particularly if there's not any
ability to revise the terns of that agreenent. W have in
the oil settlenent agreenments, and | think we shoul d have
in any gas valuation agreenent, a provision that allows
t he reopeni ng of those agreenents to account for changes
in market conditions in the future.

Wth that, | knowtine is tight and | would be happy to
answer questions you have now or at a later point in tine
on any royalty issues.

CHAI RVAN TORGERSON asked how the producers had responded to her
request for agreenents.

M5. ROBSON replied that she had just provided the list to the
producers one week ago today. The departnent had not received a
formal response fromthe producers. "They have asked for the I|ist
in email formso they could distribute it nore extensively."

CHAI RVAN TORGERSON sai d the producers had asked themto assist in
tax stability type questions and to work with her and the
adm nistration to expedite some of this. He said the |egislature
would need a lot of the sane information if they were going to
hel p. "For those that are listening, they best share data to
everybody. "

REPRESENTATI VE DAVI ES sai d:

On the reopeners, you had indicated that one of the
substantial differences between tax and royalty was the
contractual nature of a royalty. Wwen you first
characterized that, it was pretty fixed. But then you
indicated at the end that we do have sone reopeners in
the oil situation. I|Is that sonmething we need to be
| ooking at in terns of providing better flexibility to
meet uncertain future conditions than we have in the
past ?

M5. ROBSON replied:

| think it's very much in the state's interest to provide
for a reopener. The |lease forns, thenselves, do not
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specifically address a reopener. However, they do call
for at a mninmum paynent on the basis of market val ue.
So, as nmarket conditions change, acconmmopdati ons can be
made. The probl em becones as we enter an agreenent that
mar ket value will be neasured by for instance the spot
price at a particular hub, that may not in fact be
i ndicative of market value in the future. And so, we need
a nmechanismto get back to market value if we enter any
new agreenent now.

REPRESENTATI VE DAVI ES asked if that was in ternms of any royalty
arrangenments, sonething we have to watch pretty careful ly?

M5. ROBSON answered: "Absolutely!"
COWM SSI ONER CONDON sai d:

On item 3 you asked us sone questions about nodifications
to the taxes portion of the fiscal systemand your letter
states that you assume we have | ooked at property tax,
accel erated depreciation versus regressive systens. Let
me briefly review what we have done. Wth respect to the
state fiscal systemand how it would inpact the econom cs
of a gas commercialization project, we certainly | ooked
in detail during the 1995 - 1998 period with respect to
an LNG project as a part of that being HB 393 enact nent
and our enploynent of Dr. Van Meurs' report he did and
t he recomendati ons he nmade. At the conclusion to that
process we ended up with an anal yti cal nodel devel oped by
our staff working with himthat was appropriate to an LNG
project. It was a nodel that we reviewed wth
representatives of the producers both prior to and
subsequent to sonme of their participation in the LNG
sponsor group.

W also reviewed the nodel with staff folks from Yukon
Pacific. Following the LNG project activity, there was a
brief period of tine when GILs were pressing to be the
| ead candi date for North Sl ope commercialization project
and we actually spent a fair anmount of time with the
folks. First, we nodified the nodel to nmake it useful for
a GLT project. Then, the staff analysts from Exxon were
generous enough to spend a fair anmount of tinme with us
critiquing our nodel and we ended up with a nodel that
it's ny sense, although | never spoke to themdirectly,
t hought fairly represented what we needed to be | ooking
at if that was the direction North Slope gas
commerci al i zati on was headed.
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Now, of course, we have the proposal for a pipeline from
the North Slope to md North Anerica. W have not yet
calibrated that nodel and you' ve certainly had an
opportunity to play with it and see what it does. W need
to sit down with the producers and their study teamto
make sure that the way we' ve calibrated the nodel nekes
sense. W have not been able to do that yet. W have,
however, | ooked at sone el enents that you posit we nust
have | ooked at. In terns of using the nodel and others,
we have not. W have | ooked at what woul d happen if you
did not inpose the 20-m |l property tax during the
construction period and over a w de range of project
costs that nakes about a two-tenths of a percent
difference in the rate of return of a project. What that
really is going to nean in terns of whether it matters,
we need to have nuch nore definite informati on about what
project costs are likely to be and where the projects are
going to go. What we have done is really a rough | ook-
see. | don't think getting a rough |ook-see is a
particularly valuable result. GCbviously, such a change
woul d | eave | ocal governnents w thout a revenue source,
which they're not going to feel particularly keen about,
because the tinme when such a project is likely to nost
affect the provision of public services is going to be
while the project is being constructed. Simlarly, it
woul d deny sone revenue to the state governnment. Such a
change in the state's fiscal system would have m ni nal
effect on the federal government and it would inprove the
rate of return for the project.

Wth respect to accelerated depreciation, that's a
possibility. Exactly what affect it's going to have on
the project and whether it really helps the project
depends on who owns the project. If the project were all
owned by third party providers and not by producers, the
accel erated depreciation probably wouldn't affect them
very nmuch, if they could pass their costs on directly to
the producers. It mght, however, increase the val ue of
the gas at the well head by reducing the tariff.

Wth respect to the question of progressive versus
regressi ve systens, that's an issue, which we've tal ked
about in generalities and have no specific anal yses that
we have done. W have talked to Dr. Van Meurs about
hel ping us. He's not going to be available until we've
reached the winter nonths and in terns of having the kind
of information we need to have to even begin to do this
analysis, 1'd be surprised if we have it nuch before
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then. So, we're not ready to recomrend changes that you
shoul d consider adopting. W need information and at
least this point in time it would be our strong
recomrendati on that we continue to rely on the consultant
who hel ped us as we | ooked at the LNG project and who is
already famliar with the ins and outs of our fisca
system That's the end of ny presentation, M. Chair.

CHAI RVAN TORGERSON asked about M. Katz' testinony on page 26
saying, "It's not secret that one of the three producers, Phillips,
has proposed anendnents to the federal fiscal regine, i.e. the tax
regi me. Exxon and BP are not inplicated in that proposal."

He asked if Conm ssioner Condon if he was famliar with that
pr oposal .

COW SSI ONER CONDON sai d he was famliar with it and has talked to
Phillips about it. They wanted to have the honor of nmeking it
available to the commttee. He didn't have any conments on it at
this tine.

CH ARVAN TORGESON said it was his understanding that they were
trying to get downside protection if the price was to bottom out
and asked if a regressive tax systemthat reflected the price, |ike
Dr. Van Meurs told us we ought to do ever since he canme on board
years ago, wouldn't that also offer them sone downsi de protection?

COVMM SSI ONER CONDON replied that it would offer them sone downsi de
protection, but it would be quite small conpared to what they would
like to achieve in their proposed |egislation.

CHAI RMVAN TORGERSON asked if he thought they would be anenable to
| ooki ng at a progressive tax system

COVMM SSI ONER CONDON replied that he didn't know.

CHAI RMAN TORGERSON t hanked the Conmm ssioner and Ms. Robson for
their presentations and announced that next they would have M.
Ri chard Peterson give his presentation.

ALASKA NATURAL GAS TO LI QUI DS COVPANY

MR. RI CHARD PETERSON, CEO, Natural Gas to Liquids Co., addressed
their gas to liquids proposal, how GILs can help a gas pipeline
project and a little about m sconceptions of GILs and Petrol eum
Al ternative Liquid (PAL).

Qur proposal initially was to build a 50,000 barrel per
day (BP/D) world scale GIL plant that would use
approximately .5 BCF of natural gas and batch that
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product down the oil pipeline. W were going to work with
the state and third parties, primarily not the mgjors, to
obtain the gas for this particular project. W are al so
going to work with Mss Gas and Al askan conpani es,
primarily for their expertise in the GIL field. W want
to use existing proven technol ogy so we coul d get | ower
costs on financing and we want to batch the syncrude down
the oil pipeline. W want to be able to nmarket this
product on the West Coast where it would get the nost
exposure for environnmental concerns and market the
napt ha, whi ch woul d be about 20 percent of the product in
the md East. That is basically our proposal. W still
believe today that it's an alternative to other projects.
It's al so sonething that could work very well with a gas

pi pel i ne.

| would i ke to say for the record that I1'mnot here to
oppose the pipeline; 1'm not here to support the
pi peline. The pipeline wll have to nmake itself on

what ever the nmarket is going to determi ne the value for
the natural gas.

What | wanted to talk about, then, is what are the
benefits we see of a GIL plant. W see quite a few
benefits GILs can have for a gas pipeline, but | want to
focus on one thing only. If you look at the CX
extraction plant that you're planning to build and the
NGL plant, if you conbine theminto one facility on the
North Slope and you're able to use the batching
facilities for GILs, you can batch those NGs down to
Val dez. So, you can locate the entire structure in
Al aska. W think it would be a nmuch nore economc way to
do it.

The other thing we see is with the batching you can take
any NG and run it down to Val dez where you can process
it and market it for other materials. The other thing we
| ooked at is if you operate a dense phase gas pipeline,
every single take off point that you' re tal king about in
Al aska, you're going to have to put treating there to
renmove those liquids. If you operate a single phase
pi peline, you're going to have nore capacity and you're
going to have less cost and nore ability to take gas off
at the various |locations down the system | think it's
fair to say that a single phase pipeline wll have
greater capacity using the sane dianeter for natural gas
than if you ran it on dense phase. Probably the |ast
thing that we say is if you put this facility on the
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North Sl ope, a hundred percent of the cost of the NG
processing facility, which |'ve heard is $2 - $3 billion,
is in Alaska. All the processing jobs are in Al aska. So,
it's a major benefit for Al aska and Al askans.

| want to briefly talk about what | call m sconceptions
on the GIL side. |Is the process proven? |Is natural gas
the only fuel? Do we need sone sort of super federa
support to nmake it work? Are GILs econom c?

The first thing | want to say is that if you | ook at GIL
plants world wi de, which have been announced, roughly
Shel | has announced seven plants world w de, [indisc.]
has two nore. There's over 600 BP/D of new GIL plants
bei ng announced in addition to the 300,000 barrels of GIL
plants already on line. GILs are not sone sort of
technol ogy that has yet to prove itself. It is a well
proven technology. It's a matter of how you market [END
OF TAPE] ...

TAPE 01-15, SIDE A
MR. PETERSON conti nued:

..ln Cook Inlet or not. If we're running out of gas, coal
gasification nmakes sense. Especially with a conbined
cycle of electric generation facility. If we're not
runni ng out of gas, GILs will work there.

The other point | want to address was the federal
financial support. Many people have said that a program
as we proposed is uneconom ¢ and needs massive federal
support. What we've said is if you're going to build a
50,000 BP/ D GIL plant, you need roughly about 1 MB/ D of
batching capacity to elimnate any sort of cross
contam nati on problens you have. That wi |l support 800,
900, or 1,000 1 MB/D GIL plants. The first 50,000 BP/ D
pl ant cannot afford to pay for that. It would be akin to
saying you build a gas pipeline to the Lower 48 and only
put a .5 BCF of gas in it. So, what we proposed to the
federal government was to cone up with a different way to
pay for that infrastructure to allow batching to occur
and they recover their noney at a later date. W actually
| ooked at three different proposals with themand one is
the federal notor fuels tax credit, which we don't
particularly want to use, but it's one way to get it. If
you take the exanple of gasohol, the ethanol gets 54
cents a gallon. It's been going on for 21 years and coul d
possi bly go on for another nine.
69
JT NATURAL GAS PI PELI NES CMIE August 15, 2001



The other way was to look at an environnmental credit,
which seens to be the way a lot of senators and
congressnen that we've talked to on the federal |evel
like to go. The third way that Senator Stevens suggested
in one of our neetings was the possibility of a
governnment pilot program where they pay for the
infrastructure and they recover it as nore GIL plants are
built.

The next issue | want to talk about briefly was - and
here's where |I think the problemw th GILs arises. Wen
you tal k about GILs, we talk about FT, or Fisher/Trop,
synthetic diesel and California has raised this point for
the last couple of years with us. Nobody focuses on the
Fisher/ Trop synthetic part; they focus on the word
diesel. As a result, when they |l ook at that, they think
di esel - petroleum products - and their mnd is then
fixed in this kind of a format. W found even with the
majors, it's very difficult for themto think of anything
el se other than petrol eum based product when you say
diesel. So, we like to say, 'Is it diesel or is it a
petrol eum alternative liquid (PAL)?

The reason we do that is because we like to say, 'My PAL
is clean and odorless. It is biodegradabl e and non-toxic.
It has no sulfur, no aromatics. These are sone of the
environnmental qualities synthetic fuel has. If you can
get your mnd off diesel, you can think about it
different ways. Probably the biggest consideration is
that this FT fluid is a natural gas based product.

In our country we have two basic ways to tax notor fuels.
One is a petrol eumbased product and one is a natural gas
based product. CNG LNGis taxed at a natural gas base.
Di esel gasoline is taxed as a petrol eum base. \Were we
say this is inportant, if you go back into the notor
fuels tax on diesel, the federal tax is 24.3 cents per
gallon and in California it's 18 cents a gallon on
diesel. If you look at the notor fuels tax on CNG LNG
etc., the federal tax is 4.3 cents per gallon and in
California the tax is roughly 7 cents per gallon. It's
actually a range that goes up and down. So, if you | ook
at those nunbers, you say that if you think synthetic
diesel froma GIL process is a natural gas based product,
the current federal tax is $13 per barrel less. This
nmeans $13 per barrel higher netback to the gas supplier.
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There's a ot of other types of programs out there that
if you get away from petrol eum products and starting
t hi nking about this as a natural gas product, it inproves
t he econom cs of GILs tremendously. You al so have tests
running in California right now for NOX reduction, which
ranges between 12 - 15 cents a gallon. You have the
ability to put in CNG avoidance premum OCNG requires
massive capital upfront investnment. To do it where it's
PAL synthetic diesel does not require that. So, you use
the sane existing infrastructure. So, we |like to say if
you consider GILs as a natural gas based product, you're
going to have a situation with far nore value than you
have given it in the past. It needs consideration.

But, the primary purpose for ne being here is to talk
about GILs from Alaska. It's a pristine fuel from a
pristine environnent, but GILs can help inprove the
econonm cs of a gas pipeline. W believe that by going
ahead with the GIL option on a small scale, putting in
the batching facilities, you can put the NG. processing
facility wwth the CO2 extraction facility on the North
Sl ope and keep all of that work here.keep the val ue;
batch that down to Val dez and maybe do sonething el se
with it at that |ocation.

2: 44

CHAI RMVAN TORCGERSON said he read sonething saying the federal
government recognizes GIL as an alternative fuel and the tax
proposal s that are pending in congress have a 25 cent tax credit
for GILs or alternative fuels.

MR. PETERSON r esponded:

No, | wouldn't say that. The alternative fuels tax
definition that was put in at the help of Congressnan
Young and Senator Stevens places GILs into that status of
alternative fuel. By being an alternative fuel, you nake
yoursel f available for clean cities prograns and it just
so happens that every single other alternative fuel has
sone sort of a tax subsidy etc. What we're saying is that
GILs are gas based. If you tax them based on a gas base
only in the motor fuels market, in some states you have a
31-cent advantage for a higher netback (higher or |ower
in sonme states).

MR. PETERSON conmmented if the boat that sank in Prince WIIiam
Sound had been using PAL, this would have not been an issue. "PAL
has been approved by the EPA as non-toxic, biodegradable, can be
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dunped into the ocean and you don't have to worry about cleaning it
up.

2: 50
ALASKA GASLI NE PORT AUTHORI TY

CHAI RVAN TORGERSON announced a three-m nute break before going to
the Port Authority for the rest of their presentation [ CONTI NUED
FROM THE LAST MEETING . He said that Fairbanks is a part of the
Port Authority concept, having placed that issue before the voters.
The North Sl ope Borough and Val dez are al so active nenbers.

MR. DAVE DENGLE, Interim Executive Director, Port Authority, said
M. R gdon Boykin, Special Counsel for the Port Authority, M. Burt
Kodel, a board nenber, and M. Dave Cobb, Secretary were also
present. He said that Charlie Cole was called away on a specia
assi gnnent by the Governor and he woul d take up where M. Cole |eft
of f di scussing sonme of the benefits of the Port Authority financing
and tax exenption status and answering the conmttee' s questions.

MR. RI GDON BOYKI N, Special Counsel to the Port Authority, said:

The first slide goes into the base case assunptions we
used in our financial nodel. This is a nodel a great
anount of detail of which we gave to you at the | ast
hearing in Anchorage. | have selected a few slides from
that to illustrate the base case used and what the
results fromthat base case were.

You may recall that the Port Authority nodel is based on
a conbi nation project of both the Foothills project and
basically the YPC project, because we get a trenendous
anount of econom es of scale by conbining both projects
into one project along the comon 550-mle corridor down
to Delta Junction. Consequently, we're ending up putting
6 BCF into the pipeline. In order to do that, you need to
process 8.7 BCF on the North Slope. W have assumed for
t he purpose of this nodel that the Port Authority would
own and construct that conditioning plant on the North
Sl ope. That may be quite a difference from sonme of the
ot her nodel s or theories that you' ve seen.

Fromthat 8.7 BCF, we will extract 2 BCF of C2 and ot her
el enents. That will be returned to the producers for use
as m scible injectant. we wll actually buy,
consequently, a little over 6.7 BCF of gas and we w ||
pay for that gas a split paynment, 30 cents base price and
45 cents, which wll be an additional subordinated
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paynment for the feed gas for a total price of 75 cents
per mllion BTUs.

W will produce 15 mllion tons of LNG That wll
basically be three trains of five mllion tons each.
Those trains will cone on line at six-nmonth intervals. |
think the initial train will conme on line 49 nonths after
the start of construction.

We have assuned a price for the LNG of $2.5 per mllion
BTUs at Valdez. If that were shipped to Japan and the
shi pping were 60 cents, which we believe it would be at
or less, that would equate to a delivered price in Japan
of $3.10. We have assuned a $3 per million BTU Chicago
price. Based in the assunption is $1.20 per mllion BTU
assuned tariff for the Al aska border to Al berta to
Chi cago section of the line.

As | nentioned earlier about 6 BCF will enter the |ine;
approximately 2.7 BCF will go into the LNG plant in
Val dez; and a little over 3 BCF will go down to Canada.
This will be a dense phase, high-pressure line. That
neans we' |l be carrying propane and butane down the |ine
in a gaseous form | cannot overstate the benefit of
these liquids and the value of those liquids to the |ine
in ternms of anortizing the cost of all of these
facilities.

Ei ghty-one thousand barrels of NG&s will be extracted on
the North Slope; 119,000 barrels of LPG wll be
extracted in Valdez; 141,000 barrels of LPGs wll be
extracted fromthe gas that's going down to Canada. That
wll be extracted either in Calgary, our assunption is,
or in Chicago if it ends up going down the Alliance Line
to Chicago. W have assunmed an LPG price of $12.50 per
barrel and an NGL price of $16.50. W believe all of
t hese nunbers are relatively conservative.

The benefits to the producers: basically they get $811

mllion from the gas sale at the base paynent of 30
cents. They get another $1.2 billion from the
subor di nat ed gas paynent of 45 cents per mllion BTUs for
a total amount of just over $2 billion per year.

The benefits to the state and nmunicipalities of Al aska:
$371 million per year in royalty and severance tax; $81
mllion per year in royalty and severance tax on the
NG.s; $148 million per year if they're paying corporate
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incone tax. (I don't know whether they're taxpayer or not
due to consolidation, etc.). One hundred and fourteen
mllion will be the paynent in lieu of taxes to the
municipalities along the route; that equates to
approximately a 10 m || tax as opposed to the current 20
mll regine for the oil I|ine.

The project was designed to throw off $370 million per
year, which would go $220 million to the state and $148
mllion to the municipalities; $111 mllion of that would
be in the form of direct nobney based on a per capita
al l ocation. The other $37 mllion would be used to | ower
energy costs for communities that could not readily
access gas along the corridor.

Because we're only paying 75 cents for the gas fromthe
producers in this exanple and because we need a very
heal t hy debt service coverage ratio, in this case it ends
up being over two tinmes debt service, we have a |ot of
excess cash that's generated by this project. Basically,
it generates $1, 750,000 of excess cash; of that $1.2
billion goes to the producers (that's the 45 cents
subordi nated paynent); that |eaves $532 mllion, which
can be used to increase the netback for reserves, to
accel erate debt paynent, a whole host of different things
including potentially building in incentives for whoever
the operator of the pipeline etc. and the Port Authority
m ght be.

What |'ve done at the bottom of this is include a
sensitivity table for the wuse of the conmttee.
Basically, what that does is show you what happens if
various things happen to the price of gas, to interest
rates, price of NGs, etc. So, basically, a 10 cent

increase in the price of the gas will increase the anount
of revenue by $200 million per year. A decrease in
interest rates of .5 percent would increase the anount
avai l able by $120 nillion per year. An increase in the
sales price of the NGs and LPGs of $2.50 would increase
the anount available by $300 million per year. A
reduction in the EPC construction cost of $1 billion

i ncreases the anount avail able by $120 mllion per year.
We thought it would be useful for you to have sone kind
of sensitivity, but I think what this also illustrates is
t hat because of the $532 nmillion per year cushion that we
have, we could actually absorb and decrease in the sales
price at the Chicago, for exanple, of about 20 cents and
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maybe nore (40 cents) if the decrease is only on the
Chi cago price and not on the LNG side, as well.

There has been a lot of discussion as to what the
benefits of this Port Authority are and what difference
would be if this were a private project versus a Port
Aut hority project. Wat this slide is designed to show
you that basically the private project would pay $516
mllion in taxes; the Port Authority doesn't pay those
taxes. That noney woul d be used to increase paynents to
ot her people or to pay debt or what-have-you. Al so, you
can because the Port Authority isn't paying taxes, its
unl evered project return is 12.9 percent. For a private
project, its 6.8 percent and that's only by decreasing
t he amount of paynent to the producers to 69 cents as
opposed to the 75 cents in the Port Authority case.

This slide is basically one of a group of slides at the
end of the financial presentation that we gave and the
primary reason | wanted to put it up there was to give
you an idea of the liquids in this project. In the third
colum second line, you can see that the liquids are
produci ng approxi mately $1.5 billion of revenue per year.
That's a | ot of noney.

What 1'd |like to do if it's alright is start with the
questions that were posed by the commttee to the Port
Authority. The first question deals with the benefits of
the Port Authority concept and why is there a difference
bet ween what we're saying and what the producers (sponsor
groups) are saying. W don't know why they don't believe
this structure provides any benefits. W've had limted
di scussions wth them they have not had any significant
di scussion with us that would explain to us why this tax
benefit has no value. W will give you where we see our
value comng from In the first place, we do not pay
federal inconme taxes and noney that would ot herw se be
used to pay those taxes can be used to pay debt and
i ncreased paynments to stakehol ders.

We've just gone through the slide, which shows you the
producers in our exanple of a two-project |line would pay
approximately $516 million in taxes; they can use that
noney to increase the netback to do other things that
woul d be a benefit to the producers and the citizens of
the State of Al aska. W have heard it said that if we
gave all of that noney that's the difference between the
revenue that's generated by the Port Authority and the
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revenue that woul d be generated by a private individual
to the producers, they would end up having to pay taxes
on that noney and they would be left in the sane
situation. That's not exactly true, because if they owned
the pipeline, they would pay $516 nillion on the
pipeline. If we gave themthat $516 mllion, for exanple,
they would only pay a tax of 35 percent roughly, not the
entire $516 million. | don't understand that particular
argunent, at | east.

In addition, one thing you should know that the incone

taxes for a private project will increase over tinme as
debt is paid, because of the increased debt paynents,
interest will not be a deduction and you're paynent of
taxes will increase.

One of the biggest benefits of the Port Authority is that
they are seeking a nuch lower return on the project than
woul d be required by the sponsor of a private project.
The return requested by the Port Authority is $370
mllion, which equates to a negative 2.6 percent. The
return i s negative because the $370 mllion doesn't start
until five years out in the project. If you take into
account the tinme value of noney, it basically erodes the
principle that you would end up recovering.

Typically, a conpany like BP requires 14 - 15 percent
unl evered return in order to invest in a project of this
type. There is no way we believe they would get that kind
of a return if they owned this project. Consequently, it
becones very difficult for a private conpany to build a
project like this, we believe.

The next benefit that we feel addresses a lot of this
commttee's concerns is the fact that the Port Authority
proj ect woul d be exenpt from FERC regul ation. This would
give Alaska an ability to better control capacity, usage
and rates. Sone of the conpanies the Port Authority has
tal ked to believe the FERC exenption could substantially
increase their interest in the pipeline.

Sone of the debt could be financed with tax exenpt bonds.
The Port Authority believes that between $3 - $6 billion
of debt can be financed with tax-exenpt bonds dependi ng
on how the contracts for the sale of gas are structured.
Tax- exenpt bonds basically sell for 2 percent than
t axabl e debt on average for a project like this.
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The project will not cost the producers any capital and
will be non-recourse to the producers, the state or the
Port Authority. This project will be project financed.
That means that the banks will not lend noney to the
project unless they believe that the contracts which form
the basis for this project - the contract for the
construction of the project, the contract to buy the gas,
the contracts to sell the gas, the operation contracts
for whoever is operating the pipeline - all of those
various contracts have got to be sufficiently precise
that the banks will rely on them to lend the noney
required for this project. It's sort of a self policing
mechani sm because if the contracts aren't good enough,
you can't borrow the noney. If they are good enough, you
can borrow t he noney.

There are also benefits to the State of Alaska. |

mentioned earlier the $370 mllion; there's also nuch
nore certainty for gas for instate usage. The Port
Authority will ensure that a spur line will be built to

allow Anchorage, etc. access to the gas. The Port
Authority can use retained earnings to develop LNG
transport to other comunities accessible by road or
water. There's also nore control over price to the
consuner of instate gas usage - for exanple, gas to
Anchorage or Fairbanks could be in the $1.80 per mllion
BTU range. That's a little bit sinplistic; the actua

price will probably be over $1.80, because you'll have to
add on the costs of tapping into the line and all of that
kind of thing, but it shouldn't be substantially above
that at the whol esale | evel. Al though, probably a private
entity mght look at pricing that at the narginal cost of
ot her fuels as opposed to just subtracting off what the
transportation cost mght be for the distance the gas
didn't have to travel

There's no need to give up tax revenue, royalties, etc.

to subsidize the project. W nodeled this and found out

that the benefits fromthe tax exenption substantially
exceed the benefits, if they were given the maxinm
benefits permtted by HB 393. And if in addition to those
benefits, you elimnated royalties, this benefit still

exceeds that anount.

The second question posed was the ability of the
Authority to operate outside the nunicipal boundaries of
the initial founders of the Port Authority. Basically,
the short answer is that there's no limting | anguage in
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the enabling statutes that precludes the Port Authority
from doing business or owning assets outside the
boundaries of the nenber utilities. The only limtation
is we do not have condemnation authority outside the
boundaries of these comunities, but wthin the
boundari es we do have that authority.

The third question deals with cost over runs wi th respect
to the construction contract. First of all, the total
contingency contained in our design and financial nodel
for this project is $2.7 billion - $1.8 billion of
contractors' contingency and $900 million of owner's
contingency. Bechtel obtained two or three quotes for
nost of the equipnment in their design study. A critical
feature of this project is that it will be 100 percent
financed on a project financed basis. In order to do
that, the construction contract nust be for a fixed price
with a fixed delivery date and neet certain performance
criteria. Failure to neet the performance criteria or
delivery date will result in |iquidated danmages, which in
this case can be quite substantial.

Only a few conpanies in the world are capable of formng
a consortiumto take this kind of risk. Bechtel is one of
them Basically, the bottomline is that banks will not
finance the project if the contract does not adequately
address over run risk. If the project is |late, does not
neet performance criteria, or has over runs in excess of
t he contingencies, Bechtel and any partners it has in the
project will be responsible if they end up being the
contractor.

The next question deals with the value of LPGs. |
mentioned a little bit earlier that that val ue including
the NGLs on the Sl ope amounts to about $1.5 billion per
year. The gas that's produced on the North Sl ope contains
a substantial amount of propane and butane; however,
these liquids are too volatile to be transported in TAPS
to Val dez. Consequently, over 100,000 barrels of these
liquids are reinjected into wells on the North Slope
every day.

In the past, gas pipeline design and technol ogy did not
permt the transport of propane and butane. However, the
new desi gns and technol ogi es that are bei ng proposed for
the transportation of North Slope gas will enable the
pipeline to transport propane and butane in a gaseous
form This propane and butane is very valuable as |
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nmentioned earlier and depending on the sales price can
generate sufficient revenue to basically pay for both the
condi tioning plant and pipeline.

The propane and butane in the Lower 48 branch of the |line
wi Il probably be extracted in Alberta or Chicago. If the
i nstate consunption in Fairbanks and fromthe spur |ine
to Anchorage is | arge enough, it mght be economcal to
extract the propane and butane from that gas in the
Fai rbanks or dennallen area. At the price of $12.50 per

barrel, the LPG from the two branches of the Iline
generates $3.25 mllion of revenue per day or about $1.1
billion per year. A price increase of $2.50 would add
approxi mately $200 mllion of revenue per year.

The fifth question, the committee heard testinony about
t he problem of dealing with FERC for sizing the line for
instate gas usage. As | nentioned earlier, a Port
Aut hority project would not be subject to FERC
jurisdiction. In addition, the Iine would be owned by the
Port Authority. Facilitating instate gas supply is part
of the m ssion of the Port Authority. The line has been
designed to supply up to 500 MCF/ D of instate gas usage
at relatively little increnental cost. If instate usage
expands to a higher anmount, the Port Authority has every
incentive to add conpression stations, etc. to enable
i ncreased delivery.

The sixth question had to do wth whether Bechtel
reviewed the cost estimates for other routes including an
over-the-top route. W've heard a ot of estimates for a
|l ot of different projects. Mdst of the estinmates don't
specify what's conprised in the estimates. Do they

include contingency noney? Do they include the
conditioning plant? Do they include working capital? Do
they include a debt service reserve? So, it's very

difficult to conpare these projects, in fact, it's pretty
much i npossible. The only things we did do is when the
arc nunbers were first announced for the over-the-top
route, we asked Bechtel to give us a back-of-the envel ope
estimate of the all end costs of a simlar project and
basically the conclusion we reached was that all the
costs were not included in the arc nunbers, because the
difference in the nunbers were very substantial.

The next question deals with the CERA presentation; in
particular, we focused on the answers to the questions
that CERA gave in witten formto this commttee on July
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17 of this year. The questions posed to CERA indicate an
interest by the state to pronbte instate usage of gas for
residential, industrial and petrochem cal use and reserve
in some fashion capacity on a |ine should a | arge demand
develop in the future. There's al so consi derabl e interest
in natural gas liquids that could be transported in a
hi gh- pressure dense phase line. On the whole, the CERA
answers to the questions in these areas we felt were not
very encour agi ng.

However, the answers mght be nore favorable if the
guestions were not so limted in scope. Mst of the
question limt the answer to only a Lower 48 project or
only an LNG project. It is alnost as if there's a silent
agreenent to only talk about a Lower 48 pipeline with a
possibility of a limted use spur line to carry |iquids,
for exanple, to tidewater or only an LNG |ine.

The proverbial elephant sitting in the corner of the room
- a conbination of both an LNG and Lower 48 line - is
ignored. Inclusion of this elephant in the questions
mght lead to nore favorable answers to a nunber of
issues critical to this conmttee and the citizens of
this state. Basically, the two-project line will deliver
6 BCF along 550 mles to Delta Junction; then 3 BCF 156
mles to the Canadian border and 3 BCF 250 miles to
Val dez. This concept should have nore benefit than the 4
BCF m ni num suggested in the answer to question 16 by
CERA for a $15 billion pipeline. It also avoids having to
t ake over 3 BCF through Canada, which sonme testinony in
Anchorage indicates mght be a problem It enables the
extraction of gas liquids in Valdez for export or instate
use. The liquids in the economcs of a larger size |line
to Delta Junction makes the LNG conpetitive in Asia
especi ally when one considers security of supply issues
and it gives Alaska LNG a very substantial conpetitive
advant age over other LNG resources to delivery to the
West Coast of the United States and Mexi co.

We've outlined in our statement a couple of exanpl es of
the effects of Iimted answers to limted questions. The
first is CERA question 11 - capacity for instate gas use
expansion. CERA discusses the problens and cost of
expandi ng the use of instate gas only in the context of
the Lower 48 project. In short, a concern is expressed
that if the amount and timng of the expansion are not
fairly predictable, the producers mght design the
pi peline to maximze delivery to the Lower 48. In such a
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case, use of the Al askan portion of the line for instate
gas could result in underutilization of the nore distant
parts of the line. Atwo-project line mght afford a nuch
greater degree of |eeway, because the North Slope to
Delta Junction portion of the line will be very large
dianeter pipe, 56 inches, to which adding nore
conpression at existing stations wll add substanti al
capacity at a relatively small incremental cost. Most
instate usage is likely to occur at or above Delta
Junction and along the Val dez branch of the Iine and,
t hus, should not affect the Lower 48 branch from Delta
Junction, if instate usage is increased to as rmuch as 500

MCF/ D.

CERA' s question 6 asks how nuch gas needs to go through
the line to make it economcally viable and second
whet her there will be sufficient capacity in Canada to

deliver that amount of gas to the Anmerican narkets.
CERA' s answer is basically that a $15 billion pipeline
will require at least a 4 BCF/ D throughput and a Chi cago
price of $3 to offer a netback in the range of 74 - 95
cents per thousand cubic feet. However, testinony at the
Anchorage hearing indicated that there may be Canadi an
resistance to permtting a throughput of over 2.5 - 3
BCF/D. Cearly, CERA recognizes that the larger the
t hroughput for a green field pipe, the cheaper the gas is
to transport on a per unit basis. A two-project |ine that
splits at Delta Junction achieves these econom es of
scale. The main trunk line carrying 6 BCF to Delta
Junction only requires 3 BCF to transit Canada, because
the other 3 BCF goes to Valdez for delivery of LNG to
Asia, the West Coast of the United State or Mexico.

The CERA question 8 basically asks what changes would
make a stand-al one Al askan LNG project delivering its
product to the Asian market economc. Here again, we
agree with CERA. The possibility of a single project to
Val dez just for LNG without the Y-line, probably at best
is marginally economc. It's the Y-line, the conbination
of the two projects that nakes the LNG econom c, as well
as the value of the liquids. CERA really didn't go into
much anal ysis of the value of those liquids in terns of
of fsetting the cost of making the LNG in the pipeline.

The CERA question 2 and 3, regarding petrochem cal
i ndustry possibilities - basically, CERA's view is that
the liquids to service a petrochem cal industry would
basically have to be delivered to a coastal |ocation and
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i nstead of assuming this mght be conbined with an LNG
branch of the Iine to Valdez, they assune that basically
just a pipe would be put in to carry the liquids only to
Valdez and they concluded that would be fairly
uneconom c. They are probably right on that, but the
conbi nation with the LNG project, taking the |iquids out,
which will be from a very substantial volunme of gas
there, changes the equation and would probably change
CERA' s answer .

Lastly, you've asked for our view of the Lower 48 and
Canadi an gas narkets. W don't have a view of the
Canadi an gas market. W didn't do any research on that;
we haven't asked any people to do research on that -
other than to | ook at the issue of whether they thought
Canada would permt l|arge volunmes of Alaskan gas to
transit Canada. W do believe that Canada is not going to
enbrace the transit of gas through it to the United
States, which nmay preclude or reduce their ability to
mar ket addi ti onal Canadi an gas.

Frankly, we think, were it not for ANGIA we woul d have a
serious problemhere. W do believe that if the Foothills
project is inplemented as part of this overall schene, it
woul d be pretty difficult for Canada to stop the transit
of 2.5 BCF, at |east, and probably 3 BCF. But we believe
addi tional volunmes will be very problematic.

Wth respect to the Lower 48, the Port Authority believes
this market as it relates to Alaskan gas is critical to
both the Lower 48 line and LNG to the West Coast. Sone of
our research indicates that the sheer volunme of new gas-
fired electric generation has been planned over the next
4 - 5 years in the Lower 48 will substantially increase
demand. Conversations wth gas marketers in the United
States indicate they have seen shortages in certain areas
of the country over the next 4 - 5 years. This shortage
is so serious that independent power producers are now
integrating into the gas market because they believe that
they may have a better ability to protect thenselves
agai nst gas shortages if they go in and start buying gas
reserves and perhaps building gas pipelines. A good
exanple of this is the gas pipeline that Cal pine, one of
the | eadi ng independent power producers in the United
States, has announced it's going to build in the
California area.
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A nunber of conpanies have also stated to us that they
are working on LNG regasification permtting issues with
respect to a nunber of sites in California, as well as
Mexi co. W have al so researched the Asian markets with
respect to LNG It is believed that demand in this market
is largely dependent on three factors, which for the nost
part are all interrelated, because this market is rapidly
becom ng a global market. The factors are the pace of
econom c recovery in Asia, especially as it nmay be
affected by the United States. Second, the pace of
deregul ation of the electricity and gas nmarkets in Asia
and the consequent growth of independent power producers,
especially those that integrate into the fuel sector. And
| astly, the growh of the Indian nmarket and the [END OF
TAPE] ...

TAPE 01-15, SIDE B
MR. BOYKI N conti nued:

The Indian market has the potential to absorb a very

| arge anmount of LNG over the next decade. | would note
that recently a contract for 7.5 mllion tons per year
was recently signed for an Indian project. It was

announced not |long ago. To give you an idea of scale,
that represents basically 10 percent of the entire Asian
demand i n one swoop, roughly half of the 15 mllion tons
that this project would produce in Val dez.

W believe, based on the research that the Port Authority
and its consultants have done, that the market is there
for Al askan gas, particularly at the prices set forth in
our financial nodel. The Port Authority agrees with CERA
that there's a wi ndow of opportunity now, but the Port
Aut hority also believes it nmay be extrenely difficult or
a very long tine before the wi ndow reopens for the size
project that is required by the economcs of an 800 mle
pi pel i ne through A aska. As announcenents to build |ines,
announcenents of drilling discoveries in the @lf of
Mexi co and of f the coast of Canada, announcenents for the
LNG term nals in Mexico, the Bahamas and the West Coast
of the United States, those announcenents are not going
to wait for Alaska to get its act together.

Al of these facilities require contracts for the sale of
gas or LNG to get their financing. Many of these
negoti ations are taking place today. An exanple is the H
Paso letter of intent to buy LNG for delivery on the west
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coast of Mexico from Phillips from a yet to be
constructed facility in Australia. If this contract is
realized, it takes away an opportunity to sell 5 mllion
tons of LNGto a location, Mexico, where Al askan LNG w | |
have a substantial transportation cost advantage.

The bottom line is there are two projects that are at
| east partially permtted. Endorsenent of both of these
projects by the Al askan governnment may be the only way
North Slope gas can neet this window. W believe this
window is a | ot shorter than nost peopl e believe; people
are contracting for huge amounts of gas and LNG ri ght
now. It would be nice to have a perfect project, nice to
have perfect |legislation and perfect protection of
Al askan interests. | think if we wait for all of that,
Al aska will mss the current w ndow.

4: 35

REPRESENTATI VE OGAN said he shares his frustrations watching the
different projects. He would I ove to ship gas to Mexico. He asked
how you get the producers to sell the gas.

MR. BOYKI N r esponded:

| think we stated in our earlier testinony that we have
sort of given up on the producers doing sonething
thenselves in a short timeframe. We don't think that's
probably going to happen. So, we've focused instead on
trying to get big users of gas interested in putting
sonething on the table for the producers up here. That
nmeans going to the Enrons of the world, the Dukes of the
world, the El Pasos, etc. and try and get theminterested
in putting an offer on the table, because we believe
without an offer on the table, it wll be probably
difficult if not inpossible for the state to get the
producers to do anything. But, if there is a bonafide
offer froma credi ble player, such as an Enron, Duke or
El Paso, or a consortium of those players, then it
becomes very difficult for the producers to say, 'Hey,
we're not building it and by the way we're not going to

sell it to those guys either.’

At that point in tinme they' ve got to decide, | think,
either we will build it or we'll sell the gas to that
consortium | think it places a lot of pressure on

sonet hing to happen. Whether that's a realistic goal, |
don’t know, but it's the only gane in town that | see.
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REPRESENTATI VE OGAN agreed with that and said if there were any way
to help, he would be glad to assist.

MR, BOYKI N responded that there was sonething that could be done to
assist that and that is:

The state governnent needs to get together. These
conpani es have cone to us and said, 'Were's the state on
this? WIl the state support this? What's happening in
the governor's office? \What's happening at the
| egi sl ature? Where is all of this?

| think that whole effort woul d be hel ped i nmeasurably if
there is sort of one unified stance within the state that
woul d encourage this effort.

CHAI RVAN TORGERSON asked why Enron, Duke or EIl Paso weren't here
today to talk to them "W haven't been hiding fromthem"

MR. BOYKI N sai d he understood that, but he thought they had tal ked
to individuals in the legislature and the state adm nistration.

They believe rightly or wongly that they have been
getting sone conflicting nessages. One sort of thought
they were being told, 'Don't neddle in our business.
W'l get this all squared away and the pipeline will be
built by the producers eventually.'

Whet her that is an accurate view of what they were told
or not is another question.

REPRESENTATI VE OGAN not ed t he Duke was there, although they weren't
testifying. He said they are producing Scotia gas and shipping it
to the east coast and he thought it would be advantageous to get a
presentation fromthemon sone issues shipping fromCanada into the
U S. He knew that El Paso had been at a neeting in the past. He had
spent sone tinme with themat a conference in Wistler a couple of
weeks ago. He said that the Japanese and Pacific markets view us as
dysfunctional because the governor says one thing, the |legislature
says sonething else. The governor does not want to consider LNG
but he thought with the two projects piggy backing on each other
made the econom es of scal e possi bl e.

CHAI RMAN TORGERSON said he wasn't comrenting about people
physically being there taking notes, but proposals that are |aying
in front of themfor review

MR. BOYKIN responded that he thought there were a nunber of
conpani es doing the due diligence that is required to nake such a
pr oposal .
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CHAI RMAN TORGERSON responded that he understood that, but M.
Boykin said that the legislature is not listening or talking to
them "They're not putting anything on the table.Wen they get
their act together, they're welcone to sit where you are too, and
tell us they want to buy a couple billion feet a day. An then there
may be sone action happen!™”

MR. BOYKIN replied that in putting their proposals together, they
are nmaki ng assessnents now as to where the state stands and there
is sone concern that they can't determine that. "Perhaps they
haven't been talking to the right people.™

CHAI RMAN TORGERSON said, "My guess is that it's happening in board
roons in the Lower 48 |ike the producers are doing. Decisions
aren't necessarily made within this state. Do you agree with that?"

MR. BOYKI N agr eed.

REPRESENTATI VE FATE expl ai ned how gas utilization was applied as a
t hroughput LNG plant to Val dez, gas to Canada, etc. and extraction
of LPGs, etc. He then went in to instate use and asked for a
clearer picture: "If the state wanted to enbark in a petrochem ca
i ndustry, which is being driven offshore in the Lower 48, and fil

t hat vacuum how woul d you go about rel easi ng enough gas for that
i ndustry without harm ng the throughput into the LNG plant or, for
that matter, another spur to the Cook Inlet, which we all knowis
going to require sone in about 12 years."

MR. BOYKI N r esponded:

The petrochem cal industry that would probably best be
put here, if that's what you wanted to do, woul d probably
be based on propane or butane and that will be taken out
at Valdez. So, it could be used very easily.

REPRESENTATI VE FATE said he was tal king cash back, not utilization
of those by the state or any other part of the gas in state usage.

MR. BOYKI N responded:

The propane and butane that's produced in Val dez, whether
it's used instate or out of state, the price should be
the sanme for it. So, the econom cs of the project are not
adversely affected. It just makes those |iquids avail abl e
there in Val dez without damaging the LNG at all, because
t he propane and butane woul d not be used to nmake the LNG
The plant is designed that way and everything. There's a

possibility you could use sone of the ethane, as well. W
really didn't | ook at ethane; we basically only | ooked at
86

JT NATURAL GAS PI PELI NES CMIE August 15, 2001



t he propane and butane and assuned that the ethane and
nmet hane would be sold as LNG But, the |line has been
sized to also permt a substantial amunt of gas for
i nstate usage nmaki ng anmoni a, perhaps, as well as power
generation or what have you at very mnimal cost.

REPRESENTATI VE FATE sai d he was speaking in generic terns and ot her
presentations have a finite idea of what royalty gas, for an
exanple, would be in instate usage. He didn't get that feeling from
his presentation. "Wiat was their requirenent going to be at the
LNG pl ant in Val dez?"

MR. BOYKI N replied:

The highest estimates we've heard so far for instate
potential usage out into the future is .5 BCF/ D W
bel i eve we have designed that so that it can be delivered
with mnimal increnmental cost. The liquids can also be
used instate and it's immterial to us whether they are
used instate or out of state, because it doesn't affect
any of our downstream operations.

REPRESENTATI VE DAVI ES asked if he knew what the sale price was for
the 7.5 contract in India he referred to.

MR BOYKIN replied that he didn't know, he guessed that it was nore
of a coomodity type price rather than a basket of oils, which is
the historic way of pricing. He said there was an excellent report
on LNG by Deutch Bank prepared in May that gives a very good
background on what's going on in the LNG markets.

CHAI RMAN TORGERSON t hanked them for testifying today and said they
woul d take a short break (3:47 - 3:50).

3: 50
PRODUCER GROUPS

CHAI RVAN TORGERSON said they would next have presentations from
producer groups.

MR. ROBBI E SCHI LHAB, Al aska Gas Producers Pipeline, said M. Joe
Marushack was with him and he had addressed them at the |ast
meeting in Anchorage wth Ken Conrad of BP. He said:

Today, what | would like to do is address primarily the
guestion that you sent to us, Senator Torgerson, to give
an anal ysis of the proposed legislation. Wth that, |et
me start. Since July when we last net with you there's
one thing I'd like to stay in the forefront, our team has
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continued to progress and work. W've got about 100
conpany enpl oyees and about 400 contract enpl oyees t hat
are working through the engineering and environnental
wor k we' ve tal ked about. Hopefully, in the near future,

we'll be wapping up a phase of that and be able to cone
back to you with sonme information on that on an interim
basi s.

Thus far, our analysis indicates that a project is not
economc. | think we've heard a lot of information that's
related to that today. So, that's probably not a
surprise. Wth that we continue to look at ways to
devel op and create an econom c project. Because we have
not found an econom c project, obviously we've not nmade a
deci sion on route either.

Many of the issues that are being evaluated by the team
i nclude |l ooking at the optim zation around a pipe size,
around the pressure, the volune that we could handle in
the pipeline, construction techniques, both in the
Beaufort and in the terrain going through the nountain
passes through Al aska and into the Yukon area of Canada

and then, finally, the route center lines which is
critical for us to have that so we can continue to finish
our environnental work. We're still targeting for the end

of the year for both the engineering and the
environmental work to be concluded and at sone point,
we'll then be able to cone forward with maybe sone nore
firm deci sions.

As | nentioned, ny presentation today will really focus
on the proposed federal enabling legislation that is
summari zed on the next page of the handout. In general
terms, this proposed |egislation seeks to enhance the
existing FERC processes to provide a sinpler, nore
efficient process for permtting an Al aska gas pipeline
project or projects. Absent this legislation, parties
wanting to build a pipeline could do so under the norma
FERC process in 7(c) in the Natural Gas Act.

This legislation creates a market driven expedited
regul atory process for any viable Al aska pi peline project
or projects. The project would still be subject to the
FERC regul ations including the fair and reasonable terns
and provide for an open access consistent with the FERC
rules. The project would be subject to all the
environnmental |aws and regul ations with an environnent al
i npact statenent conpleted within 18 nonths. It creates
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the Ofice of Federal Pipeline Director in the US in
the Wiite House to coordinate all the rel ated gover nnent
activities and provides for tinmely judicial review
Finally, in summary, the legislation helps mtigate the
uncertainty in the risk associated with what could be a
protracted regul atory approval process for a high risk,
high cost project. That's really the essence of the
pr oposal .

Before | go into the details of the proposed |egislation,
a commonly asked question is how does this relate to
ANGTA. Let nme go through a couple of points and then we
can talk about them Ilater. First, the proposed
| egi sl ati on does not alter ANGIA. ANGTA renains in place
and a project can proceed under it. ANGTA is a specific
statute for a specific project passed in the 70s where
certain permts were given to specific parties, rights
now held by Foothills and TransCanada. ANGTA is not
sonet hi ng anyone can file under, only the holder of the
permts can use it.

I'"d also like to point out that a | ot has changed since
ANGTA was passed 25 years ago. Relative to today's
mar ket, we have a deregul ated gas market, which really
has changed the pipeline industry. FERC has noved to a
mar ket driven climate, technol ogi es have greatly changed,
t he nodern environnental standards are higher than they
were 25 years ago, and finally, ANGTA has obligations and
liabilities that were probably appropriate at the tine
they were nade 25 years ago that could be a significant
drain or downside to a nodern project. And finally, it's
al so not route neutral.

Let me turn to the next slide. This is an outline of the
contents of the sections of the proposed | egislation. The
essence of the bill is really contained in sections 5 -
9, sol'dlike to just go through those five sections and
gi ve you sone of the background behind them

First, under section 5 FERC would be required to issue a
certificate for the Alaska portion of a pipeline to
Alberta if three criteria are satisfied. First, the
appl i cant nmust have reached an agreenent with a shi pper
of Al aska natural gas for the transportation of that gas
with the intent that all or a portion of that gas
ultimately be delivered to the Lower 48 states. Second,
that FERC is satisfied with the shipping rates and terns
and conditions including access. Third, that FERC is
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satisfied that the project wll conply wth al
appl i cabl e environnmental |aws. FERC would be directed to
act within 18 nonths of receiving an application. And
finally, FERC may issue a certificate for an Alberta to
the Lower 48, what we all B to C, segnent by follow ng
their normal FERC procedures. So, in effect, this bill
separates the two |arge segnents, the Prudhoe Bay to
Al berta and then Alberta into the Lower 48 narkets.

The next page discusses section 6, which requires
separate environnental inpact statenents for the Al aska
to Al berta segnments and for Alberta to the Lower 48. It
designates FERC as the | ead agency for both segnents. It
sets the deadline for conpleting the draft environnental
i npact statenment to within 12 nonths of the filing of the
conpleted FERC certificate application and the final
environnental inpact statement within 18 nonths. It
requi res consi stency between the scope of the EIS and the
scope of the FERC certificate application. This neans
that the EI'S would focus FERC s jurisdiction on the U S.
portion and the Canadi an's portion would be revi ewed by
t he Canadi an agencies, which is consistent with FERC s
purvi ew t oday.

Section 7 on the next page woul d establish the Ofice of
Federal Pipeline Director. The director would be
appointed by the President and confirnmed by the U S
Senate. The responsibilities of the Federal Pipeline
Director include coordinating the expeditious discharge
of all federal agency activities on Al aska gas projects
including all environnmental and other studies. This role
i ncludes the coordination with federal, state, |ocal and
tribal agencies as well as coordination with the Canadi an
agencies. This section authorizes the funding and
requires regular reporting to the U S. Congress.

Section 8 directs the federal agencies to expedite their
handling of all Al aska gas project actions. It requires
the federal agencies to cooperate and coordinate with one
another to expedite the decision nmaking process doing
this through MOU s, joint docunents, joint neetings or
the like. It prevents federal agencies from including
discretionary ternms in the permts if the federal
pi peline director finds that such terns woul d prevent or
inpair the expeditious conpletion of an economcally
vi abl e and environnentally sound system
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Finally, under section 9, challenges to the action of the
federal agencies or officers under this act nust be
brought forward wthin 60 days of such actions.
Chal | enges woul d be brought directly to the D.C. Court of
Appeals, with the court directed to provide expedited
consideration of these. The judicial review would be
limted to clains of constitutionality and statutory
authority of FERC.

So, in sunmary the enabling | egislation has five keys: to
provide for expedited review and approval of the
applications, it authorizes the appoi ntnent of a federal
director, expedites the resolution of disputes, focuses
on the North Slope to Al berta segnent, and specifies FERC
as the l|ead agency. The proposed legislation is an
essential step to the market based effort to bring A aska
gas to consunmers in a manner consistent with today's
environmental standards. W see this legislation as a
positive step to expedite getting Al aska gas to narket
and we hope you see it the sane way and will support the
| egi sl ati on.

Before | close, let ne address two ot her questions that
you had in your letter. First, in the area of Canadi an
| egi sl ati on, we have not proposed any | egislative changes
in Canada, nor do we see a need to do so. W don't see
the need for that forthcomng. Finally, in the handouts
of the last neeting, we had included a comrercial issue
on gas valuation for royalty and taxes and | think we
heard some of the testinony earlier about that. At this
time, we do not have a specific proposal to offer up.
Again, what we're trying to do is initiate sone
di scussion around this so we can start identifying the
i ssues that would then lead to specific proposals. That
concl udes ny prepared remarks.

MR. MARUSHACK, Al aska Gas Producers Pipeline Team said it's
inportant to tal k about his enabling | egislation. He said:

If you recall, the three conpani es cane together under an
MU in Decenber. It took us a while to get there because
the conpanies had different views, but a project Ilike
this requires huge assets and huge commtnents and it
made sense to cone together. In February, | believe, we
nmet with both the legislative hearings and in it we said,
"Here's where we're going and here's what our tinetable
is; here's what we're trying to do.'
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The | egislature cane back and said, 'Wat can we do to
hel p?' and our statenent at the tine says, 'Please let us
do our work. Let us figure out what we've got. Let ne see
if we've got an econom c project. Please just let us do
our work. We'll be back when we need help.' So far we've
been on our plan; we're on our tineline to do all our
engi neering work, figure out if we have an economc
project, make route decisions by the end of the year.
W're starting to get nore and nore engaged with the
state on the fiscal plans, on the tax requirenents, on
setting up what is the well head value as well as trying
to get nore information out now, now that we're getting
sone information, out to groups such as yourself.

Currently, we have a very tight thin project. Even as we
wor k the econom cs and work the technology, it's going to
remain tight. So, what does that cause us to do? That
neans we have to reduce the wuncertainty. So, we're
focusing on technical aspects and now we're noving into
how do we reduce that wuncertainty. The risks are
associated wth the market and the costs. The costs, we
can work that ourselves; the market, we have no contro

over, although every conpany will do its own marketing
and there are different things you can do there. But,
timng is also an extrenely inportant issue. Qur plan is
to systematically address how we reduce risk and inprove
t he econom cs.

The first step is to address timng issues and permtting
issues. What we're trying to do with this enabling
| egi slation is achieve a known and as rapid response as
possi ble. W are going to apply and nmake a nodern EIS;
there's no shortcuts; there's nothing in here that we
think is damaging. In fact, we think it ought to be very
much supported by Alaska. It is route neutral at this
point in tine. There is no question about that and we
understand there is an issue there. However, | do not see
any way that we do a project eventually without the state
supporting in anyway. So yes, it's route neutral; we
don't know which way we're going to be going yet; we do
not as a teamspending all this noney, we don't know the
techni cal aspects well enough of the Beaufort Sea versus
the South, yet to make that decision

What the proposal does, it works for any pipeline - ours,
others, Foothills. It doesn't affect ANGIS, it could

still be used by any party that wanted to use the ANGTS
proposal. It does not affect state control of the gas
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resource, of native rights, of subsistence, and | don't
know why |'msaying this other than I'mgetting feedback
from our team that there's been all these clains out
there. It doesn't affect any of those things, which
brings nme quickly to the start. You asked what the
| egi sl ature could do to help us nove this project along.
This is the first tine we asked for help. It's difficult
to see how any project can go forward without the state's
support and without this enabling |egislation. W think
it's good for the project; it's good for Alaska. It
i nproves our chances of success and we can get this
enabling legislation done, but | think it's going to
require help from Alaska to see it done. Wth that |'m
ready to respond to questions.

CHAI RVAN TORCGERSON said he appreciated them talking to the
conmittee.

Qur own John Katz and Robert Loeffler don't agree with
your assertion that this has nothing to do with enabling
"77 legislation.l just read you the basically three
things. One, is it could be seen as an alternative to the
1976 with respect to the southern route because it takes
sone of the provisions of that - the limted judicial
review and sone others - and applies it to any route. The
anmendnents woul d give the applicant the control of the
gas a significant leg up in a nodified FERC application
process, which you're asking for that to happen. The
other coment that he made is what the enabling
anendnents do, for exanple, with respect to the northern
route, would be to apply the expedite process to that
route and possibly to the sanme expedited project would be
appl i ed under that anendnent to the southern, or in the
case of Foothills, using the expedited process to ANGTA.
So, clearly the two sides don't necessarily agree and

we'll hear from Foothills next to see what they say. |
just make that as a statenent; if you want to respond,
you can.

MR, MARUSHACK r esponded:

| think the first one; you're right on the southern
route. It is potentially sonething different rather than
bei ng ANGTA. That's a clear statenent; hopefully that

came out in here. It works for both north and south. On
your third statenent: yes, it would provide enabling
| egislation for the north. On the second statenent,

t hough, 1 don't buy into that one. W worked the | anguage
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for several nonths and tried to conme up with sonething
that we thought was palatable to all the parties out
there. We're not in love with all the | anguage. People
think there's something in there that precludes soneone
el se frombeing able to use that. W' re open to working
on that. In fact, we expected that there woul d be changes
nmade to the | anguage. It's just a matter if | wite it,
it's going to have one thing, if you do, it's going to
have another. But, the provision was never to give the
guys who owned the gas a |l eg up other than to say right
now we're the guys trying to do the project. W're al so
trying to do a pipeline and we believe it allows us to
get some sort of certainty and clarity in that permtting
and tine process, but if there's something in there that
| ooks like it doesn't work other pipelines, that wasn't
the intent.

CHAI RVAN TORGERSON said the conmttee had not had a chance to
debate the issue, but they plan on having a neeting in md-
Septenber on the legislation. ".\W hope to work that with the
adm nistration so that we'll have a unified voice when we go back

i f Senator Mirkowski is successful in getting hearings before the
commttee, but we haven't had a chance, yet. Wat you'll hear now
will be individual remarks on it."

5:10

REPRESENTATI VE FATE had two questions based on things he saw under
current analysis, which indicates the project is not economc. It
says that they are still targeting the end of the year for
engi neering studies. He asked when they first testified, they had a
project that cost $10 - $12 billion and then "all of a sudden it
goes up to $15 - $20 billion w thout the engineering conpletion and
now | see here that it is not economc, at least at this point your
anal ysis says that. How did we ever arrive at these figures at this
| at e date?"

MR SCHI LHAB answer ed:

Let nme address that because the danger there is nunbers
and we heard it earlier today. Nunbers cone out and you
really have to understand what's in the nunbers. Earlier,
when we talked a $10 - $12 billion project, those nunbers
weren't including a gas treatnment plant, NG plant; it
may not have even included sone of the lines all the way
into the Lower 48 and some of the devel opnment costs. W
tal k about a higher cost and it really includes a ringed
fence around the entire project. Unfortunately, as we
start tal king about these other nunbers, we really need
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to be explaining that these aren't any different because
we really are working off the prelimnary nunbers that we
were sitting down and talking with you in the Apri

timeframe. We're starting to refine sone of those
nunbers, but a lot of that is around adding or taking
away conpressor stations, doing some nodification to the
gas treating plant or getting a little bit firmer nunbers

t hrough t he engi neering. Those nunbers still haven't been
nodi fi ed. Those are the nunbers that we really feel like
that by the end of the year we will have nodified and

then be able to |look and make a decision of whether
there's an economc project. In today's terns it's really
not too nmuch different than it was in the spring when we,
again, didn't have an econonic project that we felt was
robust and we could go out and start sanctioning and nove
forward. I would think that by the end of year before the
end of the year, we're going to be in that position of
where we can do that.

REPRESENTATI VE FATE said he hope as they refined their figures that
it would | ower and beconme economni c.

MR. MARUSCHACK said that was their hope, too.

Just to be clear. The reason that Ken nentioned the $15 -
$20 million last tine is because people are out there
with all sorts of nunbers and we talk that nunber, we're
tal ki ng about the gas treatnent plant, the pipeline al
the way to the Al askan border, a brand new pipeline all
the way to Chicago and the NG system So, that's a fully
integrated project that has all the pieces in it and
there's a lot of things we're trying to do in order to
make that nore economc. One of the things we can do is
address timng uncertainties and that's part of the
| egi sl ative enabling action that we're | ooking for.

REPRESENTATI VE FATE sai d he had one nore question:

The next page over says that enabling | egislation would
be market driven, expedited regulatory process for any
vi abl e project, then under that it says it's subject to
FERC regul ation, fair and reasonable terns, open access,
whi ch | eads ne to another question. If one of these third
parties, and we've nentioned Enron and WIllians and
Foothills. If one of these third parties cane to you and
said I'"'mready to buy your gas and I'Il buy it at the
wel | head that gives you a heck of a profit. Wuld you
sel|l that gas?
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MR. MARUSHACK replied, "W do things like that all the tine,
Representative Fate. Myst of our gas is sold at the well head, so
t hat woul d not be unusual ."

REPRESETNATI VE FATE said that was a hypot hetical answer and asked
if he wanted to build a pipeline and own the gas and build a
pi peline or would he sell to sone other project group?

MR. SCH LHAB answer ed:

What you're getting into is the individual conpanies as
opposed to a joint project team A joint project teamis
together to try to conme up with the | owest cost solution
to get gas to market so that we can sell it. If sonmebody
cane in wth an alternative and had a better nopusetrap
that woul d be | ower than something we have on paper that
we're looking at, | think the answer is yes. As long as
you felt like they would control it, they were going to
maintain that at that | ower cost and they had the backing
to ensure a high degree of confidence that it was going
to get built. If sonebody canme to you that you never
heard of, that you don't know whether or not they really
understand the pipeline business at all and said they
were willing to buy your gas, you would probably think
tw ce. Because what you're trying to do is market that
gas at the best price, |owest cost to narket so that we
can conpete and conpete against all these other
alternatives that are going to be in the market pl ace.

REPRESENTATI VE FATE said the parties he was thinking of certainly
qualify under the criteria he presented.

CHAI RVAN TORCGERSON asked i f anyone had nade an offer to buy the gas
on the North Slope, |ike Duke or Enron?

MR. SHCI LHAB answered that to his know edge no one has nade an
of fer to Exxon Mobi l

MR. MARSHACK sai d:

A proposal is a difficult thing to say. Let ne tell you
what has happened and then you can interpret that. W
talk with marketers all the tinmne. W talk to the ones
you're talking about, we talk to other ones. W have
tal ked about his project, too. W have tal ked about the
possibility of long term fixed, we've tal ked about the
possibility of spot, we've tal ked about buying it at the
wel | head, down in the Chicago, all these other places. W
have not done any firmdeals on it, yet, and there's a
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whol e nyriad of reasons for that. It really gets into
anybody has got the sanme dilema that we've got right
now. But we're exploring all those sorts of things. Do we
have a bonafide offer on the table, but could you sign a
contract ? No.

REPRESENTATI VE OGAN said he wanted to tal k about the congressional
statenment of purpose in section 3. "It looks to ne |ike subsection
(a) they are relying on conpetitive nmarket forces to determ ne
which set system or systens can be built and operated in an
econom cal ly vi abl e manner. ™

He said it sounds to him like an end run around a law the
| egi sl ature passed | ast year saying the only thing that's legal is
an Al aska Hi ghway route. He asked if he was wong.

MR. SCHI LHAB answer ed:

| don't think the intent was to fly back in the face of
the state. The intent was to try to get |egislation that
woul d allow a project to go forward. That's through this
| egislation or to have just an open market driven type
process that would allow a project that's economc to
nove forward and conpete with other projects. |f other
projects want to nove forward, there's conpetition and
the one that's going to be the strongest will probably
get built.

REPRESENTATI VE OGAN said if the northern route is the one that's
economc, and it's in the federal law that this is what happens,
that could supercede state |aw and they could build the northern
route. He asked if that's what this |egislation would do.

MR. SCHI LHAB r esponded:

As | nentioned earlier, before a project is going to get
built, there's going to have to be full support fromthe
state that they would want the project to go forward.
That would be a northern route, a southern route,
what ever that project is. At that tinme, they would have
to address legislation or other rules that are there.
There will be other things we'll have to work out. W'l
have to change the field rules.

MR. MARUSCHACK i nt errupt ed:
Representative Ogan, the intent was not to specifically

find some way of getting around the state 164. The
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procedure is route neutral right now That was not our
primary.\WWe weren't trying to take a hanmer to 164.

REPRESENTATI VE OGAN sai d he was confused and asked if the federal
| egislation, as witten, enabled themto build a northern route.

MR. SCHI LHAB said, "It doesn't preclude it."
TAPE 01-16, SIDE A
4:19

[ THE FOLLOW NG 14 M NUTES OF TRANSCRI PT WERE DONE MOSTLY W TH THE
HELP OF NOTES, BECAUSE OF RECORDI NG DI FFI CULTI ES]

REPRESENTATI VE OGAN said he was glad to hear that, because the
state doesn't support the northern route.

CHAI RVAN TORGERSON sai d he wasn't sure there wasn't another barrier
with Representative Young's anmendnent. "You're not going to get
them both in the sane bill."

SENATOR KELLY asked what their assunptions were for pricing.

MR. SCH LHAB replied that it wasn't the sane as CERA's testinony.
They used an interest free numnber.

CHAI RVAN TOGERSON asked what the tinmeline was on these projects.

MR SCH LHAB replied that they are still commtted to finishing the
interior and environnmental studies by the end of the year.

MR. MARUSHACK replied that to do the work they needed to do and
have an open season so people could try to respond to it, and then
do a filing pushed them back three nonths. "There wll not be a
hard yes or no on this thing. I hope that we will see continued
progress to try to get this thing on |ine.decade."”

REPRESENTATI VE OGAN said their legislation seens to preclude any
LNG project that specifically addressed gas to the Lower 48 and
asked if they would consider adding LNGto it.

MR. MARUSHACK said he didn't think it was necessary...

There were continued questions from Representative Davies and Ogan,
with answers from M. Schil hab and Marushack.

4: 34
[ TAPE RESUMES]

FOOTHI LLS PI PE LI NES LTD.
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MR, ELLWOOD, Vice President, Engineering and Operations, Foothills
Pi pe Lines Ltd., said:

FERC had no preference for receiving an application under
NGA or under ANGTA and while that nmay be so, | think the
truth is that there is no provision in ANGTA for anyone
to apply for a certificate of public convenience and
necessity. That statute is specific to the ANGIS proj ect
and can be used in the sane way the Natural Gas Act can
be used.

Turning, then, to the proposed |egislation, we have had a
| ook at this and we have reached the conclusion that
| egislation of this type is required. It is not needed to
provide the legal and regulatory framework to expedite
t he construction and operation of an Al askan natural gas
pipeline. That Jlegal and regulatory authority or
framework already exists in the Alaska Natural Gas
Transportation Act (ANGIA) and the proposed producer
| egislation in our view contradicts the very purpose of
ANGTA. |If enacted, it's our viewthat it would create a
very chaotic and confusing parallel procedure for
authorization of a natural gas pipeline from Al aska

Clearing up that very confusion and chaos was the very
pur pose of ANGTA in 1977.

W believe that the enactnent of that producer
| egislation as drafted would be justified only if
congress desired to acconplish two objectives. One of
those would be if congress desires to revisit the
previ ous careful and deliberative selection of the A aska
H ghway route as the nost econonical and environnentally
sound route and if <congress desired to allow for
consideration of other routes including the over-the-top.

The second provision would be that this mght be the kind
of legislation one would enact if you wanted to authori ze
a filing of new producer sanctioned applications that
coul d exclude any i ndependent pipeline participation in
t he ownershi p and the governance of the Al aska pipeline.
Qur evidence to support those conclusions is found in the
| egislation itself, in that each of the najor provisions
designed to expedite construction and operation of the
pipeline is copied alnost directly fromthe existing | aw,
t he ANGTA.
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As you are aware, ANGTA engaged the regul atory expertise
of the federal agencies, the international expertise and
jurisdiction of the president and the public decision
maki ng process of congress before selecting the route and
the project to deliver Alaska gas to the Lower 48. In
contrast, this Jlegislation would appear to place
responsibility for those critical judgnents in the hands
of the North Slope gas producers. In our view, this
raises profound public policy issues, not only for
congress, but also for natural gas consuners and for
Al askans.

Finally, we would note that the proposed legislation is
not needed because the parties already authorized to
construct and operate the Alaska Natural Gas
Transportation System that is ourselves, Foothills,
TransCanada and West Coast, we are ready willing and abl e
to build that pipeline as soon as the producers decide to
market their gas. In this regard, Foothills continues to
explore avenues to establish a collaborative dialogue
with the ANS producer group and we urge this commttee
and through it the legislature to publicly encourage al
stake holders to initiate sonme real and substantive
col | aboration and discussion regarding the proposed
Al aska Natural Gas Pipeline.

One nore issue that | would like to corment on here -
there's been a suggestion from time to tine that
proceedi ng under ANGTA is sone how a way to shortcut the
environmental process or circunvent it or fail to proceed
in an environnentally sound nmanner. | want to assure you
that in our viewthat is absolutely fal se.

Proceedi ng under ANGTA will provide the sane degree of
environnmental protection as under any other statute. The
| aws of the country are the laws and we wi |l obey them
we will nmeet or exceed all standards.

| would like to say a few words about the w thdrawn
partner issue. I'lIl be very, very brief here. W just
want to informthe commttee that the remaining partners
in the Al aska partnership - the ANNGIC (Foothills and
TransCanada Pi pe Lines) - we are naking progress towards
elimnating any potential future contingent liability to
the withdrawn partners. Discussions with the w thdrawn
partners have commenced and al t hough the specifics of the
matter is being discussed, it nust remain confidentia
until resolution is achieved. W do fully expect that
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t hese discussions will lead to renpval of issues that are
perceived to i npede inplenentation of this project.

Finally, | would like to say a few words about where we
stand relative to the Mackenzie Valley project and how we
see both Alaska gas and Mackenzie Delta gas being
devel oped. Firstly, we are strongly of the view that the
mar ket can absorb production from both Al aska and the
Mackenzie Delta. W have publicly advocated a two-
pi peline approach. In our view it is inportant to
acknow edge that the 1ong-standing concern of the
government of Canada about possible stranding of
Mackenzie Delta reserves. That is an issue for our
government; we think it is a legitinmate issue for themto
consider and we are trying to address their concern. From
a historical perspective, that's the same concern that
exi sted when ANGTA was passed. In the context of a recent
guestion on how to expedite that Mackenzi e devel opnent,
sharehol ders of Foothills have suggested to the Canadi an
officials that they focus on a stand al one Mackenzie
Delta project, separate it from any conbi ning or over-
the-top route. Simlarly, we would urge Al askans to focus
on conmtting to get the Alaska gas to market and we
believe that the way forward here is for Alaska to
endorse ANGTA and the ANGTA process and openly support
the Al aska Natural Gas Transportation System That's the
end of nmy non-controversial remarks.

CHAI RMAN TORGERSON sai d, "You kept it pretty clean. | have to give
you credit."”

REPRESENTATI VE DAVI ES said the previous group testified that they
had di scussions with a nunber of independent pipeliners and asked
if that included Foothills.

MR. ELLWOOD answered yes, they are talking with the North Sl ope
producer group and they intend to continue that.

REPRESENTATI VE DAVI ES said they also heard fromthemthat there is
no bonafide offer on the table that one could sign tonorrow if the
sanctions were given and asked why that was the case.

MR, ELLWOOD replied:

| believe that discussion was in the context of an offer
to purchase their gas and that's not our business. W are
transporters of gas, not purchasers. So, we would not put

an offer forward to buy gas. Marketers will do that or
end users mght do that. But we are the trucki ng conpany
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of the gas business and we don't own the goods that are
in our truck.

To put forward an offer, to jointly develop such a
project is a long and conplicated process and is not
sonet hing that we coul d envision putting forward an offer
that they could sinply sign. W need to understand their
obj ectives, where the nmarkets are and all these matters,
which are a matter of sone | engthy di scussi on between the
parties before a comercial deal could be witten up on
paper .

REPRESENTATI VE DAVI ES asked, "But if you're a trucking outfit,
can't you give themyour tariff?"

MR ELLWOOD answer ed:

The tariff is one thing, but the toll when you don't know
how far you want the goods to travel is a different
matter, or what volunme of goods. Al of those matters are
of crucial inportance, of course, to the producers and
that just needs to be worked out over sone tine.

REPRESENTATI VE DAVI ES asked if they were basically a by-stander in
t he process?

MR. ELLWOOD answer ed:

No, | don't think that we're a by-stander. W're an
active participant here. W are in discussion with the
producer group. W are in discussions with marketing
conpanies, with end users, to see where and how the
various parties could cone together and what that
commerci al arrangenment mght | ook |ike.

CHAI RVAN TORCGERSON said he wanted M. Ellwood to talk a little nore
about the Mackenzie Delta reserves, because they are conpeting
projects and he didn't disagree with his assertion that they shoul d
be | ooking at two, but he is in the canp that the first one ready
to go is going to be the winner and the other nmay be stranded for a
few years.

Clearly, you said fromthe historical perspective, they
recogni zed that in the '77 | aw when they put the Denpster
| ateral in as part of that, but now we're suggesting not
to do that and have two stand alone projects. Wiat's
their timeline for noving Mackenzie Delta versus what you
think you think our tineline is in Al aska?
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MR, ELLWOOD replied:

| only know what we read in the papers about the tineline
for the Delta producers and that's quite vague. They are
inasimlar position as producers are here. They have a
study group; they are |ooking at what the econom cs of
the project mght be. Qur sharehol ders have their own
view of that matter and | have seen sone of their nunbers
t hat suggest that it would be economc. Wth respect to
the strandi ng i ssue and which one goes first, nost of the
di scussion that | have heard to date would center around
a flow of gas fromthe Mackenzie Delta between 800 MCF/ D
and 1.5 BCF/ D, which is a very small quantity to absorb
inthe market. | think we heard from CERA today that they
are expecting the market to grow about 1.5 BCF/ D. So,
that's half enough to perhaps fit the growmh in the
mar ket next year and, in ny view, would not strand Al aska
gas at all. Likewise, |I think the market growh in the
timefranme in which one can do these fairly large projects
is such that if Alaska gas were to reach the narket
first, the Mackenzie Delta gas would not be stranded
either by the tine we could get that project to go, by
"we" | nean the industry, there would be roomin the
mar ket for it as well.

CHAI RVAN TORGERSON comrent ed t hat he had nentioned to sone of his
staff that the withdrawn partners is a bigger issue than he thinks
fromwhat he heard back in congress.

Foothills has a $4 billion price tag on it before they
even start throwing dirt around. So, it is a major issue
and they all seem to be vaguely famliar with the
wi t hdrawn partners and the debt that has accumnul ated over
a period of tinme. Sonebody suggested that's the
conspiracy theory going with the producers; they've run
around flopping this runor all over the capital, but at
any degree, it's all over and you need to, | believe at
| east, get this thing settled so you, once and for all,
come up with a nunber of what it's worth or where you're
starting fromor what you have to offer for sale, besides
the $4 billion.

The other one is, and | think you heard the remark that
the commttee is going to be looking at this |egislation
soon and |I'd like to request that you give us a little
bit nore detail, section by section, if you would, on
your remarks about if it's an identical section to ANGTA,
if you woul d reference that section and just sone genera
remar ks about what you think those particular sections do
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and | hope to get that fromthe producers and then sit us
all down and work through this a little bit at a tine.
W' Il be dealing section by section when we go through
this and word by word, nore than likely...

REPRESENTATI VE DAVIES said they also heard that the producers'
| egi slation could be passed and |eave ANGIA entirely in tact.
"Assum ng that were to happen and that a project were to go forward
under that new legislation, it seens that you would be in the
position where a considerable grant of privilege will have gone by
you. Do we then get into protracted court battl es?”

MR, ELLWOOD replied, "That's one possible outcone, yes."

CHAI RMAN TORGERSON asked if they had simlar issues surfacing with
the NEB (National Energy Board) that we do with FERC on the treaty
or on any of the access questions or things that we have been
wrestling with our regulatory comm ssions.

MR ELLWOOD answer ed:

To ny know edge, M. Chairnman, our National Energy Board
has not really indicated whether they believe that they
coul d hear an application under the National Energy Board

Act as opposed to the Northern Pipeline Act. | know that
t hey are asking thenselves that question and it may cone
forward as it has with the FERC. | don’'t know their

answer at this stage.

REPRESENTATI VE FATE asked if he had any idea of what state of
devel opment the Mackenzie field is and off shore of that? He has
heard that they are not ready to transport that gas out, because
they aren't in the state of devel opnent that Prudhoe Bay is.

MR, ELLWOOD replied:

That's clearly the case. There has been sone exploration
done in the Mackenzie Delta. There was one well drilled
this winter. Prior to that, all of the exploration had
been done 15 - 25 years ago, sonewhere in that tineframe.
There is sonme uncertainty and different nunbers floating
around as to what is the size of the reserve - sonmewhere
between 6 - 9 TCF as opposed to 35 TCF proven for the
North Slope area. There is one snmall bit of production in
the Mackenzie Delta right now. There is one well that is
in production and is delivering gas through a very small
pipeline a fewmles into the town of Inuvik, but there's
no real production facilities of the scale that would
support a pipeline as there is on the North Slope. So, in
terms of the infrastructure that will be needed there,
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the North Slope is clearly nore developed than the
Mackenzie is right now.

REPRESENTATI VE FATE said: "As a comment for those of you who hadn't
seen his picture, he nakes a very good director of the FBI."

4:52

CHAI RVAN TORGERSON thanked M. Elwod for joining them and
announced they would take a short break before calling the
commttee neeting to order in which they would cover their brief
agenda.

5: 00

JO NT GAS PI PELI NES COW TTEE MEETI NG

CHAI RVAN TORGERSON cal | ed the Joint Pipeline Commttee neeting to
order. The first itemis a discussion of the official protocol trip
that is next Monday and to get that information dissemnated to
everyone. The rest is to set dates for the next two neetings - one
for the draft sponsors' legislation and the other one for the next
regul ar nmeeting and then general discussion on the schedul e.

M5. RONDA THOWPSON, Special Assistant on International Trade Policy
for the Al aska Legislature, asked them to |ook through the
itinerary she gave them for the Wstern Canadi an Protocol M ssion
on August 20 - 25, 2001.

CHAl RVAN TORGERSON t hanked her for all her work and di scussed the
committee' s agenda.

RERPESENTATI VE DAVIES said there was a letter from Conmm ssi oner
Pour chot and asked what was the process for coordinating with the
Governor's Office for a united front on this issue.

CHAlI RMAN TORGERSON said the Policy Council is nmeeting in Anchorage
on August 17. He had asked Foothills, the producers and John Katz
for a side by side sectional analysis so they could see where the
real conflicts are and, at this point, wll have to invite the
adm nistration to be there. John Katz and Bob Loeffler would be
t here.

REPRESENTATI VE DAVIES said it would be hel pful to have the CGovernor
desi gnat e soneone to be at that neeting.

CHAI RVAN TORGERSON said he thought it would be good to have a
meeting on the sane day as the Council since he thought they would
be taking up the sane issue, although their functions are
different. He said that he firmy believes Al aska needs a unified
front.

105
JT NATURAL GAS PI PELI NES CMIE August 15, 2001



PUBLI C TESTI MONY

M5. KARA MORIARTY, President and CEO  Fairbanks Chanber of
Commerce, thanked them for having their second neeting in
Fai r banks. She sai d:

Commercialization of our natural gas resources is a
massi ve undertaking. As we have heard for the past two
days and as we heard in Anchorage as | attended those
neetings, this project is very nuch a work in progress.
Qur chanber put together a gas line commttee about nine
nonths ago to begin the process of Ilearning and
under standing the dynam cs involved with this project.
Qoviously, it's a lot for community volunteers to get
their arnms around, but our goal is to be able to
communi cate with all the parties involved including your
conmittee to be able to make sure the needs of our
comunity and state are net. As the commttee has net
over the past several nonths, we have definitely |earned
two things. One, we have lots nore to learn and two, all
Al askans need to work together on this project.

The chanber sees nmuch potential and benefit for our
comunity with the devel opnent of this resource and we
just wanted to stress publicly and on the record our
willingness to work together with all involved that this
proj ect cones together...

MR GORDIE LEWS, CGolden Valley Electric Association, said they are
a cooperative serving over 90,000 interior Al askan citizens and
they fully appreciate the value and inportance of open public
participation. He assured the commttee that they, "stand ready to
provi de the power necessary for any potential future opportunities
t hroughout the construction, operation and naintenance life cycle
of this nost inportant and far reaching initiative."

He said further that:

W' re convinced that this project nmust be integrated into
a state sponsored 50-year |ong range energy plan that
creates the vision and goals for addressing the state's
energy needs and use of our resources for the next 50-
years. Such a plan should at a mninumshould direct free
and open access to gas as stipulated in 18 CFR governing
US. gas transmssion infrastructure, create common
carrier status under a State Certificate of Public
Conveni ence, insure access to state gas royalties in-
kind, which provides a real and l|lasting price point
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benefit for state residents, develop a price for royalty
gas used in state and designate royalty gas proceeds for
the creation of a state energy fund charter that insures
future devel opment of renewabl e energy supplies.

Fai rbanks al ready has the infrastructure and trained and
ready wor kforce needed for such an undertaking and such
routing in turn nmakes the possible establishment of a
Fai r banks-based gas hub a reality. This hub with ready
and easy access to cost conpetitive fuel can serve as a
cornerstone of renewed econom c devel opnent creating
opportunities for new industrial, comercial and persona
val ue adding enterprises. Ready access to this nost
efficient and cl eaner burning fuel, when added to our
current energy mx at Golden Valley wll help us
denonstrate responsi bl e, responsive | eadership in neeting
increasingly stringent air quality standards while
supporting an on-going responsibility of serving today's
citizenry while neeting the future needs of the interior.
Your crucial and tinmely decisions will ensure that al

i nvol ved are renmenbered as visionaries and | eaders that
responded to this nmonent in history. Wth business and
gover nnment wor ki ng together, we can devel op a plan that
results in a nore robust and diversified econony that
insures current and future generations the ability to
continue to live and work in our great |and.

MR. PAUL METZ, Departnment of Mning and Geol ogi cal Engineering,
UAF, said that he was testifying on his own behalf. He said:

The econom ¢ anal ysis of mneral and energy projects is
very sensitive to the quantities of the resources and the
comodity prices, as you all know. W're dealing here
with an energy resource that there's considerable
substitutability for, and therefore, the prediction of
prices over the expected life of this project is a
nonunment al task. W' ve seen how volatile the prices of
energy comodities have been over the |ast year and
projecting that over a 20-year life nakes it a very great
chal l enging to the engi neers and econom sts dealing with
this problem

As inportant as price is the quantity of the commodities
and we've heard a |lot about the 30 - 35 TCF of proven
reserves on the Arctic Slope of Al aska. These proven
reserves have been found without the expenditure of a
dollar of exploration dollars for gas. This is a
byproduct of oil exploration and devel opnent. 1| think
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this is very significant. Wat we haven’t heard over the
| ast couple of the days are the producer's projections
that there's an additional 60 - 65 TCF to be discovered
once there is an economc incentive to do exploration for
gas on the North Slope. This brings the sumtotal to 100
TCF, plus or m nus.

Agai n, what we haven't heard in either the discussion
today or in the debate with respect to ANWVR is the
guantity of gas that the U S. Geol ogical Survey estinmate
in the coastal plain of ANVR This again is based on
limted drilling data and Iimted seism c work that has
been done many years ago. Again, the best nedian
estimates of both the U S GS. and State Geol ogical
Survey are 60 - 65 TCF. This brings the sumtotal of the
resource on the Slope to 165 - 170 TCF, which is
equivalent to all the natural gas in the United States in
the form of proven reserves. | think this is really an
inportant issue, both wth respect to the economc
analysis of the project, the various routes, and of
course wth respect to the decisions on royalty and
pricing issues, but also with respect to the debate on
the opening of ANWR for devel opnent. | encourage the
conmittee here to exam ne that.

Those are conventional gas reserves. The unconventi onal
gas reserves on the North Slope are nuch, nuch |arger.
The Chair very pointedly made sone inportant conments at
t he Chanber neeting yesterday with respect to conpeting
resources in Canada, particularly in Alberta. The tota
gas resources of Canada exceed 500 TCF, which 1is
extrenely | arge [ END OF TAPE].

TAPE 01-16, SIDE B

MR. METZ conti nued:

Those resources are relatively small conpared to the
ot her energy resources in Al berta, though, and I would
encourage you to | ook at those on your visit there.

There's 300 billion barrels of recoverable oil and the
At habascan tar sands. There's huge coal resources simlar
to the huge coal resources we have here. So, in terns of
total energy resources in North Anerican, Al berta and
Al aska have very |l arge potential resources that need to
be considered. W need to be considering these resources
not in the terns of oil or tar sands or gas or coal, but
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in the gas equivalent that may be transmtted through the
pi pel i nes, whatever routes are finally sel ected.

The inportant thing here is that there are huge
quantities of gas hydrates in the Canadi an Arctic Islands
as well as in Northern Alberta and the Northwest
Territories and Yukon Territories, but there's even
| arger quantities of gas hydrates here in Al aska.
Estimtes of 1,200 TCF have been published by the U S.
Geol ogi ¢ Survey. So, these gas hydrate resources dwarf
our conventional gas resources. The coal resources that
could be converted - either the extraction of coal by
nmet hane from those coal resources or the conversion of
t hose coal resources to gas - dwarf the gas hydrates that
are available. So, in terns of the resources and the
gquantities and the valuation of the economc feasibility,
we need to | ook at certainly those resources that can be
recovered within a reasonable tine period - 20 years from
an econom ¢ standpoint. But froma policy issue point of
view, we need to look at those larger resources -
unconventional gas, gas hydrates, coal bed nethane, the
gasification of North Slope coal and other coals in
Al aska.

CHAI RMAN TORGERSON said they had the MV at their |ast neeting had
run through about a half hour of known reserves and potenti al
undi scovered reserves on the North Slope as well as all over the
federal jurisdiction of the state. "One of the interesting things
you nentioned, hydrates, they estinmate that we have 170,000 TCF of
hydrates in Al aska."

SENATOR TED STEVENS

CHAI RMAN TORGERSON t hen wel conmed Senator Ted Stevens.

SENATOR TED STEVENS said he was glad to have the opportunity to
visit with the conmttee. He said that Congressman Young had done a
terrific job on the energy bill with the help of a |ot of people,
particularly Jerry Hood of the Teansters. He said:

That bill has a very uncertain future right nowwith the
opposition of the majority leader in the Senate. Under
our procedure only the majority |eader can call up a
bill. Senators can offer anendnents, but calling up a
bill is another matter. So, we're going to have a tough
job trying to figure out what to do about that. dearly,
the gas pipeline has another set of facts. Menbers are

after us all the time asking when will Al aska's gas be
available to the South 48. So, | don't think if there's
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anything that has to be done by the Congress that there
will be this problem at all with regards to the gas
pi pel i ne.

There is a draft that has been submtted by the
producers. I'mnot too happy with that bill, so far.
think there's a |l ot of explanation we have to have before
we think about that. Frank's staff has that and | don't
know what they've told you, but they are reviewing it.

really didn't have a chance before |I left on the second
of August to really read it. | had sone expl anation of
it. Justin [Stiefel] probably knows a | ot nore about that
than | do right now I'mstill convinced that the highway

route is the best route for us and | congratulate the
| egi slature for making that clear. Cearly, that's the
option we need to bring the gas down to where we can use
it not only to neet sone of our needs, but also in the
future if it's as great as we think it is, touse it as a
comodity. And clearly we have the option to go to Val dez
and Anchorage, as well as the South 48, if it comes here.
As these people have cone to ny office, we have nade it
very plain that that's the case.

As a matter of fact, | had a visit with some of the
producers' representatives here recently and they said
the economics didn't look too good if the gas price goes
down and asked ne what | thought Al askans would do if
that's the case - if the economics require a higher
sustained gas price to pay for this extrenely |ong
pipeline. And | said, "W'Ill wait. W ve waited this |ong
so far. | don't think there's any rush to take our gas
out by a pipeline that crosses the top of the state and
| eaves and doesn't answer any of our needs.'

The people that propose that will tell you that it'll
mean a massive increase in our Permanent Fund, if that's
the case, but that nmassive increase won't offset the
i ncreased cost of energy that we all predict out into the
second decade of this century. So, | don't see any reason
for us to even consider the other proposal. 1've told
themvery seriously that we would do everything we could
tojoin the state legislation in getting the Congress to
prohibit themfromtaking that gas across the Arctic. As
you know they plan on taking it out in the ocean and take
it through over to Canada and pick up the Canadi an gas.

The Foothills people have been in to see us and they are
very disturbed with that proposal as we are, but clearly
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what we're doing nowis trying to work with Frank and the
Energy Conmittee as they review the energy bill. | hope
it will not be necessary for us to take any action to
assure the gas pipeline conmes through Al aska, but | think
it may be possible.

That bill, by the way, | should speak a little nore about
that. As you know, | was chairman of the Appropriations
Comm ttee and now |'m ranking nenber of the commttee.
Senator Byrd confers with me quite often as | used to
with him but clearly we have not sent to the President
any one of our 13 bills. W have 13 appropriations bills;
we have the patients' bill of rights bill; we have the
bill that deals with canpaign reform we have the bill
that deals with issues of Mdicare particularly wth
paynent for prescription drugs and we have about 12 weeks
of actual session left when we go back into session

before Thanksgiving. | don't think it's possible for us
to contenplate the energy bill will conme up and be a
cause celeb in that tinme. | don't know what their tactics

will be, but I"'msure they're going to try to take sone
action to defer at least the subject of ANWR in the
Senate and deal with sone of the other issues involved in
that bill. Frank will have to tell you what his strategy
will be with regard to the energy commttee. |'m just
assessing the situation from the point of view of the
tine left on the floor this year.

Under the Senate procedures, as you know, there would be
three or four possible filibusters against one bill.

don't see any reason for us to stand back, if they're
going to filibuster if ANNRs is in the bill. | told
them 'Okay, we'll filibuster if it's not in the bill."’

W' Il just have to see what cones fromtugging at this
subject as far as the new mpjority of the Senate is
concerned. Cearly, back to your subject, | think that
the future is very great for gas in our country. The
demand is increasing. Supplies aren't that available. |I'm
not sure how high the gas price has to go and stay to
justify building that gas pipeline, but it's going to be
very interesting to see the econom cs, which as you know
are now bei ng prepared.

Incidentally, they are doing the study of the route
across the Arctic, but that is a necessary thing fromthe
poi nt of view of conplying with National Environnenta
Policy Act. In order to be able to deal with the EIS,
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they would have to show that they've exam ned al
reasonabl e alternatives. | looked at it as a RA study, in
ternms of studying across the Arctic. | do believe sone of
t he producers woul d rather have that route, as you know,
but 1'mconvinced a great majority of A askans will stick
with us and say it nmust take the Al aska H ghway route.

CHAI RVAN TORCGERSON expl ained that this commttee would convene
again in Anchorage on Septenber 19 along with the admnistration
and they would look over that legislation in nore detail and
prepare unified comments for Senator Murkowski. He asked:

Just one question | had on ANWR just in case your
filibuster approach doesn't work, a couple of years ago
it came across in the budget reconciliation act, is that
a possibility that there'|l be another simlar bill that
provisions could not be filibustered that this m ght
surface next year?

SENATOR STEVENS replied, "There won't be one this year; there wll
be one next year. W've had our reconciliation act for this year
and it contained the tax bill, as you know.."

CHAI RVAN TORGERSON asked, "Even if we lost the debate in the Senate
this year, there is still a strong possibility that that would be a
fall back position to try to put it in the reconciliation act for
t he begi nning of next year?"

SENATOR STEVENS repl i ed:

It's still a possibility. Senator Conrad, Chairman of the
Budget Conmittee woul d probably oppose that because his
col | eague, Senator Daschle, opposes bringing it up on the
floor in any manner, but it would still be possible to
offer this anmendnent to that bill when it got to the
floor. That's sort of one of the last resort neasures
that | see it mght be possible to get it within this
Congress. The President is for it; the House has voted
for it and I think the Senate ought to at |east have an
opportunity to vote.

Back in the days when we got the old pipeline, there was
sort of a gentleman's agreenent that any issue that
i nvol ved national security would not be filibustered and
we were able to reach the position that building the oi
pi peline was a matter of national security, although the
vote was very close, it would have never passed if there
had been a filibuster.
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REPRESENTATI VE DAVI ES asked what the tinefrane was in the Senate
for the producers' bill and was there a need for |egislative
attention to the National Gas Act or ANGTA?

SENATOR STEVENS r esponded:

Senat or Bingaman is chairman of the commttee that Frank
used to chair and the producers are a very powerful
organi zation in our country. I|If they decide they want

that bill brought up in spite of our opposition, and |
woul d opposed that bill, it's going to be an interesting
situation. | don't think that bill wll pass w thout our

support in the Senate. As it stands now | woul d oppose
it. There has to be sone substantial changes on it. If

it's a bill to really accelerate the capability of the
producers to get final approval to build the pipeline,
that's good notivation for us to get a bill passed. But

if it's one that going to assure that they alone wll
have the decision as to what route to take, then |I'm not
in favor of it at all.

The tinmeframe is going to be up to Senator Bi ngaman. |
think we could get it to the point where it does do what
| said, it accelerates the ability to proceed with all
other clearances that are necessary and hopefully we
woul d get to the point of one-stop shopping in terns of
the approval s that are necessary other than court review,
which | think will be inevitable. That coul d be done very
quickly, if that's what the producers want. They did
di scuss with us that problem the problemof the nyriad o
of applications that are necessary to proceed.

REPRESENTATI VE DAVI ES asked if he thought that woul d preenpt ANGTA?
SENATOR STEVENS repl i ed:

No, | don't see any preenption involved in the bill that
would be the kind of thing I'm thinking about. The
tinmetable is such that the building of it doesn't have a
short tinmeframe for design and construction. So, we're
not to the point of crisis yet the way we were in the old
pi pel i ne days when we had to get a bill passed in order
to start, because we had been del ayed al ready for four
years by the environnmental litigation. Should we ever get
to that point, | think the bill would have a different
characteristic than the one | envision right now

CHAl RVAN TORGERSON asked: "W heard today that one of the producers
is floating the idea of having the downsi de protection guaranteed
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by the federal governnent basically if the price of gas got down
too low, that they mght receive sone royalty credits for future
federal things - sort of sharing the risk alittle bit. Do you see
any chance of any proposals or any incentives |like that passing in
t he Senat e?"

SENATOR STEVENS answer ed:

It would really cone in the point of view of a tax issue,
you know. If you look at that fromthat point of view of
saying that the gas price falls below a certain |evel
then there's sone special consideration of taxes for the
producers, that m ght be possible for a project of this
size. One of the considerations, of course, is that
Canada is going to get a sizeable paynent for the use of
a pipeline that travels 2,000 nmiles in their country.
There's so many things involved in this econom c study
that we really don't know for sure how to quantify them
yet. | think it is possible that there could be sone
escape hatch for this pipeline in the event the price
dr opped down below a level that there would be speci al
tax considerations for the producers as they sold their
gas to assure there was a market price for that gas
com ng through. On the other hand, I'malso sure that the
peopl e who produce gas in the South 48 now woul dn't |ike
that too nuch, because it would nean that this enornous
supply would engulf the market at a price stabilized by
tax incentives, whereas the others do not have that. It's
not going to be an easy fight for the producers to get
that unless it's sonmething that is worked out with the
gas industry as a whole in the United States.

REPRESENTATI VE FATE sai d:

Taki ng up where Representative Davies left off on both
the Al aska Natural Gas Transportation System and Act, it
was suggested today that a reconfirmation of both that
system and that act either be undertaken by either FERC,
and there was a question of whether they had that
authority, or the congress, itself. Have you got any
comment on that, Senator?

SENATCOR STEVENS sai d:

| haven't crossed that bridge, yet. W have discussed
that in several sort of think sessions wth the
producers, but they have been unwilling to spell out what

they are willing to take on as far as a burden of
| egi slative effort to assure the early construction of
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the pipeline. | don't think there's a great hurry. They
don't appear rushed in ternms of proceeding with the
pipeline. W all knowthat. It's been a long tine since
that gas was di scovered and they haven't noved forward,
yet. There is no urgency fromthe point of a penalty for
not moving forward and I don't think it would be possible
to create one that would be acceptable. | think we'll
have to wait and see how the route they want to proceed
wth to see what has to be done to conply with federa
| aw and determ ne whether we can nodify any of those
requirenments to accelerate the pipeline' s construction. |
haven't formed an opinion on that yet, mainly because
they haven't asked us to consider any option, yet.

CHAI RVAN TORGERSON sai d:

One of the confusions is if they file an application
under the Natural Gas Act, if they could do that over the
top of the Foothills application, which is filed under
ANGTA. We've been fencing with FERC trying to get an
answer from them of which one of these federal |aws
prevails in Al aska. W had the EIl Paso proposal in '77
and the over-the-top, which is the ANWR proposal, we had
al nost the sane thing as we do today and the President
made a decision under the Natural Gas Act and Congress
passed the ANGTA. Foothills believes and is ready to
defend that in court that they have the only authorized
route, which is the highway route down. FERC has
basically said that if sonebody gave them an application
under either act, they are required to respond. Wat
Representative Fate is tal king about is today they said
maybe the quickest fix would be a congressional fix, to
have congress | ook at this and deci de whi ch one of these
acts prevails today and if there's any cl eanup because of
the 20 - 25 years since the old act passed, then congress
shoul d maybe | ook at that instead of a regul atory agency
such as FERC.

SENATOR STEVENS repl i ed:

| think you can conme to the conclusion that congress nmade
a decision when it responded to President Carter's
request and passed the act that acconpanied the treaty. |
really think Foothills has, literally, a foot in the
door. On the other hand, the other project going across
the top of our state was not contenplated at that tine
and | don't think we could say that project is prohibited
by existing law. | do think that Foothills is right that
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as far as Canadian law is concerned, they have all the
rights they need to proceed to construct a pipeline and
transport that gas once it cones into their country. The
problemis in our country and I don't think FERC could do
other than just give an off the cuff opinion right now I
hope we don't see that day, because | think it's going to
be a bloody day. If the producers file an application for
a northern route, we're at a stalemate as far as we're
concerned. 1'll be very surprised if we get to that
poi nt, because they are part of our econony and they are
going to have to live with us just |like we have to live
with them | do not expect to see that cone.

CHAI RMAN TORGERSON sai d hoped they woul dn't see an application for
the over-the-top. It is banned in the energy bill, also:

It's no longer just the state of Al aska that has passed
| egislation. W have half of the congressional part
passing it and we certainly have plenty of testinony from
the North Sl ope Borough that they won't settle for that
and t he Waling Comm ssion and everything el se.

SENATOR STEVENS sai d that could conme through the conmittee if the
bill is reported. "On the other hand, they are very strong people."

He said he would just as soon not have that fight.

W need all the cooperation we can. These producers are

the producers of our oil, too, and are the potenti al
bi dders on ANVR, if it ever gets to the point where we
can issue |leases. It is open now, but the bill has to be

passed to give the approval of congress to the
environmental finding under the EIS that there be no
permanent harmto that area. W ought to work together.
That's been ny attitude.l've told themwhat | told you. |
t hi nk Al askans woul d rather wait than have the pipeline
go across the top and it's very clear that our state's
position that you all have expressed is a firmone and we
don't intend to waiver in congress on that.

CHAI RVAN TORCGERSON sai d he appreciated that and that this conmttee
has told the producers and Foothills that every tine they get a
chance.

PUBLI C TESTI MONY

MS. DEB MOORE, Northern Al aska Environnental Center, said she
wanted to present their policy on natural gas devel opnent of
Al aska's North Sl ope:
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The Northern Al aska Environmental Center believes that
the United States as a nenber of the world community nust
aggressively reduce its dependency on fossil fuels
through energy conservation, transition to cleaner
burning fuels and increased devel opnent and use of
renewabl e sources of energy. To pronpt this transition,
the Northern tends to believe the State of Al aska shoul d
adopt an aggressive policy of energy conservation
standards for new building construction and vehicle
purchases and should launch a new program using state
funds to support rural alternative energy devel opnment
enphasi zi ng renewabl e energi es.

The Northern Center also recognizes that natural gas is a
cl eaner burning fuel than are others used in the
Fai rbanks areas and in many parts of the world. As such,
the Northern Center considers natural gas a transitional
fuel source in the nove toward reduced and nore
conservative use of fossil fuels in favor of renewable
energy sources. The Northern Center recognizes that
energy is a strategic resource required by all Al askans
and is essential to their physical and economc well
being. Wth this consideration, the Northern tends to
beli eve that the devel opnent of North Sl ope natural gas
reserves to be a reasonabl e certainty. However, unplanned
and poorly conceived developnment as abetted by
conparatively | ow energy prices can cause significantly
| ong-term environnmental, economc and health danmage,
particularly for the pollutant prone Fairbanks bowl and
the fragile interior Al aska environnent. Therefore, the
Northern Center wi shes to remain as involved as possible
in the public debate and di al ogue on natural gas and its
i npacts on the Alaska and Fairbanks North Star Borough
environs and seeks to participate and provi de assi stance
t hroughout the process of permtting and construction.

If Alaska's proven North Slope gas reserves are
devel oped, the Northern Center believes the follow ng
condi tions shoul d be net:

* Any project must minimze deleterious inpacts on |oca
communities and traditional life styles and respect the
basic human right to a clean, safe and healthy
envi r onnent

* The pipeline should remain as close as possible to the
present utility corridors, excluding RS 2477 rights-of-
way
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No pipeline developnent should traverse w ]l derness
frontier areas including off shore of the Arctic National
Wldlife Refuge (ANVR)

e The State of Al aska shoul d devel op a conprehensi ve energy
producti on and nanagenent policy as a precondition to its
i ssuance of a permt for construction of a pipeline.

e The state and federal governnent shoul d conduct studies
that assess all reasonably anticipated inmpacts accruing
from natural gas pipeline including the degree of
pressure on the Arctic Refuge that may be expected from
the addition of a pipeline fromthe North Sl ope

e The project nmust go through a new EI S process.

» There nmust be no regulatory shortcuts in the issuance of
permts.

e Any project must include best avail able technol ogy and
best managenent practices including where environnentally
appropriate, seasonal construction techniques.

e There nust be a permanent adequately funded and
i ndependent formal citizens' advisory council for the oi
and gas pipelines that includes representation by
conservation organi zations as well as local citizens that
reports directly to the governor

» The project nmust escrow sufficient funds for dismantling,
removal and restoration of all project facilities and
inmpacts in a way that regul atory agencies can insure that
the original eco-characteristics of the corridor have
been restored as facilities are taken out of service.
This return to the original condition standard and the
escrow s of DR&R funds must be stipulated in all permts
and reviewed in the EIS.

CHAI RVAN TORGERSON t hanked her for testifying.

MR. KEN FREEMAN, Anchorage, said he would work with John Katz to
make sure that he and others in the admnistration are avail able on
Septenber 19 and he would definitely get the word out to the gas
policy council, as well, to talk about the proposed federal
| egi sl ati on.

CHAI RVAN TORGERSON sai d he m ght conme up on Septenber 17 and work
wi th whatever they have put together. He noted that Lisa Robinson
Community and Econom c¢ Devel opnent Coordinator, had witten a
letter for the record instead of testifying. He said that concl uded
the neeting and adjourned at 6:02 p. m
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