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ACTI ON NARRATI VE
TAPE 02-1, SIDE A
Number 001

CHAI RVAN JOHN TORGERSON cal |l ed the Joint Commttee on Natural Gas
Pi pelines neeting to order at 12:07 p.m He said the A aska H ghway
Pipeline Conmttee is about the International Pipeline Cormittee
that this conmttee advocated when they went on their mssion to
Wiite Horse, Yellow Knife, Ednonton and Vancouver. They had a first
prelimnary neeting in Wite Horse on Decenber 5 between Al berta,
Yukon and hinself. The Al berta governnment has appoi nted M.A Mark
H ady to the conmttee; in Wite Horse, Mnister Scott Kent is on
the conmttee. British Colunbia will nake their appointnent today
or tonorrow. He also sent another invitation to the Northwest
Territories to join them Their next neeting is this weekend in
Vancouver, B.C. and they have assurances that the Director of QI
and Gas in the Northwest Territories will join them He said their
m ssion statenent is in his office.

On the federal legislation issue, Senator Mirkowski has called a
meeting in Washington D.C. on February 4 and 5 and the idea is to
get the producers, pipeline folks, the legislature and others at
that nmeeting and try to work through sone of the differences. The
House has passed HR 4, their energy package, which has pipeline
provisions in it. The Senate has introduced S 1766, which is
different than the House version. He hopes to be able to achieve
sonme consensus on what we want the federal governnent to do.

The Legislative Council in Decenber approved $300,000 for this
conmmittee to let an RFP for an econom st or firm and they hired
soneone who would do an introduction today. At the next Counci
meeting he will ask the Chair, Representative G een, to broaden the
authority on the $300,000 to authorize the commttee to hire a FERC
attorney who woul d deal with open season and access issues through
ANCA that we may be losing through filing under the Natural Gas
Act. They also mght need a tax attorney or economst to deal with
the inplications of federal tax issues. He said he would ask to
broaden the authority so the state can enter into agreenents and
have i nformati on on hand as they go through the debate on the |lines
anticipating that the producers are going to give them sone nunbers
when their studies are conpl eted.
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CHAI RVAN TORGERSON said that Arctic Research Corporation filed a
prelimnary information packet (PIP) for the over-the-top and
t hrough the Mackenzie Delta route. They believe that Alaska is
going to allow that:

| amnow in the process of another piece of |egislation
that will put the final nail into the over-the-top route.
Since the producers and pipeline conpanies aren't paying
attention to what this |egislature wants done through the
bills we have passed blocking it, we're in the discovery
node to see what we can do to do that.

He announced there woul d be two Departnent of Energy people and one
FERC representative in Anchorage next weekend and he would neet
wi th them on Sunday.

It's the intent of the Secretary of Energy to reinstitute
that office at sone tine. This is kind of an exploratory
nmeeting up here. They are going to neet with the Joint
Pipeline Ofice and, | would assune, sone people in the
adm nistration. 1'll be with them sone tinme on Sunday.

He thought that was good news, because of the recognition that the
Joint Pipeline Ofice was a part of ANGIA and represents at | east
initially the following of the laws that are currently on the books
that dictate the highway route. They have had an interagency task
force in Washington D.C. working on this for about six nonths nade
up of about 25 representatives of the Departnent of Energy,
Department of Interior, FERC and other agencies that have been
gathering informati on and goi ng through a di scovery on what may be
out there and what they have to react to.

CHAI RVAN TORGERSON said he is considering using the Resources
Commttee neeting time on Wednesday for the Joint Conmttee on
Natural Gas Pipelines neetings. He said they put out an RFP for an
economic firm and Dr. Doug Reynolds wth Northern Econom cs
responded. He will be in Juneau four days per week. He is also a
professor with the UAF and woul d have to be there sonetines.

DR. DOUG REYNOLDS said he was a Professor of Gl and Energy
Econom cs and works for Northern Econom ¢ Research Associates while
in Juneau. He would be doing the nodeling on the natural gas
project economcs and would extend on M. Roger Marks' nodels,
whi ch he thought were pretty good, and try to find any new cost
advant ages.
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| think the main thing for Alaska, as far as | can see
is, the United States needs energy security and we've
gone through this wth oil and we've got a pretty
conpetitive oil market, but when it conmes to natural gas,
it's alot |ess diverse sources when you get outside the
United States. You start depending on one source and you
have very little leeway to switch to other conpetitors.
So, once you start depending on one source outside the
United States, | think the energy security issue becones
a big deal. I think Al aska, not only can we conpete on
the natural gas market, but | think we give the United
States a lot nore energy security and | think that's
going to be a big deal especially in five or 10 years
fromnow | don't think the Gulf of Mexico is going to be
able to neet the United States energy needs and | think
Al aska is going to be needed. Sooner or later |I'mvery
confident Alaska gas is going to be used and | think it
should go through the southern route and | think the
costs of the over-the-top route aren't as great sone
esti mat es suggest.

CHAI RVAN TORCGERSON expl ai ned that Dr. Reynol ds woul d nodel the all-
Al aska route, as well. Roger Marks already did a nunber of nodels,
but they nust make sure their nunbers are correct and that what
they are doing is going to work. They will be presenting a business
pl an on the operation of an entity, which an initiative asks to be
put toget her.

REPRESENTATI VE GREEN asked hi m what he neant about the cost of the
northern route.

DR. REYNOLDS responded that he didn't think the southern route was
significantly nore expensive than the northern route, depending on
how it's nodel ed.

CHAI RVAN TORCGERSON said, "W're not going to spend a lot of tinme on
the over-the-top route, because it's not ever going to happen.
don't want to waste a |lot of the state's printer ink printing off
t he paper work on that.."

Last year they passed SB 158 directing the Departnment of Revenue to
start | ooking at whether or not the state should take any, all or
part of the ownership interest in building the pipeline. They
appropriated $200,000 for the study and the departrment would
comment on that next.

MR LARRY PERSILY, Deputy Conm ssioner, Departnent of Revenue, said
they were directed to prepare a report on the nmerits of state
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ownershi p and/or financing of a natural gas pipeline. He said that
the report is now 117 pages and they would have an executive
summary. They are continuing to work with the consultants.

CHAI RMVAN TORGERSON sai d he expected the report to get |onger as
t hey gai ned nore information.

MR PERSILY sai d:

To discuss the nerits of state ownership and/or
financing, we talk about the history of gas line
devel opnment, history of state financing of projects,
getting into tax exenpt bond, finance issues, equity,
nodel i ng, as your consultants tal ked about. So, there's
quite a bit in there. We're continuing to work with our
consultants, wth the state debt nmanagers, state
financial advisors, state bond counsel and others to
finish the report by the January 31 deadline in statute.
VW will present copies to the commttee that week and we
can also post it on the web if that would be okay wth
you to nmake it wi dely avail abl e.

One aspect of the legislation that we have not comment ed
on previously that I would Iike to take a few m nutes for
today is the directive in the legislation that we | ook at
the possibility of establishing a private corporation of
Alaska citizens to own a gas line. W believe that
approach would raise a nunber of questions that would
warrant further in-depth analysis. The concept was
proposed first, we think, in a report back in 1978 by a
firm Dillon Reed and Conpany. They nodeled that
structure in the report in 78 on the structure of the
Al berta Energy Corporation, which at the tinme was owned
hal f by the government of the province of Al berta and
half by the citizens of Alberta. In looking at the DIl on
Reed report, |ooking at the Al berta Energy Corporation,
| ooking at how that mght translate into a corporation
where Al askans would own the shares, some of the issues
that we'll be discussing the report, if you try tolimt
shar ehol der exclusively to Al aska citizens, that m ght
present practical problens and, perhaps, even |egal
probl ens. As a practical matter, the residency
requi renent for shareholders mght be difficult to
nonitor and enforce. It would al nost certainly dimnish
t he market value of those shares, because resale could
only be to the select group of residents. As far as the
| egal systemis concerned, within the United States it
woul d be unprecedented. W're not aware of any other
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state formng a private corporation where the
sharehol ders are limted to state residents, the purpose
bei ng to advance a devel opnent project in that state. So,
we believe legal challenges to this could be possible.
Anmong other things, if you had a residents only
sharehol der's rule, that m ght be challenged as | acking a
| egitimate public purpose. It m ght be chall enged under
the privilege and i mmunities clause of the Constitution.
We're not saying that it would be or that it would fail
that - sone of these issues that we'll be discussing.

One significant aspect that this approach - we believe it
woul d fail to offer any tax or financial advantage over
the devel opnent of a project by private corporations.
DIl on Reed based their assunptions on the tax code that
existed in 78. The U S. tax code underwent significant
revision in 86, which we believe would bl ock the issuance
of tax-exenpt bonds the state to raise funds for the
initial capitalization for +this project, which 1is
sonmething Dillon Reed suggested in 78. That's no | onger
al | owed.

A couple of other quick issues to consider is if the
purpose of the private corporation is to provide A askans
an opportunity to share in the benefits of the North
Sl ope gas, they could certainly do so with nuch less risk
just by owning shares in the producers or pipeline
conpanies that would be building it. And if another
pur pose of having a private corporation owned by citizens
is to influence the pipeline route or other issues, as
the Senator has explained, the pipeline route is already
against the law in Alaska and through right-of-way
permts and other existing statutes, we feel there are
other less risky ways to influence decisions in the
project. But we will have nore on this in the report.
It's just something we haven't tal ked about before.

CHAI RVAN TORGERSON asked if he was on schedule for January 31
MR. PERSILY answered they are on schedul e.

CHAI RVAN TORGERSON t hanked himfor his testinmony and announced t hey
woul d next hear Comm ssioner Pourchot comrent on the royalty sale
to Netricity and Bill Britt, Joint Pipeline Ofice, give a quick
updat e.

COWM SSI ONER POURCHOT, Departnent of Natural Resources, asked if he
could reorder the four topics he was given. Chairman Torgerson said
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t hat was okay.
12: 30
COMM SSI ONER POURCHOT sai d:

Since the end of the |ast session, we have had several
neetings wth the conpany, Netricity, which the
| egi sl ature had taken quite an interest in and passed a
resolution concerning their proposal to utilize North
Slope gas on the North Slope to fuel an electric
generation to run a conputer server facility up there. W
met with them a couple of tines this sumrer and upon
| egal advice which we've shared with the Joint Conmittee
over the interim The |egal advice we got was that we
really lacked the good ability to so-call overlift our
gas, the state's royalty gas, w thout the producers al so
producing their gas on the North Sl ope and we di scussed
this with Netricity. They started direct discussions with
t he producers. W suggested that the way forward woul d be
to have gas produced that was conposed of both the
state's royalty and the producers' gas. They engaged in
negotiations and | don’t know what the outconme of that
was, but then subsequently, which was also alluded to in
the legislative resolution was that we initiated a
royalty in kind gas sale process early last fall.

The Netricity proposal was clearly sonething that was out
there that could conceivably utilize the RIK (royalty in
ki nd) process, but additionally, we were hearing from
ot her conpanies for several different uses. One conpany,
is, like Anadarko, interested in having a back stop plan
for bidding in a potential open season, which now doesn't
| ook quite so pressing, but noving back to |ast sumrer
early fall, we were believing from what the producers
said that there could be an open season to bid gas for a
gas line as early as now, this first quarter of this
cal endar year. So, knowing that a royalty gas sale would
have to go to the legislature for approval and that this
| egi sl ative session would be the w ndow for that, we
started a process to solicit bids, at |east, wthout any
predet ermi ned deci sion on whether to accept a bid, submt
a bid to the legislature. But we started that process
that's called for in statute for an R K

There was other interest, too, for different types of

purposes. WIllians, for exanple, was |ooking at possible
pet rochem cal devel opnent in the Interior utilizing gas.
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They are also |ooking potentially at marketing North
Slope gas through their marketing system - just
transporting gas that they would own and putting it in
the pipelines to serve their custonmers. So, there were
several different interests out there. W concluded the
best interest findings here at the end of Decenber and
put out formal invitation for proposals for any and al
potential bidders. That period is now open. It closes at
the end of January and we will see if and what it | ooks
i ke for bidders. W will do a determination then if any
of those fit into a best interest finding of the state
and whether it nmakes sense to then develop a contract and
submt it then to the legislature for debate and
potential approval. Again, we don't know the results of
that; we don't know whether or not we woul d accept bids.
Clearly, at sone point in that process, if we get bids,
we would want to consult with the legislature to see if
there was interest in even considering a royalty gas
sale. That's kind of where we are on that.

Il will add, because you nmay know, M. Chair, | just
becane aware today the Conmm ssioner of DNR received a
letter form the Joint Producer group requesting a
reconsi deration of our decision to go forward with a
proposal . That does not affect the tine frane we are in

for soliciting bids. 1 don't know what the |egal
inplications are, but they clearly are not supportive of
an RIK sale at this time. So, | would report that for

your i nformation.
CHAI RVAN TORGERSON asked if it was an official appeal

COMM SSI ONER POURCHOT answered that since he made the origina
deci sion, he has either an appeal or a reconsideration, not both,
and this is a reconsideration of the Conm ssioner's decision to
solicit bids for a RIK sale.

REPRESENTATI VE PORTER asked if he said the state's ability to sel
gas over the top of the producers' is a |legal question or has it
been legally determined that we can't.

COW SSI ONER POURCHOT answered that |egal advice fromthe Attorney
Ceneral's Ofice is that under the |lease terns, the state | acks the
| egal authority to unilaterally produce its gas to the exclusion of
t heir gas.

There are al so sone technical issues that arise if we
were to do that. Wthout the conpani es doing additional
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work on the oilfield, we could actually adversely affect
oi | production because of the way gas is used now. If it
was a joint programand the producers are selling, there
are other things they mght do in terns of the production
facilities and processes to reduce the anmount of oil |oss
t hat m ght occur

CHAI RVAN TORGERSON sai d:

It's my understanding that the overlift or underlift
question can't be acconplished wi thout the perm ssion of
the producers, but it could be acconplished if the
producers said it is okay.

COMM SSI ONER POURCHOT said that was their understanding al so.
He said the next topic was the studies that were funded
conpl ex way | ast year.

Some were direct appropriations through the capital
budget by the legislature, some we supplenented from
Governor funds for that. W basically in DNR have
undertaken three studies, two fairly significant studies,
one on assessing in state demand and supply scenari os,
wi t h obvi ous concentrations on the Interior and also in
Cook Inlet. W contracted out both that study and a
royalty valuation study to a firm called Econ One. W
would hope to hand to you a week from today, next
Wednesday, the final studies on both of those.

The royalty valuation was to evaluate the structure of
North Anmerican gas markets and to | ook at how our gas
woul d be valued in that process - sonething, by the way,
we're learning a whole bunch about - the way gas is
mar keted, the way gas is priced. This is going to be new
i f sonet hing happens here. W are building expertise on
that whole valuation process. It's proven to be quite
educational and potentially very val uabl e.

The third study that we undertook, and we only received
nodest funds for this and that was a gas supply study.
What we did to maxi m ze the value there - we contracted
out to our own Division of Geological and CGeophysica
Survey, which had an on-going North Slope oil and gas
eval uati on program W asked themto | ook nore intensely
and nore specifically at gas resources on the North
Sl ope. They do this through rock outcrop and other nore
superficial nmethods and the results of that should be
avai |l abl e. They've done the field work; they need to pul

in
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together results which should be available within severa
weeks and again we will provide that information to the
committee.

REPRESENTATI VE DAVI ES asked if the DGGS was restricted to the North
Slope or did it include other basins.

COW SSI ONER POURCHOT answered that this conmponent was North Sl ope.
The division envisioned a nore statew de approach, but the funds
weren't sufficient. He hoped to | ook further in the future. Another
study by the Alaska G| and Gas Conservation Conm ssion (AOSCC) was
t he Prudhoe Bay reservoir nodeling for the inpact of gas extraction
on the oil rim They are still trying to get the bulk of the
funding for that. H's departnent collaborated with them on a
scoping study and has a better feel for the direction to go.
However, the bulk of the study is still in the future.

The conmi ssioner said that they haven't started the |ast study, but
they did get some noney through the Governor's contingency fund and
the appropriation the legislature identified for this kind of work.
This will be the Pt. Thonpson reservoir sinulation.

Pt. Thonpson is on a devel opnent track. As we tal k about
the 35 tcf of reserves on the North Slope, 5 or 6 tcf of
that is in the Pt. Thonpson unit. It is the key conponent
of any gas line developnent. It al so has condensates and
oil. W have expanded the unit. W have sone very
specific kinds of developnent obligations under the
expanded unit. It is on a devel opnent track. W need to
know nore about that reservoir and the inpact of gas
extraction on other things. W do have sone noney to
begin that and will be starting that during the second
hal f of this fiscal year.

REPRESENTATI VE GREEN said that was a reservoir study, not a sales
study. The Conm ssi oner agreed saying that they were understandi ng
the reservoir mechanics and the size of the resource.

REPRESENTATI VE DAVI ES asked if there were siml|ar AOGCC concerns
about the inpact of gas devel opment on the |iquids.

COW SSI ONER POURCHOT said he would give them a |ayperson's
understanding. "The pressure in that Pt. Thonpson field is very
high. It doesn't need gas reinjection to produce condensate or
oil."

He said that Bill Britt would give thema status report of their
gas pipeline office.
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MR. BRITT, Gas Pipeline Coordinator, said he sent them a copy of
his nmonthly report this norning. He prepares the report nonthly for
hi s comm ssioner and his three fundi ng sources.

W are working on a second hal f budget. In our work plan,
we have one proponent, AGPIT, the producers who have
informed us that at the end of Novenber they do not
antici pate having any work for us other than permtting
for trenching trials. W have one proponent, Foothills,
who want us to nove as fast as possible in processing
their right-of-way | ease application

Wth AGPIT, the Division of Governnental Coordination, a
representative in nmy office propagated a draft proposed
consi stency determnation yesterday. The permtting
shoul d be conpleted by next week. The trials, ice road
construction will begin imediately and the trenching
trial, thenselves, are scheduled to begin in early
February. They will take place first on the North Sl ope
and then in Fairbanks. The trenching machi ne which | | ook
forward to seeing should arrive in the state any day now.

Wth Foothills, we are doing both work planning and worKk.
We're working with themto finalize a list of required
submttal s and expectations for each. W' re collaborating
on a schedule and we're reviewing aggressively the
existing submttals that Foothills has given us. A couple
of exanples are the Yukon River bridge risk assessnent
that was done sonme time ago and river and flood plain
crossing plan. There's a whole series of plans and these
have been given to various departnments to review and
critique and give feedback to Foothills on.

Staffing and recruiting, our staffing remains stable at
12 state enployees, two of which are shared with the
Joint Pipeline Ofice, tw federal liaisons for the
of fice plus support from Departnent of Law and ot her DNR
divisions and others. W are ready to go on our right-of-
way chi ef and engi neering chief and a public information
officer. W may pass actually filling one and possibly
two of those positions due to budget and reduced work
|l oad as a result of the producers ratcheting back on
t heir expectati ons.

In ternms of office space, we're noving to new offices

this weekend. As everybody knows, we're | ooking forward
to that as anyone would. O her news on the march -
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Senat or Torgerson nentioned the Departnent of Energy and
FERC visit later this nonth. Presum ng as well that
everybody knows that there was a Canadi an cooperation
pl an promul gated by a variety of federal, provincial and
ot her authorities in Canada describing how they intend to
approach permtting about a nonth ago and we're having a
| ook at that. W've had issues: our e-nmail - we're on the
Department of Interior server, which everybody reads
about weekly in the newspaper. So, we haven't had e-nail
comng in or out..l guess this is one of the unintended
consequences of the cost savings associated wth
intending to share the servers with the Joint Pipeline
Ofice and System Admi nistration. | guess if you live
with those cost savings, you live with the downsi de of
them as well.

Finally, we received the first pilots from DGGS in
support of us. They have produced a database of
geol ogi cal <construction materials and surficial and
engi neering ecology from Prudhoe to Livengood. In the
second half of the year they will continue from Livengood
to the Canadi an border. That's ny summary real quickly.

MR, JOHN ELLWOOD, Foothills Pipe Lines Ltd., reported that |ast
fall they had signed an MOU to reconstitute the Al aska partnership
wi th TransCanada Pipelines, Wst Coast Energy and seven of the
maj or U S. pipeline and energy conpanies. Foothills commtted to
put a commercial proposal to the producers by the end of the year
and that was done. They have had sone initial discussion wth the
producers with respect to that proposal and wll have ongoing
di scussi ons.

The proposal is sonmewhat different than what | have
talked to your conmittee about in the past. At the
request of the producers and after sonme earlier
di scussions in the fall, we decided to take a | ook at a
sonmewhat | arger project, larger in terns of both vol une
and pipe dianeter. W did put forward a proposal that
would initially nove about 4.5 bcf/d at the receipt point
of the North Canada pipeline and could be economcally
expanded up about 5.4 bcf/d. This would require, in our
view, probably it's best done with a 48 inch dianeter
pi pe as opposed to the 42 inch dianeter pipe that | had
described to you during your various hearings |ast year.
As you have heard fromM. Britt, we continue our efforts
to acquire right-of-way on the state lands in Al aska.
We're quite pleased with how that is going and with the
cooperation and progress that's being nade here.
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| think you had asked our view wth respect to

| egi slation and what | mght say about that really is
that it's a bit too early for us to come to any
conclusions here. W are, as | said, in the initia

di scussions with North Slope producers and until those
di scussions progress a little farther, it's difficult for
us to determ ne what m ght be nost useful in the way of
| egi slation either on the federal or the state front. So,
we would just like to have a little nore tinme here to
continue our discussions and we wll report to you
periodically. Are there any questions, M. Chairman?

CHAl RMAN TORGERSON asked for their tinmeline with the future

di scussions and if they were reworking their proposal. "I've heard
your same report about five tines, | think. I'm ready for sone
action.”

MR, ELLWOOD responded that they had a very constructive neeting
with the producers earlier this year and as a result of those
di scussions they are investigating other nmatters of interest.
Foothills left material with themthat they had not seen before and
he understands that they are reviewing it now. They are planning on
anot her di scussion with themw thin the next few weeks. They don't
have a date pinned down. He expects the discussions wll be ongoing
as they progress to sone resolution of how they mght work
t oget her.

CHAI RVAN TORGESRON t hanked hi m for the update.
12: 52

MR. DAVE MACDOWELL, External Affairs Manager, Al aska Gas Producers
Pi peline Team said he would provide an update on what they had
done, where they are currently and what sonme of the next steps are.

To be clear, | am speaking on behalf of the producers’
team |'m not speaking for any one of the individual
sponsor conpanies. You'll recall those are BP, Phillips
and Exxon Mobil. Last year at this tinme, our joint
feasibility effort was just barely getting under way.
Si nce then, we have spent over $100 mllion and invested
almost 1 mllion man hours of work in an effort to
identify a commercially viable project to nove Al aska
gas. At our peak, there were about 800 contractor
enpl oyees worki ng al ongsi de about 100 sponsor conpany
enpl oyees split one-third, one-third, one-third on the
t eam
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Just a quick recap of the sonme of the nmgjor
acconplishnents and mlestones we had from quarter to
quarter. In the first quarter of 2001, we established
offices in Anchorage and in Calgary, Al berta, and began
the assenbly of our conmpany team in earnest. W also

released RFPs - 10 big chunks of work in the first
quarter. In the second quarter, we awarded those
contracts and as you'll recall, there was a significant

Al askan conponent to those awards. W also initiated
full-scale field surveys. The third quarter, things
really took off. Qur contractors who worked for us peaked
at 800. The three producers proposed federal regulatory
enabling legislation in D.C. W also rolled out our
attribute study of the seven elenents, conducted a
Beaufort scan survey and conpleted our field surveys. W
al so had a neeting wth potentially interested shippers.
There were about 50 representatives who attended that, |
bel i eve in Septenber.

Fourth quarter, our conceptual design was conpleted as
pl anned. W received contractor cost estimates as pl anned
and began econom ¢ nodeling of those inputs in earnest.
I'"d have to say throughout that whole year, we also
engaged in ongoing discussions with a w de range of
interested parties, governnents, pipeline conpanies,
comunity | eaders...

TAPE 01-01, SIDE B

12: 55

MR, MACDOWELL conti nued:
From ny perspective it's been a really excellent
experience. It's not every day sonebody gets a chance to
work on a world class effort with top notch folks from
three really good conpanies. That's kind of what's past.
What's happening now, the studies are essentially

conplete. The teamis now focusing on final docunentation
and we continue to nmake dialogue with interested parties

as you've heard earlier in this neeting, including
pipeline conpanies and we'd expect t hat such
conversations will continue to occur with any pipeline

conpany that feels it can add value to a project. The
results of our study effort have been submtted to the
sponsor conpanies, the three | nentioned earlier for
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evaluation and the joint team is wnding down, as
pl anned. W're now at about 65 conpany staff; renenber we
were at 100 at peak. W've got about 200 contractors and
by the end of February we'll be close to zero when the
joint work is conplete.

As we nove forward into 2002, our common priority is
creating a viable efficient governnent framework. Federa
enabling legislation is a nust-have. You' ve heard that
before fromus, |I think. W also need to progress State
of Alaska fiscal clarity and stability, as well as
nonitor the Canadian First Nations regulatory process.
Most of our effort is going to be in support of those
activities. W do expect that the pace of our future work
will be influenced to a great extent by progress towards
this efficient governnental framework, but | do want to
add we heard sone of it fromM. Britt earlier. W are
undertaki ng sone targeted cost reduction studies in the
first quarter later this winter. For exanple, we plan to
conduct trenching trials in Alaska this winter to test
new i nnovative ways of trenching through permafrost. W
think there's a potential to increase that trenching
productivity and thus save potentially significant
construction costs.

I'd have to say we didn't acconplish everything we wanted
in 2001 especially in the area of creating that viable
governmental framework, but | think I can speak for al

t he sponsor conpanies when | say we remain very commtted
to taking the appropriate steps to see what we can do to
make it happen. Wth that, 'l stop...

CHAI RVAN TORGERSON asked when they woul d do an open season

MR. MACDOWELL replied, "W have no plans to hold an open season in
2002. "

REPRESENTATI VE DAVI ES asked if they would formally disband the team
at the end of February or did they anticipate a continuation.

MR. MACDOWELL replied, "I don't know the formality question. For
all intents and purposes, the joint work will have been conpl eted
at that point."

REPRESENTATI VE DAVI ES said he noted that there was sonme ongoi ng
need to do things |like the enabling |egislation and asked if that
woul d be done through the joint approach or as individual
conpani es.
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MR. MACDOWELL replied, "I expect the focus would be individua
conpani es. "

CHAI RMAN TORGERSON asked regarding fiscal certainty, if they had
made any proposals to the adm nistration.

MR NMACDOWNELL replied that they hadn't nade any specific proposals,
al though they have said for quite a while that certainty and
stability are inportant. "W are in conversations with the state
and expect those conversations to continue and conme to a conmon
agreenent on the need for that."

CHAI RMAN TORGERSON said that the committee is engaged in hiring an
econom st and he recommended that at sone tinme, the producers
engage them so they can work toward this instead of them having to
i mgi ne what they need.

| understand that as close as you're trying to get is a
guarantee that the fiscal reginme won't change over the
period of the line, but that's as close as | can get to
what you're asking for.W're spending a |ot of npney
hiring the right people to help us do that and to help
you through the problem and al so the state through that
problem But you're going to have to step up to the plate
here, too.

REPRESENTATI VE OGAN asked if the fact that there is a budget gap
probl em and that the governor is talking about taxes cause sone
concerns in the realmof fiscal certainty.

MR. MACDOVWELL replied that they are interested in a solid fisca
program noving forward. "It doesn't cause concern.”

CHAI RMAN TORGERSON asked if that was a factor they considered when
contenplating on investing in Al aska.

MR. MACDOVELL replied, "I think it doesn't inpact directly the
joint study effort that we're now finalizing, but it's sonething
that folks are watching very carefully.”

CHAI RVAN TORGERSON said that the nessage is clear, ".You have a
state that has a billion dollar problemand you' re a cash cow. "

REPRESENTATI VE GREEN asked if they had selected a route.

MR NMACDONELL replied that they had sent results of the work so far
to the sponsor conpanies and they would conduct an eval uation
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individually. The results of the evaluation would determ ne the
next steps.

REPRESENTATI VE GREEN asked if they didn't at |east have a good f eel
for cost differential.

MR. MACDOVELL said he was not in the position to speak about that
yet and he hoped as a joint team they could produce high |evel
results simlar to what they did during the sumer after the year-
| ong work effort.

CHAI RVAN TORGERSON t hanked him for his presentation.
1:05

MR. M CHAEL HURLEY, Phillips Petroleum said he would give thema
short update on their efforts to progress the devel opnent of a
pipeline to the Lower 48 to commercialize Al askan North Sl ope gas.

Phillips' goal is to develop an economcally viable
pi peline project. W believe that a pipeline project
al ong the southern route has the best chance of being
developed in a tinely fashion and will be the one nost
supported by the various stake holders, but this project
wll require federal permtting, fiscal legislation as
well as sone neasure of state fiscal certainty to
pr oceed.

As you know, Phillips has been an active participant in
the Alaska gas producers pipeline team since its
i nception and as you heard fromthem the teamis in the
process of finalizing the results of their over $100
mllion feasibility work program and forwardi ng those
results to the three sponsor conpani es.

Phillips is in the process of evaluating those results
internally. Several nonths ago, Phillips articul ated our
strong desire to progress a project and the requirenents
we saw as necessary to nake devel opnent of the project a
reality. Qur work to date has not changed those
concl usions. Federal enabling legislationis required to
bring certainty and expediency to the regulatory
permtting process and federal fiscal legislation is
needed to mtigate the substantial risks inherent in a
project of this magnitude which has the potential to
bring so many benefits to consuners and governnents. The
cost and risk of this project are such that relief is
needed through a federal incone tax credit, but one
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limted to those situations where North Sl ope gas prices
dropped to unecononi c | evels.

Phillips is hopeful that the necessary federal
| egi sl ation can be achieved early in 2002, after which we
woul d proceed to the next phase of permtting for the
southern route. We are conmtted to pursuing diligently
those efforts in Al aska, Canada and at the U S. federa

| evel . W& believe they will contribute to a successfu

econom cal ly viable gas comercialization effort.

M. Chairman, thank you for this opportunity to update
the legislature on our efforts and I'd be happy to answer
any questions you m ght have.

CHAI RVAN TORGERSON sai d:

| know Phillips has advocated for the floor and a royalty
switcharoo sort of system but | hadn't heard of the
federal incone tax or have 17?

MR. HURLEY answered, "That is the floor nechani sm..There has been
some di scussion about that sonme tinme back, but the proposal that |
think you're referring to is one that strictly works with federal
i ncome tax."

REPRESENTATI VE DAVI ES said they are asking the federal governnent
to provide a floor protection if the price drops to a certain |evel
and asked if they were willing to consider sharing benefit on the
up side, too.

MR HURLEY replied, "W're willing to consider any kind of proposal
that tries to mtigate that substantial risk that we see both from
the standpoint of market price and cost over run that we see in
this project.”

REPRESENTATI VE DAVIES said, "It might help sell it if there were
sone carrot as well as sharing of risk."

He asked M. Hurley to elaborate on what Phillips views as the
requi site assurances of fiscal stability fromthe state.

MR. HURLEY replied that they are struggling with that, too. They
l ook at it as a need for fiscal clarity on how the rules of the
gane are going to be played. Then there is a question about how
certain those rules are over tine.
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VW have struggled with the spectrumof certainty that you
can have goi ng through everything from sinple regul atory
changes that departnents can change sinply with notice
and public hearings over tine all the way to ideas that
were advanced several years ago of fiscal contracts.
Where al ong that continuum we need to be is a discussion
that we need to have with the state and we're not sure
where that is, yet. That is something we need to continue
our discussions to get to. The fiscal clarity piece is
sonething that is extrenely inportant to us.

REPRESENTATI VE DAVI ES said he shared the Chairman's desire to get
t hose di scussions started.

MR. HURLEY responded that he could appreciate it.

REPRESENTATI VE PORTER asked if he would be correct in assumng if
the federal legislation becane route specific with the southern
route, it would not interfere with Phillips' plans.

MR. HURLEY replied, "That is correct."

CHAl RVAN TORGERSON asked where the $10 billion dollar |oan
guarantee provision (in federal legislation) instead of tax credits

conme fromand did Phillips want that.
MR. HURLEY said that was part of the Senate energy bill and
Phillips had not discussed that with anyone in Washi ngton and was

surprised to see it.

CHAI RMVAN TORGERSON said assunming that the big three are going to
build a pipeline together, only Phillips is asking for tax
i ncentives and he asked how t hey proposed that woul d work.

MR. HURLEY replied that he would have to ask the other conpani es.
"From our standpoint, we see the risks out there with both gas
mar ket pricing and construction cost overrun on a project of this
magnitude to be of such a nature that we see that as being
necessary."

CHAI RVAN TORGERSON sai d the Conoco nerger changed their financia
position and asked if they anticipate still having to ask for a
floor if they beconme the third largest oil conpany in the United
St at es.

MR. HURLEY said he couldn’t answer that.

CHAI RVAN TORGERSON t hanked everyone for their participation and
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adj ourned the neeting at 1:13.
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