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ACTI ON NARRATI VE

TAPE 01-1, SIDE A
Number 001

CHAI RVAN JOHN TORGERSON cal l ed the Joint Commttee on Natural Gas
Pipelines neeting to order at 9:11 a.m and announced that the
commttee would first take testinony from Washington, D.C. He
stated that President Bush, Senator Mirkowski, Chairman of the
Resources Committee in Energy, Senator Bi ngaman, and Representative
Young have introduced separate bills in Congress that deal wth
ener gy packages.

Federal |ssues - Congressional Staff

MR. M KE HENRY, Resources Aide for Congressnman Young, said since
President Bush released his energy policy, Congressman Delay,
Majority Wiip, formed a group entitled HEAT (House Energy Act
Team), which neets weekly or nore often. Each comittee has
jurisdiction over various parts of the energy policy and is marking
up bills this week. He said:

By Wednesday, |eadership hopes to have all the
commttee's reporting bills relating to the energy
policy. Next Wdnesday, |eadership plans to bring a bil
to the House floor that has put all the various neasures
into one conprehensive energy bill. After the August
recess, if not later, there will be various other snal
conmponents cone forward that were |eft out, but no other
| ar ge conprehensive bill

MR. HENRY said that nost of the energy bills have been in the
Resources Commi ttee. Several Congressnen, including Representative
Young, authored HR 2436, which contains a right-of-way provision to
study <current rights-of-way for new pipelines. The Al askan
Congressman has al so introduced ANMR | egislation simlar to what
passed the House and Senate in the FY 95 budget. He said the Senate
bill is likely to get reported this afternoon or evening, dependi ng
on how | ong the anmendnent process takes. He commented:

The one possible obstacle is the ranking nenber, M.
Enerson Rayhall (D West Virginia), who has introduced a
commttee substitute that is very different. It has the
denocrati c phil osophy on sone of the energy issues and
al so excludes ANWR, which is an inportant conponent
obviously for M. Young and commttee nenbers, as well as
the President and Vice President. Wuat it does do
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specific to natural gas is that it recogni zes the ANGTA
route. It basically just instructs folks to | ook at that
and work towards the ANGIA route and nothing prohibitive
or nothing that requires that route, but highlights and
revalidates the nore current ANGIA route. It also
provi des right-of-way conditions for any new natural gas
pi peline that crosses public |lands, which is going to be
problematic. It's not specific to a | arge pipeline that
we think of in bringing gas through the state and to the
Lower 48 or to ships for an LNG facility. It's for any
natural gas pipelines. So in that sense, it is so broad
that it is going to be problematic, but it specifically
says that the pipeline nust have a "buy Anerican”
component of it while the steel would have to be created
in the US., which obviously [is] an issue considering
there isn't any one that nmakes the pipe that we would
need to build a pipeline of this type. It also requires
proj ect |abor agreenents. Those are the two - ANVWR and
the gas pipeline conmponents that Rayhall's anendnent

woul d have. In the end, | don't think it's expected to
pass and the full mnmeasure, as it stands now, the
Resources Committee bill should be able to be noved out

pretty easily today.

Specific to the gas pipeline, which | think is your
focus, Chairman Young's bottomline is that he wants to
bring gas to nmarket.

MR. HENRY said that bringing natural gas to Al askans is key in the
maydthey | ook at a gas pipeline project or any gas project. He
sai d:
The over-the-top route is certainly sonething that's
problematic for M. Young and one that he has a great
deal of heartburn over. Ideally, we want to see this gas
delivered to the Lower 48, but in the process want to see
it cone through the state to the benefit of the state's
econony, as well as Al askans in general.

MR M KE MENGE, aide to Senator Murkowski, said in his position
working with the Senate Energy Conmttee, he deals primarily with
public lands, Bureau of Land Managenent issues, and to a | esser
extent, mneral managenent, and any issues related specifically to
coal and energy in Alaska. He noted he worked in Al aska for many
years with the BLM and USGS and spent nost of his career working on
pipeline or pipeline related issues. He said the change to
Denocratic control has really slowed down Senator Mirkowski's plans
to nove and expedite an energy package out of commttee.
Essentially, the Senate has been shut down while the reorganization
takes place and is just beginning to hold hearings on Senator
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Mur kowski 's and Senator Bingaman's energy bills. Discussions with
Denocrats have revealed that they are in a position to start

marking up |legislation next week. They wll start wth the
Bi ngaman bill and try to blend it with the Murkowski bill and then
anendnments will be added. He thought that next week is optimstic,

since it seens that every tine they start, sonmething el se conmes up.
He rem nded the commttee that they would be working on the non-
taxed portion of the energy bill. Their goal is to have it ready
for floor debate by Septenber. The House is noving quicker.

MR. MENGE said that [Congress] confirned the appointnent of a
nunber of Department of Interior officials |ast Thursday night and
he feels there are now enough people to begin |ooking at the
various gas line proposals. He stated that, no matter what happens,
the Departnent of Interior, Pipeline Safety, Federal Energy
Regul atory Comm ssion (FERC) and other federal agencies will play a
pivotal role in determning the route and specifications related to
bringing the gas south.

MR. MENGE said although there is a lot of disagreenent with the
Denocrats about the various proposals the Republicans have put
forward, just about everyone supports the concept of bringing
Al askan gas south. He pointed out:

| think it is very encouraging that all of the
participants, both in the major environnental community,
our organi zations and in the Denocratic Senate, now have
expressed a desire to work together to bring that gas
sout h.

The President has already directed the agencies to assi st
in any way they can in configuring a bureaucratic
organi zation that will support bringing this gas south
and we'll be working with them to try to work in
organi zational structures to facilitate that. As you
know, Senator Murkowski has gone on record on numerous
occasions in support of the Al aska route bringing the gas
south. He does not believe that the permtting hurdles of
the over-the-top route could be addressed in a way that
could satisfy the Native conmunity and the environnenta
comunity in a way that would allow us to proceed
expeditiously. | don't think there's any question that
woul d address the nmajor hurdles related to bringing gas
south in both the TransAl aska gas system (TAGS) right-of -
way and also the work that was done on ANGTA. So we're
ki nd of going across famliar territory there. In neither
one of those exercises were any single flaws identified
that would prevent the gas from coming south in a
terrestrial route.
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MR. MENGE said the gas going out of Alaska will be very wet gas.
He thought serious consideration should be given to potenti al
problens that mght occur under the ice given an over-the-top
route. He noted the Senate believes those kinds of things will nake
permtting the over-the-top route extrenely difficult.

He has asked the producers and a representative from the ANGTA
route to suggest |anguage they would like to see in the energy
package that would facilitate the project, but he hasn't heard from
themyet. He offered to answer any questions.

9:30 a. m

MR. JUSTIN STIEFEL, staff to Senator Stevens, said Senator Stevens
supports Senator Miurkowski's efforts to nove a conprehensive energy
bill out of the commttee that would include the necessary
provisions to build the gas pipeline. He said:

Everyone shoul d know that Senator Stevens is supportive
of the highway route, the southern route, and he wanted
me to stress this specifically. Senator Stevens sees no
reason not to realize that the producers have to anal yze
all reasonable alternatives if they are going to prepare
a future EIS. They have to do this both for the
environnmental side and possibly because they have a
fiduciary responsibility to their shareholders. |If they
decide to choose a route, they are going to have a basis
for that route decision. He wants to recogni ze up front
that there is a reason they are probably pursuing
multiple routes. Wiile the producers need to do an EI'S
for route selection and for permtting and construction,
Al askans are not going to need an EIS when they nake a
sel ection and voice their preference for that selection.

He wanted me to note that there is a specific difference
between an EI' S and an Environnental |npact Study and what
Al askans woul d perceive to be an econonmi c anal ysis. That
econom c analysis is that when you have instate gas, you
can have nore gas for residential, for commercial
pur poses and for industrial purposes and because gas can
be used to make anything from nylons to Frisbees, as
we've all talked about on previous occasions. It's
i mportant that Al askans have the gas and they can use it
for thenselves. So, supporting the H ghway route and
| ooki ng for the opportunities for instate use is going to
be a critical determning factor, in his opinion.
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If we have an abundant supply, that neans that we have
nore econonm ¢ devel opnent and nore jobs. The Senator
thinks that if we stay together as a state, we stand a
better chance of seeing the pipeline constructed and
foll ow ng the southern route.

In summary, | can say his closing remarks were that,
because the gas belongs to the people of Al aska,
ultimately he thinks their preference is the one that's
going to be selected and, if not, there will be several
roadbl ocks to taking the gas out of state w thout being
able to use it for Al askans.

REPRESENTATI VE GREEN asked, with the change in the Mddle East oi
supply in Iraq, and prices going down, whether there m ght be a
change in the attitude of those people who support the pipeline in
that they mght decide that timng is not as nmuch of an issue as it
has been.

MR. MENGE replied that because of the Denocratic control in the
Senate and the fact they have nade such a huge issue of Al askan
export of oil, it would be very difficult for themto turn around
and not push for donestic supply.

It's becoming a recurring thene, particularly for the
West  Coast Denocrats of developing secure donestic
supplies in areas they feel are environnentally
acceptable. Certainly, the Al aska gas at Prudhoe Bay
could fit that category, not to suggest that they m ght
not change their tune, but right now it would be very
difficult for them because of the argunents they have put
on the record for the export of A askan oil. | think they
will stay with us for the donestic gas supply....

MR. HENRY said that |low gas prices shouldn't stop us from going
forward with sonet hing necessary to create this energy policy for
the country.

CHAI RVAN TORGERSON asked if that is the nessage the [President's]
adm nistration was trying to put out. He stated, "It seens to ne
that they are alnbst in a panic node the way they fanned out al

their secretaries across Anerica to tal k about the energy policy."

MR. HENRY responded that | ow gas prices caught the adm nistration
by surprise, but he said it had already been planned for many
nont hs. He thought they were, in part, trying to drum up support
for the energy policy. They were focused on tax cuts earlier and
they are planning for the future and not worryi ng about how | ow t he
prices are today.
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REPRESENTATI VE FATE informed the conmttee that a di scussion took
pl ace at the National Energy Council neeting in New Oleans with a
representative fromAl berta. He stated:

It was quite aggressive in that he wanted Al berta to try
to supply the needs on a regional high use basis in the
Lower 48 of the United States, very aggressively neeting
the demand to the United States and, if necessary,
t hrough NAFTA, which was a surprise to ne.

He asked M. Menge if he has heard anything about it in Washi ngton,
D. C

MR. MENGE r esponded:

The Al berta crew conmes through here on a regular basis
and we have an on-going dialogue wwth them They are
certainly interested in marketing Al berta gas and, in
particular, Alberta oil. Based on their calcul ations and
ours, there's not going to be any concern about stranded
product, at least in Alberta, with the increased denmand.
They are going to very aggressively protect their
interests, but they also recognize the best way to
protect that interest is to lock in North American gas
into the market. That way, if they start devel opi ng LNG
projects around the country, that's going to | ock out not
only Alaska gas, but their gas as well. So they
understand, better than nobst, the need to start noving
northern gas south early on so that we protect the
mar ket .

MR HENRY agreed and said, "LNG facilities are being planned and if
the donestic market isn't self sufficient, then entries from abroad
will come in and it's not good for anyone."

MR STIEFEL said he didn't have any comment on that issue but noted
t hat people in Congress have been clanoring for some kind of public
action on the admnistration's part, simlar to the tax cut, the
state based initiatives and other things the President put on the
top of his agenda. He stated, "The timng with the gas prices is
not what people had hoped for necessarily.”

CHAI RVAN TORGERSON asked M. Henry if he had been asked by any of
the maj or producers or anyone to add incentives or provisions into
the bill they are currently working on.

MR HENRY replied no one had approached him but the del egation had
requested them

CHAl RMAN TORCGERSON asked i f provisions for incentives in the House
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have to be added in the Revenue Conmittee and not in the Resources
Comm ttee, as they would in the Senate.

MR HENRY replied that it is largely the sane. They coul d introduce
a bill that includes incentives that would be referred to other
commttees, but a bill wth tax incentives would have to go through
the Ways and Means Conmittee. Since Congressman Young doesn't sit
on that commttee, there would be a little less control. He noted:

A lot of people on Capitol Hill do realize that a gas
pipeline is certainly beneficial to the country and woul d
be a |l ot nore hel pful and woul d hel p us work through the
process than on sone of the other issues that they m ght
have to fight with them on devel opnent issues. There's a
| ot of support here. Sone of the jurisdictional issues
m ght be a problem but we'll have to deal with them

CHAI RVAN TORGERSON asked M. Stiefel if he is aware of Senator
St evens' perspective on adding tax incentive provisions to an
energy bill

MR. STIEFEL replied that any tax neasure would have to go through
the Finance Conm ttee, which Senator Mirkowski sits on. A couple of
the producers nentioned the need for incentives or streamnining
processes, but they haven't brought forward any specific request.
It's hard to nove forward w t hout them

CHAl RMAN TORGERSON asked M. Henry, regarding the right-of-way for
pi pel i nes across federal lands, if there are additional provisions
for limted environmental or judicial reviewin the bill that would
m rror provisions of ANGTA.

9:47 a. m

MR HENRY replied that as far as a gas pipeline project, there is a
very general provision authorizing a study for rights-of-way. The
ANVWR provision has a limtation on judicial review.

CHAI RVAN TORGERSON asked if M. Henry had any discussions wth
Otawa or Canadian officials on the national energy plan as it
relates to gas |ines.

MR. HENRY replied that he hadn't been involved in those tal ks but
that people from Qtawa have tal ked with Congressman Young.

MR. MENGE commented that they have had neetings wth a |ot of
officials from provinces who have expressed their positions. An
official position from Otawa has been noticeably absent. He
t hought there nay be conpeting interests within Canada and they are
not eager to take a position until they know a pipeline is going
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f orwar d

CHAI RVAN TORCGERSON asked M. Menge what interaction he has had with
t he Bureau of Land Managenent (BLM or the Departnent of Interior
on any routes.

MR. MENCGE responded that he worked in that agency for many years
and knows al nost everyone involved in energy-related issues. He
said folks wthin the agencies are working on tinelines,
organi zation structures and potential budgets and regul atory needs
but nothing official has cone forward yet.

CHAI RVAN TORGERSON asked if he has heard anyt hi ng about opening a
federal inspector's office, "that would be sone kind of a big boss
over all the other bureaucrats that we've got running around back
there."

MR. MENGE replied that people are |ooking at what and how their
speci fic agencies mght contribute, but no formal discussions have
t aken pl ace.

CHAI RMAN TORGERSON asked M. Henry if the bill being marked up now
contains a provision for an oversi ght agency.

MR. HENRY replied that it doesn't. He added that the | arge energy
bill is expected to nove in the next week or two and, although it
won't be the only thing the House does on energy this year, it wll
be the | argest.

REPRESENTATI VE GREEN asked if the resolutions sent by the Al aska
Legi slature to Congress are doing any good and if there is anything
el se the Legislature could do to help spur people who are on the
fence on sonme of these issues.

MR. HENRY replied that the resolutions are hel pful because they
show the Legislature is advocating a unified position. Al so, having
nmenbers conme to Washington, D.C. fromtine to tine, especially when
there is a big push, is helpful.

MR. MENCE added the resolutions show unity as a state and head off
a lot of trouble at the pass. He said, "It's nmuch nore difficult
for people to dismss us if there's a person or they can conjure up
a vision of an individual who has conme and nade a solid case in
their office.™

MR MENGE al so said that Senator Mirkowski asked himto express his

personal appreciation for leading this group in advancing this
i ssue.

CHAl RMAN TORCGERSON asked if M. Henry had the votes in hand on the
ANVR provision in the House.
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MR. HENRY said it would take work, but all indications | ook good.

MR. STIEFEL concurred with M. Mnge and M. Henry on the
resol utions. He said that he sees there are two |ines being drawn.

He didn't know of any real opposition to allowing the pipeline to
go forward and be constructed fromthe executive perspective or the
congressi onal perspective. The second is the decision the producers
make, which is based on economcs. Watever the state could do to
encourage construction of the pipeline by altering economcs with
incentives would help get gas to market.

CHAI RVAN TORGERSON sai d he appreciated their comrents and thanked
them He announced the commttee would take a short recess.

10: 00 a. m
Pl PELI NE ACCESS | SSUES

CHAI RVAN TORGERSON cal | ed the neeting back to order and said they
were going to hear remarks from the Federal Energy Regul atory
Comm ssi on.

MR, ROBERT METHURA, O fice of Energy Projects and Pipeline
Certificates, FERC, said he would have to speak in general since
there was no specific project for Al aska yet.

MR, JOHN KATZ, O fice of the General Counsel, FERC, said they had
recei ved Senator Torgerson's letter of June 25 and had di scussed
his questions. They didn't have any formal comments and asked him
how he wanted themto present their information.

CHAI RVAN TORGERSON said he could go through the questions to stay
f ocused.

MR. KATZ reiterated that it was inchoate for them because there
weren't any specific proposals in front of them now They would
nove as expeditiously as possible when that happened.

CHAI RVAN TORGERSON said the first question is the relationship
bet ween t he Regul atory Comm ssion of Al aska (RCA) and FERC over the
jurisdiction of a gas pipeline from Alaska to the Lower 48. He
noted that this question at |east got the two agencies talking to
each ot her.

MR. METHURA said they normally are interested in being open and
cooperative with the state that is affected with a pipeline
pr oposal .

MR. CUPINA added that as helpful as it would be for Alaska to
coordinate its entities, a project's regulation would be under FERC
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jurisdiction as an interstate pipeline.

CHAI RVAN TORCGERSON sai d that his open season question and providi ng
access to Alaskan communities seens to be a joint responsibility.
Hi s second question was about the process and tineline for handing
in an application under either the Natural Gas Act or the Al aska
Nat ural Gas Transportation Act.

MR. METHURA replied that there are so many vari abl es, he couldn’'t
even speculate on a tine frane. Typically for |arge gas pipeline
applications under section 7 of the Natural Gas Act the
environnental analysis is the critical path. They have gotten to be
very efficient at managi ng and conpl eting that process havi ng done
a nunber of major projects in up to a year and a half. A couple of
projects have taken |longer than that, but it's the exception rather
than the rule.

MR. KATZ responded that he didn't think that processing an
application under ANGTA would take any longer, but it's hard to
specul at e beyond that.

CHAI RMVAN TORGERSON said his third question was whether such a
pi peline would have a common or contract carriage, who controls
when the open season occurs and how and when Al askan communities
sign up for service.

MR. CUPI NA responded that their approach to interstate pipelines
they regulate is that they are contract carriers on an open access
basis, which neans they can't unduly discrimnate against any
shipper in terns of rates, conditions and duration of service, etc.
The common carriage characterization is nore closely associated
with the oil pipelines under the Interstate Commrerce Act.

As to who controls the open seasons, he said the sponsors of
projects are encouraged to conduct open seasons as part of
designing the pipeline and properly sizing it and, nore
inmportantly, for open access purposes to insure that all potenti al
shippers are aware of the availability of a new project and have an
opportunity to respond to an open season in order to get served.

The third part of the question seens to assune that there woul d be
m d- point delivery points along the way and that woul d depend on
what the design of the project is. He said the A liance Project
from Western Canada down to Chicago has two points, the receiving
point and the delivery point in the states. In an open season, he
woul d expect any and all potential shippers to express an interest.

CHAI RVAN TORGERSON asked if the open season requested by the owners
of the line does not correspond with actual resource data on
resources that nmay be available, for instance, if sonme wells
haven't been delineated, so another producer nmay not be sure of
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what's there, whether we could force that tineline back or they
could force it back for a period of time on the open season or
whet her they are locked into the tinme asked for by the owners of
the line.

MR. CUPI NA answered that they typically don't have information on
t he open season until the application is filed, unless there were
problems with it, for instance, if potential shippers were denied
access or it wasn't advertised sufficiently in the publications
avai lable to them That's when FERC becones involved in resolving
di sputes regardi ng open seasons. "W are not in the position up
front to control the open season because we woul dn't be aware of
the details of it until after the application canme in."

CHAI RVAN TORCGERSON asked if the open season was generally a part of
t he application.

MR. CUPINA said it is quite a bit ahead of tinme, because it hel ps
informthe design of the pipeline; it helps in the sizing of it.

REPERSENTATI VE GREEN said he understood that the |line mght be
designed initially for 4 BCF/ D and since it's conpressible, that
could be increased | ater by adding nore conpression. He asked if a
producer who mssed the first open season would be able to
participate in the next open season when addi ng conpression.

MR. CUPI NA expl ained that they encourage open seasons for every
expansi on.

REPRESENTATI VE GREEN said that m d-point delivery points m ght be
affected if a discovery was nmade down the |ine soneplace. He asked
if that would trigger another open season.

MR CUPINA replied that it could, especially if it created a need
for additional capacity as opposed to sinply providing another
point of input into existing capacity. "If existing shippers were
getting gas froman additional source, perhaps not. W don't think
of that as an expansion. But if the additional source has created
expansion to add new shippers, that would probably be an open
season event."

CHAI RVAN TORGERSON sai d his fourth question was how access to the
pi peline would be determned initially and how access will be nade
| ater. He asked if there were additional comments on that.

MR. CUPI NA responded, "Once a pipeline becones operational, it
operates under a FERC tariff, an open access tariff, which controls
the types of service that it offers, which are usually a firm
transportation service and an interruptible service and the terns
and conditions of that service."
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He said, "This assures that shippers are getting sone uniformty as
far as balancing penalties, nomnations, etc. On a continuing
basis, the pipeline is under their open access requirenent to
advertise capacity and sell that capacity under the terns and
conditions of its FERC tariff."

CHAlI RVAN TORCGERSON asked the fifth question: How will the expansion
of the pipeline be handled and how will the Conmm ssion handle
i ncremental costs?

MR ROBERT PERTOCELLI, Ofice of Energy Markets, Tariffs and Rates,
FERC, responded that generally expansions cone under two
categories. If they fall under a certain dollar anmount, they are
consi dered under the blanket and all of their costs are rolled in.
If they exceed the blanket anpunt, they have to file a separate
application and the extension wuld be treated as either
increnental or rolled in. If they raised the rate at all, they
woul d be treated as increnental. If the rates wwth the new vol unes
and costs together were the sane, they would be treated as rolled
in. If they lower the rates, they would also be rolled in.

REPRESENTATI VE GREEN asked how FERC worked with the pipeline
traverse in Canada.

MR. KATZ replied there are pipeline treaties in effect between the
United States and Canada that deal wth coordination of
international efforts. That's probably nore under the purview of
the Departnent of Energy. The Comm ssion would certificate that
portion of the line that is in the US. territory.

MR. METHURA fol |l owed up saying that while they don't have direct
responsibilities with respect to the Canadian portions of the
pi peline, they are in informal conmunication and cooperation with
the staff of the National Energy Board so they keep each other
updat ed about the project.

MR. KATZ agreed, but said they wouldn't have any jurisdiction over
any portion of the line that wasn't in the U S

REPRESENTATI VE GREEN sai d there has been sone concern as to how the
TAPS rate was established and how it considered maybe too nany
things. "Wth FERC dealing with a gas line like this, what sort of
process does that go through to ensure the net back is on a fair
basi s?"

MR. PETROCELLI answered, "The rates are generally calculated in
accordance with cost of service nethodology. W use a standard
formula to determine the rate base, the investnent, the expenses
are generally estimated. Then we apply a rate of return that is
Wi thin the bounds that's been accepted at the Conm ssion for other
pi pelines of simlar risks.”
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CHAl RMAN TORCGERSON asked i f adding the conditioning plant into the
base rate was a standard policy since and if that would
automatically be added to the tariff.

CHAI RVAN TORGERSON said it was his understanding that it would

MR. KATZ said the circunstances around [ TAPS] were a little unique
because they resulted from sone presidential waivers and other
things that related to ANGTS at that tine. He couldn't say whether
a conditioning plant would be included in the rates of the pipeline
as a whole. Typically, such a plant is included in rates only if
it's part way down the pipeline.

10: 25 a. m

CHAI RVAN TORGERSON referred to Representative Geen's question
about a future discovery, for instance in the Big Delta area, where
anot her conditioning plant would be necessary. He said he assunes
they could put provisions in the tariff to where they wouldn't
automatically add in the one conditioning plant on the North Sl ope
if you had your own or were required to build your own further down
the |ine somewhere.

MR METHURA said it seens like he is asking if FERC plays sone role
in requiring an existing pipeline to expand in the event of a
di scovery. Typically, they don't do that; it's up to the pipeline
owner and new custoners to get together and decide if there is an
opportunity for expansion.

MR. CUPI NA observed that the way they regul ate pipelines now, they
only perform the transportation function. In the Lower 48, the
processing activities and preparing the gas for pipeline quality is
part of the producing, gathering, and processing function that
happens in the producing field at the producer's expense. Sone
issues he is raising may be the producer's or the shipper's
responsibility.

CHAI RVAN TORCGERSON said he didn't want the state to be regulatorily
| ocked out of the expansion and that:

W basically have one field that this gas is going to
cone out of to begin with and we have never, until
recently, drilled |ooking for gas on the North Sl ope. So,
we have a vast area where it's projected to be a |ot of
reserves, but there's no incentive for other conpanies,
besi des the ones who own the resource and who may end up
owning the line, to allow other people into the line.
That's a huge issue in the State of Al aska, as well as
the other producers that may want to drill up there.
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He wanted to know what FERC and the State could do to control that.
MR CUPI NA sai d:

The Conmmi ssion has nothing in their statutes requiring
expansi on of a pipeline. However, several nonths ago, in
response to a court renmand, the Comm ssion issued an
order on pipeline interconnection that permtted shippers
to hook into a pipeline. As a result of that, it becane
nore difficult for a pipeline to refuse to tap into its
line. W expect there will be tariff provisions and we're
seeing nore and nore of themthat set out the terns and
condi tions under which the pipeline will consider these
requests for soneone to tap into their I|ine.

VWhat |'mgetting at is that it's getting nore difficult
for a pipeline to turn anyone down than it would have
been before. Having said that, under open access, if
there's no capacity available on the main line, even if
you get hooked up, you nmay not necessarily get firm
service and the pipeline is not required to prorate any
ot her capacity as would a common carrier...

MR. KATZ agreed and said that typically the way these nmatters are
dealt with as a matter of business negotiations. Everyone has a
role to play in the certification procedure whether they support or
oppose the project and general concerns about how a pipeline wll
be built, other routes, etc.

10:31 a.m

CHAI RVAN TORGERSON sai d that brought him back to the question of
the open season and how that can be controlled, if it 1is
controll ed. For exanple, he said:

What if they had an open season that net the requirenents

and specifications they just laid out and do it well in
advance of anyone having a field devel oped, can we or you
postpone the open season to a later tinme line that
woul dn't necessarily affect the overall start of the
pi peli ne.

MR. METHURA said that would be a policy call for the Comm ssion.
Their general policy is that if soneone has an acceptabl e project
on environnmental and other grounds, and if they are willing to put
up the noney to pay for that project, the Conmission is going to
consider it. An argunent against it could be that it is too early
and the area is not developed and it's not in the public's interest
to approve a project at this tine. He didn't know what the
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Conmmi ssi on woul d do.

SENATOR KELLY said FERC couldn't assure that anyone could get
access to the pipeline on a firmbasis and asked if it's worth it
for soneone to develop a gas field and have their transportation be
on an interruptible basis. "Practically speaking, are they able to
go out and market their gas, if their transportation is
i nterruptibl e?"

One of the FERC officials replied that would be a business call.

There are other options in addition to interruptible, |ike capacity
rel ease. Under that provision, existing firm shippers who may not
be using their capacity or all of it are authorized to sell it like

a sublease. That is just as firmas pipeline firm Another way to
look at it is that the pipeline makes its profit by transportation
gas. So, its got a business incentive to expand and to take on nore
busi ness and increase it's revenues.

REPRESENTATI VE CGREEN sai d:

Up here there are occasions when the oil pipeline gets
spiked with gas liquids - an undersaturated oil could
take nore gas liquids and stay stable and be shipped to a
refinery to be worth nore. There is a possibility with
this high pressure |ine that there nmay be shipping of gas
liquids fromthe start, but if down the road the producer
was to be on the road system find sonme gas, go wth
nmet hane only, and the original producers may say no.
That's what we don't want in our pipeline. To what degree
does FERC get involved in sonething |ike that?

One of the FERC officials replied:

The only thing that comes to mind is the Alliance system
which at one point was wetter than a typical pipeline.
Those ki nds of things would be spelled out inits quality
standards in its tariff. Those issues woul d be consi dered
and resol ved up front, before we approve that pro forma
tariff that's filed along wth the construction
certificate application.

REPRESENTATI VE GREEN asked, if there was to be a subsequent open
season for a md-point delivery point from a md-point delivery
point, the contract would originally have provided for that and
there woul d be sone sort of adjustnment for that on a BTU basis or
sone other thing, whether it would be a FERC probl em

The FERC official responded that the pipeline's tariff would
provi de for that.
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MR. METHURA added that at sone point in the future a new
prospecti ve shipper and the existing pipeline ower could negotiate
sonething different, like anmended tariff provisions that would
allow for dry gas.

REPRESENTATI VE GREEN asked if there was capacity and the original
owners said they didn't want dry gas, whether that woul d be grounds
to prevent another producer fromgetting in.

MR. PETROCELLI replied if they can't neet quality standards for
delivering gas, that could be grounds to refuse entrance.

SENATOR KELLY asked if capacity rel ease woul d be found nostly in an
envi ronment where they had demand that was | ow

MR. METHURA said it varies. There m ght be capacity avail able at
different tinmes during the year. There are various reasons why
capacity mght be released. He explained if every shipper is using
it's own capacity at maxi num | oad factor every day, there won't be
any available to be released but, on nmany systens, capacity is
rel eased every day throughout the year, even in the peak season in
the winter.

10: 40 a. m

SENATOR KELLY said it seens if you were in a business environnment
where demand was very high, you wouldn't have a |lot of
opportunities for those who do not own the pipeline to get their
gas transported through it on anything but an interruptible basis.
He asked, "If there was a period of high demand, why would the
peopl e who own the pipeline have any incentive to allow space on
their pipeline for those?"

One of the FERC officials replied they can only sell on an
interruptible basis if sone firmshipper is not using capacity. The
interruptible capacity, itself, is a consequence of unused firm It
adds an incentive to expand.

MR PETROCELLI sai d:

You seem to be operating on the assunption that the
pi peline owners would be the transporters. There's a
whol e class of rules that apply to affiliate shippers,
but first of all, under our unbundling rule, the pipeline
owners generally don't do the transporting. They just
sell transportation to other shippers. Those shippers
have fair access rights unto thenselves. So, any shi pper
who wants access should be able to gain it. He wouldn't
be conpeting supposedly against the pipeline owners.
Al t hough affiliates can transport, there are rules that
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apply so that everybody has equal access including the
affiliates.

CHAI RVAN TORGERSON asked if that brings them back to the question
of whether or not whoever files for this - it could be the
producers - has to be a comon carrier.

MR. PETROCELLI asked if he nmeant common carriage in the sense of
tal ki ng about open access of contract carri age.

CHAI RVAN TORGERSON i ndi cat ed yes.

MR, PETROCELLI said, "You can't unduly discrimnate under the
Natural Gas Act so you are open to all shippers whether they are
affiliates or not."

CHAI RVAN TORCGERSON added, "As |ong as you go through the provisions
of the open season and the rest of that."

MR. KATZ responded:

It cones down to business choices. |If they conduct an
open season and affiliates of folks who are proposing to
build the pipeline want to sign up for 100 percent of the
capacity, the question is whether there are other fol ks
who want to sign up for capacity, too. Usually what
happens then is that it gets allocated... The question

remains, are you willing to pony up the noney to reserve
space on that pipeline, and that becones a business
deci si on.

MR. CUPINA said the conmttee was inmagi ni ng when an application is
filed, there's going to be sone tension. They want to sl ow down the
open season versus those who are exhorting themto speed it up,
their general direction.

10: 45 a. m

CHAI RMAN TORCGERSON r esponded, "Not necessarily. The open season of
the exanple | gave you may be two or three years before you're
permtted.”

He then asked M. Cupina if he knew of any regul ati ons under their
purview that would create a hub, such as com ng down to Fairbanks
and spinning off to other projects in the state. He asked whet her
FERC or the RCA would regul ate that.

MR. CUPI NA r esponded:

JT NATURAL GAS PI PELI NES CMIE -21- July 17, 2001



W don't regulate hubs. W kind of stand back and | et
hubs devel op and market centers. Wiile we don't regul ate
hubs per se, there mght be sone services within that hub
that the pipelines that interconnect there performthat
we do regulate and that are additional services under
their tariffs...

REPRESENTATI VE DAVI ES said he is concerned about the common carrier
aspects of FERC s regulatory framework. He asked how rmuch of the
regul atory environnent is set by the pattern down south where nost
producers do not own the pipeline. He noted, in Al aska, we m ght
have a situation in which the producers are the dom nant owners and
there is a serious possibility of anti-conpetitive situations
devel oping on the North Sl ope. He asked how that m ght affect the
way they regul ate an Al askan gas pi peline.

TAPE 01-2, SIDE A

MR. CUPINA replied that there are sonme producer-owned pipelines in
the Gulf of Mexico and that:

Al t hough they transport sone of their own gas, they are
open access pipelines |ike we've been describing. W' ve
held themto the sane standards as the pipelines that are
not producer owned or producer affiliated.... If you had
a story to tell to persuade the Comm ssion that sonething
shoul d be different, the burden would be on the sponsor
to do that, or interveners, for that matter, in the case.

10: 50 a. m

REPRESENTATI VE DAVI ES asked if he could provide an exanple of a
producer-owned pipeline that transports other folks' gas at this
poi nt .

MR. CUPI NA said that Shell's (Gordon Banks, now) initial business
plan was to nove its own gas. "They canme in on a prefiling basis to
di scuss sone of these things and we advised them accordi ngly and
t hey have open access tariffs.”

CHAI RVAN TORCGERSON t hanked everyone in Washington D.C. for their
testimony and said they woul d now hear the RCA presentation.

10:52 a.m
MR. METHURA said they appreciate being involved and want to | eave
the conmmttee wth the inpression that they are anxious to
cooper at e.

CHAI RMAN TORCGERSON assured themthat the Al aska Legi slature is not
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trying to slow the project down, but "to understand a little bit
nore of what your function is conpared to what we have to do with
in-state functions...."

Requl at ory Conmi ssi on of Al aska

MR, ANTHONY SCOIT, staff to the RCA, said that the FERC is in
charge if there is one nolecule of interstate pipeline and on the
TAPS they have joint jurisdiction with the FERC. He stated:

Under the Natural Gas Act, there is a |arge body of case
| aw, which says that if nolecules that are interstate and
nol ecules that are intrastate mngle in the sane
pipeline, all the gas in the pipeline is considered
interstate even though some of it cones off earlier
There's a lot of case |law suggesting [indisc.] Bob
Maynard, when he was Attorney Ceneral back in 1976, wote
an opinion in which he suggested that authority over
intrastate novenent of natural gas would pretty nmuch be
preenpted by the feds. Finally, there's express |anguage
in the Alaska Natural Gas Transportation Act, which seens
to say pretty clearly that the feds have jurisdiction
over tariffs for intrastate gas. Wat that neans is that
it looks Iike the RCAin terns of tariff setting and so
on is pretty nmuch out of the picture.

MR. SCOIT said he would provide the commttee with sone background
as to what the RCA's authority is. He said that FERC s authority to
border access is not as strong as RCA's appears to be.

W have two different statutes under which we regul ate
intrastate natural gas pipelines and we have gas
pipelines in the state that are under both. W have gas
pi pelines that are under the Pipeline Act and they are
considered pipeline carriers and are conmmon carriers
simlar to the situation that we have with TAPS. Then, we
al so have gas pipelines, both the Beluga line in Cook
Inlet or Enstar System which are regul ated under Title
42.05, our public utilities legislation. They are not
common carriers. They're also not contract carriers. W
don't have such a thing as contract carriers for public
utilities.

The Commission powers insure access or [indisc.]
dependi ng upon the particular statute the pipeline falls
under. For intrastate pipelines that are certificated at
the pipeline areas of the public wutilities, the
Comm ssi on does have prorationing authority, so that if
space on a line is limted and nom nations exceed
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capacity, we can proration or we can decide - our statute
doesn't require that we can strictly proration, but we
can decide how to allocate that capacity. W don't have
that clear authority for public utility pipelines.

The Comm ssion also can order a facility's expansion
under [indisc.] by statute. Qur expansion authority is
actually a Ilittle bit clearer and stronger on the
pi peline side than on the public utility side. So, unlike
with the FERC, if we have a [indisc.] gas pipeline, which
is certificated as a pipeline, we can order them to
expand capacity. W al so, under both our statutes, have
i nterconnection authority and the |anguage under both
statutes is identical. Finally, for pipeline carriers
during construction, the state can order the pipeline to
install offsite facilities. The state has to pay for
that, but nevertheless, if it was determned that it was
cheaper to do up front, they could order [indisc.]
facilities install ed.

An unidentified person interrupted, "You had prefaced this by
saying the state would not be involved. It was purely the
jurisdiction of FERC. Is that true about during construction as
wel | 2"

MR SCOIT answer ed:

That's a good question. | think so. | nmean | think our
ability to order that would probably be preenpted. |I'm
| ess clear on that, though. Wat is clear is that we
woul dn't be able during construction to order off-site
facilities unless the pipeline was certificated by our
Comm ssion and there would be no need for an intrastate
certificate if there are, during the open season, no
nom nations for intrastate shipnment of gas. So, if nobody
steps to the plate within the state and says we want sone
gas and we're wlling to commt to it now during
construction, they wouldn't need an RCA certificate.
There would be no intrastate sales. So, our ability to
exercise that authority clearly does not apply.

An unidentified person asked if FERC would have to nake that
determ nation, anyway, "If there is a nolecule of interstate gas in
that line, you're out of the picture, right?"

MR. SCOIT replied that is correct.

REPRESENTATI VE FATE asked if, wth construction, there is such a
thing as a change order while in progress, rather than having to
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pl an ahead.

MR. SCOIT replied, "I"'m not famliar with the |anguage change
order, but for pipelines that are certificated by the RCA it's
concei vable that we would be able to require during construction to
order offsite facilities. If they're not certificated by the RCA
it's very clear we're out of the picture. Even if they were
certificated by the RCA, we mght not have that authority. W m ght
be preenpted.”

REPRESENTATI VE OGAN said, "So, FERC regulates fromthe well-head to
wher ever the pipeline connects to the hub sonmewhere?"

MR SCOIT answered, "Yes."

REPRESENTATI VE OGAN sai d there had been sone di scussi on about a hub
concept in Alaska and, although it's probably not an appropriate
term because there's only one spoke comng fromthe supply side,
there m ght be two or three spokes com ng out of the demand si de,
and [indisc.]. He said that basically they were noving the
wel | head to the hub point. He asked if that concept was put into
statute, would the RCA have authority over who's in or who's out
and then the FERC regulates fromthat well head that's noved from
the North Slope to Delta or wherever fromthere on down.

MR SCOIT said that was an excell ent question, but they didn't have
an answer for it yet.

REPRESENTATI VE OGAN said the House Gl and Gas Commttee intends to
explore that possibility in statute before next session.

MR. SCOIT said he was disappointed that the FERC people left,
because he was interested to hear their input.

REPRESENTATI VE GREEN sai d he was confused and asked:

Let's go from the hub down to sone other market that
woul d by its nature be under FERC, but that in route sonme
gas is pulled off for one or nore utilities. There was
prior testinony in the Gl and Gas Comrittee that that
portion would be under RCA - that portion that went to
the wutility. So, you would actually have a dual
regul ation. Any, yet, | just heard you say that if
there's a nolecule of FERC gas in there, it's all FERC.

MR. SCOIT replied:
Even t hough there was off take of gas in Fairbanks, it's

all regulated by FERC.... Even though those nol ecul es are
produced instate and they're taken off instate, the line
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to get it from the North Slope to Fairbanks is all
instate, it's treated as interstate shipnent of gas.

REPRESENTATI VE GREEN said, "So, that earlier testinony was not
right. There woul dn't be dual oversight?"

MR. SCOIT said, "That's right.... If you comm ngl e nol ecul es that
are bound for intrastate nmarket, the nolecules that are intrastate
all becone interstate.”

MR. ABBOTT, RCA Conmi ssioner, said another scenario is getting it
off the pipe and taking it to a distribution center and then it
goes into [indisc.]. W don't know where that cut off valve is
going to be that says that belongs to the state to regulate and
this belongs to FERC to regulate. [indisc.]

SENATOR KELLY sai d he thought he understood that they are talking
about a federal nolecule of gas that has gone to a distribution
center where it becones soneone else's - a whol e separate pipeline.

CHAI RVAN TORGERSON sai d:

Assuming that access is going to be voluntary, | know
you' re tal ki ng about your power to demand an increase in
capacity, | don’t necessarily think you' re going to have

to do that, but in the hub, ny definition of a hub m ght
be different than yours. A hub is just a valve where you
have a price set. Is that your definition, too? From
Prudhoe to Fairbanks, that hub - you have a price
predeterm ned at that particular location. So, if you
spun off that....

MR. ABBOTT responded that it would be nice if it worked that way,
but they needed to look at that further. H's understanding is,
"Absent the nmarket, where ownership of gas changes hands and so on,
that's a hub concept. Just the idea of a valve doesn't get you
where you would like to go."

CHAI RVAN TORGERSON asked himto explain the process to him

MR. ABBOTT replied they have had prelimnary discussions with the
Department of Law who indicated that their authority to regulate
tariffs | ooks to be preenpted [by FERC.

CHAI RVAN TORGERSON sai d:

If this is federal |law, what Representative Ogan was
tal ki ng about, state law, really has no bearing onit. Is
that correct? Tell nme how this would affect vyour
jurisdiction over an all-Alaskan route. It may be for

JT NATURAL GAS PI PELI NES CMIE - 26- July 17, 2001



export or maybe to the Lower 48 or sonewhere else. Are
you the main players in an all Alaska route or is that
al so FERC?

MR. ABBOIT answered that he thought that woul d be FERC, because of
i nterstate commerce.

REPRESENTATI VE PORTER sai d, "An Anchorage spur that was not at its
termnus for export, would the RCA have the line from where it
hooked up to the line to its distribution in Anchorage?”

MR. ABBOTT answered, "Cenerally, | believe, yes, we would."

REPRESENTATI VE OGAN asked, "It looks Iike the FERC would
hypot hetically get involved in an LNG |line to Val dez, for exanple,
when the ship | eaves the port, when the ship arrives, or would they
be involved in it for the whole thing?"

MR. ABBOTT replied, "I think the whole thing fromthe North Sl ope
down. "

CHAI RMVAN TORGERSON asked, "Who's |l ooking after FERC if they have
all this responsibility?...You re starting to worry nme a little
bit."

MR. ABBOIT replied:

It strikes me, in ternms of policy, we're supposed to take
care of pipelines that are within our jurisdiction.
Insuring that pipelines are within our jurisdiction is
probably a matter for you folks to take up either
directly or through the congressional delegation or what
have you. I'mnot sure. It's not clear to nme that we want
the RCA running around trying to grab turf.

CHAI RMVAN TORGERSON agreed, at least wuntil they get a lega
analysis. "As an Alaskan, |I'mterritorial as all get out. And I
want Al askans to nmake decisions on what's happening. Not back in
DC. ..."

MR ABBOIT said he thought that concept had served themwell on the
TAPS. He used the CGolden Valley tariff as an exanple for joint
jurisdiction where it hel ps secure lower tariffs. He said they had
di scussions with FERC regardi ng who pays for capacity [indisc.].
RCA doesn't have existing precedent on the gas side. In general, if
everyone benefits fromthe capacity expansion, the cost of it is
general |y shared.

CHAI RVAN TORGERSON asked if he had any interaction with Canadi ans
on how they are going to handle this.
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MR. ABBOIT replied that they hadn't. He said RCA would handle a
di stribution system

CHAI RMAN TORCGERSON asked if FERC woul d set the price at the valve.

MR. ABBOTT said that was right and it was a real concern in terns
of Fairbanks off-take having to pay the Henry Hub price.

CHAI RVAN TORCGERSON t hanked them for joining the coormttee and asked
to get copies of any legal opinions on this subject. He announced
the commttee would break for lunch at 11:19 am and they would
start again at 12.45 pm

12: 45 p. m

CHAI RVAN TORGERSON cal | ed the neeting back to order and asked M.
Ed Small to testify.

Canbri dge Energy Research Associ ates (CERA)

MR. ED SMALL, CERA, nade the follow ng statenent.

.1 intend to be as realistic as possible to describe to
you the fundanentals as we understand them and as we
expect to see them unfold. There is a wndow of
opportunity for Al askan gas. It is just that, though, a
wi ndow of opportunity. It is not a done deal by any
stretch of the inmagination

That w ndow of opportunity is probably larger than it has
been at any time in the past. W have seen w ndows of
opportunity for Arctic gas cone and go. W think there is
a reasonabl e probability or possibility of seeing A askan

gas within the course of the next decade. | would have to
suggest that, as one of ny colleagues says, he's been
suggesting that will be the case for the last three

decades. So, again, it's not a done deal.

Wiat | do want to tal k about is what sone of the drivers
and what has created this w ndow of opportunity, what
sone of the opportunities are, and what sone of the
pitfalls as we see themw || be.

One of the biggest factors in creating this opportunity
as you can see is we have gone to a point in tine where
the pricing level is significantly higher than it has
been at any tine in the past. W have gone froma |evel
of below $2 to a | evel where we're going to see prices
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averagi ng over $4, taking the average of 2001 and 2002.
Again, | have to point out, though, the weak link in that
is the 2002 price. It is being propped up by the prices
we have seen over the past winter. W don't expect to see
prices go down to those |lower levels in the past. W al so
don't expect to see themstaying in that $4 range.

The bi ggest driver behind the prices we see today is the
demand. W see a situation in the Lower 48 where
installed capacity has increased but it has not kept up
wi th peak demand. The situation has been created whereby
we' ve seen capacity margins, which have dropped down
below 10 percent, are slowy comng back up to 10
percent, for which the conventional thinking is that they
need to be around the 15 percent level in order to
adequat el y handl e peak denmand and denand needs, because
of whatever. W're a long way from that 15 percent
mar gi n.

It is that narrowi ng gap between the installed capacity
and the peak demand that is creating the need for a |ot
of the natural gas demand going forward. W saw cl ose to
30 gig watts of capacity installed |last year. VW' re going
to see between 45 and 50 gig watts this year and probably
a simlar nunber next year. Those are al nost exclusively
gas fired. This graphic only shows the projects going out
to 2005 and it | ooks like a declining nunber. That's only
because a |l ot of the projects close to 2004 have not hit
t he books, yet. So, we do expect to see power generation
bei ng one of the strong drivers of gas demand throughout
t he next decade.

What this picture shows is the two areas the Arctic gas
woul d target are two of the strongest grow ng regions,
the Mdwest and the West. One of the things we do not
subscri be to, though, is the 32 percent growth. W have
heard a |ot about that potential growh Ievel, that
demand level by 2010. W view that as being nore
pl ausi bl e than probable. If you |l ook at the upper line in
this picture, it shows an unprecedented | evel of growth
required to get there, growh both in supply and in
infrastructure. W just do not see it happening. Wth the
demand structuring and high prices we have seen over the
past winter, this makes a 32 BCF world even |ess
probabl e, in 2015 perhaps, but not in 2010.

MR. SMALL explained three different bars on his graph. CERA sets
out different paths that the world nay evolve on. They are
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separate, have their own drivers and are all plausible. "Gas
favored the world we were in up until two years ago. It is one
where supply and demand grow in lock step. It was a very healthy
econony and a robust world. It is the least likely at this juncture
going forward."

Supplier realignment is the path that we are on currently. It is

the one where supply has failed to keep up with demand. MR SMALL
sai d:

It is also a world of strong growh going forward,
t hough. Lower GDP's and gas favor a strong econonic
growh. It is the world that requires gas supply from
ot her sources. Those frontier sources could be offshore
Canada, they could be LNG they could be a resurgence in
exi sting areas.Wat it does showin this world, on that
path we are on, we do not even achieve a 32 BCF world by
2015.

MR. SMALL conti nued:

The aftershock is the scenario that we devel oped about a
year and a half ago that said, "Wll okay, what happens
if we see a recession starting in the second half of 2001
going into 2003?"

It is one where we see a slow down in growh in both
supply and demand, but peaking out towards the end of the
period when both of them get back to a conparable
real i gnnment with supplier realignnent.

MR SMALL expl ained that the producers' idea of the price softening
[to $3] is al nost amusing, because that's al nost double what it was
two years ago. Perspective can change quickly he said.

What has brought the price down from the highs we saw
this last winter has been the resurgence in storage
refills in the Lower 48.1t was extrenely doubtful whether
they could be filled to even |last year's |levels, which
were considered |low by the end of this injection season.
That has turned around substantially. W have seen
injections that will put us not only above |ast year's
| evel s, but will probably approach 1999 levels. That wl|
probably be adequate to prevent significant or serious
price spiking that we saw over the past winter again this
Wi nter.
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What that neans in the short term in a pricing context,
is we saw prices spike at over $9 last wi nter, which was
significantly higher than we had seen on a sustained
basis before. W do see softening next year. W expect
next year's average to be $3.53 Henry Hub versus the
$4.45 that we're seeing for this year. So, this year is
probably the peak.

MR, SMALL reiterated that CERA didn't expect to see prices
dropping down to the previous |levels of 1998-99, but they
shoul d be significantly |Iower than the past winter. The sane
dynamics are at play with the Alberta price. "Even though
there is excess capacity out of Alberta currently, we expect
to see a wide differential in prices between Henry Hub, which
is the U S prine pricing point, and AECO (Al berta Energy
Conmpany) of al nobst 70 cents.”

They expect to see an Alberta price of $2.85.

He said the two target markets for Arctic gas are the M dwest
and the West Coast, areas that command a slightly |larger
premumfromthe Henry Hub price, although he didn't know how
sustai nabl e that was in the long run. He said:

It is subject to supply. Currently, there is a
significant premium in California to Henry Hub and a
nodest prem umin Chicago. For the purpose of Arctic gas,
it is probably best to think in the context of Henry Hub,
at |l east for planning purposes.

One of the reasons that we got through last winter is
that the systemis flexible. There wasn't a crisis. There
was a shock to the system definitely. What we saw was
6.5 BCF of demand cone off the market. That's how we nade
it through the winter. The price controls [indisc.]. That
is going to have a long lasting inpact. As you can see,
swtching to residual fuel oil and distillate fuel oi
took off alnmost 4 BCF. Anmoni a, mnethanol - the cessation
of creation of those products - resulted in a demand drop
of about .8 BCF/ D. W saw et hane not being taken out of
the gas stream but sold as gas, which had an inpact on
the petrochem cal industry and we saw decreased
manuf acturi ng of .7 BCF/D.

Go to today's world, specifically the third quarter of
this year, and the outl ook that we expect to see is one
where there is still demand that has not come back on

Seven hundred mllion per day of decreased manufacturing
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we don't expect to conme back. There is a question as to
whet her that was due to the high prices or due to the
soft econony. The answer is probably both, but we don't
expect to see that manufacturing cone back on in the near
term

W expect to see residual fuel oil priced into the
market, in other words, displaced gas demand for at | east
the next year, if not two years. There is 700 MCF of
amoni a that is not being manufactured. That nmay not cone
back. Due to high prices, that product nmay go overseas or
of fshore of North Anerica permanently.

The same with methanol. Distillate, we probably don't see
that being in the market until next winter. If demand is
strong enough next winter, you will see gas priced out of
the market and distillate priced in. Ethane will probably
be above that point. Those dynamcs will continue to be
in play going forward depending on the price. So, this is
a structure one could expect to see not only in the past
w nter, but going forward. This just shows one aspect.

| wanted to pick one aspect to show what has happened
with the high price today. You can see when natural gas
prices spi ke, ethane production drops dramatically. This
is something to keep in mnd if there is any interest or
intention of developing a petrochem cal industry in
Al aska. When you see the gas prices spiking, the source
of the supply for the petrochem cal industry is gone. So,
your petrochem cal industry is [indisc.]. That is a
significant factor going forward, as well.

Do we expect to see softening going forward? Am | a
pessim st? W expect to see prices that are above what
we've seen in the past, but not anywhere I|ike what
occurred in the past winter. W expect to see through
2005 prices that will begin in the lowto md $3 range.
The volatility will be nore on the upside than the
downside sinply because that residual fuel oil

mentioned is providing a floor for gas prices and wll
probably continue to provide that floor until supply
pi cks up. So, over the next five years we expect to see
m ni nrum downsi de spi king and potential upside spiking,
but with a price that's in a range of $3 - $3.25 | evel.

On the supply side, which is the other side of the

equation that gets you to price, the demand bei ng one
side and the supply being the other, what is the picture

JT NATURAL GAS PI PELI NES CMIE - 32- July 17, 2001



in a North Amrerican context? W see both com ng fromfour
specific areas - western Canada, the U S. Rockies, the
@Qulf Coast and U S. @ulf of Mexico, and Sable Island
of fshore east Canada. A lot of the other areas in the
Lower 48 are mature, are having troubl e keeping their own
and the record drilling levels in the US. probably will
only support a limted anmount of grow h.

W are seeing record drilling both in the US and in
Canada. It is starting to have an inpact. W finally got
t he actual nunbers in for 2000 and supply decline in the
Lower 48 was |ower than we anticipated. The supply growth
this year, largely because of the high drilling, is going
to be higher than the recent estimte. W expect to see
growmth in the Lower 48 of between 500 and 700 MCF/ D goi ng
to between 700 and 800 MCF/ D next vyear. The |arge
percentage of the drilling activity in the Lower 48 is
gas directed. W don't think that the current prices are
| ow enough that that is going to disrupt or discontinue
the current drilling activities that we are seeing. So,
we expect to see robust drilling over the next year,
whi ch shoul d support the growth levels that | nentioned.

One of the factors that opened the wi ndow for Arctic gas
was the gas production in the U S has been flat to
declining (referring to graph illustration). Wat we do
see, though, is for the Lower 48, we feel 2000 was the
bottom point. W see the capacity in the US. Lower 48
growi ng. What is interesting though, is that it's going
to take until alnost 2005 to get back to 1995 |evels. So,
there's still a need when you couple that with the
growi ng demand.

Onshore production in the U S. is a bit of a different
story. It is going to grow through about 2005, 2006 at
which tine we see it flattening out. So, even with the
drilling levels we see, the conventional areas in Lower
48 onshore have limtations. What is going to happen is
that growth in the Rocky Muntains, as one exanple, is
going to offset declines in the Anadarko and [indisc.]
ar eas.

The other offsetting factor is the GQulf of Mexico. There
are two dynamcs at play here. The one has been nopst
responsi ble for the decline in the Lower 48 for the |ast
several years and has been the steep decline in the
shal l ow shel f. That s an area that has high
productivity, but high decline. Wth the |ow prices that
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we saw in both oil and gas in 1997, drilling activity
al nost ceased in this area. That steepened the rate of
decline. It's an area, because of the high decline, that
you have to continue drilling to replace production.
W're starting to see that turn around. W don't expect
to see the decline displaced or discontinued, but we see
the rate of decline becomng nore shallow It is going to
be offset by the deep water Gulf, though. Those are the
projects that have been conmtted to, that have been
under way for the past four or five years, that are just
comng on stream this year. So, we see the deep water
@l f not only offsetting the shallow Gulf decline, but
provi di ng positive grow h.

1: 03 p. m

The Canadi an story is an interesting picture. The western
Canadi an sedimentary basin is not a nmature basin in the
same context as the Lower 48. It still has a lot of
potential. Wat has happened and what is the result of
the | ess production we saw | ast year, was that the focus
has been on shallow gas drilling. That does a couple of
things. It increases your rate of decline, it decreases
your initial rate of production, you get on a treadml|.
You have to drill nore and nore just to stay in the sane
spot. What has happened in the past year is the
significant increase in drilling that has occurred in
west ern Canada, as well. Last year, while there wasn't a
percentage increase in exploratory activities, just by
t he sheer nunmber of wells drilled, there was an increase
in exploratory wells. W're starting to see the inpact of
that now After significant year over year growth in
west ern Canada t hroughout the 90's, last year was flat.
This year it was a slight growh for the first four
nonths. W're now seeing growh in June and July of over
1 BCF/ D, which is significant.

What has happened in this year because of the high
prices? Exploratory well |icenses are up 23 percent. To
gi ve an exanple of the significance of that, there is one
di scovery, a relatively small area geographically, in
northeast B.C. called Lady Burn (ph). It had zero
production as of the end of the year. It is now producing
500 MCF/ D and probably going to 800 BCF/ D by the end of
t he year.

Are there other areas out there like that? The answer is
probably yes. W expect to see significant growmh in
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western Canada going forward. And while this graph is
very confusing, what it attenpts to show you is the year
over year change from western Canada. As you can see,
from'96 through '99 there was annual growth. Last year
was flat, declining in the first half of the year
[indisc.]. What's really significant is the growth this
year. The growh in the first four nonths of the year was
probably in the 350 - 400 BCF/ D, but it is increasing
dramatically so that the annual average growth for this
year is probably going to be 700 MCF/ D. W expect to see
the sane, if not nore, next year. So, western Canada
shoul d not be counted out.

One of the other interesting aspects of western Canada is
coal bed nethane, which is becomng a significant portion
of gas supply inthe U S It has not, in fact, in Canada.
There's been less than 70 wells drilled for coal bed
nethane in all of time. The estimte of coal bed nethane
reserves in western Canada alone are double the total
US. Lower 48. So, it could substantially be the
replacenent for shallow gas drilling in western Canada.

Having put all that together, what it still says though

is that there is production required from what we call

frontier areas in the future. One of those areas is
Atl antic Canada. W saw Sable Island conme on stream at
the end of 1999. It is increasing in production; there
have been new discoveries. W do expect to see growth
fromthere. The Arctic is another region. This is just a
range of potential gas from various areas. LNG is
probably [ ower than we would put it if we were to redraw
this graph today.

The Scotian shelf, which is of fshore eastern Canada, Nova
Scotia, is currently producing at about 500 MCF/ D. W see
that growing to 1 BCF/ D by 2005 and 3 BCF/ D by 2006. This
coul d even be higher. Simlar structures in geology could
develop in Mexico. Al that has been explored to date is
the relatively shall ow steep water areas.

One of the areas that used to be a wld card and has now
beconme significantly nore inportant is LNG There are
currently four facilities in the Lower 48, all of which
were nothballed until last year. Two of them have cone
back on stream Lake Charles |ast year; Everett has cone
back on; gas discoveries in Trinidad are ranpi ng up; Cove
Point in Elba Island will be com ng back on stream next
year. W see not only these facilities running at
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capacity, but we see expansion of these facilities such
that we see 3 BCF/D being inported to these four
facilities probably by 2005. The [indisc.] capability
wi Il be probably higher than that, but because of storage
and ship turnaround requirements, 3 BCF/ D is probably the
hi ghest sust ai nabl e nunber.

What is really interesting though is if you |look at the
world LNG facilities. Not only are there significant and
nunerous |iquefaction facilities throughout the world,
there are significant plans for nore going forward in the
2005 - 2010 as you can see in this graphic. So, we expect
to see the supply side of LNG being very strong post 2005
on a gl obal basis.

What does that nean for the Lower 48 and for the
potential for Arctic gas? Over the course of the wnter,
we started seeing nore and nore starting with nonthly,
al nost going to weekly, announcenents of new projects.
There are at least three for the Baja that are proposed
and a year ago | would have di scounted any potential of
LNG gasification facilities on the Wst Coast. There are
three that are being studied. The ones off California
don't sound as outrageous as you m ght think because they
are not | ocated onshore. They would be gasified froma
ship that would be tethered to a buoy probably out of
sight and out of mnd of California. So, it does have
sone feasibility.

The East Coast has an area that's being studied and one
that has a high potential. The Bahanmas, Florida, and the
@il f Coast all have projects that have been put forward.
W see sone of these projects going ahead. Even the Alta
Mra one that has been announced in Mexico has an inpact
on the Lower 48 because it reduces the anount of gas that
needs to be inported into Mexico fromthe Lower 48. W
don't see Mexico as exporting gas to the Lower 48
certainly not within a 2010 tineframe and probably not
until 2015. Any facility that is built in Mexico reduces
the requirenment for U S. gas to flow into Mexico thereby
havi ng the sane inpact as new supply.

To touch on the Canadian side of things, one of the
things I think everyone is finally getting around to
realizing is that Canada is not a market. As | showed you
on the pricing page, the AECO price is |lower than Henry
Hub price. There's reason nunber one - you don't want to
stop that and here's reason nunber two - Canadi an demand
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is nore than adequately supplied by Canadi an supply. In
fact, nmore than half of the Canadian supply is on export
since the early 1990's. The growth in Canada is going to
continue that. The majority of the growh in production
in Canada is going to export to the U S. Lower 48. In a
sense, that is the conpetitor for Arctic gas.

What | wanted to do is get away from sounding like a
pessimst. Here is the opportunity for Arctic gas. Wat
this shows is absent Arctic gas and absent new LNG there
is arequirenent that starts growing in 2007 increasing
t hrough 2010 for new supply. One of the wild cards is the
demand decrease that we have seen. How nmuch of it wll
cone back; are we going to see a | ower dermand growth than
we had anticipated? As | said earlier, the power
generation demand is still there and will still be there.
So, a good portion of it will not go away. Wat this al so
shows though, is new LNG projects and Arctic gas both can
compete for this shortfall between the supply and demand
goi ng forward.

One of the things I find sonewhat curious is it doesn't
matter which road you take, roughly two-thirds of the
pi pe goes through Canada. Very little attention has been

paid to that aspect. | think that is sonmething that has
not denonstrated its potential as an obstruction in this
process, but may very well occur. Again, on the

optimstic side, we do see potential for Arctic gas in
the three scenarios | described before. That potenti al
could start as early as 2007, although at this juncture
think that 2008 is probably the earliest. Under the three
scenarios that we see there is an opportunity for Arctic
gas starting that early. Under the supplier realignnent
scenario | described, where we need to see supply from
frontier regions as opposed to conventional U S. supply
sources, it could be as early as 2008. In that instance,
we woul d see gas of probably about 2 - 2.5 BCF/ D in 2008
growing to 3.5 BCF/ D by 2010 and probably peaking at 4
BCF/ D by 2015.

In the recession scenario, because of the delay in the
demand growt h we woul d see as a result of that, we would
see Arctic gas being deferred until probably 2009. In
that instance, it would nore likely be Mackenzie Delta
gas that woul d precede Al askan gas sinply because of the
| ower need initially and the greater disposition of
people to spend | ess noney on. Even in the case where we
have strong growth in North Anerica neeting demand, we
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woul d still be in need of nore frontier gas in Arctic
opportunities starting in 2011. None of these exceed 4
BCF/ D by 2015. Wat that suggests is that there is a
conpetition going on even anong Arctic gas. Depending on
the size of either the Mackenzie Delta or Al aska gas,
there is a limted opportunity. Therefore, 1 would
suggest that if you saw an Al askan project of 3 BCF/ D
that preceded Mackenzie Delta gas, it would probably
defer that devel opnment beyond 2015. That would be of
significant concern to the Canadi an governnent. Again, in
our work, we've |ooked at the need to neet the denmand.
Four BCF/ D is probably the highest we could see Arctic
gas wthout having a significant price inpact in the 2015
timeframe. What's also interesting in this graphic is
that there is a growng comonality between Mckenzie
Del ta producers and Al askan gas.

Havi ng suggested that Arctic gas not stop in Al berta, how
does it get to nmarket and what are the nmarkets? As |

showed earlier, a lot of the power generation demand and
requirenent is in the West Coast, especially Northwest
California and the Mdwest. Those are the two |ogica

markets for Arctic gas just as they are the | ogical

mar kets for Canadian gas. W do not expect that there
w Il be excess capacity from existing pipelines out of
Canada in any tineframe that Al askan gas can be brought
on stream It doesn't nean that there aren't expansion
potentials, but the infrastructure is in place. Wat |

mean by that is that - this isn't based on the Canadi an
exchange rate - what this shows is that for 4 BCF/ D of
Arctic gas, you need to build at least 5 BCF/ D pipe
capacity out of western Canada. The sinple reason for
that is we anticipate the existing pipe infrastructure
being full and at |east 1 BCF/ D of expansion required for
Canadi an supply within a 2010 tinmefrane. So, within the
sane tinmeframe, you would have to see 5 BCF/ D of pipe
filled out of western Canada. You can do that in the
context of the existing infrastructure either by the
cheap expansi on, which very well may be gone by the tine
Al askan gas cones on stream or by sone of the nore
expansi ve expansions, all of which will be cheaper than
bui | di ng a pi pe.

In our opinion, it is nore likely you will see expansion
of existing structure for a nunber of different reasons:
| ower costs and it goes to nmultiple markets. Four BCF/ D
of Arctic gas to one market is going to have a trenendous
i npact. Spread over different markets it's going to have
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a lesser inpact. One thing | always like to do is tell
peopl e, when you're building pipe, you re building pipe
to capture an opportunity. The bad news is building that
pi pe destroys the opportunity you thought you had with
it. What | nean by that is regardl ess of which nmarket you
build a pipe to, it is going to have a depressing effect
on that market's prices. W don't see that as being
significant or insurnountable.

Having said that, there is a w ndow of opportunity and
conpetitive forces out there. There are risks in northern
pi pel i ne devel opnent. W believe you need a sustainabl e
price around $3. The project once built could survive a
price probably as low as $2.50, but you're into cost
econom cs then, but we believe you need a $3 sustai nabl e
price to justify Arctic gas.

Interestingly enough, with technol ogy i nprovenents, LNG
is economcal at $3. LNG is also a conpetitive force
because you can build it in a short tinmefrane and it has
a snmaller environnental footprint. But in favor of Arctic
gas, you have to build the whole bunch of them where you
only have to build one pipeline to fill the need. So
there are pros and cons to both. You need to have
margi nal growth; we need to see that power generation
requirenent; we need to see sonme of the manufacturing
cone on line, such that the demand is there to justify
the need for the supply. W' ve tal ked about the supply
potential in both the Lower 48 and Canada. There still is
expected to be a shortfall between |apsed supply growth
and demand. So, the supply growth is a risk, but it
appears to be there.

The political side is something that | think has not been

given enough attention. Mackenzi e devel opnent is
inportant to Canada. It appears that what is happening is
that lines are being drawn in the sand as opposed to

devel opi ng cooperation, such that a project of this
magni tude can be built. Two-thirds of the pipe runs
t hrough Canada. The infighting, the delays that could
result from any potential obstacle could be enough to
close the window Wile there is likely to be a new
greenfield pipeline to Alberta, it is nore likely to be
exi sting infrastructure expansion and | oopi ng beyond t hat
poi nt .

In the categories of ongoi ng, once you start
construction, delays can raise your cost. Resource
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devel opment is sonmething that needs higher prices to
sustain itself. 1 talked about coal bed nethane, the
deeper drilling in western Canada, as an exanpl e.

One of the things that | think has to happen is that
there needs to be risk sharing. This is a project of such
magnitude that it is wunlikely any one player wll
undertake the risk. It's probably going to take a
cooperative effort between markets, producers, and
pi pelines to see this done.

Liquids is an area that is just starting to get sone
attention. One of the ways of reducing the cost of a
pipeline is to keep delivering wet gas. Wiat that does is
it reduces your heating value cost of transportation

Taking the liquids out increases that cost so there is a
potential opportunity there. Once you get to Al berta,
though, a large portion of those liquids need to be
extracted. So, that's probably the |ast point that
i quids need to be extracted. The reason for that is once
you've [indisc.] the existing infrastructure, the
majority is not capable of handling high Iiquid content
gas. One of the biggest risks going forward and one of
the reasons we now think 2007 is unlikely and 2008 is
probably nore likely, is you need to see sone contracts
bef ore anyt hi ng goes ahead. You need to see a comm tnent
made before you can use this anal ogy.

| wanted to just touch on natural gas |iquids because it
is a significant factor here. Natural gas liquids are the
next heavi er hydrocarbon from net hane, which is the prine
conponent of natural gas. You get ethane, propane and
butane. Those three conponents need to be at high
pressure to stay in a gaseous state, which is why you
need a high pressure pipeline. Once the pressure is
reduced, propane and butane especially, turns to |iquid.
The wuses of these conponents are largely in the
petrochem cal industry. Propane you nay know from
bar beque use, butane is used in cigarette lighters, but
the majority of the uses are petrochemical. Butane is
al so used to enhance the octane of gas. Ethane and
propane are the prime conponents of ethylene, propylene,
pol ypr opyl ene and pol yet hyl ene that plastics are nade of.

To have a viable industry in Alaska would be difficult.
It would also add to the cost hurdle of getting this
project built in a narrow wi ndow. Not i nfeasible, but
with a project in the size of 3 - 4 BCF/ D, you woul d have
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enough liquids for one world cl ass ethyl ene manufacturing
facility. You would have an industry that would be |ess
than one third the size of existing infrastructure in
Al berta. You would not have the sane advant ages. The gas
supply isn't on a tidewater. It would have to be piped
there or the liquids would have to be piped there. You do
not have necessarily a price advantage. One of the
reasons Al berta devel oped an i ndustry was twofold: | ower
priced gas and that was |largely because of the price
differential between Canada and the U.S. dollar, both of
those significant in the manufacturing and the product
cost for ethylene.

The part | said | wanted to end on was there is still a
wi ndow of opportunity. We see prices going forward, being
at or above that threshold with the exception of the
supply realignnment and aftershock. Aftershock, you can
see the reason why we don't see Arctic gas comng in
until after 2010 or later. Prices just don't support it.
Supply realignnment, you see the price drop in 2007 and
2008 sinply because of that factor | nentioned earlier.
You bring gas into the market in less quantities; you
will have a danpening inpact on prices. It is not
enduring as long as you continue to have sonme kind of
growt h, however. So, there is an opportunity.

1:26 p. m

CHAl RMAN TORCGERSON asked MR. SMALL to comment on LNG to the Asian
mar ket s.

MR. SMALL responded that was not his area of expertise, but they
see adequate supply at a lower cost than Al askan LNG being
avail abl e until 2015.

SENATOR KELLY asked himto further expand on the 2007 - 2010 w ndow
for Arctic gas to be absorbed into the narket.

MR. SMALL replied that 2007 is the earliest fromtwo perspectives,
one being need and the other being the ability to get it in place.
The 2010 tinmeframe is the outside end of the w ndow, depending on
whi ch scenario you're | ooking at. He noted, "The offsetting factor,
t hough, is LNG and how many of the proposed projects we' ve seen
over the last six nonths are going to conme to fruition. That coul d
push it out further."

SENATOR KELLY asked himto expand on the Canadi an position on their
Mackenzi e Delta gas.
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MR. SMALL sai d:

| didn't nmean to inply that there is a drive by the
Canadi an government to open Mackenzie in any tinmefrane.
What | nmeant to suggest is that the Canadi an gover nnent
shoul d be concerned if there was realistic probability of
Al askan gas precludi ng devel opnent of the Mackenzie.

SENATOR KELLY asked how | ong he thought our gas |ine would precl ude
devel opnent of that field.

MR. SMALL replied that 4 BCF/ D of Al askan gas woul d probably push
to beyond 2015. He expl ained that TAPS approval was predicated on
t he Canadi an government putting in the Denpster lateral, "So, there
has been a precedent set as far as the Canadi ans are concerned over
the |inkage between the two projects and the devel opnent of
Mackenzie. "

SENATOR KELLY asked what the devel opnment of the Mackenzie woul d do
to Al aska gas.

MR. SMALL replied that the current plans for Mackenzie Delta gas
range from just under 1 BCF/ D to 1.5 BCF/ D, so, Mackenzie Delta
devel opment woul d not preclude Al askan gas devel opnment. He said
they could do both, but there would be a bigger inpact on the
pricing here. He pointed out, "If Mckenzie goes first, what that
really neans is a |l ower volunme of Al askan gas or that Al askan gas
phased in over tinme would be nore probable.”

SENATOR KELLY asked if there would be a bigger inpact on price or
t he wi ndow when those conpetitive forces are at work.

MR SMALL replied, "A bit of both. If Mackenzie goes first, | think
it has nore of an inpact on the volune than the w ndow. They have
the sane ultimte volunme, but the windowis |onger."

CHAI RVAN TORCGERSON said that Arctic gas needs a higher BCF in order
to be economical. "In effect, it could have a slow ng effect for
many years - if you need 4 BCF/ D out of Al aska and you're supplying
1.5 BCF/ D out of Mackenzie."

REPRESENTATI VE PORTER asked if the risk factor in Arctic natura
gas and LNG i s about the sane.

MR. SMALL answered, "Yes."

REPRESENTATI VE PORTER asked if that is assumi ng no Asian market,
but a Lower 48 market for either route.

MR. SMALL responded:
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LNG for existing facilities is economc in [indisc.].
Arctic gas is probably economic and both routing and
mar ket destination have an inpact on it. It is economc
at about $3. So, they are very confortable in the
threshold needs with LNG probably having a slight nod.
Shi pping is one of the biggest cost factors for LNG

He said that in shipping LNG to the East Coast of the US.,
di stance is such that you could probably land it for |ess than $3.
He tried to frame his answer in the context of North Anerican
demand. He didn't know what the price threshold was for the Asian
mar ket .

SENATOR HALFORD asked about the chart on page 33 that shows the
breakdown of ownership on the Mackenzie Delta. He asked what the
all i ances were between the conpanies.

MR. SMALL answered that those were the net acreage positions of
those different conpanies. There is sone sharing of properties. For
instance, BP has partial ownership in Burlington/Chevron/BP.
Al berta Energy is trading its |and position in the Mackenzie Delta
with Anadarko, which has land positions in Al aska. He noted,
"You' re seeing a |lot of consolidation.™

SENATOR HALFORD asked if Exxon/ Mobil was absent.

MR. SMALL replied that they are absent from the Mackenzie Delta.
Inperial Gl is owned by Exxon/Mbil - Inperial Gl is the Canadi an
di vi si on of Exxon.

SENATOR HALFORD asked if any others are Exxon/ Mobil affiliated.
MR. SMALL answered, "No."

REPRESENTATI VE GREEN asked if Canadi an gas cane on at 1.5 BCF/ D and
Al askan gas was phased in, whether that would be practi cal

MR SMALL answered, "Yes."

REPRESENTATI VE GREEN asked how "sone" gas could be phased in, if
you're tal king about econom es of scale for a big line.

MR. SMALL said there are a couple of different ways. He expl ai ned:

Routing is one way. Construction could be done in the
context of fewer or nore conpressor stations. It's going
to be difficult to phase it in between a | ow volune and a
hi gh vol une sinply because the capital cost doesn't allow
you to do that, but the difference between 3 BCF/ D and 4
BCF/D mght be feasible. | don't know | wasn't
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suggesting starting ours really low and building up to
the 4 BCF/D. I'"mjust suggesting that if 4 BCF/D is the
ultimate outcone, it's highly unlikely that the Mackenzie
Delta would start out at 1.5 BCFH/D. It would probably
start out at 1 BCF/ D building up to 1.5 BCF/D. | would
think the sane thing with Al askan gas. Even with an
ultimate of 4 BCF/D, it probably wouldn't start there
just because putting into service a project of this
magni t ude woul d not be easy. Simlar projects have taken
afair bit of time to phase in. This would be doubling or
tripling the problemof even an alliance project.

CHAI RVAN TORGERSON said a | arge anmobunt of exploration activity is
going on in the Mackenzie and Alaska is basically ready to go. He
asked how I ong he thought it would take to produce 1 BCF/ D fromthe
Mackenzi e Delta.

MR SMALL answered that it is conceivable for the Mackenzie Delta
to be on streamin a simlar tinefrane.

CHAI RVAN TORGERSON said they have read a | ot about the Prem er of
Canada wanting his cut of our liquids. He asked how nmuch the
Al berta petrochem cal industry is in trouble as far as getting
l'i quids.

MR, SMALL said he didn't think it was a problem and that the
Premer's statenent was twofold. He said:

One, the province will not allowitself to be put into a

position where it did have a shortfall of |iquids and
two, this is one of the lines in the sand |'ve talked
about that | think was one of - if you' re going to build

a pipeline, you have to talk to us.
He added:

At this point in tine, there are nore liquids than are
being utilized in Al berta, but that doesn't nean it's not
for industry. As an exanple, there is a liquids pipeline
that goes to eastern Canada through the M dwest where a
|l ot of the liquids are dropped off and sold. So, a |lot of
the liquids that aren't used for the petrochem cal
i ndustry are shipped to both the U S. and [indisc.]. So,
all of the liquids are utilized. Not all of them are
necessarily utilized in the petrochem cal industry.

SENATOR KELLY said that sonme of this would be predicated on | ong-

termcontracts. He asked how nuch of the pricing is going to spot
now and whether that wll affect the long-range contracts he

JT NATURAL GAS PI PELI NES CMIE -44- July 17, 2001



perceives will be necessary before the project begins.
MR. SMALL answer ed:

A high percentage of gas is being bought on the spot
market; prior to this past winter, probably close to 100
percent. This past winter has had a profound inpact on
t hat psychology. Up until last wi nter, people were even
acquiring pipe space on a spot basis. Hence the price
runup. We've seen power generators, such as Al pine buy
produci ng conpanies so that they would have a secured
source of supply. W' ve seen people bid for pipe capacity
signing [indisc.] contracts. So, there's been a dramatic
reversal within a short space of time from a spot
mentality to a | onger term

Because of the inpact on residential consuners in the
Lower 48 and Canada, a lot of the distributors are now
getting approval from the |ocal governnment regulatory
bodies to buy on spot [indisc.]. That's a whol e different
attitude than was prevalent a year ago. | think we're
seeing a shift because of the high prices. Is it a strong
shift? It probably will be in the context of a project of
this magnitude. The buying of reserves by a power
generator, | think, it's the inplication that they seem
to need the long-term supply. So, |I think it's not as
much of an obstacle as it used to be.

1:42 p. m
Updat e of SB 158 and Econoni ¢ Model s

CHAI RVAN TORGERSON t hanked M. Small for his testinony and said
that |ast year the legislature passed SB 158, which directed the
Department of Revenue to hire an expert to study the financing
possibilities of a pipeline. He said Comm ssioner Condon was here
to give an update on that project. Then, M. Roger Marks, an
econom st with the Departnent of Revenue would show nodels of
different projects that have been di scussed.

COWM SSI ONER W LSON CONDON, Department of Revenue, said SB 158
requi res the Departnent of Revenue to prepare and submt a report
by January 31, 2001 to the Legislature and the Governor addressing
five issues:

1. Should the state take an equity position in the North Sl ope
gas line project?

2. Should the state participate in financing the project?

3. If yes, wunder what ternms and conditions should it
participate? If the state does participate, wll that
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participation affect the state's ability to provide services
or negatively affect the state's financial integrity or credit
wor t hi ness?

4. Wuld state participation assist or danage efforts to
conpl ete and operate the enterprise?

5. Could or should the state make it possible for individual
Al aska residents to becone shareholders in the project?

COWMM SSI ONER CONDON said the legislation waived the conpetitive
bidding solicitation of his departnment that would normally apply to
pur chasi ng contractual services. They canvassed a nunber of people
and have offered contracts to two firnms. M. David G ay with CH2M
HIll is one. CH2M Hill does a variety of different kinds of
consul ting, including energy consulting, and it advises on a nunber
of different kinds of issues including rate making and financing.
M. Gay has participated in projects with AIDEA AEA private
firmse and public entities in Al aska. The other firm Petrie
Parkman, is in investnent banking, with principal offices in Denver
and Houston. The principal partners in that firmwere with First
Boston when they becane Credit Suisse First Boston, but forned
their own firm shortly after. Petrie Parkman specializes in the
energy industry and was the investnent banker for the United States
government when it sold its interest in the petroleumreserve in
southern California. They were recently investnent bankers for half
of Saudi Arabia, which privately financed and devel oped t hree gas
infrastructure projects. Petri Parkman is experienced in both
upstream and m dstream hydrocarbon projects and transacti ons.

In preparing the reports, the department |ooked at the proposals
from 20 years ago when ANGTS was front and center. Many things had
changed and many things remai ned the sanme. The studies that were
particularly useful for today's issues were done by Dillon Reading
Conmpany in February 1978 and presented to the legislature. The
| egi sl ature comm ssioned a series of studies in '78 and '79 to be
performed by Heiser at the University of Al aska. Affiliated with
him at the time were Dr. Arlen Tussing and Connie Barlow. That
study was presented to the legislature in three separate vol unes,
one in Cctober '78 and two in '79. Finally, three and a half years
| ater, the state conmm ssioned another study to |ook at state
financial participation, specifically by Kidder Peabody and
Conmpany. He said he had copies of the studies if they wanted to
| ook at them

COW SSI ONER CONDON sai d the question of state participation is one
of wei ghing conpeting considerations. The follow ng reasons have
been advanced for state participation (pros):

1. [Indisc.]

2. If the state participates, it may provide the additiona
nonmentum required to get the project done.

3. The mmj or producers have too nmany conpeting opportunities
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and the only way we'll get our project done is if we do it

our sel ves.

4. Seat at the table argunents: a) If we have a seat at the
table, we will learn information that is inportant to us and
we'll learn it soon enough to protect our interests than if we

are not at the table; and b) by having a seat at the table,
we woul d have the | everage to protect special state interests
that are inportant for us to protect. The inconplete |ist of
those are: routing decisions, |ocal hire and buying, gas for
communities along the route, potential gas availability for
communities not on the route but which are closer than others
(Sout hcentral Al aska), gas for industrial devel opnent al ong
the route, the size and pressure configuration of the facility
such that it would enhance the possibility of having chem ca
devel oprent in Al aska, and gas availability for petrochem ca
i ndustry in Al aska.

On the other side of the scale (the cons), COVM SSI ONER CONDON
sai d:

1. State ownership or investnent would conprom se the min
responsibility for governing, which includes environnenta
protection, health and safety protection, econom c regul ation
and taxation.

2. State investnent would concentrate state assets in the oi
and gas industry. Wen given our dependence upon the industry
anyway, we ought to take any noney we have and invest it
sonewhere else to diversify the investnent portfolio of
Al askans.

3. Many people feel that governnments don't do a particularly
good job of running conmercial enterprises. This is generally
t hought to be true around the world today and in Al aska, we've
had some particularly bad experiences wi th governnent trying
to act as a busi nessperson.

4. State ownership or participation could easily involve the
project in governnental red tape and institutional tugging and
pulling, like confirmng nenbers of the Board and the
Executive Director, the question of how nmuch of the financia
activity would be put under the unbrella of the Executive
Budget Act, and the way the corporation would involve the
enterprise in governnmental oversight.

5. Finally, there are those who say the return to a pipeline
woul d be regulated and, therefore, not really such a great
i nvestnent and the state would likely be able to make nore by
i nvesting the sane anount of noney in THE Per manent Fund.

CHAI RVAN TORGERSON asked when the legislature would get a
prelimnary report on the interaction of this commttee with his
group of clients and how many of these questions he anticipates
w Il be answered by his consultants' research.
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COVMM SSI ONER CONDON replied that he doesn't anticipate any of the
questions to be answered, but they would help the state eval uate
information it gets, if any, if it has a seat at the table. He said
that they would cone to the legislature at its pleasure to report
on progress.

CHAI RVAN TORGERSON said the commttee will be neeting nonthly
t hrough October, at least. He asked if he had signed the contracts
since he said he "offered"” them

COVWM SS|I ONER CONDON s answer was i ndi scerni bl e.

REPRESENTATI VE OGAN asked if he thought it would be in the state's
best interest to have a seat at the table.

COW SSI ONER CONDON replied that he would like to wait to answer
that question until they have finished the study. He noted, "In the
oil pipeline the things that were inportant to know were not
di scussed at the table we had a seat at." He said the [departnent]
was on the Alyeska Omers Commttee during discussions about
whet her or not the [departnent] was conplying with the el ectrical
code in the punp stations and what kind of request it was going to
take back to the oil conpanies to fix it. The person fromthe state
woul d be talking about how nmuch noney the legislature would
appropriate to fix the electrical shortcom ngs of the punp station.
The question about econom cs and return and that sort of thing was
internal in each of the conpanies who were participating in the
TAPS. He stated:

G ven the fact that the gas pipeline is organized very
differently, | don't know whether ny judgnent would be
the sane. By the way, | would nake the observation that
if we really wanted a seat at the table on the oil
pi peline today, |I'msure we coul d persuade Amerada Hess
to sell us their share of that pipeline. They tried to
talk us into buying it.

REPRESENTATI VE GREEN said two pro factors are that we woul d know
what was bei ng di scussed and have | ead-tinme, in which case we could
buy a very small percentage. Having sone say in what was happening
woul d probably require a fairly significant percentage to have any
clout. He asked if Conm ssioner Condon saw a need to wait before
maki ng that kind of analysis - going small rather than | arge.

COVWM SS|I ONER CONDON answer ed:

If folks think that in participating, if we conclude that
there is sone validity to the notion that we could affect
a decision and that decision can be affected better if we
take a larger interest, | think that we could tell you
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whet her or not we think that's true. Certainly, in terns
of state decision naki ng about what to do, it seens it's
unlikely that all of the institutions that have to be
nobilized to do sonething are going to be ready to do
anything before our nmain report gets due very early in
the session. We'd be in a position to give you our best
judgnent on the trade-offs on that issue in a couple of
nont hs.

CHAl RMVAN TORGERSON said he assunmed this could lead us into
addi ti onal studi es.

SENATOR COLSON asked if any other states have participated to this
degree in other natural gas pipelines and, if so, what the result
has been.

COW SSI ONER CONDON sai d he wasn't aware of any state participation
in a natural gas pipeline but there has been governnental
participation in natural gas distributing conmpanies. There are
other exanples of state participation in various Kkinds of
i nfrastructural projects throughout North Anerican |ike airports,
hi ghways and canal s.

SENATOR OLSON said those entities were utility-oriented as opposed
to financial investnents with considerations that would lead to
busi ness deci si ons.

COMM SSI ONER CONDON said, "There are certainly people who would
argue that a gas pipeline is a special kind of highway that haul s
gas." He doesn't agree, but he thought it would be a valid way for
sone people to viewit.

REPRESENTATI VE OGAN asked if he is |ooking at state ownership of a
percentage or the whole project, in reference to the three or four-
spoked hub they were tal ki ng about and whether the state should own
the line going into the hub or the whol e thing.

COMM SSI ONER CONDON replied that they would ook at as nmany
possibilities that they think people m ght be reasonably interested
in. He didn't think people would be serious about owning the entire
project from Prudhoe Bay to Al berta.

SENATOR COLSON said he wasn't interested in |ooking at partial
ownership in a segnent to Fairbanks or Delta or wherever the hub
woul d be. He asked if that would be within his scope.
COWM SSI ONER CONDON said it woul d.

REPRESENTATI VE FATE asked what kind of participation he would have
with the firns that are doing the studies based on specific
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obj ective questions, |like annualized rate of return of x nunber of
years, accounting nmethods, etc. He asked if the Conm ssioner was
going to be involved in that at all.

COWMM SSI ONER CONDON said yes, he would be spending a substanti al
anount of his tinme between now and | ate January working on this
proj ect.

REPRESENTATI VE PORTER asked if Al aska was interested in substantia

or total ownership of the Al aska portion of the route, whether that
woul d affect the regulatory authority in terns of FERC versus RCA
and would a commtnent for investnment of the substance have an
effect (and what effect it would have) on the Permanent Fund. He
asked, for exanple, if it would require a constitutional anmendnent.

CHAI RMVAN TORGERSON sai d he hoped the Comm ssioner would generate
sonme financial principles that could be adopted to any one of the
questions they hear today whether it's a spur line or excess
capacity, particularly in response to question five: Is it even
worth getting into a regulated industry? He al so thought he shoul d
be able to establish whether it would nake the sane or nore noney
than the Permanent Fund. He thought he should establish that as a
set principle before the state would have ownership in any line. He
t hanked t he Conm ssioner for joining the conmttee and invited M.
Roger WMarks, Departnent of Revenue econom st, who has been worKking
with different gas projects that have been suggested and created,
to address the conmttee.

MR. ROGER MARKS, Econom st, Departnment of Revenue, said he would
present the departnent's economc nodel to the commttee for the
gas project. He said:

Qur nodel is sonething that evolved over a period of
years and was originally put together in 1995 | ooking at
LNG It has since evolved to |ooking at gas to |iquids
and now it is looking at the North American pipeline
project. It's been reviewed over tine by a lot of
entities including the North Slope producers, ARCO |
don't think Phillips has officially reviewed it yet. ARCO
reviewed it back when we were putting together our report
to the governor in 1997. Foothills has reviewed it; Yukon
Pacific has reviewed it along with their parent conpany
[indisc.] along with their financial advisors, First
Boston; Dr. Pedro van Meurs' chart group; the Port
Authority and their financial advisors, Taylor DeJongh.
will say it's a work in progress and continues to be a
work in progress. It's changing and evolving all the
time. It is also a public nodel; anyone who wants it can
get a copy.
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Like all nodels, there are inputs to it. Basically, the
inputs for this nodel are cash flows. The nmain ones are
vol unes, prices and costs. The main costs are capital
costs, operating costs and taxes. The state tax system
and federal tax systemare nodeled into it. The outputs
are financial capability in ternms of rate of return, what
the tariffs of cost of service would be, what the
wel | head values would be and what the state revenues
woul d be. These are in terns of cash flows.

There are a lot of tariff nethodol ogies on the shelf. W
used one, but basically they are all simlar in that they
provide a rate of return, cost of service and a rate of
return on the costs. Again, this is a tool. Wuat it does
is explain how nunbers work together, how things work
together and you can answer budget questions. If the
input is so, what is the output. It also can evaluate the
econonm cs of different routing options.

MR. MARKS said the nunbers he used were not necessarily what the
econom cs of the project are, but what the econom cs would be with
specific inputs. The departnent doesn't claim any expertise
relating the capital costs.

TAPE 01-03, SIDE A

CHAI RVAN TORGERSON asked what kind of interaction he had wth
producer groups that they have shared this wth.

MR. MARKS replied that the producers reviewed the basic nodel he
put together for the governor in 1996. In terns of the input, he
said the producers were still studying what they thought the costs
and routing would be.

REPRESENTATI VE GREEN asked if he had run sensitivities to see if
price or cost was the nmjor factor.

MR. MARKS responded that was exactly what he was going to cover
next .

REPRESENTATI VE GREEN asked if the nodel was set up to run for a
profit making organization. He asked if it could be tweaked so they
could I ook at various ranges of input fromthe state's standpoint
where at |east the taxes would be different.

2:20 p.m
MR. MARKS answered that it could be easily nodified to show that.

He pointed out sonme of the sensitivities using a |less favorable
scenario - a bare bones project. He used a route along the Alcan to
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Al berta, a $3 Chicago gas price and 4 BCF/ D. He expl ai ned that they
used 4 BCF/D for two reasons. He thought they would need the
additional volunme to get the unit cost down to be conpetitive and,
in terns of the Mackenzie Delta, there may not be enough productive
capacity to build two pipelines at once. So, if there's a niche for
4 BCF/D, it would perhaps cone fromonly one project initially.

MR. MARKS said he used a $1 charge from Al berta to Chicago, which
represents the conbination of new and expanded pipeline capacity
there. To create a |l east favorable scenario, he used a $3 gas price
in Chicago at 4 BCFH/D. If you assunme that a mnimumrate of return
required to make a project economc is 10 percent, he asked hinself
what is the highest capital cost you could have. That turned out to
be $14 billion. Gven the range of nunbers he had seen, $14 billion
was very high, but he wanted to illustrate the sensitivities of
what happens when capital costs go down or prices go up. So, this
nodel is a useful tenplate to start out with. O the $14 billion

$2 billion was for a conditioning plant on the Sl ope and the other
$12 billion is for the pipeline, itself.

MR MARKS said there were two other issues, oil |osses for one, but
he didn't factor that in nor any of the economcs of the gas
liquids mainly because, at this stage of the gane, the producers
are trying to figure out exactly what those are. He noted, "W [the
state] frankly have no idea."

MR. MARKS said that the oil losses and the liquids directionally
of fset each other, although probably not exactly. The first
sensitivity he used was capital costs and, given that |ess
favorabl e scenario [4BCF/ D and $3 Chi cago gas price], produces a 10
percent rate of return [at least]. He explained that scenario
produces a very |low wellhead value of four cents. He used a
representative year of 2015 to see what total state revenue would
be and in that year with this project, it was $398 trillion.

He explained that the overhead was broken down into el enents of
state revenue. A big chunk of it was property tax, which is high
because the cost is high. This underscores the point that a
property tax is regressive. So, it is not the best thing for the
project. Another elenent is royalties and he noted that it was $0
with a well head value of five cents. This is because the well head
val ue represents the Chicago price plus the pipeline in Al berta,
plus the pipeline fromthe conditioning plant and the conditioning
pl ant. Upstream of the conditioning plant and downstream of the
poi nt of production, which is the point of royalty in taxation, is
the central gas facility where there is a 20 cent processing fee
deduction for royalty. He stated, "Any netback going into the
conditioning plant less than 20 cents will actually negate the
royalty."

SENATOR HALFORD asked if it reduced the tax to the sane conpany
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with regards to oil production.

MR. MARKS answered, "There is a 6.4 cent mninmum severance tax at
the field. So, you'll see the next columm over, the severance taxes
are positive, which reflects that 6.4 cents.™

He nodel ed the state corporate incone tax on a separate accounting
basis, sinply 9.4 percent of the net incone. The state has a
nodi fied apportionnent type of it, which reflects a variety of
econom cs worl dwi de, inpossible to nodel. So, it wll likely not be
9.4 percent.

MR. MARKS said the next colum is state corporate incone tax and
the pipeline tariffs. Whoever owns the tariff will pay taxes on
their income, which goes to the state. He said the final colum is
addi tional severance tax from the economc limt factor (ELF)
i ncrease. He stated:

For oil, depending on field size, 300 barrels per well
per day are nore or less tax-free. For gas, it's 3,000
MCF per well per day tax-free. For oil and gas com ng out
of the same well, which is what will happen at Prudhoe
Bay, the tax-free barrels of oil and MCF for gas get pro-
rated. So, as a result of having a gas field, there' |l be
| ess tax-free barrels. So the above taxes will go up.

MR. MARKS went back to the capital cost sensitivities and showed
what happened when one goes from$14 billion to $12 billion |eaving
everything else constant. The rate of return goes up to 11.6
percent; the well head val ue goes up to 29 cents and the total state
revenue goes up to $413 mllion. He pointed out:

There are two reasons the state revenue doesn't go up

that nmuch. One is the property tax. Wen you decrease

your capital costs, on one hand, you've increased the

wel | head val ues, which nmeans hi gher taxes and royalties

and you' ve increased the property tax.

He said the well head val ue for anything between four cents and 20
cents for the $14 billion essentially has the sanme severance tax
royalties. He took the comrittee to the $10 billion scenario. The
rate of return goes up to 13.6 percent, the well head val ue goes to
55 cegts, and the total state revenue goes up to $440 mllion. He
st at ed:

One interesting thing you can see with the sensitivities

is that for every billion dollars that you change cost,

t he wel | head val ue changes about 13 cents. This suggests

to himthat for investors |looking at this project, the

gas price is very inportant. A snmall change in gas price

has the sane effect as a very large change in the capital

costs.
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2:32 p.m

MR. MARKS said on the state revenue side, once you get over 20
cents on the well head, every billion dollars in capital costs is
about $13 million instate revenue. He said the reason that numnber
is so low is that when the capital costs go one way, wellhead
val ues go down and the property goes up as well. The reverse
happens when the costs go the other way.

He directed the comrmittee to | ook at overhead nunber 8, capita
cost sensitivities and reviewed "the sane disnmal case," $3 gas, a
$14 billion project, 10 percent rate of return, 4 cents at the
wel | head, and $398 in revenue. At a $4 gas price, the rate of
return goes up to 14.6 percent, the well head val ue goes up to 96
cents and the state revenues go up to $684 nillion. For $5 gas, the
rate of return is 18.3 percent, well head value of $1.89 and state
revenue of $1.081 million. He noted that the change in the gas
price of $1 leads to a 92 cent change in the well head val ue.

The reason that is not a dollar-for-dollar change is that there are
sone | osses along the way in volune of about 8 percent. He said:
If you put 100 MCF into the conditioning plant, you only
get 92 MCF out. You still get only 92 MCF in Chi cago, but
have to all ocate that over the 100 MCF that went in and
that works out to less than a dollar.

The $1 billion change represents the sane change as 13 cents in
price. A one dollar change in market price has the sane effect as
$7 billion in capital costs. The change of 50 cents in the market
price has the sane effect as $3.5 billion in costs and underscores

the fact that investors are very concerned about the gas narket
price.

The final sensitivity beyond capital cost and gas price is vol une
sensitivity. He used the same dismal scenario again of 4 BCF/ D, $3
gas, 10 percent rate of return, 4 cents well head and state revenues
of $398 million. If you increase the volune and keep everything
el se constant, and you go from4 BCF/ Dto 5 BCF/ D, econony of scale
raises the rate of return to 12.3 percent, 40 cents wel | head val ue
and total state revenues of $532 million; going from5 BCF/Dto 6
BCF/Dis 14.5 percent rate of return, 64 cents well head val ue and
state revenues of $695 mllion.

REPRESENTATI VE GREEN asked why, in going from4 BCF/ D to 5 BCF/ D,
he used 36 cents and, when he went up one nore billion, he used 24
cents.

MR. MARKS answer ed because the ratio of total capital costs is $14

billion to the volunme is on a percentage and changes those nunbers.
"In reality, your costs would go up with your rate of volune."
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REPRESENTATI VE OGAN asked if the feasibility of the project was
based nore on price to market than routes.

MR. MARKS responded that a small change in gas price will have a
much nore profound effect on the project than capital costs.

CHAI RMAN TORGERSON asked if he had put together simlar
sensitivities for LNG and PTL.

MR. MARKS said they had done that, but there are |imtations using
the nodels. He noted, "What really matters in terns of measuring
econonm cs is how you can conpete with conpeting projects.”

REPRESENTATI VE GREEN asked if these nunbers were adjusted for
i nflation.

MR. MARKS said he kept inflation out so that, "These are real
nunbers. "

CHAI RMAN TORGERSON t hanked M. Marks for his presentation and said
the commttee would next hear from the Commi ssioner of Natural
Resour ces, Pat Pourchot.

2:50 p.m

Rovalty I n-Kind I ssues and Pipeline Studies

CHAI RVAN TORGERSON announced that the conmittee would next hear
from Conmm ssi oner Pat Pourchot, who woul d respond to six questions
posed to himin a letter fromthe commttee.

COWM SSI ONER PAT POURCHOT, Department of Natural Resources (DNR),
i ntroduced Bonni e Robson, Deputy Director of DNR s D vision of Ql
and Gas, and Kevin Banks, a petroleum market analyst with the
Division of Ol and Gas. He explained they have been responsible
for devel oping the Request for Proposal (RFP) for the study that is
the subject of one of the questions posed by the commttee.
Comm ssi oner Pourchot noted he distributed a handout to conmttee
nmenbers that covers DNR s primary objectives. He said he would
di scuss sone of DNR s broad objectives and then respond to the
questi ons.

COW SSI ONER POURCHOT said the adm nistration's work on this issue
cuts across both his departnent and the Departnent of Revenue.
They are both | ooking at maxim zing income to the state to benefit
Al aska citizens when |ooking at the various aspects of a gas
pipeline project. Their first objective has been to | ook at how
Al aska can maximze its royalty inpact value and how that wll
affect tariffs, selling prices, field costs, conditioning costs and
how gas nmay or may not affect oil revenue loss. In addition, fuel
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dynami c interaction mght take place under different scenarios.
DNR is vitally interested in all of those topics and is trying to
| earn as nmuch as possi bl e about them Regarding the benefit to the
peopl e of Al aska, the second objective, DNRis |ooking at in-state
jobs and at state uses of natural gas. The third main objective is
to maxi m ze benefits to Al aska busi nesses and busi nesses operating
in Alaska and how access may or may not occur under different
scenari os. He pointed out those objectives are not nutually
excl usi ve.

COW SSI ONER  POURCHOT stated that the answers to sone of the
questions are not as sinple as "yes" or "no" because ultimately,
DNR is keenly interested in developing a conmon project. Sone
things mght be traded so that maxi m zing one aspect could be at
t he expense of another. At sonme point the viability of the project
will be affected. He briefly covered the "tools" that wll be
necessary to acconplish DNR s objectives, such as |egislation, and
noted that both federal and state agencies will be involved in
studies and permtting. In terms of the permtting, a whole
congl onerate of entities will be involved; DNRis trying to bring
sone of those entities together for sone of those tasks.

COWM SSI ONER POURCHOT said the first question he was asked by the
commttee concerned the state's rights to take gas in-kind for
maj or gas sales, commonly known as overlifting, or alternatively,
the state's right to defer taking royalty gas, commonly called
underlifting. There is no expressed ability in statute or
regulation or in the terns of any | ease agreenent that gives A aska
the right to overlift or underlift Al aska' s royalty gas in advance
of gas sales. However, there are ways of acconplishing that, nost
notably, if Alaska has inplied that if there is a viable market,
that producers under the terns of the | ease sales shall market that
gas. |If, for exanple, there was a proposal to seek as-is gas right
off of the North Slope at sone nmarket rate and there was a viable
purchaser at a credible nmarket rate, there is an obligation to
mar ket that gas.

Alternatively, if there was a viable proposal wth a sensible
market price, the state should work cooperatively wth the
producers to overlift its royalty gas on the Slope, a negotiated
process.

The Al aska Lands Act had a provision many years ago that gave the
DNR conm ssioner authority to negotiate with conpanies to underlift
oil. It was specifically nentioned that there was a strategy prior
to bargaining that allowed DNR to affect the routing of the oi
pi peline. He believes the |ikelihood of success of such a strategy
is debatable. The legislature specifically put in that el enent, but
it did not grant a lateral authority to negotiate with the
producers.
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CHAI RVAN TORGERSON asked if the negotiations with producers fail,
the state would have no right to assert a claimto overlift or
underlift.

COWMM SSI ONER POURCHOT said he believes that is correct, and that
DNR deal s with the conpanies on so nmany issues, such as devel opnent
pl ans, exploration plans, |ease terns, participating areas, etc.,
that overall it is their desire to cooperate and to negotiate in
good faith on a variety of issues. He said he believes there is a
climate of cooperation.

CHAI RMAN TORGERSON asked Commi ssi oner Pourchot if he feels using a
| egi slative route would constitute a breach of contract with the
exi sting | ease sal es.

COW SSI ONER POURCHOT replied that in the event of a breach of
contract, the state has no lateral expressed right. That could
potentially lead to | egal action.

COMM SSI ONER POURCHOT sai d the second question the commttee posed
was in relation to the state's right to control access to the
pi peline for potential users that cone |later. He acknow edged t hat
he deferred part of the answer to the RCA and to the FERC.
However, in the area of state regulation of pipelines, there is a
bi g body of |aw surrounding federal preenption in this arena. The

state has several options. It can go through the FERC process. It
could rmake recomendations for how an open season wll be
conduct ed. Al aska statutes and permtting procedures could

conceivably be tried but, in the end, the state can be preenpted by
federal |aw or federal regulatory action. Conversely, federal |aw
changes.

COW SSI ONER POURCHOT said DNR i s very concerned about open season
and that there be a fair nom nation process both initially as well
as ten years down the |line when a producer m ght discover |arge gas
reserves. DNR is al so concerned about the possibility of a process
that barely addresses a potential | oopi ng expansion and how costs
are allocated and how access to facilities are handl ed. DNR is
concerned about establishing a process that is as open and fair as
possi bl e. More access for potential interests neans nore val ue
because it will create an incentive for further exploration and
producti on.

CHAI RVAN TORGERSON asked the conm ssioner if he is continuing to
seek | egal advice on those issues and what process he is using to
give the commttee final answers prior to next session.

COMM SSI ONER POURCHOT sai d DNR has recei ved additional |egal advice
but he has not asked for a formal |egal opinion. The question is
whet her the commttee wants the information in black and white. He
could request that the advice he has received be formalized and
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made final and avail abl e soon. Regardi ng whet her he is continuing
to seek legal advice, he would have to refrane sonme of his
guestions to the Departnent of Law and he has not done that.

CHAI RVAN TORGERSON said the open season question is one of the
| argest issues facing the state right now. He asked:
If the producers build a 4 BCF line and won't | et anybody
else in there for the next 20 years, where does that
| eave any oil and gas sales on the North Sl ope - or gas
sales. To ne, you can't sell anything up there. Wo
woul d buy acreage or, if they did, it wouldn't be at any
good price for the State of Al aska.

COW SSI ONER POURCHOT said there are a couple of options. DNR has
asked that same question of econom sts and believes it always pays
to have nore people participate in a project of this type because
of the per volune cost of the line and, presunably, once the
upfront costs of the initial line are incurred, the cost of running
a second parallel line for another volune of gas, if necessary,
woul d be cheaper. Pressurization can nove significantly nore gas
and provide for a significant increase in capacity. The producers

argunent is that if sonebody conmes with nore gas, they would
wel cone that because it woul d reduce the per volunme cost of gas in
the line.

CHAI RMAN TORGERSON sai d he appreciated that statenent but he wants
sonme assurance that wll happen. He expressed concern that the
opposite coul d happen so, if the producers |et another producer in,
the market price could be affected quite a bit. He pointed out
this situation is different from Calgary or other places in which
10,000 wells are being drilled each year. Al aska has a very
controll ed resource going into a very controlled |ine that has the
potential of having other players involved or left out for a nunber
of years. He said he hopes that DNR continues its | egal analysis
of that question and he said he will recomend that the | egislature
do sone of that on its own.

COWM SSI ONER POURCHOT stated the third question posed by the
commttee was in regard to DNR s support for common carrier versus
contract carriage of a pipeline. DNR would prefer a conmon carrier
status for all |eases because it would be easier to expand the line
for later gas reserve discoveries. Again, he said that DNR is
concerned that there be a process for expanding the |ine. The
Al aska Natural Gas Act provided for contract carriage and is a
matter of federal |aw, the argunent being that contract carriage
provi ded the kind of arrangenent necessary to finance a project.
Most gas pipelines in the United States are contract carriage but,
as Chairman Torgerson pointed out, shipping through different
pipelines will not be an option on the North Sl ope.

COWM SSI ONER POURCHOT, in response to the fourth question, said
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DNR obvi ously favors open seasons for both initial nom nation and
for subsequent nom nations, as well as for additional capacity to
take on vol unes of gas.

COW SSI ONER POURCHOT said the next question [nunber 5] raises
another elenment - how to deal with the export [indisc.] capacity
volunme for com ng years. That question is in relation to the
commttee's question about agreenents to backstop non-pipeline
owner/ producers firmcapacity obligation with the state's royalty
in-kind (RIK) gas. DNR has been approached by conpanies who are
not producers, but hope to be producers or owners of gas in the
future. They are not in a position now to make a firm comm t nent
for nom nation and do not know whether or not they will find gas,
but they do not want to be | ocked out. The conmttee asked whet her
the state would be willing to take their gas in-kind at a later
date and have those conpani es make a nom nation for a quantity of
gas but, if they did not find gas or could not neet that conm tnent
to ship that volunme of gas, they want the state to take that gas
in-kind and sell it to the people with the reserved space in the
pipeline. DNR is open to that notion. DNR wants to protect its
ability to take its gas in-value or take it in-kind and be able to
use it for in-state purposes. The gas would still be shipped out,
but there nay be sone econom c val ue. The state could get a
premumfor it; it could get a tariff conponent for that off of the
state's netback. It is a way of neeting the goals of keeping the
val ues high on the North Sl ope.

COW SSI ONER POURCHOT said it would be part of the whole mx. One
woul dn't presumably over commt if you only had 500 MCF per day.

TAPE 01-3, SIDE B

CHAI RVAN TORGERSON said he is not sure that it would be necessary
if the open season question on additional access to the line is
sol ved. He said he posed the question to find out whether the
commi ssioner would be willing to consider it. He repeated if the
open season is early, the state may not be prepared to respond.

COMM SSI ONER POURCHOT sai d the next question posed by the commttee
asked about the current status of discussions with Netricity. He
said DNR took the Legislature's resolution [HCR 17] on this matter
seriously. Not only is the proposal intriguing, it is a good focus
for the larger question of state in-kind gas. DNRis in discussions
with Netricity. He noted he provided conmittee nenbers wth
specific information about Netricity that DNR is |ooking at,
regarding the dollar amount if the state accepted Netricity's
proposal of 36 cents per cubic foot. He noted the worksheet only
contains Netricity's initial offer. In his opinion, that offer
does not appear to be in the state's best interest, particularly
when the state's cost of extracting gas on the oil grounds is
unknown. There will be sone cost associated, if it is conputed
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back in terns of a gas price. It could anbunt to 10 or 20 cents
but, beyond that, the anmount could get to zero quickly on this kind
of a proposal.

CHAl RMVAN TORGERSON asked if DNR is still in contact with the
principals of Netricity.

COM SSI ONER POURCHOT said DNR is participating in on-going
negotiations with Netricity. He then said DNR would like to talk
about its study for the conponent of this evaluation of the val ues
associated with gas. He noted that Netricity has approached
producers also. DNR is in disagreement with Netricity on sone
I ssues. Netricity has a nethodology for how it arrived at 36
cents. It used a fairly aggressive discounting schedule.
Qobviously, there is sone value in selling gas in advance of a gas
sal e that m ght be seven years down the line, but DNR believes the
di scounting would be less than 18 years' worth; it mght be four to
seven years, which would change the val ue considerably.

3:26 p. m

COM SSI ONER POURCHOT stated that the last question Chairnman
Torgerson asked was in regard to ongoi ng gas pipeline studies. DNR
has proposed several different studies. He believes DNR has
figured out howto pay for the in-state demand study and, pending
the upcom ng Legi sl ative Budget and Audit (LBA) neeting, he wll
know nore about how and whether the other studies will be funded.
DNR has published a request for proposals (RFP) for the in-state
demand study and the deadline is July 23. DNR is hoping for a
conpletion date in early or md-Novenber. The study is designed to
determine at what price North Slope gas can be delivered to
different regions of the state; how can it be used in-state
relative to the price of other fuels; and what new uses mght arise
if natural gas were nore readily available fromthe North Sl ope.
O her questions regard where a pipeline mght go and how nmuch it
wll cost to access gas in Southcentral versus Fairbanks. The
study is designed to try to get a better handl e on the demand for
in-state gas, which directly relates to a price and route.

COW SSI ONER POURCHOT i nformed the commttee that a value study is
due back next week. It will review various factors that wll
i npact net back val ues of North Slope gas and will identify pricing
policies and practices used el sewhere. The goal is to determ ne
met hodol ogi es that provide the nost transparent ways of cal cul ating
net back value and transportation costs. DNR has had a |ot of
experience with oil and has spent a lot of tinme litigating how
costs should be calculated to arrive at a netback. Thei r
settlenment agreenents over the years have nmade oil netback
cal cul ati ons easier and nore clear.

DNR wants to naximze the state's resources and avoid nore
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litigation, COW SSI ONER POURCHOT said, and hopes to avoid having a
conpl ex system of cal cul ati ng netback prices. DNR is also | ooking
at a larger supply structure and trying to assess the supply of
ot her kinds of gas, not just Prudhoe Bay gas, and how t hose m ght
conme into play. OQoviously, transportation makes ot her things nore
econom cal. DNR hopes to do an in-house effort and conpil e known
information describing it by different kinds of gas sources and
maki ng assunptions relative to proximty to transportation.

COW SSI ONER POURCHOT said that DNR has proposed a conponent of a
reservoir study using the econom cs of the inpact of gas extraction
on Alaska's oil reserves, primarily at Prudhoe Bay. AOGCC has the
maj or responsibility for this and would be the | ead agency. He
noted that funding issues in regard to that study have not been
resol ved because of the way the budget itens were structured, the
i ssue being whether the AOSCC has the ability to reinburse for
those costs. Sone of that will be discussed at the upcom ng LBA
nmeeting. DNR would not do its conponent of that w thout the Al aska
Ol and Gas Conservation Conm ssion (AOGCC) study, but DNR views
that study as very inportant. It will provide the information the
state needs to have going into negotiations. There is information,
but DNR needs an evaluation so that the state's own views can be
represented. He offered to answer questi ons.

CHAI RVAN TORGERSON conmented that regarding the LBA neeting, he
will probably be less than friendly towards the Comm ssioner's
request until a nethod is acconplished in which the Legislature and
adm ni strati on work hand-in-hand on this project instead of running
paral l el courses. He noted he has had that conversation with the
conm ssioner and wth other departnent and division heads. He said
he has recommended to the Chairnman of Legislative Council that the
Council fund many of those projects so that the information can
flowto the commttee. He then announced the comm ttee woul d take
a short recess.

3:35 p.m

Ri ght - of -\Wy Pi peli ne Applications

CHAI RVAN TORGERSON i ntroduced John Gol |, Al aska Regional D rector
of U S. Mneral Managenent, and Jerry Brossia, the federal pipeline
coordinator with the Pipeline Ofice.

MR, JOHN GOLL, Regional Director for the Mnerals Managenent
Service (MVB), U S. Departnent of the Interior, said he would
present information on the right-of-way for an offshore route and
that M. Brossia would answer questions afterward in regard to
onshore responsibilities of the Departnent of the Interior.

MR. GOLL gave the follow ng testinony.
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| know that the offshore route is not the popul ar route.
| want to enphasize that we, the Departnent of the
Interior, are newto a lot of [indisc.]. It is not our
job to propose or advocate the selection of the route.
However, we are required to review any application that
m ght cone before us. So, I will try to outline the
right-of-way process that we would use for an offshore
pi peline through federal waters, but | would also like to
take this opportunity to make sonme brief remarks on
future gas supplies fromthe perspective of our agency.
Qur agency is one that is deeply involved in the nation's
energy production picture. | think it mght conpl enent
sonme of the things that you heard a little bit earlier
this afternoon.

Nat ural gas resources, including those in the Arctic, are
very significant and a visible part of the Departnent of
the Interior's strategy for managing U S. energy
resour ces. So, the issue of getting an Al aska gas
pi peline permtted and constructed is a challenge for you
and for us and an opportunity.

First of all, | would like [indisc.] the Mnerals
Managenment Service and who we are. The Mnerals
Managenment Service, also known as MV5, is an agency in
the U S. Departnent of the Interior. W are responsible
for managing the mneral resources on U S offshore | ands
under the jurisdiction of the federal governnment. CQur
jurisdiction covers nearly 1.7 billion acres of the
subnerged lands called the federal Quter Continental
Shel f, or the OCS. This includes about 1 billion acres
of f shore Al aska.

Al ong with managing the | easing of OCS m nerals resources
and estimating the anpbunts of resources that my be
there, our responsibilities include regulating offshore
operations of the oil and gas industry, helping to ensure
wor ker safety and protecting the environment. W have a
robust technical research program which includes
research on pipelines, drilling safety, oil spil
response, and other topics and we are al so responsible
for collection of the revenues that are generated by the
| easing rights to produce the mnerals owned by the
United States and individual Indians and tribes, both
onshore and offshore, and for distributing the funds to
the U S. Treasury, to the states, and to other accounts.
For exanple, the CARA bills are totally funded fromthe
revenue that we generate on the OCS.
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Today the OCS, primarily in the @ulf of Mexico, accounts
for 25 percent of the nation's oil production and 27
percent of its natural gas production. Qur agency
provi des oversight there on about 31,000 mles of seabed
pi peline. And, over 50 percent of remaining oil and gas
resources in the U S. are |ocated on the CCS.

| would like briefly to review first what is going on in
the Lower 48, part of it, again, to conplenent what was
said a little bit earlier because this, again, can
i nfluence some of the issues that you're facing with
regard to the supply and demand in the future.

As | nmentioned, the Gulf of Mexico accounts for about 25
percent of the nation's oil and gas production. On the
Qulf, activity is going gangbusters wth continued
di scoveries in the traditional shallow waters and the
step out into the deeper waters of the Qulf, as you heard
earlier. The fact is sone of the shallow waters will be
nore likely to produce the gas in the future than the
deeper because it will take a little bit longer to do the

production from the deep water. So, we'll be talking
beyond what we have here on this chart, nost |ikely
before the deep water can start taking effect. The

natural gas potential in the Gulf remains very high -
around 190 TCF. The present gas production has been
about 5 TCF, but the future, as | nmentioned, is with al
predictions a little uncertain as |I've noted on the chart
depending on the continuing discoveries, trying to
stabilize the production there and getting projects under
production to shore which, again, takes longer. So, we
really do see in the Gulf things staying pretty nmuch even
this side of the Gulf - not tremendous rises as sone
peopl e maybe have not ed.

Looking at the rest of the Lower 48, the picture is not
as bright. Most of the Lower 48 of the Quter Continental
Shelf is off limts. In the Atlantic, there is very
likely prolific gas, with estimates ranging from24 to 34
TCF. The extension of discoveries off Southeastern
Canada nost |ikely go down the eastern seaboard. The
Eastern Gul f of Mexico' s border opposes devel opnent off
t he coast and we just scal ed back a proposed sale in the
@Qlf in the Eastern Gulf of Mexico. On there, the nean
estimate is about 12 TCF. On the Wst Coast, gas areas
are likely off of Wshington, Oegon, and Northern
California with a range of 15 to 23 TCF. Some production
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does continue off California, primarily oil. Leasing is
unlikely in any of +these offshore areas in the
foreseeabl e future, although groups such as our nationa
OCS policy commttee is trying to get the discussion
goi ng by sinply thinking about what resources these areas
may contain. But, right now nost of these states do not
want production off of their coast even though it may
benefit [indisc.- coughing] the localities there. It is
noted in the national energy report, nuch of the Rockies
have been off limts or with great restrictions and there
the estimate is around 137 BCFs - again off limts.

The point of this overview is that the nation has not
been exploring, nuch |less producing, in nmany areas with
good potential and this does give Alaska a step up with

known reserves. W see great potential offshore of
Al aska for natural gas. This is the chart of the
potential on the Quter Continental Shelf. These are

[indisc.] undiscovered and eventual |y recoverabl e so they
do not include economcs. But the Chukchi and Beaufort
Seas | ook very promsing, as noted on the chart, wth
estimates rangi ng on the Chukchi from14 to 154 TCF and,
in the Beaufort, perhaps as high as up to 163 TCF, and
| i kewi se, also favorable for oil. But we are a nunber of
years away for gas devel opnent to proceed there. 0]
course nore exploration would be needed and the
i nfrastructure devel oped, but the nmessage is there can be
pl enty of gas in Northern Al aska to sustain a pipeline,
or pipelines, well into the future if we all want to
pursue the [indisc.] chance and devel op those resources.

Just a few other side comrents on the Al aska of fshore -
maybe not totally on the North Slope but.... In the
areas off of Alaska's west coast, fromthe Chukchi down
into the Bering Sea, we have indications for good gas
potential that could be used for communities in those
areas, especially if onshore sources of gas or sone other
alternative energy that is being |looked for there, are
not found or available. The econom cs, of course, nay be
the limting factor but the potential is there off the
west coast. Also for future reference, and maybe this is
dreaming nore wide into the future, there is the
potential for significant quantities of the presently
unconventional resource of gas hybrids. Estinmates of 590
TCF onshore and, what | would call an unbelievable
anount, 170,000 TCF offshore around the state. That's
primarily up in the Beaufort and even along the Shelf
break south of the Aleutians. This is probably not for
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us but maybe for our <children or grandchildren or
sonet hing, maybe to look forward to in the future with
regard to hybrid devel opnment. But there are, of course,
hybrids on the North Slope that nay be a little bit
easier in the nearer future.

But then again, the nessage remains that the energy
sources are likely there if we want to | ook for them and
if we want to use them

Let me go into sonme of the regulatory authorities again
if an offshore route were ultimately selected. |If the
northern offshore pipeline route were selected, the MVB
has specific authorities to grant pipeline rights-of-way
and maybe also to approve oil spill contingency plans.
Qur right-of-way authorities are established under the
Quter Continental Shelf Lands Act, the OCSLA. O her than
the right-of-way permts, MVS exercises approval and
over si ght responsibilities for the installation,
operation, mai ntenance and abandonnent of the pipeline.
An oil spill contingency plan may also be required if the
pi peline were carrying naturally occurring condensate or
if condensate is injected into the pipeline. MVB
contingency plan authorities are established under the
OCS Lands Act and the G| Pollution Act of 1990 and woul d
apply to all segnents of an offshore pipeline, whether
around the federal OCS or the state's subnerged | ands.
In the event there is the potential for a spill
addi tional denonstration of financial responsibility wll
be required under the G| Pollution Act.

REPRESENTATI VE GREEN asked if M. CGoll was referring to condensate
as opposed to natural gas liquid.

MR, GOLL said that is correct, but clarified that these provisions
woul d likely come into play for any liquids going into the pipeline
if there was potential for a spill. He then continued his
presentati on.

The MVB woul d share managenent responsibilities for this
pi peline with the Federal Energy Regul atory Comm ssi on,
the U S. Departnent of Transportation's Ofice of
Pipeline Safety, and the State of Alaska' s Pipeline
Coordinator's O fice and with our Canadi an counterparts
also. MW is also a new nenber of the State of Al aska-

Federal Joint Pipeline Ofice. At this point, I'd like
to nention that the Departnent of Energy and the nationa
energy report - there was a provision in there for the

Departnent of Energy to pool together the federal
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agencies and recently, over the last two or three weeks,
t he Departnent of Energy has pool ed toget her thensel ves,
the U S Departnent of State, the Departnent of the
Interior with representation from our agency, Mnerals
Managenent Service, and from the Bureau of Land
Managenent, and the Federal Energy Regul atory Comm ssion
to get together again, to investigate ways to expedite
permtting for a gas pipeline and then to nake
recommendati ons to Congress and the President on how to

proceed. So, that work will be going on over the next
couple of nonths and | believe they do plan a trip up
here, perhaps in Septenber. [|'Il nake sure that you are

infornmed. That would be the regulatory authority. O her
agenci es would be involved in the project depending on
t he proposal and issues, many in sone indirect ways with
regard to sone other |aws.

MVE has regulations and guidance that outline the
information requirenments in detail for right-of-way
applications. First we encourage the pipeline permttee
to collect information prior to submtting a request for

a permt. This allows inportant geotechnical,
geophysi cal , archeol ogi cal and bi ol ogical information to
be available earlier in the process. The producers’

group plans to collect such information this sumrer as
part of its study of the two routes. MVSE will do a full
safety and engineering design review, i ncl udi ng
consideration of site-specific issues using data froma
survey and ot her sources. W would proceed doing this
jointly with the State Pipeline Coordinator's Ofice and
in coordi nation wth t he U S Depart nent of
Transportation. The MVB will al so provide an opportunity
for public comment and woul d conduct an environnental
anal ysis under the provisions of the National
Envi r onnent al Policy Act. In the event of an
environmental inpact statenment, which is very likely for
these pipeline routes, a |lead federal agency would be
designated. Wi ch agency has the | ead woul d depend on
the scope and the nature of the specific proposal and
relative responsibility of the various agencies. 1In the
case of the over-the-top pipeline proposal, MV5, the U S
Department of Transportation, the U S. Arny Corps of
Engi neers or FERC are all possible | ead agencies for the
El S.

| can give an exanple in the Gulf of Mexico that we've

just conpleted. W worked with the federal - with FERC
on the Gulf Stream gas pipeline that ran from Mbil e Bay
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to Tanpa Bay, across the Gl f. FERC was the |ead of
contracting the EIS, wth post-coordination wth our
staff. Qur staff wthin MV did a full engineering
review that considered the specific route and
environmental issues and technical issues and it was al so
doi ng inspections as the pipeline was bei ng constructed.

The project would al so be subject to coastal consistency
review, with the State of Al aska's Coastal Managenent
Program [Indisc.] consultations would be required with
the National Marine Fisheries Service and the U S. Fish
and WIldlife Service. W foresee a nunber of
environmental and technical considerations for an
of fshore pipeline and |'m sure there's nore. But, the
paranount environnmental consideration is the bowhead
whal e and associ at ed subsi stence hunting activities that
occur during the open water periods across the Beaufort

Sea. One would need to ensure that construction or
operation of a pipeline would not unreasonably interfere
with the whales or subsistence. Seasonal broken ice
conditions in the fall and spring wll also pose

chal l enges for construction, naintenance and repair.
Permafrost, ice gaugi ng and strudl escour (ph) are other
design considerations. Mtering and |ease protection
woul d be of concern even though this is not an oil
pi peline. Strudl escour can be at spring break-up. Wen
the water is starting to come out of the rivers, it wll

go across the ice and it finds a hole; it will go down
i ke your toilet flushes and it essentially noves gravel
or whatever the seabed is. Wy take that into

consi deration when you [indisc.] a pipe?

One of the main efforts that we or any lead in this
project if, really, any of these projects go forward, but
of course we're talking here about the over-the-top
route, would be consult with all concerned parties, such
as the list that | have here. We and other agencies
woul d need to work closely with the many stakehol ders to
make sure that their concerns are addressed in our
decision, but we would also want to ensure that the
process that we were working under was done in a tinely
way.

So, in conclusion, Al aska does have significant untapped
natural gas resources that can go a long way to serving
the nation's need for natural gas in the com ng decade
and wel|l beyond. It may be a step ahead of other areas
of the U S. that have good potential, but again, the
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country [has] not devel oped that way. The ri ght-of -way
procedures do exist for offshore permtting. But, first
"1l enphasize again that the route is not ours to
propose or advocate and, regardless of the route that is
ultimately chosen we, wthin the Departnent of the
Interior, being MM5 and | think |I can speak for BLM that
we would work where we can to assist through whatever
route is decided on. The challenges that face us with
getting these resources out of the Arctic while ensuring
that it is done safely and with maxi mnum protection of the
environnment. Also, wthin the departnent, again because
of the inportance of Alaska, | think it's - of course you
are all very aware that Secretary Norton went to the
troubl e of having two special representatives for Al aska
to give views to people back in Washington and here and
to be her eyes and ears and to provide advice and
counsel. So, you'll also be able to work with Senator
Drue Pearce and Cam Toohey as these projects go forward.
So, the wap up. If you're interested in nore
information, of course we can provide it. W also have a
web page that goes into nmuch nore detail in regard to our
rul es, technical research and environmental research that
we're doing and other information about MMS. Thank you
very much for your tinme. 1'mhere to answer questions or
if Jerry would like to ....

CHAI RVAN TORGERSON asked M. Brossia if he would like to add to M.
ol l's presentation.

3:54 p.m

MR. JERRY BROSSI A i ntroduced hinself as the representative to the
Secretary of the Departnment of Interior, located in the Bureau of
Land Managenent, and said he wll admnister the TransAl aska
pi peline, as well as the Trans- Al aska gas systemri ght-of-way and
t he ANGTS ri ght - of - way.

MR. BROSSI A nade the followi ng conments on the status of rights-of
way.
g Both the ANGTS route and the TAGS route have federal
rights-of-way in place. They also have a couple other
i nportant docunents in place. In order to get those
federal rights-of-way, vyou're essentially, as John
mentioned, going through the National Environnental
Policy Act or what will beconme the EI'S process. Both of
those projects have EISs in place. They have another
significant docunent in place, they have under the Al aska
Natural Gas Act, they have a presidential claim And
that presidential claim/[indisc.] for both projects so
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those are significant docunents. The right-of-way that
BLM i ssued to the TAGS project required a presidenti al
deci sion - again, the process.

The third project that we recently started to | ook at,
and we're not fully geared up to [indisc.] but the
owners, Phillips, BP and Exxon's gas project. W just
recently started neeting with those folks. They would be
required to go through a pretty simlar process to what
John outlined, with the exception that instead of the
Quter Continental Shelf laws, we would be using the
M neral s Leasing Act of 1920. Again, BLMwould - once we
receive an application that would trigger the |egal
process it would probably require an EIS. Again, as was
di scussed, any new project would also | ook at sonme kind
of a permt with FERC. The other two projects have the
usual permts from FERC. The Corps of Engineers would
al so want to be involved and we would al so be involved
wWth the state as far as issuing a right-of-way. Wen
t hese projects conme through the Joint Pipeline Ofice, in
the past, we've looked at it as one process with many
steps. In this case, the two primary drivers for a new
project, obviously for the [indisc.] as well as the
ri ght-of-way, both again would trigger the EI'S process,
both would be coordinated with the state right-of-way
process as well as the CZM being done by the Corps. |

don’'t have prepared remarks but | am willing to take
guestions on how we've worked on these projects in the
past .

3:57 p.m

CHAI RVAN TORGERSON asked whet her either departnment has geared up
for pipeline applications by hiring staff or doing studies.

MR. BROSSI A said that both the BLM and MVB have policy quotes just
com ng out of Washington, D.C They have forned several task
forces to look at various aspects of the project. Wiile the
Department of Interior issues the right-of-way for the ANGIS
project and BLMwas the | ead on the TAGS project, the Ofice of the
Federal Inspector may or may not be resurrected as the overall |ead
agency on the ANGIS project. That is being discussed now in
Washi ngton, D.C.

Locally, BLM has been |ooking at the status of each project and
developing a project RIK plan, a project |egend, a project
schedul e, | ooking at agreenents with the State of Al aska and ot her
federal agencies and devel opi ng a budget and organi zational plan.
BLM has nmet with the owners three or four tines and discussed their
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need to do field studies in preparation for EI'S and right-of -way
wor k. Some of BLMs district offices have issued permts for
stream studies. BLMis in a very prelimnary stage of |ooking at
this project.

MR. BROSSIA said if BLM is chosen as the |ead agency on a new
project or on the ANGIS, it would use the joint pipeline nodel
whi ch has been fairly effective over the last 12 years. BLM would
probably spin off of [indisc.] and work with the state on that.
However, they have not finalized any plans.

4:00 p. m

MR GCOLL said, |ikew se, the MVM5 has not hired anyone at this point.
MV nmet with the producers who wanted to know what kind of
information they would need to collect for the surveys he
menti oned. They plan to do the surveys this sumer and need to

collect information for alternative plans. MVE does have a
representative on the Departnent of Energy group but, overall, they
have been very |lowkey and wll continue that way until the

direction is decided upon. He noted the MVS has a process so that
several nodels could be used and can foresee taking the | ead on the
El S.

CHAI RVAN TORGERSON asked if one of the producer groups filed under
the Natural Gas Act or anything besides ANGIS, whether BLM would
require a presidential decision before proceeding with that
application.

MR. BROSSIA said that has been the past practice. That was a
condition for the right-of-way permt for TAGS. He would
recommend it.

CHAI RVAN TORGERSON asked about an offshore application

MR, GOLL said he was not sure. That is one thing the DOE group
could look at. He guessed the answer woul d be no.

CHAI RVAN TORCGERSON asked if the original 1977 presidential decision
to deny the ANWR over-the-top route that was onshore would hold for
the offshore route, or whether the offshore route substantially
di ffers enough that the original decision would not apply.

MR GOLL said he did not know.

4:02 p. m

REPRESENTATI VE OGAN referred to an earlier slide showmn by M. Coll
about limtations in the Lower 48. He added the nunbers and

calculated that 188 to 206 TCF are off limts. He asked what
percentage that is in conmparison to the total reserves.
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MR. GOLL expl ained those are not reserves in the sense of being
di scovered, they are potential.

REPRESENTATI VE OGAN asked if about one-half of it is off-limts.

MR GOLL said that probably 20 to 25 percent is off Iimt. He said
the point he was trying to make is that the areas that need gas,
particularly the East Coast, are not |ooking to produce |ocal gas.
Al aska gas will probably end up in the Mdwest and Wst, but right
now sonme of that could be heading toward the East Coast where there
is a great peak. Likewise, there is gas off of the west coast, but
they are not looking to use it. He added that it would be easier
to produce locally, but many areas of the country are not going in
that direction right now

REPRESENTATI VE OGAN asked if that gas is off limts because
drilling would raise environmental concerns. He noted gas is
probably the safest thing to drill

MR. GOLL said that is correct, but people are concerned about oi
spills on beaches.

CHAl RMVAN TORGERSON t hanked M. Goll and M. Brossia and asked M.
Britt to testify.

4:05 p.m

MR, BILL BRITT, Gas Pipeline Coordinator, Departnent of Natura
Resources, informed conmttee nmenbers that he distributed a packet
of information, including his witten testinony. He gave the
foll ow ng synopsis of that testinony.

There are three nodes available to nove gas out of Al aska:
pressurized natural gas, LNG and gas to liquids. Four routes are
bei ng di scussed: Prudhoe Bay to Prince WIIiam Sound; Prudhoe Bay
to Kenai; the highway route; and the over-the-top route. He counts
at |l east eight projects with groups of proponents:

* Yukon Pacific TAGS project;

* ANGIS route;

e A producer group of North Slope natural gas producers (BP,
Phillips, Exxon Mbil);

. épsponsor group led by Phillips that includes Foothills and

» The Al aska Gasline Port Authority;

e The Cook Inlet pipeline termnus route;

e The Municipal Energy Resource Goup (MERG, which advocates
the over-the-top route;
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e BP gas-to-liquids plant.
TAPE 01-04, SIDE A

MR. BRITT enphasized that neither routes nor nbdes are being
excl usively considered and that nore than one project is certainly
possi ble. Two of the pipeline projects have received right-of -way
and other permts fromboth federal and state agencies. Foothills
has received various permts for the ANGIS route. BLM conpl eted an
ElIS for the TAGS route and granted Yukon Pacific a right-of-way in
1988. The FERC EI S on the Anderson Bay term nal was conpl eted, the

presidential finding and export |license is in place and a
conditional state right-of-way was issued and renewed. He noted
that Section 2 of the <conditional |ease pertains to the

requi renents of the conditional state right-of-way.

For the ANGIS route, BLM conpleted an EIS and granted a right-of-
way in Alaska in 1980. A treaty between the United States and
Canada was signed in 1978, which sanctions the project, and
Canadi an permts and approvals are in place. The state right-of-
way process was begun, but is not conpleted.

The state right-of-way process is described in the Right-of-Wy
Leasi ng Act (AS 38.35). The steps are:

e Public notice of an application;

* Analysis of the application;

* Negotiation of a draft |ease;

* Preparation of Comm ssioner's analysis and proposed deci sion;

e Public notice of the availability of the Conm ssioner's
anal ysis, proposed decision and public comrent period,

e Public comrent period and public hearings;

 Consideration of coments;

* Preparation of final decision; and

* Execution of the right-of-way lease, if that is the fina
deci si on.

MR. BRITT said the right-of-way | ease is one of a whole variety of
requi renents that would cone into play with a project this |arge.
The Producers' Consortium consultants recently issued a draft
report entitled, "Data Review and Permtting Requirenents.” Their
list of permts, approvals and consultations for one or both of the
routes contain 29 categories of federal authorizations, 22
categories of state authorizations, and 8 categories of |ocal and
private authorizations. Each of these categories would have
anywhere fromone right-of-way | ease to many | and use or water use
permts. These lists are inconplete as they only considered the
pi peline and gas treatnent plant and not associated or support
facilities, such as conpressor stations, construction canps, access
roads, material sites, disposal sites, staging areas, and other
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tenporary use areas.

MR. BRITT noted another frequently asked question is how long it
will take to permt a project. That wll depend on two vari abl es:
the applicant's ability to provide information in a tinely manner
and the federal approval process. A reasonably anbitious schedul e
would be in the 18 to 24 nonth period. On a project-by-project
basis, this will be highly variable and will be based on the anount
of work that has already been done and the controversy associ ated
with it.

MR. BRITT said regarding what is happening now, Yukon Pacific
submtted a refined pipeline centerline alignment for the TAGS
project on July 2. It is being reviewed in the Joint Pipeline
Ofice and it may or may not result in anendnents to the federa

and state rights-of-way. Regarding the Al askan Northwest Natura

Gas Transportation Conpany (ANNGIC) project, they requested that
the state proceed with processing their application, which it did
on March 6. He requested ANNGIC to identify docunents relevant to
their applications. ANNGIC responded on July 2. He said he nade
t hat request because he has no estimate of the tons of paperwork
relative to the ANNGIC s project that was processed 20 years ago.
It seened nore expedient to ask ANNGIC to |let him know what it
considered to be relevant in this point in tine. He has not
finished reviewing those docunents yet. In summary, ANNGIC
conpleted a |arge anmount of work relative to their right-of-way
appl i cation.

MR. BRITT said the Al aska Gas Producers Pipeline Team (AGPPT), the
producers' consortium has about 90 personnel. They' ve awar ded
about $75 million in contracts for feasibility work. The contracts
t hey' ve issued have been for pipeline engineering, gas treatnent

facility engineering, natural gas |iquids extraction facility
engi neering, environnmental and regulatory work and |and status
wor K. The nunber of people involved is very, very large. For

exanple, the two prine contractors for the U S. environnmental and
regul atory i ssue have 11 specialized subcontractors and, according
to the producers, they have over 500 full-time equival ent people
engaged in these efforts right now. On July 6, the producers

provided a list of field studies for the summer. There are 21
studies in Al aska, several of which have been conpl eted, sone are
in progress, and many have not begun. The state has begun

processing the permts necessary for themto do this work. They
need a collection permt from the Al aska Departnent of Fish and
Gamre (ADFG) for the drain work. The Pipeline Ofice has
communi cated its expectations of the studies to the producers.

MR, BRITT said the sponsor group is continuing to assess the
feasibility of the Kenai LNG project. He has proposed that they
start assessing nmarkets for LNG exploring possible synergies for
the highway project and working to reduce the contingencies for
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their project plan and thus increase the comercial viability. He
has also been told their consultants recently conpleted an
environnmental and regulatory evaluation of the project with the
enphasis on permtting of the Parks H ghway Route. Depending on
t he conclusion of that study, he woul d expect to begin contact with
t hem

MR. BRITT noted the State Pipeline Ofice has had very little
contact with the Port Authority, the Cook Inlet Term nus G oup or
the over-the-top route. Regarding a brief overview of state
governnment, his specific role is defined by Adm nistrative O der
187. He has been directed to coordinate state permtting and
aut hori zation processes and to | ead comuni cati ons and coordi nati on
with federal and Canadian agencies related to permtting and
aut hori zing projects. He included a docunent in packets entitled,
"Gas Pipeline Ofice - Anticipated Pre-application and Application
Processing Tasks for FY 2002." It contains a list of short-term
tasks that are associated with the roles.

The point of these tasks is to positively affect the tine required
to permit the project by integrating the state and federal
gover nnment processes, as was done with the Joint Pipeline Ofice.
They al so want to nmake the permt authorizations nore responsive to
Al askan interests when they are issued by others and they want to
make the financial return on the project greater for the state.
Progress on these tasks has been |imted due to a | ack of funding
and | ack of staff. He does not have a funding source at this tine,
but perhaps will get one during the upcom ng Legislative Budget and
Audit nmeeting. The limted funding provided in the last fisca
year allowed the hiring or assignnment of |iaisons from DEC and
ADFG an ADFG field | eader and his position. Existing staff in
several state agencies are performng very limted gas pipeline

work, paid for with discretionary funding. He has negoti ated
rei nbursement MOUs with Foothills and with the producers for the
tasks on the Ilist. He cannot execute those agreenents until he

recei ves funding from LBA.

MR BRITT noted the staff at the State Pipeline Coordinator's
O fice made remarkabl e progress in collecting and organi zi ng ANGIS
files. The Gas Pipeline Ofice (GO staff is working wth
Foothills and the producers to nove their efforts forward. He has
recei ved expressions of interest in GPO positions froma nunber of

excel | ent candi dates, which he is very happy about. In addition,
he has found inexpensive housing for the office until the end of
the year. Hopefully, they will nove into those tenporary, but co-

| ocated of fices, in August.

In conclusion, MR BRITT said a | ot has been happeni ng and the pace
of proponents' efforts is increasing. |f general funding for the
GPO is approved, he wll sign reinbursenent agreenents wth
Foothills and the producers. They will then begin a detail ed work

JT NATURAL GAS PI PELI NES CMIE -74- July 17, 2001



plan and hiring to support the work plan. |If general funding is
not approved, the state wll continue to fall behind the
proponents, both in the staff necessary to process their
aut hori zations and, of particular interest to legislators, in the
know edge necessary to pronote state interests. He offered to
answer questions.

CHAI RMAN TORGERSON t hanked M. Britt for doing such a great job.
He noted that he participated in the nenoranda of understanding
(MUs), as that was part of the legislation he worked on this
session. He also does not anticipate a |ot of opposition to M.
Britt's request to receive the funding through the MOUs as they
relate to what the producers are willing to pay for. He pointed
out the percent the producers are willing to pay for differs from
the percent the adm nistration wants to fund and that is what they
are trying to work through. Another problemhe has is in regard to
interaction with the admnistration is the legislature's |ack of
access to docunents that it is funding. The |egislature has found
it is running a parallel course, to sone degree. He does not favor
putting nore noney into that kind of a procedure. He would rather
fund the studies directly through the Legislative Council. He told
M. Britt the general fund request is above and beyond what the
producers are willing to pay for. So, LBA is questioning why it
shoul d fund things that the producers are not wlling to pay for.
He asked M. Britt to be prepared to explain the difference to the
LBA Conmi ttee.

4:21 p.m

The comm ttee took a short recess.

4:30 p. m

ALASKA HI GAVMWAY NATURAL GAS POLI CY COUNCI L

CHAI RMAN TORGERSON cal | ed the neeting back to order and wel coned
the menbers of the Governor's Al aska H ghway Natural Gas Policy
Council (GAHNGPC). He introduced M. Frank Brown, Co-Chair of that
Council, and noted that M. Sanpson had to be out of town today.
He asked M. Brown to proceed.

MR. FRANK BROMWN, Co-Chair, Al aska H ghway Natural Gas Policy
Council, informed conmttee nenbers that Jim Sanpson could not
attend as he was called out of town on famly business. He
expl ai ned that Governor Know es appoi nted 28 Al askans to the AHNGPC
in January. The group's mission is to devel op recommendati ons
pronoting a natural gas pipeline project that maximzes the
benefits to all Al askans. The AHNGPC wll fornulate its
reconmendati ons and report back with its findings on Novenber 30.
Si nce January, because the group is so |arge, nenbers spent tine
getting to know each other, learning how to work together and
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educating each other. The group's task is form dable so a key part
of the early stage has been educating the group. The group has
al so been engaged in a public process in which it has been going
out and sharing information with, and listening to, the public. To
handle so nmany issues, the group was divided into five
subcommttees. In addition to the public neetings and subcommttee
wor k, the AHNGPC has hel d statew de hearings in Fairbanks, Kenai,
Tok and Anchorage and it will travel this summer to Barrow, Juneau
and Sout heast . He noted he would introduce the nmenbers and ask
them to discuss their work, and then AHNGPC nenbers woul d answer
guestions. M. Brown conmmented that the 28 nenbers and four ex-
of ficio nenbers of the Legislature have no staff so they have been
wor ki ng very hard.

MR. BROWN introduced Bill Corbus, who is chairing the State
Pi peline Omership and Tax Structure Subcomm ttee; Mayor Rhonda
Boyles, who is on several conmttees; Jack Roderick, who is
involved in the Access of In-State Gas Use and Future Qpportunities
Subconmittee; Charlie Cole, who 1is <chairing the Federal-
International Action Subcommttee; and MKke Navarre, who 1is
chairing the Al aska Hire/ Buy Subconmttee.

MR. M KE NAVARRE inforned the commttee that he asked to serve on
t he AHNGPC because, as a forner legislator, he couldn't resist the
opportunity to keep an eye on the Administration and because he
wanted to be involved on the policy |level to nake sure the project
is done right and will benefit Al askans. The Al aska Hire/Buy
Subcomm ttee is focusing on several things. First, it wants to
identify what type of training will be needed for workforce
devel opnent and to identify the nunbers of the necessary workforce.
The Subcommittee is also | ooking at socio-economc studies and it
is trying to dovetail those with other studies related to GARVEE
bonds, and other work and at the potential inmpact to the
communities and to the state. The Subcommttee wll nmake
reconmendati ons and have a report ready that the legislature or
anyone el se can use.

MR BILL CORBUS infornmed the conmttee that, in civilian life, he
is the President of Alaska Electric Light and Power Conpany in
Juneau. He believes it is inportant that everyone get behind the
gas pipeline. He is chairing the Subcomrittee on the State
Pi pel i ne Omership and Tax Structure. The Subcommittee is nmade up
of six menbers who have net wth the Al aska Pernmanent Fund
Corporation (APFC), the Al aska Industrial Devel opnent and Export
Authority (AIDEA) and Department of Revenue staff to discuss
vari ous aspects of financing the pipeline. The Subcommttee wll
al so be gathering ideas for the tax structure.

MR JACK RODERICK infornmed conmmttee nenbers that he has been

hel pi ng Ken Thonpson, who chairs the Subconmttee on Access for In-
State Gas Use and Future Opportunities. He noted that Carl Marrs
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al so had a commttee, but the two were nerged with a new enphasi s
on in-state access to gas. The Subcommttee heard testinony in
Fai r banks about the use of gas, which was quite inpressive. DNRis
doing a study on in-state use. The Subcommttee is |ooking at LNG
and GIL projects. He said he believes Ken Thonpson was correct
when he suggested the subcomm ttee shoul d be thinking about the use
of this gas 50 years down the line. He suggested that |egislators
put on their business hats as the state will be in the business of
gas and that negotiations will be com ng on down the Iine with the
producers and gas owners. He believes it is critical that the
| egi sl ature and adm ni stration use a partnership approach on this
i ssue. He pointed out that the Governor has given the Council carte
bl anche to conduct its investigations on a natural gas line. The
Governor has not given the AHNGPC specific nmandates or said that he
wants certain results or information that exclusively favors the
hi ghway |ine. The Governor has only said that he believes that is
the preferential line. Beyond that, the AHNGPC will provide the
state with the information it devel ops. The AHNGPC certainly wants
to work with the legislature. He believes it would be disastrous
for both bodies if they do not cooperate fully. He pointed out that
no one on the AHNGPC is getting paid for the tinme they are putting
inon this project. He noted that two nenbers of his subcommttee
are super |lawyers, who are getting a workout. The subconmttee has
also net with Bob Loeffler of the D vision of Mning, Land and
Water, and John Katz in Washi ngton, D.C.

4:43 p. m

M5. RHONDA BOYLES informed the commttee that she serves on two
subcomm ttees and had two points to nmake today. One is that the
i nportance of the gas pipeline rises above any party politics or
the issue of admnistration versus legislature or Native versus
non- Nati ve. She said, "W have to worry about the entire state.”
Second, she said they need to share good information and not spend
ti me bei ng redundant.

REPRESENTATI VE GREEN asked if sharing of information includes the
| egi sl ature.

MR. BROMN replied that was his understandi ng.

CHAl RMAN TORGERSON said he was concerned with the legal end of
things and that the |egislature does not have access to studies
t hey have funded for the admnistration. He said they probably get
the sanme paperwork from the producers. He asked M. Corbus if he
was | ooking at incentives the producers m ght want.

MR. CORBUS replied they would be | ooking at the tax structure.

CHAI RVAN TORGERSON asked if he would |look at the ELF or royalty
tax. He said that experts in the adm nistration would not share
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that data with the commttee.

An unidentified person said the producers don't really know the
econom cs of the processing plant or the |line yet.

CHAI RMVAN TORGERSON said his question didn't have to do with the
plant. He stated, "W knowin the early '80"s the cost of the plant
was included as part of the tariff. There is no alliance yet and
there is no tariff.”

Hi s question had to do with other conpanies downstream that nay
have their own conditioning plant. He wanted to nake sure the state
was not |ocked into a tariff on a conditioning plant where sonmebody
el se can probably build their owm. It's a question that has been
posed to him by other producers.

MR NAVARRE said his commttee was | ooking at tax structure policy.

MR. KEN THOWPSON spoke to the issue of the processing plant:
That's an inportant issue that we really need to | ook at
legally as well as what the leases allow for. For
exanpl e, sonme North Sl ope | eases were nodel ed after the
Texas Ol and Gas Lease Law. No state |eases in Texas
conditioning gas for market is often considered on the
| ease as lease cost and is not included in pipeline
tariff calculations. However, if there's a situation
where you have a lot of leases and it's not econom cal on
one to put that plant, sonetinmes a pipeline consortium
woul d build that and that can be included.

| think we'll need to review the Prudhoe Bay | eases and
see, but | think there may be sone clauses in there that
really dictate that it not be in the pipeline tariff or
it could be the other. This is an issue we haven't
exam ned yet, to ny know edge.

CHAI RVAN TORGERSON said he understood that an anendment to the
presidential decision allows that so, it probably will not show up
in a Prudhoe Bay | ease. He commented, "It still needs to be | ooked
at."

MR, THOWPSON i nfornmed the commttee that he chairs the Instate Gas
Use Committee. It has | ooked at the Anchorage Econom c Devel opnent
Corporation's study on Cook Inlet gas supply for the Anchorage
area. An Enstar representative stated during testinony at an AHNGPC
hearing that a major concern for Anchorage residents is that by
2007 or 2008, deliverability of the Cook Inlet reserves will fall
bel ow the projected needs at that tinme. Wiile reserves will be
there, deliverability will fall short of demand. At that point,
t hi ngs have to be done, such as storage or whatever. He comment ed,
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Those solutions wll likely be costly and will increase,
we think from our conmmttee's viewpoint, the cost of
natural gas in Anchorage. That w Il affect businesses as
well as citizens.

MR. THOWPSON said that by 2017, the deliverability problem of gas
beconmes even nore extrene. To solve that problem woul d cost even
nore because of costs associated wth increased exploration,
expl oration incentives, gas storage and bringing in LNG He noted:
W believe bringing natural gas down from the Slope
through a spur line off the line that goes south would
really allow gas prices to be nuch nore reasonable for
al |l Anchorage resi dences and busi nesses. This whol e thing
of south or north interestingly in ny owmn mnd is
becom ng cl ean energy, self-sufficiency for Alaska. If it
goes north, we wll not have clean energy, self-
sufficiency 10, 20 or 30 years down the road. If a line
conmes south and we can build spurs off of to our major
interior cities, Anchorage and other |ocations, we can
have that self-sufficiency. Wat a shame to have a huge
resource if our own state cannot be self-sufficient in
energy ...

Anot her thing - we have this in the state of Texas to see
how t hey handle their royalty state | eases. W found t hat
t hey market about 50 percent of their royalty gas in-
kind, market it thenselves, use a portion of it to
generate electricity for state governnent buil dings and
schools. It's trimed their electricity bill by 30
percent for the state. They al so all ow 50 percent of the
royalty gas to be sold by the producers. Fifty percent of
the time they're able to get a higher netback price than
the producers. That's an interesting observation and we
will examne that as kind of an option for Al aska's
royalty share of gas, as well

REPRESENTATI VE FATE sai d he noticed when reading a report on one of
the charts on the chem cal industry based on the |iquid conponents
of gas (anmoni a specifically), that it's either noving overseas or
it's in danger of noving overseas permanently. He asked if that
creates a vacuum that could be filled by a chem cal industry in
this state.

MR. THOWSON replied that they are |looking at that issue and
whet her there can be val ue-added processing for petrochem cals,
expansion of fertilizer and potentially sone limted LNG to the
West Coast or to very select Asian markets on a smaller scale than
a large Valdez project, but viable. Petrochem cals, such as
ol ephins, are made from natural gas and are used in feed stocks.
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Asia has a rapidly growing need for nore ol ephins. Japan has
expressed interest in DVE (dynethyl ether), which is used like a
propane butane (LPG. WIllianms Energy testified that they had an
internal study that assessed a broader natural gas |iquids business
wi t hin Al aska.

REPRESENTATI VE GREEN sai d 20 years ago Dow Chem cal was | ooki ng at
the possibility of a petrochemcal plant at Fire Island and that
nmet with a lot of resistance, but he was thinking of sonething |ike
that. He asked if it was within his commttee's purview to study a
line to Kenai.

MR. THOWPSON replied yes. They are looking at a spur line into
Anchorage for donestic use and if that takes place, there could be
an additional spur off of a hub that would go to Kenai for a
natural gas refinery. They are assessing whether that would be
econom cal. He said the Dow study | ooked at an assessnent of not
shi pping natural gas, but instead taking all the natural gas
l'iquids |ike propane and butane out on the North Sl ope and shi ppi ng
down a separate liquids line to Fire Island and sone other
| ocations. His committee is |looking at sonething different I|ike
taking the gasoline itself and manufacturing some of the other
products he descri bed. They are |ooking at the Kenai Peninsul a.

REPRESENTATI VE OGAN said, "Don't rule out Pt. Mackenzie."
MR. THOWPSON sai d that was an excel |l ent point.

MR. BROWN added that everyone needs to recognize that there is a
mar ket wi ndow out there and it's going to get subdivided. He
coment ed:

If we're not part of the solution, sonething else will be

- nuclear, LNG from other sources, plane coal technol ogy,

whatever ... We should all work together to make sure

Al aska's North Slope gas is ready.

CHAI RVAN TORGERSON t hanked everyone for their participation and
announced an at-ease from5:03 p.m to 5:06 p. m

MR. HARCLD HEINZE, resource consultant for the Legislative
Majority, said he is under contract to help evolve alternative
strategies on the gas issue. There are three mmjor areas where
studies are not being done or they are way behind. He stated:

Nunmber one is, | was struck by the fact that we need to
seriously understand the state of A aska as a shipper and
in a strategic sense, what we would achieve by being a
shi pper. Frankly, we need someone in the state governnent
to kind of |ook at that as al nost an advocate and devel op
that idea. | think it is alnmost intuitively obvious that
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we woul d get many of the sane benefits from ownership as
you would to be a real shipper in the pipeline. It's
sonet hi ng you coul d probably manage as a business a | ot
easier than investing mllions of dollars. It would help
a lot on the access issue that we were concerned about
this norning. So, there are sone real payoffs there.

Clearly, being a shipper under federal |aw gives you
speci al standing before FERC and what | nean is if the
State of Alaska [was] to make nodified contracts
contingent on [indisc.] in Fairbanks, [indisc.] city of
Chi cago, for instance. That might be an interesting
position to be in as far as all the FERC proceedi ngs and
all the other things that would happen. The producers
woul d have to deal with you as another shipper and not be
discrimnated against in ternms of [indisc.].

| also noted that the state is not using a royalty board.
I f you | ook back, there's a reason the Royalty Board was
put in place and it would really be a pity if the seller
of gas woul d nake the sane m stakes we did on [indisc.].
Whether it's Netricity or whatever, it seens to ne those
are triggering provisions and we should be using that.

CHAI RVAN TORGERSON said the resolution that required themto | ook
at the Netricity proposal directs themto use the process that's in
pl ace, which is the Royalty Board. He said, "So, we have not
forgotten.”

MR. HEI NZE said he knew the Chair had not forgotten, but he was
surprised that there was no nention of it. He stated:
The second broad area that | notice is froma strategy
point of view and trying to |l ook at the gas issue. It's
obvious that we're trying to maximze the benefit and
mnimze, elimnate or mtigate the inpacts, the
negati ves.

MR HEINZ said that there are human inpacts as well as
envi ronnental and the TAPS experience is fully docunmented show ng a
good idea of what all the inpacts are for a large project. He
didn't see anyone studying them He asked, for exanple, what is the
i npact on school systens and public facilities |ike airports and
roads - and how to pay for them Those issues need to be reduced to
dollars so you know if they have a big or small price tag.

Finally, MR HElINZE said he was struck by what he didn't hear from
the AOGCC. Wiile FERC is going to dom nate the regul ation of the
interstate nol ecul es, there's not one nol ecul e com ng out of those
wel | heads that is going to be sold until AOGCC changes its rules.
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The reason that's inportant is that the [indisc.] rules right now
prohibit gas sale. He said that creates a huge range of uncertainty
until this gets resol ved. He said he | ooked forward to working
with the coomittee on these issues to get sonething done.

REPRESENTATI VE GREEN sai d he thought he was right on the gas sales
and asked how they circunvented that by spiking the oil with gas
l'i quids.

MR. HEINZE replied that the original definition of oil in the TAPS
provi ded for 90 percent crude oil and up to 10 percent natural gas
liquids. There are also mnor gas [indisc.] that occur in the field
right now, but no one has questioned those vol unes.

Publi c Testi nbny

CHAI RVAN TORGERSON t hen t ook public testinony.

MR. SCOTT HEYWORTH, Citizens for the Al-A askan Gasline

Initiative, gave the follow ng testinony.
The State of Alaska, both the adm nistration and the
| egi sl ature, nust insure that the new Prudhoe Bay unit
operating agreenent is a public docunent and here's why.
The hydrocarbons at Prudhoe Bay renain Al aska's single
| argest and nost valuable natural resource. R ght now
nobody outside the producer conpanies knows anything
about t he under | yi ng i nt er conpany cont ract ual
arrangenents governing its operation and devel opnent. The
Prudhoe Bay unit nenbers stated in 1996 in hearings
before the AOGSCC that the Prudhoe Bay operating agreenent
in no way inhibited a major gas sale. In 2000, they
announced that they had totally realigned the oil and gas
interest to renove all the maor conflicts and
i npedi nents whi ch were not even supposed to exist at all

If it wasn't broken in 1996, why was it changed in 20007
Is realignnment of those interests the only thing that
changed with the new ownershi p arrangenent and operating
structure and has realignnent actually even taken place?
The State of Al aska sinply cannot allow the basic tenets
governing future control of its single |argest revenue
resource to be confidential. | wurge you to ask the
appropriate industry w tnesses tonorrow when they testify
just exactly when the state and the citizens of Al aska
wi |l have our opportunity to examne and judge this
critical agreenent. It is the nost inportant question and
one that you nust ask themtonorrow and hope we will get
an honest answer.
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REPRESENTATI VE OGAN said he plans to follow up on that issue.

CHAI RVAN TORGERSON thanked everyone for sitting through this
mar at hon and adj ourned the neeting at 5:17 p.m
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