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POSI TI ON STATEMENT: Gave an overview of the Al aska Gas Pipeline
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guesti ons.
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ACTI ON NARRATI VE

TAPE 01-12, SIDE A
Number 0001

CHAIR SCOTT OGAN called the House Special Conmttee on G| and
Gas neeting to order at 10:07 a.m  Menbers present at the cal
to order were Representatives Ogan, Fate, Dyson, Chenault,
GQuess, and Joule. Chair Ogan also noted the presence of
Representatives G een, Janes, and McQuire.

OVERVI EW  ALASKA GAS PI PELI NE PRQJECT - BP, PHILLIPS, EXXON

[ Cont ai ns di scussion of HB 83 (Tape 01-12, Side B)]

Nunber 0034

CHAI R OGAN announced that the commttee would hear an overview
of the Alaska Gas Pipeline Project. He invited the follow ng
presenters to the wtness table: Joe Marushack of Phillips

Al aska, Inc.; Ken Konrad of BP Exploration (Al aska) Inc.; and
Robbi e Schi | hab of ExxonMobil .

Nunber 0214

JCE MARUSHACK, Vice President, Arctic North Slope Gas
Commercialization, Phillips Al aska, Inc., infornmed nenbers that
he, M. Konrad, and M. Schilhab represent the Managenent
Committee of the North Anmerican Natural Gas Pipeline G oup. He
par aphrased and el aborated on witten testinony as foll ows:

W're very enthusiastic about our pipeline project,
and we appreciate the opportunity to appear before you
t oday. Each of us wll participate in this
presentati on.
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At the outset, let us say that we fully understand and
share the strong interest Al askans and others have in
ANS [Alaska North Slope] gas commercialization. An
economcally wviable project woul d encourage new
i nvestnment, exploring, and devel oping North Sl ope gas.
It would provide construction and |ong-term enpl oynent
opportunities. It would add state royalty and tax
revenues over the long run, and create potential for
i ncreased access to gas in Al aska. From a producer
aspect, an economc project wll provide the value
that our sharehol ders expect from us. W are highly
notivated to progress an Al askan gas project.

Recogni zing your interest, the project team plans to
provi de periodic updates to you on the project status
[as] various mlestones are reached. The team al so
plans to engage in ongoing dialogue with appropriate
gover nnment agenci es and ot her parties.

We believe the evaluation and route-selection process
cannot be done in isolation. W want to nove a
project along nost efficiently, and to do so, it nust
be an inclusive process that provides opportunities

for interested parties to participate. This is an
Al askan  project, and it's also a project of
internationally enornous scale. To be successful, it
will require full cooperation of Alaska and its

residents, the U S. federal governnent, the Canadian
federal governnent, affected provinces, territories,
First Nations, and many other interested stakehol ders.

At the sanme tinme, those participating in the dial ogue
nmust be open and realistic. There are many groups
with many different viewpoints. To be successful, we
must |listen and respect these viewpoints. And we nust
not |ose sight of our objective, that objective being
a comercially viable gas pipeline that can deliver
natural gas from the North Slope to the Lower 48 at
costs conpetitive with other supplies in the U S and
Canada.

As a joint producer group, we do not have ful
feasibility cost estimtes at this tine that address
all the technical, permtting, [and] |ogistics issues
of the tw pipeline routes, but we are working
diligently towards developing that data, and we've
commtted an outstanding teamto this effort.
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W have to consider the costs and [benefits] of both
maj or pipeline routes before selecting one. And,
i ndeed, no prudent investor would commt to a project
wi thout first having a firm understanding of the pros,

cons, and facts regarding alternatives. Indeed, it is
our obligation - and for permtting purposes, a
requirenent - to evaluate the alternate options wth
gover nnents, comunities, regul at ors, and our
shar ehol ders. W recogni ze that Al askans are

concerned about the route-selection process, and so
are the Canadians. Wth the huge investnent required,
we have conmitted to establishing a factual, unbiased
basis for the eval uation.

MR. MARUSHACK directed attention to page 2 of the handout [in
commttee packets], noting that he would address the resource
background and the market; M. Konrad would provide an update
regarding the ongoing work effort; and M. Schilhab would
provide details regarding the permt applications, deliverables,
and pl ans. He expressed hope that the overview would provide a
cl ear understanding of the group's plans, the opportunities they
see, and the chall enges they are working to overcone.

Number 0590

MR. MARUSHACK referred to page 3. He inforned |isteners that on
Decenber 6, 2000, the three major Al aska North Sl ope producers -
BP, ExxonMobil, and Phillips - announced a joint work programto
eval uate progress on an Alaskan gas pipeline project. That
project would ultimately involve a |arge-dianeter [pipeline
systen] to deliver gas from the North Slope to Canada and the
Lower 48.

MR. MARUSHACK noted that the three producers wll share the
costs and | eadership of the project equally. The initial work
program is expected to cost at least $75 mllion. Staffing
|l evels are anticipated to total 90 full-tine-equival ent
personnel from the three conpanies, as well as significant
contractor support. The work effort wll be primarily managed
and staffed in Anchorage, with other work locations in the U S
and Canada as necessary. By conbining the talents of the three
producers, M. Marushack said they have created a team that
brings together "the best of our best.”

MR. MARUSHACK reported that the work team has initiated the
first steps in "progressing" a project. The program activities
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over the next year include conceptual design of the world's
| argest carbon dioxide treatnent plant, and conceptual designs
for a large-diameter pipeline with high-efficiency conpressors
and an NG. [natural gas liquids] recovery system He noted that
details would be discussed later in order to provide a better
understanding of the nmagnitude of the work effort and the
facilities being eval uated.

MR. MARUSHACK told listeners that other program activities
i nclude project costing, environnental field surveys, permtting
requi renents and plans, design of a comercial structure, and

the overall viability of the project. The focus of the work
will be on route evaluation and selection, leading to filings
with the U 'S. and Canadian regulatory agencies - the Federal

Energy Regulatory Commssion (FERC) in the US., and the
Nati onal Energy Board (NEB) in Canada. The group's target
objective is to file FERC NEB, and other appropriate
applications in late 2001. M. Marushack st ated:

This is a very aggressive target. Through the
creation of this "all star" team and by conbining the
prior work the three conpanies have done, we are
attenpting to streanline what is normally a nuch nore
ti me-consum ng process, especially when you consider a

project of this nagnitude. Once the work planning
process is finalized, we'll understand the timng
better.

O course, the filings are contingent on devel oping a
cormercially viable project that can earn conpetitive
rates of returns wth delivery of gas to the U S
| ower - 48 st at es. The latter is especially inportant
since there are potential conpeting sources of gas
that could also supply to these narkets.

A conpetitive project also neans that no cost overruns
can be tolerated, especially in a gas project of this

magni tude, and we'll wutilize our conpany and contract
resources to realistically understand all of the costs
and ri sks.

MR. MARUSHACK addressed page 4 of the handout, the first of
three graphics that cover North Slope gas resources and the gas
mar ket out | ook. He noted that it shows the North Slope gas
resources and their locations. Developed fields are depicted in
green and include, from west to east, Alpine, Kuparuk, MIne
Poi nt, Prudhoe Bay, Endicott, and Badam . Major discoveries not
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yet developed are in yellow and include Northstar, Liberty, and
Poi nt Thonson.

MR. MARUSHACK reported that the known North Slope natural gas
resource totals about 35 Tcf (trillion cubic feet). The total
potential gas resource on the North Slope has been estimated -
over the years, from various sources - to be up to 100 Tcf. He
said industry's ability to realize the full potential resource
will, in large part, depend on an efficient transportation
system that yields attractive netbacks and hence the incentive
to explore and devel op new prospects.

MR. MARUSHACK pointed out that there is potentially enough gas
on the North Slope for projects other than a gas pipeline to
Canada and the Lower 48 if market conditions are supportive. He
noted that the pie-shaped chart on page 4 shows the relative ANS
gas ownership interests for the 35 Tcf of known resource.
Through the state's royalty share, he said, it is obvious the
state has an inportant position in the resource.

MR. MARUSHACK referred to page 5 of the handout. He told
listeners that gas historically has played a significant role in
inproving Prudhoe Bay's oil recovery. In the 1970s, an
estimated 9.6 billion barrels was originally forecast to be
recoverable from Prudhoe Bay. As of today, however, about 10
[billion] barrels has been recovered, with another 3 billion
remai ning to be produced. This inproved recovery is achieved

through the help of the world' s |argest gas processing system
The gas has been, and continues to be, a very val uabl e resource.

MR. MARUSHACK explained that the inage on page 5 shows the
reservoir gas being routed through the central gas facility

(CGF), where natural gas liquids are extracted, then blended
with crude, which 1is transported down TAPS [Trans-Al aska
Pi pel ine Systeni. The current NG. production rate of about

50,000 barrels a day goes into TAPS, with the sale of another
25,000 barrels a day to the neighboring Kuparuk oil field for

use in its mscible gas enhanced oil recovery project. He noted
that mscible injectant is also manufactured at the CG- for use
in enhancing oil recovery from the water-filled areas wthin

Prudhoe Bay.

MR.  MARUSHACK concluded wth page 5, explaining that the
remaining dry gas is conpressed and reinjected into the Prudhoe
gas cap. This reinjection process enhances oil recovery by
mai ntai ning reservoir pressure, and it helps vaporize residua
oil that is then cycled back and re-produced. The gas resource
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at Prudhoe will continue to be used to inprove oil recovery
"until we are able to export gas from the Slope by whatever
nmeans, " he said.

MR. MARUSHACK turned attention to page 6. He stated:

W often get asked why we think the tine is now for a
nore appropriate gas pipeline project from the North
Slope to [the] Lower 48. The | ower-48 gas narket is
the largest market in the world, wth the best
infrastructure system and the ability to nove gas from

a single hub to many market sectors. It is a
sophi sticated market that has evolved over tine. |It's
a market where gas can be sold long-term or short-
term priced at spot or fixed. It can float with the
general market or [be] locked in wusing caps and
col l ars.

Number 1101

REPRESENTATI VE DYSON requested clarification about the term
"caps and collars"” in particular.

MR. MARUSHACK explained that it is a nmethod of reducing risk.
Deals regarding gas can perhaps be negotiated either in the
mar ket or by making a market. For exanple, soneone may offer to
pay a mnimum floor price and a maxi num fl oor price, which would
"float with spot in between there." He added, "If the price
goes above that, whoever you've done this deal with gets to keep
that; if it goes below that, they are providing that value back
to you."

Nunmber 1192
MR. MARUSHACK returned to his presentation:

It's a growi ng market due to the historic abundance of
energy and the environnmentally friendly aspects of the
sour ce. The U.S. Energy Information Agency projected
a continuing increase in demand in natural gas through
the year 2020. Natural gas demand for the conmercial

residential, and industrial sectors increase at a
steady and nodest rate, as you can see from the
gr aphi cs.

Demand for power generation, however, is projected to
i ncrease from about 11 Bcf [billion cubic feet] a day
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to over 30 Bcf a day between year 2000 and year 2020.
Power generation is driving expected growh in the
demand, accounting for 64 percent of the total
expected demand growh during this 20-year period.
Overall, the use of natural gas in the Lower 48 is
forecast to grow from about 56 Bcf a day ... to about
86 Bcf a day by year 2020.

Qur current view is that 3-5 Bcf a day of North Slope
gas could be supplied from Al aska to the Lower 48. W
should also point out that there are many supply
sources that will [be] conpeting to neet the projected
demand grow h. And, in fact, we need nultiple new
sources to keep supply and demand in relative
equilibrium in a market that we want to see grow.
Those that are nost econom cal wll succeed.

Qur gas wll [be] conpeting against Mckenzie delta
eastern Canadi an gas, deepwater @ulf gas, coal bed
net hane, tight sands, and LNG [l|iquefied natural gas]

sour ces. But we know that existing conventional gas
resources cannot Kkeep pace with demand, and we want
Alaska's gas to be one of those sources. By
"conventional ,” | nean gas that is nornmally drilled as

we think of, just through normal neans, not using any
advanced technol ogy, not in any unconventional areas.

MVR. MARUSHACK inforned nenbers that he would turn the
presentation over to M. Konrad for a |ook at the project teanms
recent early efforts.

Nunber 1326

KEN KONRAD, Senior Vice President and Business Unit Leader, BP
Expl oration (Al aska) Inc., began by calling attention to page 7
of the handout, which outlines the organizational structure for
the project team He reported that the three-nmenber Minagenent

Commttee will Ilead the day-to-day operation of the project
t eam There are seven groups consisting of engineering,
commer ci al , envi ronment al , regul atory, | egal , and externa

affairs specialists.

MR. KONRAD noted that the chart on page 7 shows several key
| eadership positions within the team team nenbers shown in red

are from Phillips; those in green, from BP, and those in blue
from ExxonMobi | . Conmpany staff is drawn about equally from al
t hree producers. This allows the project team to access top-
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quality people from each organization and wll ensure ful
alignnent anong the three conpanies as the work program
pr oceeds. M. Konrad said there is a major effort currently to
fill the remaining organizational slots. About 50 team nenbers
are in place today. He comented, "W're looking to ranp up ...
those fol ks over the next couple of nonths."

MR. KONRAD turned attention to page 8 and the group's Kkey
objectives. First, the group wants to create a project that can
succeed, "an economcally viable project that is sufficiently
robust to attract the billions and billions of dollars of
investnment that wll be required to get gas to market." He
pointed out that North Anerican gas prices have spiked during
the past year to $5-%$10/Mf, up from historic |evels of around
$2/ Mef . The duration of the current price spike is inpossible
to predict, he pointed out, but the laws of supply and denand
still exist. An Al askan gas project needs to |ook past short-
term volatility to the fundanental |ong-term supply trends and
the cost of those conpeting supplies; he suggested the long-term
supply trends woul d be over 10, 20, 30, or 40 years.

MR. KONRAD reported that a variety of industry studies reveal

there is still an enornous gas resource in the U S. Sonme of
this gas can be econonically devel oped at $2/ Mcf, which has been
the average price for gas over the past decade. Much of this

gas requires higher prices or technological advances to be
economni c. He enphasized the need to establish Al askan gas as a
conpetitive source of supply against these alternative sources.
M. Konrad stated:

Clearly, we believe Alaska gas can be made
conpetitive. O herwi se, we wouldn't be investing our
dollars and our people in this effort. But we do need
to be realistic - Alaska is still a long [way] from
the market, and our cost challenges are very, very
r eal

O course, the real prize for Alaska is not to sinply
make the known resource base of 35 trillion cubic feet
conpetitive. The larger prize for Alaska is creating
a highly efficient and expandable transportation
system that yields a high field netback, providing an
incentive for investors to explore for and devel op new
gas fields, incentives to nove past 35 trillion cubic
feet towards 100 trillion cubic feet and beyond,
incentive to create a second industry on the North
Slope - an exploration and developnent industry
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centered on gas - and the associated |ong-term jobs
and | ong-termrevenues.

MR. KONRAD continued with page 8, explaining that the second
objective is to establish sufficient engineering, conmercial,
and environnental definitions to support permt applications by

year-end of 2001. This is by no nmeans a sinple undertaking
because it is an aggressive tine target; however, it renains the
team s goal. He noted that sone specific application

requi renents woul d be covered | ater.

MR. KONRAD reported that the third objective, assum ng success

with the first two, 1is to prepare for the next phase of
activity. Project applications are not an end, he pointed out,
but a beginning. A further ramp-up in activity - including

advancing engineering design, working through the permtting
process itself, and preparing detailed project execution plans -
needs to be planned for.

MR. KONRAD turned attention to page 9, inform ng nenbers that he
woul d speak to the overall scope of the study in four parts

First, nearly all of the gas on the North Slope has a carbon
di oxi de content above required sal es-gas specifications; thus it
needs to be treated before the gas can be sold to end consuners.
Gas treatnment facilities on the North Slope would condition the
gas for sale by renoving carbon dioxide from the gas stream
conpressing the gas, and cooling the gas before it entered the
pi pel i ne. He pointed out that these gas treatnment facilities
woul d be the | argest such facilities ever built, anywhere.

MR. KONRAD addressed the second area of study, a pipeline from
the North Slope into northern Al berta, Canada. Two major routes
will be engineered and evaluated: a northern route, which runs
of fshore of northern Alaska to the Mackenzie delta and then up
the Mackenzie valley to northern Alberta; and a southern route,
which broadly parallels TAPS to Fairbanks and then follows the
Al aska H ghway into northern Alberta. M. Konrad noted that the
specific, detailed routing along these two major routes, as well
as the termnation point in northern Al berta, will be part of
t he work program

MR. KONRAD explained that the third area of study wll |ook at
pi pelines from northern Alberta to end markets in the U S
Pipeline infrastructure in Al berta has grown over the years, and
currently there is sone excess capacity in the systen however,
many expect that capacity to be fully utilized by the tine
Alaska gas is ready to cone "on stream" as other sources of
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supply conme on over the next several years. In any event,
volunes from an Alaska project will be sufficiently large that
sone significant expansion of capacity will be required out of
Al bert a. M. Konrad said the joint team wll engineer and
evaluate newbuilt pipeline or pipelines from northern Al berta
into U S. markets. At the same tine, they wll neet wth
exi sting pipeline operators to determ ne whether there are cost-
ef fective expansion opportunities on existing systens.

MR. KONRAD pointed out that in aggregate these two pipeline
segnents - Alaska to Alberta, and Alberta to the narket -
represent a pipeline system that is four to five times the
| ength of TAPS. He enphasized the enormty of this undertaking.

MR. KONRAD addressed the fourth area of study. Gas delivered to
market will need to neet specifications relating to the heating
val ue of the gas. North Slope gas contains various amounts of
et hane, propane, and other gas conponents comonly called NGs
or natural gas liquids, some of which nay need to be renoved
from North Slope gas in order to neet end-sale specifications.
Furthernore, there may be an opportunity to export additional
gas liquids to enhance overall project economcs.

MR. KONRAD concl uded the discussion of page 9 by stating, "W'll
be | ooking at various options for placing NG facilities along
the export system the location and nature of these facilities
will be determned in the study." He noted that he had just
provi ded a broad overview of sone of the mpjor facilities that
woul d be associated with a gas pipeline system from the North
Sl ope to Canada and the Lower 48.

MR. KONRAD turned attention to page 10, "Conceptual Pipeline

System Conponents. " He reported that the pipeline being
considered will utilize the latest technol ogy and be designed to
t he highest standards. Many things have changed since the major
pipeline studies of the 1970s. By leveraging today's

technol ogy, a system can be designed from the bottom up that is
nore cost-effective and yet neets the highest environnental

st andar ds, consunes |less fuel, and has |lower em ssions.
Pipeline dianeter, t hr oughput rates, operating pressure,
conpressor station design and |ocation, construction nmethods,
and the pipeline termnation point all will be re-addressed.

MR. KONRAD of fered sonme general attributes, noting that the work
program woul d determ ne a specific design. First, the pipeline
will be buried along its length, wth the tenperature carefully
controlled so as not to disrupt the pernafrost. Unl i ke TAPS
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therefore, the pipeline wll be alnost invisible once it 1is
i nstall ed. The pipeline would be plus or mnus 40 inches in
di aneter, and would operate at a pressure of perhaps 2,500 psi
[ pounds/ square inch] or nore. It would utilize advanced high-
strength steel; even so, the steel requirenents for this system
will be enornobus - hundreds of mllions of tons. He nentioned
that it wll be four to five tinmes the length of TAPS, with a
pi pe-wal | thickness of around one inch.

MR. KONRAD told nenbers this efficient pipeline design would
require fewer conpressor stations, and with today's automation
and comruni cation systens, these stations can be built as "not

normal Iy manned" facilities. VWhile highly efficient, the tota
install ed horsepower necessary to nove gas from Alaska to end
markets wll still be many, many tinmes the total installed

hor sepower on TAPS.

MR. KONRAD reported that between conpressor stations, there
woul d be bl ock-valve stations as necessary to ensure safe and
efficient operability and maintenance. I nternmedi ate "pigging”
facilities would enable nonitoring of the pipeline with a system
of "smart pigs" to ensure |long-term safe operations. M. Konrad
explained that "smart pigs" are devices sent through the
pipeline that nonitor the pipeline's condition, while it is in
operation, without having to ook at it with human eyes.

MR. KONRAD turned attention to page 11, "Joint Team Current
Status."” He specified that there are 50 team nmenbers to date
and 90 or so positions are expected to be filled by April 2001
The support of contractors is also needed, and a nunber of
requests for proposals have been issued for various work
packages, including front-end engineering design; "costing" for
the wvarious scopes of wrk he described earlier; l|and and
environmental surveys; and |egal support, both in the U S. and
Canada. He noted that M. Schil hab woul d address those | ater.

MR. KONRAD reported that a key current activity is developing in
greater detail all the work scopes and objectives for each
conponent of this massive study. He stated:

This will allow us to identify all the critical past
i ssues which we need to address in order to neet our
aggressive tinme targets. W're in the process of

finalizing our near-term work schedule, and are
already initiating specific plans for wearly field
surveys, sonme of which are seasonal in nature and thus
are very time-sensitive.
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MR. KONRAD turned the presentation over to M. Schil hab.
Number 2048

ROBBI E SCHI LHAB, Al aska Gas Devel opnent Manager, ExxonMobil,
offered details regarding the work scope. He began with a | ook
at the FERC application for a certificate of public convenience
and necessity, highlighted on pages 12 and 13 of the handout.
Noting that the FERC application is "volumnous in detail," he
infornmed nenbers that there is a conparable set of requirenents
for applications filed with Canada's NEB.

MR SCHI LHAB I|isted sonme required information in the FERC

application: a description of the legal entity - the owner
conpany - applying for the certificate; descriptions and
| ocations of the pipeline, associated plants, conpr essor
stations, and other facilities; flow diagranms; information on

construction and operations nmanagenent practices; data on the
natural gas supply and demand; estimates of facility costs; the
method of financing the project; anticipated revenues and
expenses; a nodel and nethodology for calculating tariffs; and
an analysis of alternative projects that have been considered

which is another reason for the teams efforts in |ooking at
vari ous pipeline options.

MR. SCH LHAB reported that FERC inposes a nunber of other
envi ronnmental requirenents, shown on page 13 of the handout. He
said the application nust include a mle-by-mle description of
wat er resources; fish, wldlife, and vegetation; geol ogy; soils;
and air quality and noise along the pipeline route. G ven the
length of the pipeline segnents to be evaluated, this
requi renent potentially neans 5,800 different descriptions.
O her required reports include socioeconomc inpacts of the

project; <cultural resources that may be inpacted; |and use,
recreation, and esthetics in affected areas; alternatives
considered; and project reliability and safety. Thus it wll

require a nassive undertaking to gather, evaluate, and report
the information required by FERC. "That's why we're assenbling
a bl ue-ribbon group of conpany and contractor experts to do this
wor k," M. Schil hab renmarked.

MR, SCHI LHAB turned attention to pages 14 and 15 of the handout,
noting that these two charts summarize the work program
deliverabl es expected from the various work teans. The result
will be used to determine the economc viability of a pipeline
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project; if warranted, an evaluation of the gas pipeline routes
will follow, as will the FERC and NEB filings just discussed.

MR, SCHILHAB first addressed the technical teans responsible for
the design basis and scope for pipeline systens to bring the
Al aska North Slope gas to market, including plant and pipeline
conponents for an integrated project, cost estimates, and both a
plan and schedules for project inplenmentation. He noted that
the technical group will also be responsible for providing sone
of the information required for application for the regulatory
permts just discussed.

MR.  SCHI LHAB explained that the environnental and regulatory
team is responsible for environnental field studies for the
northern and southern routes; developnment of plans for filing
permt applications; and the conpletion of applications to be
filed with FERC, NEB, and ot her agenci es.

MR, SCHI LHAB reported that the deliverables from the commerci al
team include a plan to nove gas from Al berta, Canada, to the
Lower 48; a nodel and nethodology for determning pipeline
tariffs; a plan for financing the project; the structure and
ownership of the project; and studies to determne the
soci oeconom ¢ inpacts of the project. The group wll also
provi de the comrercial elenments needed to conplete the FERC and
NEB appl i cati ons.

MR. SCH LHAB told nenbers the external affairs team will |ead
the community consultation group; help to coordinate U S. and
Canadi an external affairs activities; facilitate discussions
with governnment agencies and officials and other interested
parties; and provide comrunications support. This group wll
have a nmmjor role in arranging periodic status updates for
[legislators], as the Managenent Conmttee is doing that day.

MR. SCHI LHAB turned attention to page 16, "Mjor Scopes of Wrk
(RFPs)," noting that the work scope covers great breadth and
depth, from the North Slope to Canada and the | ower-48 nmarkets,
and that a nunber of qualified contractors wll assist.
Requests for proposals (RFPs) were issued on January 17 covering
ten distinct contract areas, including front-end engineering
design for the gas treatnment plant; the two pipeline segnents
mentioned earlier from the natural gas liquids (N&) plant;
environmental and |and surveys in Al aska, the Lower 48, and
Canada; and the regulatory permtting requirenents. He said
| ocal Alaska firns were well represented in the bid process. 1In
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addition, legal firnms in the US. and Canada are being selected
t hrough a separate process.

MR. SCHI LHAB reported that on January 25, a pre-bid conference
was held to brief potential contractors on the initial work
being planned and criteria to be used in awarding the contracts.
Team nenbers have also begun interviewng contractors who wll
be submitting bids, to assess their qualifications.

MR. SCHI LHAB noted that the timng of contract awards wll vary,
based on the size and conplexity of the individual packages and

the ability to conclude contract negotiations. [The team is
currently reviewing bid submssions, and anticipates that
successful bidders will begin work before the end of the first

quarter of this year.

MR. SCHI LHAB said each group is currently planning its work

pr ogram This includes identifying its deliverable produce,
when the work needs to be done, and what information will be
needed to support the other groups. The various teans are al so
identifying critical issues that will affect their work and that
of the entire project, and options for addressing these. Al of
this information will then be integrated into a detailed work
schedule and wll help guide the teamis efforts toward

contractor support during the nonths ahead.

MR. SCHI LHAB addressed the final chart, page 17, "Near Term
Plan,” which read: "Continue to build team Finalize work
scope; Define work schedul e; Execute contracts.”™ He noted that
by April, contract people are expected to nunmber about 90, wth
additional support provided by the firnms awarded the various
contracts. There will be additional efforts to determne in
greater detail the work scope and end products for each group
and for the overall project team [The group] doesn't currently
have definitive mlestones for conpletion of the nmany project
conponents. As nentioned earlier, this is a critical elenent
which the project teamw Il be working on in the near term He
reported that the team expects to execute nost, if not all, of
the initial contracts over the next two nonths, although the
exact timng wll vary, based on the size and conplexity of the
i ndi vi dual packages.

MR, SCHI LHAB sunmari zed sone key points made that day. First,
the three nmajor North Slope producers have agreed to a work
program to evaluate and progress a North Anerican natural gas
pipeline project that could wultimately culmnate in the
construction of a large-dianeter pipeline system to deliver gas
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from Alaska's North Slope to Canada and the Lower 48. They are
fully engaged in this effort now.

MR, SCHI LHAB said second, an Alaska natural gas project can
deliver cost-conpetitive natural gas to consumers and play an
inportant role in neeting the nation's energy needs, while
provi di ng substantial economc benefits to Al aska's | easehol ders
and others. Third, no option should be precluded at this point.
It is inportant that all parties wunderstand the costs and
benefits associated with the various options. Much of the
information to be generated and analyzed is also needed to
conplete applications for FERC and NEB permts. On behal f of
the team he urged the legislature to allow this critical work
to be conpleted and not preclude any devel opnent options. It is
in the best interests of the state and everyone else to have a
full understanding of how to best proceed, he told nenbers.

MR. SCHI LHAB said finally, given the strong interest in this
project, the project team plans to provide periodic updates [to
the legislature] as various mlestones are reached, and to
engage in an ongoing, neaningful dialogue wth governnent
agenci es and other interested parties.

Number 2566
CHAIR OGAN invited commttee nenbers to ask questi ons.

REPRESENTATI VE FATE noted that the team had referred to a study
of a transportation system from Al berta, Canada, to the Lower
48. He expressed his understanding that gas is going through
the "prebuild,” which is near capacity now, which was part of
the Alaska Natural Gas Transportation System (ANGIS) formed in
the md-to-late 1970s. He inquired whether the plan is to add
capacity to the "prebuild" or to put a new pipeline from
Caroline, Alberta, to the Lower 48. He said there is an
anticipation of a volume of 1.5 billion [cubic feet] just from
the Mackenzie delta, |et alone from Prudhoe Bay in Al aska.

MR. KONRAD agreed the existing prebuilt segments are at or near

capacity. Wth Alaska volunes comng to Alberta, there wll
need to be nore capacity built to get the gas to market. The
team would look at all options, including building a new
pi peline into those markets. That creates an opportunity, he
not ed, because the same technol ogy and cost advances nade on the
pi peline - described earlier - nmay offer an opportunity to
transport gas from Alberta at a cost l|lower than what was
possi bl e under the old technol ogy. "Nevertheless, we wll be
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talking to all the pipeline operators in Al berta around what

expansion options they have ... on their system and see if
there's ... cost-efficient expansion opportunities with them"
he added.

MR. KONRAD enphasi zed that although the team would |ook at all
options, part of the work study would be to design new pipeline

into the North Anerican narket. If there are other, nobre cost-
effective ways to do it - which would benefit the interests of
the state, in the form of royalties, and the producers - "we

will do that," he said, adding that it is about finding the best
sol ution.

Number 2703

REPRESENTATI VE FATE followed up by asking whether those
endeavors will cone under the ANGIS plan, as was the prebuilt
section, or wll be independent of that plan and the Al aska

Nat ural Gas Transportation Act [of 1976] (ANGTA) al so.

MR. KONRAD answered that the studies will be independent; how

the team actually goes forward with regard to permtting will be
part of the work program The technical work needs to be done,
and it wll underlie whatever applications go in to the

regul at ors.
Number 2740

CHAI R OGAN recogni zed the presence of fornmer Representative Mrk
Hanl ey.

REPRESENTATI VE JAMES i nquired about the group's focus, saying it
appears the focus now is sinply on taking North Sl ope gas to the
Lower 48 via pipeline, wthout including review of any LNG
potential in Alaska.

MR. MARUSHACK responded that the group before the commttee
today has been put together to |ook at a pipeline option only,
| ooki ng at both routes. However, each conpany separately has
| ooked at GIL or LNG Furthernore, BP, Phillips, Maruben

Corporation, and Foothills Pipe Lines are part of what is called
the LNG sponsor group, put in place about two years ago to
eval uate the opportunity for LNG that sponsor group - which has
spent $12 nmillion, has done a lot of good studies, and has a | ot
of good data - is in phase 2 now, looking into the feasibility
of piggybacking off a potential southern route for an LNG
system however, the sponsor group doesn't have an econonmc
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project "because they've got the burden of an 800-mle pipeline
in front of them so they're seeing if there's any synergies
that will allow that to happen.”

Nunmber 2839

REPRESENTATI VE JAMES said the group's plans seens to be "taking
on the cost and effectiveness and procedure” of the entire
project, yet other people are proposing the ownership and
managenent of a pipeline. Al though that isn't necessarily
nmutually exclusive, it appears [the group] 1is trying to
determ ne the actual cost and the best route to get there, and
that if sonetinme during the process it seens to be better to
have soneone else do it, that would be an option. She asked
whet her that is correct.

MR. KONRAD replied in the affirmative.

REPRESENTATI VE JAMES, noting that the proposed pipeline would be
underground, surm sed that there would be a provision for access
to the pipe, and that the group woul d have identified where that
access would be required. She noted that sone new access point
may be needed, however, and asked how difficult that would be.

MR. KONRAD answered that it wouldn't be terribly difficult.

Nunber 2947

REPRESENTATI VE DYSON noted that Al askans have a pretty good idea
of the permafrost distribution, for exanple. He asked whet her
that is true for the Canadi ans as well.

MR. KONRAD sai d yes.

MR. SCH LHAB added that the Canadians have built several
pipelines in the area, in the Northwest Territories. He stated
the belief that sonme of that information ...

TAPE 01-12, SIDE B

coul d be used, such as the new technol ogy.

AN UNI DENTI FI ED SPEAKER added that for both routes, there are

areas of "permafrost-permafrost” and areas of intermittent
per maf r ost . As Ms. Schilhab said, there is already an oil
pi peline, the Norman Wells (ph) Pipeline, which runs two-thirds
of the way down the Mackenzie River valley. He stated the
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belief that [the group] believes it has a pretty good handle on

the permafrost areas w thin Al aska. The study will be going
into increasing detail, but the group believes it to be well
within the realm of its current capability. "It's all about
keeping the tenperature of the line close to the tenperature in
the ground,"” he expl ained. "And we're pretty confident we can
do that."

Nunber 2927

REPRESENTATI VE DYSON asked what part the provinces, as opposed
to the Canadian federal governnent, play in the permtting
process.

MR. MARUSHACK answered that they play a very inportant part, and
need to be involved in the process. It is very nuch like the
situation in Al aska. They have stakehol ders and stakehol ders’
interests, and both the Northwest Territories and the Yukon
Territory want the pipeline to conme through their areas. "W
are going to have permtting processes in place wwth them" he
sai d. "W are going to have to have discussions with them
It's very inportant.”

REPRESENTATI VE DYSON asked whether, in the Canadian system the
federal or the provincial [agencies] have the final say on
permts.

MR. MARUSHACK answered that Ilots of individual agencies wll
have a say in the process, and he isn't sure whether any one has
absol ute veto power. He added:

W will have to go to OGtawa. W'Ill have to work with
the federal governnment, with the NEB. W will also
have to work with the provinces and the First Nations.
So I'"'mnot sure | can give you an absol ute answer. I
think everyone is going to have a part 1in the
permtting process.

REPRESENTATI VE DYSON said his sense is that in Canada the
federal governnment is far nore preem nent than the provinces,
especially the western ones, in this regard. He suggested the
federal government would be a najor hurdle in Canada.

MR. MARUSHACK agreed that clearly permts would be needed from
the NEB, which is a federal [Canadian] agency. But the group
will also have to get permts from and work with, people all
al ong the routes.
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CHAI R OGAN announced that |istening on tel econference were Geg
Kanmaram e, Director of Gl and Gas Business Devel opnent, Yukon
Territory; and Scott Ken, Menber, Yukon Territory Legislature.
He suggested that perhaps they could respond to Representative
Dyson regardi ng his questions.

Number 2760

REPRESENTATI VE GREEN said it is no question that nost Al askans,
i ncluding the governor, favor the highway route. It is also
obvious that there are benefits which directly affect the people
by bifurcating [the pipeline] into three different nodul es; that
would fairly well be excluded by a single northern route. He
acknowl edged, however, that economcs wll drive the direction

He noted that there is a proposal for 48-inch pipe approximtely
an inch thick, and that gas is conpressible; he asked whether
that limt is driven by extraction, the market, or technol ogy.
He also asked whether the excessive pressure that would be
required would be a problem "downstream if the pipeline tied
into other [existing] pipelines.

Nunber 2694

MR. SCHI LHAB answered that first, it is approximately a 48-inch
pi peline. [The group] hasn't finalized a design or selection of
the pipeline size. Over the near term the group wll be
working with the reservoir engineering group to understand what
the range is for the gas "off-take" that the group should be
| ooking at. "W ve already done a lot of work in that area," he
added. He said that if it is a 48-inch pipeline, for exanple,
the expandability of a pipeline for the future allows a pretty
good range, alnobst a 50 percent expansion capability. As for
Representative Green's questions regarding size and volune, he
enphasi zed that [the group] hasn't selected the optinmm off-
t ake, al though nenbers have a sense of about what that is, for a
starting point going into the conceptual design.

Number 2624

REPRESENTATI VE CREEN referred to the Alaska Gasline Port
Aut hority, which had addressed the commttee previously, talking
about "upfront ownership" and whether the state m ght want to be
i nvol ved. He asked whether this will be like the oil pipeline,
a common carrier owned by many owners, or wll be exclusively
owned by "the three owners”" and be an "upfront, different type
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of pipeline" whereby only limted entities would have access to
subsequent devel opnent or expl orati on.

MR. KONRAD answered that certainly "the pipeline system that we

envision" wll be a regulated pipeline. He added that the
regulators typically regulate tolls and accessibility. As for
ownership, [the group] is trying to design the best project:
the lowest-cost and nost efficient one, "because it nmatches
between the market and the field." He noted that M. Schil hab
had alluded to the fact that ownership and structure of the
project will be part of the work activity through this year.
| f, indeed, [the group] finds that other pipeline conpanies or
other investors can add value to the project or are interested
in helping to finance it, M. Konrad said, "that wll be an
active part of our work program”" He added that it is by no

nmeans a foregone conclusion that the three producers would be
the only owners of the |ine.

MR. KONRAD cited the recent "Alliance pipeline" as a possible

exanpl e. Initially, producers got together to design a project
that was right for them - efficient, lowcost, and with the
right rate capacity, for exanple. Once that was in place, the

producers shifted out of the project, over tinme; now, there are
no producers in that pipeline project, the biggest gas project
in North Anerica in recent history. He enphasized that there
are many options that [the group] will be | ooking at.

Number 2488
REPRESENTATI VE GREEN asked how far-reaching "regul ated"” is.

MR. KONRAD responded that there will be an open season, and then
"folks will have the opportunity to nomnate to that pipeline.”
Gas pipelines are normally "contract carriage," but that wll be
part of the discussions wth regulators in ternms of the
specifics. Gas pipelines are typically slightly different from
oi | pipelines, he noted.

Nunber 2455

REPRESENTATI VE CGREEN asked what would happen for [a producer]
with a future discovery, and whether that would require building
a second [gas] pipeline, for exanple. He expressed concern
about excl usi on.

MR. KONRAD answered that expanding the capacity of the pipeline
is good because it wll Jlower the wunit costs for everyone
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shi pping through the line, just as with TAPS. There is a strong
incentive, as M. Schilhab had said, to build a system that is
expandable in ternms of capacity; he indicated it is the group's
vision that the project will create enough incentive for people
to explore, which would benefit everyone.

REPRESENTATI VE GREEN asked whether the answer is, then, that
[the proposed gas pipeline] would be accessi bl e by everybody.

MR.  KONRAD responded, "Through the regulatory process.
Through the FERC and t hrough the National Energy Board."

REPRESENTATI VE GREEN asked whether nothing wll prevent that

[access] other than sone regulatory process. He said normally
the [legislature] is concerned about the ability for future
di scoveries to [have access to the pipeline]. He asked whet her

he was hearing correctly that it isn't going to be a problem

MR. KONRAD answered that it wll be just I|ike every other
regul ated gas pipeline in North Anerica and wll have simlar
Nunber 2360

REPRESENTATI VE GREEN interjected to note that M. Konrad had
said nost gas pipelines are "upfront ownership" and are not
necessarily common carriers. He asked whether this will be |ike
that, or will be - as he hinself hopes - expandable, because it
is conpressible gas, so nore [gas] can be carried if a field is
di scovered ten years from now, it would be regul ated, yes, but
W t hout gas being excluded because it wasn't [discovered] ten
years earlier.

VR. SCH LHAB explained that when he was talking about

expandability, it J[involved] going through the regulatory
process. As M. Konrad nentioned, on a regulated pipeline like
this, "the first thing you do is you go out ... for an open
season, to find out ... who is interested, and then sign that
up, and then design the pipeline based ... on the need at the
tinme. " That pipeline wuld be designed wth future
expandability in mnd, M. Schilhab said, either through adding
conpression or doing other things down the road. If there is a
fortunate situation in which gas is flow ng and new di scoveries
are nade, developnment will take awhile; those individuals wll

find a way to get their gas to market. He said:
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That's the beauty of actually having a conduit from
the North Slope into the marketpl ace. You go through
a process of expanding, through a regulatory process,
if you need to expand it; or if you have gas declining
that's already going through that pipeline, there nay
be roomin that pipeline by the tinme devel opnent cones
on.

Nunber 2258

REPRESENTATI VE GREEN said he had big concerns about the answers
he was receiving, but wouldn't pursue it further.

CHAIR OGAN, referring to the open season and likening it to

hunti ng, asked: Once the season is closed, if people weren't
there for the season and didn't get the tag, but canme up with a
project "in their sights,” would they be considered poachers?

If a conpany identifies a market and is willing to build a spur
[line] to tidewater to export LNG to the Pacific Rm for
exanpl e, when does the season close? Can there be an extended
season if there is a lot of "quarry" out there?

Nunmber 2198

MR. MARUSHACK of fered an exanpl e. If there is 4 Bcf [proposed
to be] comng down the line, the pipeline can be designed for
t hat . If there is a good discovery l|ater, access [into the
pipeline] will be desired. There would be a nom nation process
in which [the producer] would say, "W have this huge discovery;
we would like to have a Bcf ... of capacity in this pipeline.”
He noted that expandability capability sonetines means
conpression nust be added - or "looping,"” if there is a huge
di scovery - or else the tariffs my have to be adjusted. That
is why [the group] cannot respond wth absolutes. Al these
things are possible, and are opportunities through the
nom nati on process, in the regulatory process. In response to a

question by Representative G een as to whether that includes the
future, he answered affirmatively.

Nunber 2120

CHAI R OGAN said he hinself was not tal king about discovery, but
about sonmebody who m ght not have gas, and yet has the narket
and wants to invest in a pipeline and "tap on to what you' ve got
there." He asked whether the season would be closed for such a
per son. He noted that HB 83 enbodies the principle of needing
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to build the capacity into the pipeline to start wth, for
future uses. He asked: "Wien do they have a season?”

MR. KONRAD replied that if there is a better market for the gas,
producers will obviously be notivated to tap it.

CHAI R OGAN suggested there are econom es of scale, however, once
there is a pipeline going a certain distance. He asked whet her
[the group] believes it is appropriate for the state to nmandate
that there be enough volune prebuilt into the line - "to a 'Y
concept or a 'hub'" concept” - for future uses. He surm sed that
the law could be witten as desired, and the regulations then
made to match it, but said he would like a commtnment from "you
folks" of willingness to sell the gas to sonmebody who is willing
to invest in sonething that [the group] perhaps isn't interested
in. He nentioned the history of oil devel opnment, saying snaller
conpani es conme in and do things that the big conpanies m ght not
see as economc or in their interest. More notivated small
conpanies mght take risks that larger entities wouldn't, and
sonetinmes do pretty well with it.

MR. KONRAD responded that if there is an econom c opportunity,

then it wll happen. Markets create opportunities and
i nvest nent s. "What we're saying is physically the line itself
will be able to be expanded,"” he added. "And if there's a nore
attractive econom c opportunity, that opportunity wll be sought
out."

Nunmber 2006

CHAI R OGAN asked to what capacity it can be expanded.

MR. KONRAD answered, "W haven't designed the line yet. As [M.
Schi | hab] said, sonething |ike 50 percent would be conventional,
which, if it was a 4-Bcf-a-day pipeline, that would be enornous
by nost any standard.”

CHAIR OGAN comented that Foothills [Pipe Lines Ltd.] had
testified that 4 "and change"” Bcf is about as big as can be done
with today's technol ogy. Wth a 4-Bcf line to the Lower 48,
Chair Ogan said, he didn't see how there wuld be extra
capacity.

MR. KONRAD replied, "I think we certainly have built some of the
| ar gest pipeline systens around this planet, and we feel that we
can design a systemthat is capable of nore than 4 billion cubic

feet a day."
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REPRESENTATIVE FATE recalled hearing from [the group's]
presentation before the Senate Resources Standing Conmttee that
"you could go from4 to 6 Bcf."

MR. KONRAD responded that that would be a 50 percent increase
over 4 [Bcf].

Number 1943

REPRESENTATI VE DYSON pointed out that "looping”™ neans using
short sections of parallel pipe. He said with 6 Bcef, it is
getting close to the "yield point™ of the pipe. He asked

whether that is the limting factor.
MR. KONRAD answer ed:
The limting factor beconmes how nuch conpression you

need to put in. And ultimately, if you're burning all
your fuel to conpress the gas, at sone point in tine

that beconmes ... subeconomc. But a 50 percent
increase, |like [M. Schilhab] indicated, would be
easy. |If you needed nore than that, then a pipeline's
econoni ¢ agai n. A 2-billion-cubic-feet-a-day
pi peline's an enornous pipeline, and that's econonic

O if you want to go from4 to 8 [Bcf], ... that would

be an econom c¢ undertaking as well.

REPRESENTATI VE DYSON asked whether the limt, then, is the fue
for the conpression, not the yield strength of the pipe.

MR KONRAD answer ed:

You don't want to build conpression stations every

three mles. ... It's the cost of the conpression, and
then the associated fuel use ... normally, at sone
poi nt, becones the limting factor. And that's when

you get into looping |ines and expandi ng that way.
Nunmber 1876

REPRESENTATI VE JAMES said she was hearing from testinony that
al though [the group] is doing this work, it doesn't necessarily
preclude that there mght be "a separate owner of the gas line
and operation of the gas line" when it gets to that point. She
cited Foothills [Pipe Lines Ltd.] as an exanple. Referring to
Representative Green's question, she asked: Wat is the danger,
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when we get to the end, that you decide that you' re going to own
the pipeline yourselves? Do we have any protection from that?
And at what stage should [the state] be worried about that?

MR. MARUSHACK answered that the reason there are three conpanies
comng together is they are trying to evaluate whether there is
a "baseline economc project.” The conpanies want to sell gas.
He st at ed:

Now, once we have that, we're going to be |ooking at
ot her conpani es - anybody who can bring value into the
process, |lower our costs, ... maybe Foothills, mybe
WIIlians. Lots of conpanies are out there that would
like in to the process. W're talking to all of them

because sonme people may be able to bring val ue and
| ower the cost and raise the wellhead [price]. ... W
don't have a tinme, at this point in tinme, when we're
actually going to go out and solicit other people

comng into this process. That's part of ... the

wor k. But people who can bring value into this thing

and | ower our cost, ... we |ike that.
Nunmber 1706
REPRESENTATI VE JAMES said she appreciated that comment. She
asked, however, whether return on investnent J[isn't also a
factor]. She suggested it would be to [the group's] advantage
to get other investors besides [the three conpanies], "so you
can do what you do best, and that's find gas and sell it."
Nunmber 1670
MR. MARUSHACK replied affirmatively, saying it is the sane as
for financing: "After you know you have a good project, you
| ook at financing so you're not putting all your equity in that,
so you can drill additional wells."

CHAIR OGAN asked whether M. Mrushack was speaking for the
group or for Phillips with regard to that |ast question.

MR. MARUSHACK answered that he was tal king generally about how
t hese things happen.

Nunmber 1656

MR KONRAD added:
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The producers have the sanme interest as the State of
Alaska in this particular instance. W want the nost
efficient, |owest-cost system that wll naxi num the
state's royalty and severance tax. Pipeline conpanies
in isolation sonmetinmes nay have slightly different
notivations. But we should be quite clear that we are
very aligned with the state at this stage in the

project, and | would think the state should be quite
pl eased that it's the producers taking on the |ead on
this ... to mke sure that we do build as

efficient [a] system as possible.

REPRESENTATI VE JAMES conmented that so far [the |egislators]
have that faith.

Number 1609

REPRESENTATI VE DYSON said he believes Alaskans have an
additional interest besides the royalties, which is the utility
of being able to use natural gas, particularly in the Interior.
He recognized that it may not be a concurrent interest of the
producers. There may be nore profit in it for [the producers]
to ship the gas to the Mdwest, for exanple, than to provide it
to the mddle parts of Al aska. He added:

If we pressure you, through whatever processes, to
make gas available ... in the Interior of Al aska or up
and down the Yukon or Southeast or wherever, clearly
we have a responsibility to assist you 1in the
additional costs or add incentives, so that you don't
pay a penalty for serving a public interest that my
not be your profit-driven conpany interest. But
there's the one point that our interests may diverge,
and clearly we are trying to represent the people of

Al aska [who] have an interest to see that ... at |east
that gets considered in the equation. And | suspect
we'll do that sonmewhat clunsily, but we want to do it
in a say it's not a "deal killer" and [doesn't
inhibit] the process of getting the ... project going

forward and bei ng very economnic.

MR. KONRAD responded:
We, as a group, have heard loud and clear Al aska's
desire for access to gas. And as we |look at both

routes, we're |ooking at ways we can achieve that,
be it a northern route or be it a southern route. So,
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| think we have taken the issue onboard. | can't say

we have every answer. But it's quite definitely going
to be part of our work program to be able to address
those things - wth Alaska and wth other

communi ties in Canada.
Nunber 1472

REPRESENTATI VE FATE pointed out that the [witten] presentation
talks about a prize and creating a highly efficient and
expandabl e transportation system and talks about the things
requi red, such as engineering and environnental assessnent, to
support a permt application process. He stated his
understanding that there is already a systemin place - ANGIS -
that designates not only the route; he indicated the federal
Al aska Natural Gas Transportation Act [of 1976] (ANGTA) invol ved
international treaties and addresses FERC certification and
permtting on what is basically the TAPS route.

REPRESENTATI VE FATE asked whether the northern route has the
sanme degree of permtting, or whether [the group] would have to
start from scratch there. Noting that the three conpanies nmay
not have the permts [for the southern route], he said sonmebody
does, and suggested the group would be in negotiations or
di scussions with those people. He asked whether it wouldn't be
much nore costly, therefore, to even anticipate starting from
zero on the northern route.

Nunber 1352
MR KONRAD answer ed:

In ternms of engineering, we are redesigning the entire
system So all the work we're doing this year, in
terms of designing a new system for either route,
woul d need to be part of that application. So whether
it's done under ... the existing ANGIA process or if
it's done under the natural gas Act, all the data and
engi neering and environnmental work we're doing would
need to be ... part of that.

Once we design the best system we can and design the

optimal project, then we'll be looking at the best
process to do that, and see whether it's best to
nodify the historic agreenments or ... take another

path. [Al] we want is the best project, and then, as
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we go through the vyear, we'll determne the best
process.

Nunber 1295
MR SCH LHAB added:

| think you're correct in what you have stated
There were permts back in 1977 that were approved,

and those exist today. ... Also, ... there wasn't a
pi peline built back then because it wasn't econonic.
What we're about, really, is to determne if now
t hi ngs have changed enough ... to have an econonic
proj ect. So we are looking and we're exploring the
prize that you nentioned in the words there at the
beginning: ... Were is ... an economc project? How

is the best way we can find the |owest-cost, nopst
efficient project, so that we can have a pipeline
pr oj ect

Once we get in and do the engineering that [M.
Konrad's] tal king about, then we'll |ook at what's

the right permtting process. It may be that there is
a very streamined process that's already in place
that we can utilize, but we have to utilize that if
that's an economic project. ... Qur first order of
business is to determine if we have an economc
proj ect. As we're going through that, we're | ooking
at several options to ... determne which one is the
nost economi C.

Nunber 1203

REPRESENTATI VE JOULE inquired about support by the Northwest
Territories and the Yukon Territory and whether that support is
from the governnents and includes all of the First Nations
peopl e.

MR. MARUSHACK repli ed:

First of all, the information we have generally - and
perhaps the provinces are better to speak on this -

is that the southern route is generally favored by
the Yukon Territory; the northern route is generally
favored by the Northwest Territories. And [in] the
Nort hwest Territories ... is an organization ... that
is actively pronmoting and wants to be involved in the
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process to bring that pipeline down through ... the
north, through the First Nations; ... it would go
across their land. W would have to negotiate across
First Nations land, so they wuld be very nuch
involved in the process, as would happen [with] First
Nations in the Yukon area, also, on the [southern
routej.

Nunber 1110

REPRESENTATI VE JOULE asked whether any of the First Nations
groups oppose having the pipeline go over the northern route.

MR. MARUSHACK answered, "I personally do not know that there
are." He asked whether others of the group knew.

MR. KONRAD, in answer to Representative Joule's question, said:

Not to my knowl edge. The First Nations have all said

in the Northwest Territories that they are quite
interested in the project. The First Nations along
the southern route are perhaps at this point in tine,
because they have land clains issues that haven't been

fully settled, ... are a little bit nore anbival ent or
sitting back, waiting, whereas the northern are very
proacti ve.

MR. SCH LHAB added:

W have made sone high-level contacts in the Northwest
Territories and Yukon Territory. W have not yet gone
out and sat down with ... all the aboriginal groups,
the First Nation groups, to understand their needs and
their desires. ... W talked about the external
affairs group, the groups that we've got; that's part
of the work scope ... that we'll be doing soon, is
maki ng those contacts [to determne] their needs and
their desires.

REPRESENTATI VE DYSON suggested perhaps the people listening in
fromthe Yukon Territory m ght have sonmething to say about it.

CHAI R OGAN nentioned that they could be scheduled for a hearing
in order to bring those issues up.

Number 0973
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CHAIR OGAN offered a handout containing sections of the state
constitution, with Article VIII, Sections 1 and 2, highlighted
on the first page; he read those sections. He said it is not
the responsibility of the executive branch to nanage the
resources, but rather to carry out the policy set by the
| egi sl ature. He pointed out that the organizational chart
presented at the Senate hearing hadn't included the |egislature.
He expressed hope that the |egislature would be considered part
of the organi zation for these deliberations.

CHAIR OGAN referred to M. Konrad's conment that the producers
have the sanme interest as the state. He said he didn't want to
mnimze t he fiduciary responsibility to a conpany' s
stockhol ders, which is a conpletely appropriate relationship,
but said the legislature has a fiduciary responsibility to the
"stockhol ders” as well. He suggested the common denonminator is
the desire to commercial the gas.

CHAI R OGAN nentioned a question the previous day about whether
any internal conflicts may prevent or inhibit devel opnment of the
gas. M. Marushack had answered that to his satisfaction,
saying Phillips doesn't have any because Phillips has been in
the LNG business for a long tine. However, Chair Qgan said, he
hadn't heard anything from either M. Konrad or M. Schilhab
that satisfied that question for him He said to M. Konrad:

Sir John Brown recently announced an additiona

capital commitnent to the Irian Jaya project ...,
approximately $2 billion. What's BP's rationale in
supporting a capital expenditure to comrercial natural

gas reserves in a foreign country, rather than ANS
gas?

Nunmber 0738

MR. KONRAD answered, "We're commercializing oil and gas all over
the world. That project ... is in no conflict at all wth what
we're talking to you here today about."

CHAIR OGAN said he differs with the statenent that the producers
and the state have the sane interest. He said a nunber of
people in the state have an interest in |ooking at other
mar ket s. He noted that LNG is being shipped to the East Coast
NOW.
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MR. KONRAD said there are four [facilities] built - one is
operating and the other three are in various stages of being
not hbal | ed or com ng onli ne.

CHAIR OGAN said it the East Coast isn't having the sane energy
crisis as that on the Wst Coast. He suggested the state m ght
have an interest in piggybacking an LNG project on to this
pi peline comng south. He said there is a conflict in his mnd.

MR. KONRAD replied that if LNG adds to the value and gives a
hi gher wellhead price on the North Slope, "we're going to be
1000 percent behind it." He expl ai ned:

Good projects get funded in BP, and ... if you find a
good project in BP that's not getting funded, you
could talk to John Brown and he'll probably fire the

guy that's responsible for that, because we're a big
conpany, we're growing, and we've said quite clearly
our aspiration is growh. At this point in tine,
we're funding ... aggressively, and good projects get
funded, period.

Nunmber 0583

CHAIR OGAN stated his wunderstanding that the Al aska [Gasline
Port] Authority (AGPA) had offered in witing to purchase ANS
natural gas from BP, but that [BP] hadn't accepted that offer or
made counteroffers. He asked M. Konrad about it.

MR. KONRAD replied that the AGPA didn't nake formal offers, but
had put forward "some notional thoughts which are, in our mnd,
no way, shape, or formnearly conpetitive with the project we're

talking to you about today." He added, "They're still maturing
their project, just as ... we're still maturing our efforts
around LNG through the gas sponsor group. So we're certainly

| eavi ng no rock unturned; we're looking at all the options.™

CHAI R OGAN asked whet her Indonesian | aw penalizes or jeopardizes
a concessionaire for delays in bringing natural gas reserves
into production.

MR. KONRAD answered that he isn't famliar with the specifics

regardi ng I ndonesian |aw, although he is famliar with a nunber
of projects that "folks are trying to progress there."
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CHAIR OGAN asked that M. Konrad get back with him regarding
that, indicating he'd have further questions. He then asked
whet her BP is | ooking at a GIL project on the Kenai Peninsul a.

MR. KONRAD answered yes, specifying that BP is building a
denonstrating in N kiski "to denonstrate what we think is a
breakt hrough in ternms of gas-to-liquids technology." He added:

My business is responsible for ... constructing that
plant and making it ... wrk, to denonstrate the
technol ogy; and parallel with that, ... as we're also
| ooking at LNG ... we're looking at the possibility
of a comercial-scale operation on the North Slope
that currently does not appear to be conpetitive with

the project we're talking to you about today. And
we're also supporting ... BP's global activity around
gas-to-Iliquids. W're kind of a center of expertise

around gas-to-liquids, and we're supporting our other
busi nesses around the world for them |ooking at
commerci al -scal e opportunities as well. So ... rather
than exporting natural resources, we're actually
exporting brainpower from Alaska, which is [an]
interesting tw st.

Number 0333

CHAIR OGAN referred to previous committee nmeetings, noting
di scussi on about Cook Inlet gas supplies, with estinates ranging
from7 to 9 years, from various people, or up to 12 years, from
the DNR [Departnment of Natural Resources]. He said it is on
record that 98 percent of the gas found in Cook Inlet was during
the 1960s. Chair QOgan explained that he is looking at BP's
rationale for a GIL plant in the Kenai area, given the limted
known gas supplies. He surm sed BP would keep its plant going
once it is operating, since it would cost $100 mllion.

MR. KONRAD answered that the GIL unit in N Kkiski is a
denpnstration unit, not a conmmercial wunit. It will consune
about 3 mllion cubic feet a day, a relatively small volune, for
"X" nunber of years. He added:

W don't see that ... as a permanent operation; it's

there to denonstrate the technology and to further

refine the technology, and then apply that technol ogy

for an actual comrercial plant either on the North

Sl ope or anywhere else around the world where we have
maj or stranded gas assets.
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CHAIR OGAN asked whether there is a gas balancing agreenent
anong the major players on the North Sl ope.

MR. KONRAD answer ed:

W don't at this point in tine. Gas bal anci ng
agreenents are quite conventional in basically every
gas field ... in the US. or in North Anmerica. Once

we have a project kind of scoped out and we Kknow
exactly what the attributes of that project [are],
then all the owners in the mgjor units on the North
Slope wll be putting those agreenents in place,
[ when] we under standi ng t he scope.

| would say that in terms of mnor gas sales, there
[ have] been mnor gas sales out of all the fields,
i ncl udi ng Prudhoe Bay, over tinme, and we've been able

to do that ... in a quite straightforward fashion.
For instance, right now ... BP is taking gas from
Prudhoe Bay to wuse in the Northstar enhanced oi
recovery project, to allow higher recoveries at
Nort hst ar.
So those will be put in place once we ... have a real
project that's defined and we understand what
specific needs for those agreenents will be necessary.
Nunmber 0068

CHAI R OGAN asked whether the lack of a gas bal anci ng agreenent
gi ves one producer veto power over the other two.

MR KONRAD answer ed:

VR.

Vell, we're all here together today. ... Gas bal ancing
agreenents are quite routine, and once we have a
project that we're agreed on, | think we'll have a gas
bal ancing agreenent in place. That's standard

i ndustry practice.

KONRAD, in reply to Chair Ogan's reiteration of the

question, stated, "No. As | said earlier, there [are]
i ndi vi dual producers taking gas out of Prudhoe Bay today, BP
bei ng one of them™

TAPE 01-13, SIDE A
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Number 0001

CHAI R OGAN posed a scenario in which two producers want to use
the southern route [and one wants the northern route], but there
is no gas bal ancing agreenent. He asked whether that allows de
facto veto power through refusing to sign the agreenent, which
he understood to be necessary in order to have a project.

MR. SCHI LHAB repli ed:

It would be good business to have a gas bal ancing
agreenent once we had a nmjor gas sale comng off the
North Sl ope. And as [M. Konrad] nentioned, we all
have gas sales right now to Deadhorse or various small

gas sales that are going on today, ... and we don't
have a gas balance agreenent but we nmintain a
bal ance. ... And at sone point in tinme ... we would

bal ance t hat.

Now, ["'m not abl e to answer your guestion
specifically, because | don't know from the Prudhoe
Bay operating agreenent or the unit agreenment whether

not having a gas balancing agreenent ... would

enabl e one to block a major gas sal e over the other.

MR. SCH LHAB added that once [the group] sees a project that
woul d be viable, a gas balancing agreenment is just one nore of
t he thousand tasks to do, as part of the work scope.

Number 0197
CHAI R OGAN st at ed:

Let's talk hypothetically. Your board of directors is

adamant about devel opi ng Mackenzi e gas; these guys
see things a little bit differently. | mean, you have
to have an agreenent to be able to pipe the gas down
the pipeline and have this project. ... I'mnot really
hearing an answer. It seens to nme that if you don't
have an agreenent, then ... it gives one of you a
hanmer over the other two, ... whoever's interests
those are. And although | appreciate you' re al
wor king together on this and that the conpanies all
cone together, ... there are conflicting interests,
even wthin your group. ... You've got gas at
Mackenzi e; they don't.
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MR. SCH LHAB replied that he doesn't see that as any Kkind of

conflict "within what we're doing." He added, "Wat we're about
is to look, to see how we can get a project that's economc to
get North Slope gas to the marketplace.” In response to a

further suggestion by Chair Ogan that there is a conflict on
route selection, M. Schil hab said:

well, no. ... If we have a stand-al one project off of
Prudhoe Bay, then that would be a project that would
stand on its own nerit. Mackenzie valley is |ooking
at a ... conparable gas pipeline project, but that's

going to stand on its own nerit.

If we get into a [situation] where we, together, find
that we have an economc project or a project that's
viable, then | think it's only good business and it
makes good sense and we're going to be required ... by
you and others to look at the synergies, to see if
there's any inprovenent that we can do ... to enhance
t hat project.

Number 0364

CHAIR OGAN responded that by lack of a direct answer to his
guestion, he would assune, until shown otherw se, that lack of a
gas balancing agreenent basically gives one of the producers
vet o power over the others.

MR.  SCHI LHAB apol ogi zed, saying he is sure it 1is probably
addressed by the gas balancing agreenent, but he is not up to
speed on that aspect.

Number 0415

REPRESENTATI VE McGUIRE referred to nention that the group is in
the process of selecting qualified contractors. She asked what
percentage of those selected thus far in the ten distinct areas
are Al askan conpani es,

AN UNI DENTI FI ED SPEAKER answered that they hadn't selected any
conpani es yet. He offered to provide nore information the next
time [the group] was before the conmttee. He added, "dearly,
t he Al askan conpani es have responded to our bids."

Nunber 0497
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CHAIR OGAN said ExxonMbbil has rmade substanti al capi tal
commtrments in LNG projects in Yenen, Qatar, Natuna, and
Sakhal in; he surmsed that the conpany would target the Asian
mar ket  there. He requested the conpany's rationale in
supporting these expenditures to comrercialize gas reserves in
foreign countries, rather than comercializing LNG in Al aska.

MR. SCHI LHAB responded that individual projects are based on
their own nerit, looking at how to get that gas to the
mar ket pl ace in an econom c manner. The rationale for devel oping
any project is that if there is an econom c project, a conpany

will fund it and take it forward; if +the conpany can get
permts, it wll do the project. Noting that his own
responsibility is to devel op Al aska gas, he comrented, "W do it
through GIL, LNG gas pipelines. ... W've gone as far as to
|l ook at putting in blinps, putting it in submarines, going
around the west side; ... | think we've explained a | ot of those

things to you in the past."”
Number 0680

CHAI R OGAN asked all three presenters whether [Governor Know es]
or his designees had consulted or collaborated with any of them
prior to making his own announcenent about his preference for
the [ Al aska H ghway] route.

MR. SCH LHAB answered, "The governor and some of his staff did
visit with our conpany, and ... canme by and talked and let us
know what his opinion [is], and we gave hi mour opinions."

MR. MARUSHACK said, "W have conversations with the governor
fairly often about this and other subjects.”

MR. KONRAD said, "Sane with BP."

Number 0759

CHAI R OGAN t hanked the presenters. Noting that he had a list of
guestions that he would provide in the next day or two, he
requested that the presenters answer those in witing and then
cone back before the conmttee, possibly on February 22.

ADJ CQURNMENT

There being no further business before the commttee, the House
Special Commttee on Ol and Gas neeting was adjourned at 11:52
a.m
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