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ACTI ON NARRATI VE

TAPE 02-4, SIDE A
Number 001

CHAI RVAN JOHN TORCGERSON cal led the Joint Natural Gas Pipelines
Committee neeting to order at 3:35 p.m and said the conmttee
woul d work on the proposed Senate Joint Resolution. He said at 4:00
the conmttee's attorney would be calling in to discuss issues in
the federal legislation. The intent is to have this resolution be
i ntroduced by the Senate Resources Committee at the request of this
committee since it doesn't have the |l egislative powrs per se. He
said they hadn't officially adopted any resolutions to support any
positions, but the commttee adopted 12 points to take to Congress
on different anendnments it wants to see in the gas line act.

REPRESENTATI VE GREEN asked if they knew for sure that this is the
| argest known natural gas discovery referring to line 5. He was
t hi nki ng of the Gulf Coast.

CHAI RVAN TORGERSON sai d they were okay on that one.

REPRESENTATI VE CGREEN asked if the wording on page 2, line 8 -
"including the |l osses of tens of mllions of United States jobs;
and" was correct.

CHAI RVAN TORGERSON said that was taken directly out of the Energy
bill. "Alot of it has to do with the recession and the California
probl ens and all the other things."

REPRESENTATI VE GREEN asked if they should delete "sources" and
insert "anmounts" on page 2, line 9 where it says, "the United
States inports significant amounts of LNG ".

CHAI RVAN TORGERSON said they woul d take that as anendnent 1.

REPRESENTATI VE PORTER noved anendnent 1. There were no objections
and anmendnent 1 was adopt ed.

REPRESENTATI VE GREEN sai d t he next proposed anendnent is on page 2,
line 12 and woul d del ete "natural gas" and | eave ANS.

REPRESENTATI VE PORTER noved anendnent 2. There were no objections
and anmendnent 2 was adopt ed.
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REPRESENTATI VE GREEN said on page 2, line 18 there is a redundancy
"via a pipeline" since they are tal ki ng about pipeline routes.

REPRESENTATI VE PORTER noved anendnent 3. There were no objections
and anmendnent 3 was adopt ed.

REPRESENTATI VE GREEN said the next anmendnent was a concept that
affected the ' WHEREAS' cl ause on page 3, lines 21 and 26. He is
concerned that they are tal king about a petrochem cal extraction
and further down they talk about LNG but there isn't any nention
of gas to liquids (GIL). He wanted to know if that was |left out on
pur pose.

REPRESENTATI VE PORTER said he was under the inpression that GILs
woul d go down the existing TAPS |i ne.

CHAI RVAN TORGERSON said it may and he didn't think it would be
wrong to add that.

REPRESENTATI VE GREEN said it could al so be done at Kenai.

REPRESENTATI VE PORTER noved on page 3, line 26 to insert "GIL"
after "including". There were no objections and anendnent 4 was
adopt ed.

REPRESENTATI VE PORTER noted that there was a |ist of advantages on
page 4, line 5 and benefits to the state fromthe sale of ANS gas,
no matter which route was used.

REPRESENTATI VE FATE noved anendrment 5, which inserts "little to" in
front of "none". There were no objections and anmendnent 5 was
adopt ed.

REPRESENTATI VE PORTER referred to anendnent 3 on page 5, which
provides for reaffirmation of the validity of ANGIS and the
noder ni zati on of the Act as necessary. He asked if they want to
| eave ANGTS in place as it relates to the pipeline conpanies to the
excl usi on of anybody el se being able to apply or with the addition
of other people being able to apply.

CHAI RMAN TORGERSON said their intent was if they are going to
support the producers' legislation, to allowthemto file under the

Natural Gas Act. The legislature would authorize ANGIA to be
upgraded to keep that permt.

REPRESENTATI VE PORTER said he didn't think that was correctly
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expressed.

MR PATRI CK COUGHLI N, consultant to the Senate Resources Conmittee,
said that was the intent as existed and that S 1766 did not have
anything about ANGIA in it. The purpose of this anmendnent
recommendi ng that the Joint Commttee adopt an anmendnent was to
keep the ANGTA people on par with where they stood and to recogni ze
that the legislation, itself, already allowed others to apply.

MR, COUGHLI N expl ai ned that nost people believed that under ANGTA
no one else could apply at least until the ANGIS was built. He
expl ai ned:

One of the major purposes of the producers' |egislation
was to enable themto file an application under the NGA
As originally drafted by the Senate majority | eadership,
Senator Daschle, his version of the bill, which was S
1766, made no nention what soever of ANGTA. W& were sinply
proposi ng that we stay consistent with recommendati ons
that this commttee adopted in Cctober to reaffirmthat
ANGTA was still a valid |aw, given that the Senate was
introducing this enabling legislation and the Joint
Commttee, the last tinme they net, they thought that
ANGTA shoul d be capable of being nodernized... W are
sinply going to request that those types of provisions
were added to S 1766. Now what's happened is in the

current version of the federal bill those basic
provi si ons have already been added [the current version
is S 517] ...

CHAI RVAN TORGERSON commented that he thought the current version
has been changed to [S] 1948.

REPRESENTATI VE PORTER asked if the current bill still has ANGTA in
pl ace as originally witten.

CHAI RVAN TORGERSON said it is in section 701 in the new | egislation
on page 104, line 11.

MR. COUGHLI N said that is what they want to see in the bill

CHAI RMAN TORGERSON not ed that the pipeline people have al so want ed
ANGTA to be upgraded.

There has never been a di scussi on about repealing ANGTA.

It was never in anybody's mnd... They are not opposing
the producers' legislation. That is true, but they had
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asked for Congress to upgrade certain provisions of ANGIA
to nodernize it.

MR. COUGHLI N pointed out that |anguage was on page 111, section
711, in the current version of the bill

CHAI RVAN TORGERSON sai d:

This is a noving target. There is no doubt about that.
These are our main points that we had nade. Basically,
what we're saying is we're okay with the producers’
| egislation as long as these things are there. The intent
of nunber 3 was to keep a level playing field so that if
we're going to allow one permt and new provisions for
exploration NGA for expedited permtting and other
things, but didn't want to have a technicality, because
t he | anguage was ol d and woul dn't apply, it wouldn't have
authority to upgrade that.

REPRESENTATI VE GREEN noved to adopt the wording in the resolution.
There were no objections and it was so ordered.

REPRESENTATI VE GREEN noved that the Senate Resources Committee
introduce this resolution. There were no objections and it was so
order ed.

CHAI RVAN TORGERSON advi sed Representative Porter that it woul dn't
hurt to have a conmpanion bill in the House on this issue.

4:00 p. m

CHAI RVAN TORGERSON said he put together several questions
(attachment A) when they were | ooking for an attorney to represent
the commttee's concerns in Washington D.C. The answers to those
guestions were part of the selection process. Ms. Karol Lyn
Newnman, partner with Hogan & Hartson, answered those questions very
wel | .

He said there had been a | ot of discussion on whether FERC had the
authority to order expansion and access questions for explorers
other than the producers. The producers were not happy with the
commttee's |anguage on access. He said there is runored to be a
coupl e of hundred anendnents to the Al aska portion of the Energy
bill. He was very inpressed with Ms. Newman and said, "She has
great know edge of actions that go before FERC and has been
practicing before FERC for a long tine."
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CHAl RMAN TORGERSON asked her to review Attachnent A and the
ori gi nal open season.

M5. NEWVAN sai d:

In the context of hol ding open seasons before FERC, the
obj ective that FERC has always articulated is to insure
that all potential shippers have an equal opportunity to
obtain access to a pipeline which is proposed to be
constructed on a fair and equal basis in a bidding
process and the bidding process should be fair. That's
where it becones difficult and the reason it becones
difficult is because FERC at this tine does not have any
regul ati ons, which require or nmandate that an open season
be conducted in any particular fashion. As a result, they
are conducted as the pipeline chooses to conduct them -
usual |y through sone form of advanced negotiations with
what | wll [call] anchor shippers, and terns and
conditions are discussed or in sone cases worked out
t hrough advanced proceedi ng agreenents. Then the bidding
papers are put together. So, the open season is
structured in a way which, by definition, is going to
favor those who have participated in the process and
expl ained to the pipeline what they need to see in order
to ship gas on the line. Then, of course, when the open
season is held, other bidders who have never seen the
proposal or have not [had] a chance to discuss their
concerns are in fact at a real disadvantage. In fact,
they may al ready be shut out froma significant portion
of the |ine, because FERC has not precl uded
presubscription capacity.

The object is to try to structure a process, which wl|
make the open season, especially on a |ine such as one
proposed in Al aska where you know there is not going to
be nore than one. There's not going to be two in the
foreseeable future. If there's going to be one built,
there needs to be sone special rules, at least, for that
particular Iine. O herwise the process will be totally
controlled by the three |arge producers in the area. And
the initial capacity, as well as expansion capacity,
could easily be contracted for before anyone else
including the state for its royalty gas to get in the
| i ne, except perhaps under sone onerous conditions. The
reason | say that is because it's not just a bidding
process, but the process of developing the tariff, the
terms and conditions of service are all discussed in
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advance with the anchor shippers to nake sure that mnakes
i mm nently good sense. Fromthe perspective of people who
need access to the pipeline, it doesn't work.

The second part of the problemis timng. FERC does not
have any regulations in effect right now on open seasons
at all and, therefore, doesn't have any regulations
obviously on timng. QOpen seasons are conducted in a
variety of fashions and in a variety of tinmes depending
on the project. Some people wll actually go forward and
set an open season to get a sense of who's interested in
participating in shipping on the line. Ohers wll
al ready have their deal cut. So sone people will hold an
open season well before the application is filed at FERC
O hers will hold it within a couple of weeks of filing
the application. OQhers will hold it even later than
that. So, there's no requirenent as to when you nust hold
an open season, especially in terns of an in-service
date. It is really unusual for sonebody to hold an open
season on a pipeline when the in service date is nmany,
many years down the road. We're usually | ooking at six
nonths to one year fromthe date of filing an application
to sonmebody saying | have an in service date of 18 nonths
fromnow Cearly, on Alaska's pipeline there's nore | ead
time required that just plays into the whol e question of
when you hold that open season. Although in the Al aska
Natural Gas Transportation Act (ANGIA) there was a
requi renent that applications explain the dates for
expansi on and how t hey woul d do an expansi on and what it
woul d 1 ook like. That requirenment is not a part of any
open season under the NGA. (Open seasons may or nmay not
tal k about expansions. But frequently, at least in the
Lower 48, they tal k about expansion, they plan phases of
projects - phase one, phase two, and phase three. People
will actually sign up and bid on expansion capacity
that's comng dowmn the road in five, six or seven years.
It's not unheard of. They do it that way...

As a practical matter, that would need to be part of
regul ati ons governing an open season. |If on the other
hand, as |egislators, surely you understand this and you
woul d want your regulators to understand this, if you
were faced with a pipeline of finite capacity - a 52 inch
- and current technology says you can't neke it any
bi gger no matter what you do and someone were to concl ude
it's not feasible to lift the line for environnental
reasons or others, which would need to be | ooked into. As
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a regulator or as legislators you would want to | ook at
this and say what do | do with this finite capacity? |'ve
got three major shippers; they ve got X amount and |'ve
got ot her people out there. What the state is telling us
is that there's going to be a second |ine sone year sone
day when it can be financed, but in the interim what do
we do? Do we shut down exploration opportunities in the
state, because nobody can plan on having access or do it
as a regulator or a legislator build sonmething into the
process, which says we want to take a look at this. W' re
not going to predeterm ne this, but we want to nmake sure
we have the ability to take a ook at it. So, what you
may have seen in the draft |egislation we've been | ooking
at is sonething that gives the regulator the ability to
talk about the timng and the terns and conditions of an
open season, so it's fair..not giving any advantage. \Wen
you' re tal king about bidding, that's bid rigging al nost...

The next question is well what do I do. Well, | don't
know whet her you're going to have a finite capacity. It's
a mtter of technology and environnmental concerns

primarily, available right-of-way, etc., but if you
assume there is and it's 30 years from now bef ore anot her
line will get built of any significance, then sonebody

needs to tal k about capacity allocation. R ght now the
way FERC s statutes are structured, it's not that you
couldn't do it. It's just alittle nore difficult. FERC
has not yet enbarked on putting together any kind of a
ruling for pipelines in general or for this pipeline. So,
one of the things we think is rather inportant is the
need to have sone controls set in place governing an open
season and trust the regulator, unless the |egislature
will doit. I don't think the U S. Congress will be that
specific in establishing procedures for an open season,
al t hough they could be. So, you want to at |east |leave it
to a regulator where you have input. You have an
opportunity to tell themwhat you think needs to be in a
rule and give themthe inpetus to wite the rule.

When | | ook at open seasons, FERC has gone a long way in
general, but not far enough for a line like this and
maybe not far enough even in the Lower 48. This woul d be
a new concept for themto actually sit down and wite
rules and we think it's inportant.

CHAI RVAN TORGERSON asked if FERC could del ay the open season
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M5. NEWVAN said they have the regulatory authority to do it, but
it's not likely they will do it wunless soneone conplains or
petitions or does sonething. He stated, "If nobody asks them for
it, they will not do it on their own initiative."

CHAI RVAN TORCGERSON asked if we aren't successful in convincing FERC
to delay it and the producers go forward, does the state have any
ability to challenge the open season in court to block it.

M5. NEWVAN replied that they can challenge it in FERC by filing a
conplaint saying it's unfairly conducted. This has happened in a
few cases and FERC has required that the open season had to be
redone. It's a tougher road to go than to have rules up front. It
woul d have to be challenged at FERC, not at court.

CHAI RVAN TORGERSON said since expansion is tied into an open
season, he referred her to an opinion, FERC Order 637, saying the
producers claimthat FERC has the authority to demand t he expansion
of a line and he asked if she thought FERC currently has the
authority to demand expansi on and how does their Order 637 apply to
us.

V5. NEWVAN replied:

There is no question in ny mnd that no |awer that
practices before FERC would give a real |egal opinion
that FERC has the authority to order an expansion, for it
clearly does not. That |awer that wote to you by, I
believe, Exxon's in-house people, doesn't say they
bel i eve FERC has the authority. They say, 'FERC says they
have the authority.' That's a very different thing. There
are two problens with that. Nunber one is Order 637 was
not in any sense articulating a rule that said FERC has
the authority to order an expansion and will do so in an
appropriate case. Wiat it said was there are certain
i nstances when we |ook at discrimnation in terns of
access, that we can potentially require pipelines to
expand if, in fact, we can nake appropriate
det erm nation

What that nmeant [Order 637], we were talking about
situations in large |part where pipelines nade
conm tments. That was how the gas act is structured; it's
built on private contracts. It is inherently a regulatory
schenme that is superinposed on private contracts. Wat
happens is you go out and you contract. Well, sone
pi pel i nes have gone out and contracted for capacity well
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in excess of what they have the ability to provide. |
have conme back to rue a couple of circunstances and one
is the EIl Paso [indisc.] in Arizona. They have situations
on their hands now and they've been hearing about them
before 637 issues, where it's clear that there had been
over commtnents of capacity. FERC was sinply saying, 'In
t he appropriate circunstance, we may be able to do that
as arenedy - as a renedy for if you sign contracts that
said you could transport 100,000 decatherns a day - fine
- now you have to live up to your commtnent. V&' re going
to make you honor your contracts.'

But if a pipeline with a contract for nore capacity than
it has there is nothing in any statute that FERC derives
statutory authority from which would allow the FERC to
order a main |ine expansion. That has been decided in
cases for years and it has been articulated by FERC
itself. So, I would chall enge whoever wote that letter

which | read, and the letter does not say FERC has the
authority. It says, '636 says FERC says it has the
authority.' It is taking 636 out of context and nore than
that, it is not an opinion of counsel, because | would
venture to say you would not get that opinion

M/ guess is that the first people who would challenge it
if FERC were to order it, would be the very producers who
are telling you right now that FERC has the authority.
They woul d be the first one to file in the United States
Court of Appeals challenging FERC s statutory authority.
| would not take any confort fromthose statenents about
637 to suggest that FERC had any authority to order
expansions. It does not.

REPRESENTATI VE GREEN said they have maintained steadfastly that
there has to be access upon expansi on and asked what FERC s history
has been as far as determ ning how nuch of the future additional
capacity would be given to certain conpanies, if the conpanies are
currently at capacity and have a trenendous anount of additional
reserve. He asked if there would be an allocation based on an
ability to provide gas or would it be a first cone first served or
woul d there be a preference for other people without specificity in
this | egislation.

M5. NEWWAN replied that FERC has not been confronted with the
situation in Al aska.
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That is because in the Lower 48 and even on the
continental shelf there are multiple lines built. The
only issue is whether sonebody actually has capacity and
whet her they wll be let in. Because FERC doesn't have
the authority to order an expansion, it becones a
question of whether they can prorate within the |ine.

TAPE 02-4, SIDE B

M5. NEWVAN sai d that FERC had been given sone authority to prorate
capacity and to require expansions to neet needs. She added:

Congress recognized it there, but it's not in the general
Natural Gas Act. So, how FERC woul d address a capacity
shortage issue would be addressed in ternms of the
fairness of the vague process. In other words, it could
be structured so it's not to prefer. Qher than that,
you're going to need legislation to give the FERC
specific authority to act in a certain way. If you want,
for exanpl e, non-Prudhoe Bay, Pt. Thonpson producers to
have first call on expansion capacity, that's going to
have to be done by | egislation because that is not going
to be sonething FERC on its own could inplenent right
NOW.

REPRESENTATI VE PORTER sai d that begs the question of doing
| egi sl ati on before or after the original pipeline operation.

M5. NEWWVAN replied, "You need it now Once it's conmtted and
| ocked up, there's nothing can stop it after that. You can't undo
it."

CHAI RVAN TORGERSON sai d they would di scuss the bill now and asked
her to explain page 3, (4) where it starts out to reaffirm the
intent of the Congress that ANGTA is the right statute.

M5. NEWVAN replied that this is a question entirely of how you want
to nove forward.

We have in here a provision that says Congress intends
that the ANGTA - and the words that are in here say that
ANGTA - now the words that are in here say 'as
suppl emented by this subtitle remains in full force and
effect wth respect to any transportation system' That's
inmportant. Basically, ANGTA is going to control, in our
view, over conpeting applications if we're tal ki ng about
a conplete final permanent application being placed
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before FERC for the existing ANGIS versus a note or
application, which mght be filed by soneone el se under
the NGA. As a result, what this does is say we're
reaffirmng ANGIA. ANGTA remains in full force and
effect, i.e., it carries a priority it always carried.
That remains in place. Primarily | think that is to
ensure that the routing, which was designated i n ANGTA,
stays intact. You don't have to do this, but it was ny
understanding that that's what we wanted to do.

CHAl RMAN TORCGERSON said he didn't think she had seen the new
federal |egislation that was introduced, S 1948.

M5. NEWVAN said she couldn't get it through her e-nail.

CHAI RVAN TORCGERSON rel ated that it said the producers, the pipeline
conpani es, and the state have a | ot of amendnents that woul d nmake
it longer.

CHAI RVAN TORGERSON asked her to explain the intent on page 6 (e).

M5. NEWVAN responded that even under ANGTA there is no assurance
that the state's royalty gas will nove.

ANGTA only deals with the ability to renmove gas from
interstate coomerce and allow it to be used in the state
as it was noving through an interstate pipeline. That is
sonething that the law is different now That 1is
sonet hing that had to be done in 1976 in order to allow
the state to use its own royalty gas in the state. Back
t hen, pipelines bought all the gas and shipped it. The
question was nmaking sure it could get off in A aska. The
probl em now i s sonewhat different and is nore pointed and
goes hand-in-hand with this issue of open access and the
bi ddi ng process.

The way pipeline tariffs are factored, shippers are now
dealt with in FERC, is that pipelines are allowed to
negotiate with shippers. That once you participate in a
bi dding process, it becones sort of a negotiated
agreenent that you have. It's supposed to be just a
negotiated rate, but it wusually manages to get well
beyond that, although it's being challenged at FERC now
when people do that. There is a lot of roomin there. The
only fall back is you have to have a recourse rate, which
any shipper will do based on the cost to serve the
tariff, which every shipper can get, if you can't
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negotiate. The reality is | have never seen a recourse
rate that is anywhere near as good as a negotiated rate.
What happens is the person who has to rely on a recourse
rate even if you get capacity is going to be in a much
wor se position than the guy who gets a negotiated rate.
You want to make sure that first of all you get capacity
and then about the ternms and conditions of your surface
or structure. That's really how (e) and (f) work
together. But, (e) is in there because we thought the
state needed to make sure it had access for its royalty
gas and that would be a change from existing | aw

CHAI RVAN TORGERSON asked her to comment on page 15 (a) and (b),
particularly as it relates to the BP lawsuit on the outer
continental shelf and the regs that FERC had.

M5. NEWVAN responded that she didn't know if any other producers
had joined in with Chevron and didn't want to comment. She said the
Quter Continental Shelf Lands Act (OCSLA) is the only existing
statute under which FERC has the authority to order an expansion
when it's needed. The Quter Continental Lands Act was debated in
Congress for many, nmany years before it ultinmately was put into
sone format that was useable in 1978 for the anmendnents. One of the
conditions in the OCSLA is that there is open nondiscrimnatory
access. The question of jurisdiction was whet her the Departnent of
Interior does things or FERC, but FERC was clearly put in charge of
ordering prorationing of capacity if it was necessary to enforce
t he nondi scrim natory access provision. He continued:

FERC did nothing since 1978 with this statute. This past
year, this year, maybe it was 2001, FERC pronul gated
brand new rules where they required the disclosure of
contracts that were in place between shippers and
pi pelines on the Quter Continental Shelf under the OCSLA.
Its purported authority for doing this was its obligation
to ensure that there was open and nondiscrimnatory
access. It said it needed information; it needed access
to these contracts. Producers WIIlians, Duke al
chall enged the comm ssion's authority to issue those
regulations on the grounds that Congress had not
specifically given them authority to issue rules and
regulations to inplenent the provisions and that what
Congress intended was that they had to adjudicate every
case - that they weren't entitled to pronulgate rules to
require information to be filed. They actually won that
inthe United States District Court. It nade the appeal
in the Court of Appeals and we'll see what happens.

JT NATURAL GAS PI PELI NES CMIE- 13- February 15, 2002



But | don't think people need to worry about that. The
nost inportant thing is to put in legislation that the
agency that is inplenenting the statute has the authority
to wite all the rules, regulations, issue all the orders
necessary and then you don't worry about it. It is not a
f oregone conclusion that an agency has that authority if
it's not spelled out in a statute. So we put it in.

CHAI RMAN TORGERSON wanted to spend sone tinme talking about
provi si ons governi ng open seasons and the access questi on where non
producers or explorers have sone sort of |level of confort that if
they strike gas, they will be able to have access to the line to
nove it down. It is inportant to Arctic Sl ope Regional Corporation,
Anadar ko and Al berta Energy and to the state. Al aska woul d not be
able to have another |ease sale unless they had a way of making
that happen. This is probably the nbost controversial part of the
bill. The producers have said basically that this is a deal killer

The other side is saying that it has to be in there, because it
doesn't do the state any good unl ess they are guaranteed access to
the line in the future.

MS. NEWVAN sai d:

FERC currently has the authority to wite rules; it just
hasn't done it and it's not going to do it wunless
sonebody asks it to do it. That can be either a private
party, the state or it could be Congress. A directive
fromCongress that it shall wite rules to govern this is
very, very inportant. Then it doesn't have an option. It
nmust enbark on a rule nmaking process to figure out howto
deal with this Alaska pipeline. So, that's the first
prem se. You have to have a requirenment that they wite
the rule. W have put in here that they establish
procedures. Wll, let me start with the first part of it,
which is in page 15, which is the requirenment that they
file. Cbviously, what you want is that the conm ssion
promul gate regul ations governing the timng, structure
and mnimumcriteria for the conduct of an open season.
That's a starting point that says let's get sone basic
guidelines and rules down here. Let's figure out what
needs to be in the calculation of net present value. If
we're going to do this on a MIV basis, that's fine, but
let's know what the criteria are and let's tal k about the
things that are going to create a disadvantage or an
advant age for sone shippers. So, what you want to do is
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get that process goi ng where people have input in getting
the right rules out. But you need nore than that.

You need the comm ssion to then require that the open
season be filed with FERC. They are not now filed with
FERC. They are not even publicly available. They are
available if the pipeline chooses to send you a copy. And
they won't send it to anybody. If | called up and wanted
open seasons on sonething as an outside |awer, they
would no nore give it to ne than the man in the noon. So,
you cannot just get copies of these things. Sone people
put themout for bid, some don't. It depends on whet her
they're running a rigged or a biased open season.

The fact that there have been ongoi ng negoti ations, which
we know right now, we already know that there have been
ongoi ng negotiations with the three producers and the
pi peline sponsors. It's inperative that an open season
for an Alaska pipeline be filed 90 days before the
proposed date for the opening of the open season. That's
i nportant because people need a chance to |ook at the
criteria for bidding and to raise objections that they
are discrimnatory or preferential. It would be an early
shot out the door before people start signing contracts.
That's very inportant to allow that process to happen

That doesn't stop the financing from going forward
because the financing is down the road; the pipeline
isn't going to be built for along tine and it's best if
these things are resolved up-front rather than to get
challenged later after the contracts are signed. So,
there are a lot of good reasons for doing this and |
think at the end you mght get that if soneone requires
FERC to pronul gate regs.

The second part, which starts on page 16, line 4, says
that the comm ssion shall establish procedures for
reviewing the ternms and conditions. So, what you want is
for FERC to wite sone regulations saying this is how
we're going to go about it. These are procedures rules.
This isn't telling themwhat to do; this is telling FERC
to wite sone procedures. You're going to file in 90
days, now everybody is going to have so nmany days for
comment. We will look at it; we will do X, Y and Z. The
object, which is what's witten in here, is to insure
that potential shippers, whether it's for initial or
expansi on capacity, because as | nentioned before, they
do put an open season out for both, that they have a fair

JT NATURAL GAS PI PELI NES CMIE- 15- February 15, 2002



and equal opportunity. The fair and equal is critical. As
| said, this is a bidding process. You don't want your
bids rigged. What you want is a fair and equal bidding

process - not undue preference. |'ve heard talk that,
"Let's use the Natural Gas Act standard of no undue
discrimnation." | don't really see howthat can fit into

t he equati on when you're tal ki ng about a bi ddi ng process.
How can any discrimnation or any preference be
perm ssible when you wite a bid? It just can't be. If
you give sonebody input to the bidding process, then
they're very key to win the bid. So, FERC needs to take a
| ook at this and say, 'Since we know that process has
already gone on, let's give everybody a chance to
scrutinize it and decide what's wong with it and if you
have to open the bidding in a different fashion, then it
has to be opened in a different fashion. This allows that
process to take place before the bidding starts.

It's also an issue of timng. You can put in here when
you're trying to tell FERC what needs to be done, that
you need a phased process or there's to be no bidding for
phasi ng capacity until five years out from now or seven
years out fromnow So, that's what's inportant and then
what we have after that is instructions saying after
you' ve reviewed these materials and engaged i n what ever
process it is you determne you need to do, then if it is
inmportant in the public interest that FERC deci des that
they have to establish procedures to reallocate that
capacity or reserve capacity for expansion for others,
then FERC wll have the authority to do that.
Articulating that is a lot better than just leaving it up
to chance that you could prevail in a Court of Appeals,
if you were able to convince FERC to do it. 1'd really
rather see it in law - that says yes, you clearly do have
the authority to do it, because this is a one-tine
pi peline, at least for the next 30 years. That's why this
is structured as it is.

REPRESENTATI VE GREEN said he is concerned if it's opened up to
conpetitive bid using the public interest criteria and he is
sitting on a |large anount of gas that he could get into an expanded
line versus a smaller anpbunt that has to cone forth over sone
terrain, the chances are he would be able to bid conpetitively
better than the people who have to cone a |onger way. The public
i nterest would be the purchasers down in the Lower 48 or the people
of Al aska, because it's to our advantage to get nore fields
devel oped and start the exploration that's necessary W won't get
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that wunless there's sone degree of reasonableness on those
i nvestors who woul d be out exploring.

M5. NEWVAN asked if he is concerned about what the regulator can or
woul d do when faced with that.

REPRESENTATI VE GREEN r esponded yes.
M5. NEWVAN r esponded:

| think if you look at the very beginnings of the
proposed statute that we're |looking at here - Section
702. 2, which says, 'One of the purposes of this Act is to
i nsure access on an equal and non-discrimnatory basis to
pronote conpetition,' you would hopefully be able to
convince the regulator that putting total control in the
hands of those who have easy access is not the answer and
maybe you coul d convince themthat they needed to clearly
reserve capacity But, | think absent |egislation, and we
do have it in here now, absent a reservation of capacity
for a non-Prudhoe Bay producer - you're right. You may
have a very difficult tinme of it, but that's why one of
the indications in here that we would |ike Congress to
say is that one of the things we want you to |ook for is
whether or not you need to reserve capacity for
expansions for non-Prudhoe Bay and Pt. Thonpson
producers. That's why that's in here... If you wanted, we
could make it nore explicit.

CHAI RVAN TORGERSON sai d he had a hunch they would be dealing with
that section a lot and asked if a nore controversial thing is the
words "reallocation of initial capacity".

M5. NEWWVAN replied that capacity can be reallocated in a nunber of
ways. |f they are | ooking at financing and have enough volune to
fill the pipe, it's not a financing issue. This is because people
who are doing the financing are | ooking at whether or not you' ve
got the volune. It doesn't matter who it cones from He added:

So if producers are saying this will kill the pipeline,
all they're saying - it's not able to kill the pipe,
because if you reallocate capacity, that neans there's
nore volume than you have capacity for. If that's the
case, we don't have a financing problem Wat we have is
a problemof the three producers who want to nonopolize
t he pi pe not being given the perm ssion to do so.
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CHAI RVAN TORGERSON r esponded, "Or the fact that they are building
an overall business plan with so nmuch for netback for the sale of
t heir product.™

M5. NEWWVAN r esponded:

That's right. That's dependent on their being in contro
of this asset, whether they build it or whether they
don't, whether they are the ones that manage it or
sonebody else is. | look at this - as | said in the paper
| gave to you before in answer to the question - | |ook
at this fundanentally as a question of whether or not, to
put it in very sinple ternms, these producers have the
capacity or the capability or the authority - whether
they can in fact just shut their gas in and say, 'Fine,
we just won't produce it." If they can do that, then

don't know how you can elimnate the control unless
sonet hi ng happens that takes that power away fromthem
If they don't have that power, then they're bluffing.

CHAI RVAN TORCGERSON asked Ms. Newmran i f she had concl udi ng conment s.

M5. NEWVAN responded, "Let's do our best and say our prayers and
work hard at this, because | think this is terribly inportant.”

CHAI RMAN TORGERSON said the tal ks were going on with the producers

and Washi ngton D.C. He thanked Ms. Newman and adjourned the neeting
at 4:50 p. m
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